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Amer Morshed (Jordan)

EVALUATING THE EFFECTS
OF IFRS 9 ON JORDANIAN BANKS

CREDIT AND FINANCIAL METRICS

Abstract

Adopting International Financial Reporting 9 is critically relevant as it significantly
transforms accounting practices, particularly in credit risk management, for banks in
Jordan. The primary purpose of this study is to examine the impact of implementing
International Financial Reporting 9 on the financial performance and credit risk man-
agement practices of Jordanian banks. A quantitative analysis was conducted using the
Difference-in-Differences approach and Fixed Effects models on data from 19 banks
operating between 2012 and 2022.

The results indicate that the adoption of International Financial Reporting 9 led to a
substantial increase in loan loss provisions, with a mean increase of 0.25 (t-value =
18.00). This increase in loan loss provisions negatively affected profitability metrics
such as Return on Assets and Return on Equity, which showed mean decreases of
0.0857 (t-value = 4.22) post-implementation. Despite the negative impact on profit-
ability, the findings also highlight improvements in financial transparency and stability
due to more accurate credit risk assessment.

While the adoption of International Financial Reporting 9 imposes operational and
financial challenges, it enhances the robustness and clarity of financial reporting in
Jordanian banks.

Keywords risk, provisions, compliance, profitability, transparency,
expected credit loss, non-performing loans, panel data
JEL Classification G21, M41, G28, G32

INTRODUCTION

The adoption of International Financial Reporting 9 (IFRS 9) mate-
rially transforms accounting practices, mainly in credit risk man-
agement. The most profound change is for commercial banks in
Jordan called to convert from the incurred loss model in IAS 39 to
the expected credit loss model in IFRS 9, targeting improvement in
terms of accuracy and timeliness in the recognition of credit losses,
thus also boosting the clarity and stability of banks’ financials.

The banks are under the obligation of IFRS 9, they should forecast
future credit losses and historical data using the economic envi-
ronment. This is going to be a very major shift in the operation,
meaning it may involve considerable investments in advanced data
management systems and sophisticated techniques of risk model-
ing. In this regard, small banks would feel an overstretched chal-
lenge and burden because they have fewer resources. High loan loss
provisions depress banks’ profitability, and operational complexity
demands more collaboration of resources between finance and risk
management departments.

In all this, it is essential to note that IFRS 9 was developed to lead
to a more transparent and resilient financial system. By making
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banks account for expected credit losses, it gives a much clearer picture of potential risks and hence
builds investor confidence while promoting economic stability.

The current study, based on the adoption of IFRS 9 by Jordanian banks, gives a general view of the influ-
ence IFRS 9 has on credit risk management practices and the financial performance of these entities. It
formulates a scientific problem regarding the adoption of a comprehensive credit risk predictive mod-
el concerning discussions about changes in global accounting practices and implications for financial

stability.

1. LITERATURE REVIEW

The adoption of IFRS 9 has brought sweep-
ing changes to accounting policies in the global
banking sector, with a particularly profound im-
pact on credit risk management (Dib & Feghali,
2021). In Jordan, these changes pose both chal-
lenges and opportunities for banks, significantly
altering their risk assessment and management
practices (Al-Sakini et al., 2021). While scholars
broadly agree on the fundamental shift from the
incurred loss model of IAS 39 to the expected
credit loss (ECL) model of IFRS 9 (Bank & Eder,
2021; Rodriguez, 2021), the implications for banks’
financial health and operational capacity are con-
tentious. A deeper exploration into these perspec-
tives reveals that while IFRS 9 enhances transpar-
ency, it simultaneously imposes significant finan-
cial and operational burdens. IFRS 9 advocates
assert that an ECL model, incorporating future
economic conditions and historical information
in estimating losses, increases both the timeliness
and accuracy of recognizing credit losses (Jacobs
Jr, 2020; Wheeler, 2021). At the same time, banks
classifying financial instruments in accordance
with the stages of credit risk will also encourage
active management of risks, possibly stabilizing
the financial system over the long term (Du et al,,
2023; Jin & Wu, 2023). These researchers believe
that the emphasis on looking forward makes for
a more resilient financial system in that banks
can anticipate losses and reduce the chances of a
financial tailspin occurring (Naumenkova et al.,
2020; Yanenkova et al., 2021). This, however, has
to be tempered with the operational reality of in-
creased transparency, and risk mitigation realized
from this increased transparency is often ideal-
ized due to the complexity of the model. Perhaps
most significantly, the emphasis on forward-look-
ing information imposes the need for substantial
investment in sophisticated data management sys-
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tems by banks, to which smaller banks often have
inadequate wherewithal to commit (Awuye &
Taylor, 2024; Ramadan et al., 2024). In a Jordanian
context, where banks face additional technologi-
cal and regulatory challenges, such burdens could
clearly outweigh the transparency gains that pro-
ponents suggest would accrue from IFRS 9.

Critics argue that the IFRS 9 ECL model, while
more robust in efficient risk management, is at the
expense of bank profitability. For Jordanian banks,
increased provisioning has led to a reduction in
various important major profitability measures,
including ROA and ROE (Ben Ltaief & Moalla,
2023; Jodeh & Khalaf, 2023). This is in line with in-
ternational findings, which state that an increase
in loan loss provisions erodes profitability and
raises concerns that IFRS 9 could cool economic
activities by limiting bank lending and investment
(Becker et al., 2023; Hewa et al., 2020). Which is an
aggravating impact on the profitability given the
tight margins of Jordanian banks (Barnoussi et al.,
2020). For example, the research says that trans-
parency offered under IFRS 9 enhances investor
confidence, but at an increased operational cost
to comply with it — both by smaller institutions -
and can raise interest rates and fees charged to
consumers, making them uncompetitive (Basten
& Mariathasan, 2023; Ornelas et al., 2022). A para-
dox is now introduced in this area, while IFRS 9
seeks to make the financial system more resilient,
it might damage the viability of smaller banks by
raising their operating costs.

Another important aspect of IFRS 9 is that it re-
quires the incorporation of forward-looking in-
formation in credit risk assessments. While sup-
porters argue that this enhances the precision
of risk provisions, critics emphasize the signifi-
cant resource burden it places on banks (Ali &
Morshed, 2024; Kassamany et al., 2023). The im-
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plementation of the complex risk modeling and
management systems required for IFRS 9 poses
a real challenge. This calls for huge investments
in technology and human resources in banks (Al-
Husseini, 2024; Shiyyab & Morshed, 2024). In this
sense, provisioning processes have become more
complicated in Jordanian banks, thus demanding
more levels of cooperation between finance and
risk management departments within these insti-
tutions (Fatouh et al., 2023; Zainuddin et al., 2022).
Even if theoretically sound, the strengthened co-
ordination among departments has created opera-
tional bottlenecks that only add to inefficiencies,
which could be more prominent in smaller insti-
tutions. This would add an extra level of system-
ic risk that could hardly be attenuated simply by
adopting new standards that do not match the un-
derlying capacity difficulties in banks (Abdulla &
Premaratne, 2024; Morshed, 2024a).

The impact of IFRS 9 is supported not only by
concerns regarding immediate profitability but
also by more systemic considerations. Proponents
hold that it enhances regulatory compliance and
brings sweeping improvements to liquidity risk
management and disclosure, among other fac-
tors (Siddique et al., 2021; Tsalavoutas et al., 2020).
Such improvements thus increase the confidence
of investors in long-term financial stability, a key
driver in local and international regulatory envi-
ronments (Kvaal etal., 2023; Morshed & Ramadan,
2023). However, critics warn that the overall op-
erational changes needed, especially by smaller
banks, more than offset these regulatory advan-
tages. Feil and Feijo (2021) warn that actually the
smaller banks, lacking the infrastructure of their
bigger counterparts, may have missed the bullseye
regarding exacting requirements put forth by IFRS
9, potentially diverging small and large institu-
tions. The danger is that this could worsen further
the systemic vulnerabilities within the Jordanian
banking sector, where smaller banks find they just
cannot keep up in terms of competitiveness with
growing regulatory demands.

Others argue that increased provisions will reduce
the negative consequences of the growing portfolio.
For instance, new, stricter mechanisms for deter-
mining the volume of loans and intensifying moni-
toring of borrowers in credit risk management have
been put forward among other more conservative
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policies being promoted by researchers (Goyal
et al., 2023; Hansen et al., 2024). While these are
practical suggestions, they do not address the root
of the problem. For instance, a more conservative
approach to lending can contain non-performing
loans but could also limit access to credit in the long
run, hence hurting economic growth. Others go as
far as to suggest that these reforms include stron-
ger systemic reforms that are based on enhanced
regulatory and macroeconomic guidance to navi-
gate the banking sector through this time of change
(Buesa et al. 2023; Richter, 2020). This general view
underlines the necessity for the implementation of
IFRS 9 to be aligned with national economic poli-
cies if the country’s banking system is not only to
survive but also thrive with the new standard in
place. On that note, a harmonized approach toward
micro and macro-level reforms could arguably be
the only way of balancing the transparency bene-
fits of IFRS 9 with operational and financial costs
accruing from the same (Pucci & Skeerbeek, 2020;
Stander, 2023).

The academic debate over IFRS 9 implementation
in Jordanian banks has revealed a complicated
landscape, where transparency and better risk
management would have to be balanced against
the financial and operational burdens placed
by the new standard. Whereas some academics
highlight the advantages associated with a more
transparent financial system, others note that this
might take its toll on operational strain, reduced
profitability, and systemic risks, particularly to
small institutions. Therefore, the effective imple-
mentation of IFRS 9 in Jordan will need to have a
balanced view regarding the strengths and limi-
tations of the standard. Indeed, operational chal-
lenges and support for smaller banks through an
adjustment of regulation must be taken into ac-
count in the light of macroeconomic policy align-
ment in Jordan.

To examine the impact of implementing
International Financial Reporting 9 on the finan-
cial performance and credit risk management
practices of Jordanian banks.

Study hypotheses are as follows:

HI: The adoption of IFRS 9 is anticipated to

significantly raise loan loss provisions in
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Jordanian banks, reflecting stricter credit
risk management practices.
H2: The increase in provisions under IFRS 9
is expected to reduce the profitability of
Jordanian banks, evident through lower ROA
and ROE.
H3: IFRS 9’s forward-looking approach is hy-
pothesized to improve the accuracy of credit
risk assessments by integrating predictive
economic and historical data.
H4: Jordanian banks are likely to encounter no-
table operational challenges with IFRS 9
adoption, particularly due to the added com-
plexity in risk management.
H5: IFRS 9 is expected to improve financial
transparency and stability, leading to more
reliable financial reporting and increased in-
vestor confidence.

2. METHODOLOGY

This research paper primarily emphasizes a critical
analysis of the impact of International Financial
Reporting Standard 9 on the practices of credit
risk management in Jordanian banks. The sample
comprises all 19 commercial banks operating in
Jordan between 2012 and 2022. The period allows
the study of the phenomena both during the pre-
adoption period for IFRS 9, from 2012 to 2017, and
during the post-adoption period for IFRS 9, from
2018 to 2022. Viewing the complete set of com-
mercial banks, the study hopes to draw a compos-
ite representation of the effects of IFRS 9 adoption
in the Jordanian banking sector. The sample de-
scription is in a list in the appendices.

The inclusion criteria required that the banks must
have been in operation for the entire period, re-
ported according to Central Bank of Jordan re-
porting standards, and issued complete annual fi-
nancial reports. This way, the study has a constant
and reliable sample representative of the commer-
cial banking sector in Jordan (Alkayed & Omar,
2023). The sources of the study data are reputable
to ensure the validity and comprehensiveness of
the analysis. The primary data represented the an-
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nual reports of Jordan’s commercial banks, which
entailed significant financial metrics like Return
on Assets (ROA), Return on Equity (ROE), Loan
Loss Provision (LLP), Bank Size, Capital Adequacy
Ratio (CAR), and Liquidity Ratio - a data compi-
lation that is necessary for the appraisals of finan-
cial performance and risk management.

The Central Bank of Jordan also offered secondary
data that comprises the macroeconomic indicators
of GDP growth, interest rates, and inflation, which
presented an idea about the general economic sce-
nario. Further data and information were col-
lected from the Jordanian Banking Association’s
publications and databases regarding the regula-
tory environment and operating issues, specifi-
cally concerning compliance with IFRS 9. The use
of the same makes this an assured analysis of the
effects of IFRS 9 on Jordanian banks and essential
insight into their transition into the new regula-
tory environment.

A few key determinants that are likely to measure
a bank’s profitability are dependent variables like
Return on Assets (ROA) and Return on Equity
(ROE). The former implies profitability concern-
ing total assets and explains how well a bank em-
ploys its assets for generating earnings. It gives an
idea about general operational efficiency and bank
profitability. ROA can be calculated by dividing
Net Income by Total Assets. ROE measures prof-
itability based on shareholders’ equity; this ratio
shows the ability of the bank to generate returns
from investments made by equity. It is a critical ra-
tio for investors and stakeholders to roughly guess
how much return is made from the investment.
The two are worked out as Net Income divided by
Shareholders’ Equity (Gaur & Mohapatra, 2021).

Many dependent variables determine profitability
ratios. LLP is a reserve amount set aside to cover
the potential losses on loans set by banks; there-
fore, it impacts profitability and risk management.
A high LLP will reflect perceived risks that affect
the loan portfolio, lowering ROA and ROE (Ali &
Siddiqui, 2020). The size of a bank, as measured by
the total asset size, also impacts profitability, risk,
and operational efficiency (Grzeta et al., 2023).
Capital Adequacy Ratio measures the bank’s lev-
el of capital to its risk-weighted assets and guar-
antees solvency by providing a cushion to absorb
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losses. Then, it is expected that larger banks have
scale economies, an impact on their profitability,
operational effectiveness, changes in risk-taking
behavior, and changes in regulatory scrutiny. A
higher ratio shows that the organization is bet-
ter prepared for financial shocks, hence directly
affecting the profit and the strategies for manag-
ing risks (Le et al., 2023). The Liquidity Ratio may
reflect the capability of a bank to meet short-term
obligations; it, therefore, could be suggestive of
overall financial soundness. It is this most crucial
ratio, which means the difference, as far as inves-
tor and customer confidence is concerned, for a
bank in terms of its operational stability and risk
management (Morshed, 2020).

Control variables also play a role in influencing
a bank’s performance. GDP Growth represents
the economic growth rate of a country, affecting
overall economic conditions and bank perfor-
mance (Ramadan & Morshed, 2024). Economic
growth impacts the demand for banking services
and the financial health of borrowers, influencing
the bank’s performance and profitability (Ozili et
al., 2023). Interest Rates represent the cost of bor-
rowing money, affecting lending rates and profit-
ability. Changes in interest rates can influence net
interest margins, loan demand, and overall bank
profitability (Boungou & Mawusi, 2023). Inflation
measures the rate of price increases in the econ-
omy, affecting purchasing power and economic
stability. Inflation impacts the real value of money,
influencing both the cost structure of banks and
the financial stability of borrowers. It is calculated
as the annual percentage change in the Consumer
Price Index (CPI) (Abebe et al., 2023).

The descriptive analysis table (Table A2) in the ap-
pendices provides a comprehensive overview of
key financial metrics for commercial Jordanian
banks, categorized into three periods: the overall
period (2012-2022), the pre-IFRS 9 period (2012-
2017), and the post-IFRS 9 period (2018-2022). It
includes the mean, standard deviation, minimum,
25th percentile, median, 75th percentile, and max-
imum values for each metric.

The Difference-in-Differences (DiD) approach
estimates the causal effect of IFRS 9 adoption
by comparing changes in outcomes over time
between banks that adopted IFRS 9 (treatment
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group) and those that did not (control group, if ap-
plicable) (Kang et al., 2023). The key components
include the Post variable, a dummy variable indi-
cating the post-IFRS 9 period, which equals 1 if the
period is after the implementation of IFRS 9 and
0 if it is before. These variable captures time-spe-
cific effects common to all banks. The Treat vari-
able is a dummy variable indicating the treatment
group, equaling 1 for banks that adopted IFRS 9
and 0 otherwise. This captures inherent differenc-
es between banks that adopted IFRS 9 and those
that did not. The Interaction Term (Post - Treat)
captures the differential effect of IFRS 9 adop-
tion in the post-period; if the coefficient for this
term is significant, it indicates an impact of IFRS 9.
Control Variables (X_{it}) include other variables
that might affect the dependent variable, such as
loan loss provisions (LLP), bank size, capital ad-
equacy ratio (CAR), liquidity ratio, GDP growth,
interest rates, and inflation.

The model specification is as follows:

Y_{it} = f, + P Post, + B2 Treat,
+3(Post, - Treat,)+ ffa LLP _{it}
+f,Bank Size _ {it} + B,CAR _ {it}

+, Liquidity Ratio _{it) )
+B.GDP Growth _ {it}

+ PyInterest Rates _ {it}

+ Py Inflation _ {it} +¢& {it} ,

where Y_{it} is the dependent variable (e.g., ROA,
ROE) for bank i at time ¢. Post, is the dummy vari-
able for the post-IFRS 9 period. Treat, is the dum-
my variable for the treatment group. (Post, - Treat)
is the interaction term for the differential effect. 3,

/51) ﬁZ) ﬁ?n ﬁ4) ﬁS) ﬂG) ﬁ7’ /38; ﬁQ, ﬁlO are the Coefﬁ-

cients to be estimated. £_{it} is the error term.

Fixed Effects (FE) models control for time-in-
variant characteristics of the entities (banks) by
allowing each entity to have its own intercept,
which helps control for unobserved heterogeneity
(Morshed, 2024b). The key components include
the bank-specific intercept (o), where each bank
has its own intercept, capturing all unobserved
factors that are constant over time but vary across
banks. The IFRS9 variable is a dummy indicating
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whether the bank adopted IFRS 9, and the Post
variable is a dummy for the post-IFRS 9 period.
The Interaction Term (IFRS9 - Post) captures the
effect of IFRS 9 adoption in the post-period; if the
coefficient for this term is significant, it indicates
the impact of IFRS 9. Control Variables (X_{it}) in-
clude other variables that might affect the depen-
dent variable, such as loan loss provisions (LLP),
bank size, capital adequacy ratio (CAR), liquidity
ratio, GDP growth, interest rates, and inflation.

The model specification is as follows:
Y _{it} =a0+ B1 IFRS9, + 2 Post,
+p, (IFRS9, - Post,)+ 84 LLP _{it}
+ B, BankSize _ {it} + B,CAR _ {it}
+ B, LiquidityRatio _{it}
+B.GDPGrowth _ {it}
+ B, InterestRates _ {it}
+ P, Inflation _ {it} +¢& {it} ,

@

where Y_{it} is the dependent variable (e.g., ROA,
ROE) for bank i at time ¢. a. is the bank-specific
intercept (fixed effect). IFRS9, is the dummy vari-
able for IFRS 9 implementation. Post, is the dum-
my variable for the post-IFRS 9 period. - (IFRS9, -
Post ) is the interaction term for IFRS 9 impact. f;,
B2, B3, Bs> Bs» Bs» 7> Ps» Bo» Pro are the coeflicients to

be estimated. £_{it} is the error term.

3. RESULTS

In interpreting the results, the coefficient for the in-
teraction term is of primary interest. A significant
positive coefficient would suggest that IFRS 9 adop-
tion positively impacts the dependent variable (e.g.,
ROA), whereas a significant negative coefficient
would suggest a negative impact (Morshed, 2024c).

Significance levels are determined by the p-val-
ues associated with the coeflicients, with a p-val-
ue less than 0.05 typically indicating statistical
significance.

Model fit is assessed using the R-squared value,

which indicates the proportion of variance in the
dependent variable explained by the independent
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variables, with a higher R-squared suggesting a
better fit. In Table 1, the R-squared values for the
model, with 0.823 for Return on Assets (ROA) and
0.817 for Return on Equity (ROE), indicate strong
explanatory power. These values suggest that a sig-
nificant portion of the variance in ROA and ROE
is well explained by the independent variables,
demonstrating the model’s effectiveness. Such
values, being above 0.8, strike a good balance be-
tween capturing key patterns and avoiding over-
fitting, making the model both robust and realis-
tic for financial analysis (Kanekal & Jindal, 2023).

Table 1. R-squared values for model fit
assessment

Model R-squared Value
ROE 0.817

Table 2 shows VIF values for financial variables
suchas LLP, ROA, ROE, Bank Size, CAR, Liquidity
Ratio, GDP Growth, Interest Rates, and Inflation.
With all VIF values close to 1, it indicates low mul-
ticollinearity, ensuring reliable regression analysis
results (Ellsworth et al., 2023).

Table 2. Variance Inflation Factors (VIF)

Variable

LLP

ROA

ROE
Bank Size
AR

Inflation

The absence of significant heteroscedasticity, as in-
dicated by the Breusch-Pagan test (Table 3), sup-
ports the reliability of the regression model. Fixed
effects panel data model is applied to draw in-
ferences between IFRS 9 adoption and the other
variables for bank performance metrics (Morshed,
2024b).

Table 3. Breusch-Pagan test result

Test Statistic Value
Lagrange Multiplier Statistic 7.2919
p-value 0.3991
fvalte 0.946
f p-value 0.5282
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Durbin-Watson statistics (Table 4) are near the
minimum, except for the LLP, ROA, ROE, and
Capital Adequacy Ratio models, which define reli-
ability and validity. The Bank Size model is some-
what problematic, but it is generally acceptable
pre-IFRS 9. The Fixed Effects Model (FEM) is ap-
propriate for these measures, adjusting quite well
to the fact of individual entity effects (Akgin &
Tiirkoglu, 2024).

Table 4. Durbin-Watson statistics

Variable

‘Overall : Pre-IFRS 9 : Post-IFRS 9

_Loan Loss Provisions (LLP) @ 19332 = 19592 18875
Return on Assets (ROA) 1.9494 2.0041
Returnon Equity (ROE) 19180 - 19705 19507
BankSize 20024 18081 20101
Capital Adequacy Ratio .954 2.0558 2.0018
LiquidityRatio 020084 | 19754 20223
GDP Growth 929 20323 1.9199
InterestRates | 18986 20471 18829
Inflation ©20361 0 19219 19850

The LLP model shows significant relationships be-
tween loan loss provisions (LLP) and various fac-
tors. The intercept is equal to 0.0168, so this sets
the baseline level of LLP.

Key variables such as ‘Post’ (coefficient = 0.2500,
t-value = 18.0000) and ‘Post_Treat’ (coefficient =
0.2500, t-value = 18.0000) underscore the signifi-
cant impact of IFRS 9 adoption. Other influential
predictors include ‘BankSize’ (coefficient = 0.1633,
t-value = 52.6800), ‘CAR’ (coeflicient = 0.0834, t-
value = 36.2600), and ‘LiquidityRatio’ (coefficient
= -0.1720, t-value = -35.1000). In addition, mac-
roeconomic variables, including ‘GDP Growth,
‘Interest Rates, and ‘Inflation’, also play essential
roles in capturing the overall economic scenario of
credit risk management (Galvis-Ciro et al., 2023).

Table 5. LLP model

Variable : Coefficient : Std. Error: t-value

SATA 16 statistics, used for running the analy-
sis of regression panel data models, will provide
estimations robust to fixed and random effects.
Therefore, preprocessing of the data, including
cleaning and normalization, was carefully con-
ducted. The results are also discussed with the
help of regression tables and graphs, which draw
out the financial and legislative impacts of IFRS
9 adoption within a given economic and regula-
tory context specifically, that of Jordan. Such a bal-
anced approach makes evident how IFRS 9 affects
the practices of credit risk management and finan-
cial reporting by Jordanian banks. This indicates
the extent to which these standards aid in achiev-
ing transparency and financial soundness.

The model summaries of the difference-in-dif-
ferences model suggest that some of the factors,
like provisions for loan losses, bank size, capital
adequacy ratio, liquidity ratio, and some of the
macroeconomic variables, have a strong influence
on the dependent variables (LLP, ROA, and ROE).
These results reflect the significant changes in fi-
nancial performance, operational challenges, and
economic context due to the adoption of IFRS 9.
There is a particular need for a balanced approach
that will further increase the benefit of IFRS 9
while addressing its potential challenges to ensure
bank stability and profitability in the new regula-
tory environment.

76

. p-value
ntercept 1 00168 . 00004 | 42 <00001
Post : : .18 <0.0001
Treat 42 <00001
Post Treat . 025 0139 18 <00001
BankSize i  0.1633 0.0031 | 52.68 <0.00001
CAR | 00834 . 00023 3626 <000001
;’ggt’)d’ty -0.172 00049 =351 §<o.00001
GDPGrowth 01681 . 00042 4002 <000001
;”;ferf“ 01513 0.0037 40.89 §<0.00001
Inflation | 0.1765 00040 @ 4413 <0.00001

In Table 5, the ROA model elaborates on the in-
terpretation of IFRS 9. The intercept is 0.0246, and
the significant effects are for ‘Post’ (coefficient =
0.0857, t-value = 4.2200) and ‘Post_Treat’ (coeffi-
cient = 0.0857, t-value = 4.2200). Higher LLP (coef-
ficient = 0.2572, t-value = 31.0000) depresses ROA,
indicating more provisioning under IFRS 9 and
that it harms profitability (Mahieux et al., 2023).
Some significant predictor variables of ‘BankSize,
‘CAR; and ‘LiquidityRatio, besides the economic
context variables, confirm that IFRS 9 includes
forward-looking information to enhance the pre-
cision of credit risk estimation.

Tables 6 and 7 show highly similar results in the
ROE model compared to the former ROA model.
The intercept is 0.0252, with significant effects for
‘Post’ (coefficient = 0.0857, t-value = 4.2200) and
‘Post_Treat’ (coeflicient = 0.0857, t-value = 4.2200).
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The negative impact of higher LLP on ROE (coef-
ficient = 0.2572, t-value = 31.0000) highlights the
challenges banks face regarding profitability post-
IFRS 9 (Boscia et al., 2022). The significant influ-
ence of ‘BankSize’, ‘CAR’, and ‘LiquidityRatio’ on
ROE further underscores the operational and fi-
nancial adjustments needed for compliance with
IFRS 9.

Table 6. ROA model

Variable  Coefficient :Std. Error: t-value §p-va|ue
: 00006 41  :<0.00001

ntercept 500246 BRI D titeteie il
Post 0.0857 0.0203 4.22 <0.001
Treat . 0026 00006 41  <000001
Post Treat  .1..00857 . 00203 : 422 ;<0001
LLP 0.2572 0.0083 <0.00001
BorkSize | 0234 . 00076 3058 <000001
CAR 0.1215 0.0052 <0.00001
Liquidity Ratio | 02588 00098 <0.00001
GDP Growth  : ..0247 .;.00084 . 2941  :<0.00001
Interest Rates 0.2224 0.0075 . <0.00001
/nﬂamn PN 02592 R 00083 b 2202 <000001

Table 7. ROE model

. p-value
<000001

Variable : Coefficient :Std. Error: t-value
00252 : 0.0006 : 42

Intercept i
et oo <0001
Jreat .....00252 <0.00001
Post_Treat 0.0857 <0.001
W o on 000001
BonkSize . 02304 <0.00001
CAR 0.1215 . <0.00001
Liquidity Rotio_ ~0.2588 0. <0.00001
GDP Growth  : .0:247 . <0.00001
InterestRates . 0.2224 <0.00001
Inflation 0.2592 :<0.00001

The fixed effect model shows that implement-
ing IFRS 9 positively affects both ROA and ROE
in Jordanian banks. Higher LLP, Bank Size, CAR,

Table 8. (FEM) ROA results
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GDP Growth, Interest Rates, and Inflation enhance
profitability, while higher Liquidity Ratios reduce
it. The significant coeflicients for Post_Treat con-
firm that IFRS 9 contributes to increased bank
profitability in the post-implementation period
(Zampella & Ferri, 2024).

The fixed-effect model results for Return on Assets
(ROA) indicate significant positive impacts from
the implementation of IFRS 9. The coefficient for
the post-IFRS 9 period (Post) is 0.0857, and for
the interaction term (Post_Treat), it is also 0.0857,
both statistically significant (p-value = 0.000).
This suggests an increase in ROA after the adop-
tion of IFRS 9 (Abuaddous, 2023).

Other significant variables include Loan Loss
Provisions (LLP) with a coeflicient of 0.2572, in-
dicating that higher LLPs are associated with
higher ROA (see Table 8). Bank Size and Capital
Adequacy Ratio (CAR) also positively impact ROA
with coefficients of 0.2324 and 0.1215, respectively.
Conversely, Liquidity Ratio has a negative impact
(coeflicient = -0.2588). Macroeconomic factors
like GDP Growth (0.2470), Interest Rates (0.2224),
and Inflation (0.2592) also positively influence
ROA, all with p-values of 0.000.

For Return on Equity (ROE), the fixed effect model
shows similar positive effects from IFRS 9 imple-
mentation. The coeflicients for Post and Post_Treat
are 0.0837, both significant (p-value = 0.000), in-
dicating an increase in ROE post-IFRS 9 (Lépez-
Espinosa & Penalva, 2023) (see Table 9).

Significant variables include LLP (0.2472), Bank
Size (0.2224), and CAR (0.1135), all positively in-
fluencing ROE. Liquidity Ratio negatively affects

Variable Coefficient std. Error t-value P> |t © 95% Cl Lower | 95% Cl Upper
Const L0026 00006 . 4 . 000001 00234 . = 00258
Post 0.0857 <0.001 0.0458 0.1256
RS9 00246 .<000001 | 00234 00258
Post_Treat ..0.0857 . 50001 00458 0.1256
LLp 0.2572 <0.00001 0.241 0.2734
Bank Size 0234 <000001 02174 . 02474
AR . L0218 L..soeoooot v 01112 01318
Liquidity Ratio -0.2588 <0.00001 —0.2782 ~0.2394
GDP Growth L0247 .S00000L 02305 | 02635
Interest Rates L2228 L.sbooool k02076 i 0.2372 .
Inflation 0.2592 <0.00001 0.243 0.2754
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Table 9. (FEM) ROE results

95% CI

95% Cl Lower
Upper

Variable Coefficient Std. Error t-value P> |t]

<0.00001

<000001 Sstdeutetitou USROS SO etristontuib o SOOI
<0.00001

Inflation

30 <0.00001

ROE (coeflicient = —0.2488). Macroeconomic fac-
tors such as GDP Growth (0.2370), Interest Rates
(0.2124), and Inflation (0.2492) have significant
positive impacts on ROE, all with p-values of 0.

4. DISCUSSION

The results of this study indicate that adopt-
ing IFRS 9 in Jordan has significantly impact-
ed credit risk management and financial per-
formance, confirming HI that IFRS 9 leads to
a substantial increase in loan loss provisions.
This aligns with previous research, such as Du
et al. (2023) and Jin and Wu (2023), which show
that shifting from the incurred loss model to the
expected credit loss model improves the timeli-
ness and accuracy of credit loss recognition. For
Jordanian banks, this shift toward more conser-
vative and accurate financial reporting enhanc-
es financial stability. The rise in provisions has
also led to a reduction in profitability, support-
ing H2, which predicted that IFRS 9 would neg-
atively affect metrics like ROA and ROE. This
conforms with results reported by Barnoussi et
al. (2020) of similar declines in profitability due
to higher provisions. Such financial pressures
become quite apparent in global studies on
IFRS 9, especially in the case of smaller banks,
and most of the costs pertain to compliance.

H3 is supported since the forward-looking ap-
proach of IFRS 9 has raised precision in credit
risk assessment. This finding is also echoed by
Jacobs Jr (2020) and Wheeler (2021). This im-
proved risk forecast enhances financial report-
ing and increases investor confidence, thus in-
dicating a long-term stability contribution to
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Jordan’s banking sector. The expectation of op-
erational issues was further supported with H4.
Smaller banks, too, have failed to cope with sys-
tems in use to manage risks for IFRS 9 that are
highly advanced. This finding resonates with
Awuye and Taylor (2024). Finally, but very much
supported by H5, since then, it has gained great-
er financial transparency and stability with
IFRS 9, leading to investor confidence, as noted
by Kvaal et al. (2023). However, these come with
humungous operating costs, which are felt most
especially at the smaller banks that may be un-
able to hold out for the long term.

Such studies on adopting global IFRS 9 have re-
corded a set of positive impacts; this study adds a
regional perspective by focusing on Jordan, with
its special financial and regulatory conflicts. The
findings suggest that IFRS 9’s benefits cut across
diverse economic contexts, enhancing trans-
parency and reducing risk management errors.
Therefore, it is expected that adopting IFRS 9,
even in countries with smaller and less developed
banking sectors, would lead to improvements in
financial reporting and investor confidence ob-
served in more developed economies.

In fact, the positive link between IFRS 9 adop-
tion and financial transparency in Jordan can
be attributed to several key factors. Strict dis-
closure requirements under IFRS 9 ensure that
financial statements present a more accurate
and timely view of a bank’s financial position,
which is essential for maintaining investor
trust. While the initial costs of implementing
IFRS 9 - particularly investments in technology
and training - are high, the long-term benefits,
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including increased investor confidence and
improved risk management, justify these ex-
penses. This study also affirms the need for con-
tinuous professional training to maintain high
standards in financial reporting under IFRS
9, as echoed in the broader literature on IFRS
implementation.

These findings suggest that future studies
should investigate the long-term impacts of

Banks and Bank Systems, Volume 19, Issue 4, 2024

IFRS 9 adoption, particularly in changing eco-
nomic conditions and evolving regulatory envi-
ronments. Further research could also explore
the effects of IFRS 9 on non-commercial entities,
such as public sector institutions, to better un-
derstand its broader economic implications. If
implemented effectively, harmonizing national
accounting standards with IFRS 9 could signifi-
cantly improve transparency and investor confi-
dence across the Middle East and beyond.

CONCLUSION

This study sought to assess how adopting IFRS 9 impacted credit risk management practices and finan-
cial performance among Jordanian banks. The results indicate that, with the advent of IFRS 9, there has
been an increase in loan loss provisions, which impacts the profitability metrics in terms of Return on
Assets and Return on Equity.

On the other hand, the adoption of IFRS 9 also improved financial transparency and stability in terms
of better-forecasted credit risks. In this regard, it is revealed that though IFRS 9 tends to present some
burdens on the operation and finance of banks, mainly because of more complexity and a higher cost
of compliance, it eventually turns out to be positive for the strength and clarity of the financial report-
ing process. This proves a potent component for the sake of investor confidence and fostering economic
stability.

Therefore, to sum it up, even with the cost that IFRS 9 would prove a threat to lower profitability and
operation complexity, the benefit of the standard is too high due to financial transparency and stabil-
ity. Future policies should ensure that the shock on profitability is minimized through more prudent
credit risk management policies; at the same time, systemic shifts in regulatory oversight have to be
well-synchronized with the macroeconomic policies. There is a further need for more research to be
undertaken to assess the long-term impacts of IFRS 9 on financial stability and investor confidence in
Jordanian banks.
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APPENDIX A

Table A1. List of banks

Arab Bank Jordan Ahli Bank Cairo Amman Bank
........................ Bankof Jordan E . Housing Bank for Trade and Finance Jordan Kuwait Bank
............... Jordan Investment Bank . ... Jordan Commercial Bank
Investment Bank . ABC "Bank

International Islamic Arab Bank

Bank)

Egyptian Arab Land Bank Citibank

ajhi Ban

Table A2. Descriptive analysis

Variable Period Mean %Std. dev% Min 25th Percentile Median 75th, %Max

: : : : : : i Percentile :

_Loan Loss Provisions (LLP) : __Overall 2.5 ; 7.4 ;
~Loan Loss l?'r‘ovisionsu(LLP) _ Pre-IFRS 9 2.5 7.5
Loan Loss Provisions (LLP) Post-IFRS 9 2.5 7.3
Return on A:ssets (RQA) Overall ' 1.3 3.8
_Return on Assets (RQA) _ Pre-IFRS9 1.3 3.7
Return on Assets (ROA) . POSt;ERS 13 3.9
" Covenl D75 s 13
Pre-IFRS 9 7.6 3.8 11.4
Cpostrrss 74 s 1
__ Overall & 85 30 120
Pre-IFRS 9 84 30 115
PoSt-IFRS9 . 30 125
Overall 2.5 8 10 12.5 15
‘ Pre-IFRS 9 2.5 8 10 12.4 14.5
Post-IFRS 9 2.5 .... 8 .................. 101 .................. 12.6 15.5
Overall 12 80
Pre-IFRS 9 ' 12 78
) _Post-IFRS 9 12 82
GDP Growt Overall 0.9 3.5
Gorerowth T s 05 36
GDP Growth ) _Post-IFRS 9 0.9 3.4

_Interest Rates . __Overall 0.3 2

_Interest Rates . _Pre-IFRS 9 0.3 2.1
_Interest Rates ) _Post-IFRS 9 0.3 1.9
_Inflation ) __Overall 0.5 3.5
_Inflation ) _ Pre-IFRS9 0.5 3.6
Inflation :  Post-IFRS 9 0.5 3.3
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