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Coronavirus Downside Scenario: Global 
Financial Institutions Risk Heat Map 
Most FI Sectors Vulnerable To Rating Changes Under Harsh Downside Scenario 
 

Risk 
Scale 

Risk  
Category 

% of 
issuers Description  

1 Virtually No 
Impact 

0 No Rating/Outlook changes in the 
sector/region 

2 Mild to Modest 
Impact 

0.5 Very few potential changes, some 
Outlook changes 

3 Medium Impact 17.6 Numerous Outlook changes; some 
RWs; a few possible rating changes 

4 Medium to High 
Impact 

76.2 Heavy Outlook and RW activity; 
numerous rating changes 

5 High Impact 5.7 Most or all Ratings negatively 
affected 

 

 

 

Downside Sensitivity Not Rating Expectation 
Fitch Ratings has assigned coronavirus sector ratings vulnerability 

scores to the major financial institution (FI) sub-sectors to show 
potential sensitivities under a recently published severe downside 

scenario. The downside scenario is only used to test rating 
sensitivities we publish in rating commentaries and is not a 

reflection of our rating expectations. The downside scenario 
includes a prolonged health crisis resulting in depressed consumer 

demand, and a prolonged period of below-trend economic activity 
that delays any meaningful recovery beyond 2021. Key 

assumptions include: 

 Sharp economic contractions in the US and Europe. 

 Double-dip slowdowns in China/East Asia, and recessions 
across most other emerging markets for FY 2020. 

 Wage declines/job losses across income brackets in major 

economies. 

 Cumulative corporate high yield/leveraged loan default 
rates of 17%–25% in the US and Europe by 2021. 

 Prolonged downturns in financial markets and sustained 

difficulties in funding conditions. 

 Demand collapse continues to depress oil prices and 
constrain spending in oil economies. 

Downside sensitivity scores have also been applied by other Fitch 

teams- see the cross-sector heatmap published on 27 April.  

Medium-to-High Impact For Majority of FIs 
The majority of financial institution sub-sectors in North America, 
EMEA, APAC and LATAM are assigned a score of ‘3’ (medium 

impact) or ‘4’ (medium to high impact), due to the prolonged nature 
and severity of the downside scenario. Heavy Outlook and Rating 

Watch (RW) activity, as well as numerous ratings changes, are 
probable for approximately 76% of FI issuers.  

Vulnerability by Sector and Region  

Based on the portfolio segmentation of the cross-sector heatmap, 
rating downgrades are viewed as most likely under a score of ‘5’. 

This score is assigned for larger LATAM banks, European Global 
Trading and Universal Banks (GTUB), aircraft lessors globally, and 

US-based private-equity collateralised fund obligations (PE CFOs). 
LATAM emerges as the most vulnerable region, due to the large 

number of sovereigns with negative outlooks, adding the risk of 
linked FI rating downgrades.  

CCPs and FMIs Least Vulnerable 
Although no sub-sectors score ‘1’, financial market infrastructure 

(FMI) companies, such as central clearing counterparties (CCPs) 
are scored ‘2’, indicating very few potential rating changes . 
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Banks 
North America 

For smaller North American banks, the medium-high impact 
assessment highlights the vulnerability of a spread-reliant 

business model to negative rating actions given the “lower for 
longer” rate environment, alongside industry and/.or product 

concentrations in more vulnerable segments or geographies.  

The Rating Outlooks of larger US regional banks and Canadian 
domestically-systemically important banks (DSIBs) have mostly 

been revised to Negative, with decisions being informed by 
expected rating headroom under our baseline and downside 

scenarios. For the US global trading universal banks (GTUBs) 
cohort, most Outlooks are negative, reflecting similar pressures on 

asset quality coupled with a view that trading revenues will not 
continue to buoy results.   

As the ratings of US government sponsored entities (GSEs) are 

linked to the US sovereign,  ratings and Outlooks will only change if 
there is a change to the sovereign rating or Outlook. For the trust 

processing banks in the country, Rating Outlooks have remained 
Stable. Notwithstanding pressures on assets under management 

or custody, and resultant fee pressures, trust and processing banks 
are relatively stable in their business models as well as rating 

headroom under our baseline and downside scenarios. 

 

EMEA 

We see EMEA Banks as borderline ‘4/5’ category under the 

downside scenario. The magnitude of rating changes will vary by 
country and business mix across such a large and diverse region of 

developed market (DM) and emerging market (EM) names. Some 
jurisdictions could see most or all ratings negatively affected (‘5’) 

and other regions could see numerous rating changes (‘4’). 

Reviews of Western European bank ratings in late March/early April 
resulted in 10 IDR downgrades, 38 IDRs being placed on Rating Watch 

Negative (RWN), 57 Outlook revisions to Negative and 11 
Outlooks/Watches being maintained, mostly Negative (see 

Coronavirus Rating Impact: Western European banks, 20 April 2020).  

In Western Europe, weak earnings entering the crisis will probably 
result in a protracted recovery, and the resultant hit to revenues 

and asset quality under the downside scenario will exert much 
more pressure on capital than the baseline. Government support 

packages will cushion the hit to asset quality, but vary in size and 
scope.  

In EMEA emerging markets, we see more resilience in current 
ratings in parts of the GCC (Kuwait, Qatar), Central and Eastern 

Europe (CEE) and Russia, CIS and Turkey portfolios. Sovereign 
support-driven IDRs could see no rating change if there is no 

change in the sovereign rating. However, a reduction in sovereign 
ratings could feed into sovereign-support driven IDRs.  

Larger EMEA-based banks, including the DSIBs, have a greater 

reliance on debt capital markets for funding than small or regional 
banks. Sustained difficulties in funding market conditions should 

be offset by central bank and possibly government guarantee 
support packages in DMs. But this represents more of a risk in 

some EMs with high dollarisation levels and low central bank FX 
reserves.  

The EMEA-based GTUB portfolio is a small cohort, of which three 

are already on Negative Outlook and four are on Rating Watch 
Negative (RWN). This results in a ‘5’ score under the downside 

scenario because it would likely result in downgrades for a 
majority of such a small cohort.  

As for other large banks, corporate and retail banking activities 

will be affected by higher loan impairment charges and lower 
business volumes, while greater use of wholesale funding will lead 

to higher funding costs. Sales and trading revenue is unlikely to be 
maintained at the high levels of 1Q20, and the prolonged financial 

market downturn under this scenario will hit banks' primary 
market business to varying extents. Regional and product 

diversification is unlikely to provide much relief to earnings given 
the symmetric nature of the shock.  

The impact under the downside scenario for policy banks in EMEA 

region would depend on sovereign actions on countries where we 
rate such banks (e.g. Germany, France, CEE and some CIS 

countries, Turkey, and Africa). 

Under the downside scenario, multi-notch downgrades are 
plausible for EMEA banks. For example i) in the event of similar 

actions on sovereigns, and where bank ratings are either driven 
directly by sovereign support or clustered at the sovereign rating 

level; or ii) for banks with low capital buffers for their rating levels, 
and with high exposure to consumer finance, SMEs or more 

vulnerable corporate sectors. 

APAC 

For APAC-based issuers, we see potential for more standalone 
viability ratings (VRs) to be affected than issuer default ratings 

(IDRs), because authorities are highly likely to support their 
economies and banks indirectly. Sovereign support-driven IDRs 

are likely to only see IDR changes if there are changes in the 
sovereign rating. For larger banks and DSIBs, many IDRs are 

sovereign-supported but sovereign rating changes would impact 
some (not all) DSIB ratings.  

The impact is more likely to be on VRs, but China-based issuers’ VR 

levels are already relatively low, with support from authorities, so 
may see fewer actions. All policy bank IDRs are sovereign-

supported, with rating/outlook changes dependent on sovereign 
actions. Among small banks, there is potential for rating action but 

some have large buffers in the context of their low rating levels. 
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LATAM 

Within the LATAM category, smaller banks are generally plain-

vanilla, focused on traditional retail and commercial businesses. 
The impact here should be relatively mild given the current low 

rating levels (due to company profile / risk appetite assessments), 
and the level of core financial metrics relative to their current 

ratings, for example the cooperativas and asociaciones that we 
rate.  

Any negative impact in the form of reduced business volumes 

and/or higher impairments could be mitigated by reduced funding 
costs due to lower policy rates.  

Given the relatively high proportion of larger banks and DSIBs  

rated at or above the sovereign (around 70%), this segment is at 
high risk of downgrades, assuming there are sovereign 

downgrades. Similarly, policy and development banks in this region 
are at high risk of downgrades due to the contagion from any 

negative sovereign actions.  

Recessionary conditions, plus further pressures on commodity 
prices, remittances and tourism receipts will increase downward 

pressure on Latin American sovereign ratings. These ratings 
already have material negative bias in terms of outlooks and 

recent actions (42% of LATAM sovereigns have negative outlooks).  

There are few specialist banks in Latin America and the impact 
could be mixed. FX banks in Mexico could benefit from the higher 

and more volatile FX rates, while other segments could be 
negatively affected to some extent. 

Non-Bank Financial Institutions 

 

Securities Firms 

We believe securities firms would face some rating changes 
alongside numerous Outlook actions. Under the downside 

scenario, they would be exposed to increased margin calls and 
challenged on funding access, straining liquidity profiles. Although 

trading volumes may climb higher, this would also generate 
increased operational risk.  

Advisory activity would likely remain slow or non-existent, although 

offset to a certain extent by increased restructuring activity. Retail 
brokers may benefit from deposit sweep increases. Volume-based 

balance sheet light securities firms would also be less affected.  

In APAC (China and Japan, specifically), rating pressure for local 
securities firms may be more muted due to a high proportion of 

ratings benefiting from sovereign support. For LATAM-based firms, 
profitability would be under particular pressure for those entities 

with larger proprietary positions and lower business diversification. 

Investment Managers 

We similarly see traditional investment managers facing a medium 

impact, as they would experience fee pressure from market sell-
offs and increased outflows as investors move to safer assets. Cash 

flow leverage ratios may increase as a result. More highly 
leveraged managers would be more acutely affected. Alternative 

investment managers may experience additional valuation hits on 
fund holdings, but earnings would remain relatively stable given 

lower net asset value-based fees.  

Capital deployment may remain limited with travel restrictions 
and reduced activity, although there could be more 

willing/distressed sellers.  

In APAC, rating pressure on Chinese policy investment companies 
may be more muted due to sovereign support. In LATAM, rated 

managers are mandatory pension fund managers, and as such are 
required to hold part of their equity invested in portfolios that 

replicate the ones they manage, creating greater exposure to 
mark-to-market valuation losses. 

Finance Companies 

Commercial lenders face medium-to-high impact, with most 

exposed to worsening asset quality deterioration, leading to 
elevated losses and higher leverage. Business development 

companies’ (BDCs) covenant cushions would be pressured by 
additional valuation hits and the worsening credit outlook, with 

meaningful dividend cuts expected. Consumer lenders would 
experience increased delinquencies and losses, although this could 

be cushioned by expansion in fiscal stimulus. Leverage increases 
could be counterbalanced by portfolio contraction.  

Non-aircraft leasing companies would be relatively better 

positioned as reduced demand would yield higher free cash flows 
and the ability to de-lever. However credit losses would increase 

as would repossession activity pressuring gains and losses given 
recessionary impacts on used vehicle prices.  

Emerging market lenders across EMEA, APAC and L ATAM are 

expected to be particularly adversely affected given their focus on 
lower income borrowers and/or small-to-medium enterprises, 

with the exception of those lenders benefiting from sovereign 
support.  
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LATAM niche leaders may benefit from access to contingent 
funding sources (e.g. development banks), but smaller lenders 

could face higher refinancing risks. 

 

Aircraft Lessors 

Most or all ratings for aircraft lessors would be negatively affected 

under the downside scenario as a result of extended travel 
restrictions, leading to increased airline bankruptcies, lease 

deferrals, repossession of assets and elevated impairments.  

Lessor liquidity profiles would also become strained, particularly if 
order books cannot be extended or cancelled, and leverage would 

increase above targets on a sustained basis. 

We believe that financial market infrastructures (FMIs) such as 
clearing houses and securities depositories will face very few 

potential ratings changes. However, FMIs may still suffer 
heightened counterparty risk as margin calls rise and 

counterparties come under stress. Operational tail risks will also 
increase with higher trading volumes and/or more widespread 

social distancing requirements.  

Downside risks related to sovereign rating revisions are also 
present. The ratings of national FMIs in EMs will track sovereign 

dynamics (the rating uplift above the sovereign is typically limited 
to one notch, reflecting close correlation with the domestic 

operating environment). 

Insurance/Reinsurance Companies 

 

Life Insurance/Reinsurance 

The life sector would be most exposed to capital market volatility 

under the downside scenario, due to high asset leverage. We 
incorporate an assumption under our stress case of a high yield 

bond default rate of 22% during 2020 and 2021 (with spreads 
widening by 600bp), a decline in major stock market indices by 

60%,  and a drop in 10-year government interest rates by close to 
half 2019 levels in several countries.  

We also assume a COVID-19 infection rate of 15% and death rate 

of 0.75% (of the infected), which could notably impact 2020 
earnings due to higher life claims. Furthermore, longer-term 

downward interest rate pressures would hurt earnings and 
increase the risk of reserve increases on longer duration products.  

 

Non-Life Insurance/Reinsurance 

In contrast, non-life insurers and reinsurers have lower investment 
leverage than life insurers, pointing to a medium impact risk for the 

risk. Some issuers in this sector do hold material levels of equities 
and other risky assets to capital, and are exposed to capital market 

volatility. However, most have good capital buffers, allowing for 
many to absorb even the high 60% stock decline under our severe 

downside scenario. Exposure to insured claims is generally more 
modest and focused on more specialised lines such as event 

cancellation or trade credit.  

Business interruption (BI) claims will be largely mitigated by 
pandemic exclusions, and the typical need for a property damage 

trigger. However, while outside even our severe scenario, there is 
a risk of legislation that attempts to retroactively expand BI 

coverages. If enacted, this could be a significant negative credit 
event. Reinsurers will have exposure to ceded mortality claims 

from life insurers.  

Health Insurance 

In most countries health insurance is provided through 

government programmes, with a key exception being the US. 
Accordingly, heightened illness from COVID-19 will result in more 

health claims in the US. At an assumed 15% infection rate under 
our severe case, such claim costs would be material to 2020 

earnings. Further lockdowns assumed in the downside scenario 
would result in materially fewer non-urgent medical treatments, 

and claims, in the near-term as a potential mitigant.  

However, our assumption is that such lockdown-related benefits 
may be reversed in future periods as delayed treatments are 

pursued, and possibly due to heightened severities as delayed 
diagnosis results in more severe and costly treatments. Health 

insurers in the US. have very clean investments, and only limited 
exposure to capital markets volatility. 
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Funds and Asset Management 

 

Money Market Funds 

For money market funds (MMFs) increased credit stress on 

underlying issuers would pressure credit metrics at the (non-
government) fund level. Funds with longer-dated exposures may 

experience more challenges in adjusting portfolios in response to 
deteriorating holdings, exacerbated by reduced secondary market 

liquidity. Probable spikes in outflows would add further strain to 
funds, notably those with longer dated exposures. 

Closed-End Funds 

Closed-end funds would face medium-to-high risk of rating 

changes, due to elevated credit stresses leading to defaults and 
valuation declines across corporate and municipal credits. We 

believe that equities would lose significant value under the 
downside scenario, and illiquidity in fixed income markets may 

mean that fund managers are significantly challenged in selling 
assets quickly enough to cure asset coverage tests. 

Bond Funds/LGIPs 

The majority of rated US and EMEA bond funds and US local 

government investment pools (LGIPs) are similarly positioned to 
MMFs, facing medium-to-high risk of rating actions under the 

downside scenario. Funds with higher corporate and/or lower 
credit quality exposure would see more severe stress, and 

potential downgrades, if credit stress in underlying issuers led to 
fund downgrades or defaults. Rated LATAM bond funds have 

already experienced significant withdrawal activity (mostly in 
Colombia), and could face a second wave of withdrawals under the 

downside scenario that could pressure market risk metrics. Bond 
funds relatively stable thus far, mostly in Mexico, may face an 

initial wave of withdrawal activity that could pressure market risk 
metrics. Bond funds with higher corporate and/or lower credit 

quality exposure may see more severe stress and potential 
downgrades as credit stress in underlying issuers leads to fund 

downgrades. 

PE CFOs 

We regard PE CFOs as highly vulnerable to rating actions. Under 

the downside scenario we believe elevated credit stresses will lead 
to significant losses on some equity positions, while remaining 

positions are marked down heavily due to the downturn and lower 
expected returns. Capital markets activity slows down or is non-

existent for a prolonged period, causing PE CFOs to draw down on 
their liquidity facilities. For those transactions where contingent 

liquidity only lasts one year, the lack of cash flow causes interest 
payment defaults. 
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Region Banks Score 

NA GTUBs 4 

 Large/DSIBs 4 

 Policy/Development 3 

 Small Banks 4 

 Trust/Specialist Banks 3 

EMEA GTUBs 5 

 Large/DSIBs 4 

 Policy/Development 4 

 Small Banks 4 

 Trust/Specialist Banks n.a 

APAC GTUBs n.a 

 Large/DSIBs 4 

 Policy/Development 4 

 Small Banks 4 

 Trust/Specialist Banks n.a 

LATAM GTUBs n.a 

 Large/DSIBs 5 

 Policy/Development 5 

 Small Banks 4 

 Trust/Specialist Banks n.a 

 

Region Insurance Score 

NA Health 4 

 Life 4 

 Non-Life/Reinsurance 3 

EMEA Health 3 

 Life 4 

 Non-Life/Reinsurance 3 

APAC Health n.a 

 Life 4 

 Non-Life/Reinsurance 3 

LATAM Health n.a 

 Life 4 

 Non-Life/Reinsurance 3 
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Region FAM Score 

NA Bond Funds/LGIPs 4 

 Closed-End Funds 4 

 Money Market Funds 3 

 PE CFOs 5 

EMEA Bond Funds/LGIPs n.a 

 Closed-End Funds n.a 

 Money Market Funds 3 

 PE CFOs n.a 

APAC Bond Funds/LGIPs n.a 

 Closed-End Funds n.a 

 Money Market Funds 3 

 PE CFOs 4 

LATAM Bond Funds/LGIPs n.a 

 Closed-End Funds n.a 

 Money Market Funds n.a 

 PE CFOs n.a 

 

Region NBFI Score 

NA Aircraft Lessors 5 

 Finance Companies 4 

 FMIs 2 

 Investment Managers 3 

 Securities Firms 3 

EMEA Aircraft Lessors 5 

 Finance Companies 4 

 FMIs 2 

 Investment Managers 3 

 Securities Firms 3 

APAC Aircraft Lessors 5 

 Finance Companies 4 

 FMIs n.a 

 Investment Managers 3 

 Securities Firms 3 

LATAM Aircraft Lessors n.a 

 Finance Companies 4 

 FMIs 2 

 Investment Managers 3 

 Securities Firms n.a 
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