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On June 24, the Federal Reserve released the results of its 2026 annual stress tests of large
banks. All 32 banks subject to testing this year met minimum capital requirements under the
severe adverse economic scenarios crafted by the Fed, which included residential housing
prices falling 30% (33% in the 2025 stress test), commercial real estate values dropping 39%
(30%), unemployment rising to 10% (unchanged), and equity prices falling 58% (50%) over a
nine-quarter planning period.

The 2026 stress-test results showed that banks’ collective tier 1 common equity would drop
from 12.8% to 11.2%, well above minimum requirements of 4.5%. The 32 banks subject to the
test would absorb $708 billion in losses under the severe adverse scenario, including $200
billion in credit card losses, $160 billion from commercial and real estate loans, and $75 billion
from commercial real estate.

Overall, we believe the results again demonstrated a clean bill of health for large banks under
the severe adverse economic scenarios that the Federal Reserve generally has made more
stringent each year (although parts of the 2026 stress test were actually less stringent). We
note that even large potential losses in commercial real estate, one of the weaker segments of
banks’ lending portfolios, were able to be absorbed without impacting banks’ broader lending
capabilities.

We believe large banks in recent years have remained cautious in stress-test cycles with respect
to capital return plans, this as they await Basel Il “endgame” rules that have had the potential
to markedly increase capital reserve requirements. But regulators more recently indicated that
endgame rules are likely to be watered down, perhaps to half or less of what had been a high-
teens percentage increase in an early proposal. Michelle Bowman, who took on the role of Vice
Chair for Supervision in June 2025, has also discussed more-relaxed regulation.

Earlier in 2026, the Fed said it would maintain the current stress capital buffer requirements
until 2027, when new requirements would be calculated based on stress test models that take
public feedback into consideration. Accordingly, banks were able to immediately disclose their
planned capital actions for dividends and share buybacks.
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Banks that had more-immediate announcements on their dividend increase plans ranged from
a low of 4% for U.S. Bancorp to a high of 19% for Bank of New York, with an average of 12%.
This was improved from the average 10% increase seen immediately following the 2025 stress-
test results. Our view remains that capacity exists for continued dividend increases, with banks
awaiting final decisions on reserve requirements.

There is a better backdrop for capital markets revenues among the large banks, as financial
conditions remain conducive to capital formation and equity/debt issuance, and deal activity
faces an easier approval process during the current presidential administration. As such, we
believe a more-relaxed capital regulatory environment remains a catalyst for the largest U.S.
banks, including BUY-rated Bank of America (BAC), Citigroup (C), Goldman Sachs (GS),
JPMorgan Chase (JPM) and Morgan Stanley (MS). (Stephen Biggar, 6/25/26)

New Qtly. Increase vs.
2026 Stress Tests/Dividend Plans | Dividend Current
Bank of New York Mellon (BK) 50.62 19%
Citigroup Inc. (C) 50.67 12%
Goldman Sachs (GS) $5.00 11%
1.P. Morgan (JPM) $1.65 10%
Morgan Stanley (MS) $1.15 15%
PNC Financial (PNC) $2.00 13%
State Street Corp. (STT) 50.92 10%
U.S. Bancorp (USB) S0.54 4%
Wells Fargo (WFC) S0.50 11%
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