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In its Financial Stability Report, the Riksbank regularly analyses
developments in the systemically important Swedish banks with the
aim of  assessing the risk of  future bank crises. This special topic
compares these banks with stock exchange-listed European banks
with a similar position on their domestic markets within one or more
market segments or with the same strategic aims and direction.48

The comparison analyses key figures for profitability, income, ex-
penditure, capital and risk.

An international comparison based on accounting data is affect-
ed by differences in national accounting regulations and tax regula-
tions which can in some cases make a comparison misleading. Fur-
thermore, differences in the business cycle, competitive situation
and regulations also affect comparability. Since the banks in the
sample follow the Basel Committee’s regulations and the EU’s di-
rectives, and the business cycle has been relatively similar in the
countries selected during the comparison period, it is possible to
make a fairly good comparison.49

Profitability and market value
Profit in relation to equity is the measure normally used to define
profitability in the banks. The accounting data provides the ROE
(Return on Equity) measure of  profitability for reported profit after
tax, divided by the book value of  equity.

In recent years, market based profitability measures, adjusted
for limitations in accounting regulations and tax regulations, have
begun to be used to an increased extent. Today many companies
calculate added shareholder value through EVA™ or similar meas-
ures.50 However, there is no standardised measure reported by all
the banks or that can be produced in a simple manner from the

The major Swedish
banks in an international
comparison

48 Data has been gathered from Bankscope (average figures for the years 1998–2000),
Datastream and from the banks’ most recent annual reports. A number of  banks do not
report data for some of  the key figures, which means that certain diagrams do not contain all
of  the banks. In this context, it should also be pointed out that Bankscope adjusts the banks’
reported figures to achieve the highest possible degree of  comparability.

49 By using average figures for three years, the Riksbank reduces the impact of  one-off  effects,
but at the same time limits the possibility to draw conclusions on trends over time.

50 EVA™, Economic Value Added, was introduced by the company Stern & Stewart. This
measure adjusts the profit by a market-calculated capital cost and in addition makes some
adjustments to the income statement and balance sheet with the aim of  better illustrating the
real profit created for shareholders during the period.
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reported data. As a market-related complement to ROE, the Riks-
bank has used P/E ratios (the price of  a share divided by earnings
per share after tax). These ratios indicate stock market expectation
on profit growth.51

A correlation analysis does not indicate any connection between
profitability now (ROE) and expected growth in profits. Current
profitability is thus not regarded by the stock market as a reliable
indicator of  future profits.

Figure 50 shows that Swedish banks’ P/E ratios are lower than
the average in the sample, i.e. they are valued lower than other
European banks by the stock market. There are many different fac-
tors that could explain this. From a European perspective the Swedish
bank market is small and characterised by relatively low margins.
Swedish banks have to a great extent already implemented the ra-
tionalisation process that the large part of  the European bank mar-
ket is expected to undergo in coming years. The potential for im-
proving profits is thus considered lower here than on other markets.
Swedish banks have also demonstrated relatively low loan losses since
the mid-1990s and there may be investors who question whether
these low levels are sustainable in the long term. In principle, this
means that the stock market has difficulty seeing possibilities for
improved earnings in the Swedish banks in the near future that might
motivate a higher share price now. The foreign banks are assessed
to have better scope to increase their earnings, although there is a
risk that the potential will not be fulfilled. This means that Swedish
bank shares are often perceived as lower risk than European bank
shares.  One consequence of  the low valuation is that it may make
the Swedish banks attractive acquisition prospects.

Efficiency
A common measure of  efficiency in a bank is the ratio between cost
and income, the C/I ratio. Figure 51 illustrates profitability (ROE)
and efficiency among the selected banks. According to the Figure,
there is a slightly negative correlation between efficiency and prof-
itability, i.e. higher cost per krona earned coincides with lower prof-
itability. The Swedish banks’ C/I ratios are spread across the distri-
bution, while their profitability is close to the average of  16.8 per
cent.

Figure 52 shows that banks with a high percentage of  commis-
sion income have higher C/I ratios on average than banks where
net interest income dominates.

A high percentage of  commission income is often connected with
a concentration on investment banking and asset management, where
personnel costs are higher and the capital requirement relatively
low. Traditional banking operations normally require more capital,

51 The P/E ratio provides an indication of  market expectations of  future profit growth as the
stock-exchange price contains a calculation of  future profit discounted by a return on
investment requirement.

Sources: Bankscope and Datastream.

Figure 50.  Return on equity in per cent 
and P/E ratio.
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Figure 51.  Return on equity and C/I ratio.  
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Figure 52.  Net commission income as a percentage 
of total income and C/I ratio.
Per cent
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but are on the other hand less personnel-intensive. In addition, the
wages are lower. It is therefore not unreasonable that banks with a
high percentage of  net commission income also have high costs (for
instance, SEB). However, there are also banks with a high percent-
age of  commission income and yet a comparatively low C/I ratio.

It is interesting to note that Handelsbanken, where both costs
and percentage of  commission income are low, but where net inter-
est income has great significance, shows a net interest margin lower
than that of  the European banks with a similar focus. This could
mean that net interest income in Swedish bank operations is under
greater price pressure than in other European countries and that
competition in traditional banking business is correspondingly higher.

Figure 53 shows a breakdown of  the banks’ income with a fall-
ing percentage of  net interest income from left to right. The posi-
tioning of  the banks indicates strategic choices from the typical re-
tail bank on the far left through the universal banks in the middle to
banks with extensive operations in investment banking and asset
management on the right. The Figure also shows the net interest
income margin (as yellow dots) on the right-hand scale.52 It is clear
that the Swedish banks have a lower average net interest income
margin. The regression line shows that banks with a lower percent-
age of  net interest income have a lower net interest income margin.

Swedish banks’ low net interest income margin can be an indi-
cation that competition is relatively good on the Swedish market.
An alternative or supplementary interpretation is that the banks’
low net interest income margins are due to a lower risk in lending.
This could then also explain the Swedish banks’ low loan losses (see
further the next section on the banks’ risk-taking). It is interesting to
note that Swedish banks can maintain a relatively good level of
profitability despite a low net interest income margin. This indi-
cates a relatively high level of  efficiency.

Large parts of  the banks’ costs are related to the personnel. The
personnel-intensity in a bank can be shown relating profits and as-
sets to the number of  employees (see Figure 54). The comparison
shows that earnings when measured per employee are high and the
asset stock large among the Swedish banks.53 Handelsbanken is the
bank with both the highest profits and assets per employee, and it is
also the most profitable bank among the major Swedish banks. It is
remarkable that there is no bank at all in the sample that comes
even close to Handelsbanken with regard to these key figures. Nor-
dea and Swedbank show a 30 per cent higher profit per employee
than the weighted average of  the material. SEB has a slightly lower
profit per employee, just over 20 per cent, than the weighted aver-
age in the comparison material, which is partly connected with the
considerable operations in Germany and the Baltic countries, which
are more personnel-intensive than its Swedish operations.

52 The net interest income margin is defined as net interest income divided by interest-bearing
assets.

53 Total assets per employee.

Source: Bankscope.

Figure 54.  Profit (after tax) per employee and 
total assets per employee.
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Figure 53.  Net interest income margin 
and breakdown of income. 
Per cent

Other income 
Net transaction income
Net commission income
Net interest income
Net interest income margin (right scale)
Linear (net interest income margin).
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Risk-taking and capital adequacy
The quality of  a bank’s assets, primarily its loan portfolio, affects
both the financing cost and the share price. Poorer quality leads to
higher risk, lower credit rating and higher financing costs. Every-
thing else equal, higher risk also leads to a lower valuation on the
stock market as well as a need for a higher percentage of  equity.

Figure 55 relates asset quality measured as the percentage of
unprotected loans in the risk-weighted assets to the Tier 1 capital
level.54 It is not possible to distinguish any clear connection to assert
that, for instance, higher risk is connected to a larger Tier 1 capital
level.55

The Tier 1 capital level minus the percentage of  unprotected
loans shows how large a percentage of  equity remains in the bank
if  it does not receive any money at all from the unprotected loans,
which is a measure of  the risk in the bank. Using this measure, the
risk in the Swedish banks is lower than for the average in the sam-
ple. However, the percentage of  unprotected loans depends on how
the banks calculate them and what provisions are made.

Figure 56 shows the banks’ ratings in relation to Tier 1 capital. It
is not possible to find any clear relationship between Tier 1 capital
and the credit rating agencies’ risk assessment from this figure, which
indicates that other factors than capital strength also play a role in
the assessments. The Swedish banks are represented in three differ-
ent rating classes and Handelsbanken, which has the next lowest
Tier 1 capital level of  the Swedish banks, has the highest rating.

The fact that the Swedish banks have a lower Tier 1 capital level
than average without this being reflected in the credit rating may
indicate that the credit rating agencies assess their earnings to be
adequate and stable. This can in turn be a consequence of  the Swed-
ish banks having a lower risk in their lending. As pointed out earlier,
the fact that the Swedish banks have lower net interest income mar-
gins than the average can be interpreted in the same direction.
Whether the Swedish banks are more averse to risks than average
or have stable corporate clients with a better ability to pay is un-
clear. In recent years, however, the level of  loan losses in the Swed-
ish banks has remained low in relation to losses in comparable Eu-
ropean banks.

Figure 57 shows 14 banks’ exposure to different sectors. The clas-
sification of  the sectors is not comparable in every aspect for the
various banks, but the figure nevertheless provides an opportunity
to draw tentative conclusions. It is evident that the Swedish banks
have a large exposure to the property sector compared with the
other banks. The risk to the banking system is particularly high in
the event of  a dominant exposure to one sector. This applies in
particular to the property sector, which could incur substantial loss-

54 Unprotected loans are defined as doubtful debts after provisions. The risk-weighted assets are
those assets that comprise the common denominator in the capital cover ratio.

55 Nordea’s and SEB’s average Tier 1 capital levels are a percentage point or so higher than
normal during this period because they were preparing to make acquisitions. If  an
adjustment is made for this, the Swedish banks have a Tier 1 capital level lower than the
average in the sample.

Source: Bankscope.

Figure 55.  Net unprotected loans as a percentage 
of risk-weighted assets and Tier 1 capital level.  
Per cent

Tier 1 capital level 
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Figure 56.  Tier 1 capital level in per cent 
and ratings.
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Figure 57. Sector breakdown of corporate lending.  
Per cent 
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es in the event of  a fall in property prices, as was the case during the
bank crisis in the early 1990s. Under normal circumstances, how-
ever, earnings in the property companies are more stable than in
other sectors, which can be considered to have a positive effect on
risks.

Other banks have a large exposure to other sectors, but these
sectors are in themselves more diversified than the homogenous
property sector.

The banks’ risk-taking does not merely consist of  credit risk.
Market risk is also one of  the types of  risk that can be measured
and compared between banks through the use of  VaR models. These
are statistical models, which calculate the amount of  money that a
portfolio will lose over a specified period with a specified probabil-
ity, as a result of  unfavourable market fluctuations.56

Banks do not all report the results of  their VaR calculations in
the same way. The Swedish banks, like a number of  other banks in
the sample, report VaR for a 99-per cent confidence interval and a
10-day holding period.57 As the design of  the models and a number
of  other factors mean that comparability is incomplete, the figures
must be interpreted with some caution. However, they provide an
indication of  how much market risk the different banks are willing
to accept. In Figure 58 the VaR measure has been put in relation to
the net income from financial transactions as a percentage of  total
income.

Nordea differs from the other banks with its high VaR measure
of  2.7 per cent of  Tier 1 capital. The conclusion for the other banks
is that exposure to market risk is low and that those with a high net
transaction income have a higher market risk on average. However,
the difficulties in comparing different banks’ VaR measures mean
that the conclusions should be interpreted with caution.

Summary and conclusions
■ The Swedish banks’ profitability is average in an international

comparison.
■ Swedish banks have a comparably low valuation on the stock

market, which could be explained by low margins, the rational-
isations already implemented and uncertainty over whether the
low level of  loan losses can be sustained.

■ Key figures concerning the employees’ efficiency indicate that
the Swedish banks have been successful in their rationalisation
work.

■ The Swedish banks’ current level of  profitability is not depend-
ent on a high net interest income margin.

56 For a more detailed description of  this measure and market risk management as whole, see
the special topic on market risk in this report.

57 For banks that report corresponding figures for a one-day holding period, a conversion to a
10-day holding period may be made by an adjustment using factor        .10

Source: The banks’ annual reports.

Figure 58.  Max VaR 99% confidence interval 
10 days divided by Tier 1 capital and net transaction 
income as a percentage of total income.  
Per cent
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■ There are indications that Swedish banks have a lower risk level
in their lending.

■ Swedish banks have a high exposure to the property sector in a
European comparison.

In conclusion, the results in this special topic indicate that the Swedish
banking sector is not more exposed to risk than the banking sectors
in other countries. However, the Swedish banks have a larger expo-
sure to the property sector.
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