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The rising need for rigorous stress testing 

■ Stress testing has become a critical component of the 

risk identification and risk management processes of 

financial institutions and has “a leading role to play in 

strengthening bank corporate governance and the 

resilience of individual banks and the financial system”. 

■ National supervisors have placed increasing  

emphasis on improved stress-testing procedures, such as 

the Comprehensive Capital Analysis and Review (CCAR) 

and the Dodd-Frank Act Stress Test (DFAST)  in the US, 

the Asset Quality Review (AQR) and subsequent EBA 

exercise in Europe, and the Prudential Regulation 

Authority (PRA) in the UK. 

■ Using our global economic model, together with 

Macroeconomic Advisers’ US model, we can run 

scenarios for domestic or international banks that may 

need to comply with several different jurisdictions.  

■ Together, Oxford Economics and Macroeconomics 

Advisers offers a turn-key solution for stress testing a 

complete range of financial assets on a global, country, 

and local level. 



About Oxford Economics 

■ Oxford Economics is a world leader in global 

forecasting  and quantitative analysis. Our 

worldwide client base comprises over 850 international 

corporations, financial institutions, government 

organizations and universities. 

■ Founded in 1981 as a joint venture with Oxford 

University, Oxford Economics is now a leading 

independent economic consultancy. Our link to 

Oxford University is still present today through our 

management board, empirical research approach and 

access to Oxford scholars. 

■ Headquartered in Oxford, with offices around the 

world, we employ more than 150 people, including 

90 economists, and a network of 500 contributing 

researchers. The rigor of our analysis, caliber of staff 

and links with Oxford University and other leading 

research groups make us a trusted resource for 

decision makers. 



We go deeper and further with our global analysis  

Further 

Event-driven scenario planning and stress testing 

Timely analysis and rankings of emerging risks  

Impact of macro events on your markets and assets  

Deeper 

Economic outlook  

for 201 countries 

Forecasts for 100 

industrial sectors 

Analysis on  

3,000 cities  

and sub-regions 



Our modelling expertise sets us apart 

■ Oxford Economics has developed the world’s 

leading globally integrated economic model, 

relied on by over 100 leading organisations 

around the world. 

■ Our model replicates the world economy by 

interlinking 46 countries, 6 regional blocs 

and the Eurozone. It is available with 5, 10 

and 25-year forecasting horizon. 

■ The global economic model feeds into a 

series of industry, sub-regional and city 

models. So, you can quantify the impact of 

global events on a consistent basis down to 

your industry and local markets. 

■ Our team of over 90 economists set 

underlying global assumptions and ensure 

that the data, forecasts and formulas in these 

models are fully up-to-date. 



We regularly produce alternative global scenarios  

■ Clients can subscribe to a service which 

provides our base case and four other 

scenarios for the global economy. 

■ Quarterly updated baseline forecast, plus one 

upside and two downside scenarios quantifying 

the impact of key risks and opportunities for the 

world economy over the next five years. 

■ Five-year forecasts and scenarios shown for 

each of 46 individual economies, covering the 

developed world, plus the Eurozone and world 

aggregates (such as trading blocs). 

■ Forecasts cover key variables for output, 

spending, employment, inflation, interest rates, 

balance of payments and government finances. 

The forecasts also show projected rates for the 

US dollar, the euro, sterling and the yen. 

■ A report describes the baseline forecast and 

how each scenario develops; detailed 

spreadsheets present data for each variable for 

each country. 



And monitor risks as they develop 

Global Macro Service 

Track, analyse, and gauge the impact 

of emerging macro developments 

 Event-driven research briefings 

 Weekly macro briefings 

 Data insights 

 At-a-glance chart books 

 Regularly updated country reports 

 Global economic databank 

 Outlooks under scenarios 

 Presentations and webinars 

 Direct access to economists 

 



Our model is used by a range of institutions for stress testing 

and scenario analysis 



How we work with Macroeconomic Advisers 



Interaction between Oxford and Macroeconomic Advisers 

■ We partner with Macroeconomic Advisers to conduct the most rigorous stress 

testing of the US and international economies for CCAR 

■ Oxford Economics and Macroeconomic Advisers have been partners for over 20 

years. Oxford provides the international forecasts that underpin the 

Macroeconomic Advisers forecasts for the United States 

■ We have developed systems that allow clients to use the MA model of the US 

interactively with the Oxford model for the rest of the world, transferring data 

between the two models and iterating to produce a consistent global forecast: 

− Macroeconomic Advisers has all of the data required for the US economy, with full 

validation and documentation 

− Oxford Economics has all of the data required for the world economy, with full 

validation and documentation 

− Macroeconomic Advisers’ data is merged into the Oxford Model, to provide 

consistent US and international data 

− Oxford Economics has sub-regional models for world economies that enable you to 

stress test impacts at the state and local level 

 

 



Macroeconomic Advisers has unequaled credibility among 

policymakers 

■ MA is the most trusted and experienced US 

macroeconomic modeling and forecasting shop in the 

private sector 

− Led by three founders and an expanded team of 

exceptional analysts 

− Including former Fed Governor Laurence Meyer and 

other former Fed staffers 

− Independent and unbiased 

− Combines analytical rigor with seasoned judgment 

− The “go-to” firm for US macro modeling and simulation 

analysis 

■ MA’s commitment to excellence and client support 

− We know that rigorous analysis and best practice 

produce better results 

− We couple this with extraordinary client support to 

provide exceptional value 

 



Stress testing and scenario analysis 

■ For CCAR, Macroeconomic Advisers provides banks with 

over 1,000 economic and financial variables for the US 

that are line with scenarios set by the Federal Reserve, 

and consistent with Oxford’s international data. 

■ In addition, MA provides the same details for a second 

set of scenarios developed specifically for this purpose. 

This arms banks with model-based, consistent data upon 

which to base their detailed stress tests. 

■ Scenarios are updated quarterly using the Blue Chip 

survey as the Fed “as if” baseline.   

■ MA’s  disciplined, model-based approach makes them 

well-equipped to assist clients in analyzing various 

scenarios that can be used to judge asset adequacy. 

■ Oxford provides equivalent scenarios at both the 

international macro and sub-national levels 



Our models 



Oxford’s Global Economic Model 

■ Oxford’s Global Economic Model is the world’s 

leading globally integrated macro model, used by 

over 100 clients around the world, including finance 

ministries, leading banks, and blue-chip companies. 

■ With a 30-year track record, the model provides a 

rigorous and consistent structure for forecasting, 

scenario analysis, stress testing and impact analysis. 

■ The model covers 46 countries in detail, plus the 

Eurozone, and provides headline forecasts for another 

30 countries. Remaining countries are covered in 

trading blocs. 

■ Data and forecasts in the model are updated each 

month. The model is available with 5, 10 and 25-year 

forecast horizons.  

■ Oxford Economics provides telephone and e-mail 

support, and runs regular training workshops. 



Comprehensive geographic coverage 

The Model covers 46 countries in detail, including many emerging markets, and provides 

headline forecasts for another 30 countries. The remaining countries are covered in 6 ‘blocs’: 

OPEC, Eastern Europe, Africa, Latin America, rest of OECD, rest of World. 



Integrated global model with multiple linkages 

■ Trade volumes 

- World trade for each country is a weighted 

average of the growth in total goods imports 

(excluding oil) of all other countries. 

■ Competitiveness 

- IMF relative unit labour costs where 

available. 

■ Trade prices 

- One country’s exports is another’s imports 

■ Interest rates and exchange rates 

■ Commodity prices 

− Oil depends on supply/ 

demand balance 

− Metals on industrial growth 

■ Capital flows 

- Including the impact of FDI, credit 

ratings and bond spreads. 



Economic drivers behind the model 

 The Oxford model is an eclectic model 

designed to capture the key 

relationships in the global economy. 

− Keynesian in the short run 

− Monetarist in the long run 

 In the short run, shocks to demand will 

generate economic cycles that can be 

influenced by fiscal and monetary policy.  

 But over the long-run, output is 

determined by supply side factors: 

investment, demographics, labour 

participation and productivity. 

 



How our country models work 

The broad structure of our models is similar across countries, with amendments to reflect 

country specific factors such as dependence on commodities, exchange rate regime, and 

flexibility of the labour market. The key relationships in a typical model include: 

■ Consumer spending is driven by real 

income, wealth and interest rates. 

■ Investment is driven by the return on 

investment and changes in capacity 

utilization. 

■ Exports depend on world demand and 

competitiveness. 

■ Wages move with inflation, productivity 

and unemployment relative to the 

natural rate. 

■ Prices are a mark-up on unit costs, are 

profit margins are a function of the 

output gap. 

■ Monetary policy is modelled to reflect 

central bank behaviour. 

■ Exchange rates are determined by 

relative productivity and net external 

assets in the long run, and by 

movements in relative interest rates in 

the short run. 

 



Extensions following the global financial crisis 

Despite the strong performance of the Oxford Economic Model over the past few years, 

the global financial crisis did highlight areas to improve model coverage. As a result we 

have added financial indicators to show the interaction between the financial sector and 

the real economy: 

■ Interest rates – expanded interest rate coverage to include key corporate and 

consumer lending rates, as well as interbank rates and bond yields 

■ Credit conditions – introduced  

levers to account for tightness/ 

looseness of bank lending that  

are not reflected in interest rates.   

■ Balance sheet coverage –  

Expansion in coverage of  

balance sheets of household,  

financial and non-financial  

corporates. Additionally, a greater  

of impact from government debt  

and deficits has been introduced. 

Government 

Budget 

Deficit 

Government 

Debt 

Short-term 

Interest 

Rates 

Gross 

Domestic 

Product 

External  

Debt 

Foreign 

Currency 

Reserves 

Political 

Effectiveness 

Credit 

Rating 

Government 

Bond Yields 



Our model supplies you with key scenarios 

The Oxford Global Economic Model allows you to assess 

the impact of key scenarios at a click-of-the-button. 

Scenarios are regular updated but currently cover the 

following risk factors: 

■ Commodity markets – oil price and supply shocks 

■ Exchange rate risk 

■ Quantitative easing and interest rate moves by leading  

Central Banks 

■ Credit crunch 

■ Fiscal austerity 

 

Results table is automatically displayed after the 

scenario. Our standard quarterly scenarios can also be 

accessed through our Data Workstation.  



MA’s Macroeconometric Model of the US Economy 

 

■ MA’s model of the US economy is without equal in the private 

sector. 

− MA’s insistence on rigor, adherence to theory and careful 

econometrics make their US model best-in-class and their 

analysis widely respected 

− Exceptional support by knowledgeable service-oriented 

economists 

− Feature-rich software for manipulating the model and 

generating useful output 

 

■ Used by demanding clients in the top macro shops here and 

abroad 

− In use in all the top economic policy departments of the federal 

government, the Federal Reserve and key foreign central banks 

− Major private financial institutions and non-financial companies 

■ Used in forecasting, policy analysis, scenario analysis/stress 

testing 



Unparalleled for its stress testing rigor  

■ State-of-the-art structural macro model 

− Individual sectors/key relationships modeled according to modern theory 

− Well-articulated financial sector – real sector interaction 

− Developed and refined over thirty years by MA’s principals 

■ Estimated on actual data, not calibrated, i.e. it fits the data! 

− Employs co-integration & error correction estimation techniques 

■ Useful for both forecasting and performing alternative scenarios 

− Enforces consistency among macro/financial variables and across exercises 

− Structure helps tell the story of the forecast or alternative scenario 

■ In use at top economics shops in the government and private sector 

− CBO, Treasury, CEA, OMB, Labor, Commerce, Federal Reserve… 

− Sell-side, buy-side, commercial banks, hedge funds, non-financials 

■ Housed in MA’s proprietary state-of-the-art simulation software 

 



Oxford Economics and Macroeconomic Advisers 

By collaborating, Oxford Economics and Macroeconomic Advisers provide international, 

US, regional, and industry data from two of the most widely used and trusted models.   

 

We are known for several attributes: 

■ Timeliness of delivery 

■ Quality of our narratives 

■ Customer service 

■ Model validation and the transparency of models 

■ Attention to analytical rigor permeates everything we do. 

■ An unparalleled capability to provide a turnkey solution for CCAR 

stress testing 



Stress testing for financial institutions 



The OCC, Federal Reserve Board and FDIC issued jointly the “Guidance on Stress Testing for 

Banking Organizations with Total Consolidated Assets of More Than $10 Billion” in May, 2012. 

The following are a selection of excerpts from the high-level principles set our in the guidance 

where Oxford Economics can add value: 

Stress testing: how Oxford Economics can help 

A stress testing framework should incorporate validation or other type of independent review 
 

An effective stress testing framework employs multiple conceptually sound stress testing activities 

and approaches.  

Scenario design for enterprise-wide stress testing involves developing scenarios that affect the 

banking organization as a whole that stem from macroeconomic … events.  

Enterprise-wide stress testing involves robust scenario design and effective translation of scenarios 

into measures of impact.  

In assessing credit risk, a banking organization should evaluate the potential impact of adverse 

outcomes, such as an economic downturn…  

In assessing interest-rate risk, banking organizations should analyze the effects of significant interest 

rate shocks…  

A stress testing framework should allow a banking organization to conduct consistent, repeatable 

exercises  

Stress testing should incorporate the use of high-quality data   



How Oxford Economics and MA work with clients 

■ Projects are run by experienced economists with years of banking 

experience at institutions such as the Treasury, Federal Reserve, the 

Bank of England, Wells Fargo, Citi, and Merrill Lynch. Our compliance 

and risk experience includes projects for American Express, AIG, HSBC, 

DBS and others. 

■ Development of scenarios and data needed is interactive. Projects 

start with full agreement on requirements, indicators, methodology, and 

schedule. The client can review and comment on work as it progresses. 

■ Modelling is transparent and rigorous. All assumptions used in the 

modelling are agreed with the client and the mechanisms generating 

results are clearly explained. Our models have been used for risk 

management for more than 25 years and are CCAR-ready. 

■ Results are presented in a clear and accessible way – both in reports 

and in presentations to senior management. For CCAR, we can precisely 

match the scenarios issued by the Fed, and consistently apply these. 

■ Quality control is critical – work is closely reviewed before 

presentation to clients, and deadlines are met. 



Deliverables for CCAR 

Standard scenarios 

 Define outputs in advance 

 Numbers released by Fed in November  

 Full outputs delivered to clients by close of 

business 3 working days after this e.g. if 

the Fed releases on Friday, the results are 

delivered by the following Tuesday 

 Report delivered to clients by close of 

business 3 days after results 

 Data updated each quarter 

Idiosyncratic scenarios 

 Discussion of scenario, which is 

completely customized and can range 

from a recession shock to reverse 

stress testing to break the bank 

 Agree assumptions outline, discuss, 

and finalize 

 Run scenario, deliver outputs, deliver 

report 



For more information contact: 

Lou Celi 

President Americas 

P: 646-786-1865 

louceli@oxfordeconomics.com 


