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• How firms choose their target capital structure and how they adjust their 

balance-sheet are key questions in financial economics

• They are critical for banks: (i) credit suppliers and (ii) capital regulation 

• The Great Financial Crisis highlighted the need for larger and countercyclical bank 

capitalisation to avoid credit crisis 

• Target capital ratios have long been undisclosed, forcing researchers to rely on noisy 

estimates (partial adjustment models)

➢ Need for observable targets analysis to revisit how targets are formed and how 

they affect banks' behaviour

Motivation
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• Introduces a manually collected dataset on explicit target capital ratios European 

banks announce to their investors

• Assesses the determinants of those targets → regulatory requirements and 

procyclical behaviour affect targets

• Shows that banks take their targets seriously → they converge to them, and way 

faster when starting from below

• Exhibits banks' balance-sheet adjustments to reach their targets → 2/3 with the stock 

of capital, 1/3 with assets, with material impact on credit supply

This paper
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• Target CET1 ratio have become commonplace in 

banks’ investors relation

• Announced in level (e.g. 12%) or buffer above 

requirements (e.g. 250 bps above the MDA trigger)

• The collected dataset covers:

• 1346 quarterly observations of 74 banks over Q1 2014 -

Q4 2021 

• from all euro area countries except LT, LV & SK  

• ~66% of total assets of European banks since 2018 

(~40% in 2014)

Banks target announcements
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• Targets’ interval has stabilized since 2018    

• They are largely concentrated in a 12.5% - 15% interval    

• No strong reaction to the Covid-19 crisis but some adjustment is visible in the tails

Announced targets CET1 ratios: levels
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Source: Banks’ website, author’s calculation
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Announced target CET1 ratios: distance to targets
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• 2014-2016: rebuild weakened balance-sheets    

• 2017-2019: stabilisation     

• since 2020: above targets (policy intervention), pay-outs expected

Source: Banks’ website, author’s calculation
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Announced targets CET1 ratios: impact of requirements
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Source: Banks’ website, author’s calculation

Note: bin-scatter with Target CET1 ratio averaged by bins of 20bps of overall capital requirements 

• Targets increase with requirements   

• Partial adjustment only
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• Convergence on both sides...    

• ... but much faster for banks below their targets

Announced targets CET1 ratios: convergence to the targets
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Source: Banks’ website, author’s calculation
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Specification

Specification & Data
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Data

• Bank level data (COREP/FINREP)

• CET1 regulatory requirement            

• Size: total asset (in log)

• Profitability: return on asset           

• Liquidity: liquid assets ratio 

• Business model: diversification          

• Deposits: deposit ratio       

• Quality: risk weight density, impaired asset 

ratio, provision ratio        

• Macrofinancial environment        
• Economic forecast: 1-year ahead domestic 

real GDP growth and inflation forecast 

(Consensus Forecast)            

• Monetary policy: ECB policy rate (3-month 

Euribor) & TLTRO over total asset       

• 10-year sovereign rate
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Banks' capital requirements
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• After the GFC, banks' capital requirements were 

reformed (Basel III)    

• Composed of three blocks of diminishing stringency

• Minimum requirements (TSCR), to be met at all times

• Buffers (CBR), in which banks can draw at the expense 

of dividends

• P2G, which is a demand and not a requirement per se    

• Less stringent requirements should affect less 

targets, as the cost of breach is lower
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• Significant but <1 elasticity to requirement → trade-off between expected cost of breach and 

(perceived) costly CET1    

• Banks treat buffers like strict requirements → failure of Basel III? 

• Signs of procyclical adjustment → consistent with market pressure

Results 1: determinants of target
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Full table
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• Autocorrelation coef. in (0,1): banks 

are serious about their targets    

• Adjustment occurs for CET1 ratios 

both below and above targets...    

• ...but is much faster for banks below 

targets →higher market pressure

Results 2: Speed of adjustment
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• CET1 ratio adj. occurs through both numerator and denominator    

• 2/3 of the adjustment through the stock of capital    

• 1/3 through assets, in particular corporate exposures

Results 3: balance-sheet adjustment 1/2
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Full table
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• Adjustment again occurs both below and above targets   

• Adjustment through credit to NFCs concentrated on banks below their target

Results 3: balance-sheet adjustment 2/2

14

Full table
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Results are robust to the following settings

• Control by the distance to the capital requirements → targets matter on their own & 

capture most of the effect of the requirements     

• Exclude 2020 from the sample period (Covid-19 crisis)   

• Add time fixed effects    

• Pooled regressions w/o intercept (no permanent drift)

Robustness

15



www.ecb.europa.eu © 

• The distance to target had a substantial 

impact on credit supply during COVID

• Stronger impact for banks below their target

• Confirms the impact of capital strategy on 

credit supply in critical times

Results 4: Credit supply during COVID
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Full table
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• Target capital ratios are (increasingly) crucial in bank communication

• Targets are driven by capital requirements (trade-off, no distinction between buffers and 

strict requirements) and procyclical behaviour

• Banks take their target seriously, adjusting their balance-sheet, 2/3 through 

outstanding CET1 and 1/3 through assets

• The distance to target strongly affects credit supply during crisis    

• Important lessons for policymakers:    

• Monitoring targets to anticipate movements in credit supply

• Banks seem not to consider regulatory buffers usable        

• Need for credible countercyclical buffers to offset banks' procyclical behaviour

Conclusion
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Appendix
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Results 1: determinants of target – Full table
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Results 3: balance-sheet adjustment 1/2 – Full table
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Results 3: balance-sheet adjustment 2/2 – Full table
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Results 4: Credit supply during COVID – Full table
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