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Executive Summary 

The main goal of this thesis was to determine the value of Nordea Group AB, considering the Latvian 

market. It is relevant to analyze Nordea, as the bank has exposure to Latvia, and due to the Latvian 

volatility could be under/over valuated. We executed the valuation by conducting a strategic analysis 

of Nordea, a strategic analysis of Latvia and Latvia´s impact on Nordea, followed by a financial 

analysis and finally a sensitivity analysis of the valuation.  

 

The strategic analysis indicated current and future market dominance in most markets, along with a 

high concentration in the Scandinavian and Eastern European markets, which means high exposure as 

well as the forgoing of growth opportunities. The strategic analysis also indicated that Nordea is 

better prepared for Basel III than competitors, unless the regulations turn out to be harder than 

expected. Furthermore, the economic recovery in 2010 is expected to bring financial stability and 

growth to Nordea‟s markets. However, reversal of fiscal stimuli packages could lead to a double-dip 

and result in worse conditions for Nordea. Finally, Latvia was found, due to its instability, to be the 

largest short-term threat for Nordea. 

 

In-depth analysis of Latvia resulted in the creation of three scenarios for the future of Latvia: a most 

likely scenario with a negative development for Latvia until 2011, a worst case scenario with 

devaluation, and a best case scenario with faster global and Latvian financial recovery. Our analysis 

also resulted in the validation of the connection between macroeconomic developments in Latvia and 

Nordea‟s asset quality and profitability. 

 

The financial analysis showed that Nordea‟s net profits have increased over the past nine years. 

Compared to its peers, Nordea‟s ROE, ROA and cost/income ratio have developed positively and 

ranks higher than its peers. The banking sector has been significantly hit by the financial crisis and 

loan losses have increased; however, Nordea continues to perform relatively better than peers. 

 

Through a combination of the strategic and financial analysis combined with the Latvian scenario 

forecasts, we estimated Nordea‟s stock price to be EUR 8.22 through the RI model with the scenario 

analysis indicating a range of EUR 7.74 to EUR 9.57 and the sensitivity analysis ranging from EUR 

5.16 to EUR 14.14. We also found Nordea‟s P/E to be 13.01, which is low compared to its 

competitors due to lower loan losses and a high P/B of 1.50, indicating Nordea to be a relatively safe 

investment. As the calculated stock price, EUR 8.22, is higher than the actual stock price of EUR 7.55 

on 14 April 2010, we recommend investors to invest in Nordea. 
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1.0 Introduction 

The main goal of this thesis is to determine the value of Nordea Group AB (Nordea) based on 

specific underlying drivers, specifically the activities in Latvia. This special focus will make the 

thesis differ somewhat from a “typical” valuation. The reason for the selected valuation of 

Nordea is based on the recent financial crisis. As the crisis has created turmoil within 

international markets, and especially in Latvia, it is relevant and current to analyze Nordea, as the 

bank has exposure to Latvia, and could therefore be impacted, leading to an under/over valuation 

of Nordea. 

 

The bank business structure is also interesting as it differs somewhat from that of normal 

companies. Normal companies generate revenue through the production of goods or services. In 

contrast, banks, in their simplest form, receive their revenue from receiving deposits, lending out 

money, and through fees and commissions. 

 

As our intent was to analyze Latvia‟s impact on a bank, the choice of Nordea as company of 

valuation was based on Nordea‟s concentration of exposure in the Nordic and Eastern European 

markets. All banks operating in Eastern Europe have been hard hit on their stock prices during 

the financial crisis, irrespective of their merits. The Eastern European activities do not account 

for a large percentage of the total income for Nordea but they do however make up a large 

proportion of Nordea‟s loan losses in 2009. Therefore, focus is on this special segment of 

Nordea‟s business, while including all of Nordea business areas when valuating the company. 

Scenario analyses will be conducted with regards to activities in Latvia, as this will give an 

investor an insight into how the development in Latvia could affect the stock price of Nordea.  
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1.1 Problem Formulation 

The overall problem formulation and purpose of this thesis is as follows: 

 

The purpose of this thesis is to valuate Nordea Group AB with special focus on the activities in 

Latvia 

- Furthermore, the stock price found for Nordea Group AB will be compared to the current 

market price, and scenario analysis for Latvia will be done 

 

This report demonstrates that there are different methods of valuing a company and while the 

stock market quote price is the most commonly used method, it may not accurately reflect the 

true value of the company or its potential value. Many investors like Warren Buffet have 

identified companies that are trading below their true value or potential value and have made 

fortunes on investing in those companies at a time when they have been undervalued and then 

helping them realize their full potential. The reason is that the stock market is affected by the 

herd mentality where investors follow trends and fail to do their. The knowledge that is available 

to the stock market is often based on the company‟s public assessment of itself.  

 

On one hand it can be argued that the current stock price for Nordea is correct based on the 

efficient-market hypothesis. On the other hand, it can be argued that the stock markets are not 

completely efficient in their strongest form, according to Adam Smith and John Maynard Keynes 

who believed that irrational behavior has a real impact on the market
1
. Furthermore, different 

equity analysts focus on different outlooks, key figures and special market segments. Therefore, 

it is normal to see a large spread in the opinions of Nordea‟s target stock price.  

 

Another reason for the thesis is the recent financial crisis that has had a major impact on global 

financial markets. Especially the Baltic countries have been hit hard by the turmoil in the 

financial markets and this has lead to an economic meltdown in Latvia. Nordea is a major player 

in the Baltic countries, hereunder Latvia, and it is therefore interesting and value creating to look 

at the Latvian market to analyze the previous, present, and future developments for the country 

and the impact this has on Nordea.  

                                                 
1
 Hurt, H., “The Case for Financial Reinvention” 
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The thesis will be structured in the following way: 

1. In the introduction we will elaborate on the structure of the thesis. 

2. Nordea will be introduced and described in order to gain an overview of the structure and 

the history of the company.  

3. The thesis will undertake a strategic analysis of Nordea. This strategic analysis will focus 

on where Nordea adds value, the competitiveness of Nordea, Nordea‟s external influences 

and internal strengths as well as weaknesses.  

4. A strategic and financial analysis of Latvia will take place in order to evaluate the Latvian 

economy. The Latvian market will be analyzed on key macroeconomic figures and future 

developments. The strategic and financial analysis of Latvia will result in the creation of 

three possible scenarios for Latvia: a most likely scenario, a worst case scenario and a 

best case scenario.  

5. An analysis of how Latvia has affected Nordea and Nordea‟s annual report is undertaken.  

6. A financial analysis of Nordea is undertaken to shed light upon the financial situation of 

the company.  

7. The strategic sections and the profitability analysis will be combined in a budget/forecast 

of Nordea for the next 10 years.  

8. The forecast will be used to valuate Nordea.  

9. We will undertake a sensitivity analysis based on the findings in the strategic section and 

changes in key financial figures. 

10. Finally, we will evaluate the results and conclude how our estimated value for Nordea 

differs from the market value. 

 

1.2 Methodology and Models 

The purpose of this section is to describe the structure of the thesis and at the same time justify 

the models and sections.  

 

If quotes are used in the thesis, quotation marks will highlight these along with a footnote 

describing the origin of the quote. Furthermore, footnotes will also show references to literature. 

References to literature will be shown with author and title. Detailed description of publisher, 

issue number, and year of release will be in the bibliography in the back of the thesis. 
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The overall structure of the thesis can be seen in Figure 1. 

Figure 1. Structure of the Thesis 

 

 

Source: Own Creation 

 

Models for the strategic analysis 

In order to analyze Nordea‟s strategic position in an objective way, different theoretical models 

will be used step by step leading to a summarization of the strategic analysis in a SWOT analysis. 

The overall analysis of Nordea will include the following: 

 PESTL (External) 

 Porter‟s Five Forces (External) 

 Porter‟s Value Chain (Internal) 

 Porter‟s Generic Strategies (Internal) 

 SWOT (Summarization) 
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External Models 

The two external frameworks have different advantages and together they help identify the 

opportunities and threats that are in Nordea‟s environment.  

 

The PESTL analysis has the advantage of highlighting possibilities and threats in Nordea‟s 

external surroundings and it also shows the attractiveness of the market for Nordea through the 

five main categories: Political, Economic, Social, Technical and Legal. 

 

Porter‟s five forces (bargaining power of suppliers, bargaining power of customers, threat of new 

entrants, threat of substitute products, and competitive rivalry within the industry) analyze the 

competitive structure in the banking sector. The four categories in the five forces model affect 

Nordea‟s income possibilities.  

 

Internal Models 

The two internal models focus on Nordea‟s internal strengths and weaknesses. Porter‟s value 

chain gives an overview of how Nordea‟s different resources are being used. As Nordea does not 

have a production line some activities in the model will not be analyzed.  

 

Porter‟s generic strategies can help identify what strategy Nordea is pursuing and also in 

conjunction with the value chain, identify what strategy Nordea should pursue. 

 

SWOT 

To sum up the strategic section, the SWOT framework is very useful. The framework 

summarizes the external and internal factors. Through this an overview is provided of the 

company‟s situation and a detailed specification of Nordea‟s strengths, weaknesses, 

opportunities, and threats, is given.  

 

Models for the Latvian analysis 

With the special focus of this thesis being Latvia, a special analysis of Latvia will be done. The 

overall impact from Latvia on Nordea, strategically and financially, will be elaborated in chapter 

5, Latvia‟s impact on Nordea. 
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The specific analysis of Latvia will include the following: 

 Historical background of Latvia 

 The financial crisis 

 Accession to the EU 

 The international community, the support and the drawbacks 

 Latvia and the global economy 

 Key macroeconomic indicators for Latvia 

 Future outlook and scenarios 

 

Firstly, Latvia will be introduced and described historically in order to get an overview and 

insight in the background and development of Latvia. Secondly, the development of the financial 

crisis for Latvia will be described in depth. Thirdly, the international community and its role in 

Latvia‟s financial crisis will be described along with the drawbacks of the international support. 

Fourthly, Latvia‟s current macroeconomic situation will be described and analyzed through key 

financial figures and indicators. Finally, the outlook for Latvia will be described and analyzed in 

order to construct three possible scenarios for the developments in Latvia. 

 

Models for the financial analysis 

The financial analysis of Nordea is structured into three overall sections: 

 Income Statement Analysis 

 Asset Analysis 

 Liability Analysis 

 

Income Statement Analysis 

In order to analyze Nordea‟s profitability the following key ratios have been used: 

 Performance Development 

 Return on Equity (ROE) and Return on Assets (ROA) 

 Cost/Income Ratio 

 Loan Losses 
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The financial analysis will highlight what key figures are of major concerns for Nordea in order 

to be as profitable as possible.  

 

Asset Analysis 

In order to analyze Nordea‟s use of capital the following key ratios have been used: 

 Loans 

 Impaired loans 

 Interest-bearing securities 

 Derivatives  

 Risk weighted assets (RWA) 

 

As loans are the main source of profit for Nordea this section will mainly focus on loans and the 

development of these over the recent years. Furthermore, the loan portfolio will be broken down 

in order to analyze this part of Nordea in depth. Nordea‟s RWA are also broken down according 

to Basel II in order to determine Nordea‟s risk profile. 

 

Liability Analysis 

In order to analyze Nordea‟s capital raising the following key ratios have been used: 

 Interest-bearing debt 

 Regulatory capital 

 

This section first focuses on Nordea‟s interest-bearing debt. The debt is broken down into time to 

maturity in order to show how Nordea has built its capital raising and how risky the deposits are. 

Following the interest-bearing debt analysis, Tier 1 capital, Nordea‟s solvency ratio and the 

equity ratio (regulatory capital) will be the main focus of the section and a comparison to other 

banks will take place. 

 

Methodology of Valuation 

The final valuation of Nordea builds upon the budget/forecast which draws information from the 

strategic and financial analysis. Here the conclusions, specific information and financial key 

figures reached in the strategic and financial sections will be put together. Furthermore, the thesis 
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will look beyond, having Latvia and the impact on Nordea in mind, in order to analyze different 

scenarios that would affect the valuation of Nordea. In the following we will go through the four 

sections involved in valuating Nordea. 

 Presentation of valuation models 

 Budget/Forecast 

 Valuation 

 Sensitivity analysis 

 

Presentation of valuation models 

By combining the strategic and financial analysis of Nordea‟s activities a budget/forecast will be 

made. We will use this together with a valuation model to determine the value of Nordea. When 

choosing the valuation models there are however several options as illustrated in Figure 2. 

Figure 2. Valuation models 

 

Source: Plenborg, T. S., ”Valg af (ideel) værdiansættelsesmodel” 

 

Capital based models 

Capital based models use a discount factor and the future cash flows / return on equity to 
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However, if they are to be precise, they are time consuming. Furthermore, there are some 

problems associated with the estimation of the discount factor. The main problem is the 

uncertainty in the calculation of beta, and the development in the market risk premium which is 

needed to estimate the discount factor
2
.  

 

Relative models  

These models compare key figures and ratios. The models are relatively easy to use. The main 

advantage is to use these models in a “quick and dirty” valuation, thus basing the valuation on 

simplified assumptions. If the models are to become as precise as the capital based models a more 

thorough approach has to be made and the workload will be the same as for the capital based 

ones. 

 

To use the relative models, the values must be compared with other values. This can be done 

through the use of a cross-sectional valuation model, which is the most commonly used. In a 

cross-sectional valuation the value of a company is compared to that of another company.  

 

Substantive and option models 

Substance value and option models are rarely used in practice. They are mostly used in situations 

when the company valued is in a state of financial distress
3
. This does not seem to be the case for 

Nordea, which is why these models are omitted when choosing models. 

 

Model Choice 

Before a model is chosen it is important to determine the goal of the valuation. It is also 

important to define the basic requirements that the model must meet. The requirements include a 

demand of precision, realistic assumptions, user friendliness and comprehensibility. The first two 

requirements are fundamental for models, while the last two can be defined as cosmetic 

requirements
4
.  

 

                                                 
2
 Plenborg, T. S., ”Valg af (ideel) værdiansættelsesmodel” 

3
 Plenborg, T. S., ”Valg af (ideel) værdiansættelsesmodel” 

4
 Plenborg, T. S., ”Valg af (ideel) værdiansættelsesmodel” 
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When choosing the capital based models, the RI model and DCF model should yield similar firm 

value estimates, however, this is rarely the case in reality. The RI model is systematically 

superior to the DCF model when banks are valued due to several reasons as listed below. 

 

When valuating financial institutions such as Nordea, it is important to take into consideration 

different things than when valuating production companies. The main difference is due to the 

difficulties in defining debt and reinvestments, which in turn complicates the calculation of the 

cash flows needed for models such as the discounted cash flow (DCF) model. Debt is considered 

as a primary source of income generation that is used to create other financial products, which in 

turn create income streams.  

 

Estimating cash flows prior to debt payments or a weighted average cost of capital is problematic 

when debt and debt payments cannot be easily identified, which is the case with financial service 

firms. Although equity can be valued directly, by discounting cash flows to equity at the cost of 

equity (CAPM), the DCF model has several other demerits. 

 

Since the framework for forecasting is usually based on accrual accounting and since budget 

control is generally based on accounting numbers rather than cash flow measures, it seems logical 

to estimate firm values based on concepts known from accrual accounting and financial statement 

analysis, especially when the focus is on equity. According to that criterion, the RI approach 

seems to be an attractive alternative to the DCF approach. Several studies
56

 examined the 

empirical accuracy of the RI model, the DCF model and the DDM model
7
 and found RI superior.  

 

Furthermore, other studies
8
 demonstrate that if the steady state growth condition is not reached 

when the terminal value is calculated, the RI model yields more accurate firm value estimates 

than the DCF approach. This implies that the RI model places less reliance than the DCF 

approach on the terminal year. The RI model will therefore generate more accurate firm value 

estimates than the DCF approach when the simplifying growth assumption is introduced. This is 

                                                 
5
 Penman, S. H. et al., “A comparison of dividend, cash flow, and earnings approaches to equity valuation” 

6
 Francis, J. et al. “Comparing accuracy and explainability of dividend, free cash flow and abnormal earnings equity 

value estimates”  
7
 Penman, S. H. et al., “A comparison of dividend, cash flow, and earnings approaches to equity valuation” 

8
 Levin, J. et al., “Terminal value techniques in equity valuation: implications of the steady state assumption” 
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because the effect of growth on free cash flows is ignored. Therefore the firm value will be 

overvalued (undervalued) if the growth rate applied in the DCF approach is larger (smaller) than 

the growth rate assumed in the forecasted financial statements
9
. 

 

Because the budgeting necessitates simplifications to the terminal growth and this is extremely 

hard to predict, especially for financial institutions. We argue that the RI model yields more 

accurate firm value estimates than the DCF or DDM approach when focus is on equity, and will 

therefore use the RI model to value Nordea. We would extend this argument to multiples as well. 

Equity multiples such as price to earnings (P/E) or price to book (P/B) ratios are a much better fit 

for financial service firms than value multiples such as value to EBITDA
10

. 

 

We have therefore chosen the RI model as well as P/E and P/B ratios as these are found to be 

most appropriate for bank valuation
11

. 

 

RI model 

The RI model is a derivation of the economic value added (EVA) model. In contrast to the EVA 

model, the RI model focuses on equity, thus measuring the value of the company from an 

owner‟s perspective. In theory, the two models should give the same result.  

 

It is important to note that both the RI and EVA models assume that all of the company‟s 

revenues and costs are calculated in the yearly results. If this is done, the models should not be 

influenced by different types of accounting standards. 

 

As the two models can be used interchangeably, there shouldn‟t be a difference when choosing 

models. However, as our main focus is that of an investor, this is the main reason to choose the 

RI rather than the EVA. 

 

 

 

                                                 
9
 Plenborg, T., “Firm valuation: comparing the residual income and discounted cash flow approaches” 

10
 Damodaran, A., ”Investment Valuation: Tools and Techniques for Determining the Value of Any Asset” 

11
 Plenborg, T. S., ”Valg af (ideel) værdiansættelsesmodel” 
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The RI model is illustrated below
12

: 

P0 = E0 +  
Et−1  x (ROE t  − ke )

 1+ke  t

∞

𝑛=1

 

 

P/E 

The P/E model calculates how much the investor is willing to pay for the company‟s profit. To 

calculate the price earnings ratio, the future profitability, the discount factor as well as the growth 

factor is needed
13

. 

P0

E1
=

ROEt −  g

(ke − g) x ROEt
 

 

It is easy to find this ratio in publications. However, it should be noted that it is a historical P/E 

ratio. When comparing P/E ratios, ceteris paribus, it is most profitable to invest in the company 

that has the lowest ratio, because you can buy earnings cheaper. The P/E ratio will be used, as it 

indicates the confidence that the investors have to the company and the company‟s capability to 

create profits. 

 

P/B 

The P/B ratio is calculated by the use of the future profitability, the discount factor as well as the 

growth factor
14

. 

P0

B0
=

ROE1 −  g

(ke − g)
 

 

This ratio indicates the price that has to be paid compared to the shareholder equity. If the ratio is 

above one, the inner value is smaller than the share market price. If the ratio is below one, the 

value is higher than the market price. This ratio indicates the investors‟ confidence in the 

company. A higher ratio indicates higher confidence. 

 

                                                 
12

 Elling, J. O. et al., ” Regnskabsanalyse og værdiansættelse – en praktisk tilgang” 
13

 Elling, J. O. et al., ” Regnskabsanalyse og værdiansættelse – en praktisk tilgang” 
14

 Elling, J. O. et al., ” Regnskabsanalyse og værdiansættelse – en praktisk tilgang” 
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Budget/Forecast 

The forecasting section of the thesis will combine the strategic section with the profitability 

analysis and forecast how the next 10 years will develop for Nordea. The chosen time horizon is 

based on the demands for quality of the budget/forecast, as a longer period brings higher 

uncertainty, 10 years is the usual period used by analysts. The forecast will include uncertainty as 

past performance does not guarantee future performance. The forecast will be used in the RI 

model. A most likely scenario will be forecasted which the valuation will then be built upon. 

Furthermore, a worst case scenario and a best case scenario, based on the expected developments 

in Latvia, will be forecasted and used in the sensitivity analysis.  

 

Valuation 

Nordea will be valuated on the basis of the RI model. The total equity is estimated and calculated 

in the budget period of 10 years and in the terminal year. Hereafter, the sum of equity in the 10 

years forecasted along with the terminal year and equity in 2009 will be summed. This will then 

result in a theoretical value of the total equity. 

 

The two key figures P/E and P/B will be calculated, and compared to Nordea‟s closest 

competitors in order to show, how the market assesses Nordea compared to its peers. 

 

Sensitivity analysis 

Following the valuation a sensitivity analysis will be done by simulating developments in key 

figures. These key figures will be elaborated on in the sensitivity analysis, but special sensitivity 

analysis will be done on the background of the three scenarios for Latvia. Through these 

scenarios the sensitivity analysis will show how Nordea is affected by significant changes in key 

figures and in the Latvian economy. This is highly relevant in the current financial climate as it 

creates bands within which we expect the stock price to fluctuate. 

 

1.3 Delimitation 

The thesis has not been discussed directly with Nordea, and therefore no direct influence has 

been made by Nordea on the thesis. The analysis will therefore be considered an independent 
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external analysis. Information used in the thesis is based on publicly available information, which 

can be gathered through annual reports, newspapers, articles and the media.  

 

The strategic analysis focuses especially on Nordea‟s most important markets: Denmark, 

Sweden, Norway, Finland, Latvia and Poland. Other areas, of Nordea‟s business model, such as 

Life & Pensions, which are found either less volatile, less significant or to which Nordea has 

minimal exposure such as Russia, are left out. 

 

The financial analysis and valuation focuses on Nordea and therefore includes all activities and 

business areas accounted for in the annual report, although some areas have not been analyzed in 

the strategic analysis, due to the reasons specified above.  

 

The main perspective of the thesis is that of a private investor, in contrast to the professional 

investor‟s point of view. We will not take into account considerations that an institutional 

investor would have in connection with a takeover, such as due diligence. Neither will we take 

into account the considerations that a capital investment fund might have, e.g. optimizing 

management etc. 

 

1.4 Data Gathering 

The general data and information about Nordea is gathered from company material, books, 

articles, yearly reports, research reports and the Internet. Information from Nordea must be 

viewed with some skepticism, as this could be colored by Nordea‟s own view and attitude. 

However, financial figures from Nordea must be considered reliable as these have been verified 

by Nordea‟s auditor and the top management who have signed that they vouch for the annual 

reports. Information about market developments and such from Nordea must be used with 

skepticism, as these are Nordea‟s own expectations and might differ from general market 

expectations. 

 

Information from other sources about Nordea is assumed to be somewhat reliable, as it does not 

have any direct connection to Nordea. However, most information about the banking sector is 

more or less subjective as it is highly influenced by economic and political interests. 
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Furthermore, everyone has a bank and therefore has a bias that affects their attitude and opinions. 

It is therefore important to gather information from a broad variety of sources in order to gain as 

objective perspective as possible. 

 

Numbers are given in euro (EUR) or Latvian lats (LVL), unless otherwise stated. Where Danish 

kroner (DKK) are mentioned the exchange rate used is ultimo 2009 (7.4415
15

). Where Latvian 

lats (LVL) are converted to EUR the exchange rate used is ultimo 2009 (0.7028
16

).  

 

The overall financial analysis is based on data from yearly reports from the last nine years. For in 

depth analysis, shorter time periods are used. The reasoning behind this will be described in the 

financial section. 

 

With few exceptions, data has been collected up till 15 April 2010. Information and news made 

public after this data has not been included in the thesis. 
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2.0 Nordea 

This section will present the history, the company structure, the ownership structure, the strategy 

and the products of Nordea.  

 

2.1 History 

Nordea is the largest financial services group in the Nordic and Baltic Sea region
17

. Nordea is a 

universal bank, and as such, with leading positions in corporate merchant banking, retail banking 

and private banking
18

. 

 

The story of Nordea started in 1997 when the Finnish Merita Bank merged with the Swedish 

Nordbanken forming MeritaNordbanken. In 2000, it was published that MeritaNordbanken and 

the Danish Unibank would merge. The company was known as Nordic Baltic Holding. 

Furthermore, in 2000 the Norwegian Christiania Bank og Kreditkasse also joined the merger. By 

the end of 2001 all operations within the group were conducted under the brand Nordea.  

 

Through mergers and acquisitions, Nordea is now present in Denmark, Sweden, Norway, 

Finland, Estonia, Latvia, Lithuania, Poland and Russia. The presence in the Baltic area, Poland 

and Russia has been strengthened over time and the Nordea brand has been introduced in Russia 

as late as 2009. For an overview of the development, see appendix 1. 

 

2.2 Company Structure 

The holding company Nordea Bank AB holds the daughter companies as listed in appendix 2. 

The organization is divided into geographical, functional and product specific business areas as 

shown in appendix 3.  

 

The group‟s business organization includes three customer areas: Nordic banking, private 

banking and institutional & international banking. Each customer area has the overall 

responsibility for business relations with clients or groups of clients.  
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The group‟s business organization includes two main product areas: banking products and capital 

markets & savings. Banking products refer to account products and transaction & finance 

products. Capital markets & savings refer to capital markets products, savings & asset 

management and life & pensions. The product area divisions are responsible for the product and 

delivery of services. 

 

Finally, there are Service and Group functions, Group operations, Group corporate centre, Group 

credit & risk control and Group legal. 

 

As of 31 December 2009, Nordea had 33,347 employees
19

. Almost half of these where employed 

in Nordic Banking (16,582). In the Baltic countries 1,148 people were employed at the end of 

2009. Nordea had at the end of 2009 1,357 number of branches located in 9 different countries. 

The main part of these was in Denmark, Finland and Sweden. 

 

2.3 Ownership Structure 

Nordea is a publicly owned company with the two largest owners being the insurance company 

Sampo plc with 20.1% and the Swedish state with 19.9%
20

. The 20 biggest owners in Nordea 

account for 61.3% of the holdings. As of 31 December 2009, Nordea had 4,037,417,751 shares 

outstanding including shares issued for the Long Term Incentive Program
21

. Without this 

program, the number of shares outstanding was 4,024,167,751.  

 

2.4 Products 

Nordea offers services for different markets and segments. These include, account products and 

transaction & finance products, capital markets products, savings & asset management and life & 

pensions. 
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The main account products are: 

 Lending 

 Deposits 

 Cards 

 Private Netbank 

 

The main transaction and finance products are: 

 Cash management 

 Trade & project finance 

 Securities services 

 Financing services 

 

The main capital markets products are: 

 Risk management 

 

The savings & asset management segment offers a broad variety of products. These products are 

country and customer specific and can therefore vary from country to country. The savings & 

asset management product offering was strengthened with the launch of new products such as 

discretionary portfolio management for private customers, emerging markets and theme funds as 

well as several products capturing the opportunities in the financial markets. Nordea‟s savings & 

asset management segment income consists mainly of income related to funds, international 

private banking and institutional mandates including Nordea Life & Pensions. Appendix 4 

illustrates the dispersion of total saving volumes and assets under management. 

 

Nordea life & pensions offers different products to life and pension customers. Some of these 

products are basic insurance policies. These products will depend on the country and what the 

jurisdiction demands and allows.  

 

For each of these segments further in depth products are offered all the way down to different 

types of mortgages and special deposit accounts. Furthermore, Nordea offers customized setups 
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for different corporate customers. These customized products can therefore be country or 

customer specific and vary with local conditions such as interest rates. 

  

Overall Nordea offers a broad range of financial products, with corporate lending and savings & 

asset management contributing most to income in 2009, as illustrated in appendix 5. Market share 

with different products differs from market to market. However, Nordea is very successful in 

most financial services and has received numerous awards in many categories. 

 

2.5 Strategy 

Nordea aims at pursuing a prudent growth strategy while being the best relationship bank in the 

markets of operation and have a foundation in one operating model
22

, thereby realizing 

economies of scale. 

 

Three years ago Nordea initiated the transformation from a good bank to a great bank. A part of 

this transformation was to increase growth through an organic growth strategy, while taking into 

consideration careful balancing of risks and opportunities. The goals of Nordea include: 

1. Maintain and increase current customer base 

2. Attain new customers in home markets 

3. New market developments 

 

Growth is to be achieved through an increase in business with existing Nordic customers and by 

the attraction of new customers, and supplementing Nordic growth through investments in New 

European markets as well as exploiting standard global and European business lines. This 

development will also include proactively elevating relationship customers to higher segments, 

attracting new relationship customers and increasing share of wallet with focus on great customer 

experience
23

. Nordea has divided its household customers into gold, silver and bronze customers. 

The development of customer relationship will automatically try to get customers to higher 

segments. A higher segment is normally achieved through more banking activities and products 

with Nordea. For corporate customers, Nordea segments them into large, medium and small 
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customers. For the corporate segment it is harder for Nordea to actively upgrade customers to a 

higher segment as this is dependent on the financial situation of the corporate client and is 

generally out of Nordea‟s hands.  

 

The prudent growth strategy is backed by the development of effective and low-cost multi-

channel distribution to relationship and non-relationship segments. However, this will need the 

development and maintenance of strongly improved IT performance and product deliveries.  

 

Nordea expects to achieve the prudent growth strategy through strong values embedded in 

employees developed in the Nordea people strategy, part of the prudent growth strategy. This 

should lead to great customer experience based on the behavior and decisions of all employees. 
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3.0 Strategic Analysis 

To find the current and future potential of Nordea, a strategic analysis has been completed. 

Nordea will be analyzed through different frameworks with a top down approach. We will use 

the following frameworks: PESTL, Porter‟s Five Forces, Porter‟s Value Chain, Porter‟s generic 

strategies and summed up in SWOT. The analysis will give an indication of how the current and 

future potential of Nordea will develop. Our focus is on Nordea‟s main markets. The 

Scandinavian countries constitute 88% of Nordea‟s lending while the Baltic countries constitute 

3% and Poland constitutes 1% of lending, but is a large growth market for Nordea. The rest of the 

world, including Russia, amounts to 8%
24

. 

 

3.1 PESTL 

To determine Nordea‟s external influences, we use the PESTL model. The abbreviation stands 

for Political, Economic, Social, Technological and Legal factors
25

. The analysis is used to 

determine the effects of the external influences on Nordea‟s development
26

. 

 

Political factors 

European Union 

Currently the largest problem for the EU is management of the fiscal crisis in Greece. While the 

German chancellor Angela Merkel has indicated that Germany would be ready to support Greece 

with loans, provided that Greece takes drastic measures to tackle the crisis
27

, the financial crisis is 

still a test for the EU. Economic recovery in 2010 is expected to be feeble and mainly a 

consequence of the stock cycle and fiscal stimulus measures in some countries. The Economist 

Intelligence Units forecast a continued slow recovery in 2011 is subject to considerable risk.
28

 If 

the EU is not resolute in tackling the crisis in Greece, the stress and fear of capital commitments 

could spread to other European countries which have already been seen. Overall, this could 

provide for overall worsened conditions for Nordea. However, we expect the EU to stabilize the 

financial situation in Greece, in order to prevent panic in the capital markets. 
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Denmark 

The Danish government has created a state guarantee scheme and bailout package to ensure 

stability during the financial crisis
29

. The guarantee scheme guarantees the claims of unsecured 

creditors against banks to the extent such claims are not otherwise covered
30

. Furthermore, the 

government offers loans and capital injections
31

. Currently the customers‟ bank deposits are 

guaranteed by the state up to EUR 50.000, but from October 2010 this will be increased to EUR 

100.000. The expenses will be fully covered by the banks through deposits into The Guarantee 

Fund for Depositors and Investors
32

. Nordea participated in the first Danish guarantee scheme, 

with a total cost of EUR 296m for Nordea in 2009. Approximately the same costs are expected in 

2010. However, Nordea will not participate in the second Danish scheme
33

, once the first scheme 

expires in 2010, as this has not been deemed necessary. 

 

The government‟s main short-term goal is to ensure the stability of Denmark‟s financial 

institutions and to ease the effects of the economic downturn, through tax cuts and higher public 

spending as well as extend support to the banking sector
34

. However, this might be hard to 

achieve as Denmark already has one of the highest tax burdens in OECD and public expenditure 

growth having proved difficult to control in recent years
35

. The long-term goal is to increase work 

incentives as well as lower unemployment in order to ensure medium-term sustainability of the 

public finances
36

. The fiscal stimulus policy is expected to increase the budget deficit in 2010 

before decreasing in 2011 as the fiscal stimulus policy is reversed. 

 

Sweden 

The Swedish government has established a number of measures in response to the global 

financial crisis
37

. These measures include the implementation of a general framework for giving 

state support to credit institutions, creation of a stabilization fund, temporary guarantee program 
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and recapitalization scheme
38

. No injections have been made yet, but they might be required if 

banks‟ subsidiaries in the Baltic countries come under further financial strain
39

. Depositors‟ risk 

was initially insured with a deposit protection of up to SEK 250.000
40

. This was enhanced to 

cover up to SEK 500.000 of customers‟ deposits
41

. Nordea did not participate directly in the 

Swedish government‟s stability measures, but indirectly contributed with EUR 20m in 2009 and 

is expected to contribute with the same amount in 2010
42

. 

 

Sweden is facing elections in September 2010. The elections are not expected to have significant 

adverse effects on the business environment
43

. The Swedish government is following a 

moderately expansive fiscal policy. The focus is on supporting recovery from the economic 

downturn as well as reforming of the tax and welfare system in order to increase the incentives to 

work. As a result of this, the government can expect deterioration in the public finances and that 

the deficit will rise in 2010
44

. 

 

Norway 

Since the crisis in the late 1980‟s, the Norwegian government has maintained involvement in the 

financial markets. This involvement has let Norway handle the crisis better than many other 

European countries
45

. Nevertheless the government has taken steps in order to ensure financial 

stability of the markets through the global financial crisis, including the establishment of 

government finance funds and the introduction of a covered credit swap facility
46

. Currently, 

Norway guarantees deposits of up to NOK 2m, but plans on reducing the guarantee in order to 

bring it in line with European countries
47

. Nordea participated in swap facilities under the 

Norwegian scheme
48

. 
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The Norwegian government‟s short-term economic policy is to ensure a sustainable economic 

recovery from the global economic and financial crisis by using petroleum receipts to maintain an 

expansionary fiscal policy. In the medium term, the government is expected to follow a strategy 

of using petroleum receipts to support employment in public services. In the long-term, a reform 

of the pension system will be phased in from 2011
49

. The government has already drawn heavily 

on the petroleum wealth to cover the costs of the recession, and with fiscal policy remaining 

expansionary in 2010, the government will have to reduce spending in the following years if it is 

to comply with its own fiscal rules
50

. 

 

Finland 

The Finnish economy has weathered the crisis relatively well and although the government has 

drawn up plans for lending guarantees and bank recapitalization, little help has been needed
51

. 

The government has introduced support schemes for eligible financial institutions by providing 

guarantees. Furthermore, the customers‟ bank deposits are guaranteed up to EUR 50.000
52

. 

Nordea did not participate in the Finnish scheme
53

. 

 

The Finnish government is conducting an expansionary fiscal policy and is expected to continue 

focusing on the weak economy. Fiscal stimulus measures are expected to continue in the short-

term, including tax cuts in order to combat rising unemployment and weak economic activity. 

The government is expected to continue shifting the tax burden away from labor over to 

environmental taxes and taxes on consumption
54

, thereby increasing indirect taxes. 

 

Latvia 

The Latvian government has provided support for the banking sector
55

. This has included 

nationalizing one of Latvia‟s largest banks, Parex bank
56

. The customers‟ bank deposits are 
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guaranteed by the state up to EUR 50.000
57

. Nordea did not participate in any schemes in 

Latvia
58

. 

 

It was suggested on one occasion that banks should be restricted from pursuing debtors and 

seizing assets from defaulters for a moratorium of three years
59

. However, such laws have not 

been passed as the Latvian government is strongly influenced by the International Monetary Fund 

(IMF) and the EU as well as the Scandinavian countries, and as such could risk losing the 

international support. 

 

The Latvian government‟s policies are in the short-term highly determined by the IMF program 

agreed in December 2008, which granted Latvia access to an international financial aid package 

of up to EUR 7.5bn. The main elements of the program are to maintain Latvia‟s exchange rate 

peg to the euro and create financial stability. In order to do this, large government expenditure 

cuts are being undertaken, as well as increased taxes and structural reforms. The latter are 

however hard to implement as there is strong discontent in the population over the fiscal cuts. 

Due to Latvia‟s high dependence on the IMF and the EU program, the governments, even when 

new ones are formed, have little option but comply with the IMF and the EU, if they which to 

exit the crisis without defaulting. However, as elections are to be held on 2 October 2010, Latvian 

politicians are prone to approve populist pre-election decisions, that are very short-term oriented 

and have no connection with real reforms. This will most likely lead to slower reforms and in the 

worst case scenario lead to a Latvian “Ukraine scenario
60

” where Latvia risks losing aid from the 

IMF and the EU. Nevertheless, Latvia has to find a further LVL 800m to LVL 900m
61

 of budget 

cuts or tax hikes over the next two years in order to comply with the bailout terms. For now, the 

government has succeeded in doing so and this has kept the peg of the lat to the euro unchanged 

despite the crisis. 
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Latvia‟s goal is to become part of the eurozone by 2014. However, many, including the 

Economist Intelligence Unit, expect that this might be reached at the earliest by 2015
62

. A recent 

Reuter‟s poll among economists, mirrored by a report by credit rating agency Fitch, forecasted 

that Latvia is to adopt the euro in 2014-2016 at the earliest
63

. 

 

The overall situation in Latvia is thus volatile and presents a risk for Nordea, due to internal 

instability which could affect the region. Therefore, an in depth analysis of Latvia is undertaken 

in chapter 4. 

 

Poland 

The Polish government has supported the banking sector with financial assistance aimed at 

preventing bankruptcies of banks, through the financing of the implementation of restructuring 

programs for banks facing the danger of insolvency
64

. The customers‟ bank deposits are 

guaranteed by the state up to EUR 50.000
65

. Nordea did not participate in any schemes in 

Poland
66

. 

 

The Polish government has responded in a very good way to the crisis. This has been done 

through loosening the monetary policy. With regards to fiscal policy, the government has 

indicated a clear intention to control the government deficit
67

. The government aims at entering 

the EU‟s exchange rate mechanism (ERM2) as soon as market conditions allow, but there is a 

high risk that fiscal problems and zloty volatility will delay this
68

. As elections are coming up, the 

government is not expected to make profound changes in the business environment
69

. Finally, the 

government has obtained a flexible credit line from the IMF to the amount of USD 20.6bn, which 

will increase Poland‟s stability in case of further turbulence on international financial markets
70

. 
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Overall the governments in Nordea‟s key markets have stabilized the markets through the 

establishment of response measures. While countries like Poland have made it through the crisis 

and represents growth opportunities for Nordea, others, such as Latvia, pose a threat. 

 

Economical factors 

Choice of Macroeconomic factors 

Bank asset quality and profitability is affected by the macroeconomic outlook. Slow output 

growth, high and volatile inflation, high real interest rates and high unemployment rates have 

been found to be associated with bank instability
71

. Our choice of macroeconomic factors has 

been based on the factors which have exhibited the largest impact on the banks asset quality 

measured as non-performing loans and profitability measured as net income
72

. These factors 

include the business cycle (GDP), inflation, interest rates and unemployment rate, as illustrated in 

Table 1. 

Table 1. Overview of Macroeconomic Effects on Banks 

 

Source: IMF, Macroeconomic and Financial Soundness Indicators: An Empirical Investigation and own creation 

 

An increase in the business cycle, measured as the cycle component of real GDP, has been found 

to have a solid positive relationship with asset quality and profitability
73

. In the downturn part of 

the business cycle, banks tend to be more precautionary by holding more capital
74

, in anticipation 

of possible increases in write-offs and provisions and banks‟ reliance on credit ratings. In the 

upswing part of the business cycle, non-performing loans are found to decrease and asset quality 

to overall increase
75

. Profitability is naturally also increased in the upswing part of the business 

cycle
76

. 
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Inflation increase - +

Interest rates increase - +

Unemployment rate increase - -



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

32 

 

High inflation rates increase non-performing loans. Bank profitability is able to benefit through 

inflationary conditions thus as inflation increases, profitability increases. 

 

Increases in interest rates increase non-performing loans as loan repayment becomes more 

expensive. If interest rates are high and increasing, then the lending rates tend to increase in 

excess of deposit rates, in effect creating higher profits for the bank. 

 

The unemployment rate has a negative effect on non-performing loans
77

. If unemployment 

increases, more borrowers will have problems repaying loans; this will decrease asset quality, 

which in turn will decrease profitability. 

 

The world and the EU 

Global GDP growth has contracted in 2009. Economic growth has slowed sharply in Europe, the 

US and Japan. If there is a continuation of the adverse economic conditions for a long period of 

time, this may affect Nordea‟s operations and decrease interest and other income
78

. Recovery in 

the EU is expected to be sluggish and mainly dependent on external demand, with GDP growing 

by 0.9% in 2010 and 1.1% in 2011
79

. However, as Nordea operates in the EU, it is likely to 

benefit from economic stimulus plan (representing approximately EUR 200bn) to boost the EU 

economy. The investment plans are being undertaken to support demand, to try to make up for 

the reduction of activity in consumption and private investment
80

. 

 

Another positive element in 2010 should be fiscal stimuli that some West European governments 

have introduced. Furthermore, there should be continued recovery in the rest of the world, 

especially Asia, although some slowdown can be expected in the US. However, a number of EU 

member states will have to tighten fiscal policy in 2010 or 2011 in order to maintain the 

confidence of investors in government debt. This means that there is a risk of a double-dip, a 
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double-dip refers to a recession flowed by a small recovery and then another recession, taking 

place during 2010 or 2011
81

. At the current time we are at the small recovery phase. 

 

Denmark 

In 2010, the fiscal policy is expected to still be expansionary, before fiscal tightening in 2011-

2013
82

. A long-term aim for the Danish government is to achieve a budget balance by 2015; this 

would imply strengthening of the public finances of DKK 31bn, or 1.8% of GDP, in 2011-2015. 

Interest rates are expected to be stable through 2010 while rising in 2011 and gradually thereafter. 

Due to this, GDP is projected to grow 1.2% in 2010 and 1.5% in 2011 after a 5.1% contraction in 

2009
83

. Due to the financial crisis, unemployment is also expected to rise into 2011, while the 

inflation rate is likely to remain above the level in the euro area, given high wage growth. 

Inflation is forecast to rise up from an average of 1.5% in 2010 to 1.9% in 2011
84

.  

 

Sweden  

The Swedish government is pursuing an expansive fiscal policy with a focus on supporting 

recovery from the economical and financial crisis. GDP forecasts indicate a growth of 2.3% in 

2010 and 1.8% in 2011
85

. The central bank is expected to increase interest rates as the financial 

crisis lessens, which could already happen mid 2010
86

. The inflation is expected to be around 2% 

in 2010 and 2011, but as Sweden‟s exchange rate is free floating, the inflation could increase 

further if the exchange rate worsens. The depreciation could potentially be triggered by concerns 

over the Swedish banks exposure to the Baltic countries. Unemployment is expected to rise less 

significantly in 2010 and fall to 8.9% in 2011. As Sweden is recovering better than the main 

trading partners, imports are expected to rise more than exports in 2010 and 2011
87

. Thus as 

Sweden has a very export oriented gearing, a double-dip in the major export markets will have a 

significant negative influence on Sweden‟s economy in 2011
88

. 
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Norway 

As Norway is highly dependent on petroleum and gas, the GDP is highly influenced by the 

development in petroleum and gas prices. As the world economy recovers, so will the petroleum 

and gas prices. GDP is expected to grow by 1.6% and 1.8% in 2010 and 2011
89

. However, real 

GDP growth will be limited by the declining petroleum output which rising gas production will 

only partly offset. After inflation having had a downward trend since 2008, inflation is expected 

to be 2% in 2010 and slightly rising in 2011, and continue to stay above Norway‟s main trading 

partners
90

. The interest rates have been low during the financial crisis, but are expected to slowly 

increase. The level of unemployment is also expected to be kept down by use of financial 

stimulus
91

.  

 

Finland  

The finish economy is expected follow the world economy, which is forecasted to grow by 1.5% 

in 2010 and 1.9% in 2011
92

. The inflation rate is expected to remain above EU average in 2010 

and 2011 with 1.2% and 1.9%
93

. As the currency in Finland is euro, the exchange rate and the 

interest rate will be largely dependent on the development in the entire eurozone. The European 

Central Bank (ECB) has kept interest rates on hold while taking the first cautious measures to 

prepare for the withdrawal of exceptional liquidity provision. The interest rates are expected to 

rise as the crisis lessens. The unemployment rate has been rising and is expected to continue 

rising in 2010 before falling in 2011
94

.  

 

Latvia  

The Latvian economy is highly dependent on the IMF and the EU loans. These dictate a strong 

fiscal control, in order to decrease budget deficit. Due to this, the economy will have a hard time 

recovering. Thus, negative developments in GDP are expected until 2011 where a positive 

growth of 2% is expected. The inflation in Latvia was 3.5% in 2009 and a deflation is expected in 

2010 of around 3.4%
95

. The real effective exchange rate is expected to fall in Latvia as an effect 
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of the falling wages. Although the Latvian national bank has decreased interest rates, the interest 

rate market in Latvia is largely dependent on foreign banks and their dictated interest rates to 

local branches, thus intervention is hard
96

. The unemployment rate is very high, but is expected to 

stabilize and improve by 2011 when growth is expected to slowly start. Because of the strong 

influence of the IMF and the EU on Latvia‟s economic policy, an in depth analysis is undertaken 

in chapter 4. 

 

Poland 

The Polish real GDP growth is expected to increase to 2.5% in 2010 and 3% in 2011 due to 

recovery of domestic demand
97

. There has been an increase in inflation of 3.5% in 2009. 

However, inflation is expected to fall in the years 2010 and 2011. Poland is expected to join the 

ERM2 in 2012. The interest rates are at an all time low, and, due to political pressure, are 

expected to stay stable at this level in order to avoid unnecessary disturbance to the economy
98

. 

The unemployment rate was 12.8% in January 2010 and it is expected to rise in 2010 while 

falling in 2011
99

.  

 

Overall, the financial crisis has impacted Nordea‟s markets strongly. A positive development of 

the economical climate is also expected in Nordea‟s key markets. However, as recovery 

continues fiscal tightening is expected. 

 

Socio-cultural factors  

Our choice of social factors has been based on the factors that have been found to provide the 

best basis for understanding the nature of the population and the future profitability of the 

market
100

. These factors include the population growth, median household income, age 

distribution of population as well as education level. 

 

The population size and growth give an indicator of the size of the market. Ceteris paribus: the 

larger the market the larger the possible profits for Nordea. Median household income has the 
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strongest correlation with banking potential as measured by deposits and loans
101

. The income 

can potentially be measured against inflation to judge whether or not real income growth has 

occurred. Furthermore, age distribution, in ranges, of the population gives an indicator of whether 

the market is deposit or loan oriented. A hypothesis can be made about whether a market will be 

loan or deposit oriented or whether it will be both, based on the percentage of resident‟s age 18 to 

34 and 45 to 64
102

. Younger populations are more loan oriented, while older populations are more 

deposit oriented, as anyone that has gone through hard economic times will become more deposit 

oriented. Finally, education level gives an indicator of the earning potential of the population and 

in effect banking potential. 

 

Population 

The sum of populations in Nordea‟s markets can be seen in appendix 6. Despite a small dip in the 

beginning of the century, the overall tendencies have been an increasing population. However, 

the populations in the Baltic countries including Poland have been steadily declining since 2000, 

see appendix 7 and 8. There has been an increase in the populations of Scandinavian countries as 

can be seen in appendix 9. This indicates that the overall market size for Nordea is decreasing in 

the Baltic countries and Poland while increasing in Scandinavia. 

 

Income 

There is a strong correlation between the income of households in a market and the banking 

potential as measured by deposits and loans
103

. The median household income measured in 

Euros, has been increasing in all Nordea‟s markets, which indicates that there has been an 

increase in wealth. However, much of this wealth has been driven by overheating of the 

economy. The income is expected to have decreased in 2009, specifically in the Baltic countries 

over the last two years, see appendix 11. Furthermore, if inflation is taken into account, the real 

increase in median household income is more modest and even negative for Denmark in 2008, 

see appendix 12. Nevertheless, in all other markets there is an increase in wealth, which indicates 

potential for growth in deposits and loans for Nordea. 
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Population dispersion 

The percentage of residents between 18 and 34 years has been decreasing in Scandinavia while 

increasing in the Baltic countries and Poland, see appendix 10. Overall, mainly due to Poland‟s 

size, there has been a positive tendency in the percentage of residents between 18 and 34 years of 

age. Over the last 10 years the percentage has been increasing from 24% to 25%. Furthermore, 

the percentage of residents between 45 and 64 years has been increasing in Scandinavia, the 

Baltic countries and Poland. This increase has been from 24% to 27% over the last 10 years.  

 

When comparing the loan segment development over the last 10 years with the deposit segment, 

it is clear that a slight increase in the overall population in the loan segment over the next 10 

years of about 1% to 2% can be expected. Meanwhile, the deposit segment can be expected to 

grow from 3% to 4% over the next 10 years. The only exception being the Latvian market where 

there has been a fall in this population segment. Overall, there is a slight leaning towards a more 

deposit oriented market over the next 10 years. 

 

Education 

Overall, there has been a general increase in percentage of people with at least secondary 

education in all countries besides Denmark and Norway, see appendix 13. This indicates that 

these markets contain a relatively high population with greater earning power and future banking 

potential
104

. 

 

Technological factors 

It is unlikely that a new technological factor, equivalent to the invention of the computer and 

Internet will appear in the near future. However, there can be an expected increase in the 

efficiency of the systems
105

 and an increase in the use and reliance on these systems. IT service 

centers are to be established in Poland and India. Furthermore, efficient platforms will be created 

and IT infrastructure will be upgraded. This is expected to reduce running cost from 2011 and 

onwards. Full time employees within the Nordic IT organization are expected to be reduced by 
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300-500 the next 2-4 years, which is 1% to 1.5% of Nordea‟s workforce
106

, this will result in 

savings in line with strategy. 

 

Furthermore, implementation of the Basel Accords requires consistent, accurate and granular data 

within the credit management information systems, and as the costs incurred to meet the 

standards of Basel II were a heavy burden to most banks. The costs associated with 

implementation of Basel III could therefore adversely affect operating expenses, as they did with 

Basel II.
107

 

 

Legal factors 

According to an IMF working paper
108

, the quality of banking supervision measured by an index 

of compliance with the Basel Core Principles (BCP) see appendix 14, has a positive impact on 

asset quality
109

.  

 

BCP, in turn, is highly correlated with two governance indices from The World Bank database
110

: 

government effectiveness index, Table 2, and the rule of law index, Table 3. 

Table 2. Government effectiveness index 

 

Source: Kaufmann, D., et al. ”Governance Matters VIII: Aggregate and Individual Governance Indicators, 1996-

2008” 
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Country Year Percentile Rank (0-100) Governance Score (-2.5 to +2.5)

Denmark 2008 99.5 +2.19
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Norway 2008 97.6 +1.95
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Table 3. The rule of law index 

 

Source: Kaufmann, D., et al. ”Governance Matters VIII: Aggregate and Individual Governance Indicators, 1996-

2008”  

 

According to the government effectiveness index, we can expect a higher asset quality and fewer 

loan losses in the Nordic countries than in Eastern Europe. This is further substantiated by the 

rule of law index. The only exception is Estonia; however, even Estonia is lagging significantly 

behind the Nordic countries. It should be noted that as a result of the financial crisis, there is an 

increasing skepticism regarding the correlation between BCP and the asset quality and whether 

compliance with the global standards of good regulation is associated with bank soundness
111

. 

 

Recent studies have casted doubt on the usefulness of the BCP in ensuring bank soundness 

through analysis of bank risk measured by Z-scores. Z-scores are the number of standard 

deviations by which bank returns have to fall to wipe out bank equity
112

. The results indicate that 

the correlation between the Z-scores and the BCP is insignificant
113

. 

 

The Z-score has its limitations, but it is believed to be an improvement over measures used in 

previous studies. This is to a large degree because different countries have different reporting 

rules, and asset quality as measured by non-performing loans is very difficult to compare across 

countries
114

. Thus, it is discussible whether the new results are due to a change in BCP 

effectiveness or merely a more thorough analysis. However, as a result of the financial crisis it is 
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clear that the Basel accords, see appendix 14, specifically Basel II
115

, have not been effective 

enough in ensuring asset quality.  

 

The Basel accords 

The shortcomings of the Basel II accords included the emphasis on internal risk valuation, which 

proved too difficult to apply in East and Central Europe. Furthermore, the task of keeping up with 

capital market innovations proved too hard for the bank supervisors and although Basel II was 

more sensitive to risks than Basel I, this was not sufficient because reputation risk, systemic risk 

and strategic risk are not calculated into operational risk
116

. The current regulatory supervision is 

undermined by methodological weaknesses and by inconsistencies by national bank 

supervisors
117

. This has led to a development of large amounts of new legislation. The EU aims at 

implementing a number of new banking regulations. These include
118

; Capital Requirements 

Directive, which is a new regulation of capital requirements, Omnibus I, which regulates and 

changes 10 different EU directives that regulate different areas in the financial sector, a review of 

the Markets in Financial Instruments Directive and finally Basel III. 

 

Basel III 

In December 2009, the proposals for the new Basel III accords were released. The final version is 

expected to be published by the end of 2010 and the rules are expected to be implemented by the 

banks by the end of 2012
119

. Some modifications of the proposed Basel III accords are expected, 

however radical changes are unlikely. The implementation might be delayed, watered down or 

subjected to local bank supervising authorities‟ national interpretations. Furthermore, 

implementation of Basel III will vary in different countries as was the case with Basel II. 

However, it is expected that overall implementation in Nordea‟s key markets in the EU will be 

somewhat generic. 
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The goal with the new Basel III accord is to increase the quantity and quality of bank capital as 

well as decrease the complexity and inconsistencies from banks‟ balance sheets
120

 in order to 

prevent another financial crisis and the necessity for new government bailouts. 

 

The standard measure of good asset quality as measured by a percentage of the RWA that banks 

hold, the core Tier 1 capital ratio, is expected to be severely influenced by the new Basel III 

accord. Firstly, the definition of good asset quality is more tightly defined. Secondly, the amount 

of RWA are increased as more assets are considered riskier. 

 

The proposals state that the good asset quality in Tier 1 should predominantly be in the form of 

common equity and retained earnings; this could range from 50%, proposed by the Committee of 

European Banking Supervisors, up to 90%
121

.  

 

Furthermore, capital from minority interests, investments in financial subsidiaries, negative 

available for sale reserves on bond issues, pension fund gaps and other areas are expected to be 

excluded from Tier 1 capital
122

. 

 

The size of risk-weighted assets is also expected to increase as Basel III is expected to view 

trading book and counterparty exposures as riskier
123

. The ratio of core Tier 1 capital is expected 

to be between 6% and 8%. Banks that cannot live up to these requirements will have restrictions 

put on pay outs, including dividends and staff compensation
124

. This could affect profitability for 

Nordea, as the bank would not be able to retain its most valuable employees, as these would join 

other companies. 

 

Furthermore, the Basel III committee has proposed two new regulatory ratios: the Liquidity 

Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR). These two ratios measure 

bank‟s ability to withstand financial distress caused by loss of short-term funding (LCR) and the 
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general extent to which its balance sheet is matched in its funding profile (NSFR)
125

. Focus is on 

the NSFR; although LCR will also have a potentially material effect on profitability, the NSFR 

can be estimated to a reasonable degree of accuracy and is likely to be the more significant driver 

of long-term returns. 

 

Effects of Basel III 

The effects of Basel III implementation are expected to be neutral to positive for bank credit 

ratings, according to S&P
126

. The accords will without a doubt bring significant change to the 

banking industry, where the expected results are an increase in asset quality and transparency 

with the cost being a decrease in ROE which will be reflected in our budgeting/forecast, chapter 

7. Thus it could be argued that a safer system is created at the expense of shareholder return. 

 

Nordea is among the few banks in EU that have given guidance with regards to Basel III and, in 

general, Nordea seems better prepared than its peers. All-in-all Nordea is among the three best 

banks in the Nordic segment measured by the NSFR and Nordea is therefore a relatively safe 

haven from a regulatory perspective
127

. 

 

Nordea is expected to have substantial excess capital with roughly 3% core Tier 1 ratio above the 

minimum
128

. Nordea‟s core Tier 1 ratio is expected to be reduced by 1% to 1.5%, thus being 

significantly less impacted than the EU sector
129

. Nordea estimates that the Basel Quality of 

capital proposal could take 0.65% off core Tier 1 ratio. This is significantly less than for the EU 

sector which is estimated to be around 1.70% off core Tier 1 ratio
130

.  

 

Thus the effects of Basel III on Nordea should be limited in the short-term as Nordea currently 

has excess capital
131

, as well as in the medium-term as we expect Nordea to maintain sufficient 

capital adequacy ratios in the near future and avoid excessive gearing. In the long-term Nordea 

will, however, not be able to leverage as much as before. 
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3.2 Porter’s Five Forces 

In order to analyze the banking sector that Nordea operates within, one has to analyze to 

competition intensity/rivalry that takes place in the sector and how this is affected by the 

bargaining power of suppliers and customers. Furthermore, it is necessary to analyze the threat of 

new entrants as well as the threat of substitute products. These things combined will influence 

Nordea‟s ability to create shareholder value. To analyze this we use Porter‟s Five Forces model 

which focuses on non-financial value drivers
132

. 

 

Competitive Rivalry 

As Nordea has activities in different countries, the competitive situation in the banking sector 

will be specific to the country analyzed. Furthermore, Nordea‟s exposure to the different markets 

varies as illustrated in Table 4.  

Table 4. Market Segments Contribution 

 

Source: Nordea Annual Report 2009 

 

Nordea‟s main markets are the four Scandinavian countries along with Latvia, being a major 

concern for Nordea, and Poland, being a market where Nordea expects to expand. Table 5 shows 

Nordea‟s market shares in the specific markets as well as the competitive rivalry.  

 

We will measure the competitive rivalry through the amount of banks in the market, the 

Herfindahl index and the H-statistics index. The Herfindahl index ranges from 0 to 10,000, with 

10,000 being complete monopoly. A score below 100 indicates a highly competitive market. A 

score below 1,000 indicates an unconcentrated market. A score from 1,000 to 1,800 indicates a 

moderate concentrated market and a score above 1,800 indicates high concentration of market 

share. The H-statistics index can range from below 0 being collusive (joint monopoly) 
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Nordea Market Segments Contribution 2009 Operating Income Operating Profit

Denmark 21.0% 11.0%

Sweden 14.4% 18.0%
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Finland 15.5% 13.0%

Latvia 1.5% -1.6%
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competition, 0 to 1 being monopolistic competition while a score above 1 indicates perfect 

competition
133

. 

Table 5. Market Share 2009 

 

Source: Market Share: Danske Bank, Nordea, Sydbank, Jyske Bank and Nykredit, Jyske Bank, Nykredit, Swedbank, 

SEB, Handelsbanken, DnB NOR, OP-Pohjola, and the Polish Bank Association (ZBP). Herfindahl Index: European 

Central Bank, “EU Banking Structures”. H-statistics: Claessens, S., “Competition in the Financial Sector: Overview 

of Competition Policies” 

 

It is evident from Table 5 that competition differs in Nordea‟s markets. Overall, competition is 

highest in Poland and Sweden, as these two countries score relatively low on the Herfindahl 

index and the same is indicated by the H-statistics index. Finland seems to be the least 

competitive market measured by the Herfindahl index. However, measured by H-statistics 

Finland is just as competitive as Poland and Sweden. This is due to the fact that OP-Pohjola is 
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Market Share Bank Average Total Lending Total Deposits Number of Banks Herfindahl Index H-statistics

Danske Bank 29% 28% 30%

Nordea 20% 18% 23%

Sydbank 5-8% 5-8% 5-8%

Jyske Bank 6% 5% 6%

Nykredit Bank 3% 2% 3%

Handelsbanken 22% 27% 18%

Swedbank 22% 24% 20%

SEB 18% 14% 21%

Nordea 16% 14% 18%

Danske Bank 6% 6% 6%

DnB NOR 30% 26% 34%

Nordea 13% 12% 14%

Sparebank 12% 9% 15%

Danske Bank 5% 6% 4%

Nordea 34% 32% 36%

OP-Pohjola 33% 33% 33%

Danske Bank 12% 13% 12%

Swedbank 21% 26% 16%

SEB 17% 15% 19%

Nordea 8% 10% 6%

Danske Bank 1% 1% 1%

PKO Bank Polski 19% 17% 21%

Pekao 16% 13% 18%

BRE Bank 8% 9% 8%

Bank Zachodni WBK 7% 6% 9%

ING Bank 7% 4% 10%

Bank Millenium 6% 6% 6%

Nordea 2% 2% 2%
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made up of 220 cooperative member banks and OP-Pohjola Group is owned by these
134

. The 

Herfindahl index measures this as one bank while the H-statistics index measures the group as 

220 individual banks. Nordea has significant market share in all the Scandinavian markets and 

the Baltic Sea region
135

, and has been able to increase market shares from 2008 to 2009
136

. While, 

the competitive situation varies across countries, overall, we believe that Nordea will be able to 

maintain or increase its current market positions. It is interesting to note the highly competitive 

situation in Poland as Nordea is planning on expanding aggressively there. However, with 

Nordea‟s track record in the Baltic countries we believe that Nordea will also succeed there, and 

attain at least 8% market share as in Latvia. 

 

Bargaining Power of Suppliers 

Nordea is not dependent on traditional suppliers of raw materials, like a production company is. 

However, Nordea is very much in need of capital and access to lending in order to run its 

business. Nordea gets its capital from deposits from corporate as well as private customers. 

Furthermore, stockholders supply capital to Nordea. National and international lenders also 

supply capital to Nordea, which often takes place on the so called interbank market where banks 

borrow short-term funds from other banks having excess liquidity
137

. The interbank market in 

general evens out the surplus and deficit of liquidity that banks have
138

. The willingness of 

international lenders to supply capital to Nordea and Nordea‟s ability to borrow on the interbank 

market, and what premium is paid for lending, is in general determined by the credit ranking of 

Nordea.  

Table 6. S&P Rating 

 

Source: Standard & Poor‟s
139
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It is clear from Table 6, that Nordea has the highest rating compared to its closest competitors. 

Theoretically, Nordea should therefore be considered as a safer bank than its competitors. 

 

Before the financial crisis, the so called T-Bill Eurodollars futures contracts (TED-spreads) were 

very low on the interbank market
140

, and banks had in general no problem with lending money to 

each other at a very little premium. As the turmoil of the financial crisis impacted the interbank 

market, uncertainty spread throughout the market and the TED-spreads increased tremendously 

as can be seen in Figure 3. The TED-spreads describe the interest rate difference between the 

rates that are used on the interbank market compared to what the central banks uses
141

.  

Figure 3. TED-Spreads 

 

Source: Bloomberg 

 

Different financial aid packages imposed by governments all over the world were supposed to 

help lessen the lack of liquidity and the freeze of the interbank market, which was caused by the 

financial crisis. The financial aid packages did help and the TED-spreads did come down as the 

global markets started seeing improved signs of stabilization. However, as the markets are still 

unstable, the different interbank markets are still having higher spreads for lending than they did 

before the crisis. Nordea is the highest rated bank compared to its competitors, and at the same 

time, the bank has focused on having equity during the crisis. The bargaining power of Nordea‟s 

suppliers would therefore, in a normal market situation, be low, but due to the recent financial 
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crisis this has increased to medium as long-term funding has become more expensive as the 

markets assessment of capital requirement has increased. Although suppliers have more 

bargaining power now, Nordea‟s cost of interbank capital is still relatively less than that of 

competitors. Thus, as the liquidity crisis lessens, the risk premiums will decrease and the supplier 

bargaining power will lessen. The financial crisis puts part of Nordea‟s income at risk, increases 

loan losses and constrains risk weighted asset growth. Nordea‟s response to the challenges ahead 

is clear. Nordea sticks to its organic growth strategy and keeps up the strong business 

momentum, while adjusting the speed of execution. 

 

Bargaining Power of Customers 

In general, Nordea‟s customers have medium to low bargaining power. Initially they can choose 

the bank that they feel provides the best services and products. Furthermore, as previously 

mentioned, there are a very high number of banks to choose between.  

 

However, as a bank is chosen, there are high switching costs connected in shifting to a new bank. 

These costs are connected with switching mortgage, car loan, credit card, checking account and 

mutual funds. For this reason, Nordea have created their gold, silver and bronze segmentation. 

The more banking operations the customer has with Nordea, the higher a level the customer will 

obtain. To become a gold member, the customer has to have assets of more than EUR 30.000 and 

more than five Nordea products
142

. When the customer reaches the highest segmentation, she or 

he will receive better fixed prices and a personal named advisor. Nordea has undertaken this 

segmentation in order to create and foster personal relationship which is the main part of 

Nordea‟s customer strategy
143

. Hence this scheme aligns more important customers with higher 

economic loyalty to Nordea. In a way it increases the bargaining power of Nordea with 

bargaining power from its customers. 

 

The customer bargaining power, and how willing the client is to change its bank, can be 

measured by customer satisfaction indexes. The European standard for measuring of consumer 

satisfaction, Extended Performance Satisfaction Index (EPSI)
144

, has undertaken studies of the 
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Nordic banking sector. The general picture of these studies shows that the previous increasing 

customer satisfaction for Scandinavian banks has slowed down and even decreased since 2007
145

. 

For Nordea Denmark, the index score is amongst the lowest of the banks in Denmark in 2009, 

namely a rank as number four out of six. However, Nordea‟s largest competitor in the Danish 

market, Danske Bank, has a lower score than Nordea
146

. In Norway the picture is slightly better, 

as Nordea Norway is ranked fourth of the eight largest banks in Norway measured by consumer 

satisfaction
147

. For Sweden, Nordea ranks second of the four largest banks, just outperforming 

SEB and Swedbank in 2009
148

. Nordea Finland ranks in the lowest segment measured by 

consumer satisfaction in 2009
149

. Another way to measure customer satisfaction is through 

different studies by magazines and organizations. Nordea has received several rewards 

throughout 2009. These include:  

 Best private banking in the Nordics, Denmark and Finland by Euromoney 

 Ranked 22
nd

 in the “World‟s 50 safest banks 2009” by Global Finance magazine 

 Named best regional bank in the Nordic and Baltic Regions by Euromoney  

 Best bank in Finland by Euromoney  

 Best investment bank in Denmark by Euromoney
150

 

 

The bargaining power of the customers is medium to low. The different awards achieved 

throughout 2009 show improvement and, along with the segmentation program, show that 

customer loyalty will increase and the bargaining power towards Nordea can be expected to 

decrease as a result of Nordea providing qualitative and competitive products. 

 

Threat of New Entrants 

The threat of new entrants to the Scandinavian and Baltic baking market is low as many entry 

barriers exist in the banking sector. First of all, there is the requirement of capital which is a high 

barrier because in this market, it is hard to get access to this capital especially at a low price. The 
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minimum capital needed in order to start up a bank is by law EUR 8m in Denmark
151

. 

Furthermore, each country has different solvency requirements to the banks. These rules are 

expected to be tightened even further with the introduction of Basel III. 

 

As banks such as Nordea have economies of scale, another entry barrier to start up a bank is the 

requirement of branch offices, ATM‟s and IT systems. In order to gain market share the bank will 

have to be exposed through branches and ATM‟s. Furthermore, it is important to have a secure IT 

system and this will also be costly to develop as it has to be secure and meet the demands of local 

authorities.  

 

It is also important for new banks that they can hire skilled and honest employees and have a top 

qualified management in order to develop the right strategy and create the products the market 

demands. Furthermore, it is important to hire local employees as no country, or even the regions 

of a country, are the same and local knowledge is needed, as well as tailoring of products.  

 

Overall, the number of banks in Scandinavia has fallen by 6% from 2006 to 2008, with the 

highest decrease of 15% in Denmark
152

. All together the entry barriers to the banking industry are 

high as a lot of knowledge, expertise, finances and economies of scale are required. 

 

Threat of Substitute Products 

Nordea offers a lot of different products within a vast number of financial areas. Therefore, there 

will be different substitute products depending on the specific product area. For the broad retail-

banking segment, the amount of direct substitute products will be high, as many of Nordea‟s 

largest competitors offer products that could substitute Nordea‟s.  

 

Lawyers and real-estate brokers can also be substitute products to Nordea as these offer advice 

within some of the areas Nordea operate. However, through Nordea‟s segmentation program, the 

bank tries to separate itself from the herd, and offer special advisory and special products 

dependant on what segment the customers are in. When it comes to asset management, the 
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number of substitute products is again high and many banks offer special asset management 

products.  

 

Furthermore, stock brokers and special mutual funds can substitute the products that Nordea 

offer. Nordea has during 2009 been awarded for the financial performance of their products by 

Lipper
153

, which is a step in the right direction in order to reduce the threat of customers 

substituting to other products.  

 

Overall the threat of substitute products is high for Nordea, as customers have many options and 

can find other options than those Nordea offer. However, due to the medium to low bargaining 

power of customers, this is not a significant threat to Nordea which is illustrated by the positive 

development in Nordea‟s market shares over the recent years. 

 

3.3 Porter’s Value Chain
154

 

The following section will through Porter‟s Value Chain analyze Nordea internally to determine 

what strengths and possible weaknesses Nordea has in its business model. The model is divided 

between primary activities and support activities. Support activities affect the whole business and 

therefore also primary activities. 

 

Primary Activities 

In Nordea‟s value chain, the two main primary activities that are of highest importance are 

marketing & sales and service. 

 

Marketing & sales are the source of Nordea‟s income; this is the corner stone in the business 

model. Nordea aims to focus on sales and marketing through the strategy “Prudent growth” 

which includes a growth strategy, while being the best relationship bank and having one 

operating model
155

.  This emphasizes the need and importance of the marketing and sales 

activity
156

. The marketing and sales activity is also important due to the need to create a special 
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relationship between customer and advisor. The advisor has to be able to connect and 

communicate through a sales process with the customer in order to make Nordea the best 

relationship bank.  

 

The second primary activity for Nordea is service. In every company it is important to maintain a 

high service level in order to satisfy the customer. This is not different for Nordea, and as the 

bank tries to become the best relationship bank, the service activity that the employees offer to 

customers is of great importance. As previously mentioned, Nordea has implemented different 

segmentations. If one becomes a gold member, this means that this customer has the highest 

loyalty rating as the customer is most likely to have gathered all the bank business within Nordea. 

To keep loyal customers in the gold segment, Nordea offers extra service to these members 

through a personal named advisor and the best fixed prices
157

. Throughout 2009, Nordea has been 

able to increase the number of gold customers by 12,000 per month
158

.  

 

According to the previously mentioned EPSI consumer satisfaction indexes, Nordea performs 

well in some countries and is in the lower ranks of customer satisfaction in others. This picture is 

the same for Nordea when it comes to image and loyalty in the EPSI rankings for the 

Scandinavian markets. However, the tendency is that Nordea ranks relatively high when it comes 

to B2B and lower in the B2C indexes. For Sweden the picture is slightly reversed
159

. We expect 

the general tendency to be the same for the Baltic countries as this was the case in 2005 when the 

latest figures were released
160

. 

 

Secondary Activities  

Nordea has put great effort into the secondary activities which support the primary activities 

throughout the company. The most important secondary activities for Nordea are infrastructure, 

human resource management and technology development.  
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Infrastructure for Nordea is all about the location of the branches. It is very important for Nordea 

to be able to reach out to its customers through branches and ATMs. Nordea has 1,357 branches 

in the countries that the bank operates
161

. Due to the financial crisis, banks have in general had to 

cut costs and optimize their business model. This has also been the case for Nordea, but only the 

Finnish and Swedish markets have seen a decrease in number of branches compared to 2008
162

.  

 

The rest of the markets have seen an increase or have maintained the same number of branches. 

Poland, in particular, has seen an increase in branches with 14 opening in 2009. Nordea expects 

to open another 50 branches in Poland during 2010 and this emphasizes the market potential 

Nordea sees in Poland
163

. Polish expansion rationale is geographical proximity and a general 

possibility to align concepts, distribution and products with the rest of the group
164

. 

 

Human resource management is a key activity in Nordea as Nordea‟s future depends on the 

employees and how well these employees can create special relationships with customers and 

attract new customers. As of 1 January 2010, Nordea had approximately 36,500 employees and, 

of these, 11.3% held a University degree with this number being 23.3% for managers
165

. In order 

to create the best team in the industry, Nordea has created its People Strategy
166

. The strategy 

focuses on building a strong foundation, finding employees that will move the bank from good to 

great, having the right person in the right place at the right time, mobilizing, differentiating and 

rewarding, providing opportunities and practicing the leadership
167

. The strategy should reinforce 

the Nordea values which are:  

 Great Customer Experiences 

 ONE Nordea Team 

 “It‟s all about the people”
168

.  
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The strong focus Nordea has on the hiring process and staffing service has lead to a very high 

employee satisfaction result, which has been constantly increasing for the last 3 years
169

. Of 

Nordea‟s employees, 82% are proud to tell others that they work for Nordea. A disadvantage in 

Nordea‟s human resource management is the complexity of the company. Being a large 

international organization, Nordea sometimes becomes bureaucratic and decision making can be 

complex and take time as Richard Wanamo (Portfolio manager), Oliver Zecevic (Leader of 

Derivatives Processes) and Mika Långström (Senior Credit Analyst) express
170

. This bureaucracy 

can in the worst case make Nordea immobile and miss business opportunities. 

 

The third secondary activity that is of high importance for Nordea is technology development. 

Being a bank, Nordea is highly dependent on an internal IT system as well as internet-banking, 

payments and card platforms for customers that are secure and meet international requirements. 

In 2009 Nordea initiated activities to improve IT performance, product platforms, standards and 

infrastructure in order to secure a competitive edge for future growth of the bank
171

. Furthermore, 

Nordea has one operating platform for all the countries that the bank operates in, which should 

lessen the amount of systems an employee has to know and thereby reduce training costs. New 

technology developments such as e-banking through mobile devices could be an opportunity for 

Nordea and a way to gain market share. All together the expected improvement from the 

initiatives and the structure of having one operating model makes Nordea competitive within the 

technology development activity.  

 

3.4 Porter’s generic strategies
172

 

According to Porter, companies can gain success if they can follow one of four generic strategies. 

Through their strategy, it is important to analyze if Nordea can create value for its investors. By 

analyzing Nordea‟s prudent growth strategy, Nordea is said to run a differentiation strategy. 

According to Porter, the differentiation strategy implies that Nordea focuses on high quality of 
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products, fast customer handling and unique service. Furthermore, the strategy is often used 

together with customer segmentation in order to make the products fit the segment
173

.  

 

Nordea does exactly what Porter describes as the underlying drivers to added value in the 

differentiation strategy. Furthermore, Nordea offers a broad variety of products in all its markets 

segments. Nordea has segmented its customer group in order to provide the right service to the 

right segment. The segmentation results in three different household segments, namely bronze, 

silver and gold
174

. In order to make this prudent growth strategy efficient, Nordea operates with 

one operating model
175

. This allocates resources where they are most needed and builds a strong 

foundation for Nordea‟s differentiation strategy, which is also evident through the very small 

amount of employees Nordea has laid off during the crisis, compared to its competitors. The 

prudent growth strategy and the special segmentation is in line with what Porter describes should 

make a good differentiation strategy that can add value for Nordea‟s investors and customers. 

Nordea‟s generic strategy is very clear and strong and should be a strength that adds value to 

customers and in effect investors.  
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3.5 SWOT 

The analysis and review of the external and internal factors of the Nordic, Baltic and Polish 

banking market is summarized in the SWOT analysis, see Table 7. This is done to get an 

overview of Nordea. 

Table 7. SWOT Analysis 

In
te

rn
a

l O
rig

in
 

Strengths: 

Market leader in some segments 

Broad variety of products 

Customer segmentation 

Closeness to the market through branches 

Nordea‟s “Prudent Growth” 

Nordea‟s “People Strategy” 

Employee satisfaction  

High Service & Loyalty score – B2B 

Technological development 

Weaknesses: 

Low Service & Loyalty score – B2C 

Too big – Not personal  

High exposure to the Nordic and Baltic regions 

Bureaucracy 

Technological development 

 

E
x

ter
n

a
l O

rig
in

 

Opportunities: 

Government induced stability measures  

Economic recovery in 2010 

Fiscal stimuli from governments 

Increasing market sizes 

Increase in wealth 

Significant market share in all markets 

Largest bank in Scandinavia 

Basel III 

High Level of education 

High credit rating 

Threats: 

Political, economical, and social instability in Latvia 

Prolonging of economical downturn 

Reversal of fiscal stimuli 

Double-dip 

Highly competitive environment 

Basel III 

Loan losses 

Interbank markets – Risk premiums 

Decreasing market size in the Baltic area and Poland 

 

Source: Own creation 

 

Internal Origin (Strengths and Weaknesses) 

Market Dominance 

Through a broad variety of products and a customer segmentation strategy which meets the 

demands of the customers, Nordea has been able to establish a dominant position in the 

Scandinavian and Eastern European market. Furthermore, a high employee satisfaction has been 

accomplished through the People Strategy. Nordea‟s people strategy is a strength as it assures 

that Nordea has motivated and educated employees to support all of the operations Nordea 
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performs. Nordea‟s service and loyalty score with B2B customers has been increasing the last 

couple of years and is expected to do so through the high focus Nordea pays to this area. The 

largest weakness for Nordea is the B2C service and loyalty score compared to is closest 

competitors. Nordea has a lot of focus on the B2C area but this focus does not shine through on 

the ranking in B2C service and loyalty scores relative to its competitors. We assume this is due to 

Nordea‟s size, which has led the bank to become more impersonal. However, overall, Nordea‟s 

dominant position is expected to be maintained in the future and further market share is expected 

to be gained. 

 

The current market share and dominant position has especially been reached through the prudent 

growth strategy. The strategy is expected to continue giving Nordea a competitive advantage 

compared to its closest competitors. Nordea is expected to focus on new initiatives to support the 

prudent growth strategy. Most noticeably: growth in Finland, growth in the corporate market in 

Sweden, and growth in Poland
176

. We find this realistic as the financial crisis, as seen in the 

economical analysis under PESTL, has not impacted Finland and Poland so heavily. Thus overall 

Nordea‟s strategy is in line with our findings. However, regarding the expansion plans in 

Sweden, we associate this with some risk and uncertainty due to the strong influence from the 

Baltic region, especially Latvia, on the Swedish economy. 

 

A weakness for Nordea is the concentration in the Nordic and Eastern European regions. Nordea 

is highly exposed to risk in specific regions and if one country defaults, this will result in other 

countries in the region having difficulties, which in turn will impact Nordea harder. 

 

In theory, Nordea could have huge opportunities for growth in the emerging economies of Africa 

and the Asia Pacific region. The sustained dynamism in the Asia Pacific economies presents a 

huge opportunity for the bank‟s business to gain momentum. In Africa approximately 90% of the 

population is believed to have no access to banking. In Asia, the market potential in countries like 

India and China provides huge opportunity for the bank to expand its operations. Both countries‟ 

economies are growing at significant levels and there is still huge unmet demand for banking 
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services. According to estimates
177

, the average growth for major Asian economies will be 4% in 

2010. There is significant growth in the middle class population in India bringing the total of 22 

million new customers in the market per year and will reach 250 million by 2010. Similarly, 

China‟s credit-card market will reach 75 million by 2010. Thus, the bank could continue its 

growth and expansions in the African and Asia-Pacific markets, in order to become less exposed 

to a single region. 

 

External Origin (Opportunities and Threats) 

Market concentration 

An opportunity for Nordea is to gain further market share in all markets and substantiate its 

position as the largest bank in Scandinavia. A threat for Nordea is the highly competitive market. 

As Nordea operates all over Scandinavia and in the Baltic region, the bank has a lot of 

competitors. Some of these competitors only focus on one or two markets and compete with 

Nordea for the highest market share. It is interesting to note the highly competitive situation in 

Poland as Nordea is planning on expanding aggressively here. However, with Nordea‟s previous 

track record in the Baltic countries we believe that Nordea will also succeed here.  

 

Market sizes 

The market sizes in Scandinavia are increasing due to population growth. However, there are 

decreasing market sizes in the Baltic countries and Poland. These are two markets where Nordea 

is increasing its number of branches, with the main focus on Poland. If the market size decreases 

significantly, this could, ceteris paribus, result in a lower income than expected for Nordea, and 

could, in the worst case, turn out to be an expensive decision. This is more relevant in the Baltic 

countries rather than Poland as Poland has a very large population. There is a slight leaning 

towards a more deposit oriented market over the next 10 years in Nordea‟s markets, but there is 

no overwhelming trend in either the loan or deposit segment. Furthermore, from 2000 to 2008 

almost all of Nordea‟s markets have seen an increase in wealth. Overall, the total population that 

Nordea serves will be stable and as wealth increases so will banking potential. 

 

 

                                                 
177

 Arctic Securities 



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

58 

 

Basel 

Basel III is an opportunity for Nordea. The highly expected new Basel III with new tighter 

regulations for the whole banking sector has left many banks anticipating what the impacts will 

be. Nordea is one of the few banks in EU that have given any guidance on the impact of the new 

regulations. Nordea is ready for the new regulations and a relatively safe haven when it comes to 

these
178

. We therefore expect Nordea to be able to increase its markets share as the bank is able to 

continue is current strategy and will not have to make special changes that will hinder 

competitiveness, which we predict that other banks will need as a result of Basel III. However, 

the implementation of Basel III could also be a significant threat for Nordea, if regulations turn 

out to be harder than expected. 

 

Economic recovery 

Economic recovery in 2010 is an opportunity for Nordea as this would bring financial stability 

and growth to the markets that Nordea operates in. Furthermore, it would reduce loan losses 

which are a significant negative figure in Nordea‟s annual report 2009. However, this recovery 

will be uneven in Nordea‟s markets. Growth in Poland is expected to increase significantly and 

seems less affected by the crisis. Latvia on the other hand has a long recovery period ahead, due 

to its need to restructure the industrial sectors towards more export orientation; otherwise a quick 

recovery will lead to a quick current account deficit and to another crisis. 

 

The economic recovery has already been helped on its way by fiscal stimuli from governments all 

over Europe. Governments, in most of the markets that Nordea operates in, have positively 

supported the banks both from a consumer perspective and from a financial stability perspective, 

thus laying the ground work for future growth. In this regard a reversal of fiscal stimuli packages 

by local governments is a threat for Nordea. There is considerable risk that the reversal of fiscal 

stimuli caused by the need for fiscal consolidation in major OECD countries could lead to a 

second double-dip in 2010 or 2011
179

. A double-dip would lead to further turmoil in the global 

and local financial markets. This could again impact loan losses and would be a clear threat to 

Nordea, as Nordea would be hit hard by a further increase in loan losses. Furthermore, the 
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interbank markets would most likely once again increase risk premiums and it would be hard for 

banks and financial institutions to find short-term financing at a reasonable price. The result 

could be banks collapsing and governments actively bailing the worst banks out. The 

development of the economies remains very hard to predict, which is why a sensitivity analysis 

will be done when valuating Nordea.  

 

In any case, the effects on Nordea from the macroeconomic factors is likely to pose challenges 

for Nordea over the next few years including more subdued loan growth, high non-performing 

assets, and reserve building. Pressure is also expected on the net interest margin, varied fee 

income performance and more controlled operating expenses. 

 

Latvia 

The largest threat for Nordea in the short-term is the instability in Latvia. The political, 

economical and social instability in Latvia could get out of hand and send shockwaves 

throughout the Baltic countries thereby affecting Scandinavia through the high exposure Swedish 

banks have to the Baltic region. Even though Latvia contributes with a relatively small amount on 

Nordea‟s income statement, loan losses for the country have significantly increased. We therefore 

find it necessary to analyze Latvia in order to determine previous, present and future 

developments in the Latvian economy and how this will affect Nordea. 
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4.0 Latvia 

In the following we will assess Latvia‟s history, accession to the EU, the financial crisis‟s impact 

on Latvia, the international community‟s impact on Latvia and the drawbacks of the international 

support. Furthermore, we will analyze the linkages between Latvia and the global economy, and 

break down the macroeconomic figures for Latvia, in order for us to forecast three possible 

scenarios for the development in Latvia. 

 

4.1 History 

The first two commercial Latvian banks since the Second World War were established in 1988 

with licenses from the USSR State Bank in Moscow. With the regaining of independence on 31 

August 1990 the licenses were now issued by the Bank of Latvia. In 1994, the first foreign bank, 

Dresdner Bank AG from Germany, established itself in Latvia by opening a representative office. 

From 1991 to 1995, Latvia, as many of the post soviet countries, went through a series of reforms 

and economical setbacks. In 1995, 15 banks had their licenses revoked. Of the most notable was 

the collapse of Baltija Bank in 1995 when the banking system lost around 40% of its assets and 

liabilities
180

. In 1998 the Latvian banking sector experienced another shock due to the financial 

crisis in Russia. As a result of this, two banks went bankrupt and one was declared insolvent. 

Furthermore, two banks had their licenses revoked. The losses due to the Russian financial crisis 

amounted to around LVL 102m. However, by 1999 the banking sector was back on track with 19 

of 24 banks reporting profits. 

 

The reforms during the 1990‟s were referred to as a “soft shock therapy”. As a result of these 

reforms, there was a very neoliberal orientation of the government. Latvia‟s taxation became very 

favorable towards the wealthy as a flat tax rate was kept from 1997 till 2009
181

. Furthermore, 

there was no capital tax on real-estate trading which opened the doors for a very lucrative real-

estate trading and speculation market. This liberal approach resulted in Latvia going from the 

extremes of communism to the extremes of capitalism in less than twenty years
182

, with the side 

effect being high levels of corruption.  
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4.2 Accession to the EU 

Latvia was admitted to the EU in May 2004
183

. As a result, credit rating agencies, Fitch and 

Standards & Poor‟s, upgraded Latvia‟s credit rating to “A2”
184

 and “A-“
185

 in 2005. According to 

Jerry Wirth, president of RBM Property Group in Riga, "Accession to the EU and the promise of 

accession to the euro gave investors a great feeling of security." He notes that many investors 

from Western Europe, including both individuals and banks, rushed to participate in the great 

property bubble
186

.  

 

According to the Bank Association of Latvia, the total amount of loans from 2004 to 2008 

increased by 350% from LVL 4381m to LVL 16589m
187

. In 2007, loans amounted to almost 

90% of GDP
188

. Loans were mainly financed with foreign capital and not by local deposits. In 

effect, relative to the GDP the Latvian banking sector assets have been the highest not only 

compared with the three Baltic countries but also compared with all the new EU member states in 

Eastern and Central Europe.
189

 

 

Most of the loans went towards the real-estate sector and consumption of imported goods
190

. 

With loans growing by 58% in 2006 and 34% in 2007, this created an increase in the real-estate 

prices of 75% in the period from the start of 2006 till mid 2007.  

 

The development of the real-estate sector was also largely spurred by the government through a 

lack of regulation of construction development. According to Aiga Grisane from Delna, an anti-

corruption watchdog group, “in Estonia, if you are building a bunch of skyscrapers, you have to 

submit a plan for roads, kindergartens, stores. In Latvia, you could do whatever you wanted”. 
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Grisane believes such unregulated development inflated Latvia‟s real-estate bubble more than in 

neighboring Lithuania and Estonia
191

.  

 

Furthermore, as the integration to the EU was strengthened together with the free movement of 

workers and with real-estate bubbles in England and Ireland, Latvian labor migrated. 1.5% of the 

Latvian working force is estimated to have gone abroad
192

. As a result of the booming 

construction industry and migration, Latvian unemployment dropped to 5% in Riga and from 

2006 to 2008 and the cost of labor doubled with inflation tripling.  

 

Latvia also had a large underground cash economy which resulted in inflation further increasing, 

according to Aiga Grisane from Delna, “most of the construction workers were getting salaries 

under the table, which further helped increase inflation”. According to a report from 2004 by the 

European Commission (EC), approximately 20% of the Latvian workforce operated off the 

books
193

. As a result of the wage increases and the development in the real-estate sector, much of 

the investment from the increase in wealth was further channeled into real-estate, under the 

assumption that real-estate prices would grow indefinitely, causing a bubble in real-estate prices.  

 

From 2000 to 2007 Latvia‟s GDP grew at annual rate of 9%, making it one of the fastest growing 

economies not only in Europe but also in the world. However, the export sector was neglected 

and as imports increased, Latvia‟s local manufacturing and export base was weakened
194

. In 2006 

and 2007 the current account deficit grew to more than 20% of GDP. In 2007 Latvia had the 

second highest trade deficit in the EU after Bulgaria
195

. Furthermore, by 2007 Latvians had the 

lowest household savings rate in the EU
196

. Latvia was effectively borrowing roughly 20% of its 

income from abroad. By the end of 2007, foreign debt, most of it private sector debt, had 

increased to more than 125% of GDP
197

.  
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As Latvia ran a large current account deficit in 2007 that amounted to 25% of GDP
198

, the 

measures to stop this were small. According to Peteris Strautins, chief economist of Swedbank in 

Riga, even in the height of the boom Latvia ran a current account deficit "the government did 

nothing to stop the party. Instead it joined in"
199

. Ainars Slesers, who served in the Latvian 

Parliament during the boom years, coined a phrase that is sure to become a symbol of the 

prevailing government attitude at the time: gazi grida (pedal to the metal)
200

.  

 

In 2007 the government attempted to slow down the speculation in real-estate. At this point it 

was, however, already too late. The intervention was done by limiting credit availability, 

increasing mortgage fees and requiring certification of legal income and taxes
201

. However, by 

this time some real-estate owners had already experienced problems with mortgage payments 

and, on top of this, came the financial crisis and with it a drying up of liquidity. 

 

4.3 The Financial crisis 

As a result of the financial crisis and the drying up of the interbank market
202

, foreign banks 

stopped lending more to Latvia and foreign deposit holders withdrew their funds. At the height of 

the crisis, one of the largest causalities was Latvia‟s largest bank, Parex bank, which was 

nationalized in November 2008. The nationalization was done due to a large run on the bank in 

which the bank lost EUR 85m over a few days
203

. The run was caused by rumors that the bank 

would not be able to make the next payments or to repay the two syndicated loans from a group 

of European and Japanese banks
204

.  

 

By late 2008 Latvia faced a recession and increasing pressure on the currency
205

. Furthermore, 

the global financial crisis coming on top of this and a derived decrease in exports, turned the 

recession into a severe economic crisis and Latvia‟s economy contracted by 4.6% in 2008 and by 

18% in 2009. Latvia‟s economy was among the worst hit by the global economic crisis, and in 
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2009 Latvia was coping with Europe‟s second-deepest recession, only Lithuania was worse 

off
206

.  

 

Thus the situation in Latvia, to a large degree, was caused by liberalization of the financial sector 

and opening the economy to outside capital and investments
207

. As Erik Berglof, chief economist 

for the EBRD in London
208

, puts it, "they (Latvia) adopted a growth model that we used to think 

was the right one, based on capital flows, convergence, and European values.” Instead of 

sustainable growth, this lead to a credit fueled growth mainly financed by foreign banks
209

. 

 

A large part of the recession was a painful correction to the bubble that had inflated in the 

earlier part of the decade.
210

 However, the combination of a financial crisis and faltering 

export demand was an occurrence in which all countries suffered; nevertheless, some 

countries fared better than others.  

 

Thus, a large degree of the blame for this situation can be put on the Latvian government for 

the mismanagement of the country during the upswing and then followed by slow and 

inappropriate action during the initial months of the financial crisis. The mismanagement 

included insufficient attention to the weaknesses in the domestic financial sector, inadequate 

response to the current deficit and a lack of institutional reforms necessary to support 

convergence with the rest of Europe
211

.  

 

We share the opinion of Erik Berglof
212

, that the model wasn‟t the mistake; the mistake was 

the lack of architecture to support the model. In effect, the lack of attention to the financial 

sector by the government was what enabled excessive lending by foreign banks that in turn 

neglected the lessons from previous crises
213

.  
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4.4 The international community 

In November 2008, with the imminent collapse of Parex bank, the Latvian government requested 

aid in the form of liquidity support, state guarantees and a recapitalization measure in favor of 

Parex, in line with the EU rules on emergency aid for banks. In November 2008 this aid was 

approved by the EC
214

. 

 

Due to the financial instability in Latvia and the fixed exchange rate, the Latvian foreign currency 

reserves fell by approximately 20% to EUR 3.4bn
215

 from August 2008 until the end of 

November 2008. This was one-third of short-term external debt and just over 100% of base 

money (from 127% in September), as the central bank sold foreign currency to defend the 

currency peg
216

. Despite the substantial intervention by the central bank, since early October 

2008 the exchange rate had remained at its upper (depreciated) band, while interbank spreads 

spiked. At this point there were very large concerns over the financial system and the external 

debt sustainability. Thus, Latvian currency and the exchange rate peg came under strong pressure
 

217
. Due to the fixed exchange rate, Latvia could not counter the financial crisis with floaters and 

turned to the international community for assistance
218

.  

 

To counter the situation in Latvia, an international support package was agreed on in December 

2008 and prepared in order to stabilize the Latvian economy. The IMF contributed with EUR 

1.7bn, the EU with EUR 3.1bn, the Nordic Countries with EUR 1.8bn, the World Bank with EUR 

400m, the Czech Republic with EUR 200m, the European Bank for Reconstruction and 

Development (EBRD) with EUR 100m, and Estonia and Poland with EUR 100m each. This 

totaled an international support package of EUR 7.5bn
219

 for Latvia, which came with a required 

and comprehensive government reform program
220

. This led to an initial release of approximately 
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EUR 600m from the IMF in December 2008 in order to end the drain on international reserves
221

. 

As the Latvian government faced severe difficulty in borrowing from the international financial 

markets, without international support, government spending would have collapsed
222

. 

 

The international support package was centered on maintaining the stability of Latvian currency 

and also implementing strong internal reforms in Latvia, which required large international 

financial support. The key elements of the program include immediate measures to stem the loss 

of bank deposits and international reserves in order to restore confidence in the banking system. 

Furthermore, the program supports private debt restructuring, fiscal measures to limit the 

substantial widening in the budget deficit, prepare for early fulfillment of the Maastricht criteria, 

income policies and structural reforms that will rebuild competitiveness under the fixed 

exchange rate regime
223

.  

 

However, there was still the problem and risk of foreign banks cutting credits and leaving the 

country in order to cut losses
224

. This risk was further increased as the banks were uncertain 

about the actions of other banks which could lead to higher pressure on the remaining banks. 

Therefore, bank behavior was a very large risk to macroeconomic stability. A large outflow of 

capital from Latvia, because of bank behavior, could create a large scale balance of payments 

crisis and would be devastating for the Latvian economy even to the extent of a potential default 

and a currency collapse
225

. 

 

It was important to bring the banks in line, as the success of the reform program and medium-

term balance of payments sustainability also depended significantly on the continued 

involvement of all banks operating in or with Latvia, including foreign-owned banks. On 11 

September 2009, the IMF and the EC
226

 invited the key banks: DnB NOR, Nordea, SEB and 

Swedbank to the European Banking Group Coordination Meeting. The conclusion of the 
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meeting was the issuing of a statement
227

 that the banks would maintain their exposure and meet 

the liquidity and capital needs of their branches and subsidiaries in Latvia
228

.  

 

4.5 The drawbacks of the international support 

As the international loan support package came with the condition of cutbacks in government 

spending, the Latvian government agreed to cut about USD 1bn from its budget each year until 

2012
229

 in order to attain the euro by 2014
230

. An added effect, however, was the severe recession 

which meant that tax revenues fell by 26% in 2009 and, even with the international support 

package, the gap in the government finance was so large that the government had no choice but 

to cut government spending
231

. Thus, the support package could only finance Latvia‟s budget 

deficit, in order to maintain essential public services
232

.  

 

Although strengthening the safety net for those hurt most by the crisis was attempted by 

eliminating health copayments for the poorest, increasing the guaranteed minimum income, 

extending unemployment benefits and launching a temporary job program
233

, the cutbacks were 

very badly received. On 13 January 2009, more than 10,000 people protested against the 

government cuts
234

, the demonstrations were the worst since Latvia regained independence. As a 

consequence of the financial crisis, the government resigned on 20 February 2009
235

. Latvia‟s 

new Prime Minister, Valdis Dombrovskis, admitted at this point that the country was on the brink 

of bankruptcy, urging the nation to accept the IMF conditions or face financial ruin
236

. On 6 June 

2009, the day after municipal elections, the government, now with a new mandate, cut another 

EUR 700m from the budget and announced a 10%
237

 cut in pensions and a 50% cut in teachers‟ 

salaries
238

.  
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By the time of the first review in August 2009 and the payment of EUR 200m, the economic 

situation in Latvia had deteriorated rapidly. In August 2009 more than 10% of Latvia‟s borrowers 

were over 90 days late on their mortgage payments and the provisions for bad loans had caused 

system wide losses at an annualized rate exceeding 2% of GDP
239

. However, no immediate 

solvency issues were suggested
240

. Although banks had resisted evicting homeowners, they had 

not been passive. In June 2009, on an unused airstrip at the Riga airport, more than 500 cars, 

trucks and bulldozers sat idle; all repossessed by the banks
241

.  

 

The increased unemployment and decrease in wages led to a need for helping people to stay in 

their homes. Thus in 2009, a scheme was developed that guaranteed loan repayments if banks 

would agree to restructure mortgages. The scheme freezes part of the loan for a period of two 

years, reduces monthly mortgage payments and writes off part of the principal. It covers the 

primary residence of home-owners with mortgages up to LVL 100,000
242

. Furthermore, as most 

mortgages in Latvia are denominated in euros, maintaining the fixed exchange rate has also 

helped homeowners.
 243

 

 

By the second quarter of 2009, the GDP had fallen by 19.6% and retail sales were down 28% as 

well as unemployment reaching approximately 15%. Together with a worse than expected 

international environment, which had eroded the government revenues thus forcing government 

to cut costs as a result, Latvia‟s exchange rate was still under pressure and Latvia was in a deep 

recession. In the fall of 2009, Latvia still had problems with delivering sufficiently large cuts in 

government spending
244

, but eventually these were finally reached.  

 

As a result, the government deficit was kept at around 7% of GDP in 2009
245

 and a strong 2010 

budget for further progress towards fiscal sustainability was passed
246

. Together with the 
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government‟s strong efforts, the support package had ensured stability through the worst of the 

crisis and a recovery is predicted in late 2010
247

. Latvia‟s foreign currency reserves stand at EUR 

4.8bn today, up from EUR 3.4bn at the height of the crisis in November 2008
248

. In 2010, the 

pressures on the exchange rate have abated, and overnight interest rates have fallen from a peak 

of 33% June 2008 to around 1.3% February 2010
249

. On 17 February 2010, the IMF‟s Executive 

Board decided to make a further EUR 200m available to Latvia
250

. One of the key goals of the 

program is to strengthen the financial system so that banks can start lending again. There is 

anecdotal evidence that banks are indeed starting to increase their loans to exporting firms.
251

 

 

4.6 Assessment of Latvia’s situation 

On the background of Latvia‟s past and current development we find that the current financial 

climate in Latvia mainly arose due to two reasons. Firstly, the government did not intervene into 

the real-estate market and rules and regulation were close to nonexistent. Secondly, banks were 

easing access to credit in Latvia to an extent that got out of control. The combination of this 

government mismanagement of policies along with a very liberal credit market, primarily enabled 

by foreign banks, eventually made the Latvian bubble burst. We believe that this bubble together 

with the high growth Latvia experienced in the mid 2000‟s resulted in a laissez-faire attitude 

towards regulations and rules. Furthermore, money under the table and an overall large 

underground economy in Latvia made it hard for politicians to intervene and for these 

interventions to have significant impact. 

 

We therefore have to be critical when looking at the ability of the government to execute the new 

budget in Latvia. Before the financial aid packages and intervention from IMF and the EU, the 

Latvian government had not been able to control its budget spending. This had lead to an 

economic situation in Latvia that had been out of control for a long time.  
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Another good example of this current European “saving” policy is the current situation in Greece. 

IMF and the EU are doing everything they can to save Greece and help pay government bonds 

through financial aid packages. However, as with Latvia, these loans come at a price, and both 

Latvia and Greece will have to meet high standards with regards to budget cuts and government 

spending.  

 

As with Greece we are skeptical that Latvia suddenly should be able to implement an even tighter 

budget and control spending. However, the new government might be exactly what Latvia needs 

in order to implement the new budget. From the above analysis, some uncertainty still exists as to 

how quickly and well the Latvian government will be able to implement the new tight budget and 

get the country back on track, and whether it is even possible without further external help.  

 

Conversely, we are sure that with the continued international financial support and support by 

international banks, IMF and the EU that Latvia‟s economy and banking system will slowly 

return to a stable and robust growth. A devaluation of the Latvian currency will be a last resort as 

this could send shockwaves through all of Europe.  

 

4.7 Latvia and the global economy 

Latvia is highly synchronized with the business cycles of the major trading partners
252

. The 

synchronization has become more strongly correlated with the EU since 2000. Although, Russia 

is in the vicinity of Latvia and is the largest country bordering Latvia, the importance of Russia 

on the Latvian economy is falling. According to an IMF working paper, Latvian GDP is to a 

larger extent correlated to a variation in EU GDP rather than to Russian GDP
253

. Lately, the 

Russian impact is even found to be quite insignificant
254

. 

 

It has been argued that these cycles could reflect the influence of common world business cycles 

or common global shocks
255

. The increased correlation since 2000 might reflect the increased 

trade over this period. The clearest channel, by which the Latvian economy is influenced from 
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abroad, is through trade linkages
256

. As 56% of Latvian banks are foreign owned, changes in the 

conditions of the banks home market will influence the Latvian subsidiaries.  

 

From the major trading partners, it is foreign countries‟ financial conditions and trade linkages
257

 

that are the most important channels of foreign influence on Latvian economy. These two factors 

account for transmission of over 75% of spillovers to Latvia while commodity prices contribute 

approximately 19% in Latvia. As financial linkages and trade constitute a large part of the 

spillovers to Latvia, the global slowdown will lead to the Latvian economy also being highly 

affected, and if global slowdown persists, so will the low growth in Latvia. 

 

Finally, shocks in the real effective exchange rate are also found to depress the growth in 

Latvia
258

, by worsening the competitiveness of Latvian companies. Thus, in the long term, if 

Latvia is not capable of controlling rising wages, nominal appreciation and high inflation, the 

growth will be much slower due to loss in competitiveness
259

. 

 

Thus, we can conclude with Latvia‟s increased dependence on the EU any growth change in the 

EU, negative or positive, will affect Latvia. Furthermore, it is key for Latvia to restructure the 

industrial sectors into more export oriented ones, while controlling macroeconomic factors in 

order to remain competitive. 

 

4.8 Current Latvian Macroeconomic Situation in Key Financial Figures 

The previous section focused on the underlying political and macroeconomic developments 

globally as well as in Latvia over the previous years. The following section will focus on and 

analyze the key financial figures for Latvia in depth over the last 9 years.  

 

Gross Domestic Product 

Until mid 2008, Latvia had the fastest growing economy in Europe. This all changed in 2008 and 

2009 when the financial crisis left its imprint on Latvia and GDP saw a development in 2009 of -
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18%. Table 8 shows the development in GDP for Latvia. Estimates for 2010 and 2011 by the EC 

have also been included. 

Table 8. Latvian GDP 

 

Source: Central Statistical Bureau of Latvia, European Central Bank Statistical Data Warehouse and IMF 

 

The main drivers behind the rapid growth that Latvia experienced in the mid 2000‟s in GDP were 

due to service sectors. Increased domestic demand and eased access to credit fostered 

development of trade, hotels and restaurants, which in total grew by 15.5% on average annually 

in the period of 2004-2006
260

. Financial intimidation and real-estate transactions, rent, computer 

services and other commercial services in total grew by 12.4% on average annually in the period 

of 2004-2006
261

. Contribution of manufacturing to the growth was more moderate and grew 6.2% 

on average every year in the period of 2004-2006
262

.  

 

The growth in the real-estate transactions resulted in robust growth in the construction sector
263

, 

and real-estate prices soared by 60% in both 2005 and 2006
264

. The soaring prices in the Latvian 

real-estate market lead to unrealistically high prices and when the financial crisis hit, prices in the 

real-estate market fell tremendously from a high of around a 60% increase in annual house prices 

in mid 2006 to a decrease of around -40% annually in 2008
265

. Table 9 shows GDP broken down 

by the most important activities and their development since 2001. 

Table 9. Latvian GDP, by activity 

 

Source: Central Statistical Bureau of Latvia 
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Thusind Lats (Reference year 2000) 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E

Real GDP 5,133,103  5,465,413  5,858,420  6,366,666  7,041,687  7,903,115  8,691,656  8,296,089  6,801,469  6,529,410  6,659,998  

Real GDP Change 8.0% 6.5% 7.2% 8.7% 10.6% 12.2% 10.0% -4.6% -18.0% -4.0% 2.0%

Real GDP Per Capita 2,180          2,337          2,519          2,753          3,061          3,454          3,819          3,645          3,016          2,887          2,945          

GDP by Activity (Thousand Lats) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

GDP (Total) 4,750,756       5,133,103       5,465,413       5,858,420       6,366,666       7,041,688       7,903,114       8,691,656       8,296,089       6,801,469       

Manufacturing 583,958           643,360           700,776           742,779           792,105           838,673           890,801          895,478          837,354           676,264           

Development 10.2% 8.9% 6.0% 6.6% 5.9% 6.2% 0.5% -6.5% -19.2%

Construction 261,650           277,616           307,689           349,914           396,558           457,858           556,312          643,844          626,944           416,493           

Development 6.1% 10.8% 13.7% 13.3% 15.5% 21.5% 15.7% -2.6% -33.6%

Services 3,054,612       3,310,251       3,508,457       3,765,096       4,112,059       4,592,842       5,194,916       5,716,179       5,573,614       4,739,931       

Development 8.4% 6.0% 7.3% 9.2% 11.7% 13.1% 10.0% -2.5% -15.0%

Real estate, renting & business activities 596,090           679,198           717,632           765,431           842,623           929,678           1,093,604       1,218,471       1,237,054       1,235,210       

Development 13.9% 5.7% 6.7% 10.1% 10.3% 17.6% 11.4% 1.5% -0.1%

http://www.liaa.gov.lv/eng
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During the upturn in the construction and real-estate industry, a derived effect was on the demand 

of the manufacturing industry. The manufacturing industry saw significant increases in the 

beginning of the century, although growth was more moderate than growth in service sectors. 

However, as the unemployment levels fell the labor costs increased from 2006 to 2008, Latvia‟s 

global competitiveness in the manufacturing sector diminished, and so did the relative 

contribution to GDP provided by the manufacturing sector. 

 

Overall, the financial crisis halted the easy access to credit that had fueled the Latvian economy 

for most of the past decade. Although the development in GDP has been negative since the 

financial crisis hit and this development looks to continue, stabilization in 2010 is expected by 

the Bank of Latvia
266

 and the EC
267

. The future development in the GDP is, nevertheless, hard to 

predict as the Latvian economy is relatively small and open, thus small global changes have a 

large impact on the Latvian economy. Currently there are both positive and negative factors 

influencing the future.  

 

The positive factors include the implementation of a tight budget for 2010 which is expected to 

be in line with EC recommendations. Furthermore, the 2010 budget shows signs of improvement 

in the area of fiscal governance, and significant steps have been taken regarding the strengthening 

of financial markets regulation and supervision
268

.  

 

The main negative trends are associated with a decreasing income and rising unemployment, thus 

reducing domestic consumption. Also a bad implementation of the new budget could send Latvia 

back into a recession. Furthermore, the households need to pay off debt that has been 

accumulated during the real-estate boom.  

 

As many of the real-estate loans are in Euros, an increase in the interest rates by the ECB could 

cause a strong negative effect on the Latvian households. The Latvian government is committed 

to handling the situation, and, with the help of the international loans, make its way out of the 

recession. Latvian Minister of Finances, Einars Repse, said: “the World Bank loan is a positive 
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signal indicating that the decisions the government has taken so far have been targeted at 

overcoming the economic crisis in this country and it has been noticed by our foreign partners. 

Our goal is a stable and balanced national economy based on healthy competitiveness. Therefore 

the most important task for the government now is to approve the national budget for the coming 

year. In achieving that, the government would assure the Latvian public and foreign investors of 

the stabilization of the economic conditions in this country.
269

"  

 

The tightening that the government has suggested for the 2010 budget is broadening the tax base 

to capital income and removing special exemptions in tourism and agricultural activities, taxing 

fringe benefits-in-kind and gifts and an increase in the tax rate of self-employed tax rate to the 

same level as for employees. Another key measure is the increase of the personal income tax rate 

from 23% to 26%, which alone is expected to raise more than LVL 90m
270

. 

 

On the basis of the above mentioned tightening, the EC expects change in GDP to be -4% in 

2010. However, from 2011 it is expected that Latvia once again will experience growth of 2% in 

GDP
271

. Compared to the high growth rates in the mid 2000‟s, the 2% growth is very modest, but 

it shows expectations of stabilization in the Latvian GDP. These expectations, however, build on 

the assumption that Latvia is able to implement the new budget as this implementation is 

essential for Latvia to experience sustainable growth. Based on Latvia‟s reforms and expected 

global recovery we see this as a possible scenario. 

 

Wages 

The increase in wages has been lead by an increase in production, demand and inflation. 

However, due to the global financial turmoil, in 2008 real wages saw a decrease of -11.4% and in 

2009 this figure was almost unchanged and amounted to -11.1%. The large increases in 2005, 

2006 and 2007 were driven by a high increase in wages in the public sector which grew 

significantly more than the private sector
272

. This picture is now reversed as the Latvian 

government has to implement a tight budget for the coming years. This has resulted in wages for 
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the public sector decreasing significantly more than for the private sector
273

. Because of the peg 

to the euro, one of the only opportunities for Latvia is to become more competitive through a 

reduction in real wages. This is why some would argue that a peg to the euro, under the present 

circumstances, is not practical, as Latvia cannot become more competitive by letting the lat 

float
274

. A decrease in real wages will result in less demand and then the evil spiral is set in 

motion, with lower wages followed by lower demand. 

Table 10. Trends in Real Wages and Salaries of Employees, as percent of previous year 

 

Source: Central Statistical Bureau of Latvia 

 

The outlook for wages in Latvia depends on the global financial situation. As long as demand is 

not stimulated in Latvia and new jobs are not created, unemployment will remain high and low 

real wages will continue as a result of high supply and low demand. However, as the 

unemployment rate is expected to stabilize, so should the decrease in real wages. We expect that 

by 2013 real wages will again increase, as Latvia nears its ascension to the eurozone. 

 

Income 

Disposable income per household has increased significantly since 2004. The large increase in 

real wages from 2005 till 2007, alongside with a relatively low unemployment rate in the 

corresponding years, has had a tremendous effect on disposable income as it is evident from 

Table 11. The figure is, however, expected to have decreased in 2009 with real wages decreasing 

and an unemployment rate that has increased tremendously. 

Table 11. Household Disposable Income 

 

Source: Eurostat 

 

For Nordea and banks in general it is very important how the disposable income per household is 

developing. As the income has been increasing we can assume that there has been a larger 
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2001 2002 2003 2004 2005 2006 2007 2008 2009

Trend in Real Wages 0.5% 2.4% 1.7% -5.0% 7.1% 5.4% 3.7% -11.4% -11.1%

Household Disposable Income (EUR) 2005 2006 2007 2008

Median Household Income 2,202        2,533        3,350        4,826        

Annual Change n/a 15% 32% 44%
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banking potential as measured in deposits and loans, thus indicating growth possibilities as well 

as higher earnings for banks in Latvia.  

 

Household Assets and Liabilities 

Liabilities have increase compared to assets in Latvia as shown in Table 12. 

Table 12. Debt 

 

Source: Eurostat 

 

Together with Poland, Latvia has one of the lowest net financial wealth of households in 

Europe
275

. This is because the overall increase in assets has been fueled by an increase in 

liabilities
276

 as household debt has exploded during the recent years
277

.  Thus, in spite of the high 

GDP growth and gross savings during recent years278, Latvian households have actually not 

experienced an increase in net financial savings as illustrated in Figure 4. 

 

Figure 4. Gross savings 

 

Source: Bank of Latvia 
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 Zarco, I. A. “Financial Assets and Liabilities of Households in the European Union” 

Latvia EURm 2000 2001 2002 2003 2004 2005 2006 2007 2008

Assets 13,242     15,990     17,244     19,297     24,640     32,830     46,905     60,423     66,270     

Liabilities 15,506     19,527     21,146     22,821     30,143     40,490     57,966     76,098     84,170     

Debt in Latvia -2,264      -3,537      -3,902      -3,525      -5,502      -7,660      -11,061    -15,675    -17,900    

Increase in % 23% 56% 10% -10% 56% 39% 44% 42% 14%
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When analyzing the Latvian housing market, it is important to note, the denomination of 

household and enterprise loans in Latvia. These are predominantly denominated in Euros and 

amount to approximately 50% of GDP with a total of 86% of loans in Latvia being in Euros and 

91% of enterprise loans, in October 2009
279

. 

 

As housing is the primary assets for households
280

 it is necessary to look at the housing market as this 

is the main component behind net financial savings. In order to assess whether Latvia will continue to 

be a more deposit or loan oriented economy, as Latvia seems to leverage aggressively when there is 

an increase in house prices. 

 

Housing Market 

Latvia is suffering one of the worst house price crashes in Europe and the rest of the world
281

. 

Figure 5 illustrates how low interest rates and easy access to credit encouraged households to 

borrow and resulted in a rapid expansion of Latvia‟s mortgage market which was a key factor in 

the real-estate boom.  

Figure 5. Increase in Housing Loans 

 

 

The entry of foreign banks and developments in financial markets also helped the tremendous 

pace of growth, which was almost 90% annually from 2004 to 2006
282

. Overall total mortgage 

debt rose from 2% of GDP in 2000 to almost 34% in 2007. 
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In early 2007 Latvia‟s house prices started falling. Prices soared down from a high yearly annual 

house price change of almost 60% in 2007 to -40% in mid 2008 and almost -60% in 2009, as can 

be seen in Figure 6. 

Figure 6. Change in House Price 

 

 

The bubble burst was initially caused by the government‟s effort to tame inflation and discourage 

property speculation
283

. Then the global financial crisis hit Latvia‟s economy, leading to a house 

price free fall in 2008 and 2009. With the banking and financial sectors in near-collapse, housing 

oversupply continued to rise
284

. In January 2007, one out of every three Latvian borrowers was 

already encountering difficulties making their monthly mortgage repayments. As inflation was 

very high, the government tried to reduce housing speculation, by reducing credit availability and 

requiring buyers to fund at least 10% of the amount borrowed
285

. Combined with rising interest 

rates and stricter lending criteria by the banks, real-estate transactions fell to the lowest level in 

seven years in 2008
286

.  

 

From the above we therefore expect that Latvian households will continue to be loan rather than 

deposit oriented, and as growth returns so will prices 
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Balance of Payments 

Latvia‟s transactions with the rest of the world, including both trade flows and financial flows, 

are summarized by the balance of payments
287

. The balance consists of two overall parts, namely 

the current account and the capital and financial account
288

. Table 13 shows the balance of 

payments for Latvia over the last 9 years. 

Table 13. Balance of Payments 

 

Source: Bank of Latvia 

 

The current account is made up by goods (trade balance: export minus import), services, 

investment income on holdings of foreign assets and current transfers which covers the net value 

of foreign aid received and given.  

 

The trade balance has developed positively from 2008 to 2009, as imports have fallen 

significantly. Income on investments has generally been negative for Latvia. However, for 2009 

this amounted to LVL 853m. The underlying driver behind this was a turnaround in investment 

income. Latvian residents have received more income on their holdings of foreign assets than 

foreign residents have received on their holdings of Latvian assets.  

 

Except for 2009, Latvia has had a current account deficit. This implies that Latvia has had to 

borrow an equal amount from the rest of the world. This also means that foreign holdings of 

Latvian assets have increased less than Latvian holdings of foreign assets. The capital and 

financial account shows how this has been achieved. From 2008 to 2009 Latvia has had a current 

account surplus. Latvia is therefore said to run a capital account deficit. For Latvia in 2009 

especially the financial account has changed significantly. The underlying driver behind this 
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Balance of Payments (LVLm) 2001 2002 2003 2004 2005 2006 2007 2008 2009

Current Account -394          -383          -523           -955           -1,132       -2,510       -3,297       -2,113       1,250        

Goods -839          -910          -1,141       -1,503       -1,715       -2,856       -3,536       -2,862       -864          

Services 319            333            330             325             343             372             513             644             819            

Income 36              33              -14             -150           -98             -298           -466           -255           853            

Current Transfers 91              162            302             373             339             272             193             360             120            

Capital and Financial Account 395            426            529             946             1,303         2,438         3,415         2,405         -1,348      

Capital Account 26              13              43               78               120             134             288             240             317            

Financial Account 369            413            486             868             1,183         2,304         3,127         2,165         -1,666      

Net Errors and ommissions -0               -44            -7                9                 -171           72               -118           -291           98              
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change was a change in the Money Flow Index (MFI) excluding central bank. This changed from 

a positive of LVL 260m in 2008 to LVL -2,152m in 2009. In principle the current account and 

capital and financial account should match. However this is very rare in practice, as the numbers 

for current and capital and financial account are constructed using different sources
289

. There is, 

so to speak, statistical discrepancy which in Table 13 is referred to as net errors and omissions
290

. 

 

Many factors impact the current account and the development can therefore be hard to predict. As 

long as Latvia is experiencing a negative development in GDP, which leads to less jobs and 

money in the Latvian system, and in turn less import, the current account is expected to continue 

to rise. However, when Latvia again will experience growth in GDP and an increase in jobs, 

wages, and import, the current account is expected to turn negative again as it has been during the 

tremendous growth in the mid 2000‟s. Thus if Latvia does not restructure different business 

sectors towards a more export oriented economy, the current account deficit and pressure on the 

currency will persist. All though there has not been large sector restructuring yet, this is expected 

to happen due to the financial crisis. 

 

Government Deficit & Debt 

The government deficit and debt for Latvia is shown in Table 14. Furthermore, expectations to 

2010 and 2011 by the EC have been included. The government deficit has increased significantly 

during 2008 and 2009 as spending has exceeded income significantly.  

 

The underlying drivers behind the government deficit over the recent years are mainly due to an 

increase in public wages, pension programs and decrease in international demand. Furthermore, 

as the financial crisis hit and the unemployment rate exploded, further public expenses were 

incurred in order to pay welfare and create new jobs. Along with the increase in unemployment, 

wages have decreased, which on one hand will make Latvia more competitive, but it will also 

decrease income from taxes. 
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Table 14. Government Deficit & Debt 

 

Source: Central Statistical Bureau of Latvia 

 

Government debt is expected to increase over the coming years by the EC. While many 

individual Latvians have been deleveraging, the government debt has been increasing. The 

government has been borrowing at a faster rate than ever, in part to bail out Parex bank, and 

partly to finance the ongoing fiscal deficit
291

.  

 

In 2009 the government cut LVL 500m in spending in its 2009 supplementary budget. The 

government initially resisted the idea of finding an additional LVL 500m of savings in the 2010 

budget, arguing that with no policy change the deficit was expected to be lower than the 8.5% 

target
292

. Vladis Dombrovskis, Prime Minister of Latvia said, in 2009, that the Latvian 

government could only cut LVL 325m in the 2010 budget. The lenders did, however, not agree, 

and Swedish Premier, Fredrik Reinfeldt, even intervened to tell Latvia that it must correct its 

deficit
293

.  

 

In order to reach this goal, the Latvian government has identified two areas where further 

substantial spending cuts are needed. Firstly, a public service reform in 2010 will keep public 

sector wages and salaries below 7% of GDP through further targeted wage cuts
294

. Secondly, the 

government will prepare a pension reform with international assistance and in close cooperation 

with social partners before 1 July 2010
295

. However, further taxation of labor income will be 

avoided as not to undermine competitiveness
296

. 
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Deficit & Debt (LVLm) 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E

Government Deficit -108.9 -130.7 -103.5 -76.5 -36.7 -53.1 -46.5 -671.5 -1,183 n/a n/a

Government Deficit as % of GDP -2.1% -2.3% -1.6% -1.0% -0.4% -0.5% -0.3% -4.1% -8.9% -12.3% -12.2%

Government Debt (real) 730          775          934          1,110      1,122      1,190      1,330      3,181      4,783      n/a n/a

Government Debt Growth n/a 6.2% 20.4% 18.9% 1.1% 6.0% 11.8% 139.2% 50.4% n/a n/a

Government Debt % of GDP 14.0% 13.5% 14.6% 14.9% 12.4% 10.7% 9.0% 19.5% 36.1% 48.6% 60.4%
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As the Latvian government draws its income from much of the population, government debt is an 

indirect debt of the taxpayers and is at the moment increasing due to the government deficit. The 

Latvian government debt has increased over the whole period analyzed due to the deficit that 

there has been on the state budget every year. Especially from 2007 to 2008 the government debt 

exploded with an increase of almost 140%. In 2009 the increase has fallen to 50%. The 

tremendous increase was a result of the government deficit for 2008 of LVL -672m. The general 

government debt as a percentage of GDP had been decreasing to around 9% in 2007, but, as the 

financial crisis hit and the financial situation in Latvia worsened, the general government debt as 

a percentage of GDP increased to almost 20% due to the increase in the government deficit.  

 

Considerable doubt exists over the ability of the Latvian authorities to fulfill the objectives for 

the government deficit and total government debt. This is why Mark Griffiths, IMF mission head 

in Latvia, describes the situation facing the government as challenging, and why the EC forecasts 

a higher deficit level than other forecasts
297

. One major concern is that local governments still 

have to secure in their 2010 wage bill, a reduction consistent with the projected savings
298

. The 

most likely scenario for the development in the general government deficit and total government 

debt as percentage of GDP is a significant increase from 2010 to 2011 as shown in Table 14. 

 

Interest Rates, Exchange Rates & the euro 

The Latvian lat has a fixed exchange rate policy towards the euro. After joining the EU, the lat 

was pegged to the euro at the central parity rate of 0.702804 lats for one euro with an allowed 

fluctuation band of +/- 1%
299

. The currency peg pressures Latvia to shadow key ECB rates, and 

during the boom in Latvian real-estate interest rates feel in line with eurozone rates
300

. However, 

the difference between a euro peg, and euro adoption, became painfully obvious when a run on 

the lat was feared. When the ECB raised its key rates in 2006 and 2007, Latvian mortgage rates 

rose disproportionally due to the increased pressure on the peg
301

. Latvian long-term credit rates 

soared to more than 16% in mid 2008 as can be seen in Figure 7. These figures are high 
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compared to other European countries which have lowered interest rates in order to stimulate 

spending and try to improve growth during the recent crisis. 

Figure 7. Interest rates 

 

Source: Central Statistical Bureau of Latvia 

 

In the most likely scenario for Latvia, the fixed exchange rate policy is expected to stay the same 

until the adoption of the EUR, which it is a goal to adopt within the next five years. The EU is 

seeing some signs of improvement in the area of fiscal governance
302

.  

 

In 2009, interest rates on long-term credits dropped slightly. However, how long these interest 

rates will stay low in 2010 is uncertain. The lowering of interest rates could be a way to once 

again boost the Latvian economy. However, it is doubtable if this will be enough as most loans 

are in Euros and the interest rate in the eurozone is already very low. In our forecast, we expect 

Latvia to join the eurozone in 2014. We find this realistic due to two reasons.  

 

Firstly, Estonia has just met all the entry criteria on inflation, interest rates, its budget deficit, 

public debt and currency stability. Therefore, the EC has stated that “Estonia has achieved a high 

degree of sustainable economic convergence and is ready to adopt the euro on 1 January 

2011
303

”. Under EU law, the EC recommendation is binding, the final go-ahead is therefore 

expected to be given by EU finance ministers shortly.  
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Secondly, several of the current members of the eurozone are already receiving warnings due to 

non-compliance with the current criteria
304

. Therefore, it is very possible that the criteria will be 

reformed and that Latvia will be able to join on lighter criteria than the current. 

 

Under the current criteria, at this point long-term interest rates must be less than 2% above the 

three highest interest rates in the eurozone. As the global economy recovers we expect the long-

term interest rate in the EUR countries to be 4%, based on historical data as this has been the 

highest historical interest rate
305

. Latvia is therefore expected to have a long-term interest rate of 

maximum 6%. 

  

Inflation 

From 2001 to 2003 inflation in consumer prices grew with an average of 2.5% as can be seen in 

Figure 8. From 2004 to 2006 this average increased to about 6.5%. However, from 2006 to 2008 

the inflation increased massively to almost 16% in 2008 which was one of the highest rates in the 

EU
306

. The increase in inflation was undoubtedly connected to Latvia‟s low interest rates 

combined with high GDP growth in mid 2007. The overall result was an overheated economy 

and an inflation that was out of control
307

. Other measurements where therefore used in order to 

bring down inflation. These included policing, collection and increased taxes. Furthermore, the 

impact of the financial crisis naturally decreased access to credit as banks were less willing to 

lend. Also, the government sharply reduced spending, leading to economic contraction
308

. These 

measures, together with the demands from IMF, have helped inflation decrease significantly in 

2009, where it fell to a level comparable to the 2001-2003 average. 
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Figure 8. Change in Indices of Consumer Prices 

 

Source: European Central Bank, Statistical data warehouse 

 

The outlook for the Latvian inflation has for many years been gloomy, but in 2009 inflation 

finally decreased. The lat has been under tremendous pressure to depreciate because of the 

inflation imbalance between Latvia and the eurozone
309

. However, the Latvian government has 

said that it will not abandon the euro peg. The inflation is therefore expected to stay at the low 

2009 levels until growth is once again experienced in Latvia along with an ease to credit. 

Hopefully the new measures will prevent a new housing market bubble. 

 

Unemployment Rate 

The unemployment rate in Latvia has fluctuated significantly over the last 9 years. From around 

10% to 12% in the early 2000‟s to a low level of 5.6% in 2007. Since 2007 it is evident from 

Table 15 that the financial crisis and the financial downturn in Latvia have increased 

unemployment to record levels. The unemployment rate hit 22.8% in December 2009 according 

to the Central Statistical Bureau of Latvia; this was the highest rate in the EU
310

. The underlying 

reasons for the high unemployment rate are the negative growth in GDP, due to low demand, less 

access to credit which results in a decrease of entrepreneurial activity and the global financial 

crisis. These factors have lead to less demand and production.  
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Table 15. Unemployment Rate of total civilian workforce 

 

Source: Central Statistical Bureau of Latvia 

 

The outlook for the unemployment rate depends much on the global financial situation as well as 

how well the Latvian government can create new jobs and stimulate spending. However, with the 

budget cuts and raised income tax, the unemployment rate does not look to decrease in the short-

term. A slowdown in the decrease is expected in 2010 by the Latvian bank as a gradual 

improvement in the fundamental macroeconomic indicators is expected
311

. Once global growth 

picks up, this is expected to have a positive impact on the Latvian unemployment rate. 

 

4.9 Future Outlook and the Scenarios 

Overall, there are signs of stabilization through increased exports and surplus on current accounts 

as well as positive tendencies in industrial production. Thanks to the international support 

package, the international reserves are higher and interest rates have come down as exchange 

rates are being stabilized. However, the domestic demand is weak and unemployment is high. 

Thus when recovery materializes, there will be a very high unemployment rate to cope with, 

which could persist over longer time. Furthermore, the banks are expected to be less willing to 

extent credits due to the lessons learned through the financial crisis
312

. This is based on the large 

amounts of debt held by the private sector, limited export sector and harder credit availability 

which together lead to the expected long recovery time
313

. With this in mind, some estimates 

indicate
314

 that it will take Latvia at least 10 years before the economy will return to the 2007 

level in real GDP terms. However, the government has succeeded in cutting spending, raising 

taxes
315

 and thus reducing the government deficit in order to meet the demands by the IMF and 

the EU. This has led to short-term stabilization and some increase in competitiveness.  
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Reforms have led to lower wages, and this combined with higher taxes and most importantly a 

lack of jobs has led to large emigration and the basis of this unemployment is expected to 

decrease in the short-term. However, many of the people emigrating are the strongest citizens of 

society and mostly entrepreneurs and skilled workers, and in the mid- to long-term this could lead 

to reduced output for Latvia and larger problems with competitiveness in the future, as well as 

problems with covering government costs through tax revenues
316

. The domestic demand is 

expected to be weak for some time due to the unemployment and decline in wages
317

. In the third 

quarter of 2009, wages were down 6% from one year earlier, and in December 2009 consumer 

prices were down by 1.4% compared to the previous year. Since March 2009, the consumer price 

index-based real effective exchange rate has depreciated around 7%
318

. Despite this progress, 

competitiveness is roughly where it was when the IMF-supported program was launched, 

because some of Latvia‟s main trading partners saw their exchange rates depreciate in late 2008 

and early 2009
319

.
 
 

 

Lending is weak
320

 and a large part of the population is already highly leveraged resulting in a 

large lack of credits, as liabilities have increased relatively more than assets, see Table 12. The 

Financial and Capital Market Commission is attempting to resolve this through strengthening its 

oversight of the financial system to make sure that banks are stronger and in a position to restart 

lending. In the meantime, EU funds and loans from the Nordic Investment Bank and the EBRD 

can help provide some resources for Latvian firms and banks
321

. However, the lack of available 

credit will slow the recovery process
322

. 

 

There are indicators that competitiveness of the Latvian companies and global trade is 

recovering, shown by an increase in Latvia‟s exports by 6% in the third quarter of 2009 and 

manufacturing output, which is up by almost 10% since February 2009, led by a 30% increase in 

wood products
323

. The current account is in surplus, compared to a deficit of 27% of GDP in 
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2006. The competitiveness has however not been possible to achieve through exchange rate 

depreciation as the government‟s strategy is to maintain the fixed exchange rate with the euro. 

Thus, one way to increase competitiveness has been through lower wages, prices
324

 and public 

spending
325

; an internal devaluation. Competitiveness has improved, but further positive 

development is needed before Latvia can get out of the crisis. The government is expected to 

take further steps to improve the business environment and help exports. For instance, funds 

from the EU are expected to be used to spur investment and boost productivity, which will 

stimulate exports, recovery and the creation of new jobs
326

.
 
 

 

Although some initial stabilization has been achieved, there is still a long way ahead until long-

term sustainability is reached in Latvia. This is due to the questionable future of the global 

markets and, the risk of “reform fatigue”
327

. Meanwhile, the short-term stabilization and survival 

is highly dependent on inner reforms while long-term relief depends on global economic 

recovery
328

. In order to attain long-term stability Latvia aims at euro adaptation in 2014. A 

replacement of the fixed exchange rate with the euro will stop the drains on the Bank of Latvia 

and the need for international support, in this regard, by ending the speculation on the exchange 

rates. Furthermore, this would also lead to interest rates falling to the levels of the euro area.  

 

In order to attain the euro, Latvia will need to meet the Maastricht criteria by 2012
329

; the budget 

deficit has to be stable and less than 3% of GDP, see appendix 15. The largest task will be to 

maintain the budget discipline
330

. The IMF expects that to reach this goal LVL 800m to LVL 

900m, approximately 7% of GDP, have to be raised through tax increases or government 

spending cuts throughout 2011 and 2012
331

. Although, these are very large cuts, Latvia has 

already implemented a 10% of GDP adjustment in 2009 together with a budget for 2010. The 

IMF has agreed to extend the current loan program till the end of 2011
332

. Once the economy 

starts growing, the fiscal goals should be realistic. However, as the targets are attained and once 
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Latvia does join the eurozone, improvements to competitiveness and development of a stronger 

export sector will be the most influential factor on the stabilization of the economy in the long 

term. 

 

In the first quarter of 2010, Standard & Poor‟s
333

 raised the outlook for Latvia‟s debt from 

negative to stable, however Fitch Ratings still rated the country BB+, the highest junk rating, 

with a negative outlook. Moody‟s Investors Service, rated Latvia Baa3, the lowest investment 

grade, with a negative outlook
334

. Thus, there is still high uncertainty about the future outlook.  

 

Latvian Scenarios 

In the following section, we will forecast three scenarios for Latvia. The three scenario forecasted 

for Latvia have been undertaken in order to perform a sensitivity analysis later in the thesis with 

the aim of illustrating how the outlook of Latvia will impact Nordea financially and how the 

stock price theoretically should react to these scenarios. Our estimations are based on projections 

of GDP and how this affects other key financial figures for Latvia. In the short-term projections 

are based on our expectations and analysis. Furthermore, forecasts from the EC as well as other 

articles and sources have been included. Long-term predictions are based on market expectations 

and a valuation of what we find realistic from a macroeconomic perspective, which is strongly 

influenced by our expectation of Latvia joining the eurozone and complying with the Maastricht 

criteria in 2014, see appendix 15.  

 

Scenario 1 – Most Likely (Middle of the road) 

We look with critical eyes on Latvia‟s opportunities for growth, without an improved economic 

situation in Europe and Latvia‟s main trading partners. The current financial aid packages are 

helping Latvia get back on track, but this is only a short-term solution and medium- to long-term 

problems must still solved. Due to the high influence by global financial recovery, we do not 

expect the previous rapid growth seen in Latvia in the mid 2000‟s to return until global growth 

returns. The above is our basis and reasoning behind the most likely scenario for Latvia.  

 

                                                 
333
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The most likely outlook scenario for the development of Latvia has been described throughout 

the analysis. Especially, the outlook described by the EC and the IMF has been seen as reliable 

and is in line with our expectations. These include negative development in GDP until 2011 

where a positive growth of 2% is expected. It is evident from scenario 1 that we do not expect 

growth in GDP to return to highs of 12% as seen in 2006. However, in the long run when the 

global financial situation again shows stable growth, we expect growth to eventually reach 2003 

levels for Latvia. 

 

The current account is expected to be stable over the coming years. However, as imports will 

start to increase more than exports the current account is expected to become negative again. 

Because of the turmoil Latvia is in, the government deficit is expected to grow over the coming 

years and the total government debt as a percentage of GDP is expected to continue to grow and 

reach more than 60% in 2011. Housing prices are expected to slowly stabilize due to stabilization 

in unemployment, wages and interest rates. Inflation is expected to stay at low 2009 levels and 

the decrease in unemployment is forecasted to slow down. Real wages are expected to stabilize as 

internal devaluation has occurred and wages are already at 2005 levels. Table 16 shows our 

forecasted most likely development for Latvia over the next 10 years. 

Table 16. Outlook Scenario 1 

 

Source: Central Statistical Bureau of Latvia and estimate From European Central Bank and own estimates 

 

Scenario 2 – Worst Case (Devaluation) 

The current pre-election political climate in Latvia poses a significant threat to long-term 

stability, due to short-term populism. If Latvia avoids a devaluation of the currency, the country 

will still have to battle with an increasing government debt. On top of this, further requirements 

and regulations from the IMF and the EU will have to be met in order to prevent defaulting on 

government debt. As there is some uncertainty associated with the success of this, it therefore has 

to be considered what will happen if the government defaults and devaluation occurs. 

Outlook Scenario 1 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Real GDP Change -18.0% -4.0% 2.0% 2.5% 3.0% 3.5% 4.5% 5.5% 6.5% 7.0% 7.5%

Current Account 1,250           1,250        1,250        1,250        750           0 -500          -1,000      -1,750      -2,500      -3,000      

Government Deficit as % of GDP -8.9% -12.3% -12.2% -9.0% -6.0% -3.0% -3.0% -3.0% -3.0% -3.0% -3.0%

Government Debt % of GDP 36.1% 48.6% 60.4% 62.0% 60.0% 58.0% 56.0% 54.0% 52.0% 50.0% 48.0%

Long Term Credits (Interest rates) 15.2% 13.0% 11.0% 9.0% 8.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Inflation 3.3% 3.5% 3.5% 4.0% 4.5% 4.5% 4.5% 5.0% 5.0% 5.0% 5.0%

Unemployment Rate 22.8% 24.0% 20.0% 18.0% 15.0% 12.0% 10.0% 9.0% 8.0% 7.0% 6.0%

Real Wages -11.1% -12.0% -5.0% 0.0% 2.0% 3.0% 4.0% 5.0% 6.0% 7.0% 8.0%
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There are different schools of thought on this subject and although most agree that maintaining 

the exchange rate has had strong negative consequences for Latvia, some argue that the effects 

from devaluation would actually be weaker in the long-term
335

 as Latvia currently is in a situation 

where recovery is inhibited and could continue indefinitely
336

. Economists such as Martin 

Feldstein, argue in favor of exchange rate devaluation
337

, which would initially reduce imports 

and raise exports
338

, which in turn, would help spur faster economic recovery.  

 

We believe that a devaluation of the Latvian currency would worsen the situation in the short-

term to an extent that would lead Latvia to an economic slump never seen before. In the long-

term the results could be positive, but along with the majority we find that a devaluation of the lat 

would be the worst that could happen for Latvia in the short-term. Firstly, due to the internal 

destabilization of the economy and secondly, because of the destabilization of the eurozone.  

 

The worst case scenario for Latvia is a situation where the government is not able to come 

anywhere near the required budget cuts. Latvia is highly influenced by the economic situation of 

the major trading partners, most importantly the EU countries. However, this goes both ways, as 

the trading partners are also influenced by the economic situation in Latvia. 

 

If Latvia devalues its currency, it is likely that inflation will eat up the favorable impacts of the 

exchange rate devaluation, as domestic prices will rise
339

. Furthermore, a devaluation of the 

currency might have very large consequences in the region as other countries with currencies 

pegged to the euro might also devaluate
340

. This would hit the Swedish banks, including Nordea, 

especially hard as they are heavily exposed to the Baltic
341

. If the Swedish banks went into 

financial distress, then Western Europe could be at risk
342

. This is why the failure of the currency 

peg has been prevented by the international community, despite the fact that this has led to bad 
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behavior by governments
343

. In addition if Latvia exited the ERM2, its objective of joining the 

eurozone in 2014 would not be possible
344

 as credibility towards the exchange rate policy, once 

lost, would be hard to restore
345

. Furthermore, according to the Bank of Latvia, devaluation 

would lead to at least four negative effects. Firstly, companies would be closed and 

unemployment would increase. Secondly, the state budget revenue would decrease. Thirdly, the 

companies would be unable to make payments for goods and services from abroad. Finally, 

banks would not recover loan losses, thus further lowering the amount of credit in the market and 

interest rates would increase
346

. Also, according to the Bank of Latvia, for the overwhelming 

majority of borrowers the immediate consequence of devaluation would be destructive due to the 

high percentage of loans denominated in Euros, with the prospects for the population, 

corporations and economy as a whole deteriorating at the same time
347

. 

 

It could be argued that the current policy of the government leads to a situation similar to 

devaluation as the domestic prices are suffering internal deflation and people are having problems 

repaying loans due to falling wages. However, exchange rate devaluation is followed by inflation 

that would eat up gains from lower foreign prices. Furthermore, there would be a sharp increase 

in bankruptcies due to inability to repay loans in euro and overall the aggregated problems would 

be that people would lose their jobs, prices would increase and interest rates would rise. The 

impacts of devaluation would thus be harder on banks, as devaluation would increase loan losses 

in the short-term, even if the economy was to recover faster. It can therefore be said that the 

banks rather than the Latvian population would pay for a faster recovery. 

 

There is some argumentation that Latvia might be able to keep up the currency peg in the short-

term, however “It is so clear that Latvia‟s peg is ultimately unsustainable, all protestations by 

Latvian government officials notwithstanding,” said Kenneth Rogoff, a former chief economist at 

the IMF. “But ultimately unsustainable pegs can go on for years before crashing and burning, and 

                                                 
343

 Hess, L. W., “Latvian Linchpin” 
344

 ecfr.com - Open letter: the state of the Latvian economy 
345

 www.bank.lv/eng - Information to the Public – Commentary – “Devaluation: Loans and Deposits” 
346

 www.bank.lv/eng - Information to the Public – Commentary – “Devaluation: Loans and Deposits” 
347

 www.bank.lv/eng - Information to the Public – Commentary – “Devaluation: Loans and Deposits” 

http://www.bank.lv/eng
http://www.bank.lv/eng
http://www.bank.lv/eng


Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

93 

 

Brussels seems to be willing to pay a lot to get past the financial crisis before cutting the cord on 

Latvia
348

.”Table 17 shows our forecast if the Latvian government was to devaluate the lat. 

Table 17. Outlook Scenario 2 

 

Source: Central Statistical Bureau of Latvia and own estimates 

 

Scenario 3 – Best Case (Rapid Growth) 

The best case scenario for Latvia is an increase in GDP growth happening faster than expected. If 

the Latvian government is able to implement the budget for 2010 and 2011 better and faster than 

expected, this could be the light at the end of the tunnel that would lead Latvia out of the current 

downturn at a rate much faster than expected. Furthermore, the fast implementation combined 

with a global financial situation that picks up faster than expected would have a positive effect on 

Latvia. The Latvian government would not have to use the full assistance package given by the 

IMF and the European countries. Furthermore, unemployment would decrease significantly and 

real wage increase would pick up faster. However, the downside to this would be an increase in 

inflation and housing prices and could potentially lead to the Latvian economy crashing again. 

Thus, unless the focus is shifted on a more export orientated economy, Latvia is likely to collapse 

again. Table 18 shows our forecast for the best case scenario for Latvia. 

Table 18. Outlook Scenario 3 

 

Source: Central Statistical Bureau of Latvia and own estimates 

 

 

                                                 
348

 www.nytimes.com – “Latvia Says I.M.F. Is Imposing Fresh Conditions on Rescue Package” 

Outlook Scenario 2 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Real GDP Change -18.0% -25.0% -5.0% 10.0% 12.0% 11.0% 10.0% 9.0% 8.0% 7.0% 6.0%

Current Account 1,250           1,500        1,750        2,000        2,250        2,500        2,250        2,000        1,750        1,500        1,250        

Government Deficit as % of GDP -8.9% -16.0% -14.0% -10.0% -8.0% -7.0% -6.0% -5.0% -4.0% -3.0% -2.0%

Government Debt % of GDP 36.1% 20.0% 25.0% 30.0% 30.0% 28.0% 26.0% 24.0% 22.0% 20.0% 18.0%

Long Term Credits (Interest rates) 15.2% 40.0% 35.0% 25.0% 20.0% 15.0% 13.0% 11.0% 10.0% 9.0% 8.0%

Inflation 3.3% 8.0% 10.0% 12.0% 14.0% 16.0% 18.0% 20.0% 20.0% 20.0% 20.0%

Unemployment Rate 22.8% 25.0% 20.0% 17.0% 15.0% 13.0% 12.0% 11.0% 10.0% 9.0% 8.0%

Real Wages -11.1% 0.0% 5.0% 10.0% 13.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%

Outlook Scenario 3 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Real GDP Change -18.0% 2.0% 8.0% 8.5% 9.0% 9.5% 10.0% 11.0% 12.0% 13.0% 14.0%

Current Account 1,250           750           -250          -750          -1,250      -2,000      -2,500      -2,900      -3,300      -3,500      -3,700      

Government Deficit as % of GDP -8.9% -3.0% -2.5% -2.0% -1.5% -1.4% -1.3% -1.2% -1.1% -1.0% -1.0%

Government Debt % of GDP 36.1% 30.0% 25.0% 20.0% 18.0% 16.0% 14.0% 13.0% 12.0% 11.0% 10.0%

Long Term Credits (Interest rates) 15.2% 14.0% 11.0% 9.0% 7.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Inflation 3.3% 4.0% 4.0% 5.0% 5.0% 5.0% 6.0% 6.0% 6.0% 6.5% 6.5%

Unemployment Rate 22.8% 20.0% 17.0% 15.0% 13.0% 11.0% 9.0% 8.0% 7.0% 6.0% 5.0%

Real Wages -11.1% -4.0% 2.0% 4.0% 5.0% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0%
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5.0 Latvia’s Impact on Nordea 

From the previous chapter it was evident that the global financial turmoil has had a major impact 

on Latvia. Nordea has taken part of the tremendous growth in Latvia, but has also been hit by the 

down-turn in the Latvian economy.  

 

The following section will focus on Nordea‟s activities in Latvia and how these have been 

impacted by the development of the country. As noted in chapter 3 the macroeconomic impact on 

Nordea comes from the changes in GDP, inflation, interest rates and unemployment as shown in 

Table 1, and how these have influenced the asset quality and profitability of Nordea. 

Furthermore, these relations will be illustrated in a graph in order to deduce how the future 

developments in the Latvian economy will influence Nordea.  

 

5.1 Nordea in Latvia 

Asset quality 

As the Latvian economy contracted, corporate business and households where hit hard. The 

unemployment rate exploded in 2008 and especially in 2009 rose to around 23%. Together with 

falling house prices and increasing interest rates a significant part of the population was suddenly 

unable to pay back mortgages, which lead to a significant increase in impaired loans of which 

many turned into loan losses. This was also the case for Nordea and the major concern for 

Nordea in Latvia was, and is, the large increase in loan losses. In 2006 and 2007 loan losses were 

close to zero and of no major concern for Nordea as the economy was booming. However, in 

2008 loan losses started increasing as the Latvian economy started showing signs of instability. 

Together with the impact of the global financial turmoil, Nordea saw loan losses of LVL 12m in 

2008. As the situation worsened in 2009, loan losses reached a historical high of LVL 61m. The 

increase in loan losses was 404% from 2008 to 2009 and this figure indicates the tremendous 

downturn that has been occurring in Latvia and the impact this downturn had, and still has, on 

Nordea. 
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Nordea has defined a loan loss level of 0.25% over a business cycle as acceptable
349

. For the 

Baltic countries, including Latvia, this ratio has increased from 0.72% in 2008 to staggering 

2.59% in 2009. It is therefore evident that the loan losses Nordea has experienced in Latvia has 

had a significant impact on the credit risk for the whole company. Credit risk for Nordea is 

defined as a situation where there is a risk of loss if counterparts fail to fulfill their agreed 

obligations and that the pledged collateral does not cover the claims
350

. Loan losses in Latvia 

have therefore increased Nordea‟s total credit risk exposure in 2009. If the increase in loan losses 

for Nordea in Latvia continues, the credit risk exposure could continue to rise. Nordea‟s credit 

risk exposure is one factor that rating agencies look at when rating Nordea. Loan losses that 

would get out of hand could therefore result in a downgrading by rating agencies. It is therefore 

important for Nordea to control loan losses in general and especially for Latvia. 

 

In 2009 Nordea has continued to benefit from its focus on prudent liquidity risk management, 

reflected by a diversified and strong funding base. Liquidity risk is the risk of being able to meet 

liquidity commitments only at increased cost or, ultimately, being unable to meet obligations as 

they fall due
351

. However, as Nordea has seen a total net loss from its activities in Latvia, this has 

increased liquidity risk for Nordea in Latvia. However, the total loss is not at a level that has 

resulted in Nordea not being able to meet its obligations.  

 

Profitability 

The financial development for Nordea‟s activities in Latvia is shown in Table 19. Especially from 

2006 to 2008 income has increased significantly for Nordea in Latvia and caused a rapid growth 

in GDP. In 2009 this increase was less significant as the development in the economy slowed 

down and the development in GDP was negative. Expenses have also increased over the period, 

but as the cost/income ratio shows, this ratio has come from a high of 43% in 2006 to 32% in 

2008, to increase to 37% in 2009.  

                                                 
349
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Table 19. Latvia 

 

Source: www.nordea.lv 

 

The total result for Nordea in Latvia was negative LVL 39m in 2009. Of the total loan losses for 

Nordea in 2009 Latvia accounts for 5.8% which is a significant amount, compared relatively to 

Nordea‟s other business areas. Furthermore, the negative result in 2009 for Nordea‟s activities in 

Latvia affects the total net profit for the year negatively.  

 

5.2 Trends 

The financial situation in Latvia has, as mentioned above, played a key role in how Nordea‟s 

activities in Latvia have performed during the recent years. How big the correlation between 

Nordea‟s loan losses and net profit has been is hard to estimate. However, as it is shown in Figure 

9 there seems to be evidence that Latvia‟s economic development, not surprisingly, is the main 

driver behind developments in Nordea‟s earnings for Latvia. 

Latvia LVLm 2006 2007 2008 2009

Income 20.8 37.0 52.0 54.1

Expenses 8.9 13.4 16.6 20.0

Loan losses 0.3 0.3 12.0 60.5

Operating profit 11.7 23.3 23.4 -35.3

Net profit 9             18          17          -39         

Cost/income 43% 36% 32% 37%

http://www.nordea.lv/
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Figure 9. Correlation between Latvia and Nordea 

 

Source: www.nordea.lv, Central Statistical Bureau of Latvia and European Central Bank  

 

The left axis describes the GDP development, inflation, long-term interest rates and 

unemployment rate in percent. The right axis describes net profit and loan losses in LVL 

millions. It is obvious that the development in the unemployment rate and asset quality measured 

by loan losses is similar.  

 

When the unemployment rate increases, a similar effect is seen for loan losses. This highlights 

the fact that a connection between the two seems evident and would also on a theoretical basis be 

sound, as when people get fired, they do not have income to pay off their mortgages and are 

forced to default.  

 

The same development can be seen for net profit and change in real GDP. As GDP has fallen and 

negative growth in GDP has occurred in Latvia, so has the development in net profit for Nordea.  

 

In 2009 Nordea saw the first loss in Latvia over the four years. The loss in Latvia is of course due 

to many factors and can not only be contributed to the negative growth in GDP, but to a 

combination of the factors and development in Latvia mentioned in chapter 3.  
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However, all together, it can be concluded that there is significant correlation between the 

macroeconomic developments in GDP, unemployment, interest rates and wages and Nordea‟s 

asset quality and profit in Latvia, which underpins the research done in this area
352

.  

 

5.3 Nordea’s Outlook on Activities in Latvia 

Nordea‟s outlook for Latvia and the Baltic area is in line with ours, and depends on world 

economy growth and increased demand as Nordea Markets Senior Economist Roger Wessman 

puts it: “In the world economy, recovery trends are increasingly stabilizing; in the US, as well as 

the eurozone and Asia, industrial production is increasing. At the same time, growth rates could 

slow down as large debt commitments have been accumulated in many countries, and it will be 

necessary to reduce these commitments.
353

” Development and growth for Latvia is specifically 

hard as interdependence appears between Latvia and Estonia and Lithuania. Estonia and 

Lithuania together form the destination for almost one third of Latvia‟s exports. This again 

underlines the impact of a global recovery and increase in growth in order for Latvia to be able to 

get back on track.  

 

Of further importance is the implementation of the budget for 2010 as Nordea Bank Senior 

Economist Andris Strazds puts it: “At the moment, it is extremely important for Latvia to finally 

adopt the 2010 budget and to reach an agreement on the financing of its deficit with its 

international creditors. This would help the revival of stability of the business and investment 

environment which, over the last year, has been significantly damaged, as well as put an end to 

the speculations regarding the stability of the lat. Naturally, the economic recovery mainly 

depends on private initiatives, and it is very important that the State avoids setting barriers for 

entrepreneurs through, for example, endless modifications to tax legislation. Assuming that the 

agreement on the 2010 budget will be reached within the next few weeks, we expect that the 

economy of Latvia could start the recovery process next spring when domestic demand will have 

reached its lowest level, but exports will continue to grow gradually.
354

” 
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Nordea therefore seems to have a positive outlook on activities in Latvia and the developments of 

these. Even during the very turbulent years of 2008 and 2009 Nordea has seen possibilities and 

opportunities in the Latvian market and has tried to increase market share as the Branch Manager 

of Nordea Latvia, Valdis Siksnis, puts it: “The economic situation forces us to be prudent, 

however we see the current situation also as a good opportunity to strengthen our positions in 

Latvia. In conditions of a falling market we have managed to maintain an invariable credit 

portfolio in the amount LVL of 2.1bn. This year (2009) we have also granted new loans 

amounting to more than LVL 200bn to Latvian business companies and private customers. We 

are satisfied that the amount of balance of current accounts has increased by 26.8% since the 

beginning of the year (2009). This certifies that more and more customers choose us as their 

principal bank for daily accounts.
355

”  

 

Even though Nordea has experienced increasing loan losses in 2008 and 2009, the bank has at the 

same time seen the downturn as a possibility to increase market share. According to the 

statements, this has been done while having a positive outlook for Latvia for 2010. Should this 

positive outlook turn out to be too optimistic, it could be a large problem for Nordea that the bank 

has increased market share and thus exposure as a longer downturn than expected could lead to 

even further loan losses and negative profit. Thus, it is important from this perspective to analyze  

the value of Nordea in different scenarios. 

 

Overall we believe that the Nordea will follow the same trends with regards to developments in 

the macroeconomic factors which we previously mentioned. This impact is expected to be 

amplified as Nordea increases the exposure to Latvia. 
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6.0 Financial analysis 

In the financial analysis Nordea‟s income statement and balance sheet are analyzed in depth in 

order to illustrate Nordea‟s current financial situation. Together with the strategic analysis, the 

financial analysis will be the basis for the budget/forecast and the valuation of Nordea. 

 

The profitability analysis will be based upon Nordea‟s annual reports from 2001 until 2009. From 

2001 until 2003, the statements were based on GATT accounting standards and from 2005, the 

IFRS standards were used. In 2004 there was a period of transfer from GATT to IFRS. This can 

give some discrepancy to some figures, but the overall development will not be significantly 

influenced by this change in standards. Where figures from 2001 to 2003 have been converted to 

IFRS accounting standards, this is noted appropriately.  

 

6.1 Income Statement 

Key figures from 2001 to 2004 have been corrected in the income statement from 2005 in 

accordance with IFRS. In 2004, Nordea started to implement IFRS and as of 2005, IFRS 

accounting standards have been implemented
356

. Table 20 shows the income statement for 

Nordea from 2001 to 2009. 

Table 20. Key figures from Income Statement 

 

Source: Nordea Annual Reports 

 

                                                 
356

europa.eu/legislation_summaries – Det indre marked – “Internationale regnskabsstandarder (IAS)” 

Key Figures (Income Statement) EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Net interest income 3,688      3,754      3,658      3,495      3,663      3,869      4,282      5,093      5,281      

Net fee and commission income 1,453      1,573      1,533      1,794      1,935      2,074      2,140      1,883      1,693      

Net gains/losses on items at fair value 349          253          369          679          776          1,042      1,209      1,028      1,946      

Other income 394          278          320          159          205          388          258          196          153          

Total operating income 5,884      5,858      5,880      6,127      6,579      7,373      7,889      8,200      9,073      

Staff costs -1,885    -2,346    -2,151    -2,021    -2,082    -2,251    -2,388    -2,568    -2,724    

Other expenses -1,631    -1,811    -1,680    -1,634    -1,586    -1,571    -1,678    -1,770    -1,788    

Total operating exspenses -3,516    -4,157    -3,831    -3,655    -3,668    -3,822    -4,066    -4,338    -4,512    

Profit before loan losses 2,368      1,701      2,049      2,472      2,911      3,551      3,823      3,862      4,561      

Loan losses -373        -261        -363        -27          137          257          60            -466        -1,486    

Disposal of tangible and intangible assets -          -          -115        300          6              8              3              -          -          

Operating profit insurance -67          -148        126          -          -          -          -          -          -          

Operating profit 1,928      1,292      1,697      2,745      3,054      3,816      3,886      3,396      3,075      

Income tax expense -360        -405        -205        -667        -779        -667        -753        -724        -757        

Net profit for the year 1,568      887          1,492      2,078      2,275      3,149      3,133      2,672      2,318      
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Revenue in a bank normally consists of income, non-interest income, and items at fair value. 

Interest income is usually procured from earning assets, which to a large degree consist of loans 

to customers. If we subtract the interest expenses, which consist of interests paid to deposit 

holders and other sources of cash, we get the net interest income. The net interest income is thus 

profit derived from the function of being a middleman between the depositor and borrower. 

However, this is not pure arbitrage income as the loans might default, so it is also a buffer to 

cover loan defaults. This, to a high degree, explains the usual and substantial, discrepancy 

between deposit and loan interest rates. The net interest income has developed positively over the 

period analyzed.  

 

Non-interest income, such as fees and commissions, include earnings from service charges, 

physical bank transactions, credit card fees, exchange commissions, etc. Other non-interest 

incomes include trading gains on securities, dividends and foreign exchange. These have 

increased till 2007 after which there has been a slight decline. 

 

Items at fair value, such as shares/participations and other share-related instruments, interest-

bearing securities and other interest-related instruments, foreign exchange gains/losses, and 

financial instruments are investments made by Nordea to increase total operating income and are 

valued at fair value at the end of the year. Throughout the period analyzed, Nordea has been able 

to increase the surplus gained from this post. Especially in 2009, the figure is higher than income 

on net fee and commission income. The main reason for the large increase in 2009 is due to the 

return Nordea has achieved on shares/participations, other share-related instruments, interest-

bearing securities and other interest-related instruments. From a total result in 2008 of EUR -

2,295m, Nordea has had a gain of EUR 4,299m in 2009. Especially investments on the stock 

market have turned around, as global financial stock markets have seen increases of more than 

50%. It should therefore be noted that Nordea is using investments as a significant income in 

their business model. However, these investments have a high correlation with global financial 

markets, and as 2009 was a very positive year for investors, this was no different for Nordea. 

 

When evaluating the interest income, non-interest income, and items at fair value for Nordea, it is 

clear that income derived from interest is dominating over the 9 years analyzed. 
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Nordea has four main categories of expenses. First, there are the interest expenses that are paid to 

deposit holders and other sources of cash. As noted earlier, the interest expenses together with the 

interest revenues constitute the net interest income. Secondly, there are operating expenses such 

as staff costs and administrative expenses. The operating expenses consist, by far, of staff costs 

for Nordea. Staff costs include salaries, bonuses, social security insurance, and pension plans. 

Thirdly, there are loan losses. Loan losses indicate the number of loans that have defaulted in a 

given year together with the interests that have not been paid, as well as an expectation of the 

future defaults. The larger the expected amount of defaults, the more important it is for the bank 

to maintain the ratio. This number can be used to even out operating performance over the cycle 

of good and bad years. Finally, there are income tax expenses. 

 

6.2 Balance Sheet 

In Table 21 key figures from Nordea‟s balance are shown. From 2001-2003 GATT was used as 

accounting standard and these figures are used in the balance sheet listed.  

Table 21. Key figures from the Balance 

 

Source: Nordea Annual Reports 

 

Nordea‟s assets and liabilities can be divided into several main categories. The following section 

will briefly describe assets and liabilities for Nordea, with special emphasis on those that are 

most relevant for understanding the fundamentals of banking and Nordea‟s balance sheet. 

 

Assets 

Bank assets can mainly be divided into interest earning and non-interest earning assets. Interest 

earning assets can be divided into many subcategories, ranging from short-term liquid assets to 

more illiquid assets such as loans. The tradeoff between liquid and illiquid assets is the fine 

balance of liquidity and the maximization of net-returns. The non-interest bearing assets are in 

Key Figures (Balance) EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Loans and receivables to credit institutions 21,370    23,496    29,037    24,774    31,578    26,792    24,262    23,903    18,555    

Loans and receivables to the public 137,570 145,740 145,644 161,060 188,460 213,985 244,682 265,100 282,411 

Deposits by credit institutions 30,243    25,962    28,753    30,156    29,790    32,288    30,077    51,932    52,190    

Deposits and borrowings from the public 91,082    94,177    95,556    104,740 115,550 126,452 142,329 148,591 153,577 

Subordinated liabilities 5,927      6,128      5,115      5,818      7,822      8,177      7,556      8,209      7,185      

Total (Shareholder's) Equity 11,819    11,897    12,177    12,676    12,960    15,322    17,160    17,803    22,420    

Total Balance 229,730 237,722 262,190 280,074 325,549 346,890 389,054 474,074 507,544 
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contrast entirely liquid assets such as cash and money due from other banks as well as the banks 

investment in assets and equipment. The non-interest bearing assets can be seen as Nordea‟s 

immediate liquidity reserves. 

 

Investment securities can be divided into marketable securities and short-term investments as 

well as long-term investments. The marketable securities and short-term investments consist of 

short-term government securities and money market funds. The long-term investments consist of 

government securities; such as bonds. Investment securities can be divided into held-to-maturity 

and available-for-sale. This choice on how the investment securities are handled is bestowed 

upon the management
357

. Finally, investment securities can also be classified as trading 

securities. 

 

The most important item on Nordea‟s balance sheet is the loan portfolio. This is due to the fact 

that this is where Nordea has the main part of its risk. Loans are either given to commercial or 

private customers
358

. The commercial loans are normally larger and more concentrated. This 

leads to a large influence on Nordea‟s profit/loss if a commercial loan is defaulted. In contrast, 

although private customer loans have a higher amount of defaults, a given default does not 

usually influence the bank as strongly as a commercial loan default. Loans can go through 

different stages of writing off, depending on the state of the repayment. The balance sheet shows 

the net loans which consist of loans subtracted loan losses. Banks normally classify the loans into 

segments depending on the likelihood that the losses will be defaulted. This accumulated amount 

of expected defaulting loans, together with the actually defaulted loans, is known as the loss 

provisions. 

 

Liabilities 

Nordea‟s liabilities consist of the sources of financing that the company gets to use in investing in 

assets. The main funding sources are deposits from the public as well as debt securities. The 

deposits can be divided into different segments
359

. These include non-interest bearing demand 
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deposits, savings deposits, now accounts, money market deposit accounts and time deposits. 

Non-interest bearing demand deposits are more commonly referred to as checking accounts that 

do not pay out any interest. Saving deposits yield a low interest but give the customer the right to 

withdraw the funds at any time. Now-accounts are interest bearings accounts which can be used 

to pay a third party. Money market deposit accounts offer fewer options but offer higher interest 

rates. Time deposits are money accounts that are locked in at an agreed interest rate and for a 

certain period of time. Deposits can also be divided into core and non-core deposits. Core 

deposits are deposits by trustworthy customers and are thus less volatile.  

 

The difference between Nordea‟s assets and liabilities is the equity. The equity consists of 

minority interests, share capital, other reserves and retained earnings. Reserves and retained 

earnings are normally the largest of the equity items, which is also the case for Nordea  

 

Furthermore, there are several off-balance sheet items. These items influence the risk profile of 

the bank but are not included in the balance sheet, such as interest rate swaps, option and 

derivative commitments. The largest of these in Nordea‟s case is derivative commitments.  

 

6.3 Income Statement Analysis 

The following section will focus on Nordea‟s profitability, through an analysis of the income 

statement. The aim of the analysis is to show the development in Nordea‟s earnings from 2001 to 

2009. The financial analysis will show which of Nordea‟s activities contributed in a positive or 

negative way to the overall performance of the company.  

 

Choice of ratios 

To illustrate the profitability the following ratios have been chosen: 

 Performance Development 

 ROE  and ROA  

 Cost/Income Ratio 

 Loan Losses 
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Performance development gives an overview of Nordea‟s profit before loan losses, operating 

profit, and net profit for the year.  

 

ROE shows how well Nordea is able to yield the money the shareholders have invested. It can be 

used to compare with competitors, as the higher Nordea‟s ROE is, relatively to competitors, the 

better Nordea has performed. ROE is calculated by dividing the net profits with the average total 

equity. The average total equity is determined as an average of the year opening and year closing 

equity. In other words, ROE expresses the net profit for the year as a percentage of the average 

total shareholders‟ equity
360

. We use ROE in order to evaluate Nordea‟s performance compared 

to competitors and to evaluate whether we believe that Nordea will be able to continue creating 

value to its investors. 

 

ROA expresses the ability of management to utilize the real and financial resources of Nordea in 

order to generate returns and thus returns how much profit the company can generate for each 

euro in assets.  

 

ROA is calculated by dividing the net profits with the average total assets. The average total 

assets are determined as an average of the year opening and year closing assets. In other words, 

ROA expresses the net profit for the year as a percentage of the average total assets
361

.  

 

ROA is important as it shows investors how well management generates returns before gearing, 

and therefore shows the true value which management creates. We use ROA in order to evaluate 

Nordea‟s performance compared to competitors and to evaluate whether the management has 

done a better job than competitors and will thus help evaluate whether we believe that 

management will be able to live up to expectations and deliver good results compared to 

competitors, a higher ROA than average will indicate this. 

 

The cost/income ratio expresses Nordea‟s income compared to costs. This key figure is 

calculated from operating income, including value adjustments for changes in current prices, as a 

                                                 
360

 Elling, J. O., et al. ”Regnskabsanalyse og værdiansættelse – en praktisk tilgang”, p. 171. 
361

 Elling, J. O., et al. ”Regnskabsanalyse og værdiansættelse – en praktisk tilgang”, p. 171. 



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

106 

 

percentage of operating expenses including credit loss expenses
362

. The ratio therefore includes 

all income statement items, excluding tax and exceptional items. The cost/income ratio is 

interesting because the key figure is able to show to what degree Nordea is capable of controlling 

its costs compared to earnings. 

 

The yearly loan losses express losses on provisions on loans guaranteed and debtors
363

. It is 

important to assess Nordea‟s ability to handle risk, as loans are one of the key stones in Nordea‟s 

business model, and the capability of handling risk is the key component of profitability for a 

bank. In the annual report from 2002, the target for average loan losses of maximum 0.40% over 

a business cycle was put forward. This was further enhanced when Nordea, in 2004, set an 

expectation that the loan loss ratio was to stay at a low 2004 level
364

. 

 

Throughout the 9 year period reviewed, Nordea has put forward targets and objectives for the 

ROE and the cost/income ratio. In the annual report from 2002, two targets were set forward: the 

ROE should be above 15% from 2004 and the cost/income ratio should be 55% by 2005
365

. In 

November 2004, Nordea changed its financial target from a ROE of 15% in 2005 to a ROE of 

17% in 2007
366

. In 2006 and 2007, this was again revised to include the aim to reach a ROE in 

line with top Nordic peers
367

. In 2007, the new “Great Bank” strategy was executed. With this 

strategy came new financial targets such as the total shareholder return should be in the top 

quartile of European peer group
368

. In 2009, the “Prudent Growth” strategy was put forward. In 

the next section will analyze the performance of Nordea in order to evaluate, not only the results, 

but also management credibility, by showing whether or not historical goals have been reached. 
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Performance Development 

Figure 10. Performance Development 

 

Source: Nordea Annual Reports 

 

Figure 10 illustrates the performance development for Nordea over the last 9 years. During the 

Dot.com crisis in the early 2000‟s, Nordea‟s profit dropped significantly in all three levels. From 

2004 to 2007, Nordea‟s operating profit grew tremendously and as Nordea did not have any 

significant loan losses, operating profit grew to the largest item amongst the three profit levels 

due to positive income from loan losses. In 2008 and 2009, the picture reversed, and Nordea now 

has significant loan losses as the financial crisis greatly impacts the net profit for the two years. 

Especially, in 2009 Nordea experienced its biggest loan losses of EUR 1,486m in the 9 years 

analyzed, which is very evident in Figure 10 as profit before loan losses is almost 50% higher 

than operating profit. 

 

ROE and ROA 

Table 22 shows the ROE and ROA for Nordea from 2001 to 2009. The ROE and ROA varies 

over the last 9 years. From 2001 to 2003 the Dot.com bubble burst resulted in stock prices 

decreasing tremendously and the Danish stock index consisting of the 20 largest and most traded 

companies (OMXC20) saw a setback of 52.3% during a period of 870 days
369

. The recent 

financial crisis has also clearly affected Nordea‟s ROE and ROA. From a high in 2006 the ROE 

and ROA have fallen to half in 2009. 
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Table 22. ROE and ROA 

 

Source: Nordea Annual Reports 

 

ROE 

With regards to ROE, Nordea has reached its own goals set forward in 2002 and 2004. The goal 

for 2007 of 17% ROE was impressively already reached in 2005. However, the impact of the 

recent financial crisis has made Nordea‟s ROE slump to a low of 11.3% in 2009. In order to 

evaluate whether this is satisfying, Nordea has to be benchmarked with its peers. 

Figure 11. ROE 

 

Source: Annual Reports from Danske Bank, SEB, Swedbank, DnB NOR, and Nordea 

 

From 2001 to 2005, as shown in Figure 11, Nordea has performed worse than peers with regards 

to ROE. However, in 2006, Nordea had the highest ROE. From 2007 until 2009, Nordea has been 

able to maintain a ROE that is in the top segment compared to its peers irrespective of growth or 

fall in the global economy, which is in line with Nordea‟s own long-term financial targets. In 

2009, Nordea had the highest ROE amongst its peers. Despite the fact that Nordea‟s ROE for 

2009 is lower than in 2001, it comes out in the top compared to the peer group. Therefore, despite 

the fact that the ROE has fallen, we can say that Nordea has performed better than competitors 

Nordea 2001 2002 2003 2004 2005 2006 2007 2008 2009

ROE 13.8% 7.5% 12.3% 16.9% 18.0% 22.9% 19.7% 15.3% 11.3%

ROA n/a 0.36% 0.61% 0.74% 0.75% 0.94% 0.85% 0.62% 0.47%
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from 2006 and forward, and has thus had a good performance which indicates that Nordea‟s 

growth strategy has worked.  

 

ROA 

Nordea‟s ROA has in line with ROE been affected by the financial crisis as shown in Figure 12. 

Figure 12. ROA 

 

Source: Orbis 

 

From 2002 to 2005, Nordea‟s has performed worse than peers with regards to ROA. However, in 

2006, Nordea had the highest ROA. From 2007 until 2009, Nordea has been able to maintain a 

ROA that is in the top segment compared to its peers. Therefore, despite the fact that the ROA 

has fallen, we can say that Nordea has performed better than most competitors from 2006 and 

forward, and has thus indicating not only that Nordea has performed well compared to peers but 

that this has been facilitated by better management.  

 

Thus, together with the ROE, the ROA shows that Nordea‟s management has been good at 

utilizing financial resources to generate returns in environments where global financial markets 

are booming. While returns have been falling during the financial crisis Nordea has still 

performed better than peers and thus, in our opinion has better potential at being successful. 
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Cost/Income Ratio 

Table 23 shows the yearly development in the cost/income ratio for Nordea from 2001 to 2009. 

During the Dot.com crisis, Nordea‟s cost/income ratio increased significantly. Yet, since 2003, 

Nordea has been able to stabilize its cost/income ratio and Nordea has furthermore been able to 

decrease the ratio quite significantly. During the recent crisis, and especially in 2008, the ratio 

has increased slightly. However, in 2009, Nordea has been able to decrease the cost/income ratio 

to the lowest level in 9 years, namely 50%. This impressive ratio in 2009, especially in a financial 

crisis setting, is mainly based on a significant increase in income compared to costs that have 

been held at a reasonable increase. 

Table 23. Cost/Income ratio 

 

Source: Nordea Annual Reports 

 

Nordea‟s own goal from 2002 regarding a cost/income percentage of 55% by 2005 was almost 

reached. Instead of in 2005, the goal was reached in 2006 through optimization, which yet again 

underlines the capability of management to implement the strategy.  

 

Compared to its closest competitors, Nordea has ranked amongst the banks with the highest 

cost/income ratio in the first part of the time period analyzed, as can be seen in Figure 13. 

However, from 2006 and forward, this gap has been closed and in 2008 and 2009, Nordea is 

among the banks with the lowest cost/income ratio. 

Cost/Income ratio 2001 2002 2003 2004 2005 2006 2007 2008 2009

Nordea AB 58.0% 64.0% 63.0% 60.0% 56.0% 53.0% 52.0% 53.0% 50.0%
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Figure 13. Cost/Income ratio 

 

Source: Annual Reports for Danske Bank, SEB, Swedbank, DnB NOR, and Nordea 

 

From 2002, Nordea has had a steadily decreasing cost/income ratio compared to its competitors, 

and Nordea therefore seems to be the one of the five banks that has been best able to manage the 

costs while increasing the income. 

 

Loan Losses 

During the Dot.com crisis from 2001 to 2003, Nordea experienced an increase in loan losses. As 

Table 24 illustrates, Nordea was able to reduce the loan losses to 0.00% during the financial 

upturn after 2003, but when the recent financial crisis hit, the loan losses increased, and have 

continued to do so throughout 2009. In 2009, Nordea‟s loan losses amounted to 0.54% which is 

the highest in the 9-year period analyzed and higher than during the Dot.com crisis. The main 

part the of loan losses in 2009 relates to corporate customers with 85% and household customers 

with 15%.  

Table 24. Loan losses 

 

Source: Nordea Annual Reports 

 

The total loan losses for Nordea are acceptable compared to its own standards over a business 

cycle. From an investor‟s point of view, it is to some extent also acceptable/understandable in a 

time of financial distress, that interests are not paid on all loans and some loans will default. 
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Loan losses 2001 2002 2003 2004 2005 2006 2007 2008 2009

Nordea AB 0.29% 0.19% 0.25% 0.02% 0.00% 0.00% 0.00% 0.19% 0.54%
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However, it is important for Nordea to keep this level as low as possible. Through risk 

management and assessment of credit status of the loan takers, Nordea can try and reduce bad 

loans, which is what is being done at the moment
370

.  

 

6.4 Asset Analysis 

This part of the financial analysis will analyze and determine how Nordea uses capital. As it is 

important for any company to have assets which can add value to the company, it is important to 

analyze Nordea‟s assets to see where the bank earns its money. 

 

The first section will analyze Nordea on a 5 year basis. The second section will use 2008 and 

2009 as years for analysis. Finally, the sections regarding loans, allowances, and interest-bearing 

securities will be analyzed on a 9 year basis.  

Table 25. Composition of Assets 

Source: Nordea Annual Reports 

 

Nordea‟s current financial statement includes the assets shown in Table 25 and it is evident that 

the main component of Nordea‟s assets is loans and receivables to credit institutions and to the 

public. Loans to the public make up more than 50% of Nordea‟s total assets during the last five 

years, although this trend has been declining on a relative basis. However, in real terms, loans to 

                                                 
370

 Nordea Annual Report 2009 

Composition of Assets EURm 2005 % 2006 % 2007 % 2008 % 2009 %

Cash and balances with central banks 2,526       0.8 2,104       0.6 5,020       1.3 3,157       0.7 11,500    2.3

Treasury bills 7,095       2.2 6,678       1.9 5,193       1.3 6,545       1.4 12,944    2.6

Loans and receivables to credit institutions 31,578    9.7 26,792    7.7 24,262    6.2 23,903    5.0 18,555    3.7

Loans and receivables to the public 188,460  57.9 213,985  61.7 244,682  62.9 265,100  55.9 282,411  55.6

Interest-bearing securities 24,632    7.6 29,066    8.4 38,782    10.0 44,830    9.5 56,155    11.1

Financial instruments pledged as collateral 11,674    3.6 10,496    3.0 4,790       1.2 7,937       1.7 11,240    2.2

Shares 12,901    4.0 14,585    4.2 17,644    4.5 10,669    2.3 13,703    2.7

Derivatives 28,876    8.9 24,207    7.0 31,498    8.1 86,838    18.3 75,422    14.9

282          0.1 -37           0.0 -105         0.0 413          0.1 763          0.2

-           0.0 -           0.0 -           0.0 -           0.0 -           0.0

Investment in group undertakings -           0.0 -           0.0 -           0.0 -           0.0 -           0.0

Investment in associated understakings 566          0.2 398          0.1 366          0.1 431          0.1 470          0.1

Intangible assets 2,221       0.7 2,247       0.6 2,725       0.7 2,535       0.5 2,947       0.6

Property and equipment 303          0.1 307          0.1 342          0.1 375          0.1 452          0.1

Investment property 2,750       0.8 3,230       0.9 3,492       0.9 3,334       0.7 3,505       0.7

Deffered tax assets 352          0.1 382          0.1 191          0.0 64             0.0 125          0.0

Current tax assets 41             0.0 68             0.0 142          0.0 344          0.1 329          0.1

Retirement benefit assets 70             0.0 84             0.0 123          0.0 168          0.0 134          0.0

Other assets 9,817       3.0 10,726    3.1 7,724       2.0 14,604    3.1 14,397    2.8

Prepaid expenses and accured income 1,405       0.4 1,572       0.5 2,183       0.6 2,827       0.6 2,492       0.5

Assets 325,549  100.0 346,890  100.0 389,054  100.0 474,074  100.0 507,544  100.0

Fair value changes of the hedged items in 

portfolio hedge of interest rate risk
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the public have risen significantly from 2005 to 2009. As the financial crisis hit in fall 2007, loan 

losses were incurred. It is therefore a natural development that Nordea has tried to reduce loans to 

the public in order to reduce risk in 2008 and 2009. Furthermore, Nordea has increased its use of 

derivatives tremendously from 2007 to 2009 as the bank is trying to hedge risk and decrease the 

impact of the financial crisis.  

 

The section will focus on the assets that mainly contribute to the value creation for Nordea. As it 

can be seen in Table 25, these value creating assets are loans, interest-bearing securities and 

derivatives, as they make up the largest percentage of assets. Furthermore, we look at the 

composition of RWA to determine Nordea‟s risk exposure. First, however, the key ratios used to 

analyze the assets will be broken down and elaborated on. 

  

Choice of ratios 

To illustrate Nordea‟s use of capital the following key figures have been chosen: 

 Loans 

 Impaired Loans 

 Interest-bearing Securities 

 Derivatives 

 RWA 

 

The development in loans is relevant because loans make up the basis of Nordea‟s earnings.  

 

Impaired loans express the amount of loans that have reduced interest rates. These loans are loans 

where the bank has found it necessary to reduce or entirely halt the interest rate calculations as it 

is not deemed realistic that the debt holder will be able to repay the loan according to the initial 

agreement. This key ratio is interesting as it shows the development in reduced payback on 

interest rates and indicates Nordea‟s expectations to future loan defaults. 

 

Derivatives express the amount Nordea spends on hedging risk. This key ratio will show how 

much risk Nordea is trying to hedge and will indicate future expectations to the development in 

financial markets.  
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Risk weighted assets divides Nordea‟s operation into two different pillars, according to the Basel 

II agreement. Pillar 1 deals with maintenance of regulatory capital calculated for three major 

components of risk that Nordea faces: credit risk, market risk, and operational risk
371

. Pillar 2 

deals with the regulatory response of the first pillar, giving regulators much improved tools 

compared to those in Basel I. Furthermore, Pillar 2 provides a framework for dealing with all the 

other risks Nordea may face, such as: systematic risk, pension risk, concentration risk, strategic 

risk, reputation risk, liquidity risk, and legal risk
372

. RWA will indicate how risky Nordea‟s assets 

are. 

 

Loans 

As loans are by far the largest asset on the balance sheet, an extensive analysis of this asset is 

appropriate. In order to analyze loans we will go through the yearly increase in loans, the 

dispersion of loans and the key figures on impaired loans. 

 

Increase in loans 

The yearly increase in loans represents Nordea‟s core business and revenue basis.  

Table 26. Loans and receivables 

Source: Nordea Annual Reports 

 

As it can be seen from Table 26, the loan portfolio has steadily increased over the last 9 years. 

This has mainly been driven by the loans and receivables to the public. The amount of loans to 

other credit institutions has been decreasing since 2005. Although this development is a positive 

indicator, the dispersion of the loans must also be analyzed in order to assess the exposure. 

 

                                                 
371

 www.wikipedia.org – Basel II 
372

 www.wikipedia.org – Basel II 

Loans EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Loans and receivables to credit institutions 21,370    23,496    29,037    24,774    31,578    26,792    24,262    23,903    18,555    

Loans and receivables to the public 137,570  145,740  145,644  161,060  188,460  213,985  244,682  265,100  282,411  

Total allowances -2,259 -2,153 -1,936 -1,772 -1,481 -1,118 -957         -1,170     -2,156

Loans and receivables total 161,199  171,389  176,617  187,606  221,519  241,895  269,901  290,173  303,122  

http://www.wikipedia.org/
http://www.wikipedia.org/
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Loan Dispersion 

Nordea‟s loan portfolio consists of loans to credit institutions and to the public. The loans to the 

credit institutions are mainly interbank deposits
373

. The loans to the public can be divided into 

loans to corporate customers, household customers and the public sector. Figure 14 illustrates the 

dispersion of the loans in 2008 and 2009. Both years exhibit similar exposures, the highest 

exposure being corporate and household loans. 

Figure 14. Loan Dispersion 

Source: Nordea Annual Report 2008 and 2009 

 

Corporate Loans 

Figure 15 illustrates the largest exposures, which in 2008 and 2009, was shipping and offshore, 

retail trade, consumer staples, industrial commercial services, financial institutions and real-

estate. Real-estate is by far the largest exposure in Nordea‟s corporate loan portfolio. In 2009, 

real-estate exposure amounted to 24% of the corporate loan portfolio and 12% of Nordea‟s total 

loan portfolio. Loans to corporate customers went up 1% from EUR 152bn in 2008 to EUR 

154bn in 2009. This development was mainly driven by a 5% positive development in the real-

estate sector, 57% in consumer durables and 21% in the construction sector
374

. Geographically, 

real-estate exposure is mainly related to the Nordic market. Overall, the corporate loan portfolio 

is fairly diversified. The distribution of loans by size shows that approximately 62% of the 

corporate loan volume is for loans up to EUR 50m per customer
375

. 

  

                                                 
373

 Nordea Annual Report 2009 
374

 Annual Report 2009 
375

 Annual Report 2009 
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Source: Nordea Annual Report 2008 and 2009 

 

Household Loans 

Loans to household customers can be divided into household mortgage loans and household 

consumer loans as illustrated in Figure 16. Household mortgage loans make up by far the largest 

component of the total loan portfolio with 32% in 2009, up 3% from 2008, and 78% of the 

household customer loans. The household mortgage loans are mainly exposed to the Nordic 

market, with an exposure of EUR 2,903m. 

 

Lending to household customers increased by 13% from EUR 109bn in 2008 to EUR 123bn in 

2009
376

. This development was driven by a 15% increase in household mortgage loans and 8% 

increase in household consumer loans. 

Figure 16. Household Loan Dispersion 

Source: Nordea Annual Reports 2008 and 2009 

 

                                                 
376

 Nordea Annual Report 2009 

Figure 15. Corporate Loan Dispersion 
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Overall, Nordea‟s largest exposure is towards the real-estate sector in the Nordic countries. With 

real-estate amounting to EUR 37,173m (12%) and household mortgage loans amounting to EUR 

96,615m (32%) of the total loan portfolio in 2009, there is a 44% exposure to real-estate of the 

total loan portfolio. The Baltic country total real-estate exposure amounts to 1.4% of the total 

loan portfolio in 2009. 

 

Impaired loans 

The gross impaired loans in Table 27 can be analyzed relative to the entire loan portfolio in order 

to indicate how solid the portfolio is, this ratio is known as the impairment rate. This ratio has 

also been calculated by Nordea in the financial statements; however, the ratio calculations have 

been inconsistent over the 9 years. We have chosen to calculate the ratio as gross impaired loans/ 

total loans and receivables. 

Table 27. Impaired loans 

 

Source: Nordea Annual Reports 

 

As seen in Table 27, the gross impaired loans have fallen prior to the financial crisis and have 

increased significantly during the last two years. The impairment rate was also declining prior to 

the financial crisis and has increased since. Nordea has as of end of December 2006 changed the 

principles for disclosure of impaired, but performing, loans, which increases the size of impaired 

loans. This change does not reflect increased risk, but since the size of allowances for impaired 

loans are unchanged, the ratio between allowances and impaired loans decreases. The 2005 and 

2006 figures have been changed in accordance with this new principle. 

 

The allowance for impaired loans gives an indicator of the banks expectations of loan defaults. 

The allowance is a general reserve established to cushion all credit losses in Nordea‟s loan 

portfolio. It covers losses that are probable and can be estimated on the date of valuation. When 

the allowances are subtracted from the gross impaired loans, the result is net impaired loans. 

Finally, the net impaired loans relative to the loan portfolio provides an indicator of the net losses 

on loans the given year. 

Impaired Loans EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Impaired loans (gross) 3,114       3,260       2,649       2,315       2,526       1,868       1,432       2,224       4,102       

Impairment rate (gross) 1.93% 1.90% 1.50% 1.23% 1.14% 0.77% 0.53% 0.77% 1.35%
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Table 28. Allowances 

 

Source: Nordea Annual Reports 

 

From Table 28, it is evident that the yearly total allowances have fallen steadily until the 

beginning of the financial crisis. After the crisis there has been an increase in total allowances, 

and this has also been the case for the net impaired loans as well as the net impairment rate. 

 

Interest-bearing securities 

The interest-bearing securities have steadily increased over the last nine years. The numbers 

specified have not been deducted financial instruments pledged as collateral and are thus gross 

numbers. As portrayed in Table 29, there is a slight decrease in 2004; however, this is due to 

changes in accounting standards, thus overall, the development has been an increase in the 

securities issued by other borrowers than the public. 

Table 29. Interest-bearing securities 

 

Source: Nordea Annual Reports 

 

Table 30 shows that the ratio between interest-bearing securities and loans has been on a level 

between 11% and 19%. 

Table 30. Interest-bearing securities/Loan ratio 

 

Source: Nordea Annual Reports 

 

Treasury bills and interest-bearing securities give an indicator of credit risk exposure towards 

exposure in securities financing. The securities financing has increased steadily during the last 

nine years. Furthermore, there has been a larger relative exposure towards securities financing. 

 

Allowances EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Total allowances (reserves) -2,259     -2,153     -1,936     -1,772     -1,481     -1,118     -957         -1,170     -2,156     

Impaired loans (net) 855          1,107       713          543          1,045       750          475          1,054       1,946       

Impairment rate (net) 0.53% 0.65% 0.40% 0.29% 0.47% 0.31% 0.18% 0.36% 0.64%

Securities EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Issued by public bodies 5,608       9,746       16,034    10,061    4,752       5,863       2,945       3,120       8,349       

Issued by other borrowers 19,779    18,420    15,983    17,124    31,369    33,699    40,354    49,626    58,915    

Interest-bearing securities including pledged 25,387    28,166    32,017    27,185    36,121    39,562    43,299    52,746    67,264    

Security/Loan ratio EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Loans and receivables total 161,199  171,389  176,617  187,606  221,519  241,895  269,901  290,173  303,122  

Interest-bearing securities 25,387    28,166    32,017    27,185    24,632    29,066    38,782    44,830    56,155    

Security/Loan ratio 15.75% 16.43% 18.13% 14.49% 11.12% 12.02% 14.37% 15.45% 18.53%
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Derivatives 

Table 31 shows the development of Nordea‟s derivatives. Nordea mainly uses derivatives in 

order to meet customer needs as well as for proprietary trading purposes and to reduce interest 

rate currency risk in the regular banking activities
377

. The total credit risk exposure consists partly 

of current exposure and partly of potential future exposure
378

. 

Table 31. Derivatives 

 

Source: Nordea Annual Reports 

 

It is evident that Nordea has increased its exposure to derivatives. This is as expected, as the 

financial crisis will presumably have banks and its customers seeking for a way to reduce risk. 

Some of Nordea‟s risk has therefore been reduced through derivatives. 

 

RWA 

Table 32 shows the development in Nordea‟s risk weighted assets. With the implementation of 

the Basel II accord in 2007, the segmentation of RWA changed and operational risk and 

additional capital requirements had to be included as a risk.  

Table 32. Risk Weighted Assets 

 

Source: Nordea Annual Reports 

 

It is evident that Nordea‟s risk has increased, especially with the implementation of Basel II. 

However, in 2009, Nordea has been able to control its risk and reduce the amount of RWA. It is a 

positive development that Nordea‟s management has been able to control risk in 2009 as this 

leads to a safer bank. With regards to the future and Basel III, the new requirements might require 

that additional assets are classified as risk and that Nordea has to meet these new requirements by 

                                                 
377

 Nordea Annual Report 2008 
378

 Nordea Annual Report 2008 

Derivatives EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Derivatives n/a 21,629    19,791    26,366    28,876    24,207    31,498    86,838    75,422    

Risk Weighted Assets (RWA) EURm 2001 2002 2003 2004 2005 2006 2007 2008 2009

Basel Agreement I I I I I I II II II

Credit Risk 129,498  125,881  124,658  132,935  153,483  176,329  156,952  150,746  153,123  

Market Risk 6,523       8,789       9,738       12,070    15,545    9,069       3,554       5,930       5,386       

Operation Risk -           -           -           -           -           -           10,976    11,896    13,215    

RWA Basel II (Pilar 1) before transition rules 136,021  134,670  134,396  145,005  169,028  185,398  171,482  168,572  171,724  

Additional Capital Requirements -           -           -           -           -           -           33,103    44,709    20,134    

RWA with Transition Rules 136,021  134,670  134,396  145,005  169,028  185,398  204,585  213,281  191,858  
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reducing, for example, credit risk. Nordea has, however, increased their Tier 1 capital ratio in 

2009 through stock issues and this has, to some extent, prepared Nordea for the future and the 

regulations that will come with Basel III.  

 

6.5 Liability Analysis 

This part of the financial analysis will analyze and determine how Nordea raises capital. The first 

section will look at Nordea on a 5 year basis. Tier 1 capital will be analyzed from 2001 to 2009. 

The following sections will analyze Nordea‟s liabilities from 2007 until 2009, the main focus is 

to determine how Nordea has managed and performed in the recent financial crisis. Being a 

financial company, Nordea needs to finance its operations and assets. Table 33 shows the 

composition of Nordea‟s liabilities and their development.  

Table 33. Composition of Liabilities 

 

Source: Nordea Annual Reports 

 

Overall, the total liabilities and equity have risen significantly every year. It is noticeable that 

deposits from the public increased at a slower pace during the financial crisis, and that this figure 

has decreased relative to total liabilities from 2007 to 2009. Derivatives have risen tremendously, 

especially from 2007 to 2009. As the financial crisis has hit the financial sector with full impact, 

Nordea have tried to hedge risk and thereby reduce exposure to for example exchange rate risk. 

 

Composition of Liabilities EURm 2005 % 2006 % 2007 % 2008 % 2009 %

Deposits by credit institutions 29,790    9.2      32,288    9.3      30,077    7.7      51,932    11.0    52,190    10.3    

Deposits and borrowings from the public 115,550 35.5    126,452 36.5    142,329 36.6    148,591 31.3    153,577 30.3    

Debt securities in issue 82,609    25.4    83,417    24.0    99,792    25.6    108,989 23.0    130,519 25.7    

Liabilities to policyholders 26,830    8.2      31,041    8.9      32,280    8.3      29,238    6.2      33,831    6.7      

Other liabilities 18,044    5.5      22,177    6.4      22,860    5.9      17,970    3.8      28,589    5.6      

Current and deferred tax liabilities 806          0.2      871          0.3      1,003      0.3      1,511      0.3      1,435      0.3      

Derivatives 28,602    8.8      24,939    7.2      33,023    8.5      85,538    18.0    73,043    14.4    

58            0.0      -401        -0.1    -323        -0.1    532          0.1      874          0.2      

-      -      -      -      -      

Accrued expences and prepaid income 1,874      0.6      2,008      0.6      2,762      0.7      3,278      0.7      3,178      0.6      

Provisions 100          0.0      104          0.0      73            0.0      143          0.0      309          0.1      

Retirement benefit obligations 504          0.2      495          0.1      462          0.1      340          0.1      394          0.1      

Subordinated liabilities 7,822      2.4      8,177      2.4      7,556      1.9      8,209      1.7      7,185      1.4      

Total liabilities 312,589 96.0    331,568 95.6    371,894 95.6    456,271 96.2    485,124 95.6    

Total equity 12,960    4.0      15,322    4.4      17,160    4.4      17,803    3.8      22,420    4.4      

Total liabilities and equity 325,549 100.0 346,890 100.0 389,054 100.0 474,074 100.0 507,544 100.0 

Fair value changes of the hedged items in 

portfolio hedge of interest rate risk
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Total equity has risen in the last 5 years and especially in 2009. The following section will 

elaborate on liabilities and equity and analyze further how Nordea has financed itself.  

  

Choice of ratios 

To illustrate Nordea‟s capital raising the following figures and ratios have been chosen: 

 Interest-Bearing Debt 

 Regulatory Capital 

 

According to Basel II, a bank holding company must have a Tier 1 capital ratio of at least 4%, a 

solvency ratio (Tier 1 and Tier 2) of at least 8% and an equity ratio of at least 4%. To be well 

capitalized a bank holding company must have a Tier 1 capital ratio of at least 6%, a solvency 

ratio of 10%, and an equity ratio of at least 5%.  

 

Tier 1 capital is defined as capital of the same or close to the character of paid-up, capital-eligible 

reserves and a limited portion hybrid capital loan (perpetual loans) instruments (maximum 30% 

of Tier 1)
379

. Profit may only be included after the deduction of a proposed dividend. Goodwill 

and deferred tax assets are deducted from Tier 1
380

. Tier 2 capital is divided into perpetual loans 

and dated loans. The total Tier 2 amount may not exceed Tier 1
381

. Dated Tier 2 loans may not 

exceed half the amount of Tier 1
382

. Tier 1 capital is an interesting key figure as this figure 

expresses how sound the capital base of Nordea is. Furthermore, Tier 1 capital expresses how 

well Nordea is prepared for unexpected events and for the upcoming implementation of Basel III, 

which is expected to require higher Tier 1 capital. Investors will be interested in this key figure as 

it shows, to some extent, how much risk is involved in investing in Nordea. 

 

The equity ratio expresses total equity as a percentage of the total liabilities. The key ratio is 

relevant because it shows the ratio between debt and equity. In other words, it shows the financial 

gearing in Nordea.  
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The solvency ratio expresses the core capital plus the supplementary capital as a percentage of 

RWA
383

. The key ratio is relevant as it shows the risk profile for Nordea which is determined 

after weighing the bank‟s balance sheet. 

 

Interest-Bearing Debt 

Of Nordea‟s total liabilities, the interest-bearing debt accounts for EUR 272,198m in 2007, EUR 

309,512m in 2008, and EUR 336,286m in 2009. Of these, deposits by credit institutions and the 

public accounts for EUR 172,406m in 2007, EUR 200,523m in 2008, and EUR 205,767m in 

2009. This accounts to 63% in 2007, 65% in 2008, and 62% in 2009 of Nordea‟s total interest-

bearing debt. Table 34 shows the different maturities on the deposits from credit institutions and 

the public. 

Table 34. Deposits 

 

Source: Nordea Annual Reports 

 

As Table 34 illustrates, most of Nordea‟s deposits are payable on demand or have a very short 

time to maturity, 66% in 2007, 58% in 2008 and 60% in 2009 of the deposits are payable on 

demand. If the time period is set to maximum 3 months, 91% in 2007, 92% in 2008 and 88% in 

2009 of the deposits can be withdrawn. Nordea operates with a relatively short time horizon 

when it comes to financing the debt. The payable on demand deposits are deposits from credit 

institutions and can therefore be withdrawn when the client wants to. 

                                                 
383

 www.finanstilsynet.dk - Tal & Fakta – Statistik, nøgletal og analyser - Nøgletal 

Deposits EURm 2007 % 2008 % 2009 %

Deposits by credit institutions

Payable on demand 6,315      4          14,133    7          8,147      4          

Maximum 3 months 19,026    11       35,208    18       32,076    16       

3-12 months 3,751      2          1,847      1          9,198      4          

Over 1 year 985          1          744          0          2,769      1          

Total 30,077    17       51,932    26       52,190    25       

Deposits and borrowings from the public

Payable on demand 107,658 62       101,892 51       114,762 56       

Maximum 3 months 24,138    14       34,037    17       26,119    13       

3-12 months 3,740      2          6,631      3          5,546      3          

Over 1 year 6,793      4          6,031      3          7,150      3          

Total 142,329 83       148,591 74       153,577 75       

Total Deposits 172,406 100     200,523 100     205,767 100     

http://www.finanstilsynet.dk/
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Having the ongoing financial crisis in mind, it is a negative aspect to have such short-term 

financing, as refinancing can become problematic. Most of Nordea‟s assets are long-term loans or 

loans based on longer terms than the liabilities and a maturity mismatch exists. Different help 

packages from European governments have tried to loosen up the interbank markets, so banks 

have easier access to short-term financing. However, banks are still skeptical when they have to 

borrow money to each other on the interbank markets. In the case that clients suddenly decide to 

withdraw money, Nordea can find short-term financing on the interbank market, but higher rates 

will be paid when borrowing compared to before the financial crisis, and this can result in higher 

expenses for Nordea. 

 

The shift from short-term financing to long-term financing is easier said than done, as in order to 

keep deposits on a long-term basis, higher interest rates have to be offered to the depositors. So, 

long-term financing comes at a cost. As Table 34 illustrates, Nordea has been able to reduce 

payable on demand deposits significantly from 2007 to 2008, and in 2009, this development have 

continued for deposits by credit institutions. However, in 2009, the development in deposits from 

the public that are payable on demand have increased, and Nordea has to pay attention to this. 

 

Regulatory Capital 

Tier 1 Capital 

It is evident from Table 35 that Nordea historically has had an average Tier 1 capital ratio of 

around 7%. However, in 2009, Nordea raised capital through new share issues, and some of this 

new capital was used to increase the Tier 1 capital ratio. 

Table 35. Capital Ratio 

 

Source: Nordea Annual Reports, Orbis database and Danske Markets 

 

The new Tier 1 capital ratio is now 10.2% which is a significant increase from the previous 

average of around 7% and 6.5% respectively. Nordea has increased the Tier 1 ratio in order to 

have a financial buffer, but also to be prepared for the new requirements arising from Basel III.  

Capital Ratio 2001 2002 2003 2004 2005 2006 2007 2008 2009

Tier 1 Capital Ratio (Including transition rules) 7.3% 7.1% 7.3% 7.3% 6.8% 7.1% 7.0% 7.4% 10.2%
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Table 36. Capital Ratio for Nordea's Competitors 

 

Source: Orbis database 

 

Compared to Nordea‟s closets competitors, it is evident from Table 36 that Nordea ranks in the 

middle of the peer group when measured by Tier 1 ratio in 2009. When measured by average Tier 

1 ratio, over the period, the same picture appears. From an investor‟s point of view, this is a 

signal that Nordea is not the riskiest bank and is less risky than some banks. However, a bank like 

SEB seems better prepared for future changes and has always operated with high Tier 1 ratios. 

Nordea‟s Tier 1 ratio indicates that Nordea seems ready for the new Basel III requirements, and 

as the bank has performed better and formally made statements and taken action towards Basel 

III, we expect Nordea to be better prepared than competitors. Furthermore, as mentioned in 

chapter 3.1, Nordea is among the three best banks in the Nordic segment measured by the NSFR 

and Nordea is therefore a relatively safe haven from a regulatory perspective
384

. 

 

Solvency Ratio 

As previously mentioned, the solvency ratio expresses the core capital plus the supplementary 

capital as a percentage of risk-weighted assets. For Nordea Bank Denmark, this figure was, as of 

mid 2009, 13.2%. In 2008, the figure was 10.5% and 11.9% in 2007
385

. Nordea is therefore 

significantly above the requirements. Compared to Danske Bank, Nordea has a higher risk profile 

as the solvency ratios for Danske Bank were 16.1%, 14.1% and 9.75% for 2009, 2008, and 2007 

respectively
386

. Only in 2007 did Nordea Bank Denmark have a higher ratio than Danske Bank 

and since then, Nordea has increased its risk profile relatively compared to Danske Bank. This 

could be due to the fact that Nordea is exposed to more risk, which is reflected in an increased 

RWA compared to core capital.  

 

                                                 
384

 Deutsche Bank, “Nordea” 
385

 www.finanstilsynet.dk - Tal & Fakta – Statistik, nøgletal og analyser - Nøgletal 
386

 www.finanstilsynet.dk - Tal & Fakta – Statistik, nøgletal og analyser - Nøgletal 

Capital Ratio 2001 2002 2003 2004 2005 2006 2007 2008 2009 Average

SEB n/a n/a n/a n/a 7.5% 8.2% 9.5% 9.5% 13.0% 9.5%

Danske Bank 7.3% 7.6% 7.7% 7.7% 7.3% 8.6% 6.4% 6.9% 11.2% 7.9%

Nordea 7.3% 7.1% 7.3% 7.3% 6.8% 7.1% 7.0% 7.4% 10.2% 7.5%

Swedbank 7.1% 7.1% 7.2% 8.2% 6.5% 6.5% 6.2% 8.4% 10.4% 7.5%

DnB NOR n/a 7.1% 6.8% n/a 7.4% 6.7% 7.2% 6.7% 9.3% 7.3%

http://www.finanstilsynet.dk/
http://www.finanstilsynet.dk/
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Equity 

Table 37 shows the development in equity for Nordea. It is apparent that the consolidation in 

2008 has not met the same levels as 2007. This is due to the lower net profit for the year. From 

2008 to 2009, total equity increased significantly. Total equity increased despite the decreasing 

profit for 2009. This is mainly attributable to the increase in the share capital. 

Table 37. Development in Equity 

 

Source: Nordea Annual Reports 

 

Equity Ratio 

From Table 38, it is evident that from 2005 to 2006, Nordea‟s equity ratio increased significantly 

to 4.4%. This development stagnated from 2006 to 2007 and the ratio dropped to 3.8% in 2008. 

From 2008 to 2009, the equity ratio has again increased to 4.4%. 

Table 38. Equity Ratio 

 

Source: Annual Reports for Danske Bank, Swedbank, DnB NOR, and Nordea 

 

With a relatively small equity ratio, it seems as though Nordea‟s financial gearing is very high. It 

is, however, very common for financial companies to operate with a high financial gearing, as 

they earn small amounts of money on spreads and try to leverage this money in order to increase 

their profit. 

 

Compared to its peers, Nordea has the second lowest ratio, only Danske Bank has had a lower 

ratio. Both Swedbank and DnB NOR have had relatively high ratios compared to Nordea and 

Danske Bank. The overall development in 2009 for the four banks has been an increase in the 

equity ratio as they try to reduce financial gearing and thereby reduce risk. Equity is a safe haven 

Equity EURm 2007 % 2008 % 2009 %

Share capital 2,597      15.1 2,600      14.6 4,037      18.0

Reserves 14,563    84.9 15,203    85.4 18,383    82.0

Profit for the year (included in reserves) 3,130      2,672      2,318      

Total 17,160    100     17,803    100     22,420    100     

Equity Ratio (%) 2005 2006 2007 2008 2009

DnB NOR 5.4           5.0      5.2           4.4      5.6           

Swedbank 4.5           4.6      4.2           4.8      5.0           

Nordea 4.0           4.4      4.4           3.8      4.4           

Danske Bank 3.0           3.5      2.8           2.8      3.2           
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during a financial crisis, and often the companies that have the highest amount of equity have a 

better chance of surviving during a financial crisis. Some banks will even be able to grow during 

a crisis if they are able to buy assets at an undervalued price. Therefore the term “Cash is King” 

is especially justified during a financial crisis. 

 

6.6 Evaluation of Nordea’s Financial Analysis 

Over the last nine years, Nordea‟s net profit has increased. However, during the Dot.com crisis 

from 2001 to 2003, this net profit dropped significantly and again, under the recent financial 

crisis, Nordea has seen a setback in the net profit. As a result of these setbacks, Nordea‟s ROE 

has also decreased from a record high of 22.6% in 2006 to a level of 11.3% in 2009 which is 

lower than 2001 levels. ROA shows the same picture as ROE with the highest number in 2006 of 

1.01% and a decrease to 0.50% in 2009. Compared to its peers, Nordea‟s ROE and ROA have 

developed positively and Nordea ranks in the top. Furthermore, the cost/income ratio has 

increased during the two crises, but in 2009, Nordea has been able to reduce this figure to 50%, 

the lowest in the analyzed period. Nordea has been able to constantly decrease the cost/income 

ratio, which have led to one of the lowest ratios compared to its peers. It can be concluded that 

the overall development over the nine years has been positive and even though the result and key 

figures has dropped during the financial crisis, Nordea‟s management performs acceptably and in 

accordance with the strategy. 

 

The primary cause for the negative development in the net result is mainly due to the financial 

crisis and the loan losses which the crisis has created. The loan losses had not been of concern 

until the recent financial crisis, and Nordea had actually lost less money than they expected 

during the financial upturn in the mid 2000‟s. The fact that the loan losses are the biggest concern 

for Nordea is underlined by the balance sheet where it is specified that loans and receivables to 

credit institutions and to the public account for at least 60% of the total balance. In some years, 

the figure is above 70%. In the analysis of the balance sheet, it is again underlined that the recent 

crisis has resulted in an increased impairment rate. Furthermore, it is evident that Nordea has 

significantly increased the use of derivatives during the recent crisis, in order to mitigate risk. 

However, when the recent financial crisis hit, the loan losses increased significantly as companies 

and the public started defaulting on loans, leaving a great impact in Nordea‟s income statement 
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and balance sheet. The loan losses have evidently hit the whole banking sector and Nordea is not 

the only company that has been affected. Nevertheless, as indicated by ROE, ROA and the 

cost/income ratio Nordea has performed better than competitors.  

 

Deposits from the public have decreased relatively during the last three years and deposits from 

credit institutions have increased relatively until 2008, with a slight decrease in 2009. This is a 

natural development during a financial crisis as Nordea tries to finance its operations through 

safer long-term deposits. However, this is an area where Nordea has to utilize resources in order 

to reduce risk as deposits payable on demand is much higher than long-term financing. Nordea 

has indeed been able to increase the maturities on deposits from 2007 to 2009 but still has to 

focus on long-term financing as most of the assets are long-term, and too big an imbalance in 

long-term assets and short-term liabilities might increase the risk profile. It can be drawn from 

the liabilities side of the balance sheet, that liabilities, Tier 1 capital and total equity have risen 

over the last 5 years, and Nordea meets the regulatory requirements. However, until 2008, total 

equity has not risen relatively as much as total liabilities. In 2009, Nordea has been able to turn 

this figure around and increase total equity. 
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7.0 Budget/Forecast 

The value that Nordea creates for its investors is a result of complex relations between operating, 

investment and financial activities. In order to estimate the future value creation, it is necessary to 

budget these activities for Nordea over a 10-year period as this is required for the input in the 

valuation models. This will happen on the basis of the strategic analysis and the financial 

analysis
387

. The main focus is global economic recovery in 2010, the effect of the fiscal stimuli 

packages and the reversal of these as well as the implementation of Basel III.  

 

The impact of the fiscal stimuli packages, on GDP growth in the different markets, which Nordea 

operates in, and the reversal of these, will affect Nordea. If global growth takes place, then it is 

more likely that there is more money in the country and higher production, due to export demand. 

If the opposite occurs, namely negative growth in GDP, the effect on the country can be very 

negative as seen in the Latvia analysis.  

 

The implementation of Basel III is expected to have a significant impact on the banking sector, 

but based on the strategy and financial analysis, Nordea seems ready for Basel III, it is not as 

large an obstacle for Nordea as it is for its competitors.  

 

The following section will link the strategic and financial analysis and forecast the key figures for 

Nordea which are needed in the RI model. The figures forecasted are:  

 Total Operating Income 

 Total Operating Expenses 

 Loan Losses 

 Tax Expense 

 Total Equity 

 

The forecast will be split up in two parts: a forecast from 2010-2012 and from 2013-2019. The 

chosen split is done because it is possible to compare our estimations with market forecasts and 

estimation until 2012. However, from 2013 and forward, no other specific forecasts exist and we 

can therefore not compare our figures. It has to be mentioned that there is some error associated 
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with the forecast. In order to compensate for this we will do a sensitivity analysis. Furthermore, 

we will use the two scenarios, from chapter 4, to show the range of Latvia‟s impact on Nordea. 

 

Total Operating Income 

When budgeting total operating income, which includes interest income, interest expense, net fee 

and commission income, net fee commission expense and net gains/losses on items at fair value, 

we refer to the strategic section which analyses the current market and situation of Nordea, and 

the future expectations for the development of the market.  

 

From 2000 to 2009, Nordea saw an average annual increase in total operating income of 5%. The 

largest increases were seen in 2007 and 2009. However, 2008 and 2009 were very atypical years 

in the financial markets due to the financial turmoil and such a comprehensive financial crisis 

does not occur regularly on a 10 year cycle, thus the figure of 5% will include some uncertainty, 

as it is in the upper band. 

 

The strategic analysis shows a somewhat unsecure outlook for the future growth possibilities of 

the banking sector, as the sector relies heavily on how global financial markets will develop. 

Global economic recovery is expected in 2010, but local governments and national GDP‟s are 

expected to suffer from the reversal of fiscal stimuli in 2010 and 2011. Total operating income is 

therefore expected to decrease in 2010 due to the reversal of the fiscal stimuli packages. We 

expect Nordea‟s total operating income to decrease with 5% in 2010 based on the assumption of 

a double-dip. From 2011 to 2012, we expect global financial growth to slowly show its impact on 

the financial markets and stability is expected to spread throughout the banking sector. 

Furthermore, GDP growth is expected in most of Nordea‟s markets as production increases 

throughout the world, due to increased growth and lowered interest rates. As previously 

mentioned, Nordea‟s annual growth over a business cycle was 5% and increasing in later years. 

As markets are still recovering in 2011 and 2012, the average annual growth rate of 5% is still 

forecasted to be a little too high. We therefore expect an annual growth rate of 4% for 2011 and 

2012.  
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Our expectation for 2010, 2011 and 2012 is in the middle range of expectations amongst 

investment analysts and investment banks such as Danske Markets, Deutsche Bank, DnB NOR, 

Arctic Securities and Credit Suisse, that expect a total operating income of EUR 8,667m in 2010, 

EUR 9,205m in 2011 and EUR 9,154m in 2010. Thus, we find our forecast reasonable. 

 

From 2013 to 2019, we expect better market possibilities for Nordea and an overall growth in 

global financial markets as well as growth in GDP for countries Nordea operates in. However, 

higher interest rates are also expected and this could lead to higher income in fees for Nordea. 

The total annual average expected growth for Nordea‟s business cycle was, as previously 

mentioned, 5%. From 2013 to 2019, this growth is expected to increase due to better market 

conditions and Nordea‟s internal strengths such as the prudent growth strategy, the broad variety 

of products, the special customer segmentation and the people strategy. An average growth of 6% 

from 2013 until 2019 is therefore expected. However, this growth could be lower if Nordea is not 

able to improve its B2C loyalty score and if unexpected regulation through Basel III occurs. The 

forecast of total operating income for Nordea from 2010 to 2019 is shown in appendix 16.  

 

Total Operating Expenses 

When budgeting total operating expenses, which include staff costs and other expenses such as 

IT, marketing and rent, we refer to the strategic section of the thesis, namely the internal analysis 

that focuses on the strengths and weaknesses of these activities for Nordea. 

 

From 2000 to 2009, Nordea‟s annual average increase in costs has been 3.6%. This figure has 

fluctuated but since 2005 it has been in the range of 4% to 6%. 2008 and 2009 were atypical 

years on the total operating income side, but for total operating expenses, these years have been 

normal, which means that costs are somewhat more stable and easier to predict. 

 

In 2009, Nordea has optimized and adjusted its organization which has resulted in a decrease in 

full-time employees compared to 2008. In 2010, Nordea expects to increase significantly in 

Poland and this will naturally lead to an increase in total operating expenses. Nordea‟s costs are 

forecasted to increase by 1.5% in 2010, due to a combination of restructuring and optimization 

together with the expansion in Poland. As previously mentioned, we expect global financial 
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markets to stabilize and slowly show signs of positive developments in 2011 and 2012. As this 

will lead to GDP growth in most of Nordea‟s markets, Nordea is expected to hire further staff and 

expand by setting up new branches. The total operating expenses are therefore expected to be 

close to the average business cycle of 3.6% and we forecast an average annual increase in 2011 

and 2012 of 3%. 

 

Our expectation for 2010, 2011 and 2012 is in the lower range of expectations amongst 

investment analysts and investment banks such as Danske Markets, Deutsche Bank, DnB NOR, 

Arctic Securities and Credit Suisse, which forecast costs to be EUR 4,696m in 2010, EUR 

4,867m in 2011 and EUR 4,910m in 2012. The reason for this could be that we believe that 

Nordea will be able to implement its people strategy more effectively and successfully than the 

market expects. However, our estimates are still in line with market expectations.  

 

From 2013 to 2019, we forecast global growth in GDP and better market opportunities for 

Nordea. As the markets pick up, we expect growth for Nordea to do so as well and the constant 

search for new market shares will lead Nordea to a higher spending of costs than the previous 9 

years‟ business cycle of 3.6%. We therefore estimate an annual average increase of 4% for 

Nordea from 2013 until 2019. This is reliable as long as Nordea succeeds in capturing further 

market shares, keep its high employee satisfaction and avoid unnecessary bureaucracy. The 

forecast of total operating expenses for Nordea from 2010 to 2019 is shown in appendix 16. 

 

Loan Losses 

When budgeting loan losses, which represent the amount thought to be adequate to cover 

estimated losses in the loan portfolio, we refer to the strategic section of the thesis, namely the 

external analysis that focuses on opportunities and threats for Nordea. Loan losses are very 

dependent on the global financial situation and especially GDP, and the unemployment rate, 

interest rates and inflation will have significant impact on this key figure. 

 

Nordea‟s loan losses have fluctuated significantly over the 9 years analyzed. On average, Nordea 

has had a loss of EUR 280m on loans per year from 2001 to 2009. However, as 2008 and 2009 

were very atypical years in the financial markets due to the financial turmoil and a so 
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comprehensive financial crisis does not happen on a 10 year cycle, it is found more reliable to 

look at Nordea‟s loan losses over a business period from 2001 to 2007. This business period 

results in an annual loan loss of EUR 81m.  

 

As the strategic analysis shows a somewhat unsecure outlook for global financial markets, so is 

the forecast of loan losses for Nordea. However, global economic recovery is expected in 2010 

but local governments and national GDP‟s are expected to suffer from the reversal of fiscal 

stimuli in 2010 and somewhat in 2011. We therefore expect loan losses to increase from 2009 to 

2010, but the impact of the reversal of fiscal stimuli packages will be softened by relatively low 

interest rates in the local markets that Nordea operates in. Furthermore, stabilizing unemployment 

rates will enable corporate and household customers to keep paying off their loans and this will 

further reduce the impact of the reversal of fiscal stimuli packages in 2010. We therefore forecast 

the increase in loan losses to be 5% from 2009 to 2010 as global financial markets show signs of 

stabilization. From 2011 to 2012, global financial markets are expected to stabilize and show 

signs of improvement and growth, as previously mentioned. As GDP slowly starts growing in the 

markets Nordea operates within alongside with a falling unemployment rate this will reduce loan 

losses. We forecast Nordea‟s loan losses to fall by 15% in 2011 and 2012.  

 

Our expectation for 2010, 2011 and 2012 is in the high range of expectations amongst investment 

analysts and investment banks such as Danske Markets, Deutsche Bank, DnB NOR, Arctic 

Securities and Credit Suisse. However, between investment analysts and investment banks, the 

expectations regarding loan losses fluctuate significantly. In the high range of estimations is 

Danske Markets which expects loan losses of EUR 1,705m in 2010 and EUR 1,432m in 2011. In 

the low range is DnB NOR which expects loan losses of EUR 1,234m in 2010 and EUR 727m in 

2011. This underlines the insecurity that is connected with the forecast of loan losses. However, 

as our estimations are within a range of market expectations we find our estimation reasonable. 

 

From 2013 to 2019, we expect overall growth in the global financial markets. This will lead to 

growth in GDP and employment rates for the countries Nordea operates in. Once this growth sets 

in, a significant and steep decrease in loan losses is expected as corporate and household 

customers will default less on their loans. In 2013 and 2014, the decrease in loan losses is 



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

133 

 

therefore expected to be high, and decrease with 60% in both years. From 2015 to 2019, Nordea‟s 

loan losses are expected to be equal to the yearly average loan losses of EUR 81m. The forecast 

of loan losses is highly dependent on when financial markets recover and show stable growth. 

Some of Nordea‟s markets might have a harder time recovering and loan losses could therefore 

stay at a higher level for Nordea, especially due to countries such as Latvia. The forecasted 

development for loan losses is shown in appendix 16.  

 

Tax Expense 

From the previous three forecasted key financial figures, we can now calculate the operating 

profit for Nordea from 2010 to 2019. Furthermore, we can calculate the effective tax rate. The 

effective tax rate for Nordea has fluctuated significantly. In 2009 it was 25%, but in 2008 and 

2007 it was 21% and 20% respectively
388

. The fluctuations are mainly due to adjustments in 

deferred tax liabilities and adjustments relating to earlier income years. The effective tax rate is 

therefore difficult to estimate for Nordea. However, for 2010 Nordea expects a tax rate of 26%
389

. 

The Swedish corporate tax rate was 28% but was reduced to 26.3% from 1 January 2009
390

. We 

have therefore chosen to operate with an average tax rate of 26.3% for Nordea for the next 10 

years. 

 

Our estimate of using 26.3% is a little higher than the market expects for the next three years. 

Different investment banks and investment analysts expect an average tax rate of 25.4%, 24.7% 

and 25% for 2010, 2011 and 2012 respectively. However, as it is always hard to estimate the 

exact tax rate we find our decision of using the Swedish annual corporate tax rate of 26.3% to be 

reasonable. In appendix 16, the expected tax expense for Nordea is shown for the next 10 years.  

 

Total Equity 

Total equity also called total shareholder‟s equity is calculated on the basis of the equity in the 

beginning of the year. To this, net income is added and dividends are subtracted
391

. Furthermore, 

gain/loss from changes in the number of shares or bonds outstanding is added and total equity at 
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the end of the year is calculated
392

. Nordea‟s dividend/payout ratio has fluctuated significantly 

over the last 9 years and was 19% in 2008 and 76% in 2002
393

. On average, the dividend ratio has 

been around 43.6%
394

, and in 2009 the payout ratio was 43%. We therefore expect a payout ratio 

of 43.6% over the next 10 years. 

 

It has to be mentioned that it is hard to forecast an increase in shares or bonds outstanding as was 

the case in 2006 and 2009
395

. An increase in shares or bonds outstanding could increase total 

equity significantly in one year, as was the case from 2008 to 2009. The capital strengthening in 

2009 was, however, due to the special market conditions because of the financial crisis
396

. Nordea 

proposed the capital raising in order to maintain the market position as one of the strongest banks 

in Europe, provide a capital cushion in the light of the insecurity of the economic outlook and to 

exploit new market opportunities
397

. Under the assumption that a new financial crisis will not 

take place over the next 10 years, we do not expect Nordea to undertake a similar financial 

strengthening.  

 

Our expectation for 2010 and 2011 is in the low range of expectations for total equity amongst 

investment analysts and investment banks such as Danske Markets, Deutsche Bank, DnB NOR, 

Arctic Securities and Credit Suisse, which forecast a total equity of EUR 23,491m in 2010 and 

EUR 25,194m in 2011, however, we find it reasonable. Our total forecast for total equity for 

Nordea is shown in appendix 16. 

 

Budget 

On the basis of the previous estimations, we are now able to forecast the budget for the income 

statement and equity for Nordea from 2010 to 2019. This is shown in Table 39. 
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Table 39. Budget Income Statement and Equity of Nordea from 2010 to 2019 

 

Source: Own creation 

 

 

  

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Total Operating Income 9,073      8,619      8,964      9,323      9,882      10,475   11,103   11,770   12,476   13,224   14,018   

Annual change -5.0% 4.0% 4.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Total Operating Expenses -4,512    -4,580    -4,717    -4,859    -5,053    -5,255    -5,465    -5,684    -5,911    -6,148    -6,394    

Annual change 1.5% 3.0% 3.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

Profit Before Loan Losses 4,561      4,040      4,247      4,464      4829 5,220      5,638      6,086      6,565      7,077      7,624      

Loan Losses -1,486    -1,560    -1,326    -1,127    -451        -180        -81          -81          -81          -81          -81          

Annual change 5.0% -15.0% -15.0% -60.0% -60.0%

Operating Profit 3,075      2,479      2,921      3,337      4,378      5,040      5,557      6,005      6,484      6,996      7,543      

Income Tax Expense -757        -652        -768        -878        -1,151    -1,325    -1,462    -1,579    -1,705    -1,840    -1,984    

Percentage 24.6% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3%

Net Profit for the Year 2,318      1,827      2,153      2,459      3227 3,714      4,096      4,426      4,778      5,156      5,559      

Total Shareholder's Equity 22,420   23,451   24,665   26,052   27,872   29,966   32,276   34,772   37,467   40,375   43,511   

Payout Ratio 43.0% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6%

Total payout 997         797         939         1,072      1,407    1,619      1,786      1,930      2,083      2,248      2,424      

ROE 11.5% 8.0% 8.9% 9.7% 12.0% 12.8% 13.2% 13.2% 13.2% 13.2% 13.3%
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8.0 Valuation 

In order to determine Nordea‟s stock price, we will use the budgeted and forecasted values. We 

will valuate Nordea using the RI model (capital based model). Furthermore, we will use P/E and 

P/B values to compare Nordea to its closest competitors (relative valuation models).  

 

8.1 Capital Based Model 

The chosen model to value Nordea after is the RI model. This model will now be broken down 

and each step will be explained. 

 

In the RI model, the cost of equity is needed as the discount factor.  The discount factor used is 

the capital asset pricing model (CAPM), in order to determine the appropriate required rate of 

return for Nordea‟s investors. Furthermore, the terminal growth rate is needed for the RI model. 

The CAPM and terminal growth will first be estimated and hereafter Nordea will be valuated 

after the capital based model and relative valuation models. 

 

CAPM 

In general, CAPM defines the expected return of an asset equal to the rate on a risk free asset plus 

a risk premium. The CAPM is defined as:   fmafa rrErr    

fR is the risk free rate which we have found to be 3.62% ultimo 2009 from the Danish National 

Bank
398

. The next step is to determine the beta. The beta is determined as an average of betas 

estimated for Nordea from three different financial institutes
399

 and the average is 1.36. This is a 

relatively high beta compared to the market, but the recent financial turmoil has especially lead 

bank stocks to fluctuate significantly compared to the market, and is thus found reasonable. 

The market risk premium,  fm rrE )( , is found to be 4.5%
400

. 

We can thus calculate ar as: 74.95.4*36.162.3   
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Terminal Value 

After the budgeting period, we expect long-term growth of 2% for Nordea. Although the banking 

sector has seen fluctuations and some years with high growth rates, we do not expect these high 

growth rates to be maintained infinitely. The constant growth rate is according to literature with a 

margin of +/-2% of inflation
401

. Thus as we assume a low inflation and expect a constant growth 

for Nordea of 2% to be realistic. 

 

8.2 RI Model 

The RI can be divided into three phases and a terminal value. The formula requires a forecast of 

total equity in the beginning of the period. Secondly, the formula requires the estimation of the 

ROE in the budget period. Thirdly and finally, the formula requires the estimation of CAPM
402

. 

Furthermore, after year 10, a terminal value has to be calculated, in order to estimate all future 

growth in RI and the present value of this. Some state that in the long run, companies are only 

able to create a ROE that equals the cost of equity and, therefore, no terminal value
403

. However, 

the long run in Nordea‟s case is more than the 10 years forecasted, and we therefore believe and 

forecast that Nordea will be able to create a higher ROE than the cost of equity. We have 

forecasted ROE to be around 13% in the long run. This is not the same high ROE that Nordea 

previously has seen, but with new regulation and new market conditions in mind we find this a 

realistic level. Jyske Bank expects ROE to be no higher than 15% in the long run for banks, and 

our estimation is therefore found to be realistic
404

.  

 

As we have the forecasted equity at the beginning of the period along with the ROE for the next 

10 years, as well as calculated CAPM and the terminal growth rate; we can therefore valuate 

Nordea after the RI model. 

 

Valuation by RI model 

From the forecasted figures for Nordea, we can now valuate Nordea. For each of the 10 

forecasted years, the development in Nordea‟s total equity and return on this has been calculated 
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compared to the CAPM Furthermore, the terminal year is forecasted. The development can be 

seen in appendix 17. The values calculated are future values and therefore have to be discounted 

to find the present values ultimo 2009. The discount factor used is CAPM, as this is the return 

investors expect in order to invest in Nordea over the next 10 years.  

1. The discount factor for each of the 10 years is found.  

2. The discount factor is multiplied with the correspondingly value of the RI in each year.  

3. These values are summed to a total present value of the total equity.  

4. The discount factor for the terminal year is found and the value is discounted to present 

value. However, in the terminal year the discount factor is calculated to infinity.  

5. The total present value of the total future equity is added with the terminal value and the 

total equity in year 2009.  

 

This adds up to a total value of EUR 33,098m. This figure can then be divided with the number 

of shares outstanding; namely 4,024,167,751
405

. The result of this is a stock value of EUR 8.22. 

See appendix 17 for calculations and the breakdown of the RI model. 

 

8.3 Relative Valuation Models 

Having valuated Nordea after a capital based model we now turn to the relative valuation models 

in order to compare Nordea with other banks. As previously mentioned, we have chosen to use 

the two relative valuation models: P/E and P/B. The peers we compare Nordea with are the same 

companies as compared with in the financial analysis: Danske Bank, Swedbank, DnB NOR and 

SEB. For Swedbank the figures have not been available and are therefore not included. These 

banks resemble Nordea to some extent and operate in the same or similar markets. However, as 

no bank, or company for that matter, is the same, the comparison is relative and a complete 

comparison is not possible as no bank is 100% like Nordea. 

 

8.4 P/E 

The P/E ratio value expresses how much investors are willing to pay for one euro of surplus in a 

company. The following section will calculate the P/E value for Nordea. 
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In order to calculate the P/E for Nordea for 2009, we need to estimate three variables. First, we 

need the ROE for 2009. This is listed by Nordea as 11.3% in the annual report and we have 

calculated it to be 11.5%. The difference can be due to different calculations and the fact the ROE 

depends on the average equity over the last year
406

. We have taken the weighted average of the 

value at the beginning of the period and at the end of the period. Nordea, however, can have 

calculated the time-weighted average of total equity as Nordea holds information of exact time 

and day for changes in equity. We use the calculated value of 11.5% as this is what we have used 

in our forecast. The second step is to calculate the average growth in total equity. As 2009 was an 

atypical year, not only due to the financial turmoil, but also due to a significant capital raising, 

this year has been left out of the calculation of the average increase in total equity. The growth in 

total equity from 2001 to 2008 was an average of 6.19%. The third and last formula to calculate 

is CAPM. CAPM has in the previous section been estimated to be 9.74%. We can now calculate 

the P/E value for Nordea ultimo 2009: 

 

P0

E1
=

11.5% − 6.19%

 9.74% − 6.19%  x 11.5%
= 13.01 

 

Our calculated price is a little higher than market calculations which average 11.8
407

. However, in 

order to estimate if this value is high or low, a comparison with Nordea‟s competitors is needed. 

Table 40 shows the comparison with Nordea‟s competitors. 

Table 40. P/E Values 

 

Source: Danske Bank, Financial Times, Reuters and own calculations 

 

The range of the P/E ratios is very large and especially Danske Bank and SEB have very high P/E 

ratios. Theoretically this should mean that investors are willing to pay a lot more for one euro of 

surplus in Danske Bank and SEB than they are in DnB NOR and Nordea. It is most likely 
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because earnings are small compared to the price, which is a temporary result of the financial 

crisis. This significant difference is due to the recent financial crises, which has left some banks 

with high risk and high write offs in debt and investors have previously sold out of these banks.  

 

8.5 P/B 

The P/B value indicates the price that has to be paid compared to the shareholder equity. If the 

ratio is above one, the inner value is smaller than the share market price. A relatively lower value 

compared to competitors also indicates that investors expect higher risk connected with investing 

in the company or a significantly lower ROE than average. 

 

We need to estimate three variables in order to calculate the P/B for Nordea. First, we need ROE 

for 2009. This value is calculated in the previous section to 11.5%. Secondly, we need the 

average growth rate for the total shareholder equity. This figure was calculated in the previous 

section and was 6.19%. Thirdly and finally we need to calculate CAPM. CAPM is calculated to 

be 9.74%. We can now calculate total price to book value for Nordea: 

 

11.5% − 6.19%

(9.74% − 6.19%)
= 1.50

 

 

Our calculated price is higher than market calculations which average 1.33
408

. In order to 

estimate if the P/B value is high or low a comparison with Nordea‟s competitors is needed. Table 

41 shows the comparison with Nordea‟s competitors. 

Table 41. P/B Values 

 

Source: Reuters and own calculations 

 

It is evident that Nordea has a significantly higher P/B value than its competitors. This indicates 

that investors find Nordea a relatively safer investment than for example SEB and are willing to 
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pay EUR 1.50 for EUR 1.00 of book value of Nordea. This is in line with our RI model 

valuation, as a positive RI in the forecast period suggests that Nordea should be traded at a P/B 

ratio above 1
409

. From the financial analysis, we saw that Nordea indeed has the highest ROE, 

closely followed by DnB NOR. From the strategic analysis it was evident that Nordea has the 

highest market share in Scandinavia and has been able to steer somewhat safely through the 

financial crisis, which has reduced risk in the eyes of the investor, thus, the market believes in the 

soundness of the bank. Nordea has indicated that the bank is ready for Basel III, and is therefore 

attractive for investors seeking a regulatory safe haven. 
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9.0 Sensitivity Analysis 

In the sensitivity analysis, the assumptions in the RI model, which are estimated with some 

uncertainty, are assessed. Small changes in these assumptions can have a significant effect on the 

calculated stock price. Furthermore, we include the special focus on Latvia, and the effect Latvia 

has on Nordea. The calculated values in the RI model is based on the most likely scenario for 

Nordea and therefore also Latvia. However, as two more scenarios were forecasted in the Latvia 

section, these two scenarios will be included in the sensitivity analysis, to show the effect we 

expect Latvia to have on Nordea. This will, overall, give three scenarios for the RI model. Within 

these three scenarios, further sensitivity analysis will be undertaken with regards to key factors 

such as change in income, change in ROE, change in CAPM and change in terminal growth rate.  

 

Most Likely Scenario 

In the most likely scenario, the stock price calculated for Nordea was EUR 8.22 according to the 

RI model. By simulating changes in the underlying assumptions the following theoretical stock 

prices can be found: 

Table 42. Sensitivity Analysis of Most Likely Scenario 

 

Source: Own Creation 

 

The simulation is based on a change in the basic assumptions by +/- 1 and +/- 2 percentage 

points. As the sensitivity analysis shows, the value of Nordea is most sensitive to CAPM. With a 

change of 1 percentage point, the value drops by almost 15%, and by a change of 2 percentage 

points the decrease is almost 27%. Conversely, the value reacts positively when CAPM decreases 

by 1 or 2 percentage points. If the decrease is 1 percentage point, the value increases by 20%, and 

if CAPM decreases by 2 percentage points, the value increases by almost 48%. The effects are 

thus highest when CAPM is reduced, as the value increases relatively more compared to an 

increase in CAPM. 

 

Stock price by change in value drivers in percentage points -2              -1              0 1                2                

Income in budget period 5.58          6.86          8.22          9.70          11.29        

ROE in budget period 6.30          7.26          8.22          9.19          10.15        

CAPM 12.16        9.88          8.22          6.98          6.00          

Terminal growth rate 7.82          8.00          8.22          8.52          8.91          

Most Likely Scenario
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As the RI model builds upon ROE it is evident that the stock price is highly affected by change in 

ROE. The simulated sensitivity is symmetric so that the effect is the same though with opposite 

signs. If ROE is 2 percentage points higher, this results in a significantly higher target stock price 

of EUR 10.15.  

 

Income in the budget period is basically the foundation of Nordea‟s income. Therefore, the 

sensitivity analysis shows a high increase or decrease if the income was to decrease or increase 

by 2 percentage points. Especially an increase of 2 percentage points would lead to a target stock 

price that is 37% higher.  

 

Another value driver is growth in the terminal period. This is a very significant value driver 

because of the high sensitivity towards the results and the questionability of the steady rate of “5 

at the end of the budget period. 

 

On the basis of the above analysis, it can be said that the calculated stock price is very sensitive 

to changes in the key value drivers and assumptions. The effect from each individual value driver 

varies; the largest influence comes from CAPM and income in budget period. Thus relatively 

small changes can have great importance for the calculated price. We have found the range of 

Nordea‟s stock price to be from EUR 5.58 to EUR 12.16. 

 

Worst Case Scenario for Latvia 

From the Latvian section we forecasted the worst case scenario to be a devaluation of the Latvian 

currency. Devaluation would lead companies to close, unemployment to increase and GDP to 

decrease. This would lead to loan losses increasing significantly. This devaluation would send 

shockwaves through the Baltic area and also impact Sweden, as many Swedish banks have 

activities in the Baltic countries. The worst case scenario for Latvia would therefore not only 

impact Nordea‟s activities in Latvia but also in the rest of the Baltic area and to some extent the 

Swedish activities. However, in the long run a devaluation should increase growth in Latvia and 

benefit Latvia, as Latvia would be more interesting for companies because of lower wages and 

lower costs. We forecasted this growth to pick up around late 2012, early 2013.  
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In 2009, the Baltic region accounted for 1% of total operating income for Nordea
410

. As the 

shockwaves from Latvia would impact the Baltic region and Sweden, we expect total operating 

income to be 1 percentage point lower from 2010 to 2012 than in the most likely scenario as 

growth in GDP will slump due to the devaluation. From 2013, we expect growth in total 

operating income to be the same as in the most likely scenario, as growth in Latvia has now 

turned around and stability in the Baltic region is seen again. We expect total operating expenses 

to stay at around the same level as the most likely scenario, as wages does not increase in Latvia 

in the short-term. Loan losses are expected to increase significantly in the short-term, as 

corporate and household customers in Latvia are not able to pay off their loans. Furthermore, due 

to the shockwaves the Latvian devaluation sends throughout the Baltic region, loan losses will 

also increase in this region. In 2009, the Baltic countries accounted for EUR 148m in loan losses, 

which is almost 10% of Nordea‟s total loan losses. Latvia accounted for almost 6% of total loan 

losses. We therefore forecast loan losses from the Baltic countries to double to EUR 296m from 

2010 to 2012. From 2013 to 2019 we expect loan losses to decrease significantly as growth 

recovers in the Baltic region and loan losses will drop to the previously estimated EUR 81m. The 

terminal growth rate is not expected to be affected by the worst case scenario for Latvia. Thus, 

Nordea and other banks, through loan losses, rather than the Latvian economy, ends up paying 

for recovery. 

 

In the worst case scenario for Latvia, the calculated stock price for Nordea, according to the RI 

model, is EUR 7.74. This target price is 5.9% lower than the calculated stock price for Nordea in 

the most likely scenario. See appendix 18 for the specific valuation. It is therefore evident, that a 

worst case scenario for Latvia will have significant impact on the total value of Nordea, and its 

stock price. A sensitivity analysis similar to the most likely scenario is also undertaken, and the 

results are shown in Table 43, which shows a range of EUR 5.16 to EUR 11.44. 
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Table 43. Sensitivity Analysis of Worst Case Scenario 

 

Source: Own Creation 

 

Best Case Scenario 

The best case scenario for Latvia depends strongly on global financial recovery and growth. If the 

global financial markets recover faster than expected and growth happens earlier than previously 

forecasted, this will have a significant impact on Latvia, as the country will also take part in this 

rapid growth through increased production and exports. Furthermore, if the Latvian government 

is able to implement the budget for 2011 and 2012 better than expected, which should be possible 

if growth recovers, this would also lead to a rapid turnaround in GDP. GDP will already grow in 

2010 and the unemployment rate will start decreasing.  

 

On the basis of the better than expected growth in Latvia, but also better than expected global 

growth, which would also affect Nordea‟s other markets, we expect total operating income to 

stagnate in 2010, from a previously forecasted decrease of 5%. The better than expected 

turnaround in 2010 will eliminate the previous forecasted dip in 2010. In 2011 and 2012, we 

forecast growth to be higher than the previously forecasted 4%. Due to rapid financial growth in 

Latvia, as well as internationally, we expect total operating income to increase with 6% in 2011 

and 2012. From 2013 and onwards, financial markets and Latvia are expected to have stabilized. 

The impact from Latvia is therefore without significance and the expected growth of 6% from the 

most likely scenario is also expected. With regards to total operating expenses, these are expected 

to increase slightly compared to the most likely scenario, due to the fact, that Nordea will open 

new branches in Latvia and the Baltic countries. This is done to meet the higher than expected 

demand, and will therefore also result in new branches internationally. Total operating expenses 

are therefore expected to be 1 percentage point higher in 2010, 2011 and 2012 than for the most 

likely scenario. As Latvia and global markets stabilize from 2013 and onwards, total operating 

expenses are expected to continue to be 4% as already forecasted. 

Stock price by change in value drivers in percentage points -2              -1              0 1                2                

Income in budget period 5.16          6.40          7.74          9.18          10.73        

ROE in budget period 5.86          6.80          7.74          8.68          9.62          

CAPM 11.44        9.74          7.74          6.56          5.65          

Terminal growth rate 7.38          7.54          7.74          8.00          8.34          

Worst Case Scenario
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As mentioned previously, the Baltic region accounted for 10% of Nordea‟s total loan losses in 

2009, with Latvia accounting for 6%. With rapid growth in Latvia and in the world economy, we 

forecast loan losses to decrease with 5% in 2010, compared to an increase of 5% in the most 

likely scenario. The 10% lower loan losses for Nordea in 2010 compared to the most likely 

scenario, is expected to continue in 2011 and 2012. In 2013, loan losses are expected to continue 

the significant decrease and by 2015 have reached the average loan losses of a typical business 

cycle. The terminal growth rate is not expected to be affected by the best case scenario for Latvia. 

 

The best case scenario for Latvia and therefore also for the global economy leads to a target stock 

price of EUR 9.57 according to the RI model. This target price is more than 16.4% higher than 

the target price in the most likely scenario. It is therefore evident, that an upturn in the Latvian 

economy, together with an upturn in the global economy will have a significant impact on 

Nordea and the stock price. The forecasted valuation can be seen in appendix 19. A sensitivity 

analysis similar to the most likely scenario is also undertaken, and the result ranges from EUR 

6.73 to EUR 14.12, as shown in Table 44. 

Table 44. Sensitivity Analysis of Best Case Scenario 

 

Source: Own Creation 

 

  

Stock price by change in value drivers in percentage points -2              -1              0 1                2                

Income in budget period 6.73          8.10          9.57          11.16        12.87        

ROE in budget period 7.52          8.55          9.57          10.60        11.62        

CAPM 14.12        11.49        9.57          8.12          7.00          

Terminal growth rate 9.04          9.27          9.57          9.96          10.48        

Best Case Scenario



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

147 

 

10.0 Evaluation of Results 

In order to evaluate the results from the valuation we will look at the capital based and relative 

based models together with the results derived from the Latvian scenarios. Finally, we will assess 

our results through real market observations. 

 

We have calculated the expected stock price, in the most likely scenario, to be EUR 8.22 

according to the RI model. Furthermore, the low P/E ratio, compared to Nordea‟s competitors, 

indicates that the market sees Nordea as less volatile and expects more stable earnings. This is 

also validated by Nordea‟s high P/B ratio, compared to its competitors, which substantiates that 

the market sees Nordea‟s book value as having higher value than competitors. The P/B ratio also 

indicates, in line with our expectations that Nordea is found to be a relatively safe investment in 

the light of the coming regulatory changes, including Basel III. This is further validated by the 

relatively high credit rating Nordea has with S&P, which is a clear signal to the market that S&P 

sees Nordea as a safe bank, from a market and investor perspective.  

 

The stock price ultimo 2009 was EUR 7.16 and EUR 7.55 on 14 April 2010
411

. Different analyst 

companies have also analyzed Nordea, and their findings vary significantly, see appendix 20. The 

average target price is EUR 7.06
412

 which is lower than our calculated price. Several analysts 

expect different growth potentials for Nordea, and therefore different target prices, see appendix 

20. DnB NOR for example has a target price of EUR 8.30 on Nordea, thereby exceeding our 

theoretical calculated price. In the lower end is Credit Suisse which has a target price of EUR 

6.56.  

 

Overall, our stock price is in line with the different analyst companies. From the sensitivity 

analysis, in all three scenarios, we found the stock price to be most sensitive to changes in 

CAPM, with a range of EUR 5.58 to EUR 12.16 in the most likely scenario. From the most likely 

scenario we find, that compared to the market price on Nordea‟s stock, that Nordea is 

undervalued. We therefore recommend possible investors to buy the stock. 
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In our two other scenarios for Latvia‟s impact on Nordea, namely worst and best case, we found 

the target stock price to vary significantly.  

 

In the worst case scenario the calculated target stock price was EUR 0.49 lower, namely EUR 

7.74 which is 5.9% lower than in the most likely scenario. The total range in the sensitivity 

analysis for the worst case scenario was found to be from EUR 5.16 to EUR 11.44. When news 

of a Latvian failed Treasury bill auction hit the market on 3 June 2009, the stock market reacted 

by decreasing the value of Nordea‟s stock by 5.2% to EUR 5.34
413

. We therefore believe there is 

an opportunity of realizing short-term gains if the Nordea stock decreases more than EUR 0.49 

on news that Latvia will default. 

 

In the best case scenario the calculated target stock price was EUR 1.35 higher, namely EUR 9.57 

which is 16.4% higher than in the most likely scenario. The total range in the sensitivity analysis 

for the best case scenario was found to be from EUR 6.73 to EUR 14.12. We therefore find that if 

Nordea‟s stock price increase to more than EUR 9.57 the price is overvalued, and an investor 

should sell the stock. This recommendation is valid until new significant information is presented 

to the market. New significant information is defined as information that has been made public 

after the editorial deadline. Until this type of information is presented, the worst and best case 

scenario represent the range for the most likely stock price scenario is shown in Figure 17. The 

thin lines shown in the figure represents the highest and lowest values found in the sensitivity 

analysis, for the worst case and best case scenario. 

                                                 
413
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Figure 17. Stock Price Scenarios 

 

Source: Euroinvestor and own creation 

 

The difference that exists between our calculated stock prices, other analysts target prices, and 

the actual stock price could be due to several factors. Firstly, it could be due to the fact that the 

calculated stock prices build on forecasting which deviates from the actual circumstances. Every 

investor valuates differently and will have different key figures as the main focus. Secondly, 

CAPM can have been estimated too high or too low. Finally, it can be due to the growth in the 

terminal value. This could be estimated too high or too low, which would imply significantly 

differences in the theoretically calculated stock price. 
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11.0 Conclusion 

In this thesis we have conducted a strategic analysis, an analysis of Latvia, a financial analysis, a 

valuation, and a scenario analysis of Nordea in order to evaluate the investment potential in 

Nordea‟s stock. 

 

Through the strategic analysis we have found that Nordea has been able to establish a dominant 

position in the Scandinavian and Eastern European market. The current market share and 

dominant position has been reached through the “Prudent Growth” strategy. Nordea operates in 

highly competitive markets and we expect Nordea‟s dominant position to be maintained in the 

future and further market share is expected to be gained. Furthermore, we expect Nordea to focus 

on new initiatives to support the strategy. These include: expansion in Finland, Sweden and 

Poland. In this regard it is important to note the highly competitive situation in Poland, as Nordea 

is planning on expanding aggressively here. However, with Nordea‟s previous track record in the 

Baltic countries we believe that Nordea will also succeed here. A weakness in this context is the 

concentration in the Scandinavian and Eastern European markets, as Nordea becomes highly 

exposed to region specific risk. If one country, such as Latvia, defaults or devalues this will result 

in other countries in the region having difficulties, which in turn will impact Nordea harder. 

 

We expect that Basel III will have a positive effect on Nordea compared to its peers, as Nordea is 

found to be ready for the new regulations and a relative safe haven, due to a better NSFR. This 

amplifies our expectations that Nordea will be able to increase its market shares as the bank will 

not have to make significant changes to the strategy, which could hinder competitiveness. On the 

other hand, the implementation of Basel III could be a threat for Nordea, if regulations turn out to 

be harder than expected. However, our analysis indicates that this will not be the case. 

 

Economic recovery is expected in 2010. This in turn is expected to bring stability and growth to 

the markets Nordea operates within. While growth in Poland is expected, Latvia, on the other 

hand, has a long recovery period ahead. Furthermore, there is a considerable risk that the reversal 

of fiscal stimuli caused by the need for fiscal consolidation in major OECD countries could lead 

to a second double-dip in 2010 and 2011. The effects on Nordea from the macroeconomic factors 

is likely to pose challenges for Nordea over the next few years including more subdued loan 
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growth, high non-performing assets, and reserve building. Pressure is also expected on the net 

interest margin, varied fee income performance and more controlled operating expenses.  

 

We found the largest short-term threat for Nordea to be the current situation in Latvia. The 

political, economical and social instability in Latvia could get out of hand and send shockwaves 

throughout the Baltic countries thereby affecting Scandinavia through the high exposure Swedish 

banks have in the Baltic region. Even though Latvia contributes with a relatively small amount on 

Nordea‟s income statement, loan losses for the country have significantly increased and the 

instability in Latvia could strongly influence Nordea. 

 

Through the analysis of Latvia we found that the current financial climate in Latvia mainly arose 

due to two reasons. Firstly, the government did not intervene into the real-estate market and rules 

and regulations were close to nonexistent. Secondly, banks were easing access to credit in Latvia 

to an extent that got out of control. The combination of this government mismanagement of 

policies along with a very liberal credit market, primarily enabled by foreign banks, eventually 

made the Latvian bubble burst. Latvia was therefore bailed out by the international community. 

However, the financial aid packages given to Latvia came at a cost of a tightened fiscal policy, 

which has had an adverse effect on the political stability of Latvia.  

 

Through the Latvian analysis we have developed three scenarios for Latvia: a most likely 

scenario, a worst case scenario, and a best case scenario. Overall we look with critical eyes on 

Latvia‟s opportunities for growth, without an improved economic situation all over Europe and 

Latvia‟s main trading partners.  

 

In the most likely scenario we do not expect the previous rapid growth seen in Latvia in the mid 

2000‟s to return until global growth returns.  

 

In the worst case scenario we do not expect the Latvian government to be able to impose the 

tightened 2010 budget, as the current pre-election political climate in Latvia poses a significant 

threat to this, due to short-term populism. We therefore have to consider a scenario where a 

devaluation occurs. We believe that a devaluation of the Latvian currency would worsen the 
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situation in the short-term, due to the high percentage of loans denominated in Euros, but turn 

Latvia back on track in the long-term. 

 

In the best case scenario a high increase in GDP growth for Latvia is expected. This is forecasted 

on the basis of the Latvian government being able to implement the budget for 2010 and 2011 

better than expected. Furthermore, the fast implementation combined with a global financial 

situation that picks up faster than expected would have a positive effect on Latvia leading to 

faster growth rates than expected. 

 

We found Latvia‟s impact on Nordea‟s asset quality and profitability to be channelized through 

changes in real GDP, long-term interest rates, inflation, and unemployment. This impact will be 

amplified as Nordea increases exposure to Eastern Europe and especially Latvia. 

 

From the financial analysis of Nordea we found that the overall development of the last 9 years 

has been positive and even though the result and key figures has dropped in 2009, Nordea 

performs acceptably. ROE and ROA show that Nordea‟s management has been good at utilizing 

financial resources to generate returns in environments where global financial markets are 

booming. While returns have been falling during the financial crisis Nordea has still performed 

better than peers and thus, in our opinion has better potential at being successful. However, large 

loan losses, due to the financial crisis, especially in the Baltic region, are threatening Nordea. The 

financial analysis showed that Tier 1 capital and total equity have increased over the last 5 years 

and that Nordea meets the current regulatory requirements with a clear buffer margin and is thus 

expected to meet Basel III requirements. Compared to its peers, Nordea ranks in the middle when 

measured by Tier 1 capital and equity ratio, but as previously mentioned, Nordea‟s NSFR 

indicates that the bank will be less affected by Basel III. 

 

In the 10 years budgeted/forecasted for Nordea the main focus is global economic recovery in 

2010, the effect of the fiscal stimuli packages and the reversal of these as well as the 

implementation of Basel III.  
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By using the RI model to estimate Nordea‟s value, we found that the theoretical stock price is 

EUR 8.22. This result is most sensitive to changes in CAPM. Furthermore, we have estimated 

Nordea‟s P/E and P/B in order to compare Nordea to its competitors. We found Nordea‟s P/E to 

be 13.01, which is low compared to its competitors. This indicates that the market sees Nordea as 

lees volatile and expects stable earnings. Furthermore, we found Nordea‟s P/B to be 1.50, which 

is high compared to its competitors. This substantiates that the market sees Nordea as an 

attractive investment. The P/B ratio also indicates that Nordea is found, by the market, to be a 

relatively safe investment and ready for regulatory requirements. 

 

From the undertaken sensitivity analysis, with regards to the worst case and best scenario for 

Latvia, we found Nordea‟s stock price to be EUR 7.74 in the worst case scenario and EUR 9.54 

in the best case scenario. This underlines the impact Latvia has on Nordea in the worst case 

scenario, while the best case scenario illustrates the upside of a potential economic upswing in 

Latvia as well as globally. 

  

The most likely and what the stock price should be is EUR 8.22, according to our estimations and 

calculations. The actual stock price was EUR 7.55 on 14 April 2010, we therefore recommend 

potential investors to buy the Nordea stock, as we see the stock price on the stock exchange as 

being traded at a too low price. However, as the scenario analysis showed, potential investors 

should be aware of the situation in Latvia and globally, as this could impact the stock price within 

a range of EUR 7.74 to EUR 9.54. 
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Appendix 1 – Nordea History 

 

Source: Nordea 
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Appendix 2 – Nordea Legal Structure 

 

Source: Nordea 
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Appendix 3 – Nordea Structure  

 

Source: Nordea 
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Appendix 4 – Nordea Total savings and AuM 

 

Source: Nordea 
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Appendix 5 – Nordea’s Product groups 

 

 

Source: Nordea 
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Appendix 6 – Population trends in Nordea’s key markets 

 

Source: Eurostat 
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Appendix 7 – Population trends in the Baltic Countries 

 

Source: Eurostat 

  

1

2

3

4

5

6

7

8

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

Population in the Baltic Countries 
(mio)

Lithuania

Latvia

Estonia



Valuation of Nordea with special focus on Nordea‟s activities in Latvia 

 

170 

 

Appendix 8 – Population trend in Poland 

 

Source: Eurostat 
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Appendix 9 – Population trends in Scandinavia 

 

Source: Eurostat 
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Appendix 10 – Populations in Total and Population in age groups 18 - 34 and 45 - 64 

 

Source: Eurostat 

 

Populations in total (tsd)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Denmark 5,330 5,349 5,368 5,384 5,398 5,411 5,427 5,447 5,476 5,511

Finland 5,171 5,181 5,195 5,206 5,220 5,237 5,256 5,277 5,300 5,326

Sweden 8,861 8,883 8,909 8,941 8,976 9,011 9,048 9,113 9,183 9,256

Norway 4,478 4,503 4,524 4,552 4,577 4,606 4,640 4,681 4,737 4,799

Estonia 1,372 1,367 1,361 1,356 1,351 1,348 1,345 1,342 1,341 1,340

Latvia 2,382 2,364 2,346 2,331 2,319 2,306 2,295 2,281 2,271 2,261

Lithuania 3,512 3,487 3,476 3,463 3,446 3,425 3,403 3,385 3,366 3,350

Poland 38,654 38,254 38,242 38,219 38,191 38,174 38,157 38,125 38,116 38,136

Total 69,761 69,389 69,421 69,451 69,477 69,519 69,571 69,653 69,790 69,981

Population between 18 and 34 years (tsd)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Denmark 1,254 1,226 1,195 1,171 1,153 1,140 1,129 1,121 1,120 1,127

Finland 1,120 1,113 1,109 1,103 1,099 1,097 1,098 1,105 1,116 1,133

Sweden 1,961 1,938 1,917 1,901 1,896 1,900 1,907 1,927 1,952 1,987

Norway 1,070 1,061 1,047 1,038 1,026 1,016 1,012 1,014 1,026 1,045

Estonia 318 321 324 328 330 332 335 337 339 340

Latvia 553 553 556 561 565 571 575 577 579 580

Lithuania 843 830 831 833 835 834 833 831 831 833

Poland 9,655 9,608 9,816 10,011 10,182 10,304 10,374 10,403 10,406 10,392

Total 16,774 16,650 16,795 16,946 17,087 17,194 17,262 17,315 17,370 17,437

Population between 18 and 34 years in % of total

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Denmark 24% 23% 22% 22% 21% 21% 21% 21% 20% 20%

Finland 22% 21% 21% 21% 21% 21% 21% 21% 21% 21%

Sweden 22% 22% 22% 21% 21% 21% 21% 21% 21% 21%

Norway 24% 24% 23% 23% 22% 22% 22% 22% 22% 22%

Estonia 23% 23% 24% 24% 24% 25% 25% 25% 25% 25%

Latvia 23% 23% 24% 24% 24% 25% 25% 25% 25% 26%

Lithuania 24% 24% 24% 24% 24% 24% 24% 25% 25% 25%

Poland 25% 25% 26% 26% 27% 27% 27% 27% 27% 27%

Total 24% 24% 24% 24% 25% 25% 25% 25% 25% 25%

Population between 45 and 64 years (tsd)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Denmark 1,363 1,381 1,398 1,412 1,425 1,438 1,451 1,464 1,472 1,481

Finland 1,371 1,395 1,419 1,439 1,452 1,466 1,487 1,491 1,515 1,530

Sweden 2,230 2,259 2,288 2,314 2,335 2,351 2,367 2,383 2,392 2,398

Norway 1,026 1,050 1,075 1,098 1,119 1,141 1,161 1,184 1,205 1,224

Estonia 337 338 338 336 336 336 337 337 338 342

Latvia 584 582 580 577 576 575 576 575 576 580

Lithuania 781 779 780 785 792 806 815 825 831 839

Poland 8,832 8,977 9,189 9,410 9,625 9,812 9,966 10,098 10,229 10,350

Total 16,524 16,762 17,065 17,371 17,660 17,924 18,161 18,357 18,559 18,744

Population between 45 and 64 years in % of total

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Denmark 26% 26% 26% 26% 26% 27% 27% 27% 27% 27%

Finland 27% 27% 27% 28% 28% 28% 28% 28% 29% 29%

Sweden 25% 25% 26% 26% 26% 26% 26% 26% 26% 26%

Norway 23% 23% 24% 24% 24% 25% 25% 25% 25% 26%

Estonia 25% 25% 25% 25% 25% 25% 25% 25% 25% 26%

Latvia 25% 25% 25% 25% 25% 25% 25% 25% 25% 26%

Lithuania 22% 22% 22% 23% 23% 24% 24% 24% 25% 25%

Poland 23% 23% 24% 25% 25% 26% 26% 26% 27% 27%

Total 24% 24% 25% 25% 25% 26% 26% 26% 27% 27%
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Appendix 11 – Median Household Income in euro 

 

Source: Eurostat 
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Appendix 12 – Median Household Income and Real Median Household Income in EUR 

 

Source: Eurostat 

  

Median Household Income (EUR)

2005 2006 2007 2008

Denmark 22,116 22,637 23,349 24,154

Finland 17,412 18,225 18,507 19,666

Sweden 17,313 17,745 18,555 20,292

Norway 25,603 27,791 28,770 31,651

Estonia 2,980 3,632 4,446 5,541

Latvia 2,202 2,533 3,350 4,826

Lithuania 2,057 2,532 3,273 4,168

Poland 2,531 3,111 3,502 4,154

Inflation %

2005 2006 2007 2008

Denmark n/a 1.90% 1.70% 3.60%

Finland n/a 1.30% 1.60% 3.90%

Sweden n/a 1.50% 1.70% 3.30%

Norway n/a 2.50% 0.70% 3.40%

Estonia n/a 4.40% 6.70% 10.60%

Latvia n/a 6.60% 10.10% 15.30%

Lithuania n/a 3.80% 5.80% 11.10%

Poland n/a 1.30% 2.60% 4.20%

Median Household Income Increase %

2005 2006 2007 2008

Denmark n/a 2.36% 3.15% 3.45%

Finland n/a 4.67% 1.55% 6.26%

Sweden n/a 2.50% 4.56% 9.36%

Norway n/a 8.55% 3.52% 10.01%

Estonia n/a 21.88% 22.41% 24.63%

Latvia n/a 15.03% 32.25% 44.06%

Lithuania n/a 23.09% 29.27% 27.34%

Poland n/a 22.92% 12.57% 18.62%

Real Median Household Income Increase %

2005 2006 2007 2008

Denmark n/a 0.46% 1.45% -0.15%

Finland n/a 3.37% -0.05% 2.36%

Sweden n/a 1.00% 2.86% 6.06%

Norway n/a 6.05% 2.82% 6.61%

Estonia n/a 17.48% 15.71% 14.03%

Latvia n/a 8.43% 22.15% 28.76%

Lithuania n/a 19.29% 23.47% 16.24%

Poland n/a 21.62% 9.97% 14.42%
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Appendix 13 – Percentage of the population aged 25 - 64 with at least upper secondary 

education 

 

Source: Eurostat 
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Appendix 14 – Basel Core Principles – Definitions 

Chapter 1: Preconditions for effective banking supervision 

Principle 1. Objectives, autonomy, powers, and resources 

Principle 1(1). There should be clear responsibilities and objectives set by legislations for each 

supervisory agency 

Principle 1(2). Each supervisory agency should possess adequate resources to meet the objective 

set, 

provided on terms that do not undermine the autonomy, integrity and independence of 

supervisory agency 

Principle 1(3). A suitable framework of banking laws, setting bank minimum standard, including 

provisions related to authorization of banking establishments and their supervision 

Principle 1(4). The legal framework should provide power to address compliance with laws as 

well as safety and soundness concerns 

Principle 1(5). The legal framework should provide protection of supervisors for actions taken in 

good faith in the course of performing supervisory duties 

Principle 1(6). There should be arrangements of interagency cooperation, including with foreign 

supervisors, for sharing information and protecting the confidentiality of such information 

Chapter 2: Licensing and Structure 

Principle 2. Definition of permissible activities 

Principle 3. Right to set licensing criteria and reject applications for establishments that do meet 

the standard sets. 

Principle 4. Authority to review and reject proposals of significant ownership changes. 

Principle 5. Authority to establish criteria for reviewing major acquisitions or investments 

Chapter 3: Prudential Regulations and Requirements 

Principle 6. Prudent and appropriate risk adjusted capital adequacy ratios must be set 

Principle 7. Supervisors should evaluate banks' credit policies 

Principle 8. Banks should adhere to adequate loan evaluation and loan-loss provisioning policies 

Principle 9. Supervisors should set limits to restrict large exposures, and concentration in bank 

portfolios should be identifiable 

Principle 10. Supervisors must have in place requirements to mitigate the risks associated with 

related lending 
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Principle 11. Policies must be in place to identify, monitor and control country risks, and to 

maintain reserves against such risks 

Principle 12. Systems must be in place to accurately measure, monitor and adequately control 

markets risks and supervisors should have powers to impose limits or capital charge on such 

exposures 

Principle 13. Banks must have in place a comprehensive risk management process to identify, 

measure, monitor and control all other material risks and, if needed, hold capital against such 

risks 

Principle 14. Banks should have internal control and audit systems in place. 

Principle 15. Adequate policies, practices and procedures should be in place to promote high 

ethical and professional standards and prevent the bank being used by criminal elements 

Chapter 4: Methods of On-Going Supervision 

Principle 16. An effective supervisory system should consist of on-site and off-site supervision 

Principle 17. Supervisors should have regular contact with bank management 

Principle 18. Supervisors must have a means of collecting, reviewing and analyzing prudential 

reports and statistics returns from banks on a solo and consolidated basis 

Principle 19. Supervisors must have a means of independent validation of supervisory 

information either through on-site examinations or use of external auditors 

Principle 20. Supervisors must have the ability to supervise banking groups on a consolidated 

basis 

Chapter 5: Information Requirements 

Principle 21. Each bank must maintain adequate records that enable the supervisor to obtain a 

true and fair view of the financial condition of the bank of the bank, and must publish on a 

regular basis financial statements that fairly reflect its condition 

Chapter 6: Formal Powers of Supervisors 

Principle 22. Adequate supervisory measures must be in place to bring about corrective action 

when banks fail to meet prudential requirement when there are regulatory violations, or when 

depositors are threatened in any other way. This should include the ability to revoke the banking 

license or recommend its revocation. 

Chapter 7: Cross-Border Banking 
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Principle 23. Supervisors must practice global consolidated supervision over internationally 

active banks, adequately monitor and apply prudential norms to all aspects of the business 

conducted by these banks. 

Principle 24. Consolidated supervision should include establishing contact and information 

exchange with the various supervisors involved, primarily host country supervisory authorities 

Principle 25. Supervisors must require the local operations of foreign banks to be conducted at 

the same standards as required of domestic institutions, and must have powers to share 

information needed by the home country supervisors of those banks 

Source: Core Principles for Effective Banking Supervision, Basel Committee on Banking 

Supervision, Basel, September 1997. 

Basel I and Basel II 

The Capital Requirements Directive (CRD) is an EU directive that regulates the capital adequacy 

of banks and other financial institutions. It is based on Basel II, which is a set of international 

guidelines for banks' capital adequacy. The CRD replaced the previous rules in 2007 (Basel I). 

 

Changes to the CRD are currently being considered and are expected to take place in 2010. The 

following is a description of the Directive as it stood at April 1, 2009. 

 

The CRD allows banks to choose among various methods of fulfilling the capital requirements. 

Key aspects of the directive are broader risk management, flexibility and greater sensitivity to 

risk.  

 

 

The CRD gives the opportunity to establish a closer correlation between banks‟ internal risk 

management models and the capital adequacy models for which the directive and the regulatory 

authorities set forth requirements. This helps to make the supervision of financial institutions 

more flexible and responsive. 
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The principle of the directive is that the more creditworthy a customer is, the less capital is 

required to cover the risk on the exposure. The rules thus entail a more precise relation between 

actual risk and the capital requirement. 

Three pillars 

The CRD is organized upon three pillars, as illustrated below: 

 

 

 Pillar I: Calculation of the minimum capital requirement 

Pillar I contains generic rules for calculating credit, market and operational risks to 

determine a bank‟s risk-weighted assets (RWA). It also stipulates the minimum capital 

requirement for banks: 8% of RWA. 

 Pillar II: Supervisory review process 

Pillar II sets forth the framework for the supervisory review process (SREP) and the 

framework for banks‟ internal capital adequacy assessment process (ICAAP). Pillar II 

concerns bank's risks in a wider sense, including risks not defined under Pillar I (e.g., 

business, pension and concentration risks as well as the banks‟ situation and expectations 

in general). It also treats stress tests.   

 Pillar III: Market discipline and disclosure requirements 

Pillar III presents a number of disclosure requirements. The objective is to raise the level 

of market discipline by giving external stakeholders a better understanding of banks‟ 

capital adequacy calculations and the procedures involved. 

 

Transitional rules for potential capital reductions 

For banks that choose to use the advanced methods of calculating credit risk, there are limits on 

how much their capital requirements may be reduced. Such reductions may be made gradually 

http://www.danskebank.com/en-uk/ir/the-group/risk-management/Pages/pillar-II.aspx
http://www.danskebank.com/en-uk/ir/the-group/risk-management/Pages/pillar-III.aspx
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until 2010. We expect, however, that in mid-2010 the transitional rules will by extended by law 

until the end of 2011. That is why the Group still takes these rules into account.  

 

The limits, which are based on the capital requirements relative to those in Basel I, are shown in 

the table below. 

Maximum reduction of capital requirement relative to Basel I 

Year Standardised approach IRB approach 

2008 - 10% 

2009 - 20% 

2010 - 20% 

2011 - 20% 

2012 - 0% 

 

For a bank that uses the internal ratings-based (IRB) method, the capital requirement could thus 

be reduced by up 10% of the requirement under the previous rules in 2008 and by up to 20% in 

2009 to 2011. There are no expected limits in 2012. 

History of capital adequacy rules 

The table below shows the historical development of capital adequacy rules. 

Date Measure 

July 1988 Basel I introduces risk weighting and off-balance-sheet assets. 

January 1996 Market risk measurement introduced in various areas, including 

   Exchange rate risk 

   Interest rate risk (special and general) 

June 1999 Release of the first version of Basel II, based on three pillars: 

   Pillar I: Minimum capital requirement 

   Pillar II: Supervisory review 

   Pillar III: Market discipline 

2005 Final approval of the CRD 
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January 2007 Implementation of the CRD: 

Transitional period begins  

January 2010 Transitional period ends 

There are ongoing discussions of adjustments to the rules internationally (including adjustments 

to Basel II). We can expect further adjustments in the coming years, partly because of the 

financial crisis. 

Source: Dansk Bank, Last updated on February 15, 2010 
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Appendix 15 – Maastricht Criteria 

There are five criteria set out in the Treaty of Maastricht that must be met by European countries 

if they wish to adopt the European Union's single currency, the euro. They are: 1) inflation of no 

more than 1.5 percentage points above the average rate of the three EU member states with the 

lowest inflation over the previous year. 2) A national budget deficit at or below 3 percent of gross 

domestic product (GDP). 3) National public debt not exceeding 60 percent of gross domestic 

product. A country with a higher level of debt can still adopt the euro provided its debt level is 

falling steadily. 4) Long-term interest rates should be no more than two percentage points above 

the rate in the three EU countries with the lowest inflation over the previous year. 5) The national 

currency is required to enter the ERM 2 exchange rate mechanism two years prior to entry. 

Source: European Commission 
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Appendix 16 – Budgeting/Forecast 

Figure 18. Total Operating Income 

 

Source: Own Estimation 

Figure 19. Total Operating Expenses 

 

Source: Own Estimation 

Figure 20. Total Loan Losses 

 

Source: Own Estimation 

Figure 21. Effective Tax Rate 

 

Source: Own Estimation 

Figure 22. Total Shareholder's Equity 

 

Source: Own Estimation 

  

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Total Operating Income 9,073        8,619        8,964        9,323        9,882        10,475     11,103     11,770     12,476     13,224     14,018     

Annual change -5.0% 4.0% 4.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Total Operating Expenses -4,512      -4,580      -4,717      -4,859      -5,053      -5,255      -5,465      -5,684      -5,911      -6,148      -6,394      

Annual change 1.5% 3.0% 3.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Loan Losses -1,486      -1,560      -1,326      -1,127      -451          -180          -81            -81            -81            -81            -81            

Annual change 5.0% -15.0% -15.0% -60.0% -60.0%

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Operating Profit 3,075        2,479        2,921        3,337        4,378        5,040        5,557        6,005        6,484        6,996        7,543        

Income Tax Expense -757          -652          -768          -878          -1,151      -1,325      -1,462      -1,579      -1,705      -1,840      -1,984      

Percentage 24.6% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3%

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E

Net Profit for the Year 2,318        1,827        2,153        2,459        3227 3,714        4,096        4,426        4,778        5,156        5,559        

Total Shareholder's Equity 22,420     23,451     24,665     26,052     27,872     29,966     32,276     34,772     37,467     40,375     43,511     

Payout Ratio 43.0% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6%
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Appendix 17 – Valuation by the Residual Income Model 

 

  

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E Terminal Value

Total Operating Income 9,073      8,619      8,964      9,323      9,882      10,475   11,103   11,770   12,476   13,224   14,018   

Annual change -5.0% 4.0% 4.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Total Operating Expenses -4,512    -4,580    -4,717    -4,859    -5,053    -5,255    -5,465    -5,684    -5,911    -6,148    -6,394    

Annual change 1.5% 3.0% 3.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

Profit Before Loan Losses 4,561      4,040      4,247      4,464      4829 5,220      5,638      6,086      6,565      7,077      7,624      

Loan Losses -1,486    -1,560    -1,326    -1,127    -451        -180        -81          -81          -81          -81          -81          

Annual change 5.0% -15.0% -15.0% -60.0% -60.0%

Operating Profit 3,075      2,479      2,921      3,337      4,378      5,040      5,557      6,005      6,484      6,996      7,543      

Income Tax Expense -757        -652        -768        -878        -1,151    -1,325    -1,462    -1,579    -1,705    -1,840    -1,984    

Percentage 24.6% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3%

Net Profit for the Year 2,318      1,827      2,153      2,459      3227 3,714      4,096      4,426      4,778      5,156      5,559      

Total Shareholder's Equity 22,420   23,451   24,665   26,052   27,872   29,966   32,276   34,772   37,467   40,375   43,511   

Payout Ratio 43.0% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6%

Total payout 997         797         939         1,072      1,407    1,619      1,786      1,930      2,083      2,248      2,424      

ROE 11.5% 8.0% 8.9% 9.7% 12.0% 12.8% 13.2% 13.2% 13.2% 13.2% 13.3%

(RI) = (ROE-Ke)*Equity-1 -397        -186        -10          580         865         1,025      1,117      1,213      1,314      1,419      1,447                    

Ke (CAPM) 9.74%

Terminal Growth 2.00%

Discount Factor Present Value

1 397-        0.91124 -362.19

2 186-        0.83037 -154.26

3 10-          0.75667 -7.85

4 580        0.68951 400.19

5 865        0.62831 543.46

6 1,025    0.57255 586.83

7 1,117    0.52173 582.82

8 1,213    0.47542 576.86

9 1,314    0.43323 569.24

10 1,419    0.39478 560.21

Terminal Value (Year 10) 1,447    5.10046 7,383    

SUM 10,678  

Total Equity 2009 22,420  

Value RI 33,098  

Number of Shares

Stock Value in EUR 8.22

Stock Value in DKK 61.20

4,024,167,751
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Appendix 18 – Valuation (Worst Case Scenario for Latvia) by the Residual Income Model 

 

  

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E Terminal Value

Total Operating Income 9,073      8,529      8,784      9,048      9,591      10,166   10,776   11,423   12,108   12,835   13,605   

Annual change -6.0% 3.0% 3.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Total Operating Expenses -4,512    -4,580    -4,717    -4,859    -5,053    -5,255    -5,465    -5,684    -5,911    -6,148    -6,394    

Annual change 1.5% 3.0% 3.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

Profit Before Loan Losses 4,561      3,949      4,067      4,189      4538 4,911      5,311      5,739      6,197      6,687      7,211      

Loan Losses -1,486    -1,630    -1,376    -1,155    -462        -185        -81          -81          -81          -81          -81          

Annual change 9.7% -15.6% -16.1% -60.0% -60.0%

Operating Profit 3,075      2,319      2,691      3,034      4,076      4,726      5,230      5,658      6,116      6,606      7,130      

Income Tax Expense -757        -610        -708        -798        -1,072    -1,243    -1,376    -1,488    -1,609    -1,737    -1,875    

Percentage 24.6% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3%

Net Profit for the Year 2,318      1,709      1,983      2,236      3004 3,483      3,855      4,170      4,508      4,869      5,255      

Total Shareholder's Equity 22,420   23,384   24,502   25,764   27,458   29,422   31,596   33,948   36,491   39,236   42,200   

Payout Ratio 43.0% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6%

Total payout 997         745         865         975         1,310    1,519      1,681      1,818      1,965      2,123      2,291      

ROE 11.5% 7.5% 8.3% 8.9% 11.3% 12.2% 12.6% 12.7% 12.8% 12.9% 12.9%

(RI) = (ROE-Ke)*Equity-1 -511        -341        -206        399         689         851         943         1,038      1,138      1,242      1,267                    

Ke (CAPM) 9.74%

Terminal Growth 2.00%

Discount Factor Present Value

1 511-        0.91124 -465.49

2 341-        0.83037 -282.77

3 206-        0.75667 -156.25

4 399        0.68951 275.04

5 689        0.62831 432.71

6 851        0.57255 487.52

7 943        0.52173 491.92

8 1,038    0.47542 493.63

9 1,138    0.43323 493.01

10 1,242    0.39478 490.37

Terminal Value (Year 10) 1,267    5.10046 6,462    

SUM 8,722    

Total Equity 2009 22,420  

Value RI 31,142  

Number of Shares

Stock Value in EUR 7.74

Stock Value in DKK 57.59

Change from Most Likely Scenario -5.9%

4,024,167,751
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Appendix 19 – Valuation (Best Case Scenario for Latvia) by the Residual Income Model 

 

  

EURm 2009 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E Terminal Value

Total Operating Income 9,073      9,073      9,617      10,194   10,806   11,454   12,142   12,870   13,642   14,461   15,329   

Annual change 0.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%

Total Operating Expenses -4,512    -4,625    -4,810    -5,002    -5,202    -5,410    -5,627    -5,852    -6,086    -6,329    -6,583    

Annual change 2.5% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

Profit Before Loan Losses 4,561      4,448      4,808      5,192      5604 6,044      6,515      7,018      7,557      8,132      8,746      

Loan Losses -1,486    -1,412    -1,059    -794        -318        -127        -81          -81          -81          -81          -81          

Annual change -5.0% -25.0% -25.0% -60.0% -60.0%

Operating Profit 3,075      3,037      3,749      4,398      5,286      5,917      6,434      6,937      7,476      8,051      8,665      

Income Tax Expense -757        -799        -986        -1,157    -1,390    -1,556    -1,692    -1,825    -1,966    -2,117    -2,279    

Percentage 24.6% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3% 26.3%

Net Profit for the Year 2,318      2,238      2,763      3,241      3896 4,361      4,742      5,113      5,509      5,933      6,386      

Total Shareholder's Equity 22,420   23,682   25,240   27,069   29,266   31,725   34,400   37,283   40,391   43,737   47,339   

Payout Ratio 43.0% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6% 43.6%

Total payout 997         976         1,205      1,413      1,699    1,901      2,067      2,229      2,402      2,587      2,784      

ROE 11.5% 9.7% 11.3% 12.4% 13.8% 14.3% 14.3% 14.3% 14.2% 14.1% 14.0%

(RI) = (ROE-Ke)*Equity-1 -7            368         670         1,107      1,335      1,460      1,557      1,658      1,763      1,874      1,911                    

Ke (CAPM) 9.74%

Terminal Growth 2.00%

Discount Factor Present Value

1 7-             0.91124 -6.45

2 368        0.83037 305.77

3 670        0.75667 506.77

4 1,107    0.68951 763.62

5 1,335    0.62831 838.48

6 1,460    0.57255 835.91

7 1,557    0.52173 812.14

8 1,658    0.47542 788.08

9 1,763    0.43323 763.88

10 1,874    0.39478 739.66

Terminal Value (Year 10) 1,911    5.10046 9,747    

SUM 16,095  

Total Equity 2009 22,420  

Value RI 38,515  

Number of Shares

Stock Value in EUR 9.57

Stock Value in DKK 71.22

Change from Most Likely Scenario 16.4%

4,024,167,751
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Appendix 20 – Target Prices 

 

 

Target Prices Date EUR

Nomura 11-Jan-10 6.86          

Goldman Sachs 09-Feb-10 6.63          

Arctic Securities 10-Feb-10 7.48          

Credit Suisse 11-Feb-10 6.56          

J.P. Morgan 22-Feb-10 7.10          

Deutsche Bank 24-Feb-10 6.80          

DnB NOR 24-Feb-10 8.30          

Macquire 25-Feb-10 7.14          

Danske Markets 04-Mar-10 6.68          

Average 7.06          


