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 Abstract________________________________________________________ 

The subject matter of this thesis is to investigate whether the four major Swedish banks 
(Handelsbanken, Nordea, SEB & Swedbank) have become reluctant to lend commercial 
loans to small and medium sized companies (SME), and if so, to find possible reasons.  

To fulfill the purpose of the study, a broad picture of the risk exposure within the banks, 
theoretical explanations of banks’ situations, and the views of the topic from the bankers’ 
side is presented. Finally, there is an argumentation conducted together with the presented 
data. The secondary data collected for risk exposure are from banks’ annual reports and al-
so through semi-structure interviews primary data from banks’ side are accumulated.  

The paper discloses that both the banks and companies in general experience a worse fi-
nancial situation. Furthermore, it is found that asymmetric information is a larger problem 
now than before 2008. These facts may lead to the Swedish banks’ less willingness to lend. 
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1 Introduction 

This chapter firstly gives the general background information about companies, banks and the financial cri-
sis in 2008.This is followed by a problem discussion which leads into the purpose of the research.  In the 
end of the chapter, the disposition of the thesis will be presented. 

1.1 Background 

There are several methods for companies to collect capital for liquidity, such as bank loan, 
public bond issues and private bond placement. Most small and medium-sized companies 
prefer bank loans due to three reasons. First, external debt does not affect the owner struc-
ture, unlike external equity. Second, bank debts have lower verification cost than external 
equity. Third, investors of external equity usually demand higher rate of return on their in-
vestments than the interest rate required by banks (Burns, 2004). Fourth, bank loans are a 
relatively quick way of receiving funding (Arnold, 2002). Therefore for small and medium-
sized enterprises, bank loans are important and essential capital sources.  

From the banks’ point of view, they evaluate every loan application in order to assess the 
risk of defaults. The evaluation process is usually complex and involves factors such as: 
credit ability, securities, and credit worthiness. The credit worthiness focuses on the bor-
rower’s willingness and ability to repay. As a secondary source of repayment, securities are 
considered in the evaluation.  In addition, the credit worthiness may be divided into two 
categories: financial factors and non-financial factors. Examples of financial factors could 
be historical sales volume, margin, leverage, cash flow status and also financial ratio analysis. 
The managers’ capability to run the organization is one example of a non-financial factor, 
which to a certain extent gives a possible prediction of the firm’s future prospect (Burns, 
2001). 

In general, in a stable financial market, the requirement should remain fairly similar. How-
ever, one can suppose that once the financial statuses of the banks worsen largely, the crite-
ria of this evaluation process change. As a consequence, there would be difficulties for 
small and medium sized firms to receive bank loans.  

The US financial turmoil in 2007 and 2008 led to an acute financial crisis which has spread 
to other countries and developed into a global recession on the real economy. As a small 
open economy, Sweden has also been affected by the weakening of global economic activi-
ty. As 35 per cent of total demand (GDP plus imports), the volume of exports plummet 
heavily, which result in production decrease and large-scale redundancy notices. This leads 
to further increased unemployment and more business failures.  
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In the Baltic countries the economic slowdown is considerably rapid. With different in-
volvements in the Baltic market, the four major Swedish banks (Handelsbanken, Swedbank, 
Nordea and SEB) face losses and experience uncertainty to varied extents. Moreover, the 
Swedish banks were affected by the turmoil in other ways as well, such as holdings of US 
structured products. On the other hand, Swedish companies have declared that it is harder 
to receive bank loan in the fourth quarter of 2008 (Sveriges Riksbank, 2009). 

1.2 Problem 

The Swedish central bank (Riksbank) declared that there was a downward tendency in the 
companies’ new borrowing from Swedish banks in the last quarter of 2008 (Sveriges Riks-
bank, 2009b), and that firms were reported still holding their expectations of lower interest 
rates from banks comparing with the expensive one in the last August (Sveriges Riksbank, 
2009a). 

Different organisations and reports still state that the small and medium-sized firms indi-
cate that it has become harder to receive bank loans, below are two examples of such re-
ports introduced.   

According to a survey made by Svenskt Näringsliv investigating 600 Swedish companies of 
different sizes with at least more than five employees, it is declared that 16 percent of these 
companies have faced financing problems. Among the companies that had bank loans the 
proportion was even higher, till 22 percent (Appelgren, Frycklund, & Fölster, 2009). The 
companies point out that a significant problem is the decline in demand for products and 
services, since their customers who experience financing problems have lower demand for 
products and services than before (Appelgren et al. 2009). 

A survey made by the Swedish public authority, Konjunkturinstitutet in April 2009 reveals, 
39 percent of the Swedish companies state that it is more difficult to receive funding; the 
main reason was higher credit and security requirements.  

As mentioned in the background section small and medium sized firms prefer bank loans 
for external funding. As a consequence, risk capital and venture capital accounts only for a 
fraction of the financing of the Swedish businesses, while financing through bank lending is 
a significant part of for example the Swedish commercial and industrial sector (Burns, 
2004). 

The choice to concentrate on the four major banks was made, since their total lending to 
the public constitutes 2 213 266 m SEK out of the total of 2 839 205 m SEK that all the 
thirty banks lend to the public in Sweden (Svenska Bankföreningen, 2009). 
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The subject of this thesis is to investigate what the four major Swedish banks perspective 
about possible changes in the requirements for credit giving to Swedish companies are, as 
well as to examine if reasons for the banks to be unwilling to lend exist. In order to present 
a broad picture, the risk exposure of the banks will be studied. 

In general, the banks perspective about the lending requirements is that no changes have 
been made. Three strong reasons for the banks to be reluctant lend are found: 

n liquidity shortage, 

n worse performance by the companies, 

n asymmetric information. 

From a business point of view the thesis may be of importance as reference document to 
increase the understanding and assist the decision-making for the firms and their share-
holders when considering the source of external funding. Besides, it is of interest for firms 
which consider offering “term of credit” to their customers, as well as for firms which is 
making decision to invest. From a competitor/benchmark perspective the thesis may be of 
relevance for banks. The thesis may also have a function of increasing the general public’s 
knowledge about the banks’ situation. 

1.3 Purpose 

The purpose is to investigate whether the four major Swedish banks since 2007 have be-
come reluctant to lend and its reasons? 

1.4 Research questions 

Has there been any change according to the four major Swedish banks’ in their lending re-
quirements to companies? 

What are the banks’ risk exposures? 

Based on the answer to the research questions an argumentation about reasons for banks 
to become reluctant to lend will be conducted. 

1.5 Literature search 

Initially the search of information was focused on descriptive studies of the current situa-
tion of the financial crisis. 

To fully understand the subject and appropriate theories applied in this research, a wide 
range of reports, books, journals, articles, working papers and financial blogs was investi-
gated. 
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The books, journals, articles and working papers were mainly searched in the different aca-
demic databases, such as ABI/INFORM, Business Source Premier and NBER Working 
Papers as well as Google Scholar and online ebrary. Reference lists of previous reports and 
articles were found to be a valuable source of further readings.     

Concept such as TED-spreads, currency risk, commercial credit and bank loans was fre-
quently used alone or in combinations when searching information.  

The data used for the analysis come primarily from government and other official organiza-
tions websites, as example Sveriges Riksbanks and Svenskt Näringslivs homepages can be 
mentioned. The four banks’ financial data in the form of annual report and quarterly report 
were found on their respective websites. Referring to the data of the different Spreads in 
this study, Bloomberg and the Riksbank websites are the main sources.   

2 Risk analysis of the four Swedish major banks  

This section aims to give a full picture of the investigated banks’ risk exposure based on their annual re-
ports and ratio analysis. 

2.1 Risk exposure by annual reports 
Asset value from loans   

Since 2004, Handelsbanken has steadily enlarged its loans to the public and its total assets 
have increased with years. Meanwhile, in Swedbank, the value of the assets coming from 
lending to the public has increased with 35 302 m SEK during 2008 to 397 515 m SEK, 
compared to 2007.  Also, Nordea’s assets represented by loans and receivables to the pub-
lic increased with 2600 m EUR during the year 2008, compared to the previous year. In 
addition, loans to the public of SEB have increased by 21% to the amount of 768,737 m 
SEK between 2007 and 2008. (see Table 1)  Thus, it seems that all these Swedish banks in-
deed increased the loans to the public at the period of the financial crisis from 2007 to 
2008. Moreover, since the total lending is increasing, the credit freeze is not a case, nor is 
precautionary hoarding, see section 3.4 for the concept of precautionary hoarding and also 
section 3.6 for credit freeze. 

 

Table 1 Lending to credit institutions in m SEK (Handelsbanken, 2009. Swedbank, 2009. 
Nordea, 2009. SEB, 2009) 
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 2007 2008 

Handelsbanken 711 626 790 613 

Swedbank 362 213 397 515 

Nordea (m EUR) 26 640 29 240 

SEB 637 138 768 737 

 

 

One the other hand, in Table 2 it shows that the assets from loans to credit institutions of 
Handelsbanken rise by 63 015 m SEK, in 2008 compared to the previous year. However, 
between 2006 and 2007 the value of those assets fell with 19 178 m SEK. Besides, Swed-
bank’s value of the assets coming from loans to credit institutions increased with 136 087 
m SEK during 2008 compared to 2007. Likewise for Nordea, the assets consisting of loans 
and receivables to financial institutions increased with 7031 m EUR, in 2008, compared to 
2007.  

Nevertheless, in SEB, the loans to the credit institutions decrease by 8,409 m SEK (see Ta-
ble 2), which is different from the other 3 major banks. Probably after the loss of 540 m 
SEK due to the defaults of Lehman Brothers, SEB seems to be more cautious than others 
in the interbank market. Hence, the interbank lending mostly has an upward tendency dur-
ing the financial crisis.  

Table 2 Lending to credit institutions in m SEK (Handelsbanken, 2009. Swedbank, 2009. 
Nordea, 2009. SEB, 2009) 

 2007 2008 

Handelsbanken 318 859 381 874 

Swedbank 386 240 522 327 

Nordea (m EUR) 36 824 43 855 

SEB 357 482 349 073 

 

Treasury bills 

Handelsbanken’s holdings of treasury bills and other eligible bills were 70 691 m SEK on 
the balance day in 2008, an increase with 47 853 m SEK compared to 2007. (see Table 3) 
At the same time, Nordea has increased its holdings in treasury bills to 2008 m EUR, an in-
crease of 370% since year 2007.  In fact, the large increases in such safe assets can be inter-
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preted to be a logical strategy as a consequence of the financial turmoil, but not all of the 
investigated banks behave in this way.  

In Swebank, the holdings of treasury bills and other bills eligible for refinancing with cen-
tral banks were 24 056 m SEK 2008, a decrease with 10 957 m SEK compared to 2007. 
Swedbank has behaved in a different way compared to Handelsbanken and Nordea, which 
have largely increased it holdings of treasury bills.  This can be regarded as a challenge to 
risk takers to a certain extent. On the side, there is no information about treasury bills 
available in the annual report of SEB in 2008. 

Table 3 Treasury bills in m SEK (Handelsbanken, 2009. Swedbank, 2009. Nordea, 2009. 
SEB, 2009) 

 2007 2008 

Handelsbanken 22 838 70 691 

Swedbank 35 013 24 056 

Nordea (m EUR) 567 2 098 

SEB _____ ____ 

 

Exchange risk 

Market risks such as exchange changes can affect an organization’s Baltic balances, which 
should not be ingnored as usual. Let us take Swedbank as an example. Its loan loss ratio for 
the Baltic business units increased during 2008 to 0,98% from 0,35% in 2007. The loan loss 
ratio for the entire firm is lower 0,28% in 2008 and 0,07% in 2007. 

“A large part of Baltic Banking’s lending is denominated in euro, while deposits are mainly 
denominated in the local currency (the Estonian kroon, the Latvian lat and the Lithuanian 
litas). In addition, a large part of Baltic Banking’s liquidity reserves are placed in euro-
denominated securities, which produces an asset position in euro and an approximately 
equally large liability position in the local currencies” (Swedbank, 2009). Considering Swed-
bank’s assets 76,7% (1 390 140 m SEK) are in SEK, 14,1% (256 211 m SEK) are in EUR 
and 4,7% (85 515 m SEK) are in USD. However, recently both the EURO and the USD 
are expensive from a Swedish perspective as compared to the last three years. It is the same 
for the Baltic currencies such as EEK, LVL and the LTL, which also are expensive from a 
Swedish perspective, because they are pegged against the euro. The foreign assets and secu-
rities can therefore be misleading, if the Swedish currency appreciates against the foreign 
currencies the foreign securities are worth less. The effect is to show a balance sheet which 
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gives an impression of healthy assets, but the financial status of the firm can quickly change 
if the exchange rates change and defaults on the Baltic loans start to take place.  

This exchange risk is a financial factor behind the slowdown, which will occur in the banks 
or organizations with a foreign market. 

Losses on loans 

In Handelsbanken, the net loan losses increased largely when comparing the year 2007 to 
2008, see Table 4. The large increase probably can be speculated whether it depends on the 
public or not. Of the total net loan losses, the Swedish branch office accounts for 834 m 
SEK. Furthermore, the loan loss ratio was 0,11 % in 2008 compared to 0,02 in 2004. And 
the proportion of bad debts was 0,17% in 2008 in contrast to 0,21%  in 2004. This does 
not seem to be large and important changes, which would justify a possible sudden reluc-
tance to lend. Instead, it is rather healthy signs. Thus, the only really negative one seems to 
be the net loan losses.   

Table 4, Net loan losses denominated in m SEK (Handelsbanken, 2009. Swedbank, 2009. 
Nordea, 2009. SEB, 2009) 

 2007 2008 

Handelsbanken 64 1580 

Swedbank 79 762 

Nordea (m EUR) +25 80 

SEB 24 773 

 

However, the credit risks which Swedbank is exposed to consist geographically of Sweden 
to 78%, the Baltic countries to 15%, the Nordic countries to 4%, other OECD to 3%, 
Russia 1% and Ukraine 1%. It is remarkable that 15% of the credit risk exposure is in East-
ern Europe. Actually, this can be a large potential threat due to the increasing loan loss ra-
tio in the Baltic, and the exchange risks. 

Nordea’s loan losses increased from 1 m EUR in 2007 to 32 m EUR in 2008 in the Baltic 
countries; in Russia they increased from 1 m EUR in 2007 to 18 m EUR in 2008. The in-
crease of these loan losses gives an idea about the increasing risks in those countries. The 
total loan losses reached  80 m EUR in 2008. It can be argued on what quality and how 
safe the loans made in Baltic counties are. 

However, the Nordea group has total assets of 9 000 m EUR in the Baltic countries, 4 000 
m EUR in Poland and 4 000 m EUR in Russia, as of 2008. This can be compared to the 
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value of the group’s total assets which is 474 000 m EUR. The conclusion is that Nordeas 
assets in those risky countries are small only approximately 3,6% of the bank’s total assets. 
Therefore the risks for the bank associated with those countries are small.   

Whereas, Nordea state the figures in euro as consequence of this is that the assets in bal-
ance sheet may be perceived as more valuable when the SEK is valued low against the 
EUR. In the same way as mentioned earlier in the Swedbank’s example. 

The net credit losses of SEB rose rapidly to 773 m SEK in 2008 compared to the previous 
year see Table 4, of which the increased provisions account for a large part especially the 
Baltic area. The level of impaired loans in the Baltic area increases to 1.33% from 0.35%, 
which seems to be extreme high risky comparing to the other markets. At the same time, 
the collective reserves in Baltic countries increase. This could be regarded as a great deal of 
risk in some respects. 

Counterparty risk 

Nordeas did, unlike the other three banks, calculate counterparty risk exposure after close 
out netting and collateral agreements, including current market value exposure and poten-
tial future exposure have increased with 6 662 m EUR to 27 887 m EUR. The increase is 
significant when considering previous years, the counterparty risk decreased the period of 
2005-2006 by 1048 m EUR and between 2006-2007 it decreased by 90 m EUR (Nordea, 
2007). It is important to remember that as mentioned earlier the estimation is made by 
Nordea, which may want to show low counterparty risk for shareholders and potential in-
vestors. 

Risk from securities 

In Swedbank, the security distribution to the public is 91% of the total lending secure. The 
securities consists of housings to 58%, company related securities to 17% guarantees and 
12% other securities (Swedbank, 2009). The conclusion to be drawn is that Swedbank can 
be very vulnerable if house prices begin to drop and at the same time the public loan de-
fault ratio increases. The company related securities may also be a threat if the slowdown 
continues. This risk from securities is only perceived in Swedbank’s annual report and not 
in the annual reports of the other banks. 

Asymmetric information 

To some extent, asymmetric information may be a problem among the Swedish banks in 
respect that the banks may be uncertain about the quality of other banks’ securities in other 
countries. Still the annual reports give a good picture of the banks’ financial status, there-
fore asymmetric information may not be a large problem. 
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In a word, with regards to the percentage of involvement in Baltic area, we could come into 
the conclusion that Handelsbanken could be the least risky one among the four Swedish 
banks, since Handelsbanken perhaps is the only one of them who does little business in the 
Baltic countries. On the other hand, the most risky bank among them is Swedbank, which 
had 15% credit risk from the Baltic trades and injected increasing amount of investment in 
those Baltic region. 

 

2.2 Risk exposure by ratio analysis 

Return on equity (ROE), Return on asset (ROA), Equity multiplier (EM) 

In 2006 and 2008, Nordea and Swedbank decrease their ROE due to the large decrease of 
the net income. The ROE of SEB increases as a result of a double increase of its net in-
come.  Handelsbanken has a similar performance over the period.  

Regarding to ROA between 2006 and 2008, Swedbank has a dramatically decrease due to 
the large decrease of the net income but a double increase of total asset. The ROA of Nor-
dea in 2008 also decreases by three quarter of 2006 due to the decrease of net income. 
Handelsbanken decrease its ROA by increasing it assets. However, SEB’s ROA rise in gen-
eral as a result of a double increase of net income and increase of asset.  

According to the EM from 2006 to 2008, Swedbank has the highest leverage increase with 
more than a half assets increased. Handelsbanken has approximately 30 percent increase 
EM due to more assets. Nordea and SEB both have small increases in EM as a result of 
small increases of asset and equity. 

These results suggest that Swedbank becomes much less profitable and has more external 
debts. During the financial crisis, less profitability can be predicted. However, increasing 
the dependence on external debt can be regarded as a higher risk of solvency. With less 
profitability and higher solvency risk, Swedbank may experience difficulties to borrow from 
other banks. Furthermore, the large uncertainties exist in the interbank market will make 
the situation even worse.  

Nordea also becomes less profitable but its leverage has a little increase. Therefore, there is 
only a little solvency risk increase, and the bank may still be considered as healthy due to 
the external circumstances.   

Handelsbanken is less profitable than 2006 with respect to the increased assets and has 
higher leverage than 2006. This may be a sign of precautionary hoarding of capital, a desire 
to hold more capital so as to insure the liquidity. Still, its solvency risk has increased little. 
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SEB becomes more profitable than 2006 and has only a small increase of leverage. The eq-
uity of SEB also increases. These suggest that SEB has improved its performance and the 
risk of solvency problems is smaller. 

Asset utilization 

According to AU in 2006 and 2008, Swedbank has a large decrease due to the more than a 
half decrease of operating income and the double increased asset. Swedbank becomes 
much less efficient to use the bank’s resources and generate more revenue. The fact that 
the assets do not generate income to the same extent may be connected to insecure assets 
in the Baltic as well as risky loans in Sweden. Or the AU of Swedbank is the lowest among 
the four banks, which accounts for 10 percent of Nordea’s AU. This may indicate a lower 
risk lending approach conducted by Swedbank. 

Nordea also decrease its AU by the decrease of operating income and a small increase in its 
assets. It can be considered less efficient to use bank’s resources as well. But the AU of 
Nordea is the highest comparing to the other three banks. This suggests that Nordea is the 
most efficient one to use assets for profits; the price is perhaps taking higher risk invest-
ments. But the downward tendency of Nordea’s AU may imply that Nordea have a more 
conservative approach for its investments than 2006.  

Handelsbanken and SEB have similar performance as 2006 with both increased the volume 
of assets and operating income. This may suggest that the two banks have a constant level 
of risk taking within the two years.  

Borrowed funds to total assets 

Within 2006 and 2008, Nordea and Swedbank’s BRTA increase till approximate thirty per-
cents of the total assets while Handelsbanken and SEB decrease till about twenty percents 
of their assets. This may imply that Nordea and Swedbank rely more on the interbank mar-
ket than Handelsbanken and SEB. This means that Nordea and Swedbank may face future 
liquidity problems if the banks are near their borrowing limits in the purchased funds mar-
ket.  

Since Swedbank increased their borrowing largely but become much less profitable, the as-
sumption can be made that the borrowing is for the purpose to cover losses rather than to 
invest. 

The financing gap 

The financing gap for Handelsbanken and SEB increased largely, therefore the exposure to 
liquidity risk have increased. The reason for the larger financing gaps may be vast increased 
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lending. Nordea had a smaller increase in the financing gap. Swedbank’s financing gap de-
creased when comparing year 2006 to 2008, this is perhaps a result of a more careful lend-
ing approach. Since the financing gap of Swedbank has diminished the liquidity risk expo-
sure is smaller. 

In summary, Swedbank is the only one which largely increased its risk of solvency, due to 
its low profitability and high leverage. All the banks face a potential risk of liquidity prob-
lems. Nordea is the most efficient to earn profit out of the assets even if the AU ratio has 
decreased. This may be a sign of a higher risk lending approach than the other banks. 

3 Theoretical Assessment  

In this part general debates that there is a shortage of liquidity within banks are presented, and a connection 
to the Swedish banking industry is made. This is followed by alternative explanations to the banks’ behav-
iours which are based on the assumption that banks do not necessarily have shortage of liquidity. 

3.1  Capital erosion 
When asset prices drop financial institutions’ capital erodes and, at the same time, lending 
standards and margins tighten. These effects cause fire-sales, pushing down prices and 
tightening funding even more (Brunnermeier, 2008 & Boldrin, 2009). The capital erosion is 
a sign of that there is a shortage of liquidity. An extreme example could be when a NINJA-
housing loan (“no income, no job or asset”) is made, and later the value of the property de-
creases while the borrower cannot amortize. The bank ends up whit a security which is less 
valuable than the initial loan. Similar examples can be made between financial institutions 
and with different types of assets and securities. 

Erosion of capital can also occur due to runs on financial institutions. However, in coun-
tries which have deposit insurance bank runs less are likely to occur. Nevertheless in Swe-
den there was run on the Sweden branch of Iceland based Kaupthing bank in the autumn 
of 2008. Within two weeks more than half of the deposits were withdrawn (Forste, 2009). 
Such bank runs may force the bank to liquidate long-maturity assets at fire-sale prices be-
cause market liquidity for those assets is low. The sale of long-maturity assets below their 
fair value leads to an erosion of the bank's wealth (Brunnermeier, 2008). 

If a bank’s capital erodes a shortage of liquidity will often arise, which may make banks re-
luctant to lend. 
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3.2 Lending channel dry up 
When lenders capital is limited, they often reduce their lending when their own financial 
situation worsens. Instead they start hoarding funds even if the creditworthiness of bor-
rowers does not change. Precautionary hoarding take place when lenders fear that they 
might face interim shocks and that they need available funds for their own trading strate-
gies and projects. The problems in the interbank lending market in 2007-2008 are good ex-
amples of precautionary hoarding by banks.  

“As it became apparent that conduits, structured investment vehicles, and other off-
balance-sheet vehicles would likely draw on credit lines extended by their sponsored bank, 
each bank's uncertainty about its own funding needs skyrocketed.” (Brunnermeier, 2008) 
At the same time, it became more uncertain if banks could tap into the interbank market 
after a possible interim shock, since it was unsure to what extent other banks faced same 
problems. These effects led to sharp spikes in the interbank market interest rate, LIBOR, 
compared to the Treasury bill interest rate (Brunnermeier, 2008).  

3.3 Liquidity or not? 
Over the past ten years due to the stronger financial links between countries the abroad 
markets have an increasing impact in Swedish banks. For example, Baltic countries’ econ-
omy downturn has negative effect on Swedish economy. It could lead to higher costs for 
Swedish banks to refinance themselves, which in turn cause higher borrowing costs for 
Swedish households and companies (Sveriges Riksbank, 2008a). In addition, market fund-
ing is not in the form of deposits, which accounts for about 60 percent of banks’ total bal-
ance sheets. Since market funding is from international markets, the weakening of current 
global economy seems to have a certain effect on Swedish banks’ market funding capability 
(Öberg, 2009). This can be interpreted as a possible course of liquidity shortage. 

In the attempt to safeguard financial stability, the Riksbank has implemented a number of 
measures for Swedish banks’ liquidity. First of all, during the second half of 2008, the lend-
ing to banks has been increased by more than SEK 450 billion of which 200 billion is the 
loans in US dollars. It is at longer maturities than the market’s offering. Secondly, the col-
lateral requirements have been changed so that the banks can offer more types of security 
as collateral for loans from the Riksbank Thirdly, since October 2008 the government has 
increased the maximum sum in the deposit guarantee scheme and extended the scheme to 
cover all types of deposit in accounts. Fourthly, a guarantee program of a maximum of 
SEK 1,500 billion to support the medium-term funding of banks and mortgage institutions 
was introduced last autumn. Finally, a guarantee fund was established and the decision on 
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means of capital injections to the banks was made (Öberg, 2009). Swedbank and SEB have 
joined the government support program.   

The Swedish banks have had several good revenues until 2007. Reasons for this are; 

1) They have not granted loans as hastily as the banks in the USA.  

2) They have not involved in financial products related with the financial crisis to a great 
extent.  

3) TED spreads have not been as large as the ones in the USA and euro area. 

4)  The interbank market for overnight loans has been functioning healthily in Sweden. 
(Öberg, 2009). 

Nevertheless, if Swedish banks have experienced the funding problems, after the imple-
mentation of Swedish authorities’ measures mentioned above for provision of liquidity, the 
financial markets are still functioning much less efficiently than several years ago. So except 
liquidity, what’s the real problem which we need to figure out in the banking sector? 

3.4 Principal-agent problem 
One opinion about why banks are reluctant to lend money is a principal-agent problem. 
The principal-agent problem is connected to the banks, their solvency, their derivative 
speculation and the desire of bank managers to keep their jobs (Boldrin, 2009). Banks are 
hoarding cash and excess reserves with the Fed, to avoid going bankrupt. Their financial 
status are threaten by household default on debt and more important their investments in 
derivative instruments. The management of the banks fears the consequences of their care-
less investments over the last ten years.  As an example, Swedbank gave out large bonuses 
to the top management in the Ukraine based branch for the year 2008, despite that the 
bank made large losses in that branch. The bonuses were a result of very beneficial con-
tracts which the top management in Ukraine had negotiated (TT, 2009). The banks stock 
price has decreased largely, therefore the shareholders are dissatisfied, but the management 
does not like the idea of losing the empires they are sitting upon. The best strategy for a 
bank in this situation is to pile up reserves, hope for a government bailout, and not lend 
unless the investment is very safe (Boldrin, 2009).  

3.5 Counterparty risk 
One view is that the banks in general are uncertain of the situation of the financial crisis. 
The problem for the bank in this case is that the risks of default has or are believed in-
creased. The phenomenon of risk of default is often called counterparty risk. Counterparty 
risk can be defined as: banks became more reluctant to lend to other banks because of the 
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perception that the risk of default on the loan had increased and/or the market price of 
taking on such risk had risen. For example, on Thursday August 9 2007 traders in New 
York, London, and other financial centres around the world observed highly unusual jumps 
in spreads between the overnight inter-bank lending rate and term London inter-bank offer 
rates (LIBOR). From a Swedish perspective the same phenomenon can be observed. The 
jumps in spreads were called a “black swan in the money market” because it was a rarely 
occurring phenomenon. Counterparty risk is thought to be a key factor in explaining the 
spread between the Libor rate and the OIS rate (Taylor & Williams, 2008). Therefore the 
conclusion can be drawn that counterparty risk may explain, if not entirely so partly, why 
banks are reluctant to lend to other banks.  

The parties know only about their own contractual agreement and do not have the entire 
picture, therefore they might be worried about the other parties’ creditworthiness, and 
counterparty risk can take place (Brunnermeier, 2008). As a consequence each party will 
have to hold more capital so as to protect themselves against risks which might not be net-
ted out.  

Banks’ reluctance to lend reflects their rational assessment of borrowers’ bleak prospects 
(Bebchuk, 2009), is a further example of why banks do not want to lend explained by coun-
terparty risk. 

In a sense the counterparty risk is a problem of asymmetric information. The borrower 
knows more about its own creditworthiness than the bank who is lending. One thing which 
can reduce the counterparty risk is more transparency (Shleifer, 2009). However, regula-
tions for the degree of transparency about the bank’s financial status vary among different 
countries. 

3.6 Credit freeze 
Banks may not be lending because of their self-fulfilling expectations that other banks will 
not lend. As an example: “Consider a bank choosing whether to lend to companies or park 
its capital in treasuries. Suppose that lending to any given company will generate an ex-
pected return of 10 per cent if other businesses obtain financing but an expected loss of 5 
per cent if they do not. In such circumstances, the economy may get stuck in an inefficient 
credit freeze in which banks expect other banks to avoid lending and, given these expecta-
tions, rationally choose to hoard their capital to avoid the expected loss from lending when 
other banks do not.” (Bebchuk, 2009) These self-fulfilling expectations may be exacerbated 
by asymmetric information between banks.  

4 Analysis 
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In this chapter the data from the interviews are analyzed along with other secondary data. The main points 
why the banks would be unwilling to lend are centred on three key points: 4.1 the banks’ liquidity, 4.2 the 
Swedish companies’ performance, and 4.3 asymmetric information. After that the answers about the lending 
requirements in the conducted interviews are discussed. 

4.1 The banks’ liquidity 

This section firstly shows evidences for liquidity problems within the banks, such as more applications, less 
deposits, loan losses in Baltic and more expensive funding. Then counter proof are presented. 

Applications for loan and reasons 

From the whole organization’s perspective, there are more loan applications in total in the 
banks due to that large multinational Swedish companies which previously borrowed from 
the foreign banks come back to borrow from the domestic Swedish banks (Sveriges Riks-
bank, 2009a). This may increase liquidity shortage among Swedish banks due to the in-
creased demand for loans. In a market with higher competition, less capital can be available 
for small or medium-sized firms comparing to the large firms with more bargaining power. 
The more competitive Swedish bank borrowing market can be a sign of that the banks 
have more bargaining power than before the financial crisis.  

The fact that the banks prioritize among customers may further support a possible liquidity 
shortage; if there were no shortage of capital it would be pointless to prioritize, and more 
optimal to give all creditworthy companies credits. On the other hand it is logical for the 
bank to desire to establish long-term relations with its existing customers.  

Deposits in Sweden  

The fact that the banks do not experience a change in the customer base is a healthy sign, 
but the banks do not experience that capital is deposited from foreign banks. Higher inter-
est rates in general in other countries may suggest that capital is transferred to foreign 
banks. Week 20 of 2009 the Swedish repo rate was 0.5 percentage, the European central 
bank repo rate was 1,25 percent this statistic may be incentive to transfer capital to foreign 
banks from Swedish banks (ATL, 2009).  

This is a two-way problem. As mentioned above, large companies which previously bor-
rowed from the foreign banks come back to borrow in the domestic Swedish market, this 
leads to higher competition in the Swedish borrowing market. In addition, with low deposit 
rates in Sweden, many large companies and other large actors move their capital to foreign 
banks for higher deposit interests. These two phenomenon combined together increase the 
shortage of capital among Swedish banks.   
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It is also possible that the general increased risk among Swedish companies affected the li-
quidity of the banks, in the sense that the banks have to reserve more capital than before. 
That reserved capital cannot be used, therefore the bank become more illiquid. If the 
bank’s liquidity decreases logically the bank would be more careful how much and to 
whom it lends. The effects of possible loan defaults would be larger than before the finan-
cial crisis.  

Loan loss in the Baltic region 

None of the banks state that the loan losses in the Baltic countries have affected the loans 
to the Swedish companies. Still, the loan losses and reservations for loan losses connected 
to the Baltic’s should have different level of impacts on the different banks liquidity regard-
ing to the size. As an example, the total loan loss of Nordea in 2008 is 80 m EUR and 32 m 
EUR of loan loss is connected to the Baltic market. The loan losses in the Baltic are exam-
ples of capital erosion. As previously mentioned capital erosion may lead to that lending 
standards and margins tighten. 

The principal-agent problem can be applied for the Swedish banks, some of which have in-
vested largely in the Baltic market, perhaps as a result of hunger from the bank managers to 
earn instant bonuses. As an example; the current situation for Swedbank is that the loans 
loss level on the Baltic banking has increased. Therefore, the bank managers at Swedbank 
may be more reluctant to lend, because they want to keep their jobs and fears the conse-
quences of the previous investments in the Baltic countries. 

Cost of funding 

The LIBOR-OIS spreads has diminished since 2008 but it is still large, see Figure 1. This 
may suggest that the banks still believe that the risk of defaults in the interbank market is 
high, and that the credit markets are not functioning smoothly. Because of that it may be 
more difficult and expensive for banks to receive funding than before 2008. If so, it would 
be logical if the four major Swedish banks are less willing to lend.  

 

 

Figure 1 (Thornton, 2009) 
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Both prices of three months STIBOR and the Swedish TED and Basis spreads are lower 
now than six months ago, see Figure 2, this may indicate that the interbank market has im-
proved since then. Still the Swedish TED and Basis spread is larger now than before 2007 
which suggest that it is more expensive and a higher risk premium in the STIBOR than be-
fore the spring of 2007. The banks statements of more expensive interbank markets can 
therefore be supported by the spreads. One can assume that it was difficult for some banks 
to even access the interbank market, when the counterparty risk was considered very high 
in the autumn of 2008. Since the risk premium in the LIBOR are higher, the financial situa-
tion is worse and the risk for that the lending channel dries up increases. 

 

 

 

 

 

 

 

Figure 2 (Persson, 2009) 
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Derivatives 

The increased hedging activities against exchange rate risks and interest rate risks are inter-
preted as signs that the value of Swedish krona changes largely and the turbulent world 
finance system. It is evidence that the Swedish banks are in a situation with higher uncer-
tainty than before which also can be interpreted by the spreads. Therefore self-protection 
for the banks to hold more derivatives is needed.  

Consequences of more expensive funding 

One potential outcome of the more expensive funding is that Swedbank and Nordea may 
have a higher probability to face liquidity problems since they are more dependent on the 
external funding market. This is supported by the financial ratios. In addition, if the as-
sumption made in the section 2.2 that Swedbank’s borrowing is to cover losses rather than 
to invest holds, Swedbank would experience further liquidity difficulties and higher risk of 
solvency when the external funding become more costly. The higher risk of solvency sup-
ports a possible decrease in lending and hoarding of capital. This is the evidence for the 
previously explained “lending channel dry up”. Thus, the willingness to lend would dimin-
ish.  

All of the banks indicate in the interviews that the banks’ funding becomes more expensive, 
support for this is presented above. Three out of four banks believe that it is not possible 
to make up for the loss in profit margin through increasing the lending rates. It is a sign of 
decreasing profit margin. From the basic microeconomics, firms are more willing to supply 
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more at higher prices (profit margins). Now the profit margins are slimmer as a conse-
quence of the more expensive funding, therefore the banks should be less willing to lend 
except Nordea.  

Because of the more expensive funding Nordea decide to increase the lending rates in or-
der to keep the profit margin. Nordea has the higher profit margin compared to the other 
banks. This may be supported by Nordea’s AU ratio, the highest among the four banks. 
Since the other three banks prefer to keep the lending rates and lower the profit margin, 
there is a risk for Nordea to become less competitive in the market and its market share 
diminished by its higher lending prices. A potential reason to explain this is that Nordea is 
not willing to lend. 

Expectation for the future funding 

Because all the banks state that there is no benefit of borrowing less now in order to bor-
row more tomorrow, the conclusion can be drawn that the opportunity cost to borrow 
now is perceived as the same as to borrow tomorrow. If the opportunity cost were higher 
than the one tomorrow, they would prefer to borrow less today and borrow more tomor-
row.  Thus, since it is expensive to get external funding currently, with the same opportuni-
ty cost to borrow today and tomorrow, the bankers may have the expectation of the expen-
sive funding prices in the future. 

These arguments mentioned above support the liquidity shortage within the four banks. Below some contra-
dictive points are presented. 

The banks that went to the lender of last resort, the Riksbank, decreased their liquidity 
problems. Therefore it should have a positive effect on their willingness to lend. The fact 
that the banks used the discount window is a clear sign of liquidity problems within those 
banks, since there are additional costs for those banks. Further, borrowing at the discount 
window is often perceived as a sign of weakness by the general public, therefore the bad 
publicity of borrowing at the discount window are probably preferred to be avoided by the 
banks. The fact that Swedbank and SEB are a part of the government support programme 
should decrease the liquidity risks for them. 

Within the Swedish banking industry, the deposit from previous customers in niche banks 
flow into the four major Swedish banks, since the niche banks are less active to offer 
higher interest rate on deposit at the moment. To some extent this may have a mitigating 
effect on the influence on the shortage of capital in the investigated banks. 
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4.2 Swedish companies’ performance 

This section show and discuss the problems connected to the companies’ worse performance. This is based on 
the assumption that the lending requirements are the same, once the companies perform worse, they find it 
more difficult to receive loans. 

Applications for loan and reasons 

From the branch’s perspective, all the banks experience fewer loan applications in total, 
and to solve liquidity problems has become the major reason for their customers to apply 
for bank loans. Also the amount of applications for new investments has declined. These 
are strong reasons for why banks logically should be less willing to lend, because it is more 
risky. The same reasoning can be applied if the companies perform worse, as suggested by 
the graph below. 

Figure 3 (Sveriges Riksbank, 2009b) 

 

 

Loan loss in the Swedish market 

Since the loan losses in the Swedish market increased little according to both the interviews 
and the annual reports, it may be a sign of a general risk increase in the Swedish lending 
market. This risk increase would justify a more careful lending approach and an extra “risk 
supplement charge” on the price, interest rate. Because the loan losses are expected by the 
banks to increase further and a small decrease in repayment ability are also expected, a 
more careful lending approach is also justified.    
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However, the banks clearly do not express dramatic perceived change in the repayment 
ability. In contrast, the companies clearly state that it is more difficult to receive bank loans. 
39 percent of the Swedish companies state that it is more difficult to receive funding; the 
main reason was higher credit and security requirements (Konjunkturinstitutet, 2009). The 
conclusion can be drawn that not only the repayment ability can explain the less willingness 
to lend, something else influences such as banks’ liquidity shortage and more expensive 
funding. 

About the companies which fail to receive loans  

The answers about the companies which fail to receive loans can be interpreted as a proof 
of what is really important when deciding whether to give loans or not. Banks lay more fo-
cus on the repayment ability now and in the future. If the answers would have been differ-
ent, it could have been indicators of portfolio diversification in the banks.  

One way of portfolio diversify is to lend to firms in many different industries and not lend 
too much to firms within the same industry. Still, if the banks change their internal index of 
certain industries, indirect portfolio diversification may occur. Industry indexes produced at 
higher levels of the banks and sent down to branch level, where it is used in the evalua-
tion/decision process. Such indexes can be indirect ways of controlling or making the bank 
lending less, without the lending officer really noticing or knowing. The advantage of doing 
this over giving specific orders about lending less, are that the likelihood that the general 
public get scent of the order is less. Therefore the risk of bad publicity is less.  

4.3 Asymmetric information 

The SEB representative point out the common sense that without a record, new customers 
have been harder to get loans than the old ones due to more documents and deeper analy-
sis needed to be conducted. The other three banks do prioritize their old customers rather 
than the new ones. Under uncertainty, bankers become more careful to check the docu-
ments currently against the high risk, which indicates that it may be much harder for com-
panies to turn to a new bank for loans.  

Asymmetric information is always a problem for the banks, but currently the problem of 
asymmetric information is larger. Once the economy affected by the financial turmoil, the 
probability for both banks and companies to get trouble is much higher, thus the asymmet-
ric information develops into a larger problem among banks. Since the banks may not 
know if the new applicants come because no one can receive loans at their old banks or 
because the specific firm has bad repayment ability, in order to avoid the risk of default, 
nobody wants to lend to the new customers.  
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This may possibly lead to a classical market of lemon problem, that all companies with 
good repayment ability are pushed out of the bank borrowing market, because they are 
treated as firms with bad repayment ability. Thus they may be unfairly charged higher bor-
rowing rates or perhaps even fail to get bank loans. Therefore, the good firms would prefer 
other types of external funding rather than bank loans and there are bad firms left in the 
bank borrowing market. 

To sum up, due to the larger asymmetric information problem, the banks become reluctant 
to lend. 

4.4 Lending requirements  

This section discusses the interviewees’ answers about the banks’ lending requirements. 

The fact that the banks state: 

(1) no changes have been made in the process/ method of evaluating companies which 
apply for loans, 

(2) no parameters have been added. 

This supports the view that the banks are not reluctant to lend. 

However, the banks may have a hidden agenda to give the impression of not being reluc-
tant to lend, so as to avoid bad publicity. That is a strong incentive for the banks to answer 
in the way they did.   

Since the banks point out that the margin of error in the decision making of loans is 
smaller, it indicates that it is harder for some companies to get loans. Firms which were on 
the verge of receiving loans before the crisis are especially affected by this. The fact that 
better financial ratios are needed is a signal of higher requirements for company credits. 
This can be interpreted as less willingness to lend. 

Since all of the banks easily can state different industries, such as the car industry and its 
sub-suppliers, which have lower repayment ability. It may seem suspicious if the require-
ments for those industries are not harder. If banks have this type of information, will it not 
impact the decision?  

However, just because the banks can state different industries with repayment problems, it 
does not mean that the banks are reluctant to lend to those industries. But with a mind of 
that the risk of lending to firms within those industries has still increased, bankers may 
probably become more careful with the applications within those industries.  
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5 Conclusions 

This thesis firstly describes a broad picture of the risk exposure within the four major Swe-
dish banks. Secondly, theoretical explanations of banks’ situations are presented. Thirdly, 
the views of the topic on the bankers’ side are summarized. Finally, there is an argumenta-
tion conducted together with the presented data. 

All of the banks state that they are less active in finding new customers, which probably is a 
sign that something has happened which decreases their willingness to lend.  Our impres-
sion is that the banks may not have changed the way in which they evaluate the companies, 
but they have probably a more careful lending approach due to three reasons; 

n liquidity shortage, 

n worse performance by the companies, 

n asymmetric information. 

Although the bankers indicate that there is no change in the lending requirements, the pos-
sibly hidden agenda, the slimmer margin of error as well as the higher financial ratios re-
quired advocate the most reasonable interpretation that their willingness to lend becomes 
less. 

In the interviews the banks emphasize that only external factors impacted the bank. In oth-
er words it is not their fault that the companies find it more difficult to receive loans. In 
this thesis the alternative evidences have also been presented. The internal factors also af-
fect their lending willingness, such as loan losses in the Baltic due to risky decisions. 

Finally, some limitations in the thesis can be kept in mind. Concerning the interviews, the 
sample size could be larger, including more banks. In addition, the top management in the 
banks could be included in the selected sample. A research from the companies’ point of 
view could be also of high interest. In the analysis part more ratios may have been calcu-
lated and compared to banking industry index. 
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Appendices 

Appendix 1- Method 

This chapter addresses the procedure and approach of how the research was conducted. Also the choice of 
data is discussed, followed by critiques of the method.  

Research approach 

The purpose of a research study can be divided into three categories: exploratory, descrip-
tive and explanatory studies (Saunders, Lewis & Thornhill, 2007).  

This thesis is to inspect a phenomenon in the banking industry and the purpose is catego-
rized as a combination of both descriptive studies and explanatory studies. The research is 
conducted by interviews with banks and the data collected from financial statements and 
literatures. 

With the descriptive study, a general picture of the behaviours and financial status of four 
major Swedish banks can be illustrated. In addition, by an explanatory study, the opinions 
and ideas of the bankers about the credit criteria changes and risk exposures will be com-
pared with the risks exposed of the data collected, so as to generate the possible variables 
which make banks reluctant to lend. 

Quantitative and qualitative data  

There are two types of date collection: quantitative and qualitative researches (Saunders et 
al. 2007). This thesis combines both sorts of data during the research. 

In order to get the full picture of current four Swedish banks’ status, there are a great deal 
of quantitative data required to take into consideration, such as bank loan volume trends, 
spreads trends and the calculation of ratios. 

The qualitative data is also considered as an essential method to get deeper understanding 
of the risk management and the credit management within the four banks by the analysis of 
current government report, scientific articles and also interviews. 

Deductive and inductive approaches 

Before engaging in a scientific research, there is a need to decide the best approach for the 
topic of interest. There are two research approaches, deductive and inductive ones, or 
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combination of both. Once the approach is addressed, the conducting process is set and 
prepared (Saunders et al. 2007). 

This thesis is to start with a hypothesis that Swedish banks with more risk exposures and 
weaker financial status are more likely to become reluctant to lend. Regarding with the li-
mited access to the bankers, it is determined the Swedish four major banks as our sample 
size. In order to investigate the current financial status of banks and their risk exposures, 
quantitative data is collected from financial statements and current reports for ratio calcula-
tions and risk exposure analysis.  

Meanwhile, except deductive approach, inductive one is also adopt. Qualitative data is 
gained by conducting interviews with branch managers to interpret the willingness for loan 
lending and explore possible changes in loan requirements. Before a conclusion is drawn, a 
theoretical analysis and comparison can be engaged in details. Therefore, this thesis com-
bines deductive and inductive approaches for more valuable and reliable data.  

Primary data and secondary data 

During the process of data collection, two types of data can be selected and search for; that 
is primary data and secondary data. Both have advantages and disadvantages depending on 
the need of the research (Saunders et al. 2007).  

This thesis is on one hand to critically collect the data from the financial statement, scien-
tific reports and government published reports; on the other hand to gain the latest primary 
data by conducting interviews. 

Interviews 

For the purpose to achieve further understanding and latest interpretation of the topic, in-
terview is a research method usually chosen to conduct. Generally interviews can be di-
vided into structured, semi-structured and unstructured ones by the degree of formality 
(Saunders et al. 2007). An advantage of semi-structured interviews is less time-consuming 
and of high quality for qualitative data collection rather than questionnaires and observa-
tions. 

Since a semi-structured interview is frequently used for explanatory study and this thesis is 
a combination of descriptive and explanatory studies, four one-to-one and face-to-face in-
terviews have been conducted. The interviewees are representatives of the local branches in 
the four major banks.  

The prepared questionnaire indeed helps explore the unknown but relevant information to 
support the purpose of the research. These questions can be divided into three main cate-
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gories: loan management, risk management and interbank market & risk of transactions be-
tween banks, which is of high efficiency for analysis.  

Complicated and open questions can also include during the semi-structured interviews for 
further potential and valuable information. For the sake of a better understanding against 
bias among interviewers and interviewees, Swedish is the only language employed during 
interviews. 

Reliability 

Reliability is about the extent to gain consistent results by repeating the conduction of data 
collection techniques or analysis procedures of a research (Saunders et al. 2007). The quan-
titative data this thesis handles are publicly acknowledged as reliable sources such as gov-
ernment websites and annual reports. Therefore, the data is unchangeable and similar con-
clusions can be drawn again and again.  

Nevertheless, for the qualitative data of the thesis, the four interviews are conducted by 
one native researcher, in order to reduce observer error. An mp3 recorder is also adopted 
to help against observer bias in the analysis. It can be noticed that the participant bias are 
unavoidable, when the researchers try to interpret and analyze what interviewees say com-
paring with what data reveals.  

Delimitations and limitations 

The sample size chosen in the thesis is four out of the total thirty Swedish joint-stock 
banks in Sweden. Since the sample investigated is small, the conclusion drawn in this study 
does not represent the entire Swedish market, but only the banks investigated. 

Due to the limited access to executives of Swedish banks, the branches in Jönköping region 
are contacted instead. The drawback of this restriction is that the interviewees mainly failed 
to reflect the questions about interbank market and Baltic market. In addition, since the 
conducted interviews are in the branch level rather than the top management, the view col-
lected cannot represent the entire banks. Furthermore, it would be interesting to interview 
managers in the companies applying for bank loans, in order to gain the opinions from 
their side. 

The study concentrates on only one branch per bank; more extensive data may have been 
received if more branches were investigated. 

When conducting interviews some risks always exist, such as the interviewee tries to avoid 
the question, are reluctant to answer, or even mislead the interviewer.  
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Appendix  2 - Definitions 

This chapter explains some of the definitions used in the analysis. 

LIBOR-OIS spread 

The LIBOR-OIS spread is defined as the difference between the LIBOR rate and the OIS 
rate, for the same term. The OIS rate can be interpreted as an accurate measure of investor 
expectations of the effective federal funds rate over the term of the swap, while the LIBOR 
may reflect the credit risk and expectations of future overnight rates (Sengupta & Tam, 
2008). A small LIBOR-OIS spread means that banks consider the risk in the interbank 
market as low, therefore low interest rates are charged. If on the other hand the spread is 
large, banks which are lending in the interbank market believe that the risk of default is 
higher, hence higher interest rates are charged so as to offset the risk. In this case credit 
markets are not functioning smoothly; it may be more difficult and expensive for banks to 
receive funding (Hansen, 2009). 

TED spread 

The TED spread is calculated as the difference between the yield on the three month 
Treasury bill and the value of the Eurodollar futures contract. The Eurodollar futures con-
tract is based on the three month LIBOR (Brunnermeier, 2008). The TED spread is meas-
ured in basis points. The TED spread is often considered to be a measure of how well the 
credit markets are functioning. Since the spread can increase either because banks charge 
more interest on the interbank market as a consequence of higher risks of default, or be-
cause of an increased demand for Treasury bills. If the TED spread is decreasing it may in-
dicate that the risk of default in the interbank market are decreasing, so the banks charge 
less in risk premium, or that the demand for Treasury bills are smaller (Hansen, 2009).  

Basis spread 

The Basis spread is the difference between the interbank rates and expected repo rate. The 
spread is may be a more accurate measure of the risk premium in the interbank rates then 
the TED spread (Sveriges Riksbank, 2008b). 

Financing gap 

One method to determine a bank’s liquidity risk exposure is to evaluate its financing gap. 
Saunders & Cornett (2004) define the financing gap as the difference between a bank’s av-
erage loans and average deposits. A positive financing gap means that the bank has to fund 
it by using its cash and liquid assets and/or borrowing funds in the money market. 
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Financing gap = Average loans – Average deposits 

 

Profitability ratios 

ROE (Return on Equity):  a ratio measures overall profitability of the bank per unit of eq-
uity. In general, higher ROE means more profits gained by the 
bank for per unit of equity invested. However the increased 
ROE also indicates a higher risk, such as decrease in equity 
(higher risk of insolvency) or an increase in a bank’s leverage (a 
higher debt-to-equity ratio). So it is a tool to check the histori-
cal trend of a bank’s equity and its leverage level (Saunders & 
Cornett 2004). 

 

Return on equity ratio =     Net income 
                                      Total equity capital 

 

 

ROE also can be divided by ROA and EM two ratios. The formula is as following. 

ROA (Return on Assets): a ratio measures the profit earned by per unit of asset. 

EM (Equity Multiplier): a ratio measures the value of per unit of asset earned by per unit of 
equity. The higher the ratio it is, the more leverage or debt is used to fund its assets. 

The combination of ROA and EM indicates that the higher value of ROA or EM, the 
higher ROE. But if EM ratio increases, there is also an increase in the solvency risk of the 
bank (Saunders & Cornett 2004).        

 

Return on equity ratio =     Net income          = ROA ×EM = Net income  × Total assets                   
                Total equity                                    Total assets     Total equity capital 
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Asset Utilization Ratio 

AU (Asset Utilization): a ratio measured the ability of management to employ assets effec-
tively to generate revenue. The AU ratio can also be divided into two sub-ratios, interest 
income ratio and noninterest income ratio. High value of these ratios means the efficient 
use of bank resources and gain more profits, so it is positive. But there is a negative possi-
bility for bank to replace the low-risk and return loans with high risk and return loans in 
order to have a higher AU ratio. This will lead to a higher default probability. On the other 
hand, the low AU value is a negative sign of bank’s performance (Saunders & Cornett 
2004). 

 
 Asset Utilization ratio = Total  operating income = Interest income + Noninterest income 
                        Total assets            Total assets           Total assets 
 

NIM (Net interest margin): a ratio measures the net income of the bank’s earning assets, 
such as investment securities and loans and leases. Generally, high NIM is a positive sign of 
a bank’s performance, but there is also a possibility for banks to replace high- risk and re-
turn loans with high- risk and return ones which in a way increases a risk of default (Saun-
ders & Cornett 2004). 

 
  Net interest margin ratio = Net interest income  
                                   Earning assets 

 

Liquidity exposure ratios 

“Borrowed funds to total assets” (BFTA) is a ratio which measures the degree of borrowed 
funds is devoted to banks’ total assets. “Loan to deposits” (LD) is a ratio which measures 
the degree of loans is devoted to deposits in a bank. These two ratios interpret the extent 
the bank relies on the short-term money market rather than on deposits to fund loans.  

 
  Borrowed funds to total assets ratio = Borrowed funds 
                                                Total assets 

 

 
  Loan to deposits ratio = Total  loans 
                                        Total deposits 
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Assymetric infomation 

In a transaction, one party has the information that the other party does not have, which is 
opposite to the symmetric information (Carlton & Perloff, 2005). 

Lemon market 

The information asymmetrically distributes in the financial market between sellers (banks) 
and buyers (firms) of loans. This leads to the turmoil in the credit market with inefficient 
level of loan delivery (Colombo & Stanca, 2006).  

Appendix 3 – Interview questions 

The questions are organized according to three topics; loan management, risk management and interbank 
market. 

Loan management 

1. Do firms apply for loans more or less since the financial crisis? Is there any difference 
among large, small and medium sized firms?  

Do you think in general firms need to borrow more capital for investment, or it is unneces-
sary for them to borrow more money due to the decreased spending opportunities? 

2. Have you experience that firms which usually borrowed from the foreign markets in the 
past come back to apply from loans in the domestic banks now? Do you think that the 
general customer-base is larger now than before the financial crisis? In other words is the 
Swedish bank lending market less competitive now than before the financial crisis? If so, is 
there any link between lending requirements and the less competitive market? 

3. Have the financial crisis made the bank less active in the process of finding borrowers, 
or do the bank more actively try to find borrowers? 

4. Do you think the old customers have the priority rather than the new ones while apply-
ing for a loan? Let’s suppose both firms are in the same financial situations.    

5. Do you think the large customers have the priority rather than the smaller ones when 
applying for a loan? 
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6. Have you experience that firms which usually deposit to the foreign markets (banks) in 
the past come back to deposit capital in domestic banks now? Do you think that the gen-
eral customer-base of depositors is larger now than before the financial crisis? In other 
words are there more deposits in the Swedish banks (your bank) now than before the fi-
nancial crisis? If so, is there any link between lending requirements and the less competitive 
market? Do you experience more or less deposits than usually? 

7. Does the bank charge higher interest rate spreads between deposits and lending to com-
panies now than before the financial crisis? 

8. Does the bank charge higher interest rate spreads between interbank borrowing and 
lending to companies now than before the financial crisis? 

9. Generally which firms fail to receive loans? Is connected to asset value, the age, credit 
history of the firm? What other factors do you take into consideration? 

Do you treat publicly owned firms in the same way as privately owned? Does the fact that 
the government may step in and save before a default have any influence of the treatment?  

10. Is there any special requirement for loan application of the entrepreneur firms, since 
most of them do not have credit history and there would be probably no industry average 
index available to keep an eye on? To avoid the unnecessary risks, in what way is the final 
decision done? Is there any specific requirement added within these two years refer to the 
changing economic environment? 

11. Have you changed your way to evaluate a firm which is applying for a loan, recently? 
Due to the financial crisis? In what way have you changed (How)? What is the reason 
(Why)? For all firms or only small/ medium sized companies? Or for some specific indus-
tries? For example manufacturing industry? (Or other categorizing) 

Follow ups. Have there been changes when evaluating a firm applying for a loan consider-
ing: credit worthiness or ability to amortize? Financial status of the firm? Other? 

12. If there is any increase of the criteria for loans, do you think it will have any effect on 
the willingness to collect capital through banks? If so, what kind of effects do you expect 
for your bank? Comparing (increase in criteria for loan) to others (banks)? By doing so, are 
you afraid that your bank will lose a large (measurable) portion of customers from this 
segment? 

13. Why did not the bank’s lending rate decrease with the same amount of percentage 
points as the  Repo rate in the winter of 2008?  



 

 
36

14. What alternatives do the Swedish companies have if not receiving loan? (drop external 
funding such as venture capital other banks, foreign banks ) 

Risk management in general (also geographic) 

1. Have the financial crisis influenced the liquidity of the bank? If so, to what extent and in 
what way have the bank been affected? What method have the bank taken to deal with it 
(the liquidity problems)? What are the future expectations after planned actions have been 
taken? How long will it take before effects can be seen? 

2. The government’s efforts (to assist the Swedish banks) can be briefly divided into three 
areas. Firstly, the Riksbank offers various types of short-term loan facilities to the Swedish 
banking system. Secondly, the Swedish government is providing a voluntary guarantee pro-
gramme to facilitate the banks’ access to medium-term funding with a maturity of up to 
five years. The guarantee is administered by the National Debt Office and enables the 
Swedish banks to have their funding guaranteed by the Swedish state for a fee. The pro-
gramme is for a maximum SEK 1,500bn and initially runs to the end of October 2009, but 
it can be extended if necessary. Thirdly, the Swedish government has decided to set up a 
Stabilisation Fund. By participating in new issues, the Fund will ensure that those banks 
that are crucial to the functioning of the banking system are sufficiently capitalised. In brief, 
the Stabilisation Fund means that what was previously an implicit government guarantee 
ever since the former financial crisis has now become explicit and transparent legislation. 
The intention of lawmakers is to establish a fund of SEK 150bn, mainly financed by a 
mandatory fee from banks with operations in Sweden. 

It is known that Swedish government would like to support the banking sector, if your 
bank is part of the support program, how is your plan to use the government funds? What 
are the advantages of being in the program? 

If it is not a part of support the program, what is the advantage of being outside it? What 
other method does the bank use for the funding? What’s the advantage by using it? 

3. About the loan loss in 2008 
The annual report shows that the volume of loan loss increased dramatically in 2008, what 
do you think are the major causes of this? 

Do the small or large companies have problems to repay the loan?  

Usually speaking, what types of firms have these problems? Or within which industry do 
firms have such problems, like manufacturing industry, such as car industry or housing in-
dustry? 
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Which geographical market are the loan losses mainly from? 

Is it possible that it is harder for Swedish companies to receive loans because of the losses 
in the Baltic countries?  

What’s the loan losses situation in Swedish market? Generally have you experienced a 
change within the Swedish companies ‘ability to repay their loans? Have this had any gen-
eral effects on the lending requirements? 

Do you think the increased loan losses impact the solvency of the bank to some extent or it 
is irrelevant? If so, how?  

Does your branch have less access to lending capital because of the loan losses and reserva-
tions of money because of the increased loan loss risk in the Baltic countries? 

Have increased loan losses at home or risk for loan losses affected the lending require-
ments? 

Generally do you experience/see any signs of an increased loan loss risk among the Swed-
ish companies which are applying for loans? 

4. Derivatives 
The balance sheet shows that the volume of derivatives is almost 3-4 times higher than the 
previous years’ ones.  

Is there any reason for the bank to hold so many derivatives?  

Have the bank changed the strategy or become more of a risk taker? Or are the increased 
derivatives due to new accounting standards implemented? 

 Is it a consequence of increased hedging activity? Increased speculation? 

Interbank market & risk of transactions between banks 

1. Are there any advantages of borrowing less now on order to be able to borrow more 
later when capital may be needed?  
 
2. Do you think you have enough information about the counter banks when acting in 
the interbank market? 
 
3. How would you describe the confidence in the interbank market? Is it changed since 
the financial crisis? Is there generally and increased risk in the interbank market? Is the risk 
increased in the same way for both Swedish and foreign banks? Was the interbank market 
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more risky in last autumn? Do you find asymmetric information as a larger problem now 
than 3 years ago? 
 
4. About the counterparty risk 
Counterparty risk can be defined as: banks become more reluctant to lend to other banks 
because of the perception that the risk of default on the loan had increased and/or the 
market price of taking on such risk had risen. Do you think there are counterparty risks ex-
isting in Sweden? 

Appendix 4 - Empirical findings of the conducted inter-

views 

This chapter summarizes the answers received in the conducted interviews. 

The interviewees 

Claes Ericson office manager at Handelsbanken Jönköping. 

Per Gerlman company responsible at SEB Jönköping. 

Anna Hedeborn head of company lending at Nordea Jönköping. 

Tomas Blomqvist head of company lending at Swedbank Jönköping. 

Loan management 

Applications for loans and reasons 

The common view of all interviewees from the branch’s perspective is that there are fewer 
applications for loans since the financial crisis. The reason for the fewer applications re-
ceived is the significantly smaller need for companies to invest comparing to the need be-
fore 2008. This is mentioned as a result of the recession. Currently, a majority of the appli-
cations are to solve the companies’ liquidity shortage problems.  

On the other hand, from the whole group’s perspective, three out of the four interviewees 
experience more applications than before the financial crisis because large Swedish firms 
which used to borrow at banks in foreign countries come back to borrow in the Swedish 
domestic market. It is that noted SEB are unwilling to answer. Nordea states that this leads 
to a liquidity shortage in the Swedish market, so the interest rate becomes higher and the 
possibility to receive loans for the small and medium-sized firms is affected. 
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Active or not to find borrowers 

Three of the four banks state that they are less active in the process of finding borrowers 
than before 2008. SEB is the only bank which declares that they are as active as before the 
financial crisis. 

Swedbank points out that the reason for the fewer activities to find borrowers is the less 
access to capital throughout the world, because of capital erosion. In addition, Handels-
banken indicates that they have stopped all the activities to find new customers; instead all 
focus is laid on assisting the current customers. When firms actively come to Handels-
banken to change bank, the applications are considered.  

Old customers have priority? 

Three out of the four banks indicate that their existing customers have priority in lending, 
although they do consider the new customers. SEB point out that they do not prioritize 
any customer, but admit that since the old customers have the “record”, so in that sense it 
is harder for the new customers due to their more required documents for a deeper analysis 
process.  

Deposits in Sweden  

In general, bankers of the interviews have not experienced that firms which previously de-
posited to the foreign markets recently come back to deposit capital in domestic banks now. 
They also indicate that the general customer-base of depositors and the volume of deposits 
are still constant.   

An interesting observation made by Nordea is that smaller niche borrowers, such as Acta, 
which previously offered better interest rate on deposits than the four major banks are sig-
nificantly less active at the moment. Therefore major banks experience a large increase in 
deposit from previous customers in niche banks. 

Interest rate spread 

All banks express problems of the decreasing deposit rates because it is already almost zero 
and the banks cannot decrease it further in order to keep the profit margins. All banks gen-
erally also state that it is somewhat more expensive to borrow in the interbank market. The 
consequence is that it is more difficult to earn money on the banks’ funding.  

There is a difference between how the banks handle the lending rate. Handelsbanken, SEB 
and Swedbank state that they accept the decreased margins; hence they do not increase 
their lending rates. While Nordea declare that they do maintain the profit margin by charg-
ing a higher lending interest rate. 
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However, since some specific companies have lower ratings and weaker repayment ability, 
there is an increased risk of lending to them. Therefore in those cases, the banks raise their 
lending rates to make up the increased risks.    

Which companies fail to get loans? 

All of the banks mention weak current repayment ability, and weak prospects of future re-
payment ability as the key elements for firms which fail to receive loans. The interviewees 
were all unable to distinguish further categorisation. 

Government owned firms 

Handelsbanken and SEB states that it is not easier for government owned firms to receive 
loans and they are treated in the same way, compared to privately owned firms. Still the 
same banks points out that it is easier to receive loans when there is a financially strong 
owner standing behind the firm. Nordea and Swedbank spell right out that generally gov-
ernment owned firms have easier access to loans because they have a strong owner. 

It can be suspected that SEB and Hadelsbanken’s answers to these questions are somewhat 
in a more “politically correct” way, because they mention the importance of financially 
strong owners. Their answers may be a bit contradictive. On the other hand perhaps the 
government is not perceived as a strong owner. 

New start-up 

All banks express that no new parameters or dimensions are added in the evaluation proc-
ess of new start-ups. But a more careful approach is conducted in assessing new start-ups 
in order to make sure the repayment ability. As an example, Nordea requires more securi-
ties and more venture capital as well as a more careful investigation of the entrepreneurs 
than before financial crisis. 

Evaluation process for a loan 

All of the banks use the same criteria, process and method when evaluating and determin-
ing a firm’s loan application. However, all of them admit that there is more careful ap-
proach engaged in the assessment of the decision bases from the firm. As an example, 
Nordea states that the level of financial ratios should be better now than before 2008. 
Three out of the four bank also state that banks’ “margin of error” for the decision making 
of loans has become smaller because they are more accurate/ studious/ exact than before 
2008, therefore some applications from firms which previously were above the margin to 
get loans are denied now. 

The Repo rate and the lending rate 
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The reason for that the banks’ lending rate did not decrease as much as the Repo rate in 
winter of 2008 is explained by the fact that it is more expensive to borrow in the interbank 
market. This can be interpreted in two ways. Firstly, since the financial crisis in 2008, there 
is generally an increased risk of default in the interbank market, therefore higher rates are 
charged. Secondly, currently most banks’ customers demand to borrow at floating interest 
rates because of the lower cost connected to the floating interest rate than the fixed interest 
rate. There is a shortage of capital in the world; therefore the banks cannot borrow at the 
floating rates to the same extent as their customers demand. The banks have to borrow at 
the fixed rates for longer terms which are more expensive. As a consequence, higher float-
ing lending rates are applied compared to the decreased Repo rate. 

Other alternatives to bank loans 

All the banks point out that the major alternatives to bank loans are external funding, such 
as venture capital, foreign banks. Almi is also an organization which banks always cooper-
ate with to help firms’ funding. In addition, large firms have more alternatives than the 
small and medium-sized ones, such as corporate bond issues. 

Risk management 

Financial crisis influence banks’ liquidity  

All the interviewees state that banks’ liquidity is affected by the financial crisis. One way in 
which the liquidity has been affected is the shortage of capital. The decreased liquidity 
makes the banks’ rating in the world go downwards, which leads to harder and more ex-
pensive interbank funding for banks than before 2008. In turn, the shortage of capital gets 
worse. Another way is that the rating systems which determine how much capital that has 
to be reserved (required reserve ratio). As the economy gets deeper into a recession, the ac-
cumulated ratings get worse and therefore the bank has to reserve more capital for poten-
tial defaults. The reserved capital has to be set aside and cannot be used for lending, which 
further increased the shortage of capital. If banks for example lend without securities, more 
capital will have to be set aside comparing to the loan with securities. As a result, the banks 
prefer to lend against securities. 

Government guarantee programme 

One solution to the difficulties of borrowing in the interbank market is the government 
guarantee programme. The banks which are in the programme state that it makes them eas-
ier to borrow either in the interbank market or from the government.  

Handelsbanken states that the major advantage of not joining in the programme is that it is 
a sign of strength from the bank’s stakeholders’ view.  
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Industry with high risks of default 

All the banks point out that the recession is the major reason for their loan losses in Swe-
den. None of the banks states that there is connection between size and the companies’ re-
payment ability. But, all the banks point out that there are repayment problems in sub-
suppliers to the car, the engineering, the housing and manufacture industry.  

Influence by the loan loss in Baltic’s 

All the banks indicate that that the loan losses in the Baltic countries did not affect the 
loans to Swedish companies. But as a result of the current recession, all the bankers have 
experienced a small increase of loan loss and believe that the volume of loan losses will in-
crease this year. 

Repayment ability of the Swedish customers 

In the Jönköping region, the branches of banks think the general repayment ability among 
the companies is the same or possibly a very small decrease. No significant change in the 
repayment ability is experienced.  

Loan loss and solvency in the banks 

None of the banks states that the loan losses in Sweden have affected the solvency of the 
banks in any way.  

Branches’ access to lending capital  

All interviewees state that at the branch level, there is not less access to lending capital, be-
cause of the loan losses, reservations of money and the increased loan loss risks in the Bal-
tic countries since the financial crisis. 

Because these answers are somewhat in contrast to previous answers and that question can 
be considered too sensitive, the question will not be considered in the analysis. 

Increased derivatives 

The increased volume of derivatives showing in the balance sheets is explained by all the 
banks that increased activities of hedging are against exchange rates and interest rates. All 
the banks are very clear about that it is not a sign of speculation.   

Interbank market 

To borrow more or not 
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None of the banks indicates there is any advantage of borrowing less now in order to be 
able to borrow more later when capital may be needed. 

Counterparty risk and asymmetric information 

All of the banks believe that the interbank market is currently fairly transparent. All of the 
banks express a large uncertainty in the interbank market during the autumn 2008, but now 
there is more confidence in the actors in the interbank market with the released annual re-
ports and the quarterly reports. However there is always a certain degree of asymmetric in-
formation within the interbank market. The problem is larger than three years ago; still this 
problem is not as large as the autumn in 2008. 

All of the banks state that counterparty risk can be explained the increased interest rate in 
the interbank market to some extent in Sweden.  

 


