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Abstract 
 

The banking sector plays an important part of the modern society and a collapse of the 

financial system would have severe consequences for the society. In order to protect the 

system from a systemic collapse, regulations have been put in place to ensure a more 

stable financial system. Because of the financial instabilities experienced in recent 

years, the Basel Committee has released an improved framework in order to deal with 

the systemic risk which contributed to the crisis. Parts of the new Basel III Accord will 

be implemented in 2013, and this is why we have chosen to study how Swedish banks 

perceive the impact of the Basel III Accord and its effect on systemic risk. 

 

Our intention is to study the perception of the impact of the Basel III framework on the 

Swedish bank sector through a study of the four largest banks in Sweden. We examine 

how these four banks expect the Basel III Accord to affect systemic risk and 

consequently improve the protection of these banks, and also the Swedish banking 

industry and more generally the Swedish economy. 

 

The research paradigm of this study is constructivism, which is in line with our research 

question and purpose, since we have studied and analyzed the perceptions of the 

Swedish banking sector. In order to answer our research question and purpose we have 

used an inductive research approach, as well as a qualitative research strategy. The data 

was collected through 10 semi-structured interviews with people from the four largest 

banks in Sweden. 

 

The theoretical frame of reference is divided into four parts. The first part consists of a 

discussion on the Swedish banking sector, as well as a presentation of the four largest 

banks. In the second part of the chapter we review the current research regarding 

systemic risk. We then present the most important aspects and elements of the 

forthcoming Basel III Accord and at last we assemble the three areas together in a final 

discussion.  

 

The findings in the study disclose new knowledge. The knowledge consist of the 

Swedish banks’, through the 10 interviewees, perception of the impact of the Basel III 

Accord and its effect on systemic risk. The Swedish banks hold a positive perception of: 

higher capital requirements set out in Basel III, the counter cyclical buffer, the basic 

concept of implementing liquidity standards, the Basel III will (1) to some degree 

reduce systemic risk, (2) improve the protection of the Swedish banks, (3) decrease the 

probability of financial instabilities, and (4) enhance the Swedish banks ability to meet a 

new financial crisis. The Swedish banks hold a neutral perception of: the risk coverage 

and the LCR. The Swedish banks hold a negative perception of: the higher capital 

requirements implemented in Sweden, the frameworks’ competitive disadvantage, the 

capital conservation buffer, the NSFR, the leverage ratio, that the Basel III will (1) 

increase costs that will affect customers, shareholders and/or employees negatively, (2) 

impair growth, and (3) not be able to prevent a new kind of financial crisis.  

 

Keywords: Systemic risk, The Basel III Accord, Swedish bank sector, Perception  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Acknowledgements 

 
We are thankful for the help and support we have received from many people during the 

process of writing our thesis. First and foremost, we are grateful to our thesis supervisor 

Catherine Lions for her valuable advice and feedback. We would also like to thank all 

of our respondents who reserved time for participating in our study and therefore 

contributed to our thesis. Thank you for all the information you forwarded to us and 

especially for all the informative and enjoyable conversations. Lastly, we want to thank 

all of our friends and family who put up with us during our writing process and also for 

their valuable opinions and comments.  

 

 

 

Marlene Jordbru & Lina Sjöqvist 
Umeå, June 2012 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Table of Contents 

1. Introduction .................................................................................................................. 1 

1.1 Problem background ............................................................................................... 1 

1.2 Research question ................................................................................................... 3 

1.3 Purpose ................................................................................................................... 3 

1.4 Demarcations .......................................................................................................... 3 

1.5 Choice of Subject ................................................................................................... 4 

1.6 Value of the study ................................................................................................... 4 

1.7 Disposition .............................................................................................................. 5 

2. Theoretical methodology .............................................................................................. 6 

2.1 Introduction ............................................................................................................ 6 

2.2 Preconceptions ........................................................................................................ 6 

2.3 Research Paradigm ................................................................................................. 7 

2.3.1 Ontology .......................................................................................................... 9 

2.3.2 Epistemology ................................................................................................. 10 

2.3.3 Methodology .................................................................................................. 10 

2.4 Research approach ................................................................................................ 11 

2.5 Research strategy .................................................................................................. 13 

2.6 Research method................................................................................................... 13 

2.7 Theoretical methodology summary ...................................................................... 14 

2.8 Perspective ............................................................................................................ 14 

2.9 Secondary sources ................................................................................................ 14 

2.9.1 Collecting secondary sources ........................................................................ 14 

2.9.2 Criticism of secondary sources ...................................................................... 15 

3. Theoretical frame of reference ................................................................................... 18 

3.1 Introduction .......................................................................................................... 18 

3.1.1 Perception ...................................................................................................... 18 

3.2 The Swedish banking sector ................................................................................. 18 

3.2.1 Supervision and regulation of the financial sector in Sweden....................... 19 

3.2.2 SEB ................................................................................................................ 19 

3.2.3 Swedbank ...................................................................................................... 20 

3.2.4 Nordea Bank .................................................................................................. 21 

3.2.5 Handelsbanken .............................................................................................. 22 

3.2.6 Comparing the four banks ............................................................................. 23 

3.3 Systemic risk ........................................................................................................ 24 

3.3.1 What is systemic risk? ................................................................................... 24 

3.3.2 Dimensions of systemic risk .......................................................................... 25 



3.3.3 Systemic risk factors ...................................................................................... 26 

3.3.4 The costs of banking system instability ......................................................... 27 

3.4 Basel III ................................................................................................................ 27 

3.4.1 Why are regulations necessary? .................................................................... 27 

3.4.2 From Basel II to Basel III .............................................................................. 28 

3.4.3 Higher minimum capital requirements .......................................................... 29 

3.4.4 Capital conservation buffer ........................................................................... 30 

3.4.5 Countercyclical capital buffer ....................................................................... 31 

3.4.6 Risk coverage ................................................................................................ 32 

3.4.7 Liquidity standards ........................................................................................ 32 

3.4.8 Leverage Ratio ............................................................................................... 33 

3.5 Assembling the Swedish banking sector, systemic risk and Basel III.................. 34 

4. Empirical method ....................................................................................................... 37 

4.1 Introduction .......................................................................................................... 37 

4.2 Research sample selection .................................................................................... 37 

4.2.1 Criticism of the sample selection................................................................... 38 

4.3 Qualitative interviews – collecting primary sources ............................................ 39 

4.3.1 The interview guide ....................................................................................... 40 

4.3.2 Conducting the interviews ............................................................................. 42 

4.3.3 Final section of respondents .......................................................................... 43 

4.3.4 Processing and analyzing the data ................................................................. 43 

4.4 Ethical considerations ........................................................................................... 44 

4.5 Critique of the empirical method .......................................................................... 45 

5. Empirical findings ...................................................................................................... 47 

5.1 Introduction .......................................................................................................... 47 

5.2 SEB ....................................................................................................................... 47 

5.3 Swedbank ............................................................................................................. 49 

5.4 Nordea .................................................................................................................. 53 

5.5 Handelsbanken ..................................................................................................... 56 

5.6 From interviews to knowledge ............................................................................. 58 

6. Analysis and discussion .............................................................................................. 59 

6.1 Introduction .......................................................................................................... 59 

6.2 The Basel III Accord ............................................................................................ 59 

6.3 Systemic risk ........................................................................................................ 64 

7. Conclusions ................................................................................................................ 67 

7.1 Introduction .......................................................................................................... 67 

7.2 Conclusions of the study ...................................................................................... 67 



7.3 Creating new knowledge ...................................................................................... 69 

7.4 Contributions of the study .................................................................................... 69 

7.5 Limitations of the study ........................................................................................ 70 

7.6 Further research recommendations ....................................................................... 70 

8. Quality of the study .................................................................................................... 72 

8.1 Quality in a qualitative study ................................................................................ 72 

8.2 Trustworthiness .................................................................................................... 72 

8.3 Authenticity .......................................................................................................... 73 

List of references .............................................................................................................. 1 

Appendix 1 - Balance Sheets ............................................................................................. i 

Appendix 2 - Definitions of capital ................................................................................... i 

Appendix 3 - Copy of the e-mail we sent to our potential respondents ............................ i 

Appendix 4 - Interview guide ............................................................................................ i 

 

List of Figures 
Figure 1 - Model that clarifies the knowledge gap that is the basis of our study ............. 3 
Figure 2 - The disposition of our thesis ............................................................................ 5 
Figure 3 - Reseach paradigm ............................................................................................ 7 

Figure 4 - Summary of our research paradigm ............................................................... 11 
Figure 5 - Research approach ......................................................................................... 12 
Figure 6 - Theoretical methodology summary ............................................................... 14 

Figure 7 - Overview of systemic risk factors ................................................................. 26 

Figure 8 - From Basel II to Basel III .............................................................................. 28 
Figure 9 - Basel IIIs efforts to counteract the systemic risk factors ............................... 35 
 

List of Tables 
Table 1 - Paradigms .......................................................................................................... 8 

Table 2 - SEB key figures 2011 ..................................................................................... 20 
Table 3 - SEB capital adequacy level ............................................................................. 20 
Table 4 - Swedbank key figures 2011 ............................................................................ 21 

Table 5 - Swedbank capital adequacy level.................................................................... 21 
Table 6 - Nordea key figures .......................................................................................... 22 

Table 7 - Nordea capital adequacy level ........................................................................ 22 
Table 8 - Handelsbanken key figures ............................................................................. 23 
Table 9 - Handelsbanken capital adequacy level ............................................................ 23 

Table 10 - Comparing the four banks ............................................................................. 23 
Table 11 - Calibration of the capital framework, capital requirments and buffers ........ 31 
Table 12 - Phase in arrangements ................................................................................... 34 
Table 13 - Summary of interviews ................................................................................. 43 

Table 14 - Capital adequacy levels of the four largest banks ......................................... 60 
Table 15 - Balance sheets of the four largest banks ....................................................... 62 
Table 16 - Summary of conclusions about Swedish Banks’perception of Basel III ...... 69 

 
 

 

file:///C:/Users/Lina/Dropbox/Master%2015hp/Arbetet/The%20Last%20edition.docx%23_Toc327434293
file:///C:/Users/Lina/Dropbox/Master%2015hp/Arbetet/The%20Last%20edition.docx%23_Toc327434300
file:///C:/Users/Lina/Dropbox/Master%2015hp/Arbetet/The%20Last%20edition.docx%23_Toc327434302


 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



1 

 

1. Introduction 
1.1 Problem background 
The financial markets and banking sector play an important part of the modern society 

(Carey, 2001, p. 24). The banks have multiple roles; they provide payment services, 

intermediate capital, as well as they handle and transform risks. In some functions, 

banks even have a monopoly or dominant role. Banks generally have a dominant role in 

the payment system, in lending to small and medium-sized firms and are the only ones 

that may collect deposits protected by the Deposit Guarantee Scheme. (Lind, 2005, pp. 

25-26) The banks are, in other words, dominant providers of some key services, and 

without a functioning financial market there is a possibility that the society, as we know 

it, will collapse. It is therefore of great interest that the financial market remains stable. 

The last couple of years, however, we have all observed how a financial unstable market 

can affect our society, and we have recognized the significance of a stable financial 

market. The question we ask ourselves now in a post-crisis time is: how can we prevent 

this from happening again? 

 

One way of preventing a systemic collapse is to regulate risk, since the purpose of 

regulating risk is to ensure a more stable financial system. Proposals set out to achieve 

this objective, have been set forward by the Basel Committee for Banking Supervision 

(hereafter, the Basel Committee). (Nielsson, 2009, pp. 159-160) The Committee was 

established in 1974 in the aftermath of the instabilities in international currency and 

banking markets (Basel Committee, 2009, p. 1; Wahlström, 2009, p. 54). The objective 

of the Basel Committee is to "improve the understanding and the quality of banking 

supervisions worldwide" through exchanging information on national supervisory 

arrangements, by developing the effectiveness of techniques for supervising 

international banking business and by setting minimum supervisory standards (Basel 

Committee, 2009, p. 1). The Basel Committee, however, is not a formal authority, but 

merely formulates broad supervisory standards and guidelines that may be implemented 

by national authorities (Basel Committee, 2009, p. 1; Wahlström, 2009, p. 54). 

 

A capital measurement system was first introduced by the Basel Committee in 1988, 

which often was referred to as the Basel Capital Accord or Basel I (Nielsson, 2009, p. 

159; Wahlström, 2009, p. 54). The Basel Committee suggested a framework that called 

for a minimum capital standard of eight percent by the end of 1992. In June 2004, a new 

framework known as Basel II was released to replace the 1988 Accord. Basel II had 

been developed and refined through communication with the industry since June 1999. 

(Basel Committee, 2009, p. 3; Wahlström, 2009, p. 55) The new framework consisted 

of three pillars: (1) minimum capital requirements, (2) supervisory review of an 

institutions capital adequacy and internal assessment process, and (3) effective use of 

disclosure as a lever to strengthen market discipline (Basel Committee, 2009, p. 3). 

 

The idea behind Basel II is that the banking sector should remain stable through 

minimizing the default probability of each bank (Lehar, 2005, p. 2578). One criticism of 

the framework is, however, that the core task of regulation should be to ensure the 

stability of the whole financial system and not only on the micro prudential regulation 

that Basel II focuses upon. Basel II is, in other words, being criticized of not focusing 

sufficiently on macro prudential regulations such as systemic risk and 

interconnectedness. (Schwerter, 2011, p.  340) The recent financial crisis revealed flaws 

in the current regulations (Giustiniani & Thornton, 2011, p. 324; Goddard et al., 2009, 

p. 372). Giustiniani and Thornton (2011, p. 324) argue that there exists flaws in both 
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how capital and risk were perceived and measured, while Goddard et al. (2009, p. 372) 

criticize the use of backward-looking models for risk assessment which "creates a 

destabilizing tendency for capital provisioning to amplify the economic cycle". Financial 

crises can create demands that lead to changes in regulation (Flesher & Flesher, 1986; 

Uche, 2001, p. 68), and the resent financial crisis is not an exception. As a response to 

the financial crisis the Basel Committee has developed Basel III, which will entail that 

banks must hold more capital, and significantly better capital than earlier 

(Finansinspektionen, 2010, p. 18).  

 

Basel III further aims to improve and strengthen the regulation, supervision and risk 

management of the banking sector. The micro prudential regulations intend to be 

strengthened during periods of stress, while the new macro prudential regulations aim to 

ensure that the economy as a whole can endure wider risks and procyclical effects. 

(Walker, 2011, p. 96) The countercyclical capital buffer is the most significant macro 

prudential innovative element of the Basel III framework, and this buffer is an example 

of the new macro prudential focus. The macro prudential approach is a result of the 

financial crisis and the criticism of the current framework, and is intended to mitigate 

systemic risk. Systemic risk is the risk of distress or collapse in the financial system 

caused by an imbalance or idiosyncratic events. It refers to the risk imposed by 

interconnectedness in the system, where the failure of one large institution for example 

can potentially have serious negative effects on other institutions. (Schwerter, 2011, p. 

338) The devastating consequences of systemic risk are therefore a reason to why 

several authors argue that macro prudential regulations need to be implemented, in 

order to enhance financial stability (Acharya, 2009, pp. 224-225; Beale et al., 2011, p. 

12650; Llewellyn, 2001, p. 328). 

 

The introduction and start of the implementation process of the Basel III is planned to 

the beginning of 2013 within the European Union (Sveriges Riksbank, 2011a). Sweden 

is a member of the European Union and will therefore enforce the banking regulations 

by that year, and as a step towards this implementation the Governor of the Riksbank 

(the Swedish Central bank) Stefan Ingves held a speech about the implementation of 

Basel III in Sweden (Sveriges Riksbank, 2011c) and he declared that “the Swedish 

banking system is one of the most concentrated in the world.” (Ingves, 2011, p. 5).  

Further on, Ingves (2011, p. 5) points out that the four largest banks in Sweden
1
 are 

greatly exposed to each other through for example inter-lending and that the four largest 

banks accounts for around 75 % of both the deposit and lending market. The Swedish 

Bankers’ Association also remarks that the banking industry is “of great importance for 

the Swedish economic welfare” and it is “the engine within the Swedish economy” 

(Swedish Bankers’ Association, 2012b). Ingves (2011, p. 5) agrees with this and adds 

that “the Swedish banks are also large in comparison to the Swedish economy. The 

assets in the whole banking industry correspond to around 425% of the Swedish GDP. 

One reason for this is the extensive business [the banks have] abroad”. An imbalance in 

the financial system can affect the Swedish bank sector, since the four largest banks are 

both interconnected with each other, as well as they are interlinked with the financial 

system outside of Sweden. Ingves speech therefore illustrates the need of a regulatory 

framework that mitigates systemic risk and protects the Swedish bank sector and each 

bank from instabilities.  

                                                 
1
 The four major banks in Sweden are: Nordea, SEB, Handelsbanken and Swedbank (Swedish 

Bankers’  Association, 2011, p. 6) 
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Since the Basel III framework has not yet been implemented, there are few existing 

studies and research articles within the area, and research regarding Basel III and 

systemic risk is very limited. Schwerter’s (2011, p. 351) review of Basel III’s ability to 

mitigate systemic risk concluded that Basel III will lead to a more stable financial 

system, but that the framework still needs to be developed. We have in this thesis 

conducted a study to determine if the four largest banks in Sweden have homogeneous 

perceptions of the Basel III framework. A study regarding the four largest Swedish 

banks’ perception of Basel III and its potential impact on systemic risk has not been 

conducted before, and we have therefore tried to fill this knowledge gap. This gap is 

illustrated in the model below, where the knowledge gap is shown as the four darkest 

areas in the center of the figure. 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

1.2 Research question 
 

 How do Swedish banks perceive the impact of the Basel III Accord and its effect 

on systemic risk? 

 

1.3 Purpose 
Our main intention is to study the perception of the impact of the Basel III framework 

on the Swedish bank sector through a study of the four largest banks in Sweden. As a 

sub-purpose, we examine  how these four banks expect the Basel III Accord to affect 

systemic risk and consequently improve the protection of these banks, and also the 

Swedish banking industry and more generally the Swedish economy. 

 

1.4 Demarcations 
Our first demarcation is that we will only study the Swedish banks perception of the 

Basel III Accord, and not Basel I and Basel II. We have however decided to discuss the 

two earlier frameworks in some degree, since Basel III is not new, but conceived as an 

improvement of Basel II in a post crisis time. It is both important for our as well as the 

readers understanding to have a basic comprehension of the earlier frameworks and why 

there is a need for a new updated framework. The reason to why we only are studying 

the Swedish banks perception of Basel III is because this is the newest framework and 

therefore the most relevant and interesting Accord to build our thesis around.  

 

Basel III 

Swedish 
Banks 

Systemic 
Risk 

Figure 1 - Model that clarifies the knowledge gap that is the basis of our study (Our own creation) 
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There are many different types of risk that could be relevant for a study concerning the 

new Basel III framework; credit risk, market risk or operational risk. But we determined 

to mainly focus upon the systemic risk, since the Basel III Accord was developed 

because of a lack of macro prudential focus in the earlier frameworks. Since Basel III is 

supposed to have a greater focus on systemic risk and macro prudential regulations we 

find it natural to examine how the Swedish banks expect the Basel III Accord to affect 

systemic risk. 

 

At last we have decided to focus upon the Swedish bank sector since we both live in 

Sweden and find it more interesting to study a bank sector which is  relevant to both of 

us. To study Swedish banks will also decrease the practical implications since we 

already have some contacts in the Swedish bank sector as well as it is easier for us to 

get access to relevant respondents.  

 

1.5 Choice of Subject 
The choice of subject was a bit unclear in the beginning, since our theoretical studies at 

the University has provided us with many interesting research opportunities and it was 

hard to determine and decide which one we really wanted to focus on. However, after 

some discussion we realized that both of us are interested in the financial industry and 

also that we were wondering about the recent financial crisis since it happened during 

our university studies. When we combined these two fields, we understood that bank 

regulation was our focus. To become more familiar with the subject area, we started to 

read more about bank regulation in different news papers and journals and then came 

across the new banking regulation that will be implemented in 2013 within the 

European Union – namely the Basel III Accord. We both became curious about the new 

bank regulations introduced in the Basel III framework and wanted to learn more about 

it, which helped us to make up our minds. Our thesis focuses therefore on Basel III, and 

since we both live in Sweden we were interested in how the new regulations will affect 

the Swedish banks. Our choice of subject is relevant: since the new regulation has not 

even been implemented; interesting: for us and others within the academia and also for 

the banking industry within Sweden; and fills an existing research gap: not 

implemented and therefore not much research have been conducted on the subject. 

 

1.6 Value of the study 
Our study is significant for several reasons, which will be outlined below. Even if this is 

a small-scale study we consider it to contribute to an existing gap in the literature. First 

of all the literature concerning Basel III is quite limited in itself, and in relation to 

systemic risk, very limited. Schwerter (2011) have written a general review of Basel 

III's ability to mitigate systemic risk, but there has not been conducted any studies of 

Basel III and systemic risk. Our study also contributes with a perspective which have 

not been showcased earlier: the Swedish banks perception of Basel III and its impact on 

the Swedish bank sector and systemic risk. We have also observed some theses on the 

subject of Basel III, but none that focus on systemic risk or are as extensive as ours. We 

consider that there is a lack of literature in the area of the Basel III Accord and 

especially how it affects systemic risk. It is therefore fair to say that our research have a 

theoretical and empirical contribution.  
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1.7 Disposition 
The remaining part of our study will be structured as follows: 

 

 
Figure 2 - The disposition of our thesis (Our own creation) 

Theoretical 
methodology 

•In the second chapter we describe our preconceptions, as well as we present 
the research paradigm, approach, strategy and design of the study. We discuss 
factors that may have influenced the study and therefore the final result.  

Theoretical 
frame of 
reference 

•The third chapter aims to provide the reader with a better understanding of the 
subject of the study. The three research areas; the Swedish banking sector, 
systemic risk and Basel III will be further discussed. The chapter is the basis 
of the interview guide which in turn results in our empirical data. 

Empirical 
method 

•This chapter emphasizes the practical approach used when conducting our 
study. This chapter aims to give the reader an understanding of how we have 
conducted the study in order to understand how we have interpreted the 
empirical data, as well as it strengthens the reliability of our study. 

Empirical 
findings 

•In the fifth chapter we describe the key findings from the qualitative data 
collected. In this chapter we highlight the respondents perceptions, opinions 
and beliefs. 

Analysis and 
discussion 

•In this chapter we discuss the empirical findings as well as we interpret them 
with the support of the theoretical frame of reference presented in chapter 3.  

Conclusions 

•In the seventh chapter we present our final conclusions and recommendations. 
The study's theoretical and empirical contributions are also highlighted. Lastly, 
we discuss the limitations of the study and give some suggestions on further 
research.  

Quality of the 
study 

•In the last chapter the quality of our study will be highlighted, discussed an 
evaluated, since the quality influence the value of the study. Lastly, we will 
discuss the trustworthiness and the authenticity of the study.  
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2. Theoretical methodology 
2.1 Introduction 
A clarification of the theoretical research methodology we used in this study is 

presented in this chapter. The importance of describing the methodology is emphasized 

by Remenyi et al. (2005, p. 30). The purpose of the chapter is to describe the theoretical 

methodology starting point for this thesis, where firstly our preconceptions are clarified, 

secondly the choice of the theoretical methodology is described and finally a description 

of the literature search in combination with the critique of the secondary sources is 

given. This chapter will inform the reader of the theoretical methodology and the 

arguments and justifications made by us for these choices. Then the empirical method is 

described and discussed in chapter 4. 

 

2.2 Preconceptions 
The preconception that we have for the subject of the thesis is necessary to acknowledge 

and describe, since it will affect the thesis both consciously and unconsciously 

(Eliasson, 1995, pp. 119-120). This is also mentioned by Johansson Lindfors (1993, pp. 

76-78) and she divides the preconception into two categories, the theoretical 

preconception and the practical preconception. The first one describes the theoretical 

knowledge that we have about the subject, while the practical knowledge aims at 

clarifying the practical experience we have of the subject (Johansson Lindfors, 1993, 

pp. 77-79).  

 

The theoretical preconception that we have is quite similar, since both Marlene and Lina 

have been studying the same program at Umeå University (Civilekonomprogrammet) 

and studied quite the same courses. The major difference is that Marlene is majoring in 

Finance and Management, while Lina is in Finance and Accounting. However, we think 

this is a benefit for our thesis since the main focus is Finance and Basel III, which both 

of us have been studying. Last year, both of us worked with and completed the Degree 

Project (like a thesis) with different partners, which means that both Marlene and Lina 

have an understanding of how a thesis is supposed to be written, what to do meanwhile 

working with the thesis and what is expected of us. We think this is an advantage since 

it is clearer this time of what we are supposed to do, and it is not as much of a fog to 

stumble across as it was when we wrote our Degree Projects.   

 

The practical preconception is quite different between the us, considering the working 

experience while it is quite similar when it comes to qualitative studies. Marlene and 

Lina both did qualitative studies during their Degree Project, which means that both of 

us have knowledge on how interviews work and how to conduct them. On one hand, it 

is a benefit to know how an interview works since it enhances the possibility to receive 

the information that we are aiming for. On the other hand, the people that answer the 

interviews are not the same which makes interviews hard to perform since we can never 

know exactly what to expect. 

 

 

Theoretical 
methodology 

Preconception 
Research 
paradigm 

Research 
approach 

Research 
strategy & design 

Secondary 
sources 
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None of us have, before this thesis, been working within a financial institution but Lina 

has done an internship at a Swedish bank in a smaller city. She has a preconception on 

how a Swedish bank works and how it is to be working within one, but it does not 

particularly affect the thesis since the subject of the thesis is Basel III which concerns 

bank regulation on a national and international level. 

 

2.3 Research Paradigm  
The importance of describing the researcher’ view of the world when conducting a 

study was highlighted by Kuhn (1970, p. 270), who stated that “[…] accompanied by 

discursive paragraphs explaining how … [researchers’] view the world”. The 

description of the view of the world is one part of the concept – paradigm, which firstly 

was defined by Kuhn (1962). Kuhn’s definition of a paradigm is “a cluster of beliefs 

and dictates which for scientists in a particular discipline influence what should be 

studied, how research should be done, [and] how results should be interpreted” 

(Bryman, 1988, p. 4). However, Masterman (1970, pp. 61-65) reviewed Kuhn’s 

definition and identified at least 21 different interpretations which shows the complexity 

of the concept. Guba (1990, p. 17) defines a paradigm as a ”basic set of beliefs that 

guides action”. Both of these two definitions highlight the fact that a paradigm is the 

first part of the research process where the researcher clarifies his/her view of the world 

and how the researcher perceives the reality – which creates the framework of how the 

research will be conducted. Guba and Lincoln (2005, pp. 191-192) explain that each 

paradigm includes an ontology, an epistemology and a methodology and that the 

ontological questions should be answered firstly, secondly the epistemological 

questions and lastly the methodological questions. The research paradigm will be 

outlined according to these steps, since we think it is an easy and straightforward 

procedure to provide the reader with a clear structure of our research paradigm. The 

procedure is shown below and the components of the research paradigm is based on 

Guba & Lincoln (2005, p. 192). 

 
Figure 3 - Reseach paradigm (Our own creation) 

The outlining of our research paradigm is based on Guba and Lincoln (2005) and before 

continuing with the outline, we think it is necessary to state their definition of a 

paradigm. Guba and Lincoln (1994, p. 107) defines a paradigm as: “A paradigm may be 

viewed as a set of beliefs (or metaphysics) that deals with ultimates or first principles. It 

represents a worldview that defines, for its holders, the nature of the “world”, the 

individual’s place in it, and the range of possible relationships to that world and its 

parts.” 
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Further on, Guba and Lincoln (2005, p. 192) claims that five different inquiry 

paradigms exist – positivism, postpositivism, critical theory et al., constructivism and 

participatory. The five paradigms and their characteristics are described in table 1.  

 

The process of understanding and deciding which paradigm that is relevant for our 

study was hard to do, but after an extensive reading and discussion session we both 

agreed that the paradigm relevant for us and this study is constructivism. This paradigm 

acknowledges, according to Guba and Lincoln (2005, p. 204), that the reality varies for 

different humans and that knowledge is created by consensus of the people. This 

highlights the reason for us choosing this paradigm; firstly because we both think that 

the reality is perceived differently by different people; secondly that our study focuses 

on how our respondents perceive the new Basel III framework; and lastly how our 

respondents think that the implementation will fulfill the Basel Committees attempt to 

decrease the systemic risk. The last two reasons are both relevant through the 

ontological and the epistemological perspective, since we believe that our respondents 

experience the world differently and that the knowledge is co-created between the 

respondents and us as researchers. Moreover, we agree with Guba and Lincoln (2005, p. 

202) who claims that “knowledge cannot be separated from the knower” which is a 

main focus within the constructivism. 

  

The importance of identifying the appropriate paradigm for each study is emphasized by 

Guba and Lincoln (2005, p. 202), who explain that a research question in one 

framework might make little or no sense in another. Due to this, we chose to explore the 

reasons why the other paradigms are not relevant to our study. The positivist paradigm 

Table 1 - Paradigms (Guba & Lincoln, 2005, p. 195) 
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assumes that a “real” reality exists and that research should be conducted with methods 

that prevent human contamination (Guba & Lincoln, 2005, p. 203), which is not 

relevant for our study since our research question addresses the perception of the 

respondents. The importance of objectivity is present in both positivism and 

postpositivism, and focuses therefore on the fact that reality is independent of the 

human minds. That is not in concordant with our study, since we focus on the 

respondents’ thoughts, ideas and opinions and therefore believe that the reality is 

depending on the human-mind. As described above, the ontology and epistemology 

within both positivism and postpositivism are not relevant for our study. If our research 

question was studied through either of these two paradigms the result would not fulfill 

our purpose to study the perception of the impact of the Basel III Accord on the 

Swedish banking sector.   

 

The critical theory et al. paradigm, however, recognize that knowledge is not separated 

from the humans but humans are either unaware (false consciousness) or 

unwilling/unable (divided consciousness) actors of historical lessons or realities (Guba 

& Lincoln, 2005, p. 204). We disagree with this because we believe that humans (and 

our respondents) are aware/able/willing (consciousness) actors and act upon experience 

and prior knowledge. This paradigm also focuses on action research, which is not within 

the scope of this study since we focus on perceptions valid today and not the effect of 

something that we as researchers’ implement. The participatory paradigm is a quite new 

one, where both the humans and the cosmos participate to create a worldview together 

and that knowledge is created through human-minds and the cosmos impact on it 

(Heron & Reason, 1997, pp. 279-283). This paradigm seemed at first relevant to our 

study, but after learning more about it we realized that neither the ontology nor the 

epistemology is of interest for our study. Primarily due to the fact that we partly 

disagree with the ontology; on one hand, we do think that the there is no “real” reality 

which makes us agree with the paradigm. But, on the other hand, we do not think that 

the reality is constructed as an interaction between human-minds and the cosmos we 

live in, which makes us disagree with the paradigm. Further on, the same arguments are 

valid and correct for the epistemology since it also focus on the fact that knowledge is 

created through the human mind and its interaction with other humans and the cosmos.  

 

A more detailed description of the ontology, the epistemology and methodology 

perspectives relevant for this study is described below, which is based upon the suitable 

choice of paradigm for our study. Moreover, we stress that the choice of ontology and 

epistemology creates the research philosophy that we as researchers have towards this 

study and highlights important research questions on how our study should be viewed 

upon. Guba and Lincoln (1994, p. 112) remarks that the concept of research philosophy 

should include all three parts of the paradigm as suggested in their figure above, 

meanwhile Bryman and Bell (2003, p. 22), Widerberg (2002, p. 27) and Eliasson (1995, 

p. 34) claim that the a research philosophy only contains the ontology and the 

epistemology and excludes the methodology. Our research philosophy corresponds to 

the phenomenological philosophy, which Remenyi et al. (2005, pp. 94-95) describe as 

attempts to understand phenomenon that has to do with people and their behaviors.  

 

2.3.1 Ontology 

The ontology describes the view of reality, society and humans that the researches have 

(Eliasson, 1995, p. 34). It is therefore crucial to determine which one that is relevant for 

us in this study since it influences the execution of the study. The ontology that frames 
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this study is relativism due to the fact that the chosen paradigm is constructivism. Guba 

and Lincoln (1994, p. 110) defines relativism as: “Realities are apprehend-able in the 

form of multiple, intangible mental constructions, socially and experimentally based, 

local and specific in nature (although elements are often shared among many 

individuals and even across cultures), and dependent for their form and content on 

individual persons or groups holding the constructions”.  

 

From this study’s point of view, the ontology means that the reality is a creation that is 

relative to a human (individual or group) and what we know about it depends on the 

context that this individual or group exists within. If we translate this to our study, it 

means that the reality we study is a creation that is relative to our respondents and what 

we learn from the interviews need to been seen within this context – the implementing 

of a new bank regulation within the Swedish bank sector that impacts the banking 

industry within the whole world. Furthermore, our study aims at gathering and 

highlighting the perceptions from some employees within the four largest banks in 

Sweden which makes it quite obvious that the reality we see in the study is relative to 

the respondents within each bank and that the data collected has to be considered within 

this context.  

 

2.3.2 Epistemology 

The epistemology reflects the researchers’ view of knowledge, which concerns 

according to Eliasson (1995, p. 34) our views on:  

 What knowledge can and could be collected,  

 How knowledge should be searched for, and 

 To what extent the knowledge is depending on social conditions. 

In this study, the knowledge that we want to collect is the subjective point of view and 

the perceptions that the senior employees of the major Swedish banks have regarding 

the new bank regulation the Basel III Accord and its potential effects on the systemic 

risk. This means that we need to search for the information from these employees 

through interviews, and from those interviews will we be able to gain knowledge. The 

knowledge we gain is depending, in our opinion, on the social conditions that our 

respondents live and work in. As stated above, we believe that the world is influenced 

by humans and that neither can exist without the other one. Humans impact the reality 

and the reality is shaped through humans, which means that we agree with the 

epistemology suggested by Guba and Lincoln for our paradigm. The epistemology is 

subjectivist/transactional which Guba and Lincoln (1994, p. 111) describe as: “The 

investigator and the object of the investigation are assumed to be interactively linked so 

that the “findings” are literally created as the investigation proceeds”. From our 

study’s point of view it is an appropriate view of knowledge, since the data in our study 

is gathered to illustrate the perceptions that the implementation and impact of the Basel 

III Accord have on the Swedish banking industry and how it is perceived to influence 

the systemic risk in the world. The knowledge is gained through a Swedish banking 

industry perspective and is only supposed to be relevant for this specific area. 

 

2.3.3 Methodology 

The ontology focuses upon what the reality is, the epistemology reflects the view of 

what knowledge is, while the methodology reflects the procedures to collect knowledge 

(Guba & Lincoln, 1994, p. 108). The choice of methodology is limited, due to the fact 

that our study is determined to belong to the paradigm constructivism. This means that 

the methodology relevant for our study is the hermeneutical/dialectical, which Guba and 
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Lincoln (1994, p 111) defines as “the variable and personal (intramental) nature of 

social constructions suggests that individual constructions can be elicited and refined 

only through interaction between and among investigator and respondents”. Bryman 

and Bell (2003, pp. 16-17) and Patel and Davidson (2011, p. 29) explains that the 

essential within the hermeneutic is to understand and interpret and not to explain 

phenomena – which is in accordance with our research philosophy. Our study, 

considering these descriptions, has strong influences of the hermeneutic aspect. Due to 

the fact that we aim to understand the major banks’ perception of and attitude towards 

the new bank regulation (the Basel III Accord) and how it might affect the systemic 

risk. Patel and Davidson (2011, p. 29) summarize that within the hermeneutic aspect the 

role of the researcher is to be open, subjective and dedicated and the aspect is often 

associated with qualitative systems focusing on comprehension and interpretations. This 

is also in line with Guba and Lincolns’ (1994) description of the paradigm 

constructivism.  

 

To summarize our research paradigm, the same model is adapted including our specific 

ontology, epistemology and methodology.   

 

 
 

 

 

 

 

 

 

 

 

Figure 4 - Summary of our research paradigm (Our own creation) 

 

2.4 Research approach      
A study can be approached differently and it is important to inform the reader of which 

approach that is used in the study, since it describes the researchers’ course of directions 

when answering the research question. Blaikie (2000, p. 100) agrees and explains that 

research approaches “provide different ways of answering research questions by 

specifying a starting-point, a series of steps and an end-point”. The different 

approaches that exist are, according to Patel and Davidson (2011, p. 23), the deductive 

approach, the inductive approach and the abductive approach. The deductive approach 

is, according Bryman and Bell (2003, p. 9), when the researchers deduce a hypothesis 

from present theory and then convert the hypothesis into operational terms. Saunders et 

al. (2009, p. 124) explain further that within the deductive approach researchers’ 

develop a theory or hypotheses that are subjected to extensive tests. Bryman and Bell 

(2003, p. 10) describe the inductive approach as the inverse process as the deductive 

one, where the researchers’ findings become theory. Saunders et al. (2009, p. 126) 

elaborate that an inductive approach starts with collecting data and thereafter 
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understanding the data and building a theory from it. Bryman and Bell (2003, p. 12) and 

Saunders et al. (2009, p. 127) also discuss a mix of these two approaches, which Patel 

and Davidson (2011, p. 24) name the abductive approach. This approach can either 

begin with the researcher collecting data and creating a theory which is later on tested 

throughout a deductive approach or the reversed path is also possible (Patel & 

Davidson, 2011, p. 24). The three approaches are outlined in this figure below, where 

the components are based on Patel and Davidson (2011, p. 25). 

 

 

 
Figure 5 - Research approach (Our own creation) 

 

The choice of which approach to use depends on various causes, but the two main 

reasons are the research question – how it is formulated – and the topic of the study. 

Our topic (Basel III Accord within the Swedish banking industry) is new – newly 

developed framework that has not yet been implemented – and therefore has not many 

studies been conducted, which makes basically everything within this research topic a 

“first-timer”. The second reason, our research question, concerns the perception of how 

senior employees within the Swedish banking industry comprehend, understand and 

reflect about the new bank regulations. From this, the decision of which approach that 

characterizes our study is a bit clearer and it is the inductive approach. Firstly, due to the 

fact that we want to create an understanding of how the new bank regulation, the Basel 

III Accord, is perceived to affect the Swedish banking industry and also how it is 

perceived to impact the systemic risk. Secondly, it is also quite difficult to state 

hypotheses due to the lack of extensive research material within the topic which is 

emphasized by Saunders et al. (2009, p. 127) as a reason for an inductive approach.  

Our starting point is to study the Basel III Accord so we know and understand the new 

and developed regulations, then we continue to study the literature about systemic risk 

and the Swedish bank sector to increase our theoretical frame of reference. These two 

steps facilitate our construction of an interview guide and also improve our knowledge, 

which makes it easier to understand and interpret our respondents’ answers. Even 

though we study the literature concerning our three topics (the Basel III Accord, 

systemic risk and the Swedish bank sector) to increase our knowlegde of them 

separately, there is no literature or previous research that combines these three areas and 

therefore is our study, to some extent, a precursor. We are aware of the fact that the 

decision of increasing our theoretical knowledge of the three topics before collecting 

our empirical data is slightly contradictory to our inductive approach. However, the 

inductive approach concerns the fact that we combine the three topics: the Basel III 

Accord, the systemic risk and the Swedish bank industry, in our study. From this, even 

though it might seem that we are not purely inductive since we start by studying the 
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literature, we think that it is appropriate and valid for us to use the inductive approach 

since the literature is lacking studies of the combination of the three topics. In short, this 

means that our study is inductive since we firstly collect the empirical data concerning 

the combination of the three topics and then we analyzes and interprets it and thereafter 

create new knowledge (the first knowledge) concerning the combination of the Basel III 

Accord, systemic risk and the Swedish bank sector.  

 

2.5 Research strategy 
The choice of research strategy describes, according to Patel and Davidson (2011, p. 13) 

how the researcher will generate, process and analyze the collected data. Furthermore, 

Bryman and Bell (2003, p. 25) explain that the choice of research strategy depend on 

the chosen research paradigm. Our choice of research strategy is therefore more or less 

pre-determined based on our research paradigm, but we also think that it depends on our 

research question which Silverman (2006, p. 34) agrees on. We study the perceptions 

which are subjective to each person and to gain access to those perceptions, we need to 

focus on each individual and ask them separately. These arguments indicate that the 

research strategy appropriate for our study is the qualitative one. It is also the most 

common research method when using the inductive approach (Silverman, 2006, p. 56; 

Bryman & Bell, 2003, p. 25), which is also the case with the hermeneutic aspect (Patel 

& Davidson, 2011, p. 29). We have, therefore, decided to use the qualitative research 

strategy in our study. 

 

The two major strategies are the quantitative and the qualitative, which can either be 

conducted separately or in a combination. The quantitative strategy refers to 

measurements when collecting data and statistical methods are used to process and 

analyze the information, while the qualitative strategy focuses upon collecting “soft” 

data, i.e. qualitative interviews and the analyzing methods includes among other things 

interpreting the “soft” data (Patel & Davidson, 2011, pp. 13-14). Bryman and Bell 

(2003, p. 25) argue that the quantitative strategy highlights the quantification in the 

collection and analysis of data, meanwhile the qualitative strategy emphasizes words 

rather than quantification when collecting and analyzing data. These descriptions of the 

two research strategies stress even further the appropriateness of a qualitative research 

strategy in our study. Mainly, since we aim at collecting “soft” data – the words of our 

respondents – and analyze and understand it through our interpretation. Additionally, 

we also focus on all the answers provided by our respondents individually and we are 

therefore not aiming for quantification of the answers but instead understanding them 

within the context of our study. Widerberg (2002, p. 31) also remarks that it is through 

qualitative research that a researcher makes “discoveries”, since it allows the researcher 

to analyze, interpret, explore and be reflective about the collected data.  

 

2.6 Research method 
The research method is the technique used for collecting relevant data (Bryman & Bell, 

2003, p. 32), where examples of methods are questionnaires, interviews or experiments. 

Bryman and Bell (2003, p. 61) state that a useful method within the qualitative research 

strategy is qualitative interviews. We will conduct qualitative interviews, but further 

discussion and explanation of research method is outlined in chapter 4 – empirical 

method. 
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2.7 Theoretical methodology summary 

 

Figure 6 - Theoretical methodology summary (Our own creation) 

2.8 Perspective  
A researcher conducting the same study as ours can present similar data, yet arrive at 

different conclusions which highlights the importance of stating the perspective used 

within a study since the perspective can determine which conclusions are made. If the 

researcher with the same data but different conclusions read our study, it is important to 

provide the framework and perspective used in our study since it can explain the 

differences. Johansson Lindfors (1993, pp. 37-38) explains that differences might occur 

since the researchers’ and the reader might focus on different things. Our perspective in 

this study is the banking sector, which means that our conclusions will be based on how 

the major banks in Sweden perceive the new bank regulations and how they believe that 

it will impact the systemic risk.  

 

2.9 Secondary sources  
To be able to conduct our study, we had to explore the existing literature concerning the 

Basel III Accord, the systemic risk and the Swedish banking industry. The literature 

research conducted for all of these three areas, which constitutes the theoretical 

framework within our thesis, is discussed in the next section and thereafter we are 

discussing and criticizing the use of secondary sources.  

 

2.9.1 Collecting secondary sources 

To find relevant information about the chosen topics and former studies, we mainly 

used the databases offered by the Umeå University where we first of all utilized 

Business Source Premier, Emerald and Academic Search Elite. If we could not locate 

the articles we were searching for or if we were in need of some complementing 

information we used other databases, such as EconLit and ScienceDirect. However, it 

was hard to find relevant and interesting articles in the beginning since the Basel III 

Accord is such a new topic. Literature about systemic risk was an easier topic to collect 
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secondary data about, but literature about the Basel III Accord in combination with 

systemic risk was basically impossible to find – accept from one article published by 

Schwerter (2011). This also highlights the relevance for our study, due to the lack of 

existing literature. However, we also used DIVA-portal to explore the pre-existing 

studies about Basel III to further establish the research gap that our study aims at 

covering. The keywords we searched for was mainly “Basel III”, “Basel III + systemic 

risk”, “Basel III + bank regulation”, “systemic risk + bank regulation”. Usually a time 

frame is selected (as a filter for the search) when searching literature in the databases. 

During our search, we did not use this method, mainly due to the fact that we received 

only a few hits for each search and were therefore able to go through all of them. The 

search for articles about systemic risk did, a few times, give some more hits, and when 

selecting among these articles we selected a time frame from 2000 until today.  

 

When searching for relevant data within the databases, we marked the box for only 

showing “peer-reviewed” articles which ensures that the data within these articles have 

been reviewed by other experts of the same topic. Nevertheless, the success of finding 

peer-reviewed articles did not really occur since the Basel III Accord is quite a new 

research topic. Some of the systemic risk articles have, on the other hand, been peer-

reviewed. To select relevant articles for our topic, we started to read the title and the 

abstract of the articles and the ones that were interesting for our study was read more 

thoroughly. From this, we decided which articles that included relevant and interesting 

information for our study and which ones to use as well. We also found interesting 

articles by studying references of the selected articles, which we included in our study. 

To locate some of these articles were more difficult than others, and for these articles 

we used Google Scholar (advanced search for keywords). 

 

The information about the Swedish banking industry is mainly collected from the 

Swedish central bank (the Riksbank) and the Swedish Bankers’ Association, meanwhile 

the information about the theoretical methodology and the empirical method is gathered 

from books. The books we used to describe our methodology and our method can be 

divided into two categories – the more general books and the more specialized books. 

The general ones is mainly used to describe our theoretical methodology while the more 

specialized books are used in our empirical method. To locate the books, we used both 

the search engine at Umeå University, ALBUM, and the national one LIBRIS and 

thereafter borrowed them from Umeå University.  

 

The collection of secondary sources has, as outlined above, been done through different 

channels and different languages – both Swedish and English. Important to note here is 

that both Lina and Marlene are fluent in both languages and it is therefore not an 

obstacle to use sources of both languages when writing our thesis. However, we must 

mention that Swedish is Lina’s mother tongue meanwhile Marlene originally comes 

from Norway, but has been studying her whole degree in Sweden and therefore control 

the Swedish language well.  

 

2.9.2 Criticism of secondary sources 

All researchers have to be critical when making the choice of which information and 

theories to use in a study (Johansson Lindfors, 1993, p. 87). A researcher should 

consider four conditions when determining which information to use: 1. Authenticity – 

is the source what it claims to be?; 2. Temporal Association – the shorter period 

between the event and the appearance of the source, the less dubious source; 3. 
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Independence – the source should not be an abstract of another source; 4. Tendency of 

freedom – the source should not be suspected to be a distortion of the reality. (Thurén, 

2005, p. 13) The importance of considering the sources trustworthiness is also 

highlighted by Ejvegård (2009, pp. 71-73), who also discuss that four conditions should 

be considered: 1. Authentification – is the information authentic?; 2. Independence – is 

the source primary or secondary?; 3. Recency – more current sources are better than 

older ones; 4. Concurrency – the comprehension of information is better the shorter 

time that passes between the event and when it is noted.  

 

Ejvegård’s (2009) and Thurén’s (2005) four conditions are quite similar, and the 

following discussion will therefore assume the conditions presented by Ejvegård (2009). 

Our thesis is based upon both articles and books, where we mainly used articles in the 

theoretical framework and mainly books when describing our methodology. To be 

critical and determine which secondary sources to use is difficult, but extremely 

important and the criteria outlined above facilitate the choice of which sources to use. 

The secondary sources we used will be discussed in accordance with these criteria.  

 

First of all, to decide if the information in the secondary sources is authentic are hard 

since the possibility to publish all kind of information on for example internet is quite 

an easy process. To ensure that our article sources are authentic, we chose to mark 

“peer-reviewed” when conducting our literature search which assures that the published 

information in the article is reviewed by other experts within the same research area. 

However, some of our articles are not “peer-reviewed” which is mainly due to the 

recent publishing and therefore lack of time for reviewing them. To ensure that the 

information still can be seen as authentic, we examined the different sources and 

realized that many of them discusses the same facts and uses similar references and we 

also studied the author(s) to judge his/her (their) trustworthiness.  

 

The information about the Swedish banking industry and the four major banks is 

collected from the internet, which immediately raises some doubts about the 

authenticness. We believe, however, that the information published on these websites is 

authentic since the companies and the Swedish Bankings’ Industry lacks initiatives to 

publish information that is misleading and false. Nevertheless, the information has to be 

examined with skepticism since the companies might only publish information that is 

beneficial. This is not a problem for us, since the information we use and is interested 

in, is general information about the companies which is neither describing nor 

discussing the companies from a specific point of view. The information from the 

Riksbank and the Finansinspektionen (the Swedish Financial Supervisory Authority) is 

published by the Swedish government, which we think is authentic since it is general 

information about these institutions and also about the implementation of the new Basel 

III Accord.  

 

The methodology sources are mainly collected from books, where the authentification 

might be questioned since books are not reviewed by other experts within the same 

research topic. Nonetheless, the information in the different sources is quite consonant 

which confirm that the information is authentic and also the authors to the different 

sources are well-known and well-recognized within the research area.  
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Our secondary sources are mainly independent and primary sources – meaning that the 

information within the sources are first published in these sources and are not rewritten 

or more or less copied from other sources. The referencing to other sources is high, 

which improve the trustworthiness of the sources. We have also searched for and tried, 

as far as possible, to use the primary sources to be able to ensure the independence and 

also eliminating the possibility of primary sources being misinterpreted or misquoted. 

However, the possibility of errors are always present and we are aware of that but tried 

to establish and assume steps to prevent the use of independent and less trustworthy 

sources.  

 

The choice of which secondary sources to use should also consider the recency of the 

sources, since more recent information are considered to be more reliable. Our attempts 

have been to use as new and up-to-date information as possible, and it has not been a 

major problem for us since information about the Basel III Accord cannot be that old 

due to its development in last couple of years. The sources concerning the four major 

Swedish banks can also be seen as recent, since the banks want to keep the information 

about them up-to-date for their investors and customers. The data concerning the 

systemic risk has, in some cases, been a bit older but we chose to use the information 

since many newer sources referred to them and also since the existing information about 

systemic risk is quite small. The methodology section is mainly based on recent 

information, where the more specialized information is more recent than the more 

general information. The specialized information is based on recent published books, 

since the information about qualitative research and research methods are quite new. 

Meanwhile, the more general information about our methodology such as our paradigm 

is based on information that was invented and discussed for many years ago and we 

have therefore chosen to use the older sources to ensure the use of primary sources.  

 

It is difficult to determine the concurrency, but our thesis concerns a new and recent 

topic which means that the time-frame between the study and the creation of the source 

has to be quite short since not much time has passed by between the development of the 

Basel III Accord and the publishing of these articles. We believe that our sources are 

concurrent, and that the information that is published by the researchers is experienced 

by themselves. 
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The Swedish 
banking sector 

Systemic risk Basel III Final discussion 

3. Theoretical frame of reference 
3.1 Introduction 
The purpose of this chapter is to describe the current research findings from literature 

sources relevant to our topic. We start by discussing the Swedish bank sector, since we 

are examining how the Swedish banks perceive the impact of the Basel III framework 

and its effect on systemic risk. In order to understand why regulations, as Basel III, are 

necessary we find it important to review the current research regarding systemic risk. 

The next step in our literature review is to examine the Basel III framework since it is 

essential that the reader understands the most important aspects of the Basel III 

framework. At last we will connect the three areas together in a final discussion of the 

theoretical frame of reference. 

 

 

3.1.1 Perception 

Before continuing, we find it crucial to define and discuss the concept of perception 

since it is an important concept within our thesis and which we often use as an 

explanation or argument for justifying a choice we have made. First of all, various 

definitions of the concept of perception exists which is highlighted by Barat (2007, p. 

339) and secondly, many of the existing definitions are rather diffuse. Further on, the 

concept is mainly studied in sociology and psychology, which is also reflected in the 

different existing definitions. From this, we find it necessary to clarify the definition we 

believe reflect our view of the concept of perception best and which definition that is 

most appropriate when conducting a business administration study – as we are. The 

definition we decided to use is the following one: “Perception is the set of processes by 

which we recognize, organize and make sense of stimuli in our environment” 

(Sternberg, 2009, p. 120). However, our intention is not to study the concept in itself but 

only to use the concept as a base to enable the study of the Basel III Accord and 

systemic risk in the Swedish banking sector. In our study, the concept of perception 

refers to the thoughts, ideas, comments, opinions, views, feelings and interpretations 

that our respondents says, reveals, discuss, highlights and expresses about our research 

topics during the interview. The use of the concept of perception in our empirical 

method is further explained in 4.3.1 The interview guide. 

 

3.2 The Swedish banking sector 
A stable and trustworthy financial system for saving, financing, mediating payments 

and risk management are of high importance for Sweden’s economic wealth.  These 

functions are provided by the Swedish financial system which consists of banks and 

other credit institutions, insurance companies and securities companies. (Swedish 

Bankers’ Association, 2011, p. 3) There are four dominating banking groups in the 

Swedish market; Handelsbanken, Nordea, SEB and Swedbank. The four largest banks, 

which are the focus of our study, are jointly responsible for 76% of the banks’ total 

assets (Sveriges Riksbank, 2011e, p. 85). The four largest banks have a special role in 

the Swedish market and are crucial for the stability of the Swedish financial system 

(Sveriges Riksbank, 2011b, p. 74).   
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3.2.1 Supervision and regulation of the financial sector in Sweden 

The Swedish banking sector has changed since the mid-1990s. The leading banks have 

developed into financial groups that are not only active in Sweden, but have widespread 

international activities. A reason for this change is the increasing importance of areas as 

life insurance, fund management and mortgage lending. These new activities has led to 

a geographical expansion as well, especially within the Nordic and Baltic regions. 

(Swedish Bankers’ Association, 2011, p. 6) The Swedish banking sector have, in other 

words, become more active in an international perspective, which means that there is a 

greater risk that they can be affected by foreign financial systems. This is supported by 

De Nicolo´ et al. (2004, pp. 206-207) who concluded that an increased scope of 

activities cross-country (internationalization) can lead to an increase of systemic risk.  

 

The financial sector is of great importance to the Swedish economy and in order to 

prevent financial crises and systemic risk, specific regulations have been introduced for 

companies that perform financial operations (Sveriges Riksbank, 2011e, p. 11). There 

are two main reasons for these regulations according to Riksbanken (2011e, p. 11): 

1. "to ensure that the financial companies have sufficient resilience to avoid 

bankruptcy and to manage the risks that arise in their operations." 

2. "to protect the assets and interests of the consumers in relation to the financial 

companies." 

 

There are several authorities in Sweden that aim to protect the financial system. 

Riksdagen (the parliament) and the government have the ultimate responsibility for the 

financial system, but the responsibility for endorsing an effective and stable financial 

system is shared between three different authorities: the Riksbank, the Swedish National 

Debt Office and Finansinspektionen (the Swedish Financial Supervisory Authority). 

The Riksbank is accountable for providing liquidity in the financial system, while the 

government and the National Debt Office are in charge for more long-term forms of 

support. The last of the three authorities, Finansinspektionen, is accountable for the 

supervision of the financial firms. (Sveriges Riksbank, 2011e, p. 11) In addition to the 

regulations endorsed by these authorities the Swedish banks have to follow the 

regulations posted by EU which today consist of Basel II, and soon the regulations in 

Basel III which will be further discussed in 3.4. 

 

3.2.2 SEB 

Skandinaviska Enskilda Banken (SEB) was established in 1856 and have today a strong 

commercial and investment banking focus. SEB is represented in twenty different 

countries around the world and offer financial advice and other financial services in 

both Sweden and the Baltic countries. They also have a great focus on corporate 

investment banking in Denmark, Finland, Norway as well as Germany. (SEB Group, 

2011) The operating income of SEB in 2011 was 37 686 MSEK, where Sweden was the 

single largest market accounting for 55% of the operating income. (SEB, 2011, p. 

Cover) The operating profit in 2011 was 15 345 MSEK, which is an increase of 35% 

compared with 2010. The return on equity on total operations rose from 6,8% to 10,8%. 

As presented in table 2, the basic earnings per share was 5,06 SEK, while the diluted 

earnings per share was 5,04 SEK. (SEB, 2011, p. 17) 
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Table 2 - SEB key figures 2011 (SEB, 2011) 

 2011 2010 2009 2008 

Return on equity % 10,8 6,8 1,2 13,2 

Basic earnings per share, SEK 5,06 3,07 0,58 10,36 

Diluted earnings per share, SEK 5,04 3,06 0,58 10,36 

P/E 7,9 18,2 75,8 4,1 

 

SEB has through the years had stable and strong capital ratios which have been 

maintained through 2011. SEB’s capital adequacy is presented in Table 3. The core Tier 

1 capital ratio was 13,7%, the Tier 1 capital ratio was 15,9% and the total capital ratio 

amounted to 15,2% as of yearend 2011. All three of the capital ratios have increased 

throughout the year, and this can also be seen in the increase in capital base in relation 

to the capital requirements. The capital base in relation to the capital requirements have 

increased from 1,73 to 1,90. (SEB, 2011, p. 52) 

 
Table 3 - SEB capital adequacy level (SEB, 2011) 

Capital adequacy 2011 2010 

Without transitional floor (Basel II)   

Core Tier 1 capital ratio 13,7% 12,2% 

Tier 1 capital ratio 15,9% 14,2% 

Total capital ratio 15,2% 13,8% 

Capital base in relation to capital requirement 1,90 1,73 

 

SEB Group total balance sheet (see Appendix 1 for further information) was 2 362 653 

MSEK as per 31 December 2011, which is an increase of 8% compared with last year. 

The assets can be divided into two groups; (1) "banking book" (household lending and 

corporate & public sector lending) and (2) liquid assets (credit institutions, net trading 

assets, cash & deposits in CB and liquidity portfolio). The largest item of assets on the 

balance sheet is loans to the public, which increased by 10% to SEK 1,186bn. The  

equity and liabilities can be divided into (1) stable funding consisting of household 

deposits, equity and corporate & public sector deposits, and (2) short-term funding 

consisting of credit institutions, funding < 1 year, funding remaining maturity > 1 year. 

(SEB, 2011, p. 19) 

 

3.2.3 Swedbank 

As of 31 December 2011, Swedbank had approximately 320 branches across the 

country, 4,1 million private customers and 263 000 corporate and organizational 

customers. In addition to their own branch offices, they have a close cooperation with 

other independent saving banks with a total of 260 branches. (Swedbank, 2012) 

Swedbank has a high level of activity in both Sweden and the Baltic countries. The 

Swedbank group also contain Swedbank Robur, which is the largest fund management 

company in Sweden, and Swedbank Hypotek, which is a leading mortgage finance 

institute. (Swedish Bankers’ Association, 2011, p. 6) Swedbank’s total income was 33 

514 MSEK in 2011, which was an 8% increase compared with 2010 when the total 

income was 31 044 MSEK. (Swedbank, 2011, p. 71) Swedbank is divided into six 

business areas; retail, large corporates & institutions, Baltic banking, asset management, 

Russia & Ukraine and Ektornet, where retail accounts for 54% of the total income 

(Swedbank, 2011, p. 21) The operating profit increased from 9 955 MSEK to 15 423 

MSEK during 2011. (Swedbank, 2011, p. 71) 
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Table 4 - Swedbank key figures 2011 (Swedbank, 2011) 

 2011 2010 2009 2008 

Return on equity % 12,2 8,1 -12,5 15,2 

Basic earnings per share, SEK 9,53 6,43 -10,66 16,51 

Diluted earnings per share, SEK 9,52 6,43 -10,66 16,51 

P/E 9,4 14,6 -6,7 2,7 

 

As presented in the table above, the return on equity increased from 8,1% to 12,2% 

during 2011 (Swedbank, 2011, p. 178). The basic earnings per share was 9,53 SEK, 

while the diluted earnings per share was 9,52 SEK. The P/E ratio has decreased during 

the year, and was 9,4 according to Swedbank in 2011. (Swedbank, 2011, p. 49) The 

capital adequacy of Swedbank has also improved during the year. The core Tier 1 

capital ratio has increased from 13,9% to 17,2%, the Tier 1 capital ratio has increased 

from 15,2%  to 17,2% and the total capital ratio has improved from 18,4% to 18,9%. 

Since the capital requirements have not changed since last year as well as the capital 

ratios have improved, the capital base in relation to capital requirements have also 

improved. The capital base in relation to capital requirements have increased from 2,30 

to 2,36. (Swedbank, 2011, p. 178) 

 
Table 5 - Swedbank capital adequacy level (Swedbank, 2011, p. 178) 

Capital adequacy 2011 2010 

Without transitional floor (Basel II)   

Core Tier 1 capital ratio 15,7% 13,9% 

Tier 1 capital ratio 17,2% 15,2% 

Total capital ratio 18,9% 18,4% 

Capital base in relation to capital requirement 2,36 2,30 

 

Swedbank Group total balance sheet (see Appendix 1 for further information) was 1 857 

065 MSEK as per 31 December 2011, which is an increase of 8% compared with last 

year. The largest item of assets on the balance sheet is loans to the public, which 

increased by 2% to 1 211 454 MSEK during 2011. (Swedbank, 2011, p. 72) 

 

3.2.4 Nordea Bank 

Nordea is the largest financial services group in Northern Europe. They are a leading 

operator in the areas of corporate merchant banking, retail banking as well as private 

banking. In addition to this, Nordea is a frontrunner of life and pension products in the 

Nordic countries. (Nordea, 2012) In Sweden, Nordea is known for fund management 

and mortgage credits, as well as owning the credit transfer payment system, Plusgirot. 

(Swedish Bankers’ Association, 2011, p. 6) The operating income of 2011 increased 

from 9 334 MEUR to 9 501 MEUR. The operating income distribution is divided into 

seven areas (Nordea, 2011, p. 3); 

 Sweden (25%) 

 Denmark (25%) 

 Finland (19%) 

 Norway (14%) 

 Poland, Baltic countries and Russia (7%) 

 Other European countries (10%) 
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The operating profit of Nordea disappointed in 2011 and decreased with 3% from 3 639 

MSEK to 3 547 MSEK (Nordea, 2011, p. 4). As presented in table 6 below, the return 

on equity decreased during 2011 as well from 11,5% to 10,6%. The same trend is 

shown in the basic earnings per share (1,34 EUR to 0,92 EUR), as well as for the 

diluted earnings per share (0,66 EUR to 0,65 EUR). (Nordea, 2011, p. 5) The price per 

earnings ratio was in 2011 9,7 compared with 12,36, which means that the share was 

less expensive in 2011. (Nordea, 2011, p. 48) 

 
Table 6 - Nordea key figures (Nordea, 2011) 

 2011 2010 2009 2008 

Return on equity % 10,6 11,5 11,3 15,3 

Basic earnings per share, EUR 0,92 1,34 1,34 0,9 

Diluted earnings per share, EUR 0,65 0,66 0,6 0,79 

P/E 9,7 12,36 11,85 7,2 

 

Nordea has maintained their capital ratios throughout the year, and both the Core Tier 1 

capital ratio as well as the Tier 1 capital ratio has increased. The Core tier 1 capital ratio 

as seen in table 7, has increased from 10,3% to 11,2% during the year, while the Tier 1 

capital ratio has increased from 11,4% to 12,2%. The total capital ratio has however not 

changed and has maintained the level of 13,4%, which means that the capital base in 

relation to the capital requirements have remained unchanged as well, and remains at its 

current level of 1,68. (Nordea, 2011, p. 68) 
 

Table 7 - Nordea capital adequacy level (2011, p. 68) 

Capital adequacy 2011 2010 

Without transitional floor (Basel II)   

Core Tier 1 capital ratio 11,2% 10,3% 

Tier 1 capital ratio 12,2% 11,4% 

Total capital ratio 13,4% 13,4% 

Capital base in relation to capital requirement 1,68 1,68 

 

Nordea Groups’ total balance sheet (see Appendix 1 for further information) was 716 

205 MEUR
2
 as per 31 December 2011, which is an increase of 23% compared with last 

year. The largest asset item is loans to the public which increased from 314 211 MEUR 

to 337 203 MEUR
3
 during 2011. (Nordea, 2011, p. 85) 

 

3.2.5 Handelsbanken 

Handelsbanken was established in 1871 and is one of the leading banks in the Nordic 

region. It has 740 branches spread throughout 22 countries and consider Sweden, 

Denmark, Finland, Norway and Great Britain as its domestic markets. (Handelsbanken, 

2011b) The mortgage institution Stadshypotek is a subsidiary of Handelsbanken. 

Handelsbanken also focuses on fund management and finance company sectors. 

(Swedish Bankers’ Association, 2011, p. 6) The total income rose to 32 809 MSEK 

from 31 296 MSEK during 2011. The increase was a result of a higher net interest 

income, which rose due to increased business volumes as well as higher interest rates 

                                                 
2
 Total assets equal 6 382 810 MSEK per 31 December 2011 (Swedish Bankers’ Association, 2012a, p. 7) 

3
 Loans to the public equal 3 005 153 MSEK per 31 December 2011 (Swedish Bankers’ Association, 

2012a, p. 7) 
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than in 2010. (Handelsbanken, 2011a, p. 22) The operating profit rose with almost 12% 

in 2011 to 16 536 MSEK. The return of equity for total operations increased as well 

from 12,5% to 13,5%. Earnings per share and diluted earnings per share rose throughout 

2011 to 19,78 SEK respective 19,29 SEK. (Handelsbanken, 2011a, p. 26) Lastly, the 

price per earnings ratio decreased from 12,1 to 9,2, as shown in table 8 below 

(Handelsbanken, 2011a, p. 40).  

 
Table 8 - Handelsbanken key figures (Handelsbanken, 2011a) 

 2011 2010 2009 2008 

Return on equity % 13,5 12,9 12,6 16,2 

Basic earnings per share, SEK 19,78 17,72 16,44 19,46 

Diluted earnings per share, SEK 19,39 17,44 15,98 19,31 

P/E 9,2 12,1 12,4 6,5 

 

The capital adequacy level of Handelsbanken has been maintained throughout 2011. 

The core Tier 1 capital ratio increased from 13,5% to 15,6%, as well as the Tier 1 

capital ratio rose from 16,5% to 18,4%. The total capital ratio has, however, not 

changed and has maintained the level of 20,9%, which means that the capital base in 

relation to the capital requirements have remained unchanged as well, and remains at its 

current level of 2,61. (Handelsbanken, 2011a, p. 23) 

 
Table 9 - Handelsbanken capital adequacy level (Handelsbanken, 2011a, p. 23) 

Capital adequacy 2011 2010 

Without transitional floor (Basel II)   

Core Tier 1 capital ratio 15,6% 13,8% 

Tier 1 capital ratio 18,4% 16,5% 

Total capital ratio 20,9% 20,9% 

Capital base in relation to capital requirement 2,61 2,61 

 

Handelsbanken Group total balance sheet (see Appendix 1 for further information) was 

2 454 366 MSEK as per 31 December 2011, which is an increase of 14% compared 

with last year. The largest asset item is loans to the public which increased from 1 513 

687 MSEK to 1 591 128 MSEK during 2011. (Handelsbanken, 2011a, p. 69) 

 

3.2.6 Comparing the four banks 

 
Table 10 - Comparing the four banks 

 SEB Swedbank Nordea Handelsbanken 

Return on equity 10,8 % 12,2 % 10,6 % 13,5 % 

Basic earnings per share 5,06 SEK 9,53 SEK 0,92 EUR 19,78 SEK 

Diluted earnings per share 5,04 SEK 9,52 SEK 0,65 EUR 19,39 SEK 

P/E 7,9 9,4 9,7 9,2 

Core Tier 1 capital ratio 13,7 % 15,7 % 11,2 % 15,6 % 

Tier 1 capital ratio 15,9 % 17,2 % 12,2 % 18,4 % 

Total capital ratio 15,2 % 18,9 % 13,4 % 20,9 % 

Capital base in relation to capital 

requirement 

1,90 2,36 1,68 2,61 
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Handelsbanken has the highest return on equity for total operations as well as the highest 

earnings per share. Swedbank has the highest P/E ratio, while SEB has the lowest. 

Handelsbanken has the highest capital base in relation to capital requirements, but 

Swedbank still has a higher core Tier 1 capital ratio than Handelsbanken. Swedbank has 

the second highest capital base in relation to capital requirements, while Nordea has the 

lowest. Nordea has the lowest level of core Tier 1 capital ratio, Tier 1 capital ratio as 

well as total capital ratio.  

 

3.3 Systemic risk 
 

3.3.1 What is systemic risk? 

In order to solve a problem, the problem has to be defined, because it cannot be solved 

efficiently without an understanding of the problem itself. According to Kaufman and 

Scott (2003, p. 372) there are several definitions of systemic risk, but three concepts that 

are frequently used in the literature. The first definition describes systemic risk as a 

large shock or macro shock that creates immediate large unfavorable effects on the 

entire banking, financial or economic system. This definition focuses on the economic 

system as a whole being affected rather than just one or a few institutions. The other 

two definitions do not have the same macro level focus as the first definition. (Kaufman 

& Scott, 2003, p. 372) As briefly mentioned in the introduction micro prudential 

regulations focus upon the stability of each individual institution, while macro 

prudential regulations focus upon the stability of the whole financial system 

(Brunnermeier et al., 2009, p. xvi). 

 

The second and third definition haves more focus on the micro level and how a shock 

can transmit and spread between units. It is described as the risk of a chain reaction, 

where one unit can fail and affect other interconnected units, as dominos. The difference 

between the first and second definition is that there only needs to be one bank that is 

exposed in direct causation to the initial shock. The thought behind the second 

definition is that the initial bank failure will set off a domino effect and a chain of 

reaction where several banks can be affected. The third definition of systemic risk 

focuses on spillover effects as the second definition, but it does not however entail 

direct causation and relies on weaker and more indirect connections. It focuses on 

similarities in third-party risk exposures, and argues that the probability of a loss is 

higher when the risk-exposure profile of a unit is similar to the initial unit economically, 

politically or otherwise. (Kaufman & Scott, 2003, pp. 372-373) 

 

Schwerter (2011, p. 338) describes systemic risk as "the risk of distress in the financial 

system caused by an imbalance or a failure of a significant part of the financial sector – 

one large institution or many smaller ones – that has the potential to have serious 

negative consequences for the real economy". This definition is similar to the 

definitions of Acharya (2009, pp. 224-225) and IMF, BIS and FSB (2009, pp. 5-6). 

These definitions could be considered as being most similar to Kaufman and Scott’s 

(2003, p. 372) second definition. The different definitions from the literature discussed 

have demonstrated that there is not one easy and obvious definition to what systemic 

risk is. There are many different definitions of systemic risk and the exact meaning of 

systemic risk can absolutely be described as ambiguous.   

 

It is also important to remember that even if each individual institution may try to 

prevent its own failure, they do not necessarily take the systemic risk they impose on 
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other banks into account. This is the reason to why the risk of the financial institutions 

is described as a negative externality on the system. (Acharya et al., 2010, p. 2) The risk 

can therefore be described as that it arises endogenously in the financial system 

(Brunnermeier et al., 2009, p. 5). It is therefore a need to regulate systemic risk because 

of the negative externalities caused by every market participant and their implication of 

different kinds of guarantees. These implicit guarantees are according to Schwerter 

(2011, p. 338): 

 Too big to fail (TBTF) 

 Too interconnected to fail (TITF), and 

 Too many to fail (TMTF) 

 

TBTF is a term used in regulation and public policy that describes how governments 

protects and saves big firms and institutions that they consider are too big to fail. The 

justification behind the decision to rescue a firm from failure is that the adverse 

consequences of the failure for the whole financial system and possibly the economy at 

large. (Moosa, 2010, p. 319) Everyone do not think that some institutions are too big to 

fail, and this is why Moosa (2010, p. 332) argues that the TBTF myth must cease to 

exist and that something should be done to get rid of the TBTF doctrine. Politicians 

should be freed of the fear and tyranny which he means is practiced by the financial 

institutions and markets. It is also suggested as with TBTF that there are some firms that 

are too interconnected to fail or that there are too many to fail. The fact that 

governments rescue companies that are TBTF or TITF gives institutions the incentive to 

become one. The largest and most interconnected institutions are according to 

Brunnermeier et al. (2009, p. 23) most likely to be bailed out during a time of crisis and 

researchers therefore argue that the current system subsidized institutions that cause 

negative externalities on others. Thus, should the regulatory framework focus on risk 

spillovers and externalities.  

 

According to Schwerter (2011, p. 340) banks have significant incentives to become too 

big, too many and/or too interconnected under the Basel II Accord. He also argues that 

the Basel III framework does not have any specific suggestions on how to encounter the 

TBTF, the TMTF or the TITF problems. 

 

3.3.2 Dimensions of systemic risk 

There are two common dimensions when studying systemic risk; the cross-sectional and 

the time dimension. The cross-sectional dimension of systemic risk regards the structure 

of the financial system and the spillover effects, which is the process where distress of a 

single bank can affect other banks negatively. This process is commonly referred to as 

downward spirals and domino respective contagion effects. The time dimension treats 

how aggregate/collective risk develops over time, and therefore takes the procyclicality 

into account. Procyclicality is a major problem in the existing financial system since it 

can undermine the whole system through amplifying shocks, which in turn can generate 

a systemic crisis through different spillover effects. The current framework, Basel II, is 

known to be procyclical and it is compulsory to eliminate or decrease procyclicality and 

hence reduce the overall systemic risk. (Schwerter, 2011, pp. 338-339) The new 

framework, Basel III, will be further strengthened in order to reduce procyclicality since 

it has been one of the most destabilizing elements of the recent financial crisis. The aim 

of these measures is to ensure that the banking sector serves as a shock absorber and not 

as a transmitter of risk (Basel Committee, 2010b, p. 5) 
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Furthermore, Borio (2003, p. 193) argue that we are better equipped to measure the 

cross-sectional dimension of risk compared with the time dimension. It is particularly 

complicated to measure how systemic risk develop over time and the research on 

effectiveness of market discipline is mostly of a cross-sectional nature.  

 

3.3.3 Systemic risk factors 

According to Schwerter (2011, p. 341) systemic risk is caused by the elements shown in 

figure 7; size, maturity mismatch, idiosyncratic risk, leverage, procyclicality, common 

risk exposure and interconnectedness. The size and the interconnectedness is a shade 

darker than the rest of the systemic risk factors since they have greater impact on the 

systemic risk compared with the others (Schwerter, 2011, p. 341).  

 

 
Figure 7 - Overview of systemic risk factors (Schwerter, 2011, p. 339) 

For regulatory purposes it is important to estimate a bank’s contribution to the overall 

systemic risk. This is commonly known as a bank’s systemic importance (Schwerter, 

2011, p. 340).  According to International Moneraty Fund (IMF), Banking of 

International Settlements (BIS) and Financial Stability Board (FSB) (2009, pp. 8-9) and 

Brunnermeier et al. (2009, p. xvi) there are special factors, as earlier mentioned, that 

make an assessment of systemic importance of financial institutions possible. IMF, BIS 

and FSB (2009, pp. 8-9) consider size and interconnectedness as important key criteria 

when identifying the systemic importance of markets and institutions. They further 

argue that "The main criteria for assessing systemic importance relates to their 

potential to have a large negative impact on the financial system and the real 

economy". Size is defined as the volume of financial services offered by the individual 

unit, while interconnectedness is described as the linkages the unit has with other units 

of the system (IMF, BIS & FSB, 2009, pp. 8-9). Brunnermeier et al. (2009, p. xvi) 

argues that factors as size, degree of leverage and interconnectedness are factors that 

help calculate the systemic importance of individual institutions. The size of the bank in 

times of distress plays a great role in transmitting systemic risk, but it is not the only 

factor. If the failing bank is similar to other banks in the system and the cause of the 

failure may apply to them as well, it will be contagious. (Brunnermeier et al., 2009, p. 

3) Kaufman and Scott (2003, p. 375) also point out that both theory and evidence imply 

that the probability, strength, and breadth of any contagious systemic risk are greater 

when the bank experiencing the initial shock is larger and more significant. 
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Accordingly, it can be argued that the transmission and danger of systemic risk most 

likely will vary depending on the level of the initial shock and on the characteristics of 

the bank experiencing the initial shock.  

 

Kaufman (1996, p. 25) describes systemic risk as occurring because of the 

interconnections between all economic agents in the financial system. The 

interconnection between agents creates a chain, where shocks to one agent are 

transmitted to the other agents connected to the chain. The balance sheet of each agent 

contain assets that are liabilities of other agents in the system of whose value depends 

on the activities of others. Correspondingly, the liabilities of each agent are the assets of 

other agents. In a scenario where the value of an agent’s assets decline, the value of its 

capital will also decline. This can result in a reduced spending behavior of the agent and 

accordingly reduce the income and asset values of other agents. If the decline in asset 

values were large enough to surpass the capital it would result in the agent defaulting on 

its debt obligations. This will in turn lower the values of assets on the balance sheet of 

the agents creditors and create a chain reaction of reduced spending and defaults. 

(Kaufman, 1996, p. 35) 

 

Schwerter (2011, p. 339) points out that the current regulations are not adequately 

focused on measuring and pricing systemic risk in order to mitigate systemic risk. He 

further argues that future frameworks should have an increased focus upon this aspect.  

 

3.3.4 The costs of banking system instability 

As we have briefly mentioned the costs of financial instability can be enormous. A 

financial crisis can affect and impose costs on the economy as a whole or parts within it.  

If one bank fails, it will most likely have a direct affect on the bank’s stakeholders. The 

bank’s stakeholders consists of depositors, other creditors of the bank and borrowers. 

Costs declining on certain sectors of the economy may just reflect a redistribution of 

wealth, on the other hand some banking crises may also reduce income and wealth in 

the economy as a whole. (Hoggart et al., 2002, p. 826) 

 

There is not a clear answer to how high the average estimated output losses associated 

with banking crises are and the results have varied noticeably in different studies, 

depending on the samples and the estimation method used. It has been estimated to be 

everything from less than 1 to up to 8 percentage points of output growth for each year 

of a crisis (Barro, 2001; Hutchinson & Noy, 2005) as well as the results of cumulative 

GDP loss during a financial crisis has been estimated to be between 4 to 20 percent 

(Barro, 2001; Demirgüç-Kunt et al., 2006; Hoggarth et al., 2002; Boyd et al., 2005; 

Hutchison & Noy, 2005). Serwa (2010, p. 1464) points nevertheless out that many of 

these studies have been incapable to identify whether output losses were caused by 

banking crises, or vice versa. In the case of estimating the cumulative GDP loss it could 

be a recession and not a banking crisis that caused the decrease in GDP growth. Serwa 

however concludes that it is the banking crises that cause output to slow down and that 

crises are expensive for economies.  

 

3.4 Basel III 
 

3.4.1 Why are regulations necessary? 

Before we go into detail in discussing the Basel III framework, it is important that the 

reader understands why regulations are necessary and the main arguments for its 
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existence. The financial market and bank sector is an important part of our society 

(Carey, 2001, p. 24) and it serves multiple roles (Lind, 2005, p. 25; Lastra, 2004, p. 

226). Some of these banking functions are quite vulnerable and minor imbalances can 

therefore threaten the overall financial stability through contagion. The vulnerability 

and the special nature of the multiple roles banks play, are therefore one of the reasons 

to why regulation is important. (Lind, 2005, p. 26) Llewellyn (2001, p. 328)  argue that 

the objective of a regulatory regime is to reduce the likelihood of bank failures and to 

minimize the costs related to the bank failures that do occur. Banks should nevertheless 

sometimes be allowed to fail since the costs of removing any possibility of bank failures 

would be out of proportion to the benefits (Llewellyn, 1998, p. 315).  Worth mentioning 

is that some academics are skeptical towards the beneficial role of regulation and 

Kaufman and Scott (2003, p. 388) argue that the costs of regulation often outweigh the 

benefits of it. They also suggest that the regulators may have contributed to systemic 

risk as much as they have prevented it (Kaufman & Scott, 2003, p. 388). 

 

As earlier discussed in 3.3.4, the costs of a financial crisis which is "systemic" can be 

major. There is a deep-rooted concern that the social and economic costs of such a 

systemic crises are large and the objective of prudential regulations should therefore be 

to ensure the financial stability of the whole system. (Acharya, 2009, pp. 224-225) Uche 

(2001, p. 71) argues as well that regulations arose from the fact that failure in the 

banking industry had significant external consequences. One theory to explain the 

origins and practice of regulations is therefore naturally that regulations aim at 

protecting the public and that it is supplied in response to the demand of the public. 

(Uche, 2001, p. 68). Another conflicting theory, called capture theory, argues however 

that "regulations is acquired by the industry and is designed and operated primarily for 

its benefit'" (Uche, 2001, p. 69). Regulation is therefore, as discussed above, often 

perceived as both natural and necessary in order to protect the financial system from 

systemic risk. And even if there are different theories regarding the origins and practice 

of regulations, there is however a need of new regulatory framework to mitigate the 

possibility that a new financial crisis should occur again.   

 

3.4.2 From Basel II to Basel III 

It is important to note that Basel III is not new, but conceived as an improvement of 

Basel II in a post crisis time. As illustrated by the model below, Basel III reinforces the 

three Basel II pillars, especially pillar 1 with enhanced minimum capital and liquidity 

requirements. The major changes and elements relevant for our research question are 

discussed throughout this chapter.  
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Figure 8 - From Basel II to Basel III (Moody's Analytics, 2012) 
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3.4.3 Higher minimum capital requirements 

According to the Basel Committee (2010b, p. 

12) there are different categories of capital; 

1. Tier 1 capital (going-concern capital) 

a) Common equity Tier 1 

b) Additional Tier 1 

      2. Tier 2 capital (gone-concern capital) 

(for further definition and explanation of the 

three different categories of capital see 

information boxes as well as Appendix 2) 

 

The crisis demonstrated a need for enhanced 

regulations and it is according to the Basel 

Committee important that banks’ exposures 

are supported by a high quality capital base. 

This is the reason to why the capital 

requirements have increased, as well as the 

Tier 3 capital category from Basel II, which 

were available to cover market risk, is 

eliminated. (Basel Committee, 2010b, p. 2) 

 

Common equity Tier 1 will increase with 

2,5% and must be at least 4,5% of risk 

weighted assets at all times (Basel 

Committee, 2010b, p. 12). The common 

equity Tier 1 requirements will be phased in 

and from 1 January 2013 it will increase 

from the current 2,0% level to 3,5%. It will 

further increase and the banks will have to 

meet the 4% common equity Tier 1 

requirements from 1 January 2014 and 4,5% 

from 1 January 2015. (Basel Committee, 

2010b, p. 28) 

 

The Tier 1 capital requirements increases 

with 2%, and it must now be at least 6% of 

risk weighted assets at all times (Basel 

Committee, 2010b, p. 12). The ratio will rise 

from the current 4% level to 4,5% from 1 

January 2013, and further increase to 5,5% 

from 1 January 2014 and 6% from 1 January 

2015 (Basel Committee, 2010b, p. 28). 

 

The minimum total capital ratio (Tier 1 capital plus Tier 2 capital) remains at the 

existing level and must be at least 8% of risk weighted assets at all times (Basel 

Committee, 2010b, p. 12) The difference between the total capital requirement and the 

Tier 1 requirement can be met with Tier 2 capital and superior forms of capital. Since 

the total capital requirements remain at the existing level it do not need to be phased in. 

(Basel Committee, 2010b, p. 28) 

What is additional Tier 1 capital? 

Additional Tier 1 capital consists of the sum of the 

following elements: 

 Instruments issued by the bank that meet the 

criteria for inclusion in Additional Tier 1 capital 

(and are not included in Common Equity Tier 

1); 

 Stock surplus (share premium) resulting from 

the issue of instruments included in Additional 

Tier 1 capital; 

 Instruments issued by consolidated subsidiaries 

of the bank and held by third parties that meet 

the criteria for inclusion in Additional Tier 1 

capital and are not included in Common Equity 

Tier 1. See section 4, for the relevant criteria; 

and 

 Regulatory adjustments applied in the 

calculation of Additional Tier 1 Capital 

 

 Basel Committee (2010b, p. 15) 

What is common equity Tier 1 capital? 

Common Equity Tier 1 capital consists of the sum of the 

following elements: 

 Common shares issued by the bank that meet the 

criteria for classification as common shares for 

regulatory purposes (or the equivalent for non-

joint stock companies); 

 Stock surplus (share premium) resulting from 

the issue of instruments included Common 

Equity Tier 1; 

 Retained earnings; 

 Accumulated other comprehensive income and 

other disclosed reserves; 

 Common shares issued by consolidated 

subsidiaries of the bank and held by third parties 

(i.e. minority interest) that meet the criteria for 

inclusion in Common Equity Tier 1 capital. See 

section 4, for the relevant criteria; and 

 Regulatory adjustments applied in the 

calculation of Common Equity Tier 1 

 

Basel Committee (2010b, p. 13) 
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According to the Basel Committee (2010a, p. 

22) the new capital requirements will lead to 

an increase in costs for banks to fund their 

operations, and the costs will in turn increase 

the cost to the borrowers through higher 

lending rates which can result in a reduced 

lending activity. They do nevertheless find 

that the benefits of better capitalized banks, 

which will lower the likelihood of systemic 

risk, more than compensate for the 

downward pressure in GDP. (Basel 

Committee, 2010a, p. 28) Schwerter (2011, 

p. 348) also argue that a stronger equity base 

with higher standards and stricter criteria, as 

the Basel III Accord suggests, is essential in 

order to improve financial stability. He 

however criticizes the framework of once 

again having a micro prudential approach, 

where they focus on strengthening each 

single financial institution, and that it most likely only will have a scarce diminishing 

impact on systemic risk.  

 

3.4.4 Capital conservation buffer 

In addition to the higher minimum capital requirements, the Basel Committee is 

introducing two new buffers, (1) a capital conservation buffer and (2) a countercyclical 

capital buffer. According to Schwerter (2011, p. 345) the only macro-prudential 

elements of Basel III which have been decided upon are these two buffers which should 

strengthen the capital base: 

 "to increase flexibility since the conservation buffer can be lowered in times of 

distress; and" 

 "to protect the banking sector from periods of excess credit growth since the 

countercyclical buffer is only activated during these times." 

 

The capital conservation buffer is designed to ensure that banks can absorb losses 

during periods of financial and economic stress, through building up extra capital 

outside periods of stress. Banks will be required to hold a capital conservation buffer of 

2,5% consisting of common equity Tier 1 capital, in order to withstand future stress and 

financial instabilities. (Basel Committee, 2010b, p. 54) The capital conservation buffer 

in combination with the common equity buffer of 4,5% leads to a total common equity 

requirement of 7% (Basel Committee, 2010b, p. 64). The Basel Committee (2010b, p. 

54) suggests that banks can rebuild their buffer through for example reducing 

discretionary distributions of earnings. Banks can for instance reduce dividend 

payments, share-backs and staff bonus payments or raise new capital from the private 

sector.  

 

The capital conservation buffer will, similarly, to the enhanced capital requirements be 

phased in. It will however not be phased in before 1 January 2016 and become fully 

effective on 1 January 2019. On 1 January 2016 it will be introduced at 0,625% of risk 

weighted assets (RWA), and increase each following year by an additional 0,625 

What is Tier 2 capital? 

Tier 2 capital consists of the sum of the following 

elements: 

 Instruments issued by the bank that meet the 

criteria for inclusion in Tier 2 capital (and are 

not included in Tier 1 capital); 

 Stock surplus (share premium) resulting from 

the issue of instruments included in Tier 2 

capital; 

 Instruments issued by consolidated 

subsidiaries of the bank and held by third 

parties that meet the criteria for inclusion in 

Tier 2 capital and are not included in Tier 1 

capital. See section 4, for the relevant criteria; 

 Certain loan loss provisions as specified in 

paragraphs 60 and 61; and 

 Regulatory adjustments applied in the 

calculation of Tier 2 Capital. 

 

 Basel Committee (2010b, p. 17) 
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percentage points, to reach its absolute level of 2,5% of RWAs on 1 January 2019. 

(Basel Committee, 2010b, p. 57) 

 

3.4.5 Countercyclical capital buffer 

Losses incurred in the banking sector can be very large when a period of excess growth 

is followed by a downturn. There is also a possibility that these losses can undermine 

the banking sector and contribute to a vicious circle, where problems in the financial 

system can lead to a downturn in the real economy that then again bounce back and 

affect the banking sector. This is one example of why it is important to have a stable 

financial system and why the banking sector should build up additional capital defenses. 

(Basel Committee, 2010b, p. 57) 

 

The countercyclical buffer, mentioned in 3.4.4. aims to make certain that the banking 

capital requirements take the macro financial environment into consideration, and 

protects the banking sector from instabilities as mentioned above. The countercyclical 

buffer will be implemented according to national situations and range between 0% - 

2,5% to total risk weighted assets. Similar to the capital conservation buffer the banks 

must meet this buffer with common equity Tier 1 or other fully loss absorbing capital. 

The buffer is an extension of the conservation buffer, and will be "deployed by national 

jurisdiction when excess aggregate credit growth is judged to be associated with a 

build-up of system-wide risk to ensure the banking system has a buffer of capital to 

protect it against future potential losses". This entails that national authorities will 

supervise credit growth as well as other indicators in order to detect an increase in 

systemic risk and make assessments if it is excessive. When it is perceived necessary 

the countercyclical buffer requirement will be put in place. (Basel Committee, 2010b, 

pp. 57-58) 

 

The countercyclical buffer will be phased in parallel to the capital conservation buffer, 

which means that the maximum countercyclical buffer requirement will begin at 

0,625% of RWAs on 1 January 2016 and increase each following year  by 0,625% until 

it reaches it absolute maximum of 2,5% of RWAs on 1 January 2019. (Basel 

Committee, 2010b, p. 60) 

 

In table 12, the calibration of the capital framework, capital requirements and buffers of 

the Basel III framework is presented. The countercyclical buffer varies depending on 

counterparties countries, but if the requirement is 2,5% the total capital requirements 

(8%) plus the conversation buffer (2,5%) and countercyclical buffer (2,5%) will reach to 

a total of to 13%. (Basel Committee, 2010b, p. 64) 
 

Table 11 - Calibration of the capital framework, capital requirments and buffers, all numbers in percent 

(Basel Committee, 2010b, p. 64) 

 Common equity Tier 1 Tier 1 capital Total capital 

Minimum 4,5 6,0 8,0 

Conservation buffer 2,5   

Minimum plus conservation buffer 7,0 8,5 10,5 

Countercyclical buffer range 0-2,5   
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3.4.6 Risk coverage 

The risk coverage has been developed in the Basel III Accord, and the counterparty 

credit risk is one of the aspects that should help reduce the systemic risk. The Basel 

Committee promotes more integrated management of market as well as counterparty 

credit risk. (Basel Committee, 2010b, pp. 29-30) Banks must establish their capital 

requirements for counterparty credit risk using stressed inputs. This approach aims to 

address concerns regarding capital charges decreasing during periods of compressed 

market volatility as well as procyclicality. (Basel Committee, 2010b, p. 3) 

 

Banks must also add a capital charge to cover the risk of market-to-market losses on the 

expected counterparty risk. These losses are also known as credit value adjustments 

(CVA). The Basel II framework does not address CVA risk as in the case of Basel III, it 

merely covers the risk of a counterparty default. The Basel Committee expresses a need 

for this approach after the recent financial crisis. In addition to this, they are improving 

standards for collateral management and initial margining. Financial institutions that 

have large and illiquid derivative exposure to a counterparty will have to apply more 

extensive margining periods as a basis for establishing the regulatory capital 

requirement. (Basel Committee, 2010b, p. 3)   

 

In order to handle the systemic risk that arises from the interconnectedness in the 

financial system through the derivatives markets, the Committee suggests establishing 

sturdy standards for financial market infrastructures, including central counterparties 

(CCP). (Basel Committe, 2010b, p. 3) 

 

There are also additional incentives to move over the counter derivative contracts 

(OTC) to central counterparties (CCP). This is suggested in order to help reduce 

systemic risk across the financial system. Lastly, the Basel Committee is strengthening 

counterparty credit risk management standards in several ways. One example is wrong-

way risk, situations where the exposure increases when the credit quality of the 

counterparty decline. (Basel Committee, 2010b, p. 4) 

 

3.4.7 Liquidity standards 

Several banks experienced difficulties during the financial crisis despite satisfactory 

capital levels. One of the reasons to why the banks struggled during the crisis was 

improper management of their liquidity. The crisis once again highlighted flaws in the 

current framework as well as liquidity’s important role in stable financial markets. 

Strong capital requirements as earlier discussed are not sufficient in order to maintain a 

stable banking sector. In order to enhance the soundness of the banking sector the Basel 

Committee published "Principles for Sound Liquidity Risk Management and 

Supervision" in 2008. The document gives guidance to risk management and 

supervision of liquidity risk and the Basel Committee are now further developing and 

strengthening the liquidity framework by introducing internationally harmonized global 

liquidity standards. The global liquidity standards have minimum requirements in the 

same way as the global capital standards have. There are two minimum liquidity 

standards that are introduced; a liquidity coverage ratio (LCR) and a net stable funding 

ratio (NSFR). A set of monitoring metrics aimed to improve cross-border supervisory 

consistency is also introduced in addition to the two global liquidity standards. (Basel 

Committee, 2010b, p. 8) 
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The liquidity standards aims to achieve two objectives (Basel Committee, 2010b, pp. 8-

9): 

1. "to promote short-term resilience of a bank’s liquidity risk profile by ensuring 

that it has sufficient high quality liquid resources to survive an acute stress 

scenario lasting for one month" 

2. "to promote resilience over a longer time horizon by creating additional 

incentives for a bank to fund its activities with more stable sources of funding on 

an ongoing structural basis" 

 

The two liquidity standards were developed to achieve these objects, more specifically 

the LCR aspire to achieve the first objective, while the NSFR intends to achieve the 

second objective. The LCR aspire to promote resilience to prospective liquidity 

instabilities over a period of thirty days. The ratio will make sure that global banks have 

an adequate volume of high quality liquid resources to offset the net cash outflows it 

could experience under an acute short-term stress situation.  The stress scenario is based 

upon the events experienced in the financial crisis, where both institution-specific and 

systemic shocks took place. The scenario assumes (a) a considerable downgrade of the 

institutions public credit rating, (b) a partial loss of deposits, (c) a loss of unsecured 

wholesale funding, (d) a considerable increase in secured funding haircuts and (e) 

increases in derivative collateral calls and substantial calls on contractual and non 

contractual off-balance sheet exposures, as well as committed credit and liquidity 

facilities. (Basel Committee, 2010b, pp. 8-9) 

 

The NSFR has a longer time prospect than the LCR, and it should over the time horizon 

of one year contribute to providing a sustainable maturity structure of assets and 

liabilities. The Basel Committee encourages banks to fund their activities with a higher 

degree of stable sources of funding on a constant structural basis. The additional 

liquidity monitoring tools introduced focus on maturity mismatch, concentration of 

funding, available unencumbered assets, LCR and currency as well as market related 

monitoring tools. (Basel Committee, 2010b, pp. 9-10) 

 

The LCR will not be introduced until 1 January 2015, since a period of observation 

which was set in motion in the beginning of 2011 will take place. The NSFR should 

move to a minimum standard by 1 January 2018. Both of the ratios will be monitored 

and reviewed during the transition period in order for the Basel Committee to address 

unintended consequences as necessary. (Basel Committee, 2010b, p. 10) 

 

3.4.8 Leverage Ratio 

The leverage ratio described in the Basel III framework is a new addition, which also is 

introduced because of the experienced problems during the financial crisis. It became 

apparent that one of the contributing factors to the crisis was the build-up of excessive 

on- and off-balance sheet leverage in the banking sector. Throughout the crisis, the 

banking sector had to reduce its leverage in a manner that enlarged the downward 

pressure on asset prices, further aggravate the positive feedback loop between losses, 

declines in bank capital, and reduction in credit availability. (Basel Committee, 2010b, 

p. 61)  

 

The Committee decided to introduce a simple, transparent and non risk based leverage 

ratio in order to deal with these problems. The leverage ratio is calibrated to act as a 
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supplementary measure to the risk based capital requirements and its objective is to 

(Basel Committee, 2010b, p. 61);  

1. “constrain the build-up of leverage in the banking sector, helping avoid 

destabilizing deleveraging processes which can damage the broader financial 

system and the economy; and” 

2. “Reinforce the risk based requirements with a simple, non-risk based 

“backstop” measure.” 

 

The leverage ratio is a simple measure that can be calculated through taking the average 

of the monthly leverage ratio over the quarter based on the definitions of capital and 

total exposure, where the capital measure should be based on the new definition of Tier 

1 capital. As with the new liquidity standards the leverage ratio will also have a period 

of supervisory monitoring, which was set in motion 1 January 2011. A minimum Tier 1 

leverage ratio of 3% will be tested in a parallel period from 1 January 2013 to 1 January 

2017. If the Basel Committee find it necessary after the parallel run period, final 

modifications to the definition and calibration of the ratio will be made in the first half 

of 2017. (Basel Committee, 2010b, p. 61) A more specific overview of when the 

changes discussed in this chapter will be implemented can be seen in table 12 below.  

 
Table 12 - Phase in arrangements (shading indicates transition periods - all dates are as of 1 January) (Basel 

Committee, 2010b, p. 69) 

 
 

3.5 Assembling the Swedish banking sector, systemic risk and Basel III 
First of all we will discuss how the elements of the Basel III Accord may affect the 

systemic risk factors. Figure 9 is Schwerters (2011, p. 347) figure of Basel IIIs effort to 

counteract the systemic risk factors, which will be further explained. 

 

A strengthened equity base as suggested by the Basel Committee will most likely result 

in a decrease in idiosyncratic risk and hopefully in a decrease of procyclicality. Second, 

the enhanced framework regarding risk coverage may reduce the common risk 

exposure, the idiosyncratic risk and the interconnectedness. It may more specifically 

reduce because of the strengthened consideration of credit value adjustments, assets 

value correlation, counterparty credit risk, the use of stressed input data, increased 

margin periods as well as the inducements to use CCPs. Third, the new leverage focus 
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in Basel III will possibly reduce the degree of borrowing respective the amount of risky 

assets, which in turn can lead to a reduction in the systemic risk factors leverage, 

procyclicality and maturity mismatch. Fourth, the new procyclicality suggestions set 

forth by the Basel Committee may lead to a decrease in procyclicality and idiosyncratic 

risk. This is realistic since countercyclical measures reduce procyclicality and thereby 

strengthen the resilience of the financial institutions and system. The fifth aspect, 

systemic risk and interconnectedness, mainly focuses on the size and interconnectedness 

as we earlier discussed, which are the two most important aspects when assessing 

systemic importance. The common risk exposure will probably also be affected as 

indirect interconnectedness. Lastly, the two new liquidity standards will minimize 

systemic liquidity risk, leverage as well as maturity mismatch. This is due to the fact 

that financial institutions will need to hold a higher degree of high-quality liquidity 

assets to reduce liquidity difficulties. (Schwerter, 2011, pp. 347-348) 

 

 

 
Figure 9 - Basel IIIs efforts to counteract the systemic risk factors (Schwerter, 2011, p. 347) 

It is obviously, as discussed by Schwerter (2011), several aspects of the new Basel III 

framework that most likely will reduce the systemic risk. But it is also worth noting that 

he thinks there is still a lot that needs to be developed and improved upon in the Basel 

III Accord. One of the areas that need to be further explored, is the leverage ratio 

(Schwerter, 2011, p. 349). The Institute of International Finance (2010, p. 12) agrees 

with the Basel Committee that financial institutions need to manage their leverage 

prudently, but they are skeptical to a one-size-fits-all ratio and argue that it will not 

provide an effective, fair or economically realistic view of leverage.  

 

The Swedish bank sector has also expressed its skepticism towards the new leverage 

ratio and the Swedish Bankers’ Association are critical to the fact that the leverage ratio 

does not consider the degree of risk related to the loans. Since a higher degree of the 

Swedish banks total lending is at low risk compared to other foreign countries, there is a 

higher possibility that the leverage ratio will affect the Swedish banks more than several 

of the foreign banks. (Swedish Bankers’ Association, 2010a) The Swedish Bankers’ 
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Association also notifies that they are generally concerned for how the regulations in 

combination with the unstable market will affect the financial market and how the new 

framework will affect the banks and therefore the customers’ costs. The association is 

however pleased with the fact that both the leverage ratio and liquidity standards are 

tested before they are put into effect, and they hope that the limitations are observed 

during this period and thereby can be rectified. (Swedish Bankers’ Association, 2010b) 

 

Another aspect of the Basel III accord that has been criticized by both the banking 

industry as well as academics is the new liquidity measures. The criticism addresses the 

difficulties of determining the optimal degree of maturity transformation that banks can 

carry out without compromising and jeopardizing the financial stability. (Giustiniani & 

Thornton, 2011, p. 326) Goodhart (2010, p. 175) for example argue that "A liquidity 

requirement is an oxymoron. If you have to continue to hold an asset to meet a 

requirement, it is not liquid. What is needed is a buffer, not a minimum requirement". 

The Swedish Bankers’ Association has been especially critical to the liquidity standards 

and the leverage ratio. Fredrik Södergren, capital adequacy expert at the Swedish 

Bankers’ Association, articulate that the association is critical to the new liquidity 

standards, and argues that they are unreasonable in a longer perspective as well as they 

will have enormous consequences for the Swedish banks and be immensely costly for 

the society. (Swedish Bankers’ Association, 2010a) 

 

Lastly, Finansinspektionen, the ministry of finance and the Riksbank suggest that the 

four largest banks in Sweden should have increased capital requirements. In this case 

they need to have at least 10 % of risk-weighted assets in common equity Tier 1 capital 

from January 1 2013 and 12% from January 1 2015. These levels includes the capital 

conservation buffer, but not the contracylical buffer. They propose in other words an 

increase of the capital requirements that should be implemented in a shorter amount of 

time than Basel III. The motive is to devlope higher standards for systemically 

important banks. (Regeringen, 2012; Sverige Riksbank, 2011d) 

 

As discussed in this section, there are both positive and negative attitudes towards the 

new Basel III Accord, and in the following chapters we further investigate the Swedish 

banking sector’s perceptions of it and if there exists any similarities towards those 

observed in the literature.  
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4. Empirical method 
4.1 Introduction 
The purpose of this chapter is to outline the empirical method used in our thesis. The 

empirical method includes describing the steps taken towards the sample selection, 

discussing the use of qualitative interviews, explaining the interview process and how 

we analyzed the data. Thereafter we discuss the ethical considerations that a researcher 

has to respect and regard when conducting the interviews, following that we criticize the 

use of primary sources. 

 

4.2 Research sample selection 
The importance of explaining and describing the procedures when selecting the sample 

used in a study is highlighted by Trost (2010, p. 137), since the outcome of the study 

strongly depends on the sample selection. Bryman and Bell (2003, p. 356) also note the 

importance, since many qualitative studies have a lack of transparency when describing 

the sample selecting procedure. The sample selection is always a hard and difficult 

procedure, which is the case for us as well. Our thesis aims at studying the perception of 

the new bank regulation imposed by the Basel III Accord within the Swedish bank 

sector, which indicates one demarcation – the Swedish bank sector. Our selection of 

relevant samples for conducting our interviews is limited to the banks within Sweden. 

Further on, we narrowed it down by deciding that our study will focus on the four major 

banks in Sweden, which have been shown in chapter 3 to constitute a large portion of 

the whole bank sector in Sweden. Additionally, Trost (2010, p. 141) explains that it is 

important that a variation exists among the respondents and the number of interviews 

depend on the study’s research question and purpose. However, in general he claims 

that it is better with fewer interviews than to many since the information might be too 

overwhelming otherwise (Trost, 2010, pp. 143-144), which is also noted by Kvale and 

Brinkmann (2009, p. 129). Silverman (2006, p. 304) and Bryman and Bell (2003, p. 

356) highlights the fact that representativeness is not important in qualitative studies 

since the aim is in-depth understanding. However, Ejvegård (2009, p. 51) emphasizes 

that the researcher has to be thorough and exact in the sample selection.  

 

The extent of our study has been narrowed through our research question and the choice 

of studying only the four largest banks in Sweden has also decreased the number of 

respondents. Nonetheless, the amount of potential and possible respondents is still 

enormous and we therefore decided to use some pre-determined criteria when selecting 

our respondents. The first and the second criteria have been discussed above, where the 

third criterion is that the respondents have to have knowledge about bank regulation, the 

Basel III Accord and systemic risk. This step-by-step sample selection in qualitative 

research is, according to Trost (2010, pp. 138-139), called strategic selection, which 

entails the researcher to narrow down and receive the desired respondents. Our sample 

selection is a non-probability sample, since our aim is not to create representativeness 

and the choice of sample is based on our subjective judgments (Remenyi et al. 2005, p. 

193). Remenyi et al. (2005, p. 193) also mention that it is usually used by 

phenomenologist researchers, which we are in this study.  
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The main topics in our thesis, bank regulation and risk, are quite difficult topics with 

many different aspects, perspectives and definitions. Our research question includes 

these topics, which means that the respondents must have knowledge about them. It will 

be useless for us to discuss our topics with persons without any knowledge, since it will 

not add anything valuable to our study. This means that we will base our sample 

selection on judgment samples, which Remenyi et al. (2005, p. 194) describe as 

“samples where individuals are selected with a specific purpose in mind” and “such 

samples comprise individuals considered to have the knowledge and information to 

provide useful ideas and insights”. From this, it is quite clear that we chose to conduct 

our interviews with individuals who we believe have this knowledge and information. 

To gain access to these individuals, we visited each bank’s website to locate potential 

respondents. Some of these websites were harder to navigate than other, but at the end 

we found respondents at each bank. Before deciding which individuals we would 

contact for an interview, we discussed the number of interviews that would be 

appropriate and suitable for our study. After considering what Trost (2010, pp. 143-144) 

declared above, we decided that 8 to 12 individuals would be sufficient, whereas 2 to 3 

individuals from each bank. This is because the information would be too 

owerwhelming if we decided to interview even more people. We consider that a higher 

amount of interviews would have imparied rather than improved our study. The amount 

of interviews is based on our research question, where the main focus is on how the new 

bank regulation will affect the Swedish bank sector and not how it will affect each bank. 

We believe that we will receive sufficient information from this amount of interviews, 

especially since we also have to consider some time and cost restrictions too.  

 

The decision of exactly which individuals from each bank we would interview was 

based on the position each individual has within each bank. We aim at interviewing 

individuals in the Swedish senior management (not at group level), where we found 

some individuals on each banks’ website. From this, we used a dual approach when 

contacting these persons through phone calls and e-mails. Bryman and Bell (2003, p. 

246) describes this approach as the best possible, since the researcher establishes a first 

contact through the phone call and thereafter an e-mail is sent describing the nature and 

extent of the interview (see Appendix 3). After this, we scheduled the interviews.  

 

4.2.1 Criticism of the sample selection 

A sample selection can be criticized for various reasons, but the main one in our study is 

the judgment selection where we search for and approach the individuals we think are 

most appropriate and suitable for our study. This means that our study might be biased, 

since we subjectively decided which individuals we would interview. However, if we 

had not made this judgment our respondents might have lacked the knowledge they 

needed to be able to respond to our interview questions. Moreover, our sample affects 

the result we will present which means that if the selection of sample is biased the result 

might not reflect the reality. Nonetheless, this is not a problem for us since we want to 

explore and study the perception of the Swedish banking industry from a sample of 

respondents. We are therefore not aiming for recreating the reality, we only want to 

understand how some individuals perceive the impact that the Basel III Accord will 

have on the Swedish bank sector.  
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4.3 Qualitative interviews – collecting primary sources 
In chapter 2.7 Research method, we shortly discussed our decision of conducting 

qualitative interviews. In this section, we will detail the discussion further. An interview 

refers to the data collecting method where the conversation/dialogue is the method used 

to gain access to the respondents’ oral answers and narratives (Widerberg, 2002, p. 16). 

Silverman (2006, p. 110) argues that the key aspect of an interview is active listening, 

where the interviewer “allows the interviewee the freedom to talk and describe 

meanings’ while bearing in mind the broader aims of the project”. A qualitative 

interview aims, according to Trost (2010, pp. 43-44), to create an understanding of how 

the respondents think and feel, what experiences the respondents have and how the 

respondents imagine the world. Widerberg (2002, p. 16) further explains that the 

purpose of a qualitative interview is to use the real and direct encounter between the 

researcher and the respondent. Silverman (2006, p. 129) concurs and explains that a 

successful interview is, through a constructivist point of view, shared by both the 

researcher and the respondent. In this study, our paradigm is constructivism, which 

means that we agree with this discussion and we believe that knowledge is created by 

the interview participants together.  

 

Eliasson (1995, p. 120) explains that if the purpose of a qualitative study is to study a 

previously unexplored area it make sense to begin with a method such as unstructured 

or semi-structured interviews. A semi-structured interview means that the researcher 

usually has an interview guide, where the main topics are covered. The order and the 

amount of the questions in the guide might vary due to the answers given by the 

respondent, which means that the researcher has a possibility to adopt and adjust the 

interview to each respondent (Krag Jacobsen, 1993, p. 19; Lantz, 2007, p. 33; Bryman 

& Bell, 2003, p. 343). An unstructured/open interview means that the researcher asks 

one question and the rest of the interview is based on the answers given by the 

respondents, this is closely related to a conversation between the respondent and the 

researcher. (Bryman & Bell, 2003, p. 343) If we decide to conduct an unstructued/open 

interview, the possibility of collecting empirical data concerning both our topics can be 

quite difficult. This is because of the fact that we can only ask one broader question in 

the beginning and then we have to base our upcoming questions on the respondent’s 

answer. We cannot prophesy about our respondents’ answers or direct them, which 

means that we might not be able to collect data concerning both of our topics and it is 

not coherent with our research question. We will therefore conduct a semi-structured 

interview, since our research question concerns some predetermined topics of interest 

(the Basel III Accord and systemic risk), which we want to cover during our interviews. 

Further on, the semi-structured interview ensure that we can collect empirical data 

concerning our topics since we are then able to include questions concerning both our 

topics and therefore ascertain that the topics are discussed during the interviews. 

However, the aim of our interview is to understand the perception each respondent has 

of these two topics and it is therefore necessary for us to allow the respondents some 

freedom during the interview. We need to ensure that we cover these topics during the 

interview, but we do not want to direct or guide the respondents to a specific answer. To 

make this possible, we use an interview guide which is described in the next section.  

 

One important feature of an interview is the environment where it is conducted, which 

has to be neutral and all participants have to feel comfortable within the settings (Lantz, 

2007, p. 73; Trost, 2010, p. 65). This feature was easy to consider and fulfill, since we 

either visited the respondents or called the respondents at their office. Another 
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important feature is the face-to-face encounter (Bryman & Bell, 2003, p. 350), since it 

allows the interviewer to see and experience the interviewee’s expressions and gestures. 

Bryman and Bell (2003, p. 350) notes, however, that it is sometimes necessary for a 

qualitative researcher to conduct telephone interviews, due to time constraints or access 

difficulties. For a further discussion of this, see 4.5 Critique of the empirical method. 

 

4.3.1 The interview guide 

The interview guide is, according to Trost (2010, p. 71), not supposed to be like a 

questionnaire where all questions are pre-determined and exactly specified, but the 

guide should include interesting and relevant areas to discuss. Trost (2010, p. 72) also 

explains that the researcher should construct an interview guide that is suitable to 

him/her and the order of the interesting areas within each interview is not pre-

determined since it can and should be allowed to vary. In addition, Bryman and Bell 

(2003, p. 348) argue that an interview guide used in semi-structured interviews consists 

of a semi-structured list of issues or questions to be asked. It means that some areas 

and/or questions to be discussed and/or asked during the interview are created before 

the interview, but the difference from a structured interview is that within a semi-

structured interview the interviewer is allowed to ask follow-up questions, include or 

exclude some questions and to change the order of how the questions are asked 

(Bryman & Bell, 2006, pp. 348-349, Widerberg, 2002, p. 99).  

 

Our research question contains two research areas – the Basel III framework and 

systemic risk, which are the two areas we will focus upon in our interviews. Trost 

(2010, p. 71) argues that before the interview guide is created, the researcher must 

explore and read available information both domestic and internationally and formulate 

a clear purpose of the study. We agree with this and started our study by reading the 

Basel III framework and other available information about the Basel III Accord and 

systemic risk, which facilitated the construction of the interview guide and also enabled 

us to understand the interviewee during the interview.  

 

We chose to attach our interview guide as an appendix, which facilitates the 

understanding of our interviews for the reader. Trost (2010, p. 72) claims that the 

interview guide should be attached, and adds that the content of the guide need to be 

discuss in the text. We will therefore go through our interview guide, and discuss our 

thoughts and reasoning’s of how and why we created and used it. Our interview guide is 
devised in a way to be structured into two parts. First part will take into account the 

background of the respondents and their brief profiles in terms of designation, experience, 

title etcetera, while the second part will deal with a set of questions related to the issues and 

topics concerning the research questions. The first part is integrated, since it provides us 

with a deeper understanding of our respondents which adds another level to our analysis. 

Firstly, it enhances our possibility to understand the answers given by our respondents since 

we can relate each respondent to their background. Secondly, since it might reveal 

information that is unexpected and not easy to detect, where an example is that information 

is known only by a specific group of respondents regardless which bank they belong to or 

job title the respondents have. The second part is divided in two sub-categories – the Basel 

III Accord and systemic risk. In the first sub-category, the questions are constructed to 

highlight the first question in our research question How do Swedish banks perceive the 

impact of the Basel III Accord? and provide us with our respondents perceptions about 

the Basel III framework. The second sub-category, is focusing on the second part of our 

research question and its effect on systemic risk? where we constructed the questions to 
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highlight the perception our respondents have on the cause-and-effect relationship 

between the Basel III Accord and systemic risk.  

 

Bryman and Bell (2003, p. 348) note that some researcher sends the interview guide to 

the respondents before conducting the interview, since it can ease the interview if the 

respondent is prepared. However, we do not agree with this since we want to study the 

perception that the respondents have on the topic and therefore we believe that it is 

more appropriate to not prepare our respondents before the interview. Worth noting, 

however, is that when we contacted the respondents we introduced us and our topics 

which means that the respondents are, at least, informed about the focus of our study 

and what the interview will be focusing upon. 

 

The questions in the interview guide are open, which means that the researcher can 

receive a more or less infinite amount of answers (Krag Jacobsen, 1993, pp. 99-100). 

This is our intention, since we want to study the perception of the respondent. However, 

we argue that our questions are open within our research area; meaning that our 

questions are formulated to cover our topics but the potential answers are not specified 

and the respondents are therefore free to answer whatever they want to our questions. 

The openness of the questions in the interview guide also reflects our inductive 

approach, since we ascertain that we include the topics outlined in the research question 

but the empirical data collected is based on our respondents’ perception of the 

combination of the topics. Additionally, Trost (2010, p. 72) points out the importance of 

adherence during the interview, which we tried to adhere throughout our interviews 

since we constructed open questions and allowed ourselves to change the order of 

questions and also ask follow-up and more specified questions on interesting answers. 

To follow-up our open questions, we asked the respondent for example “why do you say 

this”, “can you detail your answer” or “can you explain what you mean”. The last 

question in our interview is, as Bryman and Bell (2003, p. 351) explain, an ending direct 

question which enables the respondents to add any comments or thoughts about the 

topics which might have popped up during the interview. We think that it is an 

important ending to the interview, since it provides the respondent with the possibility 

to further explore or explain a topic or answer and might provide us as researcher with 

an interesting thought or idea. 

 

Throughout the discussion above about our interview guide, and also earlier in our 

thesis we often refer the choice of methodology – both the theoretical methodology and 

empirical method – to the aim of our study. The aim of our study is to discover, explore, 

detect and disclose how the Swedish banking sector perceive the impact that the 

introduction of the Basel III Accord will have on it and how it will impact the systemic 

risk. We enable this by interviewing representatives from the four largest banks in 

Sweden, where we study their perception of the introduction of the Basel III Accord and 

how it will affect the Swedish bank sector and if and how it will affect the systemic risk. 

This section highlights one important issue to discuss, which is our use of the concept of 

perception. Our definition (see 2.3) is reflected in the wording of the questions in the 

interview guide, where our questions start with for example “how do you think…?”, 

“would you say…?”, what do you think…?”, “Do you consider…?” and “which…?”. 

In our opinion, this wording enables us to collect the respondents perception of the two 

other main topics – the Basel III Accord and systemic risk. Our phrazing of this is 

similar to the one Shaw et al. (2004 , p. 44) used in their study of among other things 

perceptions, which emphasizes the appropriateness of our wording.  
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4.3.2 Conducting the interviews 

At the beginning of each interview we presented ourselves, as well as the purpose and 

the goals of our research. We also described how the data collected would be used and 

that all of our interviewees would be anonymous accept for which bank they worked 

for. The next step was to inform that both of us would be present and ask if we could 

record the interview and take notes during our session. The importance of informing the 

respondents of the study, the use of the collected data and that it will be confidential, the 

possibility to not answer a question and to obtain the respondent’s consent to the 

interview is mentioned by Trost (2010, p. 124) and Kvale and Brinkmann (2009, pp. 

292-293). Trost (2010, p. 66) explains further that some interviewee’s experience the 

presence of more than one interviewer difficult and confusing. Another problem might 

be the recording of the interview, which Bryman and Bell (2003, p. 353) state as 

important during an interview. The problem is that some interviewees might find it hard 

to be recorded (Ejvegård, 2009, p. 51; Lantz, 2007, p. 74; Trost, 2010, pp. 74-76; 

Bryman & Bell, 2003, p. 353). However, none of these aspects caused any problem for 

us since all our respondents gave their informed consent and agreed to be recorded. We 

recorded the respondents with a dictaphone that we borrowed from Umeå University. 

We then proceeded to discussing the topics lined out in the actual interview guide, 

which can be read in its entirety in Appendix 4. Before using the interview guide in the 

actual interviews, we asked our supervisor, friends and family to ensure that the 

questions were understandable, correct and also covered our topics.  

 

Since we conducted a semi-structured interview our questions were not always the same 

in each interview. This approach gave us the possibility to adapt the questions to each 

respondent, so that we could have a greater focus on the topics the respondent in 

question found most important. After discussing all of the relevant topics in our 

interview guide, we asked the interviewee if there was anything they wanted to add or if 

there were some aspects they considered we had not discussed sufficiently. The purpose 

of this was to add further value to the study, since a possibility existed that we had not 

captured all of the important aspects related to our topic because of the limited amount 

of literature. Lastly, we thanked the respondents for the contribution, asked them if the 

wanted to go through our transcriptions and ensured them that we would send them the 

final copy of our study. Additionally, we transcribed the interviews immediately after 

the interviews were conducted which was in our opinion beneficial since it allowed us 

to process the information revealed in the interview at an early stage and also 

meanwhile our memory of the interview was fresh. Kvale and Brinkmann (2010, p. 

193) highlight that many difficulties exist when transcribing interviews, meanwhile 

Bryman and Bell (2003, p. 353) and Silverman (2006, p. 113) note the importance of 

allowing the time for recording and transcribing the interviews, since it assures that all 

data is acknowledged. Our transcription concerns all parts of the interviews, which 

means that we have transcribed all interviews and all parts of them. We are aware that it 

is a time-consuming process, which Bryman and Bell (2003, p. 354) emphasizes, but we 

think it facilitate and add value to our analysis. Another issue raised when transcribing 

our interviews, is the fact that we decided to conduct our interviews in Swedish since all 

respondents have Swedish as their primary language. Bryman and Bell (2003, p. 256) 

highlight this issue and explain that the most appropriate process is to transcribe it 

firstly in Swedish and then translate the transcription into English, which is the process 

we used. 
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Lina was the one responsible to lead the interviews and ask the questions; while 

Marlene was in charge of taking notes and controlling that we had discussed all of the 

relevant themes. We decided that Lina should lead the interview, since the interviews 

were conducted in Swedish, which is Lina’s first language. We considered this being 

the best solution in order to avoid misunderstandings, as well as it helped increase the 

focus upon the questions asked and not on the wrong pronunciations of the questions. 

Our assessment is that this way of dividing responsibilities was successful and that it 

helped the respondents to relax and concentrate on the topics discussed.  

 

In total we conducted 10 interviews over a period of 14 days. The form, length as well 

as the overall value of the interviews is presented in the table below. The value can 

either be useful or non-useful, where the elements determining the value of the 

interview are: if the respondents answered our questions and if the data can be used in 

our study. 8 of our interviews were conducted through telephone, which can have some 

implications on the study. (Further discussion, see 4.5 Critique of empirical method) 
 

Table 13 - Summary of interviews 

Respondent Form Length Value 

SEB 1 Telephone 38 min Useful 

SEB 2 Telephone 25 min Useful 

Swedbank 1 In person 42 min Useful 

Swedbank 2 Telephone 30 min Useful 

Swedbank 3 Telephone 38 min Useful 

Nordea 1 Telephone 34 min Useful 

Nordea 2 Telephone 53 min Useful 

Nordea 3 Telephone 37 min Useful 

Handelsbanken 1 In person 27 min Useful 

Handelsbanken 2 Telephone 27 min Useful 
 

4.3.3 Final section of respondents  

We aimed at conducting 8 to 12 interviews with 2 to 3 individuals from each one of the 

four major banks (see 4.2 Research sample selection). As can be seen in the table above, 

in two of the banks (SEB and Handelsbanken) we interviewed two individuals each and 

in the other two banks (Swedbank and Nordea) we interviewed three individuals, which 

is consistent with our aim. However, there is an imbalanced number of respondents 

among the banks. It might affect our study since some banks are more represented than 

others, but our research question and purpose concern the perception of the whole 

Swedish bank sector and not each specific bank. The choice of dividing our interviews 

between the four different banks was to enable the diversity of our respondents and to 

increase the possibility that the result would be more explanatory and better reveal the 

whole bank sector’s perception of the Basel III Accord and systemic risk. We therefore 

believe that the final selection of respondents does not affect our results.  

 

4.3.4 Processing and analyzing the data 

Processing the data gathered through the interviews are important and Trost (2010, p. 

153) remarks that many different methods exist and that neither of them are better or 

worse than the other. In qualitative studies, the processing of data can be facilitated by 

using computer software but it is lastly a subjective process since the researcher is the 

one analyzing and interpreting the data (Lantz, 2007, p. 97; Kvale & Brinkmann, 2010, 
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pp. 202-203). As master students, we cannot easily access the special processing and 

analyzing software that exists for qualitative researchers. It means that we, as 

researchers, have to process and analyze the data collected by ourselves. To ensure that 

we consider and process all information and details from the interviews, we decided to 

organize the respondents’ answers in a table. It conforms to Kvale and Brinkmann 

(2010, p. 197), who stress the importance of noting the processing procedures in the 

study. One row represents one respondent; meanwhile one column represents the 

answers to one question. We created this table, since we think it ease our analysis due to 

the clear and distinct overview of the data that it creates. It also allows us to detect if 

any similarities and differences exist between the respondents, and compare the 

respondents’ answers. Kvale and Brinkmann (2010, p. 196) agree with us by explaining 

that the transcribing and sorting of the interviews ease the analysis. 

 

The main advantage with constructing the table is that all relevant information for our 

analysis is centered, which facilitates our interpretation. The difficulty with interpreting 

the data is to determine which discovered patterns those are of interest for our study. 

Lantz (2007, pp. 100-101) and Trost (2010, p. 147) acknowledge this difficulty and 

highlight that the patterns have to be interesting for the specific study. In short, it means 

that the patterns must be relevant from our theoretical frame of reference’s perspective. 

In our study, it means that the patterns we discover and find interesting must be based 

on the Basel III Accord and/or systemic risk within the Swedish banking sector. This 

method that we use to analyze our data refers to the method “the interview analysis as a 

theoretical interpretation” (Kvale & Brinkmann, 2010, p. 253), where the importance is 

not the use of a specific analysis (Kvale & Brinkmann, 2010, p. 254) but instead 

sensitivity towards the topic and a mastery of the theories used in the study (Kvale & 

Brinkmann, 2010, p. 257). This method requires imagination when interpreting the data, 

but the researcher cannot act naïve and speculative. The interpretations have to be based 

on appropriate and legitimate premises, where the arguments for each interpretation are 

forced to be detailed, informative and acknowledge the appropriateness since it 

determines the interpretations strength and value within the study (Kvale & Brinkmann, 

2010, p. 257). Consequently, the method used to analyze the data do not assert the 

interpretations instead the researcher’s theoretical knowledge about the research topic 

and his/her ability to ask well-reasoned questions based on the theoretical framework is 

what determines the quality of the analysis.  

 

4.4 Ethical considerations 
The importance of ethical considerations in qualitative interviews is highlighted by 

Trost (2010, p. 123), who states that “no research in the world can be so essential that 

they can cut back on the ethical requirements”. Silverman (2006, p. 316) argues that 

there are two important ethical areas that has to be considered, which are the 

researcher’s influence on the study through his/her values, moral, beliefs and actions 

and how the data in the study will be presented to not cause any ethical problems for the 

respondents. The first issue concerns the researcher potential impact on the research, 

which we attempted to decrease as much as possible. To reduce our impact on the 

respondents, we tried to consider how we acted, moved and spooked during the 

interview and also how we reacted on what the respondents said or did since it might 

influence the respondents’ answers. Trost (2010, p. 78) remarks that the ultimate stage 

for an interviewer is that s/he should not be noticed, which Lantz (2007, p. 84) agrees 

with. She explains further that both the interviewee and the interviewer’s behavior 

affects the data gathered during the interviews, which in turn affects the result (Lantz, 
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2007, p. 84). As mentioned in 2.2 preconceptions, we have some knowledge about 

conducting interviews which we think has been beneficial for this study since we learnt 

from our mistakes last time which in turn increased the value of the interviews in this 

study. However, we are still not professional interviewers which mean that we might 

have impacted our respondents unintentionally and therefore the result. But our 

assessment, considering the data we collected, is that our impact on the respondents is 

more or less indiscernible.  

 

The second issue concerns the information and results that are presented in the study, 

where focus are partial on the fact that the data should not be able to be traced back to a 

specific individual and partial on how the information in presented in the study (Trost, 

2010, pp. 127-129). We anonymized our respondents, which means that when we are 

presenting the information from each respondent, we choose to only present which bank 

each respondent works for but not specifying each respondent’s title, gender, prior 

experience or education. We believe that the information we decided to not include and 

present is relevant to our study, but we have for ethical considerations decided to not 

include it in our study since it ensures that it is more difficult to trace the data to a 

specific individual. The strength and appropriatness of our respondents might weaken 

due to our decision, but in accordance with our sample selection we knew that we had to 

interview individuals in senior management whom are hard to gain access to and 

schedule an interview with. Due to this, we decided to anonymize our respondents since 

we believe it is more important for our study to interview appropriate respondents than 

to present all relevant information about them. In short, we believe that our decision to 

anonymize our respondents increased the quality of our respondents since we were able 

to interview individuals from the senior management within the four largest banks in 

Sweden. The respondents also ascertain in the beginning of the interviews that the their 

background information would be anonymous, which emphasizes the appropriatness of 

our decision. From this, we think our decision increases the overall quality of our 

empirical data.  

 

The information in our study can be presented differently, and Trost’s (2010, pp. 128-

129) advice is to only publish data gathered during the interview that is of importance 

for the study. Further on, he exemplifies that important data can for example be a very 

informative quote, where the ethical consideration is made by not presenting a direct 

quote based on the spoken language instead an adjustment to a written language is done. 

This means and shows that the researcher respects the respondent’s integrity (Remenyi 

et al., 2005, p. 228), however, the researcher has to note that the quotes are adjusted 

from the spoken language to the written language and also remember that the content of 

the quote cannot change regardless of the adjustment. In our study, we decided to only 

present quotes that are adjusted to the written language, but the adjustment is done by 

both of us to ensure that the information is not twisted or misrepresented since we 

believe it is crucial to respect the respondent’s integrity.  

 

4.5 Critique of the empirical method 
As we mentioned earlier in this chapter, eight of our interviews were not conducted in 

person but through telephone. To conduct interviews through telephone can affect the 

result of the study since we cannot see the body language of the respondent. There is 

therefore a possibility that some of the unconscious communication has been 

overlooked (Krag Jacobsen, 1993, p. 159). Guba and Lincoln (1994, p. 111) argues that 

it is the interaction between and among interviewer and interviewee that has the 
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potential to uncover the truest personal constructions. The knowledge is, in other words, 

created through interaction between both parts involved in the interview. This 

interaction could have been affected by conducting the phone interviews, since the 

interviewers physical presence does not affect the respondents’ answers to the same 

extent as in personal interviews. This is sometimes referred to as a reduction in the 

interviewer effect. (Krag Jacobsen, 1993, p. 159) Consequently, there exists a 

possibility that our study would have been different if the interviews were conducted in 

person instead.  

 

Even if there is a possibility that our study has been affected by the interviews 

conducted through telephone, we argue that this is both justifiable as well as the best 

option for this study. The respondents were geographically dispersed throughout 

Sweden, where two of the interviewees were accessible in Umeå. To travel through the 

country to conduct interviews would neither be cost or time efficient for our part, and 

we therefore decided to interview those respondents not available to us here in Umeå 

through telephone. One of the most important aspects to us when finding respondents 

was that they had a high level of knowledge regarding the Swedish banking sector, 

systemic risk and Basel III. We therefore prioritized to find respondents who had this 

knowledge rather than those who were available to us here in Umeå. Trost (2010, p. 65) 

also argue that it is positive for the respondents to participate in interviews in familiar 

environments where they feel safe. The respondents that were interviewed through 

telephone got to choose the location of the interview themselves, and we can therefore 

assume that they felt comfortable during the interview. 
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5. Empirical findings 
5.1 Introduction 
The purpose of this chapter is to present the empirical findings we gathered during our 

qualitative interviews. The empirical findings represent the responses our interviewees’ 

provided us with, which means that this chapter concerns our respondents. We have 

interviewed 10 individuals in total with a mix from each of the four largest banks in 

Sweden. As mentioned in chapter 4, we have transcribed all interviews separately but 

we have decided to present a summarized version of the transcriptions. There are two 

explanations of our choice to present a summary, partly because we consider the 

integrity of each respondent and a summary complicates the identification of a specific 

respondent and partly because we believe that the reading of our empirical findings 

becomes more interesting. However, we have decided to present the summarized 

findings per bank since we believe that it provides the chapter a clear structure. Another 

reason for clustering the respondents per bank is because the four major banks (SEB, 

Swedbank, Handelsbanken and Nordea) compose almost the whole banking sector in 

Sweden. It means that presenting the data per bank can be translated into: presenting the 

responses for almost the whole banking industry in Sweden. Further on, we decided to 

divide the questions into different themes and thereafter present the answers to each 

question under each theme. The theme is based upon the similarity of the question, 

where we believed it to be easier and more interesting to read when they are combined 

and interwoven with each other. 

 

 

5.2 SEB  
We interviewed two employees from SEB and both of them work at higher levels in the 

organization. The respondents have different educations but they have both been 

working in the banking industry for several years. 

 

Opinions regarding the current regulation and the forthcoming regulation 

SEB 1 explained that s/he liked the thought behind Basel II, and that s/he was quite 

satisfied with the current regulations. SEB 2 was neutral towards Basel II and did not 

have any strong opinions of it. However, both of the respondents mentioned that they 

felt the four largest banks were treated differently by the FI.  

 

"They treat the largest banks differently. And it is not always easy to understand why" 

SEB 2 

 

"I do not think FI has been consistent in its assessment of the different banks' models, 

which we see in the banks where they have different risk weights for similar portfolios. 

This means that the banks have to hold different amounts of capital even if they have 

similar portfolios" 

SEB 1 

 

SEB 2 did not have an opinion of if the current framework needs to be updated, while 

SEB 1 considered that Basel III is a necessary improvement in a European or global 

SEB Swedbank Nordea Handelsbanken 
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perspective. The respondent was however skeptical to if the framework fulfills its 

purpose, which is to prevent bank collapses and banking crises. 

 

Basel III and its components 

Both of the respondents were familiar with the Basel III Accord and that it will be 

implemented in 2013. The respondents work with questions regarding regulation and 

both of them therefore considered themselves to have quite a lot of knowledge of the 

subject. SEB 1 and 2 could mention most of the elements of the framework, but both 

emphasized that their biggest focus had so far been on the liquidity standards and that 

they were most familiar with this element of Basel III.  

 

The interviewees shared the opinion of the new capital requirements and buffers. In 

general they did not have any special opinion of the requirements set out in the Basel III 

Accord. But both of the respondents were more interested in the fact that Sweden will 

implement even higher requirements for certain banks. The respondents were very 

critical to this. 

 

"It is important that it is the same ground rules for all countries in question, at least in 

Europe and USA. It is unfair" 

SEB 2 

 

SEB 1 explained that they already worked quite a lot with the liquidity standards, and 

that they reported their results to Swedish Financial Supervisory Authority (FI). SEB 1 

was neutral towards the new liquidity standards, while SEB 2 was a bit more negative 

towards them. SEB 2 was mostly critical towards the NSFR, which s/he thought many 

banks in Europe will have difficulties fulfilling. He was in general unsure of the value 

of the standard. Further on, none of  the respondents had any strong opinions towards 

the risk coverage or the leverage ratio. 

 
Strengths, weaknesses and effects 
SEB 1 considered the liquidity ratios to be one of Basel III’s strengths.  

 

"It is the same for all of the banks. So in that way, it is fair" 

SEB 1 

 

SEB 2 believed that the Basel III Accord will create transparency and understanding, 

which s/he considered as important. The weakness according to SEB 1 is that corporate 

deposits are not valued as much in Basel III as private deposits, which will lead to a 

different treatment of banks. The respondent experienced this as discriminating. Once 

again both respondents discussed their dissatisfaction with the fact that Sweden will 

have the opportunity to have higher requirements than other countries. SEB 2 also 

considered it as a weakness and that the customers are the ones who will be affected by 

the new framework. 

 

"I perceive that the downsides is that it will become tougher requirements for the end 

user. The customers must pay the costs and it will be more difficult to obtain financing 

in the future, which can be seen as a disadvantage" 

SEB 2 
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The two respondents had similar opinions of the consequences of the new framework. 

SEB 1 explained that it will become more expensive for the banks in the future because 

of the higher capital and liquidity requirements. 

 

"It becomes more expensive to run a bank" 

SEB 2 

 

Both of the respondents considered that it will become more expensive for the 

customers, as well as the return to the shareholders will be lower because of the 

increased cost related to the higher requirements. SEB 1 also considered it as a 

possibility that banks in the future will change business models, because areas that have 

been profitable will not be as profitable in the future. The respondents did not believe 

that Basel III will affect the employees in a high degree. As mentioned earlier, SEB 2 

said that it will be more difficult to obtain funding in the future for the customer, and 

both of the respondents therefore considered it as a possibility that organizations will 

search for capital in other more nontraditional ways, such as issuing corporate bonds.   

 
Systemic risk  

The interviewees believed that the systemic risk will decrease because of the higher 

requirements.  

 

"I think the banks themselves will be better equipped, which I believe can prevent a 

domino effect. That is the purpose of Basel III. Not to save every single bank, but to 

mitigate the systemic risk" 

SEB 1 

 

"I think the risk will be reduced somewhat because of the higher requirements, but I do 

not think it will eliminate the entire systemic risk. But if it does not reduce it, it has been 

a  failure considering how much more expensive it will become to run a bank" 

SEB 2 

 

Both of the respondents considered that Basel III will improve the protection of the 

Swedish banks. SEB 1 believed that there will be new crises that we will not 

understand, but that Basel III will protect us from some crises. S/he further explained: 

 

"I simply believe that Basel III will increase the likelihood that we experience less 

severe financial crises. But it is hard to say, I may be totally wrong!" 

SEB 1 

 

5.3 Swedbank 
We interviewed three employees from Swedbank and they all work at higher levels in 

the organization. The respondents have different education and background, but they 

have all worked in the banking industry for more than 20 years. 

 

Opinions regarding the current regulation and the forthcoming regulation  
When discussing the current bank regulations the respondents agreed that the Swedish 

bank system has shown to be both quite robust and stable compared to other nations, 

and that the regulations in Sweden could have contributed to this. The respondents also 

perceive the idea behind Basel III to be good and that the overall purpose is to strive for 
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a more stable financial system, which is beneficial for everyone. The immediate 

response regarding their perception of the Basel III Accord was: 

 

"It's great. It creates stability"  "I think the idea is good" 

Swedbank 1                                  Swedbank 2 

 

In general the respondents were positive towards the Basel III framework, but 

Swedbank 1 believed that the regulations most likely are a bit to "hard" because of the 

fear of a new financial crisis. 

 

"When something drastic happen in any system it often leads to counter reactions. And 

in this case, Basel III has become a very strong counter reaction. I think we will 

reevaluate in maybe five or ten years, because "we were probably a little too hard"” 

Swedbank 1 

 

The respondents did however perceive the new enhanced framework as both natural and 

as a necessity, even if it would have to be reevaluated in the future.  
 

Basel III and its components  

The three interviewees described that they are familiar with the Basel III Accord and 

that it will be implemented in 2013. Swedbank 1 and 2 did however not consider 

themselves to know all the details and elements of the Basel III framework, while 

Swedbank 3 was familiar with most of the details. Swedbank 1 was mostly familiar with 

the definitions of the different types of capital as well as the capital adequacy rules, 

while Swedbank 2 was mostly familiar with the risk coverage elements of the Basel 

framework. None of the respondents were concerned of not reaching the new capital 

adequacy levels since the bank has adapted to it gradually. In general, they were all 

positive to the new capital adequacy levels, but Swedbank 2 did mention that this could 

have some consequences for shareholders, customers and employees.  

 

"We have no regulatory challenge. We are well prepared for the Basel III regulations. I 

do not think we will have any troubles reaching the requirements. However, there are a 

number of other banks in Scandinavia that are not there yet" 

Swedbank 1 

 

Moreover, Swedbank 3 mentioned the stricter capital requirements that will be 

implemented in Sweden. S/he thinks it is positive to implement it, since a huge part of 

the Swedish banking market consists of mortgage lending which implies a large market 

risk.  

“The structure of the housing market differs between countries, where the risk-weights 

on residential houses in Sweden are quite low compared to other countries. Although 

we can prove historically that Sweden has not suffered any great credit losses due to 

mortgage lending, other countries have proved the high risks that exist in mortgage 

lending and many crises began in precisely this area. I think it is appropriate that we 

add a risk premium” 

Swedbank 3 

 

Swedbank 1 and 2 did not have any particular opinions of the new capital conservation 

buffer or the countercyclical capital buffer. Swedbank 1 mentioned that s/he knew that 

FI would be responsible for the cyclical buffer and that it could be a few percent, but 
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that this was not a measure that they were worried about. The respondent further 

explained that Swedbank aims to follow the new regulations in order to not receive 

unwanted attention. Swedbank 3 said that s/he thought the buffers are a necessary 

improvement. 

 

"I think the buffers are fair. But it is still unclear when we are supposed to use them" 

Swedbank 3 

 

Swedbank 2 did not have any particular perceptions or opinions’ regarding the new 

liquidity measures either, and s/he did not have a perception of how it would affect the 

Swedish banking sector. Swedbank 1 explained that, since Swedbank had experienced 

some instabilities in the Baltic area in recent years, they had started early to improve 

their liquidity levels, which s/he believed was an advantage now that they have to adapt 

to the new requirements.  

 

"We have secured our supply of liquidity" 

Swedbank 1 

 

Swedbank 3 was however not of the same opinion. S/he was negative towards the use of 

the NSFR and believed that this measurement "would die out" since it was not 

thorougly considered. The respondent explains that the main issue with this 

measurement is the idea that the banks have to finance their core activities far. This 

means that, from time to time, each bank has to finance their bank book with long-term 

borrowing and the external borrowing should have a remaining maturity of more than 1 

year. In practice, this means for example that the banks have to repurchase outstanding 

mortgage bonds at least one year before maturity to assure the minimum requirements 

in the measurement. Swedbank 3 further explained that there are in general not many 

banks that can live up to these standards.  

 

Swedbank 1 did not perceive the new leverage ratio as a challenge, and s/he was of the 

opinion that it would not affect the bank in any significant way. Swedbank 2 and 3 

were, however, more skeptical towards this element of the Basel III Accord and argued 

that it is too simplified. Swedbank 2 further explained that they perceived this element 

as a bit unfair, since it affects the banks that have a high degree of mortgages, which are 

considered as low risk in Sweden. The respondent believed it was a bit peculiar that the 

leverage ratio only consider how much the bank lends and not the degree of risk related 

to it.  

 

"If we lend to ten private customers who all has 10% mortgaging their homes, we must 

still hold as much equity as if we lend money to a company with no assets at all" 

Swedbank 2 

 

"It is a questionable measurement, I do not think it will be implemented" 

Swedbank 3 

 

Strengths, weaknesses and effects 

The strength of Basel III was according to the respondents that it reinforces the banking 

sector, and creates a more stable system, which according to Swedbank 1 was positive 

in the long term since it is easier to maintain relationships and stay in business. 

Swedbank 3 explained that s/he considered the implementation of the new liquidity 
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standards as positive, but that they still need to be adjusted. The weakness of the Basel 

III Accord was according to  Swedbank 1 and 2 its complexity. Swedbank 1 considered 

that the banking sector has become very bureaucratic the last couple of years and that it 

is difficult to understand what the regulators are expecting of you. Swedbank 2 also 

perceived the framework as maybe a bit too complex, and considered it to be too 

difficult to understand for most of the employees in the banking sector.  

 

"During Basel I it was easier for almost everyone to maintain a sufficient level of 

knowledge regarding the regulations" 

Swedbank 2 

 

Swedbank 1 further explained that another problem with the Basel III Accord was that 

the framework is supposed to fit many different countries, which may have led to a 

compromise. The result of this is a framework that does not really fit anyone especially 

well.  

 

"It is like when you try to fit the last piece of the puzzle, but it does not really fit and you 

try to pry it down a little bit" 

Swedbank 1 

 

All of the respondents agreed upon the fact that one of the biggest consequences of the 

new regulations will be the costs. The interviewees believe that the costs will affect the 

customers, the shareholders, as well as the employees. It will be more expensive for 

customers and the return to the shareholders will most likely decrease over time. 

Swedbank 1 also notes that some organizations might turn to the market directly for 

funding by issuing for example corporate bonds. Swedbank 1 and 3 also explained that 

the employees will perhaps be most affected, since some of them will lose their jobs 

because of the cost savings. Both Swedbank 1 and 3 emphazied this by explaining that 

Swedbank already have implemented cost-cuttings. However, they further noticed that 

the cost-cuttings are not only due to the new Basel III Accord, but because of the 

economic situation in the world as well. Swedbank 3 also pointed out that many banks 

have announced to implement cost-reduction programs, since the new requirements 

forces the banks to review their costs in an attempt to reach the new obligations. 

Swedbank 2 experienced that it was difficult to judge how the Basel III framework will 

affect the Swedish banking sector because of the instabilities in Europe, but s/he further 

considered it as a possibility that some of the smaller players on the market will 

disappear because of the new requirements.  

 

Systemic risk 

The respondents did not entirely agree upon if the Basel III framework would increase 

or decrease the systemic risk. Swedbank 1 believed that the Basel III will improve the 

protection of the Swedish banking sector and that it will decrease the probability of a 

new financial crisis. 

 

"I think it is possible to reduce the risk of a crisis. But we notice that the crisis is as 

much a political concept. The fact is that it is not the banks that run the world. It is 

however the banks that exists in a world which consists of political decisions" 

Swedbank 1 
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Swedbank 2 did find it more interesting to discuss if the Basel III can reduce the effects 

if a financial crisis take place.  

 

"Well, this sounds both cynical and negative, but in some way I do not think it will help" 

Swedbank 2 

 

Swedbank 2 and 3 explained that if a new financial crisis does occur, there is a quite 

high risk that it is because of something that the Basel III Accord does not consider, and 

that the framework will therefore not help to prevent it. The two respondent did 

however believe that the Basel III framework will improve the protection of the banks, 

since the new requirements will lead to both stronger institutions and counterparts.  

 

"The protection of the Swedish banks will improve since we will be more regulated and 

more controlled" 

Swedbank 3 

 

Swedbank 2 further considered that, even if the new requirements cannot decrease the 

effects of a real crisis, there exists a possibility that there may be less “smaller” crises 

because of the Basel III framework.  

 

5.4 Nordea 
We interviewed three employees from Nordea and they all work at higher levels in the 

organization. All three respondents have studied business administration and/or 

economics and they have all worked in the banking industry for several years.  

 

Opinions regarding the current regulation and the forthcoming regulation  
The three respondents considered that the Swedish banking sector has been quite strong 

throughout the last years and that it has been stable compared with other nations. 

Nordea 1 and 2 did however mention that the financial crisis did demonstrate that Basel 

II has shortcomings in some areas. All respondents agreed that an improvement of the 

current regulation is necessary. Nordea 1 and 2 thought Basel III was an improvement, 

while Nordea 3 was not sure if Basel III was the answer to the shortcomings of Basel II.  

 

Basel III and its components 

All three respondents were familiar with Basel III and that it will be implemented in 

2013. Nordea 3 was familiar with the framework on a general level, while Nordea 1 and 

2 knew most of the details as well. Nordea 3 was not surprised that higher capital 

requirements will be implemented considering the financial crisis. Nordea 1 considered 

the new requirements to be a bit too high, while Nordea 2 did not think it would be a 

challenge for the bank to reach them.  

"So far, we are optimistic" 

Nordea 2 

 

Nordea 1 and 2 further discussed the fact that the Swedish government want to have 

even higher capital requirements than the requirements set out in Basel III.  Both of the 

respondents were negative towards this, and experienced it as unfair and unwise.  

 

"I am negative towards it. It will create an imbalance in the competition with other 

banks" 

Nordea 1 



54 

 

 

"Who knows, maybe we will have to move the banks’ headquarter to Finland or some 

other country if Sweden chose to implement higher capital requirements. The board of 

directors focus is always the shareholders' best” 

Nordea 3 

 

The respondents did not have any clear opinions regarding the two new buffers. They 

thought it was difficult to have an opinion of them, since it is not established which 

level they will have in Sweden. The only comment we received was that it is difficult to 

understand precisely how these will be used.  

 

Nordea 2 had most knowledge regarding the improvements suggested in risk coverage, 

and was in general positive to the changes. The two other respondents did not have any 

opinions of the risk coverage element in Basel III. The respondents did not have many 

opinions regarding the new liquidity standards either. Nordea 1 thought it was 

understandable that new liquidity standards will be implemented since the inadequate 

levels of liquidity contributed to the financial crisis, while Nordea 2 and 3 did not have 

an opinion of the new liquidity ratios. Nordea 3 did not have a sufficiently high level of 

knowledge in order to discuss the leverage ratio. Nordea 1 and 2 was, however, very 

negative towards this ratio since it does not consider the level of risk.  

 

"It says nothing about the business really" 

Nordea 1 

 

"I think it is sad that they suddenly suggest implementing a measure that is totally risk 

liberated, since Basel II focused on measuring and reducing risks" 

Nordea 2 

 

Strengths, weaknesses and effects 

Nordea 1 thought that it was positive that we are now one step closer of receiving a 

common regulatory framework for all member states of the EU. S/he considered the 

downside to be the extensive amount of new regulations that will be implemented in a 

short amount of time. Nordea 2 agreed with this aspect. Both Nordea 1 and 2 once again 

mentioned that a weakness is that some countries, Sweden for example, will be allowed 

to have higher capital standards than other member states. Nordea 2 and 3 believed that 

the strength of the Basel III framework is that it hopefully will lead to a more secured 

financial market and protect the taxpayers in a higher degree than the current 

regulations. All respondents were also afraid that the new requirements, the leverage 

ratio for example, will affect the growth negatively.  

 

All respondents believed that it is a possibility that it will become more difficult for 

customers to receive loans, as well as there is a great chance that the prices will increase 

due to the increased costs related to the new regulations. Nordea 2 notes that more 

organizations will turn to the market directly instead of towards the banks for funding, 

by for example issuing corporate bonds. None of the respondents had the same opinions 

of how Basel III will affect the shareholders. Nordea 1 considered it as a possibility that 

the dividends will decrease, while Nordea 3 argued that the only alternative is that the 

customers will have to pay the price for the increased requirements and that the 

dividends will increase. Nordea 2 saw both alternatives as a possibility since the board 
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of Nordea has announced that the return should increase, while the government thinks 

that the Swedish banks should lower it. 

 

"The government thinks that the return should decrease since banks now is a safer 

investment because of the increased requirements" 

Nordea 2 

 

All three respondents believed that it is a possibility that there will be cutbacks and that 

some employees will have to leave the organization. Nordea 1 points out that the new 

requirements cause an increased focus on the banks’ costs, which has led to dismissals 

of employees within the bank but s/he also mentions that the cost-cuttings might partly 

also be because of the economic situation within the world today. Nordea 3 further 

emphasizes the cost-cuttings and potential dismissals by stating that: 

 

"There is hardly any bank that does not have cutbacks. But I believe this is temporary" 

Nordea 3 

 

Systemic risk 

The three respondents considered that Basel III will decrease the level of systemic risk. 

Nordea 1 explained that the new framework considers systemic risk in a totally different 

way than Basel II and that the increased focus on systemic risk in Basel III will decrease 

the systemic risk factor. Nordea 2 also suggested that in the future banks might not want 

to grow in the same extent as earlier because of the leverage ratio. S/he also mentioned 

that SIFIs (Systemically Important Financial Institution) may have to live up to even 

higher requirements in order to secure the bank’s future. The respondent suggested that 

some banks might avoid growing too big in order to avoid becoming classified as a 

SIFI. Nordea 2 highlights that size is one of the indicators, which determines if a bank 

can be seen as a systemic risk or not which is exemplified in this quote: “how large can 

a bank become?”. S/he further mentions that cross boarder operations and the 

connections between banks are also indicators of a banks systemic risk, and she notes 

that two more indicators exist but she cannot remember these two
4
. When discussing the 

cross boarder operations, Nordea 2 mentions that a bank who wants to avoid becoming 

a SIFI should be a “domestic bank with a business strategy focusing upon retail 

banking”. The interconnectedness is highlighted by the respondent, when s/he is 

discussing the correlations between banks.  

 

“Usually, the banks and other financial institutions expose themselves towards one 

another by borrowing a lot of money from each other, more or less without any 

limitations. But now an increase of the correlation factor (by 25%) has been 

implemented, meaning that banks cannot expose their capital base to another bank or 

financial institution to more than 25%. This is implemented since it is assumed that if 

something happens to one bank it will affect the other banks, and if one bank fails 

another one might fail too, due to their interconnectedness.” 

Nordea 2 

 

Nordea 2 and 3 did not think Basel III will affect the relationships between the banks, 

while Nordea 1 considered that banks will be more conservative when choosing 

                                                 
4
 The other two indicators of a bank’s systemic risk are: substitutes/financial institution 

infrastructure and complexity (Bank for International Settlements (BIS), 2011, p. 4). 
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counterparts in the future. All three respondents agreed that Basel III will lead to an 

increased protection of the Swedish banks. Nordea 1 and 2 both considered that the 

increased macro focus will have a positive effect and that it will lead to a more stable 

financial market. Lastly, all three respondents considered that Basel III will decrease the 

possibility of new financial crises.  

 

"It reduces the likelihood of a new financial crisis" 

Nordea 1 

 

"I believe that Basel III will take care of small fluctuations, but when something big 

happens, I do not think it will have a huge impact" 

Nordea 3 

5.5 Handelsbanken  
We interviewed two employees from Handelsbanken and they both work at higher 

levels in the organization. Both respondents have studied business administration and/or 

economics and they have both been working in the banking industry for several years.  

 

Opinions regarding the current regulation and the forthcoming regulation 

Both of the respondent were satisfied with the current regulation and could not see that 

it had any apparent flaws. Handelsbanken 1 did however consider that an improvement 

might be necessary since the capital levels have been quite low. Handelsbanken 2 

agreed and explained that many banks did not have adequate levels of good capital 

during the crisis and it needs to be improved upon.  

 

Basel III and its components 

Both of the respondents were familiar with the Basel III Accord and that some of the 

elements will be implemented 1 January 2013. Handelsbanken 1 was familiar with the 

framework on a general level, while Handelsbanken 2 was familiar with Basel III on a 

more detailed level. Both of the respondents were positive towards higher capital 

requirements for everyone. They were, however, not especially positive towards the fact 

that Sweden will introduce higher capital requirements for the four largest banks.  

 

"It is a competitive disadvantage if we do not have the same rules as the rest of Europe" 

Handelsbanken 1 

 

"All banks want similar rules for everyone as well as common rules throughout Europe" 

Handelsbanken 2 

 

When discussing the new buffers, both of the respondents described that they had 

problems understanding them. They understood the purpose of them and how they can 

be used in theory, but both interviewees had difficulties understanding how they 

actually will function in reality. The respondents especially found the counter cyclical 

buffer difficult to comprehend: 

 

"How can they [FI] establish that we are heading into a period of economic growth and 

therefore need to build up extra capital through an increased buffer of 1,5%? It is 

extremely difficult to know. When will the period of economic growth end and when will 

the recession start?" 

Handelsbanken 1 
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The respondents were also positive towards the enhanced risk coverage framework. 

Handelsbanken 2 was not at all surprised of the implementation of an enhanced 

framework. The interviewee further explained that after the financial crisis it is 

understandable that banks should take the counterparty risk into account in a higher 

degree. Handelsbanken 1 was not positive towards the liquidity ratios, and s/he hoped 

that they will not be implemented. Handelsbanken 2 agreed and was mostly critical 

towards NSFR: 

 

”It has been more discussions and more doubts about the long-term measure NSFR. 

The reason being that the various markets are different and that different market 

conditions exist. In Sweden, the banks have, in general, less deposits and more market 

financing than perhaps in other countries that have more deposits. This might depend 

on how the Swedish market functions, since we have a large social security system, AP-

funds and other funds, and insurance companies who has a demand of investing in 

various types of papers. Moreover, Swedish households might to a greater extent than 

in other countries save in stocks and funds. So there are reasons for why different 

market conditions exist and therefore might a measure like NSFR be bad for the 

Swedish banks” 

Handelsbanken 2 

 

Handelsbanken 1 was not particularly positive towards the leverage ratio. S/he 

explained that it could have an especially negative effect on Handelsbanken since they 

have a large loan portfolio but with a very low credit risk, which the leverage ratio does 

not consider. Handelsbanken 2 agreed with Handelsbanken 1 in all of the aspects 

mentioned above concerning the leverage ratio. 

 

Strengths, weaknesses and effects 

Handelsbanken 1 considered the new heightened capital requirements as a strength 

since it has the possibility to increase the overall stability. Handelsbanken 2 agreed: 

 

"A strength is that Basel III forces banks to hold more capital that is of better quality" 

Handelsbanken 2 

 

The weakness of Basel III was according to Handelsbanken 1 that Sweden is allowed to 

set higher capital requirements, since it will be unfair from a competition perspective. 

Handelsbanken 2 considered the leverage ratio to be the greatest weakness of Basel III. 

 

"It is likely to affect the pricing of the low-risk products since the Basel III Accord do 

not differentiate between low risk and high risk" 

Handelsbanken 2 

 

Handelsbanken 1 explained that there is a possibility that the prices can increase, 

because of the higher capital requirements; meanwhile Handelsbanken 2 did not know 

how Basel III will affect the customers. Handelsbanken 1 argued that there are three 

groups of stakeholders that will be affected, namely the customers, the shareholders and 

the employees. Further on, s/he thought that the return to shareholders would decrease 

because of the same reasons as for the increased prices (see above), however, 

Handelsbanken 1 mentioned that it can be the opposite as well. This is because the 

increased requirements mean that the distance each bank has between the required 

minimum level and their maintained level decreases, meaning that the banks distance to 
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default decreases. According to this, s/he explained that the return on the shares should 

increase instead since the shareholders face a greater risk due to the decreased distance 

to default. This should therefore be reflected in the return by a higher risk premium. In 

contrast, Handelsbanken 2 did not think that the return to the shareholders would be 

affected. Both of the respondents were however convinced that the increased costs will 

not affect the employees.  

 

"We do not operate like that. We do not have major cost saving programs where we fire 

500 employees. We are not that kind of bank. But I do think there will be fewer 

employees in five years compared with how many we are today. But this will happen 

naturally through people leaving the organization as well as we will be careful with re-

employing" 

Handelsbanken 1 

 

Systemic risk 

The two respondents considered that Basel III will reduce the systemic risk to some 

extent. Handelsbanken 2 argued that there is a smaller possibility that a bank will fail, 

because of the new liquidity standards as well as the increased levels of capital the 

banks will be forced to hold. S/he thought it was a large improvement compared with 

the situation in 2007-2008, when banks had very thin capital bases. Handelsbanken 1 

considered that the higher capital requirements that will be introduced by the Swedish 

government will decrease the systemic risk in a higher extent than Basel III.  

 

Handelsbanken 1 did not think Basel III decreases the possibility for a new financial 

crisis, while Handelsbanken 2 thought it was likely that Basel III could eliminate some 

of them. But overall both of the respondents thought that a real financial crisis could 

occur even if we implement Basel III. 

 

"Financial crises will always occur, but if all banks have higher levels of capital and 

liquidity it reduces the likelihood that the banks will be affected as much” 

Handelsbanken 2 

 

5.6 From interviews to knowledge 
Throughout this chapter, we have outlined our respondents’ perception of the impact of 

the Basel III Accord and its effect on systemic risk which were revealed during our 

interviews. The interviews were conducted with 10 individuals from the four largest 

banks in Sweden (SEB, Swedbank, Nordea and Handelsbanken), which represents a 

large portion of the Swedish bank sector. The empirical findings reveal that both 

positive and negative perceptions exist about the Basel III Accord and its effect on 

systemic risk. Further on, some respondents hold the perception of being neutral 

towards some aspects; meanwhile some respondents had no perception of some aspects. 

These emphasize simultaneously homogeneous and divergent perceptions that exist 

within the Swedish banking sector. From this, we continue on to the next chapter where 

we analyze our empirical findings in combination with our theoretical frame of 

reference – i.e. our analysis.  
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6. Analysis and discussion 
6.1 Introduction 
This chapter contains the analysis of our empirical findings in combination with our 

theoretical frame of reference, where the purpose is to discuss and analyze the responses 

from our interviews through the theories we have described in our study. It is first in 

this chapter that we allow ourselves to explore the findings and the theories and also 

comment and discuss visible patterns. This is in line with our inductive approach, since 

we start with our empirical findings to create, through our theoretical frame of 

reference, new knowledge. To create a coherent and interesting analysis, we have 

decided to structure this chapter into two headings – The Basel III Accord and Systemic 

risk. The main reason for analyzing our empirical and theoretical material in this 

approach is due to our research question and purpose, which clearly focus on the Basel 

III Accord and systemic risk within the Swedish banking sector.  

 

6.2 The Basel III Accord 
Most of the respondents were fairly satisfied with the current regulations. The negative 

comments regarding the current regulations was that some respondents (SEB 1 and 2) 

experienced that the four largest banks were treated differently by the Swedish Financial 

Supervisory Authority and that they assessed the models of the banks differently. SEB 2 

was the only respondent that did not have an opinion of if there exists a need for 

improved regulations. The respondents from Handelsbanken argued that there is a need 

for new regulations since many banks did not have an adequate level of good capital 

during the crisis. Nordea 1 and 2 was of the same opinion as Handelsbanken. They 

judged that the financial crisis has demonstrated that Basel II has shortcomings in some 

areas. These perceptions are similar to what is observed in the literature, by for example 

Giustiniani and Thornton (2011, p. 324) and Goddard et al. (2009, p. 372). Giustiniani 

and Thornton (2011, p. 324) confirm the perception of that fact that the framework was 

lacking in how it perceived and measured capital and risk. Nordea 1 and 2 also 

considered that the increased macro focus in the Basel III Accord will have a positive 

effect and that it will lead to a more stable financial market. The need for a macro 

perspective in regulations  in order to enhance financial stability has also been discussed 

extensively throughout the literature (Acharya, 2009, pp. 224-225; Beale et al., 2011, p. 

12650; Gauthier et al, 2012, p. 29; Llewellyn, 2001, p. 328; Schwerter, 2011, p.  340) 

As mentioned earlier, it is not uncommon that financial crises create demands that lead 

to changes in regulation (Flesher & Flesher, 1986; Uche, 2001, p. 68). Several 

respondents mentioned that the new Basel III accord was a natural effect considering 

the severity of the financial crisis during the past years. 

 

"When something drastic happen in any system it often leads to counter reactions. And 

in this case, Basel III has become a very strong counter reaction." 

Swedbank 1 

 

As already mentioned, some of the respondents experienced that the banks’ level of 

good capital was to low during the financial crisis. Most of the respondents were 

therefore positive towards the new capital requirements set out in the Basel III Accord. 

In the Basel III Accord the new improved definition of core Tier 1 capital will be 

common equity Tier 1 and it must be at least 4,5% of risk weighted assets of all times 

The Basel III Accord Systemic risk 
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(Basel Committee 2010b, p. 12). As a reminder, the Tier 1 capital must be 6% and the 

level of total capital must be 8% of risk weighted assets. As seen in table 15 below, all 

banks have quite high capital levels. The core Tier 1 capital ratios of the four banks 

range between 11,2% and 15,7%, which is quite high above the new requirement of 

4,5%.  If we add a capital conservation buffer of 2,5% and a countercyclical buffer of 

2,5%, the total capital requirement will be a total of 13% (Basel Committee, 2010b, p. 

64). The total capital ratios of the four banks range between 13,4% and 20,9%, which 

means that all of the banks are above the 13% requirement as well as they can handle 

the 9,5% common Tier 1 capital requirement (common Tier 1 capital requirements plus 

the additional buffers who will have to be met with common equity Tier 1 capital). A 

reason to why the banks are positive towards the new capital requirements could be 

because of all four banks already fulfill the new requirements according to the definition 

of core Tier 1 capital. 

 
Table 14 - Capital adequacy levels of the four largest banks 

 SEB Swedbank Nordea Handelsbanken 

Core Tier 1 capital ratio 13,7 % 15,7 % 11,2 % 15,6 % 

Tier 1 capital ratio 15,9 % 17,2 % 12,2 % 18,4 % 

Total capital ratio 15,2 % 18,9 % 13,4 % 20,9 % 

Capital base in relation to capital 

requirement 

1,90 2,36 1,68 2,61 

 

The respondents were, on the other hand, very negative towards the Swedish 

governments’ plans on implementing even higher capital requirements. The four largest 

banks have to hold at least 10% of risk weighted capital in common equity Tier 1 

capital from January 1 2013 (Regeringen, 2012; Sverige Riksbank, 2011d). This 

involves a 3% increase from the regular Basel III requirements, and it is called a 

systemic risk premium. If we add the countercyclical buffer to this equation as well, 

there exists a possibility that the four banks will have to reach a common Tier 1 capital 

ratio of 12,5%. If Nordea does not improve their level of core Tier 1 capital ratio, they 

will not exceed the new capital requirements in Sweden. The total capital requirement 

can amount to a total of 16 % (total capital requirement 8 % + capital conservation 

buffer 2,5% + countercyclical conservation buffer 2,5% + systemic risk premium 3%), 

which neither Nordea or SEB exceeded in the beginning of 2012. 

 

The respondents from both Nordea and especially SEB were negative towards the 

higher requirements that will only affect the four largest banks in Sweden.   

 

"It is important that it is the same ground rules for all countries in question, at least in 

Europe and USA. It is unfair." 

SEB 2 

 

An explanation to this could be because their banks at the end of 2011 did not reach all 

of these levels and therefore will have to work harder reaching the new requirements in 

relation to Swedbank and Handelsbanken. The interviewees from Handelsbanken 

argued that the increased capital requirements in Sweden were not a good idea from a 

competitive perspective. According to the Basel Committee (2010a, p. 22) the new 

capital requirements will lead to increased costs for banks. It is therefore fair to assume 

that SEB, Swedbank, Nordea and Handelsbanken will have higher costs compared to 
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the other banks in Sweden, since it is only the four largest banks that have to fulfill 

these higher capital requirements. This is why some of the respondents we interviewed 

experienced it as unfair from a competition perspective. It is not only on a national level 

that it is experienced as unreasonable, but at an international level as well. The higher 

costs could, according to the respondents, affect both the prices as well as the return to 

shareholders, which can result in Swedish banks being perceived as less attractive 

compared to other international banks. The only respondent that was positive towards 

the higher capital requirements in Sweden was Swedbank 3. Swedbank has the highest 

level of core Tier 1 capital as well as sufficiently high capital ratios to exceed the new 

requirements, which can be a reason to why the respondent is positive towards these 

regulation. The respondent further explained that s/he was positive to stricter 

requirements in Sweden, since a substantial part of the Swedish banking market consists 

of mortgage lending which implies a large market risk. 

 

Since the capital conservation buffer is a part of the higher capital requirements in 

Sweden, most of the respondents were negative towards this aspect of the Basel III 

Accord as well. The arguments towards why they were negative towards this buffer 

were the same as stated under the discussion in the last paragraph. The interviewees 

were on the other hand quite positive towards the purpose of the countercyclical buffer. 

They, who had an opinion of it, argued that it was understandable but it was difficult to 

comprehend how it would function in the reality. The risk coverage section in Basel III 

contains many different areas of discussion. Most respondents were not very familiar 

with all the improvements within risk coverage and, in general, the respondents that 

were familiar of it in some degree, discussed very specific areas and we could not 

observe any similarities between the respondents. The respondents that did discuss risk 

coverage were in general positive towards increasing the counterparty credit risk.  

 

Several of the respondents agree that there should exist some kind of liquidity 

standards, and that they understand the reasoning of why it will be implemented. 

Nordea 1 comprehends the implementation by stating that the inadequate levels of 

liquidity contributed to the financial crisis. Many of the respondents were, however, 

negative towards the liquidity standards the Basel Committee has chosen to implement 

in the new Basel III Accord. Most criticism was aimed at the NSFR. SEB 2 and 

Swedbank 3 argued that not many banks in Europe can live up to the new liquidity 

standards as well as the new requirements will be very costly. This is also supported by 

the Swedish Bankers’ Association (2010a) since they argue that the new liquidity 

measures are unreasonable in a longer perspective. They are critical to them since they 

will have enormous consequences for the Swedish banks and be immensely costly for 

the society. Giustiniani and Thornton (2011, p. 326) continue by claiming that 

depending on the construction of the liquidity measures it might have a negative effect 

on the financial stability. Handelsbanken 2 was very critical to the NSFR, since s/he 

thinks it will be bad for banks in Sweden. Swedbank 3 also believed that the NSFR 

“would die out", since the requirement to assure and maintain the correct level requires 

the bank to engage in for example time-consuming repurchases of mortgage bonds 

before their maturity. This problem is also highlighted by Goodhart (2010, p. 175), who 

address the fact that the force of holding assets to meet a requirement does not show 

how liquid the banks really are. 

 

Another controversial element of the Basel III Accord is the new leverage ratio. Nordea 

3, Swedbank 1 and SEB 1 and 2 did not have any particular opinions regarding the new 
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leverage ratio since they did not know especially much about it. The other respondents 

that were familiar with it were very negative towards it, especially the two respondents 

from Handelsbanken as well as Swedbank 2 and 3. Nordea 1 and 2 was against the 

implementation of the leverage ratio since it is not risk-weighted. The Swedish Bankers’ 

Association (2010a) is also skeptical towards the fact that the leverage ratio does not 

consider the degree of risk related to the loans. The two respondents from Swedbank 

argued that the leverage ratio is too simplified and this argument is also supported by 

the Institute of International Finance (IFF). IFF (2010, p. 12) are skeptical to a one-size-

fits-all ratio and argue that it will not provide an effective, fair or economically realistic 

view of leverage. Nordea was also of the perception that the leverage ratio will not 

provide a fair view of leverage: 

 

"It says nothing about the business really" 

Nordea 1 

 

Swedbank 2 and 3 as well as both of the respondents from Handelsbanken mentioned 

that the leverage ratio was discriminating since it would have a larger impact on the 

banks that have a high degree of mortgages. Mortgages are considered as low risk in 

Sweden and as presented in table 15, Swedbank and Handelsbanken have a 

considerably higher level of loans to the public in relation to total assets compared with 

SEB and Nordea. An explanation to why Swedbank and Handelsbanken find it 

particularly unfair could be that they will be more negatively affected by the leverage 

ratio compared with SEB and Nordea. If, on the other hand, the size of the banks’ total 

balance sheet is considered, Nordea has a much larger amount of assets and can perhaps 

therefore be most affected by the leverage ratio. 

 
Table 15 - Balance sheets of the four largest banks 

 SEB Swedbank Nordea Handelsbanken 

Total assets 2 362 653 1 857 065 6 382 810 2 454 366 

Loans to the 

public 

1 186 223 1 211 454 3 005 153 1 591 128 

Loans to the 

public in relation 

to total assets 

50, 2% 65,2% 47,1% 64,8% 

 

The opinions of Swedbank 2, 3 and the respondents from Handelsbanken were quite 

similar to the Swedish Bankers’ Association’s perception of the leverage ratio. The 

Swedish Bankers’ Association was concerned that the Swedish banks will be more 

affected than foreign banks since the total lending of Swedish banks is low risk 

compared to other countries (Swedish Bankers’ Association, 2010a). Lastly concerning 

the leverage ratio, the respondents agree with Schwerter (2011, p. 349) that the ratio 

needs to be further explored before it is implemented. 

 

The strengths of Basel III was according to several of the respondents that it hopefully 

will lead to a more secured and stable financial market through higher capital 

requirements and liquidity standards. It was three weaknesses that were mentioned by 

several of the respondents. The first weakness was the complexity and timeframe of the 

Basel III Accord. There are many new improvements that are supposed to be 

implemented in a short amount of time. The respondents explained that not many 
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people know what Basel III involves because of its complexity, and this is something 

that we have experienced as well when we have tried to find suitable respondents. The 

second weakness experienced by the respondents is that Sweden is allowed to 

implement higher capital requirements as mentioned earlier in the analysis. The last 

weakness that was mentioned by several of the respondents was that it is problematic 

that the Basel III Accord is supposed to fit many different countries, which may have 

lead to a compromise, resulting in a framework that does not fit any country especially 

good. We could not see any patterns between the difference banks related to the 

strengths and weaknesses of Basel III.  

 

The majority of respondents had a similar perception of how Basel III will affect the 

stakeholders of the banks. First of all, the respondents believed that it will become more 

expensive for banks in the future because of the requirements. They further argued that 

someone will have to pay for these costs, where Handelsbanken 1 states that there are 

three groups of stakeholders that will be affected and share the costs. These three groups 

are the shareholders, the employees and of course the customers. However, most of the 

respondents believed that the prices most likely will increase for the customers. The 

Basel Committee (2010a, p. 22) confirms this opinion, and explains that the new capital 

requirements will lead to an increase in costs for banks to fund their operations, and the 

costs will in turn increase the cost to the borrowers through higher lending rates which 

can result in a reduced lending activity. The respondents also believed that it would 

become more difficult for customers to receive financing in the future, and the 

respondents from SEB, Nordea 2 and Swedbank 1 therefore considered it as a 

possibility that organizations will search for capital and funding in other more 

nontraditional ways such as issuing their own corporate bonds directly to the market. 

The obvious effect of the new regulations, being that the costs for customers will 

increase, is stated by all respondents which is nothing new or surprising for us since it is 

quite natural that customers have to pay if the price of a product increases. We believe 

that Nordea 3 summarizes this discussion with a very illustrated quote: 

 

“When things happen within the bank sector, such as an increase of the prices, the 

question is always: will the customer pay for this? There is no alternative other than the 

customer paying, since the return on market is what it is. For example, if the price on 

butter increases – will the people then turn to the owner of the grocery store and ask if 

the customer has to pay for the increased price on the butter? I think the reasoning is 

very peculiar; that just because it is a bank it is okay to question whether the customer 

should pay for the increased price or not!” 

Nordea 3 

 

The respondents further argue that the shareholders most likely will be affected in one 

way or another because of the increased costs. Seven of the respondents believed the 

return to shareholder will decrease; meanwhile Nordea 1 considered it to increase and 

Handelsbanken 2 was of the opinion that it would not be affected. Nordea 2 thought that 

both an increase and a decrease were possible. From this, it can be seen that the 

arguments do not depend on which bank the respondents represent but the return is in 

general perceived to decrease due to new regulations. This is in line, according to 

Nordea 2, with the Swedish government’s desire to decrease the banks’ return since 

they become a safer investment due to the new requirements. However, as mentioned by 

Handelsbanken 1, the return should not decrease since the new requirements raise the 

minimum level that the banks need to maintain which in turn decrease the distance to 
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default within the banks. Handelsbanken 1 explains that distance to default concerns the 

distance between the required level and the level maintained by the banks. It will 

decrease due to the raise of minimum level since banks cannot raise their level to much, 

due to their need to maintain competitive. This can therefore be seen as the risk for 

shareholders increases due to the new requirements, which should affect the return 

where an increase would represent the higher risk premium associated with the shorter 

interval for the distance to default in each bank. 

  

The respondents from Swedbank and Nordea were of the opinion that Basel III will 

affect the employees and that some employees most likely will be dismissed. The 

interviewees from SEB and Handelsbanken were, however, of a different opinion and 

recognized that Basel III will not affect the employees in a particularly high level. 

Interesting to note here is that both Swedbank 1 and Nordea 1 mentioned that they are 

already implementing cost-cuttings, but which according to them are not only due to the 

new regulations. However, this could imply that the banks who implemented the cost-

cuttings, to a larger extent than the two other banks, will let the employees share the 

costs of the new regulations. If so, we can imagine that the costs for the customer and 

shareholders would be less in both Swedbank and Nordea than for customers and 

shareholders in Handelsbanken and SEB.  

 

6.3 Systemic risk 
Several of the respondents argued that the systemic risk will decrease because of the 

new capital requirements that will be implemented. The Basel Committee (2010a, p. 28) 

is of the same opinion and expects that the new capital requirements will lower the 

likelihood of systemic risk. Schwerter (2011, p. 348) agrees to some extent. He explains 

that a stronger equity base is one of the elements that is needed in order to create 

financial stability. He, however, considers that the framework still has a micro 

prudential focus where the Basel III Accord focus on strengthening each single financial 

institution, and that it therefore will have a little impact on systemic risk. (Schwerter, 

2011, p. 348) It is important to remember that even if the capital requirements are 

higher in Basel III, they still were a part of Basel II which has shown to be lacking 

during the financial crisis. The respondents did believe that Basel III will lead to both 

stronger institutions and counterparts, which makes it easier for banks to survive a new 

financial crisis. The majority of the respondents considered that Basel III will improve 

the protection of the Swedish banks as well as it will decrease the probability of 

financial instabilities. However, the respondents explained that if a real crisis occurs it 

will be caused by a phenomena that we are not familiar with and that the Basel III 

Accord will therefore be unable to prevent it.  

 

"I think the risk will be reduced somewhat because of the higher requirements, but I do 

not think it will eliminate the entire systemic risk. But if it does not reduce it, it has been 

a failure considering how much more expensive it will become to run a bank" 

SEB 2 

 

Another explanation that we found interesting was Nordea 2’s opinion of the leverage 

ratio. S/he was negative towards the leverage ratio since it is not risk adjusted, but the 

respondent did however mention that there is a possibility that it will reduce the 

systemic risk. The reasoning behind this argument is that banks in the future will not 

expand their balance sheet, since the leverage ratio only considers the size of the  

balance sheet. Size is according to Schwerter (2011, p. 341), Brunnermeier et al. (2009, 
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p. 3) and Kaufman and Scott (2003, p. 375) a systemic risk factor that have a greater 

impact on the systemic risk compared with other systemic risk factors. Since there is a 

possibility that banks will hesitate on expanding in the future, it is also a probability that 

it will reduce the systemic risk. Leverage is also a systemic risk factor and can therefore 

either increase or decrease the systemic risk (Schwerter, 2011, p. 339). Several 

respondents, especially the interviewees from Nordea, experienced the leverage ratio as 

concerning and they suggested that it could in fact affect the growth negatively. It is not 

surprising that the respondents from Nordea discussed this in a greater extent than the 

other respondents since they have the largest balance sheet of the banks in Sweden and 

therefore probably have used more time reflecting on this aspect compared to the 

smaller banks.  

 

"It will become very expensive to have a large and expanding amount of assets because 

of the leverage ratio. How will the growth be affected then if the banks do not want to 

grow?" 

Nordea 2 

 

Nordea 2 also discussed that Nordea was the only global Systemically Important 

Financial Institution (SIFI) in Sweden and can therefore in the future have to exceed 

even stricter requirements than the other banks. SIFI’s is comparable to the definitions 

too big to fail and too interconnected to fail discussed by Schwerter (2011, p. 338), 

Brunnermeier et al. (2009, p. 23) and Moosa (2010, p. 319). Nordea 3 could mention 

three of the five categories that decides if a bank should be classified as a SIFI; size, 

interconnectedness and cross boarder activity. The two other categories are according to 

the Bank of International Settlements (2011, p. 5) substitutability/financial institution 

infrastructure as well as the complexity of the bank. Nordea 2 believed that some banks 

will try to avoid becoming classified as a SIFI since it will imply stricter requirements. 

S/he further argued that this can possibly reduce the systemic risk in the financial sector 

since some banks will avoid becoming too large, interconnected or complex.  

 

Another possible effect is that the banks in Sweden, that is not classified as a SIFI or are 

not one of the four largest banks, will have the opportunity to grow even larger. The 

lower requirements can make the banks more competitive and attractive, since they do 

not have as high costs as the four largest banks. This could result in the small banks in 

Sweden expanding; meanwhile the larger banks contract and become smaller. If the 

market changes, it could create a wider variety of banks in the market and it could 

decrease the systemic risk. It is understandable that the four largest banks perceives the 

stricter capital requirements as unfair, but for Sweden as a market it may have positive 

effects for the smaller banks, as Nordea 2 said "It is not good when banks become too 

big". The leverage ratio, the new SIFI classifications and the stricter capital 

requirements in Sweden can perhaps prevent the Swedish banks in becoming too big. 

According to this reasoning it is a possibility that it can reduce the systemic risk and 

create a more stable financial sector in Sweden. Another question is, however, if it is 

worth it, if the larger banks in Sweden do not have the resources to be competitive on an 

international level because of the stricter requirements? 

 

The interconnectedness and relationships between banks were discussed by all 

respondents and several of the respondents suggested that banks in the future will chose 

their counterparties more carefully based on the risk related to them. Nordea 2 also 

mentioned that it has already been implemented a 25% correlation factor which implies 
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that the banks cannot expose their capital base to another bank or financial institution to 

more than 25%. This is one measure that has been implemented in order to prevent 

banks being too interconnected, and thereby decrease the systemic risk in the financial 

system. Lastly, some of our respondents mentioned that the most important aspect in 

order to prevent the systemic risk in the financial sector is the knowledge of it. Because 

of the financial crisis there has become an increased focus on what systemic risk is and 

what we can do in order to reduce it.  

 

"The focus on systemic risk is a great advantage" 

Nordea 1 

 

This chapter highlights our empirical findings relation to our theoretical frame of 

reference, which is analyzed, discussed and interpreted by us. Furthermore, in the next 

chapter we conclude our study based on our analysis which is done by answering our 

research question.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



67 

 

7. Conclusions 
7.1 Introduction 
After presenting the empirical findings and analyzing them in the previous chapters, we 

present our conclusions in this chapter. The purpose of this chapter is to present the 

conclusions we have made concerning our research question and the purpose of our 

study. We begin with answering our research question and purpose, and to further 

emphasize the new knowledge our study has contributed with, we summarize our 

findings in a table. After our conclusions, we will present the contribution of the study, 

the limitations we experienced during our study and lastly we present some further 

research recommendations we find interesting to conduct. 

 

 

 

7.2 Conclusions of the study 
The aim of this study has been to answer our research question, which is: 

 

 How do Swedish banks perceive the impact of the Basel III Accord and its effect 

on systemic risk? 

 

We have, through an inductive approach conducted a qualitative study based on 10 

semi-structured interviews with respondents from all of the four largest banks in 

Sweden, answered our research question. From our constructivism paradigm, through 

our relativist ontology, transactional and subjectivist epistemology and hermeneutical 

and dialectical methodology made the conclusions outlined in this section. Initially, we 

want to highlight that the study’s respondents that represent the four largest banks in 

Sweden, which jointly are responsible for 76% of the Swedish banking sectors total 

assets, will hereafter be referred to as the Swedish banks. Our decision of referring our 

conclusions as being, to some extent, a generalization of the whole Swedish bank sector 

is due to two reasons. Firstly, we have throughout the whole study emphasized the size 

and leadership of the four largest banks in Sweden which therefore highlights their 

importance within the Swedish bank sector. Secondly, our respondents are a part of 

their banks’ senior management (which is coherent with our sample selection) and we 

believe that their perceptions reflect to some extent their own bank’s perception. From 

these two arguments, if the respondents reflect their banks’ perception and the banks 

represent a large portion of the Swedish bank sector, it can be argued that the 

respondents’ perception indicates what the general perception within the Swedish bank 

sector of the Basel III Accord and systemic risk is. In short, we believe that our 

respondents’ perception, due to their position within and belonging to each large bank, 

represent to some extent the general perception of impact of the Basel III Accord on the 

Swedish bank sector and its impact on systemic risk. In short, the Swedish banks 

present simultaneously homogeneous and divergent perceptions of the Basel III Accord 

and its effect on systemic risk. 

 

The Swedish banks are, in general, positive towards the higher capital requirements set 

out in the Basel III Accord since it hopefully will lead to a more stable financial market. 

An explanation to why the banks are positive towards the new capital requirements 

Conclusions 
New 

knowledge 
Contributions Limitations 

Further 
research 
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could be because all of the four banks already fulfill the new requirements according to 

the definition of core Tier 1 capital. They are, however, negative towards Sweden 

implementing higher capital requirements than suggested by Basel III. The fact that it 

will only be implemented on the four largest banks in Sweden, as well as it is only 

implemented in Sweden and not throughout the EU, is perceived as unfair. The 

respondents from Nordea and especially SEB were most negative towards the higher 

requirements implemented on only the four largest banks in Sweden. One possible 

explanation to this is that Nordea and SEB did not fulfill all of the new capital 

requirement ratios at the end of 2011 and therefore will have to work harder reaching 

the new requirements in relation to Swedbank and Handelsbanken. Handelsbanken was 

also negative towards the higher requirements and experienced it as a competitive 

disadvantage on both a national and an international level. Swedbank 3 was the only 

respondent positive towards the requirements set forward by the Swedish government. 

The respondents have the same perception towards the capital conservation buffer, since 

it is included in these higher capital requirements set out by the Swedish government. 

 

The opinions towards the purpose of the countercyclical buffer are positive, but the 

respondents are unsure of how it will function in the reality. The Swedish banks are 

neutral towards the new enhanced risk coverage framework. They are in general 

positive towards implementing liquidity requirements, but they are however of the 

opinion that the liquidity standards suggested by the Basel Committee should be 

developed before they are implemented. The Swedish banks are especially critical to the 

NSFR.  

 

The Swedish banking sector is negative towards the leverage ratio, since it is not risk 

weighted. Swedbank and Handelsbanken were particularly negative towards the 

leverage ratio, which might be due to them having a considerably higher level of loans 

to the public in relation to total assets compared to SEB and Nordea. This implies that 

Swedbank and Handelsbanken will be treated the same way as banks with balance 

sheets of the same size, even if they have a higher degree of low risk assets in their 

balance sheet. 

 

Basel III will, according to the Swedish banks, lead to increased costs because of stricter 

requirements. It will make it both more difficult and more expensive for customers to 

finance themselves through banks, as well as it in some banks can lead to employees 

being dismissed. The respondents does not agree when it comes to shareholders return; 

some consider it to increase and some consider it to decrease, while some believe that it 

will not be affected at all.  

 

The Swedish banks believe that Basel III will reduce the systemic risk to some extent, 

but it will not be eliminated. Some argue that the increased capital and liquidity 

requirements will decrease the level of systemic risk, while Nordea 2 argues that the 

leverage ratio and the SIFI classifications will discourage banks to expand. Another 

possible effect of Basel III and the leverage ratio is therefore that the growth will be 

impaired. The Swedish banks considered that the Basel III Accord will improve the 

protection of the Swedish banks as well as it will decrease the probability of financial 

instabilities. They believed however that if a real crisis occurs it will be caused by a 

phenomenon that we are not familiar with and that the Basel III Accord therefore will 

be unable to prevent it. Nonetheless, the Swedish banks believe that the Basel III 



69 

 

framework will enhance the Swedish banks ability to meet a new crisis, since the banks 

have higher levels of better quality capital.  

 

7.3 Creating new knowledge  
As outlined in the research methodology chapter and in section 7.2, we approach this 

study in an inductive manner which means that the aim of our study was to develop new 

knowledge in an unexplored research field. To highlight this aim, we declare our 

research question: 

 

 How do Swedish banks perceive the impact of the Basel III Accord and its effect 

on systemic risk? 

 

To emphasize our findings and the contribution of new knowledge, we have 

summarized our conclusions in table 16.  
Table 16 - Summary of conclusions about Swedish Banks’perception of Basel III 

Positive  Neutral Negative 

Higher capital requirements set out in 

Basel III 

Risk coverage  Higher capital requirements set out 

by the Swedish Government 

Countercyclical buffer LCR Competitive disadvantage 

The basic concept of implementing 

liquidity standards 

 Capital conservation buffer 

Reduce systemic risk to some degree  NSFR 

Improve the protection of the 

Swedish banks 

 Leverage ratio 

Decrease the probability of financial 

instabilities 

 Increased costs that will effect 

customers, shareholders and/or 

employees negatively 

Enhance the Swedish banks ability to 

meet a new financial crisis 

 Impair growth 

  Basel III will not be able to prevent 

a new kind of financial crisis 

 

7.4 Contributions of the study 
Our study has both a theoretical contribution and a practical contribution, where the 

theoretical contribution concerns our study’s contribution to the research field of bank 

regulation and systemic risk. There does not exist any similar studies to ours, and a 

large part of our contribution is therefore the Swedish banking sectors perceptions of the 

impact of Basel III Accord and its effect on systemic risk. We have revealed the 

Swedish banks opinions, thoughts etcetera towards the elements of the Basel III 

framework, as well as how they believe they will affect the Swedish banking sector. The 

Swedish banks negative attitude towards the stricter capital requirements that will be 

implemented in Sweden by the government has also been complied. Furthermore, we 

have contributed with a unique insight of how the Swedish banks perceive that Basel III 

will affect the systemic risk on both a national and international level. 

 

Our study is of interest for managers and others employees working with the Basel III 

framework and politicians, since we present the Swedish banking sectors’ perception of 

the implementation of the new regulations. We have already experienced that our study 

is interesting for those who work in the Swedish banking sector since several of our 
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respondents have requested to read our thesis when it is finished. They can get an 

increased insight of how the different elements in Basel III will affect the other banks in 

the Swedish banking sector and thereby make assessments of how this may change the 

competition on the market.  

 

The study can also be interesting from a politicians perspective since they can increase 

their knowledge of the Swedish banks opinion of how the current regulations are 

functioning today in Sweden, for example how some banks experience that the banks in 

Sweden are being treated differently by Finansinspektionen. It is also especially 

interesting for the Swedish politicians to increase their understanding of how the 

Swedish banks perceive the domestic regulations as well as why the banks are negative 

towards increasing the capital requirement levels in Sweden. 

 

7.5 Limitations of the study  
There are three limitations of our study, where the first one considers our sample 

selection. The sample selection is based upon judgment samples, which means that we 

subjectively decided which respondents to interview. It is a limitation, since we might 

have been able to select better respondents. However, it raises another question; what 

can be seen as a better respondent? It is very hard to determine the appropriateness and 

suitability of the respondents, especially in our study since our respondents were 

required to have some knowledge about the Basel III Accord.  

 

The second limitation is the number of samples and appropriate empirical method, since 

our research question focuses upon the perception of the whole Swedish banking 

industry it could have been more suitable for our study to conduct a quantitative study 

with questionnaires with more samples.  

 

The third limitation is linked to the fact that we only interviewed people from the four 

largest banks in Sweden. However, the limitation concerns the aspect of not 

interviewing other banks within the Swedish bank sector. Even though the four largest 

ones represent a large portion of the Swedish banking industry, there are other banks 

present too. Our empirical findings might have been different, since the perception of 

the Basel III Accord might differ between banks depending on for example their size. 

One thing that suggests that is the stricter regulations that will be implemented in 

Sweden, which as a starting point only will be implemented for the four largest banks.  

 

7.6 Further research recommendations 
Our study shows that some banks believe that their employees are aware of and have 

knowledge about the Basel III Accord. However, our respondents are part of the senior 

management within Sweden which means that they are more connected and forced to 

deal with the Basel III framework than their employees might be. An interesting study 

to conduct would be to explore the knowledge that exists within each bank about the 

Basel III Accord. The focus of the study could be on either how knowledge is shared 

and disseminated within the organization or how the internal communication works 

within the organization.  

 

Some of our respondents mentioned that they experienced the leverage ratio to be quite 

unfair from a Swedish perspective since it does not consider the degree of risk related to 

the loans. One respondent further suggested that since different countries have different 

loan portfolio profiles, there is a possibility that these countries perceive other elements 
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of the framework as unfair, similar to how the Swedish banking sector perceives the 

leverage ratio. It could therefore be interesting to conduct a similar study as ours in 

other countries in order to see if there exist parts of the Basel III framework that is 

perceived as more challenging for some countries, as well as to see if they have similar 

perceptions of the Basel III Accord and its effect on systemic risk.  

 

Lastly, we think it would be interesting to conduct a similar study as ours in a couple of 

years in order to see if the respondents’ perceived impact of the Basel III accord really 

occurred. One respondent described the new regulation as an overreaction and that the 

framework most likely will be revaluated in a few years. It could therefore be 

interesting to see if this is the case and that people perceive that it $was an overreaction 

caused by the instabilities in the financial market.  
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8. Quality of the study 
8.1 Quality in a qualitative study 
The quality within a qualitative study is important to highlight, discuss and evaluate, 

since it influence the value of the study. The whole research process is of interest when 

reviewing and concluding the quality within a qualitative study (Patel & Davidson, 

2011, p. 105). The most common criteria when discussing and evaluating the quality of 

a study are validity and reliability, which are mainly used in quantitative studies. Patel 

and Davidson (2011, p. 106) argue that these two concepts are suitable in qualitative 

studies too but the meaning of them have to adjusted to a qualitative aspect. Bryman 

and Bell (2003, p. 287) agree and suggest some adjustments of these two concepts. 

Bryman and Bell (2003, p. 288.) suggest that there is four trustworthiness criteria 

(outlined below). Another aspect to consider is the Authenticity which is emphasized by 

both Bryman and Bell (2003, p. 289) and Patel and Davidson (2011, p. 106). Each of 

these quality criteria are defined below and thereafter follows a discussion and 

evaluation of each criteria in relation to our study. In short, we discuss and evaluate the 

quality of our study. 

 

 
 

8.2 Trustworthiness  
The four trustworthiness criteria are credibility, transferability, dependability and 

confirmability. The credibility criterion is from the participant’s point of view and refers 

to the fact that the information and results from the research are credible and/or 

believable for the respondent. The participant is the only one who can properly decide 

the credibility of the results, since a qualitative study aims at understanding and 

describing a specific event or concept of interest for the respondent. (Bryman & Bell, 

2003, p. 288) The transferability criterion refers to what extent the results from the 

specific study can be transferred or generalized to for example other surroundings and 

places. The transferability can increase if the researcher describes the research context 

and the underlying expectations and beliefs of the study in a thorough manner. (Bryman 

& Bell, 2003, p. 289) The dependability criterion refers to the researcher and the 

environment, where it is important for the researcher to acknowledge the ever-changing 

surroundings in which the research is conducted. Bryman and Bell (2003, p. 289) 

suggest that the researcher uses an “auditing” approach, which means that every step of 

the research is completely documented and that it is easy to access for other researchers. 

The confirmability criterion focuses on the researcher, and ensures that the results the 

researcher finds are not completely influenced by personal values or theoretical 

tendencies. A pure objectivity is, however, difficult to maintain in qualitative studies 

and usually not desired either. (Bryman & Bell, 2003, p. 289) 

 

We believe it is hard to determine the credibility of our study, since it is difficult to ask 

our respondents if they believe that our study is credible or not. However, to increase 

our credibility we allowed our respondents to go through our transcriptions which 

enable the respondents to determine if our transcription reflects their statements during 

the interview. The final thesis will also, by request, be sent to each respondent, which 

means that all respondents find our study interesting and that it contains knowledge that 

is of interest for them as well.  

Trustworthiness Authenticity 
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Further on, our study concerns the perception of how the Basel III Accord will impact 

the Swedish banking sector and systemic risk, which narrows the transferability since 

only one banking industry exist within one country and the industries varies between the 

different countries. Even though our topic is quite narrow, we have tried to raise our 

transferability by employing the suggestions given by Bryman and Bell (2003). All 

through our thesis, we have tried to be as specific and detailed as possible about our 

choices and steps we have taken since it increases our transferability. However, to 

register and document every step we have taken is a very time-consuming and difficult 

task, but we have tried to record our process in detail in our methodology chapters. It is 

therefore easy to access for a researcher, but the documentation is not as extensive as an 

“auditing” approach. We believe that this shows that we have, as far as possible, tried to 

enhance our study’s dependability.  

 

Moreover, objectivity has never been a focus for us, since we believe (as mentioned in 

chapter 2) that the world exists because of human interaction and that knowledge is 

created by humans as well. This means that our study is based on our subjectivity; 

however, it is not our perception of the Basel III Accord and systemic risk that is of 

interest but the respondents. The balance between our subjective interpretations and the 

respondents’ answers are crucial and we have, as far as possible, tried to interpret the 

responses without letting our personal values and beliefs determine our interpretations. 

Nonetheless, in qualitative studies and since we analyze our data through our theoretical 

frame of reference we have not striven for a perfect confirmability. Consequently, we 

believe that this discussion shows that our study is trustworthy. It means that the quality 

– trustworthiness – of our study, is in our opinion, high.  

 

8.3 Authenticity 
The authenticity aspect is mentioned by Bryman and Bell (2003, p. 289) and concerns 

the political impact of research. Bryman and Bell (2003, p. 289) refer to Guba and 

Lincoln (1994), who address five different criteria for determining a studies 

authenticity. These five criteria are described by a question, which is for each of them. 

Fairness: “Does the research fairly represent different viewpoints among members of 

the social setting?;” Ontological authenticity: “Does the research help members to 

arrive at a better understanding of the social milieu?”; Educative authenticity: “Does 

the research help members to appreciate better the perspectives of other members of 

their social setting?”; Catalytic authenticity: “Has the research acted as an impetus to 

members to engage in action to change their circumstances?”; and Tactical 

authenticity: “Has the research empowered members to take the steps necessary for 

engaging in action?”. (Bryman & Bell, 2003, pp. 289-291) 

 

In our sample selection, we used a judgment selection where we determined which 

respondent we believed possessed the appropriate and sufficient knowledge to be able to 

answer our interview questions. Due to this, it is hard to determine if the research fairly 

represent the viewpoints within the Swedish banking sector. However, our respondents 

represent the four different banks and all of them have various job titles, which we think 

increase and confirms the fairness of the research.  

 

The ontological authenticity is difficult to evaluate, but our study aims at providing the 

Swedish banking sector with knowledge of how the new bank regulation the Basel III 

Accord is perceived to impact it and if it impacts the systemic risk. Considering this, we 
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believe that our study has a good ontological authenticity since we provide the banking 

sector with more or less non-existing knowledge. The answer to the educative 

authenticity is started above, since the knowledge we create for the banking sector 

provide each participant of the banking industry with earlier non-accessible information. 

We therefore believe our educative authenticity is high.  

 

The catalytic authenticity is very hard to determine since our study do not concern the 

question of a change or not, but a forced change – the implementation of the Basel III 

Accord. However, we hope that our study elucidates the perceived impact of the forced 

change and hopefully implies new insights for the banking sector. The tactical 

authenticity is even more difficult to evaluate, but we think that the Swedish banking 

sector will be provided through our study with new, insightful and useful knowledge. 

From this and in conclusion, we find the authenticity in our study to be high.  
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Appendix 1 - Balance Sheets 
The balance sheets of the four largest Swedish banks are presented in this appendix. All 

four balance sheets were retrieved from the bank's annual reports. 

 

SEB Groups balance sheet was retrieved from SEBs (2011, p. 73) annual report. 
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Swedbank Groups balance sheet was retrieved from Swedbanks (2011, p. 73) annual 

report. 
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Nordea Groups balance sheet was retrieved from Nordeas (2011, p. 85) annual report. 
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Handelsbankens balance sheet was retrieved from Handelsbankens (2011, p. 69) annual 

report. 
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Appendix 2 - Definitions of capital 

 
The following definition of Common Equity Tier 1 capital, Additional Tier 1 capital 

and Tier 2 Capital, was retrieved from the Basel Committees (2010b, pp. 13-19) report 

"Basel III: A Global Regulatory Framework for More Resilient Banks and Banking 

Systems". 

 

Definition of Common Equity Tier 1 capital 

For an instrument to be included in Common Equity Tier 1 capital it must meet all of 

the criteria that follow. The vast majority of internationally active banks are structured 

as joint stock companies and for these banks the criteria must be met solely with 

common shares. In the rare cases where banks need to issue non-voting common shares 

as part of Common Equity Tier 1, they must be identical to voting common shares of 

the issuing bank in all respects except the absence of voting rights. 

 

Criteria for classification as common shares for regulatory capital purposes: 

1. Represents the most subordinated claim in liquidation of the bank. 

2. Entitled to a claim on the residual assets that is proportional with its share of 

issued capital, after all senior claims have been repaid in liquidation (i.e. has an 

unlimited and variable claim, not a fixed or capped claim). 

3. Principal is perpetual and never repaid outside of liquidation (setting aside 

discretionary repurchases or other means of effectively reducing capital in a 

discretionary manner that is allowable under relevant law). 

4. The bank does nothing to create an expectation at issuance that the instrument 

will be bought back, redeemed or cancelled nor do the statutory or contractual 

terms provide any feature which might give rise to such an expectation. 

5. Distributions are paid out of distributable items (retained earnings included). 

The level of distributions is not in any way tied or linked to the amount paid in 

at issuance and is not subject to a contractual cap (except to the extent that a 

bank is unable to pay distributions that exceed the level of distributable items). 

6. There are no circumstances under which the distributions are obligatory. 

Nonpayment is therefore not an event of default. 

7. Distributions are paid only after all legal and contractual obligations have been 

met and payments on more senior capital instruments have been made. This 

means that there are no preferential distributions, including in respect of other 

elements classified as the highest quality issued capital. 

8. It is the issued capital that takes the first and proportionately greatest share of 

any losses as they occur. Within the highest quality capital, each instrument 

absorb losses on a going concern basis proportionately and pari passu with all 

the others. 

9. The paid in amount is recognized as equity capital (i.e. not recognized as a 

liability) for determining balance sheet insolvency. 

10. The paid in amount is classified as equity under the relevant accounting 

standards. 

11. It is directly issued and paid-in and the bank can not directly or indirectly have 

funded the purchase of the instrument. 

12. The paid in amount is neither secured nor covered by a guarantee of the issuer 

or related entity or subject to any other arrangement that legally or 

economically enhances the seniority of the claim. 
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13. It is only issued with the approval of the owners of the issuing bank, either 

given directly by the owners or, if permitted by applicable law, given by the 

Board of Directors or by other persons duly authorized by the owners. 

14. It is clearly and separately disclosed on the bank’s balance sheet. 

 

Definition of Additional Tier 1 capital 

The following box sets out the minimum set of criteria for an instrument issued by the 

bank to meet or exceed in order for it to be included in Additional Tier 1 capital. 

 

Criteria for inclusion in Additional Tier 1 capital 

1. Issued and paid-in 

2. Subordinated to depositors, general creditors and subordinated debt of the bank 

3.  Is neither secured nor covered by a guarantee of the issuer or related entity or 

other arrangement that legally or economically enhances the seniority of the 

claim vis-à-vis bank creditors 

4.  Is perpetual, i.e. there is no maturity date and there are no step-ups or other 

incentives to redeem 

5. May be callable at the initiative of the issuer only after a minimum of five years: 

a. To exercise a call option a bank must receive prior supervisory approval; 

and 

b. A bank must not do anything which creates an expectation that the call 

will be exercised; and 

c. Banks must not exercise a call unless: 

i. They replace the called instrument with capital of the same or 

better quality and the replacement of this capital is done at 

conditions which are sustainable for the income capacity of the 

bank; or 

ii. The bank demonstrates that its capital position is well above the 

minimum capital requirements after the call option is exercised. 

6. Any repayment of principal (e.g. through repurchase or redemption) must be 

with prior supervisory approval and banks should not assume or create market 

expectations that supervisory approval will be given 

7. Dividend/coupon discretion: 

a. the bank must have full discretion at all times to cancel 

distributions/payments 

b. cancellation of discretionary payments must not be an event of default 

c. banks must have full access to cancelled payments to meet obligations as 

they fall due 

d. cancellation of distributions/payments must not impose restrictions on 

the bank except in relation to distributions to common stockholders. 

8. Dividends/coupons must be paid out of distributable items 

9. The instrument cannot have a credit sensitive dividend feature, that is a 

dividend/coupon that is reset periodically based in whole or in part on the 

banking organization's credit standing. 

10. The instrument cannot contribute to liabilities exceeding assets if such a balance 

sheet test forms part of national insolvency law. 

11. Instruments classified as liabilities for accounting purposes must have principal 

loss absorption through either (i) conversion to common shares at an objective 

pre-specified trigger point or (ii) a write-down mechanism which allocates 
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losses to the instrument at a pre-specified trigger point. The write-down will 

have the following effects: 

a. Reduce the claim of the instrument in liquidation; 

b. Reduce the amount re-paid when a call is exercised; and 

c. Partially or fully reduce coupon/dividend payments on the instrument. 

12. Neither the bank nor a related party over which the bank exercises control or 

significant influence can have purchased the instrument, nor can the bank 

directly or indirectly have funded the purchase of the instrument 

13. The instrument cannot have any features that hinder recapitalization, such as 

provisions that require the issuer to compensate investors if a new instrument is 

issued at a lower price during a specified time frame 

14. If the instrument is not issued out of an operating entity or the holding company 

in the consolidated group (e.g. a special purpose vehicle – “SPV”), proceeds 

must be immediately available without limitation to an operating entity or the 

holding company in the consolidated group in a form which meets or exceeds all 

of the other criteria for inclusion in Additional Tier 1 capital 

 

Stock surplus (share premium) resulting from the issue of instruments included in 

Additional 

Tier 1 capital; 

Stock surplus (i.e. share premium) that is not eligible for inclusion in Common Equity 

Tier 1, will only be permitted to be included in Additional Tier 1 capital if the shares 

giving rise to the stock surplus are permitted to be included in Additional Tier 1 capital. 

 

Definition of Tier 2 capital 

 

Instruments issued by the bank that meet the Tier 2 criteria 

58. The objective of Tier 2 is to provide loss absorption on a gone-concern basis. Based 

on this objective, the following box sets out the minimum set of criteria for an 

instrument to 

meet or exceed in order for it to be included in Tier 2 capital. 

 

Criteria for inclusion in Tier 2 Capital 

1. Issued and paid-in 

2. Subordinated to depositors and general creditors of the bank 

3. Is neither secured nor covered by a guarantee of the issuer or related entity or 

other arrangement that legally or economically enhances the seniority of the 

claim vis-à-vis depositors and general bank creditors 

4. Maturity: 

a. minimum original maturity of at least five years 

b. recognition in regulatory capital in the remaining five years before 

maturity will be amortized on a straight line basis 

c. there are no step-ups or other incentives to redeem 

5. May be callable at the initiative of the issuer only after a minimum of five years: 

a. To exercise a call option a bank must receive prior supervisory approval; 

b. A bank must not do anything that creates an expectation that the call will 

be exercised; and 

c. Banks must not exercise a call unless: 

i. They replace the called instrument with capital of the same or 

better quality and the replacement of this capital is done at 
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conditions which are sustainable for the income capacity of the 

bank; or 

ii. The bank demonstrates that its capital position is well above the 

minimum capital requirements after the call option is exercised. 

6. The investor must have no rights to accelerate the repayment of future scheduled 

payments (coupon or principal), except in bankruptcy and liquidation. 

7. The instrument cannot have a credit sensitive dividend feature, that is a 

dividend/coupon that is reset periodically based in whole or in part on the 

banking organization's credit standing. 

8. Neither the bank nor a related party over which the bank exercises control or 

significant influence can have purchased the instrument, nor can the bank 

directly or indirectly have funded the purchase of the instrument 

9. If the instrument is not issued out of an operating entity or the holding company 

in the consolidated group (e.g. a special purpose vehicle – “SPV”), proceeds 

must be immediately available without limitation to an operating entity22 or the 

holding company in the consolidated group in a form which meets or exceeds all 

of the other criteria for inclusion in Tier 2 Capital 

 

Stock surplus (share premium) resulting from the issue of instruments included in Tier 2 

capital; 

Stock surplus (i.e. share premium) that is not eligible for inclusion in Tier 1, will only 

be permitted to be included in Tier 2 capital if the shares giving rise to the stock surplus 

are permitted to be included in Tier 2 capital. 

 

General provisions/general loan-loss reserves (for banks using the Standardized 

Approach 

for credit risk) 

Provisions or loan-loss reserves held against future, presently unidentified losses are 

freely available to meet losses which subsequently materialize and therefore qualify for 

inclusion within Tier 2. Provisions ascribed to identified deterioration of particular 

assets or known liabilities, whether individual or grouped, should be excluded. 

Furthermore, general provisions/general loan-loss reserves eligible for inclusion in Tier 

2 will be limited to a maximum of 1.25 percentage points of credit risk-weighted risk 

assets calculated under the standardized approach. 

 

Excess of total eligible provisions under the Internal Ratings-based Approach 

Where the total expected loss amount is less than total eligible provisions, as explained 

in paragraphs 380 to 383 of the June 2006 Comprehensive version of Basel II, banks 

may recognize the difference in Tier 2 capital up to a maximum of 0.6% of credit risk 

weighted assets calculated under the IRB approach. At national discretion, a limit lower 

than 0.6% may be applied. 
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Appendix 3 - Copy of the e-mail we sent to our potential respondents 

The e-mail we sent to our potential respondents as an introduction to who we are, what 

we are doing and why we wanted to do the interviews. It was written in Swedish since 

our respondents are Swedish, but a translation made by us can be found below the 

Swedish one.  

 

Hej,  

Jag heter Lina Sjöqvist och skriver tillsammans med Marlene Jordbru vår 

Masteruppsats inom finansiering vid Umeå Universitet. Vår uppsats fokuserar på den 

nya bank regleringen, Basel III, som ska implementeras under 2013 och vi vill studera 

hur Basel III kommer påverka den svenska bankmarknaden och systemrisken. Det finns 

inga tidigare studier som fokuserar på hur Basel III kommer påverka den svenska 

banksektorn och vi tycker därför att det är ett relevant ämne även för dig och din bank. 

 

Vi skulle uppskatta om du ville delta i en intervju med oss, där vi kommer diskutera 

Basel III och hur du tror/anser att det kommer påverka den svenska banksektorn. Vi 

beräknar att intervjun kommer ta ungefär 30-40 minuter och vi kommer genomföra den 

på telefon (eftersom vi befinner oss i Umeå). Du är anonym vid intervjun, vilket innebär 

att informationen som diskuteras vid intervjun kommer att redovisas som anonymt. Vi 

kommer påbörja våra intervjuer från och med den 7 maj.  

 

Tack för din tid och vi hoppas att du är intresserad av att hjälpa oss med vår studie! 

 

 Vänliga hälsningar,  

/Lina Sjöqvist och Marlene Jordbru  

 

Translation 

 

Hi,  

My name is Lina Sjöqvist and I’m writing together with Marlene Jordbru our Master 

thesis in Finance, Umeå University. Our thesis focuses upon the new bank regulation, 

the Basel III Accord, which will be implemented during 2013 and we want to study how 

the Basel III framework will impact the Swedish bank sector and the systemic risk. 

There are no previous studies that focus on how the Basel III Accord will impact the 

Swedish banking industry and we therefore think it is a relevant topic for you and your 

bank.  

 

We would appreciate if you would participate in an interview, where we will discuss the 

Basel III Accord and how you think/believe it will affect the Swedish banking industry. 

We estimate that the interviews will take approximately 30-40 minutes and we will 

conduct them on telephone or face-to-face (depending on where you live, since we are 

living in Umeå). You will be anonymous at the interview, meaning that the information 

discussed during the interview will be presented as anonymous. We will begin the 

interviews from the 7
th

 of May.  

 

Thanks for your time and we hope that you are interested in helping us with our study!  

 

Sincerely,  

/Lina Sjöqvist and Marlene Jordbru 
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Appendix 4 - Interview guide 
 

 

Our interview guide first presented in Swedish, and then the translation into English. 

 

 

Intervjuguide 

 

Vi vill först och främst passa på att tacka dig för att du har tagit dig tiden att medverka 

i denna studie, ditt bidrag är viktigt och vi uppskattar det verkligen.  

 

Bakgrund: 
1. Vad har du för utbildning? 

 

2. Vad/Var har du arbetat (med) tidigare? 

 

3. Yrkesroll/titel?  

 

4. Vad arbetar du med idag och hur skulle du beskriva ditt jobb? 

 

Basel III: 

5. Hur tycker du att bank regleringen fungerar i Sverige idag? 

 

6. Känner du till Basel III och på vilket sätt känner du till det? 

 

7. Vilka är de element inkluderade i Basel III som du kan nämna? 

 

8. Skulle du säga att Basel III är en nödvändig förbättring? 

 

9. Vilka styrkor och svagheter ser du med Basel III? 

a) Varför? 

b) Vilka konsekvenserna kan du komma på? 

 

10. Hur tror du att Basel III kommer påverka din bank? 

a) Varför? 

b) Diskutera de olika aspekterna: 

i) Högre kapitalkrav 

ii) Capital conservation buffer/Kapital konserverings buffert 

iii) Countercyclical capital buffer/Kontracyklisk buffert 

iv) Risk coverage 

v) Liquidity standards 

a. Liquidity coverage ratio (LCR) 

b. Net stable funding ratio (NSFR) 

vi) Leverage ratio/Bruttosoliditetskrav  

 

11. Hur tror du att Basel III kommer påverka den svenska marknaden? 

a) Varför? 

b) Hur tror du det kan påverka bankens intressenter? (Aktieägare,  

    anställda och kunder – både privata och företag) 
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Systemic risk: 

Systemrisken är risken för problem eller kollaps i det finansiella systemet som orsakas 

av en obalans. Den hänvisar till den risk som uppstår genom sammankoppling mellan 

institutionerna (interconnectedness) i systemet, där misslyckandet av en stor institution 

kan potentiellt påverka andra institutioner negativt.  

 

12. Hur anser du Basel III kommer att påverka systemrisken i Sverige och  

      internationellt? 

 

13. Vad anser du att Basel III kommer innebära för bankerna där den  

      implementeras? 

 

14. Hur anser du att Basel III kommer att påverka relationerna mellan bankerna? 

 

15. Anser du att Basel III kommer att förbättra eller försämra skyddet av de  

      svenska bankerna mot system risk?  

a) Varför? 

 

16. Hur tror du Basel III kommer att påverka sannolikheten för en ny finansiell  

      kris? 

 

17. Är det något mer som du skulle vilja säga om Basel III, eller någon fler fråga  

      som du tycker att vi borde ställa?  

 

Då får vi återigen tacka så mycket för att du har tagit dig tiden att medverka, ditt 

bidrag betyder mycket för vår studie.  

 

 

Interview guide 

 

We would first like to thank you for participating in this study since your contribution is 

very important and appreciated. 

 

Background: 

1. What kind of education do you have? 

 

2. With what and where have you worked prior to this job? 

 

3. What is your professional role/title? 

 

4. What do you work with today and how do you describe your job? 

 

Basel III: 

5. How do you think the bank regulation in Sweden works today? 

 

6. Are you familiar with the Basel III Accord and to what degree? 

 

7. What are the issues included in Basel III that you can list? 

 

8. Would you say that Basel III is a necessary improvement? 
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9. Which strengths and weaknesses do you see with Basel III?  

a) Why? 

b) What are the consequences that you can think about? 

 

10. How do you think Basel III will affect your bank? 

a) Why? 

b) Discuss all aspects: 

i) Higher minimum capital requirements 

ii) Capital conservation buffer 

iii) Countercyclical capital buffer 

iv) Risk coverage 

v) Liquidity standards  

a. Liquidity coverage ratio (LCR) 

b. Net stable funding ratio (NSFR) 

vi) Leverage ratio 

 

11. How do you think Basel III will affect the Swedish banking sector? 

a) Why? 

b) How do you think the new framework will affect your stakeholders?  

    (shareholders, employees and customers – both private and company) 

 

Systemic risk: 

Systemic risk is the risk of distress or collapse in the financial system caused by an 

imbalance or idiosyncratic events. It refers to the risk imposed by interconnectedness in 

the system, where the failure of one large institution for example can potentially have 

serious negative effects on other institutions. 

 

12. How do you think that Basel III will impact the systemic risk in Sweden and  

      internationally? 

 

13. What do you think that Basel III will involve for the banks implementing it? 

 

14. How do you think Basel III will affect the relations between banks? 

 

15. Do you consider that Basel III will improve or impair the protection of the    

      Swedish banks against systemic risk?  

a) Why? 

 

16. How do you think Basel III will affect the probability of a new financial  

      crisis? 

 

17. Is there anything else you would like to say about the Basel III Accord, or 

another question that you think we should be asking? 

 

Once again we would like to thank you for your participation!
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