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During the unprecedented times and challenges we

are facing, no forward-looking model could have

predicted the scale of COVID-19 and its implications.

As governments, society and companies worldwide

respond to the threat of COVID-19, many challenges

are arising for Investment Firms, in an uncertain and

volatile environment.

Crisis anticipation 

Crisis management

In the first of a series of publications, we explore how using

financial modelling and designing and running stress

testing scenarios we help Investment Firms proactively

understand and manage the impact of the pandemic on

their operational and financial resilience.
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• The COVID-19 outbreak has posed significant challenges to business activities and introduced a high degree of uncertainty, leading to high market
volatility and an increase in market, credit and liquidity risks.

• In many instances, COVID-19 is driving meaningful changes in asset valuation on a daily basis

• Central Banks around the world, have already proactively intervened to calm markets with liquidity support and show commitment to using all
possible measures. Meanwhile, Securities Markets Regulators and National Competent Authorities have used their powers to ensure the orderly
functioning of markets to support stability

• It may also change how firms run their operations. Some firms may need to consider how to reposition investment portfolios and reassure
investors that the firm is managing through the volatility professionally, in tighter cycle times.

• Firms are mobilising and taking steps to minimise COVID-19 effects on day-to-day operations by testing and implementing
continuity/contingency plans, including:

• Alternate workplace arrangements

• Universal travel bans

• Heightened measures to ensure safety and health

• Beyond operational actions, investment firms should remain hyper-vigilant and actively consider the short and medium-term financial, risk, and
regulatory compliance implications:

• A sharp drop in interest rates and increased volatility in securities and FX prices increases market risk, potentially leading to losses

• New Prudential Requirements will follow, so further recapitalisation beckons

• In this series of publications, we intend to explore the impact of COVID on Investment Firms from a financial, operational and regulatory
perspective

• In our first issue we explore the actions Investment Firms should take in interpreting the impact of market risk on earnings and the economic
value of capital and recalibrating/implementing strategies to limit such impact in the future will be critical

Responding to and Recovering from the COVID-19 crisis
Implications for Investment Firms

Shape 

your 

resilience
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Respond Challenges (next 90 days) Recover Challenges (next 3-9 months)

Market Risk
• Evaluate if the exposure of the institutions’ earnings or economic value of 

capital has material impact from the model implied scenarios;
• Update internal models to reflect the current environment

• Revisit internal models capturing market risk and account for potentially higher 
correlations.

• Communicate with the regulator if capital is adversely affected and materially 
differs from model-implied scenarios

Credit / Counterparty Credit Risk
• Assessment of existing at-risk counterparties;
• Adjust to and operate with increased volumes in applications, collections, 

foreclosures, modifications, etc.

• Going forward determinations will need to be made regarding:
• the new environment and credit exposure,
• portfolio analytics, 
• credit quality and new credit standards, 
• managing delinquencies; 
• IFRS 9 impact

Liquidity Management
• Revise assumptions, forecasts and cash flows;
• Identify and implement cost-out measures
• Assess imminent liquidity shortfalls / stress testing

• Revisit Liquidity modeling/reviews
• Develop Liquidity Contingency Plans

Non-financial Risks
• Respond to threats arising from cyberattacks;
• Respond to disruptions to the trading infrastructure

• Rethink risk controls for alternate work arrangements and potential disruptions 
that could warrant a reassessment of conduct risk, cyber risk, and third-party 
risk

Trading / Hedging strategies

• Capital allocations across trading books in stressed markets should be revisited;
• Asset diversification if required and which assets must be disposed first;
• Adjustment of hedging strategies across foreign exchange, commodities, 

equities or fixed income

• Capital allocations and hedging strategies across trading books should be 
revisited.

Regulatory Strategy

• Devising Regulatory strategy and ensuring compliance with new standards and 
programs;

• Understand new timelines/impact to current initiatives 
• Implementation of and compliance with new regulations issued as a result of 

COVID-19;
• Preparing for regulatory discussions

• Implementing lessons learned and reporting to focus on prevention and being 
proactive

• Operating ongoing reporting needs to accurately and efficiently obtain and 
manage the data required

Capital Management • Stress testing for COVID scenarios
• Review of capital adequacy
• Monitoring RWA
• Basel III and/or IFR/IFD  implication considerations

Responding to and Recovering from the COVID-19 crisis
Expected challenges
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Scenario impact analysis

• Existing stress testing frameworks don’t 
capture tail risks under a global COVID 19 
pandemic

• Identifying material risks and 
concentrations in the current environment, 
which can input into the ICAAP 

• Enhancing existing scenario framework to 
include changing correlations between 
global macroeconomic and financial 
variables, liquidity etc.

• Expanding existing scenarios to include 
granular pricing model level risk factors

MI production

Re designing and re configuring the 
production, analysis and review of 

market and liquidity metrics, including 
forecasting liquidity and trading 

positions

Liaising with regulators

Proactive development of remediation 
plans to share with regulators

Enterprise wide assessment

• Undertake comprehensive 
enterprise wide stress test analysis

• Seek a benchmarked view of 
assumptions used across the 

industry Capital management

Identify and execute capital management 
strategies, including implementation of 
supportive short term regulatory changes

Hedging strategies

Review and assess hedging strategies 
effectiveness and rebalancing of 
positions

Responding to and Recovering from the COVID-19 crisis
Capital, Liquidity and Market risk
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Scenario impact analysis
Scenario analyses for the impact  of 

short and medium-term economic 
outlook over the entire expected life of 

financial instrument

Determination of the appropriate 
IFRS 9 Business Model and ECL 
estimation

• Evaluation of how groups of financial assets are 
managed together to achieve a particular 
business objective

• Determination of whether they should be 
measured at fair value basis or at cost

• Recalibration and re calculation of ECL for debt 
securities measured at either FVOCI or 
Amortised Cost

Modification accounting

Prioritising the analysis using a risk-
based approach, where the focus will be 
on individual exposures that will most 
likely have had a significant impact

Forward-looking adjustment

Modeling adjustments that incorporate 
macroeconomic scenarios applied by 

entities and their appropriate 
weightings

Model validation

• Assess the appropriateness of 
models given the unstable economic 

environment

• Benchmarking models through 
statistical tests and precision/recall 

metrics

• Consider short-term economic 
forecasts

Reporting
Establish a dedicated risk reporting 
team that can help with for data 
analysis, report generation and 
provision of insights

Responding to and Recovering from the COVID-19 crisis
IFRS 9: Consideration areas
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