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 Stricter capital requirements for 
Swedish banks – effects on the 
macroeconomy 

Finansinspektionen (the Swedish financial supervisory authority) has 

recently presented stricter capital requirements for Swedish banks. The 

main elements in the stricter requirements are an increase in the risk 

weight floor for Swedish mortgages and a countercyclical capital buffer. 

This article analyses on a general level the macroeconomic effects of the 

stricter capital requirements. The primary reason for the measures taken 

by Finansinspektionen is to increase resilience in the Swedish banking 

system. The measures are assessed as affecting lending rates, credit 

volumes and growth to a limited extent.  

On 8 May this year Finansinspektionen (FI) announced it would introduce 

stricter capital requirements for Swedish banks. In addition to the previously 

announced requirement of 12 per cent CET 1 capital in the major banks from 

January 201524, FI's announcement contains two main components: 

 the risk weight floor for Swedish mortgages will be raised from 15 

to 25 per cent 

 a countercyclical capital buffer will be introduced, and the buffer 

value will be set at 1 per cent25 

The increase in the risk weight floor to 25 per cent was announced by FI in 

November 2013, and the effects of this measure were thus taken into 

consideration prior to the monetary policy decision in December. The 

countercyclical capital buffer is a new macroprudential policy tool that FI can 

use in connection with the new capital adequacy regulations coming into 

force in August, and has therefore not been fully taken into consideration in 

previous monetary policy decisions. The components in the new capital 

adequacy requirements are illustrated in Figure A23. As an average for the 

major Swedish banks, the increase in the risk weight floor for mortgages from 

15 to 25 per cent corresponds to an additional CET 1 capital requirement of 

around 1 percentage point, while the countercyclical capital buffer accounts 

for a further approximately 0.5 of a percentage point.26  

The main purpose is to strengthen the banks' resilience 

Both the increase in the risk weight floor and the countercyclical capital 

buffer are examples of macroprudential policy measures, that is, measures 

                                                               
24 A press release in November 2011 by Finansinspektionen (FI), the Ministry of Finance and the Riksbank 
presented a proposal that the major Swedish banks should have a CET 1 capital ratio of at least 10 per cent 
with effect from January 2013 and at least 12 per cent with effect from January 2015. 
25 The announcement on 8 May did not provide any proposal for the buffer value, but FI later notified that 
they advocate 1 per cent. However, the Riksbank considers that the buffer should be set at 2.5 per cent. See 
the recommendation and article "The countercyclical capital buffer" in Financial Stability Report 2014:1, 
Sveriges riksbank. However, this article is based on FI's proposed level of 1 per cent. FI has notified that they 
will announce their final decision in September. 
26 The risk-weight floor for Swedish mortgages is being introduced as part of FI's total capital assessment 
under what is known as Pillar 2 of the capital adequacy regulations. The banks are subjected to an extra CET 1 
capital requirement in SEK that corresponds to an increase in the risk-weight floor for mortgages from 15 to 
25 per cent. However, the banks' reported risk-weighted assets are not affected by the risk-weight floor, as 
they are calculated within the framework of the regulations in Pillar 1. The risk-weight floor for Swedish 
mortgages thus entails an increase in the capital requirement in relation to the banks' risk-weighted assets. 
For a more detailed description of how the risk-weight floor for mortgages affects the capital requirements 
for the banks, see the article ”Minimum requirement for the banks' capital if risk weights for Swedish 
mortgage are raised" in Financial Stability Report 2013:2, Sveriges riksbank and ”Capital requirements for 
Swedish banks”, memorandum dated 8 May 2014, Finansinspektionen. The countercyclical buffer value of 1 
per cent refers to risk-weighted assets in Sweden. On average, the major banks have around 35 per cent of 
their total risk-weighted assets in Sweden, which means a CET 1 capital requirement from the buffer of around 
0.35 per cent. The figure 0.5 per cent includes an additional CET 1 capital requirement arising as a result of the 
risk weight floor for mortgages being taken into account when calculating the capital requirement ensuing 
from the buffer. See also the note to Figure A28.  

Figure A23. Requirement for core Tier 1 capital for 
major Swedish banks 
Per cent of risk-weighted assets, average 

Note. Other Pillar 2 requirements refer to Finansinspektionen's 
standard values. The new capital adequacy requirements mean 
that these other Pillar 2 requirements are to be covered by core 
Tier 1 capital to a greater degree than previously; this explains 
the larger blue square in the bar on the far right of the figure. For 
the risk-weight floors and the countercyclical buffer, the 
calculations refer to the weighted average for the four major 
banks. See footnote 24 regarding the press release from 
November 2011. 

Source: The Riksbank 
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aimed at reducing the systemic risks in the economy. 27 This can be done by 

increasing the resilience in the financial system and by dampening an overly 

strong growth in credit. 

The primary purpose of the new measures from FI is to increase the 

resilience of the Swedish banking system given the large build-up of debt 

among households over a long period of time. Higher capital requirements 

lead to an increase in the financial system's resilience to shocks, which 

reduces the probability of a financial crisis.28 For example, they reduce the risk 

of a sharp fall in Swedish housing prices developing into a banking crisis if 

the banks have more capital to absorb loan losses.  

Higher capital requirements can also lead to higher lending rates, 
reduced loan volumes and lower GDP 

The higher capital requirements can also have other effects on the 

macroeconomy in the form of higher lending rates, reduced lending volumes 

and lower GDP. The effects on lending to households can be regarded as a 

positive side-effect, as they can contribute to dampening household 

indebtedness, while the effects on GDP can be regarded as a negative side-

effect or cost. An analysis of the macroeconomic effects of the capital 

requirements includes several components.  

The first question concerns to what extent the banks' actual capital 

ratios are affected by the stricter requirements.29 The second question 

concerns the effects on the banks' lending and rate-setting assuming that 

they increase their capital ratios.30 The third question concerns how the 

macroeconomy is affected by the banks' changed behaviour. 

The three questions above can either be analysed in stages or together, 

using a macroeconomic model that contains capital ratios in the banks (see 

Figure A24).  

The Riksbank's earlier analyses of effects of capital requirements on the 
macroeconomy 

In 2010 and 2011 the Riksbank presented analyses of the effects of higher 

capital and liquidity requirements in connection with the introduction of 

Basel III.31 A preliminary analysis using data on the banks' balance sheets 

indicated that an increase of one percentage point in the capital ratios in the 

major banks would entail at most a 0.1 percentage point higher lending rate 

and a 2 per cent lower lending volume (see stages 1 and 2 in the upper half 

of Figure A24).32 The effects are based on the assumption that the banks will 

                                                               
27 FI says that the risk weight floor of 15 per cent was aimed at managing the fact that the banks' internal risk 
weights did not reflect the risk of loan losses, while the increase in the risk weight floor to 25 per cent is 
intended to manage the systemic risks arising from mortgages. See ”Capital requirements for Swedish banks”, 
memorandum dated 8 May 2014, and ”Stability in the financial system" (summary only in English), report 
dated 12 June 2014, Finansinspektionen. 
28 For an international study of the relationship between capital levels in banks and the probability of financial 
crises, see R. Barrell, E. P. Davis, D Karim, and I. Liadze, “Bank regulation, property prices and early warning 
systems for banking crises in OECD countries”, Discussion Paper no. 330, National Institute of Economic and 
Social Research, 2010. 
29 For details on this, see for instance the article "Minimum requirement for the banks' capital if risk weights 
for Swedish mortgage are raised" in Financial Stability Report 2013:2, Sveriges riksbank. 
30 In principle, this can be done in three ways: Firstly, one can directly increase the level of own capital 
through, for instance, accrued profits; secondly, one can reduce one's assets through cutting lending, for 
instance, and thirdly one can reduce risk-weighted assets by redistributing one's lending in favour of lending 
with relatively low risk-weights or alternatively increasing the use of so-called internal models when setting 
risk weights for lending.  
31 These analyses focused on the cyclical effects of higher capital requirements. An analysis of the long-run 
effects is described in "Appropriate capital ratio in major Swedish banks – an economic analysis", Riksbank 
study published on 6 December 2011, Sveriges riksbank. 
32 See the article “Basel III – Effects on the Swedish banks and Sweden” in Financial Stability Report 2010:2, 
Sveriges riksbank. 

Figure A24. Different methods for analysing effects 
of capital requirements 

Source: The Riksbank 
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increase their actual capital ratios as much as the requirements increase33 (by 

1 percentage point) and on the banks attaining the higher capital ratio by 

amending their balance sheets in accordance with a historically-normal 

pattern. The effect on lending rates is calculated with the aid of the historical 

correlation between the interest rate margin and the volume of capital in the 

banks.  

Using these results as a base, an analysis of the effects on GDP of an 

increase in the banks' lending rates was made (see stage 3 in the upper half 

of Figure A24).34 This experiment was carried out with the aid of the 

Riksbank's macro model, Ramses, and indicated that the level of GDP 

declined by 0.2 and 0.5 per cent at most, with the differences reflecting 

different assumptions for monetary policy.35  

The Riksbank has also produced a macro model where the time-varied 

capital requirements and monetary policy can be analysed together (see 

lower half of Figure A24).36 The experiment in the model indicates that an 

increase in the capital requirement of 1 percentage point leads at most to 

lending that is around 0.7 per cent lower and to GDP that is around 

0.5 per cent lower, when monetary policy is allowed to react according to 

normal patterns.37  

The above results give a rough indication of the macroeconomic effects 

of FI's announcement. The increase in the risk weight floor corresponds to an 

increase in the capital requirement of around 1 percentage point. This 

indicates that lending rates for the economy as a whole will rise by 

0.1 percentage points, that lending will decline by between 0.7 and 2 per cent 

and that GDP will decline by between 0.2 and 0.5 per cent, depending on 

whether monetary policy is expected to react.  

The countercyclical capital buffer entails an extra capital requirement of 

around 0.5 percentage points and compared with the increase in the risk-

weight floor, the effects are thus roughly half as great. 

Given that lending has increased by a good 5 per cent a year on average 

over the past 15 years, the effects on lending must be regarded as small (see 

Figure A25). Correspondingly, the effects on GDP can be said to be limited, in 

relation to the average GDP growth of just over 2 per cent a year (see Figure 

A25).38  

The effects on the macroeconomy of FI's measures are generally minor, 
but it is positive that households are affected more than companies 

An overall assessment of what FI's measures entail at present, can be made 

on the basis of the three questions described above.  

The first question concerns how the banks' capital ratios are affected by 

FI's measures. Figure A26 shows the four major banks' actual capital ratios 

                                                               
33 If the banks do not increase their capital ratios as much as the requirements increase – for instance, because 
they have already made allowances for expected increases in the requirements or they wish to hold a smaller 
buffer than before in relation to the requirements – the effects on interest rates and lending could be smaller. 
34 See the article "The effects of Basel III on macroeconomic development" in the Monetary Policy Report, 
February 2011, Sveriges riksbank. 
35 It was assumed in the experiment that the capital level in the banks increased by 1 percentage point over a 
four-year period. However, the maximum effect was only achieved after 32 quarters. 
36 See M. Jonsson, and K. Moran, ”Links between monetary policy and macroprudential policy”, Economic 
Review 2014:1, Sveriges riksbank. 
37 However, only lending to companies is included in the model.  
38 In the long run, the effects on lending and GDP can moreover be assumed to be even smaller, as higher 
capital levels in the banks make them safer, which probably leads to lower financing costs and thereby less 
need for higher lending rates and reduced lending. 

Figure A25. GDP and bank lending 
Annual percentage change 

 
Note. Bank lending relates to MFIs' lending to non-financial 
companies and to households according to financial market 
statistics adjusted for reclassifications and purchased and sold 
loans from 2006. The series relate to real terms where lending is 
deflated by the CPIF. The broken lines represent the average for 
the period 2000 to the last outcome. 

Source: Statistics Sweden 

Figure A26. Total requirements and actual levels of 
the major Swedish banks' core Tier 1 capital ratios 
Per cent of risk-weighted assets 

Note. In the figure, standard values from the Swedish Financial 
Supervisory Authority have been used for so-called other Pillar 2 
requirements. The striped part of the bar representing the actual 
level is a forecast based on profit forecasts from SME Direkt for 
the remaining part of the present accounting year and an 
assumption of unchanged risk-weighted assets. It thereby gives 
an indication of the banks' capacity to further strengthen their 
core Tier 1 capital ratios. The actual capital ratios have been 
taken from the banks' quarterly reports from Q1 2014. Since this, 
Swedbank has received permission from FI to use a new method 
for calculating its risk-weighted assets, which have thereby 
decreased. This means that Swedbank's actual core Tier 1 capital 
ratio has increased from 18.3 to 21.7 per cent. See footnote 24 
regarding the press release from November 2011. 

Sources: The Swedish Financial Supervisory Authority, SME Direkt 
and the Riksbank 
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and the new capital requirements that FI's announcement entails.39 It is clear 

that the banks have increased their CET 1 capital ratios in recent years as the 

requirements have become stricter (see Figure A27).40 This supports the 

theory that the banks' actual CET 1 capital ratios are affected by the 

requirements and that the banks will probably increase their CET 1 capital 

ratios in the coming period.41 Given the banks' good development in profits, 

however, they are assessed as having very good conditions for doing so (see 

Figure A26).  

The second question concerns how the banks' lending and lending rates 

are affected by the banks increasing their capital ratios.42 The increase in the 

risk weight floor entails an extra capital requirement for mortgages and is 

therefore assessed as only affecting mortgage rates charged to households. 

The Riksbank's assessment is that the banks' mortgage rates will rise by 

around 0.2 percentage points. This is the same assessment as in the Monetary 

Policy Update in December 2013, in connection with FI's announcement of 

the measures.43  

The countercyclical capital buffer entails an additional capital 

requirements on all lending in Sweden (see Figure A28). The buffer is 

therefore assessed as affecting interest rates charged to both households and 

companies. However, the effect on these interest rates is very limited, around 

0.05 of a percentage point each.44  

The third question concerns how the macroeconomy is affected by the 

two measures. For the economy as a whole, the effects in terms of GDP are 

expected to be very limited. In recent years, lending to companies has 

developed relatively weakly, while lending to households is continuing to 

grow at a relatively rapid rate, at the same time as household debt is 

increasing (see Figure A29). It is therefore positive that the two measures 

together are expected to primarily have an impact on the banks' mortgage 

rates. In this way, they can contributed to slowing down household debt 

without having any tangible effect on corporate lending. However, the effects 

on household debt are expected to be minor.  
  

                                                               
39 The fact that the effects of the higher risk weight floor are different for the different banks is probably 
mainly due to differences in the share of mortgages in their lending. The effects are also different with regard 
to the countercyclical capital buffer, as the major banks' shares of exposures in Sweden differ. 
40 See also Chapter 4, ”Developments in the Swedish banking groups”, Financial Stability Report 2014:1, 
Sveriges riksbank. 
41 Empirical studies from other countries also indicate that banks adapt their capital ratios relatively 
substantially when capital requirements are altered. See, for example, W. B. Francis & M Osborne, "On the 
Behavior and Determinants of Risk‐Based Capital Ratios: Revisiting the Evidence from UK Banking 
Institutions," International Review of Finance, 10(4), pp. 485–518, 2010 and J. Bridges, D. Gregory, M. Nielsen, 
S. Pezzini, A. Radia and M. Spaltro, ”The impact of capital requirements on bank lending”, Bank of England 
Working Paper 486, 2014. 
42For international studies on the relationship between bank lending and capital requirements, see for 
instance M. Drehmann and L. Gambacorta, "The effects of countercyclical capital buffers on bank lending," 
Applied Economics Letters,. 19(7), pp. 603–608, 2012, W. B. Francis, a d M. Osborne, "Capital requirements and 
bank behavior in the UK: Are there lessons for international capital standards?", Journal of Banking & Finance 
36(3), pp. 803–816, 2012 and J. Bridges, D. Gregory, M. Nielsen, S. Pezzini, A. Radia and M. Spaltro, ”The impact 
of capital requirements on bank lending”, Bank of England Working Paper 486, 2014. as well as J. Noss and P. 
Toffano, “Estimating the impact of changes in aggregate bank capital requirements during an upswing”, Bank 
of England Working Paper 494, 2014. 
43 This is in line with the calculation of the effects of Basel III as reported above, as lending to households 
comprises approximately half of the banks' lending in Sweden, which means that the total volume-weighted 
lending rate to both households and companies rises by around 0.1 percentage point.  
44 This is also in line with the calculations of effects of Basel III, as an increase in the capital requirement of 
1 percentage point is there expected to give a 0.1 percentage point higher lending rate in the economy as a 
whole, and the countercyclical buffer corresponds to an increase of around 0.5 of a percentage point in the 
capital requirement. 

Figure A27. Development of the major Swedish 
banks' core Tier 1 capital ratios 
Per cent of risk-weighted assets 

Note. Core Tier 1 capital ratios in accordance with Basel II 
without transitional regulations, unweighted average. 

Sources: SNL Financial and the Riksbank 

Figure A28. Breakdown of lending in Sweden given 
extra capital requirements by a countercyclical 
capital buffer 
Per cent 

Note. The Swedish Financial Supervisory Authority assumes a 
risk-weight floor for mortgages of 25 per cent when calculating 
capital requirements from the capital buffer. The breakdown in 
the figure therefore includes a 25 per cent risk-weight floor for 
mortgages. Without this risk-weight floor, the breakdown would 
be: companies 68 per cent, households 24 per cent, and others 
9 per cent. 

Source: The Swedish Financial Supervisory Authority 

Figure A29. Bank lending to households and 
companies 
Annual percentage change 

 

Note. MFIs' lending to households and non-financial companies 
according to financial market statistics adjusted for 
reclassifications and traded loans since 2006. 

Source: Statistics Sweden 
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Increased resilience in the banking system is the main effect of FI's 
measures 

All in all, the main effect of FI's measures is expected to be that the resilience 

of the Swedish banking system strengthens. In this way, the risk of household 

debt ultimately leading to problems in the Swedish banks that might have 

serious consequences for the macroeconomy is reduced. The direct effects on 

growth in household indebtedness are assessed as small.  
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