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Main findings

* ,The change in expectations due to an
adverse shock has an immediate and ww
sizable impact on loan loss provisions §:| "
in contrast to the previous incurred e > —
loss approach. This might exacerbate °
the procyclical behavior of the
banking sector”
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Confirmation of previous observaions/studies
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Confirmation of previous observations/studies

* Pro-cyclicality
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Confirmation of previous observaions/studies

* Conclusion: IFRS 9 alleviates the disadvantages of IAS 39, but
the problems with provisionning are still significant
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General overview ‘

= Impairment forecasting under stressed conditions — very important issue

= Good presentation of the stress-test framework
= forecasting loan loss provisions and risk-weighted assets of each bank for each
period of the stress test's time horizon conditional on the macroeconomic scenario
= A versatile dynamic balance sheet framework

= Data

= Non-financial corporate portfolio of the Hungaran banking system
= Good granularity (1,5 mn contracts, 12,5 mn observations)
= Transition probabilities estimated on contract-level database (Central Credit

Information System + financial statement data from the National Tax and Customs
Administration)

» ,the obligor-level estimation would seem more logical as the loans of a company usually
default at the same time” — not always true

= Forecasts of macroeconomic variables based on the macroeconomic forecasting
model of the Central Bank of Hungary
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General overview

= Stress scenario
= Risk premium (t-1) 300 bps
= Y-0-y dierence of log real GDP (t-1) -5 pps
= Y-0-y dierence of log end consumption (t-1) -3 pps
= Exchange rate depreciation since loan origination (per cent) (t-1) 15 pps
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General overview

= Markov models
= The same approach as in several other studies
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Assumptions

= Assumptions for new loans originations
» ,banks disburse the same loans, at the same time of the year, to
firms with the same characteristics as last year”

= possible change of level in time?
= possible change of structure over time?

= Assumption of LGD level

e For the LGDs, we employed our expert judgement, fixing the LGD
at 40 percent for the baseline, and at 50 percent for the stress
scenario”

= different levels of LGD necessary
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Chart 23. Dispersion of LGD - 2010. Chart 25. Dispersion of LGD under the adverse scenario - 2012
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Some questions and suggestions
Further research
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Stress test scenario

= Suggestions for other macroeconomic variables:
= Unemployment rate
= |nterest rates
= Loan rates
= [nflation
= Asset prices (esp. real estate)
= Coverage ratio
= Public debt
= Credit / GDP
= Credit growth
= Risk-weighted assets
= Capital market prices
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Procyclicality of provisions vs. capital
buffers

= Does the countercyclical buffer mitigate
the negative pro-cyclical consequences
of IFRS 9 provisions?

= Which provisioning model works best
with the CCyB?

= Necessary changes in credit risk
models? (CRD/CRR vs. IFRS)
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Tax treatment

" The tax treatment of provisions

WP/00/195

ﬁ IMF Working Paper

Loan Review, Provisioning, and
Macroeconomic Linkages

Luis Cortavarria, Claudia Dziobek,
Akihiro Kanaya, Inwon Song
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Liquidity
= Provisioning rules —impact on capital and liquidity
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Other issues

" Bank-specific characteristisc

= Different impact on different banks?
= e.g. bank size, level of capitalisation...

Loan Loss Provisioning and the Business Cycle: Does Capital Matter?
Evidence from Philippine Banks

Danvee Floro'
This wversion: 15 March 2010
Abstract

Uising a comprahensive and unique database of Philippine financial infermediaries from 2001-
2009, we examing how the bank capital position influences the management of foan-0ss
provisioning. The results show ewidence of capital management through loan-loss
provisioning. We also find a procyclical behavior of banks in loan loss provisioning but such a
link is influenced in a non-iinear way by bank capitalization: both low-capitalized and weli-
capitalized banks provision by less (more) during an economic expansion (downturm).
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Other issues

= Could this tool be used
= to assess (verify) adequacy of banking provisioning models?
" to investigate potential earnings management?

= to monitor the alignment of IRB capial adequacy and ECL
accounting?
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EXHIBIT 5
VARIABILITY OF THE 12-MONTH ECL (IN BP) FOR A LARGE CORPORATE BORROWER (PD = 75BP, UNSECURED) |
P D VARIOUS COUNTRIES - COMMON SCENARIO
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EXHIBIT 6

VARIABILITY OF THE LIFETIME ECL (IN BP) FOR A LARGE CORPORATE BORROWER (PD = 75BP, UNSECURED) IN VARIOUS
COUNTRIES — COMMON SCENARIO
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Policy implications
" Change of accounting standards?

= Convergence of accounting principles and capital
adequacy rules?

= Convergence of micro- and macroprudential tools?
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