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Investment Note 

 
 
2 July 
2020 

Assessing the impact of the 

Comprehensive Capital 

Analysis and Review on US 

banks 

On Thursday 25 June, the US Federal Reserve 

Board (the Fed) announced the results of the 2020 

CCAR stress test of the country’s largest banks, 

which this year included additional analysis given the 

ongoing pandemic 1 . The supplementary analysis 

sought to assess how resilient banks are to the 

current downturn, as it differs from a more typical 

business–cycle-led-recession. All of the banks 

passed the stress test; however, the initial market 

reaction was negative, given investor caution about 

the recent increase in global coronavirus cases. 

Although there will be a range of opinions, the 

outcome was largely in line with our expectations. 

Fed Vice Chairman for Supervision Randal Quarles 

observed that “the banking system has been a 

source of strength during the crisis and the results 

of our sensitivity analyses show that our banks can 

remain strong in the face of even the harshest 

shocks.”1 This is an important differentiator from the 

global financial crisis when the banking system was 

at the heart of the downturn. After the first round of 

Fed stress tests in 2009, the banks were collectively 

told to raise US$75 billion in additional capital.  

As expected, the Fed kept its share buyback 

restrictions in place. The Street does not anticipate 

this will start again until 2021 when the economic 

recovery is expected to be more firmly established2. 

 

1
 Press release of the Board of Governors of the Federal Reserve 

System, 26 June 2020. 
2
 Manulife Investment Management, June 2020 

 

Prior to the Fed’s release of results, investors 

appeared to be more concerned about how the Fed 

would treat dividends, which were subsequently 

capped at second-quarter levels and below recent 

earnings. However, most of the banks should be 

able to maintain their current dividends under this 

framework. That said, it could be a limiting factor for 

a small group of banks. After the market close on 

Monday 29 June, we received clarity as individual 

banks announced their capital plans and the 

majority reaffirmed their dividends going forward, 

which has been positively received by the markets.  

To reflect the current stress tests, an additional 

requirement this year is for the banks to resubmit 

and update their capital plans in the third quarter. 

We view this as appropriate, given the dynamic 

nature of the recovery.  

We would note that the COVID-19 scenario analysis 

showed that the banks could suffer significant 

pandemic-driven loan losses. However, we believe 

that revenue, capital, and loan-loss reserves are 

sufficient to absorb these potential losses. 

Additionally, the stress tests scenarios were 

extremely severe relative to the current situation. For 

example, one parameter assumed that US 

unemployment would peak at 19.5% – meaningfully 

worse than today’s levels. Moreover, the Fed 

excluded the mitigating effects of government 

stimulus payments and expanded unemployment 

benefits that have provided significant support to the 

economy. Therefore, we think it is unlikely that loan 

losses will approach these worst-case scenarios.  

What the stress-test process has shown is the 

strength of the banks’ balance sheets, even under 

extreme stress. Furthermore, valuations remain 

historically low on both a relative and absolute 

basis. As such, we believe that US banks offer long-

term investors a compelling opportunity. 

The results of the 2020 Comprehensive Capital Analysis and Review (CCAR) stress tests of the 

largest US banks have revealed that despite COVID-19 and the prospect of pandemic-led loan 

losses, the sector remains in good shape. In this investment note, our US bank portfolio 

management team takes a closer look. 

https://www.federalreserve.gov/newsevents/pressreleases/bcreg20200625c.htm
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Investment note  

 
Disclaimers    

A widespread health crisis such as a global pandemic could cause 

substantial market volatility, exchange trading suspensions and 
closures, and affect portfolio performance. For example, the novel 
coronavirus disease (COVID-19) has resulted in significant disruptions 

to global business activity. The impact of a health crisis and other 
epidemics and pandemics that may arise in the future, could affect the 
global economy in ways that cannot necessarily be foreseen at the 

present time. A health crisis may exacerbate other pre-existing political, 
social and economic risks. Any such impact could adversely affect the 
portfolio’s performance, resulting in losses to your investment 

 
Investing involves risks, including the potential loss of principal. 
Financial markets are volatile and can fluctuate significantly in response 

to company, industry, political, regulatory, market, or economic 
developments.  These risks are magnified for investments made in 
emerging markets. Currency risk is the risk that fluctuations in 

exchange rates may adversely affect the value of a portfolio’s 
investments.  
 

The information provided does not take into account the suitability, 
investment objectives, financial situation, or particular needs of any 
specific person. You should consider the suitability of any type of 

investment for your circumstances and, if necessary, seek professional 
advice. 
 
This material, intended for the exclusive use by the recipients who are 

allowable to receive this document under the applicable laws and 
regulations of the relevant jurisdictions, was produced by, and the 
opinions expressed are those of, Manulife Investment Management as 

of the date of this publication, and are subject to change based on 
market and other conditions. The information and/or analysis contained 
in this material have been compiled or arrived at from sources believed 

to be reliable, but Manulife Investment Management does not make any 
representation as to their accuracy, correctness, usefulness, or 
completeness and does not accept liability for any loss arising from the 

use of the information and/or analysis contained. The information in this 
material may contain projections or other forward-looking statements 
regarding future events, targets, management discipline, or other 

expectations, and is only as current as of the date indicated. The 
information in this document, including statements concerning financial 
market trends, are based on current market conditions, which will 

fluctuate and may be superseded by subsequent market events or for 
other reasons. Manulife Investment Management disclaims any 
responsibility to update such information. 

 
Neither Manulife Investment Management or its affiliates, nor any of 
their directors, officers or employees shall assume any liability or 

responsibility for any direct or indirect loss or damage or any other 
consequence of any person acting or not acting in reliance on the 
information contained herein.  All overviews and commentary are 

intended to be general in nature and for current interest. While helpful, 
these overviews are no substitute for professional tax, investment or 
legal advice. Clients should seek professional advice for their particular 

situation. Neither Manulife, Manulife Investment Management, nor any 
of their affiliates or representatives is providing tax, investment or legal 
advice. Past performance does not guarantee future results. This 

material was prepared solely for informational purposes, does not 
constitute a recommendation, professional advice, an offer or an 
invitation by or on behalf of Manulife Investment Management to any 

person to buy or sell any security or adopt any investment strategy, and 
is no indication of trading intent in any fund or account managed by 
Manulife Investment Management. No investment strategy or risk 

management technique can guarantee returns or eliminate risk in any 
market environment. Diversification or asset allocation does not 
guarantee a profit nor protect against loss in any market. Unless 

otherwise specified, all data is sourced from Manulife Investment 
Management. 

 
 
 
 

 
 
 

 
 

Manulife Investment Management 
 

Manulife Investment Management is the global wealth and asset 
management segment of Manulife Financial Corporation. We draw on 
more than 150 years of financial stewardship to partner with clients 

across our institutional, retail, and retirement businesses globally. Our 
specialist approach to money management includes the highly 
differentiated strategies of our fixed-income, specialized equity, multi-

asset solutions, and private markets teams—along with access to 
specialized, unaffiliated asset managers from around the world through 
our multimanager model. 

 
 
These materials have not been reviewed by, are not registered with any 

securities or other regulatory authority, and may, where appropriate, be 
distributed by the following Manulife entities in their respective 
jurisdictions. Additional information about Manulife Investment 

Management may be found at www.manulifeim.com/institutional 

 
Australia: Hancock Natural Resource Group Australasia Pty Limited., 
Manulife Investment Management (Hong Kong) Limited. Brazil: 
Hancock Asset Management Brasil Ltda. Canada: Manulife Investment 

Management Limited, Manulife Investment Management Distributors 
Inc., Manulife Investment Management (North America) Limited, 
Manulife Investment Management Private Markets (Canada) Corp. 

China: Manulife Overseas Investment Fund Management (Shanghai) 
Limited Company. European Economic Area and United Kingdom: 
Manulife Investment Management (Europe) Ltd. which is authorised 

and regulated by the Financial Conduct Authority, Manulife Investment 
Management (Ireland) Ltd. which is authorised and regulated by the 
Central Bank of Ireland Hong Kong: Manulife Investment Management 

(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen 
Indonesia. Japan: Manulife Investment Management (Japan) Limited. 
Malaysia: Manulife Investment Management (M) Berhad (formerly 

known as Manulife Asset Management Services Berhad) 
200801033087 (834424-U) Philippines: Manulife Asset Management 
and Trust Corporation. Singapore: Manulife Investment Management 

(Singapore) Pte. Ltd. (Company Registration No. 200709952G) South 
Korea: Manulife Investment Management (Hong Kong) Limited. 
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife 

Investment Management (Taiwan) Co. Ltd. United States: John 
Hancock Investment Management LLC, Manulife Investment 
Management (US) LLC, Manulife Investment Management Private 

Markets (US) LLC and Hancock Natural Resource Group, Inc. Vietnam: 
Manulife Investment Fund Management (Vietnam) Company Limited.  

 
 
Manulife Investment Management, the Stylized M Design, and Manulife 

Investment Management & Stylized M Design are trademarks of The 
Manufacturers Life Insurance Company and are used by it, and by its 
affiliates under license. 
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