
MARKET	REACTIONS	TO	THE	ASSESSMENT	OF	
OTHER	SYSTEMICALLY	IMPORTANT	INSTITUTIONS	

Alin	ANDRIEȘ,	Alexandru	Ioan	Cuza	University	of	Iași,	Romania	
Simona	NISTOR,	Babes-Bolyai	University	of	Cluj	Napoca,	Romania	
Nicu	SPRINCEAN,	Alexandru	Ioan	Cuza	University	of	Iași,	Romania	

THE	12th	YOUNG	ECONOMISTS’	SEMINAR		
THE	23rd	DUBROVNIK	ECONOMIC	CONFERENCE	

4	June	2017	



Summary	of	the	paper	
2	

¨  How	do	financial	markets	 react	 to	 the	 disclosure	 of	 the	 list	 of	
Other	 Systemically	 Important	 Institutions	 (O-SIIs)	 by	 the	
European	Banking	Authority?		

¨  Using	 an	 event	 study	 we	 document	 that	 the	 immediate	
reaction	of	the	stock	market	is	negative.		
¤  However	within	 a	 few	 days	 investors	 change	 their	 perception	 of	

stigma,	resulting	in	an	increase	in	shareholders’	wealth.		
¤  CDS	spreads	react	similarly,	increasing	first	before	decreasing.		

¨  CARs	 are	 not	 only	 driven	 by	 the	 event	 per	 se,	 but	 are	
determined	 by	 other	 relevant	 factors	 such	 as	 distance	 to	
default,	turnover,	and	credit	risk	ratio.	



Preamble	&	Motivation	(I)	
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¨  On	April	25th,	2016,	EBA	disclosed	the	first	official	list	of	O-SIIs	à	
financial	 institutions	 that	 are	 systemically	 important	 at	 a	
national	 level,	 but	 are	 not	 included	 in	 the	 list	 of	 29	 global	
systemically	important	banks	(G-SIBs).	

¨  The	 objective	 is	 to	 identify	 institutions	 within	 the	 European	
Union	 with	 a	 significant	 contribution	 to	 systemic	 risk	 at	 the	
national	level.	



Preamble	&	Motivation	(II)	
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¨  We	 investigate	 how	 the	 publication	 of	 the	O-SIIs	 list	 impacted	
banks’	stock	returns	and	CDS	spreads	à		
¤  a	stigma	effect,	i.e.,	the	included	financial	institutions	are	perceived	to	

be	riskier,	

¤  no	effect	(or	an	opacity	effect),	 i.e.,	the	event	does	not	bring	any	new	
information	to	the	market,	or		

¤  a	 safety	 effect	 due	 to	 the	 fact	 that	 the	 institutions	must	maintain	 a	
capital	buffer	and	are	henceforth	subject	to	a	tighter	supervision.	



Preamble	&	Motivation	(III)	
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¨  Trade-off	between	opacity	and	stigma	effect	(Gorton	and	
Ordoñez,	2016).	

¨  Multiple	studies	have	been	conducted	for	assessing	the	
market	reaction	to	SIFIs	/	TBTF	designation	but	there	are	no	
studies	relating	to	publication	of	the	O-SIIs	(D-SIBs)	list.	

¨  Positive	/	negative	reaction	of	market	participants	à	
creating	/	destroying	wealth	for	the	shareholders.	



Main	research	question	
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How	 did	 the	 publication	 of	 the	 O-SIIs	 list	
influence	 the	 banks’	 stock	 returns	 and	 CDS	
spreads?		



Literature	review	
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¨  Market	reaction	to	regulatory	changes:	inconclusive	results.	
¨  Petrella	and	Resti	(2013)	found	no	market	reaction	to	EBA	

stress	test	in	2011,	concluding	that	banks	are	opaque.	

¨  Schafer	et	al.	(2013)	à	regulatory	announcements	have	led	
to	a	decrease	in	banks’	stock	prices	and	an	increase	in	CDS	
spread	of	banks	from	Europe	and	the	USA.	

¨  Sahin	and	de	Haan(2016)	à	suggest	that	banks’	stock	market	
prices	and	CDS	spreads	generally	showed	no	reaction	to	the	
publication	of	the	ECB’s	Comprehensive	Assessment	of	banks	
in	the	euro	area.		

¨  Moenninghoff	et	al.’s	(2015)	results	show	positive	AR	
following	the	designation	of	the	G-SIBs.	



Methodology	(I)	
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¨  Event	study	methodology	(as	in	Schwert	,1981;		MacKinlay	
1997;	Lamdin,	2001).	

¨  Estimation	window:	250	trading	days	prior	to	the	each	
event	day.	

¨  Event	window:	11	trading	days	(5	pre-event	trading	
days,	the	event	day,	5	post-event	trading	days).	



Methodology	(II)	
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¨  Method	for	computing	the	expected	returns	à	market	model:	

¨  Abnormal	returns	(AR):	

¨  For	assessing	statistical	significance	of	AR,	3	tests	will	be	
employed:		

¨  1	parametric	tests:	t-test,	and		
¨  2	non-parametric	tests:	generalized	sign	test	(Cowan,	1992)	and	Corrado	and	

Zivney	rank	test	(Corrado	and	Zivney,	1992;	Cowan,	1992).		
¨  Other	2	parametric	tests,	i.e.,	Patell’s	(1976)	and	Boehmer	et	al.’s	(1991)	tests	will	be	

used	for	robustness	checks.	



Methodology	(III)	
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¨  Even	though	the	abnormal	returns	are	mainly	influenced	by	the	
event	per	se,	it	is	of	interest	to	study	other	relevant	factors	that	
may	 have	 a	 significant	 influence	 over	 the	 abnormal	
performance	of	the	financial	institutions.		

¨  For	this	purpose,	we	run	a	cross-sectional	regression	model	for	
the	O-SIIs	sample	using	the	OLS	method	similar	with	MacKinlay	
(1997)	 using	 the	 cumulative	 abnormal	 return	 (CAR)	 as	
dependent	variable.		



Data	(I)	
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¨  Sample:	64	banks’	stock	prices	and	41	CDS	spreads	for	banks	included	on	
the	O-SIIs	list,	published	by	the	EBA	(Thomson	Reuters	Datastream)	

¨  Frequency:	daily.	

¨  Evens	dates:	(1)	official	date	when	EBA	disclosed	the	O-SIIs	list,	and	(2)	
national	dates	when	the	central	banks	submitted	the	lists	to	the	EBA	

¨  Market	portfolio(s):	MSCI	World	Index	for	official	date,	and	national	broad	
indices	(blue-chips)	for	national	dates.	For	the	CDS	spread:	DS	Europe	Banks	
5Y	CDS	Index.	

¨  Robustness	checks		using	different	indices	(e.g.,	STOXX	Europe	600	Banks,	
CDS	Total	Return	Index).	



Data	(II)	
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Descriptive	statistics	
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Empirical	results	and	discussion	(I)	-	Returns	
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Empirical	results	and	discussion	(II)	–	CDS	
spreads	
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Empirical	results	and	discussion	(III)	
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Empirical	results	and	discussion	(III)	-	Returns	
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Empirical	results	and	discussion	(III)	
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Conclusion	(I)	
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¨  For	the	official	event,	we	document	that	the	immediate	reaction	of	
the	stock	market	is	negative.	However	within	a	few	days	investors	
change	their	perception	of	stigma,	resulting	in	an	increase	in	
shareholders’	wealth.	And	this	is	the	case	for	both	euro	zone	and	non-
euro	zone	banks.		

¨  CDS	spreads	react	similarly,	increasing	first	before	decreasing.	

¨  For	the	national	event,	CAARs	are	negative	across	all	windows,	but	
statistically	insignificant,	although	with	some	exceptions	where	only	
one	significance	test	out	of	three	shows	that	the	CAARs	are	statistically	
different	from	zero.		



Conclusion	(II)	
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¨  One	 can	 conclude	 that	we	have	 rather	 an	opacity	 effect,	
that	 is,	the	events	did	not	bring	new	information	for	the	
investors,	and	they	waited	for	an	official	designation.	

¨  Abnormal	returns	are	not	only	driven	by	the	event	per	se.	

¨  The	 most	 prominent	 explanatory	 factors	 of	 the	 official	 event	
CARs	are	distance	to	default.	
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