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1 Data Description

The data description section in the main body of the paper included a chart showing the
absolute value of overnight stock returns straddling the release of the DFAST results as well
as analogous returns on the day before and on the day after the release. We showed that
overnight returns straddling the DFAST release are skewed to towards the higher percentiles
of realized distributions for the 6 months prior to the release for each cycle. Figure 3 shows
that analogous patterns of returns manifest themselves after the release of the CCAR results.

To complete the data description, Figure 2 shows a heat map for changes in CDS spreads
at the closing of the trading day after the release of DFAST results. While the CDS spread
movements on the day surrounding stress test announcements do not tend to be as extreme
as the changes in stock prices (relative to their distribution), they can still be sizable, as can
be seen from Figure 2. Furthermore, there is significant heterogeneity in the results across
banks. Figure 3 shows that the distribution of the absolute value of changes in CDS spreads
on the day of DFAST releases is not qualitatively different from the distribution on days
surrounding the same releases. Nonetheless, our regression results show that the variation

that does occur on the day of the releases is systematically related to the results.
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Figure 1: Abnormal Overnight Stock Returns for Stress-Tested Banks Are Prevalent When
Stress Test Results Are Announced: Reactions to CCAR Results Across Cycles
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Note: The absolute value of the overnight returns shown are expressed as percentiles of their realized
distribution for each bank for the six months prior to the release of the stress test results. The middle
panel shows overnight returns based on stock prices at the market closing and opening straddling the
announcement of CCAR results. For comparison, the top and bottom panel show analogous overnight
returns for the day before and for the day after the announcement of CCAR results, respectively. The
percentiles shown are based on calculations by the authors on stock price data from CRSP.
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Figure 2: Daily Changes in CDS Spreads Following DFAST Announcements (absolute values,
shown as percentiles of the distribution for the preceding six months)
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Wells Fargo & Company

Note: The absolute values of the daily changes in CDS spreads following the release of the DFAST results
expressed as percentile of the realized distribution for each bank for the six months preceding the release of
the results. The percentiles reported are based on calculations by the authors on data from Markit.



Figure 3: Distribution of CDS Spread Changes: Reaction to DFAST Results
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Note: The absolute values of the CDS spread changes shown are expressed as percentiles of the realized
distribution for each bank for the six months prior to the release of the stress test results. The middle
panel shows overnight returns based on stock prices at the market closing and opening straddling the
announcement of CCAR results. For comparison, the top and bottom panel show analogous overnight
returns for the day before and for the day after the announcement of CCAR results, respectively. The
percentiles shown are based on calculations by the authors on stock price data from Markit.



2 Robustness of the Regression Results

This section of the appendix includes additional regression results for two types of sensitivity
analysis. The first type considers alternative specifications keeping the change in tier 1
minimum capital across stress test cycles as the surprise measure for the event studies.
The second type of sensitivity analysis considers alternative surprise measures. In sum, the

baseline results are strikingly robust.

2.1 Sensitivity Analysis: Alternative Regression Specifications

e For ease of comparison, tables 1 and 2 report again the baseline results included in the

main paper.

e The results in tables 3 and 4 are for regression specification identical to the baseline,
but report p-values calculated with standard errors that are clustered at the bank level.
All the coefficients that were significant at standard levels in the baseline specification,
based on standard errors that are robust to heteroscedasticity, remain significant with

clustered standard errors at the bank level.

e Under CCAR, firms had a chance to reduce their proposed capital distributions to
avoid a stressed capital minimum that fell short of the statutory ratios. The change
in tier 1 capital minimum from DFAST to CCAR in our baseline specification is based
on the CCAR minimum under the original plans. However, the regression includes
a term for the forced decrease in payouts when firms resubmitted capital plans with
lower distributions. For the results shown in Table 5, we compute the change in tier 1
capital minimum across DFAST and CCAR with the CCAR minimum for the revised
plans and exclude the term that captures the forced reduction in capital distributions.

The results are little changed quantitatively and unchanged qualitatively.

e The samples for the CCAR regressions and the DFAST regressions have different num-
ber of observations, complicating the comparison of results. The CCAR regressions
have more observations because we do not need to compute the change in tier-1 mini-
mum capital across stress test cycles. Moreover, we do not need to drop 2016 for the
CCAR regressions—remember that the release of the DFAST results coincided with
the announcement of the results for the Brexit referendum. The results in Table 6
are for a regression that uses only observations with counterparts across DFAST and
CCAR samples. With this change, the coefficient on the objection dummy is even

more statistically significant. There are no other major changes of note.



2.2 Sensitivity Analysis: Alternative Surprise Measures

e The results using the tier 1 leverage ratio in tables 7 and 8 and the results using the
total risk-based capital ratio in tables 9 and 10 are even closer to the results for our
baseline specification. The response to the surprise measures continues to be significant
across the board for the DFAST regressions and insignificant for the CCAR regressions.
Furthermore objections or non-approvals depress stock returns after the CCAR result
releases in a statistically significant way but do not induce a significant response in
CDS spreads.

e Switching to CET1 capital to compute the surprise measure included in our regres-
sions compresses the number of observations as this capital measure was introduced
by Basel IIT and became available for the banks included in our sample starting 2015.
Focusing on the results for DFAST in Table 11, despite the smaller sample, the co-
efficient on our surprise measure, the change in CET1 minimum across cycles in this
case, remains significant for the regressions in columns (1), (3) and (4) and is almost

significant for the regression in column (2).



Table 1: DFAST: Baseline Specification

(1) (2) (3) (4)

Stock returns  Stock returns A CDS spreads A CDS spreads

DFAST-CCAR min. 0.216* 0.217* -0.383** -0.407**
(0.017) (0.017) (0.005) (0.004)
DFAST-CCAR(-1) start 0.0710 0.0776 -0.212 -0.162
(0.393) (0.334) (0.174) (0.310)
Starting capital -0.236* -0.236* 0.340" 0.342F
(0.015) (0.015) (0.059) (0.060)
Objection or non-approval, lagged -0.0660 -0.446
(0.749) (0.434)
r2 0.634 0.634 0.422 0.424
N 102 102 93 93

p-values in parentheses
T p<0.1,* p<0.05 ** p<0.01

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight returns sur-
rounding DFAST announcements; columns (3) and (4) are for changes in CDS spreads at the end of the day
of the DFAST announcements relative to the end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and the previous year CCAR minimum value of the tier 1 capital ratio over
the nine-quarter assessment period used in the U.S. stress tests. DFAST-CCAR(-1) start is the difference
between the starting level of the tier 1 capital ratio across cycles. Starting capital is the starting level of the
tier 1 capital ratio. Objections or non-approvals, lagged is a dummy that assumes value one if the capital
plans were objected to or not approved in the previous year CCAR. All the regressions include banks and
year fixed effects. In parentheses we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These
values are based on standard errors that are robust to heteroscedasticity.



Table 2: CCAR: Baseline Specification

(1) (2) (3) (4)

Stock returns  Stock returns A CDS spreads A CDS spreads

DFAST-CCAR min. 0.0629 0.0401 -0.266 -0.269

(0.620) (0.724) (0.463) (0.459)

Forced decrease in payouts 0.311 0.324 -0.301 -0.368

(0.438) (0.347) (0.570) (0.486)

Starting capital 0.305* 0.170" 0.114 0.144

(0.015) (0.083) (0.718) (0.659)

Objections or non-approvals -2.145%* 0.532

(0.000) (0.450)

r2 0.590 0.717 0.524 0.527
N 150 150 111 111

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the tier 1 capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the tier
1 capital minimum in the final capital plan submission and the original submission. Starting capital is the
starting level of the tier 1 capital ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based on
standard errors that are robust to heteroscedasticity.



Table 3: DFAST: Sensitivity, Clustered Standard Errors

(1) (2) (3) (4)
Stock returns  Stock returns A CDS spreads A CDS spreads
DFAST-CCAR min. 0.216% 0.217+F -0.383* -0.407*
(0.052) (0.057) (0.015) (0.014)
DFAST-CCAR(-1) start 0.0710 0.0776 -0.212 -0.162
(0.377) (0.325) (0.162) (0.278)
Starting capital -0.236** -0.236** 0.340* 0.342%
(0.005) (0.007) (0.039) (0.052)
Objections or non-approvals, lagged -0.0660 -0.446
(0.776) (0.528)
r2 0.634 0.634 0.422 0.424
N 102 102 93 93

p-values in parentheses
T p<0.1,* p<0.05 ** p<0.01

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight returns sur-
rounding DFAST announcements; columns (3) and (4) are for changes in CDS spreads at the end of the day
of the DFAST announcements relative to the end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and the previous year CCAR minimum value of the tier 1 capital ratio over
the nine-quarter assessment period used in the U.S. stress tests. DFAST-CCAR(-1) start is the difference
between the starting level of the tier 1 capital ratio across cycles. Starting capital is the starting level of the
tier 1 capital ratio. Objections or non-approvals, lagged is a dummy that assumes value one if the capital
plans were objected to or not approved in the previous year CCAR. All the regressions include banks and
year fixed effects. In parentheses we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These

values are based on errors clustered by banks.



Table 4: CCAR: Sensitivity, Clustered Standard Errors

(1) (2) (3) (4)
Stock returns Stock returns A CDS spreads A CDS spreads
DFAST-CCAR min. 0.0629 0.0401 -0.266 -0.269
(0.699) (0.763) (0.504) (0.499)
Forced decrease in payouts 0.311 0.324 -0.301 -0.368
(0.595) (0.482) (0.224) (0.153)
Starting capital 0.305% 0.170* 0.114 0.144
(0.073) (0.043) (0.737) (0.675)
dummy_sum -2.145** 0.532
(0.002) (0.412)
r2 0.590 0.717 0.524 0.527
N 150 150 111 111

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the tier 1 capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the tier
1 capital minimum in the final capital plan submission and the original submission. Starting capital is the
starting level of the tier 1 capital ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based on
errors clustered by banks.
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Table 5: CCAR: Sensitivity, Surprise Based on Adjusted Capital

(1) (2) (3) (4)
Stock returns  Stock returns A CDS spreads A CDS spreads
change_tierl_capital_min_adj_rat 0.0789 0.0558 -0.164 -0.163
(0.530) (0.618) (0.678) (0.680)
Starting capital 0.299* 0.164" 0.0325 0.0357
(0.018) (0.095) (0.927) (0.922)
Objections or non-approvals -2.145** 0.0849
(0.000) (0.916)
r2 0.588 0.715 0.506 0.506
N 150 150 111 111

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. change_tieri_capital_min_adj_rat is the
difference between the current year DFAST and CCAR minimum value of the final tier 1 capital ratio (i.e.,
revised in reaction to the evaluation of the FED) over the nine-quarter assessment period used in the U.S.
stress tests. Starting capital is the starting level of the tier 1 capital ratio. Objections or non-approvals is
a dummy that assumes value one if the capital plans were objected to or not approved. All the regressions
include banks and year fixed effects. In parentheses, we report the p-values where +p < 0.1, *p < 0.05,
**p < 0.01. These values are based on standard errors that are robust to heteroscedasticity.
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Table 6: CCAR: Sensivity, Shorter CCAR Sample Matching the DFAST Sample

(1)

Stock returns

Stock returns

(2)

(3)

A CDS spreads

(4)
A CDS spreads

DFAST-CCAR min. 0.165 0.114 -0.311 -0.308

(0.421) (0.522) (0.481) (0.488)

Forced decrease in payouts -0.281 0.0647 1771+ 1.731+

(0.642) (0.898) (0.059) (0.074)

Starting capital 0.278% 0.147 0.0958 0.103

(0.094) (0.303) (0.782) (0.771)

Objections or non-approvals -2.610** 0.196

(0.001) (0.817)

2 0.560 0.712 0.452 0.453
N 102 102 92 92

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the tier 1 capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the tier

1 capital minimum in the final capital plan submission and the original submission. Starting capital is the
starting level of the tier 1 capital ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based on
standard errors that are robust to heteroscedasticity.
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Table 7: DFAST: Sensitivity, Surprise Based on the Tier 1 Leverage Ratio

) ®) ® @
Stock returns  Stock returns A CDS spreads A CDS spreads
DFAST-CCAR min. 0.248% 0.249+ -0.507** -0.543**
(0.091) (0.093) (0.005) (0.005)
DFAST-CCAR(-1) start 0.0590 0.0565 -0.291 -0.230
(0.546) (0.560) (0.380) (0.458)
Starting leverage -0.117 -0.115 0.8217" 0.802"
(0.391) (0.413) (0.094) (0.094)
Objections or non-approvals, lagged 0.0505 -0.424
(0.844) (0.421)
r2 0.569 0.569 0.434 0.436
N 102 102 93 93

p-values in parentheses
T p<0.1,* p<0.05 ** p<0.01

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight returns sur-
rounding DFAST announcements; columns (3) and (4) are for changes in CDS spreads at the end of the day
of the DFAST announcements relative to the end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and the previous year CCAR minimum value of the tier 1 leverage ratio
over the nine-quarter assessment period used in the U.S. stress tests. DFAST-CCAR(-1) start is the dif-
ference between the starting level of the tier 1 leverage ratio across cycles. Starting leverage is the starting
level of the tier 1 leverage ratio. Objections or non-approvals, lagged is a dummy that assumes value one if
the capital plans were objected to or not approved in the previous year CCAR. All the regressions include
banks and year fixed effects. In parentheses we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01.
These values are based on standard errors that are robust to heteroscedasticity.
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Table 8: CCAR: Sensitivity, Surprise Based on the Tier 1 Leverage Ratio

(1) (2) (3) (4)

Stock returns  Stock returns A CDS spreads A CDS spreads

DFAST-CCAR min. 0.0877 0.0166 -0.570 -0.565

(0.611) (0.911) (0.251) (0.254)

Starting leverage 0.391* 0.2447 0.376 0.424

(0.045) (0.050) (0.421) (0.370)

Forced change in payouts 0.408 0.431 -0.209 -0.309

(0.427) (0.318) (0.759) (0.648)

Objections or non-approvals -2.178** 0.611

(0.000) (0.378)

r2 0.581 0.715 0.534 0.537
N 150 150 111 111

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the tier 1 leverage ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the tier
1 leverage minimum in the final capital plan submission and the original submission. Starting leverage is the
starting level of the tier 1 leverage ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based on
standard errors that are robust to heteroscedasticity.
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Table 9: DFAST: Sensitivity, Surprise Based on the Total Risk-Based Capital Ratio

(1) (2) (3) (4)
Stock returns  Stock returns A CDS spreads A CDS spreads
DFAST-CCAR min. 0.196* 0.196* -0.378** -0.399**
(0.014) (0.015) (0.006) (0.007)
DFAST-CCAR(-1) start 0.0474 0.0483 -0.299+ -0.277+
(0.450) (0.407) (0.091) (0.096)
Starting capital -0.164* -0.164* 0.208 0.225
(0.035) (0.039) (0.188) (0.174)
Objections or non-approvals, lagged -0.0130 -0.417
(0.951) (0.455)
r2 0.627 0.627 0.433 0.435
N 102 102 93 93

p-values in parentheses
T p<0.1,* p<0.05 ** p<0.01

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight returns sur-
rounding DFAST announcements; columns (3) and (4) are for changes in CDS spreads at the end of the day
of the DFAST announcements relative to the end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and the previous year CCAR minimum value of the total risk-based capital
ratio over the nine-quarter assessment period used in the U.S. stress tests. DFAST-CCAR(-1) start is the
difference between the starting level of the total risk-based capital ratio across cycles. Starting capital is
the starting level of the total risk-based capital ratio. Objections or non-approvals, lagged is a dummy that
assumes value one if the capital plans were objected to or not approved in the previous year CCAR. All
the regressions include banks and year fixed effects. In parentheses we report the p-values where +p < 0.1,
*p < 0.05, **p < 0.01. These values are based on standard errors that are robust to heteroscedasticity.
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Table 10: CCAR: Sensitivity, Surprise Based on the Total Risk-Based Capital Ratio

O ) ® @
Stock returns  Stock returns A CDS spreads A CDS spreads
DFAST-CCAR min. 0.0906 0.0417 -0.337 -0.333
(0.451) (0.660) (0.246) (0.254)
Starting capital 0.169* 0.1197 0.0535 0.0579
(0.046) (0.083) (0.816) (0.803)
Forced change in payouts 0.619 0.536 -0.204 -0.255
(0.158) (0.139) (0.690) (0.626)
Objections or non-approvals -2.198** 0.404
(0.000) (0.544)
r2 0.580 0.718 0.525 0.527
N 150 150 111 111

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the day
of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference between
the current year DFAST and CCAR minimum value of the total risk-based capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the total
risk-based capital ratio minimum in the final capital plan submission and the original submission. Starting
capital is the starting level of total risk-based capital ratio. Objections or non-approvals is a dummy that
assumes value one if the capital plans were objected to or not approved. All the regressions include banks
and year fixed effects. In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These
values are based on standard errors that are robust to heteroscedasticity.
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Table 11: DFAST: Sensitivity, Surprise Based on the CET1 Capital Ratio

@) (2) (3) (4)

Stock returns  Stock returns A CDS spreads A CDS spreads

DFAST-CCAR min. 0.0988" 0.0585 -0.707** -0.739**
(0.056) (0.158) (0.000) (0.000)
DFAST-CCAR(-1) start 0.123 0.0634 -0.0468 0.00777
(0.181) (0.439) (0.743) (0.963)
Starting capital -0.151 -0.105 0.190 0.164
(0.153) (0.235) (0.237) (0.354)
Objections or non-approvals, lagged 0.437* -0.412
(0.012) (0.370)
r2 0.790 0.821 0.854 0.859
N 60 60 53 53

p-values in parentheses
T p<0.1,* p<0.05 * p<0.01

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the CET1 capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the CET1
capital minimum in the final capital plan submission and the original submission. Starting capital is the
starting level of the CET1 capital ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based
on standard errors that are robust to heteroscedasticity. N.B.: There are fewer observations than for the
baseline specification with tier 1 capital because CET1 capital was introduced as a new measure by Basel
III. Tt became available for the banks included in our sample starting in 2015.
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Table 12: CCAR: Sensitivity, Surprise Based on the CET1 Capital Ratio

(1) (2) (3) (4)

Stock returns  Stock returns A CDS spreads A CDS spreads

DFAST-CCAR min. 0.156 0.110 -0.0462 -0.0390
(0.333) (0.387) (0.911) (0.926)
Starting capital 0.144 0.0612 -0.125 -0.146
(0.402) (0.669) (0.708) (0.671)
Forced decrease in payouts -0.449 -0.0121 0.590 0.711
(0.552) (0.983) (0.607) (0.566)
Objections or non-approvals -1.812** -0.339
(0.000) (0.733)
r2 0.563 0.681 0.525 0.526
N 98 98 71 71

Note: The dependent variables in the panel regressions in columns (1) and (2) are overnight stock returns
surrounding CCAR announcements; columns (3) and (4) are for changes in CDS spreads at the end of the
day of the CCAR announcements relative to end of the day prior. DFAST-CCAR min. is the difference
between the current year DFAST and CCAR minimum value of the CET1 capital ratio over the nine-quarter
assessment period used in the U.S. stress tests. Forced decrease in payouts is the difference between the CET'1
capital minimum in the final capital plan submission and the original submission. Starting capital is the
starting level of the CET1 capital ratio. Objections or non-approvals is a dummy that assumes value one if
the capital plans were objected to or not approved. All the regressions include banks and year fixed effects.
In parentheses, we report the p-values where +p < 0.1, *p < 0.05, **p < 0.01. These values are based
on standard errors that are robust to heteroscedasticity. N.B.: There are fewer observations than for the
baseline specification with tier 1 capital because CET1 capital was introduced as a new measure by Basel
II1. Tt became available for the banks included in our sample starting in 2015.
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