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Abstract: This study investigates whether managers using trading or
non-trading derivatives and discretionary bad debt expense as partial
substitutes for smoothing earnings. Research samples are collected from
Taiwan Listed (and OTC) banks between the first quarter in 2002 and the
third quarter in 2004. Both univariate tests and simultaneous multiple
regression analyses were used to examine our conjecture. Empirical
findings show that there is a significant negative association between
derivative notional amounts and the magnitude of discretionary bad debt
expense. Also, this negative correlation is stronger for non-trading (hedge)
derivative notional amounts than trading derivative notional amounts.
Several additional tests show that our finings are robust.
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PR E IR F L APM > B E o AR R
WG RITFR S DTRER fFVFF R oM 2SR
WpFA AT E P e g B il e B RGE - R

22 FAEeRT S0 M R RS %E (N=330)

R LH T FEZL BB B E 25% voidc 75%

DER 0.214 0.401 0.000 2.305 0.015 0.053 0.183
TDER 0.195 0.379 0.000 1.954 0.010 0.043  0.155
HDER 0.019 0.039 0.000 0.390 0.000 0.003  0.023
|DBAD| 0.214 0.359 0.001 2.547 0.042 0.107  0.220
STOCK 51.292  40.796 0.070  100.000 10.978 42.080 100.000
SIZE 8.247 0.735 6.277 9.764 7.784 8.151  8.808
DEBT 0.916 0.108 0.304 0.993 0.919 0.934 0.951
|OCF| 0.013 0.015 0.000 0.095 0.004 0.008  0.017
EBTP 0.003 0.005 -0.047 0.023 0.002 0.003  0.004

DIV_YIELD 0.002 0.006 0.000 0.044 0.000 0.000  0.001
ST_DEBT 0.009 0.015 0.000 0.087 0.000 0.000  0.015

EBTPt+1 0.003 0.005 -0.047 0.023 0.002 0.003  0.004
BIS 10.685 4.441 1.040 41.680 8.985 10.150 11.473
D1 0.182 0.386 0.000 1.000 0.000 0.000  0.000
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%3 ®fcip b2 2 (N=330)

$#%  DER

TDER HDER |DBAD| STOCK  SIZE DEBT |OCF| EBTP DIV_YIELD ST_DEBT EBTP.,; BIS D1

DER 1.000
TDER 0.996***
HDER 0.577***

1.000
0.505*** 1.000

[IDBAD|  -0.160*** -0.161*** -0.074 1.000

STOCK  0.320%*
SIZE 0.326%+*
DEBT 0031
|OCF| 0,284+
EBTP 0.178%+*
DIV YIELD 0.049
ST DEBT  0.142**
EBTPus —
BIS —
D1 —

0.313*** 0.329*** -0.052 1.000
0.315** 0.290* -0.117** 0.734** 1.000
0043  -0.103* -0.028 -0.091 -0.116 1.000
0.288*** 0.112** -0.106*  0.120 0131  -0.292** 1.000
0.179** 0.091* -0.347* 0410 0.402*** -0.321*** 0.176** 1.000
0.041 0.099* — 0.514** 0377 -0417* 0.200** 0.328** 1.000
0.137**  0.127** — -0.006 0.037 0218** -0096  0.005 0.122 1.000
— — -0.008 0433* 0426* -0.274~* 0110 0382*** 0.339** -0031 1.000
— —  -0043 0.253*** 0.203** -0.678*** 0.276*** 0.315*** 0.289*** -0.162* 0.307*** 1.000
— — 0.087 0.011 -0.045 0014  -0051 0042 0.129 0136  0.098 0.042 1.000
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Panel A = 2.2 - (N=132)
|DBAD)| DER

L3S % #i S fadk tie % #K S ik tie
CONSTANT -0.261 -0.085 -4.393 -1.728*
DER -0.277  -0.747 -1.895*
|DBAD| -0.284  -0.641 -3.120%**
STOCK 0.001  0.163 1.175 0.001 0.103 0.933
SIZE 0.255  0.548 2.997*** 0,325 0.583 4.362***
DEBT -1.593  -0.091 -0.441 2.080 0.099 0.868
|OCF| -0.043  -0.002 -0.022 -0.900  -0.034 -0.468
EBTP -16.152  -0.135 -0.834 -30.752  -0.215 -1.286
DIV_YIELD 12.907 0.053 0.573
ST_DEBT -2.283  -0.073 -0.828
EBTPuy 5203  0.046 0.312
BIS -0.026  -0.175 -0.951
D1 0.055  0.058 0.715
Adj R? 24.4% 43.6%
Panel B = #2.%2 - (N=132)

|DBAD)| HDER

L3S % fi S fadk tie % ¥ S fadk tiE
CONSTANT -0.002 -0.001 -0.340 -0.964
TDER 0.070  0.078 0.741
HDER -0.357  -0.963 -2.017**
|DBAD| -0.024 -0.462 -1.878*
STOCK 0.007  0.761 1.969* 0.000 0.379 2.877***
SIZE 0.137  0.295 2.467** 0.017 0.257 1.604
DEBT -1.000  -0.057 -0.298 0.237 0.098 0.714
|OCF| -1.493  -0.067 -0.824 -0.174 -0.056 -0.651
EBTP -37.189  -0.310 -2.996***  -4.677 -0.282 -1.412
DIV_YIELD -0.056 -0.002 -0.018
ST _DEBT -0.167 -0.046 -0.438
EBTPiy 4112 0.036 0.254
BIS -0.027  -0.182 -0.978
D1 -0.058  -0.061 -0.536
Adj R? 24.2% 19.2%
T e
WALD TEST: DF Wald Statistic Pr>Chi-Sq
HDER - TDER 1 4.06 0.0438
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Both AgiEEipined & 5Panel A 5 % &7 £ -k 22 KA SR )
AR EBE S RIFEEF PN (tEA S 5-1.937-2.869)
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AVEMBP S EFIHEFLAAMN (1 £=-2015) T RFH L2
PRAEAMERTE S LD EFE SRR T R R R 3 ALY
REP AR ERBT S D £ AF AL RER

V- BATR AT 5 RIEE 8% 2 T A AF B YR A
TRF AR LS 8%AT 2 m R (D2) xF & 5 s 3
R R FREFER %Lﬁ%%*ﬁ4r£@ﬁ%?
PRIFEAE (F'%) PO ERT LD EH T SHF (A
M’?QgBﬁ%iﬁﬁﬁWWrﬁ§&¢Eﬁ%@1@%’ﬁmﬁ
vk AT BEHR- fEms T

25 AYPFIPERE SEFAPRRBBMEZREFESS
Panel A = fz = (N=132)

IDBAD| |DDER]

£33 e Sk tiE bl Stk tE
CONSTANT -1.009 -0.366 -3.842 -1.600
|DDER] -0.245  -0.662  -1.937*
|DBAD)| -0.247  -0.620  -2.869**
STOCK 0.002 0172  1.225 0001 0133  1.153
SIZE 0.230 0494  3.088*** 0266 0531  3.781***
DEBT -0.598  -0.034  -0.191 1949 0104  0.861
|OCF| -0.289  -0.013  -0.155 -0.854  -0.036  -0.470
EBTP -19.384  -0.162  -1.094  -27.634  -0.215  -1.224
DIV_YIELD 6985 0032 0328
ST_DEBT -1.079  -0.038  -0.414
EBTPus 2.858 0025  0.184
BIS -0.021  -0.143  -0.847
D1 0.049 0052  0.631
Adj R? 24.5% 37.7%

OUD2=1 44T F A A 8% F 2R 50
Wi sd 22 2380 L8 KFELET AT A o
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Panel B = #2222 (N=132)

|DBAD] |DHDER]
%K % dc S i t e % Stk tiE

CONSTANT 0.000 0.000 -0.353 -1.069

|DTDER] 0.064 0.064 0.631

|DHDER| -0.493 -1.328 -2.015%*

|DBAD| -0.020 0429  -1.679*

STOCK 0.010 1.119 2.004**  0.000 0.371 2.715 **

SIZE 0.108 0.232 1.945% 0.012 0.209 1.260

DEBT -0.746 -0.043 -0.232 0.286 0.131 0.917

|OCF| -5.076 -0.227 -1.936*  -0.284 0101 -1.133

EBTP -24.956 -0.208 -1.583 -3.662 -0.244  -1.178

DIV_YIELD -0.867 -0.034  -0.296

ST_DEBT -0.166 -0.051  -0.465

EBTPu1 15.577 0.138 0.753

BIS -0.044 -0.298 -1.281

D1 -0.154 -0.161 -1.050

Adj R? 24.2% 13.0%
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