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Context
the past seven years have marked a period of near-continuous crisis in significant segments of the world’s financial industry, in particular in 
the banking sectors of europe and North America. the crisis has had profound consequences for bank balance sheets, public policy, banking 
supervision, regulatory requirements and, not least, for investors in banks. the implication is a changing environment for bank creditors, and 
a fundamental shift in the way failing banks are resolved or recapitalized.

While we believe that our current methodology has proven sufficiently flexible to allow us to reflect in our ratings the pressures from the 
crisis on bank balance sheets, the confluence of shocks, failures, bailouts and defaults witnessed since 2007 has prompted a review of our 
methodology. the RFC sets out our proposals for a revised methodology, including important enhancements that build on the strengths and 
flexibility of our current methodology. 

Proposed Rating Methodology Structure – Graphical Representation
the proposed global banking methodology is similar in structure to the current methodology, but adds support and structural analysis, a key 
innovation in a bail-in world.
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Overview
 » On 9 September 2014 Moody’s published a Request For Comment (RFC) proposing revisions to its Global Bank Rating Methodology 
to reflect insights gained from the crisis and to reflect the profound fundamental shift in the banking industry and its regulation.

 » the changes being proposed will provide a superior framework for determining how each type of creditor is likely to be affected 
when a bank needs to be resolved and will help to more accurately and precisely predict bank failures.

please follow this link www.moodys.com/ratingbanks for more information, including the RFC, tutorials and videos summarising the 
key changes proposed.

http://www.moodys.com/ratingbanks
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Key Objectives of the Revision
 » Integrate insights gained from the behavior of bank balance 
sheets and bank regulators over recent years, as well as reflect the 
new regulatory and resolution regimes that have been put in place 
or are currently under consideration in many banking systems.

 » present a transparent assessment of each bank’s operating 
environment and how it impacts our BCA analysis.

 » enhance our BCA analysis to improve its power as a predictor of 
bank failure risk, using financial metrics supported by empirical 
bank failure experience.

 » provide rating committees with the analytical flexibility to tailor 
our BCA analysis to each issuer by incorporating additional 
forward-looking views, metrics and qualitative adjustments. 

 » Introduce our Loss Given Failure analysis to improve the power of 
our bank ratings as measures of expected loss for banks likely to 
be subject to resolution mechanisms. 

 » Maintain a consistent framework for the global application of our 
methodology while recognizing substantial differences between 
regions and individual institutions.
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Key Changes 
the main credit factors we analyse are similar to those we currently use: solvency and liquidity are at the heart of our standalone 
analysis. 

However, our presentation of this analysis differs from that conducted previously. In particular, there is a greater role for potential 
system-wide pressures conveyed through a “macro” profile and our Scorecard now aims to capture our Rating Committees’ qualitative 
views on the range of credit factors affecting a bank’s standalone financials, including adjustments for supplementary ratios and 
forward-looking assessments, as appropriate. the Scorecard will now focus on 5 core ratios proven to be strongly predictive of failure 
or the need for support, supplemented by additional metrics relevant to each issuer.

Our ratings will continue to incorporate, where appropriate, the benefits of potential support from affiliates or from governments. 
We will, however, introduce a liability-side analysis into our post-failure risk assessment, reflecting the importance of considering the 
cushion against loss provided by subordination for successive debt classes in a bank’s resolution, whether that takes place via a “going 
concern” mechanism or rather in liquidation. this will apply to banks subject to resolution regimes and allows us to reflect the risk of 
increased balance sheet encumbrance in our debt and deposit ratings.

Key Changes – Graphical representation

The scorecard analysis begins with 5 core ratios 
which have shown to be strongly predictive of 
failure or the need for support:

»  Asset Quality: Problem Loans / Gross Loans

»  Capital: Tangible Common Equity / 
Risk-Weighted Assets

»  Profitability: Net Income / Total Assets

»  Funding Structure: Market Funds / 
Total Assets

»  Liquid Resources: Liquid Assets / Total Assets

These will be supplemented by additional 
metrics relevant to each issuer.
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Simplified Scorecard:
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liquidity and solvency

  

3

NEW

SUPPORT & STRUCTURAL ANALYSIS

K
EY

 C
H

A
N

G
ES »

»

Now combines parent 
and cooperative group 
support

» NEW: Approach to notching 
up or down debt and deposits 
of banks in systems with 
‘Operational Resolution 
Regimes’ (e.g., EU and US) by:

Size of loss (resolution type)
Amount of subordination
Size of debt class

Outside of these regimes, 
current notching continues

Notching based on “waterfall” 
analysis of post-failure balance 
sheet in resolution 
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NEW: Now adds support at 
the instrument class level, 
rather than the bank level

NEW: We will use 
sovereign rating rather 
than systemic support 
indicators (SSI)
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