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Abstract: Study programmes in economics and management should be more focused on developing 

students’ critical thinking skills and the capabilities to solve practical problems. Case method is 

admittedly one of the best techniques to accomplish these goals. Thus, disseminating the benefits of case 

method in academic teaching as well as supporting case writing among scholars is of great importance. 

Despite the many proven benefits of the case method and the growing use of cases in teaching 

management and economics, it seems that the writing of cases is undertaken by not so many academics. 

There is evidence of the lack of support at smaller schools to potential case writers from administrators, 

in terms of motivation, recognition, training, time, and funding, and on the other hand, there is little 

awareness among faculty about international scholarships, available peer-reviewed publishing 

opportunities for cases, and peer support via international case conferences. This paper attempts to fill in 

the existing information gap and offer helpful guidance to faculty and school administrators.  

 

Aim: The aim of this paper is to support the development of case writing in the management and 

economics subjects by faculty of smaller universities where typically the local peer support is limited or 

non-existent, while the value of such academic research activity may be underestimated by school deans. 

The paper offers practical guidance on how to get international support while developing teaching cases. 

 

Design / Research methods: This paper is a policy analysis type of research. It is based on secondary 

sources as well as primary sources such as personal observations and experience of the author who has 

been teaching finance and business since 1995, has published the first case in 2015, has authored 10+ 

cases by early 2022, has received 3 international case writing awards, and has been elected to the Board 

of NACRA, the leading case research association in the U.S. 

 

Conclusions / findings: The use of case method in teaching management and economics has multiple 

benefits, including its virtuous role in school accreditations and industry-academia collaboration, as well 

as its powerful boost to the professional development of faculty. Faculty involvement however will 

remain limited unless the school deans and the accrediting bodies apply proper motivation to support 

academic case writing. The paper lists specific policy recommendations for promoting case research and 

case writing, which are feasible to implement in small universities with a limited budget. 
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Originality / value of the article: There are currently no papers that present such an overview of the 

current academic case writing scene, case conferences, funding, peer-reviewed case publication 

opportunities, as prepared by the author based on the personal experience as finance professor and case 

writer. It is a unique and valuable practical guidance for faculty members who are looking to get involved 

in case writing or for deans who are thinking of feasible measures to promote case writing and case 

research by tapping into the existing global resources and opportunities. 

 

Keywords: case method, peer-reviewed case journals, case research conferences, case writing 

workshops, scholarships for new case writers, case research associations, NACRA, The Case Centre, 

rankings of case journals 

 

JEL:A21, A22, A23 

 

1. Introduction 

 

Study programmes in economics and management should be more focused on 

developing students’ critical thinking skills and the capabilities to solve practical 

problems. Case method is admittedly one of the best techniques for delivering real life 

learning into the management classroom. Prominent educators such as Dr Johan Roos, 

the Chief Strategy Officer at Hult International Business School, previously President 

of Copenhagen Business School and Dean of the Stockholm School of Economics, 

spoke passionately about the need of transformation in today’s business education: 

“We need to merge business experience and academia far more than now. Too much 

emphasis is now placed on theory vs. practice, ensuring that graduates are unprepared 

to deal with the complex problems of the world that companies inhabit. They lack 

meaningful, relevant business education that teaches them cross-disciplinary thinking, 

broad familiarity with humanistic and scientific trends, and, most importantly, 

Aristotle’s “phronesis” – the practical wisdom that teaches them to make decisions 

based on deep notions of what is good for the global community of which businesses 

are part.” (Roos 2014).  

Thus, disseminating the benefits of case method in academic teaching as well as 

supporting case writing among scholars is of great importance. Despite the many 

proven benefits of the case method and the growing use of cases in teaching 

management and economics, it seems that the writing of cases is undertaken by not 

so many academics. There is evidence of the lack of support at smaller schools to 

potential case writers from administrators, in terms of motivation, recognition, 

training, time, and funding, and on the other hand, there is little awareness among 
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faculty about international scholarships, available peer-reviewed publishing 

opportunities for cases, and peer support via international case conferences.  

The aim of this paper is to support the development of case writing in the 

management and economics subjects by faculty of smaller universities where 

typically the peer support is limited or even non-existent, while the value of such 

academic research activity may be underestimated by school deans. The paper offers 

practical guidance on how to get international support while developing teaching 

cases. 

This paper is a policy analysis type of research. It is based on secondary sources 

as well as primary sources such as personal observations of the author who has been 

teaching finance and business since 1995, has published the first case in 2015, has 

authored 10+ cases by early 2022, has received 3 international case writing awards, 

and has been elected to the Board of NACRA, the leading case research association 

in the U.S. The author also conducted many informal interviews with academic 

colleagues. 

The paper summarises for faculty and deans the benefits of academic case writing, 

including its virtuous role in school accreditations and industry-academia 

collaboration, as well as its powerful boost to the professional development of faculty. 

It lists specific policy recommendations for deans for promoting case research and 

case writing, which are feasible to implement in small universities with a limited 

budget. There are currently no papers that present such an overview of the current 

academic case writing scene, case conferences, funding and publication opportunities 

as prepared by the author based on the personal experience as finance professor and 

case writer. It is a unique and valuable practical guidance for faculty members who 

are looking to get involved in case writing or for deans who are thinking of feasible 

measures to promote case writing and case research. 

The rest of this paper is structured as follows. Section 2 explains the essence of 

the case method and lists its benefits. Section 3 describes in brief the science and the 

art of writing effective teaching cases. Figure 1 in this section answers the question 

“What makes a good case?” Section 4 discusses the typical obstacles that faculty may 

face when it comes to case writing. Section 5 presents the model of Harvard Business 

School and discusses the role of case research within a university. Since the deans of 
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the vast majority of small universities in Europe (and elsewhere) often feel constricted 

in terms of budget to create a dedicated local case center, the paper – in section 6 – 

offers alternative ways for helping the faculty to get involved in case writing by using 

the support of the existing global peer network. The paper gives information about 

such key organisations as The Case Centre, regional case centers (listed in Appendix 

A), and NACRA and its affiliates (listed in Table 1). Section 7 analyses the current 

approaches to how the case publications are valued and recognized, suggesting a 

recommended assessment scale in Table 2. Final conclusions and policy 

recommendations to deans are provided in section 8. 

 

 

2. Case method: definition and benefits  

 

A case, or a case study, is “a teaching vehicle that presents students with a critical 

management issue and serves as a springboard to lively classroom debate in which 

participants present and defend their analysis and prescriptions” (HBS Case 

Development, n.d.). A ‘proper’ case (or case study) is always based on real events in 

a real organization – as opposed to a textbook exercise which is typically a realistic 

yet a fictional example. Of course, some cases may disguise the name of the company 

or the individuals; this may be done for various reasons. With cases, students learn 

from real life experience – which is highly important and highly needed in today’s 

complex and dynamic business environment where students find themselves upon 

graduation.  

There are two types of cases intended for classroom teaching: decision cases and 

descriptive cases. In a ‘decision case’ the student is placed in the manager's position 

and is asked to analyse a business dilemma and recommend a decision. HBS refers to 

such cases as ‘field cases.’ A ‘descriptive case’, otherwise also called a ‘case study’, 

is a description of a real situation. HBS calls them ‘library cases.’ A ‘descriptive case’ 

will require the student to evaluate the situation and determine if there was a more 

effective way to handle it.  

Both types of cases are of high learning value since they help students develop 

critical thinking abilities and decision-making skills. Indeed, judgment and experience 
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are at the core of managerial success, so it is important that students are confronted 

with real-life cases, where they can practice those skills. The students’ learning 

process is set via the instructor’s manual / teaching note, which forms an essential part 

of a case and is more important in fact than the case itself when it comes to publishing 

in a peer-reviewed case journal. 

The former Dean of Harvard Business School, the pioneer of the case method, 

writes in his recent article: “Cases teach students how to apply theory in practice and 

how to induce theory from practice. The case method cultivates the capacity for 

critical analysis, judgment, decision-making, and action.” In his decade as the dean, 

he had many conversations with the alumni and kept asking his favorite question: 

“What was the most important thing you learned from your time in our MBA 

program?” He writes: “Alumni responses varied but tended to follow a pattern. 

Almost no one referred to a specific business concept they learned. Many mentioned 

close friendships or the classmate who became a business or life partner. Most often, 

though, alumni highlighted a personal quality or skill such as ‘increased self-

confidence’ or ‘the ability to advocate for a point of view’ or ‘knowing how to work 

closely with others to solve problems.’ And when I asked how they developed these 

capabilities, they inevitably mentioned the magic of the case method.” (Nohria 2021). 

Nohria uses the word “meta-skills” to capture the broader set of capabilities that 

the HBS alumni reported they learned from the case method. Meta-skills are defined 

as a group of long-lasting abilities that allow someone to learn new things more 

quickly. Nohria lists seven meta-skills that the case method develops in students: 1) 

preparation, 2) discernment, 3) bias recognition, 4) judgement, 5) collaboration, 6) 

curiosity, 7) self-confidence. 

Many universities and business schools across the globe have established their 

own case research centers. In explaining their mission, they highlight three robust 

benefits of the case method: 

1) cases are a powerful real-life learning tool for students, hence better 

employability prospects after graduation,  

2) case writing is an efficient engagement mechanism to build relationships with 

local companies, hence a more diversified academic programme, enriched by practical 

activities, and ultimately, better employability prospects for students,  
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3) case writing is an important development tool for faculty which helps them get 

involved in applied research, hence a better research profile of the school, which in 

turn boosts the school’s rankings and facilitates the academic accreditation process, 

and all these ultimately ensure, once again, better employability prospects for 

students.  

A 2021 editorial in the Journal of Marketing by Deighton, Mela, and Moorman 

presented strong arguments for linking marketing “thinking and doing” through 

writing cases as well as other formats of industry-academia collaborations. The 

authors made a robust case for a “better weave between marketing 

practice and scholarship.” They wrote: “Published academic papers that are not 

translated for practice are like the proverbial tree falling in the woods. Many outlets 

can help translation, including practitioner conferences, professional journals, letters 

to the editor, book writing, and case writing; many academics are fortunate to have 

the support of professional staff members who facilitate 

this translation process. For those less fortunate, we encourage business schools to 

make this investment. The strategy pays off for academics because exposure improves 

collaboration opportunities, which, in turn, may lead to better data and research 

ideas.” 

The 2022 winner of the Case Centre’s “Outstanding Case Teacher Annual 

Competition” Nuno Fernandes, Professor of Financial Management at IESE Business 

School, commented the following on the benefits of case method: “For me, there are 

three important aspects of teaching with cases. First, they raise action and emotional 

levels. I believe that, in order for learning to stick, we need to go way beyond content. 

By placing participants in decision mode, it becomes real, and allows us to move from 

pure ‘content delivery’ to knowledge and insights. Second, I love teaching my own 

cases. When you have studied or worked with the company, and then teach a case, it 

is extremely stimulating. You can often enrich the class with your real-world 

experience, allowing for a richer discussion of important life topics or dilemmas. 

Finally, cases allow for integration, and flexibility. Finance does not have to be 

complex, or boring, and it is actually very suitable for case teaching. In addition, this 

allows students to integrate across different disciplines, while developing critical 

thinking skills. Recruiters around the world seek people with technical skills, but also 
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with communication skills, critical thinking, and the ability to work in teams. I try to 

incorporate these different elements in my cases and courses.”  

Case writing is not limited to telling the story itself, but also requires that the 

professor creates a teaching note where she or he defines the expected learning 

outcomes and explains how the case should be used in class. International peer-

reviewed case journals require the teaching note to be based on research. Indeed, as 

the accrediting body AACSB stresses, “research is central to quality management 

education.” In fact, it is the quality of the teaching note and the fact that the teaching 

note is well grounded in research that are the determinant factors of the case to be 

published in peer-reviewed case journals. The teaching notes are not published for 

wide distribution, they are only available to authorized instructors. Teaching notes are 

particularly helpful to faculty members who are at the beginning of their teaching 

careers. Teaching notes are valuable pedagogical vehicles which allow the 

experienced case teachers disseminate their knowledge of using specific cases in the 

classroom and share best pedagogical practices. 

 

 

3. What makes a “good” case? 

 

There is both science and art behind writing effective teaching cases. To learn the 

science, the first recommended step for a faculty member who is new to case writing 

is to access the relevant resources available from the organisations devoted to 

disseminating the case method. Their list is presented further in this paper. The leading 

global distributor – The Case Centre – publishes helpful instructions for new authors: 

https://www.thecasecentre.org/submission/guidelines/requirements, while NACRA 

and other academic associations publish sample cases and sample teaching notes, e.g. 

https://nacra.net/conference/submission-details-and-instructions/. They also publish 

articles or guides on how to start writing cases, how to develop the story and the 

description of protagonists, how to work with a company and what permissions are 

needed for publication, how to choose learning objectives and how to create 

discussion questions: see for example the guide by The Case Centre 

https://www.thecasecentre.org/caseWriting/guide, NACRA resources for case 

https://www.thecasecentre.org/submission/guidelines/requirements
https://nacra.net/conference/submission-details-and-instructions/
https://www.thecasecentre.org/caseWriting/guide
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authors https://nacra.net/case-research-journal/articles-on-cases/, or this webinar by 

Ivey Publishing https://www.iveypublishing.ca/s/news/key-insights-from-how-to-

identify-a-business-case-organization-webinar-

MCWAIVPOMKBJFXXMM5N2YRKPYLIQ . Also see in references a recent book 

chapter on creating a teaching note by Ballesteros-Sola and Goldman. 

Learning the art of case writing comes with practicing it. To summarize what 

makes a ‘good’ case, I would suggest the following ‘mantra’: clear , well-researched, 

with rich opportunities for practical analysis. Figure 1-3 below illustrate what is 

meant by a ‘clear’ case, lists the features of a ‘well-researched’ case, and 

explains what we mean by ‘rich opportunities for practical analysis.’ 

 

Figure 1. What makes a “clear” case? 

 

Source: author’s own elaboration 

 

  

https://nacra.net/case-research-journal/articles-on-cases/
https://www.iveypublishing.ca/s/news/key-insights-from-how-to-identify-a-business-case-organization-webinar-MCWAIVPOMKBJFXXMM5N2YRKPYLIQ
https://www.iveypublishing.ca/s/news/key-insights-from-how-to-identify-a-business-case-organization-webinar-MCWAIVPOMKBJFXXMM5N2YRKPYLIQ
https://www.iveypublishing.ca/s/news/key-insights-from-how-to-identify-a-business-case-organization-webinar-MCWAIVPOMKBJFXXMM5N2YRKPYLIQ
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Figure 2. What is meant by a “well-researched” case? 

 

Source: author’s own elaboration 

Figure 3. What is meant by “rich opportunities”? 

 

Source: author’s own elaboration 

 

 

4. Obstacles for faculty to get involved in case writing 

 

Teaching management via case studies has indeed become a well-established 

practice at many business schools. At such US institutions as Harvard Business 

School and Darden School of Business, which are the leaders in the case-teaching 

method, 75-80 percent of class time is spent on case studies (Levy 2015). In most 

European universities, this percentage is much lower, and it varies dramatically 
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depending on the course subject. While it is hard to imagine a modern Marketing or 

Strategy class without the use of cases, the percentage of class time used on cases in 

quantitative subjects, such as Economics, Finance, and Accounting, seems to be 

considerably lower. Nevertheless, it can be stated with certainty that instructors of 

quantitative courses are using cases in their teaching as well. It has become a good 

practice to use lectures to present theory and to use case studies as follow-up 

assignments.  

HBS produces around 350 new cases each year, which is about 80% of all cases 

sold throughout the world. However, less than half of the cases produced by HBS are 

international, and most of those are based on companies from China or India. Students 

in Europe want to learn not only from US-based cases, but from European cases too. 

Moreover, it makes a huge difference when students are taught via the story about a 

local company. There is a strong need in the academic community to generate new 

cases which refer to non-US companies.  

Despite the well-documented advantages of the case method in teaching 

management and economics, it is evident that the writing of cases is undertaken by 

not so many academics. From our experience, the faculty, especially at smaller 

universities, face several obstacles when it comes to case writing: 

- low level of recognition from peers, accreditation bodies, and administrators 

for case research and case writing activity whereas cases often do not count 

as ‘research’ for tenure and promotion purposes; 

- lack of support within smaller schools, in terms of motivation, training, and 

funding available; 

- lack of time for case writing activity since academics have been handling an 

increasing pressure to deliver ‘traditional’ research publications to secure 

their tenure track positions and at the same time excel at teaching (and the 

latter has required many more hours invested by faculty over the last two 

years of the Covid-19 pandemic due to the need to transform the face-to-face 

lessons into online or hybrid formats); 

- lack of awareness among European faculty and school deans about 

publication opportunities for cases besides The Case Centre, especially about 

international peer-reviewed case journals; 
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- lack of ratings for peer-reviewed case journals; 

- very few peer-reviewed case research publication venues in Europe; 

- lack of personal incentives in case writing since The Case Centre pays 

royalties to the organisations who are its members and not to individual 

authors; 

- lack of awareness among faculty and school deans about the global support 

network for academic case writers, and specifically no awareness in Europe 

of the existing peer-reviewed case conferences as well as international 

scholarships for new case writers among PhD students and young faculty; 

- no peer-reviewed case conference in Europe and no academic case research 

association in Europe; 

- very few of the management and economics conferences accept teaching 

cases for presentation; 

- in many European countries, unwillingness of companies to participate and 

share information, especially when it concerns financial information; 

- in emerging markets, limited access to protagonists/organizations. 

Colleagues in India often mention that they don’t have relationships with 

alumni, and don’t have relationships with industry - and therefore are 

constrained to do secondary-sourced cases (mainly from media articles). 

Are there ways to overcome these obstacles? I strongly believe that yes, there are, 

at least for some of the obstacles, and I envision two immediate feasible actions as 

follows: 

1) Educating school deans and accrediting bodies about the value of case 

publications and their substantial contribution to the school’s reputation, 

students’ employability prospects, local community engagement, and the 

diversification and improvement of the research portfolio of the school. 

2) Educating faculty and school administrators about the existing peer support 

network for case writers, including case research academic associations, case 

writing conferences, international scholarship opportunities for new case 

writers, global case writing awards, peer-reviewed case journals. 

I explain these actions further below. 
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5. Role of case research within an academic institution  

 

For the role of case research within a higher education institution, the Harvard 

Business School model stands out. “At HBS, academic research and 

case development are connected and mutually reinforcing. Cases provide the 

opportunity for faculty to assess and develop ideas, spark insights on nascent research 

questions early in a project, illustrate theory in practice, and get feedback in the 

classroom on those very concepts. In addition, case writing provides faculty a means 

to collaborate and to develop research ideas both across disciplines and across 

institutions” (HBS Case Development, n.d.). HBS makes an effort to entice 

companies to collaborate with the HBS faculty; it has created the Case Studies for 

Harvard Business School brochure (Shapiro 2016) as a helpful resource to 

organizations interested in working with the School on a case. According to the HBS 

Publications web site, field cases typically take two months to complete – from 

obtaining a host organization’s approval to move forward on a case, to conducting 

onsite interviews, and drafting a case that paints a picture of the management issue 

and provides a mix of real-world uncertainty and information required for decision-

making analysis. Two months is a very short period, which undoubtedly contributes 

to the popularity of the HBS collection where an instructor may find cases on a variety 

of ‘fresh’ events.  

How is it possible to produce cases so fast? Exceptional case-writing support is 

available to HBS faculty. Support is provided by case writers who work as individual 

research associates or are available on a project by project basis through the on-

campus Case Research and Writing Group and eight regional research centers (Asia-

Pacific, California, Europe, India, Japan, Latin America, Harvard Center Shanghai, 

and Istanbul). Baker Library’s extensive business collection and specialist librarians 

comprise another invaluable research and case-writing resource. 

Many large European business schools have taken the opportunity and created 

their own case collections – advancing their reputation and ranking position. Many 

schools took the opportunity and created their own case collections under the umbrella 

of The Case Centre: e.g. in Europe ESSEC 

https://www.thecasecentre.org/caseCollection/ESSECBusinessSchool, or IMD, 

https://www.thecasecentre.org/caseCollection/ESSECBusinessSchool


DEVELOPING CASE WRITING IN SMALLER UNIVERSITIES 

19 

London Business School, INSEAD, to name a few. But many schools now host their 

case collections at their own websites, e.g. IMD https://www.imd.org/research-

knowledge/case-studies/case-collections/, LBS https://publishing.london.edu/, 

INSEAD https://publishing.insead.edu/search.  

Many large universities in developing countries have initiated the local case 

research centers in the last decade. The business schools in these countries have 

responded to the demand for local cases which HBS cannot provide. Appendix A 

provides a sample list of the regional case centers outside the US and Europe. 

The deans of the vast majority of small universities in Europe (and elsewhere) 

often feel constricted in terms of budget to create a dedicated local case center. And 

of course duplicating the HBS model is not a feasible option. This should not become 

an obstacle however to encouraging faculty to get involved in case writing by using 

the support of the global peer network. 

 

 

6. Peer support network for academic case writers 

 

 6.1. The Case Centre 

The key organization that promotes the case method in Europe as well as globally 

is The Case Centre, https://www.thecasecentre.org/ (formerly European Case 

Clearing House). The Case Centre by now has accumulated the largest worldwide 

collection of cases (with the HBS’ collection as a big part of it). The Case Centre was 

founded in 1973 as the Case Clearing House of Great Britain and Ireland. It was the 

result of a joint initiative by 22 higher education institutions who wanted a reliable 

facility for sharing case materials among business teachers. From 1991 up till 2013, 

it was known as the European Case Clearing House (or ECCH). As of 2022, The Case 

Centre has more than 500 members spread across many countries. The Case Centre 

has defined its mission as “advancing the case method worldwide, sharing knowledge, 

wisdom and experience to inspire and transform business education across the globe.” 

It is a not-for-profit organisation and registered charity. It has its main office at the 

Cranfield University in the UK, and from 1992 it established a US office at Babson 

College, Massachusetts.  

https://www.imd.org/research-knowledge/case-studies/case-collections/
https://www.imd.org/research-knowledge/case-studies/case-collections/
https://publishing.london.edu/
https://publishing.insead.edu/search
https://www.thecasecentre.org/
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As of January 2022, The Case Centre had 69,200+ cases in its collection, with 

7,400 cases also available in other language than English. Any independent author 

can submit a case, while also an organisation can create its own case collection within 

The Case Centre. Authors need to satisfy certain requirements for the case to be 

published, like for example, the case needs to have been taught in class at least twice. 

The requirements of The Case Centre do not imply peer-review of the content of the 

case. Thus, the publication process is quick (not more than a month).  

From 2019, a new publication opportunity for academics is offered by The Case 

Centre’s “Case Focus Journal” which is a new peer-reviewed academic journal for 

high-quality teaching cases. I will discuss later in this paper the peer-reviewed case 

journals and will comment on the academic recognition of such publications. 

The Case Centre has been very active in promoting the case method via case 

teaching seminars, case writing workshops, annual case writing and case teaching 

competitions, and more recently, via case scholarships.  

The Case Centre organizes annual international case writing and case teaching 

competitions since 1991 https://www.thecasecentre.org/AwardsComps/about. These 

prestigious awards celebrate worldwide excellence in case writing and teaching and 

are now considered the case method community’s annual “Oscars”. The Case Centre 

also provides information on its website on other case writing competitions globally 

(such as offered by EFMD or other organisations 

https://www.thecasecentre.org/caseWriting/competitions ).  

The case scholarship package includes financial support of £1,000 ($1,200, 

€1,150) and a free place on a case writing workshop by experts from The Case Centre. 

Unpublished case writers who are faculty members or PhD students with teaching 

responsibilities qualify to apply. Scholarship teams share the financial award and send 

one member of their team on the free case writing workshop. The scholarships are 

assigned four times a year: 

https://www.thecasecentre.org/caseWriting/scholarships/default.  

 

  

https://www.thecasecentre.org/AwardsComps/about
https://www.thecasecentre.org/caseWriting/competitions
https://www.thecasecentre.org/caseWriting/scholarships/default
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6.2. NACRA and other academic case research associations  

Currently, the leading case writing academic associations are predominantly 

based in the US, of which the largest is the North American Case Research 

Association, NACRA. In my experience, it is currently one of few case associations 

with an expanding global reach in terms of membership. Other academic case 

associations based in the North and South America seem to maintain more of a 

regional focus, although their conferences always welcome international participants. 

Many associations are affiliated with NACRA – see the full list in Table 1 below. 

 

Table 1. NACRA and its affiliates 

Name of academic case association Website Region 

North American Case Research 

Association (NACRA) 
https://www.nacra.net/ 

All states in the U.S. and 

international 

Asociación Latinoamericana de 

Casos (ALAC) 
http://cic.tec.mx/alac/  Latin American countries 

Canada Administrative Sciences 

Association of Canada (ASAC) 
http://www.asac.ca/  Canada 

The Case Association (CASE) https://www.caseweb.org/ East coast of the U.S. 

Caribbean Case Researchers 

Association (CCRA) 
http://utechja-ccra.com/  Caribbean countries 

International Case Research 

Association (ICRA) 
http://caseresearch.org International 

Society for Case Research (SCR) https://www.sfcr.org/ Midwest of the U.S. 

Southeast Case Research 

Association (SECRA) 
http://www.secra.org/ 

Southeast coast of the 

U.S. 

Southwest Case Research 

Association (SWCRA) 
http://swcra.net/  

Southwest coast of the 

U.S. 

Western Casewriters Association 

(WCA) 

http://www.westerncasewriters.

org/ 

West coast of the U.S. 

Source: https://www.nacra.net/about-nacra/affiliated-organizations/ [11.06.2022]. 

 

The two main activities of academic case research associations are to provide peer 

support via regular case conferences and workshops, and to publish peer-reviewed 

case journals. I have put together the descriptions of the main activities of the leading 

https://www.nacra.net/
http://cic.tec.mx/alac/
http://www.asac.ca/
https://www.caseweb.org/
http://utechja-ccra.com/
http://caseresearch.org/
https://www.sfcr.org/
http://www.secra.org/
http://swcra.net/
http://www.westerncasewriters.org/
http://www.westerncasewriters.org/
https://www.nacra.net/about-nacra/affiliated-organizations/
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case research associations and the publication opportunities that they offer to 

academics. 

• NACRA (North American Case Research Association) – recognized as top 

leader globally in academic case writing. 

“Mission Statement. The North American Case Research Association (NACRA) 

is a nonprofit, voluntary professional association whose mission is to promote 

excellence in case research, writing, and teaching in business and other academic 

disciplines. We seek to accomplish our mission through a set of interrelated activities, 

including the following: 

• Sponsoring an annual meeting for the presentation and improvement of 

new, peer-reviewed cases and papers on issues related to case pedagogy; 

• Publishing a quarterly peer-reviewed journal, the Case Research Journal, 

the premier journal for outstanding teaching cases grounded in research; 

• Promoting the worldwide distribution and use of NACRA cases in 

multiple media throughout the world; 

• Providing professional development seminars and activities aimed at 

enhancing skills in case research, writing, and teaching; 

• Working to enhance the legitimacy and status of case research and 

pedagogy within academic institutions and professional associations; and 

• Supporting the work of NACRA-affiliated regional organizations and 

collaborating with other professional organizations having 

complementary objectives.” 

NACRA has around 300 members. The association’s annual conference takes 

place in early October, at various locations across the U.S. or Canada. This conference 

is the top global academic event for field researched cases, and the conference tracks 

accept also cases based on secondary sources. The conference begins on a Thursday 

morning – hosting the Start-up Cases Workshop for participants who are new to case 

writing, and who have not prepared a fully developed case suitable for a round table 

submission, but instead submitted a short preliminary draft of a potential case. 

NACRA’s experienced mentors host this training workshop.  
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Over the next two days, the conference hosts case discussions in the format of 

small round tables by academic discipline (= track). Currently, there are 10+ tracks at 

the NACRA conference. Many tracks have more than one round table. The small 

friendly format of the peer discussions is a unique feature of NACRA. For round 

tables, faculty members have submitted their fully developed cases for peer review, 

and they receive detailed feedback on their case during the round table discussions at 

the conference. This peer review process that takes place during the NACRA 

conference is exceptionally helpful for case writers to improve their specific case and 

properly prepare it for a journal submission. The round tables at NACRA are 

organized in such a way so as to have two discussants for each case as well as to invite 

comments from all participants of each round table (usually about 6-10 participants 

for each round table).  

While the round tables by tracks take place on the two mornings, Friday and 

Saturday, NACRA conference also hosts various workshops, seminars and activities 

in the afternoons and evenings. Prominent speakers are invited to the NACRA 

conference, such as e.g. Michael Porter in 2005 who provided strong rationale for case 

research in his speech at the conference. A very useful session at NACRA conference 

is hosted by case journals editors where they explain the mission of each journal and 

the requirements for authors. The CASE Journal, EMCS, Ivey Publishing, and The 

Case Centre are typical participants of this session at NACRA, along with other case 

publishers. Upon closing of the conference, at the Saturday lunch, the conference 

presents case writing awards to participating authors; there are more than ten different 

categories, e.g. Best Case (Bronze, Silver, and Gold Awards), or ‘Best Case in 

Accounting, Finance and Economics,’ etc.  

Importantly, NACRA conference offers additional special seminars for the 

fellows of the Paul R. Lawrence Fellowship Program sponsored by the Case Research 

Foundation. This program was initiated in 2015 and became an important source of 

funding for case writing for junior faculty. This program provides scholarships to 

doctoral students and junior faculty in the first three years of a tenure-track or 

equivalent appointment to be trained in case research, writing, and teaching at the 

annual conference of NACRA. The scholarships are announced in January each year, 

and the submission deadline is usually in early April.  
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NACRA publishes “Case Research Journal” since 1980; it has double-blind peer 

review and a 15-20 percent acceptance rate. The focus of the CRJ is on field-

researched cases, but recently the journal began publishing also cases based on 

secondary research. The peer review process at CRJ is very efficient and prompt: the 

editor is committed to keep the target time frame from submission to author feedback 

for each version at 60 days. Most submissions require at least one round of revision 

before acceptance and it is common for accepted cases to go through two or more 

rounds of revisions. The publication process thus takes about 6-8 months.  

The CRJ has the broadest distribution of any peer-reviewed case journal. The list 

of distributors includes the market leader Harvard Business Publishing, where the CRJ 

is currently the only peer-reviewed case journal included in its database. The CRJ is 

included in the Cabell’s Directory. NACRA’s case collection is also available via The 

Case Centre. Annually, there are over 50,000 adoptions of CRJ cases through the 

distribution partners. NACRA members who have published cases in the CRJ are 

provided with information about the number of adoptions of their specific cases along 

with their annual royalty statements. NACRA pays royalties to individual authors. 

• The CASE Association  

The CASE Association (CASE, formerly known as the Eastern Case Writers’ 

Association) is an affiliate of the North American Case Association (NACRA) and 

meets annually in May in conjunction with the Eastern Academy of Management 

(EAM).  

Their peer-reviewed online journal “The CASE Journal” 

(https://www.caseweb.org/the-case-journal/), pioneered in 2004, publishes cases 

based on either field-research or secondary sources. It is published in cooperation with 

Emerald Publishing, UK https://www.emeraldgrouppublishing.com/journal/tcj . The 

publication process in this journal is from 6 to 15 months. “The CASE Journal” is 

included in the SCOPUS list as well as the Cabell’s Directory of peer-reviewed 

journals. Same as CRJ, it pays royalties to case authors who are members of the CASE 

Association. 

Emerald Publishing also has another peer-reviewed case journal – “Emerging 

Markets Case Studies” (https://www.emeraldgrouppublishing.com/journal/emcs), 

which is listed in SCOPUS as well as the Cabell’s Directory. 

https://www.caseweb.org/the-case-journal/
https://www.emeraldgrouppublishing.com/journal/tcj
https://www.emeraldgrouppublishing.com/journal/emcs
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Both TCJ and EMCS are international journals that publish cases from various 

countries across the globe. Their case collection can be found 

at https://www.emeraldgrouppublishing.com/explore-our-content/case-

studies/discover-our-ecase-collections. 

• SFCR (Society for Case Research) 

Founded in 1978 in the USA, SFCR publishes three academic journals: “Business 

Case Journal” (two issues per year), “Journal of Case Studies” (two issues per year) 

and “Journal of Critical Incidents” (one issue per year). These journals do not pay 

royalties to authors. 

“Business Case Journal” has triple-blind peer review, around 10 percent 

acceptance rate, cases need to be tested in the classroom. Historically, the “Business 

Case Journal” has focused on decision cases based on field research. “Journal of Case 

Studies” has double-blind peer review, around 20 percent acceptance rate, and accepts 

descriptive case studies or decision cases based on secondary sources, well grounded 

in research. The publication process in both of these journals is between 12 and 24 

months. “Journal of Critical Incidents” is a journal for short cases up to 3 pages long, 

it has double-blind peer review. The publication process in this journal is 11-12 

months. All three journals published by the SFCR are included in the Cabell’s 

Directory.  

SFCR organizes two annual academic conferences. One conference runs in 

March/April in Chicago (it is part of the bigger MBAA conference 

https://mbaainternational.org/ ) and the second one is the smaller Summer Workshop 

by SFCR (every July) in various locations in the US. 

I further list some other case research associations which are not affiliated with 

NACRA. 

• WACRA (The World Association for Case Method Research & Application), 

http://www.wacra.org/  

Founded in 1984, the World Association for Case Method Research & Case 

Method Application (WACRA®) evolved from contacts of professors, researchers, 

policy-makers, professionals, and business executives into a worldwide 

interdisciplinary organization. WACRA publishes “International Journal of Case 

Method Research & Application”, which solicits and welcomes research across the 

https://www.emeraldgrouppublishing.com/explore-our-content/case-studies/discover-our-ecase-collections
https://www.emeraldgrouppublishing.com/explore-our-content/case-studies/discover-our-ecase-collections
https://mbaainternational.org/
http://www.wacra.org/
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entire range of topics encompassing the domain of case method research and 

application and interactive teaching methodologies. The journal’s scope includes case 

writing and interactive teaching and learning, continuing and distance education that 

cross national, cultural, and disciplinary boundaries. The journal is included in the 

Cabell’s Directory. 

• Institute of Finance Case Research, http://www.jfcr.org/  

Institute of Finance Case Research is a non-profit organization dedicated to the 

production and dissemination of case teaching resources and instructional techniques 

in finance. The IFCR was founded in 1996. The organization publishes two academic 

journals: “Journal of Finance Case Research” (included in the ABDC list as C journal) 

and “Journal of Instructional Techniques in Finance”. The publication process in this 

journal is from 12 to 24 months.  

• Financial Education Association, http://www.jfedweb.org/  

“FEA is a professional association of finance academicians devoted to collegiate 

financial education. FEA’s mission is to enhance the quality of financial education 

and improve the collegiate financial education experience by encouraging educational 

research, curriculum development, creative pedagogy and professional development. 

FEA works to fulfill its mission through annual conferences with presentations of 

educational research, pedagogical papers, workshops and panel discussions and by 

fostering the dissemination of this research and pedagogy through «Journal of 

Financial Education» and «Advances in Financial Education».” 

• “Case Focus Journal” by The Case Centre 

As mentioned earlier, from 2019 a new publication opportunity for academics is 

offered by The Case Centre’s “Case Focus Journal – the Journal of Business & 

Management Teaching Cases, Middle East and Africa Edition” 

(https://www.thecasecentre.org/CaseFocus/default). This is a new peer-reviewed 

academic journal for high-quality teaching cases, with a focus on management and 

business situations in the Middle East and Africa (MEA) region. The publication 

process takes about 8 months.  

• Ivey Publishing, https://www.iveypublishing.ca/s/publish/case-author-resources 

The Ivey Publishing in Canada is a top peer-reviewed global venue that publishes 

decision-focused cases based on secondary sources. It is in active collaboration with 

http://www.jfcr.org/
http://www.jfedweb.org/
https://www.thecasecentre.org/CaseFocus/default
https://www.iveypublishing.ca/s/publish/case-author-resources
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NACRA – organizing joint workshops and participating in NACRA’s annual 

conference. 

This section has focused on the case journals and the case research associations 

in the U.S. and Europe, and even so, it may have left out some existing publications 

and organisations.  

 

 

7. Academic recognition for case writing 

 

Since usually the cases released by The Case Centre and regional case centers are 

not peer-reviewed, the case writing activity is perceived in many schools in Europe 

as an inferior type of academic research. The situation is somewhat different in the 

U.S. and Canada, where many academic case research associations have been formed, 

which specifically promote peer-reviewed case research. Putting your paper (be it a 

case accompanied by the teaching note or a regular scientific paper) through the peer-

review process is a valuable professional development experience for faculty.  

A key reason why peer-reviewed case research has been growing most actively in 

the U.S. is because the accreditation body AACSB recognizes case research as 

‘research relating to instructional development’ (i.e., one of the three types of research 

by academics) and encourages universities to show different types of research in their 

faculty research portfolio. To quote Tim Mescon, Executive Vice President and Chief 

Officer, Europe, the Middle East, and Africa for AACSB International: “AACSB 

accreditation is usually a multi-year path that recognises institutions that demonstrate 

a focus on excellence in all areas, including teaching, research, curriculum 

development, and student learning. We can envisage the benefit of indicators such as 

getting credit for engaging with local businesses and producing relevant materials, 

which can both be expressed through cases.” 

(https://www.thecasecentre.org/caseMethod/accreditation).  

One of the key questions that concerns academics is how the peer-reviewed case 

journals are ranked. Journal rankings are typically based on citations of articles, which 

do not apply to teaching cases. As such, most case journals do not appear on the 

journal ranking lists such as Harzing, ABDC, or ABS. These rankings are a proxy for 

https://www.thecasecentre.org/caseMethod/accreditation
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the impact of the articles. For cases, it is the impact from the distribution reach of the 

journal and the adoption of cases for classroom use that determines their ranking. As 

Grandy et al (2021) comment: “There is not a compelling reason for scholars to cite 

teaching cases in their research. As such, citation metrics, considered valid measures 

of quality and impact for traditional scholarly journals, are not valid indicators of 

impact or quality for journals that publish teaching cases. However, case adoption rate 

is a valid indicator of impact and quality for peer-reviewed teaching case journals. 

When an instructor adopts a case for use in their classroom, presumably they do so 

because they judge both the case and the IM to be of high quality. When the case is 

assigned and discussed, it has an impact on the future business leaders in that 

educator’s class. Thus, rate of case adoption should serve as an appropriate impact 

metric that is a reasonable alternative to citation counts. Cases published in the Case 

Research Journal, for example, are distributed through Harvard Business School 

Publishing, Ivey Publishing, The Case Center, Pearson Collections, McGraw Hill 

Create, StudyNet and CCMP, all of which report adoption statistics to the journal 

which are subsequently shared with authors. There are examples of cases published 

by the “Case Research Journal” that each has more than 5,000 adoptions in one year.” 

A 2013 article in the “Academy of Management Learning and Education Journal 

(AMLE)”1 provided rankings of journals with the content domain of management 

education based on reputation with active scholars. That ranking also included case 

journals, and for example, the “Case Research Journal” of NACRA was ranked N10, 

with a “B+” rating and 21.1% awareness among active scholars surveyed (Currie, 

Pandher 2013). None of the nine journals ranked above the CRJ are case journals. 

Some of the non-case journals on that list ranked below the CRJ are in fact ranked as 

“A” journals in the ABDC list. 

Other case journals on the AMLE 2013 list are the “CASE Journal” of Emerald 

Publishing (with a “B” rating and 15.1% awareness), “International Journal of Case 

Method Research & Application” of WACRA (with a “B-” rating and 13.9% 

awareness), “Journal of Financial Education” (with a “B-” rating and 13.2% 

awareness), “Business Case Journal” of the Society for Case Research (with a “C” 

 
1 AMLE itself was ranked in that list as N1, with an “A+” ranking and 41% awareness. 



DEVELOPING CASE WRITING IN SMALLER UNIVERSITIES 

29 

rating and 12.3% awareness), “Asian Case Research Journal” (with a “C” rating and 

12.3% awareness), and a few other journals of lower ranking.  

The survey from the above article from AMLE is a decade old. It is not well 

known, and there has been no recent attempt to rank the current case journals. It is 

therefore of no surprise that the accrediting bodies and the school administrators have 

not developed clear guidelines on how to value case journal publications by the 

faculty. Table 2 below presents one such recommended assessment scale – developed 

by the author based on personal experience as well as interviews with academic 

colleagues in the global case writing community. 

      Some schools have defined broader industry impact in their mission and therefore 

include peer-reviewed published cases as part of their intellectual contribution/output. 

GIBS in South Africa (see Appendix A) is one example, with a case center, an internal 

case competition, and research rewards for case writers. 
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Table 2. Assessment scale for faculty’s case writing activities 

Type of activity Journal/Venue Recommended credit 

Case published in a peer-

reviewed case journal 

ranked as “B+” in the 

AMLE 2013 list 

“Case Research Journal” (the only 

case journal distributed via Harvard 

Business Publishing) 

 

Same as assigned for the 

publication of a ‘regular’ 

paper in a “B” peer-reviewed 

journal from the ABDC list 

or similar SCOPUS ranking 

Case won in the global 

competition by The Case 

Centre 

The Case Centre’s Annual Case 

Writing Competitions 

Same as assigned for the 

publication of a ‘regular’ 

paper in a “B” peer-reviewed 

journal from the ABDC list 

or similar SCOPUS ranking 

Case published in a peer-

reviewed case journal 

included in the Cabell’s 

Directory – the White List 

of good journals 

“CASE Journal”, “Emerging Markets 

Case Studies”, “Business Case 

Journal”, “Asian Case Research 

Journal”, “Journal of Case Studies”, 

“Journal of Critical Incidents”, “Case 

Focus Journal”, “Journal of Finance 

Case Research”, “International 

Journal of Case Method Research & 

Application”, “Journal of Financial 

Education”, “Ivey Publishing”, etc. 

Same as assigned for the 

publication of a ‘regular’ 

paper in a “C” peer-reviewed 

journal from the ABDC list 

or similar SCOPUS ranking 

Case won in an 

international case writing 

competition  

Annual Case Writing competitions by 

EFMD, NACRA, EMCS, etc. 

Same as assigned for the 

publication of a ‘regular’ 

paper in a “C” peer-reviewed 

journal from the ABDC list 

or similar SCOPUS ranking 

Case presented at a peer-

reviewed case conference 

Annual NACRA conference, MBAA 

conference or summer workshop by 

the SFCR, CASE Association 

conference or other conferences by 

NACRA’s affiliates, see also 

Appendix A  

Same as assigned for the 

presentation of a ‘regular’ 

paper at a peer-reviewed 

conference 

Case published by a non-

peer reviewed venue 

The Case Centre, a textbook, a special 

collection, online such as via SSRN, 

school’s course materials 

Same as assigned for the 

publication of an article in a 

non-peer reviewed outlet 

Participation in the case 

writing workshops (either 

as a learner or as the 

trainer) 

Faculty training workshops, F2F or 

online, by The Case Centre or 

regional case centers (see Appendix 

A) 

Same as assigned for other 

faculty development activity 

of similar length 

International scholarship 

for case writing received 

Case scholarship programmes by the 

Case Research Foundation (NACRA) 

or The Case Centre 

Same as assigned for other 

similar awards/grants 

Engagement in the 

academic case writing 

community 

Acting as reviewer for case journals 

and case conferences, acting as editor 

of a case journal, acting as a case 

conference organiser, participation in 

the leadership roles in academic case 

research associations 

Same as assigned for other 

similar academic activities 

Source: author’s own elaboration. 
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8. Conclusions 

 

The need to promote case research and case writing is adamant. The benefits of 

case method are multiple. An emphasis on case research, teaching, and writing is well 

aligned with typical university strategic goals such as: - world-class research that is 

incorporated into pedagogy, excellence in learning and teaching, improving 

educational experience, increasing the university ranking status, improving students’ 

employability, seeking closer cooperation with local businesses, fostering 

entrepreneurship, creating value in society in general. 

Case research is strongly interconnected with applied research – having the same 

main objectives, i.e., the promotion of scholarship and education through teaching and 

research, and the enhancement of the cultural, social, and economic development. The 

research into actual company situations, which is required to develop a case, can 

provide data for testing hypotheses and facilitating theoretical insights, i.e., lead to the 

applied and basic research. To add to our earlier arguments and references in this 

paper, Greg Fisher in his Business Horizons editorial (2020) emphasizes the 

importance of writing cases and practitioner-focused articles by academics, increasing 

the relevance of scholarship for business stakeholders, and reinforcing the impact on 

teaching. As visualized by Eric Dolansky, Past President of NACRA, “cases form the 

intersection of research, teaching, and practice” – see Figure 4.  

 

Figure 4. Synthesizing Teaching, Practice, and Research 

 

 
Source: Dolansky (2022) 



Olga KANDINSKAIA 

32 

 

Supporting case writing among scholars is of great importance as it seems that the 

writing of cases is undertaken by a rather small number of academics. There is a lack 

of support at smaller universities to potential case writers, in terms of motivation, 

recognition, training, time, and funding, and on the other hand, there is little awareness 

among faculty about international case scholarships, available peer-reviewed 

publishing opportunities for cases, and peer support via international case 

conferences.  

This paper has filled in the existing information gap about the peer-reviewed case 

writing as scholarly research activity with the purpose to support the development of 

case writing in the management and economics subjects by faculty of smaller 

universities. The local peer support for case writing is limited or even non-existent at 

smaller schools, while at the same time the value of the case research activity may be 

underestimated by school deans. The paper offered a practical guidance on how to get 

international support while developing teaching cases, and how to educate your school 

administration about the value of your case writing activities. 

This paper was intended as a policy analysis type of research and a guidance to 

school deans and accrediting bodies. Ultimately, if the case writing activities of the 

faculty are not adequately valued by the administration and the accreditations, then 

faculty will not be giving time and effort to developing cases and incorporating case 

method into their teaching. Consequently, the gap between theory and practice in 

students’ learning will persist – which is a poor approach to higher education. As 

Albert Einstein famously said: “In theory, theory and practice are the same. In 

practice, they are not.” 

Faculty involvement will remain limited unless the school deans and the 

accrediting bodies apply proper motivation to support academic case writing.  

It is challenging, if not impossible, for a young faculty member to produce a high-

quality teaching case without peer support and appropriate training. Deans at smaller 

schools with no experienced case writers among local faculty should motivate 

instructors attend international case conferences and case writing workshops – 

choosing appropriate training from the various formats and by the various academic 

associations presented in this paper (see Table 2). 
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Deans at smaller schools with limited budgets may encourage faculty and PhD 

students apply for international scholarships available to new case writers via The 

Case Centre and the NACRA’s Case Research Foundation. These scholarships 

typically cover the expenses of attending case training/conference as well as some 

expenses which case authors may encounter in the process of preparing the case. 

School deans and accrediting bodies should develop a systematic approach how 

to assess the case writing activities by the faculty – rating the various formats of case 

publications. One such recommended assessment scale has been created by the author 

and was presented in Table 2. In particular, the deans should incentivize faculty 

submit their cases for publication in peer-reviewed case journals, of which the leading 

journals would be “Case Research Journal” by NACRA, “The CASE Journal” and 

“Emerging Markets Case Studies” by Emerald Publishing (both listed in SCOPUS), 

“Case Focus Journal” by The Case Centre, “Business Case Journal”, “Journal of Case 

Studies” and “Journal of Critical Incidents” by Society for Case Research. The process 

of going through a blind peer review is an essential academic training and greatly 

contributes to the professional development of faculty. The peer review process at 

case journals is no less stringent than at ‘regular’ academic journals. This process 

allows faculty to produce high-quality cases – thus generating value to the students, 

the school, and society at large. 

Deans could encourage faculty participate in the international case writing 

competitions. For new case writers, a particularly good opportunity would be the 

Annual Competition “Outstanding New Case Writer” by The Case Centre (see the 

2021 winner in this category at 

https://www.thecasecentre.org/caseSpotlight/2021/RoyRene).  

Peer-reviewed case publications and competition awards are valuable additions to 

a school’s research portfolio and strong evidence of excellence in teaching and 

learning as well as proof of academia-industry collaboration. 

Deans of larger schools with adequate budgets may consider creating a local case 

research center – which will undoubtfully generate positive publicity for the school 

and may become a revenue generating unit after a few initial years when the case 

collection is made available via the school’s website or sold via The Case Centre, as 

https://www.thecasecentre.org/caseSpotlight/2021/RoyRene
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per the examples provided in this paper. See the details of selected local case research 

centers in Appendix A. 
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Appendix A. Sample list of local case centers at universities and business schools 

outside the U.S. and Europe (listed in alphabetical order by name) 

 

1. AAPBS Case Center (by 6 business schools from Hong Kong, South Korea, 

Philippines, China, Thailand and Japan), 

http://www.aapbs.org/images/e_Case_Center_Brochure_2015.pdf 

2. Asia Case Research Center, https://www.acrc.hku.hk/ 

3. Asia Pacific Case Center (Japan), https://mba.nucba.ac.jp/en/case/  

4. Case Research Center at IIM Calcutta, India 

https://www.iimcal.ac.in/faculty/centers-of-excellence/case-research-center-iimccrc 

5. Case Research Unit at LUMS, Pakistan, https://crc.lums.edu.pk/crc-about  

6. China Business Case Center,  

https://www.sem.tsinghua.edu.cn/en/Programs/Case_Center.htm  

7. IBS Case Research Center, India, https://www.ibshyderabad.org/Case-Study-

Focus.html  

8. India Case Research center by AIMA, https://www.caseresearchaima.in/ 

10. IPMI International Business School Case Center (Indonesia), 

https://ipmi.ac.id/case-center  

11. IUJ Case Center (Japan), https://www.iuj.ac.jp/icc/ 

12. KCC (El-Khazindar Business Research and Case Center by the American 

University in Cairo, Egypt) https://business.aucegypt.edu/research/centers/kcc  

13. Management Case Research Center of Peking University, 

https://en.gsm.pku.edu.cn/Faculty_Research/Research/Management_Case_Research

_Center.htm 

14. Silk Road Case Center, Kazakhstan https://en.narxoz.kz/research/institutes/srcc/  

15. Sukkur IBA Case Research Center, Pakistan, https://www.iba-suk.edu.pk/CRC 

16. Wits Business School Case Centre (South Africa), https://www.wbs.ac.za/centres-

-chairs/case-centre/  

 

http://www.aapbs.org/images/e_Case_Center_Brochure_2015.pdf
https://www.acrc.hku.hk/
https://mba.nucba.ac.jp/en/case/
https://www.iimcal.ac.in/faculty/centers-of-excellence/case-research-center-iimccrc
https://crc.lums.edu.pk/crc-about
https://www.sem.tsinghua.edu.cn/en/Programs/Case_Center.htm
https://www.ibshyderabad.org/Case-Study-Focus.html
https://www.ibshyderabad.org/Case-Study-Focus.html
https://www.caseresearchaima.in/
https://ipmi.ac.id/case-center
https://www.iuj.ac.jp/icc/
https://business.aucegypt.edu/research/centers/kcc
https://en.gsm.pku.edu.cn/Faculty_Research/Research/Management_Case_Research_Center.htm
https://en.gsm.pku.edu.cn/Faculty_Research/Research/Management_Case_Research_Center.htm
https://en.narxoz.kz/research/institutes/srcc/
https://www.iba-suk.edu.pk/CRC
https://www.wbs.ac.za/centres--chairs/case-centre/
https://www.wbs.ac.za/centres--chairs/case-centre/
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Aim: A theoretical understanding of the process, causal linkages, and dynamics of creating 

shared value (CSV) is largely missing in the field of shared value creation and sustainable 

development. Hence, this research is explorative by nature and aims to contribute to theory 

building in this field. First, we collect empirical data and analyze it, to better understand how 

the shared value creation process in energy cooperatives works. Second, we present a first 

causal model of the dynamics and relationships between values, actors and cooperation, which 

needs to be further tested and refined.  

 

Design: First, we collect empirical data and analyze it, to better understand how the shared 

value creation process in energy cooperatives works. Second, we present a first causal model 

of the dynamics and relationships between values, actors and cooperation, which needs to be 

further tested and refined. This research was executed by conducting eight case studies in 

Belgium and Dutch energy cooperatives. Stemming from different countries, they are all 

moving towards new business models and provide insights about different institutional 

contexts.  

 

Findings: The findings show how a variety of values, more actors, and increased cooperation 

lead to (more) shared value creation. However, these relations are moderated by members’ 

differing needs, the involvement of the members, and characteristics of the organizational 

context. Additionally, new influential variables are discovered: professionalization and 

institutional context. 

 

Limitations: More (experimental) research is needed to exclude alternative causal 

explanations, as well as and to test and refine the model.  
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Implications: This study provides a direction for testing the causal linkages found with other 

research designs and methods or in other organizational contexts. Additionally, the causal 

model could give practitioners and researchers insights into which variables to manipulate to 

get more or less shared value.  

 

Contributions: This study uniquely contributes to the knowledge of the concept of shared 

value creation to ultimately reach sustainable development by combining detailed insights into 

the value creation process with a comprehensive ready-to-test causal model.  

 

Keywords: Creating Shared Value (CSV), New Business Models (NBMs), Causal model, 

Energy cooperatives 

 

JEL: B55, L10, M21 

 

 
1. Introduction  

 

The current economic system calls for a transformation because the traditional 

business models that are driven by profit (the added value) are unsustainable 

(Rotmans, Horsten 2012). In light of the complex and globalized social and 

environmental issues, such as rising temperatures and human rights violations, this is 

now more crucial than ever. Outside pressures, like the development of the sustainable 

development goals (SDGs) by the United Nations in 2014, are pushing towards a 

collective effort to achieve sustainable development: meet the needs of the present 

without compromising the ability of future generations to meet their own needs (UN 

2015; UN, FCCC 2016; Brundtland 1987). Businesses have increasingly been viewed 

as a major cause of social, environmental and economic problems. The widespread 

engagement in Corporate Social Responsibility (CSR) has brought the outdated value 

approach to light, where societal issues are treated as peripheral matters essentially 

focused on improving a firm’s reputation (Porter, Kramer 2011). According to Porter 

and Kramer (2011), the solution lies in the transition towards the concept of “Creating 

Shared Value” (CSV) emphasizing the connection between enhancing the 

competitiveness of a company while simultaneously advancing the economic and 

social conditions in which it operates, resulting in a win-win situation.  

A recent description of CSV is from Jonker (2018). According to the author, CSV 

entails a richer form of value creation, where besides the traditional value of profit, 

social and environmental values are included, which is achieved by a configuration of 
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parties. Consequently, the transition to CSV requires a different kind of organizing in 

the shape of “New Business Models” (NBMs), where a whole range of (new) 

stakeholders are involved and where sustainability is a central issue (Jonker 2012). 

NBMs are the embodiment of CSV, because these constructs allow to look beyond 

financial values and include social values, like taking care of one another or 

environmental values, like protecting the environment. These new configurations of 

different parties with an eye on multiple value creation leads to unique NBMs that for 

example turn waste into food or turn sewage water in a new source of income, 

contributing to sustainable development (Jonker 2012). 

Aside from the popularity and the potential to contribute to sustainable 

development, the concept of CSV is still in a nascent stage, and a theoretical 

understanding, empirical grounding, and causal linkages/framework of the CSV 

process is missing (Austin, Seitanidi 2012; Crane et al. 2014; von Liel 2016; Wieland 

2017). Hence, this exploratory research aims to take preliminary steps towards theory 

relationship between values, actors, and cooperation in order to develop a causal 

model, which can be used for further testing.  

The Multi-Value-Multi-Actor model of Pennink (2016) provides us with insights 

into how the CSV process works for which more stakeholders and more values are 

considered than in traditional business models. Energy cooperatives are analyzed, 

since these cooperatives are moving towards a new type of collective and community-

based business models where more values, actors, and cooperation are expected to be 

present (Jonker et al. 2018; Jonker 2018). Besides that, they are perceived to be an 

important instrument in achieving regional sustainable development (Jonker et al. 

2018; Jonker 2018; Gertler 2001, 2004; ICA 1995; Hentschel et al. 2018). 

Additionally, this research includes different energy cooperatives from the 

Netherlands and Belgium and responds to the need to provide further insights into 

institutional aspects that may foster these initiatives (Yildiz et al. 2015). All in all, this 

leads to one overarching research question:  

Which values are created, which actors are involved, how do the actors cooperate, 

and how does this lead to Creating Shared Value (CSV) in the context of energy 

cooperatives; and how will this differ across different institutional contexts? 
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2. Theoretical background 

 

2.1. The concept of Creating Shared Value as the motor for sustainable 

development 

The originators of the concept of “Creating Shared Value” (CSV) are Michael 

Porter and Mark Kramer (2011) who took a step forward in strategic CSR. CSR is 

originating from the idea that the community’s health and the competitiveness of a 

company are closely intertwined (Porter, Kramer 2006). The concept of CSV can be 

defined as policies and operating practices that focus on the social and economic 

progress in parallel, resulting in a win-win situation for the firm and the community 

(Porter, Kramer 2011). Porter and Kramer (2011) argue that current CSR initiatives 

only scratch the surface, while these are essentially focused on improving the firm’s 

reputation and are not sustainable in the long run. Instead, companies should redesign 

the company’s core purpose to creating shared value, and implement value principles 

for social and economic progress, which are benefits related to costs, not just benefits 

alone. According to the authors, this will boost innovation, productivity, legitimacy, 

the relationship with society and, ultimately, long-term success and competitiveness. 

Porter and Kramer suggest three distinct ways of creating value: a) reconceiving 

products and markets which entails developing new products and serving 

disadvantaged communities to meet societal needs and increase innovation; b) 

redefining productivity in the value chain through improving energy and resource 

utilization and procurement conditions and productivity; and c) enabling local cluster 

development as a company’s success is affected by the supporting companies and 

infrastructure around it. 

 Jonker (2012, 2018) builds further on the concept that the current economy 

and its business models no longer suffice. Three values should be put central in this 

new economy: sustainability, circularity and inclusivity (Jonker 2018). A system is 

needed that not only adds value for the company but adds more value for people and 

with more people. In this thinking, business models need to be aligned while, in a 

transaction model based on money, sustainability is threatened within the 

organization’s boundaries or the value chain (Jonker 2012). Consequently, Jonker 

(2012, 2018) elucidates the idea of new business models (NBM) which entails the 
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creation of shared value: embedding other ecological or social values as a result of a 

configuration of parties; this leads to transactions that are perceived to be valuable by 

both parties (Jonker 2012, 2018).  

The central theme of this study that we want to understand the concept of CSV. 

We use a recent definition of Jonker (2018) to describe CSV here. CSV is a process 

in which parties work together on the basis of a transaction to achieve a result that is 

seen as valuable by at least one party, but usually collectively by both parties (Jonker 

2018). The three common collective values that we will include in the cost-benefit 

analysis of our transaction model are social, economic and ecological values (Jonker 

2012, 2018). The ‘surplus’ value is about looking beyond financial aspects: making 

money in combination with aims such as taking care of one another, creating safety, 

protecting the environment or social capital. Hence, sustainability development is 

entwined in this thinking and can be interpreted as a general (overarching) value, one 

in which these common values are embedded (Jonker 2012). Furthermore, energy 

cooperatives are the perfect example of a community-based business model where 

people setting up a community together to create shared value, hence this is the setting 

that we will use to get a better understanding of the CSV process (Jonker 2018).  

Furthermore, Pennink (2016) summarizes what is discussed thus far in combining 

the actors (across a broad range of sectors) and different values (social, ecological, 

economic) in a Multi-Value-Multi-Actor Model to gain insights into the shared value 

process. The idea is that only when incorporating more values into organizing and 

collectively working together on what is of value, sustainable development can be 

reached (Pennink 2016; Jonker 2018).  

However, the concept of CSV is not free of critique (Wieland 2017; Crane et al. 

2014). Crane et al. (2014) state that it lacks originality and theoretical/empirical 

grounding for certain assumptions. For example, Porter and Kramer (2011) disregard 

the existing tensions between social and economic outcomes and assume win-win 

situations (Crane et al. 2014). Additionally, Porter aand Kramer (2011) understand 

the CSV concept as company specific and internally generated and assume that 

parallelism of objectives is sufficient for a civil society organization to become 

involved. However, the CSV approach that was adopted by the European Commission 

(2011) and the United Nations (2014) is built on the understanding that a CSV is 
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driven by the integrations of stakeholder’s interests and stakeholders’ resources in 

their strategy (Wieland 2017). Moreover, Jonker (2012, 2018) emphasizes that 

multiple organizations and parties create value while depending on each other. This 

reflects an important debate in society, but greater knowledge of the processes of 

shared value creation is required for theoretical advancement and practitioner 

guidance (Austin, Seitanidi 2012). 

 

2.2. Cooperation – dealing with different actors, values and organizational 

cultures  

In order to create shared value with a broad range of actors, literature and politics 

increasingly stress the importance of cooperation and collective action (Jonker 2018; 

UN 2002). However, in the literature, there is ambiguity about the dynamics of how 

different underlying relationships and collaboration processes contribute to value 

creation potential (Austin, Seitanidi 2012). This impedes shared understanding and 

the ability to co-create value, meaning it is important for us to shed a light on these 

collaboration processes (Austin, Seitanidi 2012). First of all, cooperation is seen in 

the literature as a collective activity, i.e., two or more agents cooperating to achieve 

their ends or their shared collective end (Tuomela 2006). The strongest way to 

accomplish cooperation is having a shared motivation towards a common goal and 

the prospect of working together in the future towards the same shared purpose 

(Pennink 2004). Additionally, Yildiz et al. (2015) state that a common understanding 

of what the organization ‘is’ or ‘should be’ is considered of great importance for 

efficient decision-making.  

According to Yildiz et al. (2015), participation, conflict, and trust are the most 

important components for determining the success or failure of cooperation. It is 

important to look at (increasing) participatory processes because a decision made from 

collective action processes may find greater social acceptance, form a broader 

consensus, and build social capital in local networks of diverse actors. A fundamental 

assumption of the conflict theory is the idea that conflict supports change. 

Furthermore, according to Pondy (1967), conflict in an organization can have positive 

or negative effects on its productivity, stability, and adaptability depending on various 

factors. Conflict theory illustrates that negative outcomes of conflict are especially 
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precipitated if norms and values are at stake (Ayub, Jehn 2014). Furthermore, trust 

has been claimed to provide a range of benefits that are essential to stable 

relationships, vital for the maintenance of cooperation, and fundamental for any 

exchange (Misztal 1996).  

According to the model of Jonker (2016), citizens, businesses, and governments 

are the most important actors that come into play in shared value creation and the 

development of new business models. However, these actors face several challenges 

when cooperating with each other. Klijn and Teisman (2010) found that public-private 

partnerships (PPPs) are, at this point, facing many difficulties in joint decision 

making. Differences in core business (political vs. financial conditions), values 

(emphasis on risk avoidance vs. emphasis on market opportunities, risk, and 

innovations), and strategies (search for certainties to produce versus search for ways 

to guarantee substantive influence) create tensions and consequences for the success 

of the PPP (Klijn, Teisman 2010). Furthermore, non-profits’ motives tend to be social 

and altruistic while business partners tend to pursue instrumental motives linked to 

self-interest (Tabellini 2008; Selsky, Parker 2005). Most studies assume non-profit 

and for-profit businesses to have different priorities and to have sectoral differences 

that makes the development of trust and a common partnership culture crucial to 

establishing a successful partnership (Selsky, Parker 2005). Huijstee, Francken and 

Leroy (2008) mention some of the advantages of inter-sectoral partnering, e.g., access 

to financial resources, often also local knowledge and expertise. On the other hand, 

the challenges are indistinguishability between tasks and responsibilities, legitimacy 

loss, cultural differences between parties and insecure outcomes (Huijstee et al. 2008).  
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2.3. Institutional context – shifting boundaries between citizens, government, and 

business 

The institutional context affects the way organizations operate and cooperate, 

while institutions are the shared, stable structures that govern social behavior and 

provide meaning to it (Spencer, Gomez, 2011). Institutions build the rules-of-the-

game that include formal rules (laws, regulations) and informal constraints (customs, 

norms, cultures), which at the most fundamental level consist of three “pillars” (North 

1990; Peng 2003). First, the regulative pillar focuses on formal rule systems and 

enforcement mechanisms sanctioned by the state (North 1990). Second, the normative 

pillar defines legitimate means to pursue valued ends (Peng 2003). Finally, the 

cognitive pillar refers to taken-for-granted beliefs and values that are imposed on or 

internalized by social actors (Peng 2003). The focus is mainly on the regulative pillar, 

as formal functioning institutions with a good rule of law are required for successful 

exchange and cooperation. Also, in this study, the political institutional approach is 

taken in which institutions are defined as formal or informal procedures, routines, 

norms, and conventions in the organizational structure of the state or macro-political 

level (Amenta, Ramsey 2010). 

Interestingly, society is also experiencing shifts in the institutional context, mainly 

on political structures and governance. The governance focus is shifting from public 

actors and hierarchical decision-making to the interaction of public and private actors 

and non-hierarchical political structures, resulting in obscurity between boundaries 

and responsibilities (Finke 2007; Scherer, Palazzo 2007). The Dutch King Willem-

Alexander has introduced the new term “participation society” where citizens have to 

cooperate, participate, and assume more responsibility for their own well-being 

(Koster 2014). The “participatory governance” approach, in other words: the inclusion 

of citizen involvement, is also included in the EU policy (Finke 2007). According to 

Scherer and Palazzo (2007), globalization has resulted in transnational challenges that 

are more complex, such as assessing quality in labor standards, that should be dealt 

with in a decentralized process involving NGOs, international institutions, companies, 

etcetera and not by the government alone (Scherer, Palazzo 2007). The challenge is 

to find new forms of democratic governance that domesticate economic pressures and 

go beyond nation-state governance and integrate more actors.  
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On the other hand, Eversole (2010) and Fung (2015) mention several challenges 

that arise from private actors operating in a new playing field. For example, a bottom-

up change still needs formal institutional allies to help overcome barriers that 

communities cannot shift for themselves and to access resources not available any 

other way (Eversole 2010). Thus, bottom-up initiatives will regularly deal with 

institutional barriers, which makes it really valuable to learn their language, 

participate in their procedures, and to acculturate to their institutions to get resources 

and support. Jonker (2015) also acknowledges that the government cannot solve all 

societal problems independently but that a collective, combined effort from society is 

the solution. Conclusively, according to his model, government, businesses, and 

citizens need to cooperate and interact with each other on an equal footing and create 

collective value to reform the new “system of society” (Jonker 2015).  

 

2.4. Theoretical model development – understanding the process of Creating 

Shared Value 

In theory, the concept of CSV has the potential to transform our economy and to 

contribute to sustainable development. However, currently, there is a lack of 

understanding about the causal linkages, relationships, and dynamics of shared value 

creation, which leads to the need for a more specific, systematic, and comprehensive 

framework (Austin, Seitanidi 2012; Von Liel 2016; Husted, Allen 2007). We respond 

to these needs by contributing to the theoretical understanding of CSV in new business 

models by following several steps to build a theoretical model.  
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Figure 1. Conceptual model on CSV 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: authors’ own elaboration 

 

A preliminary conceptual model was developed, see Figure 1, as a further guide 

towards theory development, whereby these sensitizing concepts will lead us through 

the data collection and analysis (Charmaz 2006). In the figure we have depicted them 

as clouds indicating that these are concepts in development. The five most important 

concepts involved in CSV are being derived from the Multi-Value-Multi-Actor model 

of Pennink (2016) and the theoretical background provided above. Sub-questions 

were formulated and were helpful in gaining insights into the relation between these 

concepts and CSV. 

1. Values 

2. Actors 

3. 

Cooperation 

4. Institutional 

context 

5. CSV 
Sustainable 

development 
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The following sub-questions have emerged from the literature: 

 

1. Which shared values are created and how is this done? 

2. Which actors are involved in the creation of value, and to what extent?  

3. How do the actors cooperate to create value?  

4. What is the influence of the institutional context?  

5. How is (more or less) shared value created?  

 

After developing the sensitizing conceptual model (see Figure 1), the process of 

building a theoretical model started. consisting of two phases which are depicted in 

the baseline model (see Figure 2). In order to create a better understanding of how 

values are created and shared between different actors. Firstly, the model depicted in 

Figure 2, based on the Multi-Value-Multi-Actor Model of Pennink (2016), was used 

to gain additional insights into how the value process can work in relation to 

sustainable development. This model considers the interplay of creating more values 

than profit (social, ecological) and involving more actors than in earlier literature. The 

matrix should be perceived as a map where companies can move across depending on 

the actors involved and the different values created. The idea behind this is that a 

“traditional for-profit” business will be focused on creating economic value by 

interaction mainly with actors within the company, which means this company will 

be located on the matrix’s top left side (“Cell 1”). Conversely, a social business will 

be involving more actors outside of the organization to create multiple shared value, 

which means that this company would be more on the bottom right corner (“Cell 2”). 

For both situations, research is needed to find out which positions contribute well to 

sustainable development in a region. The authors use this model as a starting point to 

explore what happens in the cells situated in the center field between the traditional 

for-profit businesses and social businesses. This provides insights into how different 

contexts and relationships influence the creation of value(s) and the number of actors 

involved, which leads to a different positioning in the matrix. A more into depth 

description of this analysis is given in Gerrits (2021). 
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Figure 2. Multi-value-multi-actor model and sustainable development 

 
Source: authors’ own elaboration 

 

A first causal model is developed, that can be tested in the future (see Figure 3 in 

Section 4.2). It shows which variables to manipulate to create shared value. The 

conceptual model is used as a starting point and, through analyzing the results, the 

dynamics and causal linkages between these concepts were envisioned. Conclusively, 

the concepts were supplemented by new variables found in the results.  

 

 

3. Methodology 

 

3.1. Research design 

The concept of CSV is regarded as a nascent theory that makes exploratory 

qualitative research suitable because this allows for inductive theory building (Doz 

2011; Eisenhardt 1989). Specifically, the qualitative case study design allows for 

gaining a comprehensive understanding of the dynamics of CSV in interaction with 

interpreting and understanding institutional contexts’ complexity (Yin 2011; Doz 

2011; Birkinshaw et al. 2011).  

In this study, the multiple case study design is most suitable, being a powerful 

means to create theory and ready-to-test hypotheses by combining existing knowledge 

with new empirical insights (Yin 2013; Eisenhardt 1991; Dyer, Wilkins 1991). 

Furthermore, using multiple cases enables comparisons within and across cases and 

Sustainable 

development 
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allows for more accuracy, robustness and grounding when developing a theory 

(Eisenhardt 1991; Eisenhardt, Graebner 2007).  

 

3.2. Case selection 

Due to the qualitative nature of the study, non-probability samples are used to 

select the study population. The cases are chosen for theoretical reasons, which is an 

appropriate method to find cases that illuminate, identify relationships, or extend the 

emergent theory (Eisenhardt, Graebner 2007). Cases have been selected in energy 

cooperatives as an example of new collective or community-based business models, 

for several reasons (Jonker 2018). First of all, cooperative characteristics, rationales 

and principles (see Appendix 1) promote partnerships, coordinated action and 

capacity building and they allow them to look at multiple and shared value creation 

as opposed to only focusing on profit maximization (Jonker et al. 2018; Jonker 2018; 

Gertler 2001, 2004). Additionally, Crane et al. (2014) contend that Porter and 

Kramer’s approach is to cherry-pick shared value success stories with little regard for 

the negative impacts of companies’ core products and markets. Therefore, especially 

energy cooperatives are interesting to analyze because their core service of producing 

renewable energy is sustainable. Moreover, they are considered as an important 

instrument for achieving sustainable development (Gertler 2001, 2004; ICA 1995; 

Hentschel et al. 2018). 

Furthermore, the specific selection of energy cooperatives is criterion-based or 

purposive, and this sampling technique aims to achieve a homogeneous sample that 

shares the same particular features or characteristics (Mason 2002; Patton 2002). 

Table 1 displays the criteria that the companies were required to meet. Table 2 depicts 

the sample after applying these criteria.  
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Table 1. Selection criteria 

 
Source: authors’ own elaboration 

 

Table 2. Selection of cases and conducted interviews 

 

Source: authors’ own elaboration 

 

In total, a maximum of eight cases were selected, i.e., five cases in the Netherlands 

and three cases in Belgium (Flanders). As they require in-depth analysis, the emphasis 

should not be on the number of cases but on making it understandable and producing 

a theory (Eisenhardt 1981; Gustaffson 2017). By analyzing cooperatives in multiple 
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regions and two different countries, the hope is to obtain more insights into how 

(different) institutional contexts can influence the creating shared value process of 

cooperatives. The decision to include cooperatives from Flanders and the Netherlands 

was initially based on the perceived similarities: geographical proximity, same 

language and a similar trend of citizens organizing themselves in energy cooperatives. 

Subsequently, interesting differences were found. In the Netherlands, there are 184 

energy cooperatives that evolved around one project while, in Belgium, there are only 

17 energy cooperatives with more projects and a broader geographical scope 

(HIERopgewekt 2018; REScoop 2020). These similarities and contrasts between the 

countries provided a promising setting to explore how the institutional context 

influences the CSV process. 

 

3.3. Data collection 

Since flaws in reliability, validity and bias are mostly caused by a lack of rigor 

that case studies suffer from, the authors aimed to maximize the rigor in the design by 

adopting the multi-method approach (Brewer, Hunter 1989). The multi-method 

approach’s fundamental strategy is to attack a research problem with an arsenal of 

methods that have non-overlapping weaknesses in addition to their complementary 

strengths (Brewer, Hunter 1989). This approach suggests the tactic of triangulation by 

engaging in multiple methods in different stages in the research (Brewer, Hunter 

1989). it was applied by engaging in multiple data collection methods (structured 

interviews, semi-structured interviews, and unstructured interviews) in three different 

sub-studies. This helped to effectively resolve rival hypotheses, minimize bias, and 

solve validity/reliability issues in the other stages of the research process (Johnson 

1997; Golafshani 2003; Sinkovics et al. 2008). Variation in the methods was mostly 

applied by using different interview methods while observation and focus groups were 

more or less ruled out because of Covid-19 restrictions.  

Table 2 provides an overview of the specifics of the cases, sub-studies, conducted 

interviews, the type of method used, and position of the interviewee. The first sub-

study was aimed to gain in-depth information about energy cooperatives in the 

Netherlands and Belgium. Semi-structured interviews where used, consisting of open-

ended questions whereby the interviewee is free to talk as openly as he or she wishes 
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and, in that way can get to the heart of the matter; also this method of interviewing is 

highly efficient for gathering rich empirical data (Eisenhardt, Graebner 2007; Harvey-

Jordan, Long 2001). So here, three semi-structured interviews with board members or 

directors of the Dutch and three with Belgium cooperatives were conducted. The 

duration of the interviews was between approximately 60 and 90 minutes.  

 During the first sub-study, the authors noticed that, during the interviews, the 

response was unintentionally influenced by probing questions towards a certain 

outcome which is called researcher bias and can be a threat to validity and reliability 

(Johnson 1997; Jonker, Pennink 2010). The second sub-study was aimed to define the 

shared value process more narrowly and to solve this problem of interference/bias 

(Johnson 1997). Consequently, two structured interviews were conducted in which a 

list of predetermined questions were asked with little or no variation, as is akin to 

using quantitative data and which limits bias/interference of researchers (Gill et al. 

2008). The duration of the interviews was between about 60 and 90 minutes.  

The aim of the third stage was to gain more in-depth information about the shared 

value process in a new business model. Grunneger Power, which was already 

interviewed in the first sub-study, is explicitly working towards the topics that the 

authors are researching: collective, shared and multiple value creation. Additionally, 

it is developing a new collective business model in which the company activates 

citizens to both consume and produce and thus to become prosumers. Consequently, 

an unstructured interview with Grunneger Power was conducted, as this interview 

method is especially useful when significant “depth” is required (Gill et al. 2008). The 

duration of this interview was about 50 minutes.  

 

3.4. Data analysis 

This research is based on grounded theory foundations to make sense of the data 

and to generate a theory (Langley 1999). Specifically, the authors followed Strauss 

and Corbin’s (1990) structured steps in data collection and analysis to ensure that the 

grounded theory was used correctly and increased rigor (1990). The constant 

comparison method of similarities and differences in each stage and sampling on 

theoretical grounds played a central role. Furthermore, the analytical coding process 

mentioned by Strauss and Corbin was also used as a baseline (1990) and includes 
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three basic coding types: open, axial, and selective coding. These basic types of 

coding are supplemented by specific coding methods in open coding and the 

additional focused coding process to analyze the data in a detailed manner (Saldaña 

2013; Charmaz 2006, 2014). Corbin and Strauss (1990) mention that there is room for 

some flexibility in the specific procedures. Furthermore, memo-writing is often 

recommended to elaborate categories, specify their properties, define relationships 

between categories and identify gaps (Corbin, Strauss 1990; Saldaña 2013; Charmaz 

2006). This was also extensively used in this research, especially in the data analysis 

phase which helped capture comparisons and connections that were made (Saldaña 

2013; Charmaz 2016).  

All of the interviews were audio-recorded, and these recordings were transcribed 

verbatim. After the transcription of all of the interviews, the coding was done 

manually in Word. In the first cycle coding phase, initial or open coding was used, 

and a detailed analysis of the separate cases (see Gerrits 2022) was performed with a 

within-case analysis (Eisenhardt 1989). The purpose of this initial stage of data 

analysis was firstly to split the data into individual coded segments and subsequently, 

incidents were compared and grouped into categories (Saldaña 2013; Corbin, Strauss 

1990). In the second cycle, focused, axial, and selective coding was used, and an 

across-case analysis was conducted to ascertain similarities and differences between 

the cases (Eisenhardt 1989; Gerrits 2022). The goal was to reorganize and reanalyze 

the data coded in the first cycle method in categories, themes and concepts, while 

ultimately reconfiguring these to develop a select list of broader categories/themes 

and concepts (Saldaña 2013).  

 

3.5. From data analysis to model development 

After analyzing the data, a few steps still had to be taken toward theory and model 

development. The second cycle of coding helped to determine patterns, connections, 

and relations between the sensitizing concepts and the core variable. This was done 

in a detailed and all-encompassing manner to create a deep understanding of CSV in 

energy cooperatives and the richness of its field. Subsequently, this detailed process 

was used to determine whether the conceptual model created in advance was complete 

and to obtain insights into the causal linkages between these concepts. Conclusively, 
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these concepts were supplemented by new variables found, and the causal linkages 

were shown in a newly abstract and comprehensive causal model (see Figure 4). The 

authors are aware of the danger that this type of modelling is not strictly based on 

traditional logical rules but, by doing this exploratory research, we could create a 

better understanding of the concept of CSV and take the first steps towards theory 

building. In further empirical research, this model has to be refined and tested.  

 

3.6. Validity, reliability, and transparency 

In this research, triangulation was applied to increase validity by eliminating bias 

and dismissing plausible rival explanations (Mathison 1988). If the diverse data 

sources’ outcomes converge, this would be an indication of validity (Miles, Huberman 

1984). Triangulation was applied to increase the reliability for which the essence is: 

utilization, inclusion, and combinations of different (data) sources until no new 

information is discovered in the data analysis (saturation) (Jonker, Pennink 2010). 

Due to the open research question, a grounded theory approach, and the time 

constraints, no complete saturation was achieved. Additionally, in cases studies, it is 

difficult to assure external validity, since they do not allow for a generalization of the 

findings to other settings (Stoecker 1991). However, a case study is suitable for 

exploratory research and generating a novel theory (Stoecker 1991; Eisenhardt 1991). 

Instead of pursuing the sample-to-population logic, analytic generalization can 

function as an appropriate logic for generalizing findings from a case study (Yin 

2013). 

Another important factor for strengthening the reliability and value of qualitative 

research is transparency (Jonker, Pennink 2010). The researcher should show how and 

where he/she has conducted the research (Jonker, Pennink 2010). To increase the 

transparency in this study, all of the intermediate steps were clearly shown between 

developing a conceptual model to a causal model. The process of data analysis and 

theory building are all made visible through interview schemes, transcripts, multiple 

stages of coding, sketches, and memo-writing, which are available upon request. This 

makes it possible for other researchers to replicate this study and achieve similar 

results, which improves the external reliability. 
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4. Results and discussion 

 

In this section, the empirical findings will be discussed, which are consisting of 

two parts. The first part consists of describing how the process of sharing values 

works. The second part depicts the variables leading to the CSV. These parts both 

inevitably contribute to theoretical model development.  

 

4.1. CSV in relation to sustainable development 

In this section, we describe how values, actors, cooperation, and different 

institutional contexts lead to CSV, in order to provide more and new insights into this 

process in the richness of its field. Firstly, the first four sub-questions are answered in 

relation to CSV. Additionally, in this phase, the findings and concepts that were 

beyond the initial scope are discussed.  

 

4.1.1. Which shared values are created and how 

When examining the Multi-Value-Multi-Actor Model, it can be seen that energy 

cooperatives are in general, just as expected, shifting across all of the values towards 

cell 2 (see Figure 3). An explanation hereof follows in this section. First of all, the 

social values are prevailing in the cooperatives’ operations. Cooperatives mostly 

mention the importance of inclusion, fairness, and honesty to activate citizens to build 

an energy system together and for everyone. Additionally, involving the local area 

and investing in social causes by providing subsidies, free advice, donating shares, 

and/or raising awareness by educating students is considered to be important. 

Furthermore, the core operation of every cooperative is generating renewable energy 

and ecological values such as a new energy society and CO2 savings and focusing on 

climate issues are often prioritized. Lastly, cooperatives mention that economic goals 

are not a priority, however, financial health is often an important condition for 

achieving ecological and social values. They state that a well-regulated organization 

and finances will increase trust and convince members, investors, and partners to 

participate. A high return is considered to be important for investing in social, 

ecological and cultural projects, improving the local area/economy and improving the 

access to capital for citizens. 
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Conclusively, cooperatives create/move across all of the values in the Multi-

Value-Multi-Actor Model. While the values are all interrelated/connected, and an 

interplay is required to achieve shared value creation, which was expected from the 

literature (Jonker 2012, 2018; Porter, Kramer 2011). More specifically, the dynamics 

between social values (fairness, inclusion), ecological values (renewable energy), and 

financial values (influencing profit/price, capital shifts) are crucial for achieving an 

overarching goal of redesigning the current energy society. However, in literature, it 

remains ambiguous whether there is a causal link between social commitment and 

financial progress and whether this results in win-win opportunities (Porter et al. 2012; 

Wieland 2017; Crane et al. 2014). In reality, mostly win-win opportunities were 

mentioned, although one trade-off was visible. In cooperatives, the needs of the 

members come first, which leads to considering different motivations that could 

sometimes hinder creating shared values. As explained by the conflict theory, 

negative outcomes of conflicts are especially effectuated when norms and values are 

at stake (Ayub, Jehn 2014).  

 

4.1.2. Which actors are involved in CSV, and to what extent 

When analyzing the actors involved with the Multi-Value-Multi-Actor Model, it 

was ascertained that, just as expected, energy cooperatives are involving a broad range 

of actors and positioned around cell 2 (see Figure 3). An explanation of this process 

follows. First of all, cooperatives are positioned in the civil society cell while, in 

cooperatives, citizens are organizing themselves and setting up a community to create 

shared value as a community bases business model (Porter 2018). Inside the 

cooperative, daily management is mostly executed by the board. However, in the more 

professionalized cooperatives, there is a division of roles, daily management is carried 

out by the work organization, and the board is in charge of supervision/strategic 

decisions. According to most cooperatives, members are involved in critical 

decisions; financing (co-owner) and the needs of the members come first. 

Surprisingly, cooperatives are, in reality, less democratically governed than research 

suggests (ICA 1995) since they have no pure form of citizen participation and only 

minimally involve members in decision making. This has several reasons: 

unburdening members with formalities, no perceived added value, time-consuming 
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procedures, difficulty in establishing extensive participation structure, and less 

quickly progressing, which is known in literature as the disadvantageous aspects of 

democratic processes (Harrisson, Freeman 2004). Thus, little involvement and 

participation are mostly considered beneficial in (speeding up) the process and 

making more impact, contradicting the theory of Yildiz et al. (2015) where 

participation is considered to be important in the success of cooperation.  

Just like in the literature, cooperatives stress the importance of involving diverse 

actors across the entire matrix/societal sectors to create shared value, which leads to 

a positioning on the right-hand side of the Multi-Value-Actor matrix (Jonker 2012, 

2016, 2018; Sedlacek, Gaube 2008; Gertler 2001, 2004). Cooperation among 

cooperatives plays the most significant role, which was to be expected since they share 

cooperative values, a similar philosophy, and a common goal (ICA 1995). Joint 

operations amongst cooperatives are a way to share knowledge, share support, 

accelerate learning, share products/services, share local anchoring, and apportion 

financing to ultimately create more value together. Cooperatives also mention 

collaboration with other partners from the private sector: non-profit organizations, 

technical/commercial partners, banks, overarching organizations and so on, to fulfil 

specific needs and creating more shared value. Another crucial and often mentioned 

partner that cannot be ignored is the (local) government. Governments are the owners 

of many roofs and presenters of opportunities/projects. They can be of assistance with 

increasing the networks, and they are involved in distributing subsidies or loans to be 

able to begin right away, to hire an employee, or to finance projects. Confirming the 

statement of Eversole (2010), bottom-up change still needs institutional allies to 

overcome barriers and access resources. Additionally, municipalities are either 

ambitious or forced to transition to renewable energy which they cannot do by 

themselves. This results in a major role that cooperatives may be able to fulfill in 

impactful (private-public) partnerships where the government involves cooperatives 

in projects, funding, and creating a support base. 
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4.1.3. How do the actors cooperate to create value? 

The cooperatives stress the importance of having close contact, harmonious 

relationships, a constructive way of working, and focusing on a common goal inside 

the cooperative for successful cooperation towards CSV. Different views about the 

direction could creation natural tension, however, just as the conflict theory suggest, 

this is sometimes necessary to grow (Pondy 1967). Furthermore, the needs of the 

members come first, which sometimes leads to considering different motivations 

and/or conflicts of interest that could hinder successful cooperation towards a specific 

value.  

The (local) government is generally considered as an important partner, but the 

smoothness of the cooperation varies, and conflicts do arise. This is primarily because 

the government is perceived as unreliable, inconsistency across different political 

levels, and as having a low continuity of policy, preferences, and people. Cooperatives 

consider adaptability and flexibility beneficial in mitigating these conflicts, which is 

in accordance with the conflict theory (Pondy 1967; Yildiz et al. 2015). On the other 

hand, cooperatives also mention that the inability to adapt and cautiousness of the 

government about working together with the “new” cooperatives complicates the 

cooperation. In literature, this is explained by the idea that differences in core 

business, values, and strategies create tensions and consequences for the success of a 

public-private partnership (Klijn, Teisman 2010). However, cooperatives also 

mention the close and impactful (public-private) collaboration that they have with the 

government. There is a mutual dependence while the municipality has a common goal 

and uses the cooperatives to execute these as they cannot do it themselves. 

Additionally, a couple of cooperatives acknowledge the advantages of having a 

contact inside the local authority that helps them to procure projects. 

Similar to cooperation with public sector partners, a common goal and similar 

(cooperative) values are the most important predictors for a successful cooperation 

with private sector partners, which is in alignment with the literature (Pennink 2004; 

Klijn, Teisman 2010). Cooperation with other cooperatives is considered to be most 

fruitful since they meet these criteria, which can be traced back to the ICA principles 

(ICA 1995). Most of the cooperatives do not exclude other private sector partners 

(commercial, technical, non-profit, etcetera) from sharing projects, knowledge, and 
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experience and to ultimately achieve their goals / make more impact. However, 

cooperatives experience that different ideologies, values, characters, phases of 

maturity, expectations, core businesses, strategies, and methods of working amongst 

private sector partners can negatively influence the success of cooperation. This also 

reflects the literature in which negative outcomes of conflict are especially triggered 

if norms and values are at stake and when different philosophies/motives play a role 

(Ayub, Jehn 2014; Tabellini 2008; Selsky, Parker 2005).  

 

4.1.4. What is the influence of the institutional context?  

In the Netherlands, the regulative context is generally perceived as unreliable as 

the government has a low continuity of regulations, people, preferences, policies, and 

unaligned political levels which can complicate the CSV. Cooperatives perceive 

adaptability, understanding of the law, and flexibility to be beneficial to overcome 

these challenges. This is in accordance with literature, since Eversole (2010) mentions 

that it is really valuable to learn the language of institutions, participate in their 

procedures, and acculturate to their institutions to obtain resources and support. 

Cooperatives also mention high financial barriers and an outdated legislation. 

However, they also mention financial support by authorities in the form of subsidies 

for difficult projects, compensation of an employee, or applying for a subsidy 

together. In the Netherlands, citizen participation is institutionalized, and 

citizens/initiatives are invited to participate in realizing the regional energy strategies 

(RES) as experts, residents or representatives. This confirms the “participatory 

governance approach” of the Dutch Government where private actors are now 

involved in non-hierarchical political structures (Jonker 2016; Finke 2007; Scherer, 

Palazzo 2007). This resulted in a major role for one cooperative in a public-private 

partnership and the ability to create more shared value. However, in reality, the 

Netherlands is still a long way from the participatory society, since most cooperatives 

mention top down plans or little involvement of the Dutch municipalities (Koster 

2014).  

The regulative context in Belgium is considered to be even more problematic. 

While the cooperatives themselves are progressive, legislation is inadequate and 

limiting them in their operations and ultimately in CSV. Legislation is particularly 
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limited in some areas: solar sharing is not allowed, it is impossible to provide energy 

to people in energy poverty, no distinction is being made between commercial 

companies and cooperatives (same financial benefits, unfair competition), and there 

is no possibility to receive direct subsidies. All in all, Eversole (2010) makes a valid 

argument: bottom-up change still needs formal institutional allies to help overcome 

barriers that communities cannot shift for themselves and to access resources not 

being available in any other way. In Belgium, there are no major signs of the so-called 

participatory society that is included in EU policy (Finke 2007). In general, Belgium 

cooperatives do not feel support from the government for bottom-up movements and 

legislation, in particular the absence of citizen participation hinders the creating of 

shared value. Nevertheless, it is expected that legislation is changing soon, since a 

major covenant of the EU forces authorities in Belgium to commit to energy targets 

and to formalize citizen participation in the energy transition. 

 

4.1.5. Findings beyond the initial concepts 

From the general information and questions about the cooperatives’ development, 

an important finding beyond the initial scope can also be derived. An interesting 

finding was: the need for professionalization to successfully grow, change, compete, 

should be taken seriously by members, investors, and other stakeholders, to ultimately 

create shared value. Management compensation is considered important in order to 

be able to shift from working with volunteers to hiring employees and ultimately 

professionalize. Professionalization in a cooperative generally leads to a better 

governance structure with a division of roles/responsibilities, less involvement of 

members, competing with the same resources, having finances in order, more growth, 

more stability, and a more serious image. The smaller cooperatives emphasize the 

importance of compensation of employees to not only share knowledge in their own 

time, compete with the same resources, be less dependent of subsidies to eventually 

fuel growth, and acquire a more serious image. The bigger cooperatives emphasize 

the importance of professionalizing as an actual stable business with a clear 

governance structure, compensated/professional work organization, and no volunteers 

as they have to commit to long term investment and big contracts. In the next section, 

we will include this extra variable in the development of the causal model. 
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4.2. How is (more or less) shared value created? – building the causal model  

In this section, causal linkages and connections between the concepts are 

explored, in order to inform practitioners and managers about which variables to 

manipulate to create shared value. First, the variables are explained in Table 3. 

Subsequently a ready-to-test causal model is developed, see Figure 3. 

 

Table 3. Explanation variables causal model 
Dependent 

variable 

Sustainable Development - Ranging from less to more 

Dependent 

variable 

CSV - Ranging from a little to a lot 

Gaining an understanding of the dynamics that ultimately lead to CSV 

Independent 

variable 

Professionalization - Ranging from a little to a lot 

Professionalization is mostly fueled by management compensation and it generally 

leads to: a better governance structure with a division of roles/responsibilities, less 

involvement of members, competing with the same resources, having finances in 

order, more growth, more stability, and a more serious image, to ultimately be able to 

create more shared value.  

Independent 

variable  

Variety of values - Ranging from a little to a lot 

The inclusion and interrelation of more values (ecological, social, financial) besides 

only profit results in CSV.  

Moderating 

variable 

Differing needs members - Ranging from a little to a lot 

More differing needs can limit the creating of shared value, while the needs of the 

members are the highest priority and the cooperative has limited mandate to invest 

freely.  

Independent 

variable 

Number of actors - Ranging from a little to a lot 

Collective action and including a broader range of actors are core features that allow 

for CSV. 

Moderating 

variable 

Involvement members - Ranging from a little to a lot 

High involvement of members is considered to negatively influence the creation of 

shared value (time-consuming, not useful, progressing less quickly), while low 

involvement of members is considered to be beneficial for CSV. 

Moderating 

variable 

Characteristics organizational context - Ranging from different values, 

philosophies/motivations to similar values, goals 

Characteristics of the organizational context, like clashing values, different 

philosophies, and/or different motivations will weaken the success of cooperation to 

create shared value whereas sharing similar (cooperative) values and a common goal 

strengthens the success of cooperation with people in and outside of the organization.  

Independent 

variable 

Kind of institutional context - Ranging from a top-down unsupportive institutional 

context to a participatory/supportive institutional context 

A traditional top-down institutional context, with no citizen participation or 

unsupportive legislation regarding bottom-up initiatives negatively influences the 

ability for cooperatives to create shared value. On the other hand, governments that 

shift to a participatory society and involve the private sector in the energy transition 

positively influence the ability for cooperatives to create shared value. 

Source: authors’ own elaboration 
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This research is explorative by nature and aimed at creating a deeper theoretical 

understanding of the concept of “Creating Shared Value” (CSV) in “New Business 

Models” (NBMs) to stimulate sustainable development, by taking the first steps 

towards theory building. While frameworks and models are scarce in this infant field, 

we contribute to the knowledge/understanding in two new ways that are inseparable 

(Austin, Seitanidi 2012; Von Liel 2016; Husted, Allen 2007). The first of these is by 

collecting and analyzing empirical data and gaining an in-depth understanding of the 

process of CSV in energy cooperatives in the field’s richness and the second is by 

providing a first theoretical model, which is the basis for further testing and 

refinement. The phenomenon has been addressed by interviewing eight energy 

cooperatives in the Netherlands and Belgium. The primary findings include the 

following. In general, the cooperatives are moving from cell 1 to cell 2 in the Multi-

Value-Multi-Actor model, while a higher variety of values and including more actors 

is considered to create more shared value, which is in line with existing research. 

However, after looking into the dynamic processes of sharing a variety of values with 

different actors, this research identified new moderating variables: differing needs of 

the members, involvement of the members and the characteristics of the 

organizational context. Lastly, also two new independent variables were identified: 

kind of institutional context and professionalization, to explain the ability of 

cooperatives to create shared value.  

 

  



SHARED VALUE CREATION AND SUSTAINABLE DEVELOPMENT 

63 

Figure 3. Causal model for CSV 

 

Source: authors’ own elaboration 

 

 

5. Implications for managers, limitations and future research  

 

This research contributes to the existing literature in two ways. First, it does so by 

developing a basic theoretical model, which could be used to map the dynamics, 

causal linkages and the creation of shared value in an organization. Second, it informs 

researchers and practitioners about the (new) variables that play a role here. For theory 

development, we provide a direction to apply the model in other types of organizations 

or in other research designs/methods to substantiate the identified causal linkages or 

to find alternative causal linkages and eventually establish propositions that are more 

valid. Consequently, this could afford more insights into the conditions, success 

factors, and characteristics of the shared value creation. This could eventually have 
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managerial implications, because this provides more guidance for managers in 

influencing/manipulating certain variables to successfully create shared value. 

Whereas a theory based on eight case studies was developed, however, the authors 

cannot generalize to populations. Furthermore, our triangulation tactic was limited, 

since we used limited variation in data collection procedures and we did not use 

investigator triangulation due to Covid-19 and time constraints (Johnson 1997). This 

could lead to a higher risk of bias in this study, which could impose threats on 

reliability and validity (Johnson 1997). Additionally, by mainly interviewing people 

that are managing a cooperative, added value may of using different data sources that 

provide additional reasons or different perspectives may have been missed (Johnson 

1997). This can also negatively influence the internal validity. Moreover, using case 

study research to test causal hypotheses is risky, since cases studies are considered to 

have a low internal validity, making it difficult to rule out competing causal 

explanations and generalize the findings from a single case to the population at large 

(Runyan 1982; Stoecker 1991). However, case studies are considered to be useful for 

suggesting causal relationships which should be tested through more rigorous 

experimental research (Runyan 1982). Additionally, two different countries were 

compared based on only their regulative institutional differences whereas other factors 

like cultural differences were excluded but could provide alternative explanations. 

Lastly, the relationship between the creation of shared value and sustainable 

development has remained largely underexposed.  

Conclusively, in the future, it would be valuable to shed light on the relationship 

between the creation of shared value and sustainable development. Also, it would be 

beneficial if the suggestions for causal relationships were tested in a more rigorous 

experimental setting, or even in other research designs/organizational contexts to 

exclude alternative rival causal explanations. Furthermore, the institutional context is 

identified as a new independent variable, therefore it would be intriguing to explore 

the influence of the institutional context of other (non-)European countries on the 

creation of shared value. It would also be an alternative to look beyond the regulative 

institutional context and also analyze the cognitive and normative pillar. Additionally, 

professionalization has been identified as a new independent variable, which could be 

valuable to include in future research. Lastly, in this research, the author’s examined 



SHARED VALUE CREATION AND SUSTAINABLE DEVELOPMENT 

65 

the shared value creation in cooperatives, but it would be interesting to capture other 

actors’ perspectives in the network and see whether their dynamics differ.  
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Aim: The high level of non-performing exposures and the existing crisis in the Nigerian banking sector 
is a source of concern. To create a basis for solving the troubles caused by the loan loss crisis, this 
study investigated the managerial discretionary use of loan loss provisions (LLPs) by Nigerian deposit 
money banks (DMBs). This is considered in the context of solvency risk and reforms embedded in the 
adoption of International Financial Reporting Standards (IFRSs).  
 
Design/research methods: Datasets related to the variables of the study were hand-collected from 
annual reports of a sample of 16 Nigerian deposit money banks over the period of 2007-2017. The 
analyses were performed using principal components analysis to derive the managerial discretions 
index (MDI), Prais-Winsten ordinary least square regression to segregate LLP into reported LLPs 
(TLLP) and discretionary LLPs (DLLP) and appropriate panel data regression models to test the 
study’s hypotheses subsequent to series of diagnostic tests. 
 
Conclusions/findings:The results revealed that managerial discretions negatively influence TLLP and 
DLLP represented by absolute value of DLLP (ADLLP). This represents an increase in profitability 
without manipulatingloan loss provisions. However, the reforms embedded in IFRSs revealed the use 
of LLPs for managerial discretions despite reduction in provisioning level noticeable during IFRS. The 
situation of Nigerian banks threatened by solvency risk use of LLPs for managerial discretions while 
attempting to increase profit was exemplified in the increase in ADLLP rather than TLLP. However, 
improvement was noticeable for risky Nigerian banks during IFRS. The managerial discretionary use 
of LLPs especially during IFRS was engendered by use of LLPs for capital management and earnings 
smoothing rather than earnings signalling as further revealed. This shows that adoption of International 
Financial Reporting Standards reduces reporting quality of Nigerian banks in their loan loss decisions. 
 
Originality/value of the article: The derivation of MDI from measures of earnings smoothing, capital 
management and earnings signalling is the study’s contribution to accounting for loan losses literature. 
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The adjustments to LLPs to reduce variability of earnings, meet up with minimum regulatory bank 
capital adequacy ratio and signal strength to absorb future losses encapsulate earnings smoothing, 
capital management and earnings signalling respectively.  
 
Implications of the research:The discretionary use of LLPs found in this study beckons an increased 
level of surveillance, oversights and reforms on the part of the regulators for compliance level devoid 
of managerial opportunistic behaviour to be identifiablewith Nigerian banks. 
 
Keywords:Deposit money banks, IFRSs, loan loss provisions, managerial discretions, solvency risk.  
JEL: D22, G21, G28, L20, M41. 
 

1. Introduction 

 

Managerial discretions can positively or negatively affect businesses depending 

on the extent and direction of its use. In the banking industry, the discretionary 

attributes of bank managers are embedded in the use of loan loss provisions (LLPs) 

for three basic decisions of earnings smoothing/management, capital management 

and earnings signalling (Salami 2021). While the use of LLPs for any of the three 

decisions is not illegal, extreme use of LLPs to manage capital and/or earnings may 

attract regulatory sanctions while non-use of LLPs to signal strength by a bank may 

lead to reduction of the investor’ confidence in such a bank. 

The continuous relevance of LLPs in the literature might be related to its 

proportion in banks’ total accruals usually representing not less than 50% (Ryan 

2011; Beatty, Liao 2014), traceability to quality of earnings of depository financial 

institutions (Leventis et al. 2011) and having its source from the largest component 

of banks’ assets called “loans and advances” (Gebhardt, Novotny-Farkas 2011). The 

crisis that can emanate from non-performing exposures or an unholy build-up of 

non-performing loans provides rationale for centrality of LLPs to bank corporate 

reporting/soundness as LLPs to be charged in the income statement is linked to level 

of non-performing assets in the banks’ asset structure. 

Since ‘retained earnings’ which are subject to the adjustments to LLPs is one of 

major components of banks’ core capital (Tier 1 capital), adjustments to banks’ 

capital adequacy can be attributed to amount of LLPs charged in the statement of 

profit or loss and other comprehensive income of a bank. The probable imposition of 

sanctions on banks whose capital adequacy ratio falls below regulatory minimum 

can also prompt adjustments to the bank capital ratio. In Nigeria, a fall of the capital 
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adequacy ratio of deposit money banks (DMBs) below the acceptable ceilings of 

10%, 15% and 16% for DMBs with national/regional operating licensing, 

international authorisation and domestic systemic importance status respectively 

(Central Bank of Nigeria [CBN] 2019) leads, following the requirements of CBN 

Supervisory Intervention Framework (CBN 2019), to being categorised as 

undercapitalized to various degrees, or even insolvent (CBN 2010). Thus, attempts 

to avoid being optimised as insolvent, regulator’s take-over of management/control 

and/or revocation of operating licence may provide incentive for lopsided 

management of capital by banksmanagement of capital by banks. 

The use of LLPs by banks is also associated with earnings manipulation aimed 

atoptimisation of earnings or reduction in earnings variability, also known as 

earnings/income smoothing. Since LLPs account for larger proportion of bank 

accruals, using LLPs to adjust earnings upward or downward and hide true financial 

condition of their entities become easily attainable for bank managers. In the 

relevant literature, positive relationship between LLPs whether reported or 

discretionary and pre-tax and pre-LLPs earnings symbolizes use of LLPs to manage 

or smooth earnings (Schechtman, Takeda 2018;Muriu, Josea 2020; Nikulin, 

Downing 2021). From another perspective, higher LLPs might represent a higher 

exposure to non-performing assets and a means of reduction in bank profitability, it 

indeed encapsulates the ability of banks to absorb future losses or a sign of financial 

strength (Dushku 2016; Ozili, Outa 2017), in particular in case of unidentified 

threats. However, the signals provided via LLPs might mislead the investors in their 

decisions if achievable via abnormal/discretionary LLPs (DLLP) rather than 

actual/reported LLPs (TLLP).  

As argued in the literature, risk of insolvency which shares common boundary 

with probability of default of an entity is considered to be one of drivers of use of 

managerial discretions in loan loss decisions (Leventis et al. 2011). The cost of 

regulatory intervention when a bank in serious solvency crisis has its management 

taken over (Yasuda et al. 2004) may be so pervasive that recovery may take a long 

period of time. This is an explanationfor the positive relationship between excessive 

use of managerial discretions and poor financial condition of banks (Bhat 1996). 

However, some restrictions on level of opportunistic discretions when embedded in 
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accounting rule like principles-based globally-recognized International Financial 

Reporting Standards (IFRSs) have the capacity to reduce extensive use of 

discretionary attributes in corporate reporting (Ashbaugh, Pincus 2001; Abdallah et 

al. 2018; Mensah2020). This might be responsible for Nigerian DMBs reporting in 

IFRSs while still reporting in local accounting standards as directed by CBN (CBN 

2010; Sanusi 2010a) before official date of 1 January 2012 approved by Financial 

Reporting Council of Nigeria (FRCN) for all public interest entities.  

The outcome of the 2009 special audit of all Nigerian DMBs by CBN showed 

how use of managerial discretions in accounting for loan losses could result in 

serious banking crisis and lopsided corporate reporting (Otusanya, Lauwo 2010; 

Sanusi 2010a, 2010b;Otusanya, Uadiale 2014). Nevertheless, the events that 

followed subsequent reforms of provision of bail-outs, Prudential Guidelines 

revision, establishment of Asset Management Corporation of Nigeria and in 

particular adoption of IFRSs (CBN 2010; Sanusi 2010a, 2010b, 2011) with attendant 

confidence of the regulators in the stability of Nigerian banks (Sanusi 2012) require 

further investigation. The issues related to alleged material irregularities in the 

financial reports of Stanbic IBTC Holdings that led to sacking the board and 

directive for restatement of the bank’s financial statements for 2013 and 2014 

financial years (FRCN 2015) is a typical example. The scenario of the collapse of 

Skye Bank Plc who ceased to operate in its brand name after acquiring a bridge bank 

(Proshare 2017) is another typical example. The non-performing loans crisis 

bedeviling Diamond Bank Plc that led to its acquisition by Access Bank Plc in 

January 2019 and insider non-performing loans imbroglio that almost tore apart the 

board of First Bank Holdings Plc in the first quarter of 2021 are recent evidence of 

crisis in the Nigerian banking sector that followed IFRS adoption.  

Although financial reporting issues related to the use of LLPs to manage capital, 

smooth earnings and signal financial strength fall within the scope of bank 

managerial discretions (Soedarmono et al. 2017; Pramono et al. 2019), the 

conceptualisation of bank managerial discretion and its derivation using appropriate 

statistical technique is unique to this study. The index of discretionary attributes of 

bank management in loan loss decisions facilitates the reference to bank managerial 

discretions as a single measure as against separate earnings management, capital 

https://www.emeraldinsight.com/author/Pramono%2C+Sigid+Eko
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management and earnings signalling peculiar to previous studies including recent 

ones (Muriu, Josea 2020; Chen et al. 2021; Le et al. 2021; Nikulin, Downing 2021). 

Also, in the Nigerian context, the test of joint moderating influence of bank riskiness 

and adoption of IFRSs for the use of LLPs for various discretionary decisions is 

exclusive to this study compared to Ozili (2015), Eneje et al. (2016), Atoyebi and 

Simon (2018) and Ozili and Outa (2019). 

The aim of this study is to create a basis for solving the troubles caused by the 

loan loss crisis by investigating the managerial discretionary use of loan loss 

provisions (LLPs) by Nigerian deposit money banks (DMBs). In order to achieve 

this aim, the remainder of this study is divided into four sections: “Literature 

review”, “Materials and methods”, “Results and discussion” as well as 

“Conclusions”. 

 

 

2. Literature review 

 

2.1. Theoretical underpinning 

This study is premised on “positive accounting theory” (PAT) since decisions 

being examined centre on use of managerial opportunistic discretions. Watts and 

Zimmerman (1986) arguethat the generation of accounting information by corporate 

entities depends on the choice of accounting principles as a result of explicit contract 

with the managers. The explicit contracts that prompt choice of accounting methods 

can be explained with the “bonus plan hypothesis”, the “debt violation hypothesis” 

and the “political cost hypothesis” (Watts, Zimmerman 1986, 1990; Ozili 2017). 

When acompensation plan is applied, managers have the opportunity of selecting 

accounting methods/accruals to increase their utility subsequent to increase in the 

firm’s performance (Watts, Zimmerman 1986; Beattie et al. 1994; Ozili 2017). This 

suggests that bank managers are bound to use LLPs to manage earnings in order to 

increase their own utility. For PAT debt violation hypothesis, the finance of banks’ 

activities with more debts as represented by proportion of customers’ deposits in 

banks’ liability structure can prompt banks to reduce debt covenant violation 

through choice of accounting methods. The fact that bank threat of risk of 



AbdulaiAgbaje SALAMI et al. 

76 

insolvency and violation of capital adequacy benchmark attract regulatory sanctions 

provides the link between PAT political cost hypothesis and use of LLPs to manage 

earnings and regulatory capital. The manager’s choice of accounting methods can 

also be linked to attempts to communicate positive information about the entity via 

managerial efforts to meet analysts’ forecast of earnings based on the assumptions of 

prospect theory (Halaoua et al. 2017). This indicates that PAT can also be used to 

explain bank managers’ use of LLPs to signal financial strength.  

Based on the above, the relationship between managerial discretions and loan 

loss provisions being examined in this study is premised on the assumptions of PAT 

which emphasises managerial choice of accounting methods in the provision of 

accounting information given managers’ explicit contracts with the entity.  

 

2.2. Previous empirical studies and hypotheses development 

Since “bank managerial discretions” as a single measure is exclusive to this 

study, studies on the relationship between the components of managerial discretions 

and LLPs were reviewed. The review was limited to studies of the last decade since 

mandatory adoption of IFRSs globally appeared about two decades ago. In the 

literature it is shown that a positive relationship between LLPs and earnings before 

taxes and LLPs (EBTL) on one hand and LLPs and one-year-ahead change in EBTL 

(SIGN) onthe other hand indicate use of LLPs to smooth and signal earnings 

respectively. A negative relationship between LLPs and core/total regulatory capital 

ratio (CCAR/TRCAR) symbolises use of LLPs to manage capital (Salami 2021).  

 

2.2.1. Managerial discretionary decisions and loan loss provisions 

Japanese evidence provided by Kwak et al. (2009) revealed that banks use 

DLLP to manage capital but not to smooth earnings given the negative coefficient of 

measures of capital management and earnings smoothing.In contrast, results 

reported by Chang et al. (2008) for the Taiwan banking system showed smoothing 

of earnings via LLPs is attributed to the level of non-performing loans. Additionally, 

Chang et al. (2008) found that the attainment of deliberate increase in one-year-

ahead changes in EBTL (SIGN) via DLLP indicating Taiwanese banks use DLLP to 

signal their financial strength. Annual firm-level data of Palestinian local banks for 
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the period 2006-2010 show that smoothing of earnings and regulatory capital via 

LLPs is not evident in the Palestinian banking system (Ashour 2011). 

Both smoothing of earnings and management of capital via LLPs were found by 

Pinho and Martins (2009) using firm-level data of 27 banking groups in operation in 

Portugal between 1990 and 2000. Similar to the Portuguese scenario, Alali and Jaggi 

(2011) found that banks with higher earnings in the US report higher LLPs, rather 

indicating the use of LLPs to manage earnings in large banks while the coefficient of 

capital management is found to be significantly negative for undercapitalised banks. 

Also, significant positive and negative coefficients are found for the measures of 

earnings smoothing and capital management respectively by Floro (2010) from 

quarterly data of Philippine financial intermediaries obtained between 2001 and 

2009. While the case of use of LLPs for earnings smoothing and capital 

management is also evident in the Malaysian context as reported by Misman and 

Ahmad (2011), the distinctions made between conventional and Islamic banks report 

lower coefficient of earnings smoothing and positive coefficient of capital 

management for Islamic banks. Further Malaysian evidence by Abdullah et al. 

(2013), Karimiyana et al. (2014) and Adzis et al. (2015) showsthe use of LLPs for 

various managerial discretionary decisions except for few mixed results. The 

positive coefficient of measure of capital management found by Abdullah et al. 

(2013) and Adzis et al. (2015) shows the lack of use of LLPs to manage capital 

while negative coefficient of measure of earnings signalling found by Adzis et al. 

(2015) indicates non-use of LLPs to signal financial strength of Malaysian 

commercial banks.  

Despite using different measures of LLPs: LLPs normalised by total assets; 

LLPs on impaired loans normalised by total assets and LLPs on bad loans 

normalised by total assets; Alessi et al. (2014) found no evidence of use LLPs to 

smooth earnings by Italian banks. However, the test of use of LLPs to manage 

capital revealed non-conclusive evidence for LLPs and LLPs on bad loans with 

insignificant negative coefficient while no evidence is obtained for LLPs on 

impaired loans as coefficient of measure of capital management is significantly 

positive. Further Italian evidence which reinforces non-use of LLPs (in this case 

DLLP) to smooth earnings is obtained from the findings of Caporale et al. (2018). 
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Additional evidence by Caporale et al. (2018) confirmed the use of LLPs to signal 

strength by Italian banks though the coefficient is close to zero. 

Empirical evidence to substantiate the use of LLPs to smooth earnings are 

reported by Skała (2014) in a Polish study using datasets of 360 Polish cooperative 

banks obtained between 2007 and 2012. Similar findings are also reported by 

Abdullah and Bujang (2016) for Thailand’s banking system, as well as by Hasan and 

Wall (2014) from a panel dataset of US and non-US banks. From dichotomous 

measure of provisions and evidence from Middle East and North Africa (MENA) 

region, Olson and Zoubi (2014) found that banks in MENA region use LLPs rather 

than allowance for loan losses for earnings management but use allowance for loan 

losses rather than LLPs to signal strength while neither is used to manage capital. 

Ben Othman and Mersni (2014) found no difference in the use of LLPs to manage 

capital and smooth earnings using a sample of 72 banks consisting of conventional, 

Islamic and conventional with Islamic windows banks in the Middle East region. 

More so, in a joint Thailand and Japanese study, Abdullah et al. (2017) could only 

confirm use of LLPs for earnings management rather than capital management 

among banks in both countries. 

Managerial discretionary use of LLPs for earnings smoothing is applied at a 

global pedestal by Bushman and Williams (2012) using panel datasets of banks from 

27 countries. Earnings smoothing via LLPs is also observed in Turkish, Yemeni and 

Albanian banking by Acar and Ipci (2015), Shawtari et al. (2015) and Dushku 

(2016) respectively, except that the Yemeni case DLLP was used. However, a 

positive coefficient of measure of capital management found by Shawtari et al. 

(2015) and Dushku (2016) and negative coefficient of measure of earnings 

signalling found by Dushku (2016) shows non-use of LLPs (DLLP in the case of 

Yemeni banks) to manage capital and signal strength respectively. The empirical test 

of distinction between managerial discretionary use of LLPs in Euro Area (EA) and 

non-Euro Area (non-EA) by Curcio and Hasan (2015) revealed mixed findings. 

While capital management and earnings signalling are identifiable with non-EA 

banks, use of LLPs to smooth earnings is found to be peculiar to EA banks. 

Except for South-Eastern European evidence provided by Shala and Toçi 

(2021), Jordanian, Brazilian, Tunisian, Kenyan and US evidence reported by Abu-
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Serdaneh(2018), Schechtman and Takeda (2018), Zgarni and Fedhila (2019), Muriu 

and Josea (2020) and Tran et al. (2020) respectively confirmed use of LLPs to 

manage capital. The capital management of Jordanian banks is more pronounced 

using loan loss allowance than LLPs (Abu-Serdaneh 2018) whilethis was observed 

in banks with low regulatory capital ratio in Brazil (Schechtman, Takeda 2018). The 

use of DLLP to manage capital is reported by Tran et al. (2020). For discretionary 

use of LLPs to smooth earnings, positive coefficients of EBTL are reported by all 

the five studies, except for Abu-Serdaneh (2018) finding a negative coefficient of 

EBTL. However, coefficients of EBTL reported by Zgarni and Fedhila (2019) and 

Tran et al. (2020) is insignificantly positive, indicating inconclusive evidence. For 

discretionary use of LLPs for earnings signalling, Abu-Serdaneh’s (2018) and 

Tran’s et al. (2020) findings showed that US and Jordanian banks use loan loss 

allowance and DLLP to signal their financial strength, while use of LLPs for 

earnings signalling is not typical of all categories of Kenyan banks as reported by 

Muriu and Josea (2020).  

The majority of evidence presented indicated the use of LLPs for various 

managerial discretionary decisions globally.This leads to the formulation of the 

study’s first hypothesis (H1): 

H1: Use of LLPs for various managerial discretionary decisions is characteristic 

of Nigerian DMBs.  

 

2.2.2. Managerial discretions, loan loss provisions and bank riskiness 

Empirical test of use of LLPs for managerial discretionary decisions by banks 

threatened by insolvency risk were carried out byLeventis et al. (2011, 2012). 

However, peculiarities of banks in solvency crisis can be comparedto problems 

faced by banks during financial crisis and when threatened by other forms of risk. 

This issue will be more deeply elaborated by reviewing studies relating managerial 

discretionary use of LLPs to financial crisis and other forms of risk than insolvency 

risk.  

In the Chinese study of the listed and unlisted commercial banks by Curcio et al. 

(2014), the coefficient of income smoothing is found to be significantly positive 

during the period 2000–2012. This coincides to a larger extent with time of global 
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financial crisis. However, managing regulatory capital via LLPs was not prioritised 

by the banks the during global financial crisis. In Poland, the downturn period and 

extreme downturn period of annual unemployment growth rate of 2% and 3% 

respectively is found to be characterised by earnings smoothing via LLPs by Polish 

cooperative banks (Skała 2014). In Vietnam, Bryce et al. (2015) reported,using a 

panel dataset of Vietnamese banks between 2006 and 2012, that inclusion of risk 

control variables in relevant models reinforces counter-cyclical income smoothing 

and substantiates capital management hypothesis.Based on a sample of 564 listed 

US commercial banks, Ma and Song (2016) found a positive relationship between 

earnings smoothing and DLLP for banks in systemic crash and distress risk. Also, an 

earlier empiricalstudy by Alali and Jaggi (2011) showed that US commercial banks 

having high asset risk portfolio indulge in earnings smoothing via LLPs but only 

manage capital if undercapitalised. Further US evidence by El Sood (2012) revealed 

that accelerated provisions for the purpose of earnings smoothing is more 

pronounced in the pre-crisis period of 2002–2006 than crisis period of 2007–2009 

for large US bank holding companies.  

More so, a test of discretionary use of LLPs conducted by Dushku (2016) for 

Albanian banking confirmed practices of earnings smoothing via LLPs by Albanian 

foreign and domestic banks during the financial crisis of 2007–2009.During the 

financial crisis, and in spite of European Bank Authority’s stress test for banks, 

Curcio et al. (2017) found the use of LLPs for earnings smoothing by EA banks, but 

inconclusive evidence of capital managementIn Jordanian, the economic situation 

prompted by global financial crisis was not a reason for banks to indulge in 

discretionary smoothing of earnings via LLPs (Abu-Serdaneh2018). Earlier 

evidence of discretionary use of LLPs for managerial decisions by European 

commercial banks as contained in the findings of Leventis et al. (2011, 2012) 

showed how solvency crisis of banks prompt discretionary use of LLPs. The 

positive and negative coefficients of measures of earnings smoothing and capital 

management respectively, when interacting with solvency risk in relevant models, 

confirm that evidence of discretionary use of LLPs for earnings and capital 

management though capital management is inconclusive given its insignificant 

coefficient (Leventis et al. 2011). Similar findings are also reported by Leventis et 



MANAGERIAL DISCRETIONS AND LOAN LOSS PROVISIONS IN NIGERIAN BANKS 

81 

al. (2012) in the test of discretionary use of LLPs for earnings signalling by 

European commercial banks facing troubles, because of significantly positive 

coefficient of SIGN when interacting with solvency risk. Ozili (2021) reported that 

African banks audited by “Big 4” auditors’ have stronger incentives to use 

discretions imbedded in LLPs to smooth earnings during a financial crisis, as higher 

returns are considerably reduced during recession using income smoothing 

techniques. 

The evidence shows crises of various forms, including solvency crisis,provides 

incentives for discretionary use of LLPs for managerial discretions. Based on this, 

the study’s second hypothesis (H2) is: 

H2:Use of LLPs for various managerial discretionary decisions is characteristic 

of Nigerian DMBs threatened by risk of insolvency. 

 

2.2.3. Managerial discretions, loan loss provisions and IFRSs 

The claims of improved corporate disclosure and transparency when entities 

report in IFRSs form part of motivation for conductingempirical studies (see, for 

instance, Adzis et al. 2016; Ozili, Outa 2019; Salami 2021; Uthman, Salami 2021). 

Like accounting standards regime change, change in regulatory regime also provides 

rationale for empirical test of possible improved financial reporting quality 

subsequent to regulatory reforms as evident in loan loss accounting literature 

(Rosvold 2017; Chen et al. 2021; Nikulin, Downing 2021). Therefore, relevant 

previous studies on how changes in accounting and regulatory reforms improve use 

of LLPs for managerial discretionary decisionsare reviewed. 

Two studies on whether improvement in discretionary use of LLPs for earnings 

and capital management is typical of Spanish banks subsequent to adoption of 

dynamic/statistical provisioning was conducted byPérez et al. (2008, 2011). They 

showed that earnings smoothing practices via LLPs became less pronounced given 

its significantly negative coefficient subsequent to the implementation of new 

provisioning technique. Evidence of non-use of LLPs to manage regulatory capital is 

also reported by Pérez et al. (2008) following the application of dynamic 

provisioning rules in Spain in the year 2000. However, subsequent evidence 

provided by Carbo-Valverde and Rodriguez-Fernandez (2018) revealed that 
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reduction is noticeable in use of LLPs for capital management rather than earnings 

management. The empirical investigation of whether the new Basel standard called 

Basel III brings about improvement in managerial discretionary use of LLPs for 

earnings smoothing by Rosvold (2017), using a panel dataset of 75 listed 

commercial banks in 22 European countries, resulted in affirmation. In contrast, 

Chinese evidence reported by Chen et al. (2021) could not establish any difference 

in Chinese banks’ earnings smoothing practices following implementation of Basel 

III as the practice is found to persist in the new regime. As further established, 

implementation of Basel III induced listed Chinese banks to manage core capital 

(CCAR) while no evidence of use of LLPs to signal strength is identifiable with 

Chinese banks pre and post-Basel III adoption (Chen et al. 2021). In the Italian 

context, Caporaleet al. (2018) found that banks in Italy do not use DLLP to smooth 

earnings when dynamic provisioning approach was adopted in Italy. In Russia, an 

overhaul in regulation and supervision of Russian banks by Russian central bank is 

not found to bring about any improvement in the use of LLPs to smooth earnings 

and regulatory capital via LLPs as reported by Nikulin and Downing (2021). 

However, Nikulin and Downing’s (2021) evidence of capital management by 

Russian banks in the post-reform regulation and Russian central bank’s supervisory 

role is noticeable with private banks rather than State-owned banks. 

Earlier workbyvanOosterbosch (2009) and Gebhardt and Novotny-Farkas 

(2011) provides support for non-use of LLPs for earnings smoothing given negative 

coefficient of EBTL upon adoption of IFRSs in the European context. In contrast, 

positive coefficient of EBTL is found by Leventis et al. (2011), Norden and Stoian 

(2013) and Duru and Tsitinidis (2013) but with lower/insignificant coefficient of 

EBTL in the IFRS period relative to pre-IFRS period for EU, Dutch and Nordic 

banking respectively. For discretionary use of LLPs for capital management, lower 

negative coefficient of CCAR is reported by Leventis et al. (2011) post-IFRS 

suggesting reduction in the discretionary use of LLPs to manage capital by European 

commercial banks upon adoption of IFRSs. For earnings signalling, findings of 

Leventis et al. (2012) for EU listed commercial banks favour discretionary use of 

LLPs to signal their financial strength upon adoption of IFRSs while Attia et al. 

(2013) found a reduction in banks in MENA countries propensity to signal over 
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smoothing of earnings based on significantly negative coefficient of SIGN. More so, 

IFRS reporting ensures non-use of LLPs to manage capital and smooth earnings by 

banks in solvency crisis given insignificantly positive coefficient and significantly 

negative respectively of both measures (Leventis et al. 2011).TroubledEU 

commercial banks incentive to signal via LLPs increases with mandatory reporting 

in IFRSs (Leventis et al. 2012). 

The superiority of national generally accepted accounting principles (GAAPs) 

over IFRSs was found by Ashraf et al. (2015) when testing discretionary use of 

LLPs to smooth earnings by the banks in the Organisation of Islamic Cooperation 

(OIC). However, Adzis et al. (2016) and Arbak (2017) found that earnings 

smoothing coefficient becomes insignificantly positive and/or significantly negative 

subsequent to reporting in International Accounting Standard (IAS) 39 by Honk 

Kong and Belgian banks respectively. Further researchbyArbak (2017) revealed 

mixed findings of the use of LLPs for capital management as the practice is evident 

using panel fixed-effects model but inconclusive using dynamic panel model of 

generalized method of moment (GMM) technique with or without interaction of IAS 

39. While evidence of discretionary use of LLPs for capital management exists for 

Belgium, the earnings signalling is not typical of credit institutions in Belgium with 

or without interaction of IFRSs. 

Ozili and Outa (2018) consider use of LLPs to smooth earnings as typical of 

banks that report in IFRSs and are audited by “Big 4” auditors based on panel 

dataset of 30 South African-based banks for the period 2002-2014. Though Ashraf 

et al. (2019) found that banks across 118 countries indulge in use of LLPs to smooth 

earnings while reporting in principles-based accounting standards (IFRSs), the 

finding is inconclusive given insignificantly positive coefficient of measure of 

earnings smoothing when interacting with principles-based accounting standards. 

The insignificantly positive coefficient of core capital ratio when interacted with 

principles-based against rules-based accounting standards is evident of non-use of 

LLPs for capital management (Ashraf et al. 2019). A similar improvement in the 

discretionary use of LLPs is also noticeable with insignificantly positive coefficient 

of SIGN when interacted with principles-based accounting standards indicating 

imminent use of LLPs to signal. Although higher coefficient of determination is 



AbdulaiAgbaje SALAMI et al. 

84 

found for models with Brazilian Central Bank’s accounting rules,Galdi et al. (2021) 

found no difference in the use of LLPs for earnings smoothing by Brazilian banks 

when distinction is made between reporting in IAS 39 and Brazilain Central Bank’s 

accounting principles which are based on mixed loan loss model. 

In Nigeria, significantly positive coefficients of interactions of IFRS with EBTL 

and SIGN found by Ozili (2015) represent discretionary use of LLPs by DMBs to 

manage and signal earnings upon IFRS adoption while significantly negative 

coefficient of CCAR post-IFRS indicates use of LLPs to manage capital. However, 

evidence provided by Ozili (2015) for the use of LLPs for managerial discretionary 

decisions is for the pre-IFRS periodprior to 2012, when reporting in IFRS was not 

mandatory. The use of LLPs to smooth earnings is also observed by Eneje et al. 

(2016) with or without the interaction of IFRS although for the mandatory IFRS 

period in Nigeria. Findings of Atoyebi and Simon (2018) showed significantly 

positive coefficient of EBTL in both pre and post-IFRS periods with higher 

coefficient in post-IFRS period while coefficient of measure capital management in 

both periods is insignificantly positive. In contrast, Ozili and Outa (2019) empirical 

analysis revealed non-use of LLPs for earnings smoothing by Nigerian DMBs in the 

mandatory IFRS period. 

The above evidence reports preponderance of findings confirming the 

improvement in managerial discretionary use of LLPs subsequent to the adoption of 

IFRSs and/or change in accounting rule. Therefore, the third hypothesis (H3) and 

fourth hypothesis (H4) of the study are as follows: 

H3: There is improvement (reduction) in the managerial discretionary use of 

LLPs by Nigerian DMBs upon adoption of IFRSs. 

H4: There is improvement in the managerial discretionary use of LLPs by 

Nigerian DMBs in solvency crisis upon adoption of IFRSs. 

 

 

3. Materials and methods 

 

To establish the extent of use of LLPs for various managerial discretionary 

decisions, annual bank-level data related to measures of managerial discretions, 
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LLPs, bank riskiness and IFRSs were hand-collected from the annual reports of a 

sample 16 Nigerian DMBs between 2007 and 2017. This period incorporates 

substantially pre-IFRS and IFRS periods in Nigeria. Data were obtained over a 

period of time for a number of depository financial institutions because longitudinal 

research design is the most appropriate for the study. The beginning period of data 

collection (2007) is so unique that it marked the commencement of the disclosures 

of bank capital adequacy ratios in the Nigerian DMBs’ financial statements based on 

regulatory directives. In addition, 2017 for which data collection was halted marked 

the end of accounting for loan losses using the requirements of IAS 39. Thus, data 

collection after 2017 is beyond the purpose of this study as switching to IFRS 9: 

Financial Instrument; based on expected loan loss model from IAS 39: Financial 

Instruments: Recognition and Measurement; based on incurred loan loss model was 

executed.  

The selection of a sample of 16 DMBs out of population of 26 DMBs as at 31 

December 2018 (CBN 2018) was based on accessibility to relevant data. Therefore, 

DMBs having their financial reports in public domain whether listed or unlisted 

were included in the sample. For a DMB to be included, it must have financial 

reports covering not less than 60% of the study’s sampled period. Three DMBs 

which would have been ordinarily excluded were included in the sample using the 

criteria set. One listed DMB which has been acquired by another listed DMB but has 

financial information covering the entire sampled period of the study. Another 

which is a subsidiary of a foreign bank though unlisted chooses to make its financial 

information available to the public while the third DMB has been delisted and 

acquired by private investors but has financial information covering more than 60% 

of the study’s sampled period. 

The data analysis was performed descriptively and inferentially. Descriptive 

statistics performed to identify distinct characteristics of the study’s variables 

include mean, median, standard deviation, range and principal component analysis 

(PCA). PCA, which is a statistical tool for data condensation and classification to 

derive a new set of variables smaller than the original set of variables but not 

without retaining the original information (Petrovska, Mihajlovska 2013), was used 
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to construct the bank managerial discretions index (MDI), the study’s major 

explanatory variable.  

The Z-score is used to measure bank’s distance to default because it has indirect 

relationship with bank’s insolvency risk ((Demirgüç-Kunt, Huizinga 2010; 

Bustamanet al. 2017). Unlike MDI, the Z-score was derived mathematically 

following previous studies (Demirgüç-Kunt, Huizinga 2010; Salami 2018) as 

follows: 

𝑍 − 𝑆𝐶𝑂𝑅𝐸𝑖𝑡 =  
𝑆𝐻𝐹𝐷𝑖𝑡 + 𝑅𝐴𝑆𝑇𝑖𝑡

𝜎𝑅𝐴𝑆𝑇𝑖𝜌
− − − − − − − − − − − − − − − − − −(1) 

Where: SHFD = shareholders’ funds otherwise known as total equity scaled by 

total assets, RAST = returns on asset, that is, profit after tax scaled by total assets, 

σRAST = standard deviation of RAST, ί stands for each DMB; t = each year of the 

sample period; 𝜌 = the whole sample period. 

Based on the derivation of Z-score, a higher Z-value means that the bank is 

more solvent or stable while a low or negative score is a sign of a (possible) 

insolvency crisis (Salami 2018). Using the approach of Leventis et al. (2011, 2012), 

identifying banks threatened by risk of insolvency involves ascribing higher 

probability of default to banks having Z-score lower than the median Z-score in a 

group of banks.  

To test the study’s hypotheses, panel regression analysis was applied. The 

approach followed in panel model technique favoured Panel Corrected Standard 

Errors (PCSE) more than other static panel regression techniques. This procedure 

involves making a choice between panel fixed-effects (Panel FE) model and 

random-effects model (Panel RE) using Hausman test (HUS). If the result of HUS 

statistics is significant at p<0.05, the choice of Panel FE is made. If otherwise, Panel 

RE is appropriate. The choice of Panel RE allows for a further test of Breusch-Pagan 

Lagrange Multiplier test (LM) to choose between Panel RE and Pooled OLS. The 

insignificance of LM statistics suggests the choice of Pooled OLS. The process of 

choosing appropriate panel model can be augmented after a choice of either Panel 

FE or Pooled OLS by testing for presence of heteroscedasticity and autocorrelation 

(Blackwell 2005). Following this procedure, the choice of PCSE or panel Feasible 

Generalised Least Square (Panel FGLS) is made in models with disturbances having 
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heteroscedasticity, autocorrelation and/or contemporaneous autocorrelation (Beck, 

Katz 1995; Solano et al. 2020). The application of Panel FGLS is appropriate when 

datasets are balanced while PCSE is best suited for both balanced and unbalanced 

datasets (Solano et al. 2020). To adopt PCSE, the unbalanced panel datasets are 

expected to have higher number of cross-sections than length of time for data 

collection (N>T) as evident in this study. These procedures favour the adoption of 

Prais-Winsten regression with correlated PCSE (PW-PCSE) in all the study’s 

regression models presented. These are presented in Tables 8, 10 and 11 where the 

procedures reinforce the application of Panel FE with robust standard errors (Panel 

FE with RSE) in one model each. In Table 9, the choice of Pooled OLS with RSE 

was appropriate for two regression models. Nevertheless, the appropriateness of all 

the models was confirmed by Wald Statistics (Wald) for PW-PCSE and F-statistics 

(F-test) for Panel FE and Pooled OLS at a 5% level of significance.Also, the level of 

multi-collinearity among the study’s explanatory variables was established using 

pairwise correlation analysis. 

 

3.1. Study’s econometric models 

Since managerial discretion is the study’s major independent variable, a 

derivation of MDI was made from the measures of earnings smoothing, capital 

management and earnings signalling using PCA as follows: 

𝑀𝐷𝐼𝑖𝑡 =  𝛿1𝐶𝐶𝐴𝑅𝑖𝑡 + 𝛿2𝑇𝑅𝐶𝐴𝑅𝑖𝑡 + 𝛿3𝐸𝐵𝑇𝐿𝑖𝑡 + 𝛿4𝑆𝐼𝐺𝑁𝑖𝑡 − − − − − − − − (2) 

In equation (2), 𝑀𝐷𝐼𝑖𝑡 represents an index of bank managerial discretions of 

DMB ‘ί’ at time‘t’; where ‘ί’ ranges from 1–16 and ‘t’ ranges from 2007–2017. 𝛿 is 

the eigenvector or factor loading used as the weight of each variable to calculate 

MDI. Other than MDI, the measurement and definitions of variables included in 

equation (2) are presented in Appendix.  

Following practices in the previous studies, using LLPs as dependent variable 

can be in two forms of reported LLPs (TLLP) and abnormal/discretionary LLPs 

(DLLP) (Kanagaretnam et al. 2003; Kwak et al. 2009; Leventis et al. 2011, 2012; 

Tran et al. 2020; Salami 2021). However, testing use of DLLP for various 

managerial discretionary decisions requires separating LLPs into non-discretionary 

and discretionary components (Kanagaretnam et al. 2003; Salami 2021). Therefore, 
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following the approach of Kanagaretnam et al. (2003), DLLP is derived using an 

estimation of non-discretionary component as follows: 

𝐿𝐿𝑃𝑖𝑡 = 𝛽0 + 𝛽1𝑁𝑃𝐿𝑖𝑡−1 + 𝛽2𝐶𝐻𝑁𝑃𝐿𝑖𝑡 + 𝛽3𝐶𝐻𝐿𝑂𝐴𝑁𝑖𝑡 + 휀𝑖𝑡 − − − − − − − (3) 

Where: 

𝐿𝐿𝑃𝑖𝑡= provision for loan losses scaled by beginning loans; 

𝑁𝑃𝐿𝑖𝑡−1 = beginning of period nonperforming loans scaled by beginning loans; 

𝐶𝐻𝑁𝑃𝐿𝑖𝑡= change in the value of nonperforming loans scaled by beginning 

loans; 

𝐶𝐻𝐿𝑂𝐴𝑁𝑖𝑡= change in value of loans scaled by beginning loans. 

The regressors in equation (3) account for non-discretionary components of 

LLPs while the residual term represents DLLP. 

Using DLLP as dependent variable alongside with TLLP is facilitated upon the 

derivation of DLLP from equation (3). Therefore, to test whether use of LLPs for 

various managerial discretionary decisions as embedded in MDI without the 

moderating influence of IFRS adoption and bank riskiness, the following equations 

with TLLP and DLLP as dependent variables were estimated to test the study’s first 

hypothesis (H1): 

𝑇𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝑀𝐷𝐼𝑖𝑡 +∝2 ∆𝑁𝑃𝐿𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– −

− − − − − − − − − − − − − − − − − − − − − − − − − −(4𝑎) 

𝐷𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝑀𝐷𝐼𝑖𝑡 +∝2 𝐿𝑇𝐴𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– −

− − − − − − − − − − − − − − − − − − − − − − − − − −(4𝑏) 

While MDI as contained in equations (4a) and (4b) is unique in the LLPs 

literature, other variables which are controlled for are based on deductions from 

previous studies (Ahmed et al.1999; Ghosh 2007; Curcio, Hasan 2015; Elnahass et 

al. 2018). 

To test the interaction of risk of insolvency and adoption of IFRSs in the use of 

LLPs for managerial discretionary decisions, the procedures of a number of previous 

studies (Leventis et al. 2011, 2012; Ozili, Outa 2018; Ashraf et al. 2019) which had 

empirically tested how bank IFRS adoption and/or bank riskiness influence use of 

LLPs for managerial discretions were followed. The resulting econometric models 

with TLLP and DLLP as dependent variables were specified in the equations 4(c) 

and 4(d) as follows: 
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𝑇𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝑀𝐷𝐼𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝7 ∆𝑁𝑃𝐿𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − −(4𝑐) 

𝐷𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝑀𝐷𝐼𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑀𝐷𝐼)𝑖𝑡 +∝7 𝐿𝑇𝐴𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − −(4𝑑) 

The measurement and definitions of variables included in equations 4a, 4b, 4c and 

4d are presented in Table 1. 

 

Table 1.Definitions and measurement of variables 
S/N Notation Variable name Description 

1 TLLPit Reported Loan Loss Provisions Ratio of LLPs scaled by gross loans 

2 DLLPit Abnormal/Discretionary LLPs Residual of equation (3) 

3 MDIit Managerial Discretions Index 
Index of bank managerial 
discretions derived from equation 
(2) using PCA 

4 IFRSit IFRS reporting 
Dummy variable (1) for IFRS 
reporting and (0) otherwise 

5 SVRit 
 
Solvency risk 

Dummy variable (1) for bank with 
z-score below median z-score of all 
sampled banks and (0) otherwise 

6 IFRS*MDIit IFRS and MDI 
Interaction of managerial discretion 
index with reporting regime 

7 SVR*MDIit Solvency risk and MDI 
Interaction of managerial discretion 
index with solvency risk status 

8 IFRS*SVR*MDIit IFRS, Solvency risk and MDI 
Interaction among IFRS, risk level 
and managerial discretions  

9 ΔNPLit Change in non-performing loans 

Difference between current and 
previous years non-performing 
loans scaled by previous year non-
performing loans 

10 LTAit Credit risk Ratio of total loans to total assets 

11 LEVit Leverage of Banks Ratio debts to equity 

12 LgTAit Size Natural Logarithm of total assets 

13 LSTit Listing status 
Dummy variable (1) for bank listed 
in other clime, (0) otherwise 

Source:author’s compilation (2020) based on deductions from related literature and conceptual 
framework. 
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Since MDI is a derivation from CCAR, TRCAR, EBTL and SIGN as specified 

in equation (2) and empirical test of use of LLPs for each attribute is still evident in 

the literature (Muriu,Josea 2020; Chen et al. 2021; Le et al. 2021; Nikulin, Downing 

2021), econometric models were also specified for use of LLPs for earnings 

smoothing, capital management and earnings signalling. These models for each 

component given TLLP and DLLP as dependent variables are as follows: 

For use of LLPs to smooth earnings: 

𝑇𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝐸𝐵𝑇𝐿𝑖𝑡 +∝2 ∆𝑁𝑃𝐿𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡

+ 𝜇𝑖𝑡– − − − − − − − − − − − − − − − − − − − − − − (5𝑎) 

𝐷𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝐸𝐵𝑇𝐿𝑖𝑡 +∝2 𝐿𝑇𝐴𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– −
− − − − − − − − − − − − − − − − − − − − − − − − − −(5𝑏) 

𝑇𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝐸𝐵𝑇𝐿𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝7 ∆𝑁𝑃𝐿𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − −(5𝑐) 

𝐷𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝐸𝐵𝑇𝐿𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝐸𝐵𝑇𝐿)𝑖𝑡 +∝7 𝐿𝑇𝐴𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − −(5𝑑) 

For use of LLPs to manage capital: 

𝑇𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝐶𝐶𝐴𝑅𝑖𝑡 +∝2 𝑇𝑅𝐶𝐴𝑅𝑖𝑡 +∝3 ∆𝑁𝑃𝐿𝑖𝑡 +∝4 𝐿𝐸𝑉𝑖𝑡 +∝5 𝐿𝑔𝑇𝐴𝑖𝑡

+∝6 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– − − − − − − − − − − − − − − − − − − (6𝑎) 

𝐷𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝐶𝐶𝐴𝑅𝑖𝑡 +∝2 𝑇𝑅𝐶𝐴𝑅𝑖𝑡 +∝3 𝐿𝑇𝐴𝑖𝑡 +∝4 𝐿𝐸𝑉𝑖𝑡 +∝5 𝐿𝑔𝑇𝐴𝑖𝑡

+∝6 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– − − − − − − − − − − − − − − − − − − (6𝑏) 

𝑇𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝐶𝐶𝐴𝑅𝑖𝑡 +∝2 𝑇𝑅𝐶𝐴𝑅𝑖𝑡 +∝3 𝐼𝐹𝑅𝑆𝑖𝑡 +∝4 (𝐼𝐹𝑅𝑆 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝5 (𝐼𝐹𝑅𝑆 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝6 𝑆𝑉𝑅𝑖𝑡 +∝7 (𝑆𝑉𝑅 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝8 (𝑆𝑉𝑅 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝9 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝10 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝11 ∆𝑁𝑃𝐿𝑖𝑡 +∝12 𝐿𝐸𝑉𝑖𝑡

+∝13 𝐿𝑔𝑇𝐴𝑖𝑡 +∝14 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − − − − − −(6𝑐) 

𝐷𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝐶𝐶𝐴𝑅𝑖𝑡 +∝2 𝑇𝑅𝐶𝐴𝑅𝑖𝑡 +∝3 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝5 (𝐼𝐹𝑅𝑆 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝6 𝑆𝑉𝑅𝑖𝑡 +∝7 (𝑆𝑉𝑅 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝8 (𝑆𝑉𝑅 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝9 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝐶𝐶𝐴𝑅)𝑖𝑡

+∝10 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑇𝑅𝐶𝐴𝑅)𝑖𝑡 +∝11 𝐿𝑇𝐴𝑖𝑡 +∝12 𝐿𝐸𝑉𝑖𝑡

+∝13 𝐿𝑔𝑇𝐴𝑖𝑡 +∝14 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − − − − − −(6𝑑) 

For use of LLPs to signal financial strength: 

𝑇𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝑆𝐼𝐺𝑁𝑖𝑡 +∝2 ∆𝑁𝑃𝐿𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡

+ 𝜇𝑖𝑡– − − − − − − − − − − − − − − − − − − − − − − −(7𝑎) 

𝐷𝐿𝐿𝑃𝑖𝑡 = ∝0+∝1 𝑆𝐼𝐺𝑁𝑖𝑡 +∝2 𝐿𝑇𝐴𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐿𝑔𝑇𝐴𝑖𝑡 +∝5 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡– −
− − − − − − − − − − − − − − − − − − − − − − − − − −(7𝑏) 



MANAGERIAL DISCRETIONS AND LOAN LOSS PROVISIONS IN NIGERIAN BANKS 

91 

𝑇𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝑆𝐼𝐺𝑁𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝7 ∆𝑁𝑃𝐿𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − (7𝑐) 

𝐷𝐿𝐿𝑃𝑖𝑡 =∝0+∝1 𝑆𝐼𝐺𝑁𝑖𝑡 +∝2 𝐼𝐹𝑅𝑆𝑖𝑡 +∝3 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝4 𝑆𝑉𝑅𝑖𝑡

+∝5 (𝑆𝑉𝑅 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝6 (𝐼𝐹𝑅𝑆 ∗ 𝑆𝑉𝑅 ∗ 𝑆𝐼𝐺𝑁)𝑖𝑡 +∝7 𝐿𝑇𝐴𝑖𝑡

+∝8 𝐿𝐸𝑉𝑖𝑡 +∝9 𝐿𝑔𝑇𝐴𝑖𝑡 +∝10 𝐿𝑆𝑇𝑖𝑡 + 𝜇𝑖𝑡 − − − − − − − −(7𝑑) 

 

 

4. Results and discussion 

 

4.1. Descriptive statistics 

Following the approach of Leventis et al. (2011, 2012) and Curcio et al. (2017), 

the study’s descriptive statistics are presented based on change in accounting regime 

and riskiness of Nigerian DMBs. The statistics are presented in Tables 2 and 3 with 

respect to IFRS adoption and DMBs’ solvency risk respectively. MDI and DLLP 

included in Tables 2 and 3 are based on deductions from results of PCA (presented 

in Tables 5 and 6) and results of Praise-Winsten OLS (Praise-OLS) (presented in 

Table 7). The ADLLP is the absolute value of DLLP. 

As presented inTable 2, the positive value of mean of MDI is an indication of 

use of discretions imbedded in LLPs by Nigerian DMBs. However, its closeness to 

zero shows that the practice is at the low ebb. Nevertheless, mean of MDI is positive 

and higher (0.16) pre-IFRS period compared to negative index (-0.13) during IFRS 

period. This is also corroborated by higher maximum (minimum) value of 1.55 (-

3.80) pre-IFRS period compared to lower 0.74 (-10.05) during IFRS. Regardless of 

similar median value, there is higher incurrence of LLPs during IFRS with mean 

TLLP of 0.06 compared to pre-IFRS of 0.04. This might be related to higher 

earnings before taxes and LLPs (EBTL) of mean value of 0.03 during IFRS than 

0.02 pre-IFRS. This suggests the likelihood of use of LLPs for earnings smoothing 

during IFRS. On the whole, Nigerian DMBs indulge in income-increasing earnings 

smoothing given the negative mean (median) of DLLP for the entire sampled period. 

This is also the case for Nigerian DMBs during IFRS. However, pre-IFRS, Nigerian 

DMBs’ provisioning practices range between income-increasing and income-

decreasing earnings smoothing given positive and negative mean and median values 

respectively. If ADLLP is considered, higher mean value (maximum value) of 0.04 
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(0.30) pre-IFRS compared to 0.02 (0.07) during IFRS reinforces higher level of use 

of discretions or earnings smoothing pre-IFRS. In terms of capital adequacy, 

Nigerian DMBs appear to be better capitalised pre-IFRS given higher mean, median 

and maximum values of 17%, 20% and 48% for core capital (CCAR) respectively 

and 21%, 22% and 51% for total regulatory capital (TRCAR) respectively compared 

to 13%, 15% and 34% for CCAR and 15%, 18% and 34% for TRCAR respectively 

during IFRS. There is also considerable use of LLPs for signalling by Nigerian 

DMBs pre-IFRS given non-zero mean and median values of one-year-ahead changes 

in EBTL (SIGN) and higher maximum value of SIGN during IFRS. Other variables 

and summary statistics are as presented in Table 2. 

As shown inTable 3, all the descriptive statistics of the study’s variables appear 

to favour less risky DMBs against the riskier ones. However, the level of 

discretionary use of LLPs is higher for less risky DMBs given positive MDI scores 

of 0.36, 0.28 and 1.55 for mean, median and maximum values respectively against -

0.36, -0.07 and 1.19 respectively for riskier DMBs. Also, the argument of higher 

EBTL prompting higher LLPs charge cannot be substantiated as riskier DMBs with 

lower EBTL have higher TLLP as depicted in Table 3. It is also evident that the 

level of signalling of riskier and less risky DMBs appears similar; however, with a 

mean value of 0.1 for SIGN of less risky DMBs, less risky DMBs attach more 

importance to signalling via LLPs. There is also statistical evidence that a higher 

change in non-performing loans (ΔNPL) is identifiable with less risky DMBs as 

ΔNPL mean, median and maximum values of 0.70, 0.15 and 8.11 respectively are 

higher than 0.38, 0.11 and 5.79 respectively for riskier Nigerian DMBs. While the 

Z-score is not included in any of the study’s econometric models, its inclusion in 

Tables 2 and 3 is a basis for categorisation of Nigerian DMBs into riskier and less 

risky banks. Other descriptive statistical results are presented in Table 3. 
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Table 2.Descriptive statistics based on reporting regime 
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P
E

R
IO

D
 (

1
6
9
) 

Mean 0.05 -0.00 0.03 0.00 0.15 0.18 0.03 0.00 0.54 0.45 7.47 20.67 0.33 14.84 

Std. Dev. 0.23 0.05 0.04 1.00 0.24 0.22 0.03 0.03 1.54 0.13 14.94 0.85 0.47 10.64 

Median 0.02 -0.01 0.02 0.07 0.16 0.20 0.03 0.00 0.13 0.45 6.05 20.76 0.00 15.29 

Min -0.28 -0.30 0.00 -10.05 -1.98 -1.98 -0.20 -0.15 -0.99 0.06 -9.64 18.68 0.00 -38.34 

Max 2.93 0.29 0.30 1.55 0.48 0.51 0.09 0.16 8.11 1.01 191.21 22.45 1.00 43.08 

P
R

E
-I

F
R

S
 P

E
R

IO
D

 

(7
6
) 

Mean 0.04 0.00 0.04 0.16 0.17 0.21 0.02 0.01 0.84 0.45 6.09 20.29 0.26 16.53 

Std. Dev. 0.06 0.07 0.06 0.76 0.23 0.16 0.04 0.04 2.01 0.14 6.49 0.76 0.44 11.83 

Median 0.02 -0.01 0.02 0.20 0.20 0.22 0.03 0.01 0.10 0.42 5.10 20.28 0.00 17.13 

Min -0.28 -0.30 0.00 -3.80 -0.97 -0.64 -0.20 -0.15 -0.77 0.18 -9.64 18.68 0.00 -4.93 

Max 0.31 0.29 0.30 1.55 0.48 0.51 0.06 0.16 8.11 1.01 35.03 21.77 1.00 43.08 

IF
R

S
 P

E
R

IO
D

 (
9
3
) Mean 0.06 -0.00 0.02 -0.13 0.13 0.15 0.03 0.00 0.30 0.45 8.60 20.98 0.38 13.46 

Std. Dev. 0.30 0.02 0.01 1.15 0.24 0.25 0.02 0.02 0.95 0.11 19.25 0.80 0.49 9.39 

Median 0.02 -0.01 0.02 0.00 0.15 0.18 0.03 0.00 0.15 0.46 6.51 20.95 0.00 14.38 

Min -0.02 -0.04 0.00 -10.05 -1.98 -1.98 -0.03 -0.08 -0.99 0.06 -1.65 18.87 0.00 -38.34 

Max 2.93 0.07 0.07 0.74 0.34 0.34 0.09 0.10 6.91 0.77 191.21 22.45 1.00 29.52 

Source:authors’ computation (2020) based on STATA 14 outputs. 

 

Table 3.Descriptive statistics based on DMBs’ riskiness 
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Mean 0.05 -0.00 0.03 0.00 0.15 0.18 0.03 0.00 0.54 0.45 7.47 20.67 0.33 14.84 

Std. Dev. 0.23 0.05 0.04 1.00 0.24 0.22 0.03 0.03 1.54 0.13 14.94 0.85 0.47 10.64 

Median 0.02 -0.01 0.02 0.07 0.16 0.20 0.03 0.00 0.13 0.45 6.05 20.76 0.00 15.29 

Min -0.28 -0.30 0.00 -10.05 -1.98 -1.98 -0.20 -0.15 -0.99 0.06 -9.64 18.68 0.00 -38.34 

Max 2.93 0.29 0.30 1.55 0.48 0.51 0.09 0.16 8.11 1.01 191.21 22.45 1.00 43.08 

R
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 (
8
4
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Mean 0.07 0.01 0.04 -0.36 0.05 0.10 0.02 0.00 0.38 0.44 9.60 20.46 0.36 6.59 

Std. Dev. 0.32 0.07 0.06 1.27 0.29 0.27 0.04 0.04 1.20 0.14 20.98 0.87 0.48 7.47 

Median 0.03 -0.00 0.02 -0.07 0.13 0.17 0.03 0.00 0.11 0.43 7.28 20.68 0.00 7.19 

Min -0.28 -0.30 0.00 -10.05 -1.98 -1.98 -0.20 -0.15 -0.99 0.06 -9.64 18.68 0.00 -38.34 

Max 2.93 0.29 0.30 1.19 0.25 0.44 0.09 0.16 5.79 1.01 191.21 22.28 1.00 14.94 
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5
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Mean 0.02 -0.01 0.02 0.36 0.24 0.26 0.04 0.01 0.70 0.45 5.36 20.87 0.29 22.99 

Std. Dev. 0.02 0.02 0.01 0.36 0.08 0.08 0.01 0.02 1.81 0.11 1.52 0.79 0.46 5.99 

Median 0.01 -0.01 0.02 0.28 0.23 0.24 0.04 0.00 0.15 0.46 5.66 20.80 0.00 22.11 

Min -0.01 -0.09 0.00 -0.11 0.12 0.16 0.00 -0.04 -0.76 0.17 2.50 19.20 0.00 15.29 

Max 0.08 0.04 0.09 1.55 0.48 0.51 0.07 0.05 8.11 0.65 9.75 22.45 1.00 43.08 

Source:authors’ computation (2020) based on STATA 14 outputs. 
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4.2. Correlation analysis 

The correlation matrix presented in Table 4 shows the pairwise correlation 

among the study’s non-interaction explanatory variables.1 If the benchmark 

correlation coefficient of ≥0.80 at which multi-collinearity problem can set in 

(Brooks 2008) is considered the inclusion of CCAR and MDI, TRCAR and MDI 

and TRCAR and CCAR in the same model is not feasible. However, given a 

separate specification of each in the study’s models for hypotheses testing, problem 

of multi-collinearity does not in any way arise. 

 

Table 4.Correlation matrix 
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MDI 1.00          

CCAR 0.88* 1.00         

TRCAR 1.00* 0.88* 1.00        

EBTL 0.15* 0.27* 0.15* 1.00       

SIGN 0.04 0.06 0.04 -0.52* 1.00      

ΔNPL 0.06 0.11 0.06 0.02 0.00 1.00     

LTA -0.07 -0.08 -0.07 -0.28* 0.18* 0.18 1.00    

LEV -0.09 -0.07 -0.09 -0.07 0.04 -0.05 -0.12 1.00   

LgTA 0.23* 0.30* 0.23* 0.27* -0.04 -0.05 0.03 -0.12 1.00  

LST 0.06 0.09 0.06 0.16* 0.02 0.03 0.10 -0.03 0.47* 1.00 

Source:authors’ computation (2020) based on STATA 14 outputs. * indicates significance at 95% 

confidence level. 

 

4.3. Principal component analysis 

The use of MDI as an independent variable was facilitated through condensation 

of CCAR, TRCAR, EBTL and SIGN using PCA as specified in equation (2). The 

results of PCA that facilitated the estimation of MDI are presented in Tables 5 and 6. 

 

 
1Non-interaction variables are the study’s main variables. The product of the independent variables and 

moderating variables amount to interaction variables. So, the interaction variables are derived from the 

products of two or more explanatory variables.In studies involving interaction terms or variables, only 

non-interaction variables are analysed descriptively. See, for instance, Leventis et al. (2011, 2012) and 

Curcio et al. (2017). 
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Table 5.Principal components eigenvalue and proportion for managerial 

discretions index 

Component Eigenvalue Difference Proportion Cumulative 

Comp1 1.98014 .50831 0.4950 0.4950 

Comp2 1.47183 1.0282 0.3680 0.8630 

Comp3 .443632 .33924 0.1109 0.9739 
Comp4 .104392 . 0.0261 1.0000 

Source:authors’ computation (2020) based on STATA 14 outputs. 
 

In Tables 5 and 6, the computation of eigenvalues and eigenvectors (factor 

loadings) respectively to identify and determine the component with the highest 

proportion and the weight of each variable ispresented. As shown inTable 5, the first 

principal component (factor) has an eigenvalue of 1.98 and explained 49.5% of total 

variation. The second and third factors have eigenvalues of 1.47 and 0.44 and 

explained 36.8% and 11.1% of total variation respectively, while the fourth principal 

component has an eigenvalue 0.1 and explained 2.6% of total variation. Although 

both first and second principal components have eigenvalues higher than 1, the 

factor loadings of first principal component (with the highest eigenvalue) as 

presented in Table 6 were adopted as weights for the calculation of MDI. 

 

Table 6. Principal components eigenvectors for managerial discretions index 

Variable Comp1 Comp2 Comp3 Comp4 Unexplained  

CCAR 0.6692 0.2016 0.0195 -0.7150 0  

TRCAR 0.6488 0.2441 -0.2689 0.6687 0  
EBTL 0.3437 -0.6115 0.6926 0.1682 0  

SIGN -0.1145 0.7252 0.6690 0.1155 0  
Source:authors’ computation (2020) based on STATA 14 outputs. 

 

4.4. Regression results 

Regression analyses were performed to test the study’s hypotheses. However, 

given the dual measure of use of LLPs as dependent variable, DLLP was derived 

from the estimation of equation (3) following the approach of Kanagaretnam et al. 

(2003). With derivation of DLLP, using both TLLP and DLLP as dependent 

variables was facilitated and relevant regression results are presented in Tables 8, 9, 

10, 11 and 12 subsequent to the presentation of first stage regression in Table 7. 
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4.4.1. First stage regression  

In deriving DLLP, previous studies (Kanagaretnam et al. 2003; Kwak et al. 

2009; Shawtari et al. 2015) rely on Pooled OLS. However, following the approach 

of Chang et al. (2008) who apply an OLS with capacity to correct autocorrelated 

disturbances and Durbin-Watson problem, Prais-Winsten OLS was applied in this 

study. The problem of autocorrelated errors is present based on the results of 

Wooldridge panel data first-order autocorrelation test (W-AR(1)) with significant F-

statistic of 30.87 at p-value<0.05. Thus, the appropriateness of Prais-OLS presented 

in Table 7. 

 

Table 7. First stage regression of Kanagaretnam’s et al. (2003) model 

Variable 
Dependent Variable: LLP 

Coef. Std. Err. t P>t 

NPLt-1 0.0868171* 0.0315985 2.75 0.007 

CHNPL 0.0145134* 0.0026534 5.47 0.000 
CHLOAN 0.0096714 0.0111539 0.87 0.387 

_cons 0.0192356* 0.0067048 2.87 0.005 

R2 0.1741 
Adj_R2 0.1591 

F-test 11.59(0.0000)* 
RMSE 0.05163 

W-AR(1) 30.87(0.0001)* 

Observation 169 
Model Type Prais-OLS 
Source:authors’ computation (2020) based on STATA 14 outputs.Wooldridge panel data first-order 

autocorrelation test: W-AR(1) and F-test reported F-statistics with p-value in parentheses. R2 and 

Adj.R2 stand for co-efficient of determination and its adjusted form respectively; RMSE stands for root 

mean squared error.*indicate significance at 99% confidence level. 

 

Apart from low R2 and its adjusted form (Adj_R2), 17.41% and 15.91% 

respectively, the results presented in Table 7 are in line with previous studies. Other 

than insignificance of the coefficient of CHLOAN, the positive effect of the 

explanatory variables in the Kanagaretnam’s et al. (2003) model presented in Table 

7 is an indication that a higher level of beginning non-performing loans, change in 

non-performing loans and growth in total loans cause a higher level of LLPs. This is 

in agreementwith findings of Kanagaretnam’s et al. (2003, 2004) and somehow with 

findings of Shawtari et al. (2015) except for a negative coefficient of CHLOAN. The 

residual terms of the model presented in Table 7 were used as abnormal LLPs 
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(DLLP). However, distinction that is required to be made between negative DLLP 

(income-increasing earnings smoothing) and positive DLLP (income-decreasing 

earnings smoothing) which is beyond the objective of this study necessitated the use 

of absolute value of DLLP (ADLLP) as dependent variable in the models where 

managerial use of DLLP was tested. 

 

4.4.2. Hypotheses testing 

Based on the study’s econometric models, the first hypothesis which sought to 

test the managerial discretionary use of LLPs without any interaction was separately 

tested while the second, third and fourth hypotheses which required interactions of 

bank riskiness and IFRS adoption were jointly tested in a model. Given two 

dependent variables, TLLP and DLLP, four regression models are presented in 

Tables 8, 9, 10, 11 and 12. While Table 8 contains results of the test of overall use of 

LLPs for managerial discretionary decisions, others show the results of use of LLPs 

for each of the components of MDI. 

From regression estimates, managerial discretionary decisions represented by 

MDI has negative impact on reported LLPs (TLLP) and abnormal LLPs (DLLP) 

though significant results are obtained in the TLLP model without interaction and 

ADLLP model with interaction. This indicates that managerial discretionary 

decisions of Nigerian DMBs were tailored towards reduction in TLLP within the 

sampled period. This reduction in TLLP might be aimed at increase in the level of 

profitability of these banks. However, reduction in DLLP engendered by MDI as 

evident in ADLLP model suggests the fact that increased profitability possibly 

emanating from reduction in TLLP was not out of maneuvering of earnings. This 

shows that increase in MDI is not a function of reduction in the financial reporting 

quality of Nigerian DMBs. This is also supported by significantly negative 

coefficients of IFRS in both TLLP and ADLLP models which symbolize that 

provisioning level (reported and discretionary) is at the low ebb during IFRS. 
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Table 8. Managerial discretions and LLPs 

Variables 

Dependent Variable: TLLP Dependent Variable: ADLLP 

Without 

Interaction 
With 

Interaction 

Without 

Interaction 

With 

Interaction 

MDI -0.2174(-3.65)* -0.0206(-1.55) -0.0032(-1.33) -0.0264(-4.17)* 

IFRS  -0.0513(-3.33)*  -0.0306(-6.46)* 

IFRS*MDI  0.0668(2.89)*  0.0582(3.34)* 

SVR  -0.0068(-0.71)  0.0145(3.54)* 

SVR*MDI  -0.0381(2.03)λ  0.0128(1.66)ø 
IFRS*SVR*MDI  -0.2896(-7.98)*  -0.0473(-2.37)λ 

ΔNPL -0.0006(-0.08) 0.0036(1.87)ø   

LTA   0.0534(4.28)* 0.0473(2.13)λ 

LEV -0.0012(-2.71)λ -0.0015(-3.53)* -0.0001(-2.06)λ -0.0001(-0.59) 

LgTA -0.0664(-1.78)ø 0.0245(2.37)λ -0.0152(-6.67)* -0.0057(-1.91)ø 

LST -0.0242(-0.96) 0.0092(0.73) -0.0022(-0.80) -0.0086(-2.30)λ 

_cons 1.4361(1.86)ø -0.4550(-2.21)λ 0.3223(6.66)* 0.1409(2.25)λ 

HUS 39.56(0.0000)* 19.98(0.0294)λ 15.01(0.0103)λ 52.43(0.0000)* 

W-HET 6802.6(0.0000)* 24252.4(0.0000)* 26847.9(0.0000)* 10265.8(0.0000)* 

W-AR(1) 0.133(0.7204) 19.192(0.0005)* 7.217(0.0169)λ 6.864(0.0186)λ 

R2 0.7145 0.8787 0.2051 0.3483 

F-test/Wald 10.11(0.0002)* 508.71(0.0000)* 94.90(0.0000)* 332.82(0.0000)* 

Observation 169 169 169 169 

Model Type Panel FE with 

RSE 

PW-PCSE PW-PCSE PW-PCSE 

Source: authors’ computation (2020) based on STATA 14 outputs. Regression coefficients are reported 

with z-statistics (for PW-PCSE) and t-statistics (for Panel FE) in brackets; Panel FE with RSE stands 

for panel fixed-effects model with robust standard errors while PW-PCSE represents Prais-Winsten 

Regression with correlated Panel Corrected Standard Errors. Hausman statistics (HUS), panel data 

Wooldridge test for heteroscedasticity (W-HET) and Wald Statistics (Wald) reported chi-square 

statistics with p-values in parentheses. Wooldridge panel data first-order autocorrelation test: W-AR(1) 

and F-test reported F-statistics with p-value in parenthesis.ø, λ,and *indicate significance at 90%, 95% 

and 99% confidence levels respectively. 

However, despite reduction in provisioning level during IFRS, Nigerian DMBs 

used their discretionary attributes embedded in MDI to increase both TLLP and 

DLLP during IFRS based on significantly positive coefficient of IFRS*MDI as 

evident in Table 8. This is an indication of the possibility of the use of LLPs to 

manage capital, smooth earnings and signal earnings during IFRS. What was typical 

of Nigerian DMBs threatened by solvency risk during the sampled period was 

reduction in TLLP and increase in DLLP given the negative (though insignificant) 

and positive coefficient of SVR in TLLP and ADLLP models respectively. The 

manipulative provisioning practices of the troubled Nigerian DMBs based on their 

riskiness was also evident with significantly negative and positive coefficient of 
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SVR*MDI in TLLP and ADLLP models respectively in Table 8. This suggests that 

reduction in TLLPs, which may lead toincreased profitability of troubled Nigerian 

DMBs, was a product of manipulative discretionary provisioning practices. 

However, during IFRS, improvement was noticeable as the reduction in their TLLP 

which may suggest an increase in profitability cannot be said to be facilitated by 

manipulative discretionary provisioning given significantly negative coefficient of 

IFRS*SVR*MDI in both TLLP and ADLLP models. An inference from the signs of 

coefficients of IFRS*MDI and IFRS*SVR*MDI is that improvement in the 

managerial discretionary use of LLPs during IFRS was only identifiable with 

sampled Nigerian DMBs threatened by risk of insolvency rather than all sampled 

DMBs. 

From the control variables, the behaviour of growth in non-performing loans 

(ΔNPL) is dependent on the model as its coefficient is found to be negative in the 

TLLP model but positive in ADLLP model. However, increase in the proportion of 

total loans in total assets (LTA) is found to cause increase in DLLP based on the 

significantly negative coefficient of LTA in the ADLLP model. Also, higher ratio of 

total debts to equity (LEV) is found to cause reduction in both TLLP and DLLP 

while similar situation is noticeable with large banks based on significantly negative 

coefficient of LgTA except in the TLLP model including interaction terms. The 

listing status of DMBs outside Nigeria is also an instrument of reduction in 

provisioning level whether reported or discretionary as evident with negative 

coefficient of LST except in the TLLP model with interaction terms. 

Based on the derivation of MDI, findings obtained from regression models 

presented in Table 8 are exclusive to this study and represent a contribution to LLPs 

literature. However, an increase in the discretionary use of LLPs for managerial 

decisions as identifiable with coefficient of IFRS*MDI is comparable to the findings 

of Attia et al. (2013), Ashraf et al. (2015), Ozili and Outa (2018), Ashraf et al. 

(2019) and Galdi et al. (2021). In contrast, a reduction in the managerial 

discretionary use of LLPs by Nigerian DMBs in solvency crisis during IFRS found 

in this study given the significantly negative coefficient of IFRS*SVR*MDI in 

relevant models can be compared to the findings of Leventis et al. (2011, 2012). 
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4.4.3. Further analysis 

Although the influence of index of managerial discretionary decisions (MDI) on 

LLPs is the focus of this study, the continued test of use of LLPs for each of the 

components of MDI in the literature (Muriu, Josea 2020; Galdi et al. 2021; Le et al. 

2021) necessitated separate test of the use of LLPs for earnings smoothing, capital 

management and earnings signalling in addition to MDI. The results of regression 

analyses are presented in Table 9 for earnings smoothing, Tables 10 and 11 for 

capital management and Table 12 for earnings signalling. 

For use of LLPs to smooth earnings, Table 9 shows, on the whole, that Nigerian 

DMBs do not use LLPs to smoothing earnings based on significantly negative 

coefficient of EBTL except in the TLLP model without interaction terms. 

Like in Table 8, the behaviour of dummy IFRS significantly negative coefficient 

in Table 9 indicates that provisioning level including discretionary provisioning was 

on downward trend during IFRS. However, during IFRS, Nigerian DMBs are found 

to use both TLLP and DLLP to smoothing earnings as the coefficient of 

IFRS*EBTL in both models in Table 9 is significantly positive. The results further 

show that Nigerian DMBs threatened by risk of insolvency recorded low TLLP but 

higher DLLP during the sampled period based on negative and positive coefficient 

of SVR in TLLP and ADLLP models respectively except that the coefficient is not 

significant in the ADLLP model. As further revealed, Nigerian DMBs in solvency 

crisis used TLLP rather than DLLP to smooth earnings during sampled period with 

significantly positive and insignificantly negative coefficient of SVR*EBTL.  

The same practice was also observable in the provisioning practices of troubled 

Nigerian DMBs during IFRS given similar behaviour of IFRS*SVR*EBTL. This 

evidence of no improvement in the use of LLPs to smooth/manage earnings during 

IFRS found in this study is consistent with the findings of Eneje et al. (2016), 

Atoyebi and Simon (2018), Ozili and Outa (2018) and Galdi et al. (2021). However, 

this study’s findings invalidate the conclusion of Ozili and Outa (2019) on reduction 

in the use of LLPs to smooth earnings subsequent to the adoption of IFRSs in 

Nigeria. The use of LLPs to smooth earnings by banks threatened by solvency risk 

as evident in the coefficient of SVR*EBTL in the TLLP model is a relative 

confirmation of previous findings of Alali and Jaggi (2011), Leventis et al. (2011) 
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and Ma and Song (2016). However, similar use of LLPs to smooth earnings which 

was found to be peculiar to troubled Nigerian DMBs during IFRS is contrary to the 

findings of Leventis et al. (2011). 

 

Table 9. Earnings management (EBTL) and LLPs 

Variables 

Dependent Variable: TLLP Dependent Variable: ADLLP 

Without  

Interaction 

With 

Interaction 

Without 

Interaction 

With 

Interaction 

EBTL 1.890(4.65)* -2.1793(-2.91)* -0.5443(-2.25)λ -0.5956(-2.10)λ 

IFRS  -0.1477(-3.93)*  -0.039(-3.46)* 

IFRS*EBTL  5.2368(5.74)*  1.0295(3.31)* 

SVR  -0.1118(-3.43)*  0.0151(1.62) 

SVR*EBTL  2.008(2.64)*  -0.0479(-0.13) 

IFRS*SVR*EBTL  4.3805(5.16)*  -0.0832(-0.26) 

ΔNPL 0.0016(0.53) 0.0082(2.14)λ   

LTA   -0.0061(-0.19) 0.0014(0.05) 

LEV -0.0011(-1.62) 0.0005(1.74)ø -0.0002(-1.21) -0.00002(-0.1) 

LgTA -0.1562(-5.61)* -0.0792(-6.15)* -0.0092(-1.96)ø -0.0041(-0.89) 

LST 0.0515(2.43)λ 0.0053(0.28) 0.0032914(0.62) -0.0040(-0.71) 

_cons 3.2621(5.76)* 1.7256(6.47)* 0.2347(2.29)λ 0.1241(1.30)  

HUS 0.87(0.9724) 15.25(0.0844)ø 0.90(0.9703) 5.43(0.8606) 

LM 0.01(0.4664) 0.00(1.0000) 0.00(1.0000) 0.00(1.0000) 

BPCW-H1 12.14(0.0005)* 50.13(0.0000)* 24.88(0.0000)* 38.19(0.0000)* 

BPCW-H2 13.02(0.0232)λ 51.39(0.0000)* 25.68(0.0001)* 40.35(0.0000)* 

W-AR(1) 41.208(0.0000)* 30.833(0.0001)* 3.343(0.0875)ø 2.776(0.1164) 

R2 0.1626 0.4717 0.2122 0.2956 

Adj_R2   0.1881 0.2510 

RMSE   0.03948 0.03792 

F-test/Wald 46.50(0.0000)* 146.18(0.0000)* 8.78(0.0000)* 2.15(0.0239)λ 

Observation 169 169 169 169 

Model Type PW-PCSE PW-PCSE P_OLS with RSE P_OLS with 

RSE Source:authors’ computation (2020) based on STATA 14 outputs. Regression coefficients are reported 

with z-statistics (for PW-PCSE) and t-statistics (for P_OLS) in brackets; P_OLS with RSE stands for 

pooled ordinary least squared regression with robust standard errors while PW-PCSE represents Prais-

Winsten Regression with correlated Panel Corrected Standard Errors.Breusch-Pagan / Cook-Weisberg 

test for heteroscedasticity with fitted values of dependent variable-TLLP/ADLLP (BPCW-H1) and 

independent variables (BPCW-H2), Random-Effects Breusch-Pagan Langrange Multiplier test (LM), 

Hausman statistics (HUS) and Wald Statistics (Wald) reported chi-square statistics with p-values in 

parentheses. Wooldridge panel data first-order autocorrelation test: W-AR(1) and F-test reported F-

statistics with p-value in parenthesis.ø, λ, and *indicate significance at 90%, 95% and 99% confidence 

levels respectively. 

 
For the use of LLPs to manage capital, results are presented in Tables 10 and 

11.As evident in Tables 10 and 11, negative coefficients of CCAR and TRCAR 
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except in the TLLP model with interaction terms revealed that Nigerian DMBs use 

TLLP and DLLP for management of bank core capital and total regulatory capital 

during the sampled period. This was also the case during IFRS but restricted to only 

reported LLPs (TLLP) since the coefficients of IFRS*CCAR and IFRS*TRCAR are 

significantly positive in the ADLLP models. 

The increase in the provisioning level by Nigerian DMBs threatened by the risk 

of insolvency as evident in the significantly positive coefficient of SVR could not 

discourage the act of management of regulatory capital via LLPs in all models in 

Tables 10 and 11 except in the ADLLP model in Table 11 where TRCAR is 

dependent variable.This is an indication of management of capital via both TLLP 

and DLLP. 

The scenario of management of capital through LLPs peculiar to Nigerian 

DMBs in solvency crisis does not know bounds as the reforms embedded in IFRS 

reporting could not lead to reversal in the negative coefficient of measure capital 

management given the significantly negative coefficients of IFRS*SVR*CCAR and 

IFRS*SVR*TRCAR. This is an indication that practice of capital management is 

well-pronounced among Nigerian banks and remains a central tool used in 

managerial discretionary decisions of loan loss reporting. The fact that adoption of 

IFRS was not found to improve the use of LLPs to manage capital is not a 

standalone finding having been in consistent with findings of Leventis et al. (2011) 

despite reporting lower coefficient of CCAR. The use of LLPs to manage capital 

was also reported by Ozili (2015) despite IFRS reporting. However, contrary 

evidence to the findings of the study were reported by Attia et al. (2013) and 

Atoyebi and Simon (2018). 

For use of LLPs to signal financial strength, results are presented in Table 12.If 

the positive sign of coefficient of one-year-ahead changes in EBTL (SIGN) is 

considered as evident in Table 12, the case of the use of LLPs to signal financial 

strength by Nigerian DMBs can be established. However, considering insignificant 

positive coefficient of SIGN in TLLP and DLLP models with interaction terms as 

well as significantly negative coefficient of SIGN in TLLP model without 

interaction terms, no conclusive evidence could be inferred. Where conclusive 

evidence is palpable with significantly positive coefficient of SIGN, it was attained 
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via DLLP rather TLLP as evident in ADLLP model without interaction terms. Since 

DLLP is a product of managerial maneuverings, the decision of an investor with 

sufficient knowledge of activities of banks might be in contrary to the target of 

Nigerian DMBs which signal financial prospect. As equally obtainable in Tables 10 

and 11, adoption of IFRSs in Nigeria based on coefficient of IFRS in Table 12 has 

led to the increase in reported LLPs (TLLP) but decrease in discretionary provisions 

(DLLP). Notwithstanding reduction in DLLP during IFRS, there was seemingly 

evidence of use of DLLP to signal based on insignificantly positive coefficient of 

IFRS*SIGN in ADLLP model. The provisioning level was found to be on high level 

for Nigerian DMBs threatened by risk of insolvency most especially in ADLLP 

model with SVR coefficient being significant at p-value<0.01. However, there was 

no any sign of use of LLPs to signal as coefficient of SVR*SIGN was found to be 

either significantly negative or insignificantly positive. The act of non-signal via 

LLPs by Nigerian DMBs threatened by risk of insolvency could not be reversed 

with reforms embedded in IFRS as coefficient of SIGN (IFRS*SVR*SIGN) was not 

only found to be negative, higher coefficient was also reported. 

Evidence of no improvement in the use of LLPs to signal by Nigerian DMBs 

upon adoption of IFRSs found in this study is comparable to the findings of Attia et 

al. (2013) but contrary to the findings of Leventis et al. (2012) and Ozili (2015). 

 

  



AbdulaiAgbaje SALAMI et al. 

104 

Table 10. Capital management (CCAR) and LLPs 

Variables 

Dependent Variable: TLLP Dependent Variable: ADLLP 

Without 

Interaction 
With 

Interaction 

Without 

Interaction 

With 

Interaction 

CCAR -0.8830(-2.33)λ 0.1442(2.38)λ -0.0354(-3.77)* -0.0191(-0.90) 

IFRS  0.1112(6.03)*  -0.0357(-5.27)* 

IFRS*CCAR  -0.4872(-7.16)*  0.1587(7.27)* 

SVR  0.0870(4.94)*  0.0359(6.92)* 

SVR*CCAR  -0.1810(-2.40)λ  -0.0466(-2.03)λ 
IFRS*SVR*CCAR  -0.8086(-8.81)*  -0.1177(-4.65)* 

ΔNPL 0.0042(0.59) 0.0061(2.95)*   

LTA   0.0472(3.61)* 0.0421(3.11)* 

LEV 0.0001(0.36) -0.0018(-6.52)* -0.0001(-2.22)λ -0.00003(-0.19) 

LgTA -0.0572(-1.14) 0.0117(1.77)ø -0.0128(-5.52)* -0.0005(-0.25) 

LST -0.0318(-1.12) 0.0076(0.64) -0.0027(-0.99) -0.0083(-4.13)* 

_cons 1.3676(1.25) -0.2601(-1.94)ø 0.2802(5.84) * .0190395(0.40) 

HUS 49.55(0.0000)* 22.73(0.0118)λ 8.38(0.1366) 11.56(0.3156) 

W-HET 21175.9(0.0000)* 15381.8(0.0000)*   

LM   0.00(1.0000) 0.00(1.0000) 

BPCW-H1   12.95(0.0003)* 32.35(0.0000)* 

BPCW-H2   13.38(0.0200)λ 35.78(0.0001)* 

W-AR(1) 3.590(0.0776)ø 46.247(0.0000)* 9.149(0.0085)* 8.082(0.0123)λ 

R2 0.6012 0.8790 0.2472 0.2106 

F-test/Wald 6.47(0.0021)* 500.03(0.0000)* 141.93(0.0000)* 138.09(0.0000)* 

Observation 169 169 169 169 

Model Type Panel FE with 

RSE 

PW-PCSE PW-PCSE PW-PCSE 

Source:authors’ computation (2020) based on STATA 14 outputs. Regression coefficients are reported 

with z-statistics (for PW-PCSE) and t-statistics (for Panel FE) in brackets; Panel FE with RSE stands 

for panel fixed-effects model with robust standard errors while PW-PCSE represents Prais-Winsten 

Regression with correlated Panel Corrected Standard Errors.Breusch-Pagan / Cook-Weisberg test for 

heteroscedasticity with fitted values of dependent variable-TLLP/ADLLP (BPCW-H1) and 

independent variables (BPCW-H2), Random-Effects Breusch-Pagan Langrange Multiplier test 

(LM),Hausman statistics (HUS), panel data Wooldridge test for heteroscedasticity (W-HET) and Wald 

Statistics (Wald) reported chi-square statistics with p-values in parentheses. Wooldridge panel data 

first-order autocorrelation test: W-AR(1) and F-test reported F-statistics with p-value in parenthesis.ø, 
λ,and *indicate significance at 90%, 95% and 99% confidence levels respectively. 
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Table 11. Capital management (TRCAR) and LLPs 

Variables 

Dependent Variable: TLLP Dependent Variable: ADLLP 

Without 

Interaction 

With 

Interaction 

Without 

Interaction 
With 

Interaction 

TRCAR -1.0104(-3.65)* 0.1337(2.28)λ -0.0267(-3.21)* -0.0575(-2.17)λ 

IFRS  0.1223(7.93)*  -0.0471(-7.58)* 

IFRS*TRCAR  -0.5372(-9.37)*  0.1925(9.48)* 

SVR  0.1116(5.84)*  0.0323(4.14)* 

SVR*TRCAR  -0.4052(-5.14)*  0.0198(0.62) 
IFRS*SVR*TRCAR  -0.4860(-6.30)*  -0.1729(-5.33)* 

ΔNPL -0.0006(-0.08) 0.0037(1.73)ø   

LTA   0.0326(2.90)* 0.0623(2.81)* 

LEV -0.0012(-2.70)λ -0.0015(-3.57)* -0.0001(-1.47) -0.0001(-0.46) 

LgTA -0.0664(-1.78)ø 0.0175(2.20)λ -0.0122(-5.12)* -0.0047(-1.96)λ 

LST -0.0242(-0.96) 0.0104(0.80) -0.0004(-0.17) -0.0109(-3.28)* 

_cons 1.6192(1.99)ø -0.3767(-2.33)λ 0.2709(5.39)* 0.1114(2.19)λ 

HUS 39.56(0.0000)* 27.44(0.0022)* 15.01(0.0103)λ 21.72(0.0166)λ 

W-HET 6802.6(0.0000)* 9535.6(0.0000)* 26847.9(0.0000)* 10460.4(0.0000)* 

W-AR(1) 0.133(0.7204) 28.303(0.0001)* 7.217(0.0169)λ 5.923(0.0267)λ 

R2 0.7145 0.8744 0.0980 0.3856 

F-test/Wald 10.11(0.0002)* 540.23(0.0000)* 81.80(0.0000)* 978.92(0.0000)* 

Observation 169 169 169 169 

Model Type Panel FE with 

RSE 

PW-PCSE PW-PCSE PW-PCSE 

Source:authors’ computation (2020) based on STATA 14 outputs. Regression coefficients are reported 

with z-statistics (for PW-PCSE) and t-statistics (for Panel FE) in brackets; Panel FE with RSE stands 

for panel fixed-effects model with robust standard errors while PW-PCSE represents Prais-Winsten 

Regression with correlated Panel Corrected Standard Errors. Hausman statistics (HUS), panel data 

Wooldridge test for heteroscedasticity (W-HET) and Wald Statistics (Wald) reported chi-square 

statistics with p-values in parentheses. Wooldridge panel data first-order autocorrelation test: W-AR(1) 

and F-test reported F-statistics with p-value in parenthesis.ø, λ,and *indicate significance at 90%, 95% 

and 99% confidence levels respectively. 

 

 

5. Concluding remarks 

 

Managerial discretionary use of LLPs by banks has become a critical subject in 

loan loss reporting. Overall with negative coefficient of MDI, it appears Nigerian 

banks are not guilty of the managerial discretionary use of LLPs. However, during 

IFRS when improvement or reduction in the act is expected the act becomes 

pronounced. . A similar situation exists regarding Nigerian DMBs threatened by risk 

of insolvency. Scenarios of all Nigerian DMBs in loan loss decisions during IFRS as 
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related to the use of managerial discretions (promoting manipulative loan loss 

provisioning practices) are comparable to the circumstance of all Nigerian troubled 

DMBs found culpable of use of DLLP for managerial discretionary decisions. 

Nevertheless, evidence of improvement in Nigerian DMBs’ financial reporting 

quality embedded in the negative coefficient of IFRS could only be spotted in the 

discretionary use of LLPs for managerial discretions by Nigerian DMBs threatened 

by risk of insolvency during IFRS. This is an indication that adoption of IAS 39 for 

loan loss reporting improves the financial reporting quality of Nigerian DMBs 

threatened by solvency risk rather than less risky DMBs. The managerial 

discretionary use of LLPs evident in the Nigerian banking sector, despite reforms 

embedded in the adoption of IFRSs, is reinforced by the use of LLPs for capital and 

earnings management rather than earnings signalling. 

The evidence of managerial discretionary use of LLPs found in this study gives 

credence to the recent regulatory decision for advancement in loan loss accounting 

in Nigeria. The advancement which came in the form of regulatory directives for 

banks in Nigeria to switch from IAS 39 to IFRS 9 was not done on full disclosure 

basis for the first four years of application starting from 1 January 2018. The 

discretionary tendencies inherent in IFRS 9 may serve as a setback given the level of 

discretionary use of LLPs by Nigerian DMBs in the IAS 39 regime. Therefore, 

higher level of surveillance and oversights is required for a compliance level not 

imbued with managerial maneuverings to be realistic. This will prevent similitude of 

managerial discretionary use of LLPs found for banks in OIC where national 

GAAPs were found to be superior to IFRSs (Ashraf et al. 2015) and evidence of no 

improvement in the use of LLPs for managerial discretionary decisions typical of 

Chinese banks subsequent to switch to Basel III (Chen et al. 2021). It will also 

prevent the South-African scenario with evidence that banks reporting in IFRSs are 

identifiable with smoothing of earnings via LLPs (Ozili, Outa 2018). The findings of 

this study also reinforce the need for review of Prudential Guidelines in Nigeria. 

Though done by CBN recently, the revised Prudential Guidelines are still in 

“exposure draft” (CBN 2019) two years after their publication. Better still, CBN can 

use the window for call for more reforms necessitated by findings of this study to 

have a second look at the guidelines to ensure rules that guarantee improvement in 
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managerial discretionary use of LLPs are incorporated into the relevant sections of 

the guidelines. 

 

Table 12. Earnings signalling (SIGN) and LLPs 

Variables 

Dependent variable: TLLP Dependent variable: ADLLP 

Without 

Interaction 

With 

Interaction 

Without 

Interaction 

With 

Interaction 

SIGN -2.7225(-5.91)* 0.7926(0.83) 0.1230(2.63)* 0.1086(0.79) 

IFRS  0.1320(2.36)λ  -0.0179(-3.17)* 

IFRS*SIGN  -1.6645(-1.03)  0.2318(0.75) 

SVR  0.0327(1.48)  0.0202(4.32)* 

SVR*SIGN  -0.9161(-0.77)  0.0089(0.07) 

IFRS*SVR*SIGN  -9.366(-3.19)*  -0.5619(-1.45) 

ΔNPL -0.0019(-0.42) 0.0183(2.47)λ   

LTA   0.0510(3.76)* 0.0537(3.18)* 

LEV -0.0010(-1.45) -0.0007(-0.87) -0.0002(-2.51)λ -0.0001(-1.92)ø 

LgTA -0.1128(-3.97)* -0.109(-2.63)* -0.0171(-7.44)* -0.0080(-3.43)* 

LST 0.0344(1.78)ø 0.0432(1.74)ø -0.0027(-0.92) -0.0081(-2.40)λ 

_cons 2.4066(4.09)* 2.1998(2.62)* 0.3637(7.17)* 0.1750(3.50)* 

HUS 4.40(0.4930) 10.01(0.4399) 4.34(0.5011) 6.13(0.8045) 

LM 0.00(0.4781) 0.00(1.0000) 0.94(0.1667) 0.10(0.3743) 

BPCW-H1 13.00(0.0003)* 41.05(0.0000)* 7.99(0.0047)* 15.28(0.0001)* 

BPCW-H2 13.79(0.0170)λ 42.19(0.0000)* 8.34(0.1382) 16.64(0.0828) 

W-AR(1) 23.877(0.0002)λ 5.509(0.0331)λ 6.163(0.0254)λ 5.913(0.0280)λ 

R2 0.2719 0.6093 0.2414 0.2741 

Wald 54.14(0.0000)* 43.40(0.0000)* 112.44(0.0000)* 125.84(0.0000)* 

Observation 169 169 169 169 

Model type PW-PCSE PW-PCSE PW-PCSE PW-PCSE 

Source: authors’ computation (2020) based on STATA 14 outputs. Regression coefficients are reported 

with z-statistics in brackets. PW-PCSE represents Prais-Winsten Regression with correlated Panel 

Corrected Standard Errors.Breusch-Pagan / Cook-Weisberg test for heteroscedasticity with fitted 

values of dependent variable-TLLP/ADLLP (BPCW-H1) and independent variables (BPCW-H2), 

Random-Effects Breusch-Pagan Langrange Multiplier test (LM), Hausman statistics (HUS) and Wald 

Statistics (Wald) reported chi-square statistics with p-values in parentheses. Wooldridge panel data 

first-order autocorrelation test: W-AR(1) reported F-statistics with p-value in parenthesis.ø, λ,and 

*indicate significance at 90%, 95% and 99% confidence levels respectively.  

 

Despite the contribution of this study to the literature in terms of construction of 

novel MDI, tests of use of both TLLP and DLLP for managerial discretionary 

decisions and joint test of moderating influence of IFRS and bank riskiness, 

supplementary robust findings are envisaged from future studies. These are 

achievable if comparison is made between discretionary use of LLPs during IAS 39 

and IFRS 9 regimes though only feasible a couple of years or more after the 
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expiration of non-full disclosure regime of IFRS 9. Future Nigerian studies can also 

use datasets of other banks in addition to those of DMBs used in this study to 

complement the present evidence. 
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Appendix 

Measurement and definitions of components of MDI 
S/N Notation Variable Name Description Sources 

1 CCARit Core capital 

Ratio of core capital to 

total risk-weighted 

assets 

Curcio and Hasan 

(2015) 

2 TRCARit Total regulatory capital 

Ratio of sum of Tier 1 

& Tier 2 capitals to 

total risk-weighted 

assets 

Salami (2021) 

3 EBTLit earnings before LLP and tax 

Pre-LLP and Pre-tax 

earnings scaled by 

total assets 

Leventis et al. (2011) 

4 SIGNit 
one-year-ahead changes in 

earnings 

(Pre-LLP and Pre-tax 

earnings of year t+1 

less Pre-LLP and Pre-

tax earnings of year t) 

scaled by total assets 

Ozili (2015) 

Source:author’scompilation (2020) based on deductions from related literature and conceptual 

framework. 
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Abstract: 

Aim: A global rise in inflation has sparked a renewed interest in the matter of cash holding decisions in 

firms. Increasing inflation makes for different cash holding practices, but the effect of cash holdings on 

firm performance remains unclear. This study aims to determine what the effect of higher cash holdings 

is on financial performance in German and Dutch multinational corporations (MNCs) 

 

Design / Research methods: The sample consists of 105 MNCs, 69 of which are from Germany, while 

36 firms are Dutch. Through a standard OLS regression, financial performance, measured in return on 

assets, is regressed on cash holdings, measured in a cash-to-assets ratio.  

 

Conclusions / findings: A negative relationship is found between cash holdings and financial 

performance. This is because agency costs are more considerable when pools of cash become larger. 

Moreover, the relationship is significantly negative in the German subsample, but not in the Dutch 

subsample. This could be explained by differences in masculinity in national culture.  

 

Originality / value of the article: The effect of cash holdings on firm performance has been neglected 

in the literature. By focusing on two similar countries, and introducing national culture into the discussion 

of cash management, the study is valuable to both management and literature.  

 

Limitations: Research design is rather limited. Findings are preliminary, and need to be verified through 

the use of more extensive studies. 

 

Keywords: Cash Holdings, Firm Performance, National Culture 

JEL: G30 



Annika POST 

118 

1. Introduction  

 

In recent times, considerable attention has been paid to the high rates of inflation 

developing world-wide. For instance, Statistics Netherlands (CBS) has reported an 

inflation rate of 6.4% and 6.2% in January and February of 2022 respectively 

(Statistics Netherlands 2022). As goods and services become increasingly expensive, 

both consumers and firms alter their saving and spending habits. In fact, research by 

Frenkel (1976) has shown that, in the face of inflation, firms firstly increase cash 

holdings, but later decrease them, as price expectations adjust. 

Cash holdings form a buffer against changing economic conditions and operating 

costs. Therefore, when prices rise, firms firstly increase cash and cash equivalents to 

avoid financial distress. Additional cash helps the firm to maintain business operations 

and to avoid the cost of raising new capital. Nevertheless, while cash holdings benefit 

the firm, they can also result in inefficiency. Large cash holdings can create agency 

costs, as they provide managers with the opportunity to invest in projects that might 

reduce firm value (Awan et al. 2020). Moreover, holding cash rather than paying out 

dividends can pose a tax disadvantage. This makes that cash management involves a 

trade-off between advantages and disadvantages. 

There is an added difficulty for multinationals, regarding this matter. International 

firms face additional risk, as they operate in multiple environments. While a domestic 

firm faces one inflation rate in one single economy, multinational firms encounter 

multiple economies, all of which carry different inflation rates and different ways of 

coping with inflation. This increased risk, as well as a higher potential for agency 

costs, makes decisions on cash holdings for multinational corporations (MNCs) even 

more relevant for their continuity. 

In light of this complexity, it is imperative for managers to know the potential 

effects of their cash management decisions on the firm. The effect of cash holdings 

on firm value has been studied thoroughly. For instance, research has found that 

investors value higher cash amounts, since higher reserves can point to improved 

recent performance (Vasilakopoulos et al. 2018). The market for financial resources 

is deemed inefficient, meaning that raising cash externally is costly. Therefore, 

shareholders perceive a raise in cash holdings as an increase in firm value. But, while 
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the increase in firm value is a relevant benefit of cash holdings, it is simply a 

manifestation of investors’ sentiment. 

A consideration that is more frequently emphasized by investors, when making 

investment decisions, is the degree to which the firm is profitable. The interest then 

lies in the effect of cash holding decisions on financial performance. La Rocca et al. 

(2019) have confirmed that an increase in cash holdings leads to improved financial 

performance in small and medium businesses in Europe. However, it was established 

earlier that multinationals face greater difficulty in cash holding decisions, due to 

added risk. Therefore, the question this study aims to answer is: How does the amount 

of cash holdings in multinational corporations based in the Netherlands and Germany 

influence their financial performance? 

The effect of cash holdings on financial performance is expected to be positive. 

This is, firstly, because transaction costs are avoided when cash remains in the 

company, as proposed by Keynes (1936). Secondly, cash holdings are a pre-caution 

for any financial distress. This means, for example, that if the MNC faces higher costs 

because of an exchange price increase, it has enough cash available in order to bear 

the increased costs. Lastly, cash holdings provide added flexibility for the MNC to 

pursue new projects, which yields opportunities to generate extra profits. 

Determinants of cash holdings have been researched extensively. Authors have 

shown that the amount of cash holdings depends greatly on cash flow volatility and 

investment uncertainty (Acharya et al. 2012). Moreover, differences in cash holdings 

and dividend payout between firms have been linked to differences in shareholder 

protection (LaRiviere et al. 2018). This implies that cash holdings can be influenced 

by the markets in which firms are active. The effect of cash holdings on financial 

performance is likely to vary between countries as well, as cash allows a firm to cope 

with risk, and risk differs between business environments. Moreover, culture plays a 

considerable role in how firms are set up, and therefore a firm’s structure depends on 

its country of origin. Accordingly, this study will specifically focus on two European 

countries, namely Germany and the Netherlands. These two countries have long-

standing roots in Protestantism, which makes that they are relevant to the discussion, 

as Protestantism is shown to negatively influence cash holdings (Hu et al. 2019). 

Furthermore, the Netherlands and Germany are considerably similar when it comes 
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to other characteristics. Both countries are members of the European Union, and they 

have similar GDP growth and comparable political and legal systems. One 

considerable point of difference is the disparity in population number. Population 

numbers, however, are not likely to have a significant influence on cash holdings in 

multinationals, making that the discrepancy is irrelevant for this study. Therefore, the 

two countries still make for a valuable combination. 

In doing this, the study will contribute to an understanding for MNCs’ managers 

of the effect of their cash management decisions on the firms’ financial performance. 

While determinants, as well as the value of cash holdings have been researched 

thoroughly, its effects on financial performance have not received enough attention. 

By focusing on Germany and the Netherlands and using recent data, this study will 

supplement existing literature with a new perception. This ensures that financial 

managers are adequately informed to make the right decisions regarding cash holding. 

The rest of this paper will be structured as follows. In section 2, existing literature 

is examined and a hypothesis is developed. Then, in section 3, the data utilized in the 

study, as well as the sample and variables are described. The methodology of the study 

will be explained in section 4, and its results in section 5. Lastly, section 6 entails a 

discussion, after which section 7 will conclude the paper. 

 

 

2. Literature review 

  

In this section, existing literature on the topic of cash holdings and firm 

performance will be described. Beginning with determinants of cash holdings, 

subsection 2.1 will discuss the effect of cash holdings on financial performance. 

Following this, subsection 2.2 will examine the added layer of nationality. Lastly, 

subsection 2.3 will discuss multinationalism, after which a hypothesis is developed. 

 

2.1. The effect of cash holdings on financial performance 

 As mentioned before, the effect of cash holdings on firm value has been 

researched thoroughly. This started with Keynes (1936), who established that firms 

hold cash to avoid the transaction costs of raising new capital. Internal financing is 
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thus less costly than external financing, making it more attractive. This preference is 

strengthened by the pecking order theory, which states that firms first turn to internal 

financing through cash, then move to debt, and if nothing else is possible, rely on 

equity to raise funds to finance an investment. This line of reasoning results in the fact 

that investors perceive cash holdings as valuable for the firm. 

 Retaining cash is valuable to managers as well. Higher cash holdings make for 

financial flexibility, so that managers are able to invest in opportunities as they come 

(Nerantzidis 2018). Furthermore, cash holdings can help avoid financial distress in 

difficult times. Cash reserves help firms cope with higher costs of financing, or 

economic hardship (Habib et al. 2021). Thus, retaining cash can act as a precaution 

(Boot, Vladimirov 2019). These motives provide additional reasons as to why cash 

holdings provide value for the firm. 

 Based on these arguments, La Rocca et al. (2019) have examined whether the 

positive effect of cash holdings on firm value also transcends onto financial 

performance. In their study, focusing on small and mid-sized European firms, they 

have confirmed that cash buffers positively influence financial performance of small 

and mid-sized firms in Europe. The following preliminary hypothesis then results 

from previous arguments: Higher cash holdings have a positive effect on financial 

performance. 

 Nonetheless, one could also argue the other way around. There are added agency 

costs involved in the holding of large amounts of cash, as managers could use the cash 

for their personal gain (Awan et al. 2020). It could encourage managers to invest in 

low-NPV or even negative-NPV projects (Li et al. 2019). This implies that the benefit 

of retaining cash reduces as cash holdings become larger and larger. However, a study 

by La Rocca et al. (2019) shows that these negative aspects makes less of an impact 

on financial performance, since the net effect of cash holdings is still positive. 

Therefore, cash holdings are even so expected to positively influence financial 

performance. 

 

2.2. The influence of nationality on cash holding decisions 

 Previous research has found a number of determinants when it comes to cash 

holdings. Many of these determinants are location-bound. Examples of country-
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specific determinants of cash holdings are shareholder protection (LaRiviere et al. 

2018) and GDP growth (Fernandes, Gonenc 2016). Moreover, research has found that 

firms adjust their cash holdings based on litigation risk (Malm, Kanuri 2017) and 

corruption (Thakur, Kannadhasan 2019). These determinants confirm that cash 

holdings can depend on a firm’s country of origin. 

 Another determinant refers to religion. Hu et al. (2019) have determined that 

protestant values influence cash holdings negatively. Protestantism values a hard-

working ethic, meaning that management uses cash to invest in less-risky projects or 

to pay out to shareholders, and is not likely to use it for personal gain or reckless 

investments. This means that agency costs are lower in predominantly protestant 

countries. It was mentioned earlier that agency costs increase when cash holdings are 

higher, implying that firm performance deteriorates as a result of agency costs. In 

protestant countries, however, this negative effect of agency costs should be limited. 

 Nonetheless, Protestantism is associated with uncertainty avoidance. This not 

only manifests in managers taking less risks, but can also result in them taking more 

precautions in uncertain times. For example, with recent high inflation rates, managers 

from protestant countries might be inclined to retain more cash than managers from 

non-protestant countries would be. Thus, cash holding strategies of firms originating 

from protestant countries are likely to differ significantly from those of others. This 

study focuses on two predominantly protestant countries, namely Germany and the 

Netherlands. 

 

2.3. Multinationalism and cash holdings 

 Since cash holdings act as a precaution for uncertain times, cash management is 

even more relevant for multinationals. MNCs face multiple markets, contributing to 

increased risk in the form of exchange risks, as well political and institutional risks, 

etc. The result of this is that cash management decisions may hold more weight in 

MNCs, than in non-MNCs. Yet, it also makes that the more a firm diversifies, the 

more risk is spread. In fact, Fernandes and Gonenc (2016) have established that the 

more an MNC diversifies, the lower its cash-to-assets ratio will be. The same 

reasoning can be found when it comes to capital structure in multinationals. Aggarwal 

and Kyaw (2010) have found that multinationalism decreases the amount of debt that 
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firms relatively have. Moreover, Pinkowitz et al. (2016) found differences in cash 

holdings between MNCs and domestic firms, when looking at the differences in cash 

holdings between US and non-US firms. Because of this difference, it is probable that 

the effect of cash holdings on financial performance also differs. This makes that it is 

important to focus this study on multinationals. Following this discussion, the 

preliminary hypothesis can now be updated to Hypothesis 1: 

 

Hypothesis 1: Higher cash holdings of multinational corporations incorporated in 

Germany and the Netherlands have a positive effect on financial performance. 

 

 

3. Data 

 

 In order to be able to either confirm or reject the hypothesis, it is necessary to be 

able to measure the relevant variables. This section will firstly explain the data source, 

and the sample used in the study. In subsection 3.2, the variables will be 

operationalized. Lastly, subsection 3.3 will provide descriptive statistics on the 

variables. 

 

3.1. Sample 

 The sample data is retrieved from Reuter’s Refinitiv Eikon database. The interest 

of the study lies in public firms incorporated in the Netherlands and Germany. To 

make the study feasible, focus is put on firms whose yearly sales exceed 1 billion US 

Dollars. These firms have larger pools of cash, making the costs and benefits of 

holding cash more considerable. From these criteria, 123 firms were obtained, and 

then filtered for multinationalism, by examining their annual reports. Out of the 123 

firms, 11 firms were not multinationals, and 7 multinationals lacked the data required, 

resulting in a final sample of 105 firms. 

 The data is taken for a period of 10 years, ranging from 2012 to 2021. This time 

frame is extensive enough to find significant effects, yet does not contain any 

influence of the recession of 2008 and onwards. This makes for a final number of 

1,050 firm-year observations. Out of the 105 firms, 69 firms were incorporated in 
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Germany, while 36 were incorporated in the Netherlands. This makes for a sample of 

690 German observations (66%) and 360 Dutch observations (34%). 

 

3.2. Variables 

 The dependent variable of the study is financial performance, which will be 

measured by return on assets (ROA). ROA is calculated as the net income divided by 

the total assets of the firm. In order to measure the independent variable of cash 

holdings, a cash-to-assets ratio is used. This is computed as the total of amount cash 

and cash equivalents divided by total assets. This cash ratio is preferred over the value 

of total cash and equivalents, because the measure is relative to firm size. This makes 

the amount of cash holdings comparable between firms. 

 A number of control variables are included, in order to reduce possible omitted 

variable bias. Three control variables are used, namely on firm size, firm age and on 

leverage. The first control variable is firm size, measured by the total of the firm’s 

assets. Secondly, a variable on firm age is used, defined as the number of years that 

the firm has been incorporated. In the database of Eikon, the firm age of only 40% of 

observations was available. Therefore, the other 60% was supplemented manually by 

examining firm history online. Lastly, a variable on leverage in the form of the debt-

equity ratio is used. This debt-equity ratio is calculated by dividing the total debt of 

the firm by the total shareholders’ equity. All three control variables are given a 

natural logarithm, in order to obtain meaningful coefficients. 

 

3.3. Data description 

 The variables utilized in the regression are summarized in Table 1 below. On 

average, the firms in the sample have a return on assets of 3%, with a standard 

deviation of 7.3%. The average firm maintains a cash ratio of 10.9% of cash on assets, 

holding a standard deviation of 10%. Total assets are on average 22.7 billion US 

Dollars, and the average firm age is 53 years. Lastly, the debt-equity ratio of the 

average firm is 1.02. It is important to highlight that the distributions of the variables 

are significantly different from the normal distribution, based on the skewness and 

kurtosis measures shown in Table 1. This problem is partially solved by the natural 

logarithm for the control variables, especially for Debt-Equity Ratio. This variable’s  
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Table 1. Descriptive statistics 

Source: author’s own elaboration 

skewness is reduced to -1.21 and its kurtosis is brought back to 6.60. While a natural 

logarithm creates some normality to the distribution of variables, Return on Assets 

and Cash Ratio will not be treated with it. This is because it results in less meaningful 

regression coefficients when regressing ROA on the independent variables. 

 Table 2 compares the numbers of observation, means and standard deviations 

between Germany and the Netherlands. Full tables on both countries can be found in 

the Appendix, namely in Tables A1 and A2. On average, the Dutch multinationals in 

the sample have a higher return on assets, with 3.6% as opposed to 2.7%. Furthermore, 

the average cash ratio for Dutch multinationals is 11.2%, while German 

multinationals average around 10.7%. However, because German firms are better 

represented in the sample, the overall averages resemble German averages more 

closely. Total assets and debt-equity ratio are both on average higher in Dutch firms. 

Nevertheless, in the sample, German firms are older on average. 

 

Table 2. Observations, mean and standard deviation for subsamples 

Germany Obs  Mean  Std. 

Dev. 

 Netherlands Obs  Mean  Std. 

Dev. 

Return on Assets 657 0.027 0.079  Return on Assets 354 0.036 0.058 

Cash Ratio 657 0.107 0.089  Cash Ratio 352 0.112 0.117 

Total Assets (In 

Billions) 

658 21.860 63.405  Total Assets (In 

Billions) 

354 24.308 54.928 

Firm Age 668 58.602 65.044  Firm Age 355 42.135 35.587 

Debt-Equity Ratio 649 99.097 360.805  Debt Equity Ratio 319 108.216 152.981 

Source: author’s own elaboration 

 

Variables  Obs  Mean  Std. 

Dev. 

 Min  Max  Skew.  Kurt. 

 Return on Assets 1011 0.030 0.073 -0.736 0.242 -4.150 36.503 

 Cash Ratio 1009 0.109 0.100 0.000 0.799 2.756 15.034 

 Total Assets (In Billions) 1012 22.716 60.558 0.027 515.612 4.723 29.500 

 Firm Age 1023 52.888 57.108 0.000 353.000 1.985 8.603 

 Debt-Equity Ratio 968 102.103 308.139 0.021 8309.630 20.762 529.089 
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Table 3. Pairwise correlations 

Values in parentheses represent the significance of each correlation.  
Source: author’s own elaboration 

 

 Correlation coefficients between the variables used in the regression are displayed 

in Table 3. This correlation matrix is relevant for checking for multicollinearity. 

Multicollinearity is a high correlation between two independent variables, and can 

lead to biased results. Multicollinearity arises when correlation between two variables 

exceeds 0.7, which is not the case for the variables in this study. The highest 

correlation in the matrix is that between the logarithm of Total Assets and the 

logarithm of the Debt-Equity Ratio, which is 0.289. Therefore, there are no 

multicollinearity issues present. 

 

 

4. Methodology 

 

 The purpose of the study is to determine whether there is a relationship between 

cash holdings and financial performance, and whether this relationship is positive or 

negative. This section will discuss what methods are utilized to achieve this purpose. 

  The goal of the study will be fulfilled through an ordinary least squares (OLS) 

regression, using STATA. Since the sample consists of firm-year observations, this 

regression should be a panel regression. Fixed effects or random effects could be 

included in the panel regression. To determine whether a fixed effects regression is 

Variables (1) (2) (3) (4) (5) 

(1) ROA 1.000     

      

(2) Cash Ratio -0.183 1.000    

 (0.000)     

(3) Log Total Assets 0.149 -0.168 1.000   

 (0.000) (0.000)    

(4) Log Firm Age 0.158 -0.187 -0.086 1.000  

 (0.000) (0.000) (0.007)   

(5) Log Debt-Equity Ratio -0.052 -0.204 0.289 0.044 1.000 

 (0.109) (0.000) (0.000) (0.177)  
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necessary, a Hausman test is conducted. This test indicates that fixed effects are not 

preferred over random effects. Since a random effects regression does not fit the 

purpose of the study, the study utilizes a standard ordinary least squares regression. 

Results of the Hausman test, as well as the results of the model if it were to include 

fixed effects or random effects, can be found in the Appendix Tables A5 through A7. 

 The ordinary least squares regression method assumes that the population model 

can be defined in a linear equation. The hypothesis to be tested expects a positive 

effect of cash holdings on financial performance. Therefore, for the purpose of this 

study, it is assumed that there is a linear relationship between the cash ratio and return 

on assets. Another assumption underlying the OLS technique is that the variance of 

the error term is not correlated with any independent variables. This assumption is 

satisfied by including a command for robustness, in order to correct for any 

heteroskedasticity issues. Lastly, independent variables cannot be highly correlated 

with each other. In Subsection 3.3, it was established that none of the independent 

variables were highly correlated. In order to verify this, variance inflation factor (VIF) 

scores of the independent variables are checked. These scores can be found in 

Appendix Table A3. None of the variables show a VIF score higher than 5, and 

therefore multicollinearity is indeed not a concern. 

 

 

5. Results 

 

 In this section, the findings resulting from the regressions will be presented. 

Subsection 5.1 will discuss the results of the main regression model. Furthermore, 

subsection 5.2 highlights the results of the same model in the country subsamples. 

Lastly, the robustness of the results will be assessed through a sensitivity analysis in 

subsection 5.3. In Appendix Table A4, the univariate regression of ROA on cash ratio 

can be found, as well as Model 1, both with and without robust standard errors. 
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5.1. Main results 

 Results from the main regression are presented in Table 4. In Model 1, ROA was 

regressed on Cash Ratio and the three control variables for the sample as a whole.  

 

Table 4. Main regression results 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 

 

Model 1 was repeated within Germany and the Netherlands separately, and these 

results are displayed in Table 5. 

 Hypothesis 1 states that cash holdings should have a positive impact on financial 

performance. The regression results in table 4 confirm a relationship between return 

on assets and cash ratio. This relationship, however, is negative. The regression 

coefficient is significant at the 1% level, meaning that a rise of 1 percentage point in 

the ratio of cash holdings on total assets is expected to decrease return on assets by 

0.187 percentage points. This makes that Hypothesis 1 is not confirmed. 

 All control variables are significant as well. At the 1% level, the logarithm of total 

assets has a significant, positive impact on ROA. This makes that if total assets 

increase by 1%, return on assets is expected to increase with 0.007 percentage points. 

Moreover, the logarithm of firm age has a positive effect on ROA, which is significant 

VARIABLES Model 1 

  

Cash Ratio -0.187*** 

 (0.069) 

Log Total Assets 0.007*** 

 (0.002) 

Log Firm Age 0.009*** 

 (0.002) 

Log Debt-Equity Ratio -0.008** 

 (0.004) 

Constant -0.109*** 

 (0.042) 

  

Observations 941 

R-squared 0.116 
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at the 1% significance level as well. When firm age increases by 1%, return on assets 

in turn would increase with 0.009 percentage points. Lastly, the regression results 

indicate that the logarithm of debt-equity ratio significantly impacts return on assets 

negatively, at the 5% significance level. This means that when the debt-equity ratio 

of the multinational rises with 1%, ROA is expected to decrease with 0.008 percentage 

points. 

 

Table 5. Regression results for both countries 

 

VARIABLES 

Model 2 

Germany 

Model 3 

Netherlands 

   

Cash Ratio -0.290*** -0.020 

 (0.094) (0.039) 

Log Total Assets 0.006*** 0.005* 

 (0.002) (0.003) 

Log Firm Age 0.009*** 0.005* 

 (0.003) (0.003) 

Log Debt-Equity Ratio -0.008* -0.015*** 

 (0.005) (0.005) 

Constant -0.079* -0.024 

 (0.048) (0.057) 

   

Observations 630 311 

R-squared 0.164 0.100 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 

 

5.2. Country comparison 

 Table 5 shows that the regression results differ between the two countries. The 

model on Germany shows a significant, negative relationship between cash ratio and 

ROA. While the model on the Netherlands also displays a negative relationship, it is 

not significant. This means that neither of the two models can confirm Hypothesis 1, 

which is in line with Model 1. All control variables are significant, and have the same 

direction as the previous results. In the model on Germany, firm size and firm age 
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have a larger impact on ROA, while leverage has a larger impact in the model on the 

Netherlands. 

 

Table 6. Sensitivity analysis 

 

VARIABLES 

Model 4 

ROE 

Model 5 

ROA, Log Cash 

   

Cash Ratio -1.733***  

 (0.503)  

Log Total Assets 0.108*** 0.022*** 

 (0.028) (0.003) 

Log Firm Age 0.106*** 0.010*** 

 (0.040) (0.002) 

Log Debt-Equity Ratio -0.216*** -0.007*** 

 (0.036) (0.002) 

Log Cash  -0.013*** 

  (0.002) 

Constant -1.730*** -0.203*** 

 (0.648) (0.032) 

   

Observations 941 941 

R-squared 0.059 0.097 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 

 

5.3. Robustness of results 

 While the relationship between cash ratio and return on assets is significant in 

Model 1 and 2, it is not in Model 3. This makes that a sensitivity analysis on the results 

would be fitting, in order to assess the robustness of the results. This analysis is 

achieved in two ways, the results of which are presented in Table 6. The first step in 

the analysis is accomplished through changing the measure of financial performance. 

This means that instead of return on assets, Model 4 includes return on equity as the 

dependent variable. Secondly, the measure of cash holdings is changed to the natural 

logarithm of cash and cash equivalents in Model 5. Both models show support of 
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previous findings of a negative relationship, strengthening the conclusion previously 

made. 

 

 

6. Discussion 

 

 The results of the regressions point to a different conclusion than was 

hypothesized before. In this section, possible explanations for this discrepancy will be 

discussed. This means that, firstly, reasoning behind the negative relationship between 

cash holdings and ROA will be developed. Secondly, differences between Germany 

and the Netherlands were found. Therefore, this section will also include a discussion 

on the differences between the two countries. This discussion will lead to a 

preliminary explanation of the discrepancies. 

 

6.1. Main results 

 Previous literature had pointed to a positive effect of cash holdings on financial 

performance, because it provides financial flexibility, the ability to avoid transaction 

costs, and the ability to take pre-cautions. As mentioned before, the regression results 

find a significant negative relationship between cash ratio and return on assets. This 

implies that higher cash holdings result in lower financial performance in 

multinationals. 

 A negative effect of cash holdings is not new to the literature. Literature points to 

agency costs as a downside of retaining cash (Awan et al. 2020). Higher cash reserves 

make that managers have more freedom in choosing what to invest in. This is a 

double-edged sword, as it provides financial flexibility, which stimulates the 

company’s growth, but it also gives managers the opportunity to invest irresponsibly. 

When managers hold power over sizable cash holdings, they could be inclined to use 

these reserves for their own personal gain, investing in projects that do a firm’s 

financial performance more harm than good. 

 As discussed previously, LaRocca et al. (2019) found that cash holdings had a 

positive effect on financial performance for small and medium firms in Europe, 

implying that the benefits of financial flexibility outweighed the agency cost of cash 
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holdings. The point of difference with this study, however, is that this study focuses 

on multinational corporations. This makes that the pools of cash holdings are 

significantly larger, and therefore the power that managers in MNCs hold is larger as 

well. This makes that the potential of agency costs is higher in MNCs. 

 Not only are agency costs more considerable because of the increased cash 

holdings, they are also more considerable because of increased information 

asymmetry. MNCs control operations in multiple countries, leading to distance 

between the parent company and subsidiaries in both geographical and psychological 

ways. Because the parent company does not have a direct hand in the business 

decisions of the subsidiary, subsidiary managers can act out of their own interest. A 

case example is the scandal that the Netherlands-listed Stellantis NV experienced with 

its subsidiary Fiat Chrysler Automobiles (FCA), which is based in the US (Spector, 

Shepardson 2021). Without Stellantis’ knowledge, FCA had manipulated the 

pollution results of its cars. This has led to considerable penalties to be paid by 

Stellantis. 

 Following Li et al. (2019), shareholders are aware of the increased potential for 

agency costs, and therefore their demand for accounting conservatism increases. 

Increased conservatism in accounting weakens financial flexibility for managers. So 

while agency costs increase as pools of cash and information asymmetry become 

larger, the ability to invest in growth opportunities decreases. This makes that cash 

holdings in MNCs impact financial performance negatively. 

 

6.2.  Country differences 

 From Models 2 and 3, it becomes clear that the relationship between cash ratio 

and ROA differs between Germany and the Netherlands. While the German 

subsample confirms a negative effect, the Dutch sample does not. So, the effect of 

cash holdings on financial performance is weaker in the Netherlands than in Germany. 

This result is surprising, as the countries are considerably similar, in terms of 

economic development, political risk, and legal system. One possibly remarkable 

point of difference between the two countries, however, is culture. Considerable 

research has focused on the influence of Hofstede’s national culture dimensions on 

cash holdings. For starters, Chen et al. (2015) have found that individualism in a 



THE EFFECT OF CASH HOLDINGS ON FINANCIAL PERFORMANCE … 

133 

culture leads to lower cash holdings. Moreover, uncertainty avoidance has been found 

to increase cash holdings, coming from a pre-cautionary perspective (Alves 2018). 

However, Germany and the Netherlands only differ slightly in these dimensions, as is 

shown in Table A8 in the Appendix. 

 The only Hofstede dimension that the German and Dutch cultures differ in 

significantly is masculinity (Hofstede Insights 2022). Germany scores 66 out of 100 

points on this dimension, whereas the Netherlands scores only 14 out of 100. This 

makes that German culture emphasizes more masculine values, such as competition, 

while Dutch culture focuses on more feminine values, such as cooperation. In the 

previous subsection, agency costs were pointed out to be the cause of the negative 

relationship between cash reserves and financial performance. It became clear that 

managers can use cash holdings for their own personal gain, in order to gain an 

advantage for themselves. This can be related to the masculine value of competition 

in culture, implying that agency costs are higher in countries with more masculine 

cultures. 

 According to a study by El-Halaby et al. (2021), masculinity in a culture is 

expected to decrease cash holdings. This makes sense, because in a culture with more 

emphasis on competition, managers are inclined to use cash reserves for their own 

gain, increasing agency costs, and increasing the need for conservative accounting. 

Accordingly, in relatively more masculine cultures, such as Germany, cash holdings 

are lower and potential agency costs are higher. On the other side, agency costs are 

lower in cultures that value cooperation over competition. This can explain why the 

effect of higher cash holdings in German multinationals is significantly negative, 

while this effect cannot be found in Dutch multinationals. 

 

 

7. Conclusion 

 

 Recently, inflation rates have increased drastically, which has impacted the 

spending and saving habits of companies. For managers, it is imperative to be aware 

of the effects their cash holding decisions have on the firm. Therefore, the purpose of 

the study was to determine whether or not cash holdings have an impact on the 
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financial performance of Dutch and German MNCs. Focus is put on multinationals, 

as both cash pools and cash holding decisions are more considerable there than in non-

multinationals. 

 Results have pointed to a negative relationship between cash ratio and return on 

assets, meaning that higher cash holdings make for lower financial performance. This 

finding contradicts both existing literature and the hypothesis of the study. While cash 

holdings provide for numerous benefits in the form of financial flexibility and pre-

cautions, it becomes clear that they can also be harmful for a firm. So, managers of 

MNCs may think that they are helping the company by building up reserves, but it is 

actually decreasing financial performance. This can lead to fewer investors wanting 

to invest in the company, and also makes shareholders question the ability of 

management to remain profitable. 

 The findings differ from those in existing literature, which is likely due to the 

larger size of multinationals. Pools of cash are more considerable, meaning that the 

disadvantages of holding cash are also larger. This makes for agency costs being more 

significant than in smaller firms, or in non-multinational firms. Therefore, it is 

important for managers to keep in mind that the effect of cash management decisions 

can differ greatly, depending on the size of the firm and the amount of cash. The effect 

of agency costs is larger in multinational firms, so the downside of increasing cash 

holdings is greater. 

 While the findings were significant in the overall sample, they differed in the 

separate sub-samples of Germany and the Netherlands. It became clear that German 

multinationals experience a statistically significant negative relationship between cash 

holdings and firm performance, while Dutch multinationals do not. It is probable that 

this discrepancy comes from a cultural difference in masculinity. Agency costs are 

likely to be higher in firms from relatively more masculine cultures, like that of 

Germany. Culture, therefore, seems to play a significant role in cash management 

decisions. This could be relevant for financial managers, as it points out that they need 

to take culture into consideration.  

 Previous research has been conducted on the effect of culture on cash 

management. Now, however, it becomes clear that culture not only affects cash 

holdings themselves, but also their impact on profitability. This makes for a new 
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perspective on the relevance of culture within firms. Managers’ knowledge of this 

could significantly improve their decision making, as well as firm performance.  

 Nevertheless, the findings are preliminary. Further research is required in order 

to investigate the influence of masculinity in the relationship between cash holdings 

and financial performance. While national culture could indeed be the cause for the 

discrepancies in the results, the argument is not backed by an additional analysis. 

Moreover, the findings are based on a fairly simplistic research design. The study was 

not able to take changes within and between groups, or any fixed factors. This makes 

for a deficiency, as it is possible that relevant trends in the data have been ignored. 

Furthermore, the research sample utilized in the study is extremely narrow, with a 

small number of multinationals from two developed European countries. These 

limitations point to a need to repeat the study as well as to improve it. 

 Even though the study is relatively limited, the results from the study are both 

interesting and promising. It is assumed to be relatively sure that national culture has 

a role in the effect of cash holdings on financial performance in MNCs. But the scope 

of this finding is yet to be determined. 
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Appendix 1. Additional Tables 

 

Table A1. Descriptive statistics Germany 

Variables Obs  Mean 
 Std. 

Dev. 
 Min  Max  p1  p99 Skew.  Kurt. 

Return 

on Assets 
657 0.027 0.079 -0.736 0.242 -0.268 0.158 -4.667 37.753 

Cash 

Ratio 
657 0.107 0.089 0.001 0.750 0.003 0.440 2.464 13.862 

Total 

Assets 
658 21.860 63.405 0.027 497.114 0.105 351.209 4.520 25.662 

Firm Age 668 58.602 65.044 0.000 353.000 1.000 347.000 1.783 7.042 

Debt-

Equity 

Ratio 
649 99.097 360.805 0.021 

8309.63

0 
0.309 556.290 

19.12

3 
420.152 

Source: author’s own elaboration 

 

Table A2. Descriptive statistics Netherlands 

 

Variables 
Obs  Mean 

 Std. 

Dev. 
 Min  Max  p1  p99 Skew.  Kurt. 

 Return 

on Assets 
354 0.036 0.058 -0.247 0.208 -0.153 0.186 -0.855 6.606 

 Cash 

Ratio 
352 0.112 0.117 0.000 0.799 0.003 0.669 2.821 13.803 

 Total 

Assets 
354 24.308 54.928 0.043 515.612 0.277 258.387 5.228 40.344 

 Firm 

Age 
355 42.135 35.587 0.000 148.000 1.000 145.000 1.068 3.298 

Debt-

Equity 

Ratio 
319 108.216 152.981 0.242 

1689.18

9 
1.046 865.306 5.410 45.176 

Source: author’s own elaboration 
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Table A3. Variance inflation factors associated with Model 1 

  VIF 1/VIF 

 Log DE Ratio 1.128 .886 

 Log Total Assets 1.12 .893 

 Cash Ratio 1.107 .904 

 Log Firm Age 1.061 .942 

 Mean VIF 1.104 . 

Source: author’s own elaboration 

 

Table A4. Complete regression results of Model 1 

 

 

VARIABLES 

(1) 
No Controls 

(2) 
Controls 

(3) 
No Controls, R 

(4) 
Controls, R 

     

Cash Ratio -0.133*** -0.187*** -0.133** -0.187*** 

 (0.023) (0.025) (0.062) (0.069) 

Log Total Assets  0.007***  0.007*** 

  (0.001)  (0.002) 

Log Firm Age  0.009***  0.009*** 

  (0.002)  (0.002) 

Log Debt-Equity Ratio  -0.008***  -0.008** 

  (0.002)  (0.004) 

Constant 0.044*** -0.109*** 0.044*** -0.109*** 

 (0.003) (0.032) (0.006) (0.042) 

     

Observations 1,008 941 1,008 941 

R-squared 0.034 0.116 0.034 0.116 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 
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Table A5. Model 1 with fixed effects 

VARIABLES (1) 

  

CashRatio -0.180*** 

 (0.025) 

LogTotalAssets 0.007*** 

 (0.001) 

LogFirmAge 0.009*** 

 (0.002) 

LogDEratio -0.008*** 

 (0.002) 

Constant -0.116*** 

 (0.033) 

  

Observations 941 

R-squared 0.114 

Number of Years 10 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 

 

Table A6. Model 1 with random effects 
VARIABLES (1) 
  

Cash Ratio -0.187*** 
 (0.055) 
Log Total Assets 0.007*** 
 (0.002) 
Log Firm Age 0.009*** 
 (0.001) 
Log DE Ratio -0.008* 
 (0.005) 
Constant -0.109*** 
 (0.038) 

  

Observations 941 
Number of Years 10 

Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 

Source: author’s own elaboration 
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Table A7. Hausman (1978) specification test 
  Coef. 

 Chi-square test value 5.495 

 P-value .24 

Source: author’s own elaboration 

 

Table A8. Hofstede’s national culture scores for Germany and the Netherlands 
Dimension Germany Netherlands 
Power Distance 35 38 
Individualism 67 80 
Masculinity 66 14 
Uncertainty Avoidance 65 53 
Long-Term Orientation 83 67 
Indulgence 40 68 

Source: Hofstede Insights (2022). 

 

 


