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Abstract 
 

 

The global financial market has been under a lot of stress in the past years. With the financial 

crisis that started in 2008, in the US and spread around the world, it created awareness that the 

world’s financial market requires more regulation to withstand such a crisis. Therefore a new 

recommended framework for the global financial market was developed by the Basel 

Committee on Banking Supervision; Basel III. Basel III presented a new era with stricter 

supervision of banks and tighter regulations. As the European Union is one of the world’s 

most integrated regions, it strives to be the first to implement the Basel III framework. In 

order to achieve this, the European Union created its own legislative package, the Capital 

Requirement Directive IV.  

 

The research purpose of this dissertation is to examine how divergences in Sweden, Denmark 

and Germany’s national financial markets will affect their ability to implement the new CRD 

IV regulations. Based on the research the conclusion is that our Swedish respondent is most 

prepared in meeting the new regulations of our three respondents; the characteristics of the 

Swedish financial market seem well fit to meet the new requirements. Both Germany and 

Denmark seems to be experiencing problems; the characteristics of their financial markets 

create obstacles when implementing the new regulations. Denmark has difficulties with their 

mortgage lending market due to their unique mortgage model. Germany will have problems 

with the leverage ratio and their inflexible three pillar banking system. Germany’s 

government has been skeptical to the new CRD IV regulations and this might also have 

affected our German respondent in a negative way. With the implementation of the 

regulations the European Commission aims to improve the banking sector in the member 

states, so that they will be able to endure stress periods better and help to prevent another 

financial crisis. However, the implementation of the new regulations puts a lot of pressure on 

the banks and how well they can perform during the implementation process. With this 

research a questionnaire is created that will help understand how three major banks in 

Sweden, Denmark and Germany will be affected by the new regulations and if the 

characteristics of their national financial markets will give them advantages or disadvantages 

when implementing them. The answers also give us a conclusion to which of the new 

regulations each respondent will have the most difficulty of implementing.  

 

Future research is suggested to be done into the Danish mortgage lending market and their 

unique mortgage model, to see if it can co-exist with the new CRD IV regulations. Also an in-

depth research into the German three pillar banking system can be interesting, to find out if 

they are able to maintain it or if they have to restructure it.  

 

Key words: Capital Requirement Directive IV, single rule book, Liquidity Coverage Ratio, 

Net Stable Funding Ratio, Capital Requirements, Leverage Ratio 
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1. Introduction 

 

 

In the first chapter of this dissertation we present the background, problem discussion, 

purpose, research question and limitations. The final part of this chapter illustrates an outline 

of the rest of the dissertation. 

 

 

As stated by Montanaro and Tonveronachi (2011) the financial market within the EU will 

experience huge reforms during upcoming years. There are more than 8300 banks in Europe 

and all of them will be affected by the new Capital Requirement Directive IV (CRD IV), 

which will impose stricter rules on banks operating within the EU. Basel III was introduced 

and published in December 2010 and then revised in June 2011. As mentioned by Jaffee and 

Walden (2010) Basel III will introduce substantially stricter regulations for banks, which then 

the G20 leaders are committed to enforce on banks all over the world (Atkinson and Blundell-

Wignall, 2010). In July 2011, the European Union adopted a new legislative package, the 

CRD IV. This new legislative package implements the Basel III framework which will make 

the European Union the first in the world to introduce the new regulations for banks. The 

banks that operate within the European Union are now facing one of their biggest challenges 

yet (Barnier, 2011).  

 

1.1  Background 

Banks all over the world will be subject for considerably stricter regulations. Banks will be 

required to hold a substantial higher level of capital as well as quickly accessible liquidity in 

order to absorb potential losses (Capital punishment, 2011). The new regulations will have a 

huge impact on banks, which will force them to put in an enormous effort to meet the new 

requirements (Lannoo, 2012). To understand the regulations and why this is such a widely 

discussed matter all over the world, a comprehensive view must be undertaken of the latest 

year’s economic development. 

 

1.1.1  Single Banking license 

As mentioned by Benink (1999) the European Union has always strived for deeper integration 

between member states, although the financial sector has been among the more difficult 

sectors to integrate. On the 1
st
 of January in 1993, the single banking license or the single 

passport for banking were implemented. This was a huge milestone for the banking sector in 

order to complete the Single European Market. The directive allowed any bank within the 

European Union to operate in any member state following the fundamental principles of their 

home country supervision. As long as the banks were following their home country 

supervision and requirements, no other member state could interfere in their operations by 

imposing their own national requirements, e.g. endowment capital (Zimmerman, 1995). This 

was the first serious step in creating free trade among countries within the banking sector; the 

result was the world’s largest market for banking without regulatory barriers (Europa, 1992).  

Several years later, the financial crisis hit and some say that it reached its magnitude due to 
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lacking regulations and the increasing integration without proper supervision. The EU had not 

kept up with its integration; more supervision and transparency were needed (Central 

Banking, 2009 and Calzolari, et al. 2010).  

 

1.1.2  The financial crisis 

As stated by the European Commission (2010) the financial crisis started to surface in 2008. 

The financial crisis which started in 2008 is still showing its consequences and has been so 

severe that financial systems all over the world has been affected (Taylor, 2009). Europe was 

hit very hard by the financial crisis and the citizens of Europe are still suffering the 

consequences. The financial crisis originated in the US and then spread like a disease quickly 

across the globe. This started as a collapse in the US mortgage market and changed the view 

of financial regulations for all future (Shah, 2010). The result of the financial crisis is stricter 

supervision of banks and tighter regulation. As mentioned by Jacques de Larosiere Group 

(2009) some of the flaws in earlier regulation or loose implementation, which helped create 

and nurse the financial crisis were the following; 

 In the current time of the crisis with excessive liquidity and low interest rates, the 

preference for new high yield investment tools grew. Banks started to develop new 

highly complex financial instruments and sold them without having any correct insight 

in the risks associated with these financial instruments. Emphasis should be put on the 

senior managers and the board who should have been aware of the situation and 

pushed for proper risk judgement. A lack of transparency due to highly complex 

instruments cannot be used as an excuse for poor monitoring; risk assessment was 

heavily distorted. 

 The capital that banks were required to hold at the time proved to be far from 

sufficient. 

 For several years the world had enjoyed macro economic growth with low inflation 

and low interest rates. The credit volume increased and the banks, especially in the 

US, felt no need for tighter control over their lending, mainly because of the consumer 

inflation remaining relatively low. Excessive and risky lending from the banks part is 

one of the major reasons for the crisis.  

 The lack of regulations in the mortgage market created the widespread house bubble in 

the US.  

 The banks as well as those organisations supervising them lacked judgement in their 

assessment of risks. In general there was an overestimation of the financial institutions 

to assess risks, the need for own judgement was forgotten. 

 There was a lack of transparency in many segments in the financial markets. There 

was no one who had a proper insight into the new complex markets and therefore 

made it impossible to assess them.  

 There was an underestimation of the liquidity buffer by the banks themselves and their 

supervisors.  

 

As mentioned by Masciandaro et al., (2011) another obstacle that contributed to the financial 

crisis swift contagion was the lack of a common risk management within the EU´s single 



9 

 

market. The EU did not have a common framework for handling a crisis of this magnitude 

which resulted in difficulties for member states and contributed to the lack of cooperation 

between national supervisors (Schoenmaker, 2011). Another factor that the EU lacked was a 

supranational authority that could get an overall picture of the financial market within the EU 

and with it correctly estimate the overall market risk (Strauss-Kahn, 2010). As stated by 

Dardac and Georgescu (2009) after the financial crisis banks in general have been subject for 

a lot of criticism and the need for stricter regulations has been recognized by governments all 

over the world. In a report made by the Jacques de Larosiere Group (2009, p. 6) they stated 

that “Financial markets depend on trust, but much of this trust has evaporated”. To strengthen 

the resilience on banks within the EU, the European Commission has come up with a new 

legislative package, the CRD IV. This new directive incorporates the Basel III frameworks 

and is intended to be a single rule book for all EU member states. 

 

1.2  Problem discussion 

With the CRD IV the European Commission aims to create harmonised regulations across all 

EU member states but there are also a lot of differences in national financial markets such as; 

size of the banking sector, exposures of tax payers etc. The European Commission wants to 

create a single rule book but they will still have to consider that each country has their own 

unique financial characteristics. Banks operating within the EU are facing one of their biggest 

challenges with the new regulations but they will also have to consider their own national 

financial markets. Will some banks experience certain advantages or disadvantages due to 

characteristics in their financial markets? The financial markets in Sweden, Denmark and 

Germany all differ from each other and this will give banks in the different countries various 

presumptions to their implementation process. There has been a lot of previous research on 

this subject regarding to how banks, operating within EU, will be affected by the new 

regulations in the CRD IV, but there has not been any previous research regarding if banks 

have different advantages or disadvantages in Sweden, Denmark or Germany due to their 

specific national financial markets when implementing the regulations in the CRD IV. 

 

1.3  Purpose 

Due to the recent financial crisis the European Union has decided to make stronger 

regulations for banks operating within the EU. This is to prevent or at least contain a future 

crisis in the financial market. The purpose of this dissertation is to examine how the ability to 

implement the new regulations will be affected by the divergences in Sweden, Denmark and 

Germany’s financial markets. It also seeks to find out if there is any specific regulation that 

will be more difficult to implement due to their country´s financial market.  

 

1.4  Research questions 

 

How do differences in our respondent’s national financial markets affect their ability to 

implement the Capital Requirement Directive IV?  
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1.5  Theoretical Delimitation 

In this dissertation the focus is on the financial and law sector. This dissertation will focus on 

banks operating in Sweden, Denmark and Germany. This dissertation is limited in the Capital 

Requirement Directive IV itself; the focus is on the regulations that will have the most effect 

on banks. This limitation had to be made since the directive is such a complex and 

comprehensive matter.  

 

1.6  Outline 

This dissertation consists of seven chapters. The first chapter presents a background, problem 

discussion, purpose, research questions and theoretical delimitations. This is followed by the 

research philosophy, research approach, choice of theory and choice of methodology. The 

third chapter consists of our literature review, presenting the E-S-P paradigm model, where 

we use this model to find research on Sweden, Denmark and Germany´s financial markets. It 

also includes the CRD IV regulations that will affect our respondents the most. Then, the 

fourth chapter presents the research design and strategy, time horizon, data collection, sample 

collection, operationalization, reliability, validity and generalizability. In the fifth chapter the 

empirical findings are presented following by the empirical analysis in the sixth chapter. The 

seventh chapter consists of a summary of the dissertation, conclusion, critical review, 

practical implications/contributions and suggestions for further research.  
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2. Research Method 

 
 

This chapter presents the choices of methodology. It includes research philosophy, research 

approach, choice of theory and choice of methodology. The purpose of this chapter is to give 

the reader a view of the method used in this dissertation.  

 

 

2.1  Introduction 

In order to develop our knowledge with this research, we have chosen to use the research 

onion as a framework (Saunders et al., 2009). By using the research onion we acknowledge 

the importance that our assumptions shape the way in which we view the world. Depending 

on what research the author chooses to undertake and what assumptions the author have, 

strategies and methods will differ. The research onion presents six different layers and when 

applied it is important to recognize the correct order, using it from the outer layers and 

inwards. The six different layers consists of, research philosophy, research approach, 

research strategies, research choice, time horizons and data collection and data analysis 

(Saunders et al., 2009). As we will follow this model and its structure in this dissertation we 

will start with the outer layer, research philosophy and continue inwards toward data 

collection and data analysis. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Research Process “Onion” (Saunders et al., 2009, p.108) 
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2.2  Research philosophy  

As stated by Saunders et al. (2009) the research philosophy presents four different ways to 

approach the research process. These philosophies will help the researcher to understand in 

which way their research should be done. The philosophies are Positivism, Realism, 

Interpretivism and Pragmatism. Positivism applies an approach that collects data using 

existing theories and then creates hypothesis to test the collected data. In order, these 

hypotheses will either be confirmed as a whole, partially or totally refuted. This philosophy 

observes the social reality which will lead to a law-like generalization of its results. Realism is 

based upon the assumption of viewing the reality with our senses and thoughts. These 

assumptions then create the reality which we live in (Saunders et al., 2009). The realistic 

philosophy has some similar features of the positivistic philosophy, such as using a scientific 

approach to achieve knowledge. The interpretivism view argues that the business world is too 

complex and that generalizability is not important in the dynamic business world. Making 

law-like generalization today may not be valid in the next month. The business world is 

constantly changing and every organisation is unique. All actors in the business world have 

different parts and everyone has different interpretation of their surroundings. The researchers 

own views and assumptions will affect and shape the results; we are in a continual process of 

interpreting the ever changing and complex business world. Pragmatism has the view that 

none of these approaches are suitable to be used by themselves. To use only one of the other 

philosophies will lack a universal dimension that need to be undertaken to achieve a 

comprehensive knowledge-based research. The pragmatistic philosophy suggests that a 

combination of several philosophies presents a more coherent and complete view (Saunders et 

al., 2009).  

 

2.3  Research approach 

As stated by Saunders et al. (2009) there are two different research approaches, the deductive 

and inductive. The deductive approach chooses a path which involves developing a theory and 

creating hypothesis. When a theory is developed, earlier theories and existing literature is 

often used, then the researcher creates hypothesis, which later becomes tested in the data. 

After data has been collected the hypothesis can be confirmed or refuted. An important aspect 

to the deductive research approach is that it has to be operationalized and able to be 

generalized in order to achieve high reliability and validity (Saunders et al., 2009). The 

inductive approach suggests that the researcher should start with the observations and data 

collection. After analyzing the gathered data, hypothesis can be created and a new theory 

presented. Therefore, the inductive research approach is opposite to the deductive, as it leads 

to a new theory. It is important with the inductive approach that the data that is collected are 

analyzed properly and that a comprehensive observation has been made, so that the new 

theory is appropriate to the research. While the deductive approach wants a generalization of 

the theory, the inductive approach prefers a more specialized theory (Saunders et al., 2009).  
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Figure 2: Research approaches (Social Research Methods, 2006) 

 

2.4 Choice of theory 

One of the theories that really appreciate the importance of the government role is the E-S-P 

paradigm. There are many analytical frameworks which analyses the external environment 

but the E-S-P paradigm is the one who gives the most attention to the importance of the 

influence governments can have on organisations. Regulatory bodies have a huge impact on 

financial institutions with its regulations they impose on them. The E-S-P paradigm has three 

dimensions; 

 Environment of the nation 

 System of government 

 Its Policies 

 

When talking about the banking sector, each of these dimensions has a huge impact on our 

respondents. This dissertation has respondents from three different countries: Sweden, 

Denmark and Germany. Each of these countries has different characteristics in their financial 

markets which shape the behavior of the banks operating within their borders; hence the 

environment of the nation has a significant influence on the way banks operate. The system of 

government also has an impact on banks. The policies which will be imposed on all our 

respondents by the European Commission is the biggest change in banking history so these 

are also of huge importance. The CRD IV will be introduced in January 2013 and with this 

model, this dissertation will be able to look at the impact the CRD IV will have on banks and 

at the same time take into consideration each of our respondents unique characteristics in their 

national financial markets.  

 

 

2.5  Choice of methodology 

There are two different research approaches, the deductive and the inductive. However, in this 

dissertation we have chosen to use an abductive approach which is a mixture of them both. 

There are already previous theories about the CRD IV and how it will impact banks operating 

within EU as well as earlier stress tests to see which of the banks that can withstand a period 

of stress with the new regulations. Because of these existing theories this dissertation has a 

deductive side to it but also an inductive side since the dissertation focuses on the differences 

between national financial markets and is open for new results and findings. Therefore it gives 
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an abductive approach with some features from both sides. This dissertation also undertakes 

an interpretivistic research philosophy. We undertake the approach that the business world is 

complex and that every bank that is facing these new regulations will have different abilities 

and opportunities to follow the new requirements. Every bank has a unique position and this 

will be reflected in their different approaches to meet the new requirements. 
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3. Literature Review 

 

 

This chapter includes the literature review. This dissertation is using the E-S-P paradigm as a 

model. We begin with a definition of the model and then presents the two first dimension of 

the paradigm; Environment of the nation and the System of governance, with a description 

regarding our respondent’s nationality. It then concludes with the third dimension of the 

paradigm; the Policies. This is where the CRD IV is described and its major regulations 

together with the European Commission’s aim to create a single rule book.  

 

 

3.1 Model 

3.1.1 E-S-P Paradigm 

One of the theories that explore the deeper role of the government is the E-S-P paradigm. In 

this case we refer the European Union as a unified nation. The E-S-P framework investigates 

the importance of the government role influencing organizations strategy development. The 

regulations in the CRD IV, which the European Commission is committed to enforce upon the 

financial institutions operating within the EU forces banks to analyse and comprehend the 

impact that these regulations will have on their organizations. To adjust this model to our 

dissertation we will describe our respondent’s environment in their nation, our respondents 

system of government in relation to the CRD IV and the CRD IV new regulations as policies. 

This leads to an analysis of the E-S-P paradigms three areas:  

 The Environment of the nation 

 Its System of government 

 Its Policies 

 

3.2 The environment of the nation    

3.2.1  Sweden 

As mentioned by Duxbury and Hansegard (2011) the Swedish banking sector is operating in a 

unique and vulnerable environment. It has been stated by Regeringskansliet (2011a) that the 

Swedish banking sector is particularly exposed to disruptions in the global financial market. 

In relation to Sweden’s GDP the banking system in Sweden is the third-largest in Europe. The 

four major banks in Sweden own assets equivalent to 425 % of Sweden’s GDP (Central 

Banking, 2011). A potential financial crisis would therefore be more expensive for Sweden 

compared to other countries (Ministry of Finance, 2011).  
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Figure 3: Bank assets in relation to GDP (Regeringskansliet, 2011a) 

 

Another factor that contributes to the vulnerability of the banking sector in Sweden is the fact 

that it is very concentrated. Sweden has four dominate banks which accounts for about 75 % 

of the market in Sweden (Swedish Bankers’ Association, 2011). These four banks in turn are 

heavily dependent on foreign currency borrowing and are operating at a large scale with 

international lending (Euroweek, 2011 and Regeringskansliet, 2011b). One of the Swedish 

banks, Nordea, has been included in the list of systematically important banks which further 

ads to the concentration of the banking sector in Sweden. There is also an assumption for state 

aid for banks if needed (Euroweek, 2011). Even though the banking sector is considered to be 

vulnerable in times of financial market stress, the four major Swedish banks in the current 

market are considered to be profitable and well capitalised (Nylander, 2010).  

 

3.2.2  Denmark 

As discussed by Liu and Reinhardt (2009) Denmark is operating in a well-established capital 

market with a strong business environment and regulatory regime. It has a healthy and stable 

economy compared to other countries, during and after the global financial crisis. Although 

being a small country, it is ranked at a 10
th

 place of the world’s strongest financial markets 

and is the fourths largest capital market, in relation to GDP, in the OECD (The Danish 

Government, 2010). Compared to Sweden, Denmark has several larger banks, which 

decreases the country´s vulnerability to risk (Finanstilsynet, 2012).  Denmark has a central 

bank, Danmark Nationalbank, which is an independent institution that seeks financial stability 

and is able to use monetary policy without the influence from the parliament or the 

government (Law Business Research, 2011). According to the Danish Government (2010) 

Denmark has seen the default of some banks due to the global financial crisis but the largest 

banks has still been able to achieve revenues. This is mainly thanks to the new Bank Package, 
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Credit Package and Denmark’s mortgage model, which have helped to lower the 

consequences of the financial crisis. 

 

 

 
 

 
Figure 4: Size of the capital market (Global Financial Stability Report, 2010) 

 

The Danish mortgage model uses a unique system that has proven to be one of the foremost 

mortgage bond frameworks in the world (Nykredit, 2006). It has the advantage to offer a 

balance principle, which means that the mortgage banks does not hold the risks or is 

concerned with interest rates. If a borrower needs to loan money the mortgage bank needs a 

funding side that buys bonds so that it reaches equilibrium, a matching cash-flow (Frankel et 

al., 2004). This way the mortgage bank does not have to hold liquidity or have currency risks. 

Borrowers are also able to refinance their loans, with a payment period of up to 30 years 

(International Monetary Fund, 2007). The Danish mortgage market is also characterized by its 

concentration and its equal terms on the bonds. At the moment there are four major mortgage 

banks that accounts for 95% of the bond debt outstanding and due to the almost identical 

terms on the bonds they can easily be traded between issuers (Nykredit, 2006). 

 

3.2.3 Germany 

Compared to the banking sector in Sweden the German banking sector is quite different. 

Germany does have large banks but they are not as concentrated as in Sweden. This makes the 

German banking sector less vulnerable. However, German banks are facing more competition 

than Swedish banks and the German banking sector has been an attractive market for foreign 

investors. The German banking system has a three pillar system comprising of; 

 Public sector banks 

 Cooperative banks 

 Commercial banks 

 

The public sector comprises the German head institution, Landesbanken, which is mostly 

owned by the state. All these three pillars are significantly different and have their own 
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objectives and different types of leadership. This type of three pillar banking system was 

common in many countries before but due to its inflexibility and distortive effects many 

countries have restructured it (Brunner, et. Al. 2004). As stated by Hüfner (2010) the German 

banking sector have been experiencing problems such as; weak capitalization and high 

fragmentation. These problems have been blamed on the inflexibility of the German three 

pillar banking system. The German banking sector has also been experiencing problems 

because of the activities that Landesbanken has exerted. These activities have become 

possible through German government guarantees to Landesbanken. 

 

3.3       Its system of government            

3.3.1 Sweden 

Since the Swedish banking sector is considered to be vulnerable, mainly because of their 

concentration of banks and the size of their four biggest banks, the government in Sweden is 

proposing higher capital requirements than what is stated in the CRD IV. This is to ensure that 

Sweden have strong banks, preferable to put the risk on the taxpayers (Vasconcelos, 2012).  

Both the Swedish Central Bank and the Swedish Financial Supervisory Authority are agreed 

that Swedish banks should be subject for higher requirements in order to reduce the 

vulnerability of the Swedish economy. Swedish regulatory deems it necessary for Sweden to 

have higher capital requirements because of their unique banking sector. A financial crisis 

would hit more severe on Sweden than other countries (Ministry of Finance, 2011). A letter 

was sent on the 19
th

 of May from Djankov et al. (2011) to the European Commission signed 

by several finance ministers from EU member states. The letter included criticism against 

some of the CRD IV regulations and was signed by; Sweden, United Kingdom, Spain, 

Bulgaria, Slovenia, Lithuania and Estonia. The Swedish regulatory among the other countries 

stated their wishes that the CRD IV capital requirements cannot be seen as maximum levels. 

Every member states banking sector are of different sizes, their national debts are different as 

well as their exposure of tax payers (Blocking the way to bank stability, 2011).While the 

Basel III framework presents a minimum harmonization of new capital and liquidity, the CRD 

IV presents a different approach, using a maximum harmonization of prudential requirements. 

The Larosiere report about the Basel III framework states: 

 

"As long as agreed minimum core standards are harmonized and enforced, a country 

could take more restrictive measures if it considers they are domestically appropriate 

to safeguard financial stability” (Jacques de Larosiere Group, 2009, p. 29). 

 

However, with the single rule book, the CRD IV implements a maximum harmonization 

which will deprive member states of the possibility to implement stricter rules and national 

measures if needed (Kluza et al., 2011). In addition every member state also has different 

macro-prudential preferences. Every member state should be allowed to set a higher minimum 

capital requirement than is stated in the CRD IV to match its unique risks towards their 

banking sector (Djankov et al., 2011). 
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Figure 5: Sweden’s proposal on capital requirements (Regeringskansliet, 2011) 

 

3.3.2 Denmark 

The Danish financial market is considered to be strong and well-established with a low 

vulnerability to risk. In contrary to Sweden the risk can be dispersed between many Danish 

banks (Realkreditrådet, 2009). A problem that the Danish regulatory are currently discussing 

with the European Commission is the Danish unique mortgage model. The new CRD IV may 

have a big impact on the Danish banks Liquidity Coverage Ratio and Net Stable Funding 

Ratio, if it states that the Danish coverage bonds and mortgage bonds won’t be able to be 

accountable as high-quality assets (Realkreditrådet, 2010). As Denmark is built it has the 

mortgage model as a cornerstone in its financial market and if the new regulations would 

remove that, the Danish mortgage market would have to change. If Danish mortgage banks 

must gather liquidity and high-quality assets the entire principle of balance between 

borrowers and funders would disappear and with it the so far successful mortgage model. 

Mortgage borrowers can also use one-year bonds to refinance their mortgage loans but with 

the new LCR and NSFR the bank has to hold more liquidity which will decrease these bonds 

and increase the risks. Although, there has been criticism towards this balance principle by 

Moody´s Investors Service which states that if a borrower uses one-year bonds to refinance 

their loans there already is a mismatch between the cash-flow (Frances Schwartzkopff , 2011). 

At the moment, the Danish government is trying to solve the problem with the European 

Commission to encourage them to consider that member states have different conditions and 

that the Danish mortgage model is a vital part of their financial market and that it would be 

very problematic to change it.  
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3.3.3 Germany 

According to Vasconcelos (2012) German regulatory has stated very clearly that it does not 

wish any exceptions to the capital requirements. In contrast to Sweden, who pushes for 

allowing countries to have higher capital requirements, Germany states that there should be 

harmonization across EU member states, otherwise competition might be distorted. German 

regulatory has stated that higher capital requirements will hurt their banks and decline lending 

and that they have tried to water down the proposals for capital requirements. When 

discussing the time horizon for the implementation process of the new capital requirements 

Germany has voted for a longer phase-in period than other countries (Onaran, 2010). The 

German banking association has been against higher capital requirements, stating that it might 

even do harm to the stabilization of the financial markets. It has been estimated that many of 

the German banks have a shortfall in the new capital requirements, which will require them to 

raise millions of euros (Blackstone et. al., 2011). Germany has been experiencing problems in 

its banking sector before due to state guarantees, which has enabled banks to operate in 

certain ways which has not always been best long-term (The Economist, 2012). The German 

banking system has also been accused for lacking proper supervision (Hüfner, 2010).  

 

3.4        Its policies                                  

3.4.1  The CRD IV 

On the 20
th

 of July 2011, the European Commission adopted a new legislative package which 

proposes new regulations for the banking industry in order to strengthen the resilience in the 

banking sector (Finance And Economics: Banking on McCreevy; Europe’s single market, 

2005). The new legislative package, the Capital Requirement Directive IV (CRD IV), has 

been developed to make sure that the EU won’t repeat its mistakes in the financial sector, 

especially considering the financial crisis. The new proposal will change the behaviour of 

more than 8300 banks operating within the EU and has been developed to make sure that the 

banks in the EU will continue to finance economic activity and growth (Avantage, 2011). As 

mentioned in the press release by the European Commission (2011a) the CRD IV has been 

developed with three main goals; 

 To make sure that banks hold more capital and liquidity and a higher quality of both. 

This has been established in line with the new Basel III framework.  

 There will be a new governance framework with new supervisory authorities which 

will monitor banks more closely and have more power at disposal when regulations 

are not followed. 

 The European Commission’s objective is that there will be a single rule book for the 

banking sector within the EU. This will increase transparency across borders and 

encourage enforcement.   

 

3.4.2 The Liquidity Coverage Ratio (LCR) 

One of the new regulations that banks will have to comply to is the liquidity regulations. As 

stated in Basel III (2011) this regulation is set up in purpose to make sure that banks always 

have sufficient liquidity in times when needed. There are two new regulations for liquidity 

that banks will have to enforce; the Liquidity Coverage Ratio and the Net Stable Funding 

Ratio. The first one (LCR) is, as stated in Basel III;  
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“Banks should always have sufficient unencumbered, high-quality liquid assets to 

offset the net cash outflows it could encounter under an acute short-term stress 

scenario” (Basel III, 2011, p. 9).  

 

With an acute short-term stress scenario it is referred to 30 calendar days. This is a regulation 

that banks all over the world will eventually have to comply to. The European Commission 

has transferred this into the Capital Requirements Directive IV (CRD IV) and is committed to 

make sure that the banks within the EU will comply with these measures (Becker, 2011). 

According to Basel III (2011) this regulation aims to ensuring that banks will always have a 

buffer of liquidity assets in times of severe stress. The assets should entail unencumbered, 

high-qualitative assets that can easily and swift be converted into cash to meet a banks need 

for at least 30 days. The ratio is based on severe stress scenarios that were experienced during 

the financial crisis. After the 30 days it is assumed that the bank can take other appropriate 

actions to resolve the problem. The ratio should be calculated accordingly with Basel III 

standards; 

 

                                              Stock of high-quality liquid assets               >100% 

Total net cash outflows over the next 30 calendar days 

   

 

The LCR is implemented into the new Capital Requirement Directive and as stated in the 

CRD IV;  

 

“Banks should at all times hold liquid assets to the sum of the values which equals or 

is greater than, the liquidity outflows less the liquidity inflows under stressed 

conditions” (CRD IV, 2011, part III, p. 82).  

 

This is to ensure that banks operating within the EU will always be able to have sufficient 

liquidity in times of severe stress, for at least 30 days. There are several regulations in the 

CRD IV for what should be calculated as outflows stated in articles 408-412 (see appendix 2) 

but basically the banks must continuously asses the volume of liquidity outflows for the next 

30 days, including; funding obligations, contractual arrangements which is off the balance 

sheet, maximum amount that can be drawn during the next 30 days from undrawn credit and 

liquidity facilities etc. There are numerous of factors that the banks will have to assess and 

include as potential outflows during the next 30 days. All outflows should then be assessed 

under the assumptions of a combined idiosyncratic and market-wide stress scenario. The 

banks will thoroughly have to go through these factors and calculate their outflows 

continuously for the next 30 days.    

 

When the banks calculate their inflows there are also several restrictions stated in the CRD 

IV. The banks have to report capped liquidity inflows which is no greater than 75 % of 

liquidity outflows. The capped liquidity inflows must be continuously calculated on a 30 days 

time horizon basis. In article 413 of the CRD IV there are a full list of requirements for 
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inflows, one example of the requirements for inflows are money that are due from customers 

which are not financial institutions has to be reduced by 50% when calculated (see appendix 

3). When calculating inflows banks cannot double-count liquidity inflows and liquidity assets. 

Some banks may be allowed to calculate a higher inflow but it must be in compliance with 

their authorities and it must then be passed on to the European Banking Authority.  

 

For the banks to be able to calculate assets as unencumbered and high-quality they have to 

fulfil several criteria which are stated in Article 404 and Article 405 in the CRD IV (see 

appendix 4). The assets can be cash or deposits which are held by central banks and can be 

withdrawn in stressed periods.  It can also be assets that are transferable and which are of 

extremely or high liquidity and credit quality. Claims and guarantees held by banks towards a 

central government of a member state or a third country can also be counted to the liquidity 

buffer. The liquidity assets also have to meet conditions such as; they shall not be issued by 

the bank itself, price can be determined by an easy and public formula, listed on a recognised 

exchange and they are tradable on active outright sale. In the CRD IV there are also 

requirements on the portfolio of the liquidity assets. They have to be appropriately diversified, 

on any time during the next 30 days they will have to be available via outright sale and they 

have to be controlled by a liquidity management function. At least once a year a proportion of 

the liquidity assets have to be sold via outright sale. This is to ensure their usability, 

effectiveness for sale and access to the market. It is also to prevent a negative signalling 

during a period of stress. On the 31
st
 of December 2013, the European Banking Authorities 

shall report to the Commission an appropriate uniform definition of those assets that can be 

counted as high-qualitative liquid assets (Danes encouraged by CRD proposals in mortgage 

fight, 2011).  

 

When valuating the liquidity assets held by a bank it shall be valued at its market value 

according to article 406 in the CRD IV, though with appropriate haircuts reflecting measures 

typical in a time of general market stress (see appendix 5).  

 

As stated in Article 402 and Article 403 of the CRD IV, the banks will have to report their 

stock of high-qualitative assets every month to competent authorities (see appendix 6). Failure 

to meet the liquidity coverage ratio requirements will force the bank to implement a 

restoration plan to fulfil the requirements which will be submitted to competent authorities 

without delay. Until requirements are met the bank will be forced to report their progress at 

the end of each business day to competent authorities.    

 

3.4.3 The Net Stable Funding Ratio (NSFR) 

Banks might also be subject for a new requirement in liquidity called the Net Stable Funding 

Ratio. The European Commission will first have an observation period of the NSFR lasting 

until 2018. Then after reviewing the period banks operating within the EU may also have to 

comply with the NSFR (CRD IV, 2011). As mentioned by Schwerter (2011) the NSFR has 

been created to assure that banks have a minimum acceptable amount of stable funding in 

relation to their liquidity risk profile. The NSFR has a time horizon of one year and aims to 

limit over-reliance on short term wholesale funding during times of stressed periods.  The 
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ratio also aims to increase the assessment of liquidity risk and is hopefully giving banks the 

incentives for longer and more stable funding instead of short-term funding which can prove 

to be very insecure. The NSFR would require banks to match long-term liabilities with long-

term assets (Becker, 2011)     

 

3.4.4 Capital requirements 

Another of the new regulations that banks will have to comply to is the new capital 

requirements. Banks will be required to hold more capital and capital of a higher quality 

(CRD IV proposal clarify European Banking, 2011). The new requirements on capital are 

described in Article 87 in the CRD IV and are the following (see appendix 1); 

 A Common Equity Tier 1 capital ratio of 4.5 %. 

 A Tier 1 capital ratio of 6 %. 

 A total capital ratio of 8 %. 

As mentioned by Jaidev (2011) the new requirements are following the Basel III framework 

and banks are forced to hold these capital measures at all times. The ratios are expressed as a 

percentage of the total risk exposure amount, for details of how the total risk exposure amount 

shall be calculated see article 87 of the CRD IV (see appendix 1). Not only will banks be 

required to hold more capital there are also new regulations as what can be calculated as 

capital, in order to increase the quality of capital held. The European Banking Authority has 

proposed that by June 30
th

, 2012, banks operating within the EU should have a core Tier 1 

capital ratio of 9 %. (European Banking Authority, 2011 ) 

 

3.4.4.1  The Common Equity Tier 1  

The Common Equity Tier 1 capital has increased to 4.5 % in Basel III from 2% in Basel II. 

This is a more than double increase that banks will be forced to hold as capital. Banks in 

Europe will be required to raise billions of euros to meet the new capital requirements 

(McKinsey, 2010).  

 

In Article 24-27 in the CRD IV it is stated what should be calculated as Common Equity Tier 

1 capital and which criteria’s the capital will have to meet (see appendix 7). The Common 

Equity Tier 1 should consist of the following; 

 Capital instruments 

 Share premium accounts related to the capital instruments mentioned above 

 Retained earnings 

 Accumulated other comprehensive income 

 Other reserves 

 Funds for general banking risk 

 

For retained earnings banks may include year end profits which have not yet been confirmed. 

If banks include this into their Common Equity Tier 1 it must be with approval by competent 

authorities. The year end profit must also be estimated in accordance with the applicable 

accounting standards to make sure that profits have been evaluated correctly. For capital 

instruments to be counted as Common Equity Tier 1 there are numerous of regulations and 
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qualifications that must be met, which are described further in Article 25-27 in the CRD IV 

(see appendix 7). There are also some capital instruments which are issued by mutuals, 

cooperative societies or similar institutions that can be counted as Common Equity Tier 1. For 

these capital instruments to be counted as Common Equity Tier 1 they must meet criteria’s 

described in Article 25-27 in the CRD IV (see appendix 7). 

 

In Article 33-44 in the CRD IV it is described which items that should be deducted from the 

Common Equity Tier 1 (see appendix 8). These are the following items that banks will be 

forced to deduct; 

 Losses for the current financial year 

 Intangible assets 

 Deferred tax assets which rely on future profitability 

 Expected losses calculated using the Internal Ratings Based Approach 

 Defined pension fund assets of the institution 

 Holdings of common Equity Tier 1 that is hold direct or indirect by another institution 

 Holdings of the Common Equity Tier 1 instruments which have a mutual cross 

holding with a institution that the competent authorities suspects has been created for 

the purpose to increase falsely the own funds of the institution  

 The applicable amount of direct and indirect holdings by the institution of Common 

Equity Tier 1 of relevant entities where the institution does or does not have a 

significant investment in those entities. 

 Any tax charges that are foreseeable and related to Common Equity Tier 1 

 

To make sure all assets in Common Equity Tier 1 are prudent valued they must be calculated 

according to certain regulations, as described in Article 100 in the CRD IV (see appendix 9). 

The European Banking Authority has been given the task to create and publish a list of all 

capital instruments that can be calculated as Common Equity Tier 1. This list shall be finished 

by the 1
st
 of January 2013. If items in the Common Equity Tier 1 fail to live up to those 

criteria’s described in article 25-27 they will cease to be counted as Common Equity Tier 1, 

together with the share premium accounts which are related to those instruments. To ensure 

that the banking sector will be able to meet the new capital requirements there will be a phase 

in period. By 2013, the minimum capital ratio for Common Equity Tier 1 shall be 3.5 %, and 

by 2014 banks should meet the requirement of 4.0 %. By 2015, the full implementation shall 

have been reach and banks should hold a minimum capital of Common Equity Tier 1 with 4.5 

% (Avantage, 2011). 

 

3.4.4.2  The additional Tier 1 capital  

The additional Tier 1 capital has also been subject for tighter regulations. It is stated in Article 

48 of the CRD IV that the Additional Tier 1 capital shall consist of (see appendix 10); 

 Capital instruments 

 The share premium accounts related to the capital instruments mentioned above 

For an item to be calculated as capital instruments belonging to the Additional Tier 1 Capital 

the capital instruments must fulfil numerous of criteria’s which are described in Article 49 in 
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the CRD IV (see appendix 11). By the 1
st
 of January 2013, the European Banking Authority 

shall submit a regulatory draft with technical standards for the Additional Tier 1 Capital to the 

European Commission. The deductions from the Additional Tier 1 Capital are lesser than 

those from the Common Equity Tier 1 but most are of similar character, which is described in 

Article 53-57 in the CRD IV (see appendix 12). If an item fails to meet the criteria’s it will 

cease to be counted as Additional Tier 1 as well as the items related to shared premium 

accounts.  

 

To ensure that the banking sector will be able to meet the new capital requirements there will 

be a phase in period. By 2013 the minimum capital for Tier 1 ratio shall be 4.5 %, and by 

2015 the full implementation shall have been reached and banks should hold a minimum 

capital of Tier 1 with 6 %. The phase in period is described in Article 448 in the CRD IV (see 

appendix 13). 

 

3.4.4.3  The Tier 2 capital  

This Tier 2 capital shall consist of the following which are described in Article 59 of the CRD 

IV (see appendix 14); 

 Capital instruments 

 The share premium accounts related to the capital instruments mentioned above 

 General credit risk adjustment, for those institutions that calculates risk-weighted 

exposure amount according to the CRD IV rules. Gross of tax effects of up to 1,25 % 

of risk weighted exposure, also has to be calculated according to CRD IV principles.  

 Positive amounts, for institutions calculating risk weighted exposure amounts 

according to Chapter 3, Title II in the CRD IV. Gross of tax effects up to 0,6% of risk 

weighted exposure amount calculated according with chapter 3, title II of part 3 in the 

CRD IV.  

 

For an instrument to be counted as capital instrument in the Tier 2 capital it must fulfil 

numerous of criteria’s described in Article 60 in the CRD IV (see appendix 15). The 

deductions from Tier 2 are similar to those in Tier 1, for a detailed list se Article 63-67 in the 

CRD IV (see appendix 16). If an item does not fulfil the criteria’s for Tier 2 it will cease to 

belong to Tier 2 capital along with its related shared premium account.  

 

Banks will be forced to hold a total capital ratio of 8 % at all times. There will be no phase in 

period for this ratio. At all times shall they hold own funds (Tier 1 plus Tier 2) at 8 %, starting 

the 1
st
 of January 2013. Banks must at least two times per year report that they are following 

the new capital requirements to competent authorities.  

 

3.4.5 Leverage ratio 

Another new regulation that banks will have to comply to is the leverage ratio. The CRD IV 

proposes the leverage ratio in line with the Basel III framework. As stated in Article 416 in 

the CRD IV, the leverage ratio should be calculated as a percentage and is the banks Tier 1 

capital divided by the banks total exposure measure or the asset measure (see appendix 17). 

When calculating the leverage ratio banks shall add the average monthly leverage ratio and 
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then calculate it on a quarterly basis. As stated by Standard and Poor’s (2010) the leverage 

ratio has been developed by Basel Committee on Banking Supervision (BCBS) in order to 

create a globally consistent and common regulatory measurement. By introducing a leverage 

ratio that will be consistent all over the world it will be easier to identify those who fall short 

of the recommended measures. This will increase transparency into the banking sector and 

also make it easier for investors to assess financial institutions exposure to risk. The leverage 

ratio is intended to capture both on-balance sheet and off-balance sheet exposures. By 

introducing the leverage ratio it will put more pressure on banks on disclosure and increase 

transparency into the whole banking sector. The BCBS has not settled for a final minimum 

leverage ratio but the proposed one at the moment is at 3% (Jaradat and Motocu, 2010).  

 

The leverage ratio won’t be a binding measure for banks at the beginning but banks will still 

have to report their leverage ratio starting in 2013, the reporting requirements is stated in 

Article 417 in the CRD IV (see appendix 18). In 2018, if the leverage ratio is effective it will 

then be required to be fully implemented by banks. The leverage ratio will serve as a purpose 

to limit the build up of leverage in the banking sector. It shall serve as a help to avoid 

destabilising deleveraging processes which can damage the broader financial system and the 

economy. The leverage ratio also aims to reinforce the risk based requirements with a simple, 

non-risk based backstop measure (Perspective on Basel III, 2010).  

 

3.4.6 Capital Conservation Buffer 

As stated by Monroe (2010) in addition to the new regulations for the minimum amount of 

Common Equity Tier 1, banks will also be required to hold a Capital Conservation Buffer. 

Banks will be required to maintain a Capital Conservation Buffer of Common Equity Tier 1 

capital, equivalent to 2.5%. This means that banks will be required at all times to hold capital 

of common equity at 7%, which is a more than a triple increase compared to former 

requirements, which were 2%. To make sure banks will be able to reach the new Capital 

Conservation Buffer there will be a phase in period. At 2016, banks shall hold a Capital 

Conservation Buffer of 0,625%, then it will consistently increase each year and by 2019 the 

Capital Conservation Buffer shall be fully implemented (Avantage, 2010). If banks wont be 

able to meet these requirements of 7% when reaching full implementation banks will be 

subject to stringent restrictions on their distribution. According to Article 132 in the CRD IV 

Directive, when a bank fails to meet their Combined Buffer requirement they will have to 

submit a capital conservation plan to competent authorities within 5 working days (see 

appendix 19).  

 

3.4.7 Single Rule Book 

As mentioned by El-Agraa (2007) the integration of the financial market in the EU is of great 

importance. Reports have shown that the EU´s benefit with a fully integrated market would be 

substantial, e.g. the Cecchini report written in 1988. Economic growth would increase with a 

fully integrated market and there are several sectors where economic performance would 

increase. Acquiring a common regulation for financial services would contribute to the 

opening up of the financial market in Europe (El-Agraa, 2007). As stated by Linklaters (2011) 
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the European Commission is striving for creating a single rule book for the EU´s single 

market for financial institutions.  

 

Since today’s banking legislations is based upon a directive there have been opportunities for 

national divergences and regulatory loopholes have been created, which has lead to a distorted 

competition within the Single Market (European Commission, 2011b). Therefore, it is 

important that the single rule book will be based upon a regulation that can deal with these 

issues and is directly applicable (European Commission, 2011a). As of this, the single rule 

book has been presented in the regulative part of the CRD IV legislative package (European 

Commission, 2011b). It will seek establishment with help from different types of 

measurements, e.g. reviewed capital and a higher liquidity ratio (Hybrids feel the heat as EC 

seeks CRD IV feedback, 2010).  

 

According to Padoa-Schioppa (2007) a single European rule book for financial institutions 

means a more equal treatment across the EU and the removal of arbitrage possibilities 

between nations. As mentioned by Jose Manuel Gonzalez-Paramo (2010) it will give the EU 

competitive advantage with its more accurate allocation of capital and financial resources. In 

a press release made by the European Commission (2011b) they stated that the single rule 

book will harmonize the EU’s banking sector with rules that all member states must apply. 

Jose Manuel Gonzalez-Paramo (2010) discusses that one of the key factors in why an 

integrated financial sector is so important is risk sharing. With a more resilient and transparent 

financial system the risk of absorbing losses or defaults is dispersed across member states, 

making it a harder for crises to occur. The European Banking Authority (2011) states that a 

single rule book for the EU´s financial markets is essential for creating maximum 

harmonization and achieving a functioning internal market but in a position paper written by 

European Savings Banks Group (2011) it is discussed that the EU should allow some national 

laws and options to be preserved due to the diversity in the local markets, especially in the 

European mortgage market.  

 

According to Thornhill (2008) the CRD IV and the single rule book will not only help the 

financial sector within the EU but also aid in the mission against global challenges. A single 

rule book is truly important because the EU is the largest trading bloc in the world and has 

vital influence in other areas of the world; with EU leading the way, others might follow. If 

the single rule book’s objective is achieved then other regions across the world can also make 

this possible.  
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4. Empirical method 

 

 

This chapter contains the empirical method. In the beginning this chapter discuss the 

research design and strategy and is followed by the time horizon, data collection, sample 

selection, operationalization, reliability, validity and finally generalizability.  

 

 
4.1  Research design and strategy 

To find out the research purpose Saunders et al. (2009) states that the research designs and 

strategy first must be understood and chosen. There are three different methods that are used 

to find out the research design; exploratory, descriptive and explanatory. The first one is the 

exploratory, which is used to explore the specific nature of a problem or find new insights to 

it. The advantage with an exploratory research is that it is flexible and adaptable. As the 

second research design, the descriptive method aims to describe situations, persons or events. 

The third and last research design is the explanatory one. This method studies a situation or a 

problem and explains the relationships between variables and how the correlate to each other. 

This is done with help of statistical tests on quantitative data (Eriksson and Wiedersheim-

Paul, 2006).  

 

There is previous research on the subject of the CRD IV and the affect on financial 

institutions but this dissertation will also consider the country´s unique characteristics of their 

financial markets. It will contribute with new insights in how national divergences in Sweden, 

Denmark and Germany’s financial markets can affect their ability to implement the new 

regulations. Therefore, the exploratory research design is appropriate.  

 

The research strategy is equally important as the research design. According to Saunders et al. 

(2009) there are seven different strategies to choose from; experiment, survey, case study, 

action research, grounded theory, ethnography and archival research. The choice between 

these research strategies depends totally on how you best want to answer your research 

question. None of these strategies is better than the other so the decision should be made to 

meet the author’s objectives.  

 

This dissertation will use a case study as research strategy. As Saunders et al. (2009) mentions 

it is not the label of the strategy that is important but the ability of it to answer your research 

question. The case study is the best strategy for us to get the relevant information. This 

dissertation aims to provide the reader with a more in-depth understanding of the CRD IV and 

the importance of also considering national divergences in financial markets when talking 

about cross border regulations and a single rule book. This dissertation presents Sweden, 

Denmark and Germany’s financial markets as well as the major regulations in the CRD IV. 

From a case study perspective this dissertation has a small group of participants and also a 

focus on the new regulations, which together will bring new insight to the reader. 
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4.2  Time horizon 

When looking at the time horizon whilst conducting a research there are two dimensions; the 

cross-sectional and longitudinal. The cross-sectional dimension is when you want to study a 

special phenomenon at a particular time. When using cross-sectional studies the most 

common approach is to use surveys or qualitative methods. The longitudinal study aims at 

study change and development over a period of time. Due to the research of change or 

development it is most commonly used in social research, which is more time-consuming. 

When you want to study relationships between variables and search for causal links between 

them this is the more appropriate study (Saunders et al., 2009).  

 

This dissertation is using the cross-sectional time horizon. The CRD IV is under constant 

pressure to change from different countries and national financial markets might also be 

restructured when the new regulations are coming into force. Therefore, at the time of writing 

this dissertation it provides a “snapshot” of the current situation. Regulations and definitions 

might, and some are even more likely, to change with time. 

 

4.3 Data collection 

An important part when collecting data is to have your research question and the objective for 

the study in mind. According to Saunders et al. (2009) there are two different types of data 

that can be collected to your research; primary data and secondary data. The primary data is 

new data that you collect from a source and secondary data is already existing data that has 

been collected in the past and reanalysed. The primary data is usually collected by 

observations, interviews and questionnaires, while the secondary data has three 

subcategorises; documentary, survey based and multi source based data.  

 

Due to the fact that the subject of this dissertation is relative new and in some situations 

confidential, the collection of secondary data together with primary data has been crucial for 

our research. The secondary data in this dissertation has consisted of press releases, financial 

statements and annual reports from our respondents. It has also been collected from our 

respondent’s websites as well as reports from McKinsey, Ernst & Young, Avantage, 

Linklaters and European regulatory bodies.  

 

The primary data has been collected from our respondents in Sweden, Denmark and Germany 

first through a semi-structured questionnaire and then through more in-depth mail 

conversations with follow up questions. The respondents have requested to be anonymous but 

their positions are the following;  

 Senior Adviser, Public Affairs 

 Head of Department, Investor Relations 

 Office of the Board, Investor Relations 

Since our respondents have qualified positions within their organisations and gave us 

comprehensive answers we assume that they have a good insight in our questions and can 

represent their entire bank. By using follow up questions it gives the authors the opportunity 

to follow up in areas which are considered lacking in information as well as getting a more in-
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depth understanding in certain areas that were necessary to develop. The information from our 

respondents together with the secondary data that they referred us to contains the research 

material that have been used in this dissertation. As mentioned above this subject is in some 

part confidential, which is very understandable due to its nature and current value. Because of 

this there won’t be any references to the secondary data since this would give away our 

sources. 

 

4.4 Sample collection 

When doing your research the most common way to conduct it is through sampling. If you 

have the ability to study and analyze all the members in the chosen population it is called 

census, but this might not be possible due to the constraints of time, access and money 

(Saunders et al., 2009). Have in mind that in this case, population, does not refer to people. In 

this dissertation the population is the banks that operate within Sweden, Denmark or 

Germany. According to Henry (1990) it might be more appropriate to use the sampling 

approach because the research will probably have more detailed information and a more 

accurate analysis if doing so.  

 

There are many different ways to conduct your sampling. These starts by being categorised 

into two categories: probability samples and non-probability samples (Bryman and Bell, 

2007). The probability sample is when the samples are randomly selected. These randomly 

selected samples can be divided in types of probability sampling: simple random, systematic, 

stratified random, cluster and multi-stage cluster sampling. Non-probability samples can also 

be divided into types, such as, quota, purposive, snowball, self-selection and convenience 

sampling (Saunders et al., 2009).  

 

To this dissertation we use one sampling framework from the non-probability sampling 

techniques. Our sample in this dissertation is financial institutions that are operating in 

Sweden, Denmark or Germany. We used the self-selection sampling where we asked 25 

financial institutions in these countries to take part in our research. With the self-selection 

sampling we allow the respondent to identify their interest to be a part of our research. Out of 

our sample of 25 financial institutions we chose the 3 that gave us the most comprehensive 

and relevant answers to our research.  

 

4.5  Operationalization 

As an initial approach to our respondents we sent out a questionnaire containing topics that 

are based on our previous research in the literature review. Due to the fact that this research 

does not use hypothesis we will not present the variables as independent or dependent. When 

conducting the operationalization we give a clear understanding of what knowledge our 

questionnaire wants to attain (Saunders et al., 2009). Based on the answers that we were given 

we started a mail conversation where we had the opportunity to ask follow up questions.  

 

4.5.1  The Liquidity Coverage Ratio (LCR) 

The questions in the questionnaire about the Liquidity Coverage Ratio will cover if the 

respondents will have any difficulties to reach the implementation target. The LCR means that 
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banks have to be able to turn high-quality assets into liquidity in order to withstand a stress 

period of 30 days. Our questions, regarding banks in Sweden, Denmark and Germany, are 

looking at whether the LCR will force up costs and, if so, if the services for customers will 

increase in price and what those increases would be?  

 

4.5.2  The Net Stable Funding Ratio (NSFR) 

The Net Stable Funding Ratio concerns about long-term stable funding to be able to meet the 

disruptions in the market with the time horizon of a year. Our respondents will be asked if the 

NSFR will decrease their availability of credit and if the NSFR comes into legislation, will it 

cause any problems for them to fund their wholesale corporate lending.  

 

4.5.3  Capital Requirements 

Capital requirements are discussing how much capital a bank with the CRD IV 

implementations should hold and what accounts as capital. The respondents are asked if they 

have been subject to any deductions of their capital and if that is the case, what kind of 

capital? They are also asked about what capital they are putting away in order to meet the new 

capital requirements. There have been discussions about whether nations should be able to set 

their own minimum and maximum capital standards. Our respondents in Sweden, Denmark 

and Germany are asked to state if they agree with this proposition or not.  

 

4.5.4 The Leverage Ratio 

The leverage ratio usually measures total debt to total equity and helps the bank to assess the 

risk associated with different assets. Because the leverage ratio has not been implemented yet, 

it is currently at 3 %, our questions to the respondents did not concern how much their 

leverage ratio would be. Instead we asked the respondents their opinions about the discloser 

of the leverage ratio. If the leverage ratio is revealed this could lead to the exposure of more 

risky assets and have a negative impact on potential investors. Therefore, the questions in the 

questionnaire are regarding what areas that might not be suitable to disclose for the 

respondents and if this discloser will help restore the investors’ confidence in the banks.  

 

4.5.5  Single Rule Book 

A single rule book is an idea by the European Commission to achieve a level playing field 

within the EU for the banking sector. With a single rule book the national divergences will 

decrease and banks can more easily expand across borders. Also with a single rule book for 

the Single Market its competitiveness will increase in the global aspect and this will attract 

more investors. One of the fundamental ideas of the CRD IV is to achieve a single rule book 

with the new regulations and directives. The questions to our respondents will include if they 

think that the single rule book will make it easier for banks to expand in Europe or if they 

think that the diversity between member states is too complex.  

 

4.6 Reliability 

Reliability refers to the relationship between the data collection techniques and the 

consistency of the findings. According to Robson (2002) there are four threats to reliability. 

The first threat is subject to participant error, which refers to at what time the research is 
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done. If the research is done at different times, the respondent might be in a different mood 

than before and cause a change in the answers given to the researcher. Therefore, a “neutral” 

time should be chosen where the respondent’s mood is not affecting the interview. The second 

threat is subject or participant bias. This happens when the respondent think that they have to 

answer in a certain way to avoid problems with their bosses. This is especially common in an 

authoritarian management style or when the employment of the respondent is insecure. An 

example of avoiding this problem is to ensure the respondents anonymity. The third threat 

deals with observer errors. When various observers or interviewers conduct the data 

collection through, for example, interviews, they can have different impacts on the way of 

conducting the interview. This can reduce the reliability of the data collection through the 

perception that the respondent is given from the observer. However, this problem can be 

reduced if a good structure is introduced to the interview schedule or if there is only one 

observer conducting the interview. The fourth and final threat is observer bias. This deals 

with how the observers interpret the replies; which can result in different conclusions. To 

reduce this threat trained observers can be used (Robson, 2002; Saunders et al., 2009).  

 

Another view of measuring reliability is made by Bryman and Bell (2007). In their case, 

reliability is determined by three factors: stability, internal reliability and inter-observer 

consistency. Stability is concerned with if the research can be replicated and if this new study 

will show the same result as the previous one. Internal reliability examines if the variables 

that are used in the study measures the same thing as before. Inter-observer consistency can 

be described as above by Robson (2002) threat entitled observer bias; has to do with the 

various observers that conduct the data collection (Bryman and Bell, 2007). 

 

When analyzing the answers of the questionnaires we cooperatively discussed the answers 

and put together the results together, which increases the reliability. A problem with 

interviews and questionnaires is the sensitive information; an issue that can be reduced by the 

use of anonymity. When the respondents are anonymous they are more likely to answer 

questions with sensitive information that regard their company. In this dissertation anonymity 

is considered to increase the reliability and in hope to acquire sensitive information. Although, 

it still might be the case that they don’t want to appear to have negative effects from the CRD 

IV implementation. When analysing our respondent’s answers it is also important to consider 

the fact that the CRD IV will reduce financial institutions profit; more regulation and higher 

capital requirements will decrease the bank’s ability to lend out money and thereby decrease 

their profits. Due to the negative impact that the CRD IV has on our respondents, they 

probably already have a negative view on the implementation process, which can affect the 

reliability of the research. The secondary data that we have collected is published press 

releases, financial statements, annual reports and organisations websites, which all are 

considered highly reliable. In consideration to Robson (2002) his threats to this dissertation 

does not show much vulnerability and to Bryman and Bell (2007) factors, the reliability is 

considered to have good consistency.  
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4.7  Validity 

Validity measures if the research variables are measuring the correct concept. If the study has 

a low validity it might lack in relevance to the research area. Validity can be divided into 

several different types: one of them is external validity, which looks as if the study can be 

generalized. The next one is internal validity. This one is concerned about how the different 

relationships between the researched variables can be drawn into conclusions. Another type is 

measurement validity, which investigates if the research really is measuring what it is 

supposed to measure (Bryman and Bell, 2007).  

 

Especially when using a questionnaire it is important that the correct measures are being 

measured. When using a questionnaire there are three different types of validity: content 

validity, criterion-related validity and construct validity. The content validity concerns 

whether the questionnaire questions are enough to cover the research question. The criterion-

related validity deals with the possibility to make accurate predictions from your questions. 

The last type is construct validity, which refers to if the questions are measuring what they are 

intended to (Saunders et al., 2009).  

 

This dissertation is difficult to generalize so the external validity is very low while the internal 

validity is relative high. The questionnaire together with the mail conversation with our 

respondents and the secondary data can be drawn into conclusions about the national 

divergences in Sweden, Denmark and Germany’s financial markets. Since our questionnaire 

was an initial approach to our respondents and to give an understanding of their relationship 

to the CRD IV regulations it does not have a very high content validity. Our questionnaire 

alone is not enough to answer our research questions but together with our mail conversation 

and secondary data we are able to provide an answer and conclusion.  

 

4.8 Generalizability 

According to Saunders et al., (2009) generalizability illustrates if the research is possible to 

apply to other research settings, such as a large group of similar organisations. It is also 

referred to as external validity. When generalizing the result it is important to consider the 

sampling frameworks that have been chosen. A study cannot generalize outside its chosen 

population. Another factor that impacts this is the sample size. If you have a bigger sample, 

the generalizability is more likely to be applicable.  

 

This dissertation is hard to generalize since our respondents are so few and the population that 

we have chosen are so vast. Due to the difference in financial institutions in Sweden, 

Denmark and Germany such as; size, the amount of offices and investments, this research 

cannot be generalised. The size of the banks makes the presumptions for them different when 

dealing with the implementation of the CRD IV package; some might have a large capital 

reserve or several assets while others might only have a limited capital and assets that are vital 

for their survival. Another factor that influences this study and the generalization is the 

sovereign debt crises currently occurring in the European Union, which has had a big effect 

on different financial institutions and their capital.  
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5. Empirical Findings 

 

 

This chapter includes the empirical findings that have been collected for the research. It has 

been divided into sections with each section representing one of our respondents. Here the 

empirical findings are presented, based on quotes from our respondent’s answers in the 

questionnaire and from our mail conversations with them.  

 

 

5.1  Introduction 

The respondents in this dissertation are operating in Sweden, Denmark and Germany. They 

have all requested to be anonymous but the titles of our respondents is; Senior Adviser at 

Public Affairs, Head of Department at Investor relations and Office of the Board at Investor 

Relations. Our results will be presented with different sections for each respondent. As 

mentioned earlier the results will be concluded from both our questionaries’ together with our 

mail conversation and secondary data deriving from press releases and reports. 

 

5.2     Sweden 

Based on our contact with the Swedish respondent the LCR won’t prove any difficulty for 

them to reach. Since several years when the recognition of the importance of stable liquidity 

funding surfaced, the Swedish respondent has made preparing arrangements to ensure a stable 

liquidity funding. They have developed a centralised treasury function with overall 

responsibility for all funding and liquidity management. With many years of effort to reduce 

risk of liquidity the Swedish respondent now has a LCR of 196 %, which is almost twice as 

much required by the CRD IV. Our Swedish respondent stated that; 

 

 “No, the LCR is by no means proving any difficulty for us. We are with a very high 

margin compliant already (196% at year-end 2011) and also in our main currencies, 

we are compliant with a very wide margin.”  

 

Our Swedish respondent has also managed to create a much diversified liquidity reserve 

which is continuously changing to reflect the market. The bank in question has been ranked as 

having a very low credit risk in the funding market, cost of insuring a credit risk is one of the 

lowest in the Swedish bank among the other European banks. In the year end of 2011, the 

Swedish respondent had a liquidity reserve amounting to 700 billion SEK. When discussing 

the LCR our Swedish respondent also stated; 

 

“We have since several years very sophisticated systems to monitor and calculate all 

relevant data to make liquidity planning in our bank, this has not been forced by LCR 

but rather by our own prudency to always have a very conservative view on all risks in 

our bank, including liquidity risk.” 
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When discussing the NSFR our Swedish respondent stated that; 

 

“The NSFR is not a very accurate measure, certainly not with the definitions we know 

today. It’s not possible, we think, to run a bank only using an NSFR measure.” 

 

If taking our Swedish respondents perspective it is not very likely that the NSFR will be 

enforced as it looks today. However, the bank has made other arrangements to ensure long 

term stable funding. For example, they have calculated their liquidity with following 

assumptions under a stressed market; 

 The bank cannot obtain funding in the financial market 

 A disappearance of 10 % of deposits from the public 

 The bank still continuous to perform its core activities, e.g. loans to households. 

 

Under these conditions our Swedish respondent would still have liquidity for more than two 

years. If the NSFR would be introduced as it looks today our Swedish respondent are only 

slightly under 100 % and will easy reach 100 % within one year. Further, the Swedish bank 

estimates that the NSFR would not in any way inhibit their ability for private lending as well 

as wholesale corporate lending. Our Swedish respondents comment about them being slightly 

under 100 % if measuring the NSFR were as following; 

 

“We can easily reach 100% within less than a year. 

 

In 2011, the Swedish respondent’s core Tier 1 capital ratio (Tier 1, Capital Conservation 

Buffer, Counter Cyclical Buffer) according to Basel II definitions was 16.1 %. When re-

calculating the Swedish respondent’s core Tier 1 capital ratio it is 14.6% according to the new 

capital requirements stated in Basel III and the CRD IV. Our Swedish respondent stated that; 

 

“We have a core Tier 1 capital ratio in Basel III terms of 14.6% so we are already 

well above all new requirements both from Basel III and from the Swedish proposed 

higher capital requirements.” 

They had to remove around 1.5 - 1.8% of capital in Tier 1 due to the stricter requirements. As 

we can see our Swedish respondent have good marginal compared to the proposed 

requirement of a core Tier 1 capital ratio by 9 %, in June 2012. The largest effect on the 

Swedish bank has been their deduction of the pension assets; these are no longer eligible as 

Tier 1 capital under the new regulations. Our Swedish respondent stated that; 

 

“When looking at deduction on capital, these are small for us but the largest is from 

deduction of pension assets in the Tier 1 capital.” 

 

The board of the bank in question has had an aim to have an above the minimum capital 

requirement of about 7-8 % in Basel II Tier 1 capital ratio. They will adjust these target for 

capital with the new regulations but it strongly suggest that they are more than prepared to 

face an increase in core Tier 1 Capital ratio reaching 9 % in June 2012. The Swedish 
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government has proposed higher capital requirements on systematic important banks 

operating in Sweden (Euroweek, 2011). Our respondent in Sweden is well prepared to meet 

these higher requirements in capital but they support the concept that across Europe the 

capital requirements must be fairly similar. Smaller differences can be justified but if to big it 

might result in movement of balance sheets to other countries with lower requirements.  

 

When discussing the leverage ratio our Swedish respondent states; 

 

“We think the leverage ratio is a big step in the wrong direction.” 

 

The leverage ratio requires banks to have more disclosure to the public. This is not something 

that our respondent bank in Sweden sees as a problem. However, they believe that the 

leverage ratio won’t help restore the confidence in financial institutions; on the contrary they 

believe that the leverage ratio promotes riskier assets and behavior. This is because the 

leverage ratio is not taking into account the various risk levels in banks. Banks with low risk 

assets are punished since the nominal volume of the balance sheet is the basis for calculating 

the ratio.  

 

Our respondent in Sweden is in favor of a single rule book within the EU. It might help banks 

in Europe to operate and expand across borders. However, our Swedish respondent considers 

this to be a very difficult task to complete. For banks to expand in Europe other more 

important factors may have a bigger influence. Our Swedish respondent states that; 

 

“A Single Rule Book may facilitate expansion in Europe. However, our experience is 

that banking is very local and what really facilitates an international expansion is a 

deep knowledge of any local market you are expanding into.” 

 

5.3 Denmark 

From our respondent in Denmark we got similar results. They are also proving to have no 

difficulties reaching the LCR requirements. In Denmark they have introduced the LCR a 

while ago and they make monthly reports to the Danish financial authorities. The Danish 

respondent also states that in the future they will need more efficient automatically IT systems 

in the LCR reporting, since today it is done mostly by manual. Our Danish respondent state 

that; 

 

“In Denmark we already on a monthly basis report the LCR to the Danish FSA, so we 

are long the way. It will not demand further management functions, but such reporting 

is still done partly manual. In the future we will need some IT-development to get 

“cruising””.  

 

At the end of the first half of 2011, the Danish respondent had a liquidity ratio of 138%. At 

the same time they had a liquidity reserve amounting to 37.5 billion DKK. The liquidity 

reserve consists of assets that can be swift and efficiently turned into liquidity, following 
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Basel III guidelines. However, today the Danish respondent calculates their mortgage bonds 

and covered bonds to the liquidity reserve; this is not certain that they will be able to do under 

the new requirements. This might prove a problem when the final definitions are done but at 

the moment they have an excess coverage in respect of the LCR ratio. Our Danish respondent 

state that; 

 

“The cost for ------ depends on the definition of Level 1 assets. If Level 1 assets 

includes Covered Bonds, ------ is already in compliance with this. On the other hand – 

if only Government bonds are approved we will have to change our Treasury portfolio 

(liquidity reserve), which will cost us a loss in spread.” 

 

For the NSFR, the Danish respondent has the same problem as with their LCR. That is if they 

will be able to calculate their mortgage bonds and covered bonds to their liquidity reserve or 

if the new requirements will require them to have government bonds. If the European Banking 

Authority choses to let Danish banks calculate their mortgage and covered bonds as high 

quality liquidity, our Danish respondent also proves to have a large resistance to long term 

disruption in the market. Under a stress scenario where the bank is cut off from refinancing in 

the Interbank market as well as the market for commercial papers and European Medium 

Term Notes, it would still after a year have a liquidity reserve of 7.9 billion DKK. After a two 

year period the reserve would though be minus 8 billion DKK. The NSFR is developed to 

ensure stable funding over one year and we can see that our Danish respondent has this but as 

the NSFR looks today they are currently below 100%.  

 

As well as the Swedish respondent, the Danish respondent is also well prepared to meet the 

new capital requirements. During the EU stress test on banking resilience coordinated by the 

European Banking Authority our Danish respondent had a core Tier 1 capital ratio of 12.5 %. 

If and what deductions they have made from their capital was classified as confidential.  The 

Danish respondent considers it important that every member state have somewhat similar 

capital requirements, otherwise competition will be distorted. Our Danish respondent state 

that; 

 

“No! Nonconformity regarding level playing field will potentially increase distortion 

of competition amongst member countries.” 

 

In Denmark they already have disclosure of the information that will be required to be 

published by the leverage ratio. Our Danish respondent state that; 

 

“This is in line with the way the Danish FSA generally requests disclosure. It’s one or 

the other. Either you disclosure only the leverage ratio figure itself or you disclosure 

the figure and it’s decomposition/elements.” 

 

Our Danish respondent does not believe that the leverage ratio solely will restore confidence 

in the finance sector, but together with the other regulations in the CRD IV, they believe that 
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this will be a big step in the right direction and it will certainly sort out the well-capitalized 

institutions in the market. Our Danish respondent state that; 

 

“Not seen isolated. But together with all the new elements contained in the new 

regulation framework it is without any doubt the well-capitalized institutions that are 

left on the scene. So if confidence is correlated to compliance to the new regulation 

requirements, then investors must be happy. “ 

 

Similar to our Swedish respondent the Danish respondent does not believe that the single rule 

book itself will be of huge help for banks to expand in Europe. Of course it will ease the 

process but there are still important factors such as culture, entry barriers etc. Our Danish 

respondent state that; 

 

“Not necessarily; culture, entry barriers, understanding of foreign markets, etc. are 

still present even though it’s the same sets of rules that apply across the member 

states. But of course the implementation of the COREP reporting standards will ease 

this part of a potential expansion, which today is a challenge to Danish banks, that 

are not today reporting in compliance with the COREP standards.” 

 

Further, they believe that a single rule book and a level playing field must still allow some 

degree of flexibility in the regulations. For example, the Danish mortgage lending model is 

typically special and important in the Danish financial system; this is something that must be 

considered when tightening the regulations and requirement on capital and liquidity. Our 

Danish respondent state that; 

 

““Level playing field” has become a boss word. It is very evident, that the differences 

across the Atlantic Ocean are numerous in the perception of how to regulate the 

financial institutions. In Europe it has become clear that there exists significant 

differences in how the regulation has been implemented from the Basel 2 / CRD 3. An 

example is the Danish mortgage lending model. It’s a very important corner stone in 

the Danish financial system and it’s stabilising nature is important to be recognised in 

regards to the new regulation. This is an example of why level playing field must be 

with some degree of flexibility. Or else level playing field would become an 

unstabilising factor.” 

 

5.4 Germany 

Our respondent in Germany were unable to give a precise answer to most of our questions 

since they are in the middle of the process to evaluate the impact the liquidity requirements 

will have on them and therefore the information is confidential. Our German respondent 

stated that; 

 

“As you will see with my answers in the enquiry we are in process of evaluation. So at 

this stage we are not commenting many of your questions to the public” 
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However, they have stated that they have a sceptical approach to the liquidity requirements, 

the demand for the liquidity reserves are unrealistic and will inhibit a bank to perform their 

fundamental tasks. They have the same view of the NSFR.  

 

Our German respondent didn’t want to comment if and what kind of capital they have been 

forced to deduct due to the new requirements, they state that; 

 

“At this time the implications of CRD IV are not clear, so we don`t comment on that.” 

 

However, during the EU stress test on capital the bank had a core Tier 1 capital ratio of 8.64 

%. By the new European requirements this ratio should be 9 % in 2012. The bank in question 

had a shortfall in capital of 0.36 %, which equals to € 353 million. This shortfall must be 

addressed by the end of June 2012. The German respondent states that; “Retained earnings, 

adjustments in risk weighted assets” will be their main contributions to reach the new levels 

of capital required. Further, our German respondent does not support that countries should be 

able to set higher standards than what is stated in the CRD IV regarding the capital 

requirements.  

 

Regarding the leverage ratio, the German respondent didn’t make a statement or comment in 

the primary data. What they did state was that they don’t believe that the leverage ratio will be 

any major contribution in restoring investors’ confidence in financial institutions. Although, 

the research of secondary data generalized that the German market for the banking sector has 

a high leverage ratio because it’s large volume of assets. Due to the gap between the risk-

weighted capital ratio and the leverage ratio the German banks may be more exposed to 

unexpected shocks (Schmielewski, 2012).  

 

Our German respondent believes that the single rule book can contribute and make it easier 

for banks to expand within the EU. However, they further state that in order for EU to achieve 

a single rule book it will take much effort. Our German respondent states that; “can be 

achieved but with much effort.” 
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6. Analysis 

 

 

The sixth chapter contains the analysis of the empirical data that has been collected from 

primary and secondary data. This chapter is also divided into parts, similar to the fifth 

chapter to easily draw an analysis of the findings. It is also using the E-S-P paradigm as a 

model for the analysis. 

 

 

6.1 Introduction 

In the analysis the model from the literature review will be used as a framework. The analysis 

will use the E-S-P paradigm for each of our respondent’s country where we will analyse its 

environment of the nation, its system of government and its policies together with our 

empirical findings. Our research question will also be presented in the beginning so that we 

can have an analysis of our respondent’s national financial markets and a short answer in the 

end.  

 

 How do differences in our respondent’s national financial markets affect their ability 

to implement the Capital Requirement Directive IV?  

 

6.2  Sweden 

As mentioned in the E-S-P paradigm in the literature review Sweden has a unique financial 

market. The financial market in Sweden is considered to be vulnerable mainly due to the 

concentration of the Swedish banks, their assets in relation to the Swedish GDP being the 

third largest banking system in Europe and the fact that the major banks in Sweden are 

depended on currency borrowing and are operating at a large scale with international lending. 

When analyzing the environment of the nation dimension in the E-S-P paradigm together with 

the research collected from our Swedish respondent we can see that even though the Swedish 

banking sector is considered to be vulnerable our Swedish respondent are well capitalized and 

well prepared to meet the new regulations. The Swedish government is even pushing for 

higher capital requirements for Swedish banks and our respondent are fulfilling these 

requirements as well.  

 

Sweden’s vulnerability in the banking sector has most likely contributed to their well-

prepared state. Our Swedish respondent has probably been experiencing pressure from its 

government to maintain safety buffers when it comes to liquidity and capital. When analyzing 

our literature review with the research we draw the conclusion that the environment of the 

Swedish banking sector has helped prepare the financial institutions in Sweden for the new 

regulations that are about to be put in place. Since our respondent is one of the four major 

banks in Sweden they have most likely had an indirect expectation of being able to handle 

stress periods when it comes to both liquidity and capital. The fact that the Swedish 

government is pushing for higher capital requirements than stated in the CRD IV has most 

likely put pressure on our respondent to maintain adequate buffers. The exposed position of 
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the Swedish major banks due to the unique characteristics of the Swedish banking sector 

together with the Swedish government attitudes towards higher capital requirements has 

probably had a huge impact on our respondent and them being well prepared to face the new 

regulations. And some of course have originated from their own prudency as stated by 

themselves in the empirical findings. It can also be analyzed that because of the few larger 

banks that operates in Sweden, the government has proposed higher capital requirements to 

lower the risk among these banks. With a fewer number of banks the possibility of other 

banks being influenced by a first bank that has been exposed to risk increases significantly.  

 

To answer our research question our Swedish respondent’s ability to implement the CRD IV 

has been improved thanks to Sweden’s characteristics in their financial market. 

 

6.3  Denmark 

The first point in the E-S-P paradigm is the environment of the nation and as stated before in 

the literature review the Danish financial market is stable and healthy. It is ranked among the 

top places in the world and has a strong foundation with several wealthy financial institutions. 

Although, the Danish market has lost a few banks after the financial crisis they have been less 

affected by the consequences compared to other countries. If you look at the Danish financial 

market and its characteristics it is the mortgage model that is unique. It has proven to be 

successful to Denmark for over 200 years and is being copied by other countries that want to 

build a stable mortgage market. However, due to the new CRD IV regulations it might cause a 

problem. The Danish financial market is well prepared for the CRD IV regulations in most 

aspects but the LCR and NSFR might be problematic to their unique mortgage model. At the 

moment, their mortgage model is based upon a balance principle that allows mortgage banks 

to minimize their risk because of their equal cash flow but now, with the LCR and NSFR, the 

European Commission wants the financial institutions to be able to convert high-quality assets 

into liquidity to withstand stress periods but since the mortgage banks does not have any cash, 

because they are at an equilibrium, they might have to change the balance principle, which 

will alter their mortgage market.  

 

Another problem is the question of what accounts as high-quality assets. At the moment, the 

Danish government counts mortgage bonds and coverage bonds as high-quality assets but in 

the new CRD IV regulations they might not be accountable as high-quality assets. Covered 

bonds and government bonds are seen as equal liquidity in times of market stress. The new 

CRD IV regulations might state that only government bonds are of high-quality. This is an 

issue because the Danish mortgage market uses mortgage bonds and coverage bonds to 

refinance their current loans on their property. If the new regulations with only government 

bonds as high-quality assets are enforced, the Danish mortgage banks have to use more 

government bonds in their loaning process and this changes the entire dynamic to the unique 

characteristics of their market. However, our Danish respondent has stated that they currently 

have reserves that will match the CRD IV regulations but only for a year.  

 

As we have seen in our empirical findings our Danish respondent has no problem with 

reaching the capital requirements or the disclosure of their leverage ratio. The Danish 
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respondent believes that the exposure of the leverage ratio will help sort out the well-

capitalized institutions in the market. This can be analyzed either as positive or negative, 

depending on the capital of your bank. Due to the fact that the Danish banks already is 

disclosing their leverage ratio investors might not consider the fact that their riskier assets are 

being exposed. However, when other banks are revealing their leverage ratio investors might 

judge their risky assets as something more negative because it hasn’t been shown before. In 

contrary to our Swedish respondent the Danish bank states that higher capital requirements for 

certain member states can lead to distortion of competition within the EU because it can lead 

to some financial markets being more attractive than others due to some being less risky. 

However, they also state that there should be some flexibility between member states due to 

their mortgage model. Also with the single rule book it might also be easier for the banks to 

expand into other member states and get the chance to not be required to respond to their own 

national financial markets characteristics but to have the possibility to restructure its 

organization to the home country’s financial market characteristics.  

 

To answer our research question on how the Danish divergences in their financial market is 

affecting their ability to implement the new CRD IV regulations we can state that their biggest 

difference to other member states is their mortgage market, which will be affected by the LCR 

and the NSFR.  This will make the implementation process more difficult due to their 

characteristics of their national financial market.  

 

6.4  Germany 

Our German respondent has been reluctant to give out much information but the general 

expression is that they are skeptical to the new regulations. They state that running a bank on 

the LCR and NSFR measures will inhibit a bank to perform their fundamental tasks. Further, 

they state that they do not wish any allowance for any other country to have higher capital 

requirements than those proposed in the CRD IV. This is opposite to our Swedish respondent 

but can depend on the fact that Germany has several larger banks and different banks with the 

three pillar bank system so that the risk is more dispersed. Among our three respondents the 

German banks was the only one who has failed the EU stress test on capital adequacy. When 

looking at the environment of the nation of Germany in the literature review they have an 

older three pillar banking system. This banking system has been under criticism for being 

inflexible and causing distortive effects. The three pillar banking system has also caused 

fragmentation in the banking sector and been blamed for problems such as weak 

capitalization. 

 

When analyzing the research on our German respondent together with the data in the E-S-P 

paradigm we can see that our German respondent are not as well prepared as our other two 

respondents to meet the new regulations. The characteristics of the German financial market 

with its out-of-date three pillar system are probably causing more problems for our German 

respondent to implement the CRD IV. It is probably more difficult for our German respondent 

to adapt to the new regulations much due to the environment in their banking sector and its 

inflexibility. The German government has also been blamed for using state guarantees which 

has resulted in negative effects in the banking sector. German regulatory has tried to lower the 
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capital requirement in the CRD IV and pushed for longer implementation horizon. When 

analyzing the empirical findings our German respondent states that they are in the middle of 

the process of evaluating the impact of the CRD IV. In contrast, the German government has 

tried to push for lower capital requirement, blaming it to hurt the financial stability and trying 

to prolong the implementation process. This makes us see a connection between the German 

respondent being behind our other two respondents in preparing for the new regulations and 

the characteristics of their banking sector and attitudes of their governance.  

 

To answer our research question our German respondent has more difficulties in their ability 

to implement the CRD IV due to their characteristics in their financial markets and their 

government. 
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7. Conclusion  

 

 

This is the seventh and last chapter of the dissertation and it includes a summary and 

conclusion of the research. It also shows a critical review of the dissertation, as well as 

practical implications and suggestions for future research.  

 

 

7.1  Summary of the Dissertation 

The purpose of this dissertation is to determine if differences in Sweden, Denmark and 

Germany’s financial markets have any effect on their ability to implement the Capital 

Requirement Directive IV. There have been previous research on the subject of the 

implementation process with the CRD IV in our respondent’s countries but this dissertation 

also regards the divergences in their national financial markets. The European Commission 

states that a single market needs a single rule book for the financial sector to prevent a future 

financial crisis. The CRD IV aims at creating a level playing field within the single market; to 

take away the distorted competition and to increase EU´s competitiveness against other 

trading blocs. This dissertation is using the model of the E-S-P paradigm to find research on 

our respondent’s financial markets. With the E-S-P paradigm we research the respondent’s 

environments of their nation, their system of government and the CRD IVs policies. The 

research revealed that the Swedish financial market is vulnerable because they have so few 

and large banks that are operating within Sweden. However, our respondent has no problems 

with meeting the new LCR and NSFR regulations as well as the disclosure of their leverage 

ratio. But due to the fact that Sweden has so few banks the Swedish regulatory has proposed 

to the European Commission to have a higher capital requirement so that they can set their 

own minimum level of capital. This would give our Swedish respondent a more secure 

liquidity base and they wouldn’t be so exposed to possible risks. The E-S-P paradigm showed 

that our Danish respondent was well prepared to meet the new regulations. They are ranked as 

the 10th strongest financial market in the world and have a healthy business environment. 

However, the Danish regulatory are currently struggling with the European Commission to 

account their mortgage bonds and coverage bonds as high-quality assets. Under the current 

policies, these bonds are accountable as high-quality assets and our Danish respondent are 

well prepared with their unique mortgage model but if the CRD IV implements as it are now 

it will only be government bonds that will be accountable as high-quality assets. This will 

distort the Danish mortgage market and create problems for the mortgage banks, which will 

have to hold more liquidity that will lead to the disruption of their balance principle. 

Therefore, the LCR and NSFR create problems for the Danish mortgage market because it 

states that Danish banks have to hold more liquidity short-term and long-term. They are 

already disclosing their leverage ratio and are agreeing with the current capital requirements. 

Our German respondent haven’t given us much answers or comments because they are 

currently evaluating the effects the CRD IV will have on their bank. Although, if we are 

discussing the environment of the nation they are less vulnerable than Sweden because they 

have more larger banks and are not as concentrated as the Swedish financial market, which 
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leads to the attraction of more foreign investments to the German financial market. However, 

the German financial market has had problems due to its three pillar banking system. It is an 

old system that other countries have chosen to restructure because of its inflexibility and 

distortive effects. The comments that we got from our respondents was that they think that the 

new regulations concerning liquidity will put too much pressure on the banks and this will 

prevent them from performing their fundamental tasks.  

 

7.2  Conclusion 

When analysing the differences in our respondents financial markets we have found that there 

are some profound differences regarding the Swedish, Danish and German markets. These 

differences and unique characteristics regarding each national market can either ease our 

respondent’s ability to implement the Capital Requirement Directive IV or make it more 

difficult. It is not only the characteristics of their national financial market that affects our 

respondent’s ability to implement the new regulations but the government as well.   

 

When analysing our research from our Swedish respondent together with the E-S-P paradigm 

we can see that they are well prepared to meet the new regulations and we conclude that the 

environment of the nation together with their government have had an significant influence. 

The fact that the Swedish four major banks are of such huge value to the Swedish economy 

and that the government in Sweden regard them in the same way it has probably pushed our 

Swedish respondent to behave in certain ways to make sure that adequate safety buffers are in 

place. Our Danish respondents do not experience the same concentration and vulnerability in 

the financial market as our Swedish respondent does. The Danish financial market is 

considered healthy and stable with rankings such as the 10
th

 strongest financial market in the 

world and possessing the 4
th

 largest capital market in relation the GDP. We have concluded 

that these characteristics in their financial market has had an influence in preparing them to 

the state they are today in facing the implementation of the CRD IV. In every regard to the 

new regulations our Danish respondent seems well prepared. However, as it looks with the 

current definitions the Danish financial market has some special characteristics that will cause 

problems for them in the implementation of the CRD IV. The Danish mortgage market is 

unique in the EU and might cause serious problems for our respondent if not changed. The 

Danish government is in debate with the European Commission that the CRD IV must allow 

some flexibility due to national divergences. The Danish financial market being well-

capitalized with a strong business environment and regulatory regime has most likely had 

influence in our Danish respondent and its healthy ability to implement the CRD IV. The one 

characteristic in the Danish financial market that might cause problem is the mortgage market. 

The German financial market is characterised by their three pillar banking system. When 

analysing the research from our respondent we have concluded that they are not as prepared 

as our Swedish and Danish respondent to meet the new regulations. This has most likely been 

influenced by their inflexibility and distortive effects of their banking system in the financial 

market. The German government has also been very sceptical with the whole CRD IV 

proposal which has most likely influenced our German respondent in a negative way 

regarding their ability to implement the new regulations.  
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7.3  Critical review 

We are well aware that to someone who is not familiar with our subject it might prove 

difficult to understand and associate with the reality of most of this text. We have tried to 

make it somewhat simple but it is difficult when it is such a large and complex subject. If we 

would try to explore and explain everything in more detail it would change the focus of our 

dissertation. Explaining the CRD IV already takes up a substantial part of our literature 

review and to do this in more detail would take too much space, time and resources. Therefore 

we acknowledge the fact that this dissertation might be difficult to understand without any 

prior insight into the subject. We also acknowledge that this dissertation is focusing on banks 

in Sweden, Denmark and Germany and does not consider the impact the CRD IV has on the 

society in these countries; the customers are of course also affected by the new regulations. 

However, to include this in our study would require another dimension to this dissertation. 

The research in this dissertation is based on three respondents and this makes it somewhat 

difficult to generalize. Although it provides useful insights, more respondents would increase 

this dissertations validity and reliability. 

 

7.4  Practical implications/Contribution 

The aim of this dissertation is to identify any major differences between our respondent’s 

financial markets that will affect their ability to implement the CRD IV. We believe that our 

research and conclusions regarding the Swedish, Danish and German financial markets 

provide some insight into the problems with national divergences when implementing the 

CRD IV as a single rule book. This dissertation contributes with an understanding of the 

divergences in Sweden, Denmark and Germany’s financial markets and how these 

divergences can either ease the process of implementing the new regulations or makes it more 

difficult.  

 

7.5  Future research 

We believe that there are a lot more research that can be done in this subject, especially in the 

near future when the confidential nature of banks strategies regarding the implementation of 

the new regulations will be revealed. The CRD IV will soon be implemented and then 

substantial further research can be made to see how banks respond to the new requirements. 

Someone with insider information or a contact within the financial sector could probably 

obtain a substantial larger portion of research in this subject. A lot more research can be 

conducted regarding the Danish financial market and their unique structure, especially the 

mortgage lending model. The Danish mortgage market will either have to be re-structured or 

the Danish government will successfully be able to convince the European Commission to 

take into consideration their mortgage market when finishing the definitions of the 

regulations. To follow this subject as it develops provides the basis for a lot of interesting 

future research. There is also potential for more in-depth future research into the German 

three pillar banking system and how this affects their ability to face current challenges. 

Future research can also be made on smaller banks that have a more limited capital and asset 

base. These are probably more exposed to the new regulations and therefore have a more 

difficult time to implement them. A customer-oriented approach can also be researched. It can 
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explore the issues that might arise for the customers of the financial institutions when the new 

CRD IV regulations will be implemented.  
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Appendix 19 Article 132, CRD IV 
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Interview Questionnaire 

 

Hi, 

 

My name is Kim Larsson Nyheim.  I am a Swedish student studying my last year in Lincoln 

in the United Kingdom. My brother, Robin Larsson Nyheim, and I are studying European 

business/economics and we are currently writing our dissertation about the new regulations 

that will follow with the new legislative package, the CRD IV.  Our research will be on how 

the new regulations will affect banks in Europe and their way of conducting business. We 

would really appreciate if you would take the time to answer some of our questions about how 

your bank will be affected and your opinions about the CRD IV. 

 

We will also connect our research about the CRD IV with the Single European Market and 

how the new regulations and a "single rule book" will affect Europe.  

 

We were not sure who to contact, so if you are not the right person could you please refer us 

to someone else. 

 

Please see the attached file for the questionnaire. 

 

Thank you for your time 

With best regards; 

Robin Larsson Nyheim and Kim Larsson Nyheim 

 

 

How will the new CRD IV affect you? 

 

Q1: Will the LCR prove any difficulties for you to reach? 

o Will the LCR force you to more expenditure (management functions, 

calculating inflows, outflows on a continuously basis?) 

 

 

o If the LCR are forcing your costs up, will your services to customer also 

increase in price?  

 

 

o What service prices would increase? 

 

 

Q2: Do you think the NSFR would decrease the availability of credit? 

 

 

Q3: If the NSFR comes into legislation, will this cause problem for you in funding your 

wholesale corporate lending? 
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Q4: Banks are facing much stricter regulations on their capital requirements. The new 

CRD IV includes Basel III which has deducted several items which are no longer eligible 

as capital. Have you been subject for any deductions in your capital and in that case, what 

kind of capital has been deducted?  

 

 

Q5: What kind of capital will you put away for the new higher capital requirements 

(including the Capital Conservation Buffer)? 

 

 

Q6: The CRD IV proposes a minimum and maximum standard of capital. The Vickers 

report wants higher capital requirements on UK banks. Do you support that every country 

should be able to set higher standards than which is stated in the CRD IV? 

 

 

Q7: What are your feelings towards the fact that you will be required to expose your 

leverage ratio? 

o The leverage ratio will demand a higher disclosure by banks, what are your 

feelings towards this? 

o Is there any particular “area” which you feel will not be suitable for full 

disclosure? 

o Do you believe that a leverage ratio will help restore investors’ confidence in 

financial institutions? 

 

 

Q8: Will a ”Single Rule Book” make it easier for banks to expand in Europe? 

 

 

Q9: Do you think having a “Single Rule Book” for Europe can be achieved or is there too 

much diversity within the financial sector between Member States? 

 

 

 

 

 

 

 

 

 

 

 

 


