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Abstract. This article discusses the consequence of Covid-19 crisis on the global banking sys-

tem. The main challenges that banks have faced during this time are analyzed. Even if the pan-

demic did not have the projected negative financial consequences for the global banking indus-

try, it had plenty of other consequences. The recent trends boosted by Covid-19 such as accel-

eration of digital banking, decrease of cash and authorities concern about the sustainability are 

discussed. Moreover, perspectives of recovery and long-term outlook for banking industry are 

identified. 

Keywords: banking industry, Covid-19, bank regulatory framework, bank profitability, digi-

talization, Basel III, non-performing loans. 

 

Although COVID hasn’t been a solvency 

event for the banking industry, we have seen 

material profit compression that has reordered 

banks’ priorities. Leading institutions have 

witnessed double-digit net income declines of 

7% in Asia-Pacific, 37% in North America 

and 51% in Europe in 2020. The pandemic 

also created a credit crisis. The immediate 

impact was a substantial increase in the cost 

of risk for global banks during the first half of 

2020. Bad loans also increased again in the 

second half of 2020, although more moderate-

ly given the unprecedented levels of public-

sector fiscal support. Despite the size of the 

provisions, the truth is that, from a capital 

perspective, banks were better prepared to 

handle this crisis than they were going into 

the 2008 Great Recession. Covid-19 crises 

one more time proved the importance of 

banking system. Not only were banks instru-

mental in delivering government aid and en-

suring financial stability through their contin-

uous daily operations, but they also opened 

their balance sheets to lend: loans grew at 

11% in 2020, five times more than the con-

sensus prediction, boosted by China (20%) 

and Europe (9%).  

Bank crashes are littered across economic 

history and remain the single most dangerous 

risk to the industry. However, it is believed 

that Covid-19 crisis was much less likely be-

cause of the policy measures in the wake of 

the 2008-09 meltdown sparked by defaults on 

US mortgages and related securities. The ex-

tensive implementation of Basel III interna-

tional rules for capital and liquidity, as well as 

national measures such as ring fencing of in-

vestment banks in Europe, have made banks 

more resilient. Global regulations also include 

stricter rules for systemically important 

banks. The Covid-19 crisis put those safe-

guards to the test, and they worked. 

One important consequence of the crisis in 

most markets was a surge in deposits (and, to 

lesser extent, in securities investment ac-

counts), which according to EIU grew by 

13.6% in nominal US dollar terms in 2020. 

With the exception of those most severely 

hurt by the disease outbreak and economic 

lockdown, households and firms set aside 

emergency funds drawn from their savings on 

consumption, government assistance, credit 

lines and capital-raising. Most savers kept 

funds in highly liquid forms, such as demand 

deposits, despite a sharp fall in interest rates. 

Certain middle-income economies experi-

enced an increase in the stock of physical cur-

rency as a result, even as the rising popularity 

of digital payments meant that cash fell out of 

favour as a medium of exchange. 

Despite the abundant, inexpensive re-

sources available to banks, lenders faced dif-

ficulties in recycling these deposits into credit 

for businesses and households. Falls in both 

deposits and lending rates led to a compres-

sion in interest margins, banks' primary 

source of revenue. This made the extension of 

many types of credit unappealing in the ab-
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sence of state guarantees, which many devel-

oped countries offered to ensure the survival 

of enterprises. Overall, lending to businesses, 

often backed by official guarantees, grew 

modestly in most economies, at an estimated 

9.7% in US dollar terms. Credit to households 

was less positive, with loans generally ex-

panding for house purchases or improvements 

but dropping for consumption (which at any 

rate was curtailed by lockdowns and quaran-

tines).  

Net interest income, a major source of rev-

enue for most banks worldwide, remained 

stagnant or declined altogether in 2020. In-

creasing numbers of beleaguered businesses 

and households were unable to service their 

debt, leading to heavier bad loans at banks, 

although the true level of distress was often 

unclear because of forbearance and moratoria 

on loan repayments adopted in many econo-

mies. However, a robust recovery in most ad-

vanced economies and the resulting strong 

demand for goods, services and labour will 

avert a deterioration in loan portfolios. The 

best-performing banks in 2020 were those 

that were focused on fee-generating activities, 

a second major source of revenue. Although 

fees include such diverse activities as loan 

origination, transaction charges and penalties, 

the most lucrative in 2020-2021 have con-

cerned capital markets. Rising share prices 

from April 2020 led to a boom in trading, 

market fundraising, and mergers and acquisi-

tion activity. Low interest rates and a desire to 

build up emergency cash spurred firms to se-

cure credit lines and raise funds via debt is-

sues. The ability to shift to digital transactions 

is one reason why banks have outperformed 

other industries in the coronavirus-afflicted 

economy. Lenders in most markets have de-

ployed online and mobile services steadily 

over recent years to meet customer expecta-

tions and to compete with alternative finan-

cial technology providers. Banks started de-

livering an additional number of services via 

digital channels in 2020, primarily as a result 

of public health concerns during the pandem-

ic, although some more complex operations 

still require in-person interaction. Increased 

use of 3G, 4G and now 5G mobile handsets 

and the decline in cash transactions have fa-

cilitated this digital shift. 

Recovery in the global banking industry is 

expected to be uneven across regions. US 

banks had built up substantial reserves in 

2020. But buoyed by government stimulus 

programs and a strong recovery, the top 100 

US banks released 24 billion dollars in loan 

loss reserves in the first half of 2021 alone, 

and their counterparts in Canada are doing the 

same. Unlike European and Asia Pacific 

banks, which continued to add to their re-

serves, the top 100 European banks have add-

ed 25 billion dollars to their reserves. And 

those in European and Asia Pacific have pro-

visioned for 125 billion dollars’ worth of 

credit losses in the same period. The brighter 

outlook for loan loss provisions is helping 

drive profitability for US and Canadian 

banks. But sluggish loan growth and modest 

interest income are likely to dampen growth 

in both countries. In contrast, because of 

overexposure to the sectors hardest hit by the 

pandemic, most European banks have yet to 

recover to pre-pandemic profitability levels. 

And they continue to face other challenges: 

negative rates, fragmentation of the regulato-

ry system, high levels of inefficiency, and the 

less robust capital markets in Europe. Contin-

ued strengthening of Chinese banks are a 

bright spot in Asia, and banks in Singapore 

and Australia also remain relatively sound. 

Otherwise, the region is beset with a k-shaped 

recovery since many Southeast Asian banks 

are dealing with asset quality concerns. 

Over the longer term the banking industry 

is likely to tread water in developed econo-

mies and in middle-income markets with al-

ready extensive banking networks. In such 

places the majority of the population and 

businesses are already served by formal fi-

nancial firms, although there will be some 

scope to attract customers with more sophisti-

cated credit, payment and investment prod-

ucts. In countries with weak banking net-

works, which is the case in most developing 

economies, there will be ample scope to reach 

new customers, both among unbanked house-

holds and businesses. Many governments will 

continue to promote financial inclusion to re-

duce poverty, improve distribution of aid and 

spur collection of taxes. The push will be fa-

cilitated by the adoption of mobile devices, 
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the spread of the internet and the decline in 

use of cash.   

All in all, the world's financial industry 

will recovery gradually and unevenly in the 

coming years as the global economy rebounds 

from the health and economic crises caused 

by the Covid-19 pandemic. The coronavirus 

pandemic has boosted some subsectors in the 

broader financial services industry, while 

weighing heavily on others. Certain activities, 

such as digital payments and capital-markets 

fundraising, have been bolstered, and corpo-

rate lending has advanced, primarily because 

governments have promoted it as part of their 

relief programmes. The sector as a whole, and 

banks in particular, have historically been 

susceptible to crashes in times of economic 

turmoil, but there were few signs of such in-

stability in this latest crisis, as authorities 

stepped in to stabilise certain markets, and 

financial institutions have relied on reform-

driven improvements to their own balance-

sheet positions over the past decade, which 

have proven to be largely resilient. Stung by 

recent financial crises, in the coming years 

banks will generally shift to safer business 

models focused on deposit-taking, simple 

commercial and household lending, and asset 

management. A smaller number of firms will 

dominate risky, sophisticated capital markets 

activities, which will be increasingly walled 

off from traditional banking and government-

guaranteed deposits.  

References 

1. Ҫolak G., Öztekin Ö. The impact of COVID-19 pandemic on bank lending around the 

world // Journal of Banking & Finance. – 2021. – Т. 133. – С. 106207. 

2. Park C.Y., Shin K. COVID-19, nonperforming loans, and cross-border bank lending // 

Journal of Banking & Finance. – 2021. – Т. 133. – С. 106233. 

3. Andersen A.L. et al. Consumer responses to the COVID-19 crisis: Evidence from bank ac-

count transaction data // Available at SSRN 3609814. – 2020. 

4. Schularick M., Steffen S., Tröger T. H. Bank capital and the European recovery from the 

COVID-19 crisis. – 2020. 

5. Aldasoro I. et al. Effects of Covid-19 on the banking sector: the market's assessment // 

Bank for International Settlements, 2020. – № 12. 

 

 

ВЛИЯНИЕ COVID-19 НА МИРОВОЙ БАНКОВСКИЙ СЕКТОР 

 

А.С. Коптюбенко, магистрант 

Финансовый университет при Правительстве Российской Федерации 

(Россия, г. Москва) 

 

Аннотация. В этой статье обсуждаются последствия кризиса Covid-19 для мировой 

банковской системы. Анализируются основные вызовы, с которыми столкнулись банки за 

это время. Даже если пандемия не имела прогнозируемых негативных финансовых по-

следствий для мировой банковской индустрии, она имела множество других последствий. 

Обсуждаются недавние тенденции, вызванные Covid-19, такие как ускорение цифрового 

банкинга, сокращение наличных денег и озабоченность властей по поводу устойчивости. 

Кроме того, исследуются перспективы восстановления и долгосрочные перспективы 

банковской отрасли. 
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