



Abstract

Risk disclosure has received increasing attentions not only for financial institutions but in addition for corporate governance, risk management and international transactions. Especially after the financial crisis and the credit crunch starting at mid-2007, the risk information became more important for both investors and managers. In 2007, aiming at increasing transparency in the annual financial report, IFRS 7 is mandatory adopted by the listed companies in the Europe Union, and specified the risk reporting about the financial instruments. The financial sector would be the most influenced by the adoption of IFRS 7. However, on one hand, few empirical studies exist on IFRS 7 and its influences. On the other hand, during the crisis, the financial sector has changed much. Consequently, this thesis provides an empirical study about the effect of the IFRS 7 adoption on the risk disclosure in the annual financial reports of Western European listed commercial banks. 

Basing on a sample of 30 commercial banks from 2005 up to and included 2009, the research questions are tested. In this thesis, the research questions is 
Did IFRS 7 improve the risk disclosure quality? 
How does the quality incentives associated with IFRS 7 affect the risk disclosure quality? 

In this thesis to measure the quantity of the risk disclosure a content analysis is used. The number of key words in each annual report in this thesis is counted as the quantity of the risk disclosure. To test the effect of IFRS 7 adoption and the determinants of the risk disclosure of banks a multivariate linear model is constructed. 

The results support the hypotheses that the adoption of IFRS 7 improved the risk reporting in the annual financial report among the sampled Western European commercial banks. The result in addition shows the significant relationship between the bank size and the risk disclosure in the annual financial report. Foreign ownership and the type of national authority of the bank located country are not significant on the overall level. From the interaction model, the endorsement of IFRS 7 can be helpful to reduce the differences in the risk reporting in the annual financial reports due to the differences in the bank size and in the profitability. The result in addition suggests that the endorsement of IFRS 7 is able to improve the risk disclosure significantly in the banks with government ownership and banks which in addition are listed in foreign exchange. 

Within each sub-sample group divided by the bank size, the results differ from the overall output on some degree. Group regression results still support the hypothesis that the endorsement of IFRS 7 has a positive relationship with the banks’ risk disclosures. In addition the results prove the function of IFRS 7 in eliminating the differences among different banks. Besides, the significance of the type of national authority in the bank located country is found in the group with middle size banks, suggesting the interventionism authorities may facilitate the risk reporting in medium size banks.
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Chapter 1 Introduction

Risk disclosures are drawing increasing attentions in recent decades in both financial and non-financial sector. Risk reporting is important for not only financial institutions, but in addition for corporate governance, risk management and international transactions. The risk reporting topic is even more important after the financial crisis. With the endorsement of IFRS 7 in 2007, the disclosures as financial instruments are required to expand in the annual consolidated financial statements of stock exchange quoted companies. The IFRS 7 requires the listed company in the European Union to report risk and increase the transparency in their annual financial consolidated report. It emphasis the disclosures about the financial instruments concerning an entity’s financial position and performance. Consequently, since it possesses the largest amount of financial instruments, which usually account for exceed 90% of the total assets and liabilities, the banking sector would be the most influenced by the introduction of IFRS 7. 
Previous studies show that risk disclosure as an efficient instrument is able to provide information not only to stakeholders of the companies but in addition is used for corporate governance. Solomon, Solomon, Norton and Joseph (2000) analyze the acceptance of detailed risk disclosure in the annual financial reports by perform a survey in UK institutional investor. The result shows significant number of investors would like to read more detailed risk disclosure. As the risk reporting is a more considerable element in the business process, consequently the quality of risk reporting becomes essential. In the previous risk reporting, the risk disclosures in the annual financial reports contain many general statements about the risk policy (Solomon et al., 2000). Moreover, due to the difficulties to provide monetary risk disclosures, Linsley and Shrives (2006) confirms that in risk reporting the description disclosure is more common used Another studies applied content analysis to company’s annual reports, the results indicated that the quality of risk disclosure is determined by several company characters (Lopes and Rodrigues, 2007; Linsley and Shrives, 2006) and indifference in countries (Linsley and Shrives, 2005; Woods, Dowd and Humphrey, 2008). 
Based on the fact that risk reporting becoming more important in the current economic circumstance, the adoption of IFRS 7 enhances the requirement on disclosure requirement on financial instruments investment and transparency in the annual reports. However, only a few studies exist about the IFRS 7 adoption and the quality of the financial risk disclosure along with the company characteristics. Some precedent researches, such as Ernst & Young (2008), Hodgeon and Wallace (2008) initiated the study of the influence of the adoption of IFRS 7 on the bank disclosures. Next, Bischof (2009) further suggest that IFRS 7 is a reasonable step towards the improved transparency in the banking sector. Besides, other than IFRS7, some studies reveal that the adopting of an additional accounting standard can improve the quality of the risk disclosure. Soderstrom and Sun (2007) reviews the existing risk disclosure studies and suggests that adopting IFRS improve the quality of the risk disclosures. Miihkinen (2012) analyze the Finland listed company with an additional national accounting standard specific risk disclosure detail. He concludes a positive effect of an additional accounting regulation to the quality of the risk reporting. 

Yet this topic is still relatively new and lack of empirical studies concerning IFRS 7 and risk disclosures exist. The effects of IFRS 7 and in which way this cooperate with company specific characteristics is still waiting for study. Especially since 2007, as influenced by the financial crisis, with the collapse of financial markets and government intervention, the banks operation became more international ownership or nationalized, study related to this topic is still open. It is interesting to study this topic not only for the stakeholders of company to publish more useful information, but in addition benefits for the regulation and supervisor authorities. Since it is a relatively new topic, it in addition provides large empty space to investigate.

Research questions

Consequently, the main research question is: 
In which way does the IFRS 7 adoption improve the financial risk disclosure in west European banks? 
The study will construct on two components: 
(1) Did IFRS 7 improve the risk disclosure quality? 
(2) In which way does the quality incentives associated with the adoption of IFRS 7 affect the risk disclosure quality? 

The sub-questions are: 
(1) what is the content of the term risk and risk disclosure? 
(2) what is the value of risk disclosure in a bank’s risk management? 
(3) what is the content of IFRS and of IFRS 7? 
The answers to these sub-questions will be presented in Chapter 2 and Chapter 3 along with the concepts of risk information and regulations. 

Limitation

There is one limitation states in previous studies on risk related researches. The content analysis is the most common used research method, yet it has big limitations. Content analysis is a rather subjective and it cannot be wholly eliminated. Although the content analysis can be improved by more detailed and proper coding process, yet the nature of content analysis determines its limitation on validity. Prior researches (Beretta and Bozzolan, 2004; Linsley and Shrives, 2006) also states that the content analysis usually uses hand collected data, which requires large intensively labor work. The sample size and time span cannot be in a large scale and not may normality, which future limits the validity of this study.  
The structure of this study is designed as follow: Chapter 2 presents definition about risk and risk disclosure. Chapter 3 presents the regulation background. Chapter 4 reviews the related literatures and outlines the finding of previous empirical evidence. In addition, chapter 5 displays the development of the hypotheses. Chapter 6 indicates the sample selection and research methodology. Chapter 7 presents the results of empirical part of this thesis. Finally, chapter 8 presents the results, the conclusion, the limitations and the suggestions for future research. 

Chapter 2 Risk and Risk disclosure
At the beginning of the study, it is important to get a clear understand of risk and risk information  presented in the annual reports. With a clear concept of risk and risk disclosure, the research questions can be answered in the following parts of study. In this chapter, the definition of risk and the risks related to IFRS 7 are presented in section 2.1. Section 2.2 gives the concept of risk disclosure used in this thesis. Section 2.3 shows the value of risk disclosure. At the end of this chapter, the concept and value of risk management are presented in section 2.4.
2.1 Defining risk

In order to realize a comprehensive understanding of risks and how it incorporate with financial statements,the definition of risk will provide. It is very important to relate the concept of risk with empirical evidence of risk disclosure.  

In the early researches, risks are referred as the risk that occurrence of natural events, such as hurricanes (Lupton, 1999). Only bad aspect are considered in these cases. Later, uncertainties are incorporated into the definition of risk. The modern concept of risk is developed. The uncertainty-based risk definition defines risk as “randomness of uncertainty of future outcomes that can be expressed numerically by a distribution of outcomes” (Dobler, 2008, page. 187). 

Cabedo and Tirado (2004) divided risks into two general categories: financial risks and non-financial risks. Financial risks are defined as the risk associated to monetary assets and liabilities directly, which include market risk, credit risk, operational risk and liquidity risk. Non-financial risks are the risks that are not associated with monetary assets and liabilities directly, which include business risks and strategic risks.
Linsley and Shrives (2006) states the risk as “any opportunity or prospect, or of any hazard, danger, harm, threat or exposure, that has already impacted upon the company or may impact upon the company in the future or of the management of any such opportunity, prospect, hazard, harm, threat or exposure. This is a broad definition of risk and embraces good’and ‘bad’‘risks’ and‘uncertainties’”(page. 389). Linsley and Shrives (2006) in addition categorized risks into financial and non-financial types. In their research, they classify the risk by checking with a table of specific items. This table is presented in Appendix 1. Based on Appendix 1 they identify the financial risk as the risks that are associated with the corporate financial position. Meanwhile, the non-financial risks are defined as operations risk, empowerment risk, information processing and technology risk, integrity risk and strategic risk (Linsley and Shrives; 2006).

This definition offers an overall description of risks. It includes not only the good and bad sides of risk, but in addition the uncertain side of risk. Consequently, it can be considered as a relatively complete and appropriate. In consistence with Linsley and Shrives (2006) study, this broad definition of risk is adopted in this thesis. 

With respect to the content of risk under IFRS 7, IFRS 7 specifies all risks arising from financial instruments. In IFRS 7, financial risks are categorized into credit risks, market risks and liquidity risks, yet are not limited to these risks (IASB ,2007, IFRS A265). 

As defined in IASB Appendix A (2007), the credit risk refers as ‘the risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge an obligation’ (IASB, 2007, IFRS A265) 

IASB Appendix A (2007) in addition defines the market risk as ‘the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices. It comprises three types of risk: currency risk, interest risk and other price risk’. (IASB, 2007, IFRS A265)
In IFRS 7, the market risk is specified into three sub-categories: current risk, interest risk and other price risk. The currency risk is described as ‘the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in foreign exchange rates’. The interest risk is defined as ‘the risk that the fair value or future cash flows of a financial instrument will fluctuate because of market interest rates’. Finally, other price risk is defined as ‘the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market price (other than those arising from interest rate risk or currency risk)’. (IASB, 2007, IFRS A265) 

The liquidity risk in IASB Appendix A (2007) is defined as: ‘the risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities’. 

As IFRS 7 Appendix A (2007) indicates, an entity should disclose the maturity analysis for financial liabilities that displays the remaining contractual maturities; moreover, the entity should disclose a description of the management process of the liquidity risk for those mentioned financial liabilities.

2.2 Defining risk disclosure

Following the board definition in 2.1, the definition of risk disclosure in this study is in addition harmonize with the one adopted by Linsley and Shrives (2006). That is, disclosures are judged to be risk disclosure only if the reader is informed of any opportunity or prospect, or of any hazard, danger, harm, threat or exposure, that has already impacted upon the company or may impact upon the company in the future or of the management of any such opportunity, prospect, or of any hazard, danger, harm, threat or exposure (Linsley and Shrives, 2006,page 389).

Content analysis is the common way to study risk disclosure topics. It is also adopted in this study. However, as the nature of content analysis, some limitations in this measure exist. The content analysis is inevitable subjective even though the coding method is used to improve the reliability of the results. Yet the coding instrument can be further improved. (Dobler, 2008)
2.3 Value of Risk Disclosure

In IASB (2010), the users of financial statements are referred as present and potential investors, lenders, suppliers and other trade creditors, employees, governments and their agencies, customers and the public. Investors (include lenders) use the risk-related information in financial reports to get an comprehensive review of the company and institution to make their investment decision. Customers judge the continuance of the institutions also depending on the information from financial reports. Previous studies suggest that risk disclosure is able to improve the quality of financial statements by decreasing the information asymmetry. Consequently, the agency problem is able to decrease due to the increasing transparency. Disclosure is one of the significant measurements to reduce the effect of agency problem (Healy and Palepu, 2001). Risk disclosures in addition have benefits for company itself. The increasing of risk disclosure in annual report can significantly improve the cost of capital (Linsley and Shrives, 2000) . The premium on cost of capital can be reduced by the lenders as a result of realizing the uncertain events from risk disclosures in annual report.

2.4 Risk Management

Risk management plays a significant role in controlling financial risks for given financial risk and financial risk disclosure. Risk management is aiming at maximizing shareholders’ wealth by profitability maximization and probability of financial failure minimization (Solomon, et al., 2000). The beneficiaries of financial risk management are not only the shareholders and employees, but in addition the consumers. 
2.5 Summary 

In this chapter, the risk is defined as “any opportunity or prospect, or of any hazard, danger, harm, threat or exposure, that has already impacted upon the company or may impact upon the company in the future or of the management of any such opportunity, prospect, hazard, harm, threat or exposure.” (Linsley and Shrives, 2006, page 389)This broad definition of risk add the uncertainty into the risk concept. With respect to IFRS 7, the financial risks are categorized into credit risks, market risks and liquidity risks. The risk disclosure defined base on the definition in Linsley and Shrives (2006). The risk disclosure can improve the information asymmetry and reduce the agency problem. As stated in Linsley and Shrives (2006), reporting risks can be benefits for corporations to reduce the cost of capital. Risk management is important to control financial risks and financial disclosure. The performance of risk management can directly affect the risks and disclosed risks in annual report. The beneficiaries of risk management are all stakeholders of the company.

In the next chapter, the related regulations on risk and risk disclosure are presented. The concepts of IAS 37, IFRS, and IFRS 7 are given in order to have a clear review of regulation background.

Chapter 3 Regulation

In this chapter, the concepts of IFRS 7 and related accounting regulations are presented. In order to have a good knowledge of regulation background of this study, the introduction of IFRS is presented in section 3.1. Section 3.2 indicated the IAS 39 and its relation with IFRS 7. The concept of IFRS 7 is given in section 3.3. Section 3.4 illustrates the scope of IFRS 7.

3.1 IFRS

International Financial Reporting Standards (IFRS), in addition known as International Accounting Standards (IAS), is issued by the Board of the International Accounting Standards Committee (IASC, the predecessor body of the International Accounting Standards Committee) during the period of 1973 to 2001. Established by European Commission, IFRS was initially aiming at harmonizing accounting across the European Union. Regions outside Europe also have adopted IFRS after its establishment and implement, such as Australia, Russian, Malaysia, Singapore, South Africa and Egypt. IFRS adoption became mandatory for all listed entities in European Union in 2002. Under the requirement of European Commission, by 2005 all listed firms in European Union have adopted IFRS in their financial reports. 

IFRS provides the institutions a framework for preparing the financial statements. Furthermore, as IFRS is commonly adopted over the countries in different regions, it provide an opportunity that the corporate accounts are able to understand and make comparisons across international boundaries.

3.2 IAS 39

IAS 39: Financial Instruments: Recognition and Measurement is an international accounting standard for financial instruments issued by the International Accounting Standards Board (ISAB). It was initially adopted in Europe Union in 2004. The aim of IAS 39 is to construct standards for recognizing and measuring financial assets, financial liabilities and several contracts for purchasing or selling non-financial items. The principles in IAS 39 and those in IFRS 7 complement to each other (Spector, 2012). 

3.3 IFRS 7

On 15th August, 2005, the IASB issued IFRS 7 Financial Instruments: Disclosures. It requires the disclosures mainly in two aspects: 

First, the significance of financial instruments for financial position and performance. Specifically, the principle of IFRS 7 (ISAB, 2005) states, ‘an entity shall disclose information that enables users of its financial statements to evaluate the significance of financial instruments for its financial position and performance’. 

Second, the nature and extent of risks arising from financial instruments. In details, the principle of IFRS 7 states,‘an entity shall disclose information that enables users of its financial statements to evaluate the nature and extent of risks arising from financial instruments to which the entity is exposed at the reporting date’(ISAB, 2005). 

IFRS 7 principle requires the disclosures in both qualitative and quantitative terms. Accordingly, the manager should qualitatively disclose the risk exposures. Besides, the information on how risks arise, what is its objectives, policies and processes for managing the risk and the methods used to measure the risk must be disclosed in financial reports (IFRS 7，Para 34). In addition, quantitatively information on summary data about its risk exposures must be disclosed at the end of the reporting period (IFRS 7, Para 35). These disclosures designed to increase the control over the disclosures on credit risk, liquidity risk and market risk. Besides, IFRS 7 requires specific disclosures with respect to transferred financial assets and several other items. 

3.4 The Scope of IFRS 7

IFRS 7 is mandatorily adopted by all listed entities in EU to all kinds of financial instruments (IFRS 7, Para 3) from 2007. Instruments recognition is also included in concept of IFRS 7, which including financial assets and financial liabilities that are within the scope of IAS 39. The unrecognized financial instruments, such as certain loan commitments are also included within the scope of IFRS 7 (IFRS 7, Para 4).

3.5 Summary

In this chapter, the regulation background of this thesis is illustrated. In 2005, IFRS is required to all listed companies in European Union. It provides a framework for preparing the financial statement and improve the comparability and understandability in financial reports on international level. IAS 39 is a regulation on financial instruments which is implemented in 2004. It is used to construct standards for recognizing and measuring financial instruments. Later in 2005, IFRS 7 is implemented to regulate the disclosure of financial instrument. It is a complement of IAS 39. IFRS 7 is mandatory adopted by all listed firms in European Union in 2007 on all financial instruments. It requires the disclosure not only on financial position and performance of financial instruments but also on the nature and extent of risk arising from financial instruments. 

In Chapter 4, the previous researches on risk-related topics are presented. Basing on the results of previous studies, the hypotheses are induced and stated in Chapter 5. 

Chapter 4 Literature Review

Most previous risk disclosure-related researches address the incentives and the determinants of the risk disclosure quality. Since the large financial structure differences between financial and non-financial sector, intuitively, the risk disclosures for different sectors should differ from each other. Thus, at the very beginning of most of the studies, the researches were taken within one sector. In this thesis, only commercial bank sector is taken into consideration, hence the variations between sectors are not to directly interested and related. Besides the industry sector, the regulations, firm characteristics and country settings are the commonly identified determinants. 

In the following part of this chapter, previous risk-related researches are reviewed. The findings in these previous literatures will be summarized and compared. The review is categorized into three sections, which presents prior risk-disclosure study finding incorporate with regulations (section 4.1), firm characteristics (section 4.2) and international studies (section 4.3). 

4.1 Risk disclosure and regulations

Previous studies on general risk disclosures and regulation have often found that the new regulation or standards imposed on existing accounting standards will improve the quality of risk disclosure. Bischof (2009) finds that overall risk disclosure level of European banks has increased after IFRS 7 is adopted for the first time. In this study, the pages of financial statement (excluding risk report) and risk report was taken as the measure of risk quality. In total, the annual reports of 171 banks form 28 European countries were taken into comparison. The results confirmed that both qualitative and quantitative information on risk exposure and risk management have increased. Miihkinen (2012) in addition finds that a detailed risk disclosure standard improves the quality of risk disclosure under IFRS. The study took all listed company in Finland into consideration. Two risk quality indicators, including quantity measure and calculated depth of risk disclosures measure were used to indicate the effect of imposing an additional risk disclosure standard. The results indicate that launching a detailed risk reporting standard on IFRS can significantly improve risk disclosure quality in both quantity of risk disclosure and depth of risk disclosure. Furthermore, Bischof (2009) argues that the financial risk disclosure allocation will shifts as a consequence of IFRS 7 limited the risks into three categories. The result on average pages of risk reporting suggests the focus of disclosures has shifted from market risk exposures to credit risk exposures. Yet, this is not so closely related with the main research question; hence risk allocation shifts will not be discussed in this study.
4.2 Risk disclosure and company characteristics

There are more empirical studies on the determinants of a company’s risk disclosure quality. Almost all of these studies identify the company size is a significant determinant of risk disclosure quality in both financial and non-financial sectors (Linsley, et al., 2006; Linsley and Shrives, 2006; Miihkinen, 2012; Lopes and Rodrigues, 2007; Woods et al., 2008). Most studies identify a positive relationship between firm size and quality of risk disclosures, except Woods et al. (2008). Linsley et al (2006) find that a positive relationship exists between size and disclosure in UK and Canada banks; Linsley and Shrives(2006) confirms this relationship exists in non-financial firms in UK; Miihkinen (2012) and Lopes and Rodrigues (2007) in addition find similar relationship in Finland and Portugal listed firms. However, Woods et al. (2008) analyzed the top 25 banks in the world and measured quality of risk disclosure by forming an index basing on a score sheet. The result shows no significant relationship between bank size and its risk disclosure. 

Profitability is another commonly identified quality incentive in the previous risk disclosure related studies. Linsley et al. (2006) investigate the banks in UK and Canada shows no significant relationship between profitability and risk disclosures. However, Miiihkinen (2012) confirm this with a negative coefficient on ROA and ROA interaction with new standard terms, implying that the low profitability firms disclose more risk information than firms with high profitability.

As a result of globalization, the international exposure of company in addition increases. The internationalized companies are facing more financial risk for uncertainty in the global market. These banks have incentive to disclose more risk information for better explaining the current situation and uncertainties in future decision makings. Miihkinen (2012) indicates that the foreign sale only significantly affect the risk reporting in high profitability firms in Finland while Lopes and Rodrigues (2007) study shows no significant relationship between degree of internationalization and degree of risk disclosure in Portugal companies. Dobler et al. (2011) use international data test the influence of globalization within manufacturing sector in addition shows non-significant in most countries and risk categories. However, another important part of internationalization, listing on a foreign exchange, tells a different story. Menassa (2010) indicates that the banks with oversea presents or listed on a foreign exchange tend to provide more corporate social disclosure related to product and customer. Focus on the association between risk disclosure quality and international exposures, both Miihkinen (2012) and Lopes and Rodrigues (2007) find evidence to support the argument that listing on a foreign exchange have a strong impact on quality of risk disclosures.

As the result of financial crisis, European bank sector seek solution in cross-broader banking operation and nationalization. From mid-2007, increasing banks were involved in cross-broader acquisition and nationalization. For example, ABN AMRO was firstly acquired by Royal Bank of Scotland Group, Fortis and Banco Santander in October 2007. Then it got nationalized in 2008. Fortis collapsed in 2008 and became a mixture ownership of Benelux government and BNP Paribas. Royal Bank of Scotland in addition bailed out by UK government in 2008. Miihkinen (2012) tests for the foreign ownership and its impact in Finland listed companies. The results show no statistical significant relationship between foreign ownership and risk disclosures. However, little previous studies exist on risk disclosure of state ownership banks. Previous studies on state (government) ownership banks and finance development suggests the ownership has impact on banks’ efficiency, stability and credit quality. La Porta, Lopez-de-Silanes and Shleifer (2002) investigate with cross-country data of ownership of banks. The result suggests that government ownership of bank are less efficient and growth but higher subsequent financial instability. Andrianova, Demetriades and Shortland (2008) studies with financial development models and empirical data in addition support this conclusion. They in addition state that enhancing market regulation and strengthen disclosure rules are particularly effective means of reducing government ownership in banking. Cornett, Guo, Khaksari and Tehranian (2010) compare the private banks and state-owned banks around Asian crisis. They find that prior 2001, state-owned performs less profitably but greater credit risk. However, during Asian crisis, these state-owned banks perform better credit quality and stability. 

4.3 Risk disclosure studies with international settings
Besides many previous studies within one country, there are in addition a few previous studies analyzed the risk disclosures under international settings. Dobler et al. (2011) undertook a multi-country investigation of comprehensive corporate risk disclosure. They analyze 160 corporation annual reports with the level of company risk in manufacturing sector in the U.S., Canadian, U.K., and German and found significant country differences except Canada and U.K. Linsley et al (2006) compares the risk reporting in Canada and UK, the results in addition suggest no significant difference. Furthermore, Woods et al (2008) finds that despite the convergence of accounting standard within Europe, country-level difference of banking supervision in the regulation of financial accounting will still be responsible for the cross-country variance of risk disclosure level. Bischof (2009) divided the bank’s original countries into two groups, which is principal-base countries (non-interventionist supervision) and rule-based countries (interventionist supervision). The non-interventionist approach does not further restrict disclosure choice provided by IAS 39 and IFRS 7 while allowing banks interpret their situation and economic substance. The results in accounting practice within the country can be heterogeneous under this approach. It indicates that the Anglo-Saxon region (e.g. by the FSA in the UK) and part of Continental Europe (e.g. by the DNB in the Netherlands and the BaFin in Germany) are adopting the non-interventionist supervision while the in French-law and Scandinavian-law countries have interventionist supervisors. Under interventionist approach, supervisor authorities strive to achieve uniform accounting practice within the country. The study in addition finds that the non-interventionist countries show higher diversify among risk categories than intervention by bank supervision. Yet, the latter in addition shows a positive effect on the enforcement of EU-IFRS.
Since all of the risk disclosure quality studies are based on content analysis methodology and hand collected data, collecting large amount of data in a relative long time is too costly to realize. Consequently, there is a major limitation on larger-scale and cross-country investigation for risk disclosure studies (Dobler, et al., 2008).

4.4 Summary

In this chapter, prior research findings are reviewed and compared. The common detected risk disclosure quality determinants are industry, regulation and company characteristics. The previous findings suggest new regulation on risk disclosure can improve the risk disclosure quality under IFRS setting (Miihkinen, 2012; Bischof, 2009). The company characteristics such as size, profitability are the commonly identified determinants which are widely used in investigate risk disclosure quality (Linsley and Shrives, 2006, Miihkinen 2012, Lopes and Rodrigues,2007; Woods et al., 2008). The foreign ownership and foreign listed status are also investigated in studies conducted by Miihkinen (2012) and Lopes and Rogdrigues (2007), both studies indicate a positive effect of listing on a foreign exchange, yet the effect of foreign ownership is still not significant. Considering the changes in banking sector after financial crisis, the literatures about government ownership studies are reviewed. Yet the relationship between government ownership and risk reporting is still empty. There are less international researches on risk related topics because of the natural limitation of risk disclosure studies. However the existing literatures suggest a significant relationship between countries and risk reporting.

Basing on the conclusions and expectations of previous literatures, the hypotheses and expectations of this thesis are drawn in Chapter 5.  

Chapter 5 Hypotheses

Basing on the findings from reviewing and comparing previous studies, the hypotheses of this thesis are drawn. The focus of hypotheses is on test the coercive effect of the IFRS 7 leads to improved quality of firms' financial risk reporting. Specifically, we are going to test (1)whether IFRS 7 improved risk disclosure quality in period 2005 and 2009; (2) what determinants and how do they affect the risk disclosure quality. 

Section 5.1 presents the hypothesis expectation relative to risk disclosure and IFRS 7 adoption. Section 5.2 presents the hypothesis expectation relative to risk disclosure with company characters, more specifically, with bank size, profitability, ownership, foreign listing status, and national supervisory authorizations.
5.1 Risk disclosure and the endorsement of IFRS 7

Previous studies on general risk disclosures and regulation have often found that the new regulation or standards will improve the quality of risk disclosure. After IFRS 7 adopted in 2007, the average pages of financial statements increased (Bischof, 2009). Miihkinen (2012) in addition find a detailed risk disclosure standard improve the quality of risk disclosure under IFRS in Finland firms. It in addition should be the case for banks in Europe with first endorsement of IFRS 7. The null hypothesis is the adoption of IFRS 7 has no or negative affect on financial risk quality. And the hypothesis will be tested as follows:

H1

After the IFRS 7 endorsement in 2007the quantity of the risk disclosure increases.
5.2 Risk disclosure and bank specific characteristics

Risk disclosure and bank size

Generally speaking, large banks usually provide more products and services while involving in various financial activities. Hence, the large banks are expected to disclose more risk due to larger risk exposures. Previous studies have often found that quality of risk disclosure are positive related with firm size. (Linsley et al., 2006; Linsley and Shrives, 2006; Miihkinen, 2012; Lopes and Rodrigues, 2007). Thus, under the null hypothesis of no effect of bank size on its quantity of risk disclosure, the hypothesis is formed as follows:

H2(a)
Concerning larger banks the quantity of risk disclosure is higher.
Risk disclosure and profitability

It is reasonable to believe banks’ risk disclosures are related to their profitability. However, the previous studies show different patterns on this relationship. On one hand, the banks with higher profitability are motivated to disclose more positive informations, such as opportunities and advantages, to signal their ability and performance. Meanwhile, the managers in addition have incentives to disclose more risk for pushing the performance failure to external environment when profitability is low. Linsley et al. (2006) shows no significant relationship between profitability and risk disclosure. Miihkinen (2012) confirms that profitability is negatively related with risk disclosure. Since the risk is of great importance for a bank’s profit, especially when financial crisis is included, it is more common to disclose bad news to explain the underperformance. Thus, the null hypothesis is no prediction on bank’s profitability to its risk reporting. And the hypothesis states as follows:

H2(b)
Concerning banks with a higher profitability the quantity of the risk disclosure is less. 

Risk disclosure and international exposures

As a result of globalization, the banks are increasingly going to internationalization and exposure with more risk from international environment. Listing on a foreign stock exchange on one hand is associated with higher risk on information asymmetric and agency problem in foreign market. On the other hand foreign listing may provide more opportunity and uncertainty to the banks. They both raise the managers’ motivation to disclose more risk information in annual reports. Additionally, the firms listed on a foreign exchange, especially in US market are bearing higher expectation and market pressures to present higher quality disclosures. Hence, the quality of financial risk disclosure should be better for these firms than those only listed on local exchange. The empirical evidence in addition incorporates with these arguments (Miihkinen, 2012; Lopes and Rodrigues, 2007). It should be the case in this case, consequently, states:

H2(c)
US stock exchange quoted banks disclose more risk information than only local stock exchange quoted banks.

Risk disclosure and bank ownership
As the negative impact of financial crisis starting from mid-2007, there is a trend among European banks to become cross-borde banking. Some of the banks are nationalized during the crisis for they are too big to fail. To investigate the impact of this important change in European banking sector, the relationship between risk disclosure and bank ownership are explored.

Miihkinen (2012) show no statistical significant relationship between foreign ownership and risk disclosures. It is reasonable to assume that this relationship holds for European banks, considering the similar banking environment and the process of EU integration. Consequently:

H2(d)

No significant effect exists of foreign ownership on the risk disclosures.

In case of nationalization, similar to the condition of state-owned banks in Asia crisis (La Porta, et al., 2002; Andrianova et al., 2008; Cornett et al., 2010), it is reasonable to accept that nationalization of banks provided better credit quality and stability. Consequently, state-owned banks are assumed to disclose less risk information than private banks and thus states:

H2(e)

State-owned banks disclose less risk information than private banks.

5.3 Risk disclosure and activity of national supervisor authority

It is necessary to study the association between regulation requirements and risk reporting on a national level. Although prior research (Bishof 2009) has shown there is no predetermined pattern on bank location country’s intervention, yet, it indicates that the interventionist regulation has a positive enforcement effect on IFRS 7. Consequently, hypothesis 3 is stated as follow:
H3
In interventionist and non-interventionist countries the risk disclosure is indifference.

5.4 Summary
In this chapter, three hypotheses are drawn to further investigate and test the research questions. Hypothesis1 is aiming to test the impact of IFRS 7’s endorsement. The impact is tested in terms of quantity of disclosures. Hypothesis set 2 is designed to test the influence of individual bank specific characteristics as quality incentives on financial risk disclosures. Hypothesis 3 wills exam the effect of country specific supervisory. 

In Chapter 6, the research is designed basing on the hypotheses. The measurements of variables, research methods, data, and statistic methods are selected and presented.

Chapter 6 Research design
To test hypotheses which are drawn in Chapter 5, it is important to design the research in a proper way. The measurement of variables, research method and sample selection are closely related to the results of this study as well as the validity of findings. In this chapter, Section 6.1 presents the research method and models. The measurements of variables are present in section 6.2. Data selection will be performed in Section 6.3. In Section 6.4, the statistic methods will be stated.

6.1 Research method

6.1.1 Content analysis

The content analysis is adopted in this research. Content analysis is widely used in previous studies to get the quantitive information of risk disclosures (e.g. Beretta and Bozzolan, 2004; Linsley and Shrives, 2006; Linsley et al., 2006; Bischof, 2009). It is a common used research technique to make replicable and valid inferences from texts. It also used to classify the text units into categories. So far, content analysis is one of the most appropriate studies for the analyzing annual reports from companies. (Beattie and Bozzolan, 2004)

Beattie and Bozzolan (2004) states two ways of measuring risk disclosures and their quality, namely subjective analysts’ ratings and semi-objective approach (Figure 1). The subjective analysts’ ratings are used to solve the problems depending on the perceptions of analysts. The semi-objective approach is most commonly used for objective direct measure disclosures. The latter approach can be divided into two approaches, namely disclosure index studies and textual analysis. The textual analysis can be further divided into thematic content analysis, readability studies and linguistic analysis. In this thesis, the textual analysis will be used to get quantitive information of risk disclosure. 
Figure 1: Approaches to the analysis of narratives in annual reports 
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Textual analysis

Textual analysis can be divided into thematic content analysis, readability studies and linguistic analysis. Thematic content analysis solves the questions related to the content of accounting narratives. Readability studies focus on the how to quantify the cognitive difficulty of text (Beattie and Bozzolan, 2004). Linguistic analysis is introduced to analyze the language used in the texts by using text characteristics. Beattie and Bozzolan (2004) describe a multi-dimensional approach that focus on all the narrative sections in an annual report. 

Reliability content analysis

There are three types of reliability for the quantitative methods, namely stability, reproducibility and accuracy (Beattie and Bozzolan, 2004; Linsley and Shrives, 2006). Stability presents the consistent for coding the same content over time. Reproducibility suggests the possibility to get same result when different researchers code the same content. Accuracy is the classification of the text according to a strict norm. 

6.1.2. Regression model

In order to test the relationships which expected in hypotheses, linear regression models are widely used in the previous studies (Miihikenen, 2012; Lopes and Rodrigues, 2007; Dobler et al, 2011). Basing on the previous studies, a multivariate regression is used. It states, 
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quantityit presents the quantity of financial risk disclosures of bank i at time t, which is measured by number of sentences with respect to financial risk in each firm’s annual report of corresponding year. The independent variables are defined as in Table 2. eit is the error term of regression.

Interaction tests model

In order to check the interactive impact of risk determinants with the endorsement of IFRS 7, the interaction variables std1*size, std1*roaa, std1*list, std1*ownf, std1*owns and std1*inv are added into the main regression model. This interaction model is aiming to test the moderator effect of IFRS 7 endorsement and better control the variables.

6.1.3. Tests for robustness

Test for impact of amending IFRS 
In 2005, IFRS is amended in European listed companies. Risk disclosure requirements are included in IFRS. IFRS 7 details the financial instrument and financial risks disclosure in IFRS. However, the amending of IFRS still could probably influence some firms' risk reporting in 2006. Hence, risk disclosures in 2005 and 2006 are compared. The number of total risk disclosures increase in 2005 and compare with those in 2006 are identified. If there is a significant change (e.g. Number of risk disclosure increase, increase or decreases ) from 2005 to 2006, it is reasonable to accept that amending IFRS do not have impact the risk reporting of a bank. 

Test for post endorsement effect

In this study, in addition, whether the improvements in financial risk disclosures around the introduction IFRS 7 are permanent is tested. The main regression again runs over banks’ annual report with indicator variables std2 and std3 for financial year 2008 and 2009. Then by checking whether the coefficient on these two variables is significant and positive, the conclusion could be given. If the coefficient on these two indicators is significantly positive, then it is reasonable to believe that the endorsement of IFRS 7 in addition have impact in 2008 and 2009. Hence, the improvement in financial risk disclosure due to endorsement of IFRS 7 may be permanent.

6.2. Measurement of variables

6.2.1 Measure quantity of risk disclosures

A content analysis will be performed to measure the quantity of risk disclosure In this study, the content analysis consist a study of the quantity of risk disclosures. The content analysis will be performed on the annual reports of selected banks. To stick with this research question, only risk information disclosed in the annual report will be taken. The time span of this main test is financial year from 2005 to 2009. Due to the limitation on access, internal financial risk information is not considered. The analysis of risk disclosures for sample banks is performed on annual report, which is mainly based on the IFRS 7 standard.

Numbers of words, page proportions and sentences are common used in performing a content analysis (Linsley and Shrives, 2006). In this study, the number of words in financial risk management section is counted to measure the quantity of risk disclosures. Counting words is chosen in this thesis for it is easy to access and gives reliable in stability and reproductivity. The accurate reliability of using words may not as good as using sentences, yet it still gives meaningful data for further analysis. The number of words is taken as the natural logarithm of total number of words about financial risk disclosure in annual report. Because the total number of words about risk and risk management is used in this study, it reflects the level of total risk disclosure of a bank in a financial year. The text from the annual reports in pdf files are counted by using the function “searching words” in program Adobe Reader XI. Consequently the quantity of total risk disclosure of a bank is measured.

6.2.2 Measurement of the endorsement of IFRS 7

IFRS 7 took effect among Europe listed entities in 2007. It is necessary to test the effect of the endorsement of IFRS 7 while control it when testing the other risk sensitive indicators. Miihkinen (2012) took an indicator variable for year 2006 to check the effect of implementing a new national standard. Following this method, an indicator variable for the years after 2007 is created to measure the prior and post effect of IFRS 7. 

6.2.3 Measurement of bank size

According to hypothesis 2(a), bank size is a determinant of financial risk disclosure. Previous studies indicate several measurements of company size. Linsley and Shrives (2006), Linsley et al., (2006), and Beretta and Bozzolan (2004) all take natural logarithm of turnover and market capitalization as the measurement of company size. Miihkinen (2012) and Lopes and Rodrigues (2007) both choose total sale as a proxy for company size. Total asset is used in Linsley et al. (2006) and Lopes and Rodrigues (2007) as a measurement of company size. It is not possible to judge the goodness of these measurements for they all present the variable well. Consequently total asset is used as a proxy for bank size for they are commonly used and direct from annual report of responding years. Concerning the non-linearity, the natural logarithm of total asset will be used in the following study.

6.2.4 Measurement of profitability

Profitability can be measured in many ways. In both Linsley et al. (2006) and Miihkinen (2012),  return on asset (ROA) is taken as the measurement of profitability. ROA is easy to access and calculated from annual reports, therefore the error can be limited at the lowest level. Considering is relatively small on scale to the other variables, as well as the accessibility in the BvD Bankscope, the return on average asset (ROAA) is used in this study. The ROAA is calculated as the net income times 100 and divided by total asset.

6.2.5 Measurement of foreign listing status

Following the previous studies accomplished by Miihkinen (2012) and Lopes and Rodrigues (2007), a dummy variable for listing on a foreign exchange is created. The most common and usually used foreign listing is listing on US Exchange, which is in addition used in Miihkinen (2012), and in Lopes and Rodrigues (2007). In this study, listing on US Exchange in addition are used as the measurement. Thus, the foreign listing status dummy equals to 1 if the bank is listed on a US Exchange; otherwise equals to 0.

6.2.6 Measurement of ownership

In this case, following Miihkinen (2012), the percentage of foreign owner is used as measurement of foreign ownership, which is calculated by shares holding by foreigners divided by total shares.

For government ownership, the percentage of government owning is used as a measurement, which is calculated by shares holding by government divided by total shares.

6.2.7 Measurement of interventionist

According to Bischof (2009), basing on the interventionist, the countries are divided into two groups, which is principal-base countries (non-interventionist supervision) and rule-based countries (interventionist supervision). Bischof (2009) in addition indicates that the Anglo-Saxon region (e.g. by the FSA in the UK) and part of Continental Europe (e.g. by the DNB in the Netherlands and the BaFin in Germany) are adopting the non-interventionist supervision while the in French-law and Scandinavian-law countries have interventionist supervisors Consequently a dummy variable is created to measure the interventionist. The interventionist variable equals to 1 if the bank’s located in a rule -based country, otherwise equals to 0. 

Table 2: Hypothesis, variable proxies and expected relationship 
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6.3 Sample and Data selection

The listed commercial banks located in Western Europe countries are selected in this study. The motivation of this choice is that these countries are relatively well developed in finance sector and shares similar economics environment, most of them are in the Euro Zone. Besides, the accounting system in these countries is in addition relatively advance and complete. The risk management and its reporting have a relatively long history and advantage in both regulation and practice. Yet, within these banks, they in addition vary in bank characteristics and supervision regulations. The banks in Western European countries are selected considering it could be helpful to minimize the external impacts. Consequently, from BvD BankScope, all listed commercial bank in Western Europe countries are shown. Among the total 58 listed banks,16 individual banks are deleted because there are not available for reports in the testing period or without English financial report. In order to get more accurate results, there are 2 banks eliminated due to the suspect of extremely small lnsum and considered as outliers. At the end, totally 30 individual banks are got which originally locate in 11 countries (German, France, Austria, Netherlands, Spain, Portugal, Switzerland, Italy, Denmark, Sweden, and Finland). 

The time span is selected from two years before and three years after the endorsement of IFRS 7 to, which means this sample contents bank data from financial year 2005 and 2009.

Hand-collected data is used for this study. Risk disclosure data is collected through content analysis of each selected banks’ annual reports of financial year 2005 and 2009. Further, other risk sensitivity indicators are collected and calculated basing on the data from BvD Bankscope database and the responding annual reports.

The limitations in sample and data selection are the size of sample and the possible outlier in the sample. On one hand, the total number of listed commercial banks is not large (only 58 in selected Western European countries). The content analysis which I used to get information about risk disclosure is highly labor intensive and time consuming. Consequently, it is common that the risk disclosure related studies are usually seen with smaller sample size in a small time period. On the other hand, since the sample size is small, the bias due to the possible outliers can be larger than that with large samples. Although I remove two banks with extreme values in the data selection, yet the outlier may still exist in other variables and influence the outcome. However, since the sample only includes 150 observations, the future procedures such as winsorizing or deleting observations with extreme values to control effect of outlier may not applicable in this case. 
6.4 Statistic methods

The sample size consists of 30 banks in West Europe. The time span of main test is financial year 2005 and 2009. The measurements of the variables take place on different levels of measurement. Before the analysis, the normality, outlier and multi-collinearity are tested by checking the histogram, skewness,matrix plot, Spearman correlation, and VIF. In order to get an overview of the data, descriptive statistics are calculated based on the sample data. All data will be processed by using STATA.

All hypotheses are tests through the linear model stated in 6.1.2, basing on GLS estimation. The quantity of financial risk disclosure is measured by counting the number of words. The hypotheses are tested at 95% confidence level. The 95% confidence level means the probability to make type I error can be limited below 5%. With 95% of the case, it is the true relationship between tested variable and total risk disclosure for whole population. There is only at most 5% possibility the  right answer is rejected. 

For H1, the impact of endorsement IFRS 7 is tested by examining the coefficient on endorsement of IFRS 7 term (std1) in the main regression. The sign of the coefficient on std1 indicates the positive or negative relationship between endorsement of IFRS 7 and financial risk disclosure. The coefficient suggests the percentage change in quantity of risk disclosure after IFRS 7 was effective. If null hypothesis is not rejected at 5% level, it suggests that the new IFRS 7 standard on financial risk disclosure indeed failed to improve risk disclosure quality. 
For H2(a), the natural logarithm of total asset is used for measure bank size. It is a continuous variable which can be processed in calculations and compare with other data. Hence it is a to the interval / ratio data. A positive sign on size term along with p-value smaller than 0.05, it is reasonable to reject the null hypothesis and accept the bank size can positively influence the financial risk disclosure.

For H2(b), ROAA is an indicator of profitability. ROAA is calculated with financial data from the annual reports of each company each financial year. ROAA is a continuous ratio data. Since a negative relationship is expected to exist between profitability and financial risk disclosure, consequently the null hypothesis is there is no significant relationship between ROAA and the number of financial risk disclosures. If a negative coefficient with p-value smaller than 0.05 is shown in the result, null hypothesis is rejected. It is reasonable to accept the profitability of a bank can negative influence the financial risk disclosure.

For H2(c), foreign listing status is measured by introducing a dummy variable which equals to 1 if the bank is listing on US exchange and equals to 0 otherwise. The coefficient of list_f term provides the information with respect to the association between bank’s foreign listing and its financial risk disclosure. If the coefficient of list_f is positive and significant at 5% level, null hypothesis is rejected. There is a positive relationship between banks’ foreign listing status and their risk disclosures in annual reports.

For H2(d), foreign ownership is measured by percentage foreign owner, which is calculated from bank’s annual reports. Since hypothesis expects there is no significant association, consequently the null hypothesis is there is no statistical significant relationship between percentage foreign owner and number of financial risk disclosures. If the coefficient of own_f term is not significant at 5% level, then there is no significant association between bank’s foreign ownership and its financial risk disclosure. If the coefficient is significant at 5% level, null hypothesis is rejected. The bank’s degree of internationalization has a positive or negative association with its financial risk disclosure depending on the sign of the coefficient.

For H2(e), state ownership in this study is measured by percentage government owner, which can in addition calculated from bank’s annual reports. Hypothesis expects the negative relationship exist between state ownership and bank’s financial risk disclosure. Consequently the null hypothesis is there is no significant relationship between banks’ percentage government owner and number of financial risk disclosures. The coefficient on own_s will give the information about this relationship. If the coefficient is significantly negative under 5% level, null hypothesis is rejected. State ownership has a negative impact on banks’ financial risk reporting.

For H3, the country specific intervention regulation conditions is measured by introducing a dummy variable which equals to 1 if the bank locates in an interventionist regulation country and equals to 0 otherwise. The coefficient of inv term provides the information with respect to the association between country’s interventionism and bank’s financial risk disclosure. If the coefficient of inv is not significant at 5% level, null hypothesis is accepted. If the coefficient is significant at 5% level, it is reasonable to accept the positive or negative relationship between country’s intervention status and bank’s financial risk disclosures depending on the sign of coefficient.

6.5 Summary

In this chapter, the research methodology, measurements of variables, sample and data selection as well as the statistics methods are presented. At the very beginning, content analysis is performed on annual reports of sampled banks in order to get the quantitive information on risk disclosure. Then as used in many previous studies, a regression model is performed on risk disclosures and measurements of independent variables. To improve the model and testing the moderator effect of IFRS 7 endorsement, the interaction term of IFRS 7 and other independent variables are included. The hypothesis tests are basing on the coefficient of variables in regression model. If the coefficient is significant at 5% level, then it is reasonable to accept the hypothesis. To enhance the findings, the robustness test on pre-adoption and time effect of IFRS 7 will performed.

The total number of risk disclosure related words are counted in this thesis as the measurement of risk disclosure. With respect to the reliability of content analysis, using words is stable, reproductive and accurate. A dummy variable of year 2007 is created to indicate the endorsement of IFRS 7 in this study. In terms of bank characteristics, natural logarithm of bank asset is used to measure bank size, return on average asset is used to measure profitability, dummy variable of listing in US exchange is used as measurement of foreign listing status. The foreign ownership is measured by the percentage foreign owned shares in total shares. Government ownership is measured by the percentage government owned shares in total shares. The interventionism is measured through a dummy variable which equal to one if the bank located in the country with interventionism supervisory authority.

In total 30 listed commercial banks located in 11 Western Europe countries are used in this study.  The test period is between financial year 2005 and 2009. There are totally 150 observations, and the observations with extreme values are removed in the first place.  

In Chapter 7, the results from empirical analysis are presented. The result will be discussed and compared with previous findings in the following chapters.

Chapter 7 Results
In this chapter, the results from empirical analysis are presented. First, the normality and collinearity tested and presented in section 7.1. 7.2 presents the descriptive statistics and showing the primary trend of the variables. In section 7.3, the results from regression will be presented. 

7.1 Testing normality, outlier and multicollinearity

At the very beginning of the hypotheses testing, both normality and the multicollinearity are tested. The histogram (Appendix 7) and skewness (Appendix 8) are used to get an overview of distribution of lnsum. However, both graphs indicate that the distribution of lnsum is right skewness. One possible explanation is that the sample size is small that cannot conclude all situations. If the sample size can be enlarged, it could be possible to get a normal distribution on lnsum. Yet, the linear regression is still a common used method in related studies. Miihkinen (2012), Lopes and Rodrigues (2007), Dobler (2011) all involved at least one linear regression model in studying the risk related relationships. However, since the distribution of lnsum is not exactly normally distributed, the mismatch may exist between the estimation and true value. Consequently, the validity of this study is limited. 

As shown in Appendix 5 and Appendix 6, the matrix graph and plot graph of main continuous variables shows most of the variables are rather cluster. Yet the outlier may exist in foreign ownership and government ownership. However, since the sample size is relatively small, removing or changing values of more observations may introduce more errors. 
With respect to multicolineaerity, Spearman rank correlations (see in Appendix 9) are low except the correlation between size and roaa (-0.5445) as well as correlation between size and list_f (0.7684). The result suggests that multicollinearity may exist. Hence a multicollinearity analysis is used under this situation. As shown in Appendix 10 The highest variance inflation factors (VIF) for size, listing_f and roaa are 3.31, 2.63 and 1.59, respectively. The mean VIF are still at a relatively low level while other variable have clearly lower VIF-value. Consequently, it is reasonable to expect that the multicollinearity cannot be a serious problem in the following regressions.
7.2 Descriptive statistics

With respect to the bank specific risk disclosure, the quantity and distribution in each category is shown in the Table 3:

Table 3: Descriptive statistics of risk categories
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Table 3 shows the yearly frequency of key words of risk disclosure in each category. The total risks that are reported in the annual reports of all sampled banks for all five years including financial risks and non-financial risks. Besides directly quoting “risk”, the words for revealing variation take the largest portion of risk disclosure in the annual reports of annual reports of all sampled banks. From yearly data overview, there is a clear trend of increasing reporting in each category of risk. The direct risk representation sharply increased from 2006 to 2008. The mean word frequency increased from 389.33 in 2005 to 486.1 in 2006, increasing 24.9%. In 2007 it increased 14.1%, to 554.67 words. With a continuously increasing of 16.2%, the directly risk representation in 2008 annual reports has reached average 644.47 words. In 2009, the direct risk representation falls a little, yet still with highest minimum (95 words) and maximum (1466 words) frequencies of all five years and average at 633.53 words. The variation representation in annual reports of sampled banks had a continuously increasing in sampled years, the mean frequency increased from 167.13 in 2005 to 221.5 in 2009, increased 32.5%. The opportunity representation in annual reports jumped in 2007, from average 44.47 words in 2006 to 51.6 words in 2007. In 2008 and 2009, it changed slightly and even falls in 2009. The upward trend in uncertainty representation is obvious, and increasing with a rate about 20% every year in sample period.

On a total level, the descriptive statistics is shown in the Table 4. The table shows the total observation used in the study, the mean, standard deviation, the minimum value and maximum value for each continuous independent variable and dependent variable. The lnsum is the measurement of quantity of risk disclosure in the annual report, which is calculated by taking natural logarithm of risk frequency that is shown in Table 3. Among 30 sampled banks and 5 sampled years, the mean of lnsum is 6.39, with a standard deviation of 0.87. The size is measured by the total asset of sample banks, and in addition took natural logarithm for getting a linear relationship. The mean size is 11.12 and standard deviation is 2.47. This suggests that after taking the natural logarithm, the size data of sampled banks are relatively concentrated. The return on average asset is the measure for banks’ profitability, which is calculated by net income multiples 100 and divided by total asset. With a minimum of -0.97 and maximum at 14.21, while the mean return on average asset at 1.00, the distribution of profit is not that concentrated and clearly consists outliers. Similar as return on average asset, the foreign ownership in addition gives large standard deviation and large range, suggesting the discrete from average level. The government ownership had an average level of 0.131 and small standard deviation, which suggests the government owns only a small proportion of banks share in this sample. 

Table 4: Summary descriptive statistics of continuous variables 
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7.3 Hypotheses testing

A linear model is employed in this study to test the hypotheses and analyze the panel data. To measure the quantity of risk disclosure, the key words are counted and added up. To make it linear, the nature logarithm of the number of key words in annual reports is taken. Since the analyze include a time span of 5 years, each bank can be compared with itself in time to control the scale effect. By taking the logarithm of sum risk disclosure amount, the percentage increase of risk disclosure can be inferred. 

The results for main test are shown in Table 5:

Table 5: Main regression result on the whole sample
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From Table 5, both standard and size are significant at 95% level. Hence it is reasonable to reject null hypotheses of no relation between quantity of risk disclosure and endorsement of IFRS 7 or bank size. The p value is 0.00 on std1 suggests that the IFRS 7 has a significant improve effect on risk disclosure. The coefficient on std1 is 0.304, which is in addition with economic significance. The coefficient on std1 indicated that with the endorsement of IFRS 7, the quantity of risk disclosure increases 30.4%. The results in addition strongly support the hypothesis that bank size has a positive association with banks’ risk disclosure. With p value equals to 0.022, the coefficient of size is strongly significant on statistics level. The coefficient equals 0.14 suggests that with 1% bank total asset increase, the quantity of risk disclosure will increase by 0.14.

Incorporating with hypotheses and previous studies (Miihikenen, 2012; Bischof, 2009), the foreign ownership and type of national authority is not significant in the main test. No predetermined patterns exist in which way foreign ownership or type of national authority affect the commercial banks’ risk reporting. However, contrast with previous expectations and hypotheses, the profitability, government ownership, and foreign listing status are not significant in the main test. Thus, from the main test the null hypotheses cannot be rejected. It is reasonable to believe there is no significant relationship between the bank’s risk disclosure and its profitability, ownership condition, foreign listing status or national authorities.

With interaction terms with standard, the moderating effect of IFRS 7 can be tested. As shown in the Table 6, both standard variable and size variable are strongly significant, suggesting positive association between bank’s risk disclosure and implement of IFRS 7 or bank size. The std1_size is in addition significant under 95% confidence. This result suggests IFRS 7 and bank size together has a negative impact on banks’ risk reporting. With the interaction term, the profitability associated with the adoption of IFRS 7 is strongly significant on both economic and statistic level. Under the implement of IFRS 7, the profitability has a negative effect on bank’s risk disclosure, which is consist with the conclusion of Miihkenen (2012) on Finland listed companies. The negative relationship suggested the lower profitability banks tend to disclose more risk information in their annual report after the endorsement of IFRS 7. When facing lower profitability, the managers tried to explain the underperformance into the more risky and uncertainty environment and external reasons, hence they tended to disclosure more risk information in their annual reports.

Consisting with previous expectation, under the interaction model, both the government ownership variable and its standard interaction term are significant under 95% confidence, which suggests the negative effect of government ownership on banks’ risk reporting. The IFRS 7 and government ownership interaction term is strongly positive significant. It indicates that the implement of IFRS 7 is able to improve the risk disclosure of banks with government ownership. The standard and foreign listing interaction term is in addition significant on statistic and economics level; hence the result supports the expectation that the adoption of IFRS 7 associates with foreign listing can improve sample banks’ risk disclosure and reporting. The results partially support the findings in Miihkenen (2012) and Lopes and Rodrigues (2007) that listing in a foreign exchange can improve the risk disclosure of one listed company. 

Consist with expectations in Hypothesis 2(c); the foreign ownership variable and its interaction term are not significant in this study. On one hand it could be possible that as the process of European integration, the differences between countries are eliminating. On the other hand, the foreign owned shares are only small portion in sampled company. There are several significant important large cross-border banking cases occurs in 2008 and onward, however, since they are not listed on local exchange thus not included in this study.

Opposite to the previous expectation and study by Bischof (2009), the national authority type and its interaction with IFRS 7 adoption are not significant in two models. Hence it is reasonable to accept no differences in risk disclosure exist due to the national authority of banks’ location country. One of the possible reason could be that after the adoption of IFRS in 2005, the accounting reporting is further detailed defined, and the accounting requirement differences in countries are passing out. Meanwhile, as the process of European integration, the sample countries become increasing similar in general economic setting and internal management. 

One of the possible limitations of this result can be due to the selected sample. Although the sample period partially included the crisis, yet the effect of crisis is still continuing. Most bank bailout cases happened after 2009. Moreover, only listed commercial banks are concluded in this sample. Some of the banks which are bailout by the government or cross boarder banking are not listed or got delisted. It would be possible to find a significant relationship if the sample more banks and longer time.

Table 6: Results from interaction model on whole sample
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From previous results, it is clear that the bank size has significantly important effect on its risk disclosure and reporting. In the following part of this chapter, the sample is divided into three equal groups basing on size. Each group consists of 10 banks so that the size effect on risk disclosure can be better controlled.

For the first 10 largest commercial banks in the sample, the descriptive statistics are shown in Table 7. The nature logarithm of total asset is from 12.88, standard deviation is 0.474, total asset over 458633 million euro. The return on average asset is from -0.97 to 1.4. The highest foreign ownership in total shares is 16.05%. The highest government ownership percentage is 2.42%. Among these 10 banks, 9 banks are listed both in local exchange and US exchange. Three of ten banks are from non-intervention countries and the other seven banks are from interventionist countries. 

Table 7: Descriptive statistics of Group 1
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Table 8: Results from main model and interaction model on Group 1
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As shown in Table 8, all these variables are not significant in the main regression. The results suggest that among the largest commercial banks the risk disclosure is not affected by the implement of IFRS 7, bank specific characters, or type of national authorities. One possible explanation for this could be that these largest banks are the top banks in the Europe and sharing the similar company characters. With a whole set of specified and detailed volunteer disclosure regulation, the new standard and firm specific characters as well as the national authorities do not make much impact on them.

The interaction term model only shows significant coefficient on standard variable and its interaction term with size, which suggests that the implement of IFRS 7 could improve the risk disclosure associated with bank size. The interesting part of this output is the negative coefficient on IFRS 7 and size interaction term. The significantly negative coefficient indicated that the quantity of the risk disclosure in the largest banks will decreasing as bank size increases.
The second group contains the banks ranked from 11 to 20, sorting by the total asset level. As shown in Table 9, the bank size in this group is between 10.045 and 13.085, mean at 11.506 with standard deviation equals to 0.487. The return on average asset is ranged between -0.09 and 2.64. The average foreign percentage in total shares is 4.77%, with maximum value at 49.1%. The government ownership takes only small portion, which has its mean at 0.30% and maximum value at 4.39%. Three banks are listed in US exchange, and eight banks located in the interventionism countries. 

Table 9: Descriptive statistics of Group 2

 [image: image11.png]summarize lnsum size rosa own f own s

Varisble obs Mesn  Std. Dev. Min ax
Lnsum S0 6575733 4870564 5.123964  7.577122
size s 11.s0se2 160511 10.04613  13.08539
zoss 50 Le788 4618094 —.09 2.64
P 50 47676 12.08315 o 5.1
50 032 1.0s7am1 o 139




As shown in Table 10, the medium size group have strongly significant coefficient on standard, size and interventionism variables in the main regression. The results support the expectation that the endorsement of IFRS 7 is able to significantly improve the bank’s risk disclosure in the medium size group. However, the results show that size variable is significantly negative related to the quantity of risk disclosure on 95% confidence. This indicates that the larger banks in the medium size group tend to disclose less risk information. The positive significant coefficient on interventionism variable suggests that the type of national authorities can have impact on medium sized banks’ risk reporting. The interventionism authorities tend to specific more detailed disclosure requirement basing on the accounting standards. Consequently the banks which located in these countries tend to disclose more risk information in their annual reports.

Table 10: Results from main model and interaction model on Group 2
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Table 10 (Continues)
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Table 10 shows the results after adding interaction terms in the regression of medium sized group. The interventionism term in addition shows significant coefficient, supporting the banks located in interventionism countries tend to disclose more risk information.

Group 3 includes 10 banks in the sample with smallest size, with logarithm asset level between 5.218 to 10.842 million euros and mean at 8.206 million euro, with standard deviation equals to 0.89. In this group, none of the component banks is listed on US exchange or has government owning shares.

Table 11: Descriptive statistics of Group 3
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The result of main regression supports the improving effect of IFRS 7 on banks’ risk reporting.  The coefficient on standard term is significant on both statistic and economic level. Again the result shows that the size is a significant influence factor of the quantity of bank’s risk disclosure. The positive coefficient indicates that the larger banks in small-size group tend to disclose more risk information in the annual reports. The interventionism term is slightly not significant in this group, and showing a negative coefficient of national authority type of banks’ original location country. The coefficient on interventionism may possible become significant when enlarging the sample size and period. The result indicates the possibility that the banks located in non-interventionist countries with principal original requirement may tend to report more risk in their annual reports.

Table 12: Results from main model and interaction model on Group 3
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With the interaction terms in the model, the results suggest the significant impact of IFRS 7 adoption. With a positive coefficient on std1, it is reasonable to accept that the IFRS 7 can improve banks’ risk disclosure quantity in small size bank group. Both size and IFRS 7 size interacted terms are significant under 95% confidence level. The size has a positive effect on quantity of risk disclosure in smaller banks, and with implement of IFRS 7, the disclosure difference due to differences in bank size decreases. Although the profitability is still not significant in this group, the IFRS 7 and the profitability interaction term shows significant negative coefficient in the results. This indicated that after the adoption of IFRS 7, the smaller banks with lower profitability tends to report more information in the annual reports. 

7.4 Robustness test

Test for amending endorsement effect

As shown in Table 13, the yearly differences are calculated for 2005 to 2006 and 2006 to 2007 and compared in the T test. The T static is not significant under 95% confidence level. Hence, the null hypothesis that there is no amending endorsement effect on IFRS 7 in sampled commercial banks cannot be rejected. Since there are some banks pre-adopted the IFRS 7 in 2006, hence the result from previous regression may be limited.

Table 13: Paired T test on risk disclosure increase in 2006 and 2007

[image: image17.png]Paired t test

Varisble obs Mean  Std. Srr.  Std. Dev.  [35% Conf. Incervall
108 30 2303917 1028386 6327 .ozoveaz 4407202

a07 30 1300743 0941394 5156227 -.0624622 3226111
asss 30 1003173 1506763  .s252915 -.2078516  .408ése2
mean(diff) = mean(106 - a07) ©= o.ess

Ho: mean(diff) = 0 degress of frasdom 25

Ha: mean(aiff) < 0 Ha: mean(aiff) 1= 0
Br(T < %) = 0.7236 B2(TI > I51) = 0.5108

Ha: mean(aiff) > 0
Be(T > %) = 0.2554




Test for post endorsement effect

As shown in Table 14, the std2 and std3 is generated for financial year 2008 and 2009. Besides the significant of std1 variable, both std2 and std3 are significant under 95% confidence level with a positive coefficient. The results support that the effect of IFRS 7 adoption was not only temporarily in 2007, but in addition continued in 2008 and 2009. Consequently, it is reasonable to believe the adoption can improve the risk disclosure of commercial banks on a relatively longer time.

Table 14: Result for testing post endorsement effect
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7.5 Summary

Basing on the data from 30 commercial banks in 5 financial year, the results show that there is an increasing trend in risk disclosures in annual reports. The outcomes indicate that the adoption of IFRS 7 can improve risk disclosure in commercial banks on an overall level. The results also support that bank size are significantly affect its risk disclosure in annual report. The interaction terms of IFRS adoption with bank size, bank profitability, foreign listing status and government ownership are significant on an overall level. It suggests that the adoption of IFRS have an moderator effect on strengthen or weaken the relationship between these bank characteristics and risk disclosure in annual reports. Furthermore, the influences of independent variables are different between groups. The interventionism shows significant in middle size group while the interaction terms of IFRS 7 with foreign listing and profitability are not significant . The robustness test results show there is no significant increases between 2006 and 2007, which suggests that a pre-adoption effect exist. Yet the coefficient of standard indicators for 2008 and 2009 are significant, suggesting improvement effect of IFRS 7 can exist for longer period.

Table 15: Summary of outcomes of hypothesis testing

	Hypothesis
	
	Outcome

	1
	IFRS 7 adoption -- risk disclosure association
	Positive association

	2(a)
	Bank size--risk disclosure association
	Positive association

	2(b)
	Profitability-- risk disclosure association
	No association

	2(c)
	Foreign listing status--risk disclosure association
	No association

	2(d)
	Foreign ownership --risk disclosure association
	No association

	2(e)
	State ownership--risk disclosure association
	No association

	3
	National supervisory authority--risk disclosure association
	No association


In Chapter 8, the results will be discussed and interpreted. Also, the conclusion of this thesis will be given. At the last part of Chapter 8, the limitations and suggestions for further research will be indicated.

Chapter 8 Conclusions

In this chapter, the results will be discussed and the conclusion will be given. The results from empirical analysis are discussed in section 8.1. Then the conclusion of this thesis is given in section 8.2. At the last part of this chapter, the limitations and suggestions for further study are included.

8.1 Discussion
The empirical results from descriptive statistics show that there is an increasing trend in commercial banks’ risk disclosure in their annual reports in sampled period. Moreover, from the main regression model, the overall results are significant on 95% level, hence the null hypothesis is rejected. It is reasonable to accept that the adoption of IFRS 7 is able to improve the risk disclosure of commercial banks on an overall level. This finding incorporates with the findings in Bischof (2009) that the IFRS 7 adoption can significantly improve the risk disclosure in commercial banks. It in addition provides evidence and extent the findings of Miihkinen (2012) that the additional accounting standard on risk reporting is able to improve the risk disclosure in annual reports among the listed companies. IFRS 7 detailed the disclosure for financial instruments while provide a guidance for preparing the risk reports. Adoption of IFRS 7 in commercial bank sector improve the transparency of the management and provide more information in annual reports. The improvement in risk reporting also improve the information asymmetric and can be benefit for all stakeholders of commercial banks. 

The robustness test on pre-adoption effect shows there is no significant increase risk disclosure changes in 2007 than 2006. Therefore, the pre-adoption cannot reject on 95% confidence. Since some of the banks ( i.e. Deutsche Bank and Danske Bank) processed their annual report under the pre-adoption condition while the IFRS 7 is not yet mandatory to adopt. Hence, the IFRS 7 has improved the risk reporting in financial sector as soon as it is announced. Yet the test for post endorsement effect shows significant coefficient on indicators of 2008 and 2009. The effect of endorsement of IFRS 7 is not only for just one year, but lasts for the next two to three years. The outcome indicates that the IFRS 7 can improve the quality of risk review of commercial banks in longer period. It is also incorporate the finding in Miihikenen (2012) that the additional regulation on risk disclosure is able to permanently improve the risk disclosure in annual reports.

As the increasing in risk disclosure of commercial banks, the transparency of internal control and risk management is expected to increase. On one hand, the increasing transparency would be helpful for the investor to get better understanding of the bank’s situation and make their investment decision based on the updated information. On the other hand, the increasing risk disclosure and transparency stimulate the improvements in internal control and risk management, further is benefit for efficiency of banks’ management. Besides, the findings are basing on the implement of a specific regulation, specifically, IFRS 7. It indicates significant improvement effect of regulation. The results have useful practical implications for standard-setters such as the FASB and the IASB, the SEC, and national regulatory bodies.
With respect to testing the bank specific characters and its impact on individual bank’s risk reporting, among the four bank specific characteristic variables, the bank size shows a significant positive effect on the quantity of bank’s risk disclosure on an overall level. With p-value smaller than 5% and coefficient equals 0.14, the size variable is significant on both statistic and economic level. The coefficient equals 0.14 suggests that with 1% bank total asset increase, the quantity of risk disclosure will increase by 0.14. This result indicates that the scale effect in addition exists in the financial sector and its risk reporting. The banks with large scales are facing larger risk exposure than the smaller banks; consequently they disclose more risk information. The result is contrast to the finding in Woods et al. (2008), yet consist with previous studies by Linsley and Shrives (2006), Lopes and Rodrigues (2007), and Miihkinen (2012). 

Foreign listing status does not find significant in this thesis on 95% confidence. The null hypothesis cannot be reject. Therefore, there is no significant evidence showing listing on a foreign exchange is able to improve bank’s risk disclosure in annual report. This outcome is contrast with the findings in Miihikenen (2012) and Lopes and Rodrigues (2007). One possible explanation can be the differences in sector. Both Miihikenen (2012) and Lopes and Rodrigues (2007) are not focus on commercial bank sectors. Commonly, financial sector are facing more strict regulations and supervision, hence tends to disclose more risk information than non-financial sectors. Thus, the additional requirement on risk disclosure on foreign market does not make significant influence on banks’ risk reporting. It also incorporate with the aim of IFRS 7 that to increase the transparency and reduce information asymmetric.

Other variables such as profitability, ownership and national authority is not significant in the main regression on the overall level. Since the p-value of these variables are larger than 0.05, hence the null hypotheses cannot be rejected. The outcomes incorporate with the findings in Miihikenen (2012) and Bischof (2009). The possible explanation may due to the similarity of sampled banks and bank located country. Another possibility is due to the sample is relatively small in size and time period, the result would be more obvious if more data is concluded.

However, when the model concludes the bank character and IFRS 7 interaction term, it is easily to see the effect of IFRS 7 adoption associated with bank characters makes more significant influence on commercial banks’ risk reporting in their annual reports. The standard interaction terms with size, profitability, government ownership and foreign listing are significant under 95% confidence level. The negative coefficient on size indicates that after the endorsement of IFRS 7, suggest the adoption of IFRS 7 can significantly weaken the association between bank size and its risk disclosure in annual report. With the adoption of IFRS 7, the smaller banks tend to disclose more risk information than the larger ones. Thus, the scale effect is eliminating. It is not incorporate with Miihkinen (2012), yet it provide an evidence that the adoption of IFRS 7 can improve the transparency and information asymmetry in banking sector. The adoption of IFRS 7 brings more transparency and informative in the financial report, hence it is able to improve efficiency of internal control, but also it is benefit for the stakeholders of company.

The significant negative relationship between standard and profitability term and risk disclosure shows suggest that after IFRS 7 adoption, the low profitability firms would disclose more risk information in their annual reports. This result in addition incorporates with the finding in Miihkinen (2012) which concludes that the listed firms with lower profitability will disclose more risk information after an additional regulation on risk reporting is implemented. Hence the adoption of IFRS 7 is eliminating the gap in risk reporting due to size differences and profitability differences. 

The foreign listing and government ownership interaction terms are in addition significant at 95% level, which indicated that the endorsement of IFRS 7 is able to improve the risk disclosure of foreign listed banks and government ownership banks. Although it is contrast to the finding in Miihikenen (2012), yet the result suggests the adoption of IFRS 7 can improve the risk reporting and provide more transparency. And it is benefits for all stakeholders of commercial banks.

In contrast to findings in Bischof (2009), this thesis fail to find a significant improvement between non-interventionism countries and risk disclosure under the adoption of IFRS 7. The interaction term of IFRS 7 and interventionism is not significant at 95%. Therefore, it is reasonable to accept the IFRS 7 cannot strengthen the association between type of national supervisory authority and risk disclosure in annual reports.

Further, the sample banks are divided into three equal groups depending on the bank size. The first group consists of first ten largest size banks. The interaction model is significant on standard and standard- size interaction term. The results in addition incorporate with the conclusion on overall level. The endorsement of IFRS 7 is able to improve the risk disclosure in the largest commercial banks and is able to eliminate the gap on risk review due to the difference in bank size. The results in addition to support the findings in Linsley and Shrives (2006), Miihikenen (2012) and Lopes and Rodrigues (2007). 

The second group includes the 10 medium sized banks. The standard, size and interventionism variables are significant in the main test at 95% confidence level. The positive significant relationship between quantity of risk disclosure and standard variable indicates that adoption of IFRS 7 can improve the risk reporting in the medium size banks. The significant negative relationship between risk disclosure and size, which is opposite to the hypothesis and overall level results, showing in the medium sized banks, the smaller banks tends to disclose more risk information. Incorporate with Bischof (2009), interventionism variable becomes significant in the medium-size bank group. The positive sign on coefficient reveal that the medium size banks will disclose more risk information if they located in the countries with interventionism national authorities. 

The small size group in addition contains 10 banks. The results show significant relationship between risk disclosure in annual report and adoption of IFRS 7, bank size and the IFRS 7 interaction with bank size and profitability. In the small size group, the IFRS 7 in addition have a significant improvement effect on banks’ risk reporting in their annual reports. The size is positive related with risk disclosure, which indicates that among the small size banks, the larger bank size is, the more the risk information they released in their annual reports. The size and profitability with IFRS 7 interaction term are again significant, which consist with the overall results and previous studies that the endorsement of IFRS 7 is able to eliminate the difference in risk reporting due to differences in bank size or differences in profitability of banks.

8.2 Conclusion

This study examines the quantity of risk disclosure in annual reports of 30 European listed commercial banks from year 2005 to 2009 and the impact of endorsement of IFRS 7. In addition, the thesis tests for relationship between the quantity and bank size, profitability, foreign listing status, ownership and supervisor intervention. 

The aim of this study is to extend empirical knowledge and add the existing risk disclosure studies. On one hand, by analyzing the impact of IFRS 7 from the view of time, the quantity of risk disclosure in annual reports of commercial banks prior and past the endorsement of IFRS 7. On the other hand, this study introduces the tests for impact of cross broader banking and government ownership. This is the economic consequences of financial crisis and indicating the future development in European financial sector. Finally, the relationship between financial risk disclosure and activity of national supervision authority is tested. This may help policy maker supervise and regulation accounting and risk reporting in a more efficient way. 

A content analysis will be performed in this study to measure the quantity of risk disclosures in annual report. The number of key words in the annual report is counted to measure the quantity of financial risk disclosure. This tool gives an overview of operationalize the quality of risk disclosure under the requirement of IFRS 7. 

In the main test model, the impact of endorsement of IFRS 7 and risk sensitivity on the quantity of risk disclosures in annual reports are tested. By using a multivariate regression, the relationship between quantity of risk disclosure in annual reports and the endorsement of IFRS 7, banks size, profitability, and degree of internationalization, foreign listing status, cross-broader banking and state ownership as well as supervisor intervention are tested. The outcomes indicate that the adoption of IFRS 7 can significantly improve the risk reporting in commercial bank sector. Among the bank characteristics, the bank size are significantly positive associated with banks’ risk disclosures. Also, the adoption IFRS 7 can strengthen or weaken the relationship between bank characters and risk disclosures. By checking the interaction terms with endorsement of IFRS 7,the implication of jointly impact of the bank characters and IFRS 7 on their risk reporting is expected to get. 

8.3 Limitation 

This studies although have limitations on sampling and adopting the content analysis methods, yet it is approved to be the most proper way to analysis financial sector’s risk disclosure basing on the previous studies (e.g. Beattie and Bozzolan ,2004; Linsley and Shrives, 2006; Miihkinen, 2012). We aim to extend empirical knowledge and add the existing risk disclosure studies. By discussing the results and relationship, a better view of the impact of IFRS 7 and the determinants of risk disclosures would get. Through these findings, it is possible to figure out how they cooperated influencing the risk reporting in financial sector in Europe. Hence the outcome of this study would be helpful for further studies and supervisor authorities to regulate risk reporting and whole accounting in financial sector efficiently. 
This study has some limitations as well. On one hand, content analysis itself has big limitations. Content analysis is a rather subjective and it cannot be wholly eliminated. On the other hand, the sample of banks and selected variables in this study is in addition a limitation. 

The content analysis is inevitable subjective even though the quantity of key words are used, which is traceable and relatively objective as an input to improve the reliability of the results. In this study, only the number of key words is used as the measure of risk disclosure. It is an easy access way to get the risk disclosure information from banks’ annual reports; however, only number of word frequency is counted while the quality of risk disclosure is ignored on some degree. The Dobler et al (2011) and Beattie and Bozzolan (2004) point that building an risk disclosure index and adopting more sophisticate coding method could be help for improving the validity of conclusion. The coding instrument can in addition be further improved. For example, Dobler et al. (2011) adopt a coding instrument which is more detailed and particularly includes the location (management report versus notes) and the type of reference to risk (risk source versus risk management), allowing for additional inferences to be drawn. The authors measure the risk disclosure quality by a quantitative method, measuring it by number of sentences and a disclosure index. With respect to the quantitative counting method, the natural logarithm of sum frequencies of key words in annual reports are used. In Linsley and Shrives (2006), it stated that counting the sentences can be more accurate in measuring the risk disclosure. Another proxy for disclosure quality could be used for comparison. For example, in Miihkinen (2012) in addition takes depth of risk disclosure and outlook profile as indicators of risk disclosure.


With respect to the sample used in this study, only 30 banks located in Western Europe are used. The time period is in addition limited in five financial years from 2005 to 2009. The number and location of this sample bank is limited. The distribution of risk disclosure reporting in sampled banks is not following a normal distribution, which may lead the mismatching between estimations and true values. The possible outlier tends to have more significant effect on the outcomes, yet due to the smaller amount of observations, the common procedures for control outlier such as deleting observations with extreme values or winsorizing are not applicable. The sampled banks in this study are rather clustered in Western Europe and less of variations in countries differences. The sample criteria of active listing commercial banks in addition excluded some large banks that have significant influence in the financial sector and limit the validity of this study. The active commercial banks allow the possibility of the existence of survival bias. Only the commercial banks that are successful and survived till today are included in the sample. The banks that are failed or delisted are excluded from the sample. However, there are in addition many papers such as Linsley and Shrives (2006) and Woods et al. (2008) sampled less, non-international companies and / or less time span. Furthermore, the time period used in this study may improve the internal validity, yet the external validity is still relatively low. Hence the conclusion of this study should be carefully considered when applying to other situations.

8.4 Suggestion for future study

This study in addition shows some suggestions for further studies. Since the most important cases of cross-border banking and nationalization occurred in non-listing commercial banks. Consequently, to improve the results of study, include more banks and controls more for the financial crisis could be very helpful. Moreover, introducing comparison with more countries and further studies on impact of financial crisis and economic consequences in longer time could be interesting and helpful to improve the study.

Appendix

Appendix 1: Risk categories

	Financial risk 
	Interest rate Exchange rate Commodity Liquidity Credit 

	Operations risk 
	Customer satisfaction Product development Efficiency and performance Sourcing Stock obsolescence and shrinkage Product and service failure Environmental Health and safety Brand name erosion 

	Empowerment risk 
	Leadership and management Outsourcing Performance incentives Change readiness Communications 

	Information processing and technology risk 
	Integrity Access Availability Infrastructure 

	Integrity risk 
	Management and employee fraud Illegal acts Reputation 

	Strategic risk 
	Environmental scan Industry Business portfolio Competitors Pricing Valuation Planning Life cycle Performance measurement Regulatory Sovereign and political 


Appendix 2: Table of key words

	Key words

	Risk

	Risk as variation

	Fluctuation

Variation

Volatility

Oscillation

Amplitude

Change

Diversification

	Risk as uncertainty

Uncertainty

Unexpected

Contingency

Surprise

Shock

	Risk as opportunity

Opportunity

Prospect

Potential

Upside

Advantage

Possibility

Chance


Source: Abraham and Cox (2007)

Appendix 3: Table of summary empirical studies on risk reporting

	
	Method and Sample
	Main Results

	Bischof (2009)
	Content Analysis 

171 banks from 28 EU countries


	Significant increase in the level of disclosure during the year of the standard’s first-time adoption

Both mandatory and voluntary disclosure of exposures to operational risks has increased

The effects of IFRS 7 adoption largely vary across countries 

	Linsley et al. (2006)
	Content Analysis

Mann-Whitney U-test

Pearson’s Rank Correlation


	Indifference of risk disclosures amount between Canadian banks and UK banks

Positive risk disclosure-size relationship

Insignificant risk disclosure-profitability association

Insignificant risk level-risk disclosure relation

Positive relationship between risk definition disclosure and risk disclosure

	Lopes and Rodrigues (2007)
	Content Analysis

Construct Disclosure Index

Simple linear regression

Multiple Regression

56 quoted companies listed at Euronext Lisbon in Portugal
	Positive relationship between size and risk disclosure

Significant association between disclosure and the type of industry

Disclosure degree is higher for companies audited by Big 5

Disclosure degree is higher in more internationalized companies

	Miihkinen (2012)
	Content Analysis

Multivariate Regression

129 firms listed at OMX Helsinki
	Risk disclosure standard improves quality of risk disclosures

The coercive effect of the standard drives the increase in disclosure quality

Other important determinants of risk disclosure quality: size, profitability, and listing on NYSE 

	Woods et al. (2008)
	Content Analysis

Unit of Analysis: information provided in narrative, tabular, graphical or numerical format

Score sheet

Top 25 banks in the world (listed in The Banker)
	Insignificant size-risk disclosure relationship

Only weak evidence of increasing risk disclosure over sample period of 2000-2006

De jure shift towards harmonization of accounting practice; de factor remains of international differences in disclosure practice 


Appendix 4: Sampled commercial banks 
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Data source: BvD Bankscope 2013

Appendix 5: Sampled banks with US Exchange listing
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Data source: BvD Bankscope 2013

Appendix 6: Matrix graph of main continuous variables
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Appendix 7: Scatter plot of lnsum related to year, labeled by bank id
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Appendix 8: Histogram of lnsum
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Appendix 9: Test of skewness and normality
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Appendix 10: Spearman rank correlations
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Appendix 11: Variance inflation factors
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