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Appendix A: Variable definitions and data sources for Chapter II 
 

Variable Earnings management measures 
#SG (#SL) Number of small profits (SG) or small losses (SL).  A bank-year observation is 

classified as SG and SL when net income divided by lagged total assets is in the range 
of [0, 0.0006] and [-0.0006, 0), respectively. 

EM1 
Discretion to avoid small 
losses 

EM1 is equal to #SG minus #SL and then scaled by the number of bank-year 
observations for a country.  A higher EM1 represents that small profits are reported 
more frequently than small losses and is the evidence of more earnings discretion to 
avoid small losses. 

EM2 
Discretion on reported 
LLP 

EM2 is a country’s median ratio of absolute value of discretionary LLP scaled by 
absolute value of unmanaged operating income (unmanaged OPI).  Unmanaged 
operating income (unmanaged OPI) is equal to operating income (OPI) plus 
discretionary LLP.  A higher score of EM2 indicates that managers reporting larger 
magnitude of discretionary LLP. 

EM3 
Smooth of OPI relative to 
unmanaged OPI 

EM3 is a country’s median ratio of the standard deviation of operating income (OPI) 
divided by the standard deviation of unmanaged operating income (unmanaged OPI) 
multiplied by (-1).  A higher value of EM3 indicates that managers smooth their 
operating income (OPI). 

EM4 
Smooth of OPI through 
changes in discretionary 
LLP 

EM4 is a country’s Spearman correlation between the changes in discretionary loan loss 
provisions (∆ discretionary LLP) and the changes in unmanaged operating income (∆ 
unmanaged OPI).  A higher value of EM4 indicates that managers smooth the 
reported earnings by keeping the recognition of discretionary LLP positively correlated 
with their operating performance.  

EMDSC EMDSC is the average percentage rank of EM1 and EM2 and ranges from 0 to 100.  A 
higher value of EMDSC indicates that managers perform more earnings discretion. 

EMSMTH EMSMTH is the average percentage rank of EM3 and EM4 and ranges from 0 to 100.  A 
higher value of EMSMTH indicates that managers perform more earnings smoothing. 

EMAGG EMAGG is the average percentage rank of EMDSC and EMSMTH and ranges from 0 to 100.  
A higher value of EMAGG indicates that managers perform more earnings management. 

 Bank characteristics and economic condition variables 
TA The country’s median total assets of banks. 

ROA The country’s median return on assets of banks. 

OWN OWN is a country’s median IND score.  The IND score is the number transformed 
from the BvD Independence indicator in BANKSCOPE using the following rules: A+=1, 
A=2, A- =3, B+=4, B=5, B- =6, C=7, and U=8.  A bank with a higher score has a more 
concentrated ownership structure. 

GDP The average of GDP per capita from 2000 to 2004. 
Source: The database of World Development Indicators provided by the World Bank. 

 Investor protection environment 
LAW LAW is a common law dummy variable.  LAW equals to 1 if a country has a common 

law origin and 0 otherwise. 
Source: La Porta, Lopez-de-Silanes, and Shleifer (2002). 

ANTI ANTI is the anti-director rights index and it ranges from zero to six.  A higher score 
means better protection of investors. 
Source: La Porta et al. (1998) 

ACCT ACCT is a rating on accounting standard.  A higher score means higher accounting 
quality. 
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Source: La Porta et al. (1998) 

CPIX CPIX is an average of the corruption perception index during 1986~1995.  A lower 
score means a higher corruption level. 
Source: La Porta et al. (1998) 

 Bank regulatory supervision 
SUPPWR The supervisory power stringency index with a range from 0 to 14. A higher value 

indicates greater supervisory power to take specific actions to avoid and resolve 
problems.  Following Barth, Caprio, and Levine (2004), this index is the sum of the 
following items in the World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” the 
item = 0.) 
= 
5.5+5.6+5.7+6.1+10.4+11.2+11.3.1+11.3.2+11.3.3+11.6.1+11.7.1+11.9.1.1+11.9.2.1+11.9.3.1. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

CAR The overall capital stringency index with a range from 0 to 5. A higher value indicates 
greater stringency. Following Barth, Caprio, and Levine (2004), this index is the sum of 
the following items in the World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” 
the item = 0.) 
= 3.1.1+3.3+3.9.1+3.9.2+3.9.3. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

PRIIDX The private monitoring index with a range from 0 to 9. A higher value indicates greater 
private monitoring mechanisms required by the supervisor. Following Barth, Caprio, 
and Levine (2004), this index is the sum of the following items in the World Bank 
Guide: (If it is “Yes,” the item = 1; if it is “No,” the item = 0.) 
= AUDIT + [1, if LBKRATE equals 100%; 0, otherwise] + DEPOINSUR + BKDISCL + 
Other disclosure requirements including the World Bank Guide items 10.4.1, 10.5, and 
3.5. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

AUDIT = 1, if an external and certified auditor is required by the law or the supervisor; = 0 
otherwise. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

LBKRATE The percentage of the country’s top ten banks rated by international rating agencies. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

BKDISCL The index that represents the informativeness of bank accounting information with a 
range from 0 to 3. A higher value indicates more informative accounting information. 
Following Barth, Caprio, and Levine (2004), this index is the sum of the following items 
in the World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” the item = 0.) 
= (1 - 10.1.1) +10.3+10.6. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

DEPOINSUR =1, if (i) no explicit deposit insurance scheme and no cases of bank failure or (ii) no 
explicit deposit insurance scheme and depositors were not fully compensated the last 
time a bank failed; = 0 otherwise. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 
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Appendix B: Variable definitions and data sources for Chapter III 
 

Variable Measures of conservatism 
CNSV_NI This measure represents conservatism in recognizing earnings changes. A more negative 

CNSV_NI indicates more conservative reporting of earnings changes. 
Source: The coefficientα3 in equation (3.1). 

CNSV_LLP_CF This measure represents conservatism in reporting loan loss provisions relative to cash flow 
changes.  A more negative CNSV_LLP_CF represents more conservative loan loss reporting. 
Source: The coefficient β3 in equation (3.2). 

CNSV_LLP_PL This measure represents conservatism in reporting loan loss provisions relative to changes in 
problem loans.  A more positive CNSV_LLP_PL represents more conservative loan loss 
reporting. 
Source: The coefficient γ2 in equation (3.3). 

CNSV_LLP_COF This measure represents conservatism in reporting loan loss provisions relative to net 
charge-offs. A more positive CNSV_LLP_COF indicates more conservative loan loss reporting. 
Source: The coefficient γ4 in equation (3.3). 

 Institutional variables 
PUB =1, public banks; =0 private banks 

Source: BANKSCOP CD_ROM, the September 2005 edition. 

LAW =1, if the legal origin of a country’s commercial laws is English, German, or Scandinavian 
origin; =0, if the legal origin of a country’s commercial laws is French or Socialist origin. 
Source: La Porta et al. (2002). 

GDP The average of GDP per capita from 2000 to 2004. 
Source: The database of World Development Indicators provided by the World Bank. 

GDPGR The average of GDP growth rate from 2000 to 2004. 
Source: The database of World Development Indicators provided by the World Bank. 

INFL The average inflation rate from 2000 to 2004. 
Source: The database of World Development Indicators provided by the World Bank. 

SUPPWR The supervisory power stringency index with a range from 0 to 14. A higher value indicates 
greater supervisory power to take specific actions to avoid and resolve problems.  Following 
Barth et al. (2004), this index is the sum of the following items in the World Bank Guide: (If it is 
“Yes,” the item = 1; if it is “No,” the item = 0.) 
= 5.5+5.6+5.7+6.1+10.4+11.2+11.3.1+11.3.2+11.3.3+11.6.1+11.7.1+11.9.1.1+11.9.2.1+11.9.3.1. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

CORRPWR The prompt corrective power index with a range from 0 to 6. A higher value indicates greater 
supervisory power to intervene in bank operations when bank solvency deteriorates to 
predetermined levels by the law. Following Barth et al. (2004), this index is the sum of the 
following items in the World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” the item = 0.) 
= 11.8 × (11.1+11.2+11.3.1+11.3.2+11.3.3+6.1). 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

RESTRPWR The restructuring power index with a range from 0 to 3. A higher value indicates greater 
supervisory powers to restructure troubled banks. Following Barth et al. (2004), this index is 
the sum of the following items in the World Bank Guide: (If it is “Yes,” the item = 1; if it is 
“No,” the item = 0.) 
= 11.9.1.1+11.9.2.1+11.9.3.1. Yes = 1; No = 0. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

INSLVNPWR The declaring insolvency power index with a range from 0 to 2. A higher value indicates 
greater supervisory powers to declare insolvency of troubled banks. Following Barth et al. 
(2004), this index is the sum of the following items in the World Bank Guide: (If it is “Yes,” the 
item = 1; if it is “No,” the item = 0.) 
= 11.6.1+11.7.1. 
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Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

CAR The overall capital stringency index with a range from 0 to 5. A higher value indicates greater 
stringency. Following Barth et al. (2004), this index is the sum of the following items in the 
World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” the item = 0.) 
= 3.1.1+3.3+3.9.1+3.9.2+3.9.3. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

AUDIT = 1, if an external and certified auditor is required by the law or the supervisor; = 0 otherwise. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

LBKRATE The percentage of the country’s top ten banks rated by international rating agencies. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

DEPOINSUR =1, if (i) no explicit deposit insurance scheme and no cases of bank failure or (ii) no explicit 
deposit insurance scheme and depositors were not fully compensated the last time a bank 
failed; = 0 otherwise. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

BKDISCL The index that represents the informativeness of bank accounting information with a range 
from 0 to 3. A higher value indicates more informative accounting information. Following 
Barth et al. (2004), this index is the sum of the following items in the World Bank Guide: (If it is 
“Yes,” the item = 1; if it is “No,” the item = 0.) 
= (1 - 10.1.1) +10.3+10.6. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

PRIIDX The private monitoring index with a range from 0 to 9. A higher value indicates greater private 
monitoring mechanisms required by the supervisor. Following Barth et al. (2004), this index is 
the sum of the following items in the World Bank Guide: (If it is “Yes,” the item = 1; if it is 
“No,” the item = 0.) 
= AUDIT + [1, if LBKRATE equals 100%; 0, otherwise] + DEPOINSUR + BKDISCL + Other 
disclosure requirements including the World Bank Guide items 10.4.1, 10.5, and 3.5. 
Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

 Accounting Variables 
TA Total assets in millions of U.S. dollars. 

Source: BANKSCOP CD_ROM, the September 2005 edition. 

ROA Returns on Assets.  
Source: BANKSCOP CD_ROM, the September 2005 edition. 

NI Net income scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

LLP Loan loss provisions scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

TCL Total customer loans scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

CF Operating cash flows scaled by lagged total assets. It is proxied by net income plus loan loss 
provision. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

PL Problem loans scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

NCOF Net charge offs scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, the September 2005 edition. 

LLR Loan loss reserves scaled by lagged total assets.  
Source: BANKSCOPE CD_ROM, the September 2005 edition. 
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Appendix C: variable definitions and data sources in Chapter IV 
 

Variable Measures of reporting conservatism 
PUBCNSV_NI This measure represents public bank conservatism in recognizing earnings changes. A 

more negative PUBCNSV_NI indicates more conservative reporting on earnings 
changes. 
Source: The coefficientα3 in equation (4.1). 

PUBCNSV_LLP_CF This measure represents public bank conservatism in reporting loan loss provisions 
relative to cash flow changes.  A more negative PUBCNSV_LLP_CF represents more 
conservative in loan loss reporting. 
Source: The coefficient β3 in equation (4.2). 

PUBCNSV_LLP_PL This measure represents public bank conservatism in reporting loan loss provisions 
relative to changes in problem loans.  A more positive PUBCNSV_LLP_PL represents 
more conservative in loan loss reporting. 
Source: The coefficient γ2 in equation (4.3). 

PUBCNSV_LLP_COF This measure represents public bank conservatism in reporting loan loss provisions 
relative to net charge offs. A more positive PUBCNSV_LLP_COF indicates more 
conservative in loan loss reporting. 
Source: The coefficient γ4 in equation (4.3). 

DIFCNSV_NI This measure represents difference in bank conservatism across listing status in 
recognizing earnings changes. A more positive DIFCNSV_NI indicates that public bank 
reporting is more conservative than private bank reporting in earnings changes. 
Source: The coefficientα7 of equation (4.1). 

DIFCNSV_LLP_CF This measure represents difference in bank conservatism across listing status in 
reporting loan loss provisions relative to cash flow changes.  A more positive 
DIFCNSV_LLP_CF represents that the loan loss reporting for public banks is more 
conservative than that for private banks. 
Source: The coefficient β7 of equation (4.2). 

DIFCNSV_LLP_PL This measure represents difference in bank conservatism across listing status in 
reporting loan loss provisions relative to changes in problem loans.  A more negative 
DIFCNSV_LLP_PL represents that the loan loss reporting for public banks is more 
conservative than that for private banks. 
Source: The coefficient γ10 of equation (4.3). 

DIFCNSV_LLP_COF This measure represents difference in bank conservatism across listing status in 
reporting loan loss provisions relative to net charge offs. A more negative 
DIFCNSV_LLP_COF indicates that the loan loss reporting for public banks is more 
conservative than that for private banks. 
Source: The coefficient γ12 of equation (4.3). 

 Institutional variables 
LAW =1, if the legal origin of a country’s commercial laws is English, German, or Scandinavian 

origin; =0, if the legal origin of a country’s commercial laws is French origin. 
Source: La Porta et al.(1998). 

GDP The average of GDP per capita from 2000 to 2004. 
In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: The database of World Development Indicators provided by the World Bank. 
GDPGR The average of GDP growth rate from 2000 to 2004. 

Source: The database of World Development Indicators provided by the World Bank. 

INFL The average inflation rate from 2000 to 2004. 
Source: The database of World Development Indicators provided by the World Bank. 

SUPPWR It is the official supervisory power stringency index with a range from 0 to 14. A higher 
value indicates greater supervisory power to take specific actions to avoid and cure 
problems.  Following Barth et al. (2004), this index is the sum of the following items in 
the World Bank Guide: (If it is “Yes,” the item = 1; if it is “No,” the item = 0.) 
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=5.5+5.6+5.7+6.1+10.4+11.2+11.3.1+11.3.2+11.3.3+11.6.1+11.7.1+11.9.1.1+11.9.2.1+11.9.3.1. 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

PRIIDX It is the private monitoring index with a range from 0 to 9. A higher value indicates 
greater private monitoring mechanisms required by the supervisor. Following Barth et 
al. (2004), this index is the sum of the following items in the World Bank Guide: (If it is 
“Yes,” the item = 1; if it is “No,” the item = 0.) 

= AUDIT + [1, if LBKRATE equals 100%; 0, otherwise] + DEPOINSUR + BKDISCL + 
Other disclosure requirements including the World Bank Guide items 10.4.1, 10.5, and 
3.5. 

where AUDIT = 1, if an external and certified auditor is required by the law or the 
supervisor; = 0 otherwise; LBKRATE is the percentage of the top ten banks rated by 
international rating agencies; DEPOINSUR =1, if (i) no explicit deposit insurance scheme 
and no cases of bank failure or (ii) no explicit deposit insurance scheme and depositors 
were not fully compensated the last time when a bank failed; = 0 otherwise; BKDISCL is 
an index for the informativeness of bank accounting information and is the sum of the 
World Bank Guide items: (1-10.1.1)+10.3+10.6 (If it is “Yes,” the item = 1; if it is “No,” the 
item = 0.). 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: the World Bank’s Bank regulation and supervision database, the 2003 edition. 

BONDCAP An average ratio of the amount of domestic debt securities issued by financial 
institutions and firms to GDP in 1997-2004. It represents the bond market development 
for a country, i.e., a proxy for debt contracting channel. A larger BONDCAP is expected 
to be associated with more conservative earnings of public banks. 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: Database on Financial Development and Structure (1960-2004) from The World Bank.  
Beck et al. (2000) provide a complete introduction to this database. 

STKCAP An average ratio of stock market capitalization held by small investors to GDP in 
1996-2000.  It represents the stock market development for a country, i.e. a proxy for 
compensation contracting channel. A larger STKCAP is expected to be associated with 
more conservative reporting of public banks. 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: La Porta et al. (2006). 

PRIVENF An index measures the stringency on rules of private enforcement in securities laws and 
is the average of the following two indexes: (1) disclosure requirement index that 
measures the prospectus disclosure requirements for issuing firms, (2) liability standard 
index that measures the liability standards for the issuer, its distributors and accountings 
when securities holders sue them for recovering losses due to misleading statements in 
the prospectus. 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: La Porta et al, (2006). 

PUBLENF An index measures the stringency on rules of public enforcement in securities laws and 
is the average of the following five indexes: (1) supervisor characteristics index that 
measures their independence and focus, (2) rule making power index that measures 
supervisor’s powers to issue regulations on securities offerings, (3) investigative powers 
index that measures supervisor’s powers to investigate violations of securities laws, (4) 
orders index that measures supervisor’s powers to issue non-criminal sanctions for 
violations of securities laws, (5) criminal index that measures supervisor’s powers to 



 137

issue criminal sanctions for violations of securities laws. 

In the cross-country regression, it is set to 1 if its value is greater than or equal to value of 
the median country; otherwise it is set to 0. 

Source: La Porta et al. (2006). 

 Accounting Variables 
TA Total assets in USD millions. 

Source: BANKSCOP CD_ROM, September 2005 edition. 

ROA Return of Assets.  
Source: BANKSCOP CD_ROM, September 2005 edition. 

NI Net income scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

LLP Loan loss provisions scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

TCL Total customer loans scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

CF Operating cash flows scaled by lagged total assets.  We use net income plus loan loss 
provision to proxy for operating cash flows. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

PL Problem loans scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

NCOF Net charge offs scaled by lagged total assets. 
Source: BANKSCOP CD_ROM, September 2005 edition. 

LLR Loan loss reserves scaled by lagged total assets.  
Source: BANKSCOPE CD_ROM, September 2005 edition. 
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