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1. Introduction

 Increased regulatory capital minimum requirements and stricter banking supervision

Regulatory reconditioning of the financial crisis 2007:
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2. Research Question and Hypotheses

 Stronger incentives for Earnings and Capital Management 

 Loan Loss Provisions (LLPs) are a formidable instrument for these purposes

 Discretionary leeway of LLPs is dependent on the impairment model

 IFRS 9 has limited the managerial leeway in applying Earnings and Capital Management  

 Expected Credit Loss (ECL) model of IFRS 9 replaced the Incurred Credit Loss (ICL) model under IAS 39

ICL (IAS 39) ECL (IFRS 9)

Loss Recognition incurred losses expected losses

Impairment Definition
non-exlusive and non-

binding trigger events
three stages

Impairment Quantification managerial discretion

impairment matrix or

standardized valuation

model
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2. Research Question and Hypotheses

 H1: Do European banks use Earnings Management in the stress test?

 H2: Has IFRS 9 decreased Earnings Management in the European bank stress test?

 H3: Do European banks use Capital Management in the stress test?

Hypotheses:
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3. Empirical Approach

Sample:

 EBA bank stress test data

 43 banks from 15 European countries

 Period 2014-2020 

 Predestined for our analysis: 

 IAS & IFRS data

 Macroeconomic baseline and adverse

scenario

 No Covid bias

 Homogeneous incentive structure

Methodology: 

 Fixed effects model
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4. Results

H1: Do European banks use Earnings Management in the stress test?
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4. Results

H2: Has IFRS 9 decreased Earnings Management in the European bank stress test?
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4. Results

H3: Do European banks use Capital Management in the stress test?
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5. Robustness

Alternative Models (Baseline Scenario)
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5. Robustness

Alternative Models (Adverse Scenario)
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5. Robustness

Loan Diversification
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5. Robustness

OSII Capital Buffer
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6. Conclusions

 Main results:

 H1: European Banks use Earnings Management in the EBA/ECB stress test

 H2: IFRS 9 increases the average impairments per loan

 H3: Evidence for Capital Management – especially risk-sensitive capital requirements

 Results are robust to several checks

 Implications:

 IFRS 9 is more objective than its predecessor

 Meeting regulatory capital requirements for banks becomes even more challenging

 Future research aspects:

 Reinstate our finding with actual data

 Comparing the results of the IFRS 9 introduction with the CECL model in the U.S.
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Appendix

Used variables 
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Appendix

Correlation Matrix 
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Appendix

Descriptive statistics
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