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Danish banks perform well in the EU-wide test 
 

The four largest Danish banks’ have performed well in the EU-wide 

test. The results show that the Danish banks even in the case of an 

economic downturn will have excess capital of between 5.4 - 8.1 per-

centage points compared to the threshold set by the European Bank-

ing Authority (EBA).  

The largest Danish banks excess capital levels have been calculated follow-

ing an extensive assessment of the banks’ asset quality (Asset Quality Re-

view) performed by Finanstilsynet on the basis of the guidelines from the 

European Central Bank, ECB.  

    

"The extensive assessment of the largest European credit institutions’ as-

sets and the subsequent stress test is an important contribution as to creat-

ing more transparency around the European banking sector" says Ulrik 

Nødgaard, Director General at Finanstilsynet.  

 

"In Denmark the results show that the largest Danish credit institutions are 

robust to an economic downturn, even after taking into account the impair-

ments identified in the asset quality review" says Ulrik Nødgaard.  

 

Finanstilsynet has in connection with the stress test conducted its most ex-

tensive inspections ever at a consolidated level in Danske Bank, Nykredit, 

Jyske Bank and Sydbank. Individual inspection reports for the four credit 

institutions have been published separately (in Danish only).  

 

Nordea Bank Denmark has as a subsidiary in a Swedish banking group 

been included in the Swedish test and Finanstilsynet has assisted the Swe-

dish authorities herein. In total more than 90 percent of the Danish banking 

sector, measured as a percentage of total assets, has been included in the 

EU-wide test.  
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The purpose of the inspections was, on the basis of the ECBs guidelines, to 

assess the quality of the most significant assets with the greatest risk of 

overvaluation.  

 

During the four inspections, Finanstilsynet has reviewed and assessed ap-

proximately 4,000 loan exposures on consolidated basis. The portfolios in-

clude the largest loans in each banking group and lending to customers with 

a low credit worthiness and portfolios of customers with an increased loss 

risk. The assessed loan portfolios include both retail customers and corpo-

rate customers in various sectors including amongst others the agricultural 

sector and housing cooperatives. Furthermore, Finanstilsynet has assessed 

the credit institutions collective impairments. 

 

Altogether Finanstilsynet has assessed that the four banking groups’ com-

mon equity tier 1 capital before tax should be adjusted down by approxi-

mately 3.3 bn. kr. in total, of which 2.2 bn. kr. stem from Danske Bank, 546 

mill. kr. from Nykredit, 456 mill. kr. from Jyske Bank and 75 mill. kr. from 

Sydbank. The adjustments are mainly due to revaluations of the assessed 

loan portfolios. The exact reasons for the increased impairments vary 

across the four groups, but include amongst others the failure to recognise 

objective evidence of impairment due to financial difficulties of the borrower, 

incorrect impairment calculations and overvaluation of property. In addition, 

adjustments have been made due to counterparty risk on derivatives and 

assessments of domicile properties.  

 

Based on the adjusted asset valuations, identified at the inspections, Finan-

stilsynet has carried out stress tests of the four Danish banking groups in 

accordance with the EBA recommendations. 

 

The purpose of the EU-wide stress test has been to assess the resilience of 

the European banking sector to an economic downturn. To form the basis of 

the test a common European stress scenario has been formulated as well 

as common principles as to how to compute the consequences hereof. The 

stress test thus gives a comparable picture across all participating institu-

tions and contributes to the creation of transparency regarding the European 

banking sector’s exposures and risks.  

 

The stress test includes 123 banking groups in 22 countries and is based on 

the asset quality review undertaken prior to the stress test in order to ensure 

an accurate starting point for the projection of the bank’s own funds.  

 

The result of the stress test shows that the four Danish banking groups in 

the adverse scenario maintain a CET1 ratio between 10.9-13.6 percent. All 

four groups therefore have a significant level of excess capital – although 

varying – compared to the threshold of 5.5 percent set by the EBA, see Ta-
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ble 1. The Danish banking groups also remain robust when assuming full 

phasing-in of the new capital adequacy rules in CRR / CRD4. 

 

Exhibit 1: CET1 in base and adverse scenario 

CET 1, % of risk exposure (REA) Danske Bank Nykredit Jyske Bank Sydbank 

Before AQR, 1/1-2014 13.9 15.6 15.2 13.8 

After AQR, 1/1-2014 13.7 15.5 14.9 13.7 

Base scenario, end 2016 14.5 16.6 18.6 15.5 

Adverse scenario, end 2016 11.7 10.9 13.6 12.9 

Adverse scenario, end 2016 (fully 

phased in CRR / CRD IV) 
11.1 10.9 13.3 12.9 

Note.: Jyske Bank is included in the stress test excluding BRFkredit. 

 

The adverse scenario reflects a significant downturn in the European econ-

omy, including the Danish economy, with negative GDP growth, falling 

house prices and rising unemployment. For the participating Danish institu-

tions this results in increased impairments, declining earnings and reduced 

own funds. On average CET1 is reduced by 2.2 percentage points com-

pared to the 1/1-2014 figures (14.4 pct.).  

 

In order to ensure a high degree of quality in the capital projections in the 

two scenarios, Finanstilsynet has increased impairments and lowered in-

come. This has been done, amongst other things, on the basis of an as-

sessment of whether the adjustments to the asset valuations are viewed to 

be significant according to the criteria set by the ECB. Furthermore, the indi-

vidual institutions results have been compared with other institutions and 

historical experience from previous downturns has been taken into account. 

Different business models have been taken into account in the quality as-

surance process, including the fact that the lending of mortgage institutions 

historically has shown very low losses among others due to strict LTV re-

quirements. 


