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 The government presents the new bank stabil ity plan 

• The plan consists of two main initiatives: a compulsory stability fund aimed at recapitalising troubled 
banks, and a voluntary guarantee facility where the government guarantees against default risk when 
banks/mortgage institutes refinance maturing debts. In return, the SNDO will charge a case-by-case 
fee. In this publication we focus on the guarantee facility as we see it as the most interesting part from 
a market perspective. 

• The guarantee facility will be active until April 30, 2009, but could be extended until December 31, 
2009. However, the guaranteed instruments are insured until maturity, which can not exceed five 
years. The volume of insured funding is currently capped at SEK1,500bn. The guarantee facility is 
only open to solvent banks (primary capital > 6%,  capital adequacy ratio > 9%) and will be operated 
by the SNDO. The guaranteed instruments will receive a risk weight of 0 in capital requirement 
calculations. Covered bonds are, contrary to what has been the case in other European countries, 
included in the facility. Structured products are, however, not included. The guarantee facility imposes 
no restrictions on dividends. 

• The fees for participating will be set on a case-by-case basis, but the government�s intent is to set the 
fees in a way that issuers have an incentive to participate. Pricing is the key issue and so far we only 
know that the SNDO will act as guarantor in return for a fee that will be based on the current market 
spreads and a normal spread (bank debts over government debt) and that the fee will imply a spread 
somewhere in between.  

• For instance, let us assume that a mortgage institute wants to refinance a maturing loan and decides 
to issue a two-year bond. The current two-year covered bonds spread over government bonds is near 
150bp. Moreover, we assume that the spread is considered to be 20bp in a normal market situation. 
The fee for using the guarantee facility will in this case be somewhere between 0 and 130bp in this 
particular type of debt. Let us suppose that the fee is set at 60bp. Consequently, the market spread 
between the guaranteed bond and government bonds must not exceed 90bp for the facility to be of 
any interest in terms of costs.  

• There are, however, large uncertainties when it comes to pricing of bank papers with an explicit 
government guarantee. Danish senior unsecured debt with an explicit government guarantee still 
trades way above the swap curve. It is therefore very difficult to set the fee structure in advance.  

• Moreover, there are other factors than costs to consider before participating: there may be a negative 
signal effect in participating in the facility, even though the government promotes participation. This 
may be enough to keep some market participants well away from the facility. But if it proves 
impossible to find funding in the market in a normal fashion, the facility should at least greatly improve 
the odds of finding emergency funding. 
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• The overall effects of the guarantee facility on current market pricing are difficult to assess at this 
point. If a mortgage institute utilises the guarantee facility, there is a risk that it will crowd out demand 
for non-guaranteed bonds. However, it reduces the risk of severe liquidity problems. 

• The second most important part of the plan is the stability fund, which is a formal arrangement to 
recapitalise troubled banks. Participation is compulsory and each institute will be required to pay a 
fee when markets normalise. The long-term goal of the plan is to reach 2.5% of GDP in 15 years. 

• The government also introduces a framework for recapitalising troubled banks by purchasing 
preferred shares or by nationalising the banks. The FSA is also put in charge of monitoring that 
households and companies benefit from the measures, whatever that means in practice. 

• It is also noteworthy that the government is also considering improving companies� access to funding 
by providing Svensk Exportkredit (SEK) with additional capital. 

 
 
 
 
 

DISCLOSURE 

This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank is under supervision 

by the Danish Financial Supervisory Authority.  

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on research ob-

jectivity and independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research 

Departments have been instructed that any request that might impair the objectivity and independence of research shall be referred to Research 

Management and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not report to other Dan-

ske Bank business areas. Research analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes investment 

banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or dept capital transactions. 

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals� Ethical rules and the Recommen-

dations of the Danish and Norwegian Securities Dealers Associations. 

Risk warning: Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of relevant assumptions, are 

stated throughout the text. 

Danske Bank is a market maker and may as such hold positions in the financial instruments mentioned in this report. Please go to 

www.danskebank.com/Research for further disclosures and information in accordance with Danish legislation and self-regulation standards. 

 

DISCLAIMER 

This publication has been prepared by Danske Markets for information purposes only. It is not an offer or solicitation of any offer to purchase or sell 

any financial instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation is made 

as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. Danske Bank, its affiliates or staff, may per-

form services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any 

issuer mentioned herein.  The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their research sec-

tor. This publication is not intended for retail customers in the UK or any person in the US. Danske Markets is a division of Danske Bank A/S. Danske 

Bank A/S is authorized by the Danish Financial Supervisory Authority and subject to limited regulation by the Financial Services Authority (UK). De-

tails on the extent of our regulation by the Financial Services Authority are available from us on request. Copyright © Danske Bank A/S. All rights re-

served. This publication is protected by copyright and may not be reproduced in whole or in part without permission. 

 


