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1. INTRODUCTION 

Within this first introductory chapter, we describe the background of our choice 

of subject, the reason why we are interested and want to write about it, and what 

we are going to research. 

1.1 Background 

Monday the 15
th

 of September 2008 was a disastrous day for the whole financial sector. It had 

just been struck by the most devastating financial meltdown since the great depression in 

1929. The Federal Reserve had the night before given the unfortunate announcement: they 

will not save Lehman Brothers, one of the biggest investment banks in America.
1
 This came 

as a shock to the world, since the general comprehension was that USA would never let 

Lehman fall, given that it was “Too big to fail” as the Americans themselves said.
2
 The whole 

financial market stood still, no one dared to do anything. 

There is no way to tell for sure what or who caused the latest financial crisis, and trying so 

would be way out of the scope of a bachelor thesis. However, we can assume that one of the 

reasons for the crisis that started already in 2007 in the US, were bad housing mortgage loans, 

which were given to people who actually couldn‟t pay them back. It didn‟t matter for the 

market operators that it was only within USA this problem existed.  

In the end it all boils down to poor risk management procedures. According to Thomas 

Franzén, the former CEO of  Sweden‟s Riksbank, it is the companies‟ high claim for yield 

combined with corporate managements‟ bonus programs that is the underlying factor for the 

returning crises within the financial sector, letting the risk levels escalate and then backfire on 

the whole economy.
3
 

Back in Sweden the stock market began to fall rapidly, falling down 5.4 percent, which 

established a new lowest point of the year. People began to wonder if the crisis had reached 

Sweden. It sure had. During the next quarter big companies like Volvo, Skanska, Sandvik, 

and SSAB started to lay off thousands of employees. Arbetsförmedlingen, the Swedish 

employment office, forecasted 145 000 jobs to be lost during the next two years.  

                                                           
1
 Birgitta Forsberg, Fritt Fall: Spelet of Swedbank, (Stockholm, 2010)p.13 

2
 Ibid p27 

3
 Fredrik Andersson & Rikard Forslid, Vad är de underliggande orsakerna till finanskrisen? No 4 2009 year 37 
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70 000 people had already by the beginning of 2009 lost their jobs. Only four months after 

Lehman‟s collapse in USA, Sweden finds itself in a crisis.
4
 

Swedbank and Handelsbanken had very different approaches to the crisis. Handelsbanken, 

seen as one of the safest banks in the world, has through low risk taking and prioritizing 

quality before big volumes or wider margins, established a stable risk taking culture. The SEB 

chairman Marcus Wallenberg, praised Handelsbanken in an interview with Dagens Industri, 

saying “It is the bank which probably has been the best at managing risk during this crisis, 

together with JP Morgan”.
5
 

Swedbank, a more risk taking bank, thought this would all blow over within a few days, and 

kept giving out loans without taking any consideration to the situation. To their surprise it did 

not, and this might have been the biggest mistake Jan Lidén, the CEO of Swedbank, has ever 

made in his career.  

Both Handelsbanken and Swedbank were both exposed to Lehman, but there were very big 

differences in how and the numbers which were given after the collapse. Handelsbanken 

announced they had 848 million SEK as securities in third-parties, not in Lehman directly. 

Swedbank on the other hand lent out 9 billion SEK to Lehman Brothers directly and were 

satisfied with the terms of the risk security. However, the exposure to Lehman was anything 

but safe, and it ended with Swedbank loosing 9 billion SEK and the trust of their customers. 

Before this happened Swedbank had not told the public about their risky business with 

Lehman, which was a very big mistake, since trust is everything for a bank.
6
 

1.2 Choice of Subject 

We chose this subject because this topic is affecting everybody on the planet and to bring 

better understanding to ourselves and people who read our thesis. The choice was natural 

since we both have good contacts with each of the two banks we are going to study, and one 

of us work for Handelsbanken while being a customer of Swedbank. This gives us a big 

opportunity to have closer look into each organization and access to more in depth 

information. 

                                                           
4
 Johanna Melén, Så kom krisen till Sverige, www.aftonbladet.se 2009 

5
 DagensSP, SEB-ordförandens hyllning till Handelsbanken, 2010 

6
 Edvard Bergström, Allt eller inget – bankernas motto under finanskrisen, 2008 

http://www.aftonbladet.se/
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1.3 Purpose 

The purpose of this thesis is to describe and analyze how two of Sweden‟s biggest banks, 

Handelsbanken and Swedbank, managed risk and strategic decision making during the latest 

financial crisis of 2008. Through this study our goal is to gain insight into each organization, 

and describe and compare organizational differences in business culture, structure and 

practice, to which contributed to the two very different outcomes of each organization. 

1.4 Research Question 

We intend to approach this study by answering the following research question: 

How do Handelsbanken and Swedbank manage risk? Are there any organizational 

differences affecting their risk management, and how did they impact on how each 

bank got through the financial crisis? 
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2. METHODOLOGY 

The methodology chapter explains which methods we have decided to base our 

research upon, the reason for choosing them, and how we conducted them.   

2.1 Choice of Method 

Our research methods are based on a qualitative approach where we try to get both primary 

and secondary information from reliable sources. A qualitative research method means that 

we will involve minimal information on measurements or statistics, and focus more on 

comprehending why people behave as they do in certain situations. Qualitative research 

allows us to get a deeper answer to our research question.  

We will use each of the respective bank‟s annual reports from 2008 to 2010, a number of 

scientific articles, a documentary book of the financial crisis, and each bank‟s internet 

webpage. In addition to this secondary data, we also conducted semi structured interviews 

with a risk manager from each bank. One over the phone and one through Skype. Through our 

writing process we also kept e-mail contact regarding questions that came up. Throughout our 

theoretical chapter we will make use of different literature from past courses. 

We considered other research methods such as questionnaires/surveys and observations. 

Carrying out a questionnaire would require us to come in contact with a big number of 

customers of each bank to make the result of the questionnaire trustworthy. This would take a 

considerable amount of time and be against our qualitative research approach. In addition, the 

results of such a questionnaire would not help us much in answering our research question. 

Observations would have been a good research alternative if we would have had a lot more 

time, since we could have studied the way people behaves in risk situations. 

2.2 Literature Search Methods 

When searching for books, articles, journals and other material for the thesis we started 

looking for books related to our study in the Mälardalen University library. We didn‟t find 

much, since the events of the crisis happened so recently, and not much documentation has 

been written. Luckily, we got some help from the co-workers at Handelsbanken with some 

documentation of the crisis. On the subject of risk management, organizational culture, and 

structure we didn‟t have many problems finding material through the schools database Libris 

and our old course literature. On top of that, we searched on the internet for as many articles 

and journals on the subject as we could to back up our thesis with. 



Mäladalens University 

School of Sustainable Development of Society and Technology 

Bachelor Thesis in Business Administration 

EFO703 

 

5 
 

2.3 Selection 

We chose between the four biggest banks in Sweden which operated both nationally and 

internationally, and offers all types of banking services. At first we thought of only doing a 

study of Handelsbanken‟s success during the crisis, but later on we realized that success is 

only relative and it would make more sense to conduct a comparative study instead. 

Thereafter the choice was very easy to make. Handelsbanken and Swedbank were both very 

successful banks before the financial crisis, but for some reason they managed to get out of it 

with completely different results. This is why we thought it would be very interesting and fun 

to compare the two with each other.  

The key aspects we chose to focus upon during this study are risk management, organizational 

structure and culture, and human judgment. Organizing and managing risk is the fundamental 

aspect of the cause of the financial crisis, and is connected to centralization, decentralization 

and organizational risk culture. 

2.4 Review of Possible Problems 

One of the biggest problems we needed to consider when conducting research on this subject 

is the probability of people not being willing or able to give out the necessary information to 

answer the research question. Getting in contact with “the right people” within the banks 

might be problematic as well, since both of them are very big organizations and it can be hard 

to know which people to contact. Furthermore, people sometimes give very subjective 

responses to make their own organization look better than it really is. The problem we faced 

was to determine what information could be deemed objective. 

When we chose this subject we thought it would be relatively easy to find articles, journals 

and other information about the most recent financial crisis. But this turned out to be untrue, 

since most of the information we found was on the financial crisis in the beginning of the 

1990‟s. We think this is because we have barely gotten back on our feet since its beginning in 

2007. We had a problem with finding and evaluating reliable journals and articles, this was 

mainly caused by them being written by people inside the organizations and  thereby was 

subjective. 
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3. THEORETICAL FRAMEWORK 

In this chapter we present the theoretical framework our thesis is based upon 

and thoroughly describe any theory that can be linked to our choice of study.  

3.1 What is risk? 

We all know when we take risks, whether it is crossing the road, slicing vegetables in the 

kitchen, setting up a new business, or granting a loan to a new customer. In fact, every time 

we survive an event, we get an opportunity to learn how to avoid or reduce the threat of the 

unwanted consequence; so most of the things we plan to do are dominated by the things we 

have experienced in the past and is a part of everyone‟s everyday life.
7
  

The meaning of risk has changed a lot throughout the centuries. Ewald (1991) argues that the 

notion of risk first appeared in the Middle Ages, related to maritime insurance and used to 

designate the perils that could compromise a voyage: “At that time, risk designated the 

possibility of an objective danger, an act of God, a force majeure, a tempest or other peril of 

the sea that could not be imputed to wrongful conduct”. 
8
 

Risk and uncertainty tend to be treated as conceptually the same thing: for example, the term 

„risk‟ is often used to indicate a phenomenon that has the potential to deliver significant harm, 

whether or not the probability of this harm eventuating is estimable.
9
 Frank Knight defines it 

as “measurable uncertainty”. This definition is the one which best describes the term in an 

economic environment where risk has a much more narrow meaning, where uncertainty is 

unmeasurable and true, and risk is a measurable probability.
10

 This pure technical meaning is 

what the term „risk‟ came to rely upon, with conditions in which the probability estimates of 

an event are able to be known or knowable, and uncertainty, was used as an alternative term 

when these probabilities are inestimable or unknown. This distinction presupposed that there 

was a form of indeterminacy that was not subject to rational calculation of the likelihood of 

various alternative possibilities.
11

 

 

 

                                                           
7
 Bob Ritchie & David Marshall, Business Risk Management, Oxford, 1993, p.1 

8
 Deborah Lupton, Risk, Florence, KY, USA: Routledge, 1999. p.5 

9
 Ibid p.9 

10
 Frank H. Knight, Risk, Uncertainty, and Profit, 1921 

11
 Ibid p.7 
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3.2 Risk Management 

Undertaking the function of risk management is one of the most common and important 

strategic decisions a manager has to take. According to Doherty (1985) risk management may 

be defined as those investment decisions taken by an organization in anticipation of, or as a 

consequence to, foreseen losses and the selection of an appropriate financing strategies.
12

 

You could say that, therefore, risk management can be seen as a part of the organization‟s 

general financial planning and control activity. However, losses can flow from the processes 

undertaken by the organization, caused by technological overtones to the activity. To identify 

the possible loss-producing situations and measure the possible costs and benefits of a risk 

reduction project requires a certain level of expertise. But, whatever the comprehensive 

methodologies applied, in the final analysis, the acceptability of all projects must be measured 

against the organization‟s goals.
13

 

In examining the role of modern managers, Friedel (1991) makes an interesting set of 

comparisons and contrasts between the conventional business manager and the risk manager. 

It is the task of senior managers to lead the organization, but the task of the risk manager is to 

protect the organization. One of the main goals of a senior manager will be to look forward 

into the future to identify opportunities for growth, but the task for the risk manager is to look 

forward for danger and to move cautiously and to reduce risk. Much of the practical world 

decision-making is dominated by the short-term interests of the organization, whereas risk 

managers are dominated by the long-term. The job of the risk manager is to be the bearer of 

bad news about the future and no one really wants to hear that in the confident, up-beat world 

of management.
14

 

Thus, the whole philosophy of building up awareness of risks may not be so different from the 

entrepreneurial instincts that may help to make good leaders, and with the corporate goals and 

objectives as well. So while risk managers may want to plan increased risk or loss retention 

levels to help protect their organization from market fluctuations, the leaders may want to use 

the capital of the organization to fund their next attack upon the market. As Smith and 

                                                           
12

 Bob Ritchie & David Marshall, Business Risk Management, Oxford, 1993, p.245 
13

 Ibid 
14

 Ibid p.248 
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Williams (1991) correctly states; “the objective of a risk manager is the same that of other 

managers: to increase the value of the firm”.
15

 

3.3 Risks in providing banking services 

There are several types of risk and each can be associated with banking services. They 

difference lies within each type of banking service provided. For the banking sector, risk can 

be divided into six generic types: systematic or market risk, credit risk, counterparty risk, 

liquidity risk, operational risk, and legal risks.
16

  

Systematic risk is the risk of asset value change associated with systematic factors, also 

referred to as market risk. This risk can be hedged by nature, but is not able to be diversified 

completely away. Systematic risk can be, in fact, thought of as undiversifiable risk. Whenever 

assets owned or claimed issued can change in value as a result of Broad economic factors, all 

investors assume this type of risk. Because of this, systematic risk comes in many different 

forms, but for the banking sector, variations in the general level of interest rates and the 

relative value of currencies are the two of greatest concern. 

Most banks try to estimate the impact that these specific systematic risks have on performance 

because of the dependence they have on these systematic factors, trying to hedge against them 

and thus limiting the sensitivity to variations in undiversifiable factors. Consequently, most 

will track interest rate risk closely. They monitor and manage the firm‟s vulnerability to 

interest fluctuations, but no bank can do so perfectly. At the same time, international banks 

with large currency positions keeps a close eye on their foreign exchange risk and try to 

manage, as well as limit, their exposure to it.
17

 

Credit risk is caused by non-performance of the borrower. The borrower might be unable to 

perform in accordance to the contracted manners, or simple not be willing to do so. This is 

affecting the bank lending the money, and possible other lenders to the creditor. This is the 

reason why the financial condition of the borrower and any underlying assets of value are of 

considerable interest to the banks. (See Table 1 in the appendix section for a typical credit 

rating system used within the commercial banking industry.) The risk from credit is the 

variation of portfolio performance from its expected value and is therefore diversifiable, 

                                                           
15

 Ibid 
16

 The Wharton School, University of Pensylvania (1997) Anthony M. Sontomero, Commercial Bank Risk 
Management: An Analysis of the Process, p.8 
17

 Ibid p.9 
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however, it can be difficult to avoid completely. This is because some of the risk can, in fact, 

be caused by the systematic factors mentioned before. Additionally, the characteristic nature 

of some portion of these losses continues to be a problem for creditors despite of the benefits 

of diversification on complete uncertainty. This is especially true for banks which operate in 

local markets and ones that take on highly liquid assets. In such cases, credit risk cannot be 

easily transferred and accurate estimates of loss are difficult to make.
18

 

Counterparty risk comes from inadequate performance of a trading partner. 

The non-performance may be caused by a counterparty‟s refusal to perform due to poor price 

movement caused by systematic factors, or from some other legal or political constraint which 

the principals failed to anticipate. The major tool for controlling nonsystematic counterparty 

risk like this is diversification. Counterparty risk is a lot like credit risk, but is generally seen 

as a more temporary risk associated with trading than standard creditor risk. In addition, the 

failure to settle a trade by a counterparty can be the result of other factors beyond a credit 

problem.
19

 

Liquidity risk is best described as the risk of a funding crisis. While some include the need to 

plan for growth and unexpected expansion of credit, the risk here is seen more correctly as the 

potential of a funding crisis. A situation like that would inevitably be associated with an 

unexpected event, such as a large charge off, loss of confidence, or a crisis of national 

proportion such as a currency crisis. In any case, risk management here focuses on liquidity 

facilities and portfolio structure. Recognizing liquidity risk tend to result in the bank 

recognizing liquidity risk itself as an asset, and portfolio design in face of illiquidity concerns 

as a challenge.
20

 

Operational risk is associated with the problems of accurately processing, settling, and 

taking or making delivery of trades in exchange for cash. It also arises in record keeping, 

processing system failures and fulfillment of various regulations. As such, individual 

operating problems are small probability events for well-run organizations but they are 

rendering organizations vulnerable to effects which may be quite costly.
21

                                                           
18

 Ibid 
19

 Ibid  
20

 Ibid p.10 
21

 Ibid 
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Legal risks are widespread in financial contracting and are separate from the legal 

implication of credit, counterparty, and operational risks. New laws, tax legislations, court 

opinions and regulations can put formerly well-established transactions into a dispute even 

when all parties have previously performed according to agreements, and will be able to 

continue doing so in the future.  Environmental regulations, for example, have  drastically 

affected the real estate values of older buildings and impose serious risk to lending 

organizations in this area. There is a second type of legal risk that arises with activities of an 

institution‟s management and employees, namely fraud. Fraud, violations of regulations or 

laws, and other actions can lead to catastrophic loss of both money and other non monetary 

resources.   

All financial institutions are exposed these risks to some extent. Non-principal or agency 

activity primarily involves operational risk. Since institutions in this case do not own the 

underlying asset which they trade, systematic, credit, or counterparty risk accrues directly to 

the asset holder. If the latter experiences a financial loss, however, legal action will often be 

attempted against an agent. Therefore, institutions engaged in only agency transactions bear 

some legal risk, if only indirectly. 

However, the main interest centers around the business in which bank participate as an 

intermediary or principal. In these activities, the intermediary must decide how much business 

to originate how much to finance, how much to sell, and how much to contract to agents. 

They must evaluate both return and the risk embedded in the portfolio in doing so. Principals 

must measure the profit they expect and evaluate the prudence of the many risks specified to 

be sure that the result achieves the stated goal of maximizing shareholder value.
22

 

3.4 Bank Risk Management Systems 

Four of the previously mentioned types of risk make up most, if not all, of a bank‟s risk 

exposure. Those are, credit, interest rate, foreign exchange, and liquidity risk. While legal and 

counterparty risks are recognized, they are viewed as less central to a bank‟s concerns. At 

times when counterparty risk is significant, it is evaluated using standard credit risk 

procedures, and often within the credit department itself. Legal risk, just like counterparty 

                                                           
22

 Ibid p.11 
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risk, would be viewed as a result of credit decisions or, more likely, of financial contracting 

not properly processed.
23

 

Accordingly, the study of bank management processes is essentially an investigation of how 

they manage these four risks. In each case, the procedures described briefly above is adapted 

to the type of risk considered so as to standardize, measure, constrain and manage each of 

these risks.
24

  

3.5 Organizational culture  

Organizational culture can be a quite hard term to define and it has different meanings to 

different people, here comes some common examples of definitions; 

“Culture is the fabric of meanings in terms of which human beings interpret their experience 

and guide their actions; social structure is the form that action takes, the actual existing 

network of social relations”
25

 

“The set of shared values and norms that controls organizational members’ interaction with 

each other and with suppliers, customers, and other people outside the organization”
26

  

“A pattern of shared basic assumption learned by a group as it solved its problems of 

external adaptation and internal integration, which has worked well enough to be considered 

valid and, therefore, to be taught to new members as the correct way to perceive, think and 

feel in relations to those problems”
27

 

There are many different factors that affect and shape the culture inside an organization; these 

factors can for example be the people inside the organization as well as people from the 

outside, the ethics of the organization, the employment rights given to employees, and by the 

organizational structure. The organizational culture can be displayed in both concrete and 

                                                           
23

 Ibid 
24

 Ibid 
25

M. Alvesson, P.O. Berg (1992), Corporate Culture and Organizational Symbolism, Walter de Gruyter & Co, 
Berlin  
26

 Gareth R. Jones (2007), Organizational Theory, Design and Change 5th ed., Pearson education, New Jersey, 
p.8 
27

 E. Schein (2004), Organizational Culture and Leadership, Jossey-Bass, San Francisco, p.18 
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obvious ways and also more vague and indirect ones for example through furnishing, 

architecture, dress codes, logos, flags, rituals and ceremonies.
28

 

The organizational culture controls how people act and what is seen as an “okay” behavior 

within an organization. The culture that prevails within the organization is shaped by and 

developed from the characteristics of the people working there. Although the founders are the 

ones that have most influence on the initial culture, the employees, who are the people who 

make up the organization, are those, which are the ultimate source of the culture. This is 

because they are the ones who shape the culture and mold it to be more distinct and different 

from similar organizations
29

. Organizational culture also affects the decision making process 

and how the employees responds to different situations. Some organizations strive for 

innovation and therefore are more willing to take risks and some are (and has to be) more 

careful in their decision making process, this is a result of how the organizational culture has 

been built up, and what the employees are able to do and how freely they can act. To have an 

open culture where the employees can act somewhat free and come up with new ideas, can in 

many organizations be a way to solve problems that can occur in both ordinary day-to-day 

situations and bigger organizational problems.  

The way the culture is built up inside an organization can also make it a motivator for the 

employees. An organization‟s culture is one of the „tools‟ that is used by the organization to 

achieve its goals, and therefore it is important for any organization to choose and apply the 

right culture in a way that would suit them the best and show them in the best possible way 

for the outsiders.
30

  In an open culture where creativity and new ideas are promoted this will 

in all cases be a kind of motivation factor where people feels appreciated and that they are an 

important part of the organization.
31

 One should also keep in mind that a company that wants 

to promote development, creativity, use of new and different approaches and innovation 

should have a culture that inspires and motivates employees to think and act in those lines.
32

 

Therefore, it is vital for an organization that the organizational culture that is present there is 

one that supports flexibility, change and fast adaptability to possible changes, both within the 

company and in the environment surrounding them. Not only does it tell the employees how 
                                                           
28

 B. Abrahamsson, J A. Andersen, Organization – Att beskriva och förstå organizationer, uppl. 4, Liber, Malmö 
p.127  
29

 Gareth R. Jones (2007) p.187 
30

 Ibid p.9 
31

 Ibid p.8  
32

 John Bessant and Joe Tidd (2007), Innovation and Entrepreneurship, West Sussex, p 54  
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to act, what is right or wrong, and help them to coordinate their activities, but it also shows 

outsiders what kind of values and norms and ethics the organization stands for.
33

 

The culture changes with the organization as it grows. It can also change if new managers are 

being involved in the organization or if it suffers big losses and something has to be done.  

All companies and organizations have different cultures; you can never find two organizations 

with the exact same culture since the concept of culture is very versatile. One might think that 

companies that produce goods that are similar to each other also should have similar cultures, 

but that is not the case. Organizational culture has (almost) nothing to do with what the 

organization produce or sells; it is the management and employees that form the culture upon 

their beliefs and thoughts (although as mentioned earlier outsiders like suppliers and buyers 

have a small part in the forming of the culture too)
34

.  

3.5.1 Three levels of culture by Edgar Schein  

According to Edgar Schein professor in management and the inventor of the word corporate 

culture, organizational culture can be divided into three levels in order to easily be 

understood, these three levels are:  

1. Artifacts- visible, tangible aspects of organizational culture. 

2. Espoused values- values are shared principles, goals and standards. 

3. Basic underlying assumptions- below our understanding lay the basic assumptions. 

These assumptions are taken for granted and mirror beliefs about human nature and 

reality. 

When examining a company and its culture it is important to examine all these three steps, 

starting at the artifacts and  look at how people behave and how they dress to see how the 

company climate looks and feels like, and what visible systems the company uses. Then it is 

vital to examine the values and deeper assumptions at the company, with its goals, standards 

and principles. This could be done by looking at employees and how they interact, what 

                                                           
33

 Gareth R Jones (2007), Organizational Theory, Design and Change New Jersey, p 113 
34

 Gareth R. Jones (2007) p.9 
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choices they are making, what they think is appropriate and what is wrong to do in certain 

situations
35

. 

Figure 1:  

Three Levels of Organizational Culture 

 

 

 

 

 

3.6 Organizational structure  

The term organizational structure refers to how an organization coordinates its work and how 

it uses its resources to achieve organizational goals. As soon as an organization is started 

some form of structure evolves. This is because creating a structure helps in order to make the 

organization more effective and to control the activities within the organization. The whole 

idea of organizational structure revolves around keeping activities under control, for example; 

to control the way people coordinate their actions to achieve organizational goals and to 

control the means that motivates the people to achieve these goals. The main purpose of the 

structure is to make the process of work as smooth and effective as possible.
36

 As mentioned 

in the book by Carpenter, Bauer and Erdogan “Structure is a valuable tool in achieving 

coordination, as it specifies reporting relationships (who reports to whom), delineates formal 

communication channels, and describes how separate actions of individuals are linked 

together.”
37

 A certain structure does not have to be combined with a certain organization form 

or company, two organizations that are alike can both be successful using totally different 
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structures although, if a company or organization is not managed properly no single structure 

will be able to help out.
38

 

3.6.1 Centralization and Decentralization 

In an organization that is centralized the decisions making authority is concentrated to the 

“top managers” that is positioned higher up in the organization. In an organization that is 

decentralized the decision making process is brought down to the lower level employees that 

are closer to the actual problem.
39

 Obstacles can occur in both types of structures in a 

centralized organization the decision making process can be very slow, and the managers and 

employees lower down in the hierarchy can become afraid to make decisions and therefore 

lose their spirit and motivation for their job. In a decentralized organization where people with 

less knowledge can make decisions, more mistakes will occur and the organization can suffer 

from this.  Another thing that can happen if the organization is too decentralized is that 

managers have so much freedom that they can set their own goals and objectives at the 

expense of the organization.
40

  

The challenge for the management and the organization is to find a good balance between 

centralization and decentralization. Since it is vital for an organization to think both long-term 

and short-term the balance between these two hierarchic structures are the key to success. 

When the balance is “good” the middle and lower managers that are presence when the actual 

problems occur can make important decisions at the scene and if the problem happens to be 

too hard to solve at that moment it will be brought up to the higher level managers. This 

prevents long waiting time for customers and helps the company or organization in the short-

run and it also avoids long-term problems, since bigger problems that couldn´t be solved at 

the spot are sent up to higher level managers.
41

 

3.6.2 Tall vs. Flat organization  

In a tall structured organization there are many levels of management between the employees 

at “the floor” and the top management, in a flat organization it is only a few layers between 

them. In a tall organization it is easier for management at each level to control its employees 

and their activities since it is fewer people to be in charge of.  In contrast, in a flat 
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organization each manager has many employees to be in charge of and there are many 

employees that reports to each manager.
42

  

Research has been made on tall and flat structured organizations and shows that employees in 

flat(er) organizations are more satisfied with their work situation than employees in tall(er) 

organizations. Although the work tasks in a flat organization can be vaguer than in a taller, 

this can create confusion among employees and instead of motivating them, limit them. They 

become uncertain about what to do so they do nothing or at least less than they are expected 

to. This happens because the managers have so much more to do and to take care of in a flat 

organization. Some people need more guidance than others, these people are the one suffering 

the most form this. Another disadvantage with a flat structure is the ability to work its way up 

in the hierarchy there are fewer layers and fewer possibilities to do so, many people can find 

this uninspiring and make them search for new opportunities. Since tall organizations more 

often are of a bigger size employees working there feel more secure of not losing their job 

than the ones who work in a flat organization.
43

 

Figure 2: Flat vs. Tall Organization Hierarchy
44

 

 

 

 

 

 

 

  

                                                           
42

 Carpenter, T Bauer, B Erdogan (2009)  
43

 Ibid p. 
44

 http://www.referenceforbusiness.com/management/Log-Mar/Management-Levels.html 29/4 2011 

http://www.referenceforbusiness.com/management/Log-Mar/Management-Levels.html


Mäladalens University 

School of Sustainable Development of Society and Technology 

Bachelor Thesis in Business Administration 

EFO703 

 

17 
 

3.6.3 Culture, Structure and its Impact on Risk Management 

It is well recognized that, within the business arena, the higher risk, the bigger reward. To 

create a culture that has the right amount of risk taking combined with effective risk 

management, the management has to make effective use of a risk management system, 

promote and reward the right practices, and most importantly, employ the right people. The 

organizational culture needs to promote risk taking while at the same time maintain risk under 

control without hindering the growth of the organization. 
45

 

Judging the impact of the resent crisis on companies across all sectors, it is evident that the 

level of security of businesses has varied greatly. Companies possessing strong risk 

management culture have kept strong positions and seemed to tackle the crisis fairly well.
46

 

Structure, the means of which the organization seeks to manage assets and resources with the 

intention of achieving its goals, is also a very important factor for success in a risk filled 

environment. Failing to incorporate an appropriate and adequate structure may expose an 

organization to an additional source of risk. For example, an organization may have produced 

a form which enables a function but it lacks proper co-ordination. The various ways the 

processes are carried out may not allow information to be effectively communicated between 

different groups.
47

 Thus, this source of risk may well be caused by poor management of the 

organizational structure, or possibly the lack of means to facilitate effective communication. 

The goal is a culture and structure that combines healthy risk taking with effective risk 

management. Companies and banks that accomplish this will be much better equipped to take 

on any eventual economic meltdowns.
48
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4. EMPIRICAL STUDY 

In this chapter we present Handelsbanken and Swedbank, the two organizations 

which this thesis is based upon, including the background of each organization 

as well as their current state, and how they manage risk, culture and structure. 

4.1 Company Background (Handelsbanken) 

4.1.1  Handelsbanken, a story of aggressive expansion 

Handelsbankens history stretches back to 1871 when a number of prominent companies and 

individuals in the business world founded Stockholms Handelsbank. The first office was 

opened on the 1
st
 of July 1871 at Kornhamnstorg in Gamla stan, which then was Stockholm‟s 

commercial and financial centre.
49

 

During the first years of the 1880s the bank grew at a faster rate than the competitors. They 

moved their headquarters to Kungsträdgårdsgatan on lower Norrmalm in 1905, which still is 

the current headquarters, although largely expanded. With 6 offices in 1905, they continued to 

expand during the early 20
th

 century, with the merger with the joint-stock bank Norra Sverige 

in 1914 and the acquisition of Norrlandsbanken and the joint-stock bank Södra Sverige in 

1917 and 1919 respectively, increasing the number of offices by 182 for a total of 188 

offices.
50

  

Between and after the two world wars the expansion process continued. In 1926 

Handelsbanken acquired Mälarebanken, increasing their office count to around 260. In 1939, 

when world war two started, other banks decreased their number of offices, leading to that 

every fourth bank in Sweden was a Handelsbanken office. The number of employees then 

amounted to around 2000. But it didn‟t stop there. During the after-war period and the 

following decades, Handelsbanken made several acquisitions of other banks, strengthening 

their position even further. Värnersborgsbanken and Norrköpingsbanken were acquired 

during the 1940‟s and the acquisitions continued with Luleå Folkbank and Gotlandsbanken in 

the 1950‟s.
51
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Handelsbanken has through the years acquired or founded underlying subsidiaries to serve 

several functions in their banking services. In 1955, the hypothec firm SIGAB was acquired 

which in the beginning of the 1990‟s was renamed Handelsbanken Hypotek. In addition, in 

1997, Handelsbanken purchased Stadshypotek kontant. Stadshypotek‟s credit business was 

immediately integrated into the banks office network.The first finance company in Sweden 

was founded by Handelsbanken in 1963, Svenska Finans, which name was changed in 1991 

to Handelsbanken Finans, and in 1971 they took over the general agency for sales of the so 

called Koncentrafunds. This was the foundation for Handelsbanken Fonder.
52

 

When the Swedish currency control was discontinued in 1989, the Swedish banking industry 

became more international. Since Handelsbanken had, during the 1980, built up international 

operations in form of affiliate offices and subsidiaries, they were well equipped for this 

change. London, New York and Singapore are some examples. After discovering that their 

business model could also be used in foreign countries, Handelsbanken decided to open up 

operations in Norway in 1989, in Finland in 1995, in Denmark in 1996, and in Great Britain 

in 2002.
53

 

The long row of acquisitions made by Handelsbanken came to an end in 1990 with the 

acquiring of Skånska Banken. Though, the expansion really stopped, but from here they went 

on a different path. .
54

 

4.1.2 The Swedish Bank Crisis of 1990 

In the fall of 1990 the Swedish bank crisis started as a result of a deep recession. It was 

primarily the heavy corporate lending which caused the banks‟ gigantic credit losses. The cost 

for the Swedish government to support the banking sector amounted up to the mind blowing 

amount of 66 billion SEK. During this crisis, Handelsbanken was the only bank which was 

not forced to discuss governmental support. Instead, the bank used the situation to enhance 

their position within the banking market.
55
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4.1.3 Handelsbanken today 

Handelsbanken is one of the leading Nordic banks with a yearly turnover around 1500 billion 

SEK, a total number of employees around 11000. It is a universal bank covering all types of 

financial services such as traditional private and corporate banking, investment banking, 

trading, financing, stock marketing, and life insurance. Handelsbanken is one of the most 

cost-effective stock-exchange listed full-service banks in Europe, has during the last 39 year 

managed to be more profitable than average, and has since 1989, when they first started to 

measure customer satisfaction, had the most satisfied customers, compared to similar banks.
56

 

Handelsbanken has a strong position in the Swedish market with more than 460 branches. The 

bank has a nationwide network throughout the Nordic countries and Great Britain, each 

organized into one or more regional banks. As of the 8
th

 of May 2011, Handelsbanken has 53 

branches in Denmark, 45 in Finland, 49 in Norway, and 90 in Great Britain. With operations 

in 22 countries, Handelsbanken has more than 720 branches, out of which 32 are outside of 

the home market.
57

 

Handelsbanken has long had a much decentralized way of working, resulting in a very flat 

organizational structure. The bank strives to devolve central decision-making power, and 

thanks to this, virtually all material business decisions can be taken at the branch offices, close 

to the customers.
 58

 To control this, Handelsbanken has a profitshare system called Oktogonen 

(The Oktogon), which gives the employees a share of the profit the bank makes every year. 

This sum will thenh be given to the employee when he/she retires. This promotes long term 

employee loyalty. 

Operations are run to a large extent within the parent company and, mostly for legal reasons, 

also in subsidiaries, within Sweden and other countries as well. This organizational structure 

results in a fairly large senior bank management team which makes up the group management 

team together with the heads of the major subsidiaries. It consists of the central bank 

management as well as the heads of branch operations, business areas and central 

departments. The Branch operations are geographically organized into regional banks: six in 
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INTERNAT/EXTERNAL AUDIT 

Sweden, one each in Denmark, Finland and Norway, and two in Great Britain, each led by a 

regional bank manager.
59

 

4.1.4 Risk Management at Handelsbanken 

The strict approach to risk also enables Handelsbanken to be a stable and long-term business 

partner for its customers. This contributes to both good risk management and sustaining a 

high service level even when operations or the market in which the bank operates is under 

heavy strain. The same principles apply in all countries where the bank operates and will be 

used as guidelines in future international expansions.
60

 

Handelsbanken‟s overall view of its risk and capital management can be described in terms of 

four levels of risk control and risk management. Business operations, operation-related risk 

control, central control and capital planning.
61

 

Figure 3: Four risk management levels
62

 

 

 

 

 

The bank is characterized by a clear division of responsibility, where each part of the 

business operations takes full responsibility for its business and risk management. The 

people who know the customers are the ones that are best equipped to evaluate the risk, 

because they know the market conditions and can act at an early stage if there were to be any 

problems. Each branch is responsible for any problems that arise, which requires strong 

incentives for high risk awareness and for caution in business operations.
63

  

The accountability of a person who takes business decisions is supplemented by local risk 

management in the various business areas and in the regional banks. This ensures that 

unnecessary risk taking is avoided in individual transactions or local operations. The 
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operation-related risk control evaluate risk, check limits etc. and makes sure that individual 

transactions are documented and are conducted in a manner that does not involve unknown 

risk. The operation-related risk control reports to the Central Risk Control and also to the 

business operations.
64

 

The need for central monitoring of risk and the capital situation increases, when the decision 

making becomes more decentralized. The central risk and credit functions are therefore a 

natural element of the bank‟s business model. The Central Credit Department prepares 

decisions which have been made by the board or by its credit committee. It also ensures that 

credit evaluations stay consistent, and that loans are granted according to the credit policy 

decided by the board. The CCD is also responsible for identifying risk in all major individual 

commitments and offers support and advice to other areas of the credit organization.  

The Central Risk Control function‟s task is to identify, measure, analyze and report on all 

the group‟s material risks. It also monitors risk and risk management activities to ensure they 

act in accordance with the bank‟s low risk tolerance. In addition, the Central Risk Control 

function is responsible for ensuring that the local risk control is kept at an appropriate level in 

the business areas and subsidiaries., that risks are measured effectively and consistently, and 

that the bank‟s top management receives regular reports of analyses of the current risk 

situation.
65

 

If Handelsbanken were to suffer severe losses, despite the precautions at the other three 

levels, it holds capital to ensure survival even in the event of extreme economic disaster. 

Capital planning is based on assessment of the capital situation in terms of legal capital 

adequacy requirement, combined with calculations of economic capital and stress tests. The 

purpose of the stress tests is to identify the measures that need to be prepared or implemented 

at any given time to ensure satisfactory capitalization. 

Apart from the formal risk organization, Central Treasury is responsible for ensuring that the 

group at any given time has a satisfactory liquidity and is well prepared to quickly reinforce 

liquidity if it were to be needed. In addition to these four levels of risk management, both 

compliance and the internal and external auditors examine the operations.  
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Handelsbanken‟s risk management activities have proven to be very effective throughout the 

years, illustrated by the fact that for a long time, the bank has had lower loan losses than its 

competitors and a very solid financial performance.
66

 In 2011 Handelsbanken was nominated 

as the second strongest bank in the world.
67

 

4.2 Company Background (Swedbank) 

4.2.1 The history of Swedbank 

Swedbank‟s history dates back to 1820 when the first saving bank in Sweden was established 

it was named Sparbanken. The simple goal that Sparbanken wanted to achieve was to help 

ordinary people to save money. The organization quickly grew and 60 years later over two 

hundred subsidiaries had been started all around Sweden. At the most there was 498 

Sparbanker in Sweden, due to many years of crop failure that had left the farmers with 

extensive economical problems. In the 1970s a new bank was established which was named 

Föreningsbanken. After the financial crisis in the 1990s the two banks decided to join forces 

and 1997 Föreningssparbanken was founded. Together they become stronger and over five 

million people become their customers. In 2005 Hansabank (which was the biggest bank in 

the Baltic countries at that time) become a part of Föreningssparbanken. The merging made 

them compelled to come up with a new name that could work outside Sweden, the result was 

Swedbank.
68

  

4.2.2 Swedbank Today  

Today Swedbank has about 9.4 million retail customers and 693 000 corporate and 

organizational customers. The bank has approximately 330 branches in Sweden and 220 in 

the Baltic countries and they also have branches strategically located around the world, for 

example in Copenhagen, Luxembourg, Marbella, Moscow and New York. Swedbank has 

about 17 000 employees and their balance sheet amounted to SEK 1 745 billion as of 11
th

 of 

March 2011.
69
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Swedbank are in the making of building a stronger and more resistant organization that can 

stand against a crisis of this kind. They have made changes in most areas when it comes to its 

risk taking; they have reduced the banks lending‟s outside Sweden (credit risk), they have 

improved the quality of their assets, made reduction in risk-weighted assets and strengthen 

their capital base which has led to reduction in the bank´s risk level (liquidity risk), they have 

after a couple of fraud cases made extensive reviews of what went wrong and with that as a 

starting point made the improvements and changes that was needed to stop this from 

happening again (operational risk), Swedbank has made many more changes to their 

organization than the ones that is mentioned above including major structural changes, going 

from a kind of centralized inspired structure to a more decentralized way of working.
70

 

4.2.3 Risk management at Swedbank 

In Swedbank´s annual report from 2010 they state that “Swedbank shall have a low risk level. 

A strong common risk culture within the bank, with decision-making and responsibility kept 

close to the customer, serves as the foundation for efficient risk management and, by 

extension, a strong risk-adjusted return. ”
71

 By having a broad customer base among private 

individual and companies in many different industries Swedbank achieves a favorable risk 

distribution. To make sure that their customers do not take unnecessary risks which of course 

is of the bank‟s interest too Swedbank always meets with their customers before making any 

decisions about something. This provides an opportunity to give the customers advice on their 

entire financial situation.
72

 

Swedbank has come up with a defense strategy against risk that is build upon three lines. 

First line of defense – Risk management by operations 

All subsidiaries bear full accountability for the risk their actions create and since the local 

branches are the ones that are the closest to the customers and they are the ones that knows 

them the best. This is why they are the ones that best can assess risk. By delegating the 

responsibility out on the branches around the country the organization can more quickly 

respond to upcoming problems and dilemmas. Credit is approved by clear and well thought 

through guidelines and procedures. In addition to this, Swedbank has a special unit for 
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problem loans, which works with companies that could be considered as instable and that 

could in the future be getting problems in paying back their loans.
73

  

Second line of defense – Credit, Risk control and compliance 

The second line of defense consists of the credit, risk control and compliance organizations. 

These functions should maintain principles and frameworks for risk management and ease 

risk assessment. These organizations should also encourage a safe risk culture that strengthens 

business operations by supporting and training employees within the banks business area. 

These functions have been reinforced after the financial crisis. The different organizations or 

departments at Swedbank have different tasks. For example; the Credit organization issues 

internal regulations such as mandate structures for credit decisions or minimum requirements 

for customers and cash flow and collateral. The Risk control group is responsible for 

identification, quantification, analysis and reporting of all risks, and at last the compliances, is 

local and exists in all large units, they are the ones that identify and reports compliance risk 

and help management address these risks.
74

 

Third line of defense – Internal Audit  

The internal Audit, an independent review board that is directly subordinate to the board of 

directors, they are the ones that carry out regular reviews of management risk and risk control, 

as well as other internal controls. The internal Audit has one more purpose as well; they are 

there to generate value by contributing to lasting improvements in operations.
75

 

Furthermore, Swedbank has developed certain risk assumptions. No matter what operations a 

bank gets itself in to a number of different types of risk arise, including credit risk, operational 

risk, market risk and liquidity risk. Since most of Swanbank‟s customers are private 

individual and small to medium sized companies, credit risk is the most common type of risk 

that will arise. It is impossible for a bank to avoid taking risks, since every time they lend 

money to someone for example a private individual or a well-known large corporation it 

brings a risk with it, the bank can never be sure of the fact that they can pay them back in the 
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future. The paying-back ability depends largely on the macroeconomic and political 

conditions that prevailing on the market at that time.
76
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5. ANALYSIS 

In this chapter we will be analysis and discussing the theory and the empirical 

data we collected and apply it to our research question. 

What we were most surprised about when conducting the empirical study was that there are 

more similarities than differences between the banks when it comes to risk management. It is 

important to note that culture and structure comes hand in hand. With different structures 

come different cultures. But since it is so difficult to comprehend and analyze culture without 

studying the day to day behavior within an organization, the focus lies more on structure.  

We can refer to the Edgar Schein model with three levels of culture. We found some smaller 

differences on the surface, the artifact level, but they had little to no effect on the result after 

the crisis, but once we went deeper into the other two levels, we found some major 

differences in the organizational structure and culture of the two banks. To make it easier to 

compare, we drew up this table: 

Table 1: 

Comparison Diagram 
 

 

 

Organizational structure 

 

Decentralized 

Flat hierarchy 

Flexible 

More centralized 

Tall hierarchy 

Rigid 

Risk culture Strong Weaker 

Risk management levels 4 3 

Decision-making process Fast/Made at the branches Slower/Taken higher up 

Consequences of the crisis Little/None Big/Lots of change 

 

As you can see in Figure 3 above, the biggest difference is the very decentralized approach 

from Handselsbanken and the more centralized approach from Swedbank. Because 

Handelsbanken is so decentralized they are getting closer to their customers and can therefore 

have better judgment when dealing with risky situations. Although, one could question this 

philosophy; a lot of operational risk comes with heavy decentralization, and the organization 

has to have good measures to control employee behavior.  Handelsbanken happen to have a 

very interesting profitsharing system. It takes part of each year‟s profit, and gives it to the 
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employees of the bank. This sum will then be given to them when they retire. This helps in 

keeping employees in the organization and gives them an incentive to do a good job. 

 We think that employees given more responsibility will feel more positively about their job, 

thus work harder and with enthusiasm. This in itself can reduce the risk of employees 

misbehaving and such. Evidently, this structure has worked for Handelsbanken since it was 

recently nominated as the second strongest bank in the world. Swedbank however, with its 

more centralized approach; one might think it should have more control over its risk taking 

but with the result in our hands, we can see that was not the case. When Swedbank are 

passing the credit-cases higher up in the organization, the people who make the final decision 

only have numbers to judge from and might therefore overlook possible problems or the 

possibilities behind them. As a result, they might deny a client which would not have any 

problems paying back the loan, while giving out a load to big company which later goes 

bankrupt. In contrast, Handelsbanken has a broad picture of its customers with more than just 

numbers which affect the repay ability of the customer, thus making their approach a better 

choice. Decentralized decision-making facilitates closer customer relationships, by knowing 

the customers, employees can take faster decisions, which is highly valued by customer. 

Satisfaction leads to trust, and trust leads to profit; since for a bank, trust is everything. In this 

case, we think this factor alone could make the difference between success, and having to get 

support from the government. As mentioned by the risk manager at Handelsbanken, the 

customers trusted Handelsbanken with their money during the crisis, because of their way of 

dealing with depressions in the past had been so successful.  

We both though that both banks should have made special strategic decisions during the 

financial crisis. There has been very little documentation about this and was therefore a very 

hot topic for our interviews. To our surprise, Handelsbanken did not do anything. Thanks to 

their already strong risk culture, this crisis had very little effect on them. Furthermore, 

Handelsbanken had good access to liquid assets to back up their operations with
77

. This is 

where we found another significant difference between the banks‟ risk management. 

Handelsbanken has an additional level of risk management, namely capital planning, which 

gives them the security of backup liquidity at any time. This enables their operations to 

continue even if times in the market are rough. While Swedbank mentioned this in their 
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annual report, they did not include it in their levels of risk management model, and it gave us 

the impression that Swedbank takes less precautions regarding liquidity risk. However, we 

found that the rest of their risk management strategy was very similar, which was not too 

unexpected.  

Swedbank however, with, according to us, a weaker risk culture, did not realize that a crisis 

was upon them. They thought that, as we mentioned, the “so called crisis” would blow over in 

a few days, and that it would not have any noticeable consequences on them. That was the 

biggest mistake they could have done, in retrospect knowing the result of the crisis.  

When they finally had accepted that a crisis had struck them, they started focusing only on 

lending to their already existing customers and customers willing to commit all their assets to 

Swedbank. This was everything we found out about their actions in trying to prevent further 

losses. We do, however, suspect that both banks did more than they were telling us during this 

time.  

What can be discussed for days and days again, is the fact that Swedbank lost over 9 billion 

SEK when Lehman Brothers went bankrupt. We think that this is one outcome of Swedbank´s 

poor risk management; however since they didn‟t tell the public about the huge lending to 

Lehman Brothers, Swedbank must have known that this wasn´t such a good idea in the first 

place. If the public would have known this they would have lost their trust in Swedbank 

which they obviously knew, which brings us to the question; how can Swedbank take such a 

risk when they knew it could not only hurt their organization by losing their customers trust 

but also when they knew that the money they had lend could vanish too? For us this is a 

mystery that only the top management at Swedbank has the answer to, and to get that 

information is probably as close to impossible as it can be 

Recent news tells us that Swedbank has started to decentralize itself more, trying to be more 

like Handelsbanken has been for many years, which was confirmed in our interview with Pär 

Bäck and in their latest annual report. We think that the crisis was a wakeup-call for 

Swedbank; that something had to change to prevent them from getting into the same situation 

again. Trying to adopt Handelsbanken‟s style of operations seems like a natural choice given 

the success they‟ve had, not only during this crisis, but also the Swedish bank crisis of 1990. 

According to our findings, Swedbank is looking to be heading in the right direction, with a 

less centralized organization, and stronger risk culture. 
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In contrast to Swedbank, Handelsbanken has not done any major changes. If any major 

change were to be done, it would not be an effect of the crisis. If we were to give them any 

advice it would be to just keep going like they have for 39 years, which is for how long they 

have been more profitable than their competitors. If we had to point out a problem with 

Handelsbanken, it would be that, with time, they might get too comfortable in their way of 

doing things that they do not see upcoming threat in the market. But seeing as they have 

reinforced their culture for so long, we cannot see any reason why they should fail in the 

future. 
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6. CONCLUSION 

This chapter concludes our thesis, with questions answered, important findings, 

and interesting viewpoints. 

We found the answer to our research question; however, it was not what we expected. We 

thought we would find many groundbreaking differences which directly affected the outcome. 

The reason we thought so was because the results from each respective bank were so 

different; one almost going bankrupt, while the other flourished. 

Both banks have quite similar risk management processes. They both divide the process into 

several levels, and they look quite similar. However, one small difference is that 

Handelsbanken had one more level of risk management, which is capital planning. Besides 

this, we didn‟t find much other than structural/cultural differences, where the decisions are 

made etc. 

We found that small differences or variations can, when combined, make a big difference; 

whether it‟d be strategic decisions, standard operations procedures, decision making 

processes, policies, or smaller differences in culture and structure. However, we did find a 

few major differences which had big impact on how the crisis affected the two banks. 

Handelsbanken had access to large quantities of liquidity because of its capital planning 

strategy, facilitating continued business even when times were rough. Now Swedbank did 

also have liquid savings, but they evidently did not have enough to make it through the crisis 

on their own. 

The organizational structure was and still is the biggest difference. Handelsbanken has since 

long operated in a very decentralized way, giving bottom-line employees the power to run all 

day-to-day business and even authorizing loans up to a certain amount without having to 

consult with higher credit departments. Swedbank on the other hand, had a more rigid and 

centralized way of running their operations with most loans having to be approved in the 

central credit department, which took considerably longer time than it took for 

Handelsbanken‟s employees. We can see why they‟d want to take extra precautions with 

giving out credit; however in this case it has not been working in their favor. When the crisis 

hit the world economy; it did so very quickly, so that if a company is not fast to react to the 

changes, or had prepared very well like Handelsbanken, they will be severely affected. In 

theory a more centralized organization has a harder time adapting to changes in the 
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environment, and we can therefore assume this is one of the factors that made a difference. 

A fact backing this theory up is Swedbank‟s decision to decentralize itself more, moving one 

step closer to a structure Handelsbanken alike. 

We cannot exclude the fact that Swedbank had done some horrible decisions prior to the 

crisis, making huge commitments to the Lehman Brothers, and investing lots of money in the 

Baltic market, which is a good example of a poor risk culture. Had those decisions not been 

made; who knows how the crisis would have played out? 

To summarize our conclusion, we would like to say that the two banks were much more alike 

than we initially thought. Many differences may seem small, both cultural and structural, but 

together they have great impact on the risk management and the way a bank leaves a time of 

crisis. In the end it is about how banks prepare for risk and how react to events, which 

determine how they are affected. 
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8. APPENDIX 

This chapter includes all the extra information which was not included in the 

thesis, but could possibly be of interest or help strengthen your understanding. 

  Table 1: A typical credit rating system
78

 

1. Substantially Risk Free 

Borrowers of unquestioned credit standing at the pinnacle of credit quality. Basically, 

governments of major industrialized countries, a few major world class banks and a 

few multinational corporations. 

 

2. Minimal Risk 

Borrowers of the highest quality. Almost no risk in lending to this class. Cash flows 

over at least 5 years demonstrate exceptionally large and/or stable margins of 

protection and balance sheets are very conservative, strong and liquid. Projected cash 

flows (including anticipated credit extensions) will continue a strong trend, and 

provide continued wide margins of protection, liquidity and debt service coverage. 

Excellent asset quality and management. Typically large national corporations. 

 

3. Modest Risk 

Borrowers in the lower end of the high quality range. Very good asset quality and 

liquidity; strong debt capacity and coverage; very good management. The credit 

extension is considered definitely sound; however, elements may be present which 

suggest the borrower may not be free from temporary impairments sometime in the 

future. Typically larger regional or national corporations. 

 

4. Below Average Risk 

The high end of the medium range between the definitely sound and those situations 

where risk characteristics begin to appear. The margins of protection are satisfactory, 

but susceptible to more rapid deterioration than class 3 names. Some elements of 

reduced strength are present in such areas as liquidity, stability of margins and cash 

flows, concentration of assets, dependence upon one type of business, cyclical trends, 

etc., which may adversely affect the borrower. Typically good regional companies or 

excellent local companies. 

 

5. Average Risk 

Borrowers with smaller margins of debt service coverage and where definite elements 

of reduced strength exist. Satisfactory asset quality and liquidity; good debt capacity 

and coverage; and good management in all critical positions. These names have 

sufficient margins of protection and will qualify as acceptable borrowers; however, 
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historic earnings and/or cash flow patterns may be sometimes unstable. A loss year or 

a declining earnings trend may not be uncommon. Typically solid local companies. 

May or may not require collateral in the course of normal credit extensions. 

 

6. Management Attention Risk 

Borrowers which are beginning to demonstrate above average risk through declining 

earnings trends, strained cash flow, increasing leverage, and/or weakening market 

fundamentals. Also, borrowers which are currently performing as agreed but could be 

adversely impacted by developing factors such as, but not limited to: deteriorating 

industry conditions, operating problems, pending litigation of a significant nature, or 

declining collateral quality/adequacy. Such borrowers or weaker typically require 

collateral in normal credit extensions. Borrowers generally have somewhat strained 

liquidity; limited debt capacity and coverage; and some management weakness. Such 

borrowers may be highly leveraged companies which lack required margins or less 

leveraged companies with an erratic earnings records. Significant declines in earnings, 

frequent requests for waivers of covenants and extensions, increased reliance on bank 

debt, and slowing trade payments are some events which may occasion this 

categorization. 

 

7. Potential Weakness 

Borrower exhibits potential credit weakness or a downward trend which, if not 

checked or corrected, will weaken the asset or inadequately protect the bank‟s 

position. While potentially weak, the borrower is currently marginally acceptable; no 

loss of principal or interest is envisioned. Included could be turnaround situations, as 

well as those previously rated 6 or 5, names that have shown deterioration, for 

whatever reason, indicating a downgrading from the better categories. These are 

names that have been or would normally be criticized “Special Mention” by regulatory 

authorities. 

 

8. Definite Weakness; No Loss 

A borrower with a well defined weakness or weaknesses that jeopardize the orderly 

liquidation of the debt. Borrowers that have been or would normally be classified 

“Substandard” by regulatory authorities. A substandard loan is inadequately protected 

by the current sound worth and paying capacity of the obligor. Normal repayment 

from this borrower is in jeopardy, although no loss of principal is envisioned. There is 

a distinct possibility that a partial loss of interest and/or principal will occur if the 

deficiencies are not corrected. 

 

9. Potential Loss 

A borrower classified here has all weaknesses inherent in one classified above with the 

added provision that the weaknesses make collection of debt in full, on the basis of 

currently existing facts, conditions, and values, highly questionable and improbable. 
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Serious problems exist to the point where a partial loss of principal is likely. The 

possibility of loss is extremely high, but because of certain important, reasonably 

specific pending factors which may work to the advantage and strengthening of the 

assets, its classification as an estimated loss is deferred until its more exact status may 

be determined. Pending factors include proposed merger, acquisition, or liquidation, 

capital injection, perfecting liens on additional collateral, and refinancing plans. 

 

10. Loss 

Borrowers deemed incapable of repayment of unsecured debt. Loans to such 

borrowers are considered uncollectible and of such little value that their continuance 

as active assets of the bank is not warranted. This classification does not mean that the 

loan has absolutely no recovery or salvage value, but rather it is not practical or 

desirable to defer writing off this basically worthless asset even though partial 

recovery may be affected in the future. 

Interviews  

The interviews were made orally. More was said during the interviews but had little value to 

our thesis, and we therefore decided to exclude it. 

Kristian Forner – Risk Manager at Handelsbanken (11-05-2011) 
 

Oscar:  Hi! What‟s your name and position, and for how long have you been working at 

Handelsbanken? 

 

Kristian:  My name is Kristian Forner and I am the risk manager of the mid-Sweden regional 

bank in Gävle. I oversee the credit activity of 89 branches from north of Mälaren to 

Sundsvall. I have worked at Handelsbanken for 29 years. 

Oscar:  Tell me about your risk policies? How to you manage risk? 

Kristian:  Credit risk specifically or risk in general? 

Oscar:  Risk in general, but we are guessing credit risk is your expertise? 

Kristian:  As you may already know, we have a very low appetite for risk. What we first and 

foremost look at when granting credit to someone is the customers‟ repayment abilities. This 

is far more important than securities. When we investigate someone‟s repayment ability, we 

also look if they have something we can use as risk buffer. It‟s important that they have 

savings, in the event that something requires a little extra money. If for example, something 

was to go wrong and require a bigger amount of money to fix it, and they didn‟t have any 

savings; they would not be able to repay their loan to us. This goes for both individual and 

corporate customers. Some business sectors may be more sensitive than others, for example 

the restaurant business. Then it is important to make a thorough analysis of the company, 

maybe visit them and look over their operations. But even in risky industries, loans are given 
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out if the companies have their own capital. When they are borrowing money, they have to be 

able to contribute with a certain amount of money to the project they are borrowing money 

for. 

Oscar:  Did you take any specific actions during the financial crisis of 2008? 

Kristian:  Actually no. We continued as we always had been. We have such a strong risk 

culture that nothing essentially needed to be changed during such a harsh time in economic 

history. Since our local branches only give loans to the surrounding geographic area, our staff 

really knew the customers, and therefore taking minimal risk in giving credit to them. 

Oscar: Tell me about your organization. In regards to culture and structure, what do you think 

is making Handelsbanken special? 

Kristian: We strongly believe in or decentralized structure. We try to be as decentralized as 

possible without taking any unnecessary risks. Our branches have strong local knowledge and 

are very capable of making their own decisions. Thus are the employees at the branches the 

most qualified to take the decisions. Another scenario is when someone is trying to get a 

house loan, and say they want to borrow 1.5 million SEK. With help of their local knowledge 

and the ability to visit the house themselves, they can make sure that the house is actually 

worth that amount and not less, because if it would be worth less, the bank would make a loss 

if the customers cannot repay the difference from selling it for less than they borrowed. Of 

course, there are always cases which have to be sent to us at the regional bank, which has high 

risk and often involves large sums of money. This business model applies to all of the 

countries in which we operate, in the whole of Scandinavia and quite recently in Great Britain 

in which‟s market we have expanded quite heavily the last couple of years.    

Oscar: We know that Handelsbanken went from a strong bank before to an even stronger 

bank after the crisis. What do you think was the reason for this? 

Kristian:  We could show that we have a very good record with low credit losses; this has 

gained our customers trust which during a crisis prevents them from doing rash decisions like 

emptying their accounts, selling off everything on the stock market etc. We had good access 

to liquid funds, and never had to request for help from the government like many other banks 

in the world had to do. A possible reason for this is that we chose to stay in our home market 

and expand there, our home markets being the Scandinavian countries as well as Great 

Britain, while other banks chose expand in the Baltic States and in Ukraine, which evidently 

were in very uncertain economic states, most likely to overspending and borrowing. Sure, we 

had some losses of our own, but nowhere near the losses which were made in those countries. 

Big thanks to Kristian Forner and his contribution to our thesis!  
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Pär Bäck – Risk Manager at Swedbank (02-05-2011) 

 
Jill and Oscar: What are your current position and/or title at Swedbank, and for how long 

have you been working within the company?  

Pär: I am a credit manager within the mid region of Sweden and my main responsibility is for 

the branches in Gävleborgslän. I have been working for Swedbank since 1980 (then 

Sparbanken) and have had a lot of different titles along the way.  

My job largely consists of making credit decisions in different branch committees about 

complex credit cases and high risk credit cases. I also keep track of our credit portfolio and 

how it progresses in different intentions, for example risk.  

J & O: What can you tell us about Swanbank‟s position regarding risk taking?  

Pär: I don´t really understand your question, but as a bank we lend money to both consumers 

and companies. We divide between what in our mean are risk capital and risk lending. Risk 

capital should be provided by the owners normally in the shape of a reasonably large capital 

in a company, so that they in case of investments can reposit a respectable sum of money 

themselves in case of investments. This “respectable sum” varies from case to case 

considering the different conditions in the specific cases, we have no exact answer to how big 

of a credit we are going to provide.  

Even though we as a bank do not provide risk capital, we will still take risks when we lend 

our money. The risks should be kept to a degree so that we over time only have small credit 

losses.  

J & O: Did you take any specific actions during the financial crisis of 2008? 

Pär: Since there was a shortcome of capital at the capital market, where we ourselves 

refinanced a big part of our own lending, we firstly prioritized new lending´s to our current 

customers and customers that decided to collect all of their matters (saving, loan and 

payments) at Swedbank.  

The price of money went up during this time, which of course was reflected in the pricing of 

our credits.  

With hindsight, we can nevertheless say that it was not as large disturbances that one might be 

led to believe by the word "financial crisis". Very few customers got bigger problems, and 

during this we never stopped lending money to good, high-quality projects that we believed 

in.  
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J & O: What requirements do you have for someone to get to a larger loan at your bank? 

Both for individuals and businesses. 

Pär: In short one can say that we prioritize the repayment capacity over security. 

By that I mean that in our assessment we primarily analyze how likely it is that the borrower 

may proceed with the payment of the loan according to its terms. Secondly, we look at the 

security which means what securities that could be submitted for the credit. We lend money 

not only because we have a good security for the credit, if we determine that the customer has 

little chance to repay the credit on agreed terms.  

Our business is to lend money - not to phase out security. 

Overall, we can thus say that an acceptable ability to repay a credit is the main requirement. 

But even in the Banking industry, I think that it is inscribed, that a bank should take securities 

for their credits, unless it is seen as unnecessary in specific cases. 

In the private sector (consumers) the Finance Inspection has in August last year introduced 

what they call a housing mortgage loan cap, which means that creditors cannot pledge an 

accommodation higher than 85% of current market value. The reason for this concerns an 

emerging housing bubble and therefore one want to avoid that people becomes "over-

leveraged, "which may cause them major problems in case of a collapse in the housing 

market. Swedbank normally requires that consumers contribute with between 15-25% of their 

home purchases, depending on what qualifications they have. We also make a "left-to-live-on-

calculus, where we counting with a higher interest rate than the current one and a low 

amortization level, and that we, based on family composition has a minimum level of how 

much money the family has to have after mortgages and loans are paid to be able to live a 

normal life.  

In the business sector there are no such thing as a housing mortgage loan cap but as I 

mentioned earlier, we normally require a contribution from the lender in case of an 

investment. There is a lot that is accounted for when we assess what is a reasonable level of 

the individual case, but for example in the investment of a residential apartment building it is 

unusual for us to lend more than 80% of the total value and when it comes to industrial real 

estate we normally do not lend more than 70% of the total value. In the case of installment 

credit at our finance corporation, your own contribution normally is 20% of a passenger cars, 

while the requirement of individual contributions at other types of items may vary between 

10-30% or even more at odd types of items. Car leases can at times be founded to a 100%, 

and then it is of course the finance corporation that owns the object. 
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J & O: What does your organizational structure look like at Swedbank and what are your 

opinions about it? What is good and what is bad? 

Pär: There is no reason for me to make a long description about how our group is organized, 

since you can read everything on our webpage.  

As for branch office operations, offices and office managers' role has strengthened in recent 

time. We call them "the strong offices" because they have a high degree of autonomy when it 

comes to the way they organize themselves and how they do their business. Although it is still 

a distinct structure around which various roles that are to be included in the offices to serve 

the various customer segments in the best way. 

The Swedish branch office operations are divided into six regions that each has one region 

manager which is called a credit manager to which the branch office managers report 

everything that is important. Credit Managers belongs to a central staff function within the 

bank, in addition to retail operations, one of the credit managers must be represented within 

the office committees at all offices. The intention is thus to strengthen the "duality" we want 

in our credit decisions. This means that you take both business risk and credit risk into 

account when making decisions and by that avoid making the wrong ones with high risks.  

Most credit decisions in the private sector can be made by a managing branch administrator 

together with a scoring system made by Swedbank to ease the decision making. This can only 

be made about standard credit issues when the risk is low. 

Personally I think that the organization works well and as intended. 

J & O: Do you think that your organizational culture and/or structure have contributed to 

your result during the crisis? Why/ Why not? 

Pär: As I have mentioned earlier, I don‟t perceive that the crisis did affect Swedbank as much 

as it first seemed and I haven´t really noticed that a lot of our customers have gotten into any 

major problems either. There were some periods of time when we avoided making any bigger 

credit lending since there was a short come of capital on the capital market. Some of these 

deals could be made at a later stage instead. By doing as we did we could at all times backing 

up our customers with normal financing for their businesses. The credit department has for a 

long time been in a strong position within the bank and has for example the function of 

standing against a rushing market where new business interests are waken and higher loans 

are being asked for. If we have long-term and healthy credit thinking we will be resistant to 

disturbances on the market. 

Another big thanks to Pär Bäck for his contribution to our thesis! 


