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Local Political Uncertainty and Branch Banking:

Evidence from Deposit Rate Setting

Abstract

Using upcoming gubernatorial elections in the U.S. as a source of variation in local political
uncertainty, we examine how bank branches—key players in local credit markets—adjust deposit
interest rates and, subsequently, local deposit funding and the supply of local credit in response.
We find that branches facing heightened uncertainty ahead of gubernatorial elections tend to raise
deposit rates, which gradually return to normal levels after the elections. This adjustment is
accompanied by an increase in deposit volumes prior to the elections, but does not translate into
growth in mortgages and small business lending, consistent with a stronger motive for liquidity
hoarding under political uncertainty. In contrast, branches in states without gubernatorial
elections—whose parent banks are headquartered in states holding elections—are more likely to
lower deposit rates, possibly reflecting efforts to manage funding costs at the bank level. By
isolating the effects of political uncertainty at both the branch and headquarters levels, our study

highlights that uncertainty at each level plays a critical role in shaping branch-level deposit pricing.
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1. Introduction

A large body of academic literature documents that uncertainty in public policy, stemming
from issues such as major elections and political conflicts, has substantial effects on the economy,
leading to reduced corporate investment (e.g., Gulen & Ion, 2016; Nguyen & Phan, 2017; Jens,
2017) and higher firm financing costs (e.g., Kaviani, Kryzanowski, Maleki, & Savor, 2020;
D’Mello & Toscano, 2020). These effects extend beyond corporate activity and also influence
financial intermediation. For example, banks respond to rising economic policy uncertainty by
hoarding more liquidity, which include holding greater amounts of liquid assets, supplying less
credit, and attracting more deposits (e.g., Gissler, Oldfather, & Ruffino, 2016; Berger, Guedhami,
Kim, & Li, 2022; Kara & Yook, 2023).

Prior studies primarily focus on company- or bank-level responses to rising political
uncertainty. However, banks typically operate nationwide branch networks that remain central to
deposit collection! and, in turn, to local credit markets and economic activity (e.g., Gilje, Loutskina,
& Strahan, 2016), with each branch potentially facing varying levels of political uncertainty shaped
by the stance of local governors. These considerations, along with insights from previous research,
raise the following questions: Are banks’ responses to political uncertainty determined solely by
their parent banks, or are they influenced by heterogeneous decisions made at the branch level—
even within the same bank? If the level of local political uncertainty differs between a bank’s
headquarters and its branches—or varies across branches—due to geographic differences, do
branch-level responses differ as well? This study aims to address these unanswered questions and

fill these gaps in the existing literature.

! According to the Financial Times article “JPMorgan plans branch opening spree as peers bet on in-person banking”
(February 18, 2026), despite the growth of digital tools, brick-and-mortar branches remain an important deposit-
gathering tool for U.S. banks.
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Among various bank-level operations, this study focuses on changes in individual branch-
level deposit interest rates in response to political uncertainty. Deposit rate setting is a key branch-
level operation used to manage liquidity in response to local economic shocks, which, in turn,
affects local deposit funding and the supply of local credit (e.g., Dlugosz, Gam, Gopalan, &
Skrastins, 2024).2 Additionally, we use gubernatorial elections as a source of variation in local
political uncertainty, following prior studies (e.g., Jens, 2017). Since gubernatorial elections occur
at different intervals across states, they allow us to measure the impact of cross-sectional variations
in political uncertainty stemming from these elections. By examining changes in deposit interest
rates at local branches during periods of heightened political uncertainty ahead of gubernatorial
elections, we can assess how bank branches respond to such uncertainty in terms of their deposit
interest rate setting, and whether these responses differ across branches and between headquarters
and local branches, even within the same bank.

For this analysis, we use monthly branch-level deposit interest rate data from 2000 to 2020,
sourced from RateWatch. Following prior studies (e.g., Drechsler, Savov, & Schnabl, 2017;
Dlugosz et al., 2024), we focus on 12-month certificate of deposit (CD) rates with an account size
of $10,000 as the outcome variable. We aggregate weekly CD rates into annual averages (January-
December) for each branch and then compare branches located in states with and without
gubernatorial elections during the year. We find that annual average CD rates are significantly
higher in election years than non-election years. This effect is more pronounced when averaging

over the eight-month period beginning seven months before the election and including the election

2 In approximately 60% of cases in the sample used by Dlugosz et al. (2024), deposit interest rates are determined
locally within the same counties, indicating a decentralized approach to rate-setting decisions. As a result, we observe
cross-sectional variation in deposit rates for the same products across branches of the same bank within a given month.
For example, as of July 1%, 2019, the standard deviation of 12-month CD rates for a $10,000 account across the Wells
Fargo Bank branches in our RateWatch data was approximately 40 basis points.



month.? These results remain robust after including bank- and county-level control variables, such
as bank size, profitability, local banking market competition, and economic size, along with branch
and year fixed effects, which account for time-invariant branch characteristics and year-specific
factors. The results remain consistent even when we exclude branches whose deposit rates are set
outside the same state. The results are robust to restricting the sample to special gubernatorial
elections held in different election cycles.

Next, we examine when bank branches begin responding to political uncertainty ahead of
gubernatorial elections by adjusting deposit interest rates, using monthly average deposit rate data.
To do this, we employ a stacked, staggered dynamic difference-in-differences (DiD) approach
within a 24-month window centered on each gubernatorial election (-12 to +11 months) in the
states where the bank branches are located.* Branches in states without a gubernatorial election
during this window serve as the control group. We find that branches begin raising CD rates
approximately 7-8 months before the election, relative to the control group, with a sharper increase
occurring around four months prior to the election. During this period, branches raise deposit rates
by up to 1.5 basis points on average, equivalent to roughly 1.1 percent of the sample mean deposit
interest rates and approximately $46.5 million in additional statewide deposit interest expenses per
year as of 2020.° Following the election, these branches begin to normalize their rates, gradually
lowering them over the subsequent months. Similar patterns are observed even when restricting

the sample to gubernatorial elections that do not coincide with U.S. presidential elections.

3 For example, if the election is held in November, we calculate the average of the monthly deposit interest rates from
April to November of that year. We then compare this average with the average from the same months in other years
without an election.

4 Gubernatorial elections in the U.S. are typically held every four years, with some states in our sample holding
elections starting in 2002 and others starting in 2004, making them staggered by nature.

5 As of June 30, 2020, total deposits in the U.S. amounted to approximately $15.5 trillion, or about $310 billion per
state on average. Applying an additional 1.5 basis point increase in deposit interest rates implies additional interest
expenses of approximately $46.5 million per year per state ($310 billion x 1.5 basis points).



Moreover, when limiting the sample to branches facing upcoming elections, the effects are
stronger—ranging from 4.0 to 4.6 basis points, equivalent to roughly 2.8-3.2 percent of the sample
mean deposit rates and approximately $124-143 million in additional statewide deposit interest
costs per year®—when the margin between the top two candidates is within 1%, compared with
races that have more predictable outcomes. This suggests that higher political uncertainty leads to
a more significant increase in banks' deposit rates. Additionally, the results are weaker in more
competitive local banking markets, indicating that concerns about intense interbank deposit
competition and its negative impact on bank profitability may discourage branches from raising
rates ahead of elections. The effects are less pronounced in counties with higher social capital and
in Democratic-leaning states, suggesting that branches in areas prioritizing mutual benefit and
inclusivity are less likely to raise deposit rates, thereby avoiding increased loan rates and funding
difficulties for local borrowers. Finally, the effect is diminished in banks with lower profitability,
weaker capital adequacy, and poorer asset quality, implying that banks in a weaker financial
condition are less inclined to aggressively pursue deposit growth at the expense of profitability and
performance in response to heightened political uncertainty.

Our results suggest that individual branches respond to political uncertainty by raising their
own deposit rates. However, when both branches and their headquarters face political uncertainty
simultaneously—due to geographical proximity or synchronized gubernatorial election cycles—it
becomes difficult to determine whether branch responses are driven solely by local uncertainty or
also influenced by headquarter-level uncertainty. To isolate branch-level political uncertainty from
that at the headquarters level, we focus on branches experiencing elevated political uncertainty

while their headquarters remain unaffected. For this test, the control group comprises branches that

6 $310 billion per state x 4.0 basis points = $124 million, $310 billion per state x 4.6 basis points = $142.6 million.



face no political uncertainty, with headquarters also unaffected during the same year. Even under
these conditions, we find consistent results, confirming that branch-level political uncertainty
independently influences deposit interest rate adjustments. These findings remain robust when
comparing branches within the same bank using year-by-bank fixed effects.

Next, building on the previous tests, we examine how branch-level deposit rates respond
when their headquarters are affected by gubernatorial elections, even though the branches’ states
are not holding elections. Interestingly, we find that when headquarters face political uncertainty
ahead of the election but the branches do not, these branches tend to lower their deposit interest
rates. These results are robust when comparing branches within the same county by controlling for
time-varying county-level characteristics through year-by-county fixed effects. These findings are
more pronounced when the sample is limited to banks with poor profitability. This behavior may
be attributed to the banks' incentives to manage overall funding costs at the broader bank level. In
other words, within nationwide branch networks, branches facing political uncertainty raise
deposit rates to attract more depositors for liquidity management, while branches not exposed to
such uncertainty typically lower rates to balance liquidity needs and funding costs across the bank.
This illustrates how the two contrasting objectives—hoarding liquidity while controlling funding
costs—can be simultaneously pursued through a widespread branch network operating under
diverse local conditions within the same banking entity. Relatedly, we find that bank branches with
more limited nationwide branch networks, such as those of state-chartered banks, are less likely to
raise deposit rates even during periods of heightened local political uncertainty, possibly due to
their limited ability to offset rising funding costs through branches not exposed to such uncertainty.

We next examine the question whether increases in deposit interest rates attract more

depositors to a branch. To test this, we analyze branch-level deposit volume data as of June 30th



each year from the Summary of Deposits (SoD). Our findings show that branches facing higher
political uncertainty before a gubernatorial election are more likely to have a deposit volume 1.1

percent larger than those without such elections. These results confirm that, in response to rising
political uncertainty, branches tend to accumulate more liquidity by attracting additional deposits

through higher deposit interest rates. Finally, we test whether the increase in deposits collected by
local branches ahead of gubernatorial elections leads to greater local loan originations. Our
regression results show that, despite the rise in local deposit volumes, banks facing heightened
political uncertainty reduce their origination of local mortgage and small business loans. This
finding suggests that the rise in deposit interest rates is driven not by increasing local credit demand,
but by banks’ motives to hoard liquidity in response to political uncertainty, consistent with Berger
et al. (2022) and Kara and Yook (2023).

Our study contributes to the extensive literature on the consequences of higher economic
policy or political uncertainty. Prior research has shown that an increase in such uncertainty leads
to a decline in U.S. corporate investment (Gulen & Ion, 2016), a reduction in venture capital
investment (Tian, Wang, & Ye, 2018), a decreased likelihood of merger and acquisition activity
(Nguyen & Phan, 2017), and an increase in debt financing costs (Kaviani et al., 2020; Kim, 2019).
In the banking literature, Gissler et al. (2016) find that mortgage lending is negatively associated
with regulatory uncertainty. Similarly, Kara and Yook (2023) show that the supply of mortgage
loans decreases when political uncertainty rises in the states where banks are headquartered.
Specifically, our paper builds on Berger et al. (2022), who document that increased nationwide
economic policy uncertainty in the U.S. leads banks to hoard liquidity. By exploiting geographical
variations in political uncertainty across states—using gubernatorial elections as a source of

exogenous shocks—we find that branch-level political uncertainty plays a key role in shaping



banks’ localized responses beyond any influence on their headquarters, particularly in setting
deposit interest rates at the branch level, thereby contributing to and extending prior research.
Furthermore, through comprehensive tests on deposit rates, deposit volumes, mortgage origination,
and small business lending, we show that increases in local deposits driven by higher branch
deposit rates do not effectively translate into greater local credit supply. This finding highlights the
weakened financial intermediation function of banks during periods of heightened political
uncertainty, offering additional insights on this topic.

Further, this study is closely related to research on branch banking, which examines how
bank branches—even within the same institution—behave differently in response to varying local
conditions across regions, such as shale booms and natural disasters (e.g., Gilje, Loutskina, &
Strahan, 2016; Cortés & Strahan, 2017). In particular, we build on Dlugosz et al. (2024), who
examine how local economic shocks, proxied by natural disasters, affect branch-level deposit
interest rates in the impacted areas, independent of the banks' headquarters. By showing that state-
level political uncertainty—driven by scheduled gubernatorial elections—affects the deposit
interest rates set by local branches, we further demonstrate that branch-specific political conditions,
beyond local liquidity shocks from natural disaster, play a crucial role in banks’ decisions to adjust
deposit rates to manage liquidity. Furthermore, by showing that political uncertainty surrounding
bank headquarters leads to a decline in deposit interest rates at branches unaffected by political
uncertainty—an attempt to balance liquidity hoarding with funding cost management at the
broader bank level—we highlight that the conditions at both headquarters and branches influence
the operations of individual branches in distinct ways.

The rest of the paper is organized as follows. Section 2 provides the institutional

background of gubernatorial elections and develops our testable hypotheses. Section 3 describes



the data sources and presents the summary statistics of the sample. Section 4 outlines the empirical

methodology and discusses the results. Finally, Section 5 concludes.
2. Institutional Background and Hypothesis Development

2.1 Gubernatorial elections and Dual banking system

State governors in the U.S. wield strong executive powers, enabling them to make
decisions on state taxes, state and federal contracts, and wages, among other issues (Peltzman,
1987; Besley & Case, 1995). For this reason, state-level gubernatorial elections represent a
legitimate source of political uncertainty, as they could lead to a change of state leadership. Unlike
national elections, which create nationwide political uncertainty, gubernatorial elections have more
localized effects (Agarwal et al., 2022). This distinction allows us to compare the behavior of
branches of the same bank, located in different states, under varying levels of political uncertainty.

Gubernatorial elections are pre-scheduled by legislation and, therefore, can be regarded as
largely exogenous events (Chen et al., 2023). Although these elections are typically held every
four years (with the exception of Vermont and New Hampshire, which hold them every two years),
states have their elections in different years. As a result, gubernatorial elections are staggered
across different business and economic cycles (Atanassov et al., 2024; Kim & Nguyen, 2023).
With the exception of Louisiana and certain special elections, they are typically held in November.’
Table 1 presents the gubernatorial election schedules for all states from 2000 to 2020.

[Insert Table 1 about here]

Bank regulation in the U.S. is also segmented. Since 1863, commercial banks have had the

option to operate under either a federal or a state charter. While the Federal Deposit Insurance

Corporation (FDIC) insures all deposit-taking institutions, the chartering authority depends on

7 Louisiana typically holds its gubernatorial elections in October.



whether the institution is a national or state bank. The Office of the Comptroller of the Currency
supervises federally chartered banks, while state banks are chartered by state regulators. Over time,
the distinction between these two charter types become less significant. Consequently, banks now
tend to select their charter primarily based on factors such as regulatory requirements and access
to regulators (Agarwal et al., 2014; Blair & Kushmeider, 2006; Liu & Ngo, 2014).
2.2 Why and How Would Banks Deposits Respond to Political Uncertainty?
2.2.1 The Direct Channel: Regulatory Effects on State-Chartered Banks

A state's governor has a strong influence over the appointment of the head of the state
banking regulators (Saiz & Semenov 2014, Kara & Yook, 2023). To be specific, the bank
commissioner is always nominated by the governor of the state, though confirmation is required
by the Senate. These regulators, in turn, hold various regulatory powers such as chartering,
rulemaking, supervision, and enforcement (Labonte 2017). An example of how state leadership
affects state-chartered banks is the California Financial Information Privacy Act (SB1), which was
enacted in 2003 under a Democratic-controlled legislature and signed into law by Democratic
Governor Gray Davis. SB1 imposed stricter rules on data sharing, potentially limiting banks’
engagement in high-risk, data-driven innovations (Doerr et al., 2023) and encouraging more
conservative practices to avoid privacy violations and penalties. This marked a clear departure
from the earlier regulatory environment shaped by the Gramm-Leach—Bliley Act (1999), passed
under Republican leadership at the federal level, which had taken the opposite approach by
promoting broader information sharing (Nguyen et al., 2025).
2.2.2 The Indirect Channel: Political and Economic Uncertainty

State governments play a significant role in shaping the economic environment in which

they operate. Growing uncertainty in state-level economic policy ahead of upcoming elections can
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amplify uncertainty in the economic environment, which in turn impacts all banks that conduct
deposit and lending activities through their regional branch offices, regardless of whether they are
federally or state chartered. For example, previous literature has already shown that political
uncertainty causes dampened economic outcomes, such as firms delaying their investments
(Bernanke, 1983; Baker et al., 2016; Azzimonti, 2018), decreased involvement in new merger and
acquisition deals (Bonaime et al., 2018), a decline in initial public offerings (Colak et al., 2017),
and suffering industrial production and employment contractions (Baker et al., 2016).
Consequently, despite the dual banking system, both federally and state-chartered banks can be
substantially and indirectly influenced by the changing local economic environment—driven by
heightened political uncertainty—so long as they have operations in those regions. In particular,
the performance of regional branches primarily depends on the economic activities of local firms
(Petersen & Rajan, 2002) and households (Mian & Sufi, 2009; Goetz et al., 2016, among others).
Instability in local firms’ operating profits and cash flows, caused by the recessionary effects of
political uncertainty, can deteriorate the external financing environment, thereby increasing
financial constraints and elevating credit risk (Bordo et al., 2016; Valencia, 2017; Ashraf & Shen,
2019). Consequently, heightened political uncertainty may increase the probability of a bad state,
leading risk-averse banks to reduce overall lending, tighten credit standards, and increase deposit
volume due to precautionary motives (Bloom, 2014; Phan et al., 2019). Banks are motivated to
increase cash reserves to buffer against financial shocks and maintain smooth operations.

This is consistent with Pastor and Veronesi (2013), to the extent that political uncertainty
commands a risk premium. More specifically, they have established a general equilibrium model
in which the government’s protective role over the market is affected by economic uncertainty, and

uncertainty about policy thus demands additional premia. In the banking context, the probability
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of loan defaults might rise in uncertain times, translating into increases in the risk profiles of banks
(Tang & Yan, 2010). Depositors might demand higher deposit rates from banks due to the increased
exposure to adverse shocks, even if banks’ credit quality is unchanged (Valencia, 2017). Plus, real
options theory states that the lack of complete information under uncertainty leads to an increase
in the probability of making wrong decisions (McDonald & Siegel, 1986; Pindyck, 1986). Banks
might follow a wait-and-see approach (Bernanke, 1983) and may have a tendency to restrict the
amount of credit and try to accumulate liquidity in uncertain times, which might then increase their
stability (Wu et al., 2020).

In addition, the demand-for-deposits view stresses that when there is not a correspondingly
large infusion of deposits, banks may increase deposit rates to attract sufficient funds to fulfill their
role as liquidity providers (Acharya & Mora 2015; Ben-David, Palvia, & Spatt 2017). Previous
papers have confirmed that banks may face risks of liquidity shocks (Julio & Yook, 2012) and/or
anticipated funding difficulties (Berger et al., 2022) during periods of political uncertainty.
Therefore, we hypothesize that banks increase deposit rates to create liquidity during periods of
banking instability caused by political uncertainty.

3. Data and Summary Statistics

To examine how rising political uncertainty ahead of U.S. gubernatorial elections affects
deposit interest rates at local bank branches, we compile a comprehensive dataset. First, we use
data from Congressional Quarterly (CQ) Press to identify the timing of U.S. gubernatorial elections
from 2002 to 2018. To extend coverage through 2020, we manually collected election data for the
remaining years.

Second, we obtain branch-level deposit interest rates from RateWatch, provided by S&P

Global Market Intelligence. This dataset reports weekly interest rates for various deposit
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products—such as 6-, 12-, and 24-month CDs for account sizes of $10,000 or $100,000—at the
individual bank branch level. For our regressions, we convert the weekly data to a monthly or
annual frequency. Our regressions focus on 12-month CD rates for a $10,000 account; however,
the results remain robust when using alternative products, such as 6-month or 24-month CD rates.

Third, we identify the locations of each bank branch and their respective headquarters using
the SoD from FDIC. This dataset provides the state and county of individual bank branches, along
with the amount of deposits held by each branch as of June 30 each year. Using this information,
we determine the state and county of each branch and its headquarters, and assess whether either
is exposed to political uncertainty arising from an upcoming gubernatorial election.

Finally, to construct bank- and regional-level control variables for our regressions, we draw
on various data sources. For bank-level characteristics—such as total asset size, capital structure,
profitability, and asset quality—we use data from the Uniform Bank Performance Report (UBPR),
provided by the Federal Financial Institutions Examination Council (FFIEC). For county-level
variables, we rely on multiple sources as laid out in the Appendix A: county-level banking market
competition, measured by the deposit market Herfindahl-Hirschman Index (HHI), is calculated
using branch-level deposit volume data from the FDIC’s SoD; personal income per capita is
obtained from the Bureau of Economic Analysis (BEA); and unemployment rates are sourced from
the Bureau of Labor Statistics (BLS).

Table 2 presents the summary statistics of our sample. By merging the various datasets
mentioned above—including gubernatorial election data, branch-level deposit interest rates from
RateWatch, and branch location data from SoD—we constructed a sample of approximately
123,000 observations. The average deposit interest rate for a 12-month CD with an account size

of $10,000 is about 1.4% during our sample period, a substantial portion of which reflects the
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Federal Reserve’s zero interest rate policy following the 2008 financial crisis and the 2020 Covid-
19 pandemic. As dependent variables, we use two types of average deposit interest rates: the Npre§
month rate and the Annual rate. The former is the average of branch-level deposit rates for the
eight months leading up to and including the gubernatorial election, while the latter is the average
rate over the 12 months of the year containing the gubernatorial election. We use two variables to
capture political uncertainty: Gub_election Branch and Gub election HQ. Gub election Branch
is a dummy variable that equals one if the state where the bank branch is located holds a
gubernatorial election that year, and zero otherwise. Gub_election HQ equals one if the state where
the bank branch’s headquarters is located holds a gubernatorial election that year, and zero
otherwise. The mean values of both variables are approximately 0.25, indicating that about 25
percent of observations coincide with a gubernatorial election, which occurs every four years.
Summary statistics for the remaining variables show that approximately 86 percent of branches
are located in the same state as their headquarters, and 79 percent are affiliated with small banks.
[Insert Table 2 about here]

To illustrate the geographical distribution of branches in our sample, Figure 1(a) displays
the locations of all 5,355 branches as of 2020. The branches are dispersed across the U.S., with the
map indicating that they are not concentrated in a few highly populated or economically dominant
states. The darkest shades of blue, representing a high number of branches (101-400+), appear in
states such as Texas and Illinois, while lighter shades indicate states with fewer than 100 branches,
reflecting balanced regional representation.

[Insert Figure 1 about here]
Figure 1(b) turns to one bank, Chase, and shows the distribution of all Chase bank branches

(including non-sample branches) as of 2022, based on FDIC data. Similar to the overall sample,
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Chase branches are widely distributed across all 50 states, with a high concentration in California
and New York. This broad geographic presence enables us to examine differences in deposit rates
across branches of the same bank located in states with different gubernatorial election timings.
We also confirm that, even within the same bank, deposit rates vary across regions for the
same products. For example, as of July 1%, 2019, the 12-month CD rate for a $10,000 account was
1.25 percent at a Wells Fargo Bank branch in Tennessee, while a branch of the same bank in
Pennsylvania set the rate at 1.4 percent. Consequently, the standard deviation of rates for the same
deposit products across the Wells Fargo branches in our RateWatch data as of July 1%, 2019, is
around 40 basis points, confirming cross-sectional variation in deposit rates across branches within

the same bank.
4. Empirical Methodology and Results

4.1 Political Uncertainty and Deposit Rates

In this section, we examine branch-level deposit interest rate adjustments in response to
heightened political uncertainty ahead of gubernatorial elections. Our analysis is conducted using
the following regression model:

Average Deposit rate;; = P + B, Gub_election Branch;, +
A X Controls + FE + ¢;; (1)

where the subscript i, j, and ¢ refer to branch, state, and year, respectively. The outcome variable,
Average Deposit Rate, represents each branch’s average deposit interest rate during the year, and
is defined in two ways. The first is the average over the eight months leading up to and including

the gubernational election month,® and the second is the average over the calendar year. The key

8 As shown in the dynamic regressions (Section 4.2, Figures 2-3), deposit interest rates begin to rise approximately 7-
8 months prior to gubernatorial elections. To highlight differences in branch-level deposit rate setting in response to
these elections, we focus on the eight months leading up to the election.
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independent variable is Gub election Branch, a dummy variable that equals one for branches
located in states holding gubernatorial elections in a given year, and zero otherwise.

Following previous studies (e.g., Dlugosz et al., 2024), we include bank- and county-level
control variables in our regressions. Bank-level controls include size (measured as the natural log
of total assets, Ln (Total assets)), profitability (Return on assets), capital adequacy (Equity capital
ratio), asset quality (Non-performing loan ratio), and funding structure (Deposits to assets). At the
county level, we include HHI County, Income/Population, and Unemployment Rate to control for
local economic conditions in the context of political uncertainty. Our regressions include year and
branch fixed effects: year fixed effects control for common macroeconomic shocks or trends
affecting all branches in a given year, while the branch fixed effects capture time-invariant
characteristics specific to each branch. For all regressions, standard errors are clustered at the
county level, as in Drechsler et al. (2017).

Table 3 presents our baseline regression results examining the relationship between
heightened political uncertainty ahead of gubernatorial elections and branch deposit interest rates.
As noted earlier, we employ two different dependent variables: the 8-month average CD rate
leading up to the election month (Npre§ month rate) in Columns (1) and (2), and the annual average
CD rate during the calendar year (Annual rate) in Columns (3) and (4). Columns (1) and (3) report
results without bank- and county-level control variables, while Columns (2) and (4) include all
such controls in the regressions. Our sample covers all gubernatorial elections from 2002 to 2020,
including both regular and special elections. The results indicate that heightened political
uncertainty ahead of gubernatorial elections is positively and significantly associated with branch-
level deposit interest rates in all columns. The results are economically significant: ahead of local

elections, eight-month average CD rates are approximately 0.8 basis points higher (a 0.56%
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increase relative to the mean), and annual average CD rates are about 0.4 basis points higher (a
0.28% increase relative to the mean) compared to other periods. These differences translate to
approximately $12-25 million in additional statewide deposit interest expenses per year.’

[Insert Table 3 about here]

For control variables, the leverage ratio, income-to-population ratio, and unemployment
rate are significantly positively related to deposit rates, while Ln (Total assets), ROA, and the Non-
performing loan ratio show negative relationships. These findings align with existing literature.
To be specific, larger banks can offer lower deposit rates due to their better economies of scale and
lower probability of insolvency compared to smaller banks (Iannotta et al., 2007; Lepetit et al.,
2008). De Silva et al. (2023) conducted a closely related analysis, examining the relationship
between economic policy uncertainty and deposit rates. They also found a positive effect of the
Leverage ratio and negative effects of Size and ROA, consistent with our findings.

As documented in Dlugosz et al. (2024), some branches set their deposit rates locally, while
others follow rates determined outside their local areas. In our RateWatch data, as of February
2024, roughly 6 percent of branches have deposit rates set outside their states. The rates at these
branches may be influenced by political uncertainty affecting their rate-setting branches in other
states rather than by local conditions, which could bias our results. After restricting the sample to
branch-year observations with identifiable rate-setting branches confirmed to be within the same
state during the corresponding periods,'” we rerun the regressions from Equation (1). Even with
this restricted sample, our results remain consistent and, in fact, become stronger. The results are

reported in Table B.1 in the Appendix.

% As of June 30, 2020, total U.S. deposits were approximately $15.5 trillion, averaging about $310 billion per state. A
0.4-0.8 basis point increase in deposit interest rates would translate into additional annual interest expenses of roughly
$12.4-24.8 million per state (i.e., $310 billion x 0.4-0.8 basis points).

10According to RateWatch, a branch’s rate-setting branch can be identified only after the corresponding effective date.
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As a robustness check, we restrict the sample to states that experience special elections—
defined as elections that deviate from the normal election routine (e.g., due to resignation, recall
or elections not held in November)—as well as regular elections.!! The results are reported in Table
B.2 in the Appendix. As reported in Panels A and B, the result is consistent with the baseline when
the sample is restricted to either special or regular elections. The magnitude of the coefficients is
larger for special elections, likely reflecting the higher political uncertainty associated with such
elections. More specifically, the 2003 California election was a unique election because it was
outside of the normal election cycle and caused a lot of uncertainty, as a sitting governor was forced
to face a recall vote just months after being re-elected. Therefore, we take this election as a case
study and explore how it affects local bank deposit rates. Because California holds its gubernatorial
elections every four years in 2002 cycles (e.g., 2002, 2006), we designated the special recall
election year of 2003 as the treatment group. The two subsequent non-election years, 2004 and
2005, were used as the control group. We selected branches located in California only. As shown
in Panel C, the results indicate that the 2003 election was associated with a significant increase in
deposit rates in California with a substantially larger magnitude than in the control years.

4.2 Dynamic Effects on Deposit Rates

Next, we examine the dynamic effects of heightened political uncertainty on local branches’
deposit rates to pinpoint when rates begin to rise ahead of gubernatorial elections. For this analysis,
we use each branch’s monthly average deposit rate over a 24-month period—spanning 12 months
before to 11 months after the election—rather than the annual average rates used in Equation (1).

Accordingly, we redefine the regression model as a stacked, staggered dynamic DiD:

I The states with special gubernatorial elections are California, West Virginia, Wisconsin, Utah, Oregon, New
Hampshire, Vermont, and Louisiana.
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Monthly Deposit rate;,, = Bo+ Py Treat;,, + Yitl,, 0 Time (k) ;m +
il pkTime (k) jm X Treat;,, + A x Controls + FE + &;, (2)

where the subscript i, j, and m refer to branch, state, and month, respectively. For this analysis, we
focus on gubernatorial elections held in even-numbered years, including the 2002 cycle (2002,
2006, 2010, 2014 and 2018) and the 2004 cycle (2004, 2008, 2012, 2016 and 2020). We create a
cohort to all observations within the 24 months surrounding each of the ten gubernatorial election
years and assign a unique cohort identifier to the corresponding observations. For each 24-month
period around the election, we generate 24 time dummy variables, spanning from 7ime (-12) to
Time (+11). For example, Time (-12) is equal to one if the month is the 12th month prior to the
election month within these cohorts.

We define the treatment variable (7reaf) as follows. If a branch is in a state that holds
gubernatorial elections during the 2002 cycle, the observations for that branch during the 24-month
event windows of the 2002 cycles are set to 1, while the observations for the 2004 cycles are set
to 0. Conversely, if a branch is in a state that holds gubernatorial elections during the 2004 cycle,
the observations during the 24-month event windows of the 2004 cycles are set to 1, while the
observations for the 2002 cycles are set to 0. We define the treatment and control group in this way
to ensure that the 24-month window is not influenced by elections outside the cohorts. For example,
we did not include the 2003 gubernatorial election because the 12 months before this election
would overlap with the 12 months after the 2002 gubernatorial election. Some special elections
and branches meet the criteria for both the treatment and control groups, and we have adjusted for

them accordingly.'? These adjustments result in a loss of 2.15% of observations in our sample.

12(1) New Hampshire and Vermont hold gubernatorial elections every two years (even years), which means their
elections fall into both our treatment and control groups. To address this, we remove all branches located in these two
states from the control groups. (2) Utah held regular elections in 2008 and 2012, with an additional special election in
2010. Oregon held regular elections in 2014 and 2018, with an additional special election in 2016. To ensure consistent
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The regression includes the same set of bank- and county-level control variables used in
Equation (1). In this analysis, we include branch-by-cohort and month-by-cohort fixed effects to
account for any unobservable cohort-specific characteristics, effectively comparing treated and
control observations within each cohort. Within the 24 months of each cohort, Time (-12) is used
as the reference group.

Figure 2 plots the point estimates and 95% confidence intervals of the coefficients for the
24 interaction terms, Time (k) x Treat. It shows that three months before the election (k = -3),
deposit rates in the treatment group are 1.3 basis points higher, statistically significant at the 5%
level (¢ = 2.268). This upward trend continues, peaking in the election month (k = 0), with a 1.5
basis point increase, significant at the 5% level (¢ = 2.304). Overall, deposit rates begin rising in
seven months before the election (April, £ = -7), increase further from four months before the
election (July, £ = -4), and start to decline after the election (December, k = +1).

[Insert Figure 2 about here]

Our dynamic DiD results support the hypothesis that branch deposit rates rise during
periods of heightened political uncertainty preceding gubernatorial elections and begin to
normalize once the uncertainty is resolved. However, we also observe that the deposit interest rates
do not fully return to normal even several months after the election. This does not contradict our
hypothesis, as political uncertainty is not resolved immediately and can persist for several months

after the election. For example, Chan et al. (2020) show that the first 100 days of a newly-elected

branch composition across the treatment and control groups, we removed branches located in Utah from the 2010
cohort and branches in Oregon from the 2016 cohort. (3) California held a special election in 2003, shortly after the
2002 election. West Virginia held a special election in 2011 and then a regular election in 2012. Wisconsin held a
special election in June 2012, after the 2010 election. To prevent any influence from these events, we remove branches
located in California from the 2002 cohort, in West Virginia from the 2010 cohort, and in Wisconsin from the 2010
cohort. (4) Some branches in our sample relocated to different states. Despite these moves, many continued to face
the same election cycles, as more than half of the states follow the 2002 election cycle. However, we find that nine
branches experienced changes in their election cycles due to relocation; we therefore removed them from the sample.
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President's administration often involve substantial and concentrated policy changes. While our
focus is on political uncertainty, which differs from, but is closely related to, policy uncertainty,
the two are interconnected. When a governor is elected, their stated policy pledges may alleviate
some uncertainty, but ambiguity about whether they will act on those pledges may prolong the
period of uncertainty.

One might note that the 2004 gubernatorial election cycle—i.e., 2004, 2008, 2012, 2016,
and 2020—coincides with the presidential election cycle, which could create a confounding effect
on branch deposit rate. To address this concern, we conduct a robustness test by removing the 2004
gubernatorial cycle from our sample and limiting the analysis to the 2002 election cycle. All other
conditions remain consistent with the test in Figure 2. As shown in Figure 3, even after removing
potential confounding effects from the presidential elections, the pattern persists: deposit rates
begin to rise about seven months before a gubernatorial election and continue increasing up to the
election and declining afterward.

[Insert Figure 3 about here]
4.3 Effects of Election Closeness

We find that local branches tend to raise their deposit interest rates in response to increased
political uncertainty ahead of scheduled gubernatorial elections. However, these effects may vary
depending on the specific circumstances surrounding each election. Accordingly, we examine
whether the results are stronger when the gap between the winning candidate and the runner-up is
narrower, which can be interpreted as a signal of greater pre-election uncertainty. If the narrower
gap implies greater uncertainty, we predict that branches will have stronger incentives to hoard
liquidity and attract deposits, leading them to raise deposit rates more significantly prior to the

election. To test this hypothesis, we estimate Equation (1) using only gubernatorial election years,
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excluding non-election years, and compare elections in which the margin between the winning
candidate and the runner-up falls within specific thresholds—such as 1%, 5%, and 15%—to those
with larger margin. Following Anagol and Fujiwara (2016), Alok and Ayyagari (2020) and Canes-
Wrone and Park (2012), we create new independent variable—Close 1%, Close 5%, and
Close 15% —which are dummy variables equals to one if the vote margin between the winner and
the runner-up is less than 1%, 5%, and 15%, respectively. These variables replace the Gub_election
Branch dummy in Equation (1).

The results are reported in Table 4 Panel A. In Columns (1) and (4), we find that elections
with a vote difference of 1% or less have a stronger effect on deposit rate adjustments by branches,
consistent with our hypothesis. Specifically, CD rates are 4.0-4.6 basis points higher in years with
close gubernatorial elections (vote margin < 1%) compared to years with more predictable
outcomes—an increase equivalent to 2.8-3.2 percent of the mean value. When focusing on
elections with a vote margin of 5% or less, shown in Columns (2) and (5), the results remain
significant but weaker: CD rates are 2.1-2.3 basis points higher in such election years,
corresponding to 1.5-1.6 percent of the mean rates. In Columns (3) and (6), comparing elections
with vote margins of 15% or less to those exceeding 15%, the results are insignificant. Overall,
these findings suggest that heightened political uncertainty ahead of closely contested
gubernatorial elections leads to stronger bank responses in setting deposit rates.

[Insert Table 4 about here]
4.4 Heterogeneous Effects Across Regions and Bank Types

In previous sections, we find that heightened local political uncertainty ahead of

gubernatorial elections leads to a rise in branch-level deposit rates. This can be attributed to an

increased incentive for liquidity hoarding in response to uncertainty about future economic policies
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in the region. However, the incentive to hoard liquidity by raising deposit rates may vary depending
on the circumstances of individual branches or banks. We now conduct several cross-sectional
analyses to investigate whether different circumstances lead to varying responses in deposit rate
setting under rising political uncertainty. In particular, we focus on variation in the level of market
competition and social capital at the county level, political leaning at the states level, and banks’
financial conditions to capture these differing circumstances.

First, we anticipate that local banking market competition can influence branches’ deposit
rate decisions during periods of heightened political uncertainty. If deposit markets are more
competitive, the local lending market is likely to be competitive as well. This could reduce net
interest margins and raise concerns about local profitability at the branch level. Also, in more
competitive markets, nearby banks may respond more aggressively to deposit competition initiated
by a particular branch, potentially intensifying overall competition and limiting deposit collection
even when offering higher rates. Aware of this possibility, individual branches may be more
cautious in raising their deposit rates in response to political uncertainty. Therefore, we expect that
while branches do increase deposit rates prior to elections, those located in more competitive
markets increase deposit rates less than branches in less competitive markets. To explore this, we
use the HHI of deposits by county (HHI county) from the SoD to proxy for the level of market
competitiveness. A lower HHI county value indicates a more competitive market. Similar to our
previous test, we create an interaction term between a Low HHI county dummy (1 if a county's
HHI is below the median in a given year) and the Gub_election Branch dummy. Table 5 Panel A
shows that banks in highly competitive markets increase their deposit rates less than banks in less
competitive markets during periods of political uncertainty.

[Insert Table 5 about here]
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Second, we examine whether the level of community social capital surrounding local
branches affects our results. Communities with high social capital are expected to experience lower
uncertainty in their economic activities, as economic agents have developed deeper mutual trust
within denser local market network (Danisman & Tarazi, 2024). This may weaken local branches’
incentives to hoard liquidity even amid rising political uncertainty ahead of gubernatorial elections,
as sudden changes in credit and funding market conditions are less likely in high-social-capital
regions after elections. Therefore, we expect that high social capital in a region mitigates the rise
in deposit rates ahead of gubernatorial elections. To test this, following Lin and Pursiainen (2022),
we measure county-level social capital using principal component analysis. This combines three
components: association density from Census Bureau data, registered organization density from
the National Center for Charitable Statistics (NCCS), and voter turnout from presidential election
data. We define High Social Capital as a dummy variable that equals one if a county's social capital
index is above the median for that year, and zero otherwise. We then include this social capital
dummy and the interaction between it and the election dummy in our regression. As shown in
Panel B, we find that social capital significantly mitigates the increase in deposit rates during
periods of political uncertainty. The coefficient on the interaction term between High Social
Capital and Gub_election Branch is significantly negative, which is consistent with our prediction.

Third, we compare the results between cases in which the Democratic candidate wins and
those in which the Republican candidate wins. For this test, we introduce two new independent
variables— Republican win and Democratic win—to replace the Gub_election Branch dummy in
Equation (1). Both are dummy variables that equal one if a Republican or Democratic candidate
wins the gubernatorial election, respectively, and zero otherwise. The findings are presented in

Panel C. We find that a Republican win has a significantly positive effect, indicating that

24



corresponding branches increase their deposit rate ahead of gubernatorial elections, whereas a
Democratic win shows no significant effect. This result suggests a partisan asymmetry in how
banks perceive and respond to political outcomes. This may be explained by the fact that
Republicans have been more likely than Democrats to adopt relatively assertive policies during
our sample period, as noted by Fishkin and Pozen (2024), who document that, since at least the
mid-1990s, Republican parties have moved further to the right and tested the boundary of
constitutional norms more frequently. Such assertiveness can increase uncertainty regarding bank
stability and future profitability. This indicates that the impact of political uncertainty on branch
behavior is not uniform but is instead mediated by the political leaning of the winning party.

Fourth, banks in different financial conditions are expected to influence branches’ deposit
rate decisions to varying degrees when facing political uncertainty. We predict that banks with
weaker financial conditions, particularly those with lower profitability, are less likely to raise
deposit rates under political uncertainty, as they may be unable to bear the higher funding costs
associated with such an increase. We examine this question and report the results in Panel D. For
this analysis, we interact a Low ROA dummy, which identifies banks with below-median ROA for
the year, with the election dummy. As expected, the effect of political uncertainty on deposit rates
is weaker for banks with poor financial performance, as indicated by the negative and significant
coefficient for the interaction term.

Fifth, a bank’s capital adequacy is another key measure of its financial health and can lead
to differing responses to growing political uncertainty in deposit rate setting. We predict that banks
with lower equity capital ratios may face greater pressure to maintain or increase their equity
relative to asset size. In such cases, these banks have limited incentives to expand deposits by

raising deposit rates, as higher rates increase funding costs, reduce profits, and consequently lower
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equity capital. Additionally, additional deposits would increase leverage, further reducing the
equity capital ratio. To test this prediction, we create a dummy variable (Low Capital) identifying
banks with below-median equity capital ratio and interact it with the election dummy. As shown
in Panel E, the effect of political uncertainty on deposit rates is smaller for banks with lower-than-
median equity capital ratios, as indicated by the negative and significant interaction term.

Finally, a bank's asset quality is another important aspect of its financial condition, which
can also have varying effects on branch deposit rates under heightened political uncertainty. For
this analysis, we focus on banks’ non-performing loan (NPL) ratios to measure their overall asset
quality. We posit that banks with high NPL ratios are reluctant to raise deposit rates when facing
political uncertainty from upcoming gubernatorial elections, as the resulting higher funding costs
could further worsen their already weaker performance due to poor asset quality. To test this
prediction, we create a dummy variable, High NPL, which identifies banks with above-median
NPL ratios, and interact it with the election dummy. As reported in Panel F, the interaction term
has a negative and significant coefficient, indicating that banks with higher NPL ratio are less
likely to raise deposit rates under political uncertainty ahead of gubernatorial elections.

4.5 Local vs. Headquarter Effects

The mean value of the Same State dummy variable in Table 2 is 0.86, indicating that 86%
of the branches in our sample are located in the same state as their headquarters. Therefore, it is
unclear whether an increase in a local branch’s deposit rate is driven by the growing political
uncertainty surrounding the branch itself or by that affecting its headquarter ahead of the state’s
gubernatorial election. To address this question, we first exclude branches located in the same state
as their headquarters. We also drop branches if an election occurs in the headquarters' state during

that year. Additionally, we replace year fixed effects with year-by-bank fixed effects to compare
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branches’ deposit rate adjustments within the same bank, absorbing any unobservable bank-level
characteristics that may influence branch network structure across states. We rerun the regressions
from Equation (1) on the restricted sample with a more stringent fixed effects specification, and
report the results in Table 6. We continue to find positive and significant effects of heightened
political uncertainty ahead of gubernatorial elections in the branches’ states on the branches’
deposit rates, even after controlling for the potential influence of political uncertainty from
gubernatorial elections in the headquarters’ states. These results confirm that the increase in deposit
rates at the branch level is a local phenomenon, rather than being driven by the elections in the
headquarters' states.
[Insert Table 6 about here]

Rising deposit rates may support liquidity hoarding, but they also raise banks’ funding costs,
ultimately harming overall profitability. This trade-off raises an important question: how do banks
manage funding costs while hoarding liquidity during periods of heightened political uncertainty?
To address this, we examine how a headquarters’ political situation influences a branch's deposit
rates even when the branch itself faces no political uncertainty from gubernatorial elections in its
own state. To isolate headquarters-level effects from local branch-level ones, we exclude cases
where the branch and headquarters are located in the same state and remove any instances of
gubernatorial elections occurring in the branch's own state. We then create a new independent
variable, Gub_election HQ, which equals one if a gubernatorial election occurs in the states where
the branch’s headquarters are located during the year, and zero otherwise, replacing the existing
Gub_election Branch variable. To effectively compare observations within the same county while
controlling for unobservable time-varying county characteristics, we include county-by-year fixed

effects instead of year fixed effects. The regression results are reported in Table 7 Panel A. We find
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that the branches without local political uncertainty from gubernatorial elections in their states tend
to lower their deposit rates when their headquarters face heightened political uncertainty due to
upcoming gubernatorial elections. This may be because these branches not exposed to political
uncertainty need to support overall bank profitability by lowering their deposit rates, thereby
reducing bank-level funding costs when headquarters or other branches face pressure to raise rates
due to heightened political uncertainty from gubernatorial elections. These results further confirm
that increases in deposit rates during local elections are driven primarily by political uncertainty
in the branches’ states rather than in their headquarters’ states.

[Insert Table 7 about here]

Next, we further investigate the mechanism through which concerns about maintaining
overall bank profitability lead branches not exposed to political uncertainty to lower their deposit
rates. If this holds, we predict that branches of banks with weaker financial performance are more
likely to lower their deposit rates in response to political uncertainty in their headquarters’ states,
as these banks may be more concerned about potential profitability deterioration from deposit rate
increases driven by rising political uncertainty. To test this mechanism, we divide the sample into
banks with above-median and below-median ROA (ROE) within each county for a given year. The
results are reported in Panels B and C of Table 7. As expected, we find that the decrease in deposit
rates is more pronounced for branches in weaker financial conditions, as indicated as lower ROA
(Columns (3)-(4) in Panel B) and ROE (Columns (3)-(4) in Panel C). For example, as shown in
Column (3) of Panel B, a gubernatorial election in a branch’s headquarters state is associated with
a 7-basis-point decrease in the branch’s deposit rate compared with branches whose headquarters
states are not holding elections. Taken together, the results show that banks can simultaneously

pursue the contrasting objectives of hoarding liquidity and controlling funding costs by leveraging
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a widespread branch network operating under diverse local conditions within the same institution.
4.6 Effects by the Size of Each Bank’s Branch Network

In the previous section, we show that branches not exposed to political uncertainty lower
their deposit rates, primarily to support overall bank profitability when headquarters face
heightened uncertainty from upcoming gubernatorial elections. This finding raises a related
question: if a bank lacks a sufficiently extensive branch network across the U.S., and is therefore
less diversified with respect to local political uncertainty, do branches facing upcoming
gubernatorial elections increase deposit rates less aggressively, given that only a small number of
unaffected branches can support overall profitability?

To investigate this question, we divide the sample into banks with extensive branch
networks and those with a limited number of branches, and then estimate the same regressions as
in Equation (1). We measure the number of branches for each bank and split the sample based on
the annual median number of branches. The results are reported in Panel A of Table 8. We find that
the estimates are strongly positive and statistically significant in Columns (1)-(2), where the
number of branches is above the median, whereas the estimates are insignificant in Columns (3)-
(4), where the number of branches is below the median. The insignificant result in Columns (3)-
(4) may reflect the limited geographic diversification of branch networks, which reduces variation
in local political uncertainty across branches within the same banking entity. In this case, the
number of branches not exposed to uncertainty from upcoming gubernatorial elections is limited,
making it difficult for the bank to offset rising funding costs through unaffected branches that can
lower deposit rates. Ultimately, bank branches with more limited nationwide networks are less
willing to increase their deposit rates, even during periods of heightened uncertainty ahead of

gubernatorial elections.
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[Insert Table 8 about here]

As a robustness check, we split the sample into two groups based on either the number of
counties (Panel B) or the number of states (Panel C) in which each bank operates branches. The
results remain consistent with those in Panel A of the same table. Specifically, as the number of
counties or states in which a bank operates decreases, branches facing rising political uncertainty
are less likely to increase deposit rates. In contrast, banks with branch networks spanning more
counties or states raise deposit rates more aggressively ahead of gubernatorial elections.

Additionally, we sort banks into federally and state-chartered institutions and conduct split-
sample tests in Panel D. Our findings are consistent with those in Panels A-C. While the results
for federally chartered banks are strongly positive and statistically significant in Columns (1)-(2),
the estimates for state-chartered banks are insignificant, as shown in Columns (3)-(4). This
difference may reflect the more limited geographic reach of state-chartered banks, which
constrains their ability to offset rising funding costs through branches not exposed to political
uncertainty, relative to federally chartered banks. Consistent with this interpretation, we find that,
on average, state-chartered banks in our sample operate 67 branches across 17 counties and 2
states—significantly fewer than federally chartered banks, which operate 748 branches across 117
counties and 7 states. These findings suggest that the increase in deposit rates at branches in states
with upcoming gubernatorial elections is driven primarily by uncertainty about regional economic
conditions ahead of the elections, which can affect all bank branches in the region, rather than by
uncertainty specific to state-level banking regulations associated with new governors, which would
affect only state-chartered banks. If state-level regulatory uncertainty were the primary driver,
branches of state-chartered banks would be more affected than those of federally chartered banks

in these regions. Instead, the evidence points in the opposite direction: branches of federally
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chartered banks are more responsive, indicating that regional economic uncertainty, rather than
state-specific regulatory concerns, drives the observed increase in deposit rates.
4.7 Political Uncertainty and Deposit Volume

If deposit rates increase, the volume of deposit products is expected to rise, as more
individuals are incentivized to deposit in order to earn higher returns. To test this prediction, we
examine the change in deposit volume for each branch as of June 30 in years with gubernatorial
elections compared to years without them, using Ln (Deposits), the natural logarithm of branch
deposits, as the outcome variable in Equation (1). For this analysis, we restrict the sample to
branches not affected by gubernatorial elections in their headquarters’ states, which allows us to
isolate the effects of local gubernatorial elections on branch deposits. As shown in Table 7,
headquarters-level political uncertainty negatively affects deposit rates in branches without local
elections, which would confound the identification of local election effects on branch deposits if
such branches were included.

Table 9 Panel A reports the regression results. As expected, when a branch faces heightened
political uncertainty ahead of gubernatorial elections, its deposits expand as of June 30 of that year
compared with branches not subject to elections. From an economic perspective, branches exposed
to greater political uncertainty before a gubernatorial election experience, on average, have a 1.1
percent higher growth rate in deposit volume during the year than those without such elections.
This result indicates that local political uncertainty increases deposit volume, a pattern consistent
with the rise in deposit rates documented in the previous sections. To ensure robustness and more
clearly capture within-bank variation in changes in deposit volume across branches facing different
levels of local political uncertainty, we employ year-by-bank fixed effects in Column (2) instead

of year fixed effects, consistent with the specification in Table 5. The results remain robust under

31



this more stringent fixed effects specification.
[Insert Table 9 about here]

We further explore whether banks’ financial conditions influence changes in deposit
volume during periods of political uncertainty. For this analysis, we divide the sample into two
groups based on ROA or the equity capital ratio within the same year and county, and then rerun
the regressions. The results, reported in Panel B, show that when banks have a high ROA, deposits
in affected branches increase significantly during gubernatorial election years, similar to the results
in Table 6 Panel B, whereas deposits in low-ROA banks remain relatively stable. Similarly, Panel
C indicates that branches of banks with a high equity capital ratio experience significant increases
in deposits during gubernatorial election years, while deposits in banks with a low equity capital
ratio remain largely unchanged. In both Panels B and C, Columns (3) and (4) include year-by-bank
fixed effects to better capture within-bank variation in deposit volume changes across branches
facing different levels of local political uncertainty, while accounting for bank-level, time-varying
unobservable characteristics, and the results remain robust. These results are consistent with Table
5 Panels B-C, which show that banks with weaker financial conditions are less likely to increase
their deposit rates in response to growing political uncertainty, ultimately leading to reduced
growth in deposit volumes ahead of local gubernatorial elections, as discussed in this section.

4.8 Political Uncertainty and Lending Activities

Next, we examine how political uncertainty, which induces liquidity hoarding by branches
facing upcoming gubernatorial elections, affects their local lending activities. One possibility is
that branches attracting additional deposits by offering higher deposit rates expand their lending
capacity, leading to increased lending in local markets. Alternatively, given their incentives to

hoard liquidity under heightened political uncertainty, these branches may instead reduce credit
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supply in order to retain more liquidity ahead of gubernatorial elections. Using mortgage lending
data from the FFIEC under the Home Mortgage Disclosure Act (HMDA), along with small
business lending data from the FFIEC under the Community Reinvestment Act (CRA), we
examine the effects of political uncertainty on branches’ local lending activities. Because both
mortgage and small business lending data are available annually at the bank-county level rather
than the branch level, we modify Equation (1) as follows:
Loan Origination, .+ = By + By Gub_election Local,; +
A X Controls + FE + €, ., 3)

where the subscripts b and ¢ refer to bank and county, respectively. Our sample for the lending
data spans from 2002 to 2020. As outcome variables, we use the (logged) annual aggregate loan
origination amount by each bank in each county for mortgages and small business lending,
measured separately and labelled as Ln (Mortgage) and Ln (SBL). The Gub_election Branch in
Equation (1) is replaced with Gub_election Local, which is a dummy variable that takes a value of
one if gubernatorial election is held in the county during the year, and zero otherwise. The same
set of bank- and county-level control variables employed in Equation (1) are included. As we use
bank-county level variable as the outcome variable instead of branch level variable, we replace
branch fixed effects with bank-by-county fixed effects. As in the deposit volume test, to control
for potential confounding effects of gubernatorial elections in banks’ headquarter states on local
lending activities, we limit the sample to banks headquartered in states without elections in the
given year.

The results are presented in Table 10 Panel A. In Column (1), we find that banks
significantly reduce mortgage loan origination in counties experiencing political uncertainty ahead

of gubernatorial elections. These effects are also economically meaningful: the estimated
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coefficient indicates that banks reduce mortgage lending by approximately 3.6 percent under
heightened political uncertainty. As in the deposit volume tests, to isolate the effects of political
uncertainty on local lending within the same bank across counties with varying levels of local
political uncertainty, we include year-by-bank fixed effects in the regressions in Column (2), and
the results remain consistent. These results confirm that political uncertainty effectively constrains
mortgage origination in affected regions, even when banks’ lending capacity is enhanced through
attracting additional deposits via higher deposit rates. Our findings are consistent with Kara and
Yook (2023), who document an inverse relationship between political uncertainty and the supply
of mortgage loans. However, whereas their study focuses on political uncertainty in banks’
headquarter states, we show that local political uncertainty from gubernatorial elections
surrounding each branch reduces mortgage origination, by limiting the sample to banks without
gubernatorial elections in their headquarter states.
[Insert Table 10 about here]

Next, we examine whether banks respond differently to heightened political uncertainty
from upcoming gubernatorial elections in the states where their branches operate, distinguishing
between retained and securitized mortgages. Securitized mortgages are generally less affected by
banks’ liquidity constraints because they are highly likely to be sold in the securitization market
(e.g., Gilje, Loutskina, & Strahan, 2016). Accordingly, we expect that banks with strong incentives
to hoard liquidity ahead of gubernatorial elections are more likely to reduce retained mortgages
rather than securitized ones. Consistent with this expectation, we find that banks reduce retained
mortgages significantly by 3.0-4.5 percent before the election, as shown in Columns (3) and (4),
regardless of the fixed effects used, while the effect is much weaker for securitized mortgages, as

reported in Columns (5) and (6). These results further support the view that reductions in banks’
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credit supply are more likely driven by their motive to hoard liquidity.

Finally, in Panel B, we examine the effects of heightened local political uncertainty on
banks’ small business lending by replacing mortgage origination with small business lending as
the outcome variables. The results are consistent: banks reduce their small business lending by 0.4-
0.7 percent in politically uncertain counties ahead of gubernatorial elections, depending on the
fixed effects used.

The findings for both mortgage and small business lending also help rule out an alternative
explanation: if growing credit demand in politically uncertain regions were prompting banks to
expand deposits by raising deposit rates, we would expect to see an increase in loan origination,
which we do not observe. Moreover, these results highlight that growing political uncertainty
weakens banks’ financial intermediation, as they absorb larger deposits by raising deposit rates,

yet these expanded deposits are less likely to translate into higher credit supply in local markets.
S. Conclusion

By exploiting geographical and temporal variations in U.S. gubernatorial elections, this
study provides novel evidence on how local political uncertainty influences bank branch behavior.
We show that individual branches proactively manage liquidity in response to heightened local
uncertainty by adjusting their deposit interest rates. Following an increase in political uncertainty
ahead of an election, branches in affected states raise their deposit rates, leading to a corresponding
increase in deposit volumes. This response underscores a decentralized approach to liquidity
management, highlighting that branch-level decisions are critical drivers of a bank's overall
strategy.

Furthermore, we uncover a nuanced interplay between branch and headquarters responses

to political uncertainty. When headquarters face uncertainty but their branches do not, these
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branches tend to lower their deposit rates. This suggests a coordinated, bank-wide effort to balance
the costs of funding against the need for liquidity hoarding in specific regions. These findings
imply the existence of frictions within banks' internal capital markets, showing that liquidity is not
seamlessly transferred across the branch network and that local conditions remain a primary
determinant of branch operations.

Our results have a number of important implications. For bank management, the findings
highlight the benefits of delegating pricing decisions to the branch level, as it allows for quicker
and more tailored responses to localized shocks. For regulators and policymakers, our work
suggests that the impact of political uncertainty on the financial system is not uniform; it varies
significantly at the sub-national level, affecting local credit conditions and potentially influencing
regional economic stability. Future research could further explore the specific frictions within
internal capital markets that lead to these differential responses and investigate the long-term

consequences of such strategies on bank profitability and local economic growth.
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Figure 1:

Geographic Distribution of Bank Branches (Sample) and Chase Bank Branches in the
United States

This figure maps the geographical distribution of bank branches. Panel (a) illustrates the number of bank branches
included in our sample in 2020, with darker shades indicating a higher concentration (ranging from 5 to 400 branches,
as per the bottom-left legend). Panel (b) of the figure illustrates the number of Chase Bank branches operating in each
U.S. state, based on data sourced from the Federal Deposit Insurance Corporation (FDIC) as of October 28, 2022. It
is important to note that the number of branches in Panel (a) includes only those in our regression sample, whereas
Panel (b) shows the total number of Chase Bank branches as of 2020. Here, states with zero branches are shown in
white, states with fewer than 100 branches are shown in light blue, those with 101-300 branches are depicted in
medium blue, and states with more than 300 branches are represented in dark blue.

Number of Branches (by State) in 2020

WA 50
ME 25
MT 46 ND 72
OR 28 VT 13
ID 20 NH 13
SD 59 A o1
WY 37 BPs3 N
NE156 PATI761 W NJ 67
NV 19 s
uT 19 DE 11
CA136 €0:99 Vs
NC 55
o2t NM 47 o SC 47
MS 75 AL 116 \GA216;
LA 97
AK7 FL 148
-
5 400

(a) Geographic Distribution of Branches in Study Sample, 2020
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Figure 1 - Continued
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(b) Geographic Distribution of Chase Bank Branch in the US, 2022
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Figure 2

Dynamics of Monthly Deposit Rates Around Gubernatorial Elections — Combined 2002
and 2004 Cycles

This figure plots the point estimates and 95% confidence intervals of the coefficients for the interaction term, Time
dummies (t) x Treat, where ¢ ranges from -12 to +11. The month (-12) is the omitted category. The dependent variable
is the monthly deposit rate. The sample is drawn from the 12 months prior to a gubernatorial election to the 11 months
after a gubernatorial election in the 2002 cycle and 2004 cycle. The Treat variable is a binary indicator defined as 1
when a branch is observed within its own electoral cycle's event window. For example, a 2002-cycle branch observed
in a 2002-cycle window (12 months before and 11 months after the election month) receives a value of 1. Conversely,
Treat equals 0 when a branch is observed in the opposing electoral cycle's event window. For example, a 2002-cycle
branch observed in a 2004-cycle window receives a value of 0. The 2002 cycle includes five cohorts, starting in 2002,
occurring every four years, and ending in 2018. Similarly, the 2004 cycle includes five cohorts, starting in 2004,
occurring every four years, and ending in 2020. To mitigate the effect of outliers, the deposit rate in this sample is
winsorized to the 1st and 99th percentiles.
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Figure 3
Dynamics of Monthly Deposit Rates Around Gubernatorial Elections — 2002 Cycle Only

This figure plots the point estimates and 95% confidence intervals of the coefficients for the interaction term, Time
dummies (t) x Treat, where ¢ ranges from -12 to +11. The month (-12) is the omitted category. The dependent variable
is the monthly deposit rate. The sample is drawn from the 12 months prior to a gubernatorial election to the 11 months
after a gubernatorial election in the 2002 cycle. Treat is defined as 1 if the branch experiences a gubernatorial election
following the 2002 cycle and 0 if the branch experiences a gubernatorial election following the 2004 cycle. The 2002
cycle includes five cohorts, starting in 2002, occurring every four years, and ending in 2018. Similarly, the 2004 cycle
includes five cohorts, starting in 2004, occurring every four years, and ending in 2020. To mitigate the effect of outliers,
the deposit rate in this sample is winsorized to the 1st and 99th percentiles.

.03
02-
(2]
i;f SRR
:'U:) 017 ‘ ? [ ] [ ]
8 IO Telel il e  Point Estimate
2 —— 95% Cl
=N 1 PSS A A ) . e
= ' d | 4
o
E {
-.01-
-.02-
T T T T

T T T T T T T T T T T T T T T T T T T
-12211-109-8-76-5-4-3-2-101 234567 8 91011
Time

45



Table 1

State Gubernatorial Election Schedules, 2000-2020

This table presents the schedules of U.S. gubernatorial elections for all states from 2000 to 2020. Shaded cells indicate
the years in which gubernatorial elections were held in each state. A cell marked with “R” denotes that the winning
candidate was from the Republican Party, while a cell marked with “D” indicates a Democratic Party winner. A cell
marked with “T” represents an independent winning candidate.
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Table 2

Descriptive Statistics

This table reports summary statistics for the deposit rate panel from 2002 to 2020, used in the baseline regression. The
deposit rate is based on 12-month CDs requiring a minimum balance of $10,000 (12MCD10K). For each variable, the
number of observations (n), mean, standard deviation (S.D.), 25th percentile (0.25), median (Mdn), and 75th percentile
(0.75) are presented. All continuous variables are winsorized at the st and 99th percentiles. Definitions and sources
for all analysis variables can be found in Appendix A.

n Mean S.D. 0.25 Mdn 0.75

Branch-year Level

Npre8 month rate 123,694 1.423 1.29 0.397 0.989 2.05
Annual rate 127,005 1.435 1.274 0.4 1.002 2.101
Gub_election Branch (dummy) 123,694 0.248 0.432 0 0 0
Gub_election HQ (dummy) 123,679 0.249 0.433 0 0 0
Small (dummy) 123,694 0.79 0.407 1 1 1
Same state (dummy) 123,694 0.859 0.348 1 1 1
Total assets, $ billions 123,694 40.22 180.45 0.101 0.25 1.151
Ln (Total assets) 123,694 13.207 2.539 11.523 12.428 13.956
Leverage ratio (Equity capital ratio) 123,694 10.021 2.893 8.26 9.37 10.973
Return on Assets 123,694 0.916 0.83 0.61 0.97 1.34
Non-performing loan ratio 123,694 1.604 2.019 0.37 0.93 1.98
Total deposits/total assets 123,694 0.821 0.074 0.783 0.837 0.876
HHI County 123,694 0.223 0.13 0.134 0.186 0.271
Income/pop (in $100,000) 123,694 0.392 0.121 0.307 0.371 0.45
Unemployment rate (in %) 123,694 0.059 0.024 0.042 0.054 0.073
Ln (Branch Deposit) 122,778 11.174 1.1 10.534 11.121 11.724
Social capital 118,090 0.089 0.996 -0.618 0.001 0.694
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Table 3
Political Uncertainty and Deposit Rates

This table examines the effect of gubernatorial elections on branch deposit interest rates. The dependent variable is
the monthly branch-level deposit interest rates, collapsed into an annual average. We use two types of annual average
deposit rates: Npre8 month rate, which is the 8-month average CD rate leading up to the election month, and Annual
rate, which is the annual average CD rate during the calendar year. Gub_election Branch is a dummy variable that
equals 1 for branches located in a state that experiences a gubernatorial election in a given year, and 0 otherwise. In
Columns (2) and (4), the regression includes a set of bank level characteristics (Ln (Total assets), Leverage ratio,
Return on assest, NPL ratio, and Total deposits/total assets) and county level characteristics (HHI County, Income/pop
((3100,000), and Unemployment rate (in %)) as control variables, whereas Columns (1) and (3) do not include these
controls. All continuous variables are winsorized at the 1st and 99th percentiles. Definitions and sources for all
analysis variables can be found in Appendix A. Standard errors are clustered at the county level. T-statistics are
reported in parentheses. The notations ***, ** * signify that the parameter estimate is significantly different from
zero at the 1%, 5%, or 10% level, respectively.

(1) @) (3) 4)
Npre8 month rate Annual rate
Gub_election Branch 0.008*** 0.008*** 0.004* 0.004*
(2.843) (2.629) (1.738) (1.676)
Ln (Total assets) -0.011%%* -0.009%**
(-3.047) (-2.881)
Leverage ratio (Equity capital ratio) 0.005%** 0.006%**
(5.192) (5.800)
Return on assets -0.008*** -0.009***
(-3.662) (-4.329)
Non-performing loan ratio -0.007%** -0.007%%**
(-7.777) (-7.884)
Total deposits/total assets 0.006 0.079*
(0.139) (1.939)
HHI County 0.034 0.036
(0.740) (0.771)
Income/pop ($100,000) 0.239%** 0.263***
(3.541) (3.883)
Unemployment rate (in %) 0.457%* 0.454%%*
(2.264) (2.265)
Year & Branch FE YES YES YES YES
Observations 127,518 123,694 131,164 127,005
Adjusted R-squared 0.950 0.949 0.952 0.955
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Table 4

Effects of Election Closeness

This table examines the effects of election closeness on branch deposit rates. A branch-month panel is collapsed into
a single observation for two windows: an eight-month window prior to and including November, and an annual
window. The average monthly deposit rate within each time window is used as the outcome variable. In this test, we
restrict the sample to years in which gubernatorial elections occur. Close 1% is a dummy variable equal to 1 if the
vote difference between the winner and the runner-up is less than 1%, and 0 otherwise. Close_5% is a dummy variable
equal to 1 if the vote difference between the winner and the runner-up is less than 5%, and 0 otherwise. Close 15% is
a dummy variable equal to 1 if the vote difference between the winner and the runner-up is less than 15%, and 0
otherwise. The control variables are the same as those in Table 3. The coefficients on control variables are not reported
for compactness. All continuous variables are winsorized at the 1st and 99th percentiles. Definitions and sources for
all analysis variables can be found in Appendix A. Standard errors are clustered at the county level. T-statistics are
reported in parentheses. The notations ***, ** * signify that the parameter estimate is significantly different from
zero at the 1%, 5%, or 10% level, respectively.

(M @) (©) “4) ®) (6)
Npre8 month rate Annual rate
Close 1% 0.040%* 0.046%**
(2.358) (2.779)

Close 5% 0.025%* 0.022%**

(2.764) (2.577)
Close 15% 0.010 0.004

(1.024) (0.424)

Bank- and County-Level Controls YES YES YES YES YES YES
Year & Branch FE YES YES YES YES YES YES
Observations 28,014 28,014 28,014 28,687 28,687 28,687
Adjusted R-squared 0.945 0.945 0.945 0.946 0.946 0.946
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Table 5

Heterogeneous Effects Across Regions and Bank Types

This table examines the cross-sectional heterogeneity in the effect of gubernatorial elections on deposit rates. A
branch-month panel is collapsed into a single observation for two windows: an eight-month window prior to and
including November, and an annual window. The average monthly deposit rate within each time window is used as
the outcome variable. Gub_election Branch is a dummy variable that equals 1 for branches located in a state that
experiences a gubernatorial election in a given year, and 0 otherwise. In Panel A, Low HHI county is a dummy variable
equal to 1 if a county's Herfindahl-Hirschman Index (HHI) of deposits is below the median in a given year, and 0
otherwise. In Panel B, High social capital is a dummy variable equal to 1 if a county's social capital index is above
the median in a given year, and 0 otherwise. Panel C examines the effect of political leaning, as reflected in election
outcomes at the state level, on deposit rates. Republican win is a dummy variable equal to 1 if the Republican candidate
won the gubernatorial election, and 0 otherwise. Democratic win is a dummy variable equal to 1 if the Democratic
candidate won the election, and 0 otherwise. In Panel D, Low ROA is a dummy variable equal to 1 if a bank's ROA is
below the median in a given year, and 0 otherwise. In Panel E, Low Capital is a dummy variable equal to 1 if a bank's
equity capital ratio is below the median in a given year, and 0 otherwise. In Panel F, High NPL ratio is a dummy
variable equal to 1 if a bank's NPL ratio is above the median in a given year, and 0 otherwise. The control variables
are the same as those in Table 3. The coefficients on control variables are not reported for compactness. All continuous
variables are winsorized at the 1st and 99th percentiles. Definitions and sources for all analysis variables can be found
in Appendix A. Standard errors are clustered at the county level. T-statistics are reported in parentheses. The notations
wkk Rk ¥ signify that the parameter estimate is significantly different from zero at the 1%, 5%, or 10% level,
respectively.

Panel A. Market Competition Level

0 @)
Npre8 month rate Annual rate
Gub_election Branch 0.018%** 0.014%**
(5.209) (4.445)
Low HHI County x Gub_election Branch (Dummy) -0.022%** -0.021%%*
(-4.844) (-4.895)
Low HHI County (Dummy) -0.009 -0.009
(-1.108) (-1.088)
Bank-Level and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 123,694 123,693
Adjusted R-squared 0.949 0.951
Panel B. Social Capital
(1 2
Npre8 month rate Annual rate
Gub_election Branch 0.012%** 0.009%**
(3.502) (2.884)
High Social capital x Gub_election Branch (Dummy) -0.013%** -0.013%*%**
(-2.718) (-2.993)
High Social capital (Dummy) 0.008 0.010
(0.734) (0.863)
Bank-Level and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 118,022 118,021
Adjusted R-squared 0.948 0.951
(Continued)
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Table 5 - Continued

Panel C. The Partisan Effect of Election Outcomes

ey )
Npre8 month rate Annual rate
Republican win 0.012%** 0.006**
(3.504) (2.026)
Democratic win 0.002 0.002
(0.372) (0.418)
Bank- and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 123,694 127,005
Adjusted R-squared 0.949 0.951
Panel D. Bank Financial Situation
1 (2)
Npre8 month rate Annual rate
Gub_election Branch 0.017%** 0.01 1%**
(5.046) (3.748)
Low ROA x Gub_election Branch (Dummy) -0.018%*** -0.014%%**
(-4.845) (-3.946)
Low ROA (Dummy) -0.003 -0.003
(-0.852) (-1.083)
Bank-Level and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 123,694 123,693
Adjusted R-squared 0.949 0.951
Panel E. Bank Capital Adequacy
M @)
Npre8 month rate Annual rate
Gub_election Branch 0.012%** 0.007**
(3.509) (2.340)
Low Capital x Gub_election Branch (Dummy) -0.008** -0.006*
(-2.334) (-1.699)
Low Capital (Dummy) 0.013%** 0.012%*%*
(3.183) (3.087)
Bank-Level and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 123,694 123,693
Adjusted R-squared 0.949 0.951
(Continued)
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Table 5

Panel F. Bank Asset Quality

- Continued

(M

Npre8 month rate

2)

Annual rate

Gub_election Branch

High NPL ratio x Gub_election Branch (Dummy)
High NPL ratio (Dummy)

Bank-Level and County-Level Controls

Year & Branch FE

Observations
Adjusted R-squared

0.018%%*
(5.078)
~0.021 #**
(-5.065)
-0.020%%*
(-6.359)

YES
YES
123,694
0.949

0.014%%*
(4.230)
-0.019%%*
(-4.875)
-0.019%%*
(-6.137)

YES
YES
123,693
0.951
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Table 6
Branches Unaffected by Headquarters’ State Elections

This table repeats the political uncertainty and deposit rate analyses, focusing only on branches unaffected by their
headquarters’ state election. Specifically, we exclude branches located in the same state as their headquarters and drop
cases where an election occurs in the headquarters' state. A branch-month panel is collapsed into a single observation
for two windows: an eight-month window prior to and including November, and an annual window. The average
monthly deposit rate within each time window is used as the outcome variable. Gub_election Branch is a dummy
variable that equals 1 for branches located in a state that experiences a gubernatorial election in a given year, and 0
otherwise. The control variables are the same as those in Table 3. The coefficients on control variables are not reported
for compactness. All continuous variables are winsorized at the 1st and 99th percentiles. Definitions and sources for
all analysis variables can be found in Appendix A. Standard errors are clustered at the county level. T-statistics are
reported in parentheses. The notations ***, ** * signify that the parameter estimate is significantly different from
zero at the 1%, 5%, or 10% level, respectively.

(1) )
Npre8 month rate Annual rate
Gub_election Branch 0.010** 0.006
(2.004) (1.340)
Bank- and County-Level Controls YES YES
Year by Bank and Branch FE YES YES
Observations 10,924 11,346
Adjusted R-squared 0.987 0.987
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Table 7
Effects of Headquarters’ State Elections

This table examines the effect of gubernatorial elections in the headquarters’ state on branch deposit rates. We exclude
cases where the branch and its headquarters are located in the same state. Additionally, we remove situations where a
gubernatorial election occurs in the state where the branch is based. In Panel A, we retain the full sample. In Panel B,
we divide the sample into high ROA and low ROA groups based on whether they are above or below the county
median in a given year. Similarly, in Panel C, we divide the sample into high ROE and low ROE groups based on
whether they are above or below the county median in a given year. A branch-month panel is collapsed into a single
observation for two windows: an eight-month window prior to and including November, and an annual window. The
average monthly deposit rate within each time window is used as the outcome variable. Gub_election HQ is a dummy
variable equal to 1 for branches whose headquarters are located in states that experience gubernatorial elections in a
given year, and 0 otherwise. The control variables are the same as those in Table 3. The coefficients on control
variables are not reported for compactness. All continuous variables are winsorized at the 1st and 99th percentiles.
Definitions and sources for all analysis variables can be found in Appendix A. Standard errors are clustered at the
county level. T-statistics are reported in parentheses. The notations *** ** * gignify that the parameter estimate is
significantly different from zero at the 1%, 5%, or 10% level, respectively.

Panel A. Entire Sample

(1) )

Npre8 month rate Annual rate

Gub_election HQ -0.036%** -0.037***
(-2.690) (-2.910)
Bank- and County-Level Controls YES YES
Year by County & Branch FE YES YES
Observations 7,710 8,067
Adjusted R-squared 0.947 0.950
Panel B. Subsample Tests by ROA
(1) @) (3) @)
High ROA Low ROA
Npre3 Annual rate Npre8 Annual rate
month rate month rate

Gub_election HQ 0.033 0.027 -0.070%*** -0.065%*

(1.266) (1.154) (-2.660) (-2.167)
Bank- and County-Level Controls YES YES YES YES
Year by County & Branch FE YES YES YES YES
Observations 2,117 2,117 2,138 2,419
Adjusted R-squared 0.950 0.951 0.945 0.948

(Continued)
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Table 7 - Continued

Panel C. Subsample Tests by ROE

(1 2 3) 4)
High ROE Low ROE
Npre8 Npre8
month rate Annual rate month rate Annual rate

Gub_election HQ -0.017 -0.029 -0.062%* -0.065**

(-0.562) (-1.022) (-2.081) (-2.463)
Bank- and County-Level Controls YES YES YES YES
Year by County & Branch FE YES YES YES YES
Observations 2,061 2,061 2,177 2,450
Adjusted R-squared 0.948 0.951 0.945 0.950
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Table 8
Effects of Bank Branch Network Size

This table examines the heterogeneous effects on branch deposit rates by the size of each bank’s branch network. A
branch-month panel is collapsed into a single observation for two windows: an eight-month window prior to and
including November, and an annual window. The average monthly deposit rate within each time window is used as
the outcome variable. Gub_election Branch is a dummy variable that equals 1 for branches located in a state that
experiences a gubernatorial election in a given year, and 0 otherwise. The sample is divided into two groups based on
the number of branches (Panel A), the number of counties in which the bank operates branches (Panel B), and the
number of states in which the bank operates branches (Panel C), with splits defined by the median in each case. Panel
D classifies the sample into federally and state-chartered banks. The control variables are the same as those in Table
3. The coefficients on control variables are not reported for compactness. All continuous variables are winsorized at
the 1st and 99th percentiles. Definitions and sources for all analysis variables can be found in Appendix A. Standard
errors are clustered at the county level. T-statistics are reported in parentheses. The notations ***, ** * gignify that
the parameter estimate is significantly different from zero at the 1%, 5%, or 10% level, respectively.

Panel A. Subsample Tests by the number of branches of each bank

(1) (2 3) “4)
High Number of Branches Low Number of Branches
Npre8 Npre8
month rate Annual rate month rate Annual rate

Gub_election Branch 0.012%** 0.008%** 0.003 -0.001

(3.462) (2.653) (0.649) (-0.226)
Bank- and County-Level Controls YES YES YES YES
Year & Branch FE YES YES YES YES
Observations 58,654 58,654 63,544 66,249
Adjusted R-squared 0.949 0.952 0.952 0.953

Panel B. Subsample Tests by the number of counties where each bank operates branches

(1) @) (3) @)
High Number of Counties Low Number of Counties
Npre8 Npre8
month rate Annual rate month rate Annual rate
Gub_election Branch 0.013%** 0.009%%** 0.001 -0.002
(3.560) (2.832) (0.298) (-0.516)
Bank- and County-Level Controls YES YES YES YES
Year & Branch FE YES YES YES YES
Observations 54,715 54,715 67,577 70,334
Adjusted R-squared 0.950 0.953 0.951 0.952

(Continued)
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Table 8 - Continued

Panel C. Subsample Tests by the number of states where each bank operates branches

1 () 3) “4)
High Number of States Low of States
Npre8 Annual rate Npre8 Annual rate
month rate month rate
Gub_election Branch 0.013%** 0.010%** 0.004 0.001
(3.039) (2.729) (1.011) (0.348)
Bank- and County-Level Controls YES YES YES YES
Year & Branch FE YES YES YES YES
Observations 31,858 31,858 91,266 94,081
Adjusted R-squared 0.947 0.951 0.951 0.951
Panel D. Subsample Tests by Federally vs. State-chartered banks
(1) @) (3) @)
Federally Chartered Banks State Chartered Banks
Npre8 Npre8
month rate Annual rate month rate Annual rate
Gub_election Branch 0.027*** 0.017*** 0.003 0.001
(5.053) (3.574) (0.822) (0.252)
Bank- and County-Level Controls YES YES YES YES
Year & Branch FE YES YES YES YES
Observations 32,649 33,505 90,586 92,860
Adjusted R-squared 0.950 0.952 0.950 0.952
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Table 9

Political Uncertainty and Deposit Volume

This table examines the effect of gubernatorial election on deposit volume. Ln (Deposits) is the natural log of branch
deposits as of June 30th of the calendar year. Gub_election Branch is a dummy variable that equals 1 for branches
located in a state that experiences a gubernatorial election in a given year, and 0 otherwise. In this table, the sample is
restricted to branches located in a different state from their headquarters, with years in which gubernatorial elections
occur in the headquarters' state excluded. In Panel B, we sort banks into above-median and below-median ROA banks.
In Panel C, we sort banks into above-median and below-median equity capital ratio banks. The control variables are
the same as those in Table 3. The coefficients on control variables are not reported for compactness. All continuous
variables are winsorized at the 1st and 99th percentiles. Definitions and sources for all analysis variables can be found
in Appendix A. Standard errors are clustered at the county level. T-statistics are reported in parentheses. The notations
ok kx % signify that the parameter estimate is significantly different from zero at the 1%, 5%, or 10% level,
respectively.

Panel A. Baseline

(1) @)
Ln (Deposits)
Gub_election Branch 0.01 1%** 0.01 1%**
(4.401) (4.731)
Bank-Level and County-Level Controls YES YES
Year & Branch FE YES NO
Year by Bank & Branch FE NO YES
Observations 496,204 493,807
Adjusted R-squared 0.873 0.887
Panel B. High vs. Low ROA banks
(1 ) 3) “4)
Ln (Deposits)
High ROA Low ROA High ROA Low ROA
Gub_election Branch 0.026%** 0.000 0.026%** 0.009%*
(5.527) (0.097) (4.869) (1.723)
Bank-Level and County-Level Controls YES YES YES YES
Year & Branch FE YES YES NO NO
Year by Bank & Branch FE NO NO YES YES
Observations 244,648 238,220 243,413 236,496
Adjusted R-squared 0.896 0.853 0.908 0.869

(Continued)
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Table 9 - Continued

Panel C. High vs. Low equity capital ratio banks

Q)

2

)

Ln (Deposits)

“)

High Equity
capital ratio

Low Equity
capital ratio

High Equity
capital ratio

Low Equity
capital ratio

Gub_election Branch

Bank-Level and County-Level Controls
Year & Branch FE

Year by Bank & Branch FE
Observations

Adjusted R-squared

0.012%%*
(2.597)

YES
YES
NO
249,736
0.873

0.006
(1.377)

YES
YES
NO
234,963
0.880

0.017%**
(3.444)

YES
NO
YES
247,767
0.891

0.002
(0.408)

YES
NO
YES
233,950
0.890
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Table 10

Political Uncertainty and Lending Volume

This table examines the impact of gubernatorial elections on various measures of bank lending volume, including
mortgage and small business lending. Gub_election Local is a dummy variable that equals 1 for branches located in
the state where this county is based experiences a gubernatorial election in a given year, and 0 otherwise. All lending
volume variables are transformed using the natural logarithm of one plus the amount (in thousands of dollars). Detailed
variable definitions and sources are provided in Appendix A. Panels A and B present the results for mortgages and
small business lending, respectively. In Panel A, Columns (1) and (2) report results for the full sample, Columns (3)
and (4) for retained mortgages, and Columns (5) and (6) for securitized mortgages. The control variables are the same
as those in Table 3. Standard errors are clustered at the county level. T-statistics are reported in parentheses. The
notations ***, ** * sionify that the parameter estimate is significantly different from zero at the 1%, 5%, or 10% level,
respectively.

Panel A. Mortgage
(1 () 3) “) (%) (6)
Ln (Mortgages)

Full sample Retained mortgages Securitized mortgages

Gub_election Local -0.036***  -0.015%*  -0.045*** -0.030***  -0.016** -0.000
(-5.210) (-2.244) (-5.999) (-4.203) (-2.289) (-0.025)

Bank-Level and County-Level Controls YES YES YES YES YES YES
Year and County-by Bank FE YES NO YES NO YES NO
Year-by-Bank and County-by Bank FE NO YES NO YES NO YES
Observations 1,234,202 1,225,729 1,234,202 1,225,729 1,234,202 1,225,729
Adjusted R-squared 0.566 0.656 0.580 0.647 0.560 0.695

Panel B. Small Business Lending

) 2
Ln (SBLs)
Gub_election Local -0.004 -0.007**
(-1.291) (-2.158)
Bank-Level and County-Level Controls YES YES
Year and County-by Bank FE YES NO
Year-by-Bank and County-by Bank FE NO YES
Year-by-County and County-by Bank FE NO NO
Observations 859,837 858,222
Adjusted R-squared 0.765 0.813
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Appendix of

“Local Political Uncertainty and Branch Banking:

Evidence from Deposit Rate Setting”
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Appendix A: Variable Definition and Source

Variable name Definition Source

Table 3. Baseline Regression

Npre8month The average deposit rate over the seven months prior to and including RateWatch
November (the election month, if applicable), denoted as [-8, 0].

Annual rate The average deposit rate over the twelve months of the election year, from RateWatch
January to December, represented as [-11, 1].

Gub_election_Branch Dummy variable that equals 1 if the state where this branch is based CQ Press
experiences a gubernatorial election in a given year and 0 otherwise.

Ln (Total assets) The natural log of bank total assets. UBPR

Leverage ratio (Equity Equity capital as a share of total assets. UBPR

capital ratio)

Return on assets Bank’s return on assets UBPR

Non-performing loan ratio Non-performing loans as a share of total loans. UBPR

Total deposits/total assets Total deposits as a share of total assets. UBPR

HHI County Herfindahl-Hirschman Index of deposits by county. SoD

Income/pop (in $100,000) Income divided by population by county, with the result divided by 100,000. BEA

Unemployment rate (in %) County-level unemployment rate, with the result divided by 100. BLS

Figures 2&3 Dynamic tests

Treat Dummy variable that equals 1 if the branch follows the 2002, 2006, 2010, CQ Press
2014, or 2018 election cycle and 0 if the branch follows the 2004, 2008,

2012, 2016, or 2020 cycle.

Cohort It has five values: 2002, 2006, 2010, 2014, and 2018. The values are CQ Press
assigned based on which election the sample period covers. For example, in
the dynamic test sample, for the period from November 2001 to October
2003, the cohort value is equal to 2002.

24 time dummies 24 variables ranging from prel2 to prel and from 0 to postll. These CQ Press
variables indicate the calendar months before and after the November
gubernatorial elections in 2002, 2006, 2010, 2014, and 2018. For example,
prel2 is equal to 1 if it is November 2001, 2005, 2009, 2013, or 2017;
otherwise, it is equal to 0.

Deposit rates Monthly deposit rate offered by a branch. RateWatch

The remaining tests

Gub_election HQ Dummy variable that equals to one if the state where this branch’s CQ Press
headquarter is based experiences a gubernatorial election in a given year.

Social Capital The social capital index value by county. It is constructed as the first Census
principal component from a principal component analysis using Association Bureau,
density, Regulated organization density and Voter turnout. NCCS and

presidential
election data

Votediff Difference between the percentage of votes obtained by the first- and CQ Press
second-place candidates.

Close 1% Dummy variable that equals 1 if the vote difference is below 1%, and 0 CQ Press
otherwise.

Close 5% Dummy variable that equals 1 if the vote difference is below 5%, and 0 CQ Press
otherwise.

Close 15% Dummy variable that equals 1 if the vote difference is below 15%, and 0 CQ Press

otherwise.
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Republican win Dummy variable that equals 1 if the Republican candidate won the CQ Press
gubernatorial election, and 0 otherwise.

Democratic win Dummy variable that equals 1 if the Democratic candidate won the CQ Press
gubernatorial election, and 0 otherwise.

Ln (Branch Deposit) The natural log of annual branch deposits. SoD

Gub_election Local Dummy variable that equals 1 if gubernatorial election is held in the county ~CQ Press
during the year, and 0 otherwise

Ln (Mortgages) The natural logarithm of one plus a bank's total mortgage origination ina HMDA
specific county for a given year, with origination values expressed in
thousands of dollars.

County Mortgage A bank’s total mortgage origination in a county during a year (thousand §) HMDA

Origination

Ln (Retained Mortgage) The natural logarithm of one plus a bank's retained mortgage in a specific HMDA
county for a given year, with retained mortgage values expressed in
thousands of dollars.

County Retained Mortgage A bank’s retained mortgage in a county during a year (thousand $) HMDA

Ln (Sold Mortgage) The natural logarithm of one plus a bank's sold mortgage in a specific county HMDA
for a given year, with sold mortgage values expressed in thousands of
dollars.

County Sold Mortgage A bank’s sold mortgage in a county during a year (thousand $) HMDA

Ln (SBLs) The natural logarithm of one plus a bank's small business lending in a CRA
specific county for a given year, with small business lending values
expressed in thousands of dollars.

County Small Business A bank’s total small business lending in a county during a year (thousand §) CRA

Lending
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Appendix B: Additional Tables

Table B.1
Robustness Checks: Sample Limited to Rate-Setting Branches Within the Same State

This table examines the effect of gubernatorial elections on branch deposit interest rates. In this robustness check, we
restrict the sample to branch-year observations with identifiable rate-setting branches confirmed to be within the same
state. All other regression specifications are the same as those used in Table 3. Definitions and sources for all analysis
variables can be found in Appendix A. Standard errors are clustered at the county level. T-statistics are reported in
parentheses. The notations ***, **_* signify that the parameter estimate is significantly different from zero at the 1%,
5%, or 10% level, respectively.

(1 () 3) “)
Npre8 month rate Annual rate
Gub_election Branch 0.010%%* 0.011%%** 0.005* 0.006%**
(3.070) (3.268) (1.834) (2.086)
Ln (Total assets) 0.002 0.004
(0.384) (0.611)
Leverage ratio (Equity capital ratio) 0.007%** 0.007%**
(5.019) (5.200)
Return on assets -0.001 -0.003
(-0.267) (-0.958)
Non-performing loan ratio -0.007%** -0.006***
(-5.932) (-5.444)
Total deposits/total assets 0.030 0.092*
(0.531) (1.648)
HHI County -0.053 -0.055
(-0.963) (-0.981)
Income/pop ($100,000) 0.234%** 0.258%**
(2.958) (3.246)
Unemployment rate (in %) 0.854%*:* 0.817***
(3.724) (3.554)
Year & Branch FE YES YES YES YES
Observations 72,632 71,858 73,273 72,494
Adjusted R-squared 0.947 0.946 0.949 0.949
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Table B.2
Robustness Checks: Special and Regular Elections

This table examines the effect of gubernatorial elections on branch deposit interest rates. In this robustness check, we
restrict the sample to elections classified as either special—those that deviate from the regular four-year cycle or occur
outside November—or regular—those held on the standard four-year November schedule. In Panel A, we include
only states where special elections occur: California, West Virginia, Wisconsin, Utah, Oregon. New Hampshire,
Vermont, and Louisiana. California held a special election in 2003, shortly after the 2002 election. West Virginia held
a special election in 2011 and then a regular election in 2012. Wisconsin held a special election in June 2012, after the
2010 election. Utah held regular elections in 2008 and 2012, with an additional special election in 2010. Oregon held
a special election in 2016 following the regular election in 2014. New Hampshire and Vermont hold gubernatorial
elections every two years (even years). Louisianna typically holds gubernatorial elections in October. In this test, we
include only observations corresponding to special elections as follows: all observations from Louisiana, New
Hampshire, and Vermont, as well as observations from California (2003—2005), West Virginia (2009-2011), Wisconsin
(2011-2013), Utah (2009-2011), and Oregon (2015-2017). In Panel B, we focus exclusively on regular elections by
excluding the observations included in Panel A. In Panel C, we include only observations for branches located in
California from 2003 to 2005. All other regression specifications are the same as those used in Table 3. Definitions
and sources for all analysis variables can be found in Appendix A. Standard errors are clustered at the county level.
T-statistics are reported in parentheses. The notations ***, ** * signify that the parameter estimate is significantly
different from zero at the 1%, 5%, or 10% level, respectively.

Panel A. Special Elections

(1

Npre8 month rate

2

Annual rate

Gub_election Branch 0.036%** 0.016

(3.197) (1.637)
Bank- and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 3,969 4,067
Adjusted R-squared 0.939 0.943

Panel B. Regular Elections
6] 2

Npre8 month rate

Annual rate

Gub_election Branch 0.006%* 0.005%*
(1.867) (1.912)
Bank- and County-Level Controls YES YES
Year & Branch FE YES YES
Observations 119,620 122,811
Adjusted R-squared 0.949 0.951
(Continued)
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Table B.2 - Continued

Panel C. California Special Election

)

Npre8 month rate

@)

Annual rate

Gub_election Branch

Bank- and County-Level Controls
Branch FE

Observations

Adjusted R-squared

0.354%%x
(2.783)

YES
YES
266

0.707

0.390%**
(3.827)

YES

YES
302

0.703
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