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Global Banking Country-By-Country Outlook 2020: 
The Calm Before The Turn? 

Key Takeaways 

− Most banks should contend with challenging credit conditions in 2020 at current rating levels. 

− The economic outlook is delicately poised. Key risks for banks include the spillover effects on asset
quality from slower economic conditions and a weaker outlook for corporate earnings. 

− Lower-for-longer rates may avoid a global recession in 2020 but will anchor banks to lower
profitability and test business models. 

S&P Global Ratings expects most banks globally to be able to buffer challenging credit conditions 
in 2020. But there are downside risks that could disturb the relative calm. A scenario of slower 
economic growth--primarily driven by the U.S.-China trade and strategic confrontation--and a 
weaker outlook for corporate earnings may ultimately take its toll on bank asset quality and test 
ratings at current levels. Moreover, our current expectations at this late stage of what has been an 
extraordinarily long credit cycle is that the negative turn we anticipate--whether in 2020 or now 
punted further afield following recent dovish sentiment by central banks--will be orderly; i.e., 
relatively moderate and gradual. A significant and abrupt cyclical downturn affecting bank credit 
could cause a negative step change in our view. While not our base case, this adverse scenario is 
far from implausible noting the high volume of credit working its way through and around the 
global banking system. 

Negative Rates Weigh On Western European And Japanese Banks 

Japan and much of Western Europe (see chart 1) are currently belabored by negative rates, with 
the negative yield universe extending over short, medium, and long durations in some countries. 
Meanwhile, many central banks outside the eurozone and Japan, including the U.S., and many 
Asia-Pacific countries, have also become markedly more dovish as we head toward 2020, 
responding to the weaker economic outlook by lowering policy rates and easing financing 
conditions. We note that yields have not dipped into negative territory in these latter jurisdictions 
(see chart 2). 
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Chart 1: 

Negative Interest Rate Territory Begins To Get Crowded 
Government Debt Yields For 2, 5, And 10-Year Tenors 

Note: Data as of Nov. 11, 2019. S&P Global Market Intelligence. 

Chart 2: 

Positive Interest Rate Territory Still A Reality For Some 
Government Debt Yields For 2, 5, And 10-Year Tenors 

Note: Data as of Nov. 11, 2019. S&P Global Market Intelligence. 

-0.8%

-0.6%

-0.4%

-0.2%

0.0%

0.2%

0.4%

0.6%

Euro Zone Switzerland Denmark Germany France Sweden Spain Japan

2 Year

5 Year

10 Year

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

U.K. U.S. Canada China Australia South
Korea

Singapore

2 Year

5 Year

10 Year



Global Banking Outlook 

spglobal.com/ratingsdirect November 18, 2019 3 

While lower rates leading into 2020 may prevent a global recession in the short term, we see the 
trend toward lower, zero, or negative rates as a risk for the medium- to long-term 
creditworthiness of banks for the following reasons:  

– It anchors banks to lower levels of profitability thereby limiting internal capital generation 
capacity, and testing business models. Noteworthy is that many jurisdictions already are 
contending with thin interest margins and low profitability (see chart 3). 

– Lower debt servicing costs may encourage lending to marginal borrowers that may be less 
bankable during normal times. Banks will be increasingly challenged to find ways to offset the 
compounding negative effects of slower credit growth, pressure on net interest margins, high 
competition, and low returns from high quality borrowers, and limited scope for significant 
additional expense savings.

– These developments are occurring at a time when new financial technologies are providing
added competition and investment needs for banks across an array of activities. 

Chart 3: 

Price To Book Ratios: A Spectrum Across Banking Systems 
Average Price To Tangible Book Value Ratios For Select Banking Systems 

Note: Figures in brackets indicate the number of banks used to arrive at the average for each country. Data as of Nov. 6, 2019. 
Source: S&P Capital IQ. 

Economic Outlook--A Delicate Balance In 2020 

The economic backdrop for the global banking sector heading into 2020 is somewhat depressed, 
with the U.S. facing a one-in-three chance of recession in late 2020; recent GDP contractions in 
the U.K. and Germany, and a slowing China. Banks will be increasingly challenged in this 
environment. Global growth continues to slow heading toward 2020 with the weakness in 
manufacturing and trade (see chart 4) driven principally by the U.S.-China strategic confrontation. 
This contrasts with a still-robust consumer sector, notably in the U.S. Should household sectors 
remain relatively strong in 2020, this may contribute to a rebound in manufacturing. Conversely, if 
the weakness in manufacturing leads to higher unemployment and lower consumer confidence, 
the likelihood of a slowdown scenario increases. While lower-for-longer rates has had a recent 
stabilizing effects on the economy, we view the medium- to longer-term effects on banks and 
more generally on credit markets as less certain. 
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Chart 4:  

Purchasing Managers’ Indices Show The Weakness 

DM--Developed markets. EM--Emerging markets. Mfg--Manufacturing. Source: S&P Global Economics and CEIC. 

The Outlook For Corporate Earnings Growth Is Weaker 

Notwithstanding the lag in the transmission of corporate sector stress to banks, some corporate 
sector signals flag an eventual deterioration in banks' asset quality. Very low global corporate 
profit growth of 1% (see "Next Debt Crisis: Earnings Recession Threat," published on Sept. 30, 
2019) forewarns of possible earnings and economic recessions (see chart 5). Further, corporate 
sector leverage is likely to rise, and while low interest rates should keep speculative grade 
defaults down, high debt levels and slowing economies foreshadow a spike. Also, speculative 
grade issuers rated 'B-' have reached an all-time high of 20.5% in the U.S. We anticipate that U.S. 
default rates will rise over the next year. Ameliorating risks, to an extent, is the buildup of capital 
and reserves by banks over recent years, the diversified lending books of most large, strong banks; 
and the high participation by nonbanks in the leveraged debt market. 

Chart 5: 

Debt Has Begun Growing Faster Than Earnings 
Average Trends Based On 20,071 Global Corporates 

FH--financial half year (year-on-year growth). Source: Bank for International Settlements (BIS), S&P Global Market 
Intelligence, S&P Global Ratings. 
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Spike In U.S. Repo Rates–A Timely Reminder Of The Importance Of 
Market Liquidity 

The mid-September 2019 spike in U.S. repo rates likely resulted from technical factors and 
financial requirements that limit banks' willingness to support market financing in the context of 
the Fed balance-sheet contraction, which caused excess reserves in the U.S. system to fall. While 
it did not reflect credit fears about market participants, it was indicative of the fragility that 
funding markets can sometimes display. Leading into 2020, and being some time since broad-
based global market liquidity issues were problematic for banks, the repo spike was a timely 
reminder of the critical importance of market liquidity for banks and other market participants. 

Chart 6: 

Excess Reserves In U.S. Banking System Have Declined 

Note: Monthly. Not seasonally adjusted. Source: Federal Reserve Bank of St. Louis. 

Asset Quality And Capital Outlook Is Broadly Stable 

Lower-for-longer interest rates should cushion banks’ asset quality metrics in 2020 that 
otherwise would endure a tougher test in certain regions and sectors. Noteworthy is the persistent 
improvement in nonperforming asset ratios over recent years (see chart 7). There is also variability 
in nonperforming assets ratios for banks across regions, which principally reflects how 
significantly banks were affected by, and able to recover from, the global financial crisis. It also 
reflects, in part, different policies and practices across regions in providing for and charging off 
nonperforming assets. Improved capitalization should also help cushion weakening asset quality, 
noting our view that the buildup in capital ratios by global banks in past years is now slowing (see 
chart 8). 
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Chart 7: 

Nonperforming Assets Persistently Declining For Strong Banks Globally 

Note: Graph shows average ratio of nonperforming assets to gross loans by region for banks within the S&P Global Top 200 
Banks that have  a stand-alone credit profile assessment in the 'a' category. Source: S&P Global Ratings. 

Chart 8: 

Capital Buildup Is Slowing 
RAC Ratios For The World's Top 100 Rated Banks: Trend By Country Or Region 

Note: The chart reflects averages for each country, not aggregates. Risk-adjusted capital (RAC) ratios before 2016 were 
calculated under old criteria. 
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Emerging Markets: Financing Conditions Easing But Investor Appetite 
Is Fickle 

We expect financing conditions to ease for emerging market banks leading into 2020. We expect 
investors’ appetite for emerging markets to prevail, particularly given the lack of yield in much of 
the developed world, but to be fickle, consistent with trends over recent years and with risk 
aversion and selectivity likely to increase. Geopolitical risks are elevated and could undermine 
investment decisions if tensions escalate. Some Latin American banking jurisdictions are 
enduring difficult conditions heading toward 2020, characterized by continued low levels of 
investment and significant downside risks, mainly due to policy uncertainty and political unrest in 
some countries in the region. High debt leverage in China is a top risk globally and remains a key 
concern. While the largest banks in China remain resilient at current rating levels we expect 
increasing credit differentiation in 2020 with smaller Chinese banks likely to be under increasing 
pressure. Dependence on external debt is a high risk for banks in Turkey, Qatar, and Lebanon. 

Differential Government Support Trends Are Likely To Persist 

There is no government support in ratings on private sector systemically-important banks in the 
U.S. and Western Europe as we believe that additional loss-absorbing capacity (ALAC) will be the 
most likely form of extraordinary support. By contrast, we retain our view that in some other 
regions--notably Asia-Pacific--that some governments remain highly supportive toward 
systemically important private sector commercial banks, and that extraordinary support, in the 
event it was ever required, would most likely be forthcoming from governments. 

Chart 9:  

Government Support: Contrasting Approaches Across Regions 
Government Support Assessment By Region 

Note: Data as of Oct. 29, 2019. The chart shows government support toward systemically important, private sector commercial 
banks in 88 banking systems, summarized across four regions. Governments are either classified as “highly supportive” or 
“supportive”; or alternately government support is “uncertain”. Source: S&P Global Ratings. 

65%

14%

5%

25%

56%

8%

30%

61%

44%

92%

0% 20% 40% 60% 80% 100%

Asia-Pacific

Central and Eastern Europe, Middle East and Africa

 Latin America & Caribbean

North America & Western Europe
Highly supportive

Supportive

Uncertain



Global Banking Outlook 

spglobal.com/ratingsdirect November 18, 2019 8 

Global Banks 2020 Outlook: Key Metrics Relatively Stable 
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CEEMEA--Central and Eastern Europe, Middle East and Africa. LATAM--Latin America And Caribbean. Notes: We estimate regional weighted averages using the individual 
country specific data for loan growth, NPA ratio, and return on average assets within the region. We used systemwide loans in U.S. dollars for 2018 for each country to 
arrive at weights for each region. Constituents within a region only include systems where we have BICRA ratings. Source: S&P Global Ratings. 
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Global BICRA Developments Heading Toward 2020 
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Country-By-Country Outlook

North America 11 

LATAM 15 

Western Europe 32 

CEEMEA 54 

Asia-Pacific 83 

Note: 88 countries are included in the report. Countries are listed in alphabetical order by region.
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North America 
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Bermuda 
Encouraging But As-Yet Unconvincing Signs Of Return To Growth 

Key takeaways 

− The risks to operating a bank in Bermuda are intermediate, overall; mostly economic; and turn 
primarily on the reliability of the recent return to real macroeconomic growth. 

− Consistently positive macroeconomic indicators and house-price patterns could soon lead us to
conclude that the economic risk has lessened, as reflected in our positive trend. 

− As Bermuda’s banks enjoy a highly-stable competitive environment (with only four locally-based 
banks), a stable regulatory environment, and a substantial surplus of local deposits--although no 
formal domestic capital market, nor lender of last resort--industry risk is substantially lower than 
economic risk, and more stable. 

Key credit drivers 

Sustainability of the recent return to positive real economic growth. Our economic risk trend on 

Bermuda is positive, in line with our positive outlook on our sovereign rating on Bermuda. We see 

encouraging recent economic indicators in Bermuda, including, of particular importance, a return to 

positive real growth in GDP since 2017. We may improve our economic risk score for Bermuda if we become 

convinced that the current economic rebound will persist. 

Extended correction in residential real estate. The Bermudian banking sector remains in a correction 

phase, in our view, following the real estate and stock market boom in the last decade that peaked in 

2007-2008. Although spread over many years, the magnitude of this peak-to-trough correction has been 

severe. We expect Bermuda’s extended valuation correction will last through 2020, but now believe that 

the banks are through a substantial majority of the full-cycle credit losses that we expect they will 

cumulatively incur during the 2008-2020 period. 

Key assumptions 

Neither strong employment growth nor dramatic employment losses in Bermuda’s economy-leading 
reinsurance sector.  We expect continued mergers and acquisitions in the sector, with some mild resulting 

capacity reduction in Bermuda, but substantial job losses or new start-up activity would be outside our 

base case. 

No substantial damage to Bermuda’s competitive position from changes to foreign tax and trade 
policies. We have noticed no substantial deterioration in the attractiveness of Bermuda as a base for 

international financial services companies as a result of changes, in recent years, to the policy settings of 

important trade partners (U.S. tax policies, for example). We assume this continues.  

No significant impact to Bermuda’s international business activity from any potential weakening in the 
U.K. economy emanating from the U.K.’s impending exit from the EU. We assume demand for the 

reinsurance and other cross-border activities of Bermudian companies, including that from important U.K. 

business partners, is resilient to any related downturn in the U.K. economy. 

What to look for over the next year 

Future path of U.S. and U.K. economic growth and policy regarding taxes and trade. These two countries 

are Bermuda’s most-important trading partners and are both very much larger than Bermuda’s economy, 

so small changes in their growth patterns or policies can have large impacts on Bermuda. 

Macroeconomic and house-price trends in Bermuda. We will be more likely to conclude that the 

economic risk to banks operating in Bermuda has declined if we see consistently positive data for real GDP 

growth, employment, and prices for residential real estate. 

Primary Credit Analyst 
Nikola G. Swann, CFA, FRM 

Toronto 

nikola.swann@spglobal.com 

+1-416-507-2582
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Canada 
Asset Quality Is Strong But Trade Disruption Could Put It At Risk 

Key takeaways 

− Substantially indebted household sector and significantly overvalued residential real estate market
nationally (despite substantial intranational variance) are likely to remain central credit issues, 
although these pressures have been gradually easing 

− If the U.S. failed to ratify the revamped trade agreement with Canada and Mexico, this could 
significantly worsen our macroeconomic outlook, including for large Canadian banks with substantial
operations in the U.S., causing deterioration in asset quality and revenue flows, albeit from strong 
levels. 

− High industry stability, an exemplary regulatory track record, and a domestic government with 
significant fiscal and monetary flexibility contain the risks to a downside scenario. 

Key credit drivers 

Household indebtedness and the path of house prices. As residential mortgage debt is the largest 

component of household debt, the path of house prices, particularly in the largest metropolitan areas, 

substantially influences household indebtedness, which is near multi-decade highs. That said, these 

pressures have been easing since mid-2017, and many safeguards to banks’ residential mortgage loans 

(including substantial coverage by government-backed mortgage insurance) mean related asset-quality 

impact, in a negative employment shock, is more likely in other categories of consumer debt. 

Outlook for international trade. Because exports account for about one-third of Canada’s GDP, and three-

quarters of these are sold to the U.S., a trade disruption, particularly to trade between these two countries, 

could significantly worsen Canada’s outlook for growth, employment, and by implication, banks’ asset 

quality. 

Key assumptions 

Muted but healthy real growth in the domestic economy. We expect final domestic demand to grow by 

about 1.3% in 2020, noticeably weaker than in 2018 but stronger than in 2019, and strong enough to keep 

the unemployment rate at its lowest level in several decades, supporting asset quality. 

Unchanged Canadian monetary policy. We expect the Bank of Canada to leave its policy rate unchanged 

through 2020, despite risks to the outlook for trade, as it will avoid encouraging further indebtedness by 

Canadian consumers.  

USMCA remains on a slow path toward U.S. ratification. We assume the agreement, reached by the 

executives of the three countries in 2018, will be ratified, although perhaps not until well into 2020. 

What to look for over the next year 

Future path of U.S. interest rates. Further loosening of U.S. interest rates (beyond that already expected) 

would add pressure to the NIMs of large Canadian banks with substantial U.S. operations and funding.  

House price trends. Now that Canadian interest rates are no longer rising, it remains to be seen whether 

macroprudential tightening measures officials have taken, in recent years, will suffice to contain upward 

pressure on house prices, particularly in the greater Toronto and Vancouver areas. If not, household 

indebtedness may rise anew.   

USMCA ratification prospects. Improving prospects would likely lower private-sector uncertainty, 

supporting investment and related financing flows, as well as employment, particularly in Canada. This 

would likewise support asset quality and revenue flows for Canadian banks. Diminishing prospects would 

likely have the opposite effect. 
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U.S. 
Bank Fundamentals Are Still Good Despite Lower Rates, A Slower 
Economy, And High Corporate Leverage 

Key takeaways 

− The profitability, capital, liquidity, and asset quality of U.S. banks remain in good shape. 

− However, interest rate cuts will weigh on net interest margins, and slower economic growth in 2020 
could cause asset quality, which is currently benign, to deteriorate. 

− A sharp rise in leveraged loans has contributed to an increase in corporate leverage, although we 
believe most of that risk is held outside of the banking system. 

Key credit drivers 

Interest rates and the shape of the yield curve. We expect the Fed’s reduction in interest rates in 2019 

and a flat yield curve to reduce net interest margins in 2020 and perhaps lower earnings for some banks. 

Further rate cuts in 2020 would add to that. 

The strength of the economy. While the U.S. economy has grown faster than the economies of many other 

developed economies, S&P Global economists expect a slowdown in 2020 and 2021. Whether trade 

disputes are resolved or intensified will affect that forecast. Economic performance will influence banks’ 

asset quality.  

Regulatory change. U.S. regulators recently finalized a proposal to tailor regulation based on asset size 

and risk profile, and we expect them to update minimum capital requirements for large banks with the 

implementation of a “stress capital buffer.” On Jan. 1, 2020, banks will also implement CECL (Current 

Expected Credit Losses), a more conservative accounting approach to setting the allowance for credit 

losses.  

Key assumptions 

The Fed holds rates flat in 2020. We expect the Fed to hold rates flat in 2020, but this forecast is highly 

data dependent.  

The economy slows in 2020. We currently expect 1.7% real GDP growth. 

Regulatory changes don’t result in sharply greater risk. We believe the easing of regulation has focused 

on regional and community banks rather than on the largest banks, which hold the majority of assets in 

the U.S. banking system.  

What to look for over the next year 

Changes in rates and the shape of the yield curve. Lower rates and a flat or inverted yield curve will 

pressure bank profitability, albeit from healthy levels. 

Finalization of regulatory proposals. Implementation of the stress capital buffer and the tailoring 

proposal could change capital and liquidity targets for some banks. 

The status of trade disputes. An easing or intensification of trade disputes could affect the economy and 

monetary policy and indirectly affect bank earnings and asset quality. 

CECL. The new accounting standard may lessen banks’ appetite for long-dated loans.  
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LATAM
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Argentina 
Political Uncertainties Are Undermining Economic Conditions 

Key takeaways 

− The presidential election, including the Aug. 11 primary elections, is straining the economy.

− Amid the failure to place short-term paper with private-sector market participants, the Argentine 
government unilaterally extended the maturity of all short-term paper on Aug. 28, which constituted a
default under our criteria. Sovereign ratings are currently at 'CCC-', reflecting pronounced credit 
vulnerabilities and heightened risk of non-payment. 

− The domestic banking industry and ratings on banks have suffered from these developments and 
further deterioration of economic variables. Rated banks are currently on CreditWatch with negative 
implications. 

Key credit drivers 

Dismal economic variables. The political volatility eroded economic conditions, causing GDP to contract 

3% in 2019, the domestic currency to slide about 75%, inflation to reach about 55%, and interest rates and 

unemployment to rise.  

Banking system is not immune. Because of these factors, credit is contracting, asset quality is 

deteriorating, and deposits are volatile.  

Ratings on banks. Ratings on banks are at the same level of the sovereign transfer and convertibility 

assessment (B-) and are on CreditWatch negative. This reflects the potential impact that the re-profiling of 

the sovereign debt, the foreign exchange controls imposed by the government, and other developments 

until the presidential election could have on banks and their ability to cover financial obligations. 

Key assumptions

Credit contraction. We expect a significant contraction of credit in real terms in 2019 given very high 

interest rates, weaker demand, and freeze of investments in many sectors of the economy. In addition, 

banks are not renewing short-term financing, in order to keep additional liquidity to cope with volatility, 

taking an additional toll on lending. 

Credit quality. Asset quality deteriorated in most segments with nonperforming loans at 4.7% by the end 

of August 2019 (from 3% in 2018 and 2% in prior years), with one corporate loan behind the 100 basis 

points of total delinquency. The low credit penetration and focus on more formal segments have helped 

maintain credit losses at manageable levels. Mortgages that are indexed by inflation have very low 

delinquency rates of less than 0.5% of total loans. 

Profitability and solvency. Despite credit contraction and higher provisions, profitability of banks is 

supported by higher rates on loans and interest gains from holdings of central bank securities. We expect 

return on assets to be at about 4%, given that inflation adjustment in financial statements isn't applied. 

Solvency has also remained adequate with the capitalization of results. 

What to look for over the next year 

Developments at the sovereign level and access to debt markets and Central Bank actions. These 

factors are closely related to the financial system because they affect credit demand, interest rates, and 

exchange rate. 

Asset quality. Nonperforming loans and credit losses are factors to monitor in coming quarters amid weak 

macroeconomic conditions and high inflation.  

Funding and liquidity. We'll continue to monitor funding and liquidity in light of deposit volatility, 

especially for those in dollars.  
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Bolivia 
Directed Lending Introducing Market Distortions And Credit Risks 

Key takeaways 

− Current political turmoil could cause some instability in the banking system, but domestic economic 
conditions will continue driving gradual credit expansion in the medium term, once the situation 
stabilizes. 

− Government-directed lending will likely continue to pressure the banking industry’s net interest
margins and profitability. 

− Credit losses should remain manageable in 2019-2020, although lending concentration in 
government-targeted economic sectors and an increase in borrowers debt could add credit risks. 

Key credit drivers 

Macroeconomic conditions could weaken, but result in moderate credit growth in the medium term. 
Domestic economy will likely face some drawbacks as a result of recent political turmoil. However, we 

believe continued levels of investments in strategic sectors of the economy will continue laying the 

foundations for healthy lending growth over the medium term, at about 10% on average per year. After a 

period of rapid credit growth in 2010-2017--mostly influenced by government initiatives to increase 

access to banking services--the expansion pace has stabilized since 2018.  

Low income restricts debt capacity. Bolivia has made significant improvements in social indicators and 

infrastructure in recent years. However, the still large informal workforce and limited GDP per capita will 

continue limiting household debt capacity. 

Directed lending is narrowing profits. Government-directed credit is likely to continue producing stiff 

competition and lessening margins among domestic banks. This is because the law regulates ceilings on 

lending rates and requires banks to comply with minimum credit quotas aimed at the low-income housing 

and productive sectors such as agriculture, mining, manufacturing, and tourism. 

Key assumptions 

Stable economic conditions. We forecast Bolivia's GDP to grow about 4.1% and GDP per capita to average 

$4,000 in 2019-2022. Stable investments and continuing natural gas production are part of our base-case 

scenario.  

Still manageable credit losses. We expect the nonperforming loans ratio to remain at 2.0% in 2019 and 

2020. However, aggressive lending competition and underwriting standards could pressure credit losses 

thereafter. 

What to look for over the next year 

Market distortions arising from directed lending. We believe government interference in banks’ business 

decisions will continue boosting aggressive competition and pressuring the industry’s profits. 

Enterprises' high debt levels and lending concentration. Regulatory lending quotas and interest rate 

caps have encouraged rapid credit growth for borrowers in the productive sectors, which could lead to high 

debt levels. At the same time, Bolivian laws encourage increasing lending volume and concentration in 

cyclical sectors with high loan amounts and longer durations in order for banks to meet targets, which 

could add credit risks in the system. 

Political uncertainty. Bolivia's president Evo Morales has resigned after weeks of civil protests. The 

deputy head of Senate, Jeanine Áñez, has offered to take over as interim president until new elections can 

be held. The winner of the next presidential election will have to face challenges both fiscal and external, 

primarily due to decreasing exports of natural gas and still large fiscal deficit. 
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Brazil 
Soft Credit Growth, But Improving Operating Performance 

Key takeaways 

− The Brazilian government is moving forward with its reform agenda and reducing the participation of
government-owned banks in the banking system. 

− Lending from private banks is growing at low-double digits, but government-owned banks are not
posting growth, and BNDES is contracting its lending portfolio and divesting its equity exposures. 

− Operating performance remains sound thanks to banks' diversified business models and focus on 
efficiency. 

Key credit drivers 

Soft credit growth. Brazil's sluggish economic recovery and still low investment in general have resulted in 

low credit demand. Moreover, low interest rates have promoted disintermediation as corporates refinance 

their debt in the local capital market. As a result, we expect credit growth to remain relatively low. 

Stable asset quality metrics. Thanks to banks' conservative growth strategy and focus on low-risk loans 

such as payroll deductible loans and mortgages for the past five years, asset quality metrics have 

improved in the past year and are now stabilizing, and we expect them to remain stable.  

Sound operating performance. Large banks have continued to post sound profitability metrics thanks to 

their efforts to improve efficiency, their good business diversification, and their slower provisioning needs.  

Key assumptions 

Sluggish recovery. We expect GDP growth of 0.8% in 2019 because we saw signs of a recovery appear in 

the second quarter, particularly in investment. We expect GDP growth of 2.0% in 2020 and 2.2% in 2021.  

Public spending. Following the approval of the pension reform, we assume some progress in the passage 

of measures to contain Brazil's fiscal imbalances. 

Corporate credit demand remains subdued. We expect loan growth of 5%-8% this year because 

corporations' demand for credit remains subdued, although it should slightly pick up in 2020 to 8%-10%.  

What to look for over the next year 

Reform agenda. After the passage of the pension reform, the administration and Congress face the 

challenge of maintaining enough momentum to pass additional legislation pieces to correct structural 

weaknesses. Failure to do so could reverse the recent increase in business optimism and discourage 

investment. 

Persistent low interest rates could hurt profitability. We expect interest rates in Brazil to keep falling in 

line with the Federal Reserve's more dovish stance, which will pressure banks' margins. This, in turn, could 

prompt banks to shift their portfolio mix towards riskier lending segments as they search for higher 

margins.  

Weaker-than-expected economic performance. If weak economic performance persists, investment 

could continue hurting and asset quality metrics could worsen, pressuring banks’ net income and internal 

capital generation capabilities.  
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Chile 
Sound Credit Fundamentals Help Banks Cope With Volatility 

Key takeaways 

− We expect recent social unrest to have an impact on the Chilean financial system. Despite these 
events, the effect of volatile external conditions, and Chile's softer economic growth, we expect credit
fundamentals to remain solid thanks to a track record of consistent policies and stable institutions. 

− We're seeing credit growth and cooling investment. Mortgage lending has risen due to historically low
interest rates. 

− Over the short term, the economic slowdown and the impact of unrest would result in a higher 
demand for working capital credit lines to normalize operations, potential increase in refinancing of
loans, and deterioration in asset quality metrics. 

Key credit drivers 

Softer economy and credit growth. We expect GDP to grow moderately because of the impact of recent 

social disturbances and weaker global copper demand and production, stemming from heavy rainfall and 

a strike at one of the large copper mines.  

Stable performance of the banking industry. The sector's operations should remain steady given 

sustained profitability amid higher inflation in the country that boosted results (due to the long position of 

banks in indexed by inflation assets). This should help mitigate the effect of the likely weakening in asset 

quality metrics and wider credit losses.  

Banking regulation and supervision.  In January 2019, Chile enacted the new banking law that aims to 

align with Basel III principles, with a gradual implementation in the medium term and increasing levels of 

required capital. In June 2019, in order to strengthen the financial regulator's governance and autonomy, 

the Comisión para el Mercado Financiero, a new regulatory body created in 2017, took over the oversight of 

the banking and insurance sectors. 

Key assumptions 

Slower credit growth. We expect credit expansion to be moderate at 7%-8% in 2019 and notch up to 8%-

9% in 2020, compared with 10.5% in 2018 (all on a nominal basis). 

Sluggish growth in corporate lending, but stronger pace in mortgages. Lower investments and issuances 

in domestic and international markets are taking a toll on corporate lending. However, the historically low 

interest rates are resulting in higher growth in mortgage lending than in other lending segments. 

Deteriorating asset quality. The recent social unrest would potentially result in greater amount of 

refinancing of loans, especially in the corporate and SMEs lending segment. 

What to look for over the next year 

Social and trade tensions. As a small, open economy, Chile is exposed to fluctuating external conditions, 

including lower commodity prices and trade volumes amid increased trade conflicts. Also, we will monitor 

social developments and impact of government measures to address them, which could impact the 

industry. 

Credit risk. We will also monitor the impact of developments in asset quality metrics, refinancing of loans, 

and credit losses. In addition, we will consider credit risk among corporations that have exposure to other 

countries in Latin America and the potential impact of the incorporation of immigrants (that account for 

about 10% of population) into the domestic financial system. 
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Colombia 
Improving Economy And Credit Growth Will Allow Gradual Recovery Of 
Banks’ Asset Quality Metrics In 2020 And 2021 

Key takeaways 

− Prospects for a stronger economy in Colombia could cause credit demand to rise among corporations 
and households, which have moderate debt levels. Moreover, asset quality could benefit from such 
dynamics. 

− Colombia's banking regulation keeps strengthening and converging with international standards. This 
could gradually remedy one of the most substantial weaknesses in the system: capitalization. 

− Above-average dependence on wholesale funding reflects a small share of retail deposits. 

Key credit drivers 

 Improving macroeconomic conditions. We believe that Colombia's pro-growth economic policies will 

continue contributing to economic stability, setting the stage for healthy credit growth in 2019-2021. We 

expect Colombia's economic growth to be consistently above 3.2% in 2020 and 2021. 

Colombian banks’ risk-adjusted capitalization lags behind those of peers. The implementation of the 

Conglomerates Law, along with the gradual adoption of Basel III capitalization rules, could improve banks' 

credit quality if risk-adjusted capitalization ratios rise. 

Regulation keeps strengthening. The gradual regulatory improvements will keep enhancing the 

regulator's ability to remedy problems earlier, ensuring that banks take corrective actions. 

Key assumptions 

Credit expansion will regain traction. Prospects for an improving economy will bolster lending growth. In 

this sense, we expect total loans to expand about 9% in 2019 and 10% in 2020 and 2021. 

Asset quality will show a gradual recovery. We expect a continued drop in nonperforming assets in 2019. 

However, now that Concesión Ruta del Sol 2's contracts were declared invalid--due to corruption related 

to the Odebrecht scandal--we expect this metric to be about 4% by the end of 2019, while fully covered by 

reserves. We expect the metric to fall towards 3.5% in 2020 and 2021. 

What to look for over the next year 

The potential rise in banks' risk-adjusted capitalization. An implementation of Basel III capitalization 

rules--resulting in higher risk-adjusted capital ratios for Colombian banks--and the new regulations for 

conglomerates' supervision would improve the regulatory track record. 

Commercial loans could emerge as the engine of credit growth. After posting modest growth in the past 

years, we expect higher credit demand in 2020 and 2021, favorable interest rates, and a lower tax burden. 

Commercial loans represent 55% of total loans. 

Unemployment risk is increasing. Despite the economic recovery after 2017, unemployment keeps 

worsening. The influx of Venezuelan immigrants could partly explain this factor, and could pressure wages. 

These factors could pose additional risks for Colombian banks’ operating performance. 
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Costa Rica 
 Resilient Banking Sector Despite Economic Challenges 

Key takeaways 

− Despite much needed fiscal reform, measures are insufficient to reduce the fiscal deficit, which will
continue to limit the government's ability to fuel growth. 

− We expect manageable asset quality, despite going through a correction with weaker credit indicators 
and flat real credit growth in 2019. 

− Banking regulation and supervision, which is improving towards international standards in line with 
OECD's accession efforts, will add transparency to the market and enhance the competitive 
landscape. 

Key credit drivers 

Economy still resilient, but asymmetries exist. Although the economy is slowing, GDP growth will remain 

among the highest in the region mainly thanks to growing exports related to value-added manufacturing, 

services, and tourism. On the other hand, declining internal demand and lack of public spending is hurting 

non-trade related sectors. It's unclear the extent to which the government could stimulate the economy in 

a scenario of pervading fiscal deficits and high debt burden. 

Stagnant credit growth and weakening asset quality. Economic uncertainties domestically and a 

challenging global landscape will keep demand for credit low in 2019 and 2020.  Asset quality is still 

manageable, although nonperforming assets have risen above historic averages. This signals that the 

Costa Rican banking system is going through a correction phase. Banks' tighter margins and lower 

profitability than those of regional peers make them somewhat more vulnerable if the correction phase 

extends for a longer time. 

Highly dollarized lending. Dollar-denominated loans represent about 40% of the system's loan assets. 

Efforts to incentivize lending in domestic currency have been insufficient to reduce dollarization of banks' 

assets. Such aggressive lending increases credit risks in the economy, particularly given that exposures to 

unhedged non-dollar-generating borrowers are significant. 

Key assumptions 

GDP growth below potential. We expect GDP will grow 2.2% in 2019 and 2.5% in 2020 and trend towards 

2.8%-2.9% in the following two years, which is still below Costa Rica's growth potential of about 3.0%. 

Asset quality declining but manageable. Nonperforming assets are likely to reach 3.2%-3.4% in 2019 and 

2020, only to revert to 2.4%-2.8% after 2021, in line with pre-2018 levels.   

Aggressive lending standards will remain. Dollar-denominated loans will still represent 38%-40% in the 
next few years. Lower reserve requirements in Costa Rican colones for banks won't cause drastic changes. 
Private banks will continue offer loans in dollars because their main funding sources are external. 

What to look for over the next year 

First steps to improving competitive dynamics. Congress's approval of a deposit insurance would be a 
first step in reducing market distortions and allow private banks to attract more deposits in colones. 

Fiscal reform implementation effectiveness. Failure to achieve targets for lower fiscal deficit may limit 
the government's ability to direct spending into productive projects to boost the economy. 

Role of public banks in the government's strategy. We expect banks will remain soundly capitalized and 
will keep their underwriting discipline. However, their role will be key in the government's efforts to boost 
economic growth. Therefore, we'll closely monitor whether these actions imply more risk taking or 
introduce any market distortions. 
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El Salvador 
Stable Financial Metrics Vulnerable In Challenging Political Conditions 

Key takeaways 

− After El Salvador's Congress approved the refinancing of the $800 million Eurobond due this 
December, we no longer view the sovereign creditworthiness as an additional credit risk for the 
banking system. 

− We expect President Nayib Bukele's administration to look for further consensus to continue to 
stabilize the debt level and increase investor confidence. However, a divided legislature will continue 
to be a challenge for policy implementation. 

− Despite the country's current economic and political challenges, the banking system continues to
have relatively stable loan growth pace and manageable asset quality metrics. Additionally, the 
system continue to rely on a large and stable deposit base. 

Key credit drivers 

Economic stability still subject to political consensus. We expect the Bukele administration to look for further 

consensus to continue to stabilize the debt level and restore investor confidence. However, a divided legislature 

will continue to be a challenge for policy implementation because the new administration's ability to gain political 

consensus and the new opposition's willingness to reach agreements is still unclear. 

Room to improve institutional framework. Although El Salvador's overall framework has strengthened 

under the guidance of international institutions such as the IMF, over the past few years we haven't seen 

any new improvements related to BaseI III implementation or other policies that could strengthen bank 

supervision. Thus, when comparing El Salvador's regulatory framework with other countries in the region, 

it's weaker than those of Mexico, Brazil, and Panama, and in line with those of Guatemala, Honduras, and 

Costa Rica.  

Credit risk in the economy vulnerability. Although delinquency levels and credit losses have remained 

manageable, economic, social, and political challenges could harm asset quality metrics if government 

isn't able to restore investor confidence and boost economic growth in the medium term.   

Key assumptions 

Economic growth will remain modest during 2019-2020. We expect GDP growth to hover near 2.4% in 2019, 

similar to last year's performance. For the next three years, we predict a slightly stronger economic performance, 

although it's still subject to political consensus on key economic policies.  

Moderate private sector credit growth. We expect the Salvadoran banking system's total loans to grow 

between 5% and 6% over the next couple of years, resulting in still low access to credit. We also expect 

loan composition will remain relatively stable, although consumer loans will keep growing faster than 

other business lines.  

What to look for over the next year 

Government capability to restore agreements in Congress and investor confidence.  We believe that 

raising potential growth in coming years will require reforms to foster competition and investment, 

supported by measures to reduce crime.  

Remittances performance. We expect private-sector credit will keep growing at a stable pace between 5% 

and 6%. We also expect this growth to be in part supported by large remittances coming from the U.S., 

which represent about 18% of El Salvador's GDP.  
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Guatemala 
Sound Financial System With A Regulatory Framework That Still Lags 
Behind International Standards 

Key takeaways 

− A strong, profitable, and liquid financial system constrained by the low GDP per capita and large 
informal sector. 

− We expect credit growth pace to be higher than in previous years due to diminished political volatility. 

− The banking regulator is evaluating various initiatives regarding the financial regulatory framework. 
However, the banking system still lags behind international standards in many aspects. Therefore, we 
don't predict Basel III to be fully implemented in the next few years. 

Key credit drivers 

Solvent and stable banking system. The Guatemalan banking system relies on a large and diversified 

retail deposit base and on adequate lending and underwriting standards, which translate into stable 

profitability and few market distortions. 

Developing economy with low GDP per capita. Guatemala has relatively stable macroeconomic indicators 

with a low debt level and fiscal deficit, as well as controlled inflation. However, GDP growth at the current 

level would be insufficient to reduce consistently the country's poverty level, which affects close to 60% of 

population. 

Large informal sector that limits household debt. We forecast household and corporate debt will remain 

modest due to a significant informal economy with low income levels. These factors will continue limiting 

the population's debt capacity and access to the financial system. 

Key assumptions 

Recovery of credit growth for 2020 and 2021. In our view, the incoming administration that will take office 

in early 2020 will promote more infrastructure projects. We also expect higher investor confidence that 

should boost credit growth about 3.6% in average for the next two years. 

Manageable asset quality metrics and stable funding base. We expect nonperforming assets to remain 

below 3.5% based on improved GDP and credit growth, while the banks and financial entities will keep a 

funding mix based on a large retail funding base, similar to previous years. 

Gradual implementation of international regulatory requirements. Even though local regulation is 

somewhat conservative, there are many Basel III principles pending--market risk, operational risk, and 

additional capital buffers. Therefore, we don't expect Basel III to be fully implemented in the next few 

years.  

What to look for over the next year 

Political climate under the new administration. Alejandro Giammattei will be the new president of 

Guatemala. We'll monitor his capacity to reach agreements with the opposition to carry out the main plans 

of his agenda. 

Infrastructure investment. Guatemala has low and declining public infrastructure expenditures. One of 

the new administration's objectives will be to increase the public infrastructure investment while 

maintaining an overall prudent fiscal policy to keep general government deficits low. 

Immigrant policies in the U.S. Guatemala is the top remittance recipient in Central America, and its 

economy still heavily relies on remittance inflows. Therefore, a contraction in remittances would have a 

significant impact on private consumption in the country. 
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Honduras 
Banks' Satisfactory Performance Amid Turbulent Political Landscape 

Key takeaways 

− We expect a sound credit growth, but lower than in previous years due to political uncertainties. 

− In our view, the banking system is competitive with a stable and controlled asset quality metrics 
despite low GDP per capita. 

− We don't foresee any significant change regarding the financial regulatory framework in the short
term. Honduras still lags international standards. 

Key credit drivers 

Large Deposit Based and liquid banking system. The biggest banks in the country have a large retail 

deposit base. They're focusing on traditional lending to corporations and mid-to high-income retail 

borrowers. This translates into a diversified and liquid deposit base, while asset-quality metrics are stable 

and manageable. 

A developing economy with a large human development needs. Honduras still has high poverty levels 

with many sectors of the population living in adverse conditions, including a significant level of crime and 

violence, which is reflected in a low GDP per capita. In our opinion, these factors limit the households' debt 

capacity. 

Main obstacles in the sector. We believe one of the biggest challenges remains the expansion of credit to 

the low-income borrowers --small to mid-size enterprises and individuals-- while maintaining the asset 

quality and historical profitability levels. Additionally, the regulatory framework--Basel III principles 

implementation--is still far behind international requirements. 

Key assumptions 

Credit growth higher than Honduras' GDP expansion pace. We expect credit growth above 8.5% in 2019 

and 2020, far above the 3.3% and 3.4% assumptions, for respective years, for the country's GDP growth. 

Stable asset quality and funding base. We expect nonperforming assets to remain below 2% based on 

stable performance of the corporate lending segment, while the banks and financial entities will maintain 

a funding mix based on a large retail-funding base, similar to that of previous years. 

Slow pace regarding regulatory requirements. The domestic regulator has made some progress regarding 

the prudential norm on capital requirements for banks. However, we believe there are many Basel III 

principles pending. Therefore, we don't expect it to be fully implemented in the next few years. 

What to look for over the next year 

Political climate. Political situation in Honduras is fragile and turbulent, with many social tensions 

currently gripping the country. 

Immigrant policies in the U.S. The Honduran economy still heavily relies on remittance inflows, which 

represent about 20% of GDP. Therefore, a contraction in remittances would have an impact on the 

country's economy. 

Market securities law. The regulator has proposed to implement a market securities law in order to 

promote the usage of the domestic capital market, so it would regulate and supervise the issuers and 

entities involved. We believe this would help boost the internal capital market gradually and would be 

beneficial for many potential participants, which are already interested. 
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Jamaica 
Stronger Regulation Mitigates Cross-Border Risks 

Key takeaways 

− The Jamaican economy is gaining momentum, which supports the financial industry's stable and 
profitable growth. 

− As systemic risks rise because of increasing connections between businesses in various Caribbean 
countries--as a result of mergers and acquisitions (M&As)--Jamaica's banking regulator has made 
notable advances toward centralized supervision to mitigate these systemic risks. 

− Further expected enhancements in banking regulation will help stabilize the industry. 

Key credit drivers 

Improving domestic conditions support credit expansion. Jamaica has made notable progress in 

achieving economic stability in recent years, mostly thanks to the government's commitment to fiscal 

prudence and the country's improving external position. We believe sound economic momentum will 

continue driving healthy lending growth in the consumer and corporate segments, primarily driven by the 

construction, energy, and tourism sectors.  

Subdued credit losses. Improvements in underwriting practices has allowed the banking system to 

improve its nonperforming assets (NPAs) ratio in recent years. We think favorable economic prospects, 

including stable inflation and employment levels and accelerating GDP growth, together with 

enhancements in credit risk management, will continue helping contain credit losses and supporting 

profits. 

M&As demand centralized oversight. Caribbean conglomerates are undertaking M&As, which could 

introduce propagation risks in events of distress because of increased cross-border business links across 

the region. In our view, it’s crucial that acquisitions move in parallel with strengthened systemic risk 

management. Currently, the Jamaican regulator is leading initiatives to move toward integrated oversight. 

Key assumptions 

Stable economy. We expect real GDP growth to average 1.8% over the next three years, with a per capita 

GDP averaging $6,000. The unemployment rate should remain about 10%. 

Unchanged NPAs. We estimate the NPAs ratio to remain at 2.5%, reflecting prudent underwriting 

standards and adequate economic conditions. 

Reinforced regulatory framework. Enhancements in the supervision scheme should take place over the 

next few years, including the adoption of a crisis-resolution program and inclusion of some components of 

risk management under Basel III.  

What to look for over the next year 

Adoption of strengthened regulations. We expect regulatory bodies to implement initiatives that will help 

set the basis for a more developed financial industry, which could attract foreign investors in the medium 

term. For example, an improved and centralized oversight framework is important, given the increasingly 

interconnected risks across the Caribbean. 

Non-regulated players introducing market distortions. The increasing presence of unregulated credit 

unions, which introduce stiff competition through lower lending interest rates, pressure the system's 

stability, in our view. However, regulators have started an initiative to supervise these entities formally, 

which should help lessen market distortions if the initiative goes into effect. 
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Mexico 
Credit Growth Is Moderating, But Asset Quality And Profitability Remain 
Resilient 

Key takeaways 

− Given the strong correlation between economic growth and bank lending, we expect total loans to 
grow 7%-8% in 2019 and 2020. 

− Asset quality and profitability remain resilient despite the stagnant economy and low credit demand. 

− Mexican banks report the strongest capitalization levels in Latin America, and we expect this trend to
remain in 2019 and 2020. 

Key credit drivers 

Lower prospects for economic growth. This because the new president--Andres Manuel Lopez Obrador 

(AMLO)--has taken various measures that have dented investor confidence, such as cancelling the new 

airport in Mexico City and shifting the energy policy. 

So far, banks' credit fundamentals are sound. However, if AMLO's administration fails to address the 

country's challenges and deliver on its promises, there's a risk that poor economic growth will persist, 

eroding the country's economic resilience and operating conditions for domestic financial institutions.  

Slower economic growth limits credit demand. We project Mexico’s GDP to expand at just 0.4% in 2019 

and 1.3% in 2020. As a result, we see lower working capital needs and fewer number of investment 

projects. Consequently, commercial loans--which represented the engine of credit growth--will grow 

modestly. 

Key assumptions 

Credit expansion will remain subdued. We expect total loans to grow 7%-8% in 2019 and 2020. 

Asset quality will slip to a sluggish economy. We expect the nonperforming loans to be 2.3%-2.5% in 

2019 and 2020 and to be fully covered by reserves. Credit losses to total loans will range from 2.5% to 

3.0% for the same period. 

Profitability will remain sound. We expect Mexican banks' return on assets to be 1.7% in 2019 and 1.6% 

2020. 

What to look for over the next year 

The path of Mexican banks' asset quality. Cautious lending standards implemented in the past few 

years--as seen in healthy asset quality amid moderate real credit growth--and limited economic 

imbalances will help banks avoid a sharp rise in nonperforming assets and credit losses. 

The central bank is in the process of lowering interest rates. These actions could stimulate the Mexican 

economy. However, we could see low interest rates for a prolonged period, and that could pressure banks' 

profitability.  

The Mexican economy is slowing and investor confidence remains low. We'll be monitoring how 

successful is the Mexican government in restoring lack of confidence, in order to propel the economic 

activity. In that sense, we’ll be assessing how credit demand and supply adapt to such conditions. 
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Panama 
Moderate Credit Growth Despite Panama's Placement On FATF’s "Grey" 
List 

Key takeaways 

− The Financial Action Task Force (FATF) placed Panama back on its "grey" list of countries for legal and 
regulatory shortcomings related to insufficient initiatives for the prevention of money laundering and 
of financing terrorism. 

− Panama recently adopted, and is in the process of implementing, Basel III capital and liquidity rules,
strengthening the banking system’s institutional framework. 

− In April 2019, we raised the long-term ratings on Panama to ‘BBB+’ from ‘BBB’ on consistently strong
economic growth and stable fiscal policy. We also revised our economic risk score in Panama's 
Banking Industry Country Risk Assessment (BICRA) to '5' from 6' in order to reflect the banking 
system's higher resilience in terms of credit risk. 

Key credit drivers 

High vacancy rates. Rapid growth in the corporate real estate inventory during 2011-2013 resulted in 

extremely high vacancy rates. Given the oversupply in Panama, particularly hotels and resorts, we expect 

vacancy rates to remain high, but continue declining given that the ratio slipped to about 40% in 2018. We 

expect the ratio to fall to 36%-38% in the next three years.  

Lack of lender of last resort. The absence of a central bank and a formal framework to provide contingent 

liquidity to the system continue to limit Panama’s BICRA. However, the government has used Banco 

Nacional Panama (BNP) as a vehicle to provide sufficient liquidity to the banking system. The latest 

example is the $500 million short-term liquidity facility BNP provided to the system after the Panama 

Papers and the Waked case scandals, and the $1.1 billion (approximately 4% of the 2009 GDP) it gave to 

the banking system during the global financial crisis. 

Key assumptions 

Fastest growing economy in Latin America. Although GDP growth has been slowing in the last two years, 

Panama’s growth pace continues to be among the highest in Latin America and emerging markets, while the 

economy continues to diversify. We've recently projected the country's GDP to expand about 3.5% in 2019 

and 4.0% in 2020. However, Panama's small market and logistics hub continues to make it heavily reliant 

on global and regional economic activity to drive growth. Therefore, we expect Panama's credit growth to be 

slightly below mid-single digits for 2019-2020, down from the double-digit pace in previous years because 

economic growth has eased. 

What to look for over the next year 

Regulatory changes to reduce the gap with international standards. The banking regulator has made efforts to 

strengthen the banking system's overall regulatory and surveillance framework, further aligning Panama with the 

more advanced frameworks in Latin America (such as Basel III capital and liquidity rules, which the system plans 

to gradually adopt in the next few years).  

FATF’s "grey" list placement. In June, the FATF placed Panama back on its "grey" list of countries for 

legal and regulatory shortcomings. Panama has already complied with 87% of the FATF’s 

recommendations, and we expect the new administration to take steps to be fully compliant and 

effectively enforce such recommendations.  
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Paraguay 
Sluggish Economy To Slow Credit Growth, With A Manageable Impact On 
Asset Quality 

Key takeaways 

− Adverse weather conditions, weak growth in Brazil, and the turmoil in Argentina affected Paraguay's 
economy. 

− Credit growth decelerating given weaker consumption prospects, but moderated by agriculture and 
cattle segments, given working needs for seedtime. 

− We expect some deterioration in nonperforming assets (NPAs), but they should remain manageable.

Key credit drivers 

Weak economic performance. The sluggish figures in the first half stemmed from a drought during the 

2018-2019 harvest; a series of heavy rainstorms early this year that caused significant damage to crops, 

livestock, and infrastructure; lower commodities prices; mild GDP growth projections for Brazil; and 

Argentina's economic contraction.   

High dollarization and exposure to cyclical sectors. Paraguay's banking system has high levels of 

foreign-currency lending as well as a high exposure to cyclical sectors such as agriculture and cattle. 

Foreign currency represents almost 50% of the banking system's total lending, while exposure to the 

agriculture and cattle sectors represents about 34%. 

Banking regulation and supervision. We still think that the regulator's scope of supervision is limited, 

although it has been improving. In 2016, Congress approved the new banking law in order to move towards 

Basel II standards. However, the central bank hasn't fully implemented it yet, and we don't expect it to by 

the end of the year. 

Key assumptions 

Slower credit growth. Following sluggish economic growth, we expect credit to continue to grow, but more 

slowly than in 2018, at about 8% in 2019 and 9% in 2020, on a nominal basis and influenced by the 

depreciation of the domestic currency against the U.S. dollar.  

Manageable asset quality deterioration. We believe that slower credit growth and a more challenging 

macroeconomic scenario will raise the NPAs (60 day past due loans and repossessed assets) ratio to 

3.7%-3.8%, although it should remain manageable. 

Lessons learned from the past. Paraguay's banking system is more able to withstand the weaker 

agricultural performance because banks have strengthened their underwriting standards and have taken 

a cautious approach toward this sector since 2016.  

What to look for over the next year 

Economic activity in Paraguay. We will monitor the evolution of economic activity in the country over the 
second half of 2019 and in 2020, as well as the impact of sluggish conditions in Brazil (main destiny for 
Paraguay's exports) and Argentina's subdued economy (exacerbated after primary elections in August 
2019). 

Asset quality and repossessed assets. We'll keep observing how asset quality evolves, especially the 
stock of repossessed assets and the potential risk of liquidating them. We believe that segments related to 
consumption and trade borders that depend on Argentina and Brazil will be more vulnerable.  

Refinanced, restructured, and renegotiated (RRR) and transitory measures. Growth of the RRRs portfolio 

could indicate an early signal of credit quality deterioration for larger corporations. Additionally, transitory 

measures could increase for the agricultural segment under the segment's weaker performance.   
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Peru 
Political Tensions Remain A Key Obstacle 

Key takeaways 

− We don't expect the contours of economic policy and its implementation to change, despite the recent
political turbulence. 

− Soft investment and economic activity due to political uncertainties have resulted in low credit
demand. 

− Asset quality weakness has peaked, and we expect stabilization in 2020 as economic activity 
improves. 

Key credit drivers 

Soft credit growth. Peru’s sluggish economy in 2019 and low investment dented the corporate sector's 

credit demand. Therefore, we expect credit growth to remain relatively low the rest of the year and only 

pick up in 2020 if political uncertainties dissipate. 

Non-performing loans peaked In 2019. The tepid operating conditions and low credit growth have eroded 

asset quality. Moreover, a massive corruption probe in Brazil, Lava Jato, spread to Peru starting in 2016, 

given that the Brazilian construction giant, Odebrecht S.A., admitted to bribing Peruvian officials in 

exchange for receiving contracts. As a result, banks tried to reduce their exposure to the construction 

sector, exacerbating the sector's downturn. Banks remain cautious, and lending to the sector will continue 

to be limited. 

Sound operating performance. Despite the challenges and the increasing competition among large 

Peruvian banks, operating performance remains sound, and we expect profitability to remain among the 

strongest in the region.  

Key assumptions 

Economic recovery in 2020. GDP growth will depend on the duration of political uncertainty. We currently 

expect real GDP growth of 2.6% in 2019, down from 4.0% in 2018, in part because of weakness in copper 

and fishing production. For 2020, we expect a slight improvement, with GDP growth of 3.0% in 2020 and 

3.2% in 2021. 

Political tensions has escalated. Nevertheless, we assume that the economic policy and its 

implementation won't change, despite the political developments and uncertainties, given Peru's track 

record of stable economic policies across administrations and its solid economic and financial profiles. 

Corporate credit demand remains subdued. We expect loan growth of 7%-9% this year and in 2020, given 

that corporations' demand for credit remains subdued. We expect asset quality metrics to stabilize in 2020 

as political uncertainties dissipate and investor confidence improves.  

What to look for over the next year 

Constitutional crises. Lasting political uncertainties and difficulties in passing legislation in Congress 

would cause investment conditions in Peru to deteriorate. A weakening of Peru's institutions could harm 

economic growth prospects, leading to further asset quality erosion. 

Trade tensions. As a small, open economy, Peru is vulnerable to changing external conditions, including 

lower commodity prices and trade volumes amid increased trade discord. 

Steep competition. Competition among Peruvian banks has increased in the past year, and we expect this 

trend to continue. The race to keep or gain customers could lead banks to take additional risks, further 

pressuring asset quality. 
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Trinidad & Tobago 
International Expansion Amid Weak Local Activity 

Key takeaways 

− We see limited growth opportunities in the country, which has increased local banks’ interest in 
expanding operations in the Caribbean region. 

− We forecast lower-than-expected energy production to limit the energy sector's growth for the next
two years. 

− Inflation and unemployment stability will be key for banks to maintain healthy asset quality and 
strong profitability despite weak economic growth. 

Key credit drivers 

Limited monetary flexibility.  The central bank has maintained a quasi-fixed exchange rate since 2016. 

Since then, U.S. dollar shortages have constrained economic activity, weakening local businesses' ability 

to pay suppliers and obtain key imports. On the other hand, sizable financial assets should continue to 

provide a fiscal and external buffer.  

Real estate driving credit growth.  We expect credit growth to slowly recover in the next two years and real 

estate and consumer loans to remain the main credit boosters. Commercial real estate is cyclical,  

following the energy sector dynamics (nonperforming loans [NPLs] for this segment are above 7%), while 

residential real estate has a strong payment culture (NPLs below 2%) thanks to rapid judicial recovery 

backed by the country’s common-law jurisdiction. 

Geographical expansion. We expect domestic banks to continue intensifying their geographic expansion 

amid low internal demand. There has been significant growth in mergers and acquisitions activity in the 

Caribbean, which should increase interdependencies and shift market and regulatory practices. However, 

legally independent organizational structures should avoid credit stress from the subsidiaries abroad. 

Key assumptions 

Stagnant income levels. We estimate that real GDP will increase 0.4% in 2019 and 2.0% in 2020-2022. 

This low growth has kept income levels near where they were a decade ago.  

Sound asset quality. We expect NPLs to stabilize at 3.3%-3.5% based on the stable performance of 

residential mortgages and low credit growth, although softening labor market represents a downside risk. 

New regulatory requirements. T&T's banking regulator is still seeking legislative approval to fully adopt 

Basel II, although it already monitors capital ratios on a monthly basis. We expect capital requirements 

and IFRS 9 to be fully implemented in the next few quarters.  

What to look for over the next year 

Increasing household debt. Household debt service has risen consistently over the past few years and 

could be a source of vulnerability if economic activity or the labor market softens. Banks continue to report 

subdued credit growth in line with sluggish GDP growth, but asset quality remains sound given 

manageable unemployment and inflation rates. 

Presidential elections. The next election will occur in 2020. Difficult economic conditions will continue to 

challenge the current People's National Movement (PNM) administration. However, we believe that the 

PNM and the main United National Congress opposition party share a broadly similar approach to 

economic policies. 

Capital outflows. Near-term interest rate differentials on treasury securities relative to the U.S. continue 

to be negative, which might further stress the foreign exchange market by encouraging capital outflows. 
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Uruguay 
Low Credit Growth With Contained Asset Quality Metrics, And Deposit 
Base Resilient To Regional Volatility 

Key takeaways 

− Credit growth affected by low economic growth prospects over the next few quarters.

− Stable industry conditions and deposit base resilient to Argentina's financial turmoil.

− Controlled asset quality metrics despite moderate credit growth. 

Key credit factors 

Limited monetary flexibilty: High inflation of about 8% and still high dollarization continue to limit 

Uruguay's monetary policy flexibility, since over half of resident loans and more than 70% of resident 

deposits are dollar-denominated.  

High dollarization and exposure to cyclical sectors:  Significant dollarization in the economy and some 

sector and customer concentration increase risks. Exposure to agriculture sector represents about 15% of 

total loans. 

Manageable asset quality metrics:  The banking system's nonperforming loans (past due loans of more 

than 60 days) have stabilized at about 3%, and we expect them to remain near this level because we don't 

expect additional large cases in the corporate segment and current cases will take time to resolve. However, 

NPLs could slightly worsen given the challenging economic conditions in the country and region.  

Key assumptions 

Low economic expansion:  GDP will modestly grow at about 0.5% this year and 1.5% in 2020, influenced by 

lower private consumption due to high unemployment (about 9% of the workforce), high inflation, volatile 

regional and global conditions, and timid investment recovery.  

Flat real credit growth: Private-sector access to credit remains low, at about 28% of GDP, and we expect it 

will remain at the same level over the next 12-18 months, as corporations' demand for credit remains 

subdued. We expect nominal credit growth of 8% in 2019 and 10% in 2020, fostered by the depreciation of 

the Uruguayan peso, high inflation, and gradually recovering investment.  

What to look for over the next year 

Funding profile: We expect the deposit base will remain stable despite some expected growth of the 

nonresident deposit base, which currently accounts for 9% of total deposits, mainly from Argentineans 

given that country's financial turmoil. The banking system's deposit base has remained steady in the past 

few years and has proven resilient to the withdrawal of nonresident deposits after the tax amnesty in 

neighboring Argentina, concluded in March 2017, to the approval of Uruguay's fiscal transparency law in 

2016, and to exchange rate movements.   

Stable and predictable political institutions: Uruguay's broad political consensus and its stable and well-

established institutions have anchored--and will continue to anchor--economic stability.  Political parties 

share the same concerns--fiscal deficit, education, and security--and we don't believe there will be 

political disruption after the October presidential elections.   

Profitability driven by exchange rate fluctuations: For the upcoming quarters, we expect gains in 

exchange rate fluctuations and most banks' active long position in dollars will continue to underpin 

banking sector profitability. However, this could be partially counter balanced by lower investment returns 

given minor international interest rates, because the banking system's excess liquidity is allocated in low-

risk instruments, mainly U.S. Treasury securities. 
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Austria 
Stable Economic And Industry Trends But Efficiency Needs To Improve 

Key takeaways 

− Benign economic fundamentals are aiding the banking sector's performance without material
accumulation of imbalances. 

− A lower-for-longer interest rate environment is difficult for most Austrian banks, which still have 
much work to do to improve domestic profitability. 

− Austrian banks face similar challenges to their global peers regarding business model optimization, 
ensuring sufficient and sustainable profitability, leveraging the benefits of the digital era, and 
introducing measures to avoid disruption and franchise damage from cyber-attacks and customer 
data mismanagement. 

Key credit drivers 

The lower-for-longer interest environment requires more efficiency measures. Competition and 

pressures from ultralow interest rates remain challenging considering Austrian banks' cost-to-income 

ratios, which remain high in a European comparison, and branch density statistics that remain among the 

worst in the EU. We believe the Austrian banking system needs to further improve efficiency, but we 

recognize that banks' recent focus on digitalization, cost measures, and profitability, as well as recent risk 

reduction, contribute to stability of the system over the cycle. 

Austrian banks are currently riding on the coattails of favorable credit and economic risk conditions. 
Benefitting from a softening but still benign economic cycle in the Austrian economy, we expect the 

Austrian banking sector to continue to report relatively good results that are more stable than some years 

ago. We recognize most banks’ much improved capitalization as a buffer for unexpected losses: The 

system's consolidated average Tier 1 capital ratio reached 15.5% at year-end 2018. We forecast still 

relatively low risk costs in the next two years, considering recent years’ sound underwriting, a reduction of 

risk in foreign-currency legacy lending portfolios, and a cleanup of foreign operations at large banks in 

2013-2015. However, we remain mindful that unexpected geopolitical external headwinds could change 

the situation more rapidly than anticipated.  

Key assumptions 

Macroeconomic conditions to soften but remain favorable. We expect Austria’s real GDP growth rate to 

slow to about 1.4% in 2019-2021, after its 2.7% peak in 2018, supported by strong domestic demand 

mitigating dampening exports from a weaker external environment, possibly amplified by global trade 

tensions.  

Pressure on net interest margins and income will persist. The European Central Bank's announcement of 

further accommodative monetary policy measures provides additional evidence that ultralow policy rates 

may prevail for longer than we assumed previously.  

What to look for over the next year 

Global external developments beyond our base-case expectations. Austria's economy is largely 

synchronized with that of the European monetary union, and most trade is with eurozone member states. 

We will monitor elevated risks from a potential escalation of the ongoing U.S.-China trade war, or Brexit-

related uncertainties and slowing global growth. 

We expect more clarity on Austrian banks' resolvability in 2020. A resolution strategy for Austrian banks 

is taking shape, though many aspects remain open, such as minimum requirement for own funds and 

eligible liabilities (MREL). While we consider government support for the Austrian banking sector as 

uncertain, we consider that systemically important Austrian institutions face several more years of 

structural and balance sheet reforms to address their resolvability (mitigating the systemic impact if they 

fail).  
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Belgium 
Large Diversified Banks Remain Resilient In Lackluster Conditions 

Key takeaways 

− Belgium remains a favorable country for large banks as they benefit from diversified income streams, 
and ample stable domestic funding sources. 

− The low-interest-rate environment, high regulatory costs, and additional investment in digital will
continue to put a drag on profits, in particular for smaller retail players. 

− Credit to the private sector continues to build up at a steady pace, raising households' gross 
indebtedness in line with the European average. 

Key credit drivers 

Domestic credit is on the rise. Credit to the private sector is increasing faster than GDP, mainly because of 

households taking advantage of low interest rates. Private individuals' gross indebtedness is consequently 

on the rise, and is now at the European average level. This is not an immediate concern however, because 

the Belgian population remains one of the wealthiest on a net basis, and because a substantial share of 

households' financial assets are liquid and available to repay debt. 

Interest rates will stay low for longer. Net interest income is under pressure, given eurozone 

macroeconomic policy. While market discipline tends to stabilize margins on housing loans, high 

competition in corporate lending and the renewal of securities portfolios compress the consolidated 

interest margins.  

Key assumptions 

A wealthy, productive, and open economy supports the banking system. We forecast annual average real 

GDP growth will remain resilient at about 1.3% on average in 2019-2021, supported by domestic demand. 

Low unemployment--we expect a stabilization at about 5.5%--will support economic resilience and banks' 

credit losses, which are at a historical low. 

We don't anticipate a real-estate bubble, despite credit growth. While credit grows at a steady pace, we 

assume house prices will continue to rise at 0.5%-1.5% in real terms in next two years, and we exclude the 

formation of a bubble in the short term. 

The picture for profits is not rosy. Low interest rates, high competition in certain segments, wage 

inflation, recurring regulatory costs, and increasing need to invest in IT and digital solutions are the main 

headaches for banks in Belgium. We expect profits will therefore be flat at best, as increasing lending 

volumes, still low impairments, and potentially growing fee income will offset the issues listed above. We 

anticipate smaller and more concentrated players will have a harder time than market leaders, since they 

lack revenue diversification. 

What to look for over the next year 

External risks could rise. Belgium remains one of the most open economies in Europe, thus external 

shocks are a key risk for our forecasts. Although not our base-case scenario, any further global slowdown, 

in particular for Belgium's main trading partners (France, Netherlands, Germany), would cause difficulties 

for some export-oriented small and midsize enterprises, and ultimately for the labor market. This adverse 

scenario would result in higher credit losses for banks.  

Banks may be tempted to adjust their risk appetite. Excess domestic liquidity in a low-interest-rate 

environment may encourage banks to take higher risks to maintain profitability. 
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Cyprus 
Asset Quality Remains A Work In Progress 

Key takeaways 

− Addressing the still very high stock of nonperforming exposures (NPEs) remains the priority for Cypriot
banks although they are hindered by the weak payment culture embedded in the economy. 

− A supportive economic environment, coupled with legislative and judicial improvements, should act as 
a catalyst for banks to work out their NPEs, although potential changes to the foreclosure framework 
against banks could bring downside risks. 

− Profitability prospects are limited, owing to ultralow interest rates, modest lending growth, a need to
streamline cost structures, and high provisioning needs. 

Key credit drivers 

Asset quality remains weak. The stock of problematic assets is one of the highest in Europe (33.8% of 

gross loans at end-2018) even after the extraordinary measures taken, such as the carve-out of NPEs 

outside the banking system or the amendments to the legal and judicial framework. Poor payment culture 

poses additional difficulties, given the high amount of strategic defaulters in the economy.   

Credit risk in the economy is excessive. Although already high prior to the 2008 crisis, private sector 

leverage increased further until 2015 and still remains among the highest in Europe (216% of GDP at end-

2018 compared with 150% for Portugal or 116% for Greece). Banks are also highly exposed to the real 

estate and construction sectors (16% of total loans, versus 10% for Portugal or 6% for Russia). 

Banks' funding profiles are unbalanced. Funding is almost entirely made up of customer deposits, which 
are still recovering from the 2013 bail-in. Banks also rely on nonresident deposits more heavily than peers 
(they represented over 20% of total deposits) and access to wholesale funding is narrow.    

Key assumptions 

The macroeconomic environment is positive even though growth is slowing. We expect that the pace of 

GDP growth will remain high, although moderating somewhat through 2022. We project average annual 

GDP growth of 2.9%, compared with 3.9% in 2018. As a small and open economy, Cyprus is more 

vulnerable to external shocks, such as Brexit or a growth slowdown in the EU, which could directly 

influence the tourism industry and restrict investments and credit growth. 

Banks will continue to actively clean up their balance sheets. We expect that NPEs will represent 23%-

28% of the loan book by end-2020 (from 51% at end-2017), with the reduction driven by a mix of write-offs, 

recoveries, foreclosures, and market sales. We assume that ongoing parliamentary talks about changes to 

the foreclosure framework will not result in a reversal of the enhancements implemented in 2018.  

What to look for over the next year 

Further possible amendments to the foreclosure framework. Any changes that brought uncertainty to 

the process would likely affect banks' capacity to recover NPEs. In contrast, a more beneficial outcome for 

banks could accelerate balance-sheet cleanup, particularly following the government's kickoff of a 

scheme to facilitate the restructuring of vulnerable borrowers (ESTIA). 

Potential market sales of NPEs. The largest Cypriot banks are working on offloading significant portfolios 

of problematic assets via securitization-type sales. If successful, these transactions would likely bring 

NPE ratios below our current expectations and closer to the low teens.  

Limited profitability despite cost control. Earnings capacity will likely remain constrained as revenue 

growth should be limited and banks will deploy most of their operating income to set aside additional 

provisions. Banks' ability to streamline their cost structures and become more efficient will be key. 
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Denmark 
Reduced Household Vulnerability, But Pressure On Earnings 

Key takeaways 

− Households are highly leveraged, but risks are moderating. 

− Low interest rates and price competition imply further pressure on banks' earnings outlook, although 
increased remortgage activity provides short-term relief. 

− The banking sector is improving its loss-absorbing capacity.

Key credit drivers 

Low nominal credit growth is stabilizing debt. Gross leverage in the economy is one of the highest 

globally, but the household sector continues to deleverage as a share of national GDP, with gross debt 

dropping to 115% in 2018 from 143% in 2009. Furthermore, macroprudential measures are proving 

successful in continuously increasing the share of mortgages that are amortizing or have a fixed interest 

rate.  

Sector profitability is under pressure, but remains sound. Banks' core earnings are trending down in 

Denmark as a result of the negative central bank deposit rate, increasing competition in the corporate 

segment, and mortgage takers moving to less risky products. In addition, sectorwide investments in anti-

money laundering (AML) and compliance are putting additional pressure on earnings. However, with good 

underlying cost efficiency and low credit losses, the sector is well positioned to continue to invest in 

digitalization and automation initiatives, and intense remortgaging provides short-term support to Danish 

banks’ bottom lines.   

Banks are reliant on short-term wholesale funding. The sector's reliance remains high compared with 

peer countries. However, potential refinancing risks are mitigated by the large domestic bond market with 

a steady flow of mandatory pension savings, and the various supporting features of the Danish covered 

bond framework, not least its soft bullet structure. 

The agricultural sector is performing better. Prices for pork and milk have increased, but leverage 

remains a long-term challenge. The sector is overall well provisioned despite recent reversals.  

Key assumptions 

We anticipate stable macroeconomic conditions. We expect that Denmark will maintain its economic 

growth and competitiveness and that the housing market will remain healthy overall. Despite softening 

demand, we expect Denmark’s GDP growth will continue at about 1.7% per year in the medium term, 

supported by strong labor markets, steadily rising disposable income, and low interest rates.  

House price and credit development should be stable. We expect house prices and household credit to 

grow only moderately through 2021, by 4% and 2% annually on average, as macroprudential measures 

and a property tax reform continue to act as stabilizers. 

What to look for over the next year 

Increased levels of additional loss-absorbing capital. We expect the banking sector to further improve its 

loss-absorbing capacity through senior nonpreferred issuance to protect senior creditors.  

Danish anti-money laundering governance framework. The Danish regulator is continuing its focus on 

improving its AML-related capacities. At the same time, we expect the banking sector to continue to invest 

heavily in headcounts and IT to further support AML capabilities. 
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Finland 
Concentrated Banking Sector With Strong Capital And Sound Profitability 

Key takeaways 

− No apparent risk of imbalances in the housing market while the urbanization trend continues. 

− Household debt has increased substantially over the past decade but banks rely on conservative 
commercial practices which promote stability within the concentrated banking market. 

− The structural funding gap is countered by an increasing share of wholesale funding, making the 
banking sector dependent on external funding and investor confidence. 

Key credit drivers 

Banks have a restrained risk appetite. The banking sector has a history of stable after-tax returns on 

equity of 8%-9%, despite some of the most compressed lending margins in Europe. In our view, this partly 

reflects the presence of cooperative and mutual groups with focus on strong capitalization. We see no 

signs of the risk appetite increasing in the low-interest-rate environment, and therefore we expect loan 

losses will stay low. This, combined with sound cost efficiency, supports healthy and stable profitability.  

Growth in household debt has been persistent in recent years. Household debt to disposable income has 

increased over the past decade to reach 128% in June 2019, mainly driven by growth in the housing loan 

stock. Yet, we note that overall debt is materially lower than in the rest of the Nordics, driven by the Finnish 

payment culture, which benefits loan repayment.  

The system's increasing structural dependence on external wholesale funding is a key weakness.  It 

contributes to confidence sensitivity in banks' funding profiles. A major part is linked to the largest 

players, but small and midsize domestic banks have also expanded their funding profiles to covered 

bonds. Still, we recognize that banks maintain good access to euro-denominated markets and hold a safe 

haven status for foreign investors, suggesting funding stability.  

Key assumptions 

Private sector confidence might mute credit demand. After a cyclical boom in 2016-2017, the economic 

cycle has passed a peak and GDP growth will moderate to about 1.2% in 2019-2021. Changes in consumer 

confidence could lead to lower consumption and lower growth.  

Urbanization will drive house prices and demand for credit. We expect the urbanization trend to 

continue, leading to sound market activity and moderate price increases in growth cities, thereby masking 

price corrections in nonurban areas. Overall we expect house prices to be stable over 2019-2021. 

What to look for over the next year 

Global external developments beyond our base case. As a small open economy, Finland is dependent on 

trade with eurozone members. Consequently, we keep an eye on the external risks from potential 

escalation of the global trade war, Brexit-related uncertainties, and slowing global growth. 

New macroprudential tools to limit household indebtedness. The authorities are considering 

extending the macroprudential toolkit to include a debt-to-income cap and limitations to housing 

company loans in new construction to limit the increase in household debt. Combined with weaker 

economic growth, this could limit credit demand and result in a mild house-price correction.  

We expect senior nonpreferred (SNP) issuance will accelerate. Resolution strategies for Finnish banks 

are taking shape. The two largest banks have started issuing SNP, although the Single Resolution Board's 

decision on Nordea's minimum requirement for own funds and eligible liabilities (MREL) is still pending. 

The midsize banks might also enter the market depending on the subordination requirement on MREL.  
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France 
Rising Private-Sector Debt Is An Area To Watch 

Key takeaways 

− Large French banks' universal banking models and established market shares provide diverse and 
recurring earnings streams. 

− Retail earnings are increasingly squeezed by low interest rates and fierce price competition, notably 
on mortgage lending. 

− Private-sector debt growth is still outpacing GDP. 

Key credit drivers 

Low interest rates are a key hurdle: Interest revenues from retail banking are under pressure due to low 

interest rates, compounded by regulated-rate savings products.  

Lower cost efficiency than European peers. Cost efficiency is a weakness for French banks compared 

with their European peers, notably due to their still-dense branch networks, the dominance of cooperative 

banking groups, and very low margins on certain products, such as housing loans.  

Domestic credit to the private sector is increasing faster than GDP. Unprecedented low interest rates are 

driving domestic credit growth in France, faster than in other European countries. But so far we see no 

indication of significant credit bubbles. 

Key assumptions 

Economic growth will stay resilient.  Despite uncertainties in the external environment, the French 

economy is less reliant on external demand for growth than more open economies, and benefits from 

consumer spending and private investment.  

Credit risk should remain low. We believe the banking sector will maintain sound domestic asset quality, 

although credit losses will likely increase slightly from recent record lows. 

Earnings will remain under pressure. So far, banks' overall profitability has withstood the effects of the 

long period of low interest rates, due to their universal banking model and lower share of interest-sensitive 

activities than in other markets. But we foresee increased pressure on the top line in 2019-2020, in 

particular for retail activities. 

What to look for over the next year 

Banks may further adjust their business models. We expect all French banks will target efficiency 

improvements, while investing in digitalization to meet customers’ needs. Further deterioration of their 

already high cost-to-income ratios and profitability could indicate rising banking sector risks  

There could be mispricing of risk alongside continued credit growth. The buildup of credit risk comes 

with the danger of potential mispricing of risks, considering banks’ low margins, for example on residential 

mortgage loans. Compared with the standard in other countries, these are mainly at fixed interest rates. 
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Germany 
Rising Economic And Industry Risks Weigh On Banks’ Outlooks 

Key takeaways 

− German banks face rising tech disruption risks and lower-for-longer interest rates. 

− Economic fundamentals are strong but external headwinds and widening imbalances in the housing
market pose risks. 

− Capitalization is generally strong among larger banks but profitability and efficiency remain areas of
concern. 

Key credit drivers 

We see disruption risks from fintech and Big Tech players. Most German banks are struggling with 

existing core IT systems, and larger groups have costly branch networks. An unfavorable cost-to-income 

ratio means less money to transform operating models, however. In the meantime, Fintechs and pure 

online banks have gained retail banking market share over the past few years, mainly offering personal 

loans, small and midsize (SME) lending, savings, and investment services. Big Techs have entered 

predominantly via payment services via partnerships with banks and nonbanks.  

Stubbornly low interest rates are making income generation tougher. Germany’s crowded banking 

system is laboring under intense competition and an unhelpful interest rate environment. Net interest 

income, representing roughly 70% of operating income at year-end 2018, is set to decline further following 

the ECB’s recent decision to lower the deposit rate by 10 basis points. If banks keep avoiding negative 

rates on retail deposits, especially those relying on deposit funding, their bottom lines will continue to 

suffer. This will keep up the pressure on them to cut costs, consolidate, or find new revenue sources. 

Weaker growth prospects will lead to higher risk costs. Slower growth of 0.5% on average over 2019-

2020 and a weaker external environment will hamper the German economy, especially export-dependent 

industries. Consequently, we think the long period of exceptionally low risk costs will soon end, with banks 

eventually needing to manage the effect of higher risk costs on their profitability. 

Key assumptions 

Macroeconomic conditions will remain challenging. In the short term, Germany's economic environment 

will remain difficult, due to external factors, especially trade tensions between the U.S. and China, and a 

potentially disruptive Brexit. 

Pressure on net interest margins and income will persist. The ECB's announcement of further 

accommodative monetary policy measures provides additional evidence that ultra-low policy rates may 

prevail for longer than we assumed previously. Although the announced two-tier system for reserve 

remuneration might alleviate some of the burden of negative rates on German banks, lower market 

interest rates will likely offset this positive impact, in our view.  

What to look for over the next year 

Banks will likely adapt to lower interest rates. German banks have so far shied away from passing 

negative deposit rates on to retail depositors. However, larger banking groups have announced that they 

may eventually have to pass negative rates on to retail customers. 

Digital strategies will become the norm. Under increased pressure from fintechs, pure online banks, and 

Big Techs, German banks will need to come up with viable business models, functioning core banking 

systems, and digital customer experiences that meet market standards.  
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Greece 
Banks Shift Gears To Deal With Massive Stock Of NPEs 

Key takeaways 

− The final shape of the Greek government's plan to support banks' cleanup of nonperforming 
exposures (NPE) could positively affect the pace and success of banks' accelerated plans submitted 
to the European Central Bank. 

− Profitability is likely to remain weak, despite ongoing cost-cutting efforts, due to contracting loan 
books and a prevailing high cost of risk. 

− While domestic savings formation is resuming, readily available liquid assets are barely adequate. At 
the same time, long-term external debt and capital remain expensive, and their availability is sensitive 
to credit conditions in the eurozone. 

Key credit drivers 

The creditworthiness of the private sector is the key determinant of the pace of transformation of the 
banking system. The repayment capacity of borrowers is improving only modestly due to the sluggish 

economic recovery. The loan stock continues to shrink as demand for credit lags NPL sales, write-offs, and 

recoveries.  

At about 45% of gross loans, the stock of NPEs is the highest in the eurozone. The coverage by provisions 

remains low, leading to a sustained high cost of risk. Coupled with ongoing deleveraging, this will result in 

weak profitability, with return on equity in the low- to mid-single digits until 2021. 

Deferred tax credits account for a substantial part of banks' Tier 1 capital. Banks have limited options to 

diversify their capital base since internal capital generation remains weak and capital markets are 

expensive for banks as evidenced by recent Tier 2 issuance.  

Key assumptions 

Economic recovery is gaining momentum. We project the Greek economy will grow by 2.5% on average 

over 2019-2022, mainly driven by domestic demand. 

Rapid deleveraging should continue, owing to NPL cleanups outweighing low loan growth, notably from 
households. Shrinking loan books and the low-for-longer interest rate environment will continue to 

pressure earnings, despite ongoing intensive cost-cutting efforts. 

An increasing pace of savings formation should help restore funding and liquidity metrics. But demand 

for longer-term foreign debt at affordable rates will remain sensitive to external headwinds. 

What to look for over the next year 

Bank cleanups to become increasingly ambitious. The government's Asset Protection Scheme (APS) is 

shaping up to help banks further reduce their NPEs, although uncertainties surrounding the guarantee 

pricing remain. The APS, the pronounced interest from bad debt purchasers and managers, and the 

improving macroeconomic landscape will drive the pace of the process.  

The pace of property market recovery. Mostly driven by foreign investments, real estate prices are finally 

picking up (more than 5% annually in June) although unevenly across the country. This is positive for the 

increasing activity in secured debt sales by banks and for indebted households whose net equity has 

turned negative over the years as Greek residential market prices have declined by about 40% since 2008. 

External risks remain. The foreign investor appetite for Greek debt is resuming, but the global financial 

environment remains volatile, especially considering the eurozone's sluggish growth outlook and the 

consequences of Brexit. Greek banks' ability to borrow abroad, and the pricing of such borrowing, remain 

highly sensitive to negative news flows, as was the case last year during Italy's political turmoil. 
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Iceland 
The Volatile Economy And Expected Low Profits Are Challenging Banks 

Key takeaways 

− Iceland's economy is characterized by high per capita income levels and robust projected growth 
rates. However, it is volatile, sensitive to external events, and concentrated in a few sectors, which is 
reflected in banks’ loan books. 

− Despite the strong economic recovery since 2008, banks have shown prudent lending growth and 
practices. 

− Stiff competition in mortgage lending from pension funds and structural issues in the domestic 
market support our modest outlook for bank earnings. 

Key credit drivers 

Icelandic banks have material concentration risk. Banks’ concentrated exposures within real estate, 

fishing, and tourism are a reflection of the local economic drivers. The default of WOW air and poor capelin 

fishing season in 2019 are examples of the material event risks we see in Iceland's small and concentrated 

economy.  

Core profitability is structurally low despite high margins. Falling interest rates, weaker efficiency, the 

contracting economy, and sustained competition from pension funds on mortgage lending will constrain 

banks' ability to strengthen earnings. However, banks are accelerating their digitalization efforts and 

streamlining their business structure. 

Banks have proven access to external debt capital markets and an active, but limited, local market. 
Following the lifting of capital controls, Icelandic banks successfully resumed access to the international 

wholesale market. We also note that market confidence is still untested in a more turbulent economic 

environment.  

Key assumptions 

The economy faces a recession in 2019 but is likely to rebound in 2020. We expect the recession to be 

short lived, with tourism capacity absorbed over time by other airlines and fishing supply recovering in 

2020.   

House price growth will slow. We expect more muted growth in house prices, given the GDP contraction in 

2019 and elevated construction completions in the coming years. 

What to look for over the next year 

Real estate price developments. A large number of completed residential properties are expected to hit 

the market, while the fall in GDP and a slowdown in tourist arrivals this year makes pricing trends more 

uncertain. In addition, corporate real estate prices seem to be diverging from fundamentals.  

More bank listings are forecast. Following last year’s initial public offering of Arion Bank, we expect the 

two remaining government-owned banks to be privatized in the coming years. 

The first Additional Tier 1 (AT1) issuances and a new bank recovery and resolution directive (BRRD) are 
on the horizon. Banks aim to optimize their high levels of capitalization through the issuance of AT1 

instruments. This would be new and untested instrument in the Icelandic market, hence it will likely 

depend on investor appetite. The introduction of a resolution regime (BRRD) for failing banks has been 

slow and we expect the full implementation, which includes the resolution and bail-in mechanisms, over 

the next 12 months. Depending on the implementation, banks might seek to issue new minimum 

requirement for own funds and eligible liabilities (MREL)-eligible debt instruments.  
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Ireland 
Headwinds Could Slow Ireland’s Advance 

Key takeaways 

− Irish banks' credit profiles have improved materially in recent years thanks to supportive economic 
conditions, balance sheet clean-up efforts, and better capital markets access. 

− Increasing profitability remains a challenge given the lower-for-longer interest rate environment and 
still-high cost base. 

− As the U.K. progresses toward its exit from the EU (Brexit), operating conditions for Irish banks may be 
less favorable than in previous years. 

Key credit drivers 

The relatively wealthy economy is vulnerable to external shocks. For a number of years, Ireland has 

exhibited strong economic growth, improved fiscal indicators, and reduced unemployment levels to just 

over 5%. However, as a small, very open economy, it is vulnerable to economic cycles and external shocks, 

such as an escalation of global protectionism. Brexit is on balance negative for the Irish economy and its 

banking system, but the impact depends on the type of deal, if any, the U.K reaches with the EU.  

We see continued house price appreciation, but no imbalances. We expect house price growth to stabilize 

at 3.5%-4.5% in the next few years. This is well below the unsustainable 8%-12% observed over the past 

three years and caused largely by the supply-demand mismatch rather than credit growth. After a decade 

of deleveraging, banks are seeking loan growth to hit their return targets and prove their business 

generation capabilities to investors. However, with deteriorated business sentiment due to Brexit and trade 

tensions, and the more prudent approach of households and corporates toward leverage than a decade 

ago, we expect credit growth to be flat over 2019 and not exceed 1.5% in 2020.   

Banks will face profit growth challenges. Lower-for-longer interest rates are likely to affect banks’ 

profitability, in particular if they are unable to compensate for the net-interest-margin decline through 

revenue diversification (via expanding fees and commissions) or reaching a lower cost base. The average 

cost-to-income ratio among Irish banks is about 70%, higher than other European banking systems, and 

wage inflation, especially in dynamic Dublin, does not help cost-base optimization. Cost reduction remains 

a challenge as Irish banks continue investing into business transformation and digitalization.  

Key assumptions 

Although receding, credit risk remains higher than in most Western European countries. The stock of 

nonperforming exposures has reduced and is forecast at about 7.5% of loan portfolios at year-end 2019 

from a very high 23% at year-end 2016. However, we observe declining but still-high household debt in 

Ireland compared with peers. The debt-to-income ratio was 120% at mid-year 2019 and we do not expect a 

significant reduction. Household loans dominate Irish banks’ lending books, meaning elevated leverage 

represents a risk because it undermines the resilience of borrowers to economic shocks. 

The funding profile will remain stable. We expect banks will maintain their regained capital market access 

and continue issuing minimum requirement for own funds and eligible liabilities-eligible instruments as 

planned over the next year. This re-established market access builds upon inherent stable and granular 

deposit-led funding profile, with core customer deposits covering about 80% of systemwide domestic 

loans. We do not project any significant change in the ratio over the next year.   

What to look for over the next year 

External events, including Brexit, could affect the economy. Ireland is the most-exposed country to a 

potential disruptive Brexit. Macroeconomic uncertainty remains high and capable of constraining the 

system's financial performance, recent asset quality improvements, and regained capital market access.  
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Italy 
Sluggish Economic Growth Could Slow Italian Banks' Path To Recovery 

Key takeaways 

− Reduced political uncertainties and the sharp contraction in sovereign risk premiums could boost
confidence in the private sector. 

− Still, Italy’s export-oriented economy could suffer from protracted global trade tensions. 

− Modest profitability prospects could spur a long-awaited consolidation in the banking sector. 

Key credit drivers 

The economic slowdown could undermine banks' efforts to strengthen their balance sheets. Italian 

banks have largely reduced their stock of nonperforming exposures (NPEs) since 2015, with gross and net 

NPEs down to 11% and 5% respectively as of June 30, 2019, compared with over 20% and 11% at their 

peak. Although the worst is likely over, we believe NPE levels are still high and will take further effort to 

reduce, especially given the banking sector faces a less-supportive economic environment than in other 

countries with a similar asset-quality legacy.  

We believe sustained profitability is still far off. With interest rates likely staying lower for longer, modest 

new lending activity, and uncertain markets, banks' revenues are unlikely to improve any time soon. This is 

despite continued cost-cutting and efficiency measures and the stabilizing of credit losses. 

European Central Bank (ECB) targeted longer-term refinancing operations III will provide relief to 
weaker players. Refinancing risk has diminished significantly thanks to the ECB's measures and the more 

stable environment. However, we believe Italian banks still at times face constraints on their access to 

capital markets due to uncertainties regarding the sovereign, government policy, and economic prospects. 

Key assumptions 

Italy's macroeconomic conditions will remain stable. Italy has been one of most affected countries in the 

eurozone by the decline in world trade due to its reliance on exports for growth. Still, we believe that a 

reduction in political uncertainties and sovereign risk premiums could lend some support to business 

confidence and support domestic demand in the coming quarters. This is reflected in our 0.4% GDP growth 

forecast for 2020 compared with the 0.1% we see in 2019.  

NPEs will reduce at a slower pace. We expect credit losses to stabilize at about 80 basis points over the 

next couple of years, as banks continues to remove legacy NPEs from their balance sheets. We assume 

new NPEs will increase in the coming quarters, compared with recent historical lows, but remain 

manageable.  

What to look for over the next year 

Sovereign creditworthiness could be a relevant factor. S&P Global Ratings' outlook on Italy is currently 

negative. As banks increasingly tap the wholesale markets with minimum requirement for own funds and 

eligible liabilities-related instruments, the availability and cost will depend on market perception of 

country risk and future government policy. 

We expect a resilient corporate sector. More than half of Italian banks' customer loans are to enterprises, 

which have historically been particularly sensitive to economic cycles. The corporate sector has made 

significant progress and might be more resilient to a tougher-than-expected downturn than previously. 

Although new inflows of NPEs are close to record lows, this may be tested in the coming quarters when the 

effect of weakening economic activity may become more apparent. 

Some mid-size banks could merge. Scale matters for traditional banks facing increasing investment to 

enhance their digital capabilities and sustain profitability. 
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Liechtenstein (Principality of) 
Strong Bank Ratings Despite Pressure From Changes In The Tax Regime 

Key takeaways 

− Despite a push for global tax conformity over recent years, Liechtenstein's banks have fared relatively 
well, with only temporary money outflows. 

− We see good risk-management capacities and improved tax transparency, but inherent operational
risks in global wealth management prevail. 

− Ratings are less susceptible to domestic economic swings but exposed to global wealth levels, which 
depend on capital market valuations. 

Key credit drivers 

Banks in Liechtenstein remain vulnerable to reputation risk. Private banks' activities are quite 

confidence sensitive. We see as the main risks: a major outflow of funds triggered by tax code revisions in 

other countries, reputation damage linked to anti-money-laundering measures, and weak investment 

performance.  

The financial sector contributes significantly to the economy. The domestic banking sector's 

consolidated assets totaled Swiss franc (CHF) 67.3 billion ($68.3 billion) and global assets under 

management totaled CHF305.1 billion at year-end 2018. This compares with nominal GDP of CHF6.5 billion 

in 2018. Instability in the financial sector can have widespread implications for the country since it 

contributes around 25% of the economy's value-added.  

Key assumptions 

Liechtenstein’s commitment to tax conformity will continue. The automatic exchange of information 

across OECD countries and the regulator's efforts over the past decade should ensure that banks' 

management of untaxed money is no longer an issue.  

Lending will remain low risk. Banks' sound risk management practices and predominantly collateralized 

lending imply that traditionally low credit losses are unlikely to increase materially in a downturn. 

Lombard lending capacities will play a vital role in new customer generation. Varying degrees of 

Lombard usage by customers in their asset allocation can lead to volatile lending volumes.  

What to look for over the next year 

Ratings could change after release of the local MREL framework and bank requirements in 2020. 
Material subordination requirements and clear paths to achieve them could provide for additional loss-

absorbing capacity buffers for senior unsecured creditors, leading to rating uplift for systemically 

important banks. 

We foresee banks' continuing appetite to increase scale through external growth. Large mergers and 

acquisitions could temporarily reduce capitalization. While the current supply of private banking portfolios 

appears dampened, continuing margin pressure may push out smaller banks and established players 

could reconsider their private banking footprints.  

Continuing pressure from tax-conformity and regulatory initiatives like Mifid 2.  We expect increasing 

price transparency and competition will likely continue to pressure global private banking margins.  
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Luxembourg 
Sustained Dynamics In Credit And Real Estate Prices 

Key takeaways 

− Luxembourg is a wealthy and open economy with low government debt and low employment ('AAA' 
rated country). 

− We observe strong dynamics in domestic credit and house prices, with rates of increase sustainably in 
the high-single digits. 

− We see low cost of credit risk in the banking sector, and strong funding profiles at local banks, with 
domestic deposits exceeding loans. 

− Banking supervision is complex, given that most players are subsidiaries of foreign banks and the 
sizable nonbanking financial sector, while the banking sector has some vulnerability to regulatory and 
reputational risks, in our view. 

Key credit drivers 

Real-estate prices are increasing materially faster than GDP. Although we believe that over-evaluation 

could deteriorate housing affordability, and in turn undermine consumption and the economy, we see a 

hard landing in house prices as one of the main risks for growth. However, this is not our central scenario. 

Domestic credit to the private sector is increasing faster than GDP. Domestic credit growth has been on 

a marked upward trajectory in the past three years. Although we estimate that credit risk in the system is 

low and underwriting standards were not relaxed, a sustained increase in domestic credit in excess of GDP 

growth informs our view on economic risks and potential imbalances in the banking sector.  

Key assumptions 

Luxembourg's economic growth will exceed most regional peers'. We expect real GDP growth to be 

higher than in most other European countries, and to average 2.6% per year in 2019-2022.  

Real estate prices will continue trending upward. The average annual increase in house prices, adjusted 

for inflation, will remain at a high 7% or more, in our view.  

We expect still high domestic credit growth. Over 2020-2022, we forecast well above 5% annual growth in 

domestic credit to the private sector. 

What to look for over the next year 

The pace of growth in domestic lending and house prices could remain high. We observed strong 

dynamics in domestic credit and real-estate prices in 2018, following several years of high-single-digit 

growth. We will further monitor these trends and the cumulative effects over time, which we believe are 

key drivers for the sector.  

The tax regime may be altered to adapt to international initiatives. The tax regime may be altered if 

further measures were needed to adapt the approach to international tax competition and regulation, 

which includes the review by the European Commission of certain rulings under EU state-aid rules. Indeed, 

we believe that this could weigh on the Luxembourg economy and, in turn, on banking revenues. 
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Malta 
Economic Conditions Are Supportive But Reputation Risk Is High 

Key takeaways 

− We expect Malta's regulators will gradually address supervision shortcomings and strengthen 
banking sector oversight. 

− Malta's rapidly expanding economy is exposed to cyclical sectors, which could bring volatility due to
changes in global demand. 

− The ongoing rise in house prices could expose the banking sector to material losses in the event of a
sharp price correction. 

Key credit drivers 

Malta's small but expanding economy is highly exposed to cyclical sectors. Malta’s economic 

development supports the growth and asset quality of the banking sector. Yet its reliance on cyclical 

sectors such as tourism and e-gaming, making it vulnerable to shifts in global demand.   

The rapid increase in house prices poses a risk. Residential mortgage loans are largely fueling the growth 

of banks' loan portfolios. The almost 4% average annual growth of house prices over the past three years 

and ongoing increases heighten the risk of a correction and potential losses to the banking system. 

A weak regulatory track record and poor transparency imply greater risks for banks. The regulator's 

effectiveness in preventing money laundering and handling operational risks, such as cyberrisk, have led 

to increased scrutiny from EU regulators. 

Key assumptions 

Sustained economic growth will support the growth of the banking sector. We expect Malta's economy 

to continue expanding, with services export and private consumption supporting 4.2% GDP growth through 

2020.  

Profitability will remain in line with the European average. Banks' largely traditional business models 

and limited use of complex products should help keep net profit stable. Yet increasing provisions for legal 

risks and higher operating expenses could weigh on profitability next year. 

The competitive environment should remain stable. We expect Maltese banks' funding and liquidity 

profiles will stay solid, although we note the continuing vulnerability of deposits to external shocks. 

What to look for over the next year 

The local regulator may take further measures to strengthen financial sector oversight. We believe that, 

so far, measures to prevent money-laundering have been reactive rather than proactive. Whether 

additional measures would be more effective in reducing reputation and operating risks for the banking 

sector remains to be seen. 

The evolution of house prices. Continuous house price increases raise concerns about a buildup of 

economic imbalances, since a correction could lead to severe losses for banks. 

Banks' nonperforming assets will likely keep reducing. The sector's gross nonperforming asset (NPA) 

ratio has been decreasing since 2015, and we expect this will continue, alongside an increase in NPA 

coverage toward 55%. 
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The Netherlands 
A Wealthy But Highly Leveraged Economy, Sensitive To External Shocks. 

Key takeaways 

− Banks display strong balance sheets and market discipline in the large and low-risk retail mortgage 
segment, which supports earnings. 

− The sector is busy adapting to lower-for-longer interest rates, the expected slowdown of economic 
growth, and new regulatory requirements under Basel IV. 

− Scrutiny of know-your-customer (KYC) procedures has been rising, putting some large banks in the 
spotlight. 

Key credit drivers 

Banks display solid balance sheets and adequate earnings. Under constant scrutiny because of their 

past behavior, or due to the need to adapt to the changing environment, banks have built robust capital 

buffers--and for systemic ones, additional large bail-in-able buffers. Earnings remain at adequate levels 

thanks to resilient margins on mortgage loans, which represent a sizable part of banks' balance sheets. 

This has been a positive factor, limiting the search for yields, but competition in this field keeps increasing.  

High leverage in the economy will remain a structural weakness. Private sector leverage remains, on a 

gross basis, among the highest in the world and constrains the structural ability of the Dutch economy to 

easily withstand potential external shocks. Households’ large net wealth position does not fully 

compensate for high debt levels, because household wealth is largely made up of pension assets. 

Dutch banks have good access to wholesale markets. The system's relatively large reliance on wholesale 

funding is partly attributable to households' propensity to save with life insurance and pension products, 

rather than bank deposits. This is a source of confidence sensitivity, but Dutch banks benefit from good 

access to deep capital markets.  

Key assumptions 

After a rapid increase in property prices, we see a soft rather than hard landing. We expect house prices 

to increase strongly, by 6.5% this year and 5.5% in 2020. This marks a deceleration from 9.1% in 2018, due 

mainly to worsening affordability, but demand for housing will remain thanks to supply shortages. 

Therefore, this segment should not represent a source of risk for banks.  

Household wealth, and the 'AAA' rated sovereign, can help weather external shocks. The wealth of the 

Dutch population, current account surpluses, and a track record of flexible macroeconomic policies, 

combined with various local safety nets, will smoothen the turning cycle. We only forecast an economic 

slowdown and corporate credit risk should be contained.  

What to look for over the next year 

Household leverage will reduce but only gradually. We view positively the reducing portion of interest-

only (bullet) mortgages. However, debt reduction will take time because banks are already looking for 

alternative lending opportunities, like the financing of sustainable housing. 

External shocks could alter business confidence. We expect a moderate normalization of corporate cost 

of risk, after years of low impairments. However, adverse external conditions would accelerate this trend 

and hamper business confidence.  

Dutch Banks, like peers, are facing elevated pressure to meet higher KYC standards. We are monitoring 

developments on this front, from rising project costs, to potential fines, and the resilience of franchises. 
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Norway 
Norwegian Banks' Strong Capitalization Supports Sector Stability 

Key takeaways 

− High housing prices and persistently high levels of household debt are contributing to imbalances, but 
this is to some extent balanced by regulatory measures limiting mortgage lending. 

− Lending growth, on the back of the positive economic backdrop and banks' strong profitability, is 
expected to continue supporting the capitalization of the banking sector, which is among the highest
in Europe. 

− The early adoption of digitalization by the Norwegian financial sector supports banks' high cost
efficiency and strong profitability, and provides protection against tech disruption risks. 

Key credit drivers 

Healthy economic growth supports new lending prospects and solid asset quality. High levels of 

national wealth  and expected economic growth of 2.0%-2.3% in 2020-2022 will support continued solid 

asset quality. Among other things, we expect asset quality in the oil-related and shipment segments to 

continue improving following problem loan restructuring and recovery.  

High household debt levels and house-price dynamics remain areas of potential vulnerability. After a 

correction in 2017, house prices continued increasing and remain high. Similarly, although household debt 

growth has slowed in recent few years, debt to disposable income in Norway exceeded 230% at year-end 

2018, which is high compared with other European countries. This could expose households to 

vulnerabilities in case of unexpected changes in house prices or interest rates. To some extent, these risks 

are mitigated by Norwegian households' and the government's high levels of wealth, the strong labor 

market, and proactive and efficient banking regulation. 

Advanced digitalization in the banking sector provides a first-mover advantage. The high level of 

digitalization allows Norwegian banks to maintain high cost efficiency and strong profitability and makes 

them better prepared to manage issues such as cyber risks, increasing anti-money laundering and data-

protection regulation. This first-mover advantage will allow banks to successfully incorporate various 

innovations from the digital and fintech sector rather than spending their budgets to fight fintech 

competition.  

Key assumptions 

House prices dynamics and household debt will remain potential vulnerabilities. We expect macro-

prudential measures limiting mortgage lending to remain in place, which will continue supporting banking 

sector stability. 

We expect economic growth will support banking sector performance. The strong economic growth 

expected over the next few years will continue supporting strong asset quality and solid profitability.  

What to look for over the next year 

The implementation of the European Bank Recovery and Resolution Directive (BRRD) into Norwegian 
banking sector regulation will continue. The requirements of the directive were incorporated into the 

national laws in 2018 and entered into force from the beginning of 2019. We expect minimum 

requirements for own funds and eligible liabilities (MREL) for systemically important banks to be 

introduced shortly, which should boost to the issuance of MREL-eligible debt instruments by banks over 

the next few years. 

Banks will continue investing in fintech and digital. Banks will have to continue their investments in 

fintech and digital to manage the risks of digital disruption, increasing regulatory requirements, and high 

competition. 
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Portugal 
Still High Nonperforming Exposures And Modest Profitability Prospects 

Key takeaways 

− Nonperforming exposures (NPEs) remain high in absolute and relative terms, weighing on banks' 
profitability and balance sheets. 

− Profitability prospects are modest, due to ultralow interest rates, modest volume growth, high 
operating costs, and cost of risk still above normalized levels. 

− Portugal's external position has strengthened, and growth and business investment remain above the 
eurozone average, while the country is benefitting from close to full employment. 

Key credit drivers 

The private sector remains highly leveraged. Despite considerable deleveraging since 2013, private 

sector debt remains high in Portugal, at an estimated 150% of GDP in 2018. This, coupled with a lower GDP 

per capita than larger European peers, makes the private sector vulnerable to deteriorating economic 

conditions. Positively, the sovereign's creditworthiness has improved.  

Banks' stock of NPEs is high. With an estimated domestic NPE ratio of 13% at end-2018, Portuguese 

banks' NPEs remain high compared with peers, despite recent progress. The secondary NPE market is less 

developed and banks' capacity to absorb higher provisions to foster NPE workout is still modest.  

An ample and stable customer deposit base, with increasing access to market funding. Banks have 

rebalanced their funding profiles since the crisis, with customer deposits representing their main funding 

source. Banks are also gradually accessing the debt capital markets, although to a lower extent and still at 

higher costs than stronger European peers. 

Key assumptions 

Macroeconomic conditions will remain benign but will weaken. We expect GDP growth to decelerate 

slightly to 1.8% this year and 1.6% by 2020, with the budget balanced. Fading external demand has 

already led to a gradual weakening of volume export growth in Portugal, but domestic demand and the 

labor market are holding up well.  

Banks will continue struggling to generate returns in line with cost of capital. Despite heterogeneity 

among institutions, banks' return on equity will remain subdued at about 5% over 2019-2020, with still 

high operating costs and credit provisions above normalized levels. Banks started to generate net profits 

from domestic operations only in 2018, for the first time in six years.  

What to look for over the next year 

Development of residential real estate prices. We see nominal house prices growing by 8.0% in 2019 and 

5.9% in 2020, compared with 20% cumulative growth in 2017 and 2018. Foreign demand has been an 

important driver of recent developments, while the outstanding stock of mortgages has not increased. 

However, we will monitor whether high prices lead to increasing imbalances.  

Banks' ability to weather the low-for-longer interest rate environment and contingency risks. The 

current interest rates and limited volume growth prospects will pressure further the earnings of 

Portuguese banks, which generally have less diversified revenue bases than European peers. In addition, 

increasing litigation risk could result in higher extraordinary costs and reputational risk for banks.  

Progress in the reduction of problematic assets. While there is significant heterogeneity among the 

largest players, the convergence of asset quality indicators toward international standards will require 

further recognition of impairments and could mean losses from disposals. We forecast that the domestic 

NPE ratio will decline to 10% by 2020, from an estimated 20% in 2016. 
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Spain 
With Balance Sheets Restored, Profitability Is The Main Challenge 

Key takeaways 

− The banking sector has managed to restore its financial profile post-crisis: It has fully provisioned the 
credit costs of legacy assets, deleveraged, rebuilt capital, and rebalanced its funding profile. 

− Amid muted business volume growth, ultra-low interest rates, and tight competition, it will be hard for
banks (particularly midsize ones) to improve returns to levels more aligned with their cost of capital. 

− High reliance on external debt makes the public and private sector structurally vulnerable to shifts in 
investor confidence. 

Key credit drivers 

The correction of imbalances is over. Banks absorbed the cost of the burst property bubble and economic 

recession, while massive deleveraging has aligned Spain's private-sector indebtedness to that of EU 

peers. Banks' underwriting standards and risk appetites have also tightened. Conversely, public sector 

debt has risen, limiting the government's ability to react under adverse economic conditions. 

The economy's and banking sector's reliance on external debt remains high. Although Spain has posted 

current account surpluses since 2013, reduction of its high external debt will take several more years. Part 

of that debt corresponds to banks. High external debt exposes the country, and banks, to sudden and 

adverse changes in external borrowing conditions. 

Profitability remains subdued. While banks are not making losses and have diversified business lines 

(including insurance and asset management), returns are generally not covering their cost of capital. Low 

profitability could put into question the viability of some business models and heighten competition.  

Key assumptions 

The economy will decelerate, but remain supportive. We forecast the economy will still expand 1.7% in 

2020, above the eurozone average. Domestic demand, in particular private consumption, will continue to 

drive growth. Unemployment will continue to fall, but remain comparatively elevated at 13.3% at end-

2020. The political stalemate does not challenge our short-term growth expectations.  

Reduction of legacy problematic assets will continue, but credit growth will remain muted. We expect 

nonperforming assets to fall to 5.5% by end-2020, as divestments continue. But individual banks' ratios 

may diverge around this average. The stock of credit may finally grow in 2020, but only modestly. 

Attractive European Central Bank (ECB) lending will delay the full normalization of funding profiles. We 

think Spanish banks will access targeted longer term refinancing operation (TLTRO) III to some extent, 

rather than relying fully on depositor and investor funds.  

What to look for over the next year 

Initiatives to offset earnings pressure from low interest rates. Banks will be forced to act decisively to 

compensate a likely decline of net interest income. Initiatives will include raising fees and commissions 

and transferring negative rates to corporate/high-net-worth depositors when possible, but primarily cost 

reductions. Consolidation could be an option, particularly for midsize banks facing the biggest challenges. 

Side effects of the low-interest-rate environment. With muted volume growth and a need to improve 

profits, banks may be tempted to compete further on price to attract new business. In the search for yield, 

real estate could also attract more investor attention, leading to price hikes that may prove unsustainable. 

The digitalization journey and litigation risk. Banks will have to adapt to demand for digital banking by 

investing in information technology and redefining processes, as well as increased consumer activism 

(news to come on abusive credit card rates and IRPH-indexed mortgages). 
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Sweden 
Resilient, But Vulnerable To Housing Market Movements 

Key takeaways 

− The Swedish housing market has stabilized thanks to the increase in supply and stricter amortization 
requirements, but banks remain sensitive to volatility in property prices. 

− High private sector debt in Sweden could pose material risk in the event of an economic slowdown or
unexpected external shock. 

− Senior nonpreferred issuance will provide additional loss-absorbing buffers for large Swedish banks.

Key credit drivers 

Banks remain vulnerable to swings in the housing market. Banks' material exposure to the mortgage 

market makes them vulnerable to changes in house prices and households' debt-servicing capacity. An 

unexpected interest rate shock could have a large impact on debt service, given the already high leverage 

and material share of variable-rate loans, and therefore lead to a drop in private consumption.  

Banks' profitability remains strong. Swedish banks are well positioned to further invest in digitalization 

and innovation. Their diversified income streams and high cost efficiency, and our expectation of low loan 

losses in 2019-2021, will allow banks to maintain profitability at about 12%, well above the European 

average despite the prevailing low-interest-rate environment. 

Dependence on wholesale funding is high. We view the domestic covered bond market as robust, but the 

use of foreign wholesale funding, combined with a lower share of customer deposits in a European 

comparison, continues to result in comparably higher confidence sensitivity for the banking sector. 

Key assumptions 

Economic growth will slow down. We expect the Swedish economy will continue to expand although at a 

slower pace of about 1.5%-2.0% in 2019-2021. We expect investments to decline in 2019 before picking up 

again in 2020, while exports should benefit from the weak Swedish krona.  

We expect stable house prices. Aggregate house prices have stabilized over 2018, and we believe this 

trend will continue in 2019-2021, given a healthy level of housing completion, sound demand, and low 

interest rates. 

Households and corporates still benefit from good credit conditions. We therefore anticipate private-

sector borrowing from banks will continue to outpace GDP growth, although GDP growth will moderate 

somewhat in 2019-2021.  

What to look for over the next year 

Will mortgage margins continue to fall? We will closely monitor the dynamics in the mortgage market, 

given the prevailing high competition between incumbent and challenger banks. In first-half 2019, 

competition mainly focused on fixed-rate mortgages. If pricing competition spreads to variable-rate 

mortgages, which dominate the market, margin pressure could become more intense. 

Developments in commercial real estate. Large Swedish commercial property companies will have 

material bond maturities in 2020, exposing them to refinancing risks and confidence sensitivity. This may 

pose implicit risks to banks because of existing credit facilities to a number of these companies. 

Senior nonpreferred (SNP) issuance will accelerate. Banks have only recently started SNP issuance and 

the pipeline remains material through the 2022 MREL deadline. We will follow progress with issuance and 

also pricing. We also expect clarity on resolution strategies and resolvability of midsize banks, which could 

lead us to consider integrating support for additional loss-absorbing capacity support into ratings. 
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Switzerland 
Banks Remain Resilient Despite Imbalances In Residential Housing 

Key takeaways 

− Housing-related imbalances remain material. 

− Despite margin pressure in core products, we do not anticipate greater risk-taking. We forecast asset
quality will be stable at favorable levels, supported by stringent regulatory measures. 

− Political initiatives have the potential to put pressure on domestic banks’ profitability. 

Key credit drivers 

Imbalances in the residential housing segment. House price growth has slowed, but prices remain high 

on an absolute level and structural imbalances have built up between prices and rents or income. Given 

domestic banks’ high exposure to the residential market, we consider this a significant risk if yields were to 

rise again. The investment property segment (30% of the market) is a particular risk, in our view, since 

we've seen the first signs of a price correction. Supply of properties is high, thanks to strong construction 

activities in a low-rate environment with a lack of investment alternatives, but demand is weakening given 

a decreasing immigration trend, resulting in rising vacancy rates in suburban areas.  

High private household gross debt, motivated by the tax regime. Households can deduct interest paid on 

residential Swiss mortgages from their income tax, which reduces the incentive to pay down mortgages. 

Switzerland has very high private-sector debt compared with peers, but net wealth also ranks among the 

highest globally. Households accumulate wealth through various pillars of the Swiss pension system, to 

repay their mortgages once reaching retirement age, exposing them to some market risk. 

Key assumptions 

We project moderate growth. In our base case, real GDP growth will moderate to 1.4% on average over the 

coming years, primarily supported by private consumption. In our view, key tail risks to the economy will be 

escalating global trade tensions, weighing mainly on manufacturing exports, and upward pressure on the 

Swiss franc. Key political risk comes in the form of renegotiation of the future relationship with the EU. 

Banks have strict underwriting standards and favorable asset quality. In light of margin pressure in the 

prolonged low-rate environment, we consider domestic banks’ lending policies remain conservative 

overall, supported by stringent self‐regulatory measures in mortgage financing that hinder excessive risk 

taking. We expect credit losses will remain stable at low levels, also reflecting our growth projection. 

What to look for over the next year 

Imputed rental value. A political initiative aims to abolish tax payments for homeowners on properties and 

deduction of interest from taxable income. This could increase incentives to repay mortgages, potentially 

reducing private households' gross debt. That could shrink the size of banks' loan books, reducing revenue 

capacity. If brought forward, the final proposal would likely need approval through referendum. 

Lifting lending restrictions for state-owned Post Finance. The Swiss government has declared it may 

allow Post Finance to compete in the lending market. We believe parliament could take a decision in 2020, 

but our base case remains that there will be no changes. We believe parliament will consider the 

competitive landscape in which Post Finance would compete against cantonal banks. A law change would 

inject more competition and further lower margins on core products.  

Moderate risk for Swiss banks on tech disruption. We see Switzerland as an unlikely candidate for major 

tech disruption, given the population's preference for cash payments, the small size of the market with few 

foreign banks and its own regulatory framework, and well-equipped banks in terms of technology, operating 

with sound efficiency.  
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United Kingdom 
Benign, But Softening, Domestic Conditions Ahead Of Brexit Endgame 

Key takeaways 

− The U.K. domestic banking sector broadly has robust asset quality metrics, stable capital, and healthy 
liquidity. These factors provide a firm foundation for banks to weather uncertainties and possibly 
tougher operating conditions as the U.K. progresses toward Brexit. 

− Three themes constrain banks' profitability: sustained price competition in the mortgage market, 
weakening loan demand, and an exceptionally low inverted yield curve as growth prospects slow 
down. 

− We expect most banks will continue to prioritize cost cutting to combat profitability pressure.

Key credit drivers 

While U.K. banks have built resilience, a disruptive Brexit could change our broadly stable ratings 
assessment. A disruptive Brexit could result in severe macroeconomic weakness, which would lead to 

rising personal and corporate U.K. delinquencies and weaker collateral values. In time, this would likely 

play through to banks' asset quality and activity, weakening earnings and, possibly, capitalization. Any 

associated disruption in the wholesale funding market would also be unhelpful for the sector as a whole.  

Competitive pressures in the search for yield. Competition is pushing some lenders to increase exposure 

to higher-margin mortgage products. Premiums in all products are being compressed, although we see 

little evidence of material declines in lending standards in aggregate so far, partly due to subdued loan 

demand. That said, an aggregate increase in risk could heighten banks' vulnerability to shocks, particularly 

given relatively high U.K. household debt.  

Cost efficiencies are needed to underpin profitability. We see a continued focus on lowering operating 

expenses, including staff and property. Digitalization and technology investments inflate costs but will 

ultimately enable incremental headcount reductions and drive permanent efficiency gains. 

Key assumptions 

We assume the U.K does not leave the EU without a deal. While U.K. banks have built resilience, a 

disruptive Brexit could change our broadly stable ratings assessment. Outlook revisions would be more 

likely than downgrades in the near term, if we think the trend for economic or industry risk has turned 

negative for the U.K. banking industry. 

Credit losses will remain low. Credit losses have increased in 2019, partly due to a small number of 

corporate defaults, but are still very low. Losses are set to remain well below the long-term average given 

favorable debt affordability, our expectation of only gradual rises in interest rates, and still ultralow 

unemployment. Absent a disruptive Brexit, we don’t see an immediate catalyst for a sudden correction. 

What to look for over the next year 

External events, as well as Brexit, could affect the economy. The U.K. is an open economy and thus 

vulnerable to weaker external demand. Even in our base case where the U.K. leaves the EU with a 

negotiated deal, we view medium-term economic prospects as muted. 

Business and consumer sentiment. Business and consumer confidence recently hit five-year lows, and 

we expect loan growth will track GDP growth over our forecast period. Recent softness in commercial real 

estate investment and household savings, and rises in insolvencies, highlight increasing pressure at the 

margins of the economy.  
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Armenia 
Contained Risks In The Current Growth Phase 

Key takeaways 

− Heathy economic prospects provide a favorable growth environment for Armenian banks. 

− We expect loan growth will outpace deposit growth, with the structural funding gap covered by 
increased reliance on external funding. 

− Upcoming stricter regulatory capital requirements will provide sufficient loss absorption capacity for
a possible small rise in nonperforming loans (NPLs) as loans season. 

Key credit drivers 

Credit quality would deteriorate if the Armenian dram depreciated. Extremely high credit risk for 

Armenian banks reflects a very high 55% share of loans in foreign currency, in particular to unhedged 

retail borrowers and companies. 

Banks are vulnerable to a buildup of economic imbalances. If the rise in real estate prices and loans 

accelerates, this could lead to a material deterioration in Armenian banks' credit quality. 

We see a risk of growing reliance on external debt funding. A material increase in banking sector external 

debt from current levels, to finance credit growth, could exacerbate risks related to the structural funding 

gap.  

Key assumptions 

We forecast stable macroeconomic conditions. We expect Armenia's economic growth to moderate to 

4.7% on average over 2019-2021, driven by growing private consumption, supported by wage growth and 

continued steady remittances, as well as increased consumption. 

The banking system is likely to remain highly dollarized. We expect dollarization of loans and deposits 

will remain higher than in peer countries, despite a continued gradual reduction. 

External debt funding is set to remain stable. We expect funding from parent banks and multilateral 

financial institutions to constitute the main part of external debt financing. This financing is often under 

targeted lending programs aimed at developing small-to-midsize enterprises or certain important 

economic sectors. In our view, this increases predictability and decreases refinancing risks. 

What to look for over the next year 

Banks' credit risks should be contained. Although we do not exclude a small rise in NPLs, reflecting the 

aging of loans, our base case envisions NPLs not exceeding 7% and annual credit costs of about 1.0%-

1.5% over the next two years. 

We anticipate stable earnings. We expect the banking system to maintain profitability at current levels, 

supported by favorable economic conditions, but constrained by increased provisioning needs and 

investments in technology. 

Regulatory capital requirements will increase. The Central Bank of Armenia is setting a capital 

conservation buffer at 0.5% in 2020 and a systemic buffer at 0.5% in 2022, with planned further increases, 

and a countercyclical buffer at 0.5%-2.5%. This should enable banks to absorb a possible increase in 

credit losses. 
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Azerbaijan 
Economic Aftershocks Are Affecting Credit Activity And Asset Quality 

Key takeaways 

− Sizable government external assets and relatively low debt are partly mitigating risks of potential
shocks. 

− Asset-quality deterioration has peaked, with problem assets about 11% of total loans. 

− The still-high dollarization of customer deposits after the local currency's depreciation is 
exacerbating currency and credit risks in the banking sector. 

Key credit drivers 

High dollarization heightens the sector's vulnerability to market movements. Although the banking 

system has a relatively high level of core customer deposits and isn't reliant on external funding, the steep 

depreciation of the Azerbaijani manat over the past few years has led to protracted currency imbalances 

between banks' assets and liabilities. This has meant a rapid increase in the share of foreign currency 

funding to about 63% of banks' customer funds at mid-year 2019 after the mass conversion of deposits. 

The persisting currency mismatches are risky given that shallow and illiquid domestic capital markets are 

not a viable source of financing for banks.  

The solid external balance provides a buffer against potential shocks. Azerbaijan's fiscal balance sheet 

remains strong, underpinned by the large foreign assets accumulated by the sovereign wealth fund, State 

Oil Fund of the Republic of Azerbaijan (SOFAZ). We only count SOFAZ's liquid assets in our calculations 

and exclude the 20% of GDP-equivalent exposures that might be hard to liquidate if needed, such as the 

fund's domestic investments and certain equity exposures. We forecast the sovereign will remain in an 

overall net-asset position averaging 40% of GDP over our four-year forecast horizon.  

Key assumptions 

Macroeconomic conditions will remain steady. The country's economic performance could gradually 

improve over the next few years, following muted growth of about 1.4% in 2018. We forecast 2.5% real GDP 

growth in 2019 and about 3% in 2020 supported by a steady recovery in consumption and a cautious 

increase in business confidence following the initial delivery of the large gas field project.  

What to look for over the next year 

Problem loans are likely to reduce. Despite a moderate rebound of credit activity in 2018 (largely in the 

retail segment), Azerbaijan's banking sector is still affected by the aftershocks of the economic 

contraction and sharp currency depreciation after oil prices fell in 2014-2015. This has manifested as 

elevated credit costs and increased nonperforming loans (NPLs) on banks' balance sheets. Owing to the 

large shadow economy, it's difficult to assess the debt-servicing capacity of economic agents and the true 

level of problem loans. However, the domestic regulators reported NPLs as representing about 11% of 

system loans at mid-year 2019. We believe that problem assets have peaked, however, the recovery phase 

will take longer. Household debt constituted 6.7% of GDP at mid-year 2019, and corporate debt 9.7%, 

which is lower than in other peer countries. 

We expect muted credit activity. The correction will continue having a pronounced effect on the banking 

sector at least through 2019. Elevated credit losses will likely persist, although at a lower magnitude than 

recent years. We expect modest credit growth of 5%-10% from 2019-2022.  
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Bahrain 
A Negative External Position Clouds The Banking Sector’s Outlook 

Key takeaways 

− Further deterioration in Bahrain's external position poses a major concern to the outlook for the 
banking sector. Asset quality indicators could deteriorate if there is a further correction in real estate 
prices. 

− The funding profiles of banks are resilient, since shareholders provide strong ongoing support. 

− Profitability is under pressure because margins remain muted while cost of risk could increase. 

Key credit drivers 

External vulnerabilities remain a concern. We remain cautious regarding the ongoing deterioration of 

Bahrain's external position and its potential impact on the domestic banking system. The Central Bank's 

low external reserves, and the country's increasing dependence on support from the Gulf Cooperation 

Council (GCC) are adding to risks. Funding risk for Bahraini retail banks are increasing, as shown by the 

increase in net external liabilities. Mitigating risk to a certain extent are the stable deposit base, high 

amount of government deposits, and strong ongoing funding support from parents for major government-

owned banks. 

Further correction in real estate prices could dampen asset quality metrics. We expect real estate prices 

to continue to fall due to excess supply. We believe most of the asset price correction has worked its way 

through the banking system, though we could see a marginal increase in cost-of-risk for most banks 

operating in Bahrain, since we could see some nonperforming loans materializing from migration of Stage 

2 loans. 

Key assumptions 

Twin deficits continue to hamper Bahrain's outlook. We expect real economic growth to reach 2.3% in 

2020, up from 1.8% in 2018, which saw a reduction in oil production due to maintenance of existing oil 

fields. We expect that the government’s fiscal consolidation measures could act as a drag on growth, and 

potentially weigh on consumer confidence. We view Bahrain's fiscal and external positions as key 

vulnerabilities.  

Stiff competition among retail banks will continue. Competition will likely limit the scope for growth at 

banks and continue to pressure margins amid a declining interest-rate environment. 

What to look for over the next year 

Credit is growing but profitability is under pressure. We expect 2020 credit growth to increase to mid-

single digits, mainly driven by the manufacturing and real estate sectors, with a raft of large infrastructure 

projects planned in the near term. We expect margins to remain fairly flat or fall slightly because of 

declining global interest rates. We also foresee a continued marginal increase in cost of risk related to 

higher nonperforming loans.  

Consolidation of the banking system could become a reality at some stage. Bahraini authorities have 

been increasingly encouraging consolidation across the sector. However, because of a lack of common 

shareholders among local retail banks, it is not happening. That said, a less supportive economic 

environment could push some banks to explore the possibility of mergers. 
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Belarus 
Macroeconomic Stabilization Supports Asset Quality 

Key takeaways 

− We expect both Belarus' economic performance and the debt-servicing capacity of key corporate 
borrowers will remain stable in 2019-2020. 

− Asset quality will likely stay on an even keel, with problem assets at about 12% of total loans. 

− Systemwide funding remains exposed to foreign currency risk. About 60% of system deposits are 
denominated in foreign currency and we do not expect this to decrease quickly. 

Key credit drivers 

High dollarization increases vulnerability to external shocks. The share of dollar-denominated loans and 

deposits has decreased in the past year but remains high, at about 47% and 56% of the total, respectively. 

Even domestic public debt is predominantly denominated in foreign currencies. Although most foreign 

currency-denominated loans are granted to borrowers with foreign-exchange cash flows, the operating 

environment is still uncertain, while domestic capital markets are underdeveloped.  

Balance-of-payments and fiscal risks are still elevated. Although current account deficits have 

moderated, averaging about 2% of GDP, the stock of accumulated external debt remains high at about 

65% of GDP. The majority of this debt, in both the public and private sectors, has a heavy repayment 

profile, and remains subject to rollover risk. The fiscal position remains comparatively weak and 

characterized by a multitude of downside risks. These include persisting disagreements between Russia 

and Belarus on the terms of oil and gas supplies and the implications for Belarus of the so-called tax 

manoeuver if the two countries do not agree on compensation. 

Key assumptions 

A moderately supportive macroeconomic backdrop is helping to stabilize the banking system. Belarus' 

macroeconomic fundamentals have stabilized somewhat, in that the government has maintained a flexible 

exchange rate. The economy will grow by about 1.2% in 2019 and close to 2% in 2020, while inflation is 

stabilizing at 6%, compared with double digits before 2017. Macroeconomic stabilization overall could 

support the asset quality of Belarusian banks.  

What to look for over the next year 

Reduced state support reveals the sector's true asset quality. Belarusian banks' asset quality is likely to 

be stable over the next two years, given the recovery (albeit slow) of the economy. Reducing directed 

lending, coupled with cleaning up a sizable portion of accumulated problem loans, could help the banking 

system get into better shape in the longer run. We estimate problem loans (measured as Stage 3 plus 

purchased and originated credit-impaired loans defined under IFRS) are about 12% of banks' portfolios. 

Retail lending has gained momentum. Belarus' banking sector's gross loans will grow by about 10%-12% 

in 2019, largely driven by retail loans. We expect retail lending growth in 2019-2020 to slow to about 15%-

18%, after a spike of 28% in 2018, which was largely driven by delayed demand after the economic 

turbulence of 2015-2016. Consumer demand rebounded quickly in 2016-2018 due to decreasing interest 

rates and the banks' restored appetite for consumer finance. We therefore think that delayed demand has 

been met. Moreover, a lack of funding sources will also cool growth rates in retail lending. Despite 

remarkable growth, the ratio of household loans to GDP in Belarus remains moderate when compared 

globally, at about 10%-11%. 
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Croatia 
Despite Progress, Asset Quality Will Remain A Key Issue 

Key takeaways 

− The still high indebtedness of the Croatian private sector, and banks’ more aggressive lending and 
underwriting standards than elsewhere in Central and Eastern Europe (CEE) will keep credit risk 
structurally high. 

− Banks' funding profiles are balanced, given increased domestic deposits and gradual recovery in 
lending activity. 

− We expect banks will receive capital, liquidity, and operational support from foreign strategic 
shareholders if needed. 

Key credit drivers 

Nonperforming exposures (NPEs) are higher than peers'. Despite a supportive macroeconomic 

environment in Croatia, we think NPEs will remain higher than in most CEE countries, at 6.3% by 2021, 

from about 9.2%, in June 2019. This is because the Croatian private sector has not yet fully recovered from 

the past recession. Over the past four years, most NPE reduction has come from disposals, but we expect 

sales of NPEs to gradually decline compared with the past.  

Lending and underwriting standards are weaker than in most eurozone countries. Croatian banks have 

demonstrated aggressive lending and underwriting standards in the past, notably with respect to credit 

growth. Most Croatian banks’ loan books are exposed to a few specific sectors and singles names, 

reflecting the small overall size of the economy. This issue came to light in early 2017 with Agrokor's 

liquidity crisis, which affected banks' credit quality. 

We expect support from foreign shareholders. Foreign strategic shareholders are likely to remain 

committed to supporting their Croatian subsidiaries and keeping Croatian banks profitable, adequately 

capitalized, and well-funded from customer deposits, even assuming continued credit growth. 

Key assumptions 

The macroeconomic environment is supportive. We estimate 2.9% growth of GDP in 2019, based on 

strong domestic demand. Croatia continues to experience a benign macroeconomic environment that 

started in 2015. That said, we expect economic growth will moderate at about 2.5% on average in 2019-

2022, following the EU’s projected cyclical slowdown. 

Ongoing private sector deleveraging eases banks’ funding needs. In addition, domestic customer 

deposits have constantly increased over the past six years and now represent the main source of funding 

(82% in 2018). We expect Croatian banks will remain self-financed, amid a gradual pickup in lending. 

What to look for over the next year 

Credit losses are likely to remain higher than peers'. We anticipate that asset quality will remain a key 
issue for the Croatian banking sector. Banks' recent rapid increase in cash loans could generate further 
losses, particularly if economic conditions were to materially weaken. As a result, we forecast that credit 
losses will be high, at about 90 basis points (bps) per year in 2019-2021 from about 63 bps in 2018. 

We expect banks will remain profitable. We anticipate return on equity will be flat, at about around 8.0%-

9.0% by end-2021, from 8.7% at end-2018. Some improvement in fees income and efficiencies should 

offset pressure on banks' margins and absorb some increase in cost of risk.  

Domestic banks’ new lending activity will continue to pick up. We expect a preference for the household 

sector and kuna-denominated loans. As of December 2018, about 40% of customer loans were in domestic 

currency, up from 34% in 2016, and this share should continue to rise. 
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Czech Republic 
Stable Credit Fundamentals Amid Favorable Macroeconomic Sentiment 

Key takeaways 

− Heathy economic prospects provide a favorable environment for Czech banks. 

− Subsiding growth in residential property prices limits the risk of a property bubble buildup. 

− The banking system is well capitalized, generating solid and sustainable risk-adjusted profit. 

Key credit drivers 

Weaker external demand for Czech exports would hurt the economy. As a small open economy, the 

Czech Republic remains highly exposed to the economic developments of its key export partners, 

particularly Germany. A tightening global trade environment, especially for the automotive sector, could  

be quite significant for the Czech Republic, especially if Germany was affected, considering that almost 

one-third of Czech exports end up there.  

The pace of residential property price growth is also key. Although not our base case, if real estate price 

growth were to return to an accelerated pace, it could lead to a buildup of economic imbalances.  

Key assumptions 

We forecast stable macroeconomic conditions. We expect the Czech Republic's economic growth to 

moderate at about 2.5% on average in 2019-2022, due to visible supply-side constraints, particularly in 

the labor market, but growth should be supported by strong domestic demand. 

Effective regulation of the Czech National Bank (CNB) will temper growth in mortgages. The CNB's 

toughening recommendations on loan-to-value, debt-to-income, and debt service-to-income for mortgage 

loans will slow down new mortgage loan origination, thus containing credit risks.  

Net external banking sector debt is elevated. We believe that the high level of nonresident deposits at 

Czech banks since 2017 will likely remain in place in 2019-2020, reflecting persisting differences in 

interest rates compared with the Eurozone.  

What to look for over the next year 

Regulatory changes will increase banks' loss-absorbing capacity. The bank regulator is planning to 

finalize individual targets for minimum requirement for own funds and eligible liabilities (MREL) and give 

more clarity regarding banks' resolution. 

Asset quality is likely to deteriorate slightly. We believe that nonperforming loans (NPLs; loans over 90 

days overdue) could rise slightly, but not beyond 3.5% in 2019-2020, while we think credit costs will turn 

positive, but remain below 30 basis points.  

Earnings should be stable. We expect the interest margin to remain at about 2% in 2019-2020, supported 

by an increased repo rate to 2%, targeted growth in fees and commissions, contained growth in expenses, 

and low credit costs.  
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Egypt 
Banks' Creditworthiness Is Linked To The Sovereign's 

Key takeaways 

− Inflation is trending down to 10% after double-digit growth in recent years.

− The proportion of the economy using financial services is low.

− Banks' net interest margins will likely to recover as costly legacy certificates of deposits mature. 

Key credit drivers 

We see high direct exposure to the sovereign. Significant investments in government securities have 

supported banks’ profitability in previous years, while strengthening their link to the sovereign. For some 

banks, direct exposure to sovereign bonds exceeds 30% of total assets. Although we expect customer 

loans will outgrow sovereign debt in the coming years, we anticipate the latter will remain sizeable.  

Banks are focusing on corporate lending. The Central Bank of Egypt (CBE) is taking measures to boost 

financial inclusion in the retail and small and midsize enterprise (SME) sectors, which are currently 

underbanked. However, we believe banks’ loan books will remain concentrated in the corporate sector in 

the near term.  

Key assumptions 

Economic conditions will improve. We expect Egypt's economy to expand by 5.5% in 2020, thanks 

primarily to increasing infrastructure-related investments, natural gas production, and a rebound in 

tourism. 

Asset quality will improve alongside economic growth. We forecast manageable credit losses for 

Egyptian banks in 2019, of 150 basis points (bps)-170 bps, notwithstanding increased lending to SMEs 

and potential loan reclassifications due to the adoption of International Financial Reporting Standards 9. 

We estimate that the nonperforming asset ratio will be below 5% by next year.  

What to look for over the next year 

Inflation targeting may beef up credit demand. The CBE targets an inflation rate of 9% (with a 3% margin) 

by December 2020. We anticipate that, should the CBE succeed in managing inflation, it could further cut 

policy rates, thereby boosting credit demand from the private sector. 

Systemwide lending to SMEs is set to pick up. The CBE mandated banks to increase SME lending to at 

least 20% of their loan books by year-end 2020. Some of the biggest institutions have already achieved or 

are close to this threshold, and we anticipate more will follow as the deadline approaches, eventually 

easing asset concentration.  

Fintech as an opportunity. New technologies could play a key role in improving financial inclusion. In 

particular, we understand that the main Egyptian players will increasingly leverage instruments such as 

mobile banking applications and digital branches to foster the growth of the retail banking segment. 
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Georgia 
Strong Credit Growth Will Gradually Slow Down 

Key takeaways 

− Georgia's resilient economy will likely expand by around 4% in the coming years, but the upcoming
parliamentary elections may create some volatility. 

− Following five years of material debt increases, we expect credit growth to slow down in 2020-2021. 

− Dollarization remains an overarching risk for the banking sector, despite some improvement. 

Key credit drivers 

Economic growth will continue.  Georgia's small open economy, with a fairly low GDP per capita of around 

$4,300 in 2019, managed to deliver strong growth of around 3.95% per annum over 2015-2019. This was 

despite the slowdown of major trading partners. 

The U.S. dollar is still a preferred currency. About 56% of the banking sector's loans and 63% of liabilities 

are denominated in foreign currency as of June 30, 2019. Since most borrowers do not use hedges this 

exposes banks to currency-induced credit risk.  

Banking supervision is adequate. Georgia's institutional framework remains better than peers’. Its central 

bank adopted Basel III standards and maintains wide discretion over Pillar II requirements for banks. It has 

actively pursued macroprudential measures, including strict requirements for retail lending in 2019. 

Key assumptions 

Investments and policy will drive the economy. We project Georgia's real GDP will increase by 4% yearly 

in 2020-2021, owing to prudent policymaking, high investment, and reform momentum. We expect GDP per 

capita will strengthen to around $4,700 over that period.  

The pace of lending will likely cool. Tighter lending requirements, higher reserving needs for foreign 

currency liabilities, and already high leverage in the economy are likely to depress credit growth. We 

anticipate credit will expand by 14% per annum in 2020-2021 compared with 19% in 2013-2018, with a 

gradual reduction of the share of foreign-currency loans. 

Household debt is set to stabilize. With tighter retail lending requirements in 2019 that effectively banned 

express lending, households have started deleveraging this year. We expect debt levels to stabilize in 

2020. 

What to look for over the next year 

The 2020 elections may affect credit conditions. Although we believe the National Bank of Georgia 

remains largely independent of the country's politics, we cannot rule out the possibility of pressure on the 

local currency due to political volatility in the run-up to the parliamentary elections. 

Corporate leverage will keep rising. Lending to corporates and small and midsize enterprises will stay 

strong, due to large investment plans. We will monitor the increase in private sector debt and potential 

impact on credit risk in the economy. 

Competition will focus more on services. Since TBC Bank and Bank of Georgia have been increasingly 

developing digital services to construct so-called ecosystems, the competition for retail clients will 

intensify, further challenging the position of smaller institutions.  
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Hungary 
Banks Face Housing Market Risks Amid Strong Fundamentals 

Key takeaways 

− Booming real estate prices expose banks to cyclical risks but the quality of mortgage lending has 
improved. 

− Solid economic fundamentals, especially low unemployment and rising wages, provide a favorable 
economic backdrop. 

− A regulatory sandbox for fintech challenger banks should foster innovative digital banking solutions.

Key credit drivers 

We see rising risks of economic imbalances from rapid house price growth. Residential property prices 

have surged since 2015, though less so outside Budapest. Real house prices increased by almost 50% over 

the past three years. Although house price increases in Hungary stand out in an EU comparison, the 

correction of the housing market following the crisis was also significant in 2008-2012.  

Key assumptions 

Macroeconomic conditions will be only slightly weaker. We expect growth to decelerate under the weight 

of external demand and the effects of structural challenges, including a tight labor market. In turn, we 

expect house price growth could also slow down.  

Credit risk in the economy is decreasing, due to rising wealth. Thanks to a long period of strong economic 

growth, record low unemployment rates, and rising real wages, per capita wealth has increased. Combined 

with still relatively low private-sector debt, this mitigates risks in the banking sector.  

Regulatory measures will likely support the banking sector’s stability and resilience. Besides tightening 

macroprudential measures to encourage mortgage lending with lower leverage and longer, fixed rate 

periods, the central bank is also fostering the use of longer-term funding sources, such as covered bonds, 

to finance mortgage lending. It has also introduced a program to boost Hungary’s debt capital market and 

explore innovative solutions.  

What to look for over the next year 

Residential real estate prices will start to cool. As the economy starts to decelerate, we expect house 

price growth to slow down. Thanks to the Hungarian central bank’s macroprudential measures, we expect 

no easing of lending conditions for mortgage loans, even though demand might decline. 

Slowing economic growth could weigh on profitability.  After several years of extraordinary profitability, 

with the banking sector's return on equity exceeding 15% in 2018, banks’ lending prospects could weaken 

if economic growth slows. Risk costs might also rise, potentially leading to somewhat weaker profitability. 

The labor market is showing signs of overheating.  Several years of strong growth have translated into 

strong wage increases. We expect inflation to have peaked in the second quarter of 2019, but we will 

monitor future wage and inflation developments and the central bank's response. 
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Israel 
Stable Operating Performance Under Supportive Economic Conditions 

Key takeaways 

− Moderating house price increases and tight mortgage lending standards are helping reduce economic 
imbalances. 

− We expect broadly stable financial performance backed by solid growth, sound asset quality, and 
improving efficiency. 

− In our view, increasing competitive pressure from nonbank players is unlikely to significantly weaken 
industry stability at this stage. 

Key credit drivers 

A small open economy that remains exposed to geopolitical shocks. Although Israel has not faced a 

recession in the past 15 years and managed to steadily increase GDP per capita to above $40,000, it 

remains exposed to geopolitical shocks and a rise in global protectionism. 

There has been an unexpected shift in house prices. A sharp rise in house prices coupled with volatility in 

commercial real estate could lead to resumed imbalances in the economy. That said, we currently 

anticipate a modest 2%-3% house price increase in 2020. 

We expect rising household debt and wealth inequality. The rapid growth in unsecured consumer 

lending, especially from nonbank players, could lead to a rapid accumulation of credit costs if 

unemployment and household debt rises considering the country’s wealth inequality. However, Israeli 

household debt to GDP is about 42%, which is still low when compared globally.  

Key assumptions 

Sustained economic growth will support the growth of the banking sector. We expect the Israeli 

economy will expand by 3% on average through 2022, stemming from private consumption linked to the 

strong labor market, corporate investments, and services exports. 

We expect a slight increase in credit costs after record low levels. After supportive economic conditions 

and corporate loan recoveries led to record low provisions, we now expect a rebound to about 0.3%. This 

will likely be spurred by an increase in consumer lending provisions and lower corporate recoveries.  

The banking sector is currently resilient to increasing competition from nonbank players. The local 

banking sector is stable and we currently don’t expect increasing competitive pressure from nonbank 

players to significantly weaken its stability through 2020. However, these pressures could affect 

profitability, especially in the retail and small and midsize segments where competition is intensifying. 

What to look for over the next year 

Profitability will be spurred by competition and control of operating costs. Banks will likely continue 

their efforts to control their operating costs to allow better absorption of credit cost increases. We also 

expect pressure on fees stemming from competition and the increasing shift to digital services. 

We expect higher investments in technology due to competition and new entrants. Israeli banks will 

continue to invest in technology, whether through improving their information systems or further 

developing their payment apps. 

Operational risk management is gaining prominence. We expect higher attention to and a further 

strengthening of operational risk management, which includes cyber risk, regulatory and conduct, and 

business continuity. 
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Jordan 
Stable Credit Fundamentals Amid A Challenging Environment 

Key takeaways 

− Economic and political challenges in Jordan and in the region will continue to weigh on banks' 
performance. 

− High household debt, banks’ concentrated loan books, and sluggish economic growth are the key 
concerns, in our view. 

− We expect broadly stable financial performance and moderate asset-quality indicators. 

Key credit drivers 

Economic growth is highly vulnerable to external factors. Jordan’s economic growth is tied to neighbors’ 

political stability, especially Syria, Iraq, and the Gulf region. Jordan's ability to buffer economic swings is 

limited because its economy is small and open, and household income is low. Jordan's large current 

account deficits have further constrained any government attempt to boost the economy.  

Banks have concentrated loan books. Given the small economy and corporate sector, banks are 

concentrated by single name and sector. In particular, banks' exposure to concentration and the real 

estate sector accounts for about 26% of their lending book.  

Jordan has high household debt. Household debt is high at 36% of GDP and credit quality is vulnerable to 

a sharp decline in real estate prices. However, we note that residential housing investment is mostly 

nonspeculative. 

Key assumptions 

No escalation in the region's political situation. Risks related to domestic political tensions and the 

Syrian conflict have eased, but remain elevated. Recent political developments have significantly affected 

foreign investment in the country, while weakened macroeconomic activity in the Gulf has also reduced 

remittances.  

Macroeconomic conditions to improve marginally. We expect Jordan’s real GDP growth to accelerate 

sligtly over the next couple of years compared with 2.2% in 2019. An upward trend in private credit growth 

is likely as the low credit demand from the private sector primarily reflected slow economic activity. 

What to look for over the next year 

A slight uptick in nonperforming loans. Anemic growth has led to fierce competition in the banking sector. 

Therefore, we expect loosened market practices, coupled with economic challenges including increasing 

unemployment (close to 20%), will result in a deterioration of asset quality. However, we believe that 

banks have sufficient buffers to absorb a future deterioration in cost of risk, and that the system’s 

nonperforming loans ratio--though increasing--will remain somewhat moderate, at below 6%. 

We see rising funding pressures. Jordanian banks are fully funded by core customer deposits but deposit 

growth remains sluggish due to low economic and income growth rates in Jordan and across the Gulf, 

which means tighter liquidity. We believe pressure is intensifying on the smallest banks, since their larger 

peers benefit from their stronger market entrenchment to attract new deposits. 
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Kazakhstan 
Banks May Need Additional Provisioning After The Asset Quality Review 

Key takeaways 

− The central bank has launched an asset quality review, which could reveal substantial additional
provisioning needs for some banks. 

− We expect banks' owners will bear primary responsibility for additional provisioning, supplemented by 
possible government support. 

− Despite favorable macroeconomic prospects and government support programs to stimulate lending,
we expect declining profits in the banking system. 

Key credit drivers 

Kazakhstan's economy depends heavily on commodity production. The oil and gas sector accounts for 

over half of exports and about 15% of GDP, exposing the economy to external shocks, such as a fall in 

prices of natural resources. 

Bank capitalization may deteriorate. The asset quality review covering the 14 largest banks could reveal 

substantial additional provisioning needs for some entities, which would have a negative effect on their 

capitalization. At present, further steps and corrective actions remain unclear. 

Kazakh tenge depreciation is a risk for banks. The Kazakh economy has high levels of dollarization, with 

about 30% of loans and 43% of deposits in foreign currency. Material tenge depreciation could have 

negative effects on asset quality, capitalization, and foreign currency asset/liability mismatches. 

Key assumptions 

We expect stable macroeconomic conditions. Economic growth will be 3.5%-3.7% in 2019-2021, in our 

forecast, supported by increases in oil production and exports.  

Nonperforming loans (NPLs) will remain high. Legislation is not conducive to large-scale write-offs: 

Recoveries of legacy NPLs are lengthy and small due to the inefficient judicial system, widespread fraud, 

and related-party lending. 

Consolidation is unlikely. We see a higher likelihood for banking sector cleanup through license 

revocation rather than consolidation through mergers and acquisitions (M&A), unless stimulated by the 

government. In our view, larger players have a limited appetite for M&A, while small foreign players are 

satisfied with their niche franchises. 

What to look for over the next year 

Credit costs are likely to remain high. We anticipate provisions for credit losses in the system will rise to 

about 5% of total loans in 2019, and remain high, at 3%-4% in 2020. By our estimate, Kazakh banks would 

need approximately Kazakh tenge (KZT) 1 trillion ($2.6 billion) to fully cover potential losses from NPLs--

either using these funds as new provisions, or offloading problem assets from the balance sheet. 

Owners will be actively involved in problem-loan resolution. Banks' owners will bear primary 

responsibility for additional provisioning, by either providing new capital or retaining earnings without 

dividend payments for a prolonged period, or other forms of support such as buying out problem assets. 

Profitability will take a hit. Net profit in the banking system will diminish, due to higher credit costs, 

narrowing margins, and investments in technology. We expect profitability metrics to suffer at many 

banks.  
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Kenya 
High Debt And Vulnerability To External Shocks May Dent The Recovery 

Key takeaways 

− Credit expansion will improve in 2020, following the lifting of the cap on interest rates. 

− High government debt levels and the country's vulnerability to external shocks could derail the 
banking sector’s recovery. 

− Sector stability will likely continue to be tested. 

Key credit drivers 

Fiscal performance and external vulnerabilities remain shadow risks. Kenya’s fiscal deficit will likely 

consolidate gradually toward 6% of GDP in 2020, with external debt used to fund the current account 

shortfall. Combined with its vulnerability to external shocks, this presents an additional risk to the banking 

sector's recovery.  

Credit growth will resume following the lifting of the cap on interest rates. Domestic credit growth will 

accelerate in 2020-2021 to 18% and will likely benefit the small and midsize enterprise (SME) sector. 

Lending sharply reduced to 3.5% in 2016-2018 after the regulator introduced its interest-rate cap in an 

effort to control the cost of lending.  

Sector stability will continue to be tested. Although top-tier banks have been resilient to the interest-rate 

lending cap, midsize banks remain under pressure to consolidate to ensure the viability of their business 

models. 

Key assumptions 

We expect good economic growth. We project real GDP growth will average 5.5% in 2019-2022, stemming 

from a diversified economic base and a strong private sector.  

Debt levels will likely remain high. We estimate general government debt will average 51% over 2019-

2022, with about half of the stock being external debt. Positively, foreign exchange reserves will stay 

broadly stable under our base-case scenario. 

We forecast accelerating loan growth. We anticipate credit growth will accelerate to 18% in 2020-2021, 

supported by consumer and SME lending. In addition, we forecast the sector’s credit losses will normalize 

at about 2% as credit expansion firms up in 2020. Asset quality and profitability will improve gradually as 

banks continue to focus on loan recovery. 

What to look for over the next year 

Higher credit intermediation is anticipated. We expect the SME sector will be an area of focus for Kenyan 

banks following the removal of the cap on interest rates. This will spur an acceleration of credit growth.  

We expect improving profitability and intensifying competition. Overall profitability will continue to 

strengthen in 2020 on the back of stronger macroeconomic conditions. At the same time, we expect 

greater competition among banks, with a focus on the retail space, as they leverage their digital 

transformation initiatives. 
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Kuwait 
A Stable Outlook Supported By A Wealthy And Conservative Foundation 

Key takeaways 

− Kuwait's economy is undiversified and vulnerable to volatility in oil prices but these risks are balanced 
by its relatively low fiscal and external breakeven oil price, with a relatively high GDP per capita. 

− The banking sector’s substantial exposure to real estate and construction remains a concern given 
recent lower real estate prices, although asset quality deterioration remains contained. 

− Banks are seeing steady profit growth, supported by marginal cost of risk, but this is partly offset by a
slight decline in margins. 

Key credit drivers 

Lending book concentration remains a concern. The banking sector’s substantial exposure to real estate 

and construction remains a concern, especially given the downward trend in real estate prices over the 

past few years. That being said, the potential effect remains limited, as shown by local banks' improved 

asset quality despite the prolonged price and volume correction, as well as the marginal reduction in real 

estate exposure.  

Adequate institutional framework with some progress. Although we continue to see the Kuwaiti 

regulators as relatively conservative, thanks to early adoption of international regulations, the banking 

system is still highly exposed to the real estate sector. We expect the full adoption of International 

Financial Reporting Standards (IFRS) 9 to be finalized in 2020, with regulators to keep the same 

conservative provisioning approach. 

Key assumptions 

A wealthy economy equipped to handle oil-price volatility. Kuwait's economy remains relatively 

undiversified and vulnerable to volatility in oil prices. However, the country has one of the lowest fiscal and 

external breakeven oil prices, with a relatively high GDP per capita compared with its Gulf peers.  

We expect steady economic growth. We estimate that real GDP growth will average about 2.5% annually 

over 2020-2022. This is based on our expectation of higher oil production and the multiple government 

investment projects planned. 

Banks will remain resilient. Despite muted economic growth and declining real estate prices, we expect 

the Kuwaiti banking sector to continue displaying resilience with stable profitability and improved asset 

quality. 

What to look for over the next year 

We expect steady credit growth. Lending volumes should be almost in line with 2018 or witness a slight 

uptick due to better project executions. We therefore expect the loan book to expand by mid-single digits 

in 2019.  

Profitability should remain stable. Margins should begin to tighten as the funding cycle reprices and due 

to expected rate cuts. Despite exposure to real estate prices, we expect asset quality metrics to remain  

contained, given the stringent provisioning charges and high buffers. Finally, we expect a slight 

normalization in cost of risk to provide further support for bottom line growth. 

1.3% 1.3% 1.4%

1.3% 1.3% 1.3%

4.2%

5.0% 5.0%

Primary Credit Analyst 
Zeina Nasreddine 
Dubai 

zeina.nasreddine@spglobal.com 

+971-4-372-7150

Kuwait 

Loan growth 

NPA ratio  

RoAA 

20
18

a 

20
19

e 

20
20

f 

Loan growth – Growth in system wide 
loans. 

NPA ratio – Nonperforming assets as a 
% of system wide loans. 

RoAA – System wide return on average 
assets. 

mailto:zeina.nasreddine@spglobal.com


Global Banking Outlook 

spglobal.com/ratingsdirect November 18, 2019 69 

Lebanon 
Rising Liquidity Pressure And Declining Customer Confidence 

Key takeaways 

− We continue to see very high risk linked to banks’ very large sovereign exposure, especially given the 
uncertainty regarding policymakers' ability to undertake macroeconomic reforms. 

− Intensifying deposit outflows indicate an increase in risks. 

− Pressure on profitability and capitalization is stemming from the rising cost of funds, new taxes, and 
banks' vulnerability to sovereign creditworthiness. 

Key credit drivers 

Very high direct exposure to Lebanon, banks’ largest borrower, is the main rating constraint. Lebanon-

based banks continue to use large deposit inflows to buy domestic government debt or place funds with 

central bank Banque du Liban (BdL). Exposure to the structurally highly indebted sovereign therefore 

dominates their asset portfolios (low loan-to-asset ratio of 31% at July 31, 2019) including banks’ 

placements at BdL, which account for 57% of total assets as of July 31, 2019.  

The deposit base is eroding in a volatile and confidence-sensitive environment. Lebanese banks are 

experiencing rising liquidity pressures. We understand that the deposit erosion that started in first-half 

2019 has recently intensified. This has happened because of recent political developments, protracted 

social unrest, prolonged bank shutdowns, and individual banks reportedly placing some restrictions on 

specific transfers and operations. 

Key assumptions 

The economy will remain subdued. We expect GDP growth will remain subdued in 2020. Uncertainty 

regarding the political transition and reform implementation weigh on the economic outlook and 

nonresident depositor and foreign investor confidence.  

Core deposits will continue dominating the funding profile. Lebanese banks are wholly funded by 

customer deposits, which are largely recycled into domestic government and central bank securities and 

long-term deposits. The liquidity of these instruments could prove uncertain given the increased volatility.  

Capitalization is declining. Banks' capitalization is vulnerable due to their large exposures to a sovereign 

with weak creditworthiness.  

What to look for over the next year 

Earnings will remain largely shaped by yields offered by BdL. The banking sector's profitability will 

continue to depend structurally on the high yields offered by BdL on its deposits and certificates of 

deposit. We also expect additional pressure on profitability in 2020 due to higher taxes, lower interest 

margins (increased cost of funding), and the severe economic slowdown. 

Credit growth at commercial banks will remain weak in 2020. In our view, a combination of high interest 

rates on lending and a sluggish economy will limit credit growth. We expect commercial banks to continue 

deleveraging in 2020.  
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Morocco 
Resilient Fundamentals Help To Address Potential Headwinds 

Key takeaways 

− Moroccan Banks have demonstrated stable performance in recent years while expanding outside of
their domestic market. 

− Sluggish private sector growth, concentration risk, and depressed deposit collection are the main 
risks. 

− We expect stable asset-quality indicators and steady financial performance. 

Key credit drivers 

A lower middle-income economy burdened by high social needs. We think that Morocco's economy is 

still skewed toward cyclical sectors--particularly agriculture and real estate. This leaves economic 

performance vulnerable to weather patterns and external shocks. 

The Moroccan banking system is one of the largest and most concentrated in North Africa. The quality of 

supervision and regulation has strengthened over the past few years, with the central bank adopting a 

proactive stance in controlling liquidity, capitalization, and asset quality. 

Expansion in Africa brings diversification benefits but is also a source of risk. Large Moroccan banks 

have expanded rapidly into the rest of Africa, where the risks are typically higher than in Morocco. 

Key assumptions 

We expect modest private sector credit growth. Last year’s pickup in credit growth conceals 

discrepancies in the economy. Although banking credit to the public sector and households increased by 

4.4% and 4.1% respectively, lending to nonfinancial corporates remained sluggish at 0.3%. We expect 

credit growth of about 3% in 2020 on the back of the global slowdown and stagnant real estate prices.  

The Moroccan banking system will show steady performance. Despite the volatile environment, the 

consolidated banking sector reported an average return on equity of 10.8%, with an adequate solvency 

ratio of 14.7%. For 2020, we believe that resilient revenue and modest cost to income will offset a potential 

higher cost of risk stemming from International Financial Reporting Standards 9 implementation. 

Vigilance will be required to manage nonperforming assets (NPAs). Although the NPA coverage ratio 

appears adequate (averaging 69% in 2018), we acknowledge material pockets of risk from concentrated 

exposure and foreign expansion.    

What to look for over the next year 

The continuous building of the regulatory framework. The regulators plan to strengthen their regulatory 

framework pertaining to NPA classification, crisis resolution, and cooperation with foreign regulators. We 

also expect further strengthening of the anti-money laundering/combating the financing of terrorism 

framework. 

The transition to a flexible exchange-rate regime. In the context of depressed deposits growth, reduced 

interbank liquidity has led the central bank to provide extensive support through repurchase facilities and 

lower mandatory reserve requirements. We expect the central bank will adopt a cautious stance on 

widening the currency band.   
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Nigeria 
Slow Recovery And Unpredictable Institutions Are Key Constraints 

Key takeaways 

− Slow economic growth is stalling the banking sector's recovery. 

− Banks are vulnerable to U.S. dollar outflows, given their high net external debt. 

− Additional capital requirements are unlikely to affect top-tier banks.

Key credit drivers 

High dependence on the oil sector. Nigeria’s economy remains largely dependent on the hydrocarbon 

industry, accounting for 90% of exports and at least half of fiscal revenues. Combined with its sensitivity to 

currency depreciation and high inflation, this exposes the banking sector to high economic imbalances and 

short credit cycles.  

Loan book concentration exacerbates the risks. Banks are vulnerable to asset-price shocks and asset-

quality problems that are further exacerbated by high single-name and industry concentration risks. In 

addition, governance issues in the wider economy, including both public and private sectors, could create 

systemic risks when the cycle turns. 

Reliance on external funding. Nigerian banks face additional liquidity risks because of the dual-currency 

nature of their balance sheets, and high net external debt. This could cause potential pressure on their 

U.S.-dollar liquidity when foreign currency reserves drop because of declining oil prices. 

Key assumptions 

Slow economic growth. We project real GDP growth will average 2% in 2019-2020. We forecast the 

banking sector’s credit losses will normalize at about 2% amid broadly flat or marginally positive credit 

growth in real terms in the same period.  

Muted loan growth. We anticipate muted real credit growth in 2019-2020, supported by consumer 

lending. Asset quality and profitability will continue to improve across the sector as banks’ nominal loan 

growth accelerates in 2020. 

High external debt. Gross banking sector external debt will remain high, above 50% of total loans, amid 

the stabilization of the naira exchange rate. 

What to look for over the next year 

We expect stable profitability. We expect the overall stability of the banking system and profitability will 

continue to strengthen in 2020, on the back of more stable macroeconomic conditions.  

Distortions created by the central bank are likely to persist. Additional capital requirements to mitigate 

the effect of the naira devaluation in 2017 will largely affect smaller banks. We expect top-tier banks will 

continue to manage their Tier 1 ratio at around 18% on average. This could spur some further 

consolidation among small banks as scaling business becomes essential. The 1% capital charge for 

domestic systemically important banks is likely to be reintroduced as well. 

A higher focus on retail. We could see greater focus on the retail space as banks leverage their digital 

transformation. In addition, the government plans to introduce a single national identifier for the 

population and to allow banks to access to customers’ assets across the system in case of nonpayment. 
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Oman 
Resilient Asset Quality Despite A Weak Operating Environment 

Key takeaways 

− An ongoing price correction in the property market, coupled with retail segment pressure stemming
from the relatively high debt of Omani households, will lead to increased credit losses. 

− Elevated fiscal and external deficits will result in rising external debt and a weaker ability to support
the banking system. 

− Banks continue to rely significantly on public sector deposits. 

Key credit drivers 

Private sector indebtedness is high. Oman’s high private sector indebtness and declining property prices 

pose risks for banks, particularly in the current economic downturn. Housing prices have moderated in 

major cities as well as in lower-tier cities. We estimate the price decline at 20%-25% in the past four years 

nationwide.  

Banks rely heavily on public-sector deposits. Omani banks are predominantly funded by domestic 

customer deposits and make limited recourse to external funding. Customer deposits also include funds 

from the government and related enterprises (more than one-third of total deposits).Despite being highly 

stable historically, these funds are vulnerable because of Oman's high government and current account 

deficits. 

Key assumptions 

Growth remains vulnerable to oil-price volatility. Oman's economy is largely concentrated on the 

hydrocarbon sector, estimated at close to 35% of nominal GDP. Production cuts and geopolitical tensions, 

coupled with trade-related frictions, continue to entrench volatility of oil prices. We expect GDP growth of 

2.2% in 2020. 

Oman has a neutral geopolitical stance. Geopolitical tensions in the Gulf are likely to persist and possibly 

even increase due to ongoing tensions between Gulf Cooperation Council countries and Iran. However, this 

is somewhat mitigated by the country's neutral stance when it comes to regional disputes, such as the 

conflict in neighboring Yemen, or the boycott on Qatar.  

The government remains supportive. Despite its elevated fiscal and external deficits, we expect the 

government to remain supportive of its banking system, given its importance for the financing of the Omani 

economy.  

What to look for over the next year 

Credit growth should be steady. Despite the slow economic growth environment, we expect loan books 

will expand in the mid-single digits in 2020, mainly driven by household and private sector loan growth. 

Credit losses expected to increase. We expect an increase in Omani banks' nonperforming loans (NPLs) 

and credit losses in 2020-2021, with the soft real estate market and high household debt pushing the NPL 

ratio close to--albeit not above--4% over the next two years. 

Bank profitability is likely to decline. Margins should begin to tighten as Oman eases its monetary policy 

in line with U.S. Federal Reserve rate cuts. This could result in a decline of 10 basis points (bps)-15 bps in 

Omani banks' average net interest margins. Lower margins, combined with higher credit losses, would lead 

to a decline in net profits for Omani banks. 
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Poland 
A Fast-Growing Economy, But Litigation And Profitability Are Issues 

Key takeaways 

− A broad-based and well-balanced economy, with continuously rising GDP and real wages, and record-
low unemployment. 

− A sizable legacy Swiss-franc mortgage portfolio remains the main source of litigation risk and related 
costs for several midsize banks over the coming years. 

− Profitability pressures from the low-interest-rate environment are accompanied by a government-
imposed banking tax based on balance-sheet size. 

Key credit drivers 

Legacy Swiss-franc mortgage loan portfolios could be a burden for some banks. Banks' exposure to 

mortgage loans denominated in foreign currency remains high, at 12% of total nonfinancial sector loans 

on June 30, 2019. Given a recent European Court of Justice decision allowing annulment of some mortgage 

contracts, there's a clear latent risk of costs, despite these portfolios' low level of nonperforming loans.  

Economic imbalances could increase. Residential real estate price growth accelerated over 2017-2018, 

to about 6%-7% in real terms, returning prices to the 2008 all-time high. We note that Poland's wage 

levels are higher than 10 years ago but a further high increase in prices, fueled by lending, may create 

economic imbalances.  

The state controls about 40% of the banking system through direct or indirect ownership. As a result, 

the strategies of these banks could change depending on the stage of the economic or political cycle. For 

example, underwriting or pricing could be affected in an economic downturn. 

Key assumptions 

Poland's economy is set to further expand in the medium term. We forecast the Polish economy will grow 

by 4.3% in real terms in 2019 and over 3% in 2020-2021. Fiscal stimulus, EU-funded public investment, 

and real wage increases should contribute to headline GDP growth, despite a potential weakening in 

Poland's most important trading partner, Germany.  

The banking sector has maintained solid capitalization under proactive supervision. In our view, the 

Polish regulator will remain protective with regard to the financial standing of the banking sector. For 

example, banks need high capital buffers and must pass regulatory stress tests to be allowed to pay 100% 

of earnings as dividends. None of Poland's top-10 banks were able to do so in 2019. 

Funding predominantly comes from deposits. We believe customer deposits will remain the main source 

of funding in the Polish banking sector. Systemwide core customer deposits represented about 92% of 

systemwide loans as of end-2018. Saving via banks is a tradition that has continued in the country. 

What to look for over the next year 

Banks provisioning related to Swiss-franc-loan litigation. We will monitor whether Polish courts start to 

rule in favor of borrowers, whether those rulings lead to a significant increase in banks' provisioning, how 

widespread the potential burden will be, and to what extent it will affect systemic banks.  

Issuance plans due to minimum requirement for own funds and eligible liabilities (MREL). Banks have 

received their MREL requirements and we expect them to start planning issuance of eligible instruments 

over the next year. 

Potential disruption of competitive dynamics. High state control in the banking sector could lead to some 

market distortions. However, we have not yet observed a negative impact from the government's 

ownership of a comparatively large share of banks. 
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Qatar 
Asset Quality Under Pressure From Boycott 

Key takeaways 

− Asset quality is expected to deteriorate slightly because of the decline in the real estate, construction,
and hospitality sectors. 

− The significant reliance on external debt remains a concern given increasing regional geopolitical risk.

− Strong and timely support from the government is a mitigating factor. 

Key credit drivers 

We expect a slowdown in deposit growth. Qatar's population is small, limiting the availability of retail 

deposits. The government, public-sector entities, and external parties are major depositors in the local 

market. As external funding flows return to the system, we think the government will take back some of the 

money it has injected over the past 18 months.  

External debt is increasing again. Systemwide net external debt has continued to increase and exceeded 

pre-boycott levels in March 2019. However, most of the increase has come in the form of interbank 

deposits, which we consider volatile. Nevertheless, the strong supportive stance of the government 

somewhat mitigates the associated risks.  

Credit conditions are deteriorating. A key source of risk for Qatari banks lies in the health of the real 

estate, contracting, and hospitality sectors. We believe the ongoing boycott is having a negative effect on 

these sectors and will likely result in an additional slight deterioration of asset quality indicators in 2020. 

Key assumptions 

Government investments should support economic growth. We expect investments related to the 

government's sizable infrastructure program will continue to support economic activity, with real GDP 

growth projected at 2.1% in 2020.  

Government support continues to be key. In our view, the country will pursue prudent macroeconomic 

policies that support large recurrent fiscal and external surpluses in 2020. In addition, we think the 

government will continue to take proactive measures to avoid any buildup of liquidity stress in the banking 

system. 

What to look for over the next year 

We expect heightened credit risks. We expect credit losses for Qatari banks will continue to be spurred by 

the health of the real estate, contracting, and hospitality sectors, which are under pressure due to the 

ongoing boycott. We see a positive correlation between any potential escalation or de-escalation of the 

boycott measures and the expected deterioration or stabilization of Qatari banks' asset-quality indicators. 

In our base case, and given the rising geopolitical risk in the region, we expect that credit losses and 

systemwide nonperforming loans will increase slightly.  

We see risks from banks' high dependence on external funding. The reverse in external debt outflows is 

leading to a rise in risk. This increases the Qatari banking system's vulnerability to geopolitical and event 

risks.  

New bank entrants are unlikely to emerge. Qatari banks' market shares are stable, and we think the 

likelihood of new entrants is low. The number of local banks is relatively limited, given that the top three 

account for approximately 60% of the banking sector's domestic assets. We see mergers as unlikely in the 

near term, given the fragmented shareholder structures and the limited number of players in the Qatari 

market. 
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Russia 
Strong Growth In Retail Lending Will Support Asset Growth Through 2020 

Key takeaways 

− We expect strong growth in retail lending--driven by mortgage lending and unsecured consumer
lending--to continue but slow down from about 20% in 2019 to 15%-18% in 2020. 

− Although access to external market funding remains limited due to economic sanctions, domestic 
deposits are a stable source of funds to the banking sector. 

− Large state-owned banks will continue dominating the market, distorting the competitive 
environment. 

Key credit drivers 

Despite somewhat weak economic growth, strong retail lending growth will support new business 
volumes and margins. We expect economic growth of 1.3% in 2019, before rebounding to average 1.8% in 

2020-2022 thanks to higher public investments and expected monetary easing. Although a pick-up in new 

lending will continue strengthening the banking sector's profitability, the increase in unsecured consumer 

loans is a potential risk area given the high income disparity and weak dynamics of disposable income over 

the past five years. We think that the central bank aims to keep related risks under control by tightening 

respective regulation.  

Russian banks’ funding base stability has improved. We believe that funding stability has improved, 

supported by stable and increasing domestic deposits over the past three years. In addition, the sector's 

external funding is small and has been gradually diminishing, making Russian banks less vulnerable to the 

refinancing risk usually associated with large wholesale borrowing. This mitigates the related currency 

risk, especially given that access to external capital markets remains limited for Russian banks because of 

economic sanctions. We also consider that the regulator has a range of tools and mechanisms at its 

disposal to stabilize liquidity in the sector. The efficiency of these tools has been successfully tested over 

the past 10 years.  

The dominance of large state-owned banks is expected to continue. We do not expect any meaningful 

privatization in the next two years, which means that large state-owned banks will continue dominating 

the sector and distorting the competitive environment. This will make small private banks vulnerable in 

terms of their ability to increase new business and prone to panic-driven deposit outflows. 

Key assumptions 

Strong lending growth will continue over the next few years. We forecast lending growth of 10%-12% in 

2019-2020, on the back of strong growth in retail lending of about 20% in 2019, which will likely moderate 

to 15%-18% in 2020. This will be supported by the downward trend in interest rates, while previously 

unsatisfied demand for mortgages is expected to gradually saturate. 

Banking sector asset quality will gradually improve on the back of new business growth. Accumulated 

problem and restructured loans together accounted for 16%-18% of total loans as of year-end 2018, but 

this metric will gradually improve due to the problem loans recovery and new business growth.  

What to look for over the next year 

Further growth in unsecured consumer lending could potentially affect asset quality. If not managed 

well, aggressive retail lending growth might lead to rapid asset-quality deterioration. The success of the 

central bank’s measures to limit retail lending growth remains to be seen. 

13.9%

12.2% 11.9%

9.7% 9.7% 9.5%

1.5% 1.7% 1.7%

Primary Credit Analyst 

Natalia Yalovskaya 
London 

natalia.yalovskaya@spglobal.com 

+44-20-7176-3407

Russia 

Loan growth Loan growth 

NPA ratio  

RoAA 

20
18

a 

20
19

e 

20
20

f 

Loan growth – Growth in system wide 
loans. 

NPA ratio – Nonperforming assets as a 
% of system wide loans. 

RoAA – System wide return on average 
assets. 

mailto:natalia.yalovskaya@spglobal.com


Global Banking Outlook 

spglobal.com/ratingsdirect November 18, 2019 76 

Saudi Arabia 
Waiting For A Return To Growth 

Key takeaways 

− Saudi Arabia's growth prospects remain linked to commodity prices and are susceptible to adverse 
changes in global economic conditions. 

− Credit growth will be led by mortgages promoted under the government’s Vision 2030 program. 

− We expect credit losses to stabilize in 2020 at about 70 basis points (bps).

Key credit drivers 

Dependent on the performance of the global economy. The Saudi banking system has demonstrated 

resilience in a difficult environment of low oil prices and weak economic growth. However, growth remains 

dependent on the dynamics of the oil market and is vulnerable to global economic and regional geopolitical 

trends.  

Credit conditions are still normalizing. Weak growth and muted investment activity in the Saudi private 

and public sectors have weighed on the contracting industry. Although most problematic exposures have 

been written off, we do not rule out some volatility in exposure quality. In addition, the outflow of 

expatriates continues to pressure the property and vehicle markets and the retail sector. 

The institutional framework is evolving. We continue to consider the Saudi Arabian Monetary Authority 

(SAMA) a strong regulator with a good track record. We note, however, that SAMA has relaxed some 

regulatory requirements this year related to mortgage lending due to government objectives to increase 

home ownership.  

Key assumptions 

The economic recovery is picking up. We think the government's expansionary budget will be sufficient to 

restart growth in late 2019, boosting real GDP growth above 2% in 2020-2021.  

Credit growth will be slow, led by mortgages. We believe that mortgages will spur a pickup in lending over 

2020-2021, supported by lower capital charges. However, credit growth will remain moderate. 

Credit losses are set to stabilize. The recovery of investment programs and pick-up in GDP growth will 

likely stabilize the cost of risk for Saudi banks in 2020 at about 70 bps. 

What to look for over the next year 

We expect a rapid expansion of mortgage lending. The mortgage market has been expanding rapidly, with 

the portfolio increasing by about 17% in first-half 2019. This trend will continue on the back of the 

government's Vision 2030 goal to increase home ownership among Saudis. We expect banks will save more 

than $2 billion in regulatory capital on the back of lower capital charges.  

External funding will increase. Slow growth in customer deposits has seen Saudi banks look abroad for 

funding sources to support both private sector credit growth and purchases of sovereign debt. Despite 

this, we expect the contribution of external funding to remain moderate. 

A more concentrated banking system. The market share of the five largest banks is set to increase 

following banks’ mergers leading to a more entrenched positions of large banks. 
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Slovenia 
Rapid Convergence With Stronger Western European Countries 

Key takeaways 

− Economic risks continue to recede in Slovenia on the back of a cyclical recovery. This is supportive for 
Slovenian banks, enabling new lending opportunities and improving asset quality. 

− We believe that the regulatory framework has materially strengthened and converged with European 
standards. 

− We also think that reduced state ownership of banks limits market distortions and supports prudent
policymaking without a risk of conflict of interests. 

Key credit drivers 

The economy is vulnerable to external risks. As a small and open economy with tight integration into EU 

core supply chains, Slovenia is vulnerable to global trade tensions.  

Low interest rates have a high impact. Continued ultralow interest rates result in a particular challenge 

for Slovenian banks, given their very high reliance on interest income. 

Real estate prices may overheat. Real estate prices picked up in 2018, with an annual growth rate of 13%. 

Given that real estate prices fell by one-third after the 2008 crisis, and taking into account improvement in 

the economic environment, we consider the recent surge in prices as an overdue correction. Currently, we 

see the risk of a property-price bubble that could burst as limited. Nevertheless, if the gap between 

demand and supply in real estate does not narrow, price increases could lead to an overheating, 

particularly if housing price growth persists at a higher level than growth in wages or disposable income. 

Key assumptions 

The economic environment remains supportive. We anticipate continued solid economic growth, with a 

positive impact on the banking industry.  

Asset quality is improving. We expect the asset quality of the banks’ balance sheets will improve further. 

At the same time, legacy nonperforming loans (NPLs) will remain an issue. Given long maturities, loans 

granted in the past when banks had a higher risk appetite are likely to continue to burden banks in the 

medium term. Legacy corporate loans with inappropriate pricing or financing of nonviable construction 

projects still exhibit nonperforming exposure (NPE) ratios of about 20%.  

Deposit funding is comfortable. The banking system will remain self-financed with a resilient deposit 

base. 

What to look for over the next year 

The improving economy should support the banking sector. We view the economic risk trend in Slovenia 

as positive. We expect Slovenia’s economic growth, good labor market situation, and solid consumer 

confidence indicators will contribute to further performance improvement in the banking sector.   

We expect the banking regulator to remain proactive. We see the strengthened regulatory framework for 

Slovenian banks as sustainable and expect domestic banking regulation to be more proactive in 

preventing asset-price imbalances and reducing systemic risks.  

Rising real estate prices and corporate bankruptcies are risks. At the same time, we need to watch out 

for the development of real estate prices and the financial health of the corporate sector, where we 

observe high numbers of bankruptcies. 
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South Africa 
The Country's Biggest Risk Is Low Economic Growth 

Key takeaways 

− Prolonged weak economic growth could lead to a contraction in lending on the back of high household 
leverage. 

− The financing of the country's current account deficit continues to hinge on potentially volatile 
portfolio flows. 

− The stable banking sector, with a moderate risk appetite, will support comparably low credit losses 
and strong profitability. 

Key credit drivers 

The sector faces the risk of a contraction. The low growth environment, stemming from a lack of progress 

on policy reforms, could further weaken households' resilience given their high levels of debt. This in turn 

could lead to a sharp increase in credit risk.  

Household debt is a major risk for asset quality. We continue to believe that domestic households pose 

the most significant source of risk for banks because of the relatively high leverage and low wealth levels 

compared with households in other emerging markets.  

Foreign investors hold a significant share of local currency debt. We continue to see some imbalances 

and external vulnerabilities for South Africa because approximately 40% of the government’s local 

currency debt is held by foreign investors. These flows can be susceptible to changes in foreign investor 

sentiment. 

Key assumptions 

We expect weak growth. We expect real GDP growth to average 1.6% in 2019-2021. That said, banks will 

continue to exhibit low credit losses, with an average of 1.2% expected. There could be a further interest-

rate cut in 2019 given that inflation is in line with the central bank's target. As a result, asset quality will 

remain broadly stable over the next two years on the back of tight lending conditions and modest growth in 

retail lending.  

External risks will remain manageable. The size of the current account deficit will remain relatively low by 

historical standards, averaging 3.1% of GDP over 2019-2022, because metals and mining commodity 

prices will likely flatten. 

What to look for over the next year 

Banks' financial profiles will remain stable. We expect banks will remain well capitalized, continue to 

invest in their digital platforms and capabilities, and rigorously control costs. The banking sector's return 

on equity will likely stabilize at current levels, balancing low growth and modest credit losses.  

Additional reforms are likely to come. Although the South African regulator is an early adopter of global 

best practices, an additional pack of reforms will likely be introduced gradually to meet Basel IV 

requirements. Furthermore, we continue to believe that a deposit insurance scheme, and ultimately an 

effective resolution regime, will be introduced over the next 12-18 months. 
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Tunisia 
Political, Geopolitical, And Economic Risks Weigh On Banks’ 
Creditworthiness 

Key takeaways 

− We expect the performance of Tunisian banks performances to remain under pressure due to
challenging operating conditions and political instability. 

− The authorities’ ability and willingness to accelerate structural reforms will be key to resolving the 
current situation. 

− We note positively the regulator's recent initiatives to lessen pressure on banks' funding and liquidity, 
mainly with the introduction of a loan-to-deposit ratio limit. 

Key credit drivers 

Operating conditions are weighing on banks’ performance. Tunisian banks’ high stock of legacy loans 

inherited from past events (revolution in 2011 and terrorist attacks in 2015) continue to weigh on their 

balance sheets. We believe the system’s asset-quality indicators could further deteriorate, given the 

protracted economic recovery and downward pressures we see on real estate prices. 

Banks face a high funding gap: Customer deposits--banks' main funding source--remain insufficient to 

finance their lending, as demonstrated by their comparatively high average loan-to-deposit ratios. In 

addition, the local capital markets remain narrow. Banks' access to external funding is limited and 

primarily comprises deposits from offshore companies, Tunisian expatriates, or credit lines from 

multilateral lending institutions (MLIs). 

We expect a continued squeeze on banks' liquidity profiles. A wider liquidity crunch has led the Central 

Bank of Tunisia (CBT) to extend significant liquidity support to banks. Although this support has helped to 

maintain confidence in the banking system over the past few years, it has created additional artificial 

lending capacity that might have pushed banks to take excessive risks through accelerated lending or 

higher investment in government bonds. 

Key assumptions 

We project persistently low economic activity. Real GDP growth is expected to reach 1.9% in 2019, before 

averaging 2.5% thereafter. This will remain insufficient to improve income levels and lower Tunisia's 

unemployment and government debt.  

Lending activity will further decelerate. Banks need to converge to the new loan-to-deposit ratio limit of 

120% introduced by the CBT. In addition, we expect that the depreciation of the dinar, high inflation, and 

successive rate hikes will further weigh on Tunisian citizens' purchasing power. 

We foresee a deterioration in asset quality. We expect rising nonperforming loan (NPL) levels and credit 

loss increases, since we believe borrowers' creditworthiness is weakening. 

What to look for over the next year 

The pace of reforms after the election will be key to containing the fiscal deficit. The risk of additional 

fiscal slippages are significant, which could exacerbate the country’s already high debt. If reform 

implementation slows further, we might see reducing support from the international community to the 

country and higher refinancing costs, which ultimately could affect both Tunisia's and the banking 

systems' creditworthiness.  

Tunisia’s current account deficit remains vulnerable to several external risks. Tensions in neighboring 

countries, lower growth in Europe, and domestic strikes and protests could all add pressure to the current 

account deficit. This could translate into the further depreciation of the dinar, higher inflation, and weaker 

economic growth, which, in turn, could accelerate the real estate price correction and lead to a steeper 

deterioration of banks' asset quality. 
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Turkey 
A Banking Sector That Is Muddling Through 

Key takeaways 

− Supportive external conditions are helping the Turkish banking sector to navigate existing challenges.

− Maintaining positive investor sentiment is key because of the sector's structurally high reliance on 
short-term external funding. 

− We anticipate asset quality will continue to deteriorate, adding pressure to profitability already 
strained by low business volumes and a high cost of funding. 

Key credit drivers 

We expect asset quality to weaken. We expect asset quality metrics to continue deteriorating, with 

problematic loans reaching about 20% in 12 months and credit losses increasing to 250 basis points in 

2019-2020. The economic slowdown, increased leverage in recent years, and the high level of foreign 

exchange loans in the context of a volatile Turkish lira will lead to asset-quality deterioration. In our view, 

the construction, real estate, and, energy sectors are the most problematic.  

Banks remain exposed to high refinancing risk. Banks have high short-term debt to roll over. Liabilities 

maturing in 12 months, including nonresident deposits, amounted to $86.5 billion as of July 30, 2019. 

Positive sentiment toward emerging markets, coupled with subdued credit growth and accumulated liquid 

assets (about $118 billion as of July 30, 2019) could mitigate this risk. 

There is a likelihood of negative government intervention. Checks and balances within the Turkish 

institutional system are weak in our view, raising questions about the quality and independence of the 

regulators. Several measures to incentivize lending expansion are recent examples of government 

intervention, which could turn out to be detrimental to financial stability. 

Key assumptions 

The economy is stabilizing but is not likely to return to high growth rates exhibited in the past. We 

expect the Turkish economy to contract by 0.5% in 2019 before expanding by close to 3% in 2020. We 

consider this to be a modest growth rate for Turkey, given the continued population growth. 

Balance-of-payments risks persist. The current account is now close to balanced, but Turkey still needs 

to annually roll over sizable amounts of external debt accumulated on the back of recurring past current 

account deficits. Our base case is that this debt will largely be successfully rolled over, although downside 

risks remain. 

Capital flows to emerging markets are holding. We expect that the loosening monetary policy stance of 

the U.S. Federal Reserve and the European Central Bank will continue to support Turkish banks' access to 

foreign funding. However, geopolitical risk remains very high in Turkey, and a deterioration in external 

relations could jeopardize access to external funding. 

What to look for over the next year 

Monetary policy and confidence will weigh on the lira. Dollarization has reached 52% of deposits, up 

from about 40% as of year-end 2016. Although the banking sector is largely hedged (mainly via swaps of 

about $48 billion as of June 30, 2019), this could represent a risk for banks if their hedges do not hold. 

There are also risks from the second-round effects on asset quality of the large open foreign-exchange 

position in the corporate sector--about 30% of GDP. 

Profitability and capitalization are under pressure. We expect profitability and capital to keep suffering 

from low credit volumes, high cost of funding, and cost of risk. Capital could also be negatively affected by 

lira depreciation (since capital is largely lira-denominated, while risk-weighted assets have a large foreign 

currency portion), and mark-to-market fluctuation on government securities. Banks are trying to issue 

hybrid instruments, but there is constrained investor appetite under current conditions, and these 

instruments have high costs.  
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United Arab Emirates 
Real Estate, Geopolitics, And Trade Wars Are Clouding The Outlook 

Key takeaways 

− We anticipate mid-single-digit credit growth, supported by government spending.

− Banks will likely manage asset quality risks associated with the soft real estate market. 

− Strong capital buffers continue to provide banks with a solid shelter against risks. 

Key credit drivers 

The soft real estate market will stabilize. Under our base case, we anticipate that property prices will 

stabilize in 2020 after declining significantly over the past three years. Banks have displayed resilience so 

far thanks to their relatively manageable exposure and conservative regulation. Asset quality indicators 

could come under pressure if our stress scenario--an additional price decline of 5%-10% in 2020--

materializes.  

The country remains vulnerable to global policies. Given the United Arab Emirates' (UAE’s) role as a trade 

and financial hub, the country is vulnerable to global financial market volatility and trade disruptions. Any 

change in global policies toward protectionism, or lowering of global growth due to trade tensions between 

the U.S. and China, could slow the country’s economic growth--especially if it also causes a decline in oil 

prices. This could have second-round effects on the banking system.  

Key assumptions 

The economic recovery is picking up. We expect the UAE's economic growth to pick up to 2.6% by 2020, 

from 1.7% in 2018, supported by Abu Dhabi's $13.6 billion stimulus package and the Dubai government's 

planned investments for the 2020 World Expo, which should prop-up investments in the nonoil economy. 

We expect property prices to stabilize. Credit growth is likely to remain modest and asset quality 

deterioration should be contained. We expect cost of risk to increase and stabilize at 100 basis points 

(bps)-150 bps over the next 12-24 months compared with 70 bps in 2018. 

The government will continue to support the system. We expect the government to continue supporting 

the banking system directly and indirectly through deposits and stimulus packages. 

What to look for over the next year 

We expect limited credit growth. We expect loan books will expand by mid-single digits in 2020, 

supported by spending on key investment projects. We believe demand for fintech solutions is present and 

expanding. Dubai-based Mashreqbank launched its neo bank in 2019 and we expect more to follow. 

There may be a manageable deterioration in asset quality. UAE banks have high credit risk due to the soft 

real estate market, indirect economic effects of swings in oil prices, and geopolitical risks. Despite this, 

good capital buffers and coverage ratios are expected to continue protecting the system.  

We see risks related to government-related entity (GRE) exposures. GREs form a significant part of the 

corporate sector in the UAE. Although there has been a strong focus on cost optimization and 

consolidation since the last financial crises, the banking sector's GRE debt servicing capacities could still 

be vulnerable to oil price volatility. 
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Uzbekistan 
High Commercial Lending Growth May Put Sound Asset Quality At Risk 

Key takeaways 

− The expected transfer of government-related entity (GRE) loans from state-owned banks to the 
Uzbekistan Fund for Reconstruction and Development (UFRD) will reduce dollarization and single-
name concentrations, slow lending growth, and improve profitability in the banking sector. 

− Nevertheless, high lending growth at state-owned banks, ongoing economic expansion and the 
increasing penetration of retail banking will continue fueling rapid lending growth in the country. 

− Although reported nonperforming loans are low, we expect them to increase marginally in 2020 
following an uptick in commercial lending. 

Key credit drivers 

We expect lending growth will slow. We think that the government’s recent initiative to stop supporting 

GREs through state-owned banks and transfer a material part of their existing loans to UFRD will slow 

overall lending growth to about 25% in 2019 from 51.4% in 2018. Although commercial loans will represent 

about 33% of lending at year-end 2019, the aggressive 40%-60% growth over 2019-2020, especially in the 

retail and small and midsize enterprise sectors, may represent a risk for systemwide asset quality in the 

mid-term. This may become a particular issue for some state-owned banks and small private banks, which 

lack time-tested and rigorous risk management practices.  

Competitive pressure is intensifying. The competitive landscape remains difficult for private banks 

because state-owned banks will continue to control over 70% of systemwide assets, while enjoying access 

to capital and government funding. Competition will further intensify given most state-owned banks will 

receive substantial capital support to actively expand their commercial franchises. Nevertheless, the 

penetration of commercial banking remains low, especially in retail, meaning most banks still have room 

for business growth without competing for customers.  

Capitalization will remain adequate.  Capital ratios at state-owned banks will materially improve by year-

end 2019 due to government support. For private banks they will gradually deteriorate. Nevertheless, we 

expect that most rated banks will remain adequately capitalized in 2020-2021, even considering relatively 

high economic risk in the country. For many banks, an adequate capital buffer could counterbalance the 

potential negative effect of aggressive credit growth on their creditworthiness. 

Key assumptions 

We expect steady economic growth and high inflation. Over our forecast period through 2022, we expect 

real GDP growth to average just over 5%, supported by growth in the services, manufacturing, and natural 

resources sectors. Despite tight monetary policy, inflation will remain high at 13%-15% for 2019-2020. 

Growth in public wages, market liberalization, and high lending growth will remain key inflation drivers.   

Economic reforms will continue. We expect the government will proceed with its wide reform agenda. The 

reform of state-owned enterprises, including banks, is the most important for the sector in the mid-term. 

What to look for over the next year 

Asset-quality and liquidity dynamics are the metrics to watch. The evolution of banks’ asset-quality and 

credit losses in the context of recent and expected rapid growth in commercial lending is the primary point 

to monitor. In our base case, we expect reported asset quality will remain solid, with only a marginal 

increase in 2019-2020. For some banks, aggressive lending led to pressure on liquidity. We consider such 

strategies risky, specifically given the weak customer franchises of small players.  
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Australia 
Economic Imbalances Have Eased Reflecting An Orderly Correction 

Key takeaways 

− Economic risks facing Australian banks have reduced in our opinion, reflecting the orderly decline in 
house prices over the past two years. 

− Nevertheless, we consider that Australian banks remain exposed to imbalances emanating from a 
range of factors. 

− Low interest rates, significant customer remediation costs, and a likely increase in regulatory capital 
requirements will continue to weigh on earnings metrics, although we expect earnings to remain 
strong by global comparison. 

Key credit drivers 

Risk of a sharp correction in property prices. Notwithstanding an orderly easing of house prices over the 

past two years, we consider that the Australian banks remain vulnerable to a large and rapid fall in 

property prices, against the backdrop of still elevated house prices, high household debt, and Australia’s 

persistent external debt. A sharp correction, if accompanied by broader macroeconomic weakening, would 

very likely hurt the banks, in our view.  

Earnings metrics are likely to remain under pressure. We expect that the Australian banks’ earnings will 

remain robust by global comparison. Nevertheless, compressing net interest margins, significant 

customer remediation costs, and rising regulatory capital will continue to pose headwinds. Further 

contraction in earnings would erode the buffer to absorb unforeseen losses, and could engender greater 

risk taking by the banks to maintain their strong returns on equity, in our view.  

Key assumptions 

Relatively benign economic outlook. We forecast that Australia will continue to record solid economic 

growth and low unemployment despite subdued consumer and business sentiment. Consequently, we 

expect nonperforming loans and credit losses to remain low.  

Moderate growth in property prices and private debt. The most populous cities of Sydney and Melbourne 

have seen strong growth in house prices in the past three months following an orderly but significant 

correction over the preceding two years. Nevertheless, we expect that, if needed, authorities will take 

timely action to prevent a recurrence of a rapid growth of property prices and private debt.  

What to look for over the next year 

Clarity in capital frameworks. Bank regulators in Australia and New Zealand are likely to finalize some 

significant changes to regulatory capital frameworks in the next one year. If the two regulators implement 

the proposed changes, we expect a modest strengthening in the risk-adjusted capital ratios of the major 

Australian banks. 

Household, business, and investor confidence. We will look for any signals indicating a trend toward 

strengthening in household, business, and investor confidence. In our view, the prevailing relatively weak 

sentiment—in conjunction with any adverse developments—could abet economic and financial system 

distress. 

Improvements in conduct and preparedness to counter disruption. We will observe the actions taken by 

the banks and the regulators to strengthen the conduct and governance in the Australian financial system 

following the lapses highlighted over the past two years. We will also monitor the banking system’s 

preparedness to counter disruption from environmental, social, and technological factors.  
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Bangladesh 
No End In Sight For Asset Quality Issues 

Key takeaways 

− Asset quality risks have heightened post the central bank’s relaxation of the loan classification and 
write-off scheme. 

− A large number of banks continue to face provision and capital shortfalls. 

− Lending growth could remain below the central bank's policy target, given banks remain cautious 
amid capital and liquidity constraints. 

Key credit drivers 

Asset quality challenges persist. Bangladesh's banking industry faces structural asset quality challenges 

due to lax lending standards and weak foreclosure laws. Regulatory forbearance to reschedule weak loans 

undermines credit discipline. In our view, changes in classification will diminish headline stress numbers, 

but won't address structural deterioration.  

Weak industry profitability and capitalization. Bangladesh's banking sector is fragmented with about 60 

banks; and new banks continue to enter an already crowded market. This fragmentation is one of the many 

factors that undermine the sector’s efficiency and overall profitability. While the country is implementing 

Basel III norms, some banks are struggling to meet the minimum thresholds of capital. We note that the 

system does contain better quality banks, however the aggregate numbers are skewed by large weak 

banks. 

Key assumptions 

Macroeconomic conditions remain steady for now. While GDP, exports, and remittance growth has 

remained robust so far, increasing protectionism and global growth slowdown pose a concern. Tempering 

this is Bangladesh’s relatively low cost of labor and production, making it attractive for manufacturers in 

the region. 

Weak asset quality. We expect that some banks in Bangladesh will continue to face asset quality 

pressures, with sizable reported nonperforming loans and persistently high levels of other stressed assets 

(e.g. restructured loans).  

What to look for over the next year 

Credit growth. We expect credit growth to continue to decelerate as seen in the past few months. Banks 

are increasingly adopting a more cautious approach toward lending, with mounting bad loans and ongoing 

funding competition against National Savings Certificates. That said, the central bank has undertaken 

measures to revive credit growth and to address the ongoing liquidity crunch. In September 2019, the 

central bank backtracked from its earlier decision by allowing conventional banks to keep the advance-to-

deposit ratio at 85%.  

Increased capital requirements to nudge small banks toward consolidation, although bailouts remain 
on the table. We expect consolidation activity to increase especially among the small and weak banks, as 

the central bank increases minimum capital requirements. But bailouts could continue. Recently, a 

number of large state-owned banks that themselves are generally struggling to fulfil their existing capital 

and provisioning requirements, injected equity into Padma Bank (formerly Farmer’s Bank) to revive its 

operations.  

Financial sector reforms. Increasing the strength, independence, and resourcing of institutions would 

enhance the effectiveness of regulations and, in our view, support the resolution of structural weaknesses 

in the banking sector.  
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Brunei 
Operating Environment Linked To Energy Prices 

Key takeaways 

− Brunei's fiscal and economic performance fluctuates with oil prices.

− We anticipate mid-single-digit credit growth, as lending opportunities remain limited in Brunei. 

− Banks in Brunei are expected to remain well capitalized with healthy profitability and robust liquidity.

Key credit drivers 

Steady credit growth. We expect loan books will expand by mid-single digits in 2020. The bulk of the 

growth is likely to come from wholesale customers as the government looks to diversify the economy and 

support local firms through contracts from government-linked companies and projects funded by foreign 

direct investment. Retail activity is likely to remain constrained by regulations tied to total debt service 

ratio (TDSR). For banks in Brunei, TDSRs should not exceed 60% of net monthly income for customers that 

have incomes between Brunei dollar (BN$) 1,750-BN$10,000, although this can be relaxed by up to 70% 

for borrowers to accommodate home purchases.  

Profitability to be stable. Bank profitability is likely to be steady over the next 12-18 months. We 

anticipate margins will improve slightly because rates on various lending products have been deregulated. 

That said, runaway increases are unlikely, given global interest rates are declining. We expect range-bound 

credit costs as economic activity has adjusted to the lower oil and gas prices. 

High vulnerability to energy prices. Borrowers' high reliance on the government and the oil and gas sector 

for employment or business contracts amplifies the Brunei banking sector's susceptibility to fluctuations 

in energy prices. Any supply-driven disruptions can weigh on oil prices. 

Highly concentrated loan books. Brunei does not have a large, diversified privately owned corporate 

sector. Hence, banks have single-name concentrations. The banks have sizable exposure to risky sectors 

such as personal loans, commercial property, and construction. Retail borrowers in Brunei can have high 

leverage in some instances. 

Key assumptions 

Macroeconomic conditions steady. Brunei's oil and gas industry accounts for more than half of the 

country's GDP and more than two-thirds of government revenue. Energy prices have stabilized recently, 

and we expect this, along with the start of downstream production in refinery and fertilizers industries, to 

help Brunei's fiscal and economic performance. Therefore, we believe the economic dislocation from the 

oil price collapse in late 2014 has run its course. Policymakers have improved business conditions to 

attract foreign direct investment, and support small and midsize enterprises to broaden the economy.  

Government remains supportive and funding robust. We expect that there will remain a high likelihood 

that the government would provide timely and sufficient extraordinary support to major local banks if 

needed. Brunei banks have robust liquidity, given the country's government and related enterprises have 

strong surpluses, while lending opportunities are limited.  

What to look for over the next year 

Financial sector reforms. Progress is being made toward establishing a bond market and a stock 

exchange to create alternative funding routes. 
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Cambodia 
Credit Growth Shows Signs Of Decelerating 

Key takeaways 

− Possible withdrawal of special trade access to the EU likely to affect GDP growth. 

− Increasing credit risks due to considerable exposure of banks and GDP to real estate and 
construction sectors. 

− Growth exposed to changes in foreign sentiment, particularly from China. 

Key credit drivers 

A sharp correction in construction and property segments. A sharp correction in property prices could 

put considerable pressure on Cambodia's financial sector, given its high exposure to real estate related 

activities, and use of property as collateral. In 2018, loans to the construction and real estate sector 

increased by 31%. Nonperforming loans (NPLs) in the sector have also increased in the recent past. We 

believe a correction would be triggered by reduced foreign investment, particularly from China.  

Continued growth in the number of financial institutions. An ongoing increase in the number of financial 

institutions in a market that is becoming increasingly saturated may lead to cuts to margins or weaker 

underwriting standards. The capital brought by foreign investors is fueling credit growth, and may not be 

as discerning of local market conditions.  

Key assumptions 

Macroeconomic conditions remain steady. We expect GDP growth to remain steady and accompanied by 

modest inflation over the short term, while real GDP tempers over the medium term. Cambodia could 

benefit from a relocation of Chinese manufacturing in response to the ongoing U.S.-China trade spat. 

However, there are uncertainties about whether the EU will suspend the "Everything But Arms" (EBA) 

scheme, which gives Cambodian goods duty-free access in EU. In addition, a slowdown in China could 

impact the export momentum and financing conditions.   

What to look for over the next year 

Local currency financing campaigns ramping up. The central bank has introduced various measures to 

reduce foreign currency exposure of financial institutions in Cambodia. These include extending liquidity in 

local currency, creating infrastructure to make local currency payments cheaper, and facilitating issuance 

of local currency bonds. Earlier in the year, the first of several local currency-denominated bonds were 

listed in Cambodia.  

Cambodian banking system gets on the fintech bandwagon. We expect increasing use of digital 

payments to enhance efficiency and lower fees. Earlier in 2019, the National Bank of Cambodia tested a 

new mobile payment app to facilitate money transfers and cross border exchanges. We expect fintech to 

drive the financial inclusion agenda in the country given that a large section of the population still has no 

access to financial services. Banks are already leveraging their digital banking platforms to support 

extraordinary growth in small loans and retail deposits across urban and rural areas. The scalability of 

these systems may result in banks opening operations across the region. 
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China 
Credit Divergence Will Intensify 

Key takeaways 

− Asset quality pressure will remain high, driven by economic rebalancing amid a slowdown, though 
ample liquidity should mitigate this risk into 2020. 

− Credit divergence will intensify, with some small and midsize banks less equipped to cope with the 
economic changes and tightened financial regulations. 

− Internal capital generation will remain a challenge as profits are constrained by net interest margin
pressures and new credit provisions while loan growth stays high. 

Key credit drivers 

Stable economic risk trend. A hard landing scenario is not high for the next two years, in our view. We 

expect GDP growth to decelerate to 5.8% in 2020 as China continues on its path of economic reforms to 

focus on the quality of growth. 

Credit losses unlikely to increase significantly. Good market liquidity, supportive policies to select 

corporate sectors, and a moderate devaluation of the renminbi will mitigate risks arising from a reform-

driven slowdown. The government's efforts to stabilize corporate leverage and control property price run-

ups will help contain loss severity for banks. The regulator’s vigilance over shadow banking, a measured 

pace of interest-rate liberalization, and the opening and deepening of China’s capital markets are positive 

developments for industry stability.  

Key assumptions 

RRR cuts. Broad-based and targeted cuts to the required reserve ratio (RRR) will continue to help sustain 

and direct credit growth to targeted segments of the economy. Fiscal policies will stay supportive, 

especially with regard to refinancing local government debt and restructuring off-budget borrowings. The 

regulator will remain responsive to China's economic slowdown while continuing with its reform agenda 

and setting new guidance on new pockets of risks.  

What to look for over the next year 

Questionable loans will remain high. We expect China’s questionable loans to account for 6.5% -7.5% of 

total loans in 2020, given the economic rebalancing amid a slowdown and the impact of ongoing U.S.-Sino 

trade tensions. This estimate takes into account nonperforming loans (NPLs) and special-mention loans, 

as well as other special-consideration loans benefiting from favorable restructuring and work-out plans 

that are not classified in the former two categories. The reported NPL ratio is likely to remain much lower 

at around 2%, with tighter regulatory definition of overdue loans offset by charge-offs and disposals.  

A banking crisis in China is unlikely in 2020. Ample system liquidity will keep acute crisis at bay, although 

we may see more negotiated exits of weaker banks and a moderate level of disorderly deleveraging. 

Banking sector reforms will continue, but at a controlled pace. If the regulatory stance becomes more 

stringent, risk premiums for weaker banks could rise, increasing credit divergence in the banking sector. 

Profitability will remain under pressure. Net interest margins are likely to weaken on repricing of the Loan 

Prime Rate and deposit competition. High credit costs will also pressure profitability. Although solid loan 

growth helps to water down the NPL ratio due to the base effect, it hampers internal capital generation 

and accumulation. 
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Hong Kong SAR 
Resilience Despite Headwinds 

Key takeaways 

− Uncertain operating conditions are a key risk for Hong Kong's banking sector. 

− Banks are likely to face asset quality pressures and slowing loan demand; modest decline in NIMs will
also hit profitability. 

− Banks' prudent underwriting standards, sustainable capital, robust funding and liquidity, together
with effective regulatory monitoring should help contain risks. 

Key credit drivers 

Uncertain operating conditions. In our view, the ongoing protests in Hong Kong have exacerbated the 

economic drag of the U.S-China trade tensions and slowing growth in China. The protests have hit the 

retail and tourism sectors the hardest. Weakening economic activity has reduced trade volumes and 

dampened loan demand. This follows a period of high average growth of 11% during 2015-2017. 

Strong fundamentals. The Hong Kong banking sector’s capitalization has strengthened over the past two 

to three years owing to controlled lending, regulatory tier-1 capital issuances, sufficient internal capital 

generation, and, in some cases, asset disposals. This provides banks with more buffers to absorb losses. 

Funding and liquidity of these banks benefit from stable customer deposits and limited reliance on short-

term wholesale funding.  

Government’s propensity to support banks: We expect the Hong Kong government’s capacity and 

willingness to support systemically important banks to remain stable, given its strong fiscal position. In 

our view, Hong Kong banks will benefit from support from the Hong Kong government or parent group. 

Key assumptions 

Macroeconomic pressures to stay. S&P Global Ratings has revised down Hong Kong’s economic growth 

outlook, with real GDP growth now forecast at 0.2% in 2019 and 1.6% in 2020, from the previous forecast 

of 2.2% and 2.4%, respectively. The unemployment rate is likely to remain low but edge past 3%. 

Low interest rates. Expectations of a further cut in the U.S. Fed funds rate to keep interest rates low. 

Mild correction in property prices. As a result of economic uncertainties, we expect a mild and orderly 

correction in property prices in Hong Kong. Shortage of housing supply, accommodative monetary policy, 

and room for policy maneuvering should prevent any steep drops in prices.  

What to look for over the next year 

Moderate pressure on asset quality. Reflecting our cautious view of macroeconomic conditions in Hong 

Kong, banks' credit costs could increase from a low base and remain manageable. Reasonably prudent 

underwriting standards and effective regulatory monitoring should contain the rise in credit costs. Rating 

pressure on a few banks could rise if their asset quality deteriorates more than the industry average, or if 

their capitalization significantly weakens. 

Modest decline in net interest margins. Slowing loan demand, an accommodative monetary policy, and 

tightening competition will drag bank’s net interest margins (NIMs) and profitability. 

Virtual banking delay. Ongoing protests and economic uncertainties could postpone the launch of some 

virtual banks in Hong Kong. Some banks have partnered with tech companies, while others are likely to 

rationalize branches and increase digitalization. 

Issuance of LAC eligible instruments. Some banks could issue senior non-preferred debt, a cheaper 

alternative to the additional tier-1 and tier-2 capital to meet loss absorbing capacity (LAC) requirements. 
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India 
Economic Soft Patch Weighs On Banks 

Key takeaways 

− India will go through a tug of war on economy, resolution of bad loans, and health of non-bank finance 
companies. 

− Although legacy stress has been recognized and government capital infusions have increased 
provision levels, credit risk remains high. 

− Private sector banks and top-tier public sector banks with better franchises, profitability, and 
capitalization are likely to increase their market share. 

Key credit drivers 

Policy responses to economic slump. The Indian economy has cooled off in recent quarters due to weak 

private consumption, and is likely to remain soft in fiscal year 2020. The government's fiscal push in the 

form of corporate tax cuts and income transfer to farmers and Reserve Bank of India's (RBI) policy rate 

cuts and its transmission may lead to some recovery. We expect GDP growth of 6.3% in fiscal 2020 and 7% 

in fiscal 2021.  

Market volatility. Liquidity has tightened for non-bank finance companies since Infrastructure Leasing & 

Financial Services' default in late 2018. The central bank has conducted open market operations and cut 

policy rates multiple times. Yields for benchmark government securities have retreated. The government 

has also signaled liquidity support for the financially sound non-bank finance companies (fincos). Public 

sector banks' purchase of high-rated pooled assets of Indian rupees (INR) 1 trillion are eligible for a one-

time six months' partial credit guarantee by the government for a first loss of up to 10%. The central bank 

is facilitating these transactions by providing banks a liquidity backstop against their excess holdings of 

government securities. However, market volatility developments stemming from fincos could have broader 

economic effects on financial conditions and borrowers, thus affecting bank asset quality.  

Reduction in stressed assets contingent on the insolvency and bankruptcy process. India's corporate 

bankruptcy process has been a mixed bag. On one hand, the process has yielded recovery rates that are 

higher than the earlier regime and stabilized NPL ratios for the system in the last fiscal year. However, the 

process is taking longer than originally envisaged. Large banks have 30%-50% of their NPLs undergoing 

resolution under bankruptcy proceedings and a sizable amount of this is scheduled to be resolved in fiscal 

2020-2021. Stabilization in asset quality is contingent on these resolutions. 

Key assumptions 

Government remains supportive. We expect the government of India to remain supportive of public sector 

banks, as reflected in its ongoing recapitalization plan. Weak operating income at several public sector 

banks will make them reliant on government capital infusions. Timely and sufficient infusions are critical 

for these banks to tide over the provisioning hump.  

What to look for over the next year 

Profitability improves. We expect profitability to remain muted, albeit better than the low base of last 

fiscal year. This is likely to be led by large corporate-focused banks with strong liability franchises and 

stronger preprovision operating profits. The net profits of these banks are likely to increase because of 

reduced credit costs and lower tax rates. Several public sector banks are still likely to struggle though. 

Reforms and mergers. In our view, the public sector banking universe is ripe for improvements in risk 

management and governance, and upgrades to human resourcing skills and incentive structures. The 

government has moved on the PSU Bank mergers. Following the consolidation, India will have 12 public 

sector banks, instead of 18 currently.  
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Indonesia 
Strong Earnings And Good Capital Buffers 

Key takeaways 

− Financial profile of Indonesian banks is underpinned by strong capital position and good profitability. 

− Implementation of IFRS 9 in 2020 would likely have a minor negative impact on capital. 

− Policy rate cuts would hit NIMs, but will support borrower repayment and control credit costs. 

Key credit drivers 

Strong capital and provisioning buffers. Indonesian banks' capital and provisioning buffers built up over 

the years support our ratings on these banks and our stable outlook on the sector. In our view, Indonesian 

banks have a comfortable capital cushion against downside risks, as reflected in their Tier-1 ratio of about 

21.1% and capital adequacy ratio of about 22.6% as of June 2019. These banks also have one of the 

highest profitability in Asia-Pacific, and the bulk of their capital is in the form of high-quality common 

equity Tier-1 capital. 

Capital impact of IFRS9 to be manageable. We estimate the transition to Indonesia Financial Reporting 

Standards (IFRS) 9 in 2020 could result in average declines of 100-150 basis points (bps) in Indonesian 

banks’ capital ratios. We view this to be manageable, considering these banks' strong capital position. 

Nonperforming loans provisioning is more than 150% for rated Indonesian banks, and the excess 

provisioning can be used to cover stage 2 loans. Profitability will likely become more volatile under IFRS9 

when the credit cycle turns and macroeconomic assumptions embedded in expected credit loss models 

change.  

Key assumptions 

Moderating but still healthy economic growth. We expect Indonesia's economic growth to be moderately 

strong with GDP rising to 5.1% in 2019 and 5.2% in 2020. Indonesia’s economic growth has slowed in the 

second quarter of 2019, dragged down by declining exports. Nevertheless, growth remains good when 

compared to that of regional economies, fuelled by domestic consumption and favorable demographics. 

What to look for over the next year 

Policy rate cuts are a double edged sword. Indonesia's central bank has initiated a series of rate cuts in 

2019 to bolster growth. We see scope for a further 25 bps rate cut by end-2019. This could spur loan 

growth, reduce borrowing costs, and support credit quality. The flipside is that pressure on net interest 

margins (NIMs) would intensify as lower rates are passed on to customers, particularly the large 

corporates, even as funding costs remain elevated due to tight liquidity. We believe profits would hinge on 

banks’ ability to enhance fee income amid declining interest rates.  
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Japan 
Bank Search For Yield Raises Risks 

Key takeaways 

− Declining loss absorption capacity could pose risks if the BOJ pushes rates down further. 

− Regional banks have a tough road ahead as operating conditions in Japan remain weak. 

− Resorting to exposures with risker assets than before might harm on banks’ risk profile. 

Key credit drivers 

Threatened industry stability. We revised our industry risk score in our Japan Banking Industry 

Country Risk Assessment (BICRA) to '4' from '3' in 2019. We consider the stability of Japan's banking 

system to remain vulnerable to the nation's fragmented market and the industry’s low profitability.  

Declining loss absorption capacity. Domestic business profitability might be further squeezed if the 

Bank of Japan (BOJ) intensifies its negative interest rate policy, pushing down net interest margins 

further. To counter this headwinds, banks are looking to overseas markets or resorting to high risk assets.  

This might hurt their assets’ quality, in the event of a global economic slowdown. 

Changing funding/risk-position profile. While core deposits form a significant portion of Japanese 

banks’ funding profiles, we are cautious about their weaker foreign currency funding profiles against the 

backdrop of increasing overseas exposures.  Although banks are able to access non-yen funding by 

exchanging their ample Japanese currency funding, they still face the increased risk of ALM-mismatch.  

Key assumptions 

Macroeconomic conditions remain stable. We expect Japan’s economic growth to remain broadly 

stable in 2020, absorbing the negative effects of the October 2019 consumption tax hike (to 10% from 

8%).   

Stable loan growth. We expect steady growth of systemwide loans at 2% on the forecast of real GDP 

growth of 0.2% in 2020. We expect credit losses to remain stable, supported by the current fair business 

environment.  

Stalemate in regional banking industry.  We expect regional banks to continue to experience low 

profitability on the backdrop of low local economic growth and of limited demand for lending with 

excessive competition.  

What to look for over the next year 

Tougher road ahead for regional banks. We see little sign of recovery in the regional banking sector, 

which accounts for about 40% of the Japanese market. The negative interest rate environment and 

delayed restructuring by regional banks are likely to keep profitability flat.  

Overseas exposures to support core profit of major banks. We expect Japanese major banks to 

continue to offset shrinking net interest income with business diversification. Increasing bottom line 

contributions from overseas will also bolster overall profitability.  

Possible change of banks’ risk profile.  However, we will be closely monitoring for signs that changes 

in the risk profiles of major banks have reached a point at which we need to consider changing our 

assessments, such as their risk positions.  

Primary Credit Analyst 
Ryoji Yoshizawa 

Tokyo 

ryoji.yoshizawa@spglobal.com 

+81-3-4550-8453

Japan 

Loan growth 

NPA ratio  

RoAA 

20
18

a 

20
19

e 

20
20

f 

Loan growth – Growth in system wide 
loans. 

NPA ratio – Nonperforming assets as a 
% of system wide loans. 

RoAA – System wide return on average 
assets. 

2.0% 2.0% 2.0%

1.0% 1.0% 1.0%

0.2% 0.2% 0.2%



Global Banking Outlook 

spglobal.com/ratingsdirect November 18, 2019 93 

Korea 
Positioned To Navigate Economic Headwinds 

Key takeaways 

− Moderate asset growth will support banks' capitalization despite some pressure on profitability. 

− Financial authorities will continue to manage the pace of household debt growth and potential
volatility in property prices. 

− Heavy household indebtedness could lead to higher credit costs amid increasing economic 
uncertainties. 

Key credit drivers 

Low risk of a sharp correction in property prices. Prudent regulatory measures taken to manage stable 

credit growth and real estate prices will likely continue to support the stability of Korea's property market. 

We expect banks to maintain their strengthened underwriting standards following the enforcement of the 

debt service ratio as well as more stringent debt-to-income and loan-to-value (LTV) requirements for 

certain areas. That said, the relatively rapid increase in property prices in Seoul, compared to other local 

provinces, could increase imbalances in the economy, in our view.  

High household leverage. Unfavorable economic conditions--such as the intensifying trade tensions 

between the U.S. and China as well as between Korea and Japan, and a slowdown in the domestic 

economy--could lead to high credit costs amid high household indebtedness. We forecast that Korea's 

household credit growth will stay moderate at around 5% annually after having slowed down in recent 

years. Korean banks’ tightened underwriting standards with low LTV ratios at 50%-55% and high 

household financial assets, about twice the household debt, temper potential risks. We expect banks’ 

focus on risk management with moderate growth appetite to underpin their creditworthiness. 

Key assumptions 

Narrowing NIMs amid lower interest rates. Korean banks' profitability remains low compared with 

regional peers in Australia, Hong Kong, and Singapore. This is partly due to the banks' reliance on net 

interest income while competition is high. Profitability will likely decline modestly after notable 

improvements in recent years led by major policy banks' reduction in credit costs and expansion in net 

interest margin (NIM). We expect low interest rates to persist. The Bank of Korea lowered the policy rate by 

25 basis points each in July and October 2019 to 1.25%. 

Higher credit costs. Credit costs will likely increase modestly after reaching a historic low level in 2019. 

We anticipate some pressure stemming from the construction and real estate sectors amid weakening 

domestic housing demand. Ongoing challenges from the shipbuilding, shipping, and auto industries, which 

continue to face stiff competition globally, will also contribute to the increase. In addition, we project 

smaller provisioning reversals from weak industrial corporates that underwent successful restructuring.  

What to look for over the next year 

Resolution regime development. The transition to new crisis management and resolution frameworks 

could negatively affect Korean bank ratings. A resolution regime that includes the bail-in of senior 

creditors could prompt us to review the Korean government's willingness to support the banking sector, 

leading to negative rating actions on systemically important banks. 

Overseas business expansion. We expect a gradual expansion of banks' overseas business, especially in 

Southeast Asian countries where Korean exporters have production bases, considering a saturated 

domestic market. Aggressive organic or inorganic growth in countries with relatively high economic risks 

could pressure banks’ capitalization and risk management, in our view. 
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Malaysia 
Earnings Prospects Remain Dim While Asset Quality Weakens 

Key takeaways 

− 3%-5% loan growth and rising margin pressures curb revenue growth.

− Favorable asset quality trend likely to reverse amid macroeconomic difficulties, but it weakens from a 
historical strong level.

− Spillover effects of the U.S.-China trade-dispute could be a flashpoint. 

Key credit drivers 

High private sector indebtedness. While we expect overall credit risk for Malaysia's banking industry to 

remain stable and household indebtedness to stabilize further, risks could rise in the event of a sharper-

than-expected economic downturn. That said, the relative financial strength of the Malaysian household 

and corporate sectors and healthy debt servicing ratios will temper the risks. 

Spillover effects from exports sector to non-exports private sector. Malaysia’s small, trade-dependent 

economy is exposed to global growth headwinds. The U.S.-China trade dispute-related stresses are 

currently confined to Malaysia’s trade and electronics sectors. However, a spillover to rest of the economy 

would be credit negative for Malaysian banks, given their significant stakes in household and non-exports 

corporate segments.  

Key assumptions 

Malaysian GDP growth has moved into a cyclical downturn. We expect GDP growth to be around 4.5% for 

2020, with inflation normalizing to close to 2.0% but in general remaining low. Given the reversing trend of 

global monetary conditions, we anticipate that Bank Negara Malaysia will cut its overnight policy rate one 

more time by the end of 2019 to 2.75%. The unemployment rate is likely to be range-bound at 3.3%-3.4% 

in the next few years.  

Banks’ credit costs bottom out. Our base case expects sector-wise credit costs to moderately deteriorate 

to 20-25 basis points (bps) in the next 12-24 months, from a reported 14 bps at the end of 2018. Key 

downside risks to our base-case credit loss estimates are a sharp increase in unemployment rates and 

substantially weakened credit profiles of the private corporate sector. This could increase the risk of a 

significant rise in banks' credit losses and an abrupt deleveraging of the household sector, especially if the 

economy slows down. 

What to look for over the next year 

Earnings prospects remain dim. With muted loan growth, ongoing margin compression, and increased 

competition from fintech on fee income, the earnings environment for Malaysian banks has turned 

tougher. We expect local banks to continue to tighten their belts and carry out cost control initiatives in the 

absence of new growth areas.  

How banks cope with digital banks and fintech challenges are of long-term significance. Malaysia's 

regulator is encouraging the opening-up and liberalization of the domestic financial sector to fintech 

companies, similar to other regulators in the region. While we do not expect the entry of fintech or the 

creation of digital banks to alter the competitive landscape in the short term, we believe Malaysian banks 

will need good strategies to cope with the challenges posed by the new entrants.  

Asset quality to deteriorate marginally, albeit from a strong base. The asset quality of Malaysian banks 

could deteriorate modestly due to slower economic growth amid various macroeconomic headwinds. The 

overall impact, however, would be manageable, given that nonperforming loans are well provided for and 

are increasing from a low base.  
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Mongolia 
Tightening Regulations Are A Double-Edged Sword 

Key takeaways 

− Tougher regulatory standards aim to improve capital, governance, and transparency.

− New credit loss provisions to remain elevated. 

− Economy remains susceptible to external factors, particularly fluctuations in commodity prices. 

Key credit drivers 

Vulnerable to commodity cycles. The Mongolian economy’s considerable dependence on commodities 

and the country's trading-partner concentration amplify the banking sector's susceptibility to acute shifts 

in commodity prices, especially during times of heightened volatility in global markets. 

Currency volatility. Mongolia's weak external position makes it prone to adverse exchange-rate 

movements. Significant currency volatility could have a second-order impact on banks owing to a decline 

in the repayment capacity of corporates. This vulnerability is further entrenched by the Mongolian banking 

system’s considerable exposure to foreign currency loans. That said, depreciation in the Mongolian tugrik 

has been limited in 2019.  

Key assumptions 

Moderating economic growth. We expect external uncertainties to weigh on Mongolia's exports and 

moderate economic growth, given the export-oriented economy. However, favorable commodity prices in 

the past and Mongolia's investments in, and production from, the Tavan Tolgoi and Oyu Tolgoi (phase II) 

mining projects have fueled the economy’s expansion over the past one to two years.  

Limited incremental political risk, despite upcoming elections. With the parliamentary elections in 2020, 

we expect the government to pursue a slightly more expansionary expenditure program. However, the 

spending is likely to remain broadly in line with International Monetary Fund guidelines.  

What to look for over the next year 

Deceleration in loan growth. We expect credit growth in Mongolia to marginally decelerate over the next 

two years as banks adjust to tighter regulations and higher capitalization requirements. Following the 

lowering of the debt service ceiling (the debt service to income ratio was set at 60%) in April 2019, growth 

in consumer loans has fallen behind overall credit growth in recent months. We expect the trend to 

continue through to next year. Meanwhile, with the increase in mining, we expect loans to the sector and 

related businesses such as construction and transportation to drive growth in the corporate segment.  

Profitability to remain under pressure. Mongolian banks' profitability could be strained over the next two 

to three years owing to increased competition and more stringent asset quality recognition and collateral 

revaluation as banks transition to International financial reporting standards 9 in 2020. We also expect a 

pickup in credit losses because of worsened arrears in consumer loans, which have grown rapidly in recent 

years. The banking sector’s poor profitability in 2019 is also due to the failure of a bank during the year. We 

expect the banking industry's return on assets (ROA) to recover in 2020. However, competition could 

intensify and risk appetites could increase as shareholders look to improve returns on investments. 

Nevertheless, we expect the ROA to remain significantly lower than in previous years.  
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New Zealand 
Orderly Unwinding Of House Prices Has Substantially Progressed, But 
Vulnerable To External Shocks 

Key takeaways 

− The risks facing banks and nonbank financial institutions operating in New Zealand have stabilized 
as house price growth has slowed in the past two years following a period of rapid growth. 

− New Zealand's economic imbalances remain somewhat elevated because of its vulnerability to
external shocks. 

Key credit drivers 

High household debt and elevated asset prices. We consider that the risks facing New Zealand's financial 

system have stabilized, reflecting the slowdown of a rapid rate of increase in house prices and private sector 

debt, and the credit cycle maturing.  

High vulnerability to external shocks. Risks around New Zealand bank funding profiles' significant 

dependence on offshore short-term borrowing, the country’s persistent current account deficits, and its 

exposures to fluctuations in commodity prices remain, all of which make New Zealand vulnerable to 

external shocks. 

Key assumptions 

New Zealand bank subsidiaries to remain core to Australian parents. We envisage no change in the four 

major New Zealand bank subsidiaries’ strategic importance to the group strategies of their Australian 

parents as well as parent ownership structure.  

No change in total-loss absorption capital framework. While New Zealand was one of the pioneers in 

implementing a resolution framework, systemically important New Zealand banks have not been required 

to build substantial buffers of junior liabilities that would be used to recapitalize a bank in the unlikely 

event it were to fail. We expect no change in policy stance in the short to medium term. 

What to look for over the next year 

House price uncertainty. Our base case is that house price inflation in New Zealand will continue to 

moderate. That said, New Zealand's historically low interest rates, ongoing capacity constraints 

(particularly in the construction industry), the decision by the government not to implement a capital 

gains tax, the modest easing in loan-to-value restrictions and the ineffectiveness of Kiwibuild all have the 

potential to buoy house prices in the coming year.  

Tightening capital adequacy regulatory framework. In late 2018, the Reserve Bank of New Zealand (RBNZ) 

published a consultation paper proposing a substantial increase in bank capital requirements. The RBNZ is 

currently reviewing the submissions on the proposed changes and a response is expected late 2019. In our 

view, the key aspects under consideration are the final calibration of the overall level of capital as well as the 

composition of the capital base.  
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Papua New Guinea 
Resource Sector Paves The Way For Economic Growth 

Key takeaways 

− Resource projects are facilitating fiscal repair. 

− Exposure to external factors could derail PNG’s path to recovery.

− Regulatory supervision lags international standards. 

Key credit drivers 

Resource sector expansion aiding government balance sheet repair. We expect expanding resource 

sector projects to drive increased taxation revenues, narrowing fiscal deficits and aiding government 

balance sheet repair, while also aiding Papua New Guinea's (PNG) overall economic growth. We also expect 

government expenditure discipline will help keep government debt flat at around 30% of GDP. PNG’s 

improving fiscal performance bodes well for sovereign rating stability. 

Subdued credit growth. We expect PNG’s private sector credit growth to remain flat, relative to GDP, and 

largely driven by domestic corporates. The bulk of new resource project financing will likely be done 

offshore, limiting the direct impact on the domestic banking sector.  

High sensitivity to external influences. PNG's high reliance on commodity exports and external capital 

flows is a risk, especially in the context of the escalating U.S.-China trade dispute. Similarly, PNG’s 

agricultural sector is vulnerable to cyclical weather conditions.   

Regulatory supervision lags international standards. The quality of banking supervision is modest in 

PNG, in our view, with regulation gaps and poor disclosure highlighting its shortcomings. Progress toward 

closer uniformity with global standards is proceeding, but at a slow pace. 

Key assumptions 

No further deterioration in the sovereign credit profile. The sovereign rating on PNG constrains our issuer 

rating on PNG-based Bank of South Pacific Ltd. because of its high concentration in its domestic home 

market and its high exposure to government and central bank debt. Our sovereign outlook on PNG is 

stable. 

What to look for over the next year 

Decision making on foreign-financed projects. We expect construction of two significant liquefied natural 

gas (LNG) projects--Papua LNG and P’Nyang gas fields--to commence in 2021-2022, with greater 

certainty around project timing and terms likely to emerge over the next 12 months. The PNG government 

estimates these projects could increase LNG production to around five times current levels. In addition, 

PNG is conducting feasibility studies on the gold-copper mines of Wafi Golpu and Frieda River, both of 

which are potentially large scale projects.  

Potential regulatory reforms. The Bank of Papua New Guinea (the country's central bank and regulator) 

appears to be making progress in implementing a risk-based supervisory framework, which would help 

improve regulatory oversight, in our view. Improving consumer protection and responsible lending 

regulations also bode well for PNG’s regulatory environment.  
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Philippines 
Trade Tensions Weigh On Growth 

Key takeaways 

− Growth to slow due to weak external demand and public underspending. 

− Recent cuts in reserve requirements support banking sector profitability. 

− Asset quality of banks should hold.

Key credit drivers 

Slower growth due to weak external demand. We expect rising global trade uncertainties to weigh on 

Philippines' exports, particularly in the electronics segment. Weak sentiment in the private sector and 

public underspending in the first half of 2019 could drag growth. However, growth could pick up as 

infrastructure spending ramps up to make up for delays in passing the budget earlier this year.  

Likelihood of further cuts to policy rates and RRR. The central bank has cut policy rates by 75 basis 

points (bps) so far in 2019, and we expect another 25 bps rate cut later this year. This should bring the 

overnight reverse repurchase rate (RRR) to 3.75%. We anticipate a total rate cut of 75 bps in 2020. This 

would reverse the interest rate hikes during 2018 when capital outflow and inflationary pressures led the 

central bank to raise policy rates by 175 bps. The central bank has also reduced the RRR by 300 bps to 

15% so far this year. More cuts are likely to come given its goal of getting the RRR to single digits by 2023.  

Key assumptions 

Increased infrastructure spending to support macroeconomic conditions. The delay in passing the 

budget is likely to weigh on 2019 growth. However, we expect the ramping up of infrastructure spending to 

aid GDP growth, bringing it to about 6% for the full year. We anticipate that GDP will recover to 6.2% in 

2020 as this year’s monetary policy easing takes effect. Banks had passed on the policy rate increases 

from last year to some extent, which is seen in the higher margins and delinquencies. Loan yields will start 

to trend down along with cost of funds as banks pass on the recent policy rate cuts.  

What to look for over the next year 

Credit growth likely to be moderate. We expect credit growth to be 10%-12% in 2020, compared to 15% in 

2018, due to slight deterioration in macroeconomic conditions. Policy rate cuts could spur demand and 

RRR reduction will provide additional liquidity. Passing of key infrastructure projects will also support 

credit growth via the multiplier effect until 2022.  

Profitability should improve. Although reduced interest rates will lower loan yields, albeit with a lag, we 

believe the banking sector’s profitability will benefit from good treasury gains. RRR cuts will also help 

banks improve their profitability in a falling interest rate environment. In our opinion, banks will channel 

these freed up funds to grow or pay-down high-cost time deposits, any of which will improve net interest 

margins.  

Asset quality risks are manageable. Higher interest rates resulted in a rise in nonperforming loans by 

about 45 bps to 2.2% in the first eight months of 2019. Nonperforming loans may continue to rise 

moderately--yet remain manageable--until the policy rate cuts are fully transmitted to lending rates. We 

believe the asset quality of Philippine banks will hold, supported by their good coverage ratios and capital 

buffers. 
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Singapore 
Resilient Amid External Headwinds 

Key takeaways 

− Singapore banks have sound fundamentals supported by healthy capitalization and liquidity 

− The country’s GDP growth is likely to remain slow at 1.6% in 2020 amid ongoing trade tensions 

− Rollout of digital banking licenses could intensify competition 

Key credit drivers 

Deterioration in global trade conditions. Singapore’s GDP growth has slowed to one of the lowest in a 

decade amid ongoing trade tensions, given the country's open economy with one of the highest proportion 

of exports to GDP globally. The ongoing U.S.-China trade tensions mean Singapore’s exports are likely to 

remain weak for some time. There is also a spillover effect of negative sentiments in terms of lower 

household spending and delays in capital investment by companies. 

Singapore banks maintain strong fundamentals. The sector is resilient with healthy buffers to withstand 

external shocks. All three local banks continue to maintain robust capitalization and liquidity, with 

common equity Tier 1 (CET1) ratios of 13%-14% as of June 2019. Bank earnings will come under mild 

pressure because interest margins will either stagnate or decline as central banks cut rates. Nevertheless, 

we expect retained earnings to be sufficient to keep pace with slower loan growth.  

Key assumptions 

Manageable slowdown from external headwinds. We expect Singapore banks' credit costs to rise and 

loan growth to moderate due to increasingly uncertain operating conditions. However, these banks are 

entering this slowdown from a position of strength, with a low ratio of nonperforming loans of 1.5% to total 

loans at the end of June. This ratio could deteriorate amid rising volatility. But overall loan quality should 

remain manageable and low interest rates should support borrower repayment. In addition, CET1 ratios 

should remain within these banks' target ranges of 13%-13.5%. 

Government remains supportive. Singapore's resolution scheme for financial institutions reflects a 

circumspect approach to bail-ins. However, implementation of a resolution framework that allows the 

bail-in of senior debt or has a total loss-absorbing capacity framework could exert downward pressure on 

our ratings on Singapore banks. 

What to look for over the next year 

FinTech frontrunners. The Monetary Authority of Singapore (MAS) announced in June 2019, that it would 

issue up to five new digital bank licenses as part of a push to liberalize the country's banking sector. In our 

view, the MAS is striking a balance between promoting innovation while implementing a risk-based 

approach toward regulating the entry of digital banks. Digital banking licenses are specifically being 

handed out to help reach underserved segments, and applicants have to provide clear value propositions 

on how they can meet these needs. We believe the policy intent is for the local banks to remain firmly 

anchored with a significant market share. 
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Sri Lanka 
Banks' Underperformance Will Continue 

Key takeaways 

− Operating conditions for banks in Sri Lanka will remain tough in 2020.

− Asset quality woes will likely persist as the effects of subdued economic growth spill over.

− Weak asset quality, higher taxes, and interest rate caps will affect banks’ profitability. 

Key credit drivers 

Difficult operating conditions. Slower GDP growth amid sustained, excessive loan growth has weakened 

the operating environment and heightened credit risk in Sri Lanka's banking system. Both private 

consumption and investment growth have declined considerably. We expect economic growth, which is 

likely to be the slowest in at least a decade, to recover gradually in 2020. Political stability and 

implementing institutional reforms will be key to long-term macroeconomic stability. 

Currency depreciation. With more than 40% of public debt denominated in foreign currency, Sri Lanka's 

external position is sensitive to adverse exchange-rate movements and a source of risk in case of sharp 

movements. The currency depreciation has been controlled in 2019 barring some bouts of large capital 

outflows.  

Key assumptions 

Political stability and continuity of the reform agenda. We expect political risks, which have heightened 

since October 2018, to ease after the presidential election in November this year and parliamentary 

elections in 2020. Maintaining political stability is crucial for the government to follow through on its 

commitments in the facility fund agreement extended by the International Monetary Fund, and to continue 

with reforms to correct structural macroeconomic imbalances. If political uncertainty persists, investor 

confidence may weaken and the risk of funding or liquidity stress in the banking sector may increase.  

What to look for over the next year 

Credit growth recovery. We expect credit growth to recover gradually to 10%-13% over 2020. This will 

likely be due to the effects of a series of measures undertaken by the central bank including two policy rate 

cuts earlier this year, temporary measures to support the tourism sector, and likely higher economic 

growth than in 2019. That said, the odds remain stacked against credit growth recovery.  

Ongoing asset quality woes. Asset quality pressures have exacerbated owing to a weak economy, poor 

weather affecting agriculture, and delays in government payments to the construction segment. Continued 

slowness in the economy could weaken asset quality in 2020. Banks' linkages with the nonbank financial 

sector are also rising and could be another source of vulnerability, in our view.  

Increased pressure on profitability from interest rate caps. The central bank introduced interest rate 

caps in September 2019 and proposes to review them in March 2020. Taxes have gone up, and so have 

provisioning requirements from the implementation of Sri Lanka Financial Reporting Standards 9. These 

factors, along with banks' weak asset quality will drag interest margins and hamper profitability. The 

pressure on profitability amid increasing capital requirements could necessitate capital raising, given that 

the capital of many large banks is currently below or near the new regulatory capital requirement. This 

might also push smaller banks toward voluntary mergers, although that does not appear imminent.  
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Taiwan 
Moderate Economic Growth And Stiff Competition Constrain Profits 

Key takeaways 

− Global economic uncertainty is likely to constrain banks' business growth and asset quality in 2020.

− Low interest rates and intense competition weigh on bottom line growth. 

− New virtual banks could stir up competition in the consumer banking sector. 

Key credit drivers 

Deteriorating global trade conditions. Intensifying protectionist rhetoric globally poses risks for Taiwan, 

given its high reliance on exports. A worsening and prolonged trade war would likely stifle business growth 

and weaken asset quality in Taiwan's banking sector.  

Low interest rates globally and domestically. Recent policy rate cuts in the U. S. and some Asia countries 

will compress interest spreads on foreign-currency loans. Moreover, prolonged low interest rates and keen 

competition in Taiwan will continue to pressure banks' net interest margin.  

Key assumptions 

Moderate loan growth. We expect economic conditions in Taiwan to slow down slightly as a result of global 

economic uncertainty continuing in to 2020. We anticipate moderate loan growth of 4.0%-5% for Taiwan 

banks in 2020, which is slightly down on 5.5% loan growth in 2018.  

Net interest margin declined. We expect Taiwan bank's net interest margin to decline further as a result of 

the policy rate cut in the U.S. and intensifying competition in Taiwan.  

Stable local property market. Domestic property prices are likely to remain mostly stable, given low 

interest rates in Taiwan and potential fund inflows from Taiwanese individuals and corporates overseas 

amid continuing U.S.-China trade tension. 

What to look for over the next year 

Asset quality to weaken slightly but remain satisfactory. The U.S.-China trade war has not led to a 

sizeable rise in new nonperforming loans for Taiwan banks. Banks have enhanced their risk-awareness 

and undertaken greater risk evaluation in recent quarters. We expect banks' nonperforming loans and 

credit losses to increase only marginally in 2020, and remain at a satisfactory level compared with those of 

their regional peers.  

Bottom line growth to remain a challenge. The sector's profitability will remain moderate with a return on 

average assets of about 0.6% in 2020. Profitability will remain constrained mainly as a result of low 

interest rates, keen competition, and a potential rise in credit costs. 

Heightened competition from new virtual banks in the consumer banking segment. We do not expect the 

upcoming entry of three virtual banks to change Taiwan's banking sector landscape over the follow one to 

two years. Nonetheless, the newcomers could heighten market competition as they strive to build up 

business scale by providing more favorable pricing, especially for consumer banking products. Taiwan's 

regulator approved the applications for licenses from three virtual banks in July 2019, with operations 

likely to start in mid-2020. 
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Thailand 
Bracing For Slowdown 

Key takeaways 

− Thai banks are bracing for slower economic growth as a result of global trade tensions. 

− More stringent regulations for mortgage lending are reducing the pace of buildup of household debt. 

− Banks are embracing fintech to drive business and efficiency gains.

Key credit drivers 

Slower economic growth as a result of trade war. Thailand’s economic growth has slowed to a five-year 

low due to a decline in exports. This is compounded by the strength of the Thai baht, which hurts the 

country’s cost competitiveness and tourism industry. We are projecting GDP growth will slow to 3% in 2019 

and 3.3% in 2020, from 4.1% in 2018.  

Thailand’s high household leverage and banks' SME exposure pose risks. These factors could be a cause 

of concern, particularly amid an economic slowdown. Export-orientated small and midsize enterprises 

(SMEs) are vulnerable; those competing on cost are getting squeezed out by more efficient manufacturers 

in neighboring Vietnam and Cambodia. Early signs of delinquency and pick up in special mentioned loans 

could translate to elevated credit costs.  

Key assumptions 

Government policies will support credit conditions. The government has cut the benchmark interest rate 

by 25 basis points (bps) to 1.5% to shore up the economy and deflect headwinds. We forecast an another 

25 bps cut in 2020. Banks have been quick to pass on lower rates to borrowers. Bank of Thailand’s more 

stringent mortgage measures targeting high household debt and speculative activities have also shown 

early signs of being effective. Property prices are moderating due to demand and supply factors, but they 

are unlikely to see a sharp correction. 

What to look for over the next year 

Increased digitalization. Competition on the digital front is heating up in Thailand. Banks have had to 

waive off digital transaction fees to retain retail customers amid the launch of new channels for online 

payments and electronic wallets. Digitalisation is also leading to branch closures and headcount 

rationalisation, particularly in areas with low transaction volumes. Thailand has one of the highest mobile 

banking penetration globally, making it a fertile ground for digitization and disruption of the traditional 

brick and mortar banking model. 

Implementation of TFRS9. Thai banks have ample buffers for the implementation of Thai Financial 

Reporting Standards (TFRS) 9 slated for Jan. 1, 2020. Although these banks have sizable stage-2 loans in 

the form of restructured loans and special mentioned loans, they can use their excess (150%) provisioning 

for nonperforming loans to meet expected credit loss (ECL) requirements. While Day 1 capital impact is 

likely to be manageable, the ECL model could cause profit volatility during a credit down cycle. 
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Vietnam 
Capital Trends Diverging 

Key takeaways 

− Banks are likely to post credit growth in the mid-teens. 

− Profitability will likely be broadly stable on the back of steady net interest margins, improving
noninterest income, albeit moderately high credit costs. 

− Banks need to replenish capital, given brisk loan growth and potential Basel II implementation. 

Key credit drivers 

Managing credit growth. Credit growth is likely to be in the mid-teens (compared with a compounded 

annual growth rate of 18% over 2015-2017) because the central bank is trying to reduce credit growth 

especially to sectors such as property, securities, and consumption. Vietnam's private-sector debt to GDP 

levels are already higher than peers' with similar wealth levels, and indebtedness in Vietnam is still 

increasing with nominal GDP growth lagging credit growth.  

Steady profitability trend. We expect banks' net interest margins to remain stable with higher funding 

cost on back of increasing loan-to-deposit ratios negating higher asset yields due to increase of retail 

loans in the credit mix. Noninterest income is likely to grow robustly due to export-led trade finance and 

foreign-exchange income, third-party product distribution fees, and card fees. Credit costs may increase 

from the low base experienced over the past 18 months.  

Thinning capital buffers. Given that loan growth is brisk and profitability modest in an international 

context, capitalization levels continue to deteriorate in Vietnam for several major banks. Some banks have 

taken advantage of the current benign operating conditions to raise capital and buttress their balance 

sheets. However, some majority state-owned banks have not raised capital and have weak capitalization. 

Of interest will be capital-raising plans in 2020, which banks will mainly target toward foreign strategic 

and financial investors.  

Key assumptions 

Regional slowdown to weigh on growth prospects. Vietnam has been benefiting from foreign direct 

investments (FDI). FDI-funded facilities have been coming online in recent years, insulating the country 

from the regional slowdown. Real GDP expanded more than 6% annually in the past five years, yet inflation 

is benign, allowing for continued accommodative monetary policy; the policy rate at 6% is the lowest since 

a peak of 15% in 2011. Although we expect Vietnam's healthy economic performance will continue, there 

are downside risks related to wider-ranging tensions with the U.S. and Korea's weaker economy, which 

could slow FDI. 

What to look for over the next year 

Capital-raising activities. Banks in Vietnam need to build capital buffers, given their brisk loan growth, 

modest profitability, and sizable dividend payouts in some instances. The regulator is also aiming to fully 

implement Basel II standards in Vietnam by 2020.  

Change in asset quality. Banks need to watch out for seasoning of loan books, given brisk growth in the 

past few years and high indebtedness in the country. Information on borrowers is slim and macro-

prudential norms such as requirements on total debt service to income are limited. Banks have already 

made sizable recoveries from legacy bad loans in last few years, which we believe is unlikely to be 

repeated. 
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Appendix 

The table below presents S&P Global Ratings' views on key risks and risk trends for banking 
sectors in countries where we rate banks. For more detailed information, please refer to the latest 
Banking Industry Country Risk Assessment (BICRA) on a given country. According to our 
methodology, BICRAs fall into groups from '1' to '10', ranging from what we view as the lowest-risk 
banking systems (group '1') to the highest-risk (group '10'). 

Table 1 

BICRA Summary Table 

Economic Risk Industry Risk 

Country 
BICRA 
Group 

Economic 
risk trend 

Industry 
risk trend 

Economic 
Resilience 

Economic 
Imbalances 

Credit risk in the 
economy 

Institutional 
framework 

Competitive 
dynamics 

Systemwide 
funding 

Argentina 9 Stable Negative EH H EH H H VH 

Armenia 8 Stable Stable VH I EH VH H VH 

Australia 3 Stable Stable VL H L L L I 

Austria 2 Stable Stable VL L L I I L 

Azerbaijan 9 Stable Stable VH H EH EH H VH 

Bahrain 7 Stable Stable H H VH I H H 

Bangladesh 9 Stable Stable VH L EH EH EH I 

Belarus 10 Stable Stable VH VH VH EH VH VH 

Belgium 2 Stable Stable L L L I I VL 

Bermuda 5 Positive Stable I VH I I L I 

Bolivia 8 Stable Stable VH I EH VH VH I 

Brazil 6 Stable Stable VH H H I H I 

Brunei 6 Stable Stable I L H EH I L 

Cambodia 9 Stable Stable VH H EH EH H VH 

Canada 2 Stable Stable VL I I VL L L 

Chile 3 Stable Stable H L I L I L 

China 6 Stable Stable I H VH H H VL 

Colombia 6 Stable Positive H H H H I I 

Costa Rica 7 Negative Stable H H VH H H H 

Croatia 7 Stable Stable H I VH H H I 

Cyprus 8 Positive Stable I VH EH H VH VH 

Czech Republic 3 Stable Stable I L I I I I 

Denmark 3 Stable Stable VL L I I I I 

Egypt 9 Stable Stable EH H VH EH H H 

El Salvador 8 Stable Stable EH I EH H I VH 

Finland 2 Stable Stable VL L L I L I 

France 3 Stable Stable L I L I I L 

Georgia 8 Positive Stable VH H VH H H VH 

Germany 2 Negative Negative VL VL L I I VL 

Greece 9 Positive Positive VH VH VH H H EH 

Guatemala 7 Stable Stable EH I VH H I I 

Honduras 8 Stable Stable VH I EH VH I H 

Hong Kong 2 Stable Stable L I I VL L VL 

Hungary 6 Stable Stable H H I I H H 
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Economic Risk Industry Risk 

Country 
BICRA 
Group 

Economic 
risk trend 

Industry 
risk trend 

Economic 
Resilience 

Economic 
Imbalances 

Credit risk in the 
economy 

Institutional 
framework 

Competitive 
dynamics 

Systemwide 
funding 

Iceland 4 Stable Negative L H I I I H 

India 5 Stable Stable H L VH H H L 

Indonesia 6 Stable Stable H L VH H H I 

Ireland 4 Stable Stable L H H I I I 

Israel 3 Stable Stable I L I I H L 

Italy 5 Stable Negative I H H I I H 

Jamaica 8 Stable Stable EH I VH H VH VH 

Japan 3 Stable Stable L VL L I H VL 

Jordan 8 Stable Stable EH I VH H H H 

Kazakhstan 9 Stable Stable H VH EH EH VH H 

Kenya 9 Stable Stable VH I EH EH VH H 

Korea 3 Stable Stable L VL H I H L 

Kuwait 4 Stable Stable I I H H I L 

Lebanon 10 Stable Stable EH H EH H VH VH 

Liechtenstein 2 Stable Stable L L L I I L 

Luxembourg 2 Stable Stable VL L L I I VL 

Malaysia 4 Stable Stable H L H I I L 

Malta 5 Stable Stable I L H VH I I 

Mexico 4 Negative Stable H L H I I L 

Mongolia 9 Stable Stable H VH EH EH H VH 

Morocco 7 Stable Stable VH L VH I H H 

Netherlands 3 Stable Stable VL I I I I L 

New Zealand 4 Stable Stable VL H I I L H 

Nigeria 10 Stable Stable EH H EH EH I EH 

Norway 2 Stable Stable VL I L I L I 

Oman 6 Negative Negative VH I H I H I 

Panama 5 Stable Stable I H I I L VH 

Papua New Guinea 9 Stable Stable EH H VH VH H VH 

Paraguay 8 Stable Stable VH I EH VH VH H 

Peru 5 Stable Stable H VL VH L I I 

Philippines 5 Stable Stable VH L H H I I 

Poland 4 Stable Negative H L I I H I 

Portugal 6 Stable Stable I H H I H H 

Qatar 5 Stable Negative I H I I I H 

Russia 8 Stable Stable VH H VH VH H H 

Saudi Arabia 4 Stable Stable H I I L I L 

Singapore 2 Stable Stable VL I I VL L L 

Slovenia 4 Positive Stable I I H I I I 

South Africa 5 Negative Stable VH L H I I H 

Spain 4 Stable Stable I I I I I I 

Sri Lanka 9 Stable Stable VH VH VH VH H VH 

Sweden 2 Stable Stable VL I L I L I 

Switzerland 2 Stable Stable VL L L L L L 

Taiwan 4 Stable Stable I L I I VH VL 

Thailand 6 Stable Stable H L EH I H L 

Trinidad and 
Tobago 

6 Stable Stable VH I H H H L 

Tunisia 9 Negative Stable VH I EH EH H VH 

Turkey 9 Negative Stable H VH VH VH H EH 
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Economic Risk Industry Risk 

Country 
BICRA 
Group 

Economic 
risk trend 

Industry 
risk trend 

Economic 
Resilience 

Economic 
Imbalances 

Credit risk in the 
economy 

Institutional 
framework 

Competitive 
dynamics 

Systemwide 
funding 

U.K. 3 Stable Stable L I H I I L 

U.S. 3 Stable Stable VL L H I I VL 

United Arab 
Emirates 

5 Stable Stable L H H I H I 

Uruguay 6 Stable Stable H L H H H H 

Uzbekistan 8 Stable Stable VH I VH EH H VH 

Vietnam 9 Stable Stable VH H EH EH VH I 

Source: S&P Global Ratings; Data as of November 8, 2019. 

Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved. 

Positive economic or industry risk trend Stable economic or industry risk trend Negative economic or industry risk trend 

Very low risk (VL) Low risk (L) Intermediate risk (I) High risk (H) Very high risk (VH) Extremely high risk(EH) 
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