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Authorities Urge Prudence in Loan Loss Accounting 
By Aidan Lawson, Arwin Ziessler, and Greg Feldberg 
 

Original post here. 

Banks and government authorities have tried to help struggling borrowers during the COVID-19 
crisis, through widespread payment moratoria and modifications in the terms of loans. 

But such efforts are costly to banks. Accounting standards require lenders to set aside reserves 
against borrowers who are unable to meet payments. Setting aside reserves diminishes banks’ 
income and equity. Nonpayment of interest also hits their income and cash flow. 

Meanwhile, recently implemented accounting standards based on lifetime expected credit losses 
could require banks to sharply increase their loan-loss reserves, further impacting capital. 

Of course, credit losses will likely be substantial during this severe economic crisis. Authorities 
would like to encourage banks to keep working with borrowers, while easing pressure on their 
earnings and capital to the extent possible. 

This blog discusses measures that bank supervisors have taken in two categories: 

• Flexibility in classifying individual loans as troubled or nonperforming. 

• Easing the capital impact of the transition to lifetime expected loss accounting. 

The blog then describes key concerns about the flexibility that supervisors have granted.  

The discussion illustrates the tradeoff supervisors face. On the one hand, they want to prevent 
the procyclicality inherent in regulatory and accounting standards from worsening an already 
severe credit crunch. On the other hand, they have a responsibility to maintain the integrity and 
transparency of financial-institution accounting for the long run. 

Global regulators, through the Bank for International Settlements, recommend that any 
regulatory relief to banks should: (1) be effective in supporting economic activity in the long-
run; (2) ensure that banks remain well-capitalized, liquid, and profitable; (3) avoid undermining 
the long-run credibility of financial policies.  

Policy options for flexibility in troubled-asset classification 

Borrowers who are experiencing financial hardship may need the terms of their loans eased 
through restructurings or modifications. Authorities across the world have sought to help such 
borrowers through payment moratoria and regulatory relief. Loan forbearance, a common form 
of relief, typically lasts three to six months, in the hope that borrowers’ cash-flow issues will be 
temporary. (See YPFS’ discussion on forbearance for businesses and individuals).  

But accounting standards typically require banks to reclassify modified loans into higher-risk 
categories, which means that they must set aside additional capital to compensate for the 
increased risk. Although a modification may increase the long-run likelihood that a borrower is 
able to repay, the increased provisioning and lower capital levels that result can disincentivize 
lenders to work with borrowers.  

https://som.yale.edu/blog/authorities-urge-prudence-in-loan-loss-accounting
https://www.bis.org/fsi/fsibriefs1.pdf
https://som.yale.edu/blog/countries-implement-broad-forbearance-programs-for-small-businesses-sometimes-with-taxpayer-support
https://som.yale.edu/blog/residential-mortgage-and-rent-relief-during-crises
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To reduce that disincentive, governments and regulators have introduced a number of policies, 
including: 

• Guidance stating payment moratoria can be excluded from the number of “past-due” 
days for a loan. 

• Guidance stating that loans for borrowers benefiting from government assistance 
programs should not automatically be reclassified as nonperforming or in forbearance. 

The Basel Committee on Banking Supervision (BCBS) has endorsed these strategies, so long as 
supervisors make sure banks use the flexibility prudently (see here, pp. 5).  

In the U.S., financial regulators issued an interagency statement on March 22, emphasizing that 
lenders should work with borrowers affected by the virus and providing guidance on accounting 
for loan modifications and reporting of past-due loan balances.  

On March 27, the U.S. Congress passed the CARES Act. Section 4013 of the Act gives financial 
institutions the option not to classify modified loans as troubled debt restructurings (TDRs), 
provided that the borrowers were adversely affected by COVID-19 and that they were current on 
their payments at the end of 2019. Section 4013 applies to modifications made between March 1 
and the end of 2020, or later if the national emergency is still in effect. Under the CARES Act, 
lenders are also not required to report loans affected by Section 4013 as TDRs in reports to 
regulators or calculate impairment losses that would normally be associated with such 
modifications. 

After the CARES Act passed, regulators revised the March 22 guidance to incorporate the 
language in Section 4013. The revised guidance was more flexible than the law. Even 
modifications that do not qualify under Section 4013 are still not automatically classified as 
TDRs. The regulators -- with the support of the independent accounting standard-setter, 
the Financial Accounting Standards Board (FASB) -- stated that “short-term modifications made 
on a good faith basis in response to COVID-19 to borrowers who were current prior to any relief 
are not TDRs” (see here, pp. 3).  

Many countries -- for example, Sri Lanka, Romania, Estonia, Kenya, Brazil, South 
Africa, Australia, Hungary, Nigeria, and Indonesia -- have explicitly stated that loans modified 
to help borrowers affected by COVID-19 should not be automatically classified as restructured. 
Romania’s rule applies to non-bank financial institutions (NBFIs) as well as banks. South 
Korea allows banks to not label loans to closed businesses as “sub-standard,” provided the 
owners have demonstrated sufficient repayment capabilities.  

Banks in the Philippines can receive similar relief, but only if they have used or are planning to 
use the central bank’s (BSP) rediscounting facility. Both Russia and Vietnam recommend that 
lenders assess loans affected by COVID-19 by using a date that precedes the pandemic. Russia 
also recommends that restructurings or reassessments should not show up on credit histories 
(see here). 

Indian financial institutions are still required to provision for restructured loans. However, they 
are only required to set aside a provision of 10 percent of the amount outstanding of term loans 
and interest payments to working capital facilities that were deferred until May 31 (see here). 
These provisions will be phased in over the first two quarters of 2020. 

  

https://www.bis.org/bcbs/publ/d498.htm
https://www.bis.org/fsi/fsibriefs1.htm
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200322a1.pdf
https://www.congress.gov/116/bills/hr748/BILLS-116hr748enr.pdf
https://www.fdic.gov/regulations/safety/manual/section3-2.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200407a1.pdf
https://fasb.org/cs/ContentServer?c=FASBContent_C&cid=1176174374016&d=&pagename=FASB%2FFASBContent_C%2FNewsPage
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200407a1.pdf
https://www.cbsl.gov.lk/en/news/central_bank_of_sri_lanka_implements_extraordinary_regulatory_measures_to_facilitate_banks_to_support_covid_19_affected_businesses_and_individuals
https://www.bnr.ro/page.aspx?prid=17656
https://www.fi.ee/en/news/finantsinspektsioon-giving-banks-more-flexibility-managing-their-capital
https://www.centralbank.go.ke/uploads/press_releases/2088534699_Press%20Release%20-%20Banking%20Sector%20Additional%20Measures.pdf
https://www.bcb.gov.br/en/pressdetail/2322/nota
https://www.resbank.co.za/Lists/News%20and%20Publications/Attachments/9844/D3%20of%202020%20-%20Matters%20related%20to%20the%20treatment%20of%20restructured%20credit%20exposures%20due%20to%20the%20Coronavirus%20(Covid-19)%20pandemic.pdf
https://www.resbank.co.za/Lists/News%20and%20Publications/Attachments/9844/D3%20of%202020%20-%20Matters%20related%20to%20the%20treatment%20of%20restructured%20credit%20exposures%20due%20to%20the%20Coronavirus%20(Covid-19)%20pandemic.pdf
https://www.apra.gov.au/news-and-publications/apra-advises-regulatory-approach-to-covid-19-support
https://www.mnb.hu/sajtoszoba/sajtokozlemenyek/2020-evi-sajtokozlemenyek/a-magyar-nemzeti-bank-azonnali-lepeseket-tesz-az-uzleti-szektor-megsegitesere
https://www.cbn.gov.ng/Out/2020/FPRD/CBN%20POLICY%20MEASURES%20IN%20RESPONSE%20TO%20COVID-19%20OUTBREAK%20AND%20SPILLOVERS.pdf
https://www.thejakartapost.com/news/2020/05/05/state-banks-say-debt-relief-program-could-harm-bottom-line.html
https://www.mnb.hu/sajtoszoba/sajtokozlemenyek/2020-evi-sajtokozlemenyek/a-magyar-nemzeti-bank-azonnali-lepeseket-tesz-az-uzleti-szektor-megsegitesere
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151382
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151382
http://www.bsp.gov.ph/publications/media.asp?id=5315
https://cbr.ru/eng/press/pr/?file=27032020_203415eng2020-03-27T20_33_29.htm
https://www.sbv.gov.vn/webcenter/ShowProperty?nodeId=/UCMServer/SBV407493//idcPrimaryFile&revision=latestreleased
https://cbr.ru/press/pr/?file=17042020_125400if2020-04-17T12_49_42.htm
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11835&Mode=0
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11872&Mode=0
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Policy options for easing the impact of lifetime expected loss accounting 

The implementation of new accounting standards is another source of increased loss 
provisioning. These standards require lenders to conduct forward-looking assessments of 
expected credit losses (ECLs) over the lifespan of each asset. The earlier “incurred loss” (IL) 
models allowed banks to set aside provisions only when it was probable that an asset would fail; 
they were “too little, too late” during the Global Financial Crisis (GFC). In contrast, the new 
lifetime expected-loss standards require banks to provision more and earlier. This could 
theoretically mitigate procyclicality by having banks build loss provisions for use during a 
downturn.  

Lifetime expected-loss models depend on each bank’s ability to accurately forecast and model 
expected losses. However, by definition, expected-loss models cannot prepare banks for 
unexpected events such as the COVID-19 crisis. For that reason, the potential capital effects of 
COVID-19 may be more pronounced than they would have been under an incurred-loss model 
(see here, pp. 5, 36-37). According to quarterly filings, provisions for credit losses for the six 
largest U.S. banks increased $20 billion in the first quarter of 2020 due to the combined impact 
of COVID-19 and their switch to expected-loss accounting.  

 

Table 1: Expected credit loss provisions of major U.S. financial institutions 

Institution Provision  

(Q4 2019) 

Provision 

 (Q1 2020) 

Difference  

(Q4 2019 and Q1 2020) 

JPMorgan Chase $1.4 billion $8.3 billion $6.9 billion 

Citigroup $2.2 billion $7.0 billion $4.8 billion 

Bank of America $941 million $4.8 billion $3.9 billion 

Wells Fargo $845 million $4.0 billion $3.2 billion 

Goldman Sachs $336 million $937 million $600 million 

Morgan Stanley $53 million $388 million $335 million 

Total $5.8 billion $25.4 billion $19.7 billion 

 

To mitigate the impact of expected-loss provisions on capital during this crisis, regulators have 
pursued the following options: 

• Flexibility in interpreting loss provisions. 

• Temporary sterilization of the effect of new rules on regulatory capital. 

• Allowing banks to temporarily suspend application of the new standard. 

Background: CECL and IFRS 9 

https://www.cemfi.es/%7Esuarez/Abad-Suarez_October_2018.pdf
https://www.jpmorganchase.com/corporate/investor-relations/document/635ae18c-23ea-45a5-8dce-0d217a1407a2.pdf
https://www.citigroup.com/citi/investor/data/qer120s.pdf?ieNocache=863
http://investor.bankofamerica.com/static-files/3a2930b2-93ff-43f3-9b23-f0bbb72a878f
https://www.sec.gov/ix?doc=/Archives/edgar/data/72971/000007297120000236/wfc-0331x2020x10q.htm
https://www.goldmansachs.com/media-relations/press-releases/current/pdfs/2020-q1-results.pdf
https://www.sec.gov/Archives/edgar/data/895421/000115752320000518/a52203680_ex992.htm
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In the U.S., the Current Expected Credit Losses (CECL) standard was scheduled to come into 
effect for large, publicly traded banks in 2020. CECL does not specify a given method for 
measuring expected credit losses. It allows methods such as historical loan loss, roll-rate, and 
discounted cash flow analysis. Banks are only required to forecast conditions under a timeframe 
that is “reasonable and supportable.” Beyond that, they are allowed to use historical averages to 
model long-run behavior (see here, pp. 10 and here, pp. 30 - 31). 

The new IFRS-9 standard, now common outside the U.S., is also based on expected losses, but 
works differently. It requires businesses to dynamically provision for expected losses based on 
the credit risk of the assets. The standard classifies assets in three stages. Lower-risk (stage 1) 
assets only require banks to provision for the next 12 months of expected losses (see here). 
Restructuring, renegotiating, lack of payment, and other behaviors can cause assets to be labeled 
as having a “significant increase in credit risk” (SICR), resulting in reclassification into high-risk 
groups (stages 2 and 3).  

The primary difference between the two standards is that CECL requires lifetime expected 
provisions for all loans and IFRS-9 requires them only for loans that have had a SICR and 
moved into Stage 2 or 3. IFRS-9 was implemented in 2018, which limits the tools that regulators 
can use. 

 

 Table 2: Overview of IFRS-9 Expected Credit Loss (ECL) provisioning 

ECL Classification Threshold Loss Provision Interest Calculation 

Stage 1 (Performing) Immediately after origination. 12-month expected 
credit losses 

Calculated on the gross 
carrying amount 

Stage 2 
(Underperforming) 

If credit risk increases significantly and 
is not considered low. 

Lifetime expected 
credit losses 

Calculated on the gross 
carrying amount 

Stage 3 
(Nonperforming) 

If credit risk increases to the point that 
it is credit-impaired 

Lifetime expected 
credit losses 

Calculated based on the 
amortized cost 

Source: IFRS-9 information 

 

Basel Committee recommendations during COVID-19 

The sudden onset and uncertainty during the COVID-19 crisis amplifies the procyclicality of 
capital and accounting standards. To mitigate this, the Basel Committee has issued several 
recommendations on expected credit-loss accounting.  

In its guidance, the Basel Committee first emphasized flexibility in determining whether a SICR 
under IFRS-9 standards has actually occurred. If loans are affected by relief efforts, they should 
not automatically be reclassified as Stage 2 or 3 on that basis alone.  

Second, the Basel Committee expanded the use of transitional arrangements, which allow 
lenders to phase in the effect that ECL accounting would have on their Tier 1 capital. The Basel 
III capital agreement already includes transition arrangements that allow banks to phase in the 
capital effects of expected-loss accounting over five years. Because of COVID-19, the Basel 

https://www.occ.treas.gov/topics/supervision-and-examination/bank-operations/accounting/current-expected-credit-losses/index-current-expected-credit-losses.html
https://www.federalreserve.gov/econres/feds/files/2019061pap.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200508a1.pdf
https://www.ifrs.org/issued-standards/list-of-standards/ifrs-9-financial-instruments/
https://www.ifrs.org/news-and-events/2018/01/ifrs-9-and-ifrs-15-effective-this-year/
https://www.ifrs.org/issued-standards/list-of-standards/ifrs-9-financial-instruments/
https://www.bis.org/bcbs/publ/d498.htm
https://www.bis.org/basel_framework/chapter/CAP/90.htm?inforce=20191215
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Committee says that lenders now can either continue to use transition arrangements under the 
existing framework or defer the capital impact of expected-loss accounting until 2022; after that, 
banks can phase in the impact on a “straight line basis” over the following three years (see here, 
pp. 2-3).  

However, these transition arrangements have a limited effect (see here, pp. 6). The Financial 
Stability Institute argues that combining these arrangements with increased flexibility could 
provide more relief to lenders. However, they warn that doing so could widen the gap between 
accounting and prudential measures of capital.  

Many regulatory bodies -- such as the European Securities Markets Authority 
(ESMA) and European Banking Authority (EBA) -- have followed the Basel recommendation 
and stated that loans affected by economic recovery programs should not be considered as 
having a SICR and moved into high-risk groups. They emphasized that the high degree of 
uncertainty caused by COVID-19 could adversely affect estimated credit losses and damage the 
reliability of short-term forecasts (see here, p. 4). To resolve this issue, the European Central 
Bank (ECB) recommended that “banks give a greater weight to long-term macroeconomic 
forecasts evidenced by historical information when estimating long-term expected credit losses 
for the purposes of IFRS 9 provisioning policies” (see here).  

In the U.S., the CARES Act states that U.S. banks would not have to adopt CECL until the end of 
2020 or the end of the national emergency, whichever is earlier.  

Also, U.S. financial regulators offered institutions that had already adopted CECL the option of 
delaying its effect on their regulatory capital ratios for two years. After two years, banks have a 
three-year transition period to phase in the capital impact (see here, pp. 4223). Banks that 
already adopted CECL can continue to follow the three-year transition period or adopt the new 
five-year plan instead. Regulators issued a policy statement on May 8 that provides flexibility for 
management in forecasting and estimating credit losses under CECL.  

The Bank of England (BOE) and Prudential Regulation Authority (PRA) first discussed IFRS-9 
and echoed some of the same points as their Euro-area counterparts (see here). The PRA 
discussed many of these points in greater detail in a letter on March 26, specifically emphasizing 
the importance of using long-term trends when forecasting and not immediately classifying 
borrowers into stages 2 and 3. The PRA reiterated that the economic shock from COVID-19 
“should be temporary, although its duration is uncertain;” it said that the likelihood of an 
increase in lifetime credit risk for most borrowers remained unchanged (see here, p. 6). 
The Australian Prudential Regulation Authority recommended similar post-ECL forecasting 
adjustments: “If the effects of covid-19 cannot be reflected in models, post-model overlays or 
adjustments will need to be considered.” 

Countries recommending flexibility in calculating expected credit losses include Germany, South 
Korea, Brazil, New Zealand, Singapore, and Chile. Russia stated that loans affected by COVID-19 
restructuring should not be classified as worse than stage II (underperforming). 
Similarly, Malaysia stated that temporary COVID-19-related shocks can be interpreted as only 
affecting 12-month expected credit losses, and not lifetime losses.  

Some central banks have supplemented the Basel Committee’s guidance on transitional 
arrangements by incorporating additional ways to stagger the capital impact that increased 
provisioning will have. The Central Bank of the UAE required banks to apply a “prudential filter” 

https://www.bis.org/bcbs/publ/d498.htm
https://www.bis.org/fsi/fsibriefs1.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20provides%20clarity%20to%20banks%20and%20consumers%20on%20the%20application%20of%20the%20prudential%20framework%20in%20light%20of%20COVID-19%20measures/Statement%20on%20the%20application%20of%20the%20prudential%20framework%20regarding%20Default%2C%20Forbearance%20and%20IFRS9%20in%20light%20of%20COVID-19%20measures.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320_FAQs%7Ea4ac38e3ef.en.html
https://www.govinfo.gov/content/pkg/FR-2019-02-14/pdf/2018-28281.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200508a1.pdf
https://www.bankofengland.co.uk/news/2020/march/boe-announces-supervisory-and-prudential-policy-measures-to-address-the-challenges-of-covid-19
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2020/covid-19-ifrs-9-capital-requirements-and-loan-covenants.pdf?la=en&hash=77F4E1D06F713D2104067EC6642FE95EF2935EBD
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2020/covid-19-ifrs-9-capital-requirements-and-loan-covenants.pdf?la=en&hash=77F4E1D06F713D2104067EC6642FE95EF2935EBD
https://www.regcentric.com/post/apras-response-to-covid-19
https://www.idw.de/blob/122914/8b4b3722606c025e741eb7ac59988ded/down-corona-englische-fassung-teil-1-und-2-data.pdf
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151382
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151382
https://www.bcb.gov.br/en/pressdetail/2322/nota
https://www.fma.govt.nz/assets/Guidance/2020-Financial-reporting-reviews.pdf
http://www.cmfchile.cl/portal/prensa/604/w3-article-28729.html
http://www.masb.org.my/pdf.php?pdf=MFRS9_ECL_COVID19_25Mar.pdf&file_path=pdf_file
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to IFRS-9 expected loss provisions. This filter allows banks to stagger any IFRS-9 provisions 
over five years to mitigate the impact on bank capital levels. The Bangko Sentral ng 
Pilipinas  implemented a similar five-year filter.  

 

Concerns 

The fundamental tradeoff that regulators must consider when implementing these policies is 
how to mitigate procyclicality while retaining credibility. Credibility is hard to gain and easy to 
lose, especially in periods of economic stress. The more extensive the relief, the larger the 
tradeoff.  

Flexibility could erode comparability  

One concern is that flexibility will erode the comparability of financial statements, the main 
value of accounting standards. Temporary suspensions of already-implemented standards, such 
as the CECL measures in the CARES Act, may also reduce the comparability of financial 
statements across and within countries. Of the 17 countries and six international regulators that 
YPFS identified as having implemented some form of accounting relief, the U.S. 
and Romania are the only ones that suspended the adoption of new standards. See Table 3 for a 
full breakdown of country-based relief. CECL forbearance could cause global financial statement 
comparability issues if enough U.S. banks choose to maintain incurred-loss standards while the 
rest of the world continues to use lifetime-loss models, as they have since 2018.  

As it turned out, most major American financial institutions have not opted to use the CECL 
relief provided by the CARES Act. But most large banks and many small banks did take 
advantage of the regulatory guidance and delayed the regulatory capital effects of the transition 
to CECL. The largest U.S. financial institutions have all adopted CECL, and all but three of them 
-- Wells Fargo, State Street, and Bank of New York Mellon -- have elected to phase in the capital 
impact over the longer, five-year plan that the regulators made available in the guidance. 

The very nature of expected-loss provisioning, which requires managers to make subjective 
judgments about the future course of the economy, can also erode comparability 
(see here). Varying national guidance on the application of IFRS-9, as well as increased 
flexibility in transitional arrangements, may alleviate market-based distress but could 
compromise comparability. Reduced financial statement comparability and increased 
heterogeneity across bank forecasts and estimations, on the other hand, can dampen 
procyclicality as financial institutions increase their provisions at different rates.  

Regulators may allow forbearance to last for too long  

 Prolonged forbearance had an adverse effect in both the Japanese banking crisis in the 1990s 
and the U.S. savings and loan (S&L) crisis in the 1980s.   

Japanese financial regulators liberalized their rules throughout the 1970s and ‘80s. Strong 
regulation had previously substituted for bank risk management. As controls were relaxed, it 
became apparent that financial institutions had not begun using modern risk management 
techniques (see here, pp. 257-259).  

The Japanese government responded with broad regulatory forbearance and flexibility, allowing 
banks to understate the extent of their problems (see here, pp. 49). Ultimately, lax loan 

http://www.bsp.gov.ph/publications/media.asp?id=5315
http://www.bsp.gov.ph/publications/media.asp?id=5315
http://www.cnsmro.ro/politica-macroprudentiala/lista-recomandarilor-2020/#r25
https://www.ifrs.org/news-and-events/2018/01/ifrs-9-and-ifrs-15-effective-this-year/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3192150
https://www.bis.org/fsi/fsibriefs3.pdf
https://www.bis.org/publ/plcy07q.pdf
https://scholar.harvard.edu/files/bfriedman/files/japan_now_and_the_united_states_then_lessons_from_the_parallels.pdf
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classification and provisioning rules, continued dividend payments, competing regulatory 
authorities, and other factors unique to the Japanese banking system harmed the health of 
banks (see here, pp. 26-28). In the end, the banking system required aggressive government 
intervention, consisting of tens of trillions of yen in bank rescues and additional assistance. (For 
more, see the YPFS cases: Unnava 2020a, Unnava 2020b, and Unnava 2020c). 

Prolonged forbearance also played an exacerbating role in the U.S. S&L crisis. S&Ls, or thrifts, 
lent money mainly for long-term, fixed-rate mortgages and funded themselves primarily with 
short-term deposits at interest rates that were capped by the government. As interest rates rose 
in the late 1970s and early 80’s, thrifts experienced deposit outflows and faced catastrophic 
losses because they could not raise their rates alongside commercial banks (see here).  

In response, the U.S. government relaxed accounting and ownership standards and passed 
legislation that relaxed regulations. Thrifts shifted from mortgages into riskier assets (see here, 
pp. 180). Large numbers of new thrifts were chartered, and many “goodwill mergers” took place, 
resulting in the overstatement of capital levels. Ultimately, the federal deposit insurer for the 
industry went bankrupt amidst a deluge of failures (see here, table 8). Many considered the 
regulatory forbearance to have been a core cause (see here, pp. 32). (For more, see the YPFS 
case). 

The origins of these crises are very different from COVID-19. In these cases, the extensive, and 
in some cases exclusive, use of forbearance reflected “the hope that in time a changed economic 
environment would take care of the problem” (see here, pp. 49). While this rationale still may be 
a justification for forbearance in the COVID-19 crisis, these policies have complemented large-
scale monetary and fiscal policy initiatives supporting both financial and nonfinancial 
organizations. 

 

  

https://www.imf.org/external/pubs/ft/wp/2000/wp0007.pdf
https://ypfs.som.yale.edu/file/3471
https://ypfs.som.yale.edu/file/3633
https://ypfs.som.yale.edu/file/3476
https://www.econlib.org/library/Enc/SavingsandLoanCrisis.html
https://www.fdic.gov/bank/historical/history/167_188.pdf
https://ypfs.som.yale.edu/sites/default/files/Lawson%20Resolution%20Trust%20Corporation%20%28USA%20GFC%29%202020-03-17%20PRELIMINARY_DRAFT.pdf
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Table 3: Summary of International and National Reclassification and Accounting Relief 
Policies 

 
Measure Nation / Institution 

Loan 
Reclassification 

- Past-due day 
exclusions 

Philippines, Egypt, India, Sri Lanka 

- Encouraging 
reclassification 
flexibility 

Australia, Russia (1) (2) (3) (4), Philippines, Nigeria, Ireland, ECB, United 
States (1) (2), Kenya, Romania, ESMA, India (1) (2), Sri Lanka (1) (2), South 
Africa, Ukraine, Korea, Estonia, EBA, European Commission, Malaysia 

Accounting 
Changes 

- Flexibility in 
interpreting loss 
provisions 

Russia, ECB (1) (2), Kenya, Brazil, IASB, European Commission, South 
Africa, New Zealand, BCBS, ESMA, EBA, United 
Kingdom (1) (2), Korea, Singapore, Australia, Hong 
Kong, Chile, Germany, Malaysia 

  - Sterilization of 
capital effects 

BCBS, Philippines, UAE, United States 

- Temporary 
suspension of new 
standards 

IFRS (1) (2), Romania, United States 

 

  

http://www.bsp.gov.ph/publications/media.asp?id=5315
https://www.cbe.org.eg/en/Pages/HighlightsPages/Circular-dated-5-May-2020-regarding-the-application-of-IFRS9-during-Covid-19-crisis.aspx
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11872&Mode=0
https://www.cbsl.gov.lk/en/news/central_bank_of_sri_lanka_implements_extraordinary_regulatory_measures_to_facilitate_banks_to_support_covid_19_affected_businesses_and_individuals
https://www.apra.gov.au/news-and-publications/apra-advises-regulatory-approach-to-covid-19-support
http://www.cbr.ru/eng/Press/event/?id=6493
https://cbr.ru/eng/press/pr/?file=23032020_170800eng2020-03-23T17_07_10.htm
https://cbr.ru/eng/press/pr/?file=27032020_203415eng2020-03-27T20_33_29.htm
https://cbr.ru/press/pr/?file=17042020_125400if2020-04-17T12_49_42.htm
http://www.bsp.gov.ph/publications/media.asp?id=5315
https://www.cbn.gov.ng/Out/2020/FPRD/CBN%20POLICY%20MEASURES%20IN%20RESPONSE%20TO%20COVID-19%20OUTBREAK%20AND%20SPILLOVERS.pdf
https://www.gov.ie/en/news/878d4d-wednesdminister-donohoe-outlines-further-measures-to-support-individ/#central-bank-prudential-policies
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320%7E4cdbbcf466.en.html
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200322a1.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200407a1.pdf
https://www.centralbank.go.ke/uploads/press_releases/2088534699_Press%20Release%20-%20Banking%20Sector%20Additional%20Measures.pdf
https://www.bnr.ro/page.aspx?prid=17656
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11835&Mode=0
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11872&Mode=0
https://www.cbsl.gov.lk/en/news/central_bank_of_sri_lanka_implements_extraordinary_regulatory_measures_to_facilitate_banks_to_support_covid_19_affected_businesses_and_individuals
https://www.cbsl.gov.lk/en/node/7846
https://www.resbank.co.za/Publications/Detail-Item-View/Pages/Publications.aspx?sarbweb=3b6aa07d-92ab-441f-b7bf-bb7dfb1bedb4&sarblist=21b5222e-7125-4e55-bb65-56fd3333371e&sarbitem=9844
https://www.resbank.co.za/Publications/Detail-Item-View/Pages/Publications.aspx?sarbweb=3b6aa07d-92ab-441f-b7bf-bb7dfb1bedb4&sarblist=21b5222e-7125-4e55-bb65-56fd3333371e&sarbitem=9844
https://mof.gov.ua/uk/news/kmu_priiniav_rishennia_shchodo_upravlinnia_problemnimi_aktivami_bankami_derzhavnogo_sektoru-2096
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151611
https://www.fi.ee/et/uudised/finantsinspektsioon-annab-pankadele-suurema-paindlikkuse-kapitali-juhtimisel
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20Provides%20further%20guidance%20on%20the%20use%20of%20flexibility%20in%20relation%20to%20COVID-19%20and%20Calls%20for%20heightened%20attention%20to%20risks/882754/EBA%20statement%20on%20additional%20supervisory%20measures%20in%20the%20COVID-19%20pandemic.pdf
https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_757
http://www.masb.org.my/pdf.php?pdf=MFRS9_ECL_COVID19_25Mar.pdf&file_path=pdf_file
https://cbr.ru/eng/press/pr/?file=23032020_170800eng2020-03-23T17_07_10.htm
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320%7E4cdbbcf466.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320_FAQs%7Ea4ac38e3ef.en.html
https://www.centralbank.go.ke/uploads/press_releases/2088534699_Press%20Release%20-%20Banking%20Sector%20Additional%20Measures.pdf
https://www.bcb.gov.br/en/pressdetail/2322/nota
https://www.ifrs.org/news-and-events/2020/04/amendment-to-leases-standard-to-help-companies-with-covid-19-related-rent-concessions/
https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_757
https://www.resbank.co.za/Lists/News%20and%20Publications/Attachments/9929/PA%20and%20CBDA%20-%20Joint%20Communication%201%20of%202020%20-%20CFIs%20and%20Co-op%20banks.pdf
https://www.resbank.co.za/Lists/News%20and%20Publications/Attachments/9929/PA%20and%20CBDA%20-%20Joint%20Communication%201%20of%202020%20-%20CFIs%20and%20Co-op%20banks.pdf
https://www.fma.govt.nz/assets/Guidance/2020-Financial-reporting-reviews.pdf
https://www.bis.org/bcbs/publ/d498.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-951_statement_on_ifrs_9_implications_of_covid-19_related_support_measures.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20provides%20clarity%20to%20banks%20and%20consumers%20on%20the%20application%20of%20the%20prudential%20framework%20in%20light%20of%20COVID-19%20measures/Statement%20on%20the%20application%20of%20the%20prudential%20framework%20regarding%20Default%2C%20Forbearance%20and%20IFRS9%20in%20light%20of%20COVID-19%20measures.pdf
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2020/covid-19-ifrs-9-capital-requirements-and-loan-covenants.pdf?la=en&hash=77F4E1D06F713D2104067EC6642FE95EF2935EBD
https://www.bankofengland.co.uk/prudential-regulation/publication/2020/follow-up-to-letter-from-sam-woods-covid-19-ifrs-9-capital-requirements-loan-covenants
http://www.fsc.go.kr/downManager?bbsid=BBS0048&no=151382
https://www.mas.gov.sg/news/media-releases/2020/mas-takes-regulatory-and-supervisory-measures-to-help-fis-focus-on-supporting-customers
https://www.regcentric.com/post/apras-response-to-covid-19
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2020/04/20200403-4/
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2020/04/20200403-4/
http://www.cmfchile.cl/portal/prensa/604/w3-article-28729.html
https://www.idw.de/blob/122914/8b4b3722606c025e741eb7ac59988ded/down-corona-englische-fassung-teil-1-und-2-data.pdf
http://www.masb.org.my/pdf.php?pdf=MFRS9_ECL_COVID19_25Mar.pdf&file_path=pdf_file
https://www.bis.org/bcbs/publ/d498.pdf
http://www.bsp.gov.ph/publications/media.asp?id=5315
https://www.fma.govt.nz/assets/Guidance/2020-Financial-reporting-reviews.pdf
https://www.govinfo.gov/content/pkg/FR-2019-02-14/pdf/2018-28281.pdf
https://www.ifrs.org/news-and-events/2020/05/classification-of-liabilities-deferral-exposure-draft/
https://www.ifrs.org/news-and-events/2020/04/amendment-to-leases-standard-to-help-companies-with-covid-19-related-rent-concessions/
https://www.ifrs.org/news-and-events/2020/05/classification-of-liabilities-deferral-exposure-draft/
http://www.cnsmro.ro/politica-macroprudentiala/lista-recomandarilor-2020/#r25
https://www.govinfo.gov/content/pkg/FR-2019-02-14/pdf/2018-28281.pdf



