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Document title Nordea Bank AB (publ) response to Consultation on 
the recommendations of the High-level Expert Group 
on Reforming the structure of the EU banking sector

 

Key high-level comments by Nordea Bank AB (publ) on reforming the 
structure of the EU banking sector  

Nordea Bank AB (publ) (Nordea) welcomes the opportunity to submit comments on 
the High-level Expert Group’s (the Group) proposals with the objective of establish-
ing  a safe, stable and efficient banking system serving the needs of citizens, the EU 
economy and the internal market. Nordea also recognizes the important work per-
formed by the dedicated and very well-experienced group of experts, and agrees to the 
historical challenges identified in the report. At the same time, attention is given to the 
substantial EU, and local, regulatory actions in the banking field over the past years. 
These reforms will transform the banking sector and call for substantial revisions to 
banking business models. They will also cater for increased capital, strengthened li-
quidity management and improved risk management. Nordea believes that this, to-
gether with clear and transparent recovery and resolution frameworks and efficient 
and effective supervision, will meet the underlying ambitions of additional structural 
reforms.  
 
However the recommendations contained in the “Liikanen Report” risk creating an 
undesirable outcome, including unintended side effects, such as an uneven playing 
field and significant costs to the real economy. Under all circumstances, proper impact 
assessments of all forthcoming regulations are a necessity before any further measures 
are taken in regards to the proposed structural reforms. 
 
In the following sections, specific comments to selected proposals are further outlined, 
and an appendix is attached with a suggestion on an alternative exemption criteria. 

1 Mandatory separation 

Nordea does not view a reform of corporate and legal structures of banking groups as 
an effective way of reducing the risks in the banking sector, without threatening the 
integrated business model common to European banks. Contradictory to the Group’s 
aim, Nordea is of the view that ring-fencing in any shape or form would be detri-
mental to the universal banking model.  
 
The reason for this is that Nordea do not see a certain structure of banking groups as a 
key risk factor, but rather their corporate governance and risk management. Business 
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or legal structures as such do not create new risks if the assessment and pricing of 
risks are managed with a consolidated view. This has also been evident in the crisis 
where the impact was most severe for those banks where corporate governance and 
risk management failed irrespective of the business model.  
 
Simply by allowing a common marketing organisation, as proposed, will not suffice to 
maintain the universal banking model. Mandatory separation will nevertheless reduce 
synergy benefits and break up existing banking groups, which may result in subopti-
mal capital allocation in the economy, substantially increased cost (including funding 
cost), lower efficiency and increased risk.  

In addition, Nordea do not believe that the proposal to exclude from mandatory sepa-
ration certain activities related to hedging services to non-banking clients will ensure 
that the universal banking model will be viable in the future. Firstly, it is not suffi-
ciently clear what is permitted and not. Secondly, the proposal does not seem to allow 
a centralized liquidity and capital management which is one of the cornerstones in a 
universal banking model.  

The following observations further support why a mandatory separation would be det-
rimental; 
 

• The benefits of consolidated liquidity and capital management need to be rec-
ognized. These benefits include the possibility to make internal netting of posi-
tions, reducing the amount of counterparties and open positions, while at the 
same time providing a wider access to capital and funding. 

 
• Moreover, a break-up of existing banking groups will significantly reduce the 

recoverability of the resulting stand-alone entities, as the loss of diversification 
would reduce the recovery options available to each entity, as well as eliminate 
intra-group support. 
 

• Ring-fencing will lead to increased capital and funding costs for financial 
products, which will increase hedging cost for corporate and institutional enti-
ties and impact economic growth negatively.  

 
• Increase in funding costs will result in an increased cost for market making ac-

tivities. This may lead to a reduction of bond inventories and thereby impact 
the liquidity in the bond market in a negative direction as well as increased 
funding spreads for e.g. Government entities. Furthermore smaller bond mar-
kets e.g. in the Nordics could become illiquid, which would make it difficult to 
issue larger volumes. 

 
• Income diversification effects will be lost, potentially putting downward pres-

sure on the rating for major entities, not only the Trading Entity.  Hence, the 
funding cost may also increase in the Retail Bank due to loss of earnings and 
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earnings diversification, which ultimately will have a negative effect on cus-
tomers.  

 
As a conclusion, and more in line with the alternative proposal in the so-called Ave-
nue 1, Nordea instead proposes further strengthening of risk management procedures 
focusing on relevant and efficient risk measurement methods. Nordea is positive to 
further discussions with the HLEG on the subject of alternative but less detrimental 
solutions to promote a safe, stable and efficient banking system 

2 Comments, would the mandatory separation be imposed 

In step 1 the Group suggests that trading assets should be based on an accounting def-
inition of Held for trading and Available for sale. This is a crude measure of how 
much risk pertaining to trading activities is taken (due to lack of netting in current 
proposal). Instead a threshold could be set relating trading risk to the total capital re-
quirements of a banking group.  

Identification and separation of the so called risky trading activities in step 2 will be 
hard to implement and would as a minimum result in quite substantial IT-development 
costs. It is unclear what constitutes “hedging activities to non-banking clients” and it 
will be very difficult to clearly define this without also prohibiting acceptable activity. 
In addition, with respect to exposures to hedge funds, SIV etc. and private equity in-
vestments, it would be natural to set a threshold for separation so banks with lim-
ited/negligible exposures would not be forced to establish a Trading Entity to hold 
such exposures. Nordea’s view is that banks below the proposed thresholds should 
have to apply to the same risk principles and limitations in trading activities for De-
posit Banks as proposed in the report. This is to maintain the level playing field be-
tween banks both above and below the thresholds. 

3 Possible additional separation of activities conditional on submitting 
credible recovery and resolution plans  

Nordea believes that the possibility for regulators to require segregation of business 
areas and/or activities, in the absence of a credible resolution plan, already is support-
ed by the Crisis Management Directive proposal1. The importance and value of clear 
and coherent regulations cannot be stressed enough. Overlapping regulatory require-
ments must be avoided. 
 
 
 

                                                 
1 Article 14.4.(g).  
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4 Designated bail-in instruments 

Nordea supports the bail-in tool as a designated instrument to facilitate the resolution 
process and avoid moral hazard. However, Nordea recommends that key outstanding 
issues within the recovery and resolution framework are addressed and decided upon, 
as the efficiency of the debt markets will be contingent upon the elimination of uncer-
tainty as to the scope of the instrument, the consequences for investors when it is used, 
and the circumstances triggering the bail-in.  

Nordea would promote a focused tool where the bail-in capital is constituted by sub-
ordinated instruments that may be written-down in a resolution scenario with clear 
triggers attached to it. The bail-inable debt would be identifiable, and priced on the 
implicit risk in the instruments, which would arguably reduce the cost impact and en-
sure the access to liquidity going forward. This bail-inable debt can obviously be con-
stituted by Tier 1 and Tier II subordinated debt instruments, and other forms of con-
tingent capital instruments in addition to subordinated debt instruments not qualified 
for inclusion in the capital base. It is also essential that each bank is allowed to apply 
the optimal composition of capital and bail-inable debt depending on its business 
model and funding profile.  In other words, if the minimum requirement of bail-inable 
debt is set to e.g. 80% of the minimum CT1 capital requirements, then the bail-in re-
quirement may be fulfilled with equity and/or specific bail-in instruments.  
 
If it is, nonetheless, concluded under the crisis management directive that a wide 
scope of bail-inable debt is preferred by the regulators, then from the senior unsecured 
long-term bond investor’s point of view, and a banking industry perspective, a broad 
and inclusive definition of bail-inable debt instruments would be preferred. A wide 
scope bail-in should be combined with an option for the banks to meet any minimum 
requirement regarding bail-inable debt with subordinated debt instruments, making it 
crystal clear that the regulators will have to respect the ranking provisions of each se-
ries of bonds in a resolution situation where the regulators exercise their write down 
powers. However, also in a wide scope bail-in the understanding of the trigger point 
for resolution is a key concern for senior and subordinated investors.  

It is further noted that it is inherently dangerous for the industry should the ability to 
fund certain core activities via covered bonds be limited at the same time as the issu-
ance of senior unsecured debt is expected to become significantly more difficult, tak-
ing into account both pricing and investor supply. 

In addition, Nordea urge the Commission to undertake an impact assessment on the 
consequences of restricting banks from investing in bail-inable debt instruments prior 
to introducing the proposed restrictions.  
 
 
 



 

 
 
 13 November 2012 Date 

 5 (8) Page 

  

  

Nordea Bank AB (publ) 
SE-105 71 Stockholm, Sweden 
www.nordea.com 
 
Company registration number/VAT number 516406-0120/SE663000019501. 

 

5 Authorities to apply bail-in requirements  

It is Nordea’s view that use of the bail-in instrument should be transparent, clearly de-
fined, and take place at quantified and non-negotiable resolution trigger levels only. 
Bail-in should not be used at the discretion of the regulators. The flexibility of the 
tools available for the authorities to maintain financial stability can be preserved 
through leaving room for transitional public support (through term public lend-
ing/capital injections, temporary public ownership and similar measures). 

6 Increased capital requirements for trading assets 

It is Nordea’s view that any modification of the capital held for market risk should re-
flect the risks inherent in a portfolio. Both approaches identified by the Group would 
however require careful calibration to improve the accuracy of capital held for market 
risks.  
 
All trading activities and trading assets are not similar in risk-behavior and a general 
buffer or floor requirement would require great detail to effectively capture different 
risk levels with the same capital requirement. Nordea is generally of the opinion that 
there should be an incentive to use, and further develop, internal models. This enables 
the best basis for optimal risk management and the optimal use of capital resources. 

7 Review of internal models 

Nordea supports the view that allowing the use of IRB models to calculate the risk 
weighted assets (RWA) has brought about numerous and important improvements in 
risk management, information and internal controls within banks.    
 
It is Nordea’s view that the current criticisms of internal risk models are exaggerated, 
in particular the comparison between US and EU banks. Furthermore, simple cross-
country comparisons can be misleading as differences in accounting standards and 
market characteristics need to be regarded. We therefore urge the supervisors not to 
destroy the benefits from internal models by introducing strict RWA floors since this 
may move the industry back to a non-risk sensitive world which could lead to regula-
tory arbitrage and competitive distortions. 

8 Treatment of real estate lending 

LTV and LTI considerations are a natural part of the credit assessment taking place 
when granting real estate lending, and in many Nordic markets indicative limits al-
ready exist. Nordea do not see a need for further detailed regulation in this area and 
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fear that it would only lead to an increased administrative burden as well as unintend-
ed consequences, such as difficulties for first-time buyers, inability to re-finance 
mortgages for borrowers that are already below the new LTV threshold, or increased 
non-collateralized lending for any portion of a mortgage loan that is in excess of LTV 
limits, etc. 

9 Treatment of intragroup exposures  

It is Nordea’s view that it is of vital importance for most banking groups with central-
ized functions for liquidity and debt management to continue to be able to transfer 
funds across different legal entities without additional constraints since the existing 
funding model would otherwise be disrupted, potentially resulting in deleveraging of 
the balance sheet with a negative macro-economic impact.  

10 Incentive schemes  

Concerning potential further restrictions on the level of variable income to fixed in-
come it is of utmost importance to ensure a level playing field across different types 
financial institutions as well as across countries. 
 
Adding further restrictions on the level of variable remuneration to fixed remuneration 
will most likely increase the fixed remuneration, thereby reducing the flexibility on 
the costs. 

11 Improving risk disclosure by ensuring detailed financial reporting for 
each legal entity and main business lines  

Nordea believe that both CRDIV and the Basel Committee proposals on enhanced risk 
disclosure are detailed enough to fulfill the needed information to analyze the risks of 
a bank. 
 
 
 
 
 
Appendix:  Alternative exemption criteria 
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Appendix:  Alternative exemption criteria  
 
 

Proposal 

The suggested exemption criteria in the Liikanen report is based on the total level of 
trading assets and the ratio of the trading assets relative to the total assets. These 
measures are problematic to apply as exemption criteria since the amount of trading 
assets is not a suitable measure for the risk in the trading book. Limited netting is ap-
plied on the derivatives balance and underlying financial products may have very dif-
ferent risk characteristics, which are not taken into account in the balance sheet. In 
essence a fully hedged trading book will in many cases imply a sizeable amount of 
assets on the balance sheet, which is a good indication of the problems with the meas-
ure.      
 
It is suggested to apply an exemption measure that includes the true risk characteris-
tics of the trading book. Instead of the level of trading assets it is suggested to use the 
maximum loss in the trading book applying predefined stress scenarios in the calcula-
tion. Similarly the balance sheet ratio is suggested to be replaced by the maximum 
trading book loss relative to the total capital. In this way the exemption criteria will 
reflect the true ambition with the Liikanen separation suggestion which is to target 
banks where the risk in the trading operation constitutes a significant part of the risk 
of the total bank. 
 
Details of the maximum loss measure are described in the following. 
 

Maximum loss measure  

The maximum loss measure calculation is below exemplified on the interest rate risk 
and credit risk factors. 

For the interest rate risk dimension the trading book is divided into maturity buckets 
e.g. short term instruments maturing within the first year into a 0-1 year bucket, in-
struments with medium maturity into a 1-5 year maturity bucket and long instruments 
are grouped into a 5-10 year maturity bucket and a 10+ year maturity bucket. 

Predefined stress scenarios e.g. -100bp. to +100 bp from current interest rate levels are 
then applied on each maturity bucket identifying the maximum loss for each bucket. 
The maximum loss of the trading book with regards to interest rate risk is calculated 
as the sum of the maximum losses across the buckets. 

For the credit risk dimension the trading book is divided into maturity buckets similar-
ly to what is done for the interest rate factor. 
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Predefined stress scenarios are defined for a liquid credit index e.g.-100bp. to+ 100 
bp. for the iTraxx Main index. These stress levels are applied on a relative scale for 
each name specific credit spread and netted in each maturity bucket. The maximum 
loss is calculated for each maturity bucket and summed to estimate the maximum loss 
wrt. the credit risk factor. 

The maximum loss approach for interest rate risk and credit risk can be extended to 
other risk factors such as equity risk, commodity risk and other relevant factors.  

The total maximum loss for the trading book is then defined as a weighted sum of the 
maximum loss for each risk factor, where the weights take relevant diversification into 
account. 

The method takes into account both first and second order effects that may occur in 
situations with market stress. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


