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Can supervisors enforce transparent reporting if managers use discretion within the 
boundaries of accounting rules?

• Formal enforcement not an option when discretion used within the boundaries of accounting rules

• Unclear whether informal supervisory tools can push banks to adjust their reporting behavior in 
line with the supervisor's reporting preference, particularly under dual supervision

• Informal supervisory actions, and reporting preferences, are generally unobservable, but Asset 
Quality Review (AQR) reveals differences in local enforcement outcomes and ECB preferences

• SSM shifted supervisory responsibility to the ECB for significant Eurozone banks

• Before the ECB assessed with the AQR the audited financial statements of SSM banks and published 
the findings
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Setting: SSM
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• In 2014 the ECB took over the 
supervision of 120 significant 
banks in the Eurozone from 
national regulators

• Significant bank:
• >30bn total assets, or

• Among country’s three largest 
institutions, or 

• Significant cross-border activities
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Setting: SSM
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Setting: AQR
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• Extensive balance sheet review

• >6,000 staff involved

• Harmonize measurement of 
banks’ risk exposures

• Loan loss provisions, collateral 
valuations, classification of non-
performing loans, level 3 fair 
values

• Increase quality of public 
information on these exposures 
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Setting: AQR
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Hypotheses

7

AQR Disclosure 
captures the difference 

between NCA’s prior 
enforcement outcome 

and ECB’s reporting 
preference
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Empirical Strategy
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Research Design
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Size, Capitalization, Profitability, Risk Profile, Cost Efficiency, GDP
Controls 

Accounting

Year and Firm Fixed EffectsFixed Effects

AQR adjustment: Disclosed additionally required loan loss provision 
scaled by loan loss allowance

AQR
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Sample
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• 102 treatment banks with AQR 
data and under SSM supervision

• 612 European control banks 
• that are at least as large as the 

smallest treatment bank 
(Gropp et al., RFS 2019) 

• Robustness: Entropy balanced 
Matched Sample, Fuzzy RDD

• Sample period 2011-2017

• Data 
• Capital IQ

• Eikon (Datastream)

• AQR data from the ECB
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Parallel Trends and Effect Timing
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Accounting Outcomes
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Cross-Sectional Variation in Accounting Outcomes
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Cross-Sectional Variation in Accounting Outcomes
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LLAs and Future Loss-Realization
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Market Liquidity
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Conclusion
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• The switch to a European supervisor and the disclosure of the AQR adjustments
significantly affected the reporting behavior and market liquidity of affected banks

• Banks with larger AQR adjustments increased their loan loss provisions and allowances 
more relative to other SSM banks

• Banks that are subject to the greatest shift in the institutional strength and with NCA’s 
that are likely to foster cooperation between NCA and ECB exhibit the strongest 
increase in bank transparency
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