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Banks announce targets for regulatory capital ratio

Unique dataset 

“Better” than estimating targets from observed ratios 

  

Targets exist, are bank specific, pro-cyclical (signalling) 

No distinction: TSCR (main) vs. CBR (buffer) 

Fast adjustment if below target 

Mostly through more equity (how?), some less risky lending 

Covid 19: banks with high gap (below) lend less
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Regulation alone does not drive bank capital
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Gropp & Heider (2010)
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I do not see a proxy for bank risk …
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Berg & Gider (2017)



3

What is the role of economic capital ratio?
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Gropp & Heider (2010)
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Am not a big fan of targets, speed of adjustment, etc

Deviation from target vs. target deviating 

Dynamic panel models are tricky to estimate 

Perceived main point of paper: reduce measurement error…
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Why do banks communicate targets for their 
regulatory capital ratio?

What is difference between announced target and actual target? 
Different drivers? 
Permanent vs. transitory differences? 
Timing? 
Revisions? 

Announce equity, risk, or both? 

Nexus of banks, supervisors, and markets (communication tool?) 
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Banks with lower actual ratios announce higher 
target ratios
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Covid Exercise

 

Treated if large gap between 
Announced target (pre-Covid?) 
Actual target (including SSM reaction to Covid) 

Treated if bank receives a lot of regulatory relief?

ΔYi, j = αi + δ(Announcedj,pre − Actualj,post) + . . .
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Summary

Great new data 

Adjustment models do not do it justice 

Would like to know more about why banks choose to use these 
announcements 
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