


We expect eurozone and U.K. GDP to shrink by 7.3% and 6.5% this year before rebounding by 5.6% and 6% in 2021.

Ultra loose monetary policy, extensive fiscal support, and  easing in bank capital and liquidity buffers offer substantial 

support to the real economy, bank asset quality, and bank capacity to extend credit without breaching buffer 

requirements. 

Still, the policy responses taken by countries across Europe may be less than totally successful in avoiding permanent 

economic damage. 

A significant component of these fiscal support packages comprises additional indebtedness--for sovereigns, some 

households, and many businesses.
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We expect bank earnings, asset quality to 

weaken through end-2020 and into 2021….

But opportunities exist as well (energy 

transition, infrastructure etc…) for the 

banks/countries, which are forward looking. 

Capital ratios have improved after years of more 

stringent regualtory rules. Despite an expected

decline, we do not expect large or systemic

solvency issues. 

Funding should not be a problem, not least given 

ample availability of central bank funding. 

Wholesale markets have reopened but spreads 

will remain wider than before.

The proactive and massive reaction of 

governments and of the ECB (and BoE) are 

critical and should avoid a more dramatic economic

collapse. 

2020F 2021F

Revenues -7% 3%

Noninterest expenses -2% -1%

Preprovision operating income -16% 11%

Credit loss provisions 116% -24%

Pretax profit -58% 87%



Outlook bias across Europe is now heavily (but not totally) 

negative.  

Individual banks bring their own blend of strengths and 

weaknesses. But there are two broad sources of 

downside economic risk:

1. Longer lockdowns, worsening financing conditions or 

further worsening of Europe's external environment

2. The effectiveness of fiscal and monetary measures may 

be insufficient or else may vary: economic structure and 

fiscal support (in its size, blend, and deployment) differ 

from country to country; therefore, so could the 

implications for the banks.

Future actions could therefore be across national banking 

sectors, or follow idiosyncratic developments at individual 

banks.
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Data as of May 31, 2020. Our BICRA groups are on a scale of ‘1’ to ’10’, with ‘1’ denoting the lowest-risk banking sectors. 

Source: S&P Global Ratings
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