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The Riksbank and fi nancial stability 

 The Riksbank has the Riksdag’s mandate to “promote a safe and effi cient payment 
mechanism”. Achieving this requires a stable fi nancial system so that payments 
and the supply of capital function well. In practice, the task thus means that the 
Riksbank is responsible for promoting fi nancial stability.1   

The fi nancial system plays an important role in the economy – it is necessary that 
this system is stable and functions smoothly for the economy to function and 
grow. A serious crisis in the fi nancial system could have extensive economic and 
social consequences.

The fi nancial system is sensitive. This sensitivity is due to central parts of the 
system, such as banks and markets, being vulnerable. Banks are vulnerable mainly 
because they fund themselves at short maturities but lend at longer maturities. 
This imbalance makes the banks dependent on the general public and the market 
having confi dence in them. Markets are also dependent on confi dence to function 
effi ciently. If the market participants’ confi dence in their counterparties or for the 
fi nancial instruments traded in the market declines, trading may suddenly come 
to a halt. The various parts of the fi nancial system are also closely interconnected, 
for instance in that fi nancial institutions borrow from and trade with one another 
to such a large extent. This means that problems arising in one institution, market 
or within one infrastructure can rapidly spread throughout the system. Contagion 
effects may also rise in that confi dence will fall with regard to similar activities in 
general. 

The combination of the sensitivity of the fi nancial system and the large potential 
costs of a fi nancial crisis mean that the state has a particular interest in preventing 
threats to fi nancial stability. Banks and other market participants do not have 
incentives to fully consider the risks to fi nancial stability to which they are 
contributing. This is because a large part of the costs of a fi nancial crisis fall to 
others both within and outside of the fi nancial system. If a crisis occurs, the 
government also needs to be able to manage it at the lowest possible cost. 

The Riksbank analyses the fi nancial system’s stability on a continuous basis for 
the early detection of changes and vulnerabilities that could lead to a crisis. The 
main focus of the analysis is on the four major banks (Handelsbanken, Nordea, 
SEB and Swedbank) and on the markets and infrastructure that are important for 
their funding and risk management. These banks together account for around 75 
per cent of the Swedish banking market and thus have decisive signifi cance for 
fi nancial stability in Sweden. The Financial Stability Report, published twice a year, 
presents the Riksbank’s view of the risks and the banks’ capacity to cope with any 
shocks. The Riksbank also disseminates knowledge in other ways: by arranging 
dialogues with market participants, publishing speeches and participating in the 
public debate. Moreover, the Riksbank has the possibility to infl uence the framing 
of laws and regulations that relate to supervision and crisis management, for 
instance by commenting on draft legislation and by participating actively in several 
international organisations.

1 For a more detailed description of the Riksbank’s work with regard to fi nancial stability, see the document 
“The Riksbank and fi nancial stability”, 2010, Sveriges Riksbank. 



The Riksbank is the authority that has the capacity to grant emergency liquidity 
assistance to individual institutions if problems arise that threat fi nancial stability. 
To be able to use this possibility in the best possible way, the Riksbank needs to 
have good preparedness for crises in the form of an effi cient crisis organisation 
with good information channels and tools for analysis, as well as well-developed 
cooperation with other authorities.

 The Riksbank does not have the sole responsibility for promoting fi nancial 
stability. It shares this responsibility with Finansinspektionen (the Swedish fi nancial 
supervisory authority), the Ministry of Finance and the Swedish National Debt 
Offi ce. The Ministry of Finance is responsible for the regulation of fi nancial 
enterprises and Finansinspektionen is responsible for supervision. The authorities’ 
interaction is important both in the preventive work and in the event of crisis 
management. The same also applies internationally as fi nancial enterprises 
increasingly operate across national borders.
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SUMMARY OF THE 
STABILITY ASSESSMENT Summary of the stability assessment

The economic outlook in Sweden and abroad has 

deteriorated over the last six months. However, the 

Riksbank’s assessment is that the Swedish banks are 

equipped to cope with this – loan losses are expected 

to be limited and earnings are expected to increase. 

There is great uncertainty about future economic 

developments in the euro area, however, and unease 

has increased on the fi nancial markets. Several 

European banks have therefore found it diffi cult to get 

funding on the markets. At present, the Swedish banks 

have good access to market funding, but as they are 

dependent on market funding in foreign currencies they 

are sensitive to disruptions on the fi nancial markets.

 The Riksbank therefore repeats its previous 

recommendations. In order to be able to uphold 

their resilience to the serious situation abroad, the 

major Swedish banks should maintain or increase 

their capital ratios. The Riksbank also believes that 

the Swedish banks should be subject to a binding 

minimum requirement for CET 1 capital according to 

Basel III of at least 10 per cent from 1 January 2013, 

and of at least 12 per cent from 1 January 2015. In 

addition, the Swedish banks should meet the Basel 

Committee’s short-term liquidity measure (the LCR) 

earlier than stipulated in the adopted timetable. 

This measure should also be met separately for the 

euro and the US dollar. Moreover, the banks should 

continue to reduce the differences between the 

maturities of assets and liabilities, and improve their 

public liquidity reporting.

In this section, the Riksbank presents its overall assessment of the 
stability of the Swedish fi nancial system. The assessment begins with a 
description of the current situation on the fi nancial markets, the status 
of the real economy and the situation of the Swedish banks. On the 
basis of expected macroeconomic developments, the Riksbank then 
assesses how these factors will affect the Swedish banks in the period 
ahead. This is followed by a presentation of the most signifi cant risks 
that may threaten these expected developments. The Riksbank then 
uses stress tests to assess the Swedish banks’ resilience to disruptions. 
The section concludes with the Riksbank’s recommendations to the 
participants in the Swedish fi nancial system. 

THE SWEDISH BANKS HAVE ALSO BEEN AFFECTED BY THE 

UNEASE CONCERNING SOVERIEGN DEBT

The situation abroad has deteriorated since the previous Financial 
Stability Report was published at the end of May. The sovereign 
problems in the euro area and the United States have weakened the 
prospects for global growth. This, together with the fact that the 
political sphere has found it diffi cult to arrive at sustainable solutions 
to the debt problems, has increased unease on the fi nancial markets. 
The unease relates primarily to developments in Greece and Italy. This 
has led to a dramatic rise in the interest rates for government bonds 
issued by these countries. 

Negotiations are currently underway on a write-down of the 
Greek sovereign debt. At the same time, there are increasing market 
expectations that more countries will be forced to renegotiate their 
sovereign debts and fears are therefore also increasing that this will 
lead to major losses in the banking system since the banks hold a 
large part of these countries’ government bonds. When uncertainty 
increases on the fi nancial markets, the market participants become 
increasingly cautious about lending money to each other. This has 
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made it both more expensive and more diffi cult for European banks 
to get funding on the markets. The European Central bank (ECB) 
has therefore purchased large quantities of government bonds and 
reintroduced several crisis measures, such as offering loans at longer 
maturities, also in US dollars.

The Swedish banks have also been affected by the unease 
concerning the sovereigns debt problems in the euro area in that it 
has become more expensive for them to get funding using long-term 
bonds. However, in contrast to many other European banks, the 
Swedish banks still have access to the international capital markets. 
The assessment of the participants on these markets is therefore that 
the level of risk at the Swedish banks is lower than at many other 
internationally active banks. There are a number of explanations for 
this. First, the Swedish banks are well-capitalised in an international 
perspective. Second, the Swedish banks’ exposures to the countries 
with weak public fi nances in the euro area have declined and now 
amount to only just over SEK 2 billion. In addition, the banks’ 
earnings have increased and their loan losses have fallen to low levels. 
The risks associated with the banks’ lending in the Baltic countries, 
which were a signifi cant cause of the funding problems in 2008 and 
2009, have also declined. The Swedish economy has also grown more 
rapidly than the economy in the euro area, Sweden’s sovereign debt is 
low and the budget is in balance, which also affects how the Swedish 
banks are assessed on the international capital markets. 

THE BANKS ARE EQUIPPED TO COPE WITH 

WEAKER ECONOMIC DEVELOPMENT

Although the euro countries have now drawn up a plan for how to 
deal with the problems in the countries with weak public fi nances, 
the details of the plan are still unclear and it is expected that the 
fi nancial markets will continue to be marked by a great deal of unease 
in the period ahead. This is partly due to uncertainty about how the 
countries with weak public fi nances will be able to implement the 
necessary fi scal-policy tightening measures at a time when economic 
growth is slowing down, and partly to uncertainty about how the 
poorly-capitalised banks in the euro area should be handled. 

The lower level of growth abroad means that growth in Sweden 
and the other Nordic countries will also slow down in the next few 
years, while the recovery in the Baltic countries will enter a calmer 
phase. 

Unlike many banks in the euro area which may reduce their 
lending to households and companies in order to increase their capital 
ratios, it is expected that the Swedish banks will be able to maintain 
their level of lending. However, the lower rate of growth and the 
unease on the fi nancial markets are expected to dampen the demand 
for loans on the part of Nordic households and companies. All in all, 
the lending of the Swedish banks is expected to continue to increase, 
but at a slower rate. 
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SUMMARY OF THE 
STABILITY ASSESSMENT 

In the Riksbank’s main scenario, the Swedish banks’ loan losses 
are expected to increase somewhat over the next three years. In the 
period 2012-2014 the major banks’ total loan losses are expected 
to amount to SEK 28 billion, which is somewhat higher than the 
assessment for the same period in the previous Financial Stability 
Report. In particular, loan losses stemming from non-fi nancial 
companies in the Nordic countries are expected to be higher. All in all, 
the Riksbank’s assessment is that the Swedish banks have suffi cient 
fi nancial strength to cope with weaker economic development – 
earnings will increase at the same time as loan losses will be limited. 
This will help to uphold confi dence in the Swedish banking system, 
and thus make it easier for the banks to continue to have good access 
to market funding.

BUT THE SITUATION MAY GET MUCH WORSE

There is currently great uncertainty regarding the sovereign-debt 
problems in, above all, the euro area and developments abroad may 
be much worse than in the Riksbank’s main scenario.

Many banks in the euro area already have problems with low 
capital adequacy and are therefore fi nding it diffi cult to get access to 
market funding. If investors continue to question what is happening in 
the debt-ridden countries this may continue to have a negative impact 
on the banking system. The banks’ direct exposures to these countries 
are known. On the other hand, we do not have detailed knowledge 
of the indirect exposures. Fears about where in the banking system 
losses may arise may therefore lead to a crisis of confi dence that 
makes important parts of the fi nancial markets less effective. Swedish 
banks may also be affected if this happens, but in such as case the 
Riksbank will be able to provide liquidity to the banking system. In 
the long term, developments in the euro area can lead to a downward 
spiral in which weak public fi nances increase the funding costs of 
already weak banks. In order to adjust their balance sheets the 
banks might tighten lending to households and companies, which 
could further dampen the already fragile economic recovery. Weaker 
growth would in turn lead to an increase in the banks’ loan losses 
and make it increasingly diffi cult to implement the necessary fi scal-
policy tightening measures, which could further fuel the unease on 
the fi nancial markets. This negative interaction between debt-ridden 
governments on the one hand and weak banks on the other could 
lead to weak growth in the euro area for quite a long period of time, 
which would also affect the Swedish economy and the Swedish banks. 

THE RIKSBANK’S STRESS TEST OF THE BANKS’ CREDIT RISK

In order to investigate the resilience of the Swedish banks to weaker 
economic development, the Riksbank has conducted a stress test in 
which loan losses increase dramatically compared with the level in the 
main scenario. 
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In the stress test, it is assumed that the euro area and Sweden 
fall into a new recession from which they recover slowly. In such 
a situation it is expected that the creditworthiness of the Swedish 
banks’ borrowers will decline. In addition, it is assumed that one of 
each of the bank’s largest counterparties, that is the counterparty that 
the bank has lent the largest amount to without collateral, suspends 
payments. It is also assumed that the value of the banks’ holdings of 
government bonds issued by Greece, Italy, Ireland, Portugal and Spain 
are written down to expected market values.

In the stress scenario, which covers the period 2012 to 2014, the 
total loan losses for the Swedish banks amount to SEK 195 billion. 
However, the banks’ annual earnings are expected to be able to cover 
large parts of these losses. At the same time, the poorer credit quality 
means that the banks’ risk-weighted assets increase. This reduces 
the banks’ capital ratios, if only to a limited extent. The results of the 
stress test thus show that the Swedish banks’ resilience to higher loan 
losses is good.

However, the stress test of the banks’ credit risk focuses on 
individual banks rather than on the banking system as a whole. 
This may mean that there are interactions and correlations between 
the banks that are not captured by the test. For example, it is 
probable that if a bank suffers major loan losses there will be a loss 
of confi dence in all banks, particularly when the banks are as closely 
interlinked as they are in Sweden. This can in turn mean that the 
banks fi nd it diffi cult to get funding on both the capital market and 
the interbank market, and in the worst case that they suffer acute 
liquidity problems. It is also important to point out that the historical 
correlation between loan losses and macroeconomic developments 
do not need to apply in a potential future crisis. The loan losses may 
thus be greater even if the economic downturn proves to be as in the 
stress scenario. 

THE RIKSBANK’S STRESS TEST OF THE BANKS’ LIQUIDITY RISKS

The Riksbank has also conducted a stress test in which the Swedish 
banks are hit by unexpected cash outfl ows. The results show that 
the Swedish banks have reduced their liquidity risks somewhat in the 
course of 2011. However, they are still exposed to larger liquidity 
risks than a sample of European banks. This is partly due to the fact 
that the Swedish banks have a large share of illiquid assets, such as 
mortgages, at the same time as a large share of their funding still 
comes from short-term securities.  
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SUMMARY OF THE 
STABILITY ASSESSMENT 

THE RIKSBANK’S RECOMMENDATIONS TO THE PARTICPANTS 

IN THE FINANCIAL SYSTEM 

The aim of the Riksbank’s recommendations is to point to measures 
that will reduce risks and vulnerabilities that could reduce the stability 
of the fi nancial system. The Swedish banks have continued to adapt 
to the recommendations the Riksbank have made in the previous 
Financial Stability Reports. However, the Riksbank nevertheless 
believes that the recommendations are still relevant and that there are 
also good reasons for clarifying them.

The Riksbank’s recommendations regarding the banks’ capital

The Riksbank considers that: 

• the Swedish banks should maintain or continue to improve their 
CET 1 capital ratios on the basis of their most recently-published 
levels;

• the major Swedish banks should be subject to a capital adequacy 
requirement for CET 1 capital of at least 10 per cent from 
1 January 2013 and at least 12 per cent from 1 January 2015.

The Riksbank’s recommendations concerning the banks’ funding and 

liquidity risks

The Riksbank considers that:

• the major Swedish banks should already today meet the 
Basel Committee’s short-term liquidity measure, the Liquidity 
Coverage Ratio (LCR), to at least 100 per cent;

• the major Swedish banks should already today also meet the 
LCR for the euro and the US dollar to at least 100 per cent;

• the major Swedish banks should continue to reduce their 
structural liquidity risks and approach the minimum level of 100 
per cent in the Basel Committee’s structural liquidity measure, 
the Net Stable Funding Ratio (NSFR).

It is also important that Finansinspektionen introduces the LCR as a 
binding requirement for the major Swedish banks as of January 2013. 
Finansinspektionen also considers that it is of the greatest importance 
that this regulation is introduced as soon as possible for banks that 
are highly-dependent on market funding.2 The Riksbank’s opinion is 
also the the requirement should be introduced for all currencies taken 
togehter and separately in euros and US-dollars.

2 See Risks in the Financial System, 2011, Finansinspektionen (page 12).
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The Riksbank’s recommendations regarding the banks’ public 

liquidity reporting

The Riksbank’s assessment is that the banks need to further improve 
the clarity of their public liquidity reporting. The Riksbank therefore 
considers that:

• at least once a quarter, beginning no later than in the interim 
reports published after 1 July 2012, the major Swedish banks 
should report on their liquidity risks by providing information on:

- the size of the freely available liquidity reserve, broken down 
into types of liquid asset and currency,

- maturities broken down per types of asset and liability and per 
currency,

• the banks should report their LCRs, beginning no later than in 
the interim reports published after 1 July 2012;

• the banks should, for example through the Swedish Bankers’ 
Association, agree on additional relevant and comparable key 
ratios.
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F INANCIAL MARKETS 1. Financial markets

Over the past six months, the unease on the fi nancial 

markets has increased. This is due partly to poorer 

global growth prospects and partly to the fi scal 

situation in the euro area. Unlike in the spring, this 

unease is also focused on larger countries in the euro 

area, which has led to a steep increase in yields on 

government bonds issued by these countries. At the 

same time, several banks in the euro area have been 

increasingly forced to rely on the European Central 

Bank for funding. 

As Swedish banks and fi rms are highly active on global fi nancial 
markets and are dependent on them for their funding, this chapter 
takes international developments in the real economy and on the 
fi nancial markets as its starting point. After this, there follows a 
section analysing those markets with direct signifi cance for the 
funding of the Swedish banks: the bond and money markets. The 
fi nal section analyses the markets that are important for supplying 
capital to Swedish businesses, i.e. the corporate bond and commercial 
paper markets. This chapter also identifi es the risks arising from 
the development of the fi nancial markets. Chapter 4 discusses the 
possible effects of these on the Swedish banks in more detail.

The situation on the fi nancial markets

The international recovery is slowing down.3 Above all, this is due 
to the deepened debt crisis in the euro area. Increased concern over 
several countries’ public fi nances has contributed towards declining 
confi dence among market participants, companies and households. This 
will restrain growth in the quarters ahead. Developments in the euro 
area are also being dampened by the need in several countries to make 
savings to reduce large budget defi cits and sovereign debts. A tighter 
fi scal policy is also judged to be restraining growth in the United States. 
However, growth in the Swedish economy has not declined as much. 
One reason for this is that the Swedish sovereign debt is low and the 
government budget is in balance.

Concern over the fi scal situation in the euro area is great. During the 
autumn, it has become increasingly clear that the Greek government 
is fi nding it diffi cult to carry out the measures necessary to reduce 
the defi cit in public fi nances (see Charts 1:1 and 1:2). Consequently, 
expectations have increased that Greece will have to renegotiate its 
sovereign debt, and the yield on Greek government bonds has thus 
increased noticeably (see Chart 1:3).4 At the same time, investors’ 
concern over the fi scal situation in other countries in the euro area 
has increased. To dampen uncertainty and limit contagion risks from 
Greece to other countries and banks, the euro countries presented a 
comprehensive action plan in October. This is intended to manage the 

3 See to Monetary Policy Report October 2011, Sveriges riksbank.
4 According to calculations by Bloomberg, the probability that Greece will not succeed in paying its 

debts according to plan within one year is 100 per cent. This calculation is based on premiums for CDS 
contracts with a maturity of one year and a degree of recovery of 40 per cent. A CDS premium is the cost 
of insuring against loan losses in bonds.

Note: IMF forecast for 2011. 

Sources: Reuters EcoWin and IMF

Chart 1:1. Sovereign debt
Percentage of GDP

Ireland
Portugal
Italy

Greece

Spain
United Kingdom

Note: Respective government forecast for 2011.

Source: Reuters EcoWin

Chart 1:2. Public fi nance defi cits
Percentage of GDP

Ireland
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Italy

Greece

Spain
United Kingdom
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CHAPTER 1

situation in Greece, strengthening the countries’ crisis management 
fund, the European Financial Stability Facility (EFSF), and boosting 
confi dence in the European banks (see also the section “Measures 
taken by the authorities”)5. Among other measures, the euro area 
countries have proposed a voluntary write-down of 50 per cent of the 
nominal value of government bonds held by private investors.6 Under 
the condition that the parties reach an agreement, international lenders 
are also prepared to contribute with further fi nancial support of up to 
EUR 100 billion. However, several details of these commitments remain 
unclear and it thus remains to be seen whether this plan will dampen the 
unease on the fi nancial markets.

Investors’ concern over Italy’s large sovereign debt has increased 

recently (see Chart 1:1). This is primarily grounded in a lack of clarity 
about whether the country’s government has the capacity to carry 
out the measures required to correct its debt problems. Even though 
Italy has decided on further tightening to strengthen confi dence in 
its economic policy, the yield on the country’s government bonds 
have risen over the autumn. The EU and the International Monetary 
Fund (IMF) thus decided, in the beginning of November, to monitor 
Italy’s reform work on a quarterly basis. Due to the increased political 
uncertainty and lower growth prospects, Italy’s credit rating was also 
downgraded during the autumn by the three largest credit rating 
agencies (see Chart 1:4).7 Italy has Europe’s second largest sovereign 
debt in relation to GDP and will additionally have a relatively high 
refi nancing need in 2012 (see Chart 1:5).

Investors are also concerned about the situation in Spain and 

France. With regard to Spain, this can be seen in the downgrading of 
the country’s credit rating by the three major credit rating agencies 
(see Chart 1:4).8 The defi cit in Spanish public fi nances is large. 
In addition, high losses in the Spanish banking sector risk further 
pressing the already-strained public fi nances if the government is 
forced to guarantee the banks’ commitments. Furthermore, the 
country is struggling with structural problems that must be managed 
– for example, unemployment remains very high. France also has a 
signifi cant defi cit in its budget, which also limits the government’s 
ability to guarantee the banks’ commitments. If France does not 
succeed in reducing its defi cit, there is a risk that the credit rating 
agencies will lower the country’s credit rating from the highest credit 
rating of AAA. Such a downgrade could affect the EFSF’s ability to 
provide fi nancial support if more countries should need it.9

5 EFSF, European Financial Stability Facility. 
6 According to a statement from the meeting of euro area heads of state and government on 26 October 

2011. http://www.european-council.europa.eu/council-meetings.aspx. According to the statement, 
international lenders (the offi cial sector) are prepared to contribute further fi nancial support of EUR 100 
billion. In addition, countries in the euro area will contribute EUR 30 billion to the package requiring 
private investors to write down 50 per cent of the nominal value of the government bonds they hold.

7 In September Standard & Poor’s lowered Italy’s rating from A+ to A, in October Moody’s lowered the 
rating from Aa2 to A2, and in October Fitch lowered the rating from AA- to A+.

8 Spain’s credit rating was downgraded in October by the three credit rating agencies: by Fitch from AA+ 
to AA-; by Moody’s from Aa2 to A1; and by Standard & Poor’s from AA to AA-.

9 The EFSF has a lower lending capacity than the total guaranteed amount that the euro area countries have 
added to the fund. This is because several countries have credit ratings below AAA. If France’s rating were 
also to be lowered, there would thus be a risk that this would negatively affect the fund’s lending capacity.

Source: Reuters EcoWin

Chart 1:3. Interest on ten-year government bonds
Per cent

Ireland
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Italy

Greece

Spain

Note: Credit rating according to Standard & Poor’s. 

Source: Bloomberg

Chart 1:4. Credit rating development
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F INANCIAL MARKETS

In Ireland, the budget defi cit has decreased according to plan. This 
can primarily be explained by Ireland’s political unity to solve the fi scal 
problems. But it is not just in this respect that the situation differs 
from that in Greece. While Greece over a long period of time has 
had fi scal problems of a structural nature, the Irish sovereign debt 
remained relatively low for many years. The problems arose during 
the fi nancial crisis, when the Irish government assumed the costs 
of guaranteeing banks impacted by major losses. Even if Ireland’s 
budget defi cit in relation to GDP is still one of the largest in Europe, 
the country is following the agreed plan for its reduction (see Chart 
1:2). Government bond yields have thus fallen over the autumn, 
and Ireland is now planning to again issue government bonds on 
the market next year. Portugal has also reduced its defi cit in public 
fi nances by increasing tax revenues, among other measures. However, 
Portugal has not succeeded in reducing its defi cit according to 
plan, which is primarily due to structural problems and because the 
economic development of the country has been weak.

The fi scal unease has impaired the ability of the European banks 

to obtain funding. The problems are particularly apparent for those 
banks with extensive exposures to the Greek state and Greek banks. 
The stress tests conducted by the European Banking Authority (EBA) 
have revealed that French and Belgian banks in particular have 
relatively large exposures to Greece, which has led to credit ratings 
being downgraded for several of them. The Franco-Belgian bank 
Dexia encountered such extensive liquidity problems in October 
that the governments of these countries were forced to take control 
of the bank. Several banks have actively tried to reduce their direct 
exposures to the countries with fi scal problems (see Chart 1:6 and the 
section “Important markets for Swedish bank’s funding”).

There is a clear connection between concern over public fi nances, 

weaker growth and banks’ access to funding. As a bank is often highly 
exposed to its own country, the credit ratings of the country and the 
banking system often covary to a high degree (see Chart 1:7). When 
public fi nances weaken, the support that the public sector can offer 
to the banking system in the event of a crisis is also reduced. This 
creates uncertainty about the state’s ability to guarantee the country’s 
banks. This, in turn, makes it more diffi cult and more expensive for 
the banks to issue bonds. When the market questions whether the 
banks have enough capital, it becomes increasingly diffi cult for them 
to obtain funding via the market. So the banks often choose to reduce 
their lending to the non-fi nancial sector. At the same time, increased 
demands for saving in public fi nances mean that growth is dampened. 
All of this can trigger a downward spiral that can be diffi cult to break 
without strong political decisions and external support.

Concerns over public fi nances in the United States have also 

intensifi ed. This led the credit rating agency Standard & Poor’s 

Note: The refi nancing need for the government is comprised 
of the bonds falling due and additional funding requirements 
according to each country’s budget for 2012. This does not 
include any refi nancing need regarding treasury bills that fall 
due. Redemptions for the banks do not include certifi cates. 
Greece, Portugal and partly Ireland’s refi nancing needs are 
covered by the support programmes. The refi nancing needs 
are placed in relation to IMF’s GDP forecast for 2012.

Sources: Dealogic, IMF and the Riksbank

Chart 1:5. Refi nancing needs of countries and banks 
for 2012
Percentage of GDP

Redemption of government bonds + net funding
Redemption of bank bonds

Note: International banks refers to banks reporting 
their holdings to the Bank for International Settlements. 

Sources: Bank for International Settlements and the 
Riksbank

Chart 1:6. Exposure of international banks 
Index, fourth quarter 2008 = 100, euro
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to lower the US credit rating one step, from AAA to AA+, in the 
beginning of August. The background to this is the country’s high 
sovereign debt and large budget defi cit, added to a perceived increase 
in political risks. Prolonged negotiations and last-minute agreements 
have led to increased uncertainty over how US politicians will manage 
to handle the fi scal problems in the future. However, the US fi nancial 
markets have not been affected to the same degree as in the euro 
area. When unease increases on the markets, investors are attracted 
to large liquid markets and, despite the downgrading of the credit 
rating, investors consider US government securities to be safe.

Investors’ willingness to take risks has decreased. This is due to a 
combination of the now slower economic recovery and the fi scal 
situation in the United States and the euro area. Demand for higher-
risk assets, such as shares and corporate bonds with low credit ratings, 
has decreased. This has led to increasing yield on these high-yield 
bonds and large falls and high volatility on the world’s stock markets 
(see Chart 1:8). The Swedish stock market has also fallen by almost 25 
per cent this year, and the risk propensity has also decreased among 
Swedish market participants.10 Investors instead choose to invest in 
lower-risk assets such as government bonds from countries considered 
to be stable, such as the United States, Germany and also Sweden to 
a certain degree.  Government bond yields for these countries have 
consequently fallen (see Chart 1:8). Investors have also turned to 
currencies they consider to be secure, such as the Japanese yen and the 
Swiss franc.

In Sweden, the fi nancial markets can be affected by the life insurance 

companies’ worsened fi nancial position. Falls in interest rates and stock 
market indices may create an incentive for the Swedish life insurance 
companies to reduce their risk by selling shares and buying interest-
bearing assets, foremost government bonds. As these companies are 
major agents on the fi nancial markets, this redistribution may cause 
a negative spiral of continued falling share prices and interest rates. 
This may further aggravate the situation for life insurance companies 
facing diffi culties in maintaining solvency.11, 12 However, no such event 
has arisen on the fi nancial markets during the autumn, which may be 
due to Finansinspektionen’s announcement that it will grant those life 
insurance companies needing to secure their economic positions extra 
time to adjust.13 However, due to the economic situation, a number of 
companies have lowered their bonus interest, while Länsförsäkringar Liv 
has chosen to halt the underwriting of new insurance.

10 See Risk survey autumn 2011, Sveriges Riksbank, www.riksbank.com.
11 Solvency is a measurment of the insurance companies’ fi nancial position and strength. Among other 

requirements, solvency means that the value of the assets must exceed the value of the commitments 
guaranteed by the life insurance companies. The background to the fall in solvency is that the companies’ 
assets have declined in value as share prices have fallen. At the same time, lower interest rates for 
government bonds have meant that the life insurance companies’ liabilities have increased. For one thing, 
the companies use government bond rates (among others) as a discount rate to calculate the present 
value of the commitments entered into with their policyholders. Consequently, to prevent the level of 
solvency falling even further, the companies have sold shares and invested in government bonds.

12 See “How life insurance companies can affect fi nancial stability”, Financial Stability Report 2010:2, 
Sveriges Riksbank.

13 See Finansinspektionen’s letter to the insurance companies, 27 september 2011, www.fi .se

Note: A credit default swap (CDS) is a contract 
between two parties in which one of the parties buys 
protection against the credit risk in a bond by paying a 
premium. The seller receives the premium in return for 
accepting the credit risk. The graph shows average CDS 
premiums for the period January to November 2011.

Sources: Reuters EcoWin, Bloomberg and the Riksbank

Chart 1:7. Correlation between CDS premiums for 
states and banks 
Basis points
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Sources: Reuters EcoWin and the Riksbank

Chart 1:8. Indication of investors’ risk propensity 
Percentage change
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On the whole, uncertainty on the fi nancial markets has increased. 
Among other sources, this can be seen in the Riksbank’s stress index 
and heat map. When uncertainty increases, investors’ risk propensity 
decreases. This means that risk premiums on the fi nancial markets 
increase (see Chart 1:9). Figure 1:1 captures the previously described 
uncertainty surrounding developments in the euro area. This chart, 
which illustrates various submarkets, indicates stress in the money 
markets and credit markets. In Sweden, the increased stress on 
the money market results from the phasing out of the Riksbank’s 
extraordinary measures in November 2010. The Riksbank was the fi rst 
central bank to do this. The economic recovery has been strong in the 
emerging markets however they also show some sign of stress in the 
credit- and stockmarket.

Figure 1:1 Heat map14

Note: The heat map provides specifi c information on the state of individual submarkets, both in 
Sweden and internationally. The heat map is based on asset prices and volatility measurements, but 
does not consider other factors, such as issue volumes, turnover or qualitative information. However, 
the fact that, according to the heat map, an individual market is experiencing stress needs not have 
consequences for stability as a whole.

Sources: Reuters EcoWin, Bloomberg and the Riksbank

MEASURES TAKEN BY THE AUTHORITIES 

Several central banks have taken action to stimulate the economic 

growth. The central banks of the United States and the United 
Kingdom have chosen to leave their policy rates unchanged, and the 
ECB decided in November to lower its policy rate as a consequence 
of the weaker economic prospects. In September, the Federal Reserve 
also decided to keep the long-term bond yields down by buying 
government bonds with longer maturities for USD 400 billion, at the 
same time as it sells government securities with shorter maturities 

14 The heat map measures monthly levels of spreads and volatility measurements for various asset types 
in relation to a historical mean value based on the period between 2003 and 2007. Deviations from the 
historical mean value are expressed in terms of standard deviations. Green signifi es a standard devia-
tion under 1, yellow signifi es 1-4 standard deviations, orange signifi es 4-9 standard deviations and red 
signifi es greater than 9 standard deviations. In Sweden, there is no aggregate index for corporate bonds 
representing the credit market. Consequently, the interest rate differential between mortgage bonds and 
government bonds is used for Sweden.
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Sources: Reuters EcoWin, Bloomberg and the Riksbank

Chart 1:9. International stress index

Basis spread
Bond spread
Stock market volatility
Foreign exchange volatility

Stress index 

Note: The ECB’s holdings of government bonds under 
the central bank’s Security Market Programme (SMP), 
and holdings of covered bonds under the Covered Bond 
Purchase Programme.

Source: Reuters EcoWin

Chart 1:10. The ECB’s holdings of government bonds 
and covered bonds
EUR billion
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for an equivalent sum.15 In October, the Bank of England decided to 
increase its purchases of securities by a further GBP 75 billion with 
the aim of stimulating growth in the economy. The UK central bank 
has previously bought bonds in an amount of GBP 200 billion. As 
investors have moved towards safer investments, some central banks 
have also taken action to ensure that the increased demand for safe 
investments will not lead to an excessively rapid appreciation of the 
domestic currency. The Bank of Japan has intervened by selling yen, 
while the Swiss National Bank has set a fl oor for how much the Swiss 
franc can appreciate against the euro.16 

The ECB has reintroduced several of its crisis measures. At the 
end of the summer, when bond yields started to increase in several 
euro area countries, the ECB decided to broaden its purchases of 
government bonds on the secondary market. Since the start of 
August, the ECB has more than doubled its holding of government 
bonds (see Chart 1:10). This is probably mostly a result of the ECB 
buying Spanish and Italian government bonds, which explains why 
these bond yields have not increased even more, despite the increased 
unease.17 At the start of October, the ECB also decided to reintroduce 
the purchase of covered bonds of up to EUR 40 billion over one 
year starting in November.18 The ECB’s lending to European banks 
has increased successively since May of this year, for example to 
Italian, Spanish and French banks (see Chart 1:11). Due to increased 
demand, the ECB has also offered loans with longer maturities since 
August.19 To facilitate the banks’ access to US dollars, the ECB has 
also reintroduced longer loans in dollars.20 All of the ECB’s loans to 
the banks are granted with full allotment against collateral at a fi xed 
interest rate. These extended measures have led the ECB’s balance 
sheet to grow again (see Chart 1:12). 

Politicians in the euro area have taken several initiatives to manage 

the sovereign debt crisis. In July, the European Council decided 
to expand the lending capacity of the common crisis management 
fund,the EFSF, from EUR 255 billion to EUR 440 billion.21 The fund 
will also have the possibility to buy government bonds on the 
secondary market in the future. However, the European politicians’ 

15 By June 2012, the Federal Reserve plans to have bought government securities with maturities of 
between six and thirty years for a total amount of USD 400 billion. At the same time, it will sell 
government securities with maturities of up to three years for the same amount.

16 At the start of September, the Swiss National Bank decided to peg the Swiss franc against the euro. The 
aim was to reduce the risk that increased demand among foreign investors for the domestic currency 
would have negative effects on the Swiss economy.

17 Since an earlier date, the ECB has purchased Greek, Irish and Portuguese government bonds.
18 The fi rst programme for the purchase of covered bonds, which amounted to EUR 60 billion, was 

concluded in June 2010.
19 The ECB now offers loans with maturities of six, twelve and thirteen months. The central bank has 

offered loans with shorter maturities since an earlier date.
20 Loans in dollar are being offered coordinated with the central banks of the United States, United 

Kingdom, Japan and Switzerland. At three auctions, loans in dollar have been offered with maturities of 
about three months, with full allocation. The ECB has also offered week-long loans in dollars since an 
earlier date.

21 The guaranteed amount was increased from EUR 440 billion to EUR 780 billion. The guaranteed amount 
is higher than the lending capacity because certain countries in the euro area do not have the highest 
credit rating.

Note: ECB’s lending to the banks is carried out via the 
respective national central bank. 

Source: ECB

Chart 1:11. ECB’s lending to 
European banks
EUR billion

Sources: Reuters EcoWin and national central banks

Chart 1:12 Central banks’ balance sheets
Percentage of GDP

Bank of England
Federal Reserve
The Riksbank

ECB 

Note: Refers to bonds issued by banks from 28 
countries in Europe until 24 November 2011. 

Sources: Dealogic and the Riksbank

Chart 1:13. European banks’ bond issuance 
EUR billion

Covered bonds
Unsecured bonds
Government guaranteed bonds
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measures have not succeeded in calming the fi nancial market 
participants. Among other concerns, there has been uncertainty 
around whether the fund’s resources would be suffi cient if a larger 
country, such as Italy or Spain, was forced to apply for support from 
the EU and the IMF. In conjunction with the euro area countries’ 
decision at the end of October to grant a further support package to 
Greece, they also decided that the fund could be used as a form of 
credit insurance for euro area countries intending to issue government 
bonds. Furthermore, private investors and other public lenders will be 
able to contribute to the fund. The European Council also determined 
to strengthen reciliance of the European banks by raising the core Tier 
1 capital requirement for the European banks to 9 per cent as of July 
2012, and is now discussion regulations for continued government 
guarantees for the banks’ lending (see Chapters 3 and 5).22 

Markets important for the Swedish banks’ funding

Around half of the Swedish banking groups’ fundig consists of market 
funding. Of this, around two thirds are in foreign currency. The cur-
rency risk, to the extent it arises, is handled through different currency 
insurances. This section discusses developments on markets important 
to the Swedish banks’ funding.

MARKETS FOR LONG-TERM FUNDING

Swedish banks’ long-term market funding takes place through 
issuance of covered and senior unsecured bonds. These bonds are 
mainly issued in the Swedish and European markets.

The primary market for covered bonds in euro is under the 

circumstances working relatively well. However, in comparison with 
the fi rst six months this year, issuancee volumes have been lower 
during the second part of the year (see Chart 1:13). One explanation 
is that several banks have already refi nanced almost all the maturing 
loans this year. Another explanation for the decrease in issuance 
volumes is that smaller banks and banks from European countries with 
fi scal problems have found it harder to issue or have not been able 
to issue at all. Among other reasons, this may be because the credit 
ratings of these banks have been downgraded, often because their 
country’s credit rating has been downgraded, and uncertainty over 
the banks’ situation has correspondingly increased.23  

Issuance volumes of senior unsecured bonds in euro have decreased 

noticeably. During the period from July to September, none at all were 
issued. However, at the start of October, the market started up again 
somewhat and several issues have been made by banks considered 

22 According to a statement from the meeting of European heads of state on 26 October 2011, 
http://www.european-council.europa.eu/council-meetings.aspx.

23 According to the credit rating agencies, the credit rating for covered bonds may only be a certain number 
of notches above the country’s credit rating.

Note: The graph shows a section of each bank’s CDS 
premiums in October and November. The mean value 
for Portugal, Ireland and Greece amounts to 1,385. The 
average value for each region is given in brackets.

Sources: Bloomberg and the Riksbank

Chart 1:14 Comparison of fi ve-year CDS premiums for 
banks 
Basis points

Portugal, 
Ireland, 
Greece 
(1,385)

Europe incl. Spain and 
Italy (304)

United States 
(307)

Nordic countries 
(188)

Sources: Bloomberg and the Riksbank

Chart 1:15. Five-year CDS premiums for banks
Basis points

Europe
Sweden
United Kingdom

United States

Note: Refers to bonds issued by banks from 28 countries in 
Europe until 22 November 2011.

Sources: Dealogic and the Riksbank

Chart 1:16. Maturity profi le of bonds issued by banks
EUR billion

Covered bonds 
Unsecured bonds
Government guaranteed bonds
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Note: The chart shows the difference between the 
interest on a Swedish (covered) mortgage bond and an 
interest rate swap at different maturities. The mortgage 
bonds are issued by Stadshypotek and are restated 
as equivalent to zero-coupon bonds with constant 
maturity.  

Sources: Reuters EcoWin and the Riksbank

Chart 1:17. Funding costs over three months 
STIBOR for covered bonds
Basis points

Five-year maturity
Two-year maturity

Note: The risk premium for Sweden is calculated as the 
difference between the three-month STIBOR and the 
overnight index swap rate (STINA) plus the difference 
between the tomorrow next interest rate and the repo 
rate.

Sources: Reuters EcoWin, Bloomberg and the Riksbank 

Chart 1:18. The risk premium on the interbank 
market
Basis points

United Kingdom
Euro area
Sweden

United States 

to have high credit ratings. The low level of activity on the market 
has also led to a signifi cant increase in yields on senior unsecured 
bonds. This applies, for example, to bonds issued by French banks, as 
refl ected by the high CDS premiums for these banks (see Charts 1:14 
and 1:15).

Next year, large volumes of bonds will need to be refi nanced on the 

international markets (see Chart 1:16). This could lead to a general 
increase in the costs for obtaining funding on the bond market, 
since the supply is expected to increase. For banks with the lowest 
credit rating, it could even mean that it will be diffi cult to obtain any 
funding via the market. Some of the bonds that will mature were 
issued with government guarantees during the crisis years of 2008–
2009, which meant that costs could be held down. However, several 
countries in Europe have withdrawn the opportunity for banks’ to use 
government guarantees, and accordingly the banks can no longer 
make use of this when their loans mature. Certain European banks are 
already dependent on borrowing from the ECB. This primarily applies 
to banks in countries facing problems with their public fi nances. 
Certain of these are completely unable to obtain funding on the 
market today.

Swedish banks are fi nding it relatively easy to obtain funding by 

issuing covered bonds. This applies to both Swedish kronor and other 
currencies. Above all, this means that they are deemed to have a low 
credit risk in comparison with other banks in Europe (see Chart 1:15). 
However, since this summer, the cost of issuing covered bonds with 
longer maturities in Swedish kronor has increased above the cost of 
obtaining funding via shorter maturities (see Chart 1:17). This may 
be due to the decreased willingness of investors, in times of fi nancial 
unease, to take the credit and liquidity risks associated with holdings 
of securities with longer maturities. For example, there have been 
large infl ows to Swedish money market funds over the autumn, which 
could be a sign of a decreased willingness to take such risks.24 

MARKETS OF IMPORTANCE TO LIQUIDITY MANAGEMENT

It is often diffi cult for banks to determine exactly how much 
liquidity they will need from one day to the next. This leads them to 
redistribute liquidity among themselves on a daily basis. The largest 
part of these transactions take place on the domestic interbank 
market, either through direct loans, via repo transactions, or via 
currency swaps.25, 26 This section describes the development of these 
markets in Sweden and internationally.

24 According to statistics from the Swedish Securities Dealers’ Association. 
25 A repo transaction is a fi nancial instrument resembling a loan. The participant receiving the money (the 

seller) transfers the security to the purchaser. At the same time, the seller undertakes to repurchase the 
security from the purchaser, at a predetermined date, for a slightly greater sum of money. The difference 
between the sale and the repurchase is equivalent to the interest rate on a loan.

26 A currency swap is an agreement to buy/sell a currency at the daily rate and then sell/buy back the same 
currency on a later date at a pre-determined rate. 
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Note: The model utilises certain assumptions to derive 
a credit risk-related premium from CDS prices. The 
remaining risk premium is equivalent to the liquidity 
premium. See Economic Commentary no. 14, 2009, 
www.riksbank.se.

Sources: Reuters EcoWin, Bloomberg and the Riksbank 

Chart 1:19. Indicative breakdown of the risk premium 
in the euro area 
Basis points

Credit risk
Liquidity risk

Note: The graph illustrates the difference between 
STIBOR tomorrow next and the Riksbank repo rate. 
Tomorrow next is the interest rate from tomorrow to 
the day after tomorrow. 

Source: Reuters EcoWin

Chart 1:20. Difference between the shortest inter-
bank rate and the Riksbank repo rate
Basis points

The risk premiums on the interbank market have increased 

internationally.27, 28 However, the euro area’s risk premiums have 
increased signifi cantly more than those of the other countries (see 
Chart 1:18). This is because the credit risk in the banking system 
has risen due to the general uncertainty over the euro area banks’ 
fi nancial positions (see Chart 1:19). A break down the risk premium 
on the interbank market also shows that the liquidity risk is deemed 
to be relatively low, which is probably a consequence of the liquidity 
provision of the ECB through increased lending.

The risk premium has also continued to increase on the interbank 

market in Sweden. This is partly because the Swedish banks are 
not currently borrowing from the Riksbank, following the phasing 
out of the Riksbank’s large extraordinary loans at the end of 2010. 
The Riksbank also deems that the higher risk premium is a result of 
market participants currently pricing the risk of a liquidity shortage 
higher than before the fi nancial crisis, when the price of this risk may 
have been considered to have been too low. Variations in the price of 
tomorrow next loans in kronor have continued to be historically wide 
(see Chart 1:20). The large price fl uctuations of these short-term loans 
are due to the fall in the supply of such loans in kronor as the banks 
have become more restrictive in their lending to each other.29 

Turnover on the repo market has decreased, indicating increased 

caution. The main decrease has been in transactions between banks 
in the euro area, as well as in the number of repo transactions with 
collateral in government bonds from euro area countries whose 
public fi nances are deemed to be weak. Unlike the market in the 
euro area, the repo market in Sweden is working well as regards 
both government bonds and covered bonds.30 This is also confi rmed 
by responses to the Riksbank’s risk survey, conducted in October.31 
Liquidity is considered to be higher today than it was in the spring for 
both government bonds and covered bonds. 

The fi nancial unease has led to increased cost of borrowing US 

dollars. The European banks have large assets in dollars that they 
need to fund. At the same time, US investors, particularly money 
market funds, have become increasingly restrictive in their lending to 
certain euro area banks. This applies primarily to banks in countries 
with fi scal problems. These US investors have thus reduced their 
exposures towards these banks and have also shortened the maturities 
of the loans they provide (see Chart B3:2). The euro area banks have 
thus increasingly been forced to fund their assets in dollars by raising 

27 The risk premium is the additional return an investor requires as compensation for an additional risk. 
Here it is calculated as the difference between the three-month interbank rate and the expected policy 
rate, and gives an indication of how risky interbank loans are considered to be and how great confi dence 
between banks is.

28 The interbank market is where the banks trade interest and currencies with each other.
29 See also “The latest developments on the short-term interbank market” Financial Stability Report 

2011:1; Sveriges Riksbank.
30 According to interviews with the major Swedish banks and statistics from the Riksbank’s database Selma.
31 For more information see Risk survey, autumn 2011, Sveriges Riksbank at www.riksbank.se.
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CHAPTER 1

Note: The chart shows the difference between bor-
rowing euros via the European interbank market 
(three-months EURIBOR) and using a currency swap to 
convert euros to dollars, and borrowing dollars directly 
via the American interbank market (3-months LIBOR). 

Sources: Bloomberg and the Riksbank

Chart 1:21 Extra cost of borrowing in EUR and 
converting to USD compared with borrowing directly 
in USD
Basis points

Source: Reuters EcoWin  and the Riksbank

Chart 1:22. Credit spreads for high-yield corporate 
bonds
Basis points

United States
Europe 

loans in euros and then converting these to dollars through what is 
known as a currency swap (see Chart 1:21). The increased demand 
for the conversion of euros to dollars in this way has thus made it 
more expensive for many euro area banks to fund their dollar assets. 
The ECB has consequently decided to lend US dollars to European 
banks at a maturity of three months. However, Swedish banks still 
have good access to loans in dollars from US investors, (see the box 
“The major banks’ liquidity in US dollars” and Chapter 3).

DEVELOPMENTS ON MARKETS IMPORTANT FOR THE CREDIT 

SUPPLY OF SWEDISH FIRMS

The loan-based fi nancing of Swedish non-fi nancial companies’ 
primarily takes place through bank loans from credit institutions.32 The 
remaining part, 20 per cent, is made up of market funding. Of this, 
half is in Swedish kronor, 40 per cent is in euros, 5 per cent is in US 
dollars and the rest is in other currencies. Market funding takes place 
on both the money and bond markets. 

The cost of issuing corporate bonds has increased over the summer 

and autumn. This is primarily because demand among investors has 
decreased as they are less willing to take risks.33 Among other effects, 
this has been refl ected in the strong increase in yields on high-yield 
bonds between June and September (see Chart 1.22). Risk propensity 
has decreased for all submarkets in which Swedish companies are 
active, which is to say the markets for kronor, euros and dollars. 
However, even if the cost of issuing bonds has increased slightly for 
major Swedish companies, their funding costs are often still lower 
than they are for the Swedish banks. The supply of corporate bonds 
has also decreased over the autumn. This may partly be because 
Swedish companies took the chance to obtain funding last autumn 
and in the early part of this year, and the need for further funding 
is therefore low. However, Swedish companies will probably have a 
greater need of refi nancing in the period ahead, as a large proportion 
of syndicated loans34 and corporate bonds are due to mature over the 
next two years.35 

32 According to Statistics Sweden. This statistic does not include foreign direct investment loans (inter-
company loans). According to calculations made by the Riksbank, foreign direct investment loans amount 
to about one quarter of non-fi nancial companies’ loan-based funding.

33 In the Riksbank’s risk survey, market participants confi rm that liquidity has deteriorated. See Risk survey, 
autumn 2011, Sveriges Riksbank at www.riksbank.se.

34 Syndicated loans means that several banks provide a joint loan to a company. This makes it possible for 
the company to obtain a larger loan at the same time as a bank does not need to bear the entire credit 
risk which is instead spread over several banks.

35 See Gunnarsdottir and Lindh, ”Markets for Swedish non-fi nancial corporations’ loan-based fi nancing”, 
Sveriges Riksbank Economic Review 2011:2.
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THE SWEDISH BANKING 
GROUPS’ BORROWERS

This chapter discusses developments among the Swedish banking 
groups’ borrowers. The reason for this is that the banks’ earnings 
and results are directly affected by the amount they lend. Moreover, 
the risk that borrowers will fail to repay their loans, known as credit 
risk, is a substantial risk faced by the banks. The risk of loan losses 
in the banking system depends on the level of indebtedness of the 
borrowers and their ability to service their debts. Just over half of the 
banks’ lending is to households and companies in Sweden, although 
households and companies in the other Nordic countries and the Baltic 
countries also comprise important borrower groups (see Charts 2:1 
and 2:2). The Swedish property companies are analysed separately, as 
they comprise the banks’ largest exposure to an individual corporate 
sector. 

The Swedish household sector

During the year the long trend of rising house prices has been 

broken and household sector borrowing is now increasing at a 

slower rate (see Charts 2:3 and 2:4). There are probably several 
reasons for this, such as rising mortgage rates, expectations of further 
interest rate increases, Finansinspektionen’s general guideline for a 
maximum loan-to-value ratio and higher requirements from the banks 
regarding mortgage customers’ debt-servicing ability. 

Households’ demand for credit is expected to continue to slow 

down. This is partly because the factors that have contributed to 
reducing growth in household borrowing will probably continue 
to have this effect. And partly because developments in the labour 
market are expected to be somewhat weaker in coming years than 
was originally forecast.36 In addition, households’ confi dence in their 
own personal fi nances and the Swedish economy as a whole has 
recently fallen rapidly, which is probably linked to the stock market 
fall during the summer and autumn. At the same time, households are 
now expecting the variable mortgage rate to continue rising.37 

The turbulence on the international fi nancial markets 
and the slowdown in global growth mean that the 
conditions for the Swedish banking groups’ borrowers 
have deteriorated. Corporate investment and thus 
the demand for credit is therefore expected to 
decline and creditworthiness in the corporate sector 
is thus expected to decline. The high interest rates 
and the fi nancial turbulence have also contributed 

to a decline in the rate of increase in borrowing by 
Swedish households. Despite increasing interest 
rates, households’ debt-servicing ability is judged to 
be good. In Denmark the recovery is still proceeding 
slowly and borrowers’ debt-servicing ability is poorer 
than in the other Nordic countries. The recovery in the 
Baltic countries has been rapid due to strong exports, 
but borrowers’ creditworthiness is still weak.

 2. The Swedish banking groups’ borrowers

Sources: Bank reports and the Riksbank

Chart 2:1. Lending activities of the Swedish banking 
groups by borrower category, September 2011  
Per cent of total lending

Households
Companies, excluding property companies
Property companies

Sources: Bank reports and the Riksbank

Chart 2:2. Lending activities of the Swedish banking 
groups by geographic area, September 2011 
Per cent of total lending

Sweden
Other Nordic countries
The Baltic countries
Other countries

36 See the Monetary Policy Report, October 2011, Sveriges Riksbank.
37 See Economic Tendency Survey November 2011, National Institute of Economic Research.
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CHAPTER 2

All in all, this indicates that the slowdown in the demand for credit 
will continue. Similarly, it indicates that housing prices will fall slightly 
in the coming period. This picture is confi rmed by the fact that both 
households and estate agents expect prices to fall. Currently, the 
percentage of households expecting falling prices over the coming 
year is greater than the percentage expecting prices to rise. This 
occurred most recently during the crisis in autumn 2008 when 
housing prices also fell.38 One counteracting factor is that housing 
construction is expected to be lower in the coming period than was 
previously forecast.39 Combined with the housing shortage in most of 
the larger cities, this points to the price fall being modest.40 

In recent years the strong growth in household borrowing has 

contributed to the total credit growth in Sweden being higher than 

normal (see Chart 2:5). This has resulted in the relationship between 
total debts and GDP now being above the long-term trend, and has 
thus led to a positive credit gap.41 International experiences show 
that longer periods with a positive gap can create imbalances in the 
fi nancial system in the long run. This measure, which has proved 
good at predicting fi nancial crises, is used in the Basel III regulations 
to measure the risks in the banking system and to determine when 
the banks need to build up additional capital, what are known as 
countercyclical capital buffers.42, 43 This has also been the case in 
Sweden, where the credit gap has served as a good indicator of 
heigtend risk in the banking system. During the second half of the 
1980s the gap indicated a rising risk in the fi nancial system, which 
was realised when the banking crisis broke out in the 1990s. The gap 
has also indicated increased risk in the fi nancial system from 2005 
onwards.   

Note: Real house prices are defi ned as nominal 
house prices defl ated by the CPI.

Sources: Statistics Sweden and the Riksbank

Chart 2:3. Real house prices
Index, quarter 1 1995 = 100

Note: Seasonally-adjusted data.

Source: The Riksbank

Chart 2:4. Household borrowing
Monthly change on an annual rate and annual 
change, percentage

Annual percentage change
Monthly percentage changes restated as 
an annual rate 

Note: The credit gap is defi ned as the distance from the 
underlying trend in total debt in relation to GDP. The 
total debt consists of total lending to the public and the 
non-fi nancial companies’ market funding.

Sources: Statistics Sweden and the Riksbank

Chart 2:5. Credit gap
Per cent

Non-fi nancial companies
Households
Others
Total

38 See SEB’s house price indicator, November 2011.
39 See the article in Swedish “Bostadsbyggandet minskar” (housing construction declining), October 2011, 

the Swedish Construction Federation.
40 See the article “Many municipalities have a housing shortage”, June 2011, The Swedish National Board 

of Housing, Building and Planning.
41 The relationship between total debt and GDP, also known as the credit ratio, is calculated as total lending 

to the general public and the non-fi nancial companies’ market funding divided by GDP in current prices. 
The credit gap is defi ned as the difference between a long-term trend at the current level of the credit 
ratio, where the long-term trend is calculated as a one-sided HP fi lter with  = 400 000.

42 See Drehman et al. “Countercyclical capital buffers: exploring options”, BIS working paper 317, 2010.
43 See the article “Countercyclical capital buffers – An illustrative example”, Financial Stability Report 

2011:1, Sveriges Riksbank.
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THE SWEDISH BANKING 
GROUPS’ BORROWERS

The percentage of new loans granted at variable interest rates has 

declined and is likely to decline further. One factor contributing to 
this is that interest rates have risen from historically-low levels and 
are expected to continue to rise.44 At present, the difference between 
the interest rate for a mortgage with a rate fi xed for a period of 
three years and the interest rate for a variable-rate mortgage is small 
(see Chart 2:6). Historically, the percentage of new loans at variable 
interest rates has fallen when the difference between variable and 
fi xed interest rates has been small, and it is therefore likely that the 
percentage of new loans at variable interest rates will fall further. 
Moreover, the fi nancial turbulence should make households more 
inclined to choose fi xed-rate mortgages. However, around half of the 
households’ stock of mortgages is presently at a variable interest rate. 
As indebtedness among Swedish households is relatively high, this 
means that households’ interest expenditure will rise if interest rates 
increase as expected in the future (see Chart 2:7).

Despite the stock market fall during the summer causing households’ 

assets to decline in value, their debt-servicing ability is still good 
(see Chart 2:8). Households total wealth is still more than fi ve times 
larger than their disposable incomes and thus much larger than their 
debts, which are around 1.7 times greater than their disposable 
incomes (see Chart 2:8). This means that their total wealth is around 
three times greater than their debts and households’ creditworthiness 
is therefore judged to be good on the whole.

Sources: SBAB and the Riksbank

Chart 2:6. Difference between 3-month and 3-year 
mortgage rate and percentage of new variable rate 
loans
Percentage points and percentages

Difference between 3-month and 3-year mortgage 
rate (left scale)

Percentage of new variable rate loans (right scale)

Note: The broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Diagram 2:7. Chart 2:7. Household debt and post-tax 
interest expenditure
Percentage of disposable income

Debt ratio (left scale)
Interest ratio (right scale)

4.0
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44 See Monetary policy Report, October 2011, Sveriges Riksbank.
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CHAPTER 2

The Swedish corporate sector and 
property companies

The economic slowdown is expected to lead to Swedish companies 

reducing their demand for credit. This is because investment is 
expected to grow at a somewhat slower rate than before. However, 
the slowdown in the Swedish economy is expected to be short-lived 
and the demand for credit is expected to recover towards the end 
of the forecast period (see Chart 2:9). As the Swedish banks are 
currently better capitalised and have larger liquidity reserves than in 
2008, companies are expected to have good access to funding from 
the banks even during a period of economic slowdown (see Chapter 
3). 

At the same time, companies’ creditworthiness is expected to 

deteriorate somewhat (see Chart 2:10). The strong economic growth 
in recent years has meant that companies have made good profi ts in 
2010 and 2011, however. At the same time, lending during the period 
as a whole has been low and companies’ indebtedness has probably 
not increased to any great extent. This has meant that somewhat 
fewer Swedish companies have gone bankrupt this year than last year. 
The economic slowdown is now expected to lead to the default rate 
increasing slightly in 2012 and then falling again in 2013 as growth 
normalises.  As interest rates are low, however, most indications 
are that the weaker creditworthiness in the corporate sector will 
not generate any major problems for the Swedish banks during the 
forecast period. 

Chart 2:8 Households’ debts, assets, housing 
expenditures and savings
Per cent of disposable income

Sources: Statistics Sweden and the Riksbank

Total wealth, excluding collective insurance 
Financial wealth, excluding housing and 
collective insurance
Financial balance, excluding collective and 
real saving (right axis)

Debt 

Housing expenditure

Sources: Statistics Sweden and the Riksbank

Chart 2:9. Corporate borrowing from credit institu-
tions and fi xed gross investment
Annual percentage change

Forecast borrowing, FSR 2011:2
Fixed gross investment
Forecast gross investment  MPR October 2011

Corporate borrowing from credit institutions

Forecast gross investment  MPU April 2011
Forecast borrowing, FSR 2011:1
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THE SWEDISH BANKING 
GROUPS’ BORROWERS

Activity in the commercial property market has declined somewhat. 

This is refl ected in the transaction volume for commercial property, 
which was lower during the fi rst half of 2011 than during the 
corresponding period in 2010. The poorer growth prospects in 
Sweden and abroad are expected to mean that this development 
continues for the rest of the year (see Chart 2:11). In addition, it 
appears to have become slightly more diffi cult for property companies 
to obtain funding, as the banks require a lower leverage for the 
property projects they are asked to fund. Compared with last year, 
foreign investors account for a larger share of the transaction volume 
on the Swedish property market. Although they are more active than 
last year, they are still selling more properties in Sweden than they are 
buying. This could be because investors perceive a relatively higher 
risk in the Swedish property market. One sign of this may be that the 
direct yield on property has not fallen to the same extent as the return 
on government bonds (see Chart 2:12). 

However, the property companies have developed well over the 

year and the credit risk is assessed to remain low for the sector as 

a whole. The property companies’ net operating income 45 is on the 
whole assessed to have improved during the fi rst half of the year, as 
rents have risen and the percentage of vacant premises has fallen, at 
the same time as interest rates have been low. Moreover, property 
prices in central business districts are still rising, albeit at a diminishing 
rate, which means that companies’ balance sheets have been 
strengthened as the value of their assets has increased. Despite lower 
activity on the property market in the coming period, the property 
companies’ operating profi ts are not expected to deteriorate. The 
economic outlook in Sweden is assessed as relatively good, despite 
growth slowing down. This means that rents are expected to show 
stable development, at the same time as vacancies will not increase.

Note: Default rate is defi ned as the number of defaults 
divided by the number of companies.

Source: The Riksbank

Chart 2:10. Default rate for Swedish companies
Per cent

Forecast FSR 2011:2
Five-year moving average

Default rate 

Note: Forecasts by the Riksbank.

Sources: Saville and the Riksbank

Chart 2:11. Transaction volumes for commercial 
properties
SEK billion

Swedish investors
Forecast Swedish investors Q 3-4 2011
Foreign investors
Forecast foreign investors Q 3-4 2011

3.0

2.5

2.0

1.5

1.0

0.5

0.0

45 The net operating income comprises rental income minus operating and maintenance costs.
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CHAPTER 2

The Swedish banking groups’ borrowers abroad

FINLAND AND NORWAY

Borrowing by households and companies has continued to increase 
(see Charts 2:13 and 2:14). Strong growth, continued investment 
and rising house prices have contributed to this. Housing prices 
have risen over the year in both countries, especially in Norway (see 
Chart 2:15). However, growth prospects have deteriorated in these 
countries too, and together with poorer consumer confi dence this 
indicates that households’ demand for credit will not be as high in the 
coming period. In addition, lower demand for exports will mean that 
investment, and thus corporate sector demand for credit, will decline 
in both Finland and Norway.

Households’ debt-servicing ability is expected to remain good. 
The fact that unemployment has declined in Finland and Norway is 
an indicator that households’ debt-servicing ability is on the whole 
good. Moreover, the policy rates in both countries are low, which 
should contribute to keeping households’ interest expenditure down. 
However, households in general have a high level of indebtedness, 
particularly in Norway, and a high percentage of loans at a variable 
interest rate. This makes them sensitive to interest rate adjustments. 

However, companies’ creditworthiness is expected to deteriorate. 
While the number of bankruptcies has largely remained unchanged in 
both countries (see Chart 2:16), the weaker economic outlook abroad 
points to a deterioration in companies’ export opportunities. The 
poorer creditworthiness is also refl ected in the fact that the expected 
default frequency has increased somewhat.

DENMARK

There are still major problems in the Danish banking sector. 

Denmark has been hit hard by the recent international fi nancial crisis 
and by falling prices in the domestic housing market, and economic 
developments have been weaker there than in the other Nordic 
countries. This has meant that the Danish banks’ loan losses have 
increased and that several small and medium-sized banks have gone 
bankrupt. It has also meant that Danish banks have periodically 
suffered diffi culties in obtaining funding on the fi nancial markets 
and that the government has launched several rescue packages. For 
example, the general bank guarantee introduced in 2008 has been 
replaced by bank-specifi c guarantees that expire in 2012 and 2013, 
and a third rescue package (Bankpakke III) began to apply in October

Sources: Newsec and the Riksbank

Chart 2:12. Average yield levels for modern offi ce 
premises in city centres
Per cent

Gothenburg
Malmö
Five-year government bond

Stockholm 

Sources: Reuters EcoWin and the Riksbank

Chart 2:13. Household borrowing 
Annual percentage change

Denmark
Finland
Norway

Sweden

Sources: Reuters EcoWin, the ECB and the Riksbank

Chart 2:14. Corporate borrowing 
Annual percentage change

Denmark
Finland
Norway

Sweden 
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THE SWEDISH BANKING 
GROUPS’ BORROWERS

 2010.46 The regulations under this rescue package entailed major 
losses for the banks’ creditors in cases of bankruptcy. This effect 
led to Moody’s credit rating agency downgrading the credit rating 
for several Danish banks and to foreign lenders becoming even less 
willing to lend to Danish banks. During 2011 three small banks have 
fi led for bankruptcy and have been taken over by the state-owned 
company Finansiel Stabilitet.47 

Denmark has extended its protection to cover the country’s banks 

and facilitate their funding. In the early autumn a new agreement 
was reached at the political level (Bankpakke IV), which for instance 
made it more attractive for stable banks to take over banks in distress 
and enabled state guarantees to be extended if two banks merge.48 
This also means that the banks’ creditors will not be hit as hard in the 
event of bankruptcy. The hope is that the new regulations will lead 
to well-managed banks taking over weaker ones when they suffer 
problems, which would result in fewer banks with assets of better 
quality. At the same time, the idea is that it will facilitate the banks’ 
funding. Moreover, in October this year Danmarks Nationalbank (the 
Danish central bank) began offering loans to the banks with a six-
month maturity to increase access to liquidity. Danmarks Nationalbank 
has also broadened the range of eligible assets accepted as collateral. 
The purpose of the extended credit facilities is to supplement the 
banks’ access to funding and to make things easier for the banks 
when the state guarantees expire.  

In Denmark demand for credit from households and companies 

is weak (see Charts 2:13 and 2:14). The fall in housing prices has 
reduced the value of households’ real assets and contributed to 
households consuming less. A continuing fall in housing prices risks 
further undermining the already weak domestic demand.49 The 
weak demand for credit from companies is mainly due to the weak 
development in investments. As the demand for companies’ export 
goods is expected to fall in the coming period, it is likely that both 
investment and demand for credit will decline further.

Note: Real house prices are defi ned as nominal prices 
defl ated by the CPI.

Sources: Reuters EcoWin, Bank for International Settlements 
and the Riksbank

Chart 2:15. Real house prices
Index, quarter 1 2004 =100

Denmark
Finland
Norway

Sweden 

Sources: Reuters EcoWin and the Riksbank

Chart 2:16. Corporate defaults
Twelve-month moving average, index, 
average 2007 = 100

Denmark
Finland
Norway

Sweden

Source: Danmarks Nationalbank

Chart 2:17. Loan losses in the Danish ban-
king sector from lending to households
Per cent of total lending
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0.0

46 Since the fi nancial crisis broke out the Danish government has issued guarantees to the banks. The 
general guarantee applied from October 2008 until the end of October 2010. This was then replaced by 
bank-specifi c guarantees that applied to specifi c debts. These expire in 2012 and 2013. On 30 June 2011 
the outstanding guarantee was DKK 172 billion.

47 Finansiel Stabilitet is owned by the Danish state and was founded in October 2008 as an agreement 
between the Danish government and the fi nancial sector. The purpose of this company is to contribute to 
fi nancial stability by taking over banks in distress. During 2011 Finansiel Stabilitet took over three banks; 
Amagerbank, Fjordbank Mors and Max Bank.

48 The agreement also entails identifying which banks are systemically important and adjusting the banks’ 
payments to the deposit guarantee to an annual charge with the aim of reducing the effect on the banks’ 
profi ts if a bank goes bankrupt.

49 See Monetary Review 2nd Quarter Part 1, August, 2011, Danmarks Nationalbank.
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CHAPTER 2

Danish households’ and companies’ debt-servicing ability is 

expected to further deteriorate. The percentage of loan losses in 
the Danish banks’ lending to households has already increased 
and amounted to just over 0.4 per cent of lending in 2010 (see 
Chart 2:17). This was a tangible increase in relation to the previous 
year.50 The continuing fall in housing prices and a continued high 
unemployment indicate that households’ debt-servicing ability will 
be further undermined. Companies’ creditworthiness is also expected 
to deteriorate. Although the number of company bankruptcies has 
declined this year, it remains high (see Chart 2:16). In the coming 
period the poorer economic growth abroad is expected to mean that 
exports slow down and export income declines. Domestic demand 
is also expected to be weak partly due to the fall in housing prices, 
which will also have an effect on companies’ creditworthiness.

THE BALTIC COUNTRIES

The Baltic countries have recovered quickly, but growth is expected 

to enter a calmer phase due to the international slowdown. 

Important trading partners such as the Nordic countries and Germany 
have had good growth and the export-dependent Baltic countries 
have benefi ted from this. In recent years the Baltic countries’ 
competiveness has actually increased, as they have succeeded in 
reducing wage levels, which has meant that real exchange rates have 
weakened (see Chart 2:18). However, as small, open economies these 
countries are dependent on other countries both with regard to trade 
and funding. Now that demand from important trading partners is 
expected to weaken, the Baltic countries are also expected to have 
lower growth.

Borrowing by companies and households is declining and this is 

expected to continue (see Chart 2:19). Despite the economies now 
having begun to recover and employment and investment beginning 
to increase, there is still a need among both households and 
companies to consolidate their balance sheets. This will affect their 
ability to take out new loans. In Estonia, for instance, a quarter of the 
indebted households have larger debts than assets.51 In addition, the 
Swedish banks have stated that the growth rate of their future lending 
in the Baltic countries will grow at the same rate as their deposits, 
instead of increasing the already large dependence on funding from 
the parent companies. Demand for credit from companies and 
households is not expected to increase again until the recovery has 
gained fi rmer ground and the improvement in the labour market has 
become more widespread.52 

Note: The comparison group refers to Greece, Italy, 
Portugal and Spain. Data for the Baltic countries and 
the comparison group are unweighted averages. The 
exchange rates are corrected for the price level (CPI). 
The scale is inverted so that lower values indicate 
weaker real exchange rates.

Source: Bank for International Settlements

Chart 2:18. Real exchange rates
Index, January 2009 = 100

Comparison group
Ireland

The Baltic countries

Note: Data for Estonia also includes leasing.

Sources: National central banks, Latvijas Statistika and 
Reuters EcoWin

Chart 2:19. Private sector debt
Percentage of GDP

Latvia
Lithuania

Estonia

50 See Financial Stability Report 2010:2, Sveriges Riksbank.
51 See “Preliminary Conclusions of the 2011 Article IV Mission to Estonia”, October, 2011, IMF.
52 Moreover, in Lithuania the central bank has introduced regulations to promote responsible lending. Some 

examples of the provisions are that the loan-to-value ratio for housing should be limited to a maximum 
of 85 per cent, total loan costs (interest and amortisation) in relation to income should not exceed 40 per 
cent, and there should be a maximum amortisation period of 40 years.
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THE SWEDISH BANKING 
GROUPS’ BORROWERS

Note: The defi nition of late payments differs from country 
to country.

Sources: Eesti Pank, Financial and Capital Market Commis-
sion and Lietuvos Bankas

Chart 2:20. Late payments
Per cent of total lending

Latvia (more than 90 days)
Lithuania (more than 60 days)

Estonia (more than 60 days)

Note: The line at 60 per cent marks the Maastricht criteria.

Source: European Commission

Chart 2:21. Sovereign debt
Percentage of GDP

Estonia
Lithuania
Latvia
Spain

Portugal
Ireland
Italy
Greece

Note: 2011, 2012 and 2013 are the European Commis-
sions’ forecasts. The line at minus three per cent marks the 
Maastricht criteria. 

Source: European Commission

Chart 2:22. Budget defi cit in relation to GDP
Per cent

Latvia
Lithuania

Estonia 

The debt-servicing ability of the Baltic borrowers remains weak (see 
Chart 2:20). The percentage of late payments has already begun 
to decline in all three countries, but some of the decline observed 
so far can be attributed to write-downs. The largest percentage of 
late payments stems from the construction and property sectors. 
However, the Baltic countries’ borrowers debt-servicing ability 
is still being supported by the low interest rates. As a signifi cant 
percentage have loans at a variable interest rate, the debt-servicing 
ability will deteriorate if interest rates begin to rise. At the beginning 
of November the ECB cut its policy rate and the market’s monetary 
policy expectations have shifted downwards. This will also affect 
interest rates in Latvia and Lithuania as their currency exchange rates 
against the euro are fi xed.

Even though the economic situation has improved in the Baltic 

countries, major challenges still remain. The measures taken so far 
to get the economies back on their feet have shown good results. 
Both Latvia and Lithuania have obtained funding in the market 
during the second half of the year and Estonia’s credit rating has 
been upgraded. This indicates that the fi nancial markets are now 
differentiating between the Baltic countries and other countries 
with weak public fi nances. An important difference is that the Baltic 
countries have made substantial cutbacks in public fi nances and they 
also have low sovereign debt (see Chart 2:21). In the coming period 
it is important for Latvia and Lithuania to satisfy the Maastricht 
criteria.53 To meet the criteria, Latvia has been implementing an 
extensive fi scal policy consolidation since the start of 2009 as part 
of the programme of support from the IMF and the EU. Lithuania 
has also tightened its policy to reduce its budget defi cit. However, if 
the countries are to meet all of the criteria for introducing the euro 
in 2014, further tightening is needed. If the countries’ growth slows 
down substantially as a result of events abroad, it will be more diffi cult 
for them to attain the criteria (see Charts 2:21 and 2:22). Another 
complicating factor is that infl ation has risen and has amounted to 
almost fi ve per cent since the spring in both Latvia and Lithuania. 

If Latvia and Lithuania introduce the euro, it will reduce the currency 

risk faced by borrowers, and ultimately the banks. In these countries 
more than 80 per cent of the loans in the private sector are in euro 
(see Chart 2:23). However, the borrowers often have their income 
in the domestic currency. In general, this means that if the domestic 
currency weakens against the currency the loan was taken in, the 
borrowers’ debt burden and interest payments will increase. The 
borrowers are thus vulnerable to exchange rate fl uctuations. Both 

53 The Maastricht criteria, or convergence criteria, are fi ve requirements that the EU member states must 
fulfi l to be able to introduce the euro. The economic criteria include a country having low and stable 
infl ation, a stable exchange rate, sound public fi nances, (the sovereign debt may not exceed 60 per cent 
of GDP and any defi cit in public fi nances should not be greater than three per cent of GDP) and low 
interest rates. In addition, the countries’ legislation should be compatible with the EU treaties and the 
Statute of the European System of Central Banks.
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CHAPTER 2

Chart 2:23. Lending in foreign currency to house-
holds and non-fi nancial companies
Per cent of total lending

December 2007
August 2011

Source: European Systemic Risk Board (ESRB)

Latvia Lithuania Poland

Latvia and Lithuania have pegged their currencies to the euro, which 
means that this risk will only be realised if they are unable to uphold 
the fi xed exchange rate. But given the fact that most of the lending 
in these countries is in euro, a changeover to a fl oating exchange 
rate, with resulting depreciation, would result in major loan losses. 
Lending in foreign currency has also been extensive in other countries 
that have a fl oating exchange rate. In the light of this and to help 
increase the resilience of the fi nancial system, the European Systemic 
Risk Board (ESRB) has issued a recommendation on lending in 
foreign currencies (see the box ”The European Systemic Risk Board’s 
recommendation on lending in foreign currencies” in Chapter 3).

The supervisory authorities in Lithuania and Latvia closed the banks 

Snoras Banka and Krajbanka in November. This was because these 
banks had insuffi cient capital adequacy and had made insuffi cient 
provisions for doubtful debts. Later on, according to the authorities, 
it was discovered that irregularities had taken place in the two banks. 
These interventions should be regarded as individual supervisory 
cases and are thus unrelated to the economic situation in Latvia and 
Lithuania. The Swedish banks have no exposures towards these 
banks.

POLAND

The Swedish banks have increased their operations in Poland, and 

most of their lending here is also in foreign currencies.53 Many Polish 
households borrow Swiss francs from Swedish banks to buy their 
homes, while their incomes are in the Polish currency, zloty.54 This 
means that these households’ burden of debt and interest costs in 
zloty will increase when the currency weakens against the franc. The 
currency risk entailed in this lending may have the consequence that 
the banks’ loan losses increase, which has become evident during the 
course of the year as the zloty has weakened substantially against 
the Swiss franc. Thus, the recommendation issued by the ESRB is 
also relevant to the Swedish banks’ lending in Poland (see the box 
”The European Systemic Risk Board’s recommendation on lending in 
foreign currencies” in Chapter 3).

54 Nordea’s lending to the Polish non-bank public has increased by almost 30 per cent over the past four 
quarters and now amounts to around two per cent of the banking group’s total lending (see Table 3:1). 
SEB has reduced its lending to Germany, making Germany less signifi cant with regard to the stability of 
the Swedish fi nancial system.  However, in terms of the size of the lending, Germany is more signifi cant 
than Poland. But Poland can nevertheless be regarded as being of greater interest, given that the proba-
bility of loan losses is assessed to be greater in Poland.

55 The percentage of mortgages in foreign currency amounts to around 60 per cent in Poland. See Republic 
of Poland – Staff Report for the 2011 Article IV Consultation, July, 2011 IMF.
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DEVELOPMENTS IN THE 
BANKING GROUPS

The major Swedish banks have so far not been 

affected to any great extent by the unease regarding 

sovereign debt problems in the euro area. The initial 

position of the Swedish banks is better now than it 

was in connection with the fi nancial turbulence in 

2008: capital ratios and the liquidity situation have 

improved and the credit risk has declined. Moreover, 

direct exposures to the European countries that have 

sovereign debt problems are limited. However, even 

though the Swedish banks have actively reduced their 

risks and increased their resilience, they are vulnerable 

to disruptions on the fi nancial markets because they are 

still highly dependent on market funding. This applies 

above all to market funding in foreign currencies. 

The Swedish banking sector is dominated by the four major banks 
Handelsbanken, Nordea, SEB and Swedbank. Together these banks 
account for three-quarters of the lending to the Swedish public. They 
also account for approximately the same proportion of the deposits. 
This means that these banks play a decisive role with regard to the 
supply of credit and other important functions in the Swedish fi nancial 
system. 

Sweden has a large banking sector in relation to the size of the 
Swedish economy. The total assets of the four major Swedish banks 
and the other Swedish banks at home and abroad are more than 
four times Sweden’s GDP (see Chart 3:1). This relatively high fi gure 
can partly be explained by the fact that a considerable proportion of 
the major banks’ operations are conducted abroad (see Chart 3:2). 
This means, for example, that Nordea’s assets abroad form a large 
part of Sweden’s banking assets. UBS and Credit Suisse contribute to 
Switzerland’s large banking sector in the same way. As the domestic 
and foreign operations of the banks are closely interlinked, problems 
in a subsidiary abroad can easily spread to the Swedish parent 
company. The Riksbank’s analysis thus covers the banking groups, 
which include both domestic and foreign operations.56 

The chapter begins with a review of the major banks’ earnings 
and profi tability followed by a description of the banks’ lending and 
their credit risk. The chapter concludes with a section of the banks’ 
funding and their liquidity risks.

 

Chart 3:1 Bank assets in relation to GDP
December 2010, per cent

Note: The shadowed part of the blue bar shows the four 
major banks’ assets abroad in relation to Sweden’s GDP.  In 
banking assets are included all of the assets of the national 
banking groups, that is both foreign and domestic assets. 

Sources: The ECB, the European Commission, the Swiss 
National Bank and the Riksbank

Switzerland

United Kingdom

Netherlands

Sweden

Spain

Denmark

France

Germany

Austria

Ireland

Portugal

Average

Greece

Belgium

Italy

Luxembourg

Slovenia

Finland

Czech Republic

Latvia

Hungary

Poland

Bulgaria

Lithuania

Romania

Slovakia

Estonia

 3. Developments in the banking groups

56 Hereinafter, the term “Swedish banks” refers to the Handelsbanken, Nordea, SEB and Swedbank banking 
groups unless stated otherwise.



SwedbankSEBNordeaHandels-
banken

-20

0

20

40

60

80

100

120

0

50

100

150

200

250

11:311:211:110:410:310:210:109:409:309:209:108:408:3

34

F
IN

A
N

C
IA

L
 S

T
A

B
IL

IT
Y

 R
E

P
O

R
T

 2
/

2
0

1
1

CHAPTER 3

Chart 3:2 Total assets of the major Swedish banks 
December 2010, SEK billion

Abroad
Sweden

Sources: Bank reports and the Riksbank

Chart 3:3. Earnings before loan losses and loan 
losses in the major Swedish banks
Totalled over four quarters, SEK billion, fi xed prices, 
September 2011

Loan losses
Profi t before loan losses

Sources: Bank reports and the Riksbank

Chart 3:4. The major Swedish banks’ income
Rolling four quarters, SEK billion

Net commission income
Net result of fi nancial items
Other income

Net interest income 

Sources: Bank reports and the Riksbank

Earnings and profi tability

The bank’s earnings, that is profi ts before loan losses, increased 

somewhat during the reporting period (see Chart 3:3).57 This is 
mainly because net interest income has increased (see Chart 3:4). The 
net interest income is the difference between interest income and 
interest expenses and is affected by volume and by changes in deposit 
and lending margins. During the reporting period, the banks have 
increased both their deposit and lending volumes. Deposit margins 
have risen to more normal levels after having been pushed down by 
low interest rates in 2009 and 2010. The banks have also increased 
their lending margins, including those on Swedish mortgages. 

The banks’ profi tability measured as return on equity has increased 

(see Chart 3:5). This measure reached almost 12 per cent during the 
reporting period. That is however lower than the average measured 
since 2004 of approximately 15 per cent. Return on equity can be 
divided up as follows:58

The breakdown above and Table 3:1 show that the deviation from 
the average level is mainly due to the fact that the banks now 
have a lower leverage than before the fi nancial crisis of 2008. 
The explanation of the lower leverage ratio is that the banks have 
increased the proportion of equity in relation to their debts, partly 
through  capital injections. This is among other things in order to 
adapt to the Basel Committee’s future regulations on higher capital 
requirements (Basel III). 

57 The reporting period comprises the latest four-quarters running to the end of the third quarter 2011. 
Unless stated otherwise, comparisons are made with the preceding four-quarters.

58 Return on equity is often referred to as ROE.

Net profi t
Equity

Return on equity =

Profi t before loan losses
Liabilities

× Liabilities
Equity

Loan losses
Equity

–= × (1–tax rate)

Profi t margin Leverage

=

Dec
. 9

0

Dec
. 9

2

Dec
. 9

4

Dec
. 9

6

Dec
. 9

8

Dec
. 0

0

Dec
. 0

2

Dec
. 0

4

Dec
. 0

6

Dec
. 0

8

Dec
. 1

0

Dec
. 1

2

Totalt

12,000

10,000

8,000

6,000

4,000

2,000

0



0

5

10

15

20

25

1110090807060504030201

1110090807060504030201

35

F
IN

A
N

C
IA

L
 S

T
A

B
IL

IT
Y

 R
E

P
O

R
T

 2
/

2
0

1
1

DEVELOPMENTS IN THE 
BANKING GROUPS

Chart 3:5. The major Swedish banks’ return 
on equity
Four-quarter moving average, per cent

Average return on equity
Return on equity 

Sources: Bank reports and the Riksbank

Chart 3:6. The major Swedish banks’ return on total 
assets
Four-quarter moving average, per cent

Average return on total assets
Return on total assets

A larger proportion of equity means, all else being equal, that the 

banks’ profi tability measured as return on equity will be lower. 

According to the Riksbank’s recommendation in Chapter 5, the major 
Swedish banks should in the long term have a Common Equity Tier 
1 ratio (CET 1, Basel III) of at least 12 per cent to avoid restrictions 
on, for example, dividends to shareholders and share buybacks. In 
addition there will probably be a countercyclical buffer of a maximum 
of 2.5 percentage points. In Table 3:1, the banks’ return on equity has 
therefore been estimated at CET 1 ratios of 12 and 14.5 per cent59. 
Furthermore, the banks’ average return on total assets has been 
assumed to be 0.6 per cent, which is the average level for the last 10 
years (see Chart 3:6) and loan losses have been assumed to be at a 
normalised level of 0.25 per cent of lending. The results of this simple 
arithmetic exercise show that the banks’ return on equity would be 
between 12 and 14 per cent (see Table 3:1). This is a lower return on 
equity than the historical average of 15 per cent, but compared to the 
return on many other assets it is still relatively high.

Table 3:1. Breakdown of the major Swedish banks’ return on equity
Per cent

2006 2007 2008 2009 2010

2010 
Q3-
2011 
Q2

ROE at 
CET 1 
ratio of 
12%

ROE at 
CET 1 
ratio of 
14.5%

A. Profi t 
margin (profi t 
before loan 
losses/debts)

1.0 1.0 0.9 0.9 0.8 0.8 1.0 1.0

B. Leverage 
(liabilities/
equity), ratio

25 25 25 23 23 22 22 19

C. ROE before 
loan losses 
and taxes 
(A*B)

26 25 22 20 17 18 21 18

D. Loan los-
ses/equity

0.4 -0.3 -3.1 -11.6 -3.0 -0.9 -2.5 -2.1

E. ROE before 
tax (C+D)

26 25 19 8 14 17 18 16

F. 1-tax rate 80 80 79 60 74 77 75 75

G. ROE (E*F) 21 20 15 5 11 13 14 12

Note: The estimates of ROE at CET 1 ratios of 12 and 14.5 per cent respectively are based on the assumptions 
that the return on total assets will be the same as the average for the last 10 years, i.e. 0.6 per cent, that the 
normalised loan-loss level is 0.25 per cent and that the tax rate is 25 per cent. 
Sources: Bank reports and the Riksbank

59 The banks’ current CET 1 ratios are presented in Table 3:5.

Sources: Bank reports and the Riksbank
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CHAPTER 3

Chart 3:7. Breakdown of a mortgage loan with 
three-month fi xed rate
Per cent

Margin

Other funding costs up to the interbank rate
Funding costs in excess of the interbank rate

Repo rate

Sources: Bank reports and the Riksbank

The difference between the repo rate and three-month mortgage 

rates has increased.60 This is mainly because the banks’ borrowing 
costs have increased (see Chart 3:7). A common misconception is that 
the banks borrow money at a cost equivalent to the repo rate (the red 
fi eld in Chart 3:7). The chart shows, however, that additional costs 
arise when the banks acquire funding. The yellow fi eld and the repo 
rate together form the three-month interbank rate STIBOR, which is a 
reference rate that the banks use when they borrow money from each 
other. 

To fund mortgages, the banks usually issue covered bonds at a fi xed 

rate and with a maturity up to fi ve years61. The banks convert the 
fi xed bond rate to an interest rate with a maturity of three months so 
that the fi xed-interest period is the same as for the bank customers’ 
mortgages. To do this, so-called interest-rate swaps are used.62 In 
the interest-rate swaps, the banks pay the three-month interbank 
rate and receive a fi xed interest rate with the same maturity as the 
maturity of the bond. The fi xed rate that the banks receive in the 
interest-rate swaps is usually lower than the rate they pay on the 
bonds. This difference is illustrated by the gray fi eld in Chart 3:7 and 
arose fi rst in 2008 when the premiums for liquidity risks increased. 
This led to an increase in the cost of funding a mortgage compared to 
the interbank rate. The red, yellow and grey fi elds have thus together 
contributed to an increase in the banks’ total funding costs. 

60 Refers to the banks’ offi cial prices for new mortgages, so-called list prices. Usually there is scope for bor-
rowers to negotiate lower rates if, for example, they use the same bank for all banking services.

61 The banks also use deposits to fund mortgages but this has not been taken into account in the illustration 
of the banks’ funding costs.

62 A bilateral agreement to exchange a specifi c interest rate in return for another interest rate for a predeter-
mined period according to specifi c conditions.
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DEVELOPMENTS IN THE 
BANKING GROUPS

The banks’ margins on mortgages have also increased (see the 
blue fi eld in Chart 3:7). To make a profi t, the banks must charge for 
a number of other costs in addition to the borrowing costs. These 
include administration costs, fi xed costs and costs for maintaining a 
liquidity reserve. On top of this there are taxes (see Table 3:2). The 
income which remains after these costs have been paid is the profi t 
on the mortgage. Competition on the mortgage market was fi erce 
prior to the crisis, which squeezed the margins. In addition, the banks 
began to adapt the pricing of mortgages to the Basel II regulations, 
which were then under implementation. Basel II meant that the 
banks could hold less capital than previously to grant mortgages, 
which in turn contributed to the banks reducing their margins while 
still retaining the same level of profi tability. However, competition 
weakened in connection with the turbulence that arose on the 
fi nancial markets in 2008 and the margins increased again and have 
remained at high levels since then.

There are several reasons for the increase in margins. One reason is 
that competition on the mortgage market has weakened. Another is 
that the banks have begun to adapt to the approaching regulatory 
framework, Basel III, which among other things entails that the banks 
must have larger liquidity buffers and more capital than previously 
for mortgages. This will make the banks more resilient but also entails 
higher costs. So far, the banks have passed on these costs to their 
customers (see the blue fi eld in Chart 3:7). 

Table 3:2. Estimate of the banks’ profi t margin on mortgages
Per cent

Difference between mortgage rate 
and the bank’s funding costs 1.2

Other costs 0.2-0.5

Profi t before tax 0.7-1.0

Profi t  after tax 0.5-0.7

Note: The difference between the mortgage rate and borrowing costs is based on the blue fi eld in Chart 3:7. 
Source: The Riksbank
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Lending and credit risk

The credit risk is the greatest risk on the asset side for the major 
Swedish banks. This is because lending to the public and to credit 
institutions, together with interest-bearing securities, account for 
three-quarters of the banks’ total assets. The banks also have assets 
that are exposed to market risk. However, this risk constitutes only a 
small part of the total risk.

LENDING

The major part of the banks’ lending is conducted in the Nordic 
countries. The geographical distribution of the lending differs, 
however, from bank to bank. Nordea has a relatively small proportion 
of its total lending in Sweden but is the bank that has the largest 
proportion of its lending in the other Nordic countries (see Table 3:3). 
Swedbank and SEB are the two banks that have the largest proportion 
of their lending in the Baltic countries, but Nordea also has part of its 
lending there. For Swedbank and SEB, lending in the Baltic countries 
constitutes 11 per cent and 10 per cent of total lending respectively. 
The Swedish banks’ exposures to those countries in the euro area with 
sovereign debt problems are limited and have decreased compared to 
the level in December 2010 (see table 3:4).

Table 3:3. The geographical distribution of the major Swedish banks’ lending, 
September 2011
Percentage of lending to the public and SEK billion

  Handelsbanken Nordea SEB Swedbank Total

Sweden 67 25 69 83 51

Norway 12 16 2 0 10

Denmark 4 28 1 0 13

Finland 6 17 1 0 9

The Baltic countries 0 2 10 11 4

 Estonia 0 <1 3 5 2

 Latvia 0 <1 3 3 1

 Lithuania 0 <1 5 3 2

Poland 0 2 0 0 1

Germany <1 0 15 0 2

United Kingdom 6 0 0 0 1

Other countries 5 10 2 7 7

Lending to the public, 
SEK billion 1,599 3,079 1,191 1,175 7,055

Note: Lending to other countries also includes lending that cannot be related to any specifi c country.
Sources: Bank reports and the Riksbank
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DEVELOPMENTS IN THE 
BANKING GROUPS

Chart 3:8. Swedish major banks’ lending to the 
public in the Baltic countries 
EUR billion and annual percentage change

Annual percentage change (right scale)
EUR billion (left scale)

Sources: Bank reports and the Riksbank

Chart 3:9. Market shares of lending in the Baltic 
countries
Per cent

SEB
Nordea
Others

Swedbank 

Sources: Bank reports and the Riksbank

Chart 3:10 The major Swedish banks’ loan losses
Percentage of lending at the start of the respective 
quarters

Specifi c provisions
Write-offs
Reversals

Collective provisions 

Recoveries
Loan-loss level

Note: Annualised data

Sources: Bank reports and the Riksbank

Table 3:4. The major Swedish banks’ exposures to countries with sovereign debt 
problems; September 2011
SEK million

Greece Ireland Italy Portugal Spain

Total 
September 

2011

Total 
Dec 

2010

SEB

Banking 
book

593 – 296 268 – 1,305 2,500

Trading 
book

83 – 65 46 –

Nordea

Banking 
book

– – – – 157 731 1,452

Trading 
book

– – 574 – –

Handels-
banken

Banking 
book

– – – – – – –

Trading 
book

– – – – –

Swed-
bank

Banking 
book

– – – – – – –

Trading 
book

– – – – –

 Total 676 – 935 268 157 2,037 3,952

Note: ”-” indicates that the banks have no holdings. Holdings are not corrected for possible forms of loan 
protection. This means that the banks’ net exposures are probably overestimated in the table. Covers holdings 
and loans to central governments. The exposures refer to each bank’s fi nancial group.
Sources: Finansinspektionen and the Riksbank

The Swedish banks’ lending in the Baltic countries has declined since 

the autumn of 2008 (see Chart 3:8). The total lending of the Swedish 
banks in the Baltic countries amounted to approximately SEK 420 
billion at the end of the third quarter of 2008. Since then, lending 
has fallen by around 25 per cent and at the end of the third quarter 
of 2011 amounted to SEK 311 billion. In Estonia, lending amounts 
to SEK 116 billion, in Latvia SEK 89 billion and in Lithuania SEK 107 
billion. Part of the decline is due to some of the loans becoming 
loan losses, but the main reason is that the demand for loans has 
decreased as a result of the continued weak economic situation in 
these countries. Despite the fact that the Swedish banks have reduced 
their lending since the autumn of 2008, their total market share of 
lending has remained largely unchanged in Estonia and Latvia, while it 
has fallen slightly in Lithuania (see Chart 3:9). 
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Chart 3:11 The major Swedish banks’ loan losses 
per quarter
SEK billion

Other Nordic countries
The Baltic countries
Other countries

Sweden 

Sources: Bank reports and the Riksbank 

Chart 3:12. The major Swedish banks’ impaired 
loans
Percentage of gross lending

Nordea
SEB
Swedbank

Handelsbanken 

Note: Impaired loans in relation to gross lending, i.e. 
lending including provisions.

Sources: Bank reports and the Riksbank 

CREDIT RISK

The loan losses of the Swedish banks have continued to decline (see 
chart 3:10). This is due to signifi cant recoveries and reversals of earlier 
provisions. Total loan losses amounted to just under SEK 3 billion 
during the last four quarters, which corresponds to 0.04 per cent of 
total lending.  

The Swedish banks have continued to make net recoveries in the 

Baltic countries (see Chart 3:11). Reversals and recoveries in the 
Baltic countries have been greater than new provisions for loan losses 
and write-offs, which has had a positive impact on profi ts. Loan losses 
in the other Nordic countries have, on the other hand, remained 
relatively stable over the last four quarters.

The proportion of impaired loans has also continued to decline (see 
Chart 3:12). In total, impaired loans amounted to 1.4 per cent of the 
major banks’ gross lending. Almost half of the impaired loans stem 
from the Baltic countries where above all SEB and Swedbank have 
part of their lending. However, debt-servicing ability in the Baltic 
countries has improved somewhat recently, mainly in the corporate 
sector, and the infl ow of new impaired loans has therefore slowed 
down. In addition, an increasing number of borrowers are once again 
able to make interest and amortisation payments on their loans. 
Some of the impaired loans have thus become loans for which the 
customers are now able to meet their commitments. The proportion 
of impaired loans is currently at a higher level than it was in 2008, but 
there is a downward trend which means that the situation looks much 
better now.
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DEVELOPMENTS IN THE 
BANKING GROUPS

Chart 3:13. Core Tier 1 capital ratios of Swedish 
and foreign banks as defi ned by Basel II
September 2011, per cent

Note: The fi gures for Standard Chartered and Raiffeisen 
International refer to December 2010.

Sources: Bank reports and the Riksbank

Chart 3:14. Core Tier 1 capital ratios
Per cent

Transitional regulations including preference shares 
Basel II
Basel III

Transitional regulations 

Note: The red area of the bars corresponds to the European 
Banking Authority (EBA) defi nition of Core Tier 1 capital.
Sources: Bank reports and the Riksbank

CAPITAL

Swedish banks are well capitalised in an international comparison 

(see Chart 3:13). Since the autumn of 2008, the Swedish banks have 
taken several measures to increase their capital ratios (see Table 3:5 
and Chart 3:14). Capital has increased partly with the help of accrued 
profi ts and partly due to the fact that three of the banks carried out 
rights issues in 2008 and 2009.63 The banks have also reduced their 
risk-weighted assets in several ways. First, the proportion of corporate 
loans, which have a relatively high risk weights, has declined in favour 
of mortgages, which have a much lower risk weighting (see Chart 
3:15). Second, lending in countries with a higher credit risk and thus 
higher risk weights, for example the Baltic countries, has declined. 
The banks have also reclassifi ed parts of their loan portfolios so that 
a larger proportion of the assets are risk classifi ed on the basis of 
the banks’ own internal models instead of using a predetermined 
standardised approach. This has led to a reduction in risk weights 
despite the fact that the actual credit risk remains unchanged. 
Although the increase in CET 1 ratios is due both to an increase in 
capital and a decrease in the risk-weighted assets, the proportion of 
capital in relation to total assets has increased over time for all four 
banks (see Chart 3:16). 

The EU’s plan to strengthen the European banking sector means 

that two of the major Swedish banks must increase their capital 

ratios. The Swedish banks are among the best capitalised banks in 
Europe according to both Basel II without the transitional regulations 
and Basel III. The European Banking Authority (EBA) has, however, 
chosen to take the core Tier 1 capital ratio specifi ed by the transitional 
rules from Basel I to Basel II as its starting point. This is of great 
signifi cance to the Swedish banks as assets with a relatively low risk, 
such as Swedish mortgages, are given a much higher risk weighting 
when measured in terms of this ratio than in the approaching Basel 
III regulations (see Chart 3:15). This means that both Handelsbanken 
and Swedbank must increase their CET 1 ratios to reach EBA’s target 
of at least nine per cent no later than the end of June 2012 (see the 
red section of the bars in Chart 3:14).

63 Nordea conducted a rights issue totalling EUR 2.5 billion, SEB’s rights issue amounted to SEK 15 billion 
and Swedbank conducted two rights issues totalling SEK 27.5 billion.
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Chart 3:15. Risk weights on mortgages defi ned 
by Basel II
Per cent

Sources: National central banks and the Riksbank 

Chart 3:16. Core Tier 1 capital in relation to total 
assets
Per cent

Nordea
SEB
Swedbank

Handelsbanken 

Sources: Bank reports and the Riksbank

Chart 3:17. Countercyclical capital buffers for the 
Swedish banks
Per cent

Nordea
SEB
Swedbank

Handelsbanken 

Sources: Bank reports, Reuters EcoWin and the 
Riksbank

The implementation of the new Basel III regulations will begin at 

the start of 2013. These regulations entail a tightening of the capital 
requirements compared to previous regulations. Apart from increasing 
the minimum level for CET 1 capital, the regulations will also entail 
supplements in the form of a capital conservation buffer and a 
countercyclical buffer. In order to avoid restrictions on share dividends, 
a capital conservation buffer of 2.5 percentage points above the 
minimum level is required. In addition there will be a supplement 
for a countercyclical capital buffer which will vary between 0 and 
2.5 percentage points depending on how aggregated credit growth 
relates to GDP growth. On 30 June 2011, this supplement would 
have amounted to between 1.5 and 2.2 percentage points for the 
major Swedish banks (see Chart 3:17). 

Table 3:5. Changes in the banks’ core capital ratios
Per cent
 

   Handelsbanken Nordea SEB Swedbank

Core Tier 1 capital ratio 
Basel II, September 2008 8.7 7.1 8.4 7.4

Total change in core 
Tier 1 capital ratio Basel II
2008 Q3-2011 Q3 6.0 3.9 5.5 7.7

  of which rights issues  0.0 1.3 1.9 4.1

  of which retained earnings 
 less share buybacks and dividends 2.4 2.0 1.7 -0.2

  of which change in
 risk-weighted assets 3.6 0.6 1.9 3.8

Core Tier 1 capital ratio
Basel II, September 2011 14.7 11.0 13.9 15.1

CET 1 ratio Basel III, 
September 2011 12.9 10.2 12.2 14.1

CET 1/total assets on- and off-balance
sheet (Basel III), September 2011 2.9 3.5 3.8 3.8

Core Tier 1 capital ratio
transitional rules, September 2011 8.0 9.2 11.3 9.9

Note: The EBA defi nes capital in accordance with the EU’s capital requirements directive CRD 3, also referred 
to as Basel 2.5. Under this defi nition, Swedbank’s preference shares are not included in the core Tier 1 capital. 
Excluding preference shares, Swedbank’s core Tier 1 capital ratio is, according to the transitional regulations, 
8.7 per cent.
Sources: Bank reports and the Riksbank3.0
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DEVELOPMENTS IN THE 
BANKING GROUPS

Chart 3:18. The Riksbank’s structural liquidity measure, 
aggregate for the major Swedish banks
Stable funding in relation to illiquid assets, 
per cent

Sources: Liquidatum and the Riksbank

Chart 3:19. The major Swedish banks’ funding, 
September 2011
Per cent

Interbank, net
Swedish covered bonds in SEK

Foreign covered bonds

Government-guaranteed borrowing via the SNDO

Swedish covered bonds in foreign currencies

Unsecured bonds
Certifi cates
Deposits

Note: The funding of the major banks amounts to 
approximately SEK 8,100 billion. SNDO (Swedish 
National Debt Offi ce)

Sources: Bank reports and the Riksbank

Chart 3:20. The major Swedish banks’ market funding 
via Swedish parent companies and subsidiaries
SEK billion

Foreign currency
SEK 

Sources: Statistics Sweden and the Riksbank

Funding

The liquidity situation of the Swedish banks has improved since 

the autumn of 2008. This improvement can be seen, for example 
in the Riksbank’s structural liquidity measure, which is very like the 
Basel III measure the Net Stable Funding Ratio (see Chart 3:18).64 
The improvement is explained by the fact that the banks have 
actively increased the proportion of long-term market funding. The 
Swedish banks have also increased their resilience against temporary 
disruptions on the fi nancial markets by gradually increasing their 
liquidity reserves. During the autumn of 2008 and in 2009, some 
of the banks’ normal market funding was replaced by loans from 
the Riksbank and government-guaranteed borrowing through the 
Swedish National Debt Offi ce. The last of the large extraordinary 
loans from the Riksbank were phased out at the end of 2010. The 
Swedish government-guarantee programme has also been phased 
out but some securities issued under government guarantee remain 
outstanding.

Half of the Swedish banks’ funding consists of deposits and half 

of market funding (see Chart 3:19). In total, the banks’ funding 
amounts to SEK 8,100 billion. Market funding consists mainly of 
issued securities. Bonds, mainly covered bonds, account for the 
long-term funding. Short-term market funding, on the other hand, 
largely consists of certifi cates in foreign currencies, mainly US dollars. 
Borrowing on the interbank market, which is primarily to be regarded 
as a means of balancing liquidity, is also a part of the short-term 
market funding. 

A large part of the banks’ market funding is conducted through their 

Swedish operations (see Chart 3:20). Approximately 80 per cent of 
the major banks’ market funding is centralised through their Swedish 
parent and subsidiary companies. Centralised market funding has 
increased signifi cantly over time, and particularly that part of funding 
that is in foreign currencies. This trend can be explained by the fact 
that the Swedish banks’ foreign branches and subsidiaries, which have 
gradually become an increasingly large part of the banks’ operations, 
are funded in this way. 

64 See Chapter 4 for a description of the Riksbank’s structural liquidity measure.
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Chart 3:21. The major Swedish banks’ market 
funding, December 2010
Per cent of total market funding

EUR
USD
DKK

SEK 

NOK
Other currencies

Sources: Bank reports and the Riksbank

Chart 3:22. The major Swedish banks’ short-term 
market funding via Swedish parent companies and 
subsidiaries
SEK billion

Foreign currency
SEK

Sources: Statistics Sweden and the Riksbank

Around two-thirds of the banks’ market funding is in foreign 

currency (see Chart 3:21). The banks use the majority of the foreign 
market funding to fund assets in the corresponding currencies, but 
some of this funding is also used to fund lending in other currencies. 
Approximately SEK 600 billion of the lending in Swedish kronor is 
funded in this way. Approximately SEK 400 billion of the Swedish 
banks’ lending in Denmark and Norway is funded in the same way. In 
order to avoid the undesirable effects of exchange rate fl uctuations, 
the banks swap this part of the foreign market funding for Swedish 
kronor or other Nordic currencies. The process is reversed when the 
time comes to repay the debt in foreign currency. The exchange is 
made using currency swaps.65  

The banks’ short-term market funding is mainly conducted in US 

dollars (see Chart 3:22). Approximately SEK 500 billion of the funding 
in dollars comes from US money market funds. These money market 
funds have reduced their lending to European banks due to the 
sovereign debt problems in the euro area. This has mainly affected the 
banks that have substantial exposures to the debt-ridden countries in 
the euro area (see Chapter 1). On the other hand, the Swedish banks 
that have very limited direct exposures to these countries have had 
relatively good access to funding from the US money market funds 
(see Chart A3:2).  Nevertheless, even the Swedish banks have noted 
that the money market funds have become more cautious. This is 
refl ected in the fact that these funds are investing at shorter maturities 
than they did before the summer. 

Swedish banks have benefi ted from the increase in the cost of 

swapping to dollars. Due to the reduction in lending from the US 
money market funds, several European banks have been forced to 
use the swap market to acquire US dollars. This has increased the 
price for borrowing dollars via the swap market (see Chart 1:21). 
Swedish banks, which to a certain extent perform the opposite 
swap transaction in order to convert dollars to borrow, for example, 
Swedish kronor, have thus benefi ted from this in that their funding of 
lending in Sweden has become less expensive.

65 The banks use swaps that have maturities of less than one year (FX-swaps) and swaps with maturities of 
more than one year (cross-currency basis swaps).
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The market for covered bonds is important to the banks’ long-term 

market funding. Half of all the market funding consists of issued 
covered bonds, mainly Swedish. But covered bonds are an important 
market to the Swedish banks in the other Nordic countries too. This 
applies particularly to Denmark. In Sweden, the outstanding stock 
of covered bonds amounts to SEK 1,850 billion. Of the total stock, 
1,400 billion are denominated in kronor, 350 billion in euros and the 
remainder in other foreign currencies such as US dollars and Swiss 
francs. The Swedish market for covered bonds worked relatively well 
in 2008 and 2009 in contrast to, for example, the European market 
for covered bonds which did not really work at all in this period. 
However, foreign investors reduced their holdings of Swedish covered 
bonds by approximately SEK 120 billion during the most turbulent 
part of this period. A large part of this funding was then replaced by 
extraordinary loans from the Riksbank to the banks. 

A small part of the banks’ long-term market funding consists of  

unsecured bonds (see Chart 3:19). These bonds are largely issued 
in foreign currencies and are primarily used to fund lending to 
companies, in both Sweden and abroad. This market was more or less 
closed at the beginning of the autumn (see Chapter 1). However, a 
few issues were conducted the last few months, for example by SEB 
and Handelsbanken.
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46 At the beginning of October the newly-established body for 

macro-prudential oversight, the European Systemic Risk 

Board (ESRB) issued recommendations regarding lending in 

foreign currencies. This is the fi rst time the ESRB has issued public 

recommendations and they are in this case directed at the national 

supervisory authorities in the EU member states, the European Banking 

Authority (EBA) and the EU member states. The purpose of the 

recommendations is to alleviate the risk arising from lending in foreign 

currencies. On the basis of the experiences in the Baltic countries in 

2008-2009, but also the experiences of the Swedish fi nancial crisis 

at the beginning of the 1990s, the Riksbank welcomes the ESRB’s 

recommendations.

Lending in foreign currencies varies between the EU member states (see 

Chart B3:1). It is mainly in some of the central and eastern European 

countries that a signifi cant portion of households and companies have 

large loans in foreign currencies at the same time as their income and 

earnings are in their national currency. This means that these borrowers 

are exposed to a risk that the domestic currency could depreciate against 

the currency the loan has been taken in (currency risk). In this situation 

the loan burden becomes greater, at the same time as incomes remain 

unchanged, which increases the probability that the borrower will default 

on the loan. The banks are also negatively affected if the loans are 

converted to the domestic currency as a result of political decisions.66 A 

large percentage of lending in foreign currencies may thus comprise a 

threat to the fi nancial stability of the countries concerned, which could 

also spread to other countries within the EU, as a result of the European 

banking system being so closely intertwined. 

The ESRB’s recommendations apply primarily to new loans in foreign 

currencies. They state that the authorities concerned should ensure, 

for instance, that the borrowers are informed of the risks entailed in 

borrowing in foreign currencies, that these loans are only granted to 

customers who can manage large fl uctuations in the exchange rate, that 

the banks hold suffi cient capital to be able to manage the risks entailed 

in lending in foreign currencies, and that the banks have adequate risk 

management for the liquidity and funding risks that arise from these 

loans. The authorities concerned shall report to the ESRB during 2012 

on what measures they have taken to follow the recommendations, or 

alternatively, explain why this has not been done. 

Lending in foreign currencies is extremely limited in Sweden, but 

does occur in a couple of the countries in which the Swedish banks 

have operations (see Chapters 2 and 3). The recommendations should 

reasonably lead to the risks of lending in foreign currencies in these 

countries being better refl ected in the banks’ internal pricing and in the 

interest rate paid by the customers.

66 This has happened in Hungary, for instance, in the wake of the fi nancial crisis in 2008.

The European Systemic Risk Board’s
recommendations on lending in foreign currencies

Chart B3:1. Lending in foreign currency to households 
and non-fi nancial companies 
Percentage of total lending

Non-fi nancial companies
Households

Source: European Systemic Risk Board (ESRB)
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47In the previous Financial Stability Report the Riksbank surveyed 

the major banks’ liquidity risk in US dollars. It was noted that the 

majority of the banks’ market funding in US dollars is short-term, 

while they have illiquid long-term assets in dollars in the form of 

lending to the general public. This maturity mismatch between assets 

and liabilities in dollars constitutes a risk to the Swedish fi nancial 

system. Despite the fact that the banks have acted on this and improved 

their liquidity situation in dollar, the Riksbank considers that risks still 

remain. This box presents a follow-up to the analysis in the previous 

Financial Stability Report.

The Basel Committee has proposed two liquidity measures; Liquidity 

Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR).67 The 

purpose of the fi rst measure is that banks should hold liquidity reserves 

to manage short-term outfl ows in stressed situations, while the second 

measure should ensure that the maturity mismatch between assets and 

liabilities is not too great. This box uses these measures as a starting point 

and focuses on the Swedish banking system’s risks in US dollars.68 

The liquidity risk in foreign currency is particularly problematic

During the fi nancial crisis, many banks, both in Sweden and 

internationally, encountered problems due to their dependence on 

borrowing in US dollars. While the liquidity problems were resolved, it 

was at the cost of major support measures from central banks around the 

world. At present there are indications that the possibilities for obtaining 

dollars have once again deteriorated for many European banks. The main 

one is that US money market funds have reduced their lending in dollars 

to several European banks (see Chart B3:2).  At the same time, the cost 

of obtaining dollars on the swap market has increased substantially (see 

Chart 1:21).

The European Systemic Risk Board (ESRB) is currently working on 

analysing the risks stemming from the European banks’ dependence on 

short-term dollar funding and the liquidity risks this entails. The purpose 

of this work is to prevent the dependence on dollar funding once again 

leading to a crisis situation similar to the developments following on from 

the Lehman Brothers collapse in 2008.

Major Swedish banks’ resilience to short-term stress 

The major banks’ funding in US dollars entails risks. Firstly, access to 

funding in dollars during periods of turbulence is often more uncertain 

than access to funding in Swedish kronor. Secondly, most dollar funding is 

67 The LCR measures a bank’s liquidity reserve against a stressed cash outfl ow over 30 days. The NSFR 
measures how much stable funding a bank has to fund its illiquid assets. See “Stress test of liquidity in 
the Swedish banks” in chapter 4 for more information.

68 The Riksbank has developed a structural measure of liquidity similar to Basel’s NSFR. The Riksbank’s 
measure has therefore been equated with the NSFR in this box, even though the measures are not 
entirely identical.

The major banks’ liquidity risk in US dollars

Chart B3:2. Distribution and change in US money 
market funds’ exposure to banks 
Per cent and percentage change

September 2011
December 2010

Note: Data is based on a sample of US money market funds. 
In September this sample accounted for 45 per cent of 
the US money market funds’ total investment. The group 
of fi scally weak countries includes Portugal, Italy, Ireland, 
Greece and Spain.

Source: Fitch Ratings
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48 Chart B3:3. Average Liquidity Coverage Ratio 
(LCR) according to the Basel regulations
Per cent

Sources: Finansinspektionen and The Riksbank

Chart B3:4. The major Swedish banks’ reported 
liquid assets in US dollars
SEK billion

June 2011
September 2011

March 2011

Note: Handelsbanken did not report its liquidity buffer 
by currency in its report for the fi rst quarter.

Source: Bank reports

Chart B3:5 Percentage of issued securities with 
original maturities of less than one year in the 
Swedish banking system 
September 2011, per cent

Note: The banks’ foreign subsidiaries are not included 
in the statistics.

Source: The Riksbank

short-term and the banks are thus subjected to a more frequent refi nancing 

risk. Moreover, the Riksbank’s capacity to provide the banking system with 

liquidity in US dollars is limited. The Swedish banks have taken note of the 

Riksbank’s concern in their interim reports and actively worked on reducing 

their liquidity risks. This has primarily been achieved by strengthening their 

liquidity reserves in US dollars during the spring and summer. It can also 

be noted that the banks’ LCR in US dollars has increased over time and is 

currently well over 100 per cent on aggregate (see Chart B3:3).69  

However, the banks’ LCRs differ, partly because the size of their 

liquidity reserves differs (see Chart B3:4). A bank with a large liquidity 

reserve, all else being equal, have a higher LCR.70 

Major Swedish banks’ resilience to long-term stress 

Another way of analysing liquidity risk is to measure how much stable 

funding a bank has to fund its assets. The risk of a bank suffering a 

liquidity crisis depends partly on the type of funding it has, and partly 

on how liquid the assets it needs to fund are. The majority of the banks’ 

market funding in US dollars is short-term, which differ from the funding 

in EUR and SEK (see Chart B3:5). At the same time, a large share of the 

major Swedish banks’ assets in US dollar consists of loans to non-fi nancial 

companies, which are relatively illiquid assets. 

At the end of June the major Swedish banks had assets in US dollars 

to a value of almost SEK 850 billion, which corresponds to around 8 per 

cent of their total assets. At the same time, they had liabilities in dollars 

to a value of more than SEK 1,600 billion, which corresponds to around 

14 per cent of their total liabilities. The majority of the liabilites consist 

of market funding and only a small portion of deposits from the public.71 

The Swedish banks thus have a surplus in US dollars that they use to fund 

assets in other currencies. That part of the US dollar funding that is used 

to fund assets in other currencies does not constitute a liquidity risks in US 

dollars as refi nancing can be conducted in the asset currency in the event 

of a shortage of US dollars. It is therefore the banks’ long-term assets in 

US dollars, which mainly consist of lending to the public, that give rise to 

a structural liquidity risk in US dollars. Lending to the public in US dollars 

differs, however, from bank to bank (see Chart B3:6)

During the fi rst half of 2011 the major banks increased their as-

sets in US dollars by more than SEK 250 billion, primarily by increasing 

their liquid assets (see Chart B3:7). At the same time, they also increased 

their market funding by the corresponding amount. The more illiquid 

assets, such as lending to the general public, have remained more or less 

constant during this period.

69 Put simply, a 100 per cent LCR means that a bank can survive stress for 30 days.
70 The LCR measures a bank’s liquidity reserve against a stressed cash fl ow over 30 days. A bank that has 

borrowed money with a time to maturity of more than 30 days and invested it in liquid securities will 
thus improve its LCR. A bank with a correspond strategy, but where the borrowing has a shorter time 
to maturity than 30 days will not improve its LCR as, despite a larger liquidity reserve, the bank will also 
have a large outfl ow of cash within 30 days.

71 Deposits from the general public are primarily deposits by large companies.

July 2011 September 2011August 2011
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Chart B3:7. Development of the major Swedish banks’ 
dollar assets
SEK billion

Loans to non-fi nancial companies < 1 year

Loans to credit institutions
Other securities and reverse repos

Loans to non-fi nancial companies > 1 year

Cash and balances with central banks

Sources: Bank reports and the Riksbank

Chart B3:8. The Riksbank’s structural liquidity measure
Per cent

Note: The measure is the average value for the four major 
banks. The currency-aggregated measure is based on data 
for September 2011 apart from SEB, where the data is from 
December 2010. The dollar measure is based on data for 
June 2011 for all the banks.

Sources: Bank reports and the Riksbank

Chart B3:6. The major banks’ lending to the public in 
US dollars
SEK billion

Note: Lending for Handelsbanken and SEB is per December 2010. 
Lending for Nordea and Swedbank is per September 2011.

Source: Bank reports

The maturity structure of the US dollar funding has not changed 

signifi cantly during the fi rst half of 2011; the majority of the funding is 

short-term. The banks’ increased liquidity buffers are thus in principle 

funded through maturities of less than one year.

However, two-thirds of the lending to the general public has a 

contractual maturity of more than one year. A large part of the lending 

with contractual maturities of less than one year must also be regarded 

as illiquid during times of stress as these customers will probably also 

face problems in obtaining US dollars to repay their loans. The banks’ 

lending in dollar to the general public consists mainly of loans to shipping 

companies, project funding and large international companies. The 

structural maturity mismatch between assets and the liabilities thus 

remains, even if the banks have increased their resilience to short-term 

liquidity stress, measured as the LCR.

The major banks have improved the Riksbank’s structural liquidity 

measure in US dollars over the fi rst six months of the year, but the risk is 

still greater here than in other currencies.72 In June 2011 the banks had a 

structural measure of around 60 per cent, which is an improvement since 

December 2010. However, this can be compared with a fi gure of around 

85 per cent if the measure is calculated on all currencies together (see 

Chart B3:8) or 100 per cent, which the Basel Committee has proposed as 

a minimum requirement for NSFR.73 

Both the short-term liquidity risk and the structural liquidity risk 
should be measured and managed

To summarise, in terms of the LCR, the Swedish banks have improved 

their resilience to short-term stress in the US dollar market during 2011. 

This improvement is primarily a result of having increased their liquidity 

reserves in US dollars.74 However, it is important to remember that the 

LCR only measures resilience to short-term stress during 30 days. The 

LCR should thus be supplemented with a structural measure. Although 

the major banks’ LCRs have improved, liquidity risks still remain, which is 

also illustrated by the Riksbank’s structural liquidity measure. These risks 

essentially stem from the major Swedish banks’ assets not being funded 

with suffi ciently stable and long-term funding. This in turn means that 

the banks have insuffi cient resilience to manage long-term stress or a 

permanent change in the funding market in US dollars.75

72 The outcomes in the structural measure differ from bank to bank. The main difference between the 
banks is the type of assets they hold, while the time to maturity for the funding does not differ as much 
from bank to bank.

73 However, the Basel Committee has not proposed that the banks should manage the NSFR per currency, 
only for all of the currencies together.

74 The foreign banks do not need at present to pay any charge to the Federal Deposit Insurance Corpora-
tion (10 basis points). The major Swedish banks, like other non-American banks, have been able, partly 
because of this, to invest their money with the Federal Reserve at a higher interest rate than the funding 
costs. If this opportunity disappears, it will affect the banks’ incentives to hold large liquidity reserves in 
US dollars.

75 At present there are no statutory requirements for banks to manage the LCR or NSFR in US dollars. The 
purpose of this box is merely to show that they are important complements to one another and that the 
banks should follow these measures with regard to individual currencies.

June 2011

USDCurrency aggregated

December 2010
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS 4. Future prospects, risks and stress tests 

The Riksbank considers that the Swedish banks have 

developed relatively well in recent years, despite 

the slowdown of the Swedish economy. However, 

uncertainty concerning the fi scal crisis in the euro 

area is high and the situation could deteriorate 

rapidly. The risks facing fi nancial stability in Sweden 

largely stem from this development. While the 

Riksbank’s stress tests undoubtedly show that the 

Swedish banks can manage higher loan losses than 

have been assumed in the main scenario, they are 

still taking slightly higher liquidity risks than many 

European banks.  

In this chapter, the Riksbank presents its overall assessment of the 
development of fi nancial stability in Sweden. On the basis of the 
expected development of the real economy, the fi nancial markets and 
the banks’ borrowers, the Riksbank makes a forecast for the banks’ 
profi ts trend in 2011–2014. Following this, the risks that may threaten 
this development are discussed. The Riksbank then uses stress tests to 
assess Swedish banks’ resilience to these disruptions. 

Main scenario

Unease over the fi scal situation has contributed towards the 

deterioration of global growth prospects.76 The euro area is facing 
major fi scal policy tightening, which is expected to restrain the already 
weak domestic demand. Nevertheless, this tightening is necessary to 
dampen unease on the fi nancial markets and for confi dence to return 
among households and investors. Growth is also slackening in the 
emerging markets of Asia, which have formed the engine for growth 
in the global economy in recent years. 

Growth in Sweden is also slowing down and is expected to be lower 

than normal in the year ahead. This is largely because the growth 
prospects abroad have deteriorated and unease on the fi nancial 
markets has increased (see Chapter 1). This is affecting Swedish 
exports, which are expected to be weaker than previously expected.77 
In addition, Swedish households have become more cautious, among 
other reasons due to the large stock market fall and the weaker 
housing market (see Chapter 2). However, the relatively strong public 
fi nances, combined with a more expansionary monetary policy than 
before, suggest that Sweden may grow more rapidly than many other 
countries in Europe.78 

The fi nancial markets will probably be characterised by unease for 

a longer period to come. This is partly due to the less favourable 
growth prospects, which mean that it will be more diffi cult for the 
governments of the indebted countries to implement the necessary 
budget cuts, and partly due to uncertainty surrounding the situation in 

76 The main scenario for the development of the real economy follows the Riksbank’s forecast from O ctober. 
See Monetary Policy Report, October 2011, Sveriges Riksbank.

77 The Swedish economy is expected to grow by 1.5 per cent in 2012 and by 2.4 per cent in 2013. See 
Monetary Policy Report, October 2011, Sveriges Riksbank.

78 See the Monetary Policy Report, October 2011, Sveriges Riksbank.
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CHAPTER 4

Chart 4:1. Earnings before loan losses and loan 
losses in the four major Swedish banks
Totalled over four quarters, SEK billion, fi xed prices, 
September 2011

Loan losses
Main scenario loan losses FSR 2011:1

Profi t before loan losses 

Note: The broken lines refer to the Riksbank main 
scenario as in the current assessment and assessments 
from previous Financial Stability Reports. 

Sources: Bank reports and the Riksbank

Chart 4.2. Level of loan losses in the main scenario 
Per cent

2012
2013
2014

2011 

Note: A negative fi gure means that recoveries and 
reversals of earlier provisions are greater than new 
provisions for loan losses and realised loan losses.

Source: The Riksbank
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the European banking system. Many banks in the euro area presently 
have insuffi cient capital, at the same time as their governments have 
little scope to guarantee the banks’ commitments. This has meant 
that these banks have increasingly been forced to rely on the ECB for 
their funding (see Chapter 1). As central banks are already supplying 
(or are prepared to supply) liquidity, the markets should not enter the 
same type of serious liquidity crisis as during autumn 2008. 

Despite the worsened macroeconomic prospects, the major Swedish 

banks’ net interest income is expected to increase in the years 

ahead. Net interest income is increasing, partly because lending to 
both households and companies is expected to continue to increase, 
although at a slower rate (see Chapter 2), and partly because the 
banks’ deposit margin is expected to increase due to higher interest 
rates. Furthermore, the banks’ lending margins for mortgages have 
increased recently. The Riksbank’s forecast therefore assumes that, 
in the period ahead, these margins will be slightly higher than was 
forecast in the previous Financial Stability Report.79 

In contrast, net commission income is not expected to increase to 

the same degree as previously expected. For example, the banks’ 
revenues from assets under management decreased in conjunction 
with the decreased turnover in the stock market when share prices 
started to fall in the summer. The deteriorated macroeconomic 
prospects also mean that income from commissions and other 
payment-related services will increase at a slower rate in the period 
ahead. 

In the Riksbank’s main scenario, loan losses will increase slightly in 

the years ahead (see Charts 4:1 and 4:2 and Table 4:1).  In particular, 
loan losses for non-fi nancial companies in the Nordic countries 
will increase. In the Baltic countries, loan losses will be low due to 
continued reversals and recoveries of previous provisions (see Chart 
4:3 and Table 4:2).

Table 4:1. Loan losses in the main scenario
SEK billion 

 2011 2012 2013 2014 2012–2014

Handelsbanken 0.7 1.4 1.3 1.2 4

Nordea 5.2 6.0 5.6 5.4 17

SEB -1.3 1.3 1.4 1.4 4

Swedbank -2.1 0.4 1.1 1.3 3

Totalt 2.5 9.1 9.4 9.4 28

Source: The Riksbank

79 The net interest income is affected by both changes in the volume of deposits and of lending, and by the 
margins on the deposit and lending volumes. The deposit margin is the difference between the short-
term interest rate at which the banks can deposit and the average interest rate they pay for deposits. 
The l ending margin is the difference between the banks’ lending margin on loans to households and 
companies and their funding costs for these.
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS

Chart 4:3. Distribution of loan losses in the period 
2012–2014 in the main scenario
SEK billion

Source: The Riksbank

Sweden Denmark Finland Norway Estonia Latvia Lithuania Other 
countries

Table 4:2. Loan loss level and loan losses per year in the main scenario for the 
major Swedish banks
Per cent of lending and SEK billion

    2011 2012 2013 2014

Sweden  0.01 0.08 0.07 0.07

 Non-fi nancial companies  0.18 0.17 0.16

 Households  0.02 0.02 0.02

Other Nordic countries 0.21 0.21 0.19 0.18

The Baltic countries -0.90 -0.04 0.19 0.34

Other countries -0.35 0.12 0.16 0.16

Total  0.03 0.12 0.12 0.12

Total loan losses. SEK billion 2.5 9.1 9.4 9.4

Note: Other countries include, among others, Germany, Poland, Russia, and the United Kingdom.
Source: The Riksbank

Risks 

Uncertainty on the fi nancial markets has increased since the summer 
and developments may be signifi cantly less favourable than in the 
Riksbank’s main scenario. This risk stems from the fi scal crisis in the 
euro area. This section presents an account of how a less favourable 
development could affect fi nancial stability in Sweden. 

There is a large risk that the fi scal crisis in Europe will deepen. 
Negotiations are currently underway on how the Greek sovereign 
debt should be written down. If the parties cannot reach agreement, 
Greece may be forced to default on payments on its sovereign debt. 
This would probably increase investors’ expectations that other 
countries with weak public fi nances will be forced to renegotiate their 
sovereign debts, which, in turn, could contribute towards unease on 
the fi nancial markets increasingly strongly. Furthermore, it is unclear 
whether the euro area’s crisis management fund (EFSF) would be able 
to handle a situation in which one of the larger countries of the euro 
area was forced to seek fi nancial support. The banks’ direct exposures 
towards the countries with weak public fi nances are common 
knowledge, but a complete insight into the banks’ indirect exposures 
is lacking. Uncertainty about where in the banking system losses may 
materialise may thus mean an increase in unease on the fi nancial 
markets or that parts of the markets cease to function.

The euro area risks entering a new recession. The fi nancial unease 
has already made its mark on the real development of the euro area. 
Signifi cantly worse economic development could have a negative 
effect on the states’ incomes and impair the ability of heavily-indebted 
states to guarantee the commitments of banks with weak capital 
situations. In such a situation, the banks would have to restore their 
capital ratios by reducing lending to households and companies. This 
is known as a credit crunch. This could contribute towards a further 
dampening of economic activity, making it even more politically 
diffi cult to carry out fi scal tightening. This would probably further 
add to funding costs for both governments and banks, at the same 
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CHAPTER 4

time as the banks’ loan losses would increase. There could thus arise 
a negative interaction in which worsened conditions for states would 
mean worsened conditions for the banks and vice versa. Growth and 
lending in the euro area therefore risk being weak for a long period 
to come. Under such circumstances, the fi nancial system would be 
particularly vulnerable to shocks. If necessary, the central banks could 
provide liquidity to the system – however, their ability to handle 
a situation in which the banks choose to decrease their lending is 
limited. 

Swedish banks have a relatively strong starting position, but risk 

being affected if unease on the fi nancial markets increases strongly. 

Assuming that the fi nancial market participants continue to have 
confi dence in the Swedish banking system, it is likely that fi nancial 
stability in Sweden will be affected less severely than in 2008 and 
2009, even if unease over the fi nancial markets should worsen. In this 
situation, the banks would have access to market funding, although 
probably at a higher price. However, should unease increase on the 
fi nancial markets, for example as a result of acute problems in a major 
European country, at the same time as, for example, Swedish house 
prices were to fall steeply, the banks’ access to market funding could 
be impaired. In addition, there is a risk that the fi scal crisis could 
trigger a crisis of confi dence, similar to the one we saw in the autumn 
of 2008, in which parts of the fi nancial markets ceased to function. 
In such a situation, even the Swedish banks would be affected, even 
though they have limited exposures towards the countries with weak 
public fi nances. Furthermore, should growth be weak over a long 
period to come, the banks’ loan losses could increase further. Under 
such conditions, a negative interaction could also arise in Sweden, 
in which worsened real economic conditions would mean worsened 
conditions for the banks and vice versa. However, the Riksbank has 
the possibility of providing liquidity to the banking system if there is a 
need for it. 

Stress tests of the banks’ resilience

The Riksbank conducts stress tests on a regular basis to assess the 
banks’ resilience to unexpected serious negative events. First we 
present a test of contagion risks associated with the major banks’ 
exposures to each other and other major market participants – 
these are known as counterparty exposures. Then we describe the 
result of a stress test of the banks’ capital in a scenario in which 
loan losses increase substantially. Finally, the Riksbank presents two 
measurements of how the banks’ liquidity situation is affected in 
stressed situations.
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS

COUNTERPARTY EXPOSURES – CONTAGION RISKS

The major Swedish banks’ central role in the fi nancial system 
means that they have considerable loans and commitments, 
known as counterparty exposures, to each other, to other banks, 
and to individual fi rms. If a bank experiences problems and sus-
pends payments, this can lead to signifi cant losses for that bank’s 
counterparties. Counterparty exposures can in that way give rise to 
contagion risks. By limiting their counterparty exposures and requiring 
collateral for their loans, the banks can, however, limit contagion risks. 
To assess the risk of contagion, the Riksbank investigates how much 
the respective major bank’s Tier 1 capital ratio would be changed 
if the bank were to loose one or more of its large exposures. The 
tests are based on data on the major banks’ 15 largest counterparty 
exposures, which the Riksbank compiles quarterly.80 

The Riksbank’s test shows that the direct contagion risk via 

counterparty exposures in the Swedish banking system is small (see 
Chart 4:4). No bank has an exposure that, given the assumptions in 
the Riksbank’s tests, could lead to the Tier 1 capital ratio falling below 
seven per cent in the event that another Swedish bank were to suspend 
its payments. The signifi cantly better test results for the Swedish banks 
now, compared with before the crisis, is partly because they have 
increased their Tier 1 capital ratios and partly because the size of the 
largest counterparty exposures have decreased. However, the stress test 
is a static test that only looks at the consequences of an isolated event 
and thus does not take into account the indirect contagion risks that 
may arise if a Swedish bank were to suspend its payments. 

STRESS TEST OF THE BANKS’ RESILIENCE 

TO INCREASED LOAN LOSSES

The stress test of the banks’ resilience to increased loan losses 
illustrates how the major Swedish banks’ capital adequacy could be 
affected if loan losses increased substantially compared with the loan 
losses in the main scenario.81 

The stress test refl ects a scenario in which macroeconomic 

development is much worse. In Sweden and the countries in which 
the Swedish banks are active, growth is assumed to be negative 
for several years, instead of positive, as in the main scenario (see 
Table 4:3). A generally lower level of economic activity means both 

Chart 4:4. The major Swedish bank with the 
lowest Tier 1 capital ratio after another major 
Swedish bank has defaulted on payments
Per cent

Note: The major bank with the lowest Tier 1 capital 
r atio is not necessarily the same bank on every 
occasion. The Tier 1 capital ratios are calculated in 
accordance with Basel II and transition rules. In the 
calculation of the core Tier 1 capital ratio according to 
Basel III, the last observation amounts to 8.2 per cent.

Source: The Riksbank

80 See also the article “The Riksbank’s counterparty data” Financial Stability Report 2008:2, Sveriges Riks-
bank.

81 It is important to note that the macroeconomic scenario in the stress test is constructed in a way that entails 
an increased credit risk for the banks. This contrasts with what are known as the alternative scenarios, which 
are often produced within the framework of the monetary policy analysis. The alternative scenarios often 
trace the dynamic effects of different types of economic events. For example, this could mean that alterna-
tive scenarios include a monetary policy stimulation measure when GDP falls sharply which, in turn, leads 
to the original event’s ultimate effect on GDP being less than would have been the case if monetary policy 
had remained unchanged.  In the stress test, the dynamic sequence of various real economic variables is not 
as important. Instead, the focus lies on assessing the banks’ resilience against a less favourable development 
of the macro economy. This macroeconomic development is considered to be unlikely but still possible. The 
scenario thus assumes that lending rates will increase at the same time as GDP falls steeply.
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CHAPTER 4

Chart 4:5. Expected default frequency (EDF) for the 
Swedish non-fi nancial companies in the stress test 
and in the main scenario
Per cent

EDF, stress scenario
EDF, main scenario

Sources: Moody’s KMV and the Riksbank

Chart 4:6. GDP for Sweden in the stress test 
and in the main scenario
SEK billion, fi xed prices

Stress scenario
Main scenario 

Sources: Statistics Sweden and the Riksbank
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lower earnings for companies and lower incomes for households. 
In addition, it is assumed that unease in the fi nancial markets will 
increase and that risk premiums will rise. This means that the banks’ 
borrowers will face higher interest rates (see Table 4:4). The higher 
interest rate situation results in households and companies fi nding 
it more diffi cult to meet their interest payments, in turn leading to 
an increase of the banks’ loan losses (see Table 4:5). A scenario like 
that sketched in the stress test could become reality if the fi scal crisis 
were to be prolonged and lead to a period of great fi nancial unease 
at the same time as global infl ation becomes high, even though 
the economic recovery of the euro area is delayed. Charts 4:5, 4:6 
and Tables 4:3, 4:4 and 4:5 describe how GDP, expected default 
frequency, interest rates and loan losses develop in the stress scenario.

Table 4:3. GDP in the stress test 
Annual percentage change
   2012 2013 2014

Sweden  -2.0 -4.0 -2.0

Other Nordic countries  -4.7 -2.5 -1.0

The Baltic countries  -2.9 -8.6 -4.5

Note: Other Nordic countries refers to Denmark, Finland and Norway. 
Source: The Riksbank

Table 4:4. Three-month interest rate in the stress test 
Per cent
      Average 2012
      -2014 in the
  2012 2013 2014 main scenario

Sweden 3.4 4.5 4.6 2.5

Other Nordic countries 1.8 2.7 3.4 1.9

Note: Other Nordic countries refers to Denmark, Finland and Norway. The interest rates for three-month 
treasury bills are used as a proxy for lending rates.
Source: The Riksbank

To assess how the economic scenario in the stress test affects the 
banks’ loan losses the Riksbank uses econometric models and 
assessments that link developments in GDP and interest rates to 
expected default frequencies for different borrower categories in 
different countries. These expected default frequencies are then 
combined with the size of the banks’ lending and expected degrees 
of recovery, making it possible to calculate the expected default 
frequencies in the stress scenario.

The stress scenario plays out from 2012 to 2014 inclusive. To calculate 
its effect on the banks’ capital ratios, the Riksbank also makes the 
following assumptions:

• The banks’ earnings before loan losses decrease due to weaker 
economic developments and rising funding costs. Profi t before 
loan losses is 15 per cent lower than the market participants’ 
forecast for the respective bank in the same period.

• The banks’ risk-weighted assets increase by 5 per cent per 
year, as the risk in the credit portfolio is increasing. 
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS

Chart 4:7. The major Swedish banks’ core Tier 1 
capital ratios as defi ned by Basel II and Basel III, 
initially and in the stress test
Per cent

2012
2013
2014

2011,Q3 

Note: Solid bars represent core Tier 1 capital ratios as 
defi ned by Basel III. Striped bars represent core Tier 1 capital 
ratios as defi ned by Basel II. The core Tier 1 capital ratios 
under Basel II have been calculated according to the fully-
implemented regulations. The core Tier 1 capital ratios under 
Basel III are based on the Riksbank’s estimates.

Sources: Bank reports and the Riksbank

Chart 4:8. Factors that contribute to changes in the 
banks’ core Tier 1 capital ratios as defi ned by Basel III 
in the stress test
Per cent

Core Tier 1 ca
pital 

ratio Q3 2011 Earnings

Loan losse
s

Change in ris
k-weighted asse

ts

Core Tier 1 ca
pital

 ratio 2014

Note: Average for the four major banks. The ratios are based 
on the Riksbank’s estimates.

Source: The Riksbank

• The banks pay 40 per cent of the profi ts as dividends in 
the years they make a profi t. The banks do not make any 
repurchases of own shares in the scenario. 

• The banks are passive in the sense that they do not try to 
reduce their risk-weighted assets, take in new capital or 
change their operations. 

• One of each bank’s largest counterparties 82 measured as 
amount lent without collateral, defaults on its payments. 75 
per cent of the loan is lost, while 25 per cent can be recovered.

• The banks’ sovereign exposures to Greece, Ireland, Italy, 
Portugal and Spain in the bankbook have been written down 
to market value.

Despite the high loan losses in the stress scenario the banks’ capital 

is not affected to any great extent. In total, loan losses amount to SEK 
195 billion, which is about seven times more than in the main scenario 
(see Table 4:7). About SEK 9 billion of this, equivalent to about fi ve 
per cent of the total loan losses, arises when the counterparty with 
the largest loan without collateral defaults on its payments. All in all, 
the banks’ core Tier 1 capital ratio only falls marginally in the stress 
test (see Chart 4:7 and Table 4:6). One reason that the effect is so 
limited is that the banks’ earnings are greater than the loan losses. 
However, the core Tier 1 capital ratios are worsened by the increase of 
risk-weighted assets (see Chart 4:8).

Table 4:5. Loan loss level and total loan losses per year in the main scenario for 
the major Swedish banks in the stress test
Percentage of total lending in the respective country or industry and SEK billion

 2012 2013 2014

Sweden 0.6 0.7 0.6

    Non-fi nancial companies 1.5 1.7 1.6

    Property companies 1.0 1.2 0.9

    Financial companies 0.2 0.3 0.2

    Households 0.2 0.2 0.2

Other Nordic countries 0.9 1.1 1.0

The Baltic countries 1.6 3.6 2.8

Other countries 1.1 1.3 1.2

Total 0.8 1.0 0.9

Total loan losses (SEK billion) 59.2 74.1 61. 7

Note: Other countries include, among others, Germany, Poland, Russia  and the United Kingdom. Loan losses 
due to the default of a major counterparty have not been included in the loan loss level, but are included in total 
loan losses.
Source: The Riksbank

Even if the increased loan losses do not signifi cantly affect the 

banks’ capital ratios, the banks’ access to market funding may be 

impaired. When large parts of the banks’ earnings go to managing 
loan losses in the stress test, their profi ts also decline. Lower profi ts 
mean that the banks will fi nd it diffi cult to build up their capital bases 
by restoring profi ts from their operations. In turn, this leads to an 
increased risk that the banks’ credit ratings will be lowered. 

82 The largest counterparty, measured as loan without collateral, and which is not a participant in the RIX 
system. Average of the last four quarters.



58

F
IN

A
N

C
IA

L
 S

T
A

B
IL

IT
Y

 R
E

P
O

R
T

 2
/

2
0

1
1

CHAPTER 4

Table 4:6. Profi ts and capital ratios in the stress test for the four major banks 
SEK billion and per cent

Handelsbanken Nordea SEB Swedbank

 2012 2013 2014 2012 2013 2014 2012 2013 2014 2012 2013 2014

Profi t before loan losses 14.9 15.7 15.7 38.3 41.4 41.4 12.5 13.4 13.4 13.1 14.1 14.1

Loan losses -11.7 -14.9 -11.9 -25.3 -32.1 -27.7 -10.8 -14.8 -11.3 -11.3 -12.3 -10.8

Profi t after loan losses 3.2 0.8 3.8 13.0 9.3 13.7 1.4 -1.4 2.1 1.8 1.7 3.3

Taxes -0.8 -0.2 -1.0 -3.4 -2.4 -3.6 -0.4 0.0 -0.5 -0.5 -0.5 -0.9

Profi t after taxes 
and dividends 1.4 0.4 1.7 5.8 4.1 6.1 0.6 -1.4 0.9 0.8 0.8 1.5

Core Tier 1 capital at beginning 
of year (Basel II) 79 80 80 187 189 193 93 87 85 66 74 74

Core Tier 1 capital at year-end 
(Basel II) 80 80 82 193 193 199 94 85 86 67 74 76

Risk-weighted assets
at year-end (Basel II) 556 574 597 1,792 1,855 1,934 733 758 788 522 539 559

Core Tier 1 capital ratio at year-
end (Basel II) 14.4% 14.0% 13.7% 10.7% 10.4% 10.3% 12.8% 11.3% 11.0% 12.9% 13.8% 13.6%

Core Tier 1 capital ratio at year-
end (Basel II) 17.0% 16.5% 16.1% 11.8% 11.4% 11.2% 14.7% 13.2% 12.8% 14.2% 15.1% 14.8%

Core Tier 1 capital ratio 
(Basel III) 12.7% 12.3% 12.1% 10.1% 9.8% 9.7% 11.9% 10.5% 10.2% 12.1% 13.0% 12.8%

Core Tier 1 capital/total assets 
on- and off-balance (Basel III) 2.9% 2.9% 2.9% 3.6% 3.6% 3.7% 3.8% 3.5% 3.5% 3.4% 3.7% 3.7%

Note 1. The ingoing balances of the banks’ capital and risk-weighted assets is based on the banks’ reported positions in Quarter 3 of 2011. Earnings before loan losses are based 
on SME Direkt’s consensus estimate from September 2011.

Note 2. In 2012, write-downs have been made to the market value of the banks’ exposures to countries with fi scal problems in the bankbook (see Table 3:4).

Note 3. Each bank’s loan losses arising from the expected default of a major counterparty have been divided up between 2012 and 2013.

Note 4. Equity has been adjusted for 2013 for planned changes in IAS 19, employee benefi ts. Any defi cit in the banks’ pension commitments will have a negative impact on the 
banks’ capital. These values have been taken from the banks’ annual reports for 2010.

Note 5. Swedbank’s outstanding preferential shares have been deducted from the capital for 2012 as they do not qualify according to the forthcoming capital adequacy directive 
CRD 3. When the preferential shares are converted to ordinary shares in 2013, they will again be included as capital.

Note 6. From 2012, risk-weighted assets according to Basel 2 have been calculated according to CRD 3 (Basel 2.5).

Note 7 Gross solvency is defi ned as Tier 1 capital/assets including off-balance-sheet items according to the Basel III rules. In the Riksbank’s calculations in the table above, the 
core Tier 1 capital is set in relation to total assets, including off-balance sheet items. Consequently, the banks have not been allowed to include the hybrid instruments currently 
included in their Tier 1 capital.

Sources: Bank reports, SME Direkt and the Riksbank

The two stress tests presented above focus on individual 

institutions, rather than on the banking system as a whole. This 
means that interactions and correlations between the banks are not 
necessarily captured by these tests and that the risks in the banking 
system as a whole may be greater than appears from the results 
for each individual bank. For example, it is likely that if a bank in a 
closely-interlinked banking system is impacted by large loan losses, 
this will affect confi dence in all banks in the system (see box “A 
systemic risk indicator for the Swedish banking system”).  Another 
aspect is that the tests only examine how higher loan losses impact 
the banks’ capital, i.e. credit risk. But the banks are also naturally 
exposed to liquidity risk, as the conversion of short-term loans to 
long-term lending forms an important part of the banks’ operations. 
This means, in turn, that liquidity stress tests are becoming an 
important part of fi nancial stability.   
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS

Chart 4:9. The Riksbank’s structural liquidity measure 
for the major Swedish banks
Stable funding in relation to illiquid assets, 
per cent

December 2010
September 2011

December 2009

Note: Swedbank has become the fi rst Swedish bank to include 
NSFR in its poblic reporting. On 30 September 2011, the bank 
reported NSFR of 92 per cent. As SEB does not publish complete 
maturity data for assets and liabilities more than once per year, it has 
not been possible to update SEB’s measurement since the last Financial 
Stability Report was published in May.

Sources: Liquidatum and the Riksbank

Chart 4:10. Aggregated Net Stable Funding Ratio 
(NSFR) for the major Swedish banks
Per cent

Source: Finansinspektionen

Chart 4:11. Issues and maturity, long-term 
securities 
SEK billion

Long-term securities maturing in 2011
Long-term securities issued until October 2011

Sources: Bank reports, Bloomberg and the Riksbank

January 2011 September 2011

STRESS TEST OF LIQUIDITY IN THE SWEDISH BANKS

The Riksbank uses one short-term and one structural measure to 
assess the banks’ resilience to liquidity risks. The structural measure 
resembles the Basel Committee’s liquidity ratio the Net Stable Funding 
Ratio (NSFR) 83 and the measure can thus be seen as a good estimate 
of how well the Swedish banks will fulfi l future requirements for stable 
funding. On the other hand, the Riksbank’s short-term measure differs 
in several ways from the Basel Committee’s short-term measure, the 
Liquidity Coverage Ratio (LCR). Among other differences, the LCR 
entails the banks being subjected to a stress for one month, while 
the Riksbank’s measure entails the stress lasting for three months. In 
addition, the LCR includes the infl ow from assets maturing during 
the stressed period, which the Riksbank’s measure does not take into 
account. Moreover, both of the Riksbank’s measures are only based 
on public data, which means that they are not as detailed as the Basel 
Committee’s measures.84 

The Riksbank’s structural liquidity measure – stable funding in 

relation to illiquid assets

The Riksbank’s structural liquidity measure examines the banks’ 
ability to manage a stressed situation that persists over one year. 
This measure puts the banks’ stable funding in relation to their 
illiquid assets. According to the assumptions that apply to the test, a 
bank with a structural liquidity measure  of at least 100 per cent has 
enough funding for those assets remaining on the balance sheet after 
one year.85  

The Swedish banks’ structural liquidity measures have improved 

over the fi rst nine months of the year (see Chart 4:9). This is because 
the banks have increased their stable funding to a greater extent 
than they have increased their illiquid assets, which primarily consist 
of lending to the public. The Swedish banks also report the NSFR to 
Finansinspektionen once per month. These reports also indicate that, 
by September 2011, the four major banks had reduced the structural 
liquidity risk (see Chart 4:10).

Among other changes, the Swedish banks have increased their stable 

funding by increasing the proportion of long-term funding. One 
indication of this is that, by October of this year, the banks as a whole 
had issued bonds to a greater value than those maturing during the 
year (see Chart 4:11). Furthermore, the Swedish banks have extended 
the maturities of their covered bonds. According to the ASCB 86 the 

83 Measure of a bank’s stable funding in relation to its illiquid assetts. There is still a lack of clarity over the 
measure’s fi nal formulation. Here, we refer to the proposals presented in the Basel Committee’s documen-
tation from December 2010.

84 The Riksbank collects more detailed data from the banks – however, this is not public.
85 For more information on the method and data, see “Method for stress testing the banks’ liquidity risks”, 

Financial Stability Report 2010:2, Sveriges Riksbank.
86 The Association of Swedish Covered Bond Issuers.
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CHAPTER 4

Chart 4:12. The Riksbank’s structural liquidity 
measure for the major Swedish banks and for 
banks in the European sample
Stable funding in relation to illiquid assets, 
per cent

Note: The 43 banks that are included in the sample have 
different business models. For the Swedish banks, apart 
from SEB, the measure is calculated for September 2011. 
For SEB and the European banks the measure is calculated 
for December 2010. This is due to the banks’ reporting. 

Sources: Liquidatum and the Riksbank

Chart 4:13. The Riksbank’s short-term liquidity 
measure for the major Swedish banks
Survival period, number of days

December 2010
September 2011

December 2009

Sources: Liquidatum and the Riksbank

Chart 4:14. Aggregated LCR for the major Swedish 
banks
Survival period, number of days

Sources: Finansinspektionen and the Riksbank

January 2011 September 2011

covered bonds issued by the Swedish banks in the third quarter of 
2011 had an average maturity of 4.1 years. This can be compared 
with the maturity of the outstanding stock of covered bonds, which 
was 2.9 years in December 2010. 

Despite these improvements, the major Swedish banks still have a 

greater structural liquidity risk than many other European banks (see 
Chart 4:12). The main explanation of this is that the Swedish banks 
are using more short-term market funding than many of the European 
banks. This means that they are funding a relatively large part of their 
assets with securities with remaining maturities of less than one year. 
The reason for the large need for market funding is that the Swedish 
banks have a relatively low proportion of deposits from households 
and companies. This is partly because private savings in mutual 
funds is more widespread in Sweden than in many other European 
countries, leading to household savings, to a lesser extent, enter the 
banks directly as deposits. Although the Swedish banks have recently 
increased the proportion of long-term market funding, the gap in 
maturity between their assets and liabilities remains wide.

The banks’ different business models can also affect the outcome 

of the liquidity measure. The Swedish banks have roughly equal 
proportions of lending in relation to total assets as the European 
banks in the selection. The Swedish banks’ large proportion of 
short-term market funding should thus be the main explanation of 
why they have a lower structural liquidity measure. However, it is 
important to remember that many European banks securitise their 
lending to a signifi cantly greater extent than the Swedish banks.  The 
loans are then excluded from the balance sheets, thereby reducing 
the proportion of illiquid assets. The securitisation can lead to liquidity 
risks that are not captured by the strucural liquidity measure. 

The Riksbank’s short-term liquidity measure – stressed liquidity 

reserve 

In the Riksbank’s short-term liquidity measurement, the banks’ ability 
to handle liquidity problems that may arise in the short term is tested. 
In the measure the banks’ liquidity reserves are put in relation to an 
estimated stressed cashfl ow.87 This stress is assumed to persist for 
three months and, under the simplifi ed assumption that the stressed 
outfl ow is constant, the measure shows how long the banks can be 
expected to survive.

Average

87 For more information on the method and data, see “Method for stress testing the banks’ liquidity risks”, 
Financial Stability Report 2010:2, Sveriges Riksbank.
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FUTURE PROSPECTS, 
RISKS AND STRESS TESTS

The Swedish banks have reduced their liquidity risk in terms of 

the Riksbank’s short-term liquidity measure (see Chart 4:13). 
The improvement is mainly due to the banks having increased 
their liquidity reserves. The lower short-term liquidity risk can also 
be seen in the aggregate LCR measure that the banks report to 
Finansinspektionen (see Chart 4:14). Two Swedish banks now have 
a short-term measure that exceeds the mean value of the European 
comparison group (see Chart 4:15). However, it should be pointed 
out that this measurement is volatile and may vary over the year. For 
example, the measure can be affected by the timing of major bond 
maturities.88

The banks’ survival period will be shortened if access to market 

funding disappears completely. In the original measurement, it is 
assumed that the banks will be able to refi nance half of the market 
funding to mature during the stressed three-month period. However, 
if the capital markets are not functioning at all, this will mean that it 
will not be possible to refi nance any market funding that matures. 
According to the Riksbank’s short-term liquidity measurement, 
the major Swedish banks’ average survival period under such 
circumstances would decrease from 68 to 48 days (see Chart 4:15).

Since the start of the year, the Swedish banks have published more 

detailed information on their liquidity reserves than previously 

(see Table 4:7). As the table shows, the Swedish banks have 
different proportions of highly-liquid assets (level 1 assets) in their 
liquidity reserves.89 At present, the Riksbank’s short-term liquidity 
measure does not take this into account, but instead makes a 
standard adjustment of 50 per cent to all banks’ liquidity reserves. 
This is carried out both in order to be able to compare the Swedish 
banks with the European sample and to be able to compare the 
development of the liquidity measurement over time. However, this 
standardised adjustment means that banks with a large proportion of 
highly-liquid assets are disadvantaged by the Riksbank’s short-term 
liquidity measure. 

Table 4:7. The major banks’ liquidity reserves
Per cent

 Handelsbanken Swedbank SEB Nordea

Highly liquid assets (level 1) 81 75 58* 39*

Other liquid assets 19 25 42 61

Note: * The banks report government-guaranteed securities together with other level 1 assets. Some govern-
ment-guaranteed securities are classed under level 1 assets according to the LCR, while others are not.
Sources: Bank reports and the Riksbank

Chart 4:15. The Riksbank’s short-term liquidity 
measure for the major Swedish banks and for 
banks in the European sample
Survival period, number of days

The Riksbank’s short-term measure assuming 
that no market funding can be refi nanced in the 
stressed three-month period

Mean value

Note: The 43 banks that are included in the sample 
have different business models. The measure is calcula-
ted for December 2010 for the European banks and for 
September 2011 for the Swedish banks.

Sources: Liquidatum and the Riksbank

88 Moreover, intebank funding is not included in the stressed outfl ow. This benefi ts bank that obtain funding 
in the interbank market.

89 According to the Basel Committee’s measurement LCR, level 1 assets are highly-liquid assets consisting, in 
principle, of securities issued by governments and balances in central banks.
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is a central component of the Riksbank’s activities. In this 

box we present an estimate of systemic risk according to 

an indicator that can identify different risks, such as liquidity and 

solvency risks, in the Swedish banking system.90 The indicator 

shows that the risk in the banking system rose substantially in the 

2008 fi nancial crisis. Thereafter the indicator fell somewhat to again 

rise in the second half of 2010, as unease on the fi nancial markets 

again increased as a result of the problems in public fi nances in the 

euro area.

The Riksbank is broadening the underlying material for its analysis of 
s tability in the fi nancial system

In its assessment of the stability of the fi nancial system the Riksbank 
uses various types of quantitative methods. The development of 
these methods has come into focus since the last fi nancial crisis, 
both internationally and in Sweden. To broaden the base for stability 
analysis, the Riksbank carefully follows international work to develop 
tools, measures and indicators in the area, as well as conducting 
its own development initiatives. In its Financial Stability Report the 
Riksbank regularly presents methods developed both by the Riksbank 
itself and existing methods that are adapted to Swedish conditions. In 
this Financial Stability Report we describe a systemic risk indicator for 
the Swedish banking system.

Systemic risk in the banking system is an important element in assessing 
fi nancial stability

One of the functions of the Riksbank is to promote a safe and 
effi cient payment system. This means that the Riksbank must act 
to ensure that the fi nancial system will be able to maintain its basic 
functions, such as mediation of payments, converting savings into 
funding and risk management. If the fi nancial system cannot fulfi l 
its basic functions, considerable social costs may ensue. Carefully 
following and analysing systemic risk, that is the risk of costly 
functional disruptions in the fi nancial system as a whole, is therefore 
an important part of the Riksbank’s work on fi nancial stability.91 Since 
the banks are an important part of the fi nancial system, the systemic 
risk that exists in the banking sector is an important part of assessing 
fi nancial stability.

A systemic risk indicator for the Swedish banking 
system

90 A more detailed examination of the methods on which the systemic risk indicator is based can be found 
in ”A systemic risk indicator for the Swedish banking system”, Economic Commentary no 7, 2011, 
Sveriges Riksbank, www.riksbank.se.

91 See The Riksbank and Financial Stability, 2010, Sveriges Riksbank, for a more extensive discussion of 
systemic risks and the Riksbank’s fi nancial stability work.
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Systemic risk in the banking sector cannot be described using one single 
measure

To make an assessment of systemic risk in the banking sector various 
types of tools, measures and indicators can be used. One tool used 
today by the Riksbank is stress tests. Stress tests are carried out on 
the banks’ capital ratios and on their liquidity buffers. In that way the 
banks’, and to some extent the banking system’s, resilience to both 
loan losses and liquidity strains can be illustrated. However, there are 
several reasons for stress tests not necessarily giving a full picture of 
the systemic risk in the banking sector. A fi rst reason is that stress 
tests often rely on historical correlations and previous experience. This 
entails a risk that the stress tests are not suffi ciently forward-looking, 
which in turn may result in changed circumstances in the banking 
sector not being identifi ed in the stress tests. A second reason for 
the stress tests not always giving a full picture of the systemic risks is 
that there is a risk that important systemic aspects will be overlooked 
because individual institutions, rather than the entire banking system, 
are in focus.92 A third reason is that they do not necessarily identify 
important institutional factors, such as implicit state commitments. 
All in all, these reasons mean that supplementary methods may be of 
great benefi t in modulating the picture of systemic risk in the banking 
sector when making stability assessments.

The systemic risk indicator is a broad measure of systemic risk derived from 
individual probabilities of distress

The systemic risk indicator presented in this box can supplement 
the capital and liquidity stress tests by giving a picture of the future 
probability of all banks in the Swedish banking system becoming 
distressed. By distressed is meant a situation in which the value 
of the banks’ assets become too low in relation to their liabilities. 
Simultaneously taking into account the value of the assets and 
liabilities means that the systemic risk indicator can identify different 
types of problem. Consequently, the systemic risk indicator can give 
a more complete picture of systemic risk in the banking sector by 
identifying risks regardless of whether they derive from solvency 
problems, liquidity problems or any other type of problem. The 
systemic risk indicator is also to a certain extent forward-looking, 
which means that it is not infl uenced by historical correlations to the 
same extent as the stress tests.

The data on which the current systemic risk indicator is based 
consists of information on the level and volatility of the asset value 
of the banks studied and the level and structure of the liabilities of 
the banks studied. This information is weighted into a probability of 

92 Interactions and correlations between individual institutions may mean that the total risk in a system 
consisting of several institutions is greater than the risk obtained by only adding together the individual 
institutions’ risks.
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individual banks becoming distressed. The weighting is done by fi rst 
producing an approximate market value for the assets of the banks 
studied and volatility for this value.93 The idea is then to compare the 
value of the assets with a critical threshold consisting of the short-
term liabilities and half of the long-term liabilities of each bank. If the 
value of a bank’s assets falls under this critical threshold the bank is 
distressed. By measuring the distance between the asset value and 
the critical threshold a probability of distress can be obtained.94  

The method used in this box to obtain probabilities of distress 
for individual banks means that all factors affecting the level of and 
volatility for the market value of the banks’ assets and the level and 
structure of the banks’ liabilities will be refl ected in the individual 
banks’ probability of distress. This means in turn that the individual 
banks’ probabilities of distress can provide a picture of both banks’ 
solvency position and their liquidity situation. 

To be able to calculate a systemic risk indicator that identifi es 
the risk in the banking system as a whole it is not suffi cient to 
study the individual banks’ probabilities of distress. Instead a joint 
probability is required for the entire banking system. This joint 
probability is necessary to capture information on how interaction 
and correlation between banks contributes to risk in the entire 
system. If the covariation is not taken into account there is a risk 
that the systemic aspect of the risk indicator will be lost. The reason 
for this is that many of the systemic risks in the banking sector 
probably arise as a consequence of several banks, under certain 
conditions, being affected in a similar way by adverse disruptions. 
Hence covariation is probably an important part of all systemic risk 
indicators. It is therefore important to bring to together the individual 
banks’ probabilities of distress so that a systemic risk indicator can be 
constructed. 

There are several different ways of calculating a joint probability 
of distress on the basis of information about the individual banks. 
In this box the CIMDO approach is used.95 On the basis of the 
individual banks’ probability of distress we can use this method to 
derive the probability of all banks becoming distressed at the same 
time.96

93 The calculations approximate the asset value as the sum of the market value of the banks’ outstanding 
shares and the banks’ liabilities. See H. Byström, “Merton Unraveled: A Flexible Way of Modeling Default 
Risk, The Journal of Alternative Investments, 8(4) 39-47, 2006. The banks’ liabilities and the volatility 
of the assets’ market value are obtained from the Creditedge database, which is provided by Moody’s 
KMV, while the market value of the banks’ outstanding shares is obtained from Bloomberg. The value of 
the banks’ liabilities and the volatility of the asset value are interpolated from monthly to daily frequency. 
To eliminate the jumps in these series that exist in connection with the reporting dates the series are HP-
fi ltered.

94 This probability can be calculated by making a distribution assumption for the distance to the critical 
threshold.

95 See M.A. Segoviano and C. Goodhart, “Banking Stability Measures”,  Working Paper WP/09/4 
International Monetary Fund, 2009 and M.A. Segoviano, “Consistent Information Multivariate Density 
Optimization Methodology”, Discussion Paper 557, Financial Markets Group, London School of 
Economics, 2006.

96 The probability of all banks becoming distressed at the same time is called joint probability of default or 
JPoD in Segoviano och Goodhart, 2009.
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Chart B4:1. Systemic risk indicator, March 2006 – 
October 2011
Probability in per cent

Note: Vertical lines in the chart indicate the following 
important dates. 15/9 2008: Lehman Brothers fi les for 
bankruptcy. 27/10 2008 and 17/8 2009: informa-
tion on new issue of shares by Swedbank. 10/2 2009 
and 4/3 2009: information on new issue of shares by 
Nordea and SEB. 4/5 2010 and 21/7 2011: Greece 
receives rescue package. 22/11 2010 and 6/4 2011: 
Ireland and Portugal apply for rescue package. The 
systemic risk indicator constitutes the probability of 
all four major banks becoming distressed at the same 
time. This probability is designated JPoD in Segoviano 
and Goodhart (2009).

Sources: Bloomberg, Moody’s KMV and the Riksbank
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The systemic risk indicator presented in this box is the probability 
of all banks becoming distressed. Chart B4:1 shows the estimated 
systemic risk indicator for the period February 2006–October 2011. 
The four major Swedish banks – Handelsbanken, Nordea, SEB and 
Swedbank – are included in the calculations.

Development of the systemic risk indicator between 2006 and 2011

Chart B4:1 shows the systemic risk indicator assuming a 
comparatively low value in 2006 and 2007. In connection with 
increasing fi nancial unease in the fi rst half of 2008 the indicator 
increases somewhat. In the second half of 2008, when the acute 
part of the fi nancial crisis breaks out, the systemic risk indicator rises 
substantially. The rise in the systemic risk indicator in 2008 and 2009 
captures both the impaired liquidity situation in the fi nancial system 
and the risks associated with large loan losses in some Swedish 
banks’ lending to the Baltic countries. From the beginning of 2010 
the indicator falls back because the problems in the banking sector 
appear to be manageable. The fact that many economies around 
the world seem to be entering a period of recovery also inspires 
confi dence, which is probably also refl ected in the systemic risk 
indicator. Towards the end of 2010, however, it becomes obvious that 
the problems in the fi nancial sector, and the fi scal policy measures 
implemented in the wake of the fi nancial crisis, have resulted 
in an unsustainable fi scal situation in several countries. Among 
other things, this leads to Greece, Ireland and Portugal needing to 
seek international support to cope with their fi scal commitments. 
Furthermore, in late summer of 2011 there are signals that the 
economic recovery is not as strong as previously forecast. All in all this 
again leads to intensifi ed unease in fi nancial markets. This is refl ected 
in the rise in the systemic risk indicator from the end of 2010 until 
October 2011.

Finally, it can be noted that the time series in Chart B4:1 indicates 
that the probability of all the investigated banks falling into distress 
simultaneously is small. There are several reasons for this. One reason 
is that the probability of a single bank falling into distress is generally 
small. This, in turn, means that the probabillity of all banks falling into 
distress simultaneously will be even smaller. But even if the systemic 
risk indicator renders a small probability of all the four major Swedish 
banks falling into distress simultaneously, it also indicates that there 
is currently an elevated systemic risk in the Swedish banking system 
comparable to the risk that was indicated during the fall of 2008.
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 5. Considerations and recommendations

The Riksbank recommends the banks to maintain or 

increase their capital ratios. The Riksbank also believes, 

as do Finansinspektionen and the Ministry of Finance, 

that the major Swedish banks should be subject to 

a capital adequacy requirement for CET 1 capital (as 

defi ned in Basel III) of at least 10 per cent from 1 

January 2013 and at least 12 per cent from 1 January 

2015. In addition, the Riksbank considers that the 

major Swedish banks should continue to reduce their 

funding and liquidity risks. 

 They should already today meet the minimum 

requirement for the Basel Committee’s short-term 

liquidity measure (the Liquidity Coverage Ratio, 

LCR). This minimum requirement should also be 

met separately for the euro and the US dollar. The 

major Swedish banks should continue to reduce their 

structural liquidity risk, that is the difference between 

the maturities of assets and liabilities, and approach the 

minimum level of 100 per cent in the Basel Committee’s 

structural liquidity measure (the Net Stable Funding 

Ratio, NSFR). Finally, the banks should continue to 

improve their public reporting of their liquidity status. 

The Riksbank makes recommendations to the participants in the 

fi nancial system with the aim of reducing risks and vulnerabilities that 

may affect fi nancial stability. The recommendations may relate to risks 

stemming from the current economic situation but can also relate to 

more structural circumstances and current regulatory issues. 

In the previous Financial Stability Report, which was published 

at the end of May 2011, the Riksbank recommended that the major 

Swedish banking groups Handelsbanken, Nordea, SEB and Swedbank 

should maintain or increase their capital ratios. The Riksbank also 

recommended that the banks should reduce their funding and liquidity 

risks and improve the clarity of their public liquidity reporting.

The banks have acted in line with the Riksbank’s 

recommendations. For example, capital ratios have increased for all 

the banks and the banks are still well capitalised in relation to other 

internationally active banks (see Charts 5:1 and 5:2). The banks have 

also improved their liquidity during the year (see Charts 5:3 and 5:4). 

However, there is still a signifi cant difference between the maturities of 

assets and liabilities in the Swedish banking system (see Charts 5:5 and 

5:6) and the banks’ public liquidity reporting has not been improved to 

the extent the Riksbank would like. 

The Riksbank’s recommendations regarding the 
banks’ capital

The Riksbank has two recommendations regarding the banks’ capital. 

The fi rst aims to increase the resilience of the banks in the short 

term in case the ongoing crisis in Europe should become even more 

severe. The second aims to increase the banks’ resilience in the long 

term and relates to the new regulatory framework (Basel III). This 

recommendation is based on the fact that the Swedish banking system 

has characteristics that mean that the social costs of a crisis could be 

high.

Chart 5:1 Bank assets in relation to GDP
December 2010, per cent

Note: The shadowed part of the blue bar shows the four 
major banks’ assets abroad in relation to Sweden’s GDP.  In 
banking assets are included all of the assets of the national 
banking groups, that is both foreign and domestic assets. 

Sources: The ECB, the European Commission, the Swiss 
National Bank and the Riksbank
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The major Swedish banks should maintain or continue to increase 

their CET 1 capital ratios  

The Riksbank repeats its recommendation from the previous report 

that the major banks should maintain or continue to increase their CET 

1 capital ratios (CET 1 capital in relation to risk-weighted assets) in 

order to provide leeway for a weaker development of the economy in 

the period ahead. This recommendation is based on the most recently 

published CET 1 capital ratios (that is those from 30 September 2011). 

The economic outlook abroad has deteriorated further since the 

previous Financial Stability Report was published. Several banks in 

the euro area have capital-adequacy problems and are forced to rely 

on the ECB for funding. The Riksbank has not needed to take any 

extraordinary measures to add liquidity to the Swedish fi nancial system. 

The Riksbank’s assessment is that the resilience of the Swedish banks is 

good and that the Swedish fi nancial system is stable. 

However, this assessment is based on the capital ratios that the 

major Swedish banks have today. For the Swedish fi nancial system 

to remain stable, despite the crisis in the euro area, it is therefore 

important that the banks maintain or increase their CET 1 capital ratios 

so that resilience is not weakened. Weaker resilience will increase 

the risk of the Swedish state and the Swedish taxpayers incurring 

substantial costs if the sovereign debt crisis were to have more far-

reaching effects on the real economy and the fi nancial markets. 

To increase the resilience of the European banking system, the 

European Council has agreed, following a proposal from the European 

Banking Authority (EBA), to strengthen the capital of the European 

banks (see Chapter 3). Although some technical work remains to be 

done on the EBA’s proposal, the Riksbank shares the EBA’s analysis that 

the resilience of the European banking system needs to be increased. 

The Riksbank expects the EBA’s proposal of a Core Tier 1 capital ratio 

of nine per cent, calculated in accordance with the Basel II framework 

under the so-called transitional regulations, to be met by the Swedish 

banks no later than 30 June 2012.

The major Swedish banks should be subject to a capital adequacy 

requirement for CET 1 capital of at least 10 per cent from 1 January 

2013 and at least 12 per cent from 1 January 2015.

The Riksbank believes that the major Swedish banks Handelsbanken, 

Nordea, SEB and Swedbank should be subject to higher capital 

adequacy requirements than the minimum requirements in the Basel 

III Accord. These requirements should also be introduced earlier 

than proposed by the Basel Committee. This view is shared by 

Finansinspektionen and the Ministry of Finance.97 The Riksbank believes 

that the requirements should be made statutory if the forthcoming 

Chart 5:3. The Riksbank’s short-term liquidity 
measure for the major Swedish banks
Survival period, number of days

December 2010
September 2011

December 2009

Sources: Liquidatum and the Riksbank

Chart 5:4. Aggregated LCR for the major Swedish 
banks
Survival period, number of days

Note: 30 days survival period equals 100 per cent of LCR.

Sources: Finansinspektionen and the Riksbank

January 2011 September 2011

Transitional regulations including preference shares 
Basel II
Basel III

Transitional regulations 

Chart 5:2. Core Tier 1 capital ratios
Per cent

Note: The red area of the bars corresponds to the 
European Banking Authority (EBA) defi nition of 
Core Tier 1 capital.

Sources: Bank reports and the Riksbank

97 See the press releases “New capital requirements for Swedish banks”, Finansinspektionen (25 November 
2011) and “The Government proposes stricter capital requirements for the Swedish banks”, Ministry of 
Finance (25 November 2011).
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regulatory framework for capital adequacy in the EU permits this. If 

the EU’s regulatory framework does not permit Sweden to legislate 

on higher capital adequacy requirements, Finansinspektionen should 

stipulate such higher requirements for the institutions concerned (see 

the box below on the decision-making process for the new capital 

adequacy requirements). 

The capital adequacy requirements should be designed so that the 

banks must reach the lowest level stipulated in the requirements before 

being able to pay dividends or repurchase shares without restrictions. 

This would give the banks an incentive to only fall below the stipulated 

level in exceptional cases. Table 5:1 (left column) and Figure 5:1 

illustrate the Riksbank’s proposals for the design and introduction of 

the CET 1 capital requirements in comparison with the capital adequacy 

requirements in the Basel III regulations. 

In accordance with the Basel III Accord on countercyclical capital 

buffers, it should also be possible to periodically subject the banks 

to further capital adequacy requirements. These buffers ceiling have 

two purposes. The fi rst aim is to protect the banking sector against 

future losses that may follow a period of excessive credit growth. The 

second aim is to reduce the procyclicality of credit growth by helping to 

dampen severe fl uctuations in the credit cycle. 

Although the organisational form and the structure of the Swedish 

banks are in many respects strengths that make it possible to diversify 

assets and sources of funding, there are also circumstances that can entail 

disproportionally high social costs in the event of a crisis.98  The Riksbank 

believes that this justifi es making more far-reaching demands of the major 

Swedish banking groups than those in the Basel III Accord and introducing 

the new regulatory framework earlier in Sweden than outlined in the Basel 

Committee’s timetable.99 The following circumstances in the Swedish 

banking system lie behind the Riksbank’s stance: 

• One circumstance is that the Swedish banking system is so 

concentrated. This means that the major Swedish banks have 

large exposures to one another, primarily through interbank 

loans and holdings of one another’s covered bonds. Risks 

arising in a single bank’s operations can thereby easily spread 

to the other major banks.

• Another circumstance is that the major Swedish banks have a 

large share of market funding in foreign currencies. Unexpected 

negative events or disruptions on the international fi nancial 

markets can thus cause considerable problems for the major 

banks and ultimately for the Swedish economy.

• A third circumstance is that the market assumes that the major 

banks have an implicit guarantee from the government (what 

is known as the “too-big-to-fail” syndrome), which means 

they can obtain cheaper funding than would otherwise have 

98 See also the forthcoming report “Appropriate capital ratios in Swedish banks – an economic analysis”, 
December 2011, Sveriges Riksbank.

99 Other countries, such as Switzerland, the UK and Austria are also arguing for higher capital adequacy 
requirements than those in Basel III.

Chart 5:5. The Riksbank’s structural liquidity measure 
for the major Swedish banks
Stable funding in relation to illiquid assets,
per cent

December 2010
September 2011

December 2009

Note: Swedbank has become the fi rst Swedish bank to 
include NSFR in its poblic reporting. On 30 September 
2011, the bank reported NSFR of 92 per cent. As SEB does 
not publish complete maturity data for assets and liabilities 
more than once per year, it has not been possible to update 
SEB’s measurement since the last Financial Stability Report was 
published in May.

Sources: Liquidatum and the Riksbank

January 2011 September 2011

Source: Finansinspektionen

Chart 5:6. Aggregated Net Stable Funding Ratio (NSFR) 
for the major Swedish banks
Per cent
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been the case. The implicit government guarantee thus risks 

leading to an incorrect pricing of credit. This can in turn lead 

to excessively high growth in credit and to the build-up of 

imbalances in the fi nancial system.

• A fourth circumstance is that the Swedish banks are large in 

relation to the Swedish economy. One reason for this is that 

they have extensive operations abroad. At the same time, there 

are no effective international agreements on how to manage 

large cross-border banking groups in a crisis situation. This 

means that the failure of a major Swedish bank risks being 

diffi cult to manage and could create uncertainty as to how the 

costs would be distributed between the countries involved.

International work is also underway in both the Basel Committee and 

the Financial Stability Board (FSB) to make banks that are systemically 

important at the global, regional and national levels subject to 

higher capital adequacy requirements. The higher capital adequacy 

requirements proposed by the Riksbank for the major Swedish banks 

include such a supplement for systemic importance. 

Table 5:1. Comparison between the Basel Committee’s proposals and the

Riksbank’s recommendations

 CET 1  LCR in EUR
 Capital requirement LCR and USD

Basel Committee  requirement from no requirement
 Jan 2013 – Jan 2019 Jan 2015 

The Riksbank  requirement  requirement
 Jan 2013 – Jan 2015 from Jan 2013 from Jan 2013

Note: Relates to binding quantitative minimum levels for CET 1 capital ratios and the LCR.
Source: The Riksbank

Restrictions on dividends if capital 
adequacy requirements not met

Capital ratio
January 2013 
(CET1/RWA)

Capital ratio 
January 2015 
(CET1/RWA)

Maximum 
dividend 

(per cent of profi ts)

> 10% > 12 % No requirement

> 9.375 -10% > 11.375 -12% 60%

> 8.75 – 9.375% > 10.75 – 11.375% 40%

> 8.125 -8.75% > 10.125 -10.75% 20%

7.5 - 8.125% 9.5 - 10.125% 0%

The Riksbank’s 
recommendation

Jan 2013

The Riksbank’s 
recommendation

Jan 2015

Capital adequacy 
requirements in 

Basel III

12.5%
Countercyclical
buffer 0–2.5% 

Conservation
buffer 2.5%

Minimum requirement 
for major banks 7.5%  

10%

14.5%
Countercyclical
buffer 0–2.5% 

Conservation
buffer 2.5%

Minimum 
requirement for 

major banks 9.5%

12%

9.5%
Countercyclical
buffer 0–2.5%

Conservation
buffer 2.5%

Minimum 
requirement 4.5%

7%

Figure 5:1. Future requirements regarding CET 1 capital for the major Swedish banks according to the Riksbank’s 
recommendations in comparison with the Basel III requirements

Note: The requirements refer to CET 1 capital in relation to risk-weighted assets defi ned in accordance with the Ba-
sel III Accord. Note that a countercyclical buffer may, under certain circumstances, reach levels above the equivalent 
of 2.5 per cent of risk-weighted assets.

Source: The Riksbank
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Capital ratios are determined by the size of the capital and the assets 

and by the risk weighs used to determine the risk-weighted assets. The 

risk weights that the banks use for mortgage lending to households are 

among the lowest in Europe (see Chart 5:7). However, these risk weights 

are based on historical data on loan losses and are not necessarily 

representative of future outcomes. Finansinspektionen has begun 

work on reviewing these risk weights.100 If Finansinspektionen were to 

conclude that the risk weights for mortgages should be higher than those 

used by the banks today, the banks would need to hold more capital, in 

absolute terms, assuming that their assets remain unchanged.  

The Riksbank’s recommendations concerning the 
banks’ funding and liquidity risks

An important component of the Basel III regulatory framework is that 

it imposes binding, quantitative liquidity requirements on the banks. 

These requirements are stipulated in terms of a short-term measure of 

liquidity, the Liquidity Coverage Ratio (LCR), and a long-term measure 

of liquidity, the Net Stable Funding Ratio (NSFR). The Basel Committee 

has set the measures on a global basis, although there is still some 

technical work to be done on the details before the fi nal form of the 

measures can be established. The LCR is closer to implementation than 

the NSFR and has therefore been calibrated to a greater extent than 

the NSFR. The Riksbank’s recommendations are, however, based on 

the current form of the measures and may therefore be changed if the 

defi nition of the measures is changed.

The major Swedish banks should already today meet the Basel 

Committee’s short-term liquidity measure (LCR) to at least 100 per 

cent.

As there is currently great uncertainty on the fi nancial markets at the 

same time as the Swedish banks use market funding to a great extent, 

the Riksbank believes that the major Swedish banks should meet the 

Basel Committee’s short-term liquidity measure, the LCR, earlier than 

proposed by the Basel Committee. This means that the measure for 

each bank should be met to at least 100 per cent. At the same time, 

the Riksbank notes that the Swedish banks currently have good access 

to funding and that at the aggregated level the banking system already 

meets the LCR (see Chart 5:4). 

The major Swedish banks should already today also meet the Basel 

Committee’s short-term liquidity measure (LCR) separately for the 

euro and the US dollar to at least 100 per cent.

The Riksbank also believes that the banks should, in the longer term, 

meet the LCR for every important currency. A fi rst step towards this 

100  See Risks in the Financial System, 2011, Finansinspektionen.
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target is to meet the requirement in the major international currencies, 

that is the euro and the US dollar. The Riksbank’s analysis of the major 

banks’ liquidity risk in foreign currencies indicates that this risk is higher 

than the total liquidity risk if all the currencies are aggregated. This is 

because funding in foreign currencies is more short-term than funding 

in Swedish kronor, and it also tends to be more volatile in periods of 

fi nancial stress (see also the box “The major banks’ liquidity risk in 

US dollars”). The US dollar was also the currency that the Riksbank 

fi rst needed to inject into the Swedish banking system following the 

collapse of Lehman Brothers in 2008. It should not be diffi cult for the 

Swedish banks to meet this requirement as, at the aggregated level, 

they already meet the LCR in both the dollar and the euro (see Chart 

5:8)101. 

In this context it is important that Finansinspektionen introduces 

the LCR as a binding requirement for the major Swedish banks from 1 

January 2013. Finansinspektionen has also said that it is important that 

regulations governing this are implemented as soon as possible.102  The 

Riksbank’s view is that the requirement should be introduced jointly for 

all currencies and separately in euro and US dollar. Table 5:1 (central and 

right columns) shows how the Riksbank’s proposed introduction of the 

LCR relates to the implementation proposed by the Basel Committee.

The major Swedish banks should continue to reduce their structural 

liquidity risk and approach the minimum level of 100 per cent in the 

Basel Committee’s structural liquidity measure (NSFR).

The banks average NSFR is currently lower than the minimum 

requirement of 100 per cent (see Chart 5:6). The difference between 

the maturities of assets and liabilities is also greater in the major 

Swedish banks than in many other European banks (see Chart 5:9). 

The Riksbank believes that the major Swedish banks should reduce this 

difference, for example by continuing to extend the maturity of their 

market funding. The minimum requirements of Basel III, once they 

begin to apply, will entail a major change compared to the funding 

structure the banks have today. It is therefore important that the 

banks plan well ahead and that they do not wait to further extend the 

maturity of their funding.

The Riksbank’s recommendations concerning the 
t ransparency of the banks’ public liquidity reporting

In the two most recent Financial Stability Reports, the Riksbank has 

recommended the Swedish banks to improve their public information 

regarding liquidity risks. The major Swedish banks have actually 

improved their public liquidity reporting, but there are still signifi cant 

weaknesses. The Riksbank therefore believes that the banks need to 

further improve the clarity of their public liquidity reporting. 

101 See Risks in the Financial System, 2011, Finansinspektionen (page 13).
102 See Risks in the Financial System, 2011, Finansinspektionen (page 12).

Chart 5:8. Average USD Liquidity Coverage Ratio 
(LCR) according to the Basel regulations
Per cent

Sources: Finansinspektionen and The Riksbank

July 2011 September 2011August 2011

Chart 5:9. The Riksbank’s structural liquidity 
m easure for the major Swedish banks and for 
banks in the European sample
Stable funding in relation to illiquid assets, 
per cent

Note: The 43 banks that are included in the sample 
have different business models. For the Swedish 
banks, apart from SEB, the measure is calculated for 
September 2011. For SEB and the European banks the 
measure is calculated for December 2010. This is due 
to the banks’ reporting. 

Sources: Liquidatum and the Riksbank

Average

Chart 5:7. Risk weights on mortgages defi ned by Basel II
Per cent

Sources: National central banks and the Riksbank 
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At least once a quarter, beginning with the interim reports published 

after 1 July 2012, the major Swedish banks should report on their 

liquidity risks by providing information on:

• the size of their freely-available liquidity reserves, broken 

down into types of liquid asset and currency. The banks should 

also present this in the form of a matrix so that the currency 

breakdown per type of asset is clear.

• information on maturities broken down per types of asset and 

liability and per currency.

The Riksbank also believes that the banks should present their 

Liquidity Coverage Ratio at least once per quarter, starting no later 

than in the interim reports published after 1 July 2012

In addition, the Riksbank believes that the banks, for example through 

the Swedish Bankers’ Association, should agree on additional relevant 

and comparable key ratios and liquidity-risk measures for public 

reporting.

The Riksbank’s view is that greater transparency through improved 

public reporting provides better insight into the banking system and 

reduces risks in the fi nancial system. Increased transparency in the 

banking system would provide investors with better opportunities to 

correctly analyse the risks in the banks. It would also give the banks 

themselves a chance to analyse their liquidity risks in relation to those 

of their competitors. In addition, it would give those banks that take 

greater liquidity risks an incentive to reduce these risks.

The Riksbank notes in this context that Finansinspektionen’s 

regulations on the management of liquidity risks came into force in 

January 2011. These regulations stipulate, among other things, that 

a bank should provide information so that the market participants 

have a sound basis on which to assess the bank’s ability to manage 

its liquidity risk. However, the regulations do not describe in detail 

what the banks should report. During the fi rst three quarters of 

2011, the banks have taken steps towards better transparency and 

comparability in accordance with the Riksbank’s recommendations and 

Finansinspektionen’s regulations. However, the Riksbank’s assessment 

is that the recommendation cannot be regarded as met (see Figure 

5:2). For example, it is not possible to determine how the liquidity 

reserves are funded or how large the structural liquidity risk is in all the 

banks. Nor is it possible to see how large the liquidity risk is in different 

currencies in any of the banks. Swedbank reported the LCR and the 

NSFR in its interim report for the third quarter of 2011. None of the 

other banks reported standardised key ratios or comparability measures 

regarding liquidity risk. Consequently, the Riksbank’s recommendation 

on increased clarity in the banks’ public liquidity reporting remains in 

place.
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Figure 5:2. Information regarding liquidity risks in connection with the interim reports of the 
major Swedish banks for the third quarter 2011

Information 
available per quarter

Liquidity buffer
Distribution of 
maturities, assets 
and liabilities

Comparable key 
fi gures and liquidity 
measurements

Nordea

SHB

Swedbank

SEB

Note: The table is based only on information in the banks’ interim reports. They may thus provide 
more information in their annual reports.

Sources: Bank reports and the Riksbank

  

Meets minimum level according to the Riksbank’s recommendation

Reported, but does not meet minimum level

Absent or only marginally reported
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FUTURE PROSPECTS, RISKS, 
STRESS TESTS AND 

RECOMMENDATIONS

The decision-making process concerning the 
new capital-adequacy requirements

The regulations governing capital adequacy that apply in Sweden 

are ultimately based on a global accord in the Basel Committee. 

The Basel Committee, which is made up of representatives of 

supervisory authorities and central banks from 27 countries103 has 

no legislative powers but all of the members have declared that 

they are willing to work for the implementation of the regulations. 

The latest major accord in the Basel Committee was signed in 

December 2010 and is usually referred to as the Basel III Accord. 

The next step is to make these regulations EU law. This 

process begins with the European Commission drawing up a 

concrete proposal for the wording of the regulations for the EU as 

a whole. The resulting regulatory framework can either take the 

form of an EU directive or an EU statute. 

Once an EU regulation has been adopted it is directly 

applicable in all the member states. This means that it becomes 

part of Swedish law without the Riksdag needing to make a 

legislative decision. However, an EU directive must be converted 

into a Swedish statute before it becomes part of Swedish law. The 

Swedish regulatory framework should normally be in place within 

18 months. 

In Sweden, EU directives in the fi nancial market fi eld are 

usually implemented by either a government enquiry, or the 

Ministry of Finance internally, drawing up concrete proposals on 

how various national laws and regulations need to be amended. 

Following a referral process, this work forms the basis for a 

government bill that is then decided on by the Riksdag before the 

law can come into force. Finally, following authorisation by the 

government, Finansinspektionen issues complementary binding 

regulations. An EU directive can thus be implemented through 

laws passed by the Riksdag, a regulation decided on by the 

government or by regulations issued by Finansinspektionen.

In July 2011, the European Commission presented its 

proposal on how the Basel III agreement should be implemented 

in the EU. The proposal is that some parts of the agreement 

should be implemented as an EU directive and other parts as an 

EU regulation. For example, it is proposed that the regulations 

concerning the actions of supervisory authorities should be 

contained in an EU directive. On the other hand, the European 

Commission proposes that almost all the regulations concerning 

the operations of credit institutions and securities companies 

should be implemented in the form of an EU regulation. 

As EU regulations, unlike directives, are directly applicable 

103 Argentina, Australia, Belgium, Brazil, France, Hong Kong, India, Indonesia, Italy, Japan, Canada, 
China, Korea, Luxemburg, Mexico, the Netherlands, Russia, Saudi Arabia, Switzerland, Singapore, 
Spain, the United Kingdom, Sweden, South Africa, Turkey, Germany and the United States.
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throughout the EU it is normally impossible for individual 

countries to deviate from the regulations.104 If the EU 

Commission’s current proposal is accepted, the possibility in 

Swedish law to impose capital adequacy requirements on Swedish 

banks that exceed the requirements in the EU regulation will be 

limited. On the other hand, Finansinspektionen will still be able to 

impose stricter capital adequacy requirements on the banks within 

the framework of Finansinspektionen’s risk assessments (so-called 

Pillar 2 requirements).

Once the European Commission has presented its proposal 

the regulations are examined and negotiated on in both 

the Council of Ministers and the European Parliament. Both 

the Council and the European Parliament must approve the 

regulations before they can be adopted. In the case of the Basel 

III Accord these negotiations began in September 2011 and they 

are expected to be fi nalised during the fi rst six months of 2012. 

In line with the process described above, the European 

Commission has proposed capital adequacy regulations that 

individual member states may not make stricter in their national 

legal systems, apart from what may be possible within the 

framework of Pillar 2 requirements. This restriction of the 

individual member states’ freedom to regulate is subject to a so-

called subsidiarity test. The subsidiarity principle is included in the 

Treaty on European Union and means that regulations may only 

be adopted at the European level when they cannot be adopted 

in a better and more effective way at the national level. The 

subsidiarity test gives the national parliaments the opportunity 

to state whether proposed EU legislation is compatible with the 

subsidiarity principle. These statements can lead to a situation 

in which EU bodies must review their proposals. In the case of 

the proposed regulations on capital adequacy requirements, 

the Riksdag has submitted a reasoned opinion to the European 

Parliament, the Council of Ministers and the European 

Commission stating that it does not believe that the proposal, as 

it now stands, is compatible with the subsidiarity principle and 

that it should therefore not be adopted at the EU level.105 

104 A directive can either be a minimum directive, in which case individual countries can introduce 
stricter – but not more lenient – national regulations, or a fully-harmonised directive, in which 
case all the countries must implement the directive so that the national regulations have the 
same effect. In some directives, only some of the regulations are fully-harmonised while others 
are minimum regulations, and sometimes there may be exceptions that the member states may – 
but do not have to – implement.

105 Riksdag Committee on Finance statement 2011/12:FiU17.
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