Global Credit Outlook 2021: Back on track?

Questions That Matter

Banks | Will Returns Ever Recover?

A widely available vaccine and sustained economic recovery in
2021 will not automatically solve banks’ profitability issues in
many regions.

How this will shape 2021

Banks’ balance-sheet strength will continue to support their resilience in 2021.
Combined with the likely only gradual withdrawal of support measures, strong
balance sheets should continue to limit the number of bank downgrades. About
one-third of our bank ratings globally are currently on negative outlook.

Profitability will remain a key weakness for many. Although we expect a sustained
recovery next year, we believe banks in certain countries will struggle to offer
adequate returns well beyond next year. This is based on our expectation that
provisions will remain elevated, that lower-for-longer rates will dampen revenues,
and that banks will need to continue investing in digitalization to meet evolving
customer expectations and streamline long-term costs. Also, in Europe and Japan
for instance, COVID-19 came on top of pre-existing structural profitability issues.

Further structural reform and consolidation ahead. Consolidation may accelerate
in systems with excess capacity. There have been recent mergers or market chatter
in Spain, Italy, and Japan, for instance. But consolidation is not a panacea, and
integration often comes with operational complexities. Banks in most regions will
continue to take a hard look at costs as the unfavorable interest rate environment
and the rise in new forms of competition put further pressure on revenues.

What we think and why

Slow and uneven recovery ahead. Recovery of banking jurisdictions globally to pre-
COVID-19 profitability will be slow, uncertain, and highly variable across
geographies. For 14 of the top 20 jurisdictions, we estimate that a return to pre-
COVID-19 financial strength won't occur until 2023 or beyond.

Emerging market banks in the spotlight. Some banks in emerging markets are
exposed to additional risks compared with developed market peers. These include
reliance on external funding, concentration in economies and business models, or
lack of government capacity to provide support. We expect Chinese banks to be
among the fastest to recover, even if full recovery may take until end-2022.

There will be a lag effect on banks' returns. The economic recovery will be the
precondition to and trigger for the gradual withdrawal of support measures, which
will reveal a truer color of banks’ underlying asset quality in 2021. We therefore
expect provisions to remain elevated in 2021 even as economic growth picks up.

What could go wrong

A severely adverse scenario could prompt more banks to report losses. We
currently expect that the vast majority of banks will remain able to absorb credit
losses through pre-provisioning income, limiting the expected erosion in capital
levels. We project these credit losses at around US$2 trillion over 2020-2021, about
double their 2019 annual level. A delayed or slower recovery, for instance in the
event of a premature withdrawal of support measures, could tip banks into losses,
especially given corporates’ higher leverage.

Property exposure could become a key risk. Borrower repayment moratoria,
landlord and bank forbearance, and record low interest rates may be masking
underlying asset quality problems. The pandemic may also accelerate structural
changes in segments of the retail and office sectors.

S&P Global Ratings

Alexandre Birry
London
alexandre.birry@

spglobal.com
+44 207 1767108

The economic recovery will be
the trigger for the gradual
withdrawal of support
measures, which will reveal a
truer color of banks’
underlying asset quality in
2021

We expect US$2 Trillion Of
Credit Losses Over 2020-
2021

Read more

Global Banking: Recovery Will Stretch To 2023 And
Beyond Sep 23, 2020_

Global Banks 2021 Outlook: Banks Will Face The
Next Test Once Support Wanes Nov. 17, 2020

Global Banks Country-By-Country 2021 Outlook:
Toughest Test Since 2009 Nov. 17, 2020

December 3,2020 29


https://www.spglobal.com/ratings/en/research/articles/200923-global-banking-recovery-will-stretch-to-2023-and-beyond-11661040
https://www.spglobal.com/ratings/en/research/articles/200923-global-banking-recovery-will-stretch-to-2023-and-beyond-11661040
https://www.spglobal.com/ratings/en/research/pdf-articles/201117-global-banks-2021-outlook-banks-will-face-the-next-test-once-support-wanes-100047456
https://www.spglobal.com/ratings/en/research/pdf-articles/201117-global-banks-2021-outlook-banks-will-face-the-next-test-once-support-wanes-100047456
https://www.spglobal.com/ratings/en/research/pdf-articles/201117-global-banks-country-by-country-2021-outlook-toughest-test-for-banks-since-2009-100047457
https://www.spglobal.com/ratings/en/research/pdf-articles/201117-global-banks-country-by-country-2021-outlook-toughest-test-for-banks-since-2009-100047457

Global Credit Outlook 2021: Back on track?

Chart 18
COVID-19 Is Dampening Prospective Returns
Return on average assets (%) - Selected Banking Jurisdictions
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Chart 19

Our Estimate Of Recovery Prospects For Selected Banking Jurisdictions Because Of COVID-19, Oil
Price Shock, And Other Market Stresses
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Estimated time to recovery

Note: The estimated time to recovery takes into account forward estimates of systemic and bank-specific credit factors
guided by Banking Industry Country Risk Assessments (BICRA) and entity-specific rating actions to-date. Time periods are in
years based on full calendar year. All information is based on analysts' estimates. Banking sector recovery prospects for
early-exiter jurisdictions are sooner, for late-exiter jurisdictions are later, and mid-exiter jurisdictions in between.

Estimated impact is driven by COVID-19, oil price shock, and other market stresses. e--Estimate. Source: S&P Global Ratings.
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This report is an extract from the S&P Global Ratings report, “Global Credit Outlook 2021: Back On Track?”

This report does not constitute a rating action

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by the end
of the year are promising, but this is merely the first step toward a return to social and economic normality; equally
critical is the widespread availability of effective immunization, which could come by the middle of next year. We use
this assumption in assessing the economic and credit implications associated with the pandemic (see our research
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates accordingly.

Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any
form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Global
Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any unlawful or
unauthorized purposes. S&P Global and any third-party providers, as well as their directors, officers, shareholders,
employees or agents (collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Global Parties are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any
data input by the user. The Content is provided on an “as is” basis. S&P GLOBAL PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the
date they are expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment
decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill,
judgment and experience of the user, its management, employees, advisors and/or clients when making investment
and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as
such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related
publications may be published for a variety of reasons that are not necessarily dependent on action by rating
committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have
been suffered on account thereof.

S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain divisions of S&P Global may have information that is not
available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public
ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.capitalig.com (subscription), and may be distributed through other means, including via S&P Global publications
and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.

Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the
Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be
distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services
LLC.

spglobal.com/ratings


http://www.spglobal.com/ratings

	Banks | Will Returns Ever Recover?

