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,Hedge Accounting During Times of Crises: Evidence from the European Banking
Industry”

“This paper provides an in-depth analysis on financial information related to hedge
accounting of European banks from 2005-2014. We investigate whether hedge
accounting can be used to improve the information environment in the form
of decreased information asymmetry and additional explanatory power for market
values. We find hedge accounting to have the intended effect of earnings
smoothing, which works as a mechanism for the improved information
environment. The estimation results show that both hedge accounting quantity and
quality are significantly associated with current market value of equity with the
effects being even stronger during years of financial instability. The findings of this
study on the relevance of hedge accounting are particularly important in view
of the IASB’s envisaged increased application of hedge accounting under IFRS 9.”
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