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WITH SO MUCH BAD NEWS, AND SO MUCH UNCERTAINTY, SHOULD WE WORRY ABOUT THE 
BANKS?
• It is hard to design and implement policy – public health or bank stability – with poor information
• Public health: test, test, test
• Bank health: (stress) test
• Banks entered this crisis much better capitalized than the last one

– But: do they have enough?
– How do we know?

• Stress tests have become the tool of choice for assessing bank resilience to shocks 
– Which shocks should we try?
– Pandemic with massive and wide-spread economic fallout was not in the scenario library

• Uncertainty is very high – which makes risk management very very difficult
– Need to try a range of scenarios
– Sensitivity testing

• Both EU and US regimes have conducted sensitivity analysis on their banks – but based on different 
approaches
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THERE ARE SEVERAL POTENTIAL PATTERNS FOR ECONOMIC RECOVERY
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CCAR 2020 severely adverse

2020 COVID Crisis consensus1

U.S. Real GDP relative to Q4 2019 (100) and compared to CCAR and Financial crisis
Estimates as of May-201 US GDP Indexed to P0 (CCAR 2020)2 and 4Q07 (Financial Crisis)3

CCAR projected quarter
Financial Crisis quarter
2020 COVID Crisis projection

1. Consensus as the average of Bank of America (June 5), Morgan Stanley (June 15), CBO (May 19), UBS (June 10), Goldman Sachs (June 18), JP Morgan (June 12), Deutsche Bank (June 9), Q1 estimates based on latest forecast before release of Q1 GDP Actual
2. Source: “CCAR 2020 data release”, “CCAR 2019 data release” - Federal Reserve
3. Source: Federal Reserve Economic Data

U.S. GDP PROJECTIONS ARE WORSE THAN FINANCIAL CRISIS EXPERIENCE AND DIFFERENT 
THAN 2020 BANK STRESS SCENARIO

Last updated: 6/22/2020
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Minimum CET1 ratios by scenario
Industry weighted average and interquartile range
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COVID-19 sensitivities

2020 STRESS TEST RESULTS, INCLUDING SENSITIVITY ANALYSIS BASED ON COVID-19
Sensitivity analyses demonstrate that the impacts of COVID-19 vary significantly by the path of recovery, but are worse than the Severely Adverse 
scenario - bottom-quartile firms approach the regulatory minimum in the W-shaped scenario
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Note: Fed estimates do not assume CECL allowances; however, banks reporting on a CECL basis must forecast CECL allowances in their own capital planning, which could result in higher capital depletion
Source:  FRB “Assessment of Bank Capital during the Recent Coronavirus Event”, June 2020
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Cumulative loan losses rates (as percent of portfolios)
Industry weighted average

6.3%

8.2%

10.3%
9.9%

6.8%

9.1%

6%

4%

2%
1%

0%

3%

5%

7%
8%

9%
10%

11%

LOAN LOSS SENSITIVITIES
Loan losses drive the biggest divergence in losses between scenarios – loss rates across each of these scenarios exceed the losses experienced in the 
GFC and some exceed those projected for SCAP participants in 2009
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Source:  FRB “Assessment of Bank Capital during the Recent Coronavirus Event”, June 2020

Cumulative loan losses are 
highest in the W-shaped 

scenario; however a 
substantial amount of 

losses are incurred beyond 
the 9Q window

COVID-19 sensitivities
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TEST THE POPULATION, STRESS TEST THE BANKS

• People can develop antibodies that, hopefully, last – to remain resilient

• Banks can stock up financial capital and develop human capital (e.g. risk management 
expertise) – to remain resilient
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READ OUR LATEST INSIGHTS ABOUT COVID-19 AND ITS GLOBAL IMPACT ONLINE

Oliver Wyman and our parent company Marsh & McLennan 
(MMC) have been monitoring the latest events and are putting 
forth our perspectives to support our clients and the industries 
they serve around the world. Our dedicated COVID-19 digital 
destination will be updated daily as the situation evolves

Visit our dedicated COVID-19 website:
https://www.oliverwyman.com/coronavirus

https://www.oliverwyman.com/our-expertise/hubs/coronavirus.html?utm_source=marketing-collateral&utm_medium=pdf&utm_campaign=covid-19&utm_content=fs-webinar-presentation


QUALIFICATIONS, ASSUMPTIONS, AND LIMITING CONDITIONS
This report is for the exclusive use of the Oliver Wyman client named herein. This report is not intended for general circulation or publication, 
nor is it to be reproduced, quoted, or distributed for any purpose without the prior written permission of Oliver Wyman. There are no 
third-party beneficiaries with respect to this report, and Oliver Wyman does not accept any liability to any third party.

Information furnished by others, upon which all or portions of this report are based, is believed to be reliable but has not been independently 
verified, unless otherwise expressly indicated. Public information and industry and statistical data are from sources we deem to be reliable; 
however, we make no representation as to the accuracy or completeness of such information. The findings contained in this report may 
contain predictions based on current data and historical trends. Any such predictions are subject to inherent risks and uncertainties. 
Oliver Wyman accepts no responsibility for actual results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report. No obligation is assumed to 
revise this report to reflect changes, events, or conditions, which occur subsequent to the date hereof.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole responsibility 
of the client. This report does not represent investment advice nor does it provide an opinion regarding the fairness of any transaction to any 
and all parties. In addition, this report does not represent legal, medical, accounting, safety, or other specialized advice. For any such advice, 
Oliver Wyman recommends seeking and obtaining advice from a qualified professional.




	Slide Number 1
	Slide Number 2
	With so much bad news, and so much uncertainty, should we worry about the banks?
	There are several potential patterns for economic recovery
	U.S. GDP Projections are worse than financial crisis experience and different than 2020 bank stress scenario�
	2020 Stress test results, including sensitivity analysis based on covid-19�Sensitivity analyses demonstrate that the impacts of COVID-19 vary significantly by the path of recovery, but are worse than the Severely Adverse scenario - bottom-quartile firms approach the regulatory minimum in the W-shaped scenario
	Loan loss sensitivities�Loan losses drive the biggest divergence in losses between scenarios – loss rates across each of these scenarios exceed the losses experienced in the GFC and some exceed those projected for SCAP participants in 2009
	Test the population, stress test the banks
	Read our latest insights about covid-19 and its global impact online
	Slide Number 10
	Slide Number 11

