The Effect of The Financial Crisis and Basel lll on Risk
Disclosure In Banks Financial Reports- A Textual Analysis

The School of Business The School of Business
Administration Administration

Faculty of Social Sclences Faculty of Social Sclences

Bar-Ilan University Avinoam Blum, Bar-llan UniverSity Bar-Ilan University
Supervisor Prof. Alon Raviv, Bar-llan University

post Basel Ill: 2014-2018 vs pre crisis: 2007, z-score (z) population proportion

During the last quarter of 2007, the financial crisis emerged 1n the US spreading to the

rest of the world. In response, the Basel III Committee (an international broad for 15
banking supervisory standards) published a series of recommendations on how to act to

minimize the financial risks that may arise should a similar crisis occur in the future. 10-

This work examines the trends that took place in the risk disclosure 1n financial
5 4
statements of Israel1 banks, following the financial crisis and the Basel I1I guidelines. I I III
The results of the textual analysis, that we conduct, show that with the outbreak of the 0 I.l...l--ll.-l i I
financial crisis, the focus of the annual reports shifted from market risk to credit risk.
. . - . . . . _5 .
The 1ntroduction of Basel-III regulation further amplified this shift towards the fields of
credit risk, stress testing and liquidity risk, while less attention was given to market risk. N
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4. Topic modeling analysis based on Latent Dirichlet Allocation (LDA) - LDA is ropic o | ropic 1 1 "
. . . . . . ] R opic 1 |-------"“"“--“"oo"---- T ] 2 |-——— -
a topic model algorithm intended to find the latent topics that exist in the i i opic 2 |
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_ ) o 1. During the crisis and the following period, the focus shifted from “market risk” and “VaR”
’ o to “credit risk”, “stress testing”, “capital” and “liquidity risk”
2. Basel III and the financial crisis had a similar affect concerning the rise in “credit risk™
 prows and “stress testing”
somptens 3. In response to the crisis, the Israeli banking system increased its focus on credit risk prior
e to the new regulation (Basel III guidelines) as adopted a few years later by the central
rase bank of Isracl. However, it 1s not clear whether the trigger for this was due to non-formal
e e s o interventions from the Central Bank of Israel or some other pressure for certain parties.
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