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Abstract
Background: The financial crisis in 2008 has led to a number of consequences for
the financial sector. For banks, new stricter regulations with the Basel III accord will
be implemented from 2013. The adaption to the new conditions has resulted in stricter lending policies, which means that is tougher for companies to get traditional bank
loans. Companies have started to look for other funding alternatives and the corporate bond market has gained more attention and a clear trend of growth for this market has been seen during the last couple of years
Purpose: The purpose of this thesis is to examine the development of the corporate
bond market in Sweden and analyze how this will impact the market participants and
how they can adapt and utilize from it.
Method: The research method used, in order to meet the purpose of this thesis, is
mainly qualitative. The study it is based on in-depth, semi-structured interviews with
different market participants that have great knowledge regarding their specific field
of expertise. To back this up and, in more detail, understand more exactly the pace of
the growth, the interview have been complemented with statistics of the current market situation.
Conclusion: The Swedish corporate bond market has experienced a significant
growth during the last couple of years and this has affected a lot of actors on the financial markets that have adapted their business to the new prevailing conditions. All
market participants agree that this development will continue and they highlight the
importance for the development to be qualitative in order to get a sustainable market.
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Introduction

In this very first chapter an introduction to the topic will be presented. The introduction
is aimed to give the reader a background to the problem underlying the research. A discussion around the problem formulation will be held and also a clear definition of the
research questions and the purpose of the thesis.
Companies’ role in society today is important. They contribute to welfare and growth.
To develop, produce and manufacture products and services are the core activities of
business. In this business process, jobs get created, which will benefit the whole society
(Norén, 2006).
For firms to grow and remain profitable, they need capital. There are a number of ways
to raise money for companies. How they choose to finance their business can depend on
their risk preference, where they are in their life cycle and their expected cash flow. The
overall goal for the management is to have as low cost of capital as possible (Moles,
Parrino & Kidwell, 2011). The structure of the capital markets is continuously affected
by external and internal events, but the recent years’ financial uncertainty could potentially cause a paradigm shift, in some parts of the world, on how companies raise money.

1.1

Background

The financial crisis that hit the world in 2008 began with credit losses on the American
mortgage market. The problems rapidly evolved and spread throughout the world.
Banks and other financial institutions were affected, which led to a number of bailouts
from governments worldwide. It was a domino effect that arose from a confidence crisis
between the participants in the financial markets and a lack of trust for the whole system
(Regeringen, 2011).
After the global financial crisis in 2008, a number of shortcomings in the existing regulation of the financial sector were made visible. One major issue was that banks did not
have enough accessible capital to cover their credit losses when the financial environ-
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ment got turbulent. As a consequence of this, a committee, called the Basel committee1,
started a project in September 2009 to improve the regulations of the financial sector.
The goal was to stabilize and increase the confidence for the financial sector. The new
regulations, called Basel III, will require stronger capital bases and liquidity reserves
(Riksbanken, 2010:a).
The legally binding regulations will gradually start to apply from 2013 and will be fully
implemented in 2019 (Riksbanken, 2010:a). As the stricter regulation, with the implementation of the new Basel III regulations, now will start to take place, the banks have
to start adapt their businesses to fulfill the new requirements. There is a consensus
among actors on the financial markets that it will be a costly process to adjust to these
new conditions. However, a more important question is whether the banks will bear the
cost or not. A possible result from Basel III is that bank’s shareholder will bear the cost
by accepting lower returns due to the fact that risk will decrease with larger capital bases. However, the most likely scenario is that they will transfer the cost to the customers
by increasing the margin between the lending and borrowing rates. This will reduce the
financing opportunities and increase cost of capital for companies. Banks will conduct
stricter lending policies, which will lead to a more costly credit market, especially for
small and medium sized companies. Due to a tougher financial environment for companies, they are now looking for other financing sources beside bank loans. Hence, corporate bonds are an area that has gained more attention during the last couple of years. The
corporate bond market has always played a minor role on the Swedish financial market.
At the end of 2012, 22% of Swedish companies total debt funding consisted of bonds
(Statistics Sweden, 2013:c). In 2011, corporate bonds corresponded to seven percent of
the total bond market in Sweden (Barr, 2011). Comparing Sweden’s GDP to outstanding volume of corporate bonds with the euro zone statistics from 2011 show that the
size of Sweden’s corporate bond market is a little bit smaller than the rest of Europe.
Sweden has a ratio of 5.4 2percent meanwhile the equivalent for the Eurozone is 7.63
percent (Eurostats 2013a;b, Riksbanken 2012 ). The value of the outstanding corporate
1

The Basel Committee consists of senior representatives from banks supervisory authorities and central
banks of the member countries.
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GDB on SEK 3499 billion and outstanding volume SEK 191 billion. Ratio: 5.4 %.

3

GDB on EUR 9420 billion and outstanding volume EUR 716 billion. Ratio: 7.6 %.
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bonds was at the end of 2011 SEK 191 billion in Sweden, which was an increase of 3
billion from the year before (Riksbanken, 2012). At the end of 2012 the total value was
SEK 229 billion (Statistics Sweden, 2013:b). The Swedish corporate bond market has
been growing over the last couple of years and this trend will continue according to the
Riksbank (Riksbanken, 2012).

	
  
Figure 1: Outstanding value of Swedish corporate bonds (SEK billions) (Riksbanken, 2012).

This financing alternative has been available in many years. However, in the Swedish
financial market the volumes have always been very small compared to other countries.
For example, the U.S. corporate bond market reached a new record in the first quarter of
2012 with an issuing volume of $274.5 billion investment-grade bonds and $88 billion
high-yields bonds (Carter & Johnson, 2012).
In December 2012, Nasdaq OMX launched a new marketplace for corporate bonds in
Sweden called First North Bond Market. This new marketplace is primarily intended for
small and medium sized companies and the regulations for issuers are specially adapted
for growing companies. The sizes of the bonds are suited for both private and institutional investors (Joons, 2012).
The shift towards a more strict and expensive credit market will force companies to
search for alternative sources of funding and this might lead to a trend shift in the Swedish corporate bond market. “This market will explode in the upcoming years”, according to Daniel Sachs (2013), CEO of Proventus, an investment bank that is investing in

3

corporate bonds. This is interesting since this market has been very small and almost
only available for major corporations on the issuing side and for large institutions on the
investor side (Riksbanken, 2012).

1.2

Problem Discussion

The main problem that will be treated throughout this thesis is related to the ongoing
trend shift in the capital market that is mainly due to the new Basel III regulations. The
previous research presented in this thesis describes the market situation in 2011 and the
opportunities and threats that were present at that time. Since the market is relatively
new and rapidly growing in Sweden, the conditions for market participants change constantly and one can now more clearly see in what direction it develops.
If market participants such as Daniel Sachs, who believes in a significant movement on
the capital market, have correct expectations, this development will change the prerequisites for companies. Bank loans will no longer be the only and obvious choice for
companies who want to raise capital on the credit market. However, companies are not
the only market participants that will be affected by this development. Banks, lawyers,
investors and other actors will also have to relate and adapt to this shift. To locate and
point out these impacts and consequences, one can get a greater understanding for what
is important to improve in the market, in order to make it as stable and reliable as possible. This is crucial due to its potential large impact on the capital market.
To understand the effect from the growing corporate bond market, a closely investigation of opportunities and threats is required. For a deeper understanding, a study from
all participants’ point of view is necessary.

1.3

Purpose

The purpose of this thesis is to examine the development of the corporate bond market
in Sweden and analyze how this will impact the market participants and how they can
adapt and utilize from it.
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1.4

Research Questions

Based on the problem discussion and purpose, the following research questions will be
treated throughout this thesis:	
  
	
  
•

What has been the impact from the growing Swedish corporate bond market on
the different market participants? 	
  

	
  
•

How will the market participants behave to the expected continued growth of the
Swedish corporate bond market? What is their attitude towards this future
growth?	
  

	
  
•

How shall market participants act to exploit opportunities or handle disadvantages, arising from the growth of the corporate bond market?	
  

1.5

Perspective

To get a deeper understanding about our research object, a multi perspective view of the
Swedish market will be presented. The research will focus on issuers of corporate
bonds, on potential investors, on originators and on the third party that may be affected
by the development. 	
  

1.6

Contribution

This thesis will contribute to the development of the Swedish corporate bond market.
By researching the previous development, identify problems and holdbacks that potentially can impede the development of the market, market participants can take the findings into consideration in order to work towards a sustainable market.
By having an established corporate bond market, companies will get a wider range of
financing sources, which create a more stable financial environment. This could enhance the whole business environment in Sweden and in addition lead to a more prosper
economy.
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2

Method

In this chapter the method used will be presented and the methodology that motivates
the chosen way of doing the research. The last part will present common critics against
the chosen method used in this thesis.

2.1

Choice of Subject

The subject of this thesis was chosen after an extensive search in daily news and time
magazines. The purpose of the search was to get influences from the financial market
and to get the sense for the topics that were repeatedly discussed and of high relevance.
The debate about the banks’ restricted lending policies due to stricter regulations was
rapidly recognized and by deepening the knowledge about it, the topic of an expanding
corporate bond market was discovered. To get more information about the market, a
lecture and a panel discussion were attended and it was clear that the market had become important for companies looking for capital. It was clear that different actors had
strong opinions about the development of the market and that it was a relevant topic for
a thesis in the field of finance.

2.2

The Research Approach

There are two different research approaches that can be undertaken, inductive or deductive. The deductive approach is based on testing theories by structure clear hypotheses
and test them through a highly structured methodology. Collis & Hussey (2003) give an
explanation of the deductive approach by expressing that particular instances are deduced from general inferences. It means that the deductive approach is going from the
general, which is an already existing theory, to the specific. Saunders, Lewis & Thornhill (2009) explain that a deductive approach is a development of an existing theory
through some kind of comprehensive test.
The inductive approach is often associated with development of some sort of new theory based on a new phenomenon. Collis & Hussey (2003) explain the inductive approach
as the opposite of the inductive and describe that general inferences are induced from
particular instances. The empirical findings are leading the researcher to the development of a theory. Saunders et al. (2009) give an example of what an inductive approach
could be like. The purpose of an inductive study could be that one want to get a sense
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for, and a general understanding about, a specific research topic. This study is close to
that description, to construct a conclusion over the findings, which will lead to an answer of the problem formulations, a clear picture over the nature of the topic is required.
The inductive approach is conducted in this thesis. The corporate bond market is an
immature market with a high growth rate. The fast development leads to constant
changes of the market. To get a general picture, each participant's role had to be taken
into account in order to make an accurate description of the market and to conduct an
analysis that will lead to a well-described answer of the research question.

2.3

The Research Method

There are two types of methods that can be used in collecting the data required to answer the research question. The method is either qualitative or quantitative. To understand the meaning of a qualitative research method one can distinguish it from its opposite, quantitative research methods. The data from a quantitative research is based on
meanings derived from numbers and a qualitative research is based on meanings expressed through the spoken word (Saunders, Lewis & Thornhill, 2012). Saunders et al.
(2009) explain that qualitative data refers to all non-numeric data or data that have not
been quantified and can be a product of all research questions.
The research method used in this thesis is mainly qualitative, it is based on in-depth
semi-structured interviews with open questions with different market participants that
have great knowledge regarding their specific field of expertise. Saunders et al. (2009)
explain that inductive studies usually are conducted with a qualitative research method
with a variety of methods of collecting data to receive several perspectives that can assist the explanation of a phenomenon. This reasoning is in line with the reasoning held
when deciding how to collect the main part of the empirical data. The only way to answer the research question and get an understanding of the actual findings was to get an
understanding of the whole context of the corporate bond market. To do this properly,
the only method to collect the data would be through qualitative interviews. Qualitative
interviews enable a more flexible collection of data, which was required since each interview object possessed different and unique insight and knowledge about the subject.
By using qualitative interviews, each interview could be customized and adapted to
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each specific interviewee but the main problem formulations were the underlying basis
for all discussions.
The purpose of the study can motivate the method of qualitative research interviews. As
mentioned earlier, the purpose of this thesis is to get a broader understanding of the corporate bond market, its development and how different participants are acting and how
they should act towards the development. Saunders et al. (2009) explain that when the
purpose of a study is about to understand the reason of decisions taken by the research
objects and the attitudes and opinions behind it, it is likely that a qualitative interview
has to be applied. The type of questions asked can also motivate the choice of research
method. Saunders et al. (2009) further mention that an interview undoubtedly is the
most advantageous way of collect data when the questions are complex, open-ended and
when the logic and order of the question has to be different.
The interviews resulted in subjective views of the topic investigated and it was necessary with a highly objective presentation of relevant quantitative statistics. Since all interview questions were open and the interviewee often answered with general answers,
a need to back up opinions and statements was recognized, even though the people interviewed possessed a very high expertise. As an example, in many interviews the recent rapid growth in the corporate bond market was discussed. To back this up and, in
more detail, understand more exactly the pace of the growth, the statements has been
complemented with quantitative data through secondary sources. The need for complementary quantitative research appeared during the qualitative research.

2.4
2.4.1

The Data Collection
Primary Data (interviews)

Saunders et al. (2009) describe two types of interview approaches. It could be a highly
formal interview with standardized questions that are asked to each interview object or
it could be a more informal interview with open questions that creates a more unstructured, in depth, conversation between the interviewer and the interviewee. The interviews made for this thesis were neither fully formal nor completely unstructured.
Hence, the interviews were semi-structured. Saunders et al. (2009) explain a semistructured interview as unstructured in the way that it opens up for an in-depth discus-
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sion. At the same time, the interviewer will structure the discussion with predetermined
topics that are covered in the conversation made throughout the interview. By asking
few but very open questions, the interviewee was invited to present aspects and facts
that was of high relevance for his or her field of experience. By doing this and at the
same time carefully select interview objects from each side of the corporate bond market, an unbiased picture of the market could be presented. Unbiased in the way that all
participants’ view was presented.
The process to select interview objects was made with great caution. The goal was to
find actors on each side of the market that had large experience and insight in the market. By all companies that were asked to participate in an interview, everyone accepted
except for one. The people that represented the companies were highly involved in the
field of corporate bonds and they possessed great knowledge and contributed with very
well defined explanations about their role in the market and their view on the corporate
bond market as a whole. The representatives for each company are presented in the appendix. Totally it was 10 interviews held. The interviews were mainly in person and in
some cases with two representatives. Some interviews were made over telephone due to
geographical issues.
The interviews were recorded and afterwards summarized into text format by the authors. All interview objects were given the opportunity to review the summaries and
give comments on potential misunderstandings.
2.4.2

Secondary Data

Secondary data is already collected data for other purposes. Secondary data could consist of both raw data and published summarizes (Saunders et al., 2009). Some of the interview objects complemented their opinions and facts that were orally described with
statistics that had been designed and assembled for their own purposes but with high
sense of objectivity. The statistics that have been used and collected in the empirics is
data from Bloomberg that was collected and composed by Swedbank. The statistics that
have been used in the introduction have been collected and summarized by The Confederation of Swedish Enterprise (Svenskt Näringsliv) and by Daniel Barr who also was in-
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terviewed. Other secondary data that have been used in the introduction, but in very
small extent, has been collected from Statistics Sweden and the Swedish Riksbank.

2.5

Method Critics

Critics that are related to this type of method are questions regarding reliability. There
are two different types of bias presented by Saunders et al. (2009) that should be considered when conducting in-depth, semi-structured interviews. The first one is interviewer bias, which relates to the way the interviewer identifies and interprets comments,
tones and non-verbal behavior from the interviewee. The second one is concerning response bias from the interviewee that might be caused by the interviewer in some way.
What have to be enlightened to the reader of this thesis are the potential bias answers
from the respondents. All respondents except for the independent observer do have interests in this market and base their business on exploiting market for profit gaining
purposes to different extents. The authors have met the issue of biased respondents by
carefully select respondents from all side of the markets to get each single market actors
view. Furthermore, the authors have collect statistics over relevant market information
through secondary sources to confirm or disregard information gained from the respondents.
Saunders et al. (2009) also mention some critics related to telephone interviews. The intention of non-standardized interviews is to explore the participants’ responses. By doing this it is important to gain trust for the interviewer. Telephone interviews might reduce this trust and your respondent might be less willing to engage in exploratory discussion.
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3

Frame of Reference

Within this chapter, previous research regarding the problem of this thesis will be presented. Thereafter, to enable a deeper understanding from the reader, relevant theories
will be described and explained.

3.1

Previous Research

The previous research presented here will give the reader an insight of the situation and
problems on the Swedish corporate bond market that could be seen during 2011-2012.
Also, other studies that could help explaining or motivating proposed improvements are
presented. The main themes of the research are organized and summarized below.
3.1.1

”Den svenska företagsobligationsmarknaden – en förstudie”

This pre-study, written by Daniel Barr, was initiated by The Confederation of Swedish
Enterprise, which is the largest and most influential business federation in Sweden, representing 60 000 company members (Svenskt Näringsliv, 2013). This study has been initiated to map out the Swedish corporate bond market, identify holdbacks and propose
improvements for the market from the issuers’ perspective. The study is made through
several interviews with market participants, authorities and academics with great expertise within the field of corporate bonds.
The author includes several propositions in the analysis that should be highlighted in the
debate of enhancing the Swedish corporate bond market.
The first topic discussed is transparency. Barr (2011) believes that the corporate bond
market should have the same terms of transparency as the government- and mortgage
bond market. Furthermore, it is mentioned that according to the Swedish Financial Supervisory Authority (Finansinspektionen), which is authorized to manage transparency
regulations, all bonds that are not traded on an exchange should have the same transparency rules. However, in reality for corporate bonds, there is no insight at all and the author states that the Swedish Financial Supervisory Authority breaks their own rules by
passively disregard this development. The overall suggestion in this study, regarding
transparency of corporate bond contracts, is that it has to be increased and that regula-
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tors, such as Swedish Financial Supervisory Authority, have to follow and apply their
own legal framework.
The second topic Barr (2011) discusses is the importance of market care, which denotes
actions to increase the liquidity and functionality of the market. There are multiple suggestions of actions that can be taken. One suggestion is to apply standardized bond conditions that new issuers should use as a benchmark. This would improve the matching
of maturities and coupons, which could ease the pricing process and also enable arbitrage- and derivative trading that in addition could increase liquidity. In the study, a
partnership among the banks involved in this business is suggested. The partnership
would create a firm that will function as a trustee for the bond holders and represent
them in legal processes. This could ease the legal process when the issuer can not fulfill
a bond contract and the ownership of a corporate bond loan is large and outspread.
A third topic in the study concerns potential investors’ lack of knowledge about this
kind of investments. The author discusses the importance of increasing the knowledge
about this market in a longer perspective. Investors and originators have to increase
their competence in the field of credit analysis of corporate bonds and distribute analyses to new potential investors.
3.1.2

”Market for Swedish Non-Financial Corporations’ Loan-Based Financing”

This is a study written by Gudrun Gunnarsdottir and Sofia Lindh as part of the 2011’s
edition of “Sveriges Riksbank Economic Review”, which is published by the Riksbank4
three times per year. The Economic review is a report that contains studies regarding
topics relevant to their field of operation (Riksbanken, 2013:a). The study is mainly
built on interviews with market participants and a questionnaire that was sent out to
companies in March 2011.
In this study, Gunnarsdottir and Lindh (2011) discuss the 2011’s financing environment
for corporations in Sweden and the future of the corporate bond market. Basel III and
Solvency II’s potential impact on the corporate bond market and also whether there is a
4

The Swedish central bank.
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need for transparency regulations from the EU-commission are discussed. Furthermore,
the study presents the market actors’ view of the corporate bond market that has been
expressed in the interviews.
The authors discuss the impact from Basel III on the credit market. The regulations may
have an impact on corporations directly with a decreased loan supply, higher borrowing
rates and increased refinancing risk. An alternative development could be that banks’
shareholders accept a decreased profitability due to a decreased risk and therefore the
banks will not pass on the fully cost to the customers.
Impacts from Solvency II are also discussed. The proposed changes could make it more
expensive for insurance companies to hold low-rated corporate bonds with a grade below BBB. Therefore, high-yield corporations can choose not to obtain any grade at all,
which would allow the big insurance companies to still invest in these high-yield corporate bonds. Hence, the authors describe the Solvency II regulations to potentially cause
an increase among investments in high-yield corporate bonds with no official grade.
The authors’ overall analysis is that a smaller supply of capital from banks may influence companies to issue bonds, instead of taking traditional bank loans, to a higher extent. Nevertheless, bank loans will still be the greatest financing source for corporations.
The authors also experience that corporations were positive about the development in
the corporate bond market, but they can detect some limitations in areas such as transparency and liquidity. The banks’ opinion is that bank loans still will be the cheapest financing alternative, however, the cost of bank loans may increase in the future meanwhile cost of issuing bonds may decrease. The banks are preparing for this potential development by enhancing their units in the field of corporate bonds.
Gunnarsdottir and Lindh (2011) further explain that investors observe opportunities in
this market, where less risk than equity is undertaken but still yields higher returns than
government bonds. However, to interest more investors, the market has to become more
liquid and transparent.
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In the end of the study the authors, based on results from their research, present some
initiatives that could be taken to develop the market. Increase transparency, standardization, establish trustee functions and lower the minimum capital amount of issuance are
the major ones.

3.1.3

“An Anatomy of Corporate Bond Markets: Growing Pains and
Knowledge Gains”

This study is done by Pipat Luengnaruemitchai and Li Lian Ong (2005) on behalf of the
International Monetary Fund (IMF). The purpose of the study was to discuss key issues
relating to the development of local corporate bond markets. In this section some of these issues will be summarized along with some examples from developing markets
around the world.
Historically, the corporate borrowing has been narrowed to the banking sector in many
countries. However, since the middle of the 1990s, the corporate bond markets have become a more important part of the credit market for the private sector. The reasons for
this are many, but an important effect from the more developed corporate bond market
is that the financial system gets more diversified, which some argue will lower the systematic risk. It is, for example, argued that the recession in Japan during the 1990s
would have been less severe if there existed a well-functioning corporate bond market.
Luengnaruemitchai and Ong (2005) explain that for a corporate bond market to develop
with quality and become deep and liquid, it requires a set of key features that must exist.
The development of the corporate bond market has been different across mature market
countries in the world. In the U.S., corporate bonds have been an important financial
source for a long time. In most other mature economies, such as Germany, the corporate
bond market was nearly non-existent until 1990s. In contrast to the U.S., the credit market in Europe has historically been dominated by the banking sector. In the late 1990s,
the European market started to develop and the big catalyst for this was policy changes
along with the introduction of the euro. During the first year of the euro, the issuance on
the corporate bond market more than doubled. Companies in Europe took the opportunity to diversify their debt by accessing a larger pool of investors than just banks. The European market was before the introduction of the euro, dominated by AAA and AA
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bonds. However, almost 50 percent of the issuances in the first year of the euro held an
A credit rating. Even further down on the rating scale there was a clear sign of development of an emerging high-yield bond market.
By comparing different developing corporate bond markets, the author mention that the
lack of liquidity in secondary markets, an investor base with poor credit assessment
skills and high costs of issuance are key reasons why the progress in the development of
some corporate bond markets are slower than other.
The two authors further mention some components that are important and contribute to
the development of corporate bond markets. First of all, a good infrastructure could be
important for the market. Even though most debt securities are traded over-the-counter,
listing bonds on an exchange could serve as an important safeguard for small investors.
Corporate governance and transparency further encourage the development of corporate
bond markets. These two factors are important for investors and by improving laws and
enhance regulation, better governance and transparency could be implemented on the
market. Further, the credibility of the risk assessment process is important. It is especially crucial for the liquidity in the market. In some countries, highly rated companies
have defaulted on the corporate bond market leading to mistrust among investors for the
whole market. This has sometimes caused the development of the market to slow down.
For example, the lack of credible credit ratings in Asia has contributed to instability on
the market. The standardization of bond contracts is a feature that could contribute to
more accurate credit risk assessments. The contracts would be easier to interpret and
understand if they were all standardized. However, greater standardization could cause
lower financial flexibility among investors. Finally the authors highlight the importance
for an issuer to have a diversified investor base to ensure high liquidity and stable demand for the corporate bonds. In mature markets this is not a problem because the investors base is often well diversified.

3.1.4

”Om avtal om talerätt och taleförbud på företagsobligationsmarknaden i Sverige”

This is a judicial article written by Magnus Wieslander that was published in Juridisk
Publikation, second issue of 2012. Juridisk Publikation is an academic journal for law
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students and practicing lawyers where legal problems and opinions are discussed (Juridisk Publikation, 2013). Magnus Wieslander is an associate at Vinge AB, a law firm
specialized in business law.
The articles summarized above, initiated by the Riksbank (Gunnarsdottir and Lindh,
2011) and The Confederation of Swedish Enterprise (Barr, 2011), both mention the
need for a trustee function that could represent and protect bond holders from contract
violation on the issuing side. In this article the author mainly focuses on the legal problems by having a trustee and gives further explanations about the need for a trustee
function in the market. This article clarifies the legal issues and what options there are.
Wieslander (2012) explains that the trustee’s task is to monitor the issuer and take actions, as a representative for the bond holders, if the contract is violated. There are several benefits by having a trustee for this task. It is cost efficient, instead of having one
representative for each bond holder the trustee represents the whole collective of bond
holders. It also prevents single bond holders of the same bond to start competing against
each other over assets that are still left from a defaulted issuer. The issuer can also benefit, in case of inability to fulfill the contract, by only respond against one part in a legal
process. If a trustee represents the bond holders, it will prevent single bond holders to
terminate the contract (no action-clause) because it can only be done by the trustee and
this seems to be beneficial for all parts.
The author further explains how the situation is with the outstanding corporate bonds at
the beginning of 2012 when the article was written. A representative is often appointed
to function as a trustee but its legal authority is more restricted than desirable. In some
cases the originator represents the investor collective and Wieslander (2012) points out
some concerns regarding this alternative. The originator clearly ends up in a conflict of
interest by representing the investors on one side and the customers on the other side.
Before 2008 it was almost no high-yield corporate bonds outstanding and the first issued bonds now starts to mature and the Swedish model have not been tested. This is
why no concerns regarding the incomplete trustee function and its legal authority have
been raised by the different market participants.
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The study presents two major legal problems that constrain the ability to implement a
trustee function in the Swedish market. It is associated with the trustee’s ability to represent bond holders in legal processes, regarding problems related to defaults, and the
ability to limit the actual bond holder’s ability to take legal action (no action-clause).
One alternative would be if the trustee could act directly as a part in the process holding
bond holders outside and anonymous. This could be done through an agreement between all three parts5 when the initial bond contract is written. It is uncertain whether
this alternative is in order with Swedish legislation. The author expresses a need for
clarification in this question from the lawmaking body. There is also uncertainty whether single bond holders’ inability to take legal action against the issuer can be supported
by Swedish legislation.
The author further argues that a functioning high-yield corporate bond market requires a
construction of a trustee with legal right to be a part in the legal process, i.e. not only
represent the bondholders. This should be done by clear legislation that justifies it.
3.1.5

“Corporate Bond Market Transaction Costs and Transparency”

In this study made by Edwards, Harris & Piwowar (2007), the lack of price transparency on the corporate bond market and its contribution to bond transaction costs is investigated. The transaction costs of bonds are not well known because corporate bond markets are not nearly as transparent as equity markets. The authors of this study examined
the transaction costs on the U.S. bond market between 2003 and 2005. They also explain the importance of the transparency by stating that investors take transaction costs
into account when making portfolio decisions. Investors’ investment decisions depend
on the costs of investing in bonds as well as the costs of selling the bond if that is necessary. Bonds that are illiquid are unattractive for investors because that increases the
transaction costs and are therefore also costly for investors who will face a higher cost
of capital. Understanding the relations between transparency, liquidity and transaction
costs are important for regulators and other market participants.
The U.S. bond market is an over-the-counter (OTC) market and in July 2002, new regulations were implemented that require dealers to report all bond transactions through a

5

Bond holder, issuer and trustee.
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bond price reporting system called TRACE (Trade Reporting and Compliance Engine).
At the end of Edwards et al. (2007) sample period in 2005, prices from 99% of all trades
on the corporate bond market were public within 15 minutes after the deals were made.
Edwards et al. (2007) come to the conclusion that transparency decreases transaction
costs and that bond transparency in addition may lower corporate costs of capital. The
authors mention that some arguments against transparency involve concerns about a potential less profitable market for dealers. This is something that the authors believe is
unlikely to happen due to that great liquidity that can be observed in their investigation
of transparent bonds. At last, Edwards et al. (2007) explain that additional transparency
is likely to increase the creation of sufficient market structures that can further reduce
the transaction costs.

18

3.2

Theoretical Framework

Within this part, important concepts about corporate bonds and theories regarding financial markets will be covered. The purpose of this sub-section is to give the reader a
framework to put the empirical material, analysis and conclusion in the right perspective.
3.2.1

Definitions and Concepts

Bond terminology: A bond is a debt instrument that either governments or companies
issue. It is a security that gives the buyer right to collect a predetermined interest rate
payment along with the face value at the final date. Face value is a theoretical amount
that is used to calculate the interest rate. The final date is also known as the maturity
date. A bond can, along with the final payment, give rise to periodically cash flows
called coupon payments. In general, bonds are separated into two groups on the market,
coupon bonds and zero-coupon bonds (Berk & DeMarzo, 2011).
Valuation of bonds: The valuation of the bond and the company’s cost of capital are
dependent on the credit risk. The other side of the bond contract, the investor, is also in
need for a valuation procedure to be able to compare his or her rate of return with other
investments. In theory, to valuate a bond, one has to calculate the current value, which
is also known as the price, of the bond. The current value of the bond is the present value of any coupon payments plus the final payment at maturity, discounted by the interest rate of bonds with similar risk and similar time to maturity. This interest rate is also
known as a bond’s yield to maturity (YTM)(Moles et al., 2011).
Covenants: An important component in the bond documentation that needs to be explained is the covenants. To prevent managers and shareholders to take actions that
threaten the payment of interest and principal to debt holders, a covenant could be written into the loan agreement, the debt agreement and the bond documentation. Examples
on covenants could be a restriction on payments to shareholders, a prohibition for the
company to invest in new businesses that could increase the overall risk or that the
company’s solidity has to be over a certain level. If a covenant is violated, the company
will either default or the loan will be called back (Tirole, 2006).
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3.2.2
3.2.2.1

Cost of Capital
Capital Structure of the Company

To understand how a company is and could be structured financially is important for
further discussions about the corporate bond market. Debt and equity are the two main
financial instruments for companies to use in their financial structure. To simplify, a
debt is a claim for the holder of the debt to a predetermined level on the company’s income. Equity holders do not have a claim on the company. Returns realized by equity
holders arise from either capital gains or dividends. However, the company is not
obliged to pay any dividends. Equity holders are seen as residual claimants after the
debt holders have been paid. In the case of a default, debt holders have priority over equity holders. It is also necessary to distinguish between senior debt and subordinated
debt. A senior debt holder are paid first, if there is money left holders of subordinated
debt will get paid. Hence, equity holders must receive higher returns than debt holders
and subordinated debt has to deliver higher returns than senior debt in order to compensate for the higher risk (Tirole, 2006).
The trade-off theory and the pecking-order theory are two main theories that explain
how companies choose to structure their capital. A great deal of research have been
made concerning if the two theories can be linked to the real world. When researchers
investigated how companies think when they choose capital structure, they found evidence that supported both theories. The two theories will be explained in the following
sub-sections and they are important to study in order to understand why companies
sometimes use bond financing instead of bank loan and vice versa (Moles et al., 2011).
3.2.2.2

The Trade-Off Theory

This theory states that companies, based on the trade-offs between the benefits and the
costs of debt, choose a specific target capital structure. The capital structure that maximizes the value of the company is the target capital structure. When the capital structure is
optimized, the company can not increase the value of the company by taking on or remove debt. The underlying theory is that when the company uses a small amount of
debt, they receive some tax benefits6 and the risk that the company will get into financial troubles is low. Hence, the costs of debt are small compared to the benefits and the
6

Companies can deduct interest payments for tax purposes.
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value of the company increases when more debt is added to the company. When they
increase their debt, tax benefits increases but the risk of getting into trouble financially
also increases. Eventually the company will reach a point where the benefits offset the
costs and by taking on more debt, the value of the company will decrease (Moles et al.,
2011).
3.2.2.3

The Pecking-Order Theory

The second main theory concerning the choice of capital structure is the pecking-order
theory. When using this theory, companies will take the different types of costs involved with different types of capital into account. This theory says that companies will
just look at the cost when deciding what capital to use. The least expensive capital is
chosen first, often the internally generated funds. Then, more costly form of capital will
be chosen, this is often different form of debt. Externally raised equity is often viewed
as the most expensive form and will be the last alternative for companies (Moles et al.,
2011).
When a company has chosen to what extend they should use debt financing, they have
to choose between bonds and bank loans. One major factor in this decision is the cost.
In the section beneath, the costs attached to each alternative will be described.
3.2.2.4

The Cost of a Bond vs. the Cost of a Bank loan

When the cost of a bond is calculated the company takes the interest payment, the face
value and the current price at which the bond is selling for into account. These costs are
associated with the return realized from the investor’s perspective. However, there is
one more cost that has to be included in the company’s cost of capital. It is the cost of
issuing the bond. When a company issues a bond, they have to pay fees to the originator, the trustee and the lawyer. Therefore, in order to estimate a correct cost of a bond,
the company has to include the issuance costs into their calculations. When estimating
the cost of bank loan, the company only has to call the bank and ask what interest rate
they will charge for a loan. The cost of bank loan is solely the interest rate (Moles et al.,
2011).
3.2.2.5

Risk Premium and Rating Agencies

The part of the coupon rate, or interest payment, that distinguish risky issuers from riskfree issuers is called the risk premium. The difference between the risk-free interest rate
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and the interest rate offered by corporate bonds and other non-government securities is
called spread. This spread is known as the risk premium. The risk premium has several
components. Default risk, which refers to the risk that an issuer can not make payments
on time, is one major risk element. This risk and other important information about
companies are under continuous analysis by investment banks and other professional
money managers. However, the analyzing market is concentrated to three large commercial rating agencies: Moody’s Investor Service, Standard & Poor’s Corporation and
Fitch Ratings. They give securities, companies and other actors on the market a rating
which indicates the credit risk. (Fabozzi, 2007).
Definition

Moody’s

Standard & Poor

Fitch

Maximum safety

Aaa

AAA

AAA

High quality

Aa

AA

AA

Upper medium grade

A

A

A

Lower medium grade

Baa

BBB

BBB

Low grade

Ba

BB

BB

Highly speculative

B

B

B

Substantial risk

Caa

CCC

CCC

May be in default

Ca

CC

CC

Even more speculative than above C

C

C

Default

D

D

Investment Grade

Speculative grade

Table 1: Grading system for rating agencies (Fabozzi, 2007).

The rating system is almost the same for all three rating agencies. AAA and Aaa is the
highest credit grade, which means that bonds are of high quality. Bonds are then graded
with a descending scale down to D. The corporate bond market is divided into two sectors, investment-grade and high-yield bonds. Bonds with the four highest grades are included in the investment grade sector and bonds that are rated with a lower grade are included in the high-yield sector (Fabozzi, 2007).
Because investors are risk averse, they have to receive a risk premium in order to purchase securities that expose them to default risk. Hence, investors have to be compen-
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sated for the expected loss that occurs if a company defaults. A lower grade will generate a higher risk premium and at the same time a higher YTM. High-yield bonds will
consequently have a higher YTM than investment grade bonds (Moles et al., 2011).

3.2.3

Financial Structure

If a company has chosen to raise external funds, they need to go to the financial markets. Financial markets are a complex term and there are several ways to classify this
concept (Moles et al., 2011). In the following sub-sections, the difference and importance of primary and secondary markets will be studied.
3.2.3.1

Primary Market

On a primary market, companies can sell new securities, either debt or equity. If a company wants to raise capital, they will go to the primary market and by the help from an
underwriter the company can issue new shares or new bonds (Moles et al., 2011).
When a company wants to raise capital by issue bonds in Sweden, an originator will be
contacted. The originator will contact potential investors and they will declare if they
are interested to participate in the issuance. If they are interested, they have to approximate how much they want to purchase and to what price. Thereafter, the issuing company can get an overview on the amount that could be raised. The originator charges a fee,
often a percentage of the raised capital, from the issuing company. This percentage rate
differs depending on if the issuing company is considered to be a high-yield or an investment grade company. The fee for a high-yield company is often higher than for an
investment-grade company. Investment-grade companies need to have an official rating
from a rating agency. The cost to get a rating is around 2 million SEK. Further, the originator will earn money from the initial spread (Barr, 2011).
3.2.3.2

Secondary Market

If investors that own securities want to sell them, they can go to the secondary market.
Here buyers and sellers can meet and exchange securities for money. To have an active
secondary market is important for both companies and investors. Investors will face a
lower risk and are therefore willing to pay a higher price in the primary market if the security could be easily traded on the secondary market. Hence, companies will benefit
from this because they will face lower funding costs (Moles et al., 2011).
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Until late 2011, the Swedish corporate bond market did not have much second hand
trading activity. The main part of the investors on the primary market did not sell their
bonds, instead they hold on to the bond until maturity. The small secondary market that
exists is mostly constructed as an over-the-counter (OTC) market where a broker acts as
an intermediary between the seller and the buyer. In a few cases, the intermediary is a
market-maker who can keep bonds in his or her own balance sheet. As mentioned in
previous research from Barr, the price transparency is almost non-existent on the secondary market for corporate bonds in Sweden (Barr, 2011). In December 2012, Nasdaq
OMX opened up a new marketplace for corporate bonds (Nasdaq OMX, 2012).
3.2.4

Bank-based vs Market-based System

A country can either have a bank-based or market-based financial system. Sweden has a
bank-based system where the majority of the historical corporations’ debt financing
comes from bank loan (Gunnarsdottir & Lindh, 2011). The debate over what system
that is the best has been ongoing among economists and policymakers for a long time.
Some argues that bank-based systems are better at identifying good investments and
mobilizing savings while other argues that a market-based system is better because the
markets are good when it comes to allocating capital and stimulating innovations.
There are clear evidences that both systems could be good for the development of a
country. Germany and Japan have a bank-based system and the U.S. and the U.K. have
market-based system. All these four countries are big economies with similar long-run
growth rate (Levine, 2000). A study made by Levine (2000) shows that there is no evidence that any of the two systems are better than the other in explaining long-run economic performance.

3.3

Legal Framework

This section will provide the reader with information about the new Basel III regulations.
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3.3.1

Basel III

Basel III is a reform developed by the Basel Committee. The Basel Committee consists
of senior representatives from bank supervisory authorities and central banks from all
member countries7. The objective of the reform is to improve the bank sector’s ability to
handle fluctuations arising from financial and economic stress. This is supposed to limit
the financial sector’s impact on the real economy (Bank for international settlements,
2010).	
  
	
  
The Basel III reform will imply requirements of more capital of higher quality. The new
regulations are divided into two categories. It is regulations regarding capital and regulations regarding liquidity. According to the Riksbank’s own estimation, it is possible
that bank’s lending rates will increase with 10 basis points (Riksbanken, 2010:b).	
  
	
  
In a report from the Riksbank (2010:a) the new regulation reform from the Basel Committee is presented. The presented results are summarized by dividing the regulations
into required changes in capital structure and liquidity structure.	
  
	
  
Requirement associated with capital structure:	
  
● The common equity, also called tier one8, will increase from 2% to 4.5% of the
banks’ risk-weighted assets. 	
  
● An extra conservation buffer of capital on 2.5% of the banks’ risk-weighted assets. This will consist of common equity and therefore the total common equity
will be 7%. This buffer can be used in times of economic stress. The usage will
imply restriction in dividend policies. 	
  
● An additional countercyclical capital buffer of 0 to 2.5% will be implemented.
This capital will consist of common equity or other types of capital with high
quality. Determination of the size of this buffer is made by national supervisory
authorities and will be implemented in times of high credit growth to reduce the
associated risk with a rapidly growing credit market.	
  
7

Argentina, Australia, Belgium, Brazil, Canada, China, France, Germany, Hong Kong SAR, India, Indonesia, Italy, Japan, Korea, Luxembourg, Mexico, the Netherlands, Russia, Saudi Arabia, Singapore, South
Africa, Spain, Sweden, Switzerland, Turkey, the United Kingdom and the United States (Bank for international settlements, 2010).
8

Shares and retained earnings.
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● A minimum of the financial solidity will be required. This means that the ratio
of capital to total assets has to be at least 3%.	
  
	
  
Regulations associated with liquidity:	
  
● The first liquidity-related regulation is the Liquidity Coverage Ratio (LCR). The
LCR requirement is focusing on the banks’ assets. A bank should have enough
liquid assets such as cash, government bonds and real estate bonds to survive financial stress in 30 days.	
  
● The second liquidity-related regulation is the Net Stable Funding Ratio (NFSR).
The NFSR is associated with the structure of maturities on different securities on
the asset and liability side in the balance sheet. The aim is to match the maturities, making assets financed with more long-term and stable solutions. 	
  
(Riksbanken, 2010:a)	
  
	
  
The implementation of the reform starts on January 1, 2013 and will be completed by
2019 (Riksbanken, 2010:b).
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4

Empirical Data

In this section the response of the interviews will be presented. The responses are summarized and divided into 6 sub-sections. After that, statistics and forecasts of the Swedish market will be described. The statistics and forecasts will be helpful in order to
conduct a valid analysis in context to the purpose of the thesis.

4.1
4.1.1

Issuers
Interview with Björn Borg AB and Ferronordic

Two bond issuing companies have been interviewed. These are Ferronordic and Björn
Borg. Ferronordic is the official authorized dealer of Volvo Construction Equipment
throughout Russia since three years back. They sell new machines and spare parts for
maintenance services. Björn Borg is a large corporate group with the headquarter in
Stockholm. They are designing and selling underwear, sports clothes and accessories,
among other things.
The Decision Process
The two companies were in quite different situations when they were about to raise capital. Björn Borg did not have any debt at all. They have always financed themselves
through strong cash flows until one year ago. In the beginning of 2012 they saw that the
overall economy had been unstable for a while and they did an analysis of the situation.
Björn Borg came to the conclusion that the current market conditions might cause them
to look into various investment opportunities. Therefore they needed to make sure that
they have enough capital secured if such situation occurs. Ferronordic, on their side,
were young and had difficulties to get long-term bank loans from Russian banks.
Through the capital market in Sweden, Ferronordic was able to issue a three-year bond
contract, which was not possible in Russia.
Both companies look at the same things when making decisions about what type of capital to raise. Cost and covenants are the two major determinants and those are often
compared between a bank loan and a bond. It is very important, for both companies, to
have good conditions in the loan contract. They do not want the bank to be able to refuse to lend them money because of changed market conditions. There could also be
situations where the interest cost is very low but the company will end up strictly lim-
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ited by the loan contract through different covenants that has to be followed. Thus, a
loan can be very attractive due to its low cost but still not an alternative due to its covenants. Ferronordic further explains that with a traditional bank loan, an analysis of the
bank is required. They can not risk that a bank contract will be terminated due to a default or bankruptcy of the bank.
According to Ferronordic, one major advantage with a bond is that it often can be issued
unsecured, which means that there is no collateral required in the contract. They further
explain that it is a very quick process from the moment when the decision about financing form is taken until the money is transferred from the investor. This is because there
is a small amount of formal requirements. There is also a lot of available capital on the
market right now, thus, efforts to find investors is not too severe. This view is shared by
Björn Borg who did not have to put down much effort to find investors.
Further Björn Borg says that companies in general, often can accept a little higher interest rate for a bond compared to a bank loan because bond contracts have better conditions and are more flexible. It is a trade-off between flexibility and interest rate.
The Issuing Process
The first step in the issuing process is to recognize a capital need and then go out on the
market and analyze the different financing approaches available. When the analyzing
process is over and a decision is made to issue a bond, the extensive work with preparation of company presentations to potential investor starts. An originator has to be chosen as well. In Björn Borg’s case, they were considered to be too risky for the commercial banks in Sweden, but the investment banks wanted to help them. They picked a
bank that could, apart from a competitive fee, provide them with a satisfactory coupon
rate. Detailed analyzes about the company’s financial health and ability to pay interest
cost were made by the originator.
Björn Borg mentions that it was a bit risky to issue bonds at the time when the financing
decision was made. The market was a lot less developed compared to today. They explain that it is more safe and more comfortable to issue bonds nowadays. This view is
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not completely the same as Ferronordic’s. At the time they issued their bond in 20112012, Ferronordic considered the Swedish corporate bond market as very attractive.
Future Outlook
Both respondents think that issue corporate bonds today, in Sweden, are a very beneficial way to raise capital. The Swedish corporate bond market is still underdeveloped but
very popular. Björn Borg can see some risks or threats on the market today that potentially could slow down the development. They mention that it is important that investors
are aware of the risks attached to bonds when they invest in them. It is also crucial that
originators do not lower the standards for companies and let too many risky companies
issue bonds, which could lead to a lot of defaults and a decrease in confidence for the
market. Ferronordic adds that there have been a few cases where the issuer faced difficulties but generally it is still a very popular and secure form of financing.

4.2

Originators

The role of an originator on the corporate bond market is to help companies with bond
issuances. This part of the market constitutes of the largest commercial banks in Sweden9 plus several investment banks10. The commercial banks are more focused on big
companies with less risk while the investment banks are focused on companies with
higher risk. The three originators that have been interviewed are Swedbank, SEB and
Pareto Öhman.
SEB and Swedbank are mainly focused on the investment-grade segment while Pareto
Öhman is a large originator of high-yield corporate bonds.
4.2.1

Interview with SEB, Swedbank & Pareto Öhman

Recent Developments
All three originators argue that the Swedish corporate bond market has developed a lot
during the last couple of years. Swedbank and SEB have both expanded their corporate
bond teams during this period. The three originators mention a lot of reasons for the recent developments. One explanation is the new Basel III regulations that have led to
9

SEB, Swedbank, Handelsbanken, Nordea and Danske Bank.

10

For example, Carnegie, Pareto Öhman and ABG Sundal Collier.
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higher financial costs for banks and this has affected companies that have to face higher
interest rates. Another explanation is that companies have learned, after the financial
crisis, that there is a value in diversifying their funding. Bonds also have a different
structure than a loan and it is more flexible to issue a bond because a company can better match the time to maturity and they do not need to amortize. The development is also driven by investors, who need to find higher returns on the market. The stock market
has been volatile and the returns from government bonds have been very low over the
last couple of years.
The trustee function is according to Swedbank, SEB and Pareto Öhman, a good addition
to the market. It creates confidence and makes investors more comfortable to invest in
corporate bonds.
The Issuing Process
When a company wants to raise money they can choose between taking a loan, issue a
bond or increase their equity by issuing more shares. Swedbank, SEB and the other
commercial banks, can help a company with all these three alternatives. When a company contacts the account manager in the bank, the process starts. Sometimes different
departments, within the bank, compete with each other for the same business. Swedbank
argues that nowadays, with the new bank regulations, they may be less eager to lend
money. This is a view that SEB shares. Sometimes the customer is directed straight to
Debt Capital Market where the bank helps the company to issue a bond. Because of the
new capital requirements with Basel III, banks are less willing to burden their balance
sheet. By helping a company with an issuance of a bond, banks will get paid with a fee,
without taking on more risk on their balance sheet.
When it is decided that a company wants to issue a bond, a rigorous process starts with
participants from the issuing company, the bank and with legal counsel. This process
can take up to three months and all respondents point out that this process has to be
properly done and they need to be, as an originator and an advisor, comfortable to bring
the company to the market. It is also important that the investors get a fair description of
the risks involved with the company. All three respondents further say that it is a great
responsibility for all the banks that originate bonds, to be careful in the issuing process.
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Because the market is still young, especially the high-yield part, there are some threats
against a continued positive development. Investors may be inexperienced with this
kind of investment and it is important that the banks give an accurate description of the
risks of a particular bond. If a number of defaults occur on the market where investors
claim that they have been misled by the banks, the whole market will get damaged due
to decreased confidence for the market. Banks should also be careful to whom they offer to buy the bonds. In this phase of the development it is better to constrain the offer to
professional investors who understand the risks, in order to avoid a potential decrease of
confidence for the market.
Future Outlook
Swedbank, SEB and Pareto Öhman think that a corporate bond will be a permanent
complement to a bank loan in the future. They believe in a strong growth during the upcoming years and that a large part of this growth comes from companies that have never
been active on the bond market before. Swedbank further explains that companies have
learned from the recent financial crisis how important it is to diversify their funding.
When a crisis hits the financial world, banks may stop lending money to companies. If a
company, in a scenario like that, has not issued bonds before, it is hard to raise money
from the capital markets during a crisis. If they instead have issued bonds previously,
they are well known on the market and can more easily raise money.
All respondents argue that an improvement that could increase the quality on the market
is a standardization of the bond documentation on the high-yield side, which is currently
under development.
Swedbank will keep expand and improve their corporate bond business. All larger
banks will do this the upcoming years, Swedbank says. SEB says that they will probably also continue expand and develop their corporate bond business. They further argue
that the competition is hard because everyone sees that this is a growing and lucrative
market.
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4.3
4.3.1

Trustee
Interview with CorpNordic

CorpNordic is one of two trustees on the Swedish market. Their main focus is on company management where they are administering companies that usually have foreign
owners such as foreign holding companies. The corporate bond trustee business is fairly
new for CorpNordic, they have only been dealing with this during the last few years,
since 2008, and there are now already four people on the department for corporate
bonds. One year ago there was only two co-workers but during the last year the workforce has doubled.

The Role of a Trustee
The corporate bond market is not regulated in any Swedish law. However, in the highyield segment, the market usually requires the services from a trustee. The task of the
trustee is to look after the investor’s interests. CorpNordic explains that it is usually an
agreement between the trustee and the issuer. It is the issuer who is hiring the trustee
and paying the fees related to the services, but still, the task of a trustee is to take the
other party’s side and in some cases even declare the issuer bankrupt. However, it is still
in the issuer’s interest to create and issue a trustworthy bond that attracts as many investors as possible.
CorpNordic explains the trustee’s role on the market as an important piece. In the highyield segment there is often a level of default risk. With a trustee taking care of the operation in these situations, the whole collective of investor will get more back of their
invested money. One strong part that are working for the whole collective, rather than if
every single investor starts competing against each other, highly increase the chances of
a smaller loss. The trustee is not only obligated to handle the very rare event of a default, the trustee is also working actively with their customers before a potential default.
In the high-yield segment it is common that a collateral is held against the bond and it is
the trustee’s task to secure this collateral and hold it physically for the investors. Sometimes the conditions of an obligation have to be rewritten. The issuer might face difficulties to fulfill the obligations of the bond contract and instead of declare bankruptcy
the investors and the issuer can agree upon changing the conditions of the contract. By
doing this, the company can keep on with their business and create more value for the
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investor than in the case of a bankruptcy. In these processes, the trustee has an important role as a mediator between investors and the issuer. According to CorpNordic
all these mentioned operations are rare, the main time and effort spent is to monitor the
issuer and control that the conditions are being followed.
CorpNordic clearly states that it is not the task of the trustee to make any credit risk
analysis at all that is someone else’s task. The trustee gets the finished prospect in their
hands and they start working from there. CorpNordic explains that they are present in
the work with forming the prospect but only to make sure that their role in the contract
is clearly explained and to better understand the conditions of the contract.
Recent Developments
CorpNordic argues that the development of the high yield market started in connection
with the financial crisis in 2008. Companies who could not be financed by Swedish
banks issued the first corporate bonds that CorpNordic participated in. When no credit
from the banks is available, the closest alternative is to raise capital on the corporate
bond market.
CorpNordic’s explanation on why the corporate bond market in Sweden has been relatively small, compared to other countries in Europe and also the US, is that the relations
between the banks and the borrowing companies have been good. The cost of capital
provided by the banks has been cheap. The interest rates on the bank loans have been
low and that has led to that banks barely got paid for the risk taken.
Future Development
CorpNordic further explains that the development on the market right now points towards an overall decrease of the issuance costs. This is due to an increased competition
on the market and that different participants get more experienced and more effective.
This allows a decrease of the minimum issuing size of a single bond. Among CorpNordic’s clients, the lowest issuance amount is SEK 150 million but they have had clients
who issued an amount of SEK 20 million but never succeeded. So when these lower
bounds stretch further, the corporate bond market gets available for more companies.
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CorpNordic’s view on the future of the corporate bond market is bright. They think the
market will continue expanding with more issuers but how fast it will expand depends
on the cost of capital provided by the banks. The market has two sides and it has to be
attractive for investors as well. When equity markets are volatile, the incitements for investing in corporate bonds increase. The new bank regulations with Basel III will increase the incitements for companies to issue bonds in the future and CorpNordic believes that a solid corporate bond market will be established.
According to CorpNordic, it is hard to analyze whether the market is facing any potential threats. Statistically a booming market tends to meet setbacks. The Danish market is
a good example. It was very common among Danish real estate companies to issue corporate bonds but it turned out that the investor was not fully clear with the terms of the
contract. When the real estate prices decreased the companies did not fulfill the covenants of the contract. Thus, many companies were declared bankrupt but the investors
did not have seniority to the collateral so they almost ended up with nothing left from
the initial investments. This event completely killed the Danish corporate bond market,
the trust of the market where absent. CorpNordic compares the Danish market with the
Swedish and explains that the Swedish market is more varying with a big range of issuing companies from different types of industries. Thus, the risk of several bankruptcies
at the same time in the market is lower. CorpNordic says that it will be interesting to see
how the market will react when the first bankruptcy occurs.

4.4

Investors

The interviews with the investors have not been composed together due to the different
character of the companies and their role as investors on the market.
4.4.1

Interview with Lannebo Fonder

Lannebo Fonder was founded in 2000 by a group of very experienced people from the
very top of the mutual fund business. At the beginning, Lannebo Fonder consisted of 8
partners and associates. Today that number has increased to 29 and their managed capital is almost SEK 40 billion.
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Recent Developments
Lannebo Fonder explains that corporate bonds have been available on the Swedish market in many years but it is clear that during the last year a significant growth has been
observed. The popularity among investors and issuers for this type of investments and
financing approach is at the moment very large. However, the market is still very old
fashioned. It is still a telephone-based market, transparency is almost non-existent and
liquidity is low. The reason for this development is mainly due to stricter lending policies among Swedish banks. However, it is not the only reason, there are two sides of the
market and an increased demand from the investors is an important factor for the development. Lannebo Fonder thinks that this development brings positive consequences. It
creates security for companies who now instead not only have to fully rely on the banks
and can instead spread out their borrowing among several types of lenders and investors.
There are many important improvements in the market that have been seen during the
last two years. Lannebo Fonder highlights the important role of the trustee function.
Earlier it was the bank, which functioned as originator, that took care of the correspondence between issuers and investors in situations of contract violations. With CorpNordic
and Swedish Trustee, who established a high quality trustee function on the Swedish
market, investors have increased their trust of the market and at the same time a great
amount of work is removed from the banks. Instead banks can now lay focus on improving and developing a high qualitative originating service. Lannebo Fonder explains
that they would not invest in a bond without a trustee involved.
Lannebo Corporate Bond Fund
Lannebo Fonder has recognized an increased demand among private investors for this
kind of investments and have recently started a new corporate bond fund. Lannebo Corporate Bond fund only consists of corporate bonds issued by companies within the Nordic countries. The corporate bond fund is classified as a middle risk fund, however,
since the fund is new, the classification is not reliable and Lannebo Fonder consider it
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less risky than the independent classification system11. The fund consists of approximately 30% high-yield bonds and 70% investment-grade bonds.
In the process of deciding what bonds to pick for the corporate bond fund it usually
starts with an offer from companies that are about to issue a new bond. Lannebo Fonder
is making a credit analysis of the issuing company through a credit committee and decides whether to invest or not. Some important things that is considered in the analysis
are leverage, interest coverage, management and ownership. Lannebo Fonder prefers to
already have the considered company in some of their mutual equity funds. Lannebo
Fonder does not usually invest in corporate bonds issued by companies with an official
grade, thus, a great emphasis is laid on their own credit analysis.
Future Outlook
Lannebo Fonder says that there are still requirements on the banks to report closing
deals but is not correctly followed by them and therefore not in order with the legal
framework. This way of trading is very beneficial for the banks because it requires that
deals are made through them instead by the help from an electronic system similar to
the one on the equity market. Lannebo Fonder further explains that it is in their interest
to have a more transparent market. If higher transparency could increase liquidity there
might be a greater range of available bonds to invest in. Lannebo Fonder can only invest
in bonds that easily can be liquidized in the case of an outflow of capital in their funds.
Lannebo Fonder further mentions that they want higher transparency in the market.
There is no public debt book listing the owners of the bonds and the amounts that are
hold by each investor like it is on the equity market. The issuing company itself does
not know who own their debt. It would have been easier for investor to know whether
there is 3 or 30 investors in one bond. If there are less investors in a bond the liquidity
risk increases and sometimes the possibility to invest since Lannebo Fonder require the
possibility to liquidate their bonds.

11

Risk indicator based on Swedish legislation, which measure historical standard deviation.
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Lannebo Fonder believes that the Swedish corporate bond market will continue to grow.
With the new Basel III regulations, banks will be forced to apply more restrictive lending policies. At the same time, there is a very large amount of capital outstanding on the
market searching for the kind of yield that is associated with a corporate bond. With a
higher competition among originators, it is not unlikely that issuing a corporate bond
will be cheaper than a traditional bank loan, at the same time, amortization and in some
cases no collateral or security is required. With all this taken into consideration,
Lannebo Fonder expects companies to continue going from bank loans to the corporate
bond market in a high extent.
4.4.2

Interview with Proventus

Proventus is a privately held company that invests, both its own and external funds, in
mid-sized companies in need for capital for growth and restructuring reasons. Their focus is mainly on private corporate loans and public corporate bonds in the Nordic region, Western Europe and in the U.S. They are 13 associates working in the investment
team. Proventus has a long experience of corporate bonds, most often in the high-yield
segment. According to Proventus, they may have been the first, or at least among the
first, in Sweden to issue high-yield bonds back in 1995. They were also active on the
investment side of the market at the end of the 1990’s.
Recent Developments
Proventus has also noticed a significant growth on the Swedish corporate bond market
recently. They explain that banks have been very willing to lend money to companies in
the past and it was therefore no need or demand for companies to issue bonds. However,
the new regulations for banks have made them more restrictive with their lending policies. This development has made the corporate bond market more competitive and it has
become an attractive alternative. Another reason for the growing corporate bond market
is that companies have learned, from the financial crisis in 2008, that they need to diversify their funding. In a financial crisis it could be important for companies to get money
quickly from the credit market or from the bank. If you have issued bonds before, you
are well-known on the bond market and it will be easier to issue more bonds and that is
especially important in an event of a financial crisis where banks may decrease their
lending to companies.
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The new trustee role has been a very important addition to the market and it will be very
important part for the future development, Proventus argues. It is especially important
for investors who do not have the time or knowledge to monitor companies or get involved in processes concerning the investments. Proventus thinks that with the increasing interest for corporate bonds, more investors will come to the market that demands
such services as the trustee offers.
Proventus’ Investments
Proventus has a unique investment philosophy in Sweden, among corporate bond investors. They have a constant, known, capital base over a specified period of time. This
leads to that they do not need to get out of a position if investors pull their money out of
the fund because investors are not allowed to do that. Thus, when they buy a bond, they
hold it to maturity or until it gets called back from the issuer. They have a requirement
to get a return of at least 10% on their corporate bonds investments, which infers that
they prefer to invest on the second hand market for high-yield bonds when the market is
turbulent, to get such a high return. Also, to get a return of at least 10%, Proventus
needs to invest in companies that have a little higher risk to default, otherwise the return
would not be as high as 10%. Because Proventus does not sell their bonds, once they
bought them, they do not mind that the bond is illiquid. Illiquidity drives the returns up
but Proventus are not affected by this risk and therefore they sometimes look for small,
illiquid bonds to invest in.
An analysis of a potential new investment in a bond could take up to six months for
Proventus. They put a lot of efforts in the analyses. They further explain that they do not
rely on analyses carried out by others, not even the official rating agencies. It is only interesting for Proventus to see how the official credit ratings affect other market participants, but it will not change their own view or opinion of a company.
Future Outlook
Proventus can spot some potential threats that could be destructive for the market in the
future. There is, according to Proventus, a trend among originators and issuers to push
down the prices to much. This could lead to a lot of losses for investors. The quality of
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the documentation has to be improved, Proventus further argues. In the short-run, issuers can get cheap funding with a flexible, low qualitative, documentation. However, in
the long-run, when the market gets turbulent, investors will start to get out of their positions and lose a lot of money. Proventus further argues that a stronger and more qualitative documentation will favor both issuers and investors. If the documentation is better,
with a more effective security structure, investors will feel more safe and calm if the
market gets turbulent and that will lead to a less volatile bond market. Hopefully, investors will keep their positions. Other components in the documentation that has to get
better are, according to Proventus, the covenants that could be more strict and in the favor for investors and the change of control clause that gives the holder of a bond the
right to sell the bonds back to the company if the ownership of the company changes.
Even if the documentation gets less flexible, Proventus does not think that it will slow
down the development of the market. Another risk that potentially could harm the market is that investors rely too much on the trustee. It could be dangerous if investors think
that the trustee will take care of everything and that one can just invest and then not follow up your investment. Thus, investors have their own responsibility of their investments. How the role of the trustee will be in the future is not clear to Proventus. They
do not think that they should be active and monitor the companies, they should just provide investors with information.
Proventus thinks that the corporate bond market will continue to grow unless something
dramatic happens with the new bank regulations. There will still be a need for capital
and that has to be fulfilled in the future. The bond market is a natural alternative to bank
financing. An important factor is that issuers and investors, that are new on the market,
are well-educated and understand how the bond market works. According to Proventus,
it may take up to 10 years until the Swedish corporate bond market is well-functioning
and qualitative.
The transparency is almost non-existent today. Proventus would prefer more insight in
who owns the bonds, it would be good for both investors and issuers.
Proventus thinks that more investors will apply the same investment philosophy as
themselves in the future. It is the key to success on this market, according to Proventus.
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Another trend that will be possible in the future is that the sizes of the bonds will get
smaller, which will bring more small private investors to the market.

4.5
4.5.1

Independent Observer
Interview with Daniel Barr

Daniel Barr did, in 2011, a pre-study about the Swedish corporate bond market. He is an
associate at The Swedish National Debt Office (Riksgälden). The pre-study was a consultancy assignment for The Confederation of Swedish Enterprise. They wanted someone who was independent and not affected by any party on the market. Barr has also a
lot of experience from the capital market.
Recent Developments
In this interview, Barr shared his view on how the corporate bond market has developed
since 2011. He can see a significant growth on the market with a lot of new issuers. The
trustee function has come to the market during the last couple of years and that is, according to Barr, an important party that has a critical role in order to get a qualitative
market. The transparency discussion has continued. Today, there is no transparency on
the corporate bond market in Sweden. Banks do not want to release their prices and
volumes traded. They argue that if they have to tell everyone to what price they bought
a bond, their competitors, other banks, will know what positions the bank has. This will
lead to a less profitable business because when the bank later wants to sell a bond, they
will get a lower price. Banks then has to increase their bid and ask spreads and because
of that, liquidity will decrease on the market. This approach irritates investors. They
want to be able to value their portfolios on a daily basis. Investors argue that a more
transparency will lead to a bigger market with more investors and more trades which
will make the banks better off since they will earn money on the increased number of
trades. Two years ago, the Swedish Financial Supervisory Authority took the banks’
side but they have now changed their view, according to Barr. They have not yet released any proposal but they are expected to come out with something in the near future. Barr’s opinion is still, as in his pre-study, to increase the transparency. Although,
he points out that this is not the only solution since the largest part of the trades on the
corporate bond market is made over-the-counter (OTC).
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Risks and Threats
Further, Barr says that if the market experience a couple of defaults and the trust for the
market decreases, it could lead to a setback in the positive development and to a potential threat to the continued development. For some reason, it is more sensitive for investors to lose money on the bond market than on the stock market. Barr mentions that it
would be good with a change in the culture on the investor side, where people learn that
corporate bonds lie between stocks and government bonds. Banks also has an important
obligation, according to Barr. They need to be careful on what they release on the market. It is important that they describe the risks clearly and fairly to investors.

4.6
4.6.1

Legal Counselor
Interview with Vinge

Vinge is a business law firm. They have a department that is focused on the Swedish
corporate bond market. One of the associates on Vinge, Magnus Wieslander, wrote in
2012 an article about the legal problems for the trustees and the need for a trustee on the
market.
Role of the Lawyer
The lawyers’ task on the corporate bond market is to write the bond conditions in the
documentation. A bond condition could for example be fundamental things like the
coupon rate and time to maturity. How a situation should be solved when the issuer has
problem to pay is also something that has to be mentioned in the bond documentation.
Covenants are another very important part of the documentation and it is very important
that they are written properly without any possible loopholes.
Recent Developments
It has happened a lot on the Swedish corporate bond market during the last two years,
according to Vinge. They mention that many companies now want to issue bonds and it
is especially the high-yield segment that has expanded most. Vinge further explains that
competition has also increased for law firms. During the last couple of years, smaller
law firms have started to operate on the corporate bond market.
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Vinge mentions that there is a process to standardize the bond documentation where different market participants are involved. The process has lasted for two years now and
Vinge feels that it has taken a long time and they suspect that participants have been
fighting to benefit themselves instead of working towards a fair, well-functioning bond
market. However, Vinge says that they can notice a small shift where the different participants have started to work together and that they are closer to an agreement. The
goal with this process is to come up with a template where some standard clauses and
optional clauses are included. This will save a lot of time in future issuances.
A problem that Vinge mentions, and Wieslander wrote about in his article is the legal
issue concerning the trustee. During the last couple of years, the Swedish bond market
has experienced situations where the issuer has not been able to pay in time. The documentation has every time been renegotiated. The reason for this is that no one the market knows what will happen if the dispute reaches the law court. It is not clear in the
legislation how the trustee can act in such situation. One large problem is that the trustee does not know who hold the bonds. In the current system the trustee can only see
who the administrator is and that causes problems when the trustee has to gather all the
bond holders to vote in the case of a default.
Future Outlook
Vinge is convinced that the corporate bond market in Sweden will continue to grow.
They think that the transaction costs will be lower and the issuance process will be easier and faster in the future. It is important that investors learn more about how a bond is
structured and that they get experienced in trading with bonds, because right now companies are eager to issue bonds but there are not as many potential investors on the market.
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4.7

Market Outlook and Forecasts

Here, the present conditions of the Swedish credit market in general and the corporate
bond market in particular, will be described. Also, a forecast from Swedbank and a
forecast from the Riksbank will be presented with the purpose to provide important input to the analysis.
4.7.1

Current Market Situation

The total value of issuances on the Swedish credit market has increased significantly
since the financial crisis in 2008. The total amount issued in 2012 was SEK 330 billion.
Corporate bond had a share of the total market equal to 31%, a share that has not been
seen since the start of the financial crisis.

Figure 2: Historical issuance distribution and Swedbank’s 2013 expectations in SEK million
(Swedbank, 2013).

As mentioned earlier in this thesis, the Swedish corporate bond market has been growing a lot during the last couple of years. At the end of 2012, the total outstanding volume of corporate bonds was SEK 229 billion. That is an increase of around SEK 38 billion compared to the end of 2011. The total issuance volume in 2012 was a new record.
It was the first time ever corporate issuances reached the SEK 100 billion mark. The issuance volume has almost doubled since 2010.
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Figure 3: Corporate bond issuance volume in SEK million (Swedbank, 2013).

One large shift that could be seen on the market is the amount of unrated debt that has
been issued in 2012. The issuance of unrated debt in 2012 was more than three times as
much as in 2011. The increase consists mostly of both well-known large and mid-cap
companies that either made their debut on the bond market or returned to the market after several years of absence.

Figure 4:Rating distribution 2012 - SEK issuance (Swedbank, 2013).
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The growth in the corporate bond market is especially significant on the high-yield side,
as can be seen in the figure below. The number of issuers increased in 2012 to 24 compared to 14 in 2011 and the number of issues was 30 in 2012 compared to 16 in 2011.
The standard definition, used here, of a high yield bond is a bond that has a credit grade
below BBB-, either by an official credit agency or by Swedbank’s shadow rating system, which means that the unrated bonds have been given a shadow rating12.

Figure 5: High yield issuance volume in SEK million (Swedbank, 2013).

This development that has been seen in 2012 was stronger than Swedbank’s forecast.
They say that the number of issuers clearly exceeded their most optimistic thoughts. A
lot of the new high-yield issuers are unrated well-known large and mid-cap companies
such as Husqvarna, Kinnevik, Skanska and Tele2.

Below is a chart of the coming years’ corporate bonds maturities. There is a steady level
of maturities the coming years, but the expected volume of issuances is higher, which
will lead to an increase of the outstanding total value of corporate bonds (Swedbank,
2013).

12

A unofficial rating made by a credit institution.
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Figure 6: Maturity profile for the corporate bond market in SEK million (Swedbank, 2013).

In the last month of 2007 the annual growth rate of banks loan to non-financial companies was 18.7 percent SEK(Statistics Sweden, 2007). The latest statistics of this show an
annual growth rate of the banks loans to non-financial companies at the end of March
2013 was 3.3 percent (Statistics Sweden, 2013:d). This is a very large difference in
growth pace from 5 years ago until today. Figure 7 displays a long term up going trend
from the beginning of 2010 until today but not yet close to the rates in the end of 2007.
In the beginning of 2010 the rate indicated a decline in annual growth decline on 4.7
percent.
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Figure 7: Percentage change in banks total lending to Swedish non-financial companies
(Statistics Sweden, 2013:d).
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The market have expressed that the lending costs after the financial crisis have become
greater which statistics can confirm. Figure 8 show an interesting relationship between
the repo rate and the average lending rates from banks to Swedish companies. The table
clearly show that the differences between the repo rate and the average lending rate to
Swedish corporation is greater after the financial crisis and that the increased lending
cost from mid 2009 to 2010 can not only be explained by the increase of the repo rate.

Figure 8: Swedish banks’ lending rate to Swedish companies (Riksbanken, 2011:b).

4.7.2

Forecast

Swedbank does not believe that the corporate bond issuances in 2013 will be as strong
as in 2012. However, they still believe in a strong year historically, especially for highyield issuances, which are expected to increase in total volume. They expect the total issuance volume to be 10% lower than in 2012. If the volumes in 2013 are going to match
the 2012 volumes, large issuers has to come back to the Swedish market from the Euro
market but that is unlikely because of the cheap and longer-dated funding in the Euro
market, according to Swedbank (Swedbank, 2013).
An important parameter for both the supply and demand on the market is the repo rate.
When the Swedish Riksbank decides on what level the repo rate is, the whole money
market will be affected. The repo rate is the rate of interest at which banks can borrow
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and deposit funds at the Riksbank (Riksbanken, 2011:a). As one can understand, the repo rate has a great impact on the overall interest level on the market. The repo rate has
been, since the financial crisis started in 2008, relatively low. The Riksbank says in a
forecast that the repo rate is not expected to be increased until the second half of 2014
(Riksbanken, 2013:c).
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5

Analysis

In this chapter the analysis of the empirical findings will be presented. The analysis is
divided into three sub-sections. The first one presents how the market has develop until
now, the second is about future development and the last sub-section is presenting the
authors opinions regarding how the market will and should develop.

5.1

Recent Developments

All respondents have noticed a significant growth on the corporate bond market recently
and that confirms our initial research. The statistics presented support this view. The
fact that the corporate bond issuance volumes have doubled since 2010 is a clear indicator of a trend. Based on our interviews, we can see that there is a consensus among the
different market participants about the explanation of this development. It is the new restrictive lending policies among banks, which have arisen from the new Basel III regulations that the banks are adapting to. This explanation is also described in earlier research done by Barr (2011) and Gunnarsdottir and Lindh (2011). Further statistics can
confirm this development, looking at the annual growth rate from banks’ lending we
can see that it have declined from 18.7 percent in the end of 2007 to today’s annual
growth rate on 4.7 percent.
Some respondents have also noticed other effects that have originated from the change
in the bank sector, which has led to an increased interest for corporate bonds. One effect
is that companies have started to understand the importance of diversifying their funding. In turbulent times, companies can not rely on that they can raise capital through
bank loans, thus they need other financials sources. A second effect is that bank loans
have become more expensive with the new Basel III regulations. This has also required
companies to look for other financial alternatives. We have, in an attempt to confirm the
respondents’ statement regarding increased lending costs, showed the difference between the repo rate and average lending costs before and after the financial crisis. Figure 8 clearly showed that this difference had increased after the financial crisis 2008 that
can be explained by a more restrictive lending policy from banks and a decreasing capital supply.
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On the investors’ side of the market, an increasing interest for corporate bonds has recently been seen as well. The reason is that the stock market has been too volatile and
returns from government bonds have been very small since the financial crisis in 2008.
Investing in corporate bonds give higher returns than government bonds and more stability than the stock market. It is exactly what investors have been demanding recently
according to the investor respondents.
We think that the combination of investors searching for other investment alternatives
and companies looking for other financial sources has made the rapid growth of the
corporate bond market possible. All the explanations and effects that made the growth
possible could be traced back to the financial crisis in 2008.
Based on the interviews with issuers, we can notice some indicators that tell us that the
corporate bond market is on the way to be an established part of the Swedish credit
market. Björn Borg mentioned that when they issued their bond in the beginning of
2012, they were not comfortable with the corporate bond market. Their feeling is that
they are more confident to issue a bond today, because the market has developed in a
positive direction. This is the general opinion we recognized among all respondents.
The corporate bond market has always been an important source of funding for large,
investment-grade companies. Although the investment-grade companies have increased
their issuance volume, the increase among high-yield and unrated companies has, in
terms of percent, been much larger. One explanation for this, that we got from the originating banks, is that small high-risk companies have been denied to borrow money from
the bank and instead been directed to the bond market. Our previous research can tell
that the lower graded corporate bonds contribution to the growth of the corporate bond
market as a whole is not unique for the Swedish market. Luengnaruemitchai and Ong
(2005) say that lower graded corporate bonds was an important component in the development of the euro corporate bond market after the introduction of the euro currency.
All respondents are positive to the role of the trustee that has been established on the
market during the last two years. We are also positive to this development and we can
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see that the trustee has increased the trust for the whole market and therefore contributed to the large growth.

5.2

Future Development

Every respondent, regardless of his or her role on the market, believes in a continued
growth of the Swedish corporate bond market. Even though there are some threats that
could possibly harm the market, everyone thinks that the corporate bond market will be
an established part on the Swedish credit market. This conclusion can also be drawn by
looking at the forecasts from Swedbank. It will maybe not be more issuances in 2013
than in 2012, but by looking at the maturity profile for the next 3-4 years and compare it
with Swedbank’s estimation of issuance volume, the total outstanding volume will most
probably increase. The Riksbank has also a repo rate forecast, which indicates that the
interest rate will stay relatively low over the next couple of years and that will keep the
level of demand for corporate bonds high, supporting the view of an expanding corporate bond market.
It is clear that all participants on the market can see the advantages with corporate
bonds. The banks, in their role as originators, notice an opportunity to keep their customers, although they can not provide them with bank loans any more. For banks, the
corporate bond business is a perfect way to earn money without burden their balance
sheet. They will most likely expand their corporate bond units in the future to meet the
increased demand from companies. Companies will probably consider the bond alternative more often and they will start to put pressure on the banks by comparing the costs,
both between originators and between the two different debt alternatives. We believe
that this, together with a higher competition among originators and a more effective
process as originators get more experience, will lower the costs for an issuance and that
will bring smaller companies to the market. Another effect of decreased costs is that it
will make it possible to issue smaller amounts in the future. Today the smallest issuances are around SEK 150 million, if it is smaller it is not considered to be worth the effort.
Even though there are other factors that influences the choice of funding for companies,
we have seen that the cost, just like the pecking-order theory says, is the far most important factor and a decrease of the issuance costs will have a positive effect on the
number of bond issued. According to the research made by Luengnaruemitchai and Ong
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(2005), one of the key reasons to why some corporate bond markets develops slower
then other markets is the high cost of issuance.

5.3

Exploitation of Opportunities

By composing the answers and opinions from the interviews there are some topics that
have been brought up frequently among the respondents regarding the future of the
market and important improvements that have to be considered. The major and most
clear points are regarding the quality of the market and the importance to create sustainability.
The positivism, regarding the future development, among all actors on the market is
unmistakable. However, it is important to consider the risks related to a booming market. A rapid growth pace gets a lot of attention and popularity and the risks attached can
easily be disregarded and in addition lead to overconfidence in the market. It is the responsibility of all participants to consider all sides of the market and not trigger an
overconfidence that can lead to a bubble, which for example has been seen in Denmark.
There are different precautions that each participant has to consider that will be presented in the following paragraph.
The originators have a great responsibility by carry out accurate credit analyses and to
be careful about what kind of corporate bonds they give out on the market. There is no
doubt that banks have the capacity of making fair analyses and that they are aware of
the responsibility, all responding originators clearly express their responsibility as originators. We still want to highlight the importance of this responsibility. It is obvious that
there are strong incitements among banks to expand their corporate bond business. The
high profitability of this business becomes clear when the different respondents describe
how many originators there are on the market. Along with the high profitability, there
are risks that could arise from the potential situation where incentives of competing for
market shares may transcend the incentives of keeping the market trustworthy and reliable. It is important that originators consider the long run potential of this market rather
than chasing short run profits. If this market develops and continues to grow in the same
pace as we now see, it will be very valuable for the originators and the Swedish capital
market as a whole.
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Many respondents express the importance of well-informed investors who understands
the characteristics of corporate bonds and all its related risks. This is not a problem for
the big investing institutions but as more and smaller investors approach the market, this
problem can become more relevant. It is important to remember that risk attached to
corporate bonds can be a lot higher than a government bond and we think that it is very
important that all investors are very clear about all risks. Daniel Barr, for example, talks
about how investors should change their mindset about corporate bonds. Also Luengnaruemitchai and Ong (2005) mention that in emerging corporate bond markets investors tend to have a lack of credit assessment skills that can lead to setbacks in the development. Even though no major defaults have occurred on the Swedish corporate bond
market, investors need to be clear with the fact that these incidents are a natural part of
the market. In order to prevent great setbacks in the trustworthiness for corporate bonds,
we think that one of the most important pieces is that investors are taking an accurate
default risk into account when building up their portfolios.
A common opinion among the respondents is that the whole market would benefit if the
bond documentation is standardized. All participants on the market can benefit from
this. Investors can more easily understand the conditions of the bond, issuers and originators will probably face a more effective issuing process and in addition increase the
attractiveness of corporate bonds. The respondents on the issuing side say that one of
the most attractive features of corporate bonds is its flexibility and how fast the process
can be. By having standardized documentation we think that the issuing process can be
even more efficient and by improving one of the properties that issuers find most attractive is a step in right direction. Our previous research support the development of standardized bond documentation and how it can benefit the market, for example it can help
investors apply correct risk assessments on corporate bonds. It is an ongoing process to
create a standardized documentation and it is crucial that the project will succeed and a
proposition that favors the whole market will be presented. There is a risk that the actors
involved in the process just want to benefit themselves instead of see the benefits that
everyone can get in a long-term perspective with a well-established corporate bond
market.
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Another frequently discussed topic among the respondents is the question about the
transparency on the corporate bond market and the opinions differ among the actors. Investors explain that transparency is close to non-existing and they support the opinion
about a more transparent market. However, banks support the level of transparency that
exists right now. As mentioned in the interviews, banks think that a higher transparency
will lead to higher transaction costs that results in a less liquid market but investors argue the opposite. Our opinion is that the upside with higher transparency outweighs the
downside. This is in line with Daniel Barr’s view and it is supported with a study made
by Edwards et al. (2007) that shows that transparent bonds have lower transaction costs
than non-transparent bonds, which will increase the liquidity on the market. Another issue regarding the transparency is that investors like Lannebo Fonder, want to be able to
value their investments on a daily basis and know how easy their corporate bonds can
be liquidized. The opinions differ among actors, however we think and request that the
Swedish Financial Supervisory Authority should update and clarify the regulation towards a higher transparency.
Another issue on the market that creates uncertainty is the question of the trustee’s legal
authority. Vinge explains in the interview and in the judicial article the legal problems
of having the trustee representing the bond holders in a legal process and to prohibit
single bond holders to take legal action (no-action clause). We think that it should be
clear among all actors, what legal rights the trustee has when representing the investor
collective as a whole in the event of a default. If a conflict regarding legal issues among
investors would take place, it could cause bad publicity and harm the trustworthiness of
the market.
Many respondents have expressed the importance for issuers to be well-known on the
bond market to be able to find investors easier, because in times of turbulent economic
environment, companies may need to raise capital quickly. We think it is a good opportunity for companies with a relative high-risk profile, to consider issuing bonds in a near
future, to take advantage of the booming character of the market. Luengnaruemitchai
and Ong (2005) talk about the importance of a diversified financial system in their research. They argue that the deep recession in Japan could have been less severe if there
existed a well-functioning alternative corporate bond market.
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6

Conclusion

The conclusion is summarizing the analysis and what the authors have concluded by
pointing out the most important findings for each problem statement.
What has been the impact from the growing Swedish corporate bond market on the
market participants?
•

It has been an established part on the financial market in Sweden.

•

Companies that have realized the importance of diversifying their debt portfolios
now have an established financing alternative.

•

Banks have found a profitable way to offer companies an alternative financing
service that will not burden their balance sheet.

•

With the return and risk character of a bond, investors have found a new investment opportunity that differs from equity and government bonds.

•

The role of the trustee has become an acknowledged and natural part of the market.

How will the market participants behave to the expected continued growth of the Swedish corporate bond market? What is their attitude towards this future growth?
•

It is a positive attitude among all market participants about the continued
growth.

•

Companies will consider the bond alternative as a natural and obvious source of
financing and not fully rely on the traditional bank loan.

•

Banks will expand their corporate bond teams to meet the increasing demand
from companies.

How shall market participants act to exploit opportunities or handle disadvantages,
arising from the growth of the corporate bond market?
•

Originators shall keep their long-term strategy and be careful about what kind of
companies they distribute out on the corporate bond market to enforce a qualitative market.

•

Smaller and less informed investors have to conduct accurate risk evaluations
and understand the default risk associated with a corporate bond.
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•

The Swedish Financial Supervisory Authority has to create and apply a clear legal framework that will increase the transparency on the market.

•

Documentation that is fair and accessible has to be standardized on the market in
order to make the issuing process more effective and to make it easier for the
different actors to understand the bond conditions. All participants involved in
the standardization process have a responsibility for the implementation.

•

Companies should take advantage of the prospering corporate bond market and
get well-known among investor to easier fulfill capital needs in less prosperous
times

•

Participants should work towards a clearer framework regarding what the trustee
legally has right to do.
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Appendix A – Interview Objects
Björn Borg AB
- Magnus Teeling
CFO.
Ferronordic
- Anders Blomqvist
CFO.
Swedbank
- Marika Dimming
Vice President DCM, FX & Fixed Income, Swedbank Large Corporates & Institutions.
-Kristoffer Öhrn
Analyst at Debt Capital Markets, Swedbank Large Corporates & Institutions.
SEB
- Jonas Ahlström
Debt Capital Markets, SEB Merchant Banking.
Pareto Öhman
- Fredrik Hössjer
Corporate Finance.
CorpNordic
- Carl Brodén
Head of Trustee Services.
- Jon Östrem
Associate
Lannebo Fonder
- Karin Haraldsson
Administer of Lannebo Corporate Bond
Proventus
- Christian Reiner
Investment Manager
Vinge
- Magnus Wieslander
Associate.
The Swedish National Debt Office (Riksgälden)
- Daniel Barr
Head of Financial Stability and Consumer Protection Department.
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Appendix B – Interview Questions
This is the overall template used in our research. For each respondent, the list of questions has been customized to fit each respondent’s field of expertise.
- Describe your role on the corporate bond market.

- Describe the recent developments on the corporate bond market?
•

What are the reasons for this development?

•

Why has the market been small in Sweden?

•

How has the recent developments affected your business?

- Describe the current market situation.
•

Do you see any trends?

•

How is the interest and demand from investors? Issuers? Banks?

- What do you think about the future for corporate bonds in Sweden?
•

Any risks or threats against a future growth?

•

How will your business change in order to meet the new conditions?

- Does the market need any improvement in order to become more attractive and sustainable?
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