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 The coronavirus outbreak generated an
unprecedented health crisis that is affecting people
and countries all over the world.

 The pandemic is causing consequences
far beyond the spread of the disease
itself.



 Are creating uncertainty for lenders as to the ability of borrowers to meet current and future 
loan obligations. 

The Closures of Businesses Shelter-at-Home Orders 

And…

Social Distancing Measures 

Containment Measures 



Financial Measures to Support the Economy 

 The Central Bank of Nigeria (CBN) cut the monetary policy rate by
100 basis points in May 2020 while expanding liquidity available
for nonbank financial institutions.

 The CBN reduced interest rates on all applicable CBN interventions from 9 to 5% and
introduced a one-year moratorium on CBN intervention facilities.

 The bank created a N50 billion ($139 million) targeted credit facility; and a liquidity injection of
3.6 trillion (2.4 per cent of GDP) into the banking system.



Financial Measures to Support the Economy 

 Liquidity injection of N100 billion to support the health sector, N2 trillion to the manufacturing
industry, and N1.5 trillion to the real sector.

 The CBN is also coordinating a private-sector special intervention initiative targeting N120
billion ($333 million) to fight COVID-19.

 The government-backed measures has reduced adverse selection
in credit markets, thus decreasing the banks’ incentive to screen
loan applicants.



 Companies require dynamic and flexible risk
management to navigate an unpredictable future.

 A collapse in economic activity that results from the COVID-19 containment measures and
macroeconomic instability has increased the unemployment rates in most Sub-Saharan
African countries.

 Implication of COVID-19 is expected to significantly increase Default Rate and Credit Losses
leading to large increase in provisioning requirements.



 Banks face the prospects of a massive drawdown of committed credit lines, and facilities
particularly from firms in vulnerable sectors directly affected by the lockdowns.

 Therefore, they must develop forward-looking provisioning models to allow for different
simulated economic scenarios.

 These simulations should include ‘downturn’ economic
scenarios which are designed to stress test the bank’s
provisions and capital levels.



 Although the sophistication of risk management varies across industries and companies, we
believe that all organizations need to re-think and strengthen their approach to risk
management to be better prepared for the future.

 Today’s presentation describes the essential elements of dynamic credit risk management
and outlines actions that lending institutions can take to build a robust credit risk
management system.



COVID-19 and Economic 
Activities

Increased Loss of 
Income/Revenues

Small and Large Businesses 
are facing significant 
reductions in their 

revenues

Significant Plunge in 
Economic Activities.

The COVID-19 pandemic 
has put significant strain on 
economic activities of most 

countries 

Increased Risk of 
Default

Many lenders are facing 
breach of loan contracts by 

their borrowers

Pressure on Cash flows

Slowdown in economic
activities is putting

pressure on
businesses’ cash flows

and working capital

 Some adverse effects of the COVID-19 Pandemic.



Modelling Forward Looking 
Expected Credit Loss (ECLs)

 IFRS 9, requires most financial institutions to determine Forward-looking Expected Credit
Losses (ECL).

 Due to the effects of the pandemic, lenders are expecting an increase in loan provisions which
would have a significant impact on their capital and reserve.

 At present, major banks in Nigeria seem to have enough capital cushion, but the uncertainty in
how long the pandemic will last should be a cause for concern to them.



Key Areas To Focus: Modelling 
Economic Scenarios.

 It is difficult to obtain reliable and detailed
macroeconomic forecasts to calculate forward-
looking ECLs under this climate.

 For example, for retail banking portfolios, many banks,
especially in Nigeria, can expect macroeconomic variables
like household debt, income, unemployment rates, and
interest rates etc. to drive some of the risk factors.

Banks’ management teams will
have to closely monitor these
variables and apply post model
adjustments to capture the
current challenging conditions.



Key Areas To Focus: 
Quantitative and Qualitative.

Credit Score Financial & Ratios Days Past due

Removal of 
Borrowers under 

Moratoriums/ 
different 

government 
interventions.

Re-calibration of 
income levels due 

to COVID-19

Reviewing 
borrowers 
Financial 

ratios

Actual past due

Missed 
Payments due 
to government 
interventions

Trouble Debt Restructuring

Actual TDR

TDR due to 
government 
interventions

Watch-list

Monitor Impacted 
Sectors.



Key Areas To Focus: 
Quantitative and Qualitative

Application Scoring Models

Closely monitor the effect COVID-19 is 
having on businesses and individuals.

Re-calibrate the scoring model based on 
updated valuation and financial ratios of 

borrowers.

Behavioral and Re-
payment Models.

Models to account for repayment 
holidays, moratorium and forbearance 

on loans extended to borrowers.

Stress Testing and 
Scenario Analysis

Credit risk models should include severe 
economic scenarios.

Banks should get some insights from the 
CCAR Models in the West.

IFRS 9-Forward-Looking 
Scenarios

Credit models to review existing 
macroeconomic variables that drive credit 

risk defaults.

Structural breaks in economic variables 
should be tested when building forecasting 

models.

Credit Risk 
Models 



Important Skills for Credit Risk 
Officers.

Ability to 
anticipate, 

predict, and 
model risk based 
on internal and 
external data

Ability to decide 
swiftly if risk 

requires 
immediate or 

prolonged 
response and 

determine 
appropriate 
response.

Ability to set risk 
limits and assess 
risk magnitude as 

well as control 
weaknesses.



Important Considerations for Dynamic 
Credit Risk Management.

 How will risk evolve overtime?
Risks can be either cyclical and mean reverting or structural and permanent.

 Are we prepared to respond to systemic risks?

Lending institutions must consider whether the event triggering the risk has wider implications for their industry,
the economy, and society at large—and what that means to them.

What new risks lie in the future? 

Companies will need to cast nets wide enough to detect new and emerging risks before they happen.

 How much risk should we take? 

Rapid changes can quickly distort companies’ risk profiles. They will need to adjust their risk appetites to accommodate
shifting customer behaviors and global trends.



Take ACTION!!!

 Incorporate Forward-Looking Scenario Based Simulation in your credit
risk framework.

 Harness the Power of Data and Analytics: Deploy Algorithms for better fraud detections and
predictions.

 Develop risk talents with a good understanding of risk landscape. 

 Fortify risk culture and embed it across the business activities.



Questions


