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The primary concern of credit providers is the timely payment of 
obligations by clients, as most clients tend to pay their obligations 
late. To obtain accurate information from their buyers, credit 
providers need to rely on financial reporting or other information 
channels. The purpose of this study is to investigate the impact of 
earnings quality on trade credit, with a focus on the moderating 
role of accounting information comparability. We used Refinitiv 
Eikon and Fitch Connect databases to measure the variables. 
The study utilized financial information from 250 companies listed 
on the Gulf Cooperation Council (GCC), and six countries’ stock 
exchanges between 2016 and 2021 with 1500 firm-year 
observations. Panel data regression models were used to test 
the research hypotheses. This study aims to answer if earnings 
quality has an impact on trade credit and if the impact of earnings 
quality on trade credit is greater in companies with higher 
comparability than in companies with lower comparability. 
The findings revealed that earnings quality has a positive impact 
on trade credit. Moreover, the results suggested that an increase in 
accounting information comparability intensifies the effect of 
earnings quality on trade credit. This paper has repercussions for 
policymakers, investors, and business organizations. Importantly, 
our study reveals how higher levels of earnings quality lead to 
better trade credit practices. 
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1. INTRODUCTION 
 
The issue of financing trade units in recent years has 
become one of the main challenges for private sector 
development and thus a barrier to accelerating 
the country’s economic growth. Since there is no 
active debt market in Gulf Cooperation Council 

(GCC) countries, companies are strongly dependent 
on the banking system for their financing. This 
problem has already crippled companies in 
the current time when businesses are in recession 
and banks are facing liquidity shortages. 
Furthermore, the small size of the capital market 
has increased the financing problems. In the current 
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situation, long-term decisions are more ambiguous 
than short-term decisions. Trade credits as a short-
term source of financing can help improve 
the turbulent situation of companies. Klapper et al. 
(2012) report that it is estimated that 90% of global 
commodity trade was financed through trade credit 
in 2007. Trade credit is an agreement between 
the buyer and the seller whereby the seller allows 
the buyer to pay for the purchased goods late  
(Mian & Smith, 1992). Trade credit applicants 
underestimate the cost of trade credit financing 
compared to other financing methods. Trade credit 
providers view low-cost trade credit as a strategy to 
expand the market for their products (Chen et al., 
2017). The most important concern of credit 
providers is the timely payment of obligations by 
clients since most clients pay their obligations late. 
Altunok (2012) indicated that about 60% of 
companies pay their accounts payable late. 

Previous studies, among such Beatty et al. 
(2010), argue that due to information asymmetries, 
financial institutions and stock investors rely on 
accounting information to assess the risk of 
borrowing companies. High-quality financial reports 
help capital suppliers in assessing corporate credit 
risk and thus reduce information asymmetries (Chen 
et al., 2017). Capital suppliers are more likely to 
finance high-quality accounting companies (Barth 
et al., 2018). Some suppliers know that clients with 
low-quality accounting are risky and thus may not 
be willing to offer them trade credit (Enomoto, 
2022). The factor that can increase the severity of 
the relationship between earnings quality and trade 
credit is the qualitative characteristics of financial 
reporting (Zhang et al., 2020). One of the indicators 
of earnings quality is the quality of accruals (Zivdar 
et al., 2020). Moreover, based on the statement of 
theoretical concepts of financial reporting, 
comparability as one of these qualitative 
characteristics of accounting information enables 
users to identify and understand the similarities and 
differences between items. As comparability 
increases, the transparency of financial information 
provided to investors will increase, thus motivation 
of managers to manage earnings based on accrual 
figures is reduced. Increasing accounting 
information comparability makes managers have 
less space to manipulate earnings through accrual 
figures (De Franco et al., 2011). Since accounting 
information comparability can affect earnings 
quality and GCC companies have many problems in 
paying their obligations due to economic conditions, 
it is necessary to assess the moderating role of this 
criterion in the relationship between earnings 
quality and trade credit. It should be noted that 
the moderating role of comparability on the above 
relationship has not been studied so far in domestic 
studies. Thus, it is one of the new aspects of 
the present study.  

The paper is organized as follows. Section 2 
discusses the literature review, Section 3 presents 
the research methodology, Section 4 provides 
research results, and Section 5 concludes the paper. 
 

2. LITERATURE REVIEW 
 
Trade credit is a significant source of financing for 
firms, particularly for small and medium-sized 
enterprises (SMEs). In the GCC countries, where SMEs 

constitute a significant portion of the economy, 
the use of trade credit is widespread. Earnings 
quality, which refers to the degree to which reported 
earnings accurately reflect a firm’s underlying 
economic performance, has been shown to influence 
a firm’s access to trade credit. This paper 
investigates the effect of earnings quality on  
the company’s trade credit with an emphasis on  
the moderating role of accounting information 
comparability in GCC (Alghemary, 2021).  

International trade involves the exchange of 
goods and services across borders, and companies 
play a crucial role in these transactions. Various 
theories attempt to explain why companies choose 
to operate as suppliers, recipients, or both in trade 
activities (Alsmady, 2022). These theories offer 
insight into the decision-making processes of 
companies and the underlying motivations behind 
their actions. One of the most prominent theories is 
the comparative advantage theory, developed by 
economist David Ricardo. The theory suggests that 
countries or companies should specialize in 
producing goods or services in which they have  
a comparative advantage and trade with other 
countries or companies for goods or services in 
which they have a comparative disadvantage.  
This approach leads to greater efficiency and 
productivity, resulting in overall gains in economic 
welfare (Ricardo, 1817). Another theory is the factor 
endowment theory, developed by economists 
Eli Heckscher and Bertil Ohlin. The theory states that 
countries or companies should export goods that 
use their abundant factors of production, such as 
labor or capital, and import goods that use their 
scarce factors of production. This theory explains 
why certain countries or companies specialize in 
specific types of goods or services (Heckscher & 
Ohlin, 1933). The product life cycle theory, 
developed by economist Raymond Vernon, suggests 
that products go through a cycle of innovation, 
growth, maturity, and decline. During the early 
stages of a product’s life cycle, it is more profitable 
for a company to produce and export the product. 
Later on, it becomes more profitable to import 
the product from countries that can produce it more 
efficiently. This theory helps explain the shifting 
patterns of trade over time (Vernon, 1966).  

The transaction cost theory, developed by 
economist Ronald Coase, states that companies 
engage in trade activities based on the costs of doing 
so. For instance, if the transaction costs of 
producing a product in-house are higher than 
outsourcing the production to another company, 
the company will choose to outsource. This theory 
highlights the importance of transaction costs in 
trade decision-making (Coase, 1937). The strategic 
trade theory, developed by economists Paul 
Krugman and Lester Thurow, suggests that countries 
or companies can gain a competitive advantage in 
certain industries through government intervention, 
such as subsidies, tariffs, or regulations. This theory 
explains why certain countries or companies may 
choose to operate as suppliers or recipients in 
particular industries (Krugman, 1986). These theories 
provide a framework for understanding the decision-
making processes of companies engaging in trade 
activities. While each theory has its strengths and 
weaknesses, together they offer a comprehensive 
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view of the motivations and strategies behind 
international trade (Saidi, 2022). 

The quality of a firm’s earnings is an important 
determinant of its ability to access trade credit. 
Higher earnings quality indicates greater 
transparency and reliability of a firm’s financial 
statements, which in turn enhances the confidence 
of suppliers and creditors. Earnings quality is 
influenced by several factors, including the quality 
of financial reporting, the strength of internal 
controls, and the quality of corporate governance. 
Studies have found that firms with higher earnings 
quality are more likely to have access to trade credit 
than those with lower earnings quality (Ghosh & 
Jain, 2018). In the GCC, accounting information 
comparability has been identified as a key factor 
that influences the relationship between earnings 
quality and trade credit. Accounting information 
comparability refers to the extent to which financial 
statements of different firms in the same industry 
are comparable. Greater comparability enhances  
the ability of suppliers and creditors to assess  
the financial health of a firm and reduces the 
information asymmetry that may exist between the 
firm and its stakeholders (AlHares & AlBaker, 2023). 

Studies have found that accounting information 
comparability moderates the relationship between 
earnings quality and access to trade credit (Gorji 
et al., 2023b). In a study of 100 firms listed on 
the GCC stock exchanges, Gorji et al. (2023b) found 
that firms with higher earnings quality had better 
access to trade credit. The study also found that 
accounting information comparability had a positive 
moderating effect on the relationship between 
earnings quality and trade credit. The results 
suggest that firms with high earnings quality and 
high accounting information comparability are more 
likely to have better access to trade credit. Other 
studies have also examined the effect of earnings 
quality on trade credit in the GCC. Gorji et al. (2023b) 
found that firms with higher earnings quality had 
a lower cost of trade credit, indicating that high 
earnings quality can enhance a firm’s bargaining 
power with suppliers and creditors. Alsmady (2023) 
found that earnings quality positively affects  
the amount of trade credit available to firms in  
the GCC. The quality of a firm’s earnings has 
a significant effect on its ability to access trade 
credit. Firms with higher earnings quality are more 
likely to have better access to trade credit. 
Accounting information comparability moderates  
the relationship between earnings quality and trade 
credit, with higher comparability enhancing  
the positive effect of earnings quality on trade 
credit. These findings suggest that firms in the GCC 
should focus on improving their earnings quality 
and accounting information comparability to 
enhance their access to trade credit. 

Trade credit contracts are widely used in 
the GCC countries as a form of financing for SMEs 
(Abdulla, 2022). The GCC countries, which include 
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and 
the United Arab Emirates (UAE), face several 
challenges in accessing formal credit markets, 
including high collateral requirements and complex 
regulatory frameworks. This lack of access to formal 
credit makes trade credit a critical financing option 
for many SMEs in the region (Abdulla, 2020). Trade 
credit contracts in the GCC are typically short-term, 

with payment periods ranging from 30 to 180 days, 
and are often used for transactions involving 
perishable goods or raw materials (Belkhaoui et al., 
2020). The terms of the contract, such as interest 
rates, payment schedules, and penalties for late 
payments, are usually negotiated between the seller 
and buyer (Belkhaoui et al., 2020). One of the unique 
features of trade credit contracts in the GCC is their 
adherence to Islamic finance principles, which 
prohibit the charging of interest or engaging in 
speculative transactions. As a result, trade credit 
contracts in the GCC often incorporate Islamic 
finance principles, such as the use of profit-sharing 
arrangements or deferred payment structures  
(Iqbal & Mirakhor, 2011). Despite the popularity of 
trade credit contracts in the GCC, they are not 
without risks. One of the primary risks is non-
payment by the buyer, which can result in financial 
losses for the seller. To mitigate this risk, sellers 
may use credit insurance or factoring services, which 
involve the transfer of the trade credit contract to 
a third party in exchange for immediate payment 
(Belkhaoui et al., 2020). Trade credit contracts are 
an important financing method for SMEs in the GCC 
region, particularly in the absence of alternative 
financing options. However, buyers and sellers need 
to carefully negotiate the terms of the contract and 
implement risk-mitigation strategies to minimize 
the risk of non-payment. 

Earnings quality refers to the degree to which 
reported earnings accurately reflect a company’s 
underlying financial performance. In the GCC 
countries, there has been growing interest in 
understanding the factors that influence earnings 
quality, particularly given the region’s heavy reliance 
on oil and gas revenues, as well as its increasing 
diversification efforts. One study by Baatwah et al. 
(2023) investigated the relationship between 
corporate governance mechanisms and earnings 
quality in GCC countries. The study found that there 
was a positive relationship between the strength of 
a company’s corporate governance mechanisms and 
the quality of its earnings. Specifically, companies 
with more independent board members and greater 
financial transparency tended to have higher 
earnings quality. Another study by Piyawiboon 
(2015) examined the impact of audit quality on 
earnings quality in the GCC countries. The study 
found that companies audited by the Big Four 
accounting firms tended to have higher earnings 
quality than those audited by non-Big Four firms. 
Additionally, the study found that companies with 
higher audit fees tended to have higher earnings 
quality, suggesting that there may be a positive 
relationship between the level of resources invested 
in the audit process and the quality of earnings. 
A third study by Ghosh and Lee (2013) investigated 
the impact of financial reporting quality on stock 
price informativeness in the GCC countries. 
The study found that companies with higher 
financial reporting quality tended to have more 
informative stock prices, suggesting that investors 
place a higher value on companies with more 
transparent and reliable financial reporting. These 
studies suggest that there are a variety of factors 
that influence earnings quality in the GCC countries, 
including corporate governance mechanisms, audit 
quality, and financial reporting quality. As the region 
continues to diversify its economies and attract 
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investment, it will be important for companies to 
prioritize financial transparency and reliability in 
order to maintain investor confidence and support 
sustainable long-term growth. 

Trade credit is a type of financing arrangement 
where a supplier allows a customer to purchase 
goods or services on credit, with payment due at 
a later date. This type of credit is an essential source 
of financing for many businesses, particularly SMEs. 
Accounting information plays a critical role in  
the decision-making process of both the supplier 
and the customer in trade credit transactions. 
Accounting information can help suppliers make 
informed decisions about whether to extend credit 
to a customer. The supplier can use accounting 
information to assess the financial health of 
the customer, including its ability to pay its bills on 
time, its cash flow situation, and its overall 
creditworthiness. This information can be obtained 
from financial statements, such as the income 
statement and balance sheet, as well as from other 
sources, such as credit reports and trade references. 
The supplier can also use accounting information to 
determine the appropriate terms of the credit, such 
as the interest rate and repayment period. Similarly, 
accounting information can help customers make 
informed decisions about whether to accept trade 
credit from a supplier. The customer can use 
accounting information to assess the financial health 
of the supplier, including its ability to deliver goods 
or services on time, its cash flow situation, and its 
overall creditworthiness. This information can be 
obtained from financial statements, as well as from 
other sources, such as trade references and industry 
reports. The customer can also use accounting 
information to negotiate the terms of the credit, 
such as the payment due date and any discounts for 
early payment. Furthermore, accounting information 
can help both parties monitor the performance of 
the trade credit arrangement over time. By tracking 
the customer’s payment history and the supplier’s 
delivery performance, both parties can identify any 
issues and take corrective action as necessary. This 
can help to ensure that the trade credit arrangement 
remains viable and beneficial for both parties. 
Accounting information plays a vital role in trade 
credit financing theory, as it helps both suppliers 
and customers make informed decisions about 
extending and accepting credit. By providing critical 
financial information, accounting helps to mitigate 
risk and ensure the success of trade credit 
arrangements. 

Information advantage theory is a concept that 
relates to how individuals or organizations can gain 
an advantage by possessing and effectively utilizing 
valuable information. This theory suggests that 
access to accurate and timely information can 
provide a significant competitive edge, especially in 
business and strategic decision-making processes. 
According to the theory, individuals or organizations 
with access to relevant and reliable information can 
make more informed decisions, avoid potential 
risks, and exploit new opportunities before their 
competitors. The concept of information advantage 
theory is not limited to business, and it also applies 
to various fields such as the military, politics, 
finance, and healthcare. The implementation of 
the information advantage theory requires an effective 
information management system that can collect, 

process, analyze and distribute information to  
the relevant stakeholders. Such a system should 
prioritize the information that is most critical to 
the organization’s objectives and ensure that it is 
available to the right people at the right time. One of 
the most critical factors for gaining an information 
advantage is the ability to gather and analyze data. 
The emergence of big data and machine learning has 
made it possible to analyze vast amounts of data 
and generate valuable insights that can help 
organizations make more informed decisions. 
Another important factor is the ability to 
disseminate information effectively to key decision-
makers within the organization. This requires having 
clear communication channels and a well-defined 
hierarchy that ensures critical information is shared 
promptly with those who need it. Information 
advantage theory suggests that the ability to access, 
process, and utilize valuable information can 
provide a significant competitive advantage for 
individuals and organizations. It requires an effective 
information management system and the ability to 
gather and analyze data, as well as a clear 
communication hierarchy to ensure that the right 
information is available to the right people at 
the right time. 

Transaction cost theory is an economic concept 
developed by Coase (1937), which explains the costs 
associated with conducting economic transactions in 
different market structures. The theory suggests 
that the cost of conducting a transaction depends on 
the complexity of the transaction and the level of 
uncertainty involved. It argues that these transaction 
costs influence the way firms and individuals behave 
in economic activities. The three main types of 
transaction costs are search and information costs, 
bargaining costs, and enforcement costs. Search and 
information costs refer to the time and resources 
required to find information about a product or 
service. Bargaining costs refer to the negotiation 
costs that arise when two parties try to reach  
an agreement. Enforcement costs refer to the costs 
associated with monitoring and enforcing 
agreements. According to transaction cost theory, 
firms may choose to internalize certain transactions 
within the firm to minimize transaction costs. This 
is because the cost of conducting a transaction 
through the market can be higher than conducting 
the same transaction within the firm. The decision to 
internalize a transaction depends on the transaction 
cost of the market, the transaction cost of 
internalization, and the level of uncertainty involved. 
Transaction cost theory has been used to explain 
a wide range of economic phenomena, including 
the emergence of firms, the structure of vertical 
integration, and the choice of governance structures. 
The theory has also been applied to fields such as 
political science, where it has been used to analyze 
the behavior of governments and international 
organizations. Transaction cost theory is a valuable 
tool for understanding the costs associated with 
conducting economic transactions in different 
market structures. By considering the costs of search 
and information, bargaining, and enforcement,  
the theory helps explain the behavior of firms and 
individuals in economic activities. 

Petersen and Rajan’s (1997) research on trade 
credit and relationships between suppliers and 
buyers in a credit-constrained environment has been 
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widely cited in the literature. Their study provides 
insights into the advantages and challenges 
associated with supplier visits to buyer sites 
compared to financial institutions. Other scholars 
have similarly noted the importance of supplier-
buyer relationships in trade credit. For example, 
Altman (1968) argue that suppliers can offer more 
customized credit terms based on their knowledge 
of the buyer’s financial health and operational 
capabilities. Similarly, Petersen and Rajan (1994) 
find that suppliers have more information about 
their buyers’ creditworthiness than do financial 
institutions. However, scholars also highlight the 
risks associated with close relationships between 
suppliers and buyers. In particular, suppliers may 
use their knowledge of the buyer’s operations to 
exert undue influence and pressure for prompt 
payment or other advantages. Biais and Gollier 
(1997) note that this risk of conflicts of interest can 
be mitigated by greater transparency in credit 
relationships, such as through the use of credit 
ratings. Furthermore, other studies have investigated 
the benefits of trade credit beyond the supplier–
buyer relationship. For example, Wu et al. (2008) 
find that trade credit can facilitate access to bank 
loans for small and medium-sized enterprises in 
China. Similarly, Bolton et al. (2012) argue that trade 
credit can serve as a valuable alternative to bank 
financing in credit-constrained environments. 
Overall, Petersen and Rajan’s (1997) research sheds 
light on the important role that supplier visits can 
play in building relationships between suppliers and 
buyers in a credit-constrained environment. While 
these visits offer advantages in terms of information 
sharing and customization of credit terms, they also 
pose risks of conflicts of interest. By balancing these 
trade-offs, firms can navigate credit relationships 
effectively and access valuable sources of financing. 

Financial reporting is an essential tool for firms 
to communicate their financial performance and 
position to various stakeholders. The qualitative 
characteristics of financial reporting, such as 
relevance, reliability, comparability, and 
understandability, play a critical role in ensuring 
the usefulness and credibility of financial 
information. In the GCC countries, the quality of 
financial reporting has been a subject of debate due 
to the challenges faced by these economies, 
including the lack of transparency and 
standardization in financial reporting practices. One 
area of interest in the GCC context is 
the relationship between earnings quality and trade 
credit. Earnings quality refers to the ability of 
reported earnings to reflect a firm’s underlying 
economic performance accurately. Trade credit, on 
the other hand, is the credit extended by suppliers 
to customers to finance their purchases. Previous 
research has shown that earnings quality is 
positively associated with trade credit, as suppliers 
perceive firms with higher earnings quality as less 
risky and more likely to honor their debts (Krishnan 
et al., 2011). However, the qualitative characteristics 
of financial reporting can influence the strength of 
the relationship between earnings quality and trade 
credit. For example, the relevance of financial 
information to suppliers can affect their willingness 
to extend credit to customers. A study by Al-ahdal 
et al. (2020) examined the impact of the qualitative 
characteristics of financial reporting on 

the relationship between earnings quality and trade 
credit in the GCC context. The authors found that 
the relevance and reliability of financial reporting 
are positively associated with trade credit, indicating 
that suppliers consider these characteristics when 
evaluating a firm’s creditworthiness. 

Moreover, the study found that the relationship 
between earnings quality and trade credit is stronger 
when financial information is more understandable 
and comparable. This suggests that suppliers are 
more likely to rely on financial information when it 
is presented in a clear and consistent manner, 
enabling them to make informed credit decisions. 
The authors also note that the influence of 
qualitative characteristics on the relationship 
between earnings quality and trade credit varies 
across different GCC countries, highlighting 
the importance of considering country-specific 
factors when analyzing financial reporting practices. 
The qualitative characteristics of financial reporting 
can play a crucial role in shaping the relationship 
between earnings quality and trade credit in the GCC 
context. Suppliers’ perceptions of a firm’s 
creditworthiness are influenced not only by its 
reported earnings quality but also by the relevance, 
reliability, comparability, and understandability of 
its financial information. Therefore, firms in 
the GCC countries should strive to improve 
the quality of their financial reporting practices to 
enhance their access to trade credit and improve 
their overall financial performance. 

The following hypotheses are being tested 
following the study’s stated goals and proposed 
model: 

H1: Earnings quality has an impact on trade 
credit.  

H2: The impact of earnings quality on trade 
credit is greater in companies with higher 
comparability than in companies with lower 
comparability. 
 

3. RESEARCH METHODOLOGY 
 
Examples of the study’s independent variables, 
dependent variables, moderators, and control 
variables include the following: 

The dependent variable, the trade credit (TC) is 
a statistic that is equivalent to the proportion of 
a company’s total assets’ book value to its accounts 
payable. The independent variable, the earnings 
quality (EQ), in order to quantify the earnings 
quality, the quality of accruals index was used. 
Because accounting earnings may be stated as 
the sum of operational cash flows and accruals, 
the accruals criteria are utilized. The accruals 
criteria are utilized due to this. Earnings accruals are 
intended to represent both current cash flows and 
the return of prior cash flows, as well as be able to 
estimate future operating cash flows. If 
the measurement error is present throughout 
the accrual determination process, accruals may be 
skewed in their capacity to forecast future cash 
flows or to reflect both the past and the present. 
One technique to test the quality of earnings in 
the other direction is the degree to which this 
measurement error fluctuates. 

To examine the accounting comparability 
(AccComp) of a set of financial statements, Barth 
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et al. (2018) and De Franco et al. (2011) used  
the earnings-return correlation of a pair of 
businesses in a certain industry. This method states 
that two businesses are compared if they have 
provided comparable financial statements (like 
accounting earnings) for the same set of economic 
events (such as returns). The Refinitiv Eikon databases 
scoring methodology contains standardized 
worldwide principles from organizations. 

Certain inter-organizational investors, including 
managers, their analysts, and the institutions that 
receive information from these people, have access 
to confidential news. This is known as information 
asymmetry (InfoAsym). Investors who do not have 
access to this information will see lesser returns 
since the range of discrepancies between 
the proposed bid and ask prices of shares will be 
bigger as it is more secret (LaFond & Watts, 2008). 
When anomalous supply and demand are caused by 
private information, there are differences in the bid 
price of stocks. When there is unfavorable 
confidential news, the supply of stocks rises and 
the bid price falls. 

The gap between the offered bid and ask prices 
of stocks is the result of information asymmetry 
between information suppliers and information 
users. In contrast, when favorable confidential news 
is given, demand increases, and the bid price 
increases. In this study, Ahmadpour and Rasaeian 
(2006) will utilize the criteria of the proposed bid 
and asking prices of stock. The greatest asking price 
for a stock on any given day is considered to be the 
best-asking price, while the lowest-asking price on 
any given day is considered to be the best bid price. 
The range of the difference between the bid price 
and the asking price of that firm for that year is then 
determined  
by the model using the mean values derived for  
the various days of each of the study years for the 
sample companies. According to the aforementioned 
model, there will be more information asymmetry if 
the value of the gap between the asking and bid 
prices is higher. The absolute value of the result 
from this model is utilized to test the hypotheses. 
The data needed to compute this variable was taken 
from the website of the GCC countries’ stock 
exchanges mainly Qatar, Saudi Arabia, Oman, 
Kuwait, Bahrain, and the UAE. 

 Company size (Log(Asset)): The book value of 
all assets’ natural logarithm. 

 Company age (Log(Age + 1)): The company’s 
age is multiplied by one in natural logarithms. 

 Company market share (MktShare): It is 
equivalent to the proportion of firm sales to all 
industry sales. 

 Positive sales changes (POS_ChgSale): Positive 
sales growth divided by the whole assets’ book value. 

 Negative sales changes (NEG_ChgSale): Negative 
sales changes multiplied by the total assets’ book 
value. 

 Market-to-book value (MTB): The proportion 
of assets’ net book value to their capital market value. 

 Return on assets (ROA): Net income divided 
by total assets. 

 Leverage (Leverage): The entire assets divided 
by the total liabilities. 

 Current assets ratio (CA): Non-cash current 
assets as a percentage of total assets’ book value. 

 Current liabilities ratio (CL_XTrade): The ratio 
of total assets to current obligations, including 
accounts payable. 

 Cash holding level (CashHold): The proportion 
of total assets to cash and trading securities. 

The firms listed on the GCC stock exchanges 
are part of the study’s statistical population. 
The systematic elimination approach was the 
sampling strategy employed in this investigation. For 
this reason, businesses that matched the following 
requirements were included in the statistical sample, 
whereas businesses that did not fit the bill were left 
out. The following are these standards: 

 The financial year of the firms should be  
the most recent year to allow for information 
comparability.  

 Throughout the research period, their 
equities should have been traded at least once per 
three months.  

 They should not be included in the list of 
leasing, investing, or financial intermediary firms.  

 At the time of the research, their fiscal year 
should not have changed.  

 The research should have access to all 
necessary factors.  

 They should be listed from 2014 to 2021 on 
the GCC stock exchanges (to calculate some 
variables, it is necessary to use the information from 
2014 onwards).  

 A total of 250 businesses from among those 
listed on the GCC six countries’ stock exchanges 
were chosen based on the aforementioned criteria. 
The total number of companies listed in all these 
countries is 628. The study’s time frame is six years 
from 2016 to 2021 with 1500 firm-year observations.  

The goal of the current study is applied, and 
the methodology is descriptive-correlated. Also, it is 
a quantitative study in terms of data type, and it is 
inductive research in terms of argument type, 
meaning that it aims to create a general model based 
on observations and the gathering of quantitative 
data. It is mixed-method research that is 
retrospective in terms of the temporal dimension 
and long-term in terms (cross-sectional — time 
series). It is archival in terms of data-collecting 
methods and procedures. It is a first-hand study in 
terms of research kind, and it is a post-hoc study in 
terms of research design. Using STATA software, 
data were analyzed in two portions for the current 
study: descriptive statistics and inferential statistics. 
Regression models 1 and 2 from works by Chen 
et al. (2017) and Chabowski et al. (2019) were 
utilized to examine the study hypotheses. 

 
Model 1 for the first test of the claim: 
 

                                                                            
                                                                   
                                              

(1) 
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Model 2 for the second test of the claim: 
 

                                                                        
                                                                
                                            

                                     

(2) 

 

4. RESEARCH RESULTS 
 
The research results are presented in two sections of 
descriptive statistics and inferential statistics.  

For descriptive statistics, Table 1 presents 
an overview of the important characteristics of 
the calculated variables, including mean, median, 
maximum, minimum, and standard deviation, to 
provide a comprehensive understanding of descriptive 
statistics concepts. The observations were based on 
a sample size of 1500. In this study, outliers were 

modified by winsorizing instead of being eliminated. 
The mean value serves as the center point and 
equilibrium of the data. For instance, the financial 
leverage mean variable is 0.66, indicating that, on 
average, 66% of companies’ assets are financed 
through liabilities. The variables with the highest 
and lowest standard deviations are positive changes 
in sales and information asymmetry, respectively. 
The cash holding variable has a minimum level of 
zero and a maximum level of approximately 44% of 
the company’s total assets. 

 

Table 1. Descriptive statistics of variables after modifying them by winsorizing 
 

Variable 
Symbol of 

variable 
Mean Median SD Min Max Skewness Kurtosis 

Trade credit TC 0.081 0.043 0.094 0 0.714 3.03 7.57 

Earnings quality AQ 0.134 0.121 0.067 0.43 0.012 3.23 6.51 

Accounting comparability AccComp 0.409 0.323 0.301 0.229 0.002 0.433 3.716 

Information asymmetry InfoAsym 0.024 0.014 0.021 0 0.07 0.702 3.25 

Company size Log(Asset) 24.65 22.51 2.42 22.74 28.52 1.714 3.07 

Company age Log(Age+1) 3.662 2.817 0.342 1.69 3.14 0.349 1.94 

Market share MktShare 0.122 0.055 0.186 0.002 1 3.71 23.58 

Positive changes in sales POS_ChgSale 13.26 13.43 11.88 0 31.95 0.532 1.24 

Negative changes in sales NEG_ChgSale 0.031 0 0.127 0.755 0 2.62- 15.31 

Market-to-book value MTB 2.54 2.007 3.24 0.022 6.86 0.877 1.51 

Return on assets ROA 0.117 0.08 0.131 0.864 0.757 0.233 3.12 

Financial leverage Leverage 0.667 0.702 0.131 0.103 0.965 2.54 3.92 

Current asset ratio CA 0.624 0.631 0.181 0.111 0.937 0.41 1.31 

Current liability ratio CL_XTrade 0.445 0.443 0.172 0.032 0.977 0.191 6.72 

Cash holding CashHold 0.032 0.012 0.054 0 0.441 1.74 25.43 

 
For inferential statistics, the Harris test was 

utilized to investigate the stationary variables in this 
study, and the outcomes are presented in Table 2. 
The results demonstrate that all independent, 
dependent, and control variables are stationary, with 
a significance level of < 0.05. This means that 
the variables’ mean and variance over time and their 
covariance between different years have remained 

constant. Consequently, the companies examined 
did not experience any structural changes, and 
utilizing these variables in the model will not result 
in a spurious regression. The present study utilized 
composite data, and the F–Limer, Breusch–Pagan, 
and Hausman tests were used to choose between 
the panel data and consolidated data methods. 
The findings of these tests are provided in Table 3. 

 

Table 2. Test of stationary variables 
 

Variable Symbol of variable Test statistic Sig. Test result 

Trade credit TC -8.532 0.000 Stationary 

Earnings quality EQ -1.648 0.036 Stationary 

Accounting comparability AccComp -11.168 0.001 Stationary 

Information asymmetry InfoAsym -16.601 0.002 Stationary 

Company size Log(Asset) -3.488 0.001 Stationary 

Company age Log(Age+1) -6.033 0.002 Stationary 

Market share MktShare -12.266 0.003 Stationary 

Positive sale changes POS_ChgSale -7.479 0.001 Stationary 

Negative sale changes NEG_ChgSale -2.832 0.002 Stationary 

Market-to-book ratio MTB -11.307 0.001 Stationary 

Return on assets ROA -5.362 0.002 Stationary 

Financial leverage Leverage -2.448 0.004 Stationary 

Current asset ratio CA -1.478 0.043 Stationary 

Current liabilities CL_XTrade -11.114 0.001 Stationary 

Cash holding CashHold -12.411 0.002 Stationary 
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Table 3. Results of determining data type tests 
 

Model type Test type Test statistic Sig. Test result 

Test model for H1 

F–Limer 2.36 0.001 Panel data (fixed panel) 

Hausman 24.33 0.023 Fixed effects 

Breusch–Pagan 72.37 0.002 Random panel 

Test model for H2 

F–Limer 2.17 0.003 Panel data (fixed panel) 

Hausman 31.24 0.003 Fixed effects 

Breusch–Pagan 47.17 0.001 Random panel 

 
Based on the results of the F–Limer test,  

the null hypothesis (H
0
) was rejected for both 

models, indicating that the panel data method (fixed 
panel) was accepted. The random panel data method 
was also verified by the Breusch–Pagan test, with 
a probability value of < 0.05. Finally, the Hausman 
test determined the fixed effects method as 
the preferred choice between the fixed and random 
methods, with a probability level of < 0.05. To detect 
variance heterogeneity of the error terms,  
the adjusted Wald test was conducted, and  
the Wooldridge test was used to identify serial 
autocorrelation of the error terms. The results of 

these tests are displayed in Table 4. The Wooldridge 
test results indicate that there is no serial 
autocorrelation problem in the research models 
since the probability level is > 0.05. Additionally, 
the adjusted Wald test’s significance level for 
hypothesis test models is < 0.05, indicating that 
both hypothesis test models demonstrate a variance 
heterogeneity problem. This problem was addressed 
in the final estimates by utilizing the panel-corrected 
standard error (PCSE) method. Moreover, the cross-
sectional dependence test results in Table 4 indicate 
that there is no cross-sectional dependence problem 
in the two models since the probability level is > 0.05. 

 

Table 4. Tests for detecting variance heterogeneity and serial autocorrelation 
 

Model type Test type Test statistic Sig. Test result 

Test model for H1 

Adjusted Wald 82343.52 0.001 Variance heterogeneity 

Wooldridge 0.421 0.361 No serial autocorrelation 

Pesaran 1.123 0.183 No cross-sectional dependence 

Test model for H2 

Adjusted Wald 36532.16 0.003 Variance heterogeneity 

Wooldridge 0.231 0.476 No serial autocorrelation 

Pesaran 0.577 0.482 No cross-sectional dependence 

 
To test the first hypothesis (H1) of the research, 

the first regression model was used and its results 
are presented in Table 4. The findings reveal that 
the null hypothesis (H

0
) is rejected and H1 is 

confirmed, indicating that as earnings quality 
increases, trade credit also increases. This 
conclusion is based on the coefficient obtained for 
the earnings quality variable, which is 0.082 and is 
statistically significant at the 95% confidence level. 
Furthermore, the coefficient of determination 
indicates that the independent and control variables 

account for approximately 33% of the changes 
in the dependent variable. The significance level of 
the Wald test is less than 5%, confirming the 
credibility of the entire model. Based on the results 
in Table 4, the variables of information asymmetry, 
company size, company age, company market share, 
financial leverage, return on assets, current assets 
ratio, current liabilities ratio, and cash holding level 
are all significant at the expected error level and 
should be controlled in future research. 

 

Table 5. Final estimation of the first hypothesis test model 
 

Estimation method: Linear regression by the PCSE method 

Dependent variable: TC 

Variable Symbol Coefficients Std. Error Statistic Z Sig. VIF 

Earnings quality EQ 0.082 0.031 3.15 032.0 2.11 

Information asymmetry InfoAsym 0.47 0.116 2.85 0.000 3.06 

Company size Log(Asset) 0.001 0.002 1.58 0.010 2.15 

Company age Log(Age+1) 0.015 0.012 2.97 0.046 8.07 

Market share MktShare 0.105 0.025 4.91 0.000 3.57 

Positive changes in sales POS_ChgSale 0.000 0.000 2.18 0.240 4.62 

Negative changes in sales NEG_ChgSale 0.310 0.027 1.47 0.142 2.41 

Market-to-book value MTB 0.000 0.001 0.07 0.947 1.05 

Return on assets ROA 0.051 0.027 2.20 0.028 7.26 

Financial leverage Leverage 0.025 0.015 2.27 0.023 2.19 

Current asset ratio CA 0.044 0.014 2.17 0.030 3.11 

Current liability ratio CL_XTrade 0.121 0.021 9.87 0.000 4.23 

Cash holding CashHold 0.144 0.055 2.33 0.020 5.17 

Intercept cons 0.067 0.038 1.97 0.049  

The coefficient of determination 0.334 Wald statistic 03.323 

Number of observations 1500 Wald significance level 000.01 
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Table 6. Final estimation of the second hypothesis test model 
 

Estimation method: Linear regression by the PCSE method 
Dependent variable: TC 

Variable Symbol Coefficients Std. Error Statistic Z Sig. VIF 

Earnings quality EQ 0.143 0.037 3.43 0.002 2.04 

Accounting comparability AccComp 0.001 0.002 1.08 0.265 2.43 

Interaction of comparability 
and profit quality 

AccComp*EQ 0.111 0.055 3.45 0.003 3.55 

Information asymmetry InfoAsym 0.655 0.232 4.11 0.000 1.07 

Company size Log(Asset) 0.002 0.002 2.11 0.021 1.54 

Company age Log(Age+1) 0.013 0.004 2.23 0.027 1.05 

Market share MktShare 0.103 0.023 3.77 0.000 1.65 

Positive changes in sales POS_ChgSale 0.000 0.000 1.16 0.261 1.33 

Negative changes in sales NEG_ChgSale 0.047 0.0213 1.66 0.073 1.32 

Market-to-book value MTB 0.000 0.002 0.15 0.922 1.12 

Return on assets ROA 0.051 0.035 2.37 0.015 1.47 

Financial leverage Leverage 0.024 0.026 2.17 0.023 1.33 

Current asset ratio CA 0.054 0.016 3.66 0.000 1.11 

Current liability ratio CL_XTrade 0.011 0.011 9.67 0.000 1.58 

Cash holding CashHold 0.251 0.033 2.33 0.012 1.13 

Intercept Cons 0.024 0.003 2.16 0.033  

The coefficient of determination 344.0 Wald statistic 52.332 

Number of observations 1500 Wald significance level 000.02 

 
To test the second hypothesis (H2), the second 

regression model was used and its results are 
presented in Table 5. The findings indicate that 
accounting comparability increases the positive 
effect of earnings quality on trade credit, as 
evidenced by the coefficient obtained for  
the AccComp*EQ variable, which is 0.213 and is 
statistically significant at the 95% confidence level. 
Moreover, the coefficient of determination shows 
that the independent variables explain approximately 
34% of the changes in the dependent variable. 
The significance level of the Wald test is less than 
5%, confirming the validity of the entire model. 
Based on the results in Table 5, the variables of 
information asymmetry, company size, company 
age, company market share, financial leverage, 
return on assets, current assets ratio, current 
liabilities ratio, and cash holding level are all 
significant at the expected error level and should be 
controlled in future research. 
 

5. CONCLUSION 
 
The importance of trade credit as a short-term 
financing option for companies is significant due to 
the high cost and time-consuming nature of other 
financing methods. The first hypothesis test reveals 
that there is a positive correlation between earnings 
quality and trade credit, meaning that as earnings 
quality increases, so does trade credit. This confirms 
that higher financial reporting quality can reduce 
information asymmetry and prevent adverse 
selection and moral hazard. Suppliers pay close 
attention to their client’s financial status when 
extending credit, with earnings being a crucial 
factor. Low-quality accounting clients are perceived 
as high-risk, and suppliers are reluctant to offer 
them trade credit. High-quality financial reporting is 
relied upon by suppliers to evaluate clients’ ability 
to meet their business obligations and implicit 
claims. The results of this study oppose the notion 
that suppliers can obtain information through 
business transactions and align with the transaction 
cost theory, as suppliers may not have 
a comprehensive view of their clients through these 
transactions. 

The results of previous studies, such as 
Klapper et al. (2012) and Gorji et al. (2023a), indicate 

that larger and more reliable companies are likely to 
be more transparent and use trade credit offered by 
smaller suppliers. Companies with low accounting 
quality may not improve their liability capacity 
through financing, and suppliers will use financial 
information as a basis for granting credit. Higher 
quality information leads to more credit being 
granted. The second hypothesis demonstrates that 
the effect of earnings quality on trade credit is 
greater in companies with higher accounting 
information comparability than those with lower 
comparability. Accounting information 
comparability strengthens the impact of earnings 
quality on trade credit. 

This hypothesis confirms that if a company’s 
accounting information comparability with other 
companies in the industry increases, it will lead to 
improved predictions and reduce the cost of 
processing information for investors and financial 
analysts. By increasing accounting information 
comparability, the advantage of private information 
decreases, and the availability of company 
information enhances. In GCC, investors and users 
of accounting information consider accounting 
information comparability a crucial control 
mechanism for managers’ behavior. Therefore, fewer 
managers in companies with higher accounting 
information comparability manipulate and manage 
earnings using accruals, leading to higher earnings 
quality. Predictability of accounting earnings can 
increase earnings quality by reducing the prediction 
error of accounting earnings, resulting in 
a significant increase in trade credit provided by 
suppliers. The results of this hypothesis are 
consistent with previous studies, among such  
Le et al. (2016). 

One limitation of this study is that the 
earnings-return correlation of a pair of companies in 
the industry was used to measure comparability, 
while the use of other measurement methods may 
lead to different results. Based on the first 
hypothesis test, it is recommended that creditors 
pay special attention to their client’s financial 
reporting quality before granting trade credit. It is 
also recommended for managers seeking trade 
credit to increase transparency and use the same 
accounting methods to reduce ambiguity for trade 
credit providers. 
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