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Executive Summary 
The aim of this work is to value the Danske Bank Group in the light of the current financial crisis 

for a long-term investor. The valuation models used in this work are the Free Equity Cash Flow 

model, the Dividend Discount model, the Residual Income model and the Justified Price to Book 

value model. All these models are well-suited for valuing banks. 

 

The history and strategy parts reveal that Danske Bank has formed itself by acquiring a string of 

financial companies, mainly after the globalization and deregulation wave in the 90s. Especially the 

last 10 years, Danske Bank has embarked into more rewarding but relatively risky strategies. This 

entailed not only entering new markets but also new business segments such as Insurance, Pension, 

Asset Management, Mortgage Finance and Leasing. The reason behind this strategy was the 

decreasing net interest margin in the banking segment but maybe also a desire to be the biggest 

bank in Scandinavia. The business units’ analysis part shows that the whole Group is affected by 

the decrease in securities and housing prices and the slow-down of the global economy. In the 

banking business there are high level of impairment costs, especially in Ireland and the Baltics due 

a large exposure to property loans. In the life insurance business, which is primarily distributed in 

Denmark, there were negative returns in 2008. The increasing liabilities led to the introduction of a 

charge on transfer and surrender1. On October 28th 2008, the Danish government permitted their 

technical provisions to be calculated using a different yield curve2

 

. The other segments such as 

Danske Markets and Danske Capital also suffer from the significant drop in the prices of securities. 

The Value Chain of the Group shows a good processing of transactions, and efficient IT platform 

and key resources in terms of infrastructure and employees. The risk management part of the Group 

should be more focused and the lending process should be better screened. Client management has 

been lacking as well in some areas. Danske Bank has tried to increase its business with retail 

customers by the acquisition in Ireland, still a big share of its lending is provided to the corporate 

sector. It has been difficult to market Danske Bank among retail customers which saw it as a pricy 

and distant bank. The image has been further tarnished by the IT Factory fraud; the bankruptcy of 

Lehman Brothers and the high executive bonuses. It is important that Danske Bank recreates a good 

image of itself because that will impact its ability to compete and retain its customers. The Value 

                                                 
1 For Danica Traditionel the charge is 5% for transferring or surrender funds before the termination date. 
2 Annual report 2008 p. 43 
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Chain analysis showed that the ability to create value is still there due to its large infrastructure, 

good human resources and technological development that are the supporting activities of the 

business. 

 
The PEST analysis shows the macro factors that affect the Danske Bank Group. It is done only for 

Denmark, the Baltics and Ireland due to importance of these markets and space. The financial crisis 

has required that governments recapitalise financial institutions that are very important to the 

economical well-being of a country. In Denmark the government granted 100 billion DKK to the 

financial sector. Danske Bank received 26 billion DKK as subordinated loans, with an option to 

convert into shares, at an interest rate of 10%. In Ireland the situation was much worse and required 

the nationalisation of banks. In the future more regulation on the banking sector is expected, which 

would diminish the earnings level of the Group. The economical condition of Denmark has 

deteriorated much, due to the financial crisis but the situation is worse for Ireland and the Baltic 

countries. This shows in most economical indicators, such as unemployment, government budget 

deficits and real GDP growth. The social factors show that particularly Denmark has good 

economic stabilizers, e.g. unemployment benefits which reduce the effect of the economical 

recession. The technological development is highest in Denmark especially in the banking sector.  

 
The Porter’s Five Forces analysis shows that the banking industry in Denmark is characterized by a 

high level of competition and inequality in market share. Danske Bank is the largest financial 

company by far. Danske Bank is not affected by the high level of competition, due to its size 

advantage which allows it to be a price setter in the Danish banking and mortgage market. 

Competition is further decreased by the fact that banking customers are loyal to their banks despite 

the increasing transparency that shows that there are economical benefits to change to an Internet 

bank. This shows that customers are less concerned about the costs of the financial products and 

more about the service that they received. It is expected that the current economical recession will 

bring more focus to price levels. The net interest margin of banks has decreased over the past year 

except in 2008 due to a higher interest rate. Due to more consolidation in the banking sector and the 

recovery of the economic situation it is expect that the net interest margin will decrease from 2009.  

 

The last part of this work is about the financial statements and valuation analysis. There are 

significant accounting changes in 2008 that is, the use of IAS 39 to reclassify the 117 billion DKK 

of bonds and the calculation of pension and insurance liabilities using a different yield curve. The 
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use of the IAS 39 enabled Danske Bank to report a net profit of 1 billion DKK in its consolidated 

group figures of 2008. The net profit was still 14 times lower than in 2007. The financial statements 

analysis shows that 2008 has been a very difficult year for Danske Bank. Compared to its 

competitors, it has also been more severely affected. Especially the fourth quarter of 2008 has been 

very unsatisfying due to the worsening of the crisis, which has affected all the main variables. The 

liquidity curve3

 

 for example was shortened and the capital needed externally increased significantly 

higher than in 2007. In 2008 Danske Bank was highly leveraged due to the string of acquisitions it 

made and also due to the release of capital from Basel II, which the bank used to acquire Sampo 

Bank. The investor ratios show that investors responded very negatively to these facts and 

consequently the price of Danske Bank decreased substantially. 

The valuation analysis results in a price of 131 DKK for a share of Danske Bank, according to the 

Cash Flow to Equity model and the Dividend Discount model. The share price arrived at goes up to 

144 DKK (Residual Income model) or down to 113 DKK (Justified price-to-book value ratio). This 

price is based on the information available during the period of analysis, which stops on the 

03.11.2009. Since the beginning of this thesis, the share price has increased of Danske Bank has 

increased significantly. Three out of four valuation models point out however that the company is 

still undervalued. On the 03.11.2009 the price was 120 DKK, while the price arrived at in most 

valuation models in the paper is higher. Therefore there is still some upside potential in the stock.  

The average upside percentage is 5.1% in average, according to three valuation models. However 

the justified price-to-book value shows a downside potential of 14%. The 12 months fair values 

have also been calculated. That is what the share will be worth for an investor in a year. They show 

higher upside potential of the stock which is in average 10%. A long-term investor should therefore 

earn on his investment if he holds the stock for a period of more than one year. Attention should be 

paid however to the fact that the Equity Cash Flow and Dividend Discount model rely heavily on 

arbitrary assumptions about the future levels of dividends and have higher terminal values that are 

more difficult to predict. This and other assumptions about the level of the economy and the 

company, does that the valuation is very sensitive and should be seen in the current instable context. 

  

                                                 
3 The liquidity needed from the Group, assuming that it is cut-off from capital markets and cannot refinance itself. See annual report 
p. 149 
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1. INTRODUCTION 
Danske Bank Group is Denmark biggest financial institution and one of the largest in Scandinavia 

in terms of assets. It is established in several countries, majorly in Scandinavia through a large 

branch network that serves private as well as corporate customers. By acquiring other financial 

institutions, the company has diversified away from its core banking business into Insurance, 

Mortgage Finance, Real-Estate Brokerage, Asset Management and Leasing. Lately it has also 

entered new markets such as Ireland and the Baltics, with the acquisition of Northern Ireland Bank 

and Sampo Bank in Finland. This aggressive expansion strategy will not continue in the near future. 

Danske Bank is not planning on acquiring any new company in the near future, because its 

economic performance in 2008 was poor and showed that the last acquisitions have been severely 

affected by the current crisis. 

 

Indeed, the economic situations of the Baltics and Ireland have been affected severely by the crisis. 

The IMF qualifies the Irish economic crisis as one of the worst of any advanced economy. The 

situation of the Baltics and Ireland is especially looking grim due to high exposure to a declining 

mortgage market, the reliance on exports and large budget deficits. The currencies of the Baltic 

countries were even at risk of being devaluated, which would have had disastrous effects Danske 

Bank profits from that region. The Danske Bank Group also suffers from the crisis in its traditional 

banking and mortgage segment in Denmark. As a result impairment costs have increased sharply 

while earnings have decreased.  

 

In 2008, the profit of the Group was 14 times less than the year before (1 billion DKK) despite the 

reclassification of 117 billion DKK of bonds, which is now allowed by the IAS 39 accounting 

policy4. Danske Bank’s share price has decreased substantially from its top two years ago5 and in 

February 2009 the Group laid-off 350 employees. Moreover it accepted the National Bank’s rescue 

package to receive 26 billion DKK as subordinated debt6. In February 2009, Moody’s downgraded 

the bank’s financial strength ratings (from Aa1 to Aa3)7

                                                 
4 Danske Bank Annual report 2008 p. 12 

. This is far from the idea that the bank and 

other stock analysts had about the effect of the crisis on the Group. However in the 4th quarter of 

2008 the crisis aggravated and went from a subprime crisis in the US, to a global economic 

5 See Danske Bank share price development in Appendix 8 
6 Debt securities that have a secondary or lesser claim to the issuer’s assets than more senior debt should the issuer default on its 
obligations. Source: www.financial-dictionary.thefreedictionary.com 
7 http://www.danskebank.com/da-dk/ir/Documents/Ratings/20090213_Moodys_Danske%20Bank.pdf 
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recession, which will affect the banking industry for many years. Danske Bank was not well 

prepared for a downturn of that size, as many other financial institutions. It had just made a huge 

acquisition of the Finnish Sampo Bank, which gave access to the Baltic markets. To acquire the 

latter the freed capital from the adoption of the Basel II was used. Looking back, it probably would 

have acquired the company at a lower price. 

 

Looking at all the above-mentioned factors, it can be said that the share price of Danske Bank has 

gone down due to difficult external conditions and miscalculation of the risks. However there are 

other factors that affect the development of the share price. For example there is the fact that a 

significant part of the shares of Danske Bank are owned by a lot of international especially 

American investors. This could be the reason why the share was price decreased even before the 

crisis reached Denmark8

 

. Therefore it is relevant to value the Group and answer the below question. 

1.1 Problem Formulation 
What is the value of Danske Bank for a long-term investor in the current financial turmoil, based on 

a fundamental valuation analysis?  

 

In order to answer the research question the below areas need to be investigated: 

• How is value defined for banks and how is it measured? 

• How has the financial crisis affected Danske Bank? 

• Where does Bank stand in relation to its competitors? 

• What are the future challenges Danske Bank faces and are there opportunities it can reap? 

• Is the current price of a share of Danske Bank representative of its future earnings? 

 

Banks need to hold enough capital in their reserves in order to withstand defaulting loans from 

customers. The international capital recommendations such as Basel I and II have been set up in 

order to standardise the appropriate level of capital reserve in order to allow banks to keep reserves 

corresponding to the risks the take. In valuing Danske Bank this will also be taken into 

consideration.  

 

                                                 
8 See figure 8 appendix. Danske Bank share price declined before  the first bank went bankrupt 
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1.2 Definitions 
The purpose of this section is to define the most used technical words in the introduction and the 

rest of the thesis for facilitating the understanding of the thesis. 

 

Valuation: 

The term refers to the process of determining the value of an asset or company. It can be estimated 

based on the future investment returns or in comparisons with other assets or companies9

 

. The 

process lies partly on objective and subjective measures. 

Intrinsic/Fundamental value:  

The intrinsic value is the value of the stock based on all the facts and circumstances of the business. 

It is based on the earnings power (capability to always increase profitability) and earnings quality 

(competitiveness, relative risk, etc) of the business. It is calculated as the present value of all the 

future earnings stream discounted at the current market yield. If the market value of a stock is above 

its calculated intrinsic value than the stock is overvalued. Conversely if the market value of the 

stock is below its intrinsic value than the stock undervalued10

  

.  

Going-concern value:  

Danske Bank is analysed as a going-concern. This means that the Bank is expected to continue its 

operations in the future and will not be liquidated or fail economically. If that was not the case, then 

the value calculated will be significantly different and other valuation models should be used. This 

is an important the foundation of the whole valuation. 

 
Efficient market:  

An investment theory stating that it is impossible to "beat the market" since share prices always 

incorporate and reflect all relevant information. According to the Efficient Market Hypothesis 

(EMH), stocks always trade at their fair value on stock exchanges. It is thereby impossible for 

investors to either purchase undervalued stocks or sell stocks at inflated prices. As such, it should 

be impossible to outperform the overall market through expert stock selection or market timing, and 

the only way an investor can possibly obtain higher returns is by purchasing riskier investments11

                                                 
9 Stowe and John D (2007).  

. 

10 Rezaee, Zabihollah (2001) 
11 http://www.investopedia.com/terms/e/efficientmarkethypothesis.asp 
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Financial crisis12

A financial crisis is a situation in which the supply of money is outpaced by the demand for money. 

This means that liquidity is quickly evaporated, because available money is withdrawn from banks 

(called a run), forcing banks either to sell other investments to make up for the shortfall or to 

collapse.  

: 

 
1.3 Target Group 
The target group for my thesis is first and foremost the supervisor and external examiner. Next it is 

the students at Copenhagen Business School who would be interested in a valuation of Danske 

Bank and the subject of bank valuation.  

 
1.4 Delimitations 
The purpose of this section is to outline the scope of the thesis and the area where the focus is. A 

rationale for this choice is also given.  

 

There are many valuation models but I will limit the valuation to the Income-based valuation 

models in (Petersen & Plenborg, 2008). The Valuation method will be made with all the 

information collected before the cut-off date, which is one month after the third quarter financial 

reports 2009 are published (that is 03 October 2009). The cut-off date is chosen so that the 

valuation is done within a time limit and is consistent. After that date, new information about the 

market or Danske Bank will not be taken into consideration. 

For the Strategic Analysis the most relevant models such as the Value Chain, PEST and Porter’s 

Five Forces are chosen to analyse the Group. There are other models to analyse the internal and 

external environment, but the chosen ones are the most common and are still widely used. The 

Financial Statement Analysis will focus on the key ratios that are relevant for determining risk, 

profitability and growth potential of the company, which will help to determine the Free Cash Flow. 

The focus will be on the consolidated financial reports of the Danske Bank Group. The analysis will 

also include a comparison with the main competitors (Nordea Group, Swedbank and Jyske Bank) 

Nordea and Swedbank and Jyske Bank are all close competitors of Danske Bank. 

Geographically I am not demarcating myself to Denmark. I will analyse the financial statements of 

the Danske Bank Group. Since the Group is international it is believed that only focusing on the 

                                                 
12 http://www.businessdictionary.com/definition/financial-crisis.html 
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Danish holding company would not give a clear picture of the whole company and the fact that the 

share price is affected by a lot of factors happening outside of Denmark as well. For the strategic 

analysis the focus is on Denmark, since it is the main market but the macroeconomic environment 

of countries such as Ireland and the Baltics are also analysed (PEST). The rest of Scandinavia is not 

analysed as their situation is similar to Denmark more or less. Porter’s Five Forces will focus more 

on the banking sector, since it is the highest revenue source of the bank.  

 

1.5. Structure of the project 
The purpose of this section is to make it easier for the reader to see how the different parts are 

connected and how the project has been structured in order to arrive at the conclusion. 

 
Figure 1. The structure of the project 

 

 

The Danske Bank 
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2. METHODOLOGY  

The purpose of this chapter is to describe the methodological approach chosen, in order to answer 

the problem formulation. Moreover it is a way to shed light on the choice and use of theories, which 

are the foundation of the thesis. 

 

2.1 Application of the Theory 
The scientific approach will be normative since conclusions are based on theoretical valuation 

models. The aim is not to create a new theory but to apply the widely accepted scientific process of 

valuing a company. This consists first of a strategic analysis, then a financial analysis and finally 

the valuation models. The latter is made using the inputs from the previous analyses, to build 

realistic assumptions about the future earnings. The project is dealt with from a theoretical but 

mostly empirical approach. The theories behind the valuation models are dealt with, but the focus is 

more their application. The four main types of valuation models13

 

 are used and presented further 

down. The Free Cash Flow to Equity is chosen because of the fact that it is a more appropriate, 

when valuing banks. The Justified Price-to-Book value model is also chosen on this fact and 

because it is more stable than the valuation using the Price earnings ratio. The multistage variant of 

these models is used, since we have two different periods (the forecast and the terminal period). 

2.2 Collection of empirical data 
Data is classified in two broad categories primary and secondary. The first type refers to the one 

that is created in relation to the project while the second type is data that already exists. The 

empirical data used in the report, consist entirely of secondary data which are both qualitative and 

quantitative. This type of data consists of web articles, databases such as DataStream and Business 

Source Complete, books on bank valuation and other relevant theme, reports from government 

institutions, industry and country reports. The financial reports of the company and their website are 

also used to make the analysis and build the valuation models. 

 

2.3 Valuation methodology 
The aim of this chapter is to lay out the valuation methodology that have been used and explain how 

the valuation of financial institutions differs from that of normal industrial companies. How the 

                                                 
13 Dividend, Free Cash Flow, Market-Based and Residual Income Valuation, Stowe & John D (2007) 
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future income level was forecasted and the discount rate was calculated, will be dealt with. In 

addition the fact that banks have to respect a capital adequacy level as stated by the Basel II and 

capital requirement directive (CRD) will be discusses. The valuation process consist of five steps14 

here I will talk about the valuation model itself. Our objective is to find the intrinsic value of a share 

of Danske Bank for an investor presently. This is calculated by summing all future cash flows 

generated by the business and discounting them with the chosen discount rate to arrive at the 

present value of the company15. This method is referred to as the discounted cash flow (DCF) 

method which is a common way of determining the value of a firm. One key assumption of the 

model is that it is a going-concern, which means that Danske Bank will continue its operations for 

the foreseeable future. We believe this is a valid assumption but if that assumption is not fulfilled, 

the assets should be valued on a different basis. This could be a liquidation valuation which would 

give a totally different value16

 

.   

2.3.1 Valuing financial institutions 

The DCF method is divided into the Enterprise and the Equity DCF method17

 

. The first approach is 

normally used in order to value non-financial companies, in cases where operating and financing 

decisions are separated, while Equity DCF is used to value financial institutions. This is due to the 

specific revenue structure of banks, where income can be generated on both the assets and liabilities 

side, which complicates the valuation process. 

When valuing a non-financial company operating and financing decisions are separated. In valuing 

a bank the financing of the bank’s loans is an important factor in generating earnings18

 

. Many of the 

financial items that are excluded in the case of a non-financial company are included in the case of a 

bank valuation. That is why the Equity cash flow model was chosen. This approach will be used 

along with other valuation models, adequate for financial institutions in this thesis. 

Banks also have to respect solvency ratios according to Basel I and II Accords, in order to cover 

potential losses from lending money which differentiates them from other types of companies. This 

regulatory capital has been instituted due to the risky nature of the banking business and also 

                                                 
14 Stowe and John D (2007), p.6 
15Stowe and John D (2007), p.108 
16 Gray Lain & Manson Stuart (2008)    
17 Koller & Copeland (2005), p.104 
18 Koller & Copeland (200), p.682 
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because of the importance of the financial system to the economy. In practice when a bank grows its 

assets it needs to increase its equity as a percentage of the increased assets, in order to keep a 

sustainable solvency ratio dictated by regulators. Increases in reserves reduce equity because it 

means that the company is setting aside earnings that could otherwise be paid to shareholders19

Our valuation model of equity cash flow takes this into consideration by deducting the increase in 

equity from the forecasted Net Income in the Excel sheet. It is assumed that the amount of risk 

capital employed by the company is equal to the book value of its equity. 

.  

 
2.3.2 Choosing the forecast period 

The forecast period used to build the models is consisting of the explicit forecast period and the 

terminal period. The first step is to determine the length of the period that is used for the 

accounting analysis. Typically the historical period ranges from 3 to 7 years20

 

. It is important that 

this period is long enough, in order to be able to see a trend of the growth and profitability, which 

we will use to estimate the future earnings. A long period will prevent that future earnings are 

determined from abnormal periods, where there was an economic boom for example. For the period 

of analysis of Danske Bank 5 years of historical financial statements are chosen, to analyse (from 

2004 to 2008).  

2.3.3 Projecting future income 

There are several methods to forecast the future earnings of a business, which are projected for five 

years (explicit forecast period). It is done here by using the indirect method to forecast the future 

earnings. This is the most difficult but most appropriate method21

 

. It requires a good analysis of the 

income and the expenses drivers of the company and consists of three steps: 

• Identifying the drivers of earnings. 

• Finding the quantitative relationship between earnings and those drivers. 

• Estimating the income base on the future level of those drivers. 

 

For financial institutions the key value drivers are growth, return on equity relative to the cost of 

equity, net interest margin, impairment losses. The strategic analysis will help to define how they 

are related to earnings and the income base will be estimated in the Valuation model. 
                                                 
19 Koller & Copeland (2005), p 
20 Petersen and Plenborg (2005), p.119 
21 Rezzae Zabihollah (2001), p.189 
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2.3.4 Calculating the discount rate 

The second crucial input in the valuation model is the discount rate defined earlier. The discount 

rate is the rate to discount the future earnings in order to arrive at their present values today. 

Because of the time value of money, a dollar earned in one year is not the same as a dollar earned 

today22

 

. In order to know which value this dollar has today it has to be discounted by a discount rate 

that represents the rate at which someone can invest this dollar over a period of one year. There are 

different types of discount rate but in the FCFE model it is equal to the cost of equity. The latter is 

defined using the CAPM model which defines the price of a security for investors.  

2.3.4.1 The CAPM Model 

The CAPM model describes the relationship between risk and expected return and is usually used in 

the pricing of securities. The general idea behind the CAPM is that investors are compensated in 

two ways, as time goes by and by the risk factor of the security. The model calculates the return of a 

security as the risk free rate plus the risk premium of holding that security:  

 

  𝑅𝑅𝑒𝑒 =  𝑅𝑅𝑓𝑓 + 𝛽𝛽𝑖𝑖 (𝑅𝑅𝑚𝑚 −  𝑅𝑅𝑓𝑓)             (Equation 1) 

Where: 

𝑅𝑅𝑒𝑒 = Return on equity 

𝑅𝑅𝑓𝑓 = Risk-free rate 

βi  = Beta coefficient 

𝑅𝑅𝑚𝑚 = Market return 

 

The risk-free rate is defined as the safest investment possible. This is represented by a 10-year 

Danish government bond while the Danish stock index OMXC20 represents the market return. The 

risk premium is the return an investor would require, in order to take a risk of investing in a share 

similar to Danske Bank. Beta can be taken from a reliable source or calculated. In our case beta is 

the slope coefficient of the regression of the OMXC20 prices over Danske Bank share prices, from 

September 2004 to July 200923

                                                 
22 Rezzae Zahibollah (2001) p.192 

. Using this beta estimate, the risk premium is calculated as the 

average annual market return minus the risk free rate (from 1987 to 2008). The cost of equity is 

23 See Excel appendix, beta coefficient file. This cannot be put in normal appendix due to the size of the data. 
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around 9.54 for the forecasted period, except in 2010 where it is at 9.74, due to an increased risk 

free rate24

 
. 

2.4 Valuation models 
Using many valuation models gives a less biased value of a company. Below the different models 

used are described. 

 

2.4.1 The Free Equity Cash Flow model. 

The Free Equity Cash Flow model is a discounted cash flow (DCF) valuation method that uses free 

cash flow to equity. This is the total cash flow available to the company’s common equity 

shareholders and not just the dividends that they receive. It corresponds to calculating the free 

equity cash flow from the changes in the Balance Sheet and highlights the changes in the 

company’s assets and liabilities composition. The Free Equity Cash flow can be calculated as the 

Net Income minus the increase in equity plus other comprehensive Income, which are necessary to 

grow the firm25

Net Income is the earning available to all shareholders, after all expenses have been paid.  The 

increase in equity is deducted because it will not be distributed to shareholders. Other 

comprehensive income consists of all the noncash items, such as pension liabilities, foreign 

currency translation items and net unrealised gains and losses on equity, debt and hedging activities. 

Most often they are left out because they are minor as In Danske Bank’ case. The formula then 

becomes: 

. 

 
FCFE = NI – ∆assets + ∆liabilities   (Equation 2) 

 
 
This method is called the Free Equity Cash Flow valuation method. It is equal to the Dividend 

Discount model, but instead of dividends it is the free cash flows that are discounted. The formula 

for this model is equation 1, in the Appendix.  

 

2.4.2 The Dividend Discount model 

The Valuation can also be done by using the Dividend Discount model. This is the oldest model to 

value a company. In this model the price of a share is equal to present value of all future dividends. 
                                                 
24 See cost of equity figure 36  
25 Koller & Goedhart (2005), p.682 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

17 
 

The latter depends on the growth rate of the Net Profit minus the retained earnings. Net Profit is 

either given to investor or reinvested in the company, which benefits investors at the end. This is 

why the Dividend Discount and the Equity Cash Flow models are equivalent. It is difficult to 

predict the level of dividends of any company. Some companies do not pay dividends also, which 

has decreased the popularity of this model in favour of the others. In this case Danske Bank is not 

allowed to pay dividends for some years, after which assumptions are made about the payment 

ratio. The share price in this model relies entirely on these assumptions and it is therefore good that 

other models have been used. The formula is in Appendix equation 2.  

  
2.4.3 The Residual Income valuation model 

This model is build on the fact that the value of a company is equal to the capital invested plus what 

is created in excess of the cost of equity. The capital invested for a firm is its equity at book value. 

A good measure for the value created for investors in this case is the return on equity (ROE). The 

larger the difference between the ROE and the required rate of return given the risk of the company, 

the higher the value of the firm. The risk of the company is the cost of equity (COE). It shows the 

opportunity cost of investing in a share of Danske Bank. Using the capital asset pricing model 

(CAPM) this is calculated as described earlier (see calculating the discount rate). The Residual 

Income model is also equivalent to the Dividend discount by the clean surplus relation that states 

that the ending book value equals the beginning book value plus earnings less dividends. 

Residual Income can be preferred to the Dividend and free cash flows models because the terminal 

does not weight so much.  Since there is more uncertainty linked to the terminal value, the Residual 

Income model is sometimes preferred. The RIM model also allows to value firm that do not pay 

dividends and where expected free cash flows are negative26

 

. For the formula see Appendix 

equation 3.  

2.4.4 The Justified P/BV model 

The last model in our valuation model is the Justified P/BV model.  This model uses long-term 

sustainable figures of ROE, growth, cost of equity and target P/BV. The model is based on 

Gordon’s growth model and tries to find a P/BV ratio that the bank should trade by using the long- 

term values mentioned earlier. This type of valuation is very sensitive on the changes of the 

underlying assumptions and forecasts. This can sometimes not be estimated just by looking at the 

historical figures but by using intuition also. In this case the long-term growth figure is assumed as 
                                                 
26 Stowe and John D (2007), p. 252 
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the growth of the economy after the forecasted period and the ROE is calculated from the forecasted 

figures of the Income Statement and Balance sheet. A drawback is that a wrong assumption can 

lead to a large over or underestimation of the fair value of the bank. The formula for this model is in 

the Appendix equation 4. 
 
 
3. DESCRIPTION OF THE DANSKE BANK GROUP 
The description of the Danske Bank Group shows how the company arrived at what it is today and 

in which segments it is operating. Also its strategy for the past years will be analysed. 

 

The Danske Bank Group is the largest financial services company of Denmark and one of the 

largest in Scandinavia. The company offers diverse services to private and business customers in 

the fields of Banking, Mortgage Finance, Insurance, Leasing, Real Estate brokerage and Asset 

Management. The company disposes of a large network, through which it serves its customers in 

Scandinavia, The Baltic States and Ireland. The Danske Bank Group consists of Realkredit 

Danmark and Danica Pension. It has banking activities in 13 countries, primarily in Scandinavia 

under different names: Fokus Bank (Norway), Northern Bank (Northern Ireland), and National Irish 

Bank (Ireland). The Bank also has a lot of daughter companies among which Nordania Leasing. 

Furthermore it has 286 domestic branches, several corporate banking centres and various 

subsidiaries, 59 branches in Sweden and 61 branches in Norway. The Group serves 5.1 million 

retail customers27 and a significant number of public sector and institutional organizations. It 

possesses 804 branches, the majority in Denmark (373), Finland (122) and Northern Ireland (89)28 

and operates with 23624 employees29

 
.  Let us see below how the bank was established below. 

3.1 History 
Den Danske Bank originated from Landmandsbank, which was founded in October 1871. Already 

in 1910 it became the largest bank in Scandinavia. In 1922, however, during the post-war crisis, the 

bank got into liquidity problems and had to be bailed out by the Danish National Bank, due huge 

losses resulting from stock speculation and the bankruptcy of the Transatlantic Company. From 

1923 to 1928 the state guaranteed all the deposits in the Bank. Also it joined GN Store Nord and 

                                                 
27 Figure 14 in the appendix 
28 Figure 15 in the appendix 
29 http://www.danskebank.com/en-uk/about-us/organisation/Pages/Resource-areas.aspx 
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Mærsk to inject 100 million30

 

 DKK as capital in order to save Danske Bank. The state also 

appointed AP Møller as president of the board, which led to a more conservative lending policy.  

After several re-organisations, the bank was back on its feet again. 

 
1929-1989: Period of rationalisation  

The period 1960-1990 was marked by a rationalisation of the banking sector. In 1976 the bank 

changed its name to “Den Danske Bank” and established a couple of foreign subsidiaries in 

Luxembourg (1976), New York (1982), London (1983) and Hamburg (1984).  

 

1990-2000: Merger between the three first large banks31

On April 6 1990, Den Danske Bank, Handelsbanken (not affiliated with the one that exists today) 

and Provinsbanken merged into one bank called Danske Bank. This was followed by the acquisition 

of 

 

Danica in 1995 (renamed Danica Pension in 1999). Since the mid-1990s it has been expanding 

its operations outside of the country. In Norway it is known as Fokus Bank and in Sweden under a 

variety of brand names, including Östgöta Enskilda Bank. The reasons for this expansion are rooted 

in the increasing deregulation and internationalization of the banking sector. But also these mergers 

were necessary to survive the Scandinavian banking sector crisis of the 90s32

 

 when banks suffered 

from huge losses, impairment charges and financial scandals. As a result the banks sought to cut 

costs by consolidating, firing employees and making processes automatic. After some years, the 

measures taken began to work and the economy regained its strengths. 

Danske Bank since 200033

In 2000 Den Danske Bank changed its name to Danske Bank and acquired Realkredit Danmark and 

BG Bank. As a result the company increased its market share significantly from 30 to 51 percent. In 

2005 the bank bought Northern Bank in Northern Ireland and National Irish Bank in the Republic of 

Ireland, from the 

 

National Australia Bank. These were the Group's first retail operations outside 

Scandinavia. In 2006, Danske Bank bought the banking operations of the Finnish financial services 

group Sampo, which included retail banks in Finland, Latvia, Lithuania and Estonia, along with a 

                                                 
30 http://www.elex.dk/danskebank.htm 
31 Only the most important mergers are included. See figure 1 in appendix for the most important ones 
32 http://www.elex.dk/danskebank.htm 
33 http://www.danskebank.com/da-dk/om-os/historie/Pages/Koncernen.aspx 

http://en.wikipedia.org/wiki/Danica�
http://en.wikipedia.org/w/index.php?title=Danica_Pension&action=edit&redlink=1�
http://en.wikipedia.org/wiki/Norway�
http://en.wikipedia.org/wiki/Fokus_Bank�
http://en.wikipedia.org/wiki/%C3%96stg%C3%B6ta_Enskilda_Bank�
http://en.wikipedia.org/wiki/Deregulation�
http://en.wikipedia.org/wiki/Internationalization�
http://en.wikipedia.org/wiki/National_Australia_Bank�
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corporate entity in Russia. In 2008 Danske Bank had to write-off huge amounts on its balance sheet 

due to the financial crisis.  

 

To conclude it can be said that the profile of the bank reveals that it is a diversified financial 

institution that has a long history in Denmark. The Danske Bank Group is present in many sectors 

such as insurance and pensions and in many countries but mainly Scandinavia and Northern 

Europe. The Group is the result of the acquisition of many other companies over the period, which 

intensified after the deregulation of the sector and the 90s banking crisis. The history also revealed 

that once before the bank ran into financial problems due to stock market speculation and 

undiversified loans. It had to get financial aid from the government, Mærsk and GN Store Nord but 

since then it has been prosperous until the financial crisis. Mærsk still plays a significant role in the 

company but solely because it owns 22% of all shares.  

 

3.2 Business Units 
The company’s operations are divided into five business units34

 

 (formerly six but now mortgage 

finance is included into the Banking Activities). The main business unit is still banking but the bank 

has managed to diversify its operations. Below what these different units are and what importance 

they play in the Group, will be described. 

Banking activities regroups the banking division of Denmark and all the other countries in which 

the Group operates. The main markets are still Denmark and the other Scandinavian countries (55% 

and 84% of the total revenue)35

 

.  Mortgage finance is also included under banking activities. It 

consists of the Group real-estate agency and mortgage finance in Denmark which is carried out 

through Realkredit Danmark and Home. Similarly Nordania Leasing is also included under other 

banking activities. It deals with leasing operating equipment to businesses.  

Danske Markets is the next big segment in terms of revenue. In 2008 it was responsible for 8% of 

the total revenue. This segment deals with trading activities, proprietary trading, Group treasury and 

Institutional banking. Also it includes providing advisory services to large corporate and 

institutional clients. In 2008 it was severely affected due to the deterioration of the stock markets.  

 

                                                 
34 See Danske Bank Annual report 2008 p.20 
35 See Annual report country p.21 
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Danica Pension is the leading life insurer in Denmark with 20% of the market36

 

and one of the 

leading life insurers of health care insurance products targeted at personal and corporate customers. 

It was severely hit by the financial crisis and yielded a negative income of 1.7 billion in 2008 

compared to a positive income of 1.1billion the year before. The negative in income is due to a 

negative return on equity (under Danica Link and Balance) and on customer funds under Danica 

Traditionnel. This means that the promised rate of return to customers has been higher than the 

obtained return on investments due to poorly performing stock and bond markets. Due to the 

negative return, the risk allowance of 1.1 billion was not booked but transferred to the shadow 

account to be booked at a later date. 

Danske Capital deals with developing and selling wealth management products and services to 

businesses, institutional clients and external distributors.  Its revenues have decreased as well by 

13% due to the financial crisis and a decrease risk-appetite for investors. There was a decrease of 

assets under management of 18%37

This segment can be expected to increase in revenue when the economy will improve. 

. Especially the sales to retail customers under Asset 

Management were very much below the expected level, at a negative value of 20.4 billion DKK.  

 

Other activities include all other activities that do not fit under the other categories. That is the 

support function of the Group and the real property activities. It has increased in 2008 in terms of 

revenue but that is more the result of accounting changes than an operational improvement38

 

.  

 
 
Conclusion 
To conclude, Danske Bank is drawing most of its revenue from its core activity which is banking. 

This business unit represents about 87% of the total revenue of the Group in 2008, which was 

higher than any year before. In 2008 it was the only segment besides the Other Activities to 

increase. The Other activities increase is not the result of an operational improvement but of an 

accounting policy change. It is alarming to see that banking is the only segment to have higher 

revenue. Segments such as the Danica Pension and Danske Markets have been severely hit by the 

crisis in terms of revenues and also operating expenses which has decreased the bottom figures even 

                                                 
36 Datamonitor – Report on Denmark Life Insurance 
37 Danske Bank annual report (2008). 
38 Annual Report 2008 p. 81 
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more. These segments are not the core business of the bank and they were added recently due to the 

banks overall strategy which we will see in the next chapter. Geographically speaking Danske Bank 

is very dependent on its core markets which are Denmark and the other Scandinavian countries, 

which represent about 84% of the total revenue but are maturing markets. The newly acquired 

markets of the Baltics and Ireland where suppose to be the star markets but they have been subject 

to very high loan and goodwill impairment charges which has dragged  the overall profit of the 

Group down.  

 
 
3.3. Strategy 
In the following the strategy of the Group in the previous years will be analysed. Danske Bank 

strategy the past years has been to expand its activities using a single IT platform, to integrate the 

acquired companies.  Referring to its competitive strategy, two models are frequently cited, Porter’s 

Generic strategy and Ansoff growth matrix.  

 

3.3.1 Generic strategy 
Porter indicates in a matrix the competitive strategies available to a company: focusing on costs, 

focusing on differentiation, differentiating or being a cost leader39

 

. The matrix examines whether 

the company has a broad or narrow market scope and whether the competitive advantage is build on 

a high or low cost. 

Danske Bank has definitely chosen a broad market scope and has acquired a big share of the 

market. However it is not clear whether it focuses on being a cost leader or on differentiation. Some 

would say that Danske Bank is not focusing on costs because it is charging a higher price for its 

product which is a characteristic of differentiation. Danske Bank has been criticised for taking high 

fees and was named a “fee vulture”. A recent survey has however shown that Danske Bank was 

amongst the cheapest banks40. On its website the bank also mentions that it strives to be among 

cheapest banks but that it will not be so at the expense of good counselling, products and services41

                                                 
39 See figure 4 of the appendix 

.  

This has been possible because the bank has chosen to remove fees on some accounts and has made 

40 http://www.home.dk/get/1926990.html 
41 http://www.danskebank.dk/DA-DK/PRIVAT/DAGLIG-OEKONOMI/PRISER-OG-VILKAAR/SAMMENLIGN-PRISER 
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some transactions free on the e-banking platform. We can conclude on this basis that the Group 

focuses on cost and differentiation.  

Porter’s generic strategy does not allow a firm to choose two strategies for example a cost 

leadership and a differentiation strategy. In reality this has been observed however. Baden-Fuller 

and Stopford (1992) for example state that successful companies are the ones that can resolve "the 

dilemma of opposites".  

 
3.3.3 Growth strategy 

In the last 5 years Danske Bank has been very active in expanding its markets and acquiring other 

companies. Analysing its growth strategy by the use of the Ansoff model is therefore important. 

The model consists of four strategies as can be seen in the table below.  

 

Figure 2. Ansoff diversification strategies 

 
Danske Bank has moved from market penetration, to product development, to market development 

by entering the Baltics and Ireland. The bank has also diversified to some extent, by acquiring 

companies that offers Insurance, Pension, Asset Management and Mortgage Services. The more the 

company moves away from what it knows, the riskier is the strategy that it undertakes. 

Diversification42 is qualified as the most rewarding but also the most risky of strategies since the 

bank is moving into unknown areas. The risks are however not as high as in an unrelated 

diversification, where the company moves into totally new markets. In this case Danske Bank 

acquired companies that already had expertise in their products. The other products (for example 

insurance and mortgage) are also related with banking products and provided economies of scope43

The objectives of entering the Baltics and Northern Ireland were different and serve the overall 

strategy. The strategy of Danske Bank in entering the Baltics was “to build a geographically 

. 

                                                 
42 Not the same as in Portfolio Theory where diversification is better than putting all eggs in one basket 
43 Cost savings from sharing related activities among businesses in the corporation. Dess, Lumpkin, Taylor (2005) p.193 
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diversified company, while the acquisition of Northern Bank was to strengthen its competitive 

position in the Northern European market44”. The implementation of Basel II released some capital 

to Danske Bank of approximately 20 billion which was used in the acquisition of Sampo Bank45

 

. 

This was however a risky strategy and should have been more criticised as Basel II was not fully 

implemented before 2008. As a result the company became more leveraged.  

This aggressive growth strategy requires a lot of capital and one easy way to have access to that is 

in the stock market. Danske Bank is listed on more than 10 international stock exchanges which 

includes of course the US main exchange the NASDAQ46. Approximately 30% of investors in 

Danske Bank shares are international (meaning from outside of Denmark)47

 

. It is important that 

Danske Bank communicates well to investors about their strategy, which they haven’t done during 

the start of the crisis. This uncertainty leads investors to sell the share which decreases the price.  

3.3.1 IT strategy 
Danske Bank IT strategy is to run all of the Group’s IT system on a single platform. This is also 

valid for newly acquired companies. The advantage of this is the conformity of the banks IT system. 

The quality of the service is also sustained by such a strategy. It is also argued that this strategy 

enables a faster integration of acquired companies. For the integration of Sampo Bank Danske Bank 

only needed 14 months rather than several years, to set up its IT system48. The platform also 

provides the advantage of different subscription services. This service has gained in popularity since 

its introduction, especially the emails49

 

. A single platform allows the bank to quickly process these 

demands from customers. 

The disadvantage of this strategy is that it requires a lot of resources to have only one single IT 

platform. The more banks are acquired the more resources will be needed. The biggest requirement 

is that the system needs to sustain all the platforms of each country where there is a daughter 

company. Another threat is that when there is a bug in the system this will impact the whole IT 

platform which means that the maintenance of the system needs to be very good. Danske Bank has 

                                                 
44 Annual Report 2008 p. 110 
45 http://theses.asb.dk/projekter/fbspretrieve/3361/Danske_Bank_venter_milliard-bel_b_fra_Basel-II_-_dir___Ugens.pdf 
46 http://www.reuters.com/finance/stocks/stocks?searchType=name&search=danske+bank 
47 See appendix figure 22 
48 www.computerworld.dk/art/38135/danske-bank-scorer-stort-paa-it-strategi 
49 See appendix figure 16 
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had some problematic episodes with the later. The integration of Sampo Bank customers into the IT 

platform was problematic in the beginning which resulted in a loss of 41000 customers50

 

. There 

have also been problems with the E-Banking platform from the threats of hackers which are more 

and more advanced.  

Conclusion 
Danske Bank has existed for several years in Denmark and is the biggest bank established in 

Denmark. The activities that it is undertaking are primarily banking but the company has also 

managed to diversify its business in the latter years by acquiring other companies from Denmark 

and abroad. This has increased the scale of the business to the Group’s current size.  

 
The growth strategy of Danske Bank in the latter years might have been too risky. The company 

chose to diversify its operations into new geographical markets and products. This and the lower 

capital requirements of Basel II has increased the leverage of the bank and due to the severe 

economical downturn, the Group’s profit has become smaller.  In the near future the bank is not 

planning to invest anymore in buying other companies so there will not be any new investments 

until the end of the budgeted years. It is assumed that it will not happen, until the recession is over 

which could be in 2012. By not buying other banks, Danske Bank could be missing out attractive 

buy opportunities. This is however not as important as having a sufficient amount of capital, for the 

recession years that will come. 

 
The Danske Bank Group IT strategy is very upfront as it integrates the acquired companies quicker 

and it allows for standardisation and economies of scale51

 

. There is only one platform instead of 

many different ones, which is more efficient. Also the acquired banks in the Baltics and Ireland for 

example have a less advanced IT systems than Danske bank, which makes it more efficient to 

upload these on Danske Bank’s platform. The single platform adds more value to the customers, 

which can have access to a better IT platform. The IT strategy however has some drawbacks, which 

are that it requires a lot of resources to transform all the acquired banks system into one. Also the 

platform should be adapted to the national systems and a high level of maintenance is required to a 

large breakdown of the system.  

                                                 
50 Annual Report 2008 and Appendix figure 13 
51 http://www.computerworld.dk/art/38135/danske-bank-scorer-stort-paa-it-strategi 
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4. THE FINANCIAL CRISIS IN DENMARK 
The financial crisis reached Denmark as it developed from a US subprime crisis to a global 

economic crisis. The weight of the US on the global economy is such that, when its economy is in 

trouble it often spreads out to the rest of the world. The US is also one of the main exports markets 

for Denmark and a lot of Danish subsidiaries are based in the US52

 

. Let us see the chronology of the 

crisis below. The origin and development of the crisis in the USA can be read in Appendix 7. 

4.1 Chronology 
The chronology of the financial crisis shows that in the fourth quarter of 200853 the Danish banking 

sector really started to feel the impact of the crisis. This has resulted in a lot of bank failures. In 

2009, this trend continued and other banks such as Fionia, Løkken and Gudme Raaschou54, were 

taken over by the state. A special company, Financial Contingency was in charge of winding up 

companies and recapitalising them, to ensure financial stability. In addition other financial 

institutions have been bought up55

 

.   

The financial crisis was really felt in Denmark when Roskilde Bank was taken over by the National 

Bank and the Private Contingency Company on the 24th of August 2008.56

 

This was due to 

insolvency and the fact that it could not find a buyer. Roskilde Bank was Denmark’s tenth largest 

bank and its assets amounted to 37 billion DKK, whereas the two first institutions had assets of 8 

billion and 200 million. This was also the first time since 1928 that the national bank had to step in 

to take over a bank and therefore it was felt very negatively. On the 29th September of that year, 

Roskilde Bank was sold to Nordea, Spar Nord Bank and Arbejdernes Landsbank. Roskilde Bank 

got into solvency problems due to a high exposure to the mortgage market and also a very bad 

credit policy.  

The bankruptcy of Roskilde Bank spread a sentiment of distrust to the international investors and 

among Danish banks. The international investors were unable to tell whether this was a one-time 

event, or if there were more insolvent banks in the Danish financial system that was believed to be 

                                                 
52 http://www.ambwashington.um.dk. Danish-U.S Relations and Danish Foreign Policy, March 2007 PowerPoint slides  
53 See the list of banks that have disappeared in figure 6 of appendix 
54 http://www.business.dk/article/20090608/finans/90608092/ 
55 Nationalbanken Financial stability report p.27 
56 http://www.nationalbanken.dk/C1256BE9004F6416/side/Monetary_Review_2008_4_Quarter/$file/kap02.htm 

http://www.ambwashington.um.dk/�
http://www.nationalbanken.dk/C1256BE2005737D3/side/D724267A821262B3C12575CB002C0120/$file/fin-stab_1-09_dk_web.pdf�
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robust before that event. The fact was however that most Danish banks had large deposit deficits57

 

 

before the crisis, meaning that they where depending on external funding. When the financial 

markets deteriorated, the costs of external funding increased substantially. The capital markets even 

froze and banks could not buy capital anymore, which affected their liquidity and solvency, too 

things that are very essential for banks. 

 
4.2 Consequences 
The financial crisis has changed some parameters under which banks are operating as we will see 

below. The first important change is that interest rates are now at historically low level, after having 

increased significantly in the last quarter of 2008. This decreases the cost of funding for banks and 

helps to improve their liquidity as the capital markets start to work again. Interest rates will be 

increased when the central banks will see an improvement in the economy.  

The second change is that bonuses and dividends have been restrained for as long as the companies 

are receiving capital from the central bank. Moreover there has been an implicit increase of the 

solvency ratios. They are not expected to decrease until the situation improves. 

Accounting standards have also been changed, in order for financial institutions not to value their 

investments securities at market price, which would worsen their financial statements. Instead by 

using the IAS 39 for example, banks can write-off the loss of financial securities directly on their 

equity instead of their Income Statement. They are also no longer employing mark-to-market. This 

increases the value of the bank since it gives a higher net profit than otherwise. 

 

Conclusion 
The financial crisis affected Denmark similarly to other developed countries, due to the 

globalisation of financial markets. The crisis itself came from the US subprime segment but then 

spread quickly to affect the global financial system. In Denmark the overpriced houses58

                                                 
57 See appendix figure 24: Graph on deposit deficits of Danish banks (source Nationalbanken).  

, lending 

deficits and lax lending behaviour of banks during the good times worsened the situation for 

financial companies. The crisis was really felt when Roskilde Bank one of Denmark’s biggest bank 

could not live up to the solvency requirements anymore and was taken over by the government’s 

agency. The case of Roskilde Bank spread a sentiment of distrust to Danish financial institutions as 

it became clear that some banks had not been run correctly and others would have to be saved by 

58 See appendix figure 23, the decline of houses and apartments prices compared to consumer price index for example. 
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the government. As a result other banks stopped lending to each other and the costs of borrowing 

for Danish banks increased, in the international capital markets. Since the banks relied heavily on 

external funding the frozen capital markets after the bankruptcy of Lehman threatened their 

survival. As a result many went bankrupt.  

The financial crisis is affecting the operation of banks. Interest rates have been lowered to 

historically low levels in order to revive the economy. Bonuses are prohibited for as long as banks 

are receiving any help from the government and the financial standards have been changed to 

attenuate the effect of the crisis. The latter improves the profit of the Group but reduces the 

transparency of the financial statements and can also create a climate of over-optimism.  

Danske Bank pricing of its products is based on the interest rate level. At the beginning of the crisis 

the interest rate increased sharply, which increased its interest income. Now the interest rate has 

been lowered by the central bank, which will reduce Danske Bank interest income further as the 

situation improves. In the future years the interest income will be increased as the central bank will 

try to calm down inflation. The earnings level will depend on Danske Bank capacity to compete 

with other banks. 

 
 
 
 
 
 
 
5. STRATEGIC ANALYSIS  
The aim of the strategic analysis is to identify the internal as well as external factors that are 

affecting the earnings of Danske Bank. These factors will then be used to determine the level of the 

value drivers for the Valuation. The analysis is divided into two different sections the internal and 

external part. The models used will the Value Chain, PEST and Porter’s Five Forces and summarise 

in a SWOT analysis. 
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5.1. VALUE CHAIN ANALYSIS 
The purpose of this section is to analyze where Danske Bank is creating value for its customers. 

Following the structure of Porter’s value chain, the value-adding activities are divided into Primary 

and Support activities59

 

.  

5.1.1 Primary activities 
In this section the primary activities of the Danske Bank Group are analysed. They consist of 

Product Development, Advertising and Marketability, Sales, Transaction, Risk Management and 

Client Management. 

 

5.1.1.1 Product Development 

Developing new products/services is necessary for a bank to keep its competitive advantage. “A 

bank cannot continue to rely on the standardised products for making core business profit in a given 

financial market” (Mehta & Fung, 2004). Danske Bank has a lot of resources in terms of employees 

and a big IT department. As the banking industry is moving towards more technological products it 

is considered to have a competitive advantage in this area compared to other banks. Danske Bank 

also has the possibility to introduce its products that have matured in Denmark e.g. to its new 

markets such as Ireland and the Baltics. Lately the bank has also been active at offering products 

from its other acquired segments, Insurance and Pension. The bundling of those products with the 

traditional banking products also allows the bank to be innovative. This helps to bypass the 

complexity for banks to develop new products that need to be tested (internally as well as 

externally) and marketed carefully. Also for banks a major components of product development is 

the risk. If the latter is too high compared to the benefits, the product/service cannot be roll-out. 

 

5.1.1.2 Advertising and Marketability 

The second primary activity is the advertising or marketability of the product to possible/current 

customers. This depends on how complicated the product is. MIFID60

                                                 
59 (Elling, Jens O, Sørensen Ole , 2005) p. 61 

 stresses that ordinary 

consumers should be protected from buying complex products, they have little insight in. Instead 

they should be marketed to institutional customers that are aware of the risks they contain. Banks 

rely on uniform pricing, meaning that they segment the customer base and apply different pricing 

60 Markets in financial instruments directive is a European Union law effective since 1/11/07 which aims at improving competition 
and consumer protection. 
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and positioning strategies according to the target groups. The banking products are more or less the 

same than 10 years ago especially in the retail business, which pushes the margin down for their 

products/services. This increased the role of advertising and marketability to attract customers. 

 

Branding also includes corporate branding as in building the image of the company and selecting 

whether to have different brands or one corporate brand. Danske Bank has a good strategy of 

creating the same image to its customers although it has many brands61. In 2008 the Group 

rebranded its Baltic subsidiaries and converted them into branches of Danske Bank A/S62

During the financial crisis the bank has suffered a lot of bad press, due to the general loss of 

confidence in banks and to the occurrence of the Stein Bagger case. This is why Danske Bank has 

currently rolled-out a new advertising campaign, to reshape its image by allowing people to give 

their opinion about the crisis and Danske Bank

. It has 

only kept the original name of the acquired company in Estonia (Sampo Bank), due to its strong and 

well established name. All of the group’s subsidiaries have adopted the blue and white corporate 

colours, which are easily recognizable.  

63

In general Danske Bank has a huge marketing and advertising capability and it has the resources to 

roll-out long lasting campaigns that stick into people’s minds. The future challenge for the bank is 

to align customer experience with their brand and to regain customers’ confidence towards them. 

Danske Bank also markets by as a student friendly company by giving them the opportunity to 

write projects for them or sponsoring their studies abroad

. This is a good way to rebuild the image of the 

company, as the customers will feel that they are being heard. It demands however that the bank 

acts on those suggestions (which they try to with the initiative “Better Bank).  

64

 

. This and other benefits that the bank 

provides put Danske Bank high on the students list of companies they would like to work with. This 

is important for recruiting a well-qualified workforce.  

5.1.1.3 Sales 

Danske Bank has different distribution channels and 373 branches65

                                                 
61 See appendix figure 7 

 spread around Denmark, which 

are important selling points. These are used to offer banking as well as insurance, pension, leasing 

and asset management products, to their customers. By providing more products using the same 

62 Danske Bank Annual Report 2008 p.35 
63 www.danskebank.dk/mening 
64 http://www.danskebank.com/en-uk/CSR/Documents/CR_Fact_Book_2008.pdf p.29 
65 Annual Report 2008 

http://www.danskebank.com/en-uk/CSR/Documents/CR_Fact_Book_2008.pdf�
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amount of branch network Danske Bank is capable of creating synergy effects. This requires well-

educated employees which I believe Danske Bank possess. The term “banc-assurance” refers to 

combining and selling insurance products from the already available branch network. This 

characterises big banks and is not particular to Danske Bank.  

The bank differentiates between institutional clients and retail clients in the selling process. This is 

because institutional clients are more relationship-oriented (focus on relationship) whereas retail 

clients are transaction-oriented meaning they focus more on price66

 

. 

5.1.1.4 Transaction/Administration 

As soon as the sales process is over, the bank starts to process the transaction. Here the bank takes 

over the transaction and actually implements it. This can be done in a matter of seconds for small 

operations (cash withdrawal, transfer of funds, payments of bills etc), or it can take up to several 

days for capital intensive operations. For private customers, a long transaction is for example the 

purchase of a house, where the bank offers counselling. For institutional clients, investments 

projects can be very demanding and the counselling is even more intensive. Sometimes joint-

partnership with other banks is required to provide the necessary service. Danske Bank transaction 

process is very automated and advanced. A key revenue source is on lending out money to 

customers. In this area we can say that the administration of loans has not been to the level. 

 

Outsourcing is advantageous in many respects. First it reduces the costs compared to if the 

company was carrying out the function itself. Then it also brings in more efficiency, as the company 

does not have to worry about keeping pace with technological changes. Moreover the bank doesn’t 

have to take care of the assets that are being outsourced, which improve its profitability ratios. For 

example it doesn’t have to take care of remunerating the employees that are outsourced or taking 

care of managing those assets anymore. Currently Danske Bank has mainly outsourced its IT 

function to IBM and also ITC Infotech, which is an Indian IT service provider67

                                                 
66 Mehta & Fung (2004) p. 309 

.  Danske Bank 

cooperation with IBM has been under fire due a system breakdown caused by a switch in April 

2008. Since then there has not been any major problems. Danske Bank still gains from this 

cooperation, in terms of economies of scale and specialisation. IBM is supplying other big 

customers including Møller,- Mærsk and København Kommune. The outsourcing contract expires 

67 http://basman.wordpress.com/2006/08/13/itc-infotech-signs-contract-with-danske-bank/ 
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in 201468

 

 but Danske Bank will probably not change supplier, unless other major problems occur in 

the future. 

 
5.1.1.5 Risk Management 

Every transaction that is done internally and externally at the front-end in banks must also be 

monitored. This is the role of the Risk Management department that is in charge of monitoring the 

exposure of the bank on a regular basis. This also has to be reported to the legal authorities, which 

in Denmark is the FSA (financial supervisory authority). In case the exposure is too big, the bank 

can reduce the exposure internally by asset liability management or externally, by transfer on the 

interbank or capital markets. If it cannot do the latter, its last resort is the Central Bank. 

 

The Risk Management rules of Danske Bank are defined centrally by the board of directors. The 

board can be criticised for having decentralised business units, which means that the loans 

procedures can change between the different branches. In the annual Risk Management report it is 

stated: “Approval of loans and credits to retail customers and small business customers are given 

according to the delegation of lending authority to the individual branches and lending centres69

5.1.1.6 Client Management 

”. 

Retail customers and small businesses do not give large exposures to the bank as big international 

companies. That is probably the reason why the approval of loans concerning them is not 

centralised. Another reason is that it would be inefficient to centralise the whole lending process. 

However the scandal of IT Factory has revealed that screening and approval of loans is an area that 

should be improved, and maybe more centralisation is the solution. 

Finally the bank needs to manage its customer relationship. This can be done by after-sales service, 

which aims at making the customer buy more products or counselling. Danske Bank has focused 

more on corporate and institutional customers, where it generates most revenue. Danske Bank 

receives less revenue from private customers for which products are mostly standardised. The bank 

has been criticised for not providing a good level of service to its private customers, compared to its 

prices. This might be because the bank is too large and too diversified that it doesn’t focus on 

having a good customer relationship with all its clients but only focuses on the largest ones. Danske 

                                                 
68 http://www.investindk.com/visNyhed.asp?artikelID=12286 
69 http://www.danskebank.com/da-dk/ir/Documents/2008/Q4/Risk-Report-2008-UK.pdf 
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Bank has started to catch up on that with its initiative “better bank”. It wants to show that it will 

focus more on private customers and on providing a good level of service. 

 
 
5.1.2 Supporting activities 
Below the Supporting activities of the bank are analysed. These are the Technological 

Development, Human Resources, Infrastructure, and Risk Management guidelines.  

5.1.2.1 Technological development 

Danske Bank is up front in terms of technological development, compared to other banks. The bank 

is most of the times the market leader in terms of technological innovation. For example it was the 

first to introduce the e-banking facility in 200070. As one of the first banks in Denmark, Danske 

Bank has recently introduced 61 talking ATM machines targeted at blind and weak-sighted 

individuals71. Danske Bank is using the same IT platform in all its branches, which makes it very 

efficient. The reliability of the platform has been outsourced to an IT partner that has a lot of 

expertise. But sometimes the breakdown and security issues cause problems. In marts 2009 for 

example, the website of the bank broke down. One million customers could not access their E-

Banking in the morning72

 

due to the network providers. The worst IT problem has been during the 

integration of Sampo Bank in Finland, where the Bank lost 41000 customers.  

Traditionally customers would go to a bank, but now an increasing number of operations can be 

done online with the help of e-Banking. There is an increasing use of e-banking logons compared to 

ATM withdrawals or telephone banking73

                                                 
70 http://www.danskebank.com/da-dk/Presse/nyheder/Pages/smpm07122000a.aspx 

. Danske Bank has been quite rapid in implementing 

home banking in its platform. Other competitors have followed however and the competitive 

advantage in that area has been reduced. Implementing home banking has nevertheless been very 

crucial for Danske Bank, in reducing the amount of operations. That has made the value chain more 

efficient and the company more profitable. Danske Bank and Nordea have the most extensive 

network of teller machines in Denmark. This is considered a low value adding-service after all, 

71 http://politiken.dk/indland/article628791.ece 
72 http://www.berlingske.dk/article/20090313/danmark/90313018/ 
73 See figure 11 in appendix 
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since normal shops and competitors ATM machines offer the possibility of money withdrawal. 

Thus ATMs represent a smaller incentive for customers to switch banks74

 

.   

5.1.2.2 Human Resources 

Danske Bank has a great number of employees around 23000. It is the biggest bank in Denmark 

which makes it easy to attract newly educated talents without much promotion. A number of 

employees were fired due to the crisis (about 500) which represents a small percentage of its work 

force. So the company has a lot of knowledge left. Most people that were fired came from the IT 

department, which could pose a future threat to innovation in that area. Danske Bank is the 

company that has the most IT educated workforce in Denmark (around 2000 in 2009) which is a 

sign that it prioritizes technology a lot. 

5.1.2.3 Infrastructure 

The infrastructure of Danske Bank consists of all the buildings and the local branches that it has 

around the country and in foreign markets. The infrastructure is defined as the underlying base or 

foundation of an organization. Danske Bank’s infrastructure results from the acquisitions75 and 

mergers discussed earlier. With the acquisition of Sampo Bank (at that time the second largest bank 

of Finland), three banks in the Baltics and a bank in Russia Danske Bank received an extensive 

branch infrastructure network. Today Danske Bank is one of the biggest financial enterprises in 

Northern Europe with 3500 billion DKK of total assets76. In 2008 however the value of the land and 

buildings decreased77

5.1.2.4 Risk Management guidelines 

. This was due to the negative trend in the property market.   

The risk management guidelines of Danske Bank are defined by the board of directors of the 

company. The fact that the limits in relation to lending are centralized and decided at the top 

management is not specific to Danske Bank. The right selection of a board of directors is crucial in 

ensuring a good functioning of the bank. One remark is that the board has failed to see is the real 

risk the bank was exposed to, when doing its acquisitions. This is why not enough capital was 

allocated to the reserves to weather out the recession. 
                                                 
74 http://pages.stern.nyu.edu/~asaunder/ATM_August_08_03.pdf 
75 See major acquisitions in appendix figure 1 
76 Annual report 2008 
77 Annual Report 2008 p. 157 
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Conclusion 
The purpose of the Value Chain is to highlight the value-adding areas of the Group. To conclude it 

can be said that Danske Bank has a lot of resources, from being Denmark’s largest institutions. The 

many local branches in Denmark are well located and easy to spot. However it does not constitute a 

competitive advantage as customers are increasingly turning to internet-based platforms. The bank 

has used extensive resources on an advertising campaign, “do what you are best at – that’s what we 

do” that has finally turned to its disadvantage, as the financial crisis proved that the bank did not do 

its best. The company has good technological development departments and is a market leader in IT 

banking products. However the other banks are fast at copying these services, which diminishes 

Danske Bank’s profitability. 

A weak area in the bank is its risk management process and lending procedures. The liquidity and 

market risks have not been assessed correctly. The investment in Ireland has maybe have been too 

sudden and too expensive. Still the CEO Peter Staarup thinks that it was a good investment to 

make78

 

 even though the situation in Ireland is alarming. The case of Stein Bagger reveals that the 

screening of lending procedures has been poor and should be stressed more upon. Danske Bank 

competitive advantage is in its extensive product offering, its focus on technology and the large 

resources at hand. The company needs to improve customers’ perception of the bank and its risk 

management systems. 

The value chain analysis shows a lot of strengths but also some weaknesses of the bank. This affects 

the bank’s capability of generating revenues in the future. From the value chain analysis it is 

evident that the bank’s ability to create value has diminished compared to before the crisis. The way 

the bank is perceived by the customers has also been affected negatively. The internal resources are 

still important and the ability to generate revenues has not disappeared. Nevertheless the former 

growth cannot be achieved if the company does not change some of its processes.  

 

 

 

 

                                                 
78 http://www.dr.dk/Nyheder/Penge/2006/11/09/111113.htm 
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5.2 PEST ANALYSIS (Denmark) 
The purpose of the PEST analysis is to identify and analyse the relevant Political, Economical, 

Social and Technological factors that are influencing the business segments of the Group, which are 

Banking, Insurance, Pension and Leasing.  

 
5.2.1 Political factors  
At the advent of the crisis the political system has done a lot to save the financial system and the 

banks. This is because banks are very important for a country’s economy and political stability. 

Most European countries responded by collectively assuring deposits of their national banks and 

then providing a loan to solvent banks in order to recapitalize them, since the capital markets where 

frozen.  

In Denmark this was seen with the first bank stimulus package (in October 2008). Danish banks 

bear most of the burden and have injected 35 billion (over two years) into a company, called the 

Private Contingency that is guaranteed by the government. This company’s objective is to secure all 

depositors’ and other unsecured creditors claims, of financial institutions operating in Denmark79. 

The government guarantees all other claims that exceed 35 billion. This type of deposit insurance 

assures that a run on the bank doesn’t happen, which has been the cause of many banking crises. It 

also tries to minimize the moral hazard problem80

Under this deposit insurance scheme, banks are banned from paying dividends, and cannot buy back 

their own shares

, by the fact that banks themselves contribute in 

building this insurance pool of capital, depending on their market share.  

81

In January 2009 a second bank package (know as the credit package) was agreed to, by the 

government. The goal of this package was originally to provide capital to banks in the form of a 

. Also they should not have stock option programs or extend existing ones. The 

deposit insurance was due to expire on the 30 September 2010, but the credit package prolonged it, 

so that from the 1st October 2010, deposits are protected for amounts lower than 750000 DKK 

(350000 DKK before the crisis). Furthermore the Danish FSA, which is a government institution, 

banned both naked and covered short-selling of shares and derivatives of Danish financial 

institutions. The order is to be repealed, once the market conditions have improved. Even though 

there has been a rally on stocks for the past 6 months this order has not yet been repealed. This 

shows that the financial markets are still very fragile. 

                                                 
79 http://www.finansraadet.dk/english/menu/aboutthedanishbankersassociation/The+Danish+Contingency+Committee/ 
80 The fact that when banks are fully protected they tend to take more risky decisions, since they know they will know bear the full 
costs of a failure 
81 Annual Report 2008 p. 64 
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loan, recapitalize the banks to a sustainable level and allow them to start lending again. The deal 

allows financial institutions to borrow up to 100 billion DKK against subordinated debt collateral. 

Banks and other financial institutions can borrow 75 billion DKK, while the remaining 25 billion is 

collected for mortgage credit institutions. This option is valid until January 2012 and the interest of 

the loan is in average 10%. In order to be eligible for the loan the state has put up a couple of 

demands to restrict stock options and executive pays. Danske Bank has received 26 billion from that 

package, which is about 1/3 of the amount given to banks82

The government enacted more measures in order to attenuate the crisis and revive the economy. 

Similarly to the banks, Danish exporters were given a loan of 20 billion DKK to help them to 

finance their projects. In addition the government enacted a fiscal stimulus providing tax cuts for 

low and middle-income earners from the beginning of 2010. Also the government has allowed 

earlier withdrawal of the “special pension saving scheme” money. 

.  

 
5.2.2 Economical factors 
This section will look into the relevant economical factors that the banking industry is facing. 

Formerly the Danish economy was very sound, but now it is in the middle of a difficult recession, 

which affects the banking industry negatively. Real GDP is forecasted to shrink by a revised 2% in 

2009, and is expected to be negative in 201083. Denmark like many other countries was severely hit 

by the financial crisis, starting from the last quarter of 2008. The bankruptcy rate has doubled over 

the past year84

 

. With 1,402 bankruptcies registered so far this year, 2009 is on the course to be the 

worst year for business failures, since records began. Danish exports have been hit hard by the 

downturn with regards to the decreasing demand, which can be seen in Table 1 below. This makes 

the situation difficult for Danish companies that rely on exports (about 60% of GDP stems from 

exports).  

Table 1. Supply and Demand in the Danish economy 

  2007 2008 2009 2010 
Private consumption 2,4 0,6 -1,8 0,4 
Public consumption 1,3 0,7 1,4 1 
Gross fixed investments 3,8 -0,5 -4,2 -2 
Change in stocks -0,3 0,1 -0,1 -0,3 
Domestic demand 2,3 0,6 -1,5 -0,3 

                                                 
82 http://www.oem.dk/sw24105.asp 
83 The Danish economy has gone into a recession of historic dimension , Danish Industry paper (01.2009) p.2 
84 See appendix figure 21 
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Export of goods and services 2,2 2,9 -3,6 0,9 
Import of goods and services 2,8 5,3 -3,1 0,7 
GDP at market prices 1,9 -0,6 -1,9 -0,3 

  

Due to the depreciation of other currencies, and the relatively higher wages in Denmark, the Danish 

competitiveness has decreased, compared to its neighbouring countries85

 

. In the second quarter 

2009 the fall in the international demand is expected to end, and Danish exports should start 

increasing again. The current decrease in exports and the weak competitiveness means that, 

companies have fewer earnings than before to pay back their debt.  

Private consumption has declined substantially in the fourth quarter of 2008 and is expected to 

continue declining further in 2009. Thereafter the situation is expected to change in 2010. The 

intervention of the government by enacting bank packages, stimulus packages and cutting interest 

rates has helped in diminishing to counter the decreasing consumption. However the effects of these 

stimulus packages will first be seen from next year. For example, the reduction in the policy interest 

rate may have little immediate impact on adjustable-rate mortgages (1/3 of total lending), because 

interest rates are mostly changed once a year (in December). Mortgage credit institutions should be 

more flexible by spreading "reset auctions" over the course of the year to reduce the risk to both 

borrowers and issuers86

 

.  

The recent rally in the stock market during first quarter of 2009 has improved the situation and 

optimism is back with investors. Some analysts are even predicting that the crisis is about to end 

even though most agree that it will take more time for the economy to recover87.In fact, leading 

indicators provide little hope of a near-term improvement in economic fortunes. The headline 

consumer confidence indicator has remained at a depressed level in recent months, falling 

marginally to a net balance of -11.7 in March88

 

.  

In the last quarter of 2008, the unemployment rate was increasing for the third time in a row after 

having been declining since 2003. Both the business expectations and the job offerings have 

diminished significantly. The unemployment is expected to be 3.9 in 2009 and increase to 5 % in 

2010. In 2009 and 2010 the labour force is expected to decrease by 25000 and 8000 individuals 
                                                 
85 http://www.danskebank.com/da-dk/ir/Documents/2009/Q2/FactbookQ22009.pdf 
86 http://www.cnbv.gob.mx/recursos/Combasdr136.pdf 
87 http://www.business.dk/article/20090504/okonomi/90504010/ 
88 http://www.dst.dk/HomeUK/Statistics/focus_on/focus_on_show.aspx?sci=133 
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respectively89

 

.  The decline in the labour force is partly due to demography and a lower recruitment 

of foreign labour (appendix figure A9).  

 
 
5.2.3 Social 
This section will look into the most relevant social factors that are influencing the banking industry 

in the current climate. 

 

In Denmark, the economy has strong automatic stabilizers (higher taxes and transfer payments) that 

mitigate the economic recession. For example the unemployment benefits, which guarantee people 

a certain income in case of unemployment, are relatively higher than in other countries. One the 

other side, this puts a pressure on the government finances that have deteriorated significantly 

during the crisis. The previous year’s budget surplus was replaced by a deficit of 86 billion DKK, 

which is the highest deficit in 25 years90

 

. 

Before the crisis the Danish population was one of the most indebted of the world. This is however 

changing, since people are afraid about their job situation and thus use less money. “Consumption is 

therefore more in line with the disposable income in the hands of the Danish households” says Jes 

Asmussen chief economist of Handelsbanken. The impact of the decrease in consumption is not as 

severe as economists had feared but it is still important. A great part of the population, the 68%, that 

is still consuming at the same level or higher than before the crisis. This is possible due to the tax 

cuts and the lower oil and food prices.  

 

The ageing population means that more people are being conscious about pension products. In 

Denmark some employers automatically insert their employees in pension programs. People are 

also more health conscious, which means that life expectancy will rise. This makes pensions even 

more important and increases the funds of pension companies such as Danica Pension. 

There is an increasing trend for ethically sound investment projects and for the customers to be 

socially responsible in all areas of their consumption. As a response Danske Bank has sold their 

investments in companies producing ethically questionable products such military equipments or 

                                                 
89 The Danish economy has gone into a recession of historic dimension , Danish Industry paper (01.2009) p.5 
90 http://www.fm.dk/Publikationer/2009/1829-Budgetoversigt%202%20August%202009/1%20Indledning.aspx 
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employing child labour91

 

. This is a trend, called SRI (Socially Responsible Investments) which is 

seen in developed countries, mostly in Scandinavia and which may impact the image of the bank 

both positively and negatively. There is also an increasing trend for customization and flexibility, in 

the society. Banks offer very standardized product, most of the time, but people are ready to pay 

more for good counselling on financial services. This is what makes small and medium-sized banks 

popular in Denmark. 

 
5.2.4 Technological 
In this section the essential technological factors that are of relevance for the banking industry will 

be described. 

 

Danish banks have traditionally been at the forefront regarding the automation and introduction of 

IT. During the period 1998-2000 all major banks launched massive initiatives, to implement the 

new systems of Internet banking. At the end of 2003, 30% of Danish consumers were using the 

Internet. Danish financial institutions and their consumers reported higher positive impacts from 

using the Internet, similarly to other countries92. In the beginning, IBM played a strong role in 

motivating the use and adoption of IT. For several decades IBM had a market share of IT to Danish 

banks of more than 60%, which was much more that in other countries93

 

. The most important 

reasons for this early adoption, were due to a fairly tightly controlled banking systems (restricting 

competition), relatively high salaries of employees (among the three highest in Europe making 

automation relatively more attractive), shortage of labour in many years, and a relatively high level 

of education enabling the development and introduction of new IT.  

Unions also played an important role in the introduction of IT:  they were strong “supporters of 

joint banking solutions, and since they had good links to government. There was a societal pressure 

for the banks to join forces e.g. in sharing the ATM's rather than each establishing their own ATM 

infrastructure”94

                                                 
91 http://www.danskebank.com/en-uk/CSR/Documents/CR_Fact_Book_2008.pdf 

. Government also contributed to making computerization almost mandatory 

through the introduction of a number of requirements which made it necessary for every salary 

92 http://openarchive.cbs.dk/bitstream/handle/10398/6483/04-2004.pdf?sequence=1 
93https://www.lsb.dk/bank/lsb/faelles/artikler/indhold/omlsb/investor_relations/praesentation/12_mar_04/artikel/ 
94https://www.lsb.dk/bank/lsb/faelles/artikler/indhold/omlsb/investor_relations/praesentation/12_mar_04/artikel/ 
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earner to have a bank account where salary after tax could be deposited. The government was also 

involved in the introduction of personal ID numbers. 

 

The financial sector has been aggressive in using e-commerce as a strategic tool and as a means of 

reducing processing costs. The numbers of customers using the Internet to complete banking 

transactions keeps increasing (Ministry of Information Technology and Research 2000), and there 

has been a strong growth to around one third of all customers using e-banking in 2003.An 

increasing problem in the banking industry is the threat of internet fraud called phishing where the 

details of a person are stolen and then used illegally to withdraw money from the person’s account. 

The internet fraudsters are becoming more and more difficult to block however the Danish banks 

have been good at protecting themselves from these attacks and educating their customers in 

avoiding to be exposed to those threats. “Another issue is that of straight through processing (STP) 

which enables banks to automate settlement activities which in turn improves operational efficiency 

and better manages trade related risks95

 

”. 

The financial crisis has shifted the focus of banks to cost-cutting, due to the huge decrease in their 

revenues. One area which is heavily affected is the IT department where banks are cutting their 

spending or firing employees. The brokerage segment which account for a quarter of IT spending, 

has been hit the hardest. It is expected that this trend will continue in 2009 and further into 2010. In 

this unstable environment, banks are withholding investments in IT departments. Most firms will 

lengthen the replacement cycles for PCs and servers, except for critical areas such as the securities 

trading department96

 

. The downside of this is that the renewal of systems is necessary to provide 

new or improved services to customers, giving a competitive advantage. 

 
5.3 PEST ANALYSIS (Ireland and the Baltics) 
A PEST analysis of the other markets in which Danske Bank is operating will be made. These 

markets are Ireland, and the Baltic countries. I will talk mostly about the Political and Economical 

factors of these countries as they are the most important for Danske Bank.  

 
 

                                                 
95 http://www.bankingtechnology.org/ 
96 http://www.americanbanker.com/btn_article.html?id=20090325RAEYOGZG 
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5.3.1 IRELAND 
The political scene of Ireland is affected by the deteriorating economical development of the 

country in the past years. In June 2008 Ireland rejected the EU’s Lisbon treaty. Similarly to other 

EU countries the government was forced to intervene in the financial sector to avoid a systemic 

crisis. All deposits, bonds and debts in Irish banks are guaranteed for an initial period of 2 years. 

The government also plans to buy a big part of the bad loans (54 billion €), which were granted 

mainly to property developers by the main banks. This is similar to what happened in the USA97

 

. A 

special agency was set up for this, the National asset management agency (NAMA) which will 

function as a bank buying the bad loans of six Irish banks, covered by the deposit insurance scheme, 

in return for government bonds. The government has already nationalized Anglo Irish Bank and has 

injected 7 billion € in the two other big banks (Allied Irish Banks PLC and Bank of Ireland Group).  

Ireland has had a booming economy during the past years. The boom was driven first by exports 

and then construction, but the Irish economy is now severely hit by the financial crisis98. The 

collapse of the construction sector and the depressed private consumption implies that 2009 and 

2010 will “suffer depression type conditions”99

 

. The budget deficit is forecasted to exceed 12% in 

2009 and 2010 which is the highest in the EU.  The real GDP is forecasted to decrease by 7.7% in 

2009 and 2.5% in 2010 and the private consumption by 9.3% and 1.5%, respectively. Currently 

there is a general deflation of prices as the consumer and producer prices are expected to decrease 

this year by 3.6% and 0.5% respectively. The lending interest rate is expected to decrease to lower 

level, since the peak of 2008. The unemployment rate will increase in Ireland both in 2009 and 

2010 to 14% and 15% respectively, whereas the OECD level will be less than 10% during those two 

years. Ireland is known for its low corporate tax rate of 12.5% which is the lowest in the world. This 

might change in the current climate as the government’s budget is under pressure.  

Socially the country has had an increase in living standards based on its strong economical 

development in the past years. The Human development index is 0,959 which place Ireland as the 

fifth most developed country in the world among 177. The financial crisis will put pressure on the 

government finances capability to carry out the necessary social reforms. The Irish society is 

relatively young but in the future the challenges of an ageing population will emerge and Ireland 

                                                 
97 http://online.wsj.com/article/SB125311571323816197.html 
98 http://www.nesc.ie/dynamic/docs/NESC-2009-Executive-Summary.pdf 
99 http://www.eiu.com/report_dl.asp?issue_id=1724801757&mode=pdf 
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will need to prepare for this, especially on the healthcare plan. In 2008 healthcare expenditures in 

Ireland were 7% of GDP, which is lower than the OECD average of 8.9%100

 

. 

On the technological front, there are still room for improvement. Ireland performs moderately on 

this are and occupies the 15th place in the European innovation scoreboard (EIS) survey which is 

above the average of the 25 EU countries in terms of innovations. The R&D expenditure as a 

percentage of GDP is at 1.4% which is considerably lower than the OECD average of 2.24%. 

Broadband services are not given to all regions but the National Broadband Scheme intends to 

provide this soon. 

 

 

5.3.2 THE BALTICS 
The Baltic countries (Lithuania, Latvia and Estonia) have similar characteristics regarding their 

macro-environment. The countries will therefore be analysed together here. 

 

Politically these countries function as parliamentary democracies following the model of many 

western countries. Except for Latvia the ruling coalitions in the Baltic countries have been knocked 

down by the opposition after the advent of the financial crisis. The governments’ main task is to 

deal with the current crisis which has hit their economies severely. In Lithuania the government 

tried to fight the crisis by an economical crisis plan that was supposed to reduce the deficit on the 

balance of payments and balance the public finances.  

 

In Latvia the government agreed with the IMF and the EU commission to borrow 7.5 billion €, 

which put pressure on the public deficits. As a result the salaries of the public sector have been 

decreased by 15-20% and there is considerable cut-off in the central administration. The personal 

income tax has been reduced a bit, but the VAT and special taxes have increased significantly. 

Furthermore there are a few significant initiatives to support the export segment on which the 

country depends a lot. In Estonia the governments is betting on the market forces and a tight finance 

policy to bring the country out of the financial crisis and back on the growth pattern.  

 

                                                 
100 Datamonitor: Country Analysis Report, Ireland 
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The economical situation of the Baltic countries is also similar to some extent. Before the crisis 

these economies where called the tigers of Europe101

 

 referring to the rapid growth which they were 

generating. In 2007 Lithuania had an annual growth of 8.9% which made Lithuania one of Europe’s 

fastest growing economies. The high growth figures were also accompanied with low 

unemployment and a thriving business sector. The crisis hit the Baltic economies severely due to 

the fact that they are dependent on exports and also their population was highly indebted. The high 

growth figures were sustained by a high level of local consumption. This consumption was based 

on high increases in wages and assets values but was not sustained by an increase in productivity.  

In 2008 the GDP of Latvia fell 4.6% and in 2009, it is expected to decrease by 12%.  In Lithuania 

the GDP fell by 3% in 2008 but is expected to fall by double figures in 2009 similarly to Estonia 

and will still be negative in 2010. The unemployment rose suddenly to double figures in all the 

three countries: Lithuania (11,9%), Latvia (11,1%) and Estonia (13,5%) in 2009. The banking 

sector of Estonia is very dependent of foreign banks. About 95% of the banking sector is owned by 

Danish and Swedish banks. The latter are the most active in the region with Swedbank and SEB 

having 16 and 13% of their total lending in the Baltics while Danske Bank has 1.5%102. The gravity 

of the situation of these economies can be seen by the suggestion of some economists to devalue the 

currency of Latvia103

 

, which could undoubtedly have a spill over effects on its immediate 

neighbours and possibly on other Eastern European countries. The devaluation was however 

rejected by the EU as it would pressure the whole European Union, but the threat is still present if 

the markets conditions do not improve.   

The Baltic countries entrance into the EU in 2010 is uncertain due to the poor economic 

performance they are displaying currently. There is no doubt however that adopting the Euro would 

improve their economical situations and mean more stability in those countries. The problem is that 

these countries can no longer adhere to the strict conditions set forth by the EU, which the countries 

where on the way to fulfil before the crisis. Socially the development of the economies of these 

countries has helped to increase their social standard which is catching up on their European 

                                                 
101 See appendix figure 26 and 27 
102 http://www.baltic-course.com/eng/finances/?doc=20114 
103 http://danskeanalyse.danskebank.dk/abo/EMEADaily040609/$file/EMEA_Daily_040609.pdf 
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neighbours. Their technological development still needs to improve in order to increase the chances 

of Danske Bank rolling-out its full electronic services (electronic mailbox and mobile banking)104

 

.  

 
Conclusion 
The PEST analysis has highlighted the most important macro economical factors that are relevant 

for banks in Denmark. The government has come to the rescue of financial institutions by providing 

capital and even nationalising banks in hard hit countries such as Ireland and the Baltics. This puts 

restrictions on banks with regard to dividend and bonuses payment and forces them to take less risk. 

Furthermore the government has provided capital to exporting companies that were also in need of 

capital. In addition tax cuts were put in place to stimulate private consumption. This goes together 

with an expansionary policy that will try to stimulate growth for the future years and put a damper 

on the current economic downturn.  This puts a pressure on government budgets that were in 

surplus before the crisis, in Scandinavia and the Baltics, but are now in deficits.  

The economy of Denmark has gone into a severe contraction after years of growth. The dependence 

on exports (60% of GDP) has affected the Danish economy severely and double digit growth in this 

segment has vanished. Real GDP is forecasted to decrease by 3% to 5% in 2009, while growth will 

be stagnant in 2010105

 

. The economies of Ireland and the Baltics are doing worse than Denmark. 

The currency of the Baltic countries could face devaluation if their economies do not improve, 

which will worsen Danske Bank’s profit severely in that region. The economies of the Baltic 

countries will retract by double digit figures in 2009 and their unemployment and budget deficits 

are some of Europe’s highest. Private consumption has also declined sharply due to increased 

indebtedness. Ireland is also badly affected by the crisis to a lesser extent than the Baltics but worse 

than Denmark. Especially the unemployment rate is alarming and much higher than the Euro 

average. The deteriorated housing market has affected the banking industry largely and brought a 

huge amount of impairment costs. 

The most important social factor is that the high unemployment106

                                                 
104 Appendix figure 12 

 benefits in Denmark, which 

allow for consumption not to be severely hit. This however puts a pressure on the government 

deficits. In the Baltics and Ireland these benefits are not as high and decrease the private 

consumption even further, which prolongs the crisis. The automatic stabilisers allow for 

105 http://www.eiu.com/report_dl.asp?issue_id=34658988&mode=pdf 
106 See appendix figure 9 
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consumption not to be severely hit however it puts a pressure on the government deficits. Overall in 

Europe the ageing population makes workforce a scarce resource. Pension products are becoming 

popular from the fact that the life expectancy is increased as a healthy lifestyle has gained more 

focus.  

 

On the technology front, Denmark has traditionally been at the forefront of technological 

development in the banking industry. Ireland and the Baltics are less advanced in technology than 

Denmark and the European average. The financial crisis will probably further postpone the 

necessary reforms for improving the technological standards of these countries. For Danske Bank it 

means that transferring its services from Denmark to Ireland or the Baltics could face technological 

barriers. 

  

 
 
 
5.4 PORTER’S FIVE FORCES 
Porter’s Five Forces is an important model of the strategic analysis. The purpose of this model is to 

assist in analyzing in a structured way, the overall level of profitability in the banking industry. The 

model is structured into five main forces that have an impact on the industry profitability107

 

. The 

model is very useful for the valuation process, since it helps in determining the value drivers of the 

revenues and costs. Each of the five forces is useful to conclude, whether the effect on the overall 

profitability of the industry is negative or positive. The Five Forces will now be analysed.  

5.4.1 Intensity of rivalry 
The purpose of this section is to analyze the intensity of the competition in the banking industry and 

to determine whether it is cutthroat, intense, moderate or weak. The Danish financial industry 

includes banks, mortgage credit institutions, insurance companies, investment companies and other 

financial institutions. In this paper the focus is mainly on the banking sector. Banks can be 

characterized into commercial banks, savings bank and mortgage banks. Each type of banks 

originally offered distinct products to specific target groups. Over the past decades the borders 

between the different types of banks have diminished and the competition has increased. 

                                                 
107 See figure of the model in appendix figure 10 
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The Danish banking industry is characterized by a high number of banks operating in the market. In 

2006 there were 181 banks (of which 156 are Danish) and 2000 subsidiaries over the country108. 

Denmark has one of the highest numbers of banks per capita in the world. In spite of the large 

number of banks, the concentration in the banking sector is very high. This is described by the CR5 

ratio, which expresses the market share of the five largest banks in a country. For Denmark the 

ratio is 81, which is higher than the average of EU member countries but similar to other 

Scandinavian countries. The 10 largest banks cover 86% of the market109

 

 calculated on their 

working capital. Danske Bank and Nordea share more than 60% of the market (in terms of lending) 

making them the first and second biggest banks of Denmark. Compared to other European 

countries, Denmark has a relatively high concentration of banks. Even though the concentration in 

Denmark has been increasing, the interest margin has dropped significantly from 2003 to 2007. 

During this period the increasing concentration has not hurt the competition but has reduced the 

banks costs as a result of the economies of scale, which has increased their profits.  

Table 2. The ten largest banks in Denmark and their share of the market in 2007110

  

 

Concentration 
measured by lending 

Concentration 
measured by assets 

Concentration measured by assets 
corrected for foreign branches 

Danske Bank 49.30% 56.60% 38.00% 
Nordea (DK) 15.30% 14.00% 18.00% 
Jyske Bank 5.00% 5.00% 6.20% 
Sydbank 4.20% 3.30% 4.10% 
Nykredit Bank 3.30% 4.10% 5.20% 
CR5 77.10% 83.00% 71.50% 

 

 

There are four groups of banks in Denmark. The first group has a working capital of 50 billion and 

more. In the table the 5 banks belong to group 1. This is the most imposing group of the banking 

industry which has about 83% of the total assets of the industry in Denmark. Danske Bank has 

56.6% of the total assets of that group. Formerly it was FIH Bank that was, the fifth largest bank but 

after it ran into financial problems, it was acquired by the Nykredit Group. In terms of loans, 

                                                 
108 Finansraadet Konkurrence i Bank sektoren 
109 Finansraadet Konkurrence i Bank sektoren 
110 http://www.finanstilsynet.dk/da/Tal-og-fakta/Statistik-noegletal-analyser/ adapted by author 

http://www.finanstilsynet.dk/da/Tal-og-fakta/Statistik-noegletal-analyser/�
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Danske Bank has 50% of the share of the market and the 38 % when foreign subsidiaries are 

counted.  

 

There has been an increasing competition from foreign banks in Denmark. This has been 

facilitated by the fact that within EU, banks can freely establish subsidiaries and daughter 

companies in other countries, and there is a free movement of capital and goods across borders. The 

biggest foreign banks in Denmark are the ones that have established a subsidiary111. Foreign 

subsidiaries together have 10% of the total market, while foreign daughter companies had 25% in 

2007. In 2008 the share of foreign banks diminished: foreign daughters banks now have 22.4% of 

the market while foreign subsidiaries have 7%112

 

 . During the financial crisis some banks have gone 

bankrupt (fx. Gudme Raaschou Bank and FIH Bank).   

Finansraadet constructed the H-statistic113

 

 that it uses to compare the competition in the Danish 

banking sector with the competition in other sectors and other countries. The indicator first shows 

that competition in the Danish financial sector is intense compared with other Danish sectors. 

Secondly the competition among Danish banks is relatively high, compared to banks outside of 

Denmark. Denmark’s H value is of 0.57 while the average for the Euro member countries is 0.40. 

When comparing the Danish industry sectors between themselves the banking sector scores a value 

of 0.58 while the average is 0.38.  

The financial crisis has diminished the number of banks operating in the industry which means that 

one can expect more competition between companies within group 1. Forstædernes Bank has been 

bought up by the Nykredit Group, which is now part of the 5 biggest banks of Denmark. Nykredit 

has a smaller part of the market, but similarly to Danske Bank offers a range of products in banking, 

insurance, mortgage, pension and investment.  Nykredit is a major player in the mortgage segment, 

where it issues more than 40% of all mortgage securities. Nykredit is focusing on gaining market 

shares from its biggest rivals Danske Bank and Nordea. Recently the company announced a 66% 

increase in its new clients in its commercial banking segment which targets big corporate 

companies114

                                                 
111 In 2007 this group included Nordea, FIH, SEB, E-trade Bank, Carnegie Bank, EIK Bank, Gudme Raaschou Bank, DnB Nord and 
Dexia Bank 

. With Danske Bank having tightened credit policies, Nykredit could have a chance to 

112 http://www.finanstilsynet.dk/da/Tal-og-fakta/Statistik-noegletal-analyser/Analyser/MU-2008 
113 Bank sektoren i samfundet – Finansanalyse 2007  
114 http://www.reuters.com/article/rbssBanks/idUSLE4303420090514 
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increase its market share significantly, over the next 4 years. However there is a long way to 

Danske Bank and Nordea, which are the biggest players in the Nordic-Baltic markets, in terms of 

total assets and market value respectively115. The acquisition done by Nykredit is strategically right, 

even though it became more expensive than planned116

 

. 

The Internet banks received a lot of press in 1999 and 2000, but since then the traditional banks 

were capable of meeting the challenge and coming up with similar Internet based solutions117

 

. It 

also turned out that bank customers were more loyal than believed, so a major shift to pure Internet 

banks did not occur. For the traditional banks, the question of providing e-banking, was primarily a 

question of IT architecture and IT applications and was therefore not difficult, since the banks had 

the resources to train their staff and roll-out internet based platforms.  

 
 
5.4.2 Threat of substitutes 
The purpose of this section is to analyze substitute products to financial services, which threatens 

the profitability of the banking industry.  

 

Substitutes of alternative goods or services can result in a decline in the demand of a product 

reducing sales and profitability. Substitute products/services are those that satisfy the customer in 

the same way or better than the product it is replacing. Substitutes cause the company to keep their 

prices at a competitive rate, so that customers don’t switch and buy the cheaper product.  

Companies can take defensive measures in order to avoid their products being taken over by newer 

and better products. This can be in the form of a better service to customers, by differentiating its 

products or by charging the lowest price.118

 

 

Quick loans are substitutes to bank loans. They are different from normal bank loans by being 

easier to get and requiring fewer requirements from customers. These loans are more expensive and 

require no or low security. The popularity of these is not widespread as they are more expensive. It 

is typically consumers that are in financial problems that seek these loans. In an economic recession 

the popularity of these loans increase since it become more difficult to obtain normal loans. The 
                                                 
115 ttp://www.nationalbanken.dk/C1256B730054214F/sysOakFil/TN_tale_finland_marts07/$File/TN_Finland_marts07_sammen.pdf 
116 http://www.equitystory.de/cgi-bin/show.ssp?id=99999&companyName=equitystory&newsID=856749&language=English 
117 http://openarchive.cbs.dk/bitstream/handle/10398/6483/04-2004.pdf?sequence=1 
118 http://www.free-essays-free-essays.com/dbase/2b/bmu248.shtml 
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transparency on the costs of these loans by the ÅOP measure119

Consumer loans which are given by the store where one is shopping are also trendy. They are also 

more expensive than normal bank loans, and are not a real threat to bank loans. Danske Bank is 

pretty competitive also because of its size which allows it to offer cheap loans. In addition some 

loans cannot be offered by these institutions such as mortgage loans. 

 has also made for consumers to see 

that they are not as attractive.  

 

5.4.3 Bargaining power of buyers 
According to Porter the power of buyers can be seen as a competitive threat or an opportunity, 

depending on the elasticity of demand. In the banking industry the buyer can be an ordinary person 

(private) or a company (institutional).  

According to Porter there are circumstances that occur in every industry that determine whether the 

buyer or the supplier has more power. The first one is the relative concentration of the buyers. On 

one side the banking industry is composed of many banks, small and local, large and global. On the 

other side there are also many different types of customers, from individuals to large companies. 

The main argument is that the banking industry is more consolidated than its customers so they 

cannot affect the price significantly. 

 

The second factor affecting customers bargaining power is if one of the buyers is buying large 

quantities. In the case of Danske Bank, this can happen, when a big Danish international company 

ask for a loan. This means that Danske Bank will have to be more flexible on its price. However for 

big companies it is not only about the price, but also the service that the bank provides. Most of the 

big companies have long-term relationships with their banks, because the investment projects that 

they are involved in take several years. Also they refrain from changing banks, just because of the 

price, if they can receive a better service.  

 

Thirdly if the product differentiation is low, customers have more incentive to drive down the 

cost, or increase the quality of the product they are asking for. Also when customers have a low 

switching cost this poses a threat to the profitability of the bank. In the banking industry, the 

switching costs are not high for private customers. Within one year every 10th bank customer in 

                                                 
119 Yearly Cost in Percentage of loans: http://www.aaop.dk/ 
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Denmark changes bank120

 

. This low mobility could mean that banks are very competitive at 

keeping their customers and therefore the competition is high.  

The bank market is sometimes criticized for not being transparent for private customers. In 

Denmark there is a focus to makíng it easier for customers to use the banks products. This is for 

example done through websites such as pengepriser.dk, which compares different loans among 

banks. The ÅOP is also a useful tool providing the customer with a standard measure to compare 

the annual costs of different loans. Fee reports are also sent to customers at the end of the year. The 

banks websites also show the different fees banks have for their services. Despite the increase in 

transparency consumers are not changing banks as often as they should121

 

 despite the increase of 

transparency. 

5.4.4 Bargaining power of suppliers 
There are two different kinds of suppliers to banks product. There are the depositors of funds that 

are the suppliers as well as the consumers and the suppliers such as IBM that provide IT services.  

 

The bargaining power of suppliers can be evaluated by looking at five points:  

• The number and availability of substitute products 

• The importance of the industry to suppliers 

• The ability for the bank to switch suppliers 

• The ability for the supplier to compete directly with the bank 

• The ability for the bank to supply its own products 

 

First from the former analysis, there is a low threat of substitute products for the banking industry. 

When thinking in terms of the product that is offered, there are not so many substitutes to private 

customers and companies for financing or asset management.  

Second banks are very important to private customers and companies. Without banks they cannot 

finance their investment projects and this is why the financial crisis impacts the economies so 

much122

                                                 
120 Financial analysis of the banking sector 2007 by Finansraadet p.41 

. In 2008, suppliers had a larger share of the total income of Danske Bank. 

121 http://penge.dk/bank/artikler-bank/saadan-skifter-du-bank 
122 See appendix figure 17 
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Thirdly the bank can relatively easily switch suppliers. There are lots of suppliers of money and 

banks in most cases are not bounded to them. Should the bank terminate a supplier contract it will 

not be very costly and it can always find someone else to replace the suppliers. For a major bank 

such as Danske Bank it is easier to switch suppliers than for a small local bank but in the face of the 

financial crisis it has become more difficult and more crucial to retain customers than before. 

In the case of a big supplier of IT solutions, switching suppliers can be more complicated. In this 

case the ability for banks to switch suppliers is low. IBM is a major supplier of IT services to 

Danske Bank and there are not so many companies that can provide its services. Suppliers have no 

possibility to compete directly with banks. The banking industry is a much regulated business and it 

is not possible for suppliers to enter it as easily as any other industries. Also the resources necessary 

to offer the banking services are considerable and that constitutes a barrier for the suppliers to start 

delivering banking services. So it is concluded that this force is relatively weak.  

The ability for banks to supply their products is low, because a bank cannot at the same time be the 

supplier and the provider of funds. However Danske Bank could use its own IT systems if it found 

out that the costs of doing so was lower than outsourcing. 

 
 
5.4.4 Barriers to entry 
Barriers to entry can protect the profitability of an industry. In the banking world they have 

decreased over the years.  

Until the 1970's, the markets that banks could enter were limited by state governments. As a result, 

most banks were local commercial and retail banking facilities. Deregulation of banks intensified 

rivalry and created uncertainty for banks as they attempted to maintain market share. In the late 

1970's, the strategy of banks shifted from simple marketing tactics to mergers and geographic 

expansion as rivals attempted to expand markets123. In 1971 Denmark deregulated the entry of 

foreign banks permitting them to expand their geographic scope into a very developed market. The 

deregulation of the banking sector in Denmark has resulted in the entrance of many foreign banks. 

This trend really started to develop at the end of the 90s, after the Nordic banking crisis. In 1996 

there were 13 foreign banks in Denmark and, in 2006 that number increased to 25. Conversely the 

number of Danish banks went from 197 to 152 and this number will decrease even more during the 

financial crisis124

                                                 
123 http://www.quickmba.com/strategy/porter.shtml 

. Today foreign banks are playing a bigger role in the Danish bank sector. They are 

124 http://www.finansraadet.dk/NR/rdonlyres/351F9A80-A3D3-458F-826F-38B99B05D4C5/0/banksektoren_i_samfundet_web.pdf 
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usually branches from big international banks that have resources to offer attractive products to 

customers. “The BIS has measured the foreign banks total assets in Denmark to be 1694 billion 

DKK in March 2007, which is 49 percent of the total market share125

In order to operate as financial institutions in Denmark, a company needs to have a license from the 

Danish Financial Supervisory Authority (FSA). The Danish financial sector operates under 

intensive regulation for each type of financial institutions, under the Danish Financial Business Act. 

Banks need a capital of 8 million €, while investment companies need 0.3 million € 

” 

126

After the financial crisis barriers to entry have increased, since the capital requirements to be 

considered a solvent bank are higher now. It has also become more difficult for banks to make 

money on their lending function due to the global economic setback of the economy. Therefore the 

barriers to entry right now are considered to be high.  

. 

There is also the fact that banks have high operating costs, about 50% of their total income. It is 

also difficult to enter the banking industry after the lending margin has decreased, over the past 

years. This means that banks have to offer competitive prices, which a new entrant might have 

difficulty in providing. Lastly the very low customer mobility ensures that banks keep their 

customers and since banks depend on suppliers of funds to operate, gaining market share from other 

banks can become difficult if one is not known in the market. 

 
 
Conclusion 
To conclude the analysis there is a high degree of rivalry in the banking industry which normally 

decreases the profitability of the industry. Competition has increased from foreign banks up until 

the financial crisis. This has been facilitated by a gradual deregulation of the banking sector in the 

last 30 years. The H-statistic shows that the competition is intense and high, relative to other 

European countries. This should also impact the bank’s ability to make moneysince as a 

consequence the interest margin has been decreasing steadily.  However Danske Bank is in a league 

of its own and its closest competitor is Nordea, which Danske Bank dominates on the Danish 

market.  

There are not so many substitutes for the banking services and since Danske Bank by far the 

biggest bank in Denmark it has access to the cheapest funds, and can set a more competitive price 

than substituting products. Danske Bank also has a big range of products (e.g. mortgage, insurance 

                                                 
125 http://www.finansraadet.dk/NR/rdonlyres/351F9A80-A3D3-458F-826F-38B99B05D4C5/0/banksektoren_i_samfundet_web.pdf 
126 http://www.mwblaw.dk/Doing%20Business%20in%20Denmark/Danish%20financial%20institutions.aspx 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

54 
 

and pension), which are only offered by the biggest banks in Denmark, which also allows Danske 

Bank to be considered a highly professional bank. The buyer power is low, due to the fact that 

there exists so few substitute products and that there is low customer mobility, despite the increased 

transparency and the focus of the media on the economical benefits of changing banks. The 

barriers to entry have been lowered in the banking industry due to deregulation, globalization and 

the advent of the internet. The latter was seen in the beginning as a real threat to traditional banks 

such as Danske Bank but due to customers’ immobility and the adaptability of brick and mortars a 

major shift to internet banks has not happened. Foreign banks have not succeeded in taking a 

significant share of the market either. Their share has actually decreased due to the financial crisis 

and some foreign banks have been bought up by Danish banks. Danske Bank has however not taken 

part in these acquisitions which means that it could now face more competition from other banks 

such as Nordea and Nykredit. The latter is a major player in the mortgage market and has recently 

joined the group of the five biggest banks. It aims to steal big corporate customers from Danske 

Bank and could be a major competitor in the future. Danske Bank still has a nice share of the 

market and its profitability depends more on the state of the economy. 

  

 

6. FINANCIAL STATEMENTS ANALYSIS 
The purpose of this section is to analyze Danske Bank’s financial statements. The analysis will 

highlight the important accounting policies changes before calculating the relevant financial ratios 

and analysing these.  

 
 
6.1 Auditor’s reports and accounting policies 
The financial statements have been examined for all the years taken in consideration. The auditor 

reports have been carried out without any negative opinions in the Annual Report. For any company 

that is publicly listed this is a strict requirement. In all years the financial statements were approved 

by KPMG and the quality and disclosure of the reports are very high. 

 

When examining the accounting policies it is important that they are consistent throughout the 

whole period. Otherwise, the restatements of financial items can give a picture that the performance 

has increased, when in fact it has not. The application of the IFRS standards became compulsory in 
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January 2005 and since then the financial reports have been presented in accordance these 

standards. Before this, Danske Bank was applying the Danish GAAP accounting principles. This 

brought changes in many areas of the financial statements127

 

. This change is not taken into account, 

since the financial statements of the former years have been restated according to the IFRS.   

The consolidated financial statements of 2008 apply the same accounting policies as for 2007 

except for the adoption of IAS 39 and the IASB improvements of the IFRS in 2008. This led to a 

reclassification of 117 billion bonds in the trading portfolio as available for sale financial assets. It 

also led to a transfer of lease assets worth 155 million from tangible assets to other assets128. The 

latter change is just a transfer of the lease assets from one category of assets to another.  The first 

change is the most significant and it led to the increase of net trading income by 1.9 billion DKK 

and the increase of net profit by 1.4 billion DKK. The adoption of the IAS 39 was proposed by the 

EU in order to stabilize the financial markets. It means that banks can ease their financial obligation 

by valuing their riskier assets at lower prices. Normally assets on the trading book have to be priced 

at fair value or the market price but with the new amendment the assets are moved to the bank book 

where they can be priced at their historical or acquired value. This paints a false picture of the 

bank’s financial heath for some economists and this has to be taken into consideration when valuing 

the bank129

 

.   

The Group’s financial statements of each year are used130

                                                 
127 http://www.danskebank.com/da-dk/ir/Documents/Presentations/IRIFRSpresentation.pdf 

. The financial highlights are not detailed 

enough to be used in the valuation model. For example they show the overall net income, while the 

interest income and expense need to be forecasted separately, in order for the valuation to be more 

accurate. The financial highlights differ from the consolidated figures inside the reports in terms of 

Net interest income, Trading income and Net insurance income. For instance Net insurance income 

is presented on a single line while inside the reports it is the difference between net premiums and 

net insurance benefits. The overall bottom line figures such as profit, total assets and total equity of 

the financial highlights and the financial statements are however the same.   

128 Danske Bank Annual Report 2008 p. 69 
129 http://www.reuters.com/article/governmentFilingsNews/idUSLA68354320081010?pageNumber=1&virtualBrandChannel=0 
130 Danske Bank Annual Report 2008 p. 4 
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6.2 Financial Ratio Analysis 
This section will serve to assess the financial health of the Group. This is done through the 

calculation of financial ratios based on the Group’s financial highlights for the past 5 years (2004-

2008). The ratios are then assessed according to their development over the period but also 

compared to other close competitors who operate in Denmark, as well as other Scandinavian banks 

in order to see what the normal level is in the banking industry. The financial ratios are generally 

divided into profitability, liquidity, financial leverage and investors’ ratios. Taken together these 

ratios give a good picture of the company’s performance. 

 

6.2.1 Profitability ratios 
This category of ratios measures the firm’s use of assets and control of its expenses to generate an 

acceptable rate of return131

 

. The financial crisis which accelerated in 2008 has had a very negative 

effect on the financial figures of banks. Danske Bank reported a profit after tax of 1 billion, 

compared to 14 billion the year before. The profitability ratios below will help to see how badly the 

bank has been affected. 

Graph 1. Main profitability ratios of Danske Bank Group 

 
 

Graph 1 shows the most important profitability ratios for the Danske Bank Group. The ROA and 

ROE are plotted on the axis to the right while the ROE uses the left axis. The beginning assets and 

equity figures of each year are chosen for the ROE and ROA ratio.  

The return on total assets (ROA) and return on total equity (ROE) are typical profitability measures 

for all types of companies. We can see that there is an overall decrease of the ROE and ROA ratios. 

                                                 
131 http://www.answers.com/topic/financial-ratio 
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In 2008 they decrease sharply due to the much diminished profit in 2008 that is around 10 times 

less.132. The Net interest margin (NIM) shows that Danske Bank in overall has decreasingly 

generated income compared to its assets from the core banking business. In 2006 the Net interest 

margin decreased significantly due to the acquisition of Sampo Bank and the related integration 

expenses. From 2006 to 2007 the cost to income ratio (C/I) has increased from 53% to 67%133

 

. It 

clearly shows that the huge decrease of the ROA and ROE has also been affected by other 

increasing costs that are the loan and goodwill impairment costs. 

The Dupont Equation 

By decomposing the ROA and the ROE, the Dupont equation permits one to see where the 

profitability or lack of hereof is generated. The ROE measures the return to the shareholders and the 

ROA the efficiency of the use of assets. Using the Dupont equation134

 

: 

Return on Assets (ROA) = Net profit Margin*Total Asset Turnover135

Return on Equity (ROE) = Net profit Margin *Total Asset Turnover*Equity Multiplier      (Eq.4) 

       (Eq. 3) 

 

Table 3. Decomposed ROE using the Modified Dupont equation for Danske Bank136 

 

2004 2005 2006 2007 2008 

NPM 31.74% 36.55% 36.13% 33.00% 2.41% 

TAT 1.42% 1.43% 1.37% 1.35% 1.21% 

ROA 0.45% 0.52% 0.49% 0.44% 0.03% 

EM 30.78 32.83 28.78 32.10 36.07 

ROE 13.83% 17.12% 14.23% 14.25% 1.05% 

 

The huge decrease of the NPM in 2008 is the cause of the low ROE in 2008. Had the NPM been the 

same as in 2007, the ROE would have been 14.46% in 2008. The low NPM and the lower Total 

assets turnover (TAT) decrease both the ROA and the ROE and the increase in the EM cannot 

compensate for this.  

 

                                                 
132 Calculated as Net Interest Income/Total assets 
133 See ratios excel sheet in the Valuation models 
134 Ghallager and Andrew, Financial Management, Principles and Practice p.102 
135 Net Profit = Profit after taxes/Total Income and TAT = Total Assets/Total Income. Both ROA and ROE can be calculated directly 
with their own formulas (Net profit/Total assets and Net Profit/Total Equity). 
136 NPM : Net profit/Total Income; TAT: Total asset/Total income; EM: Assets/Assets 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

58 
 

The EM tells that the bank is leveraged if the ratio is higher than one. The name comes from the 

fact that debt has a multiplier effect on ROE, if the net income is positive. The equity multiplier of 

36.07 indicates that the bank has assets that are 36 times its equity, which is high and specific to the 

financial sector. Since the interest margin is small banks rely on high leverage to be profitable. This 

ratio is more often displayed as Equity divided by Assets. It might seem that the bank has less 

equity to support its assets, even lower than the regulatory capital requirement (4% for Tier 1). 

However this is because the ratio does not take in account that some assets are not risky, such as 

cash, government bonds and treasury notes. 

 

Comparing with competitors 

By comparing the level of the profitability ratios to the competitors, a picture of the performance of 

Danske Bank in the industry can be seen. The figures below are the average of the Dupont equation 

results over the 5 year period.  

 
Table 4. Comparison of average profitability ratios with competitor banks (2004-2008) 

  DB NRD SWE JYS 

NPM 27.97% 36.67% 37.31% 27.81% 

TAT 1.35% 2.02% 2.22% 3.43% 

ROA 0.39% 0.74% 0.83% 0.98% 

EM 32.11 23.83 22.15 18.34 

ROE 12.10% 17.53% 18.49% 17.02% 

 

Compared to its competitors, Danske Bank starts with a lower NPM than Nordea and Swedbank but 

slightly higher than Jyske Bank. The TAT figure for Danske Bank is however really low, compared 

to these three competitors over the period. This also results in a considerably low figure of ROA, 

since this ratio is calculated as the multiplication of the NPM and TAT. The latter has been lower 

than its competitors (from 2004-2008). Danske Bank is doing badly at generating a profit margin 

over the period but is also bad at efficiently utilising its assets.  
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6.2.2 Liquidity ratios 
This category of ratios measures the firm’s ability to meet its short-term financial obligations. 

Short-term creditors prefer a high current ratio since it reduces their risk while shareholders prefer a 

lower ratio, which means that more of the firm’s assets are working to grow the business.  

The liquidity ratios of Danske Bank have been calculated and can be seen below: 

 
Table 5. Liquidity ratios of Danske Bank 

 

2004 2005 2006 2007 2008 

Current ratio  93.61 93.12 94.46 92.54 91.47 

Loans/Deposits 2.28 2.23 2.27 2.13 2.23 

 
Table 5 shows us two different liquidity ratios over the 5 year period. The current ratio shows the 

company’s ability to pay back its short- term liabilities with its short-term assets137

The current ratio for Danske Bank is calculated as interest-bearing assets over interest bearing 

liabilities. The ratio decreases over the period except in 2006

. The higher this 

ratio is, the more the company can pay its obligations. A ratio under 100% for a normal company 

shows that it is not in good financial health but doesn’t mean that it will go bankrupt. This is not 

valid for banks that have access to liquidity from many sources by using their bond portfolios for 

example.  

138

 

, and is below 100% which means 

that the liquidity of the bank is not so good. In 2008 the ratio decreases even more, which means 

that Danske Bank has a decreased capability to meet its short term liabilities.  

That the liquidity of Danske Bank has decreased can also be seen by looking at the cash flow 

statement in the Annual Report 2008. The total cash flow has decreased by 136 billion DKK in 

2008 compared to 2007139

                                                 
137 http://www.investopedia.com/terms/c/currentratio.asp 

. Despite that the company has invested about 20 billion DKK less, the 

huge decreased in operating and financing cash flow of more than 200 billion DKK, has not helped 

to stop the negative effect on the cash flow. The decrease in cash is mainly due to the decrease of 

cash in hand and demand deposits from central banks. From the 12-month liquidity curve, the banks 

liquidity worsens and become negative after 6 months which is about 3 months earlier than in 2007. 

Normally the liquidity curve should be positive over the whole year, but this assumes that the bank 

138 Due to the implementation of Basel II, which it did before the acquisition of Sampo Bank 
139 Danske Bank annual report 2008, p.67 
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does not have access to the capital markets and thus cannot refinance its debt at maturity. This 

development of the liquidity is worrisome and must have been the key reason why the bank 

accepted the credit package offered by the government even though this was at a high cost.  

 

Comparison with other banks 

Table 6 below shows the average liquidity ratios of Danske Bank over the 5 year period, compared 

to four other selected banks. The table shows that Danske Bank has the worse liquidity ratio 

compared to the other banks. 

 
Table 6. Comparison of average liquidity ratios with competitor banks 

 

DB NRD SWE JYS 

Current ratio  93.04 101 96 101 

loans/deposit 2.23 1.48 2.84 1.14 

  

This is linked to the fact that Danske Bank had a lot of impairment charges in 2008 relative to other 

banks and has the worse ROA and ROE. It is however surprising that Swedbank has a better 

liquidity than Danske Bank, as it is much more present in the Baltic countries which are incurring 

many loan and goodwill impairment charges. This decreases the liquidity significantly and thus it 

seems that Swedbank will write more impairment in 2009. Nordea and Jyske Bank have been more 

cautious in managing their deposits deficits which affects their liquidity. This can be showed by 

their lower loan to deposits ratios. 

 
 
6.2.3 Financial leverage ratios 
This kind of ratios provides an indication of the extent to which the firm is utilizing borrowed 

money. Companies that are highly leveraged risk bankruptcy if they cannot meet their obligations. 

Leverage has the advantage of increasing the shareholders return on their investment and provide 

tax advantages.   
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Table 7. Leverage ratios of Danske Bank140 

 

2004 2005 2006 2007 2008 

Debt ratio 96.75 96.95 96.53 96.88 97.23 

Long Term Equity ratio 71.32 73.90 74.67 75.31 68.95 

Leverage ratio 3.25 3.05 3.47 3.12 2.77 

 

The first indication of the Group’ leverage is calculated as Total liabilities divided by total assets. 

Table 7 indicates a ratio that is more or less stable but slightly increased at the end of the period. 

This is because the total liabilities continued to increase, while the shareholders equity decreased in 

2008. This leverage ratio is very high, suggesting that the company is very dependent on debt 

primarily in the form of interest-bearing liabilities (deposits, bonds, due to other credit institutions). 

However it has to be compared to the other banks, because some industries are more leveraged than 

others.  

Compared to its peers, this level of leverage is not unusual. At the end of 2008 Nordea Group had a 

leverage ratio of 96.2% and Swedbank 95.2%. The higher this ratio is, the riskier it is to invest in 

the company and the level reveals that the banking industry is a very risky business. This ratio also 

includes operational liabilities, which companies use to fund the day to day operations of their 

business. Banks also have assets that are less risky such as cash an government bonds for which no 

capital is needed to withstand losses since these assets bear no or a very small risk. The capital 

requirements standards of Basel require 8% as sound level of Tier II capital, and 4% as Tier I141

 

. 

The Equity multiplier also showed that Danske Bank was more leveraged in the last 2 years.  

Table 8. Comparison of average leverage ratios (2004-2008) among banks 

 

DB NRD SWE JYS 

Debt Ratio 96.87 95.78 95.48 94.39 

Long Term to Total Assets ratio  0.24 0.19 0.20 0.15 

Equity to total assets ratio 3.13 4.22 4.52 5.61 

Deposits to Total Assets ratio 22.28% 35.45% 70.28% 53.71% 

 

Compared to other banks Danske Bank is more leveraged. This is seen in table 8 where the leverage 

ratios are compared to competitors. The debt ratio shows a similar high level in the banking 
                                                 
140 Debt ratio = (Total Liabilities/Total assets). Long term equity = Long-term debt/Total assets. Leverage = Equity/Total assets 
141 http://www.rbnz.govt.nz/research/bulletin/1992_1996/1996jun59_2matthews.pdf 
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industry. Here also Danske Bank has a ratio higher than the rest of the group. Similarly the long-

term debt to total assets shows that Danske Bank has more long-term liabilities than its peers. The 

equity and deposits to total assets ratio also show that Danske Bank in average is more leveraged 

than its peer.  

 
Looking at the deposits ratio, Danske Bank has a lower percentage of deposits to total assets than 

the other banks. Jyske Bank is financing more than 50% of its total assets with its deposits but this 

is nothing to Swedbank that has 70%. This is not neccesarily a bad situation for Danske Bank 

because the bank can finance its operation by external financing (e.g the capital markets) that are 

sometimes cheaper than customers deposits that do not have clear maturities. However in the 

beginning of the crisis having a high portion of customers’ deposits was a good thing especially 

when the credit markets where frozen. This also shows that the bank package was a necessity for 

Danske Bank.  

 

6.2.4 Investor ratios 
These ratios measure investors’ response to owning a company’s stock and also the cost of issuing 

the stock. The investors’ ratios for Danske Bank are described in table 9 

 

Table 9. Investors ratio for Danske Bank 

 

2008 2007 2006 2005 2004 

Earnings per share  1.5 21.7 21.5 20.2 14.4 

Diluted earnings per share  1.5 21.6 21.4 20.2 14.4 

Book value per share  142.4 152.7 139.1 118.2 106.7 

Share price (end of year)  52 199.8 250 221.2 167.5 

 

Table 9 shows that the earnings-related ratios decrease in the year 2008, which is related to the 

profitability analysis described earlier. It is also reflected in the share price at the end of the year, 

which is four times less in 2008. In 2008 the share price142

                                                 
142 See development of the share price in relation to the Danish stock market index. Appendix figure 8 

decreased below the book value per 

share, which happens only when a company is in financial problems. The book value reflects the 

value of the company, if it went out of business immediately and can be valued as the historical, 

replacement cost, fair market or current market price. The share price is often higher than the book 
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value per share, because companies are expected to grow and generate more profits in the future. In 

2008 the book value of Danske Bank only decreased by 10 DKK, while the share price went down 

by 147 kr. Thus the book value was significantly higher than the share price.  The ratio of P/BV 

went down to 0.36, when it was at 1.87 in 2005. This reflects the fact that the higher the book value, 

the higher investors believe the company’s future return will be more than its cost of capital. 

 
Table 10. Comparison of investors ratio with competitor banks 

 

DB NRD SWE JYS 

P/BV 1.38 1.55 1.49 1.78 

P/E 11.23 9.79 8.43 11.16 

 

Since the ratios calculated in table 8 are specific to the operations of the bank, they cannot be used 

to compare banks amongst each other. But we can use the P/BV and the P/E to compare Danske 

Bank to its competitors in table 10. We see that the ratio of P/BV for Danske Bank is the lowest and 

P/E is the highest for Danske Bank. This is an average figure over the period and the reason why the 

later is highest for Danske Bank, is again because in 2008 the earnings were very low, which 

resulted in a low EPS and therefore a high P/E of around 35. This should not be interpreted as 

Danske Bank is over performing its competitors, but rather that the earnings have fallen 

dramatically and the company was probably overvalued at the that time. Nevertheless the average 

P/E without that in consideration would show that investors were willing to pay around 11 times the 

earnings of the company.  

 

 
6.3 Limitations of financial ratios 
Even though financial ratios are good for analyzing the performance of a company, they have 

drawbacks that will be outlined in this section. First of all financial ratios of a company cannot be 

analysed by themselves. They have to be compared to an industry, the economy or the company’s 

past performance. This is what is done in this section, but there are also other limitations of 

financial ratios analysis such as: 

• They are based on historical information and cannot be used to predict the future 

• The are based on accounting data which can be inflated 

• The do not take in account off-balance sheet items 
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• Change in accounting policies or standards can be used to distort the financial ratios 

• Cash flow measures are more correlated to stock price than income-based measures 

Considering these limitations it is evident that the financial ratio analysis should not be used alone, 

and one should not generalise from the results in this part. Due to the financial setback of 2008, 

comparing the ratios with other companies was even more necessary. The profitability ratios also 

have limitations which will not be highlighted. 143

 
.  

Conclusion 
To conclude this chapter, it can be said that the profitability of Danske Bank has been severely hit, 

by the financial crisis. This was especially seen in the 4th quarter of 2008, due to the intensification 

of the financial crisis. The crisis has also affected Danske Bank’s liquidity especially the short-term 

and meant that the company was about to face liquidity problems. Had the government not stepped 

in with a state guarantee and capital, as the access to the credit markets froze, the company would 

have had serious liquidity problems. Compared to its competitors’ Danske Bank was more hit by 

the financial crisis. The reason for that is high leverage and lending growth, which resulted in high 

impairment costs. Leverage is generally not good in a recession because it accentuates a negative 

return. Compared to its competitors Danske Bank’s impairment costs were high which is related to 

the higher lending growth. The main investors’ ratios show that the bank was severely punished. 

The share price decreased to a level that was one third of the book value. This is a sign that the 

company is either in big financial problems or is being undervalued.  

 

Both factors are at play since Danske Bank is more punished than its competitors and its 

performance in 2008 was unsatisfactory. As a result, the Bank was downgraded by Fitch and 

Moody’s in the short-term and long term. This does however not have a significant effect on 

Danske Bank’s funding costs since the bank would still retain double A ratings144

  

. The government 

package in the form of subordinated debt allowed the bank to have a stronger solvency and capital 

base which it relied heavily upon. The limitation of the profitability ratios have been highlighted to 

show that one should rely carefully on them. 

                                                 
143 See appendix figure 18 
144 http://mediaserver.fxstreet.com/Reports/cb69407c-de2a-4054-8e67-7db33fe75f17/145e6245-f023-43dd-94c9-b575483b2fc1.pdf 
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7. SWOT ANALYSIS  

In this section an audit of Danske Bank and its environment will be made. The Value Chain and 

external analysis will contribute in defining the strengths, weaknesses (internal factors) 

opportunities and threats (external factors) of the Group.  

 

7.1 Strengths 
Danske Bank is the leading bank in Denmark and one of the leading banks in Scandinavia. It 

therefore has a lot of resources, including a huge branch network. It is well diversified at the 

business level and operates in different segments, which the banking infrastructure can support 

efficiently. Its brand name is well recognised and stands to a lesser degree for professionalism and 

quality. Its IT department is the biggest in Denmark and the company is considered a leader in 

technological banking services. The IT platform is one of a kind and provides a lot of advantage, 

including speed and ease of integration of other platforms. The bank has the resources to implement 

new technological changes and other procedures such as Basel II. Its solvency ratio increased due to 

the injection of the government loan soothe bank is now better equipped to meet the crisis. 

 

7.2 Weaknesses 
Danske Bank Group has a tarnished image in the media, as an expensive bank and one that is not as 

professional as it seem. The scandal of IT Factory and the bonuses of the bank’s top executives 

have had a bad effect on Danske Bank’s image. It also signals that the company does not have 

excellent risk management systems. The loan granted by the government has to be repaid at a high 

rate but allows the Group to continue operating with approximately the same ratings, which means 

cheaper access to funding. The operating margin of the Group has decreased substantially, which 

leaves little capital to make new investments. The Insurance business has been so severely hit by 

falling equity prices that the reclassification of 117 billion bonds was necessary. The share of 

revenue stemming from corporate customers is high and due to the higher risk weights, require a 

greater amount of reserves. Danske Bank should diversify its loan portfolio even more. In addition 

the investments in the Baltics and Ireland are suffering. The low asset price and strategic position 

that they represent implies that the investments in these countries are bounded. 
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7.3 Opportunities 
Many financial institutions right now are facing solvency problems and their assets are at a cheap 

price which could give some attractive buying opportunity for Danske Bank. The offering of new 

services to customers, such as how to better manage their assets in a financial crisis can give a 

higher margin to the bank. Danske Bank could also consider with its suppliers how to improve the 

reliability of its IT platform now that their supplier power has diminished. The financial situation 

has brought with it the closing of many banks. This means less competition for Danske Bank also in 

the foreign markets, where their Swedish competitors are more exposed and stand to be more hit. 

The Danish government has come with a lot of funds to the disposal of the Danish financial sector 

and the exporting companies. The previous budget surplus is extensively used to put a damper on 

the crisis. Danske Bank can use this opportunity to use accounting “tricks” to improve their profits 

such as writing down the value of their assets lower than they truly are. 

 

7.4 Threats 
The financial crisis brings a lot of consolidation in the banking segment. Danske Bank competitors 

are getting bigger while Danske Bank does not plan to acquire any companies. This could intensify 

competition and decrease the margin of the Group. Government intervention in the banking sector 

means Danske Bank is not free to do what is perhaps more efficient. For example the company has 

to spend time to disclose a lot of information about its solvency to the Danish FSA when it could 

instead use this time to focus on its business. More regulations might make it difficult for Danske 

Bank to operate in the future. Recently it has been recommended that Danske Bank be split up into 

different companies because it was just too big to be efficient. The re-enactment of the Glass 

Steagal Act for example would threaten big banking groups such as Dansk Bank that would have to 

be divided. 

  

Conclusion 
The SWOT analysis shows that Dansk Bank should try to manage its weaknesses and threats if it 

wants to survive the crisis and come up as competitive as before. Danske Bank still has a lot of 

resources and is well capitalised, (although at a high price)145

                                                 
145 See appendix figure 29 the deposit rate between banks in Group 1 is half as much as the price paid for the bank package 2.  

, to come through the crisis. The bad 

image due to the crisis can be an opportunity. The bank can put more focus on its customers, 
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improve its key business areas and also deliver new services. IT is a strong focus for the Group and 

therefore there should be more attention to avoid interruptions and systems breakdowns. In the 

future there is a threat that a strict regulation on the financial market might be detrimental to the 

Group. So far the Group cannot pay bonuses or dividends but a more radical approach such as 

divesting its peripheral businesses, can be suggested and should be envisaged by the executives.  

 
 
 
8. VALUATION 
After the strategic analysis of the company and the financial analysis of the ratios, what is left is to 

value the overall company. In this section the forecasting of the financial statements and the results 

will be explained. The financial statements are forecasted in a systematic way. First collecting the 

information about the macro environment and the state of the economy is needed. This is the 

expected inflation for the forecasted period, the nominal GDP growth and the risk free rate, which 

can partly be obtained from the previous PEST analysis in chapter 5. Then company specific 

information, such as the expected terminal growth rate, the statutory tax rate and the equity risk 

premium is needed. This is in order to calculate the cost of equity, which is the discount rate in the 

equity cash flow model. The first step after that in the valuation process, is to forecast the financial 

statements 

 

 
8.1 Forecasting the Financial Statements 
The Balance sheet and the Income Statement are the only statements needed in order to find the 

future cash flows. They are linked together but the Balance Sheet is determined first as the revenues 

and expenses depend on the level of assets and liabilities. In our model the Balance Sheet and the 

Income Statement are forecasted in the Forecast and NII&NIM model Excel worksheets.  

 
8.1.1 Forecasting the Balance Sheet 
Loans are the most important item to forecast. Loans include banking and mortgage loans (at fair 

value). They represent about 55% of total assets and 85% of interest-bearing assets. Using the 

below formula they can be calculated as: 

 
• Loanst = Loanst−1 ∗ (1 + gl).  (Equation 4) 
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In the above formula the growth percentage of loans (gl) for the forecasted years is initially 

unknown. However since loans are highly correlated146

 

 to the GDP growth, this relation can be used 

to find the level of loans for the forecasted years. The growth of the nominal GDP of Denmark is 

chosen, because this is Danske Bank’s biggest market in terms of revenue. Since loans are not 

adjusted for inflation, the nominal GDP growth rate is chosen instead of the real GDP growth. The 

assumptions made in order to calculate the forecasted loans levels are:  

Table 11. Inputs for calculating future loans levels 

  2009 2010 2011 2012 2013 

Loans 1,992,034 2,045,818 2,137,880 2,266,153 2,402,122 

Growth in loans % -1.35% 2.70% 4.50% 6.00% 6.00% 
Loan growth/ Nominal GDP growth 1.5 1.5 1.5 2 2 

 

Table 11 shows the ratios of loans growth over nominal GDP growth for 2009 to 2011 is the same 

(1.5). For the two following years it increases steadily (2, 2.5). These assumptions are based the fact 

that loans are expected to increase at a slower rate than before. Historically this ratio has been 

higher but in 2008 it decreased substantially to 0.74. This is due to the crisis and since it is not over 

yet, the loans will not grow as they had before (e.g in 2007 they were up to 6%). In addition the 

ratio will be kept at a low level because the bank cannot acquire any company in the near future. 

The loans level of 2009, for example are calculated as the loans in 2008 times the growth in loans (-

1.35%).  

 
Other interest-earning assets are interest earning-assets such as due from other financial 

institutions, cash-in-hand and demand deposits with central banks. They represent a smaller part of 

total interest-earning assets (around 15%) but still they have been forecasted separately. Their 

forecast is done in relation to and average of their historical growth levels.  Together loans and 

other interest-earning assets give total interest-earning assets. Both items increase over the whole 

forecasted period and they can be seen in the Balance Sheet forecast. 

 

Non interest-earning assets put in the below table represent 30% of the total assets in the historical 

period (2004-2008). They are forecasted as a percentage of loans as below:  

 

                                                 
146 For the past five years (2004-2008) the correlation of loans and GDP nominal growth of Denmark figures is 70%.  
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Table 12. Inputs for calculating Non-Interest earning assets in percentage 

  2009 2010 2011 2012 2013 
Trading portfolio assets  39.00% 35.00% 34.00% 34.00% 34.00% 
Financial investment securities  6.00% 5.00% 4.00% 4.00% 4.00% 
Assets under insurance contracts  11.00% 11.00% 11.00% 11.00% 11.00% 
Assets under pooled schemes/unit linked 2.00% 2.00% 2.00% 2.50% 2.50% 
Other assets growth % 1.80% 1.75% 1.75% 1.70% 1.70% 

 

Their forecasted levels are generally decreasing over the forecasted period in table 12. In 2008 most 

of these ratios increased significantly especially the Trading portfolio assets and the financial 

investment securities. They are expected to decrease as interest rates decrease to their lower levels 

in the future to revive the economy. 

 
Non interest-earning assets also include property plant and equipment (PP&E) and goodwill, which 

are forecasted as well. The amount of PP&E is determined as a percentage of interest-earning 

assets. Historically this percentage is doesn’t change much so it is forecasted to be the same from 

2009-2013. Goodwill is forecasted as a fixed value over the forecast period that is 15000. It is 

difficult to forecast this item since it depends on the way that the company makes goodwill 

impairments and also if more companies are acquired, which is not expected to take place. The level 

of 15000 is lower than the 2008 level because the impairments on goodwill are believed to 

continue. 

 

On the liabilities side, deposits represent about 25% of total liabilities and 35% of interest bearing 

liabilities.  They are the most important item to forecast on the liabilities side but they are not as 

significant as loans due to fact that banks can fund themselves in many ways. Deposits are 

calculated with an equation that is similar to the equation for the loans: 

 
•  Depositst = Depositst−1 ∗ (1 + gd). (Equation 5) 

 

Table 13. Inputs for calculating deposits  

  2009 2010 2011 2012 2013 

Deposits  851,073 828,094 844,863 867,675 898,911 

Growth % of deposits  -2.70% -2.70% 2.03% 2.70% 3.60% 

Deposit growth/ loan growth 200% -100% 45% 45% 60% 
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Deposits are forecasted in relation to the loan growth as can be seen in table 13. Deposits are also 

correlated to the GDP growth but less than to the loans growth. When deposits growth is regressed 

with the loans growth, the correlation is higher than with the nominal GDP growth (90% instead of 

40%). That is why we choose the deposit growth over loan growth to forecast the level of deposits. 

Historically this ratio increased due to the past acquisitions of Sampo and the Irish banks. In 2008 

the ratio drops significantly to -341.44147

 

% due to the fact that deposits decrease significantly of 

about 5%. In 2009 this figure is forecasted to be positive (200%), since both the deposits and loans 

growth are expected to be negative. Deposits are expected to decrease for two years and then 

increase from 2011, until the end of the forecast period. Despite the fact that banks offer attractive 

interest rates to attract deposits, it is expected that people will save less due to higher 

unemployment. Therefore deposits will not pick up, before the economy starts improving, which is 

expected to happen from 2011.  

Other interest-bearing liabilities are bonds issued by Realkredit Danmark, other issued bonds and 

due to credit institutions. In the historical period they represent around 65% of total interest-

bearing-liabilities and about 50% of total liabilities. They have not been forecasted individually but 

instead as a percentage of total interest-bearing liabilities as in table 14. The total interest-bearing 

liabilities have been forecasted in relation to deposits and the percentage of other interest-bearing 

liabilities to total interest-bearing liabilities. The assumptions and figures obtained are in the table 

below: 

 
Table 14. Inputs for Other interest-bearing liabilities and total interest-bearing liabilities 

  2009 2010 2011 2012 2013 

Other interest-bearing liabilities  1,580,565 1,472,168 1,501,979 1,542,533 1,598,064 

Growth % 0.75% -2.70% -2.34% 2.70% 3.60% 

As % of total interest-bearing liabilities 65% 65% 64% 64% 64% 

Total interest-bearing liabilities 2,431,638 2,365,984 2,346,843 2,410,207 2,496,975 
 

Total interest-bearing liabilities = Deposits/ (1-other IBL as % of total IBL) 

 

Where IBL:  Interest-bearing liabilities. 

 

                                                 
147 See valuation models NII&NIM Excel sheet 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

71 
 

Deposits and Other Interest-Bearing Liabilities added together result in Total Interest Bearing-

Liabilities.  

 

Non interest-Bearing Liabilities will now be forecasted. They are listed in the below table 15 and 

also include subordinated debt and other liabilities. The ones in the table are forecasted in relation 

to deposits in the “Forecast” excel sheet. For the forecast period trading portfolio liabilities are 

forecasted to decrease. They follow the same trend as trading portfolio assets since they are also 

used for offsetting of the latter. They are showed in a table below: 

 

Table 15. Inputs for calculating Non interest-bearing liabilities  

  2009 2010 2011 2012 2013 

Trading Portfolio liabilities 65.00% 60.00% 55.00% 50.00% 50.00% 
Deposits under pooled scheme and unit 
linked investment contracts 4.00% 4.00% 4.00% 4.50% 4.50% 
Liabilities under insurance contracts 24.00% 24.00% 24.00% 24.00% 24.00% 

       

Subordinated Debt is forecasted to increase by 26 billion in 2009, which is what Danske Bank 

received from the credit package. This amount decreases by 15.600 billion DKK in 2012 and 2013 

when the bank will pay back the loan, including the interest rate of 10%148

 

. The other liabilities are 

set up as the plug of the model. This is to ensure that the total assets are equal to the liabilities plus 

the equity so that the fundamental accounting equation is kept.  

Shareholders equity is calculated as the equity from last year plus the profit after tax of the 

forecasted years minus the dividend paid in corresponding years. For 2009 and 2010 Danske Bank 

is not allowed to pay dividends due to the fact that it is receiving money from the government. After 

this it is expected that a higher percentage of dividends will be paid, in order to acquire more 

capital. The payout ratio is forecasted as 80% in 2011, and 60% for 2012 and 2013. This payout 

ratio is assumed and since it is difficult to predict the payout ratio, it is subject much uncertainty. 

The sensitivity analysis will deal with what happen with the price when that variable changes. Now 

that the Balance sheet is forecasted, the Income Statement for the future years can be forecasted. 

 

                                                 
148 http://www.business.dk/finans/danske-bank-gaar-med-i-bankpakke-ii 
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8.1.2 Forecasting the Income Statement 
The breakdown of the forecasted interest income and interest expense is detailed below. The net 

interest income is determined by the difference between the total interest income and the total 

interest expense149

 

. In order to find the total interest income, the interest income on loans and other 

IEA has to be calculated and added together. The interest income on loans is equal to the average 

loans multiplied by the yield on average loans. The other items are calculated similarly. 

Figure 6. Decomposition of Net Interest Income 

 
 

For example the interest income on loans is equal to: 

IL =  (𝐿𝐿𝑡𝑡−1 + 𝐿𝐿𝑡𝑡)
2

 * 𝑌𝑌𝐿𝐿 

Where:  

ILt  = Interest income on loans at time t 

Lt  = Total Loans at time t 

YL    = Yield on Loans 

 

 

The four important yields and rates are summarized in the below table: 
 

Table 16. Inputs for calculating Net Interest Income in percentage 

  2009E 2010E 2011E 2012E 2013E 
Yield on average loans  3.75% 3.00% 2.90% 2.80% 2.60% 
Yield on average other IEA 27.00% 25.00% 25.00% 25.00% 25.00% 
Rate on average deposits 2.80% 2.60% 2.50% 2.25% 2.50% 
Rate on average other IBL 5.25% 5.25% 5.25% 5.25% 5.25% 

 

                                                 
149 IEA: Interest bearing assets and IBL: Interest bearing liabilities 
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The Net Interest Income is calculated as the difference between the Total Interest Income and the 

Total Interest Expense, as figure 6 shows. The yields and rates increase over the period due to an 

expectation that the economy will recover and the interest rates will be raised, to come back to a 

healthy economic situation. The Net Interest income calculated using these yields and rates as in 

table 16, is decreasing over the period. This is a result of more competition in the industry, which 

will also decrease the net interest margin over the period.  

 
The other items under Non-Interest Income, fees, net trading and insurance are forecasted 

according to a growth rate, a percentage of fees and commission and a percentage of other assets 

respectively. Net premiums and insurance benefits are calculated separately as opposed to the 

Highlights figure of the report where they are not present due to the reclassifications of 117 billion 

bonds using the IAS 39.  In the valuation model it is believed that the reclassification will taking 

place until 2013. Net Insurance benefits are expected to increase significantly due to transfer and 

surrender charge and the allowance of 100000 DKK tax free if they are put into a pension account. 

 

Operating expenses constituted of personnel costs, depreciation are forecasted by a growth rate 

and a percentage of PP&E respectively. Personnel costs will increase by a lower growth since there 

is more focus on cutting costs. Depreciation and amortisation also includes impairment costs for 

intangible and tangible assets150

 

 which are expected to increase. 

Loan impairment charges are expected to be high in the coming years. The great part of these has 

not yet been recorded yet as the impact of the financial crisis was first really felt in the fourth 

quarter of 2008. That is why a higher percentage of loan impairment charges in 2009 are calculated, 

as percentage of interest earning assets times the average total interest earning assets. Impairment 

charges decrease in the future due to the assumption that the economy improves. 

 

The tax rate for companies in Denmark is 25% but in 2008 the tax paid by Danske Bank was much 

higher (53%) due to high goodwill impairment charges (3.1 billion) that are not tax deductible. 

Danske bank is an international company and pays taxes in a lot of countries besides Denmark151

                                                 
150 Annual report 2008 p. 97 

. 

In 2008 the taxes paid corresponded to 24% of the Groups profit, which is almost equal to the 

Danish tax rate. In 2009 the tax rate is therefore calculated as the profit before loan and impairment 

151 The effective tax rate is 12% in Ireland and 30% in the UK for example (Annual Report 2008 p.98) 
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charges plus the expected goodwill impairment charges times 25%. Goodwill impairment charges 

are expected to be 4000 in 2009 and decrease by 1000 each year until 2013. This method gives 

higher taxes than just using a 25%.  

 

The resulting Net Profit is used in the free cash flows valuation model. For the other models (the 

dividend discount model, residual income model and Justified P/BV model) the starting point is 

different.  

 

8.2 Sensitivity Analysis 
The sensitivity analysis shows how much the value of a share price of Danske Bank varies, if the 

different parameters we have used for the calculation also vary. The below parameters have been 

changed: 

 
• Yield on average loans and average other interest-earning assets 

• Rate on average deposits and average other interest-bearing liabilities 

• Terminal growth rate 

• Cost of equity 

• Net Income for each of the forecasted years 

 

These parameters are the most important for the calculation. There are others of course but they are 

not so significant and therefore do not need to be taken into consideration.  

The results show for example that a 1% change in the yield on loans changes the price from around 

131 to 126or 136 DKK. This corresponds to a 4% change of the share price. A 1% change in the 

yield of average other interest-earning assets change the price to 124or 138 DKK. That is a 5% 

change in the share price. The price is more sensitive to the change on other interest-earning 

assets (IEA). This is because the yield is much higher than on loans, even though loans constitute 

about 85% of total interest-earning assets. The price varies positively as expected. An increase in 

yield on loans or other interest-earning assets increases the price. Let us see know how the other 

variables affect the share price: 

When the rate on deposits is increased, the share price decreases and vice versa. This is an expected 

change as deposits constitute a cost to the Group. If for example the rate on average deposits is 

changed by 1%, the share price changes by 1.5% that means from 131 to 129 or 133 DKK. Deposits 
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affect the price less than loans and other IEA. Banks rely on other funding opportunities such as the 

National Bank and especially the international capital markets and have increasingly used those 

instead of deposits. 

The rate on other interest-bearing liabilities (IBL) affects the price more. An increase in this rate 

of 1 % decreases the price down to 124 DKK and the other way around the price increases to 138 

DKK. This represents a 6% change in the value of the price. Thus the average other interest-bearing 

liabilities is the variable that affect the share price the most. This is because the rate on average 

other IBL is higher than the yield on loans and also they represent a large part (65%) of total 

interest-bearing liabilities. 

 
The other parameters which are the cost of equity, the terminal growth rate152

 

 and the net income, 

also impact the share price when they are changed. However a larger change in their values is 

required in order for the price to be affected significantly. Therefore I will choose a 10% change in 

their values. The terminal growth rate has a low impact. For example a 10% upward change 

increases the price from 131 DKK to 137 DKK. That is a minor 4% increase and it only drops by 

around.4% also when the terminal growth decreases of 10%. It was expected that the terminal 

growth rate would have a bigger impact on the valuation, since the terminal value weights about 

80% of the total company value. This is however not the case because the terminal growth rate of 

3% is small, that a 10% change doesn’t really affects the price. The terminal growth rate has a close 

but not perfect linear relation with the share price. 

The cost of equity has a more important impact. Its effect is also expected as an increase of it 

reduces the share price. A change of 10% affects the price by 18% from 131 DKK to 155 DKK or 

14% to 113 DKK. The cost of equity is used to calculate the discount factor which does not have a 

linear relation with the share price. This is because it is in exponential terms in the valuation 

formula, which is normal for discounting future earnings. 

 

The change in net income is not really a parameter as the other, since it is not in percentage terms. 

It is however interesting to see how their change would affect the share price. Let’s say for example 

that the expectations about the net income are slightly wrong and they should be 10% higher, than 

the share price of Danske Bank becomes 153 DKK and contrarily the value decreases to 108 DKK. 

That is a 17% change of the share price both ways since the relation is linear, which is considerable.   
                                                 
152 See appendix figure 21 and table 1 
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8.3 Discussion of the results 
The share price arrived in the free cash flow to equity model at is 130 DKK. In the other models the 

price calculated is 144 DKK (justified P/BV model), 113 DKK (Residual income model).  

 

Our valuation is solely based on external information. It is difficult to estimate the true value of a 

bank from an outside-in analysis. There are internal facts that are not made public that can change 

the price of the share, once investors become aware of them. In addition the perception that 

investors have on the share price also plays a role, since they are the ultimate buyers and sellers of 

the share. This touches the psychological area, which has not been analysed in this paper. 

Psychological theories state that the efficient market hypothesis is rejected. This would mean that 

estimating the share price using the valuation models would not be appropriate.  

 

Shorting Danske Bank’ shares have been banned by the Danish financial authorities. The reason for 

this was to stop the naked short-selling of shares. When it will become possible to short Danske 

Bank share again, the share price could decrease significantly again if it becomes profitable to do 

so. In effect “limits on the ability to short securities appear to allow for inflated asset values and 

inefficient pricing153

 

”. From the share price that we have found, we can say not say that Danske 

Bank is overvalued. This is assuming that the economy starts growing again from here. 

A lot of analysts have indeed discussed another downturn of the stock market. According to them 

the recession is not over as the actions taken by governments have not solved the underlying 

problems. In addition at one point governments will have to stop their expansionary economic 

policy, raise taxes and cut spending. This might create another crisis. This downward risk can be 

taken in account by assuming that the net incomes decrease by 10% or 15% if the recession is more 

severe. This would result in a value of 108 DKK and 96 DKK according to the Equity Cash Flow 

model. This downward risk is low and should not matter if the investor has a long-term focus. 

  

                                                 
153 Gruber Elton, Brown et al., (2007) p. 26 
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9. CONCLUSION 
The conclusion of a valuation analysis often comes to the determination of the share price 

calculated to decide whether or not the company is a potential attractive investment. If the company 

is significantly overvalued, investors would sell and make a profit and vice versa. This should 

however be supported by the strategic and financial analysis, without which the valuation would be 

unfounded. The strategic analysis has revealed that internally and externally, Danske Bank is facing 

some external and internal challenges that impede it from generating the same level of earnings as 

some years before. The year 2008 was extraordinarily bad and will have a effect of about 3 years, 

on the bank’s earnings. For example there will be high impairment charges for the forecasted period 

due to the worsening economic situation which will pick up, but slowly.  

 

The internal analysis of the Group shows a value chain that the bank needs to improve in order to 

regain the value lost. The image of the banking segment has been tarnished, and the prudent lending 

policy and good risk management lacking. The product development and transaction have been 

intact but surely a cut back of the workforce will affect those areas in the future, unless productivity 

is increased. The external analysis shows that the government has intervened in Danske Bank 

operations by providing funds, and regulating the payment of bonuses, the dividend policy and 

short selling154

 

. The economical condition of Denmark has deteriorated eventually, because its 

industry is very dependent on exports and its main partners such the UK, Germany, Sweden and the 

US have been severely affected by the crisis. As a result unemployment has increased and the rate 

of bankruptcy has more than doubled. Denmark is more affected than other European countries but 

not as much as Ireland and the Baltics, where the situation is alarming. The year 2009 will be harsh 

for them and similarly to the Danske Bank and more negative developments could affect the 

earnings of Danske Bank severely.  

The competition in the banking industry has been intense after the deregulation and globalization. 

Competition is expected to become even more intense as consolidation is taking place and the 

interest margin is expected to decrease. Because of that, the interest margin is expected to continue 

to decrease as it has in these past years. There is still no significant threat from buyers’ power or 

substitutes. The left wing of the Danish government has suggested an institution that could lend 

money to private persons but this project has been widely rejected. Suppliers’ power is expected to 
                                                 
154 Definition: selling of a security which one does not own which is profitable if the share price falls. 
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be higher and the threat to entry is moderate. Danske Bank will face more competition in other 

countries, where it is not the biggest financial provider of services as in Denmark.  

 

The financial statement analysis has showed a weaker Danske Bank in 2008 compared to the 

former years and compared to competitors. The relatively high leverage and deposits deficits have 

worsened the condition of the Group, relatively to its competitors. It is not only the cause of the 

ailing businesses in Ireland, the Baltics and the insurance segment, but also the core banking 

business, which is suffering from its exposure to commercial firms. In 2008 the liquidity of the 

Group deteriorated and it was therefore necessary to have the deposit insurance and the 26 billion 

loan of the government. Investors severely punished the bank as can be seen by the investors’ ratio 

such as the Price-earnings ratio. The share price was at an all time low in March 2009. Investors 

might have been too pessimistic about Danske Bank, as shown the comparison with its competitors 

show. This is the reason why the share price could be undervalued. 

 

The SWOT analysis showed in a summarized model the key areas to improve for the bank e.g. the 

bad image, the low operating margin and the insurance business where the change of liabilities 

calculation improved the earnings. Danske Bank is however still a robust business with a lot of 

resources and is now well-capitalized (due to the subordinated loan), even though it was at a high 

price155

 

. It is also well diversified but still relying on its core banking business. The threat of the 

government or the European Union implementing a stricter regulation for big banks should be taken 

in account as well as the potential future increasing competition. There are still some opportunities 

in the market and for example the innovativeness should not be reduced, even though the company 

is trying to cut costs. Danske Bank’s IT system is superior to those of its competitors and this 

advantage should be maintained.  

The Valuation of Danske Bank is finally done with four models using the inputs from the other 

analyses. The models are subjects to macroeconomic assumptions about Denmark and Danske Bank 

Group specific assumptions. The Equity Cash Flow, Dividend Discount and Residual Income 

models show that there is an upside potential to the share of Danske Bank both currently and in 12 

months. The average upside potential of these models put together is around 19% in 12 months. The 

justified price-to-book value result in a share price that is lower than the other models. In the short-

                                                 
155 Danske Bank paid 10%, when rates in the interbank market for a big bank were about 5.5%. See appendix figure  
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term it shows that Danske Bank has a downside potential of -5,3%, which turns into an upside 

potential of 4% for a long-term investor. This upside or downside potential is defined as the 

calculated share prices minus the share price that for the share had on the 3rd November 2009 

(120DKK). This is however period sensitive and it relies on the cut-off period considered. There 

has been more other information about the company and the global economy after this date, which 

has not been considered. Therefore the share price arrived at should not be relied upon blindly but 

always put into a context. .   

 

The Sensitivity analysis shows how the price is sensitive to the inputs such as the yield and the 

rates of loans and deposits that are used to make the valuation. The most influential parameters are 

the yield on other interest-earning assets (IEA) and the rate on other interest-bearing liabilities 

(IBL). The price is also very sensitive to the yield on loans, which is understandable since the 

traditional banking business plays a big role and lending is still a key function for Danske Bank. For 

example a 1% change in the yield on loans changes the price by 4%. The change of price is 5.3 and 

5.5% when the IEA and IBL are changed by 1%. This shows that the value of the company is very 

dependent on the rates and yields that it charges its customers. The latter depend on the global 

economic environment and therefore the value of Danske Bank will change a lot depending on the 

future state of the economy. The relatively instable but improving situation of the economy leads us 

to conclude that there is still an upside potential in the share for a long-term investor.  
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10.3 FIGURES  
 

Figure A1. Danske Bank major acquisitions since 1990156

 

. 

 

 

 
 
Figure A2. Business segments according to their share of Total revenue (2007 and 2008)157
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Figure A3. Danske Bank Group Organisational graph158
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Figure A4. Porter's Generic Strategies159

 

 

 

 

 

  

                                                 
158 Danske BankAnnual Report 2008 
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Figure A5. Credit Default Swap for major European banks160

 

 

 

Figure A6. Chronology of bank failures in Denmark161

 

 

  

                                                 
160 Financial Stability 2008, National Bank of Denmark report 
161 Financial Stability 2008, National Bank of Denmark report 
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Figure A7. Danske Bank product, channel and brand162

 

 

 

 

 

Figure A8. Danske Banks share price compared to the OMXC20163
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Figure A9. Labour force composition (2007-2010)164

 

 

 

 

 

Figure A10. Porter’s 5 Forces model165

 

 

  

                                                 
164 Danske Industri Economic Forecast for May 2009 
165 http://notesdesk.com/notes/strategy/porters-five-forces-model-porters-model 
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Figure A11. Usability of different distribution channels of Danske Bank Group166

 

 

 

 

Figure A12. Electronic services of Danske Bank Group in different countries167

 

 

 

 

Figure A13. E-banking customers of Danske Bank in % (of total customers) by country168
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Figure A14. Number of customers of Danske Bank Group by country169

 

. 

 

Figure A15. Number of branches by countries of Danske Bank Group170

 

. 

 

Figure A16. Retail customers contact with various distribution channels171
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170 www.danskebank.com 
171 www.danskebank.com 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

91 
 

Figure A17. Value distribution of income of Danske Bank172

 

 

 

Figure A18. Issues with key profitability measures173

 

 

 

Figure A19. Sensitivity of Danske Bank share price to net income and discount factor174

   

 

                                                 
172 www.danskebank.com 
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Figure A20. Sensitivity of Danske Bank share price to yields and rates175

 

 

 

Figure A21. Sensitivity of Danske Bank share price to the terminal growth rate176

 

 

 

Figure A23. Danske Bank shareholders ‘origin177
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Figure A24. Deposit deficit of Danish banks178

 

 

 

Figure A25. House prices in Denmark179

 

 

 

Figure A26. The Baltics GDP growth180

 

  

                                                 
178 Financial Stability 2008, Nationalbank of Denmark report 
179 www.dst.dk 
180 www.danskebank.com 
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Figure A27. Current account deficit of the Baltic countries181

 

 

 

Figure A28. Market share by country (total assets)182

 

 

 
Figure A29. Rate on deposits in Danish banks183
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Table A1. Percentage change in terminal growth rate effect on price184 

% change in TGR Terminal growth rate Price 
-10% 2.70% 125.69 
-6% 2.82% 127.71 
-4% 2.88% 128.75 
-2% 2.94% 129.80 
-1% 2.97% 130.34 
0% 3.00% 130.88 
1% 3.03% 131.42 
2% 3.06% 131.97 
4% 3.12% 133.09 
6% 3.18% 134.23 

10% 3.30% 136.57 
 

Table A2. Percentage change in yield on loans185 

% change     Yield on Loans   Price 
-10% 3.38% 2.70% 2.61% 2.52% 2.34% 77.2 
-6% 3.53% 2.82% 2.73% 2.63% 2.44%   
-4% 3.60% 2.88% 2.78% 2.69% 2.50%   
-2% 3.68% 2.94% 2.84% 2.74% 2.55%   
-1% 3.71% 2.97% 2.87% 2.77% 2.57% 125.51 
0% 3.75% 3.00% 2.90% 2.80% 2.60% 130.88 
1% 3.79% 3.03% 2.93% 2.83% 2.63% 136.25 
2% 3.83% 3.06% 2.96% 2.86% 2.65%   
4% 3.90% 3.12% 3.02% 2.91% 2.70%   
6% 3.98% 3.18% 3.07% 2.97% 2.76%   

10% 4.13% 3.30% 3.19% 3.08% 2.86% 184.55 
 

Table A3. Percentage change in rate on average deposits 

% change 
  

Rate on 
average 
deposits 

  
Price 

-10% 2.52% 2.34% 2.25% 2.03% 2.25% 150.17 
-6% 2.63% 2.44% 2.35% 2.12% 2.35% 

 -4% 2.69% 2.50% 2.40% 2.16% 2.40% 
 -2% 2.74% 2.55% 2.45% 2.21% 2.45% 
 -1% 2.77% 2.57% 2.48% 2.23% 2.48% 132.81 

0% 2.80% 2.60% 2.50% 2.25% 2.50% 130.88 
1% 2.83% 2.63% 2.53% 2.27% 2.53% 128.95 
2% 2.86% 2.65% 2.55% 2.30% 2.55% 

 4% 2.91% 2.70% 2.60% 2.34% 2.60% 
 6% 2.97% 2.76% 2.65% 2.39% 2.65% 
 10% 3.08% 2.86% 2.75% 2.48% 2.75% 111.59 

   

                                                 
184 Sensitivity Analysis 
185 Sensitivity Analysis 
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10.4 VALUATION FORMULAS  
Equation 1: Formula for the equity cash flow valuation model 

 

Vo =  
FCFE1

(1 + r)1 +
FCFE2

(1 + r)2 + ⋯+  
FCFEn (1 + g)

(r − g)n  

 

Where:       

Vo  = Value of the company 

FCFE = Free cash flows to equity 

r = Cost of equity 

g = Long-term growth rate 

 

 

Equation 2: Formula for the dividend discount valuation model 

 

𝑉𝑉𝑜𝑜 =  �
𝑑𝑑𝑖𝑖𝑑𝑑𝑡𝑡

(1 + 𝑟𝑟)𝑡𝑡

𝑛𝑛

𝑡𝑡=1

+
𝑑𝑑𝑖𝑖𝑑𝑑𝑛𝑛    (1 + 𝑔𝑔)

(r − g)n  

       

Where: 

Vo  = The present value of the company 

divt  = Dividend at time t 

divn  = Expected dividend after the forecast period  

r = Discount rate in our case cost of equity 

g = Long-term growth  
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Equation 3: Formula for the residual income valuation model 

 

Vo= Bo + ∑ RI
(1+re )t

n
t=1 + RIn

(re−g)n =  Bo + ∑ (ROE t− re )Bt
(1+re )t

n
t=1  + (ROE t− re )Bn

(re−g)n  

       

 

Where: 

Vo  = The present value of the company 

Bo  = Current book value of the equity   

Bt  = Book value of equity at time t  

RI = Residual Income  

ROE = Return on equity 

re  = Cost of equity  

g = Long-term growth rate 

 

 

 

Equation 4: Formula for the justified price-to-book value valuation model 

 

P/BV (target) = (𝑅𝑅𝑅𝑅𝑅𝑅−𝑔𝑔)
(COE−g)

* BVPS*� 1
(1+𝑟𝑟)1

� * 1
(1+𝑟𝑟)2 ∗ … ∗ � 1

(1+𝑟𝑟)𝑛𝑛
� 

       

 

Where: 

P/BV = Price to book value 

ROE = Return on equity 

COE = Cost of equity 

g = Long term growth rate 

BVPS   = Book value Per Share  
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10.5 VALUATION MODELS IN EXCEL  
 
Figure A30. Macro and company assumptions and forecasts 
 

ASSUMPTIONS   2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
MARKET DATA                       
                        
Share price (As of 03.11.2009) 120                     
No of shares (m) - last fiscal year end 687                     
Market Capitalization (m DKK) 82,429                     
                        
MACRO ASSUMPTIONS Denmark                       
                        
Inflation (average)   1.10% 1.80% 1.90% 1.70% 3.40% 2.60% 2.00% 2.00% 2.00% 2.00% 
Nominal GDP growth   3.40% 4.20% 5.20% 3.30% 2.10% -0.90% 1.80% 3.00% 3.00% 3.00% 
Real GDP growth   2.30% 2.40% 3.30% 1.60% -1.30% -3.50% -0.20% 1.00% 1.00% 1.00% 
CB interest rate (lending rate, CDs)   2.15% 2.40% 3.75% 4.25% 3.75%           
Risk free rate    3.87% 3.40% 3.80% 4.30% 4.40% 4.20% 4.40% 4.20% 4.20% 4.20% 
                        
MACRO Forecasts Europe (EU27)                       
                        
Inflation (average)   2.30% 2.20% 2.20% 2.40% 3.40% 0.50% 1.10% 0.88% 1.15% 1.34% 
Nominal GDP growth   4.70% 4.30% 5.40% 5.20% 4.20% -3.70% 1.50% 2.38% 2.85% 3.84% 
Real GDP growth   2.40% 2.10% 3.20% 2.80% 0.80% -4.20% 0.40% 1.50% 1.70% 2.50% 
CB interest rate (year end)   2.00% 2.02% 2.69% 3.81% 3.83% 1.25%         
Risk free rate (DKR)   4.09% 3.39% 3.89% 4.43% 4.35% 3.44% 3.64% 3.44% 3.44% 3.44% 
                        
COMPANY ASSUMPTIONS                       
                        
Terminal growth rate 3.00%                     
Statutory tax rate 25.00%                     
Equity risk premium 5.39%                     
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Figure A31. Forecast of Income statement 
 
  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
INCOME STATEMENT                     
Interest income 67,639 88,904 106,724 133,767 150,405 154,017 142,722 135,317 136,725 140,260 
Interest expense 48,752 60,111 80,626 101,209 110,859 106,833 103,689 100,709 99,184 104,523 
Net interest income 18,887 28,793 26,098 32,558 39,546 47,184 39,033 34,608 37,541 35,737 
Growth %   52.45% -9.36% 24.75% 21.46% 19.31% -17.27% -11.34% 8.47% -4.80% 
                      
Net fees and commisions income 6,398 7,038 7,085 8,878 7,609 7,457 7,382 7,530 7,906 8,539 
Growth %   10.0% 0.7% 25.3% -14.3% -2.0% -1.0% 2.0% 5.0% 8.0% 
Net Trading income -437 3,895 6,758 5,959 -10,694 11,185 7,382 4,518 3,163 3,416 
Growth %   -991.3% 73.5% -11.8% -279.5% -204.6% -34.0% -38.8% -30.0% 8.0% 
Other operating income 1,785 3,776 5,412 4,845 4,667 4,854 5,048 5,250 5,460 5,678 
Growth %   111.5% 43.3% -10.5% -3.7% 4.0% 4.0% 4.0% 4.0% 4.0% 
Net premiums 0 15,252 16,182 17,089 19,250 20,424 21,670 22,992 24,395 25,883 
Growth %   0.0% 6.1% 5.6% 12.6% 6.1% 6.1% 6.1% 6.1% 6.1% 
Net insurance benefits 0 24,004 23,641 23,523 16,531 26,450 25,656 24,373 23,155 22,923 
Growth %   0.0% -1.5% -0.5% -29.7% 60.0% -3.0% -5.0% -5.0% -1.0% 
Total non-interest income 10,386 6,849 12,342 13,533 4,518 17,470 15,826 15,916 17,769 20,592 
Growth %   -34.1% 80.2% 9.6% -66.6% 286.7% -9.4% 0.6% 11.6% 15.9% 
Total income 29,273 35,642 38,440 46,091 44,064 64,654 54,860 50,525 55,309 56,330 
Growth %   21.8% 7.9% 19.9% -4.4% 46.7% -15.1% -7.9% 9.5% 1.8% 
                      
Staff and administration costs 14,184 17,030 18,095 22,564 23,316 24,015 24,736 25,478 26,497 27,557 
Depreciation and amortization 529 2,102 2,344 3,534 6,431 7,460 7,070 6,693 6,267 6,604 
Other operating costs 13 0 0 0 0 0 0 0 0 0 
Total operating expenses 14,726 19,132 20,439 26,098 29,747 31,476 31,806 32,171 32,765 34,161 
Growth %   29.9% 6.8% 27.7% 14.0% 5.8% 1.0% 1.1% 1.8% 4.3% 
Profit before loan impairment charges 14,547 16,510 18,001 19,993 14,317 33,178 23,054 18,353 22,545 22,168 
Growth %   13.5% 9.0% 11.1% -28.4% 131.7% -30.5% -20.4% 22.8% -1.7% 
                      
Loan impairment charges -18 0 0 687 12,088 28,719 16,433 9,562 8,758 6,631 
Profit before extraordinary items (after 
impairments) 14,565 16,510 18,001 19,306 2,229 4,459 6,621 8,791 13,787 15,537 
Growth %   13.4% 9.0% 7.2% -88.5% 100.1% 48.5% 32.8% 56.8% 12.7% 
                      
Income and profit from sale of associated 
undertakings 2,640 892 546 285 217 0 0 0 0 0 
Profit before tax 17,205 16,510 18,001 19,306 2,229 4,459 6,621 8,791 13,787 15,537 
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Growth %   -4.0% 9.0% 7.2% -88.5% 100.1% 48.5% 32.8% 56.8% 12.7% 
                      
Taxes 3,690 4,921 4,952 4,436 1,193 2,115 2,405 2,698 3,697 3,884 
Tax rate % 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 
Profit after tax 13,515 11,589 13,049 14,870 1,036 2,344 4,216 6,094 10,090 11,653 
Growth %   -14.3% 12.6% 14.0% -93.0% 126.3% 79.8% 44.5% 65.6% 15.5% 
                      
Minority interest 0 4 -12 57 25           
Growth %     -400.0% -575.0% -56.1%           
As % of after-tax profit                     

Net profit 13,515 11,589 13,049 14,870 1,036 2,344 4,216 6,094 10,090 11,653 

Growth %   -14.3% 12.6% 14.0% -93.0% 126.3% 79.8% 44.5% 65.6% 15.5% 
                      
Average number of shares (millions) - diluted 655 649 631 685 687 687 687 687 687 688 
EPS 20.62 17.84 20.67 21.71 1.51 3.41 6.14 8.87 14.69 16.94 
Growth %   -13.49% 15.81% 5.07% -93.05% 126.30% 79.81% 44.55% 65.59% 15.32% 
                      
Pay-out ratio (on headline earnings) 39% 55% 42% 40% 0% 0% 0% 80% 60% 60% 
DPS 8.1 9.8 8.6 8.7 0.0 0.0 0.0 7.1 8.8 10.2 
Dividend payment 5,277 6,383 5,416 5,940 0 0 0 4,875 6,054 6,992 
Share buybacks 5,000 0 0 0 0 0 0 0 0 1 
Total shareholders gains 10,277 6,383 5,416 5,940 0 0 0 4,875 6,054 6,993 
Dividend coverage (headline earnings) 61% 45% 58% 60% 100% 100% 100% 20% 40% 40% 
   



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

101 
 

Figure A32. Balance Sheet forecast 
 
  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
BALANCE SHEET                     
Loans and advances (net) 1,139,666 1,398,695 1,656,906 1,988,222 2,019,294 1,992,034 2,045,818 2,137,880 2,266,153 2,402,122 
Growth %   22.73% 18.46% 20.00% 1.56% -1.35% 2.70% 4.50% 6.00% 6.00% 
Due from credit institutions and central banks 230,690 274,918 275,268 345,959 215,823 248182 285393 309415 315112 320913 
Growth %   19.17% 0.13% 25.68% -37.62% 14.99% 14.99% 8.42% 1.84% 1.84% 
Cash in hand and demand deposits with central 
banks 7,741 13,881 12,319 13,861 16,379 20,423 25,464 31,751 30,163 28,655 
Growth %   79.32% -11.25% 12.52% 18.17% 24.69% 24.69% 24.69% -5.00% -5.00% 
Other interest-earning assets 238,431 288,799 287,587 359,820 232,202 268,605 310,857 341,166 345,275 349,568 
                      
Total interest-earning assets 1,378,097 1,687,494 1,944,493 2,348,042 2,251,496 2,260,638 2,356,676 2,479,046 2,611,428 2,751,690 
Growth % 0.0% 22.5% 15.2% 20.8% -4.1% 0.4% 4.2% 5.2% 5.3% 5.4% 
Average interest-earning assets 0 1,532,796 1,815,994 2,146,268 2,299,769 2,256,067 2,308,657 2,417,861 2,545,237 2,681,559 
Loans as % of total interest-earning assets 82.70% 82.89% 85.21% 84.68% 89.69% 88.12% 86.81% 86.24% 86.78% 87.30% 
                      
PP&E (tangible assets + investment property) 10,931 10,874 11,768 14,216 13,531 13,564 14,140 14,874 15,669 16,510 
Goodwill 447 7,626 7,384 29,296 25,094 15,000 15,000 15,000 15,000 15,000 
Trading portfolio assets 422,547 444,521 490,954 652,137 860,788 776,893 716,036 726,879 770,492 816,722 
Financial investment securities 31,505 28,712 26,338 37,651 140,793 135,638 117,834 99,162 104,457 110,068 
Assets under insurance contracts 163,205 188,342 194,302 190,223 181,259 219,124 225,040 235,167 249,277 264,233 
Assets under pooled schemes and unit linked 
contracts 29,207 35,676 39,602 40,758 34,635 39,841 40,916 42,758 56,654 60,053 
Other assets 16,568 28,800 24,520 37,207 36,378 35,857 35,802 37,413 38,525 40,836 
Total non-interest earning assets 674,410 744,551 794,868 1,001,488 1,292,478 1,235,916 1,164,769 1,171,253 1,250,073 1,323,422 
TOTAL ASSETS 2,052,507 2,432,045 2,739,361 3,349,530 3,543,974 3,496,554 3,521,444 3,650,299 3,861,501 4,075,112 

Growth %   18.5% 12.6% 22.3% 5.8% -1.3% 0.7% 3.7% 5.8% 5.5% 
Average total assets   2,242,276 2,585,703 3,044,446 3,446,752 3,520,264 3,508,999 3,585,872 3,755,900 3,968,306 
                      
Deposits 487,863 631,184 702,943 923,995 874,690 851,073 828,094 844,863 867,675 898,911 
Growth % 0.0% 29.4% 11.4% 31.4% -5.3% -2.7% -2.7% 2.0% 2.7% 3.6% 
Other interest-bearing liabilities 976,023 1,166,137 1,342,502 1,598,439 1,568,866 1,580,565 1,537,890 1,501,979 1,542,533 1,598,064 
Growth % 0.0% 19.5% 15.1% 19.1% -1.9% 0.7% -2.7% -2.3% 2.7% 3.6% 
Total interest-bearing liabilities 1,463,886 1,797,321 2,045,445 2,522,434 2,443,556 2,431,638 2,365,984 2,346,843 2,410,207 2,496,975 
Growth % 0.0% 22.8% 13.8% 23.3% -3.1% -0.5% -2.7% -0.8% 2.7% 3.6% 
Average interest-bearing liabilities   1,630,604 1,921,383 2,283,940 2,482,995 2,437,597 2,398,811 2,356,413 2,378,525 2,453,591 
Deposits as % of interest-bearing liabilities 33.33% 35.12% 34.37% 36.63% 35.80% 35.00% 35.00% 36.00% 36.00% 36.00% 



Master Thesis         Strategic Valuation of Danske Bank Group  M Sc.AEF 
  
  

102 
 

                      
Trading Portfolio liabilities 215,807 212,042 236,524 331,547 623,290 553198 496857 464675 433837 449455 
Deposits under pooled-scheme and unit-linked 35,944 42,287 46,983 50,260 41,827 34043 33124 33795 39045 40451 
Liabilities under insurance contracts 191,149 211,834 215,793 213,419 210,988 204258 198743 202767 208242 215739 
Subordinated debt 33,698 43,837 48,951 59,025 57,860 83860 83860 83860 68260 52660 
                      
Other liabilities 45,050 50,214 50,493 68,490 68,206 88,966 238,070 412,334 591,847 705,109 
Total non-interest bearing liabilities 521,648 560,214 598,744 722,741 1,002,171 964,325 1,050,653 1,197,431 1,341,232 1,463,414 
                      
TOTAL LIABILITIES 1,985,534 2,357,535 2,644,189 3,245,175 3,445,727 3,395,963 3,416,637 3,544,273 3,751,439 3,960,389 
Growth % 0.00% 18.74% 12.16% 22.73% 6.18% -1.44% 0.61% 3.74% 5.85% 5.57% 
                      
Minority interest 267 47 46 132 22           
As % of equity                     
SHAREHOLDERS' EQUITY 66,973 74,510 95,172 104,355 98,247 100,591 104,807 106,026 110,062 114,723 
Growth % 0.00% 11.25% 27.73% 9.65% -5.85% 2.39% 4.19% 1.16% 3.81% 4.24% 
BVPS (equity/number of shares) 102.2 114.7 150.7 152.4 143.0 146.4 152.6 154.4 160.2 166.8 
                      
TOTAL LIABILTIES AND EQUITY 2,052,507 2,432,045 2,739,361 3,349,530 3,543,974 3,496,554 3,521,444 3,650,299 3,861,501 4,075,112 

check 0 0 0 0 0 0 0 0 0 0 
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Forecast A33. Forecast key figures 
 
  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
PROFIT AND LOSS (growth % )                     
Total interest income   31.44% 20.04% 25.34% 12.44% 2.40% -7.33% -5.19% 1.04% 2.59% 
Interest income on loans   173.75% 41.95% 58.82% 24.65% 9.69% -19.47% 0.16% 1.64% -1.57% 
Interest income on other interest earning assets 9.84% 11.76% 9.25% 3.91% -3.70% 4.25% -9.13% 0.56% 6.00% 
Total interest expense   23.30% 34.13% 25.53% 9.53% -3.63% -2.94% -2.87% -1.51% 5.38% 
Interest expense on deposits   41.95% 41.19% 53.93% 33.26% -6.40% -9.65% -4.20% -7.87% 14.62% 
Interest expense on other interest-bearing liabilities 20.54% 32.90% 20.28% 3.92% -2.79% -0.98% -2.52% 0.15% 3.16% 
Net Interest Income 0.00% 52.45% -9.36% 24.75% 21.46% 19.31% -17.27% -11.34% 8.47% -4.80% 
                      
Net fees & commissions growth %   10% 0.67% 25% -14% -2% -1% 2% 5% 8% 
Trading income as % of fees & commissions income -7% 55% 95% 67% -141% 150% 100% 60% 40% 40% 
Other operating income as % of other assets 12% 14% 25% 14% 15% 4% 4% 4% 4% 4% 
                      
Net premiums   0.00% 6.10% 5.60% 12.65% 6.10% 6.10% 6.10% 6.10% 6.10% 
Net Insurance benefits   0.00% -1.51% -0.50% -29.72% 60.00% -3.00% -5.00% -5.00% -1.00% 
                      
Staff and administration expenses   20.06% 6.25% 24.70% 3.33% 3% 3% 3% 4% 4% 
Depreciation and amortisation as % of PP&E 4.84% 19.33% 19.92% 24.86% 47.53% 55% 50% 45% 40% 40% 
Impairment charge as % of interest-earning assets 0.00% 0.00% 0.00% 0.03% 0.54% 1.25% 0.70% 0.40% 0.35% 0.25% 
Income from associated undertakings   -85.05% 12.10% -26.74% -23.86% 0% 0% 0% 0% 0% 
                      
BALANCE SHEET                       
                      
PP&E growth %   -0.52% 8.22% 20.80% -4.82% 0.24% 4.25% 5.19% 5.34% 5.37% 
As % of interest-earning assets 0.79% 0.64% 0.61% 0.61% 0.60% 0.60% 0.60% 0.60% 0.60% 0.60% 
                      
As % of Loans and advances                     
Trading portfolio assets  37.08% 31.78% 29.63% 32.80% 42.63% 39.00% 35.00% 34.00% 34.00% 34.00% 
Financial investment securities  2.76% 2.05% 1.59% 1.89% 6.97% 6.00% 5.00% 4.00% 4.00% 4.00% 
Assets under insurance contracts  14.32% 13.47% 11.73% 9.57% 8.98% 11.00% 11.00% 11.00% 11.00% 11.00% 
Assets under pooled schemes and unit linked investment 
contracts  2.56% 2.55% 2.39% 2.05% 1.72% 2.00% 2.00% 2.00% 2.50% 2.50% 
Other assets growth % 1.45% 2.06% 1.48% 1.87% 1.80% 1.80% 1.75% 1.75% 1.70% 1.70% 
                      
As % of deposits                     
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Trading Portfolio liabilities 44.24% 33.59% 33.65% 35.88% 71.26% 65.00% 60.00% 55.00% 50.00% 50.00% 
Deposits under pooled scheme and unit linked investment 
contracts 7.37% 6.70% 6.68% 5.44% 4.78% 4.00% 4.00% 4.00% 4.50% 4.50% 
Liabilities under insurance contracts 39.18% 33.56% 30.70% 23.10% 24.12% 24.00% 24.00% 24.00% 24.00% 24.00% 
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Figure A34.NII and NIM model 
 

  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
Net interest income (NII) 18,887 28,793 26,098 32,558 39,546 47,184 39,033 34,608 37,541 35,737 
Total interest earning assets 1,378,097 1,687,494 1,944,493 2,348,042 2,251,496 2,343,569 2,351,515 2,429,409 2,575,174 2,729,684 
Average total interest earnings 
assets   1,532,796 1,815,994 2,146,268 2,299,769 2,297,532 2,347,542 2,390,462 2,502,292 2,652,429 
Net Interest Margin   1.88% 1.44% 1.52% 1.72% 2.05% 1.66% 1.45% 1.50% 1.35% 
          

 
          

Yield on average loans    1.92% 2.27% 3.02% 3.42% 3.75% 3.00% 2.90% 2.80% 2.60% 
Yield on average other interest-
earning assets    24.47% 25.01% 24.33% 27.65% 27.00% 25.00% 25.00% 25.00% 25.00% 
Interest income as % of average 
interest earning assets   5.80% 5.88% 6.23% 6.54% 6.70% 6.08% 5.66% 5.46% 5.29% 
Rate on average deposits   1.59% 1.89% 2.38% 2.87% 2.80% 2.60% 2.50% 2.25% 2.50% 
Rate on average other interest 
bearing liabilities   4.78% 5.42% 5.57% 5.37% 5.25% 5.25% 5.25% 5.25% 5.25% 
Interest expense as % of average 
interest bearing liabilities   3.69% 4.20% 4.43% 4.46% 4.38% 4.32% 4.27% 4.17% 4.26% 
Interest spread   2.11% 1.68% 1.80% 2.08% 2.32% 1.76% 1.39% 1.29% 1.03% 
                      
Loans  1,139,666 1,398,695 1,656,906 1,988,222 2,019,294 1,992,034 2,045,818 2,137,880 2,266,153 2,402,122 
Growth in loans %   22.73% 18.46% 20.00% 1.56% -1.35% 2.70% 4.50% 6.00% 6.00% 
Loan growth/ Nominal GDP growth    5.41 3.55 6.06 0.74 1.5 1.5 1.5 2 2 
Average loans (net)   1,269,181 1,527,801 1,822,564 2,003,758 2,005,664 2,018,926 2,091,849 2,202,017 2,334,138 
                      
Other interest earning assets  238,431 288,799 287,587 359,820 232,202 351,535 305,697 291,529 309,021 327,562 
Growth %   21.12% -0.42% 25.12% -35.47% 51.39% -13.04% -4.63% 6.00% 6.00% 
Other interest earning assets as % 
of total interest-earning assets 17.30% 17.11% 14.79% 15.32% 10.31% 15% 13% 12% 12% 12% 
Average other interest-earning 
assets   263,615 288,193 323,704 296,011 291,869 328,616 298,613 300,275 318,292 
                      
Total interest-bearing assets 1,378,097 1,687,494 1,944,493 2,348,042 2,251,496 2,343,569 2,351,515 2,429,409 2,575,174 2,729,684 
Average Total interest-bearing 
assets   1,532,796 1,815,994 2,146,268 2,299,769 2,297,532 2,347,542 2,390,462 2,502,292 2,652,429 
                      
Breakdown of Interest Income                     
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Interest income on loans 8,913 24,399 34,635 55,008 68,570 75,212 60,568 60,664 61,656 60,688 
Growth %   173.75% 41.95% 58.82% 24.65% 9.69% -19.47% 0.16% 1.64% -1.57% 
Interest income on other interest 
earning assets 58,726 64,505 72,089 78,759 81,835 78,805 82,154 74,653 75,069 79,573 
Growth %   9.84% 11.76% 9.25% 3.91% -3.70% 4.25% -9.13% 0.56% 6.00% 
Total interest income 67,639 88,904 106,724 133,767 150,405 154,017 142,722 135,317 136,725 140,260 
Growth %   31.44% 20.04% 25.34% 12.44% 2.4% -7.3% -5.2% 1.0% 2.6% 
                      
Total average assets   2,242,276 2,585,703 3,044,446 3,446,752 3,520,264 3,508,999 3,585,872 3,755,900 3,968,306 
                      
Loans/deposits 233.60% 221.60% 235.71% 215.18% 230.86% 234.06% 247.05% 253.04% 261.18% 267.23% 
Deposit growth/ loan growth   129.25% 61.58% 157.26% -341.44% 200% -100% 45% 45% 60% 
                      
Deposits  487,863 631,184 702,943 923,995 874,690 851,073 828,094 844,863 867,675 898,911 
Growth % of deposits    29.38% 11.37% 31.45% -5.34% -2.70% -2.70% 2.03% 2.70% 3.60% 
Average deposits   559,524 667,064 813,469 899,343 862,882 839,584 836,479 856,269 883,293 
                      
Other interest-bearing liabilities  976,023 1,166,137 1,342,502 1,598,439 1,568,866 1,580,565 1,537,890 1,501,979 1,542,533 1,598,064 
Growth %   19.48% 15.12% 19.06% -1.85% 0.75% -2.70% -2.34% 2.70% 3.60% 
As % of total interest-bearing 
liabilities 66.67% 64.88% 65.63% 63.37% 64.20% 65% 65% 64% 64% 64% 
Average other interest-bearing 
liabilities   1,071,080 1,254,320 1,470,471 1,583,653 1,574,715 1,559,227 1,519,934 1,522,256 1,570,298 
                      
Total interest-bearing liabilities 1,463,886 1,797,321 2,045,445 2,522,434 2,443,556 2,431,638 2,365,984 2,346,843 2,410,207 2,496,975 
Growth %   22.78% 13.81% 23.32% -3.13% -0.49% -2.70% -0.81% 2.70% 3.60% 
Average total interest-bearing 
liabilities   1,630,604 1,921,383 2,283,940 2,482,995 2,437,597 2,398,811 2,356,413 2,378,525 2,453,591 
Total average liabilities   2,171,535 2,500,862 2,944,682 3,345,451 #REF! #REF! #REF! #REF! #REF! 
                      
Breakdown of Interest Expense                     
Interest expense on deposits 6,279 8,913 12,584 19,371 25,813 24,161 21,829 20,912 19,266 22,082 
Growth %   41.95% 41.19% 53.93% 33.26% -6.40% -9.65% -4.20% -7.87% 14.62% 
Interest expense on other interest-
bearing liabilities 42,473 51,198 68,042 81,838 85,046 82,673 81,859 79,797 79,918 82,441 
Growth %   20.54% 32.90% 20.28% 3.92% -2.79% -0.98% -2.52% 0.15% 3.16% 
Total interest expense 48,752 60,111 80,626 101,209 110,859 106,833 103,689 100,709 99,184 104,523 
Growth %   23.30% 34.13% 25.53% 9.53% -3.63% -2.94% -2.87% -1.51% 5.38% 
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Figure A35. Value driver summary 
 

  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
Loan growth %   22.73% 18.46% 20.00% 1.56% -1.35% 2.70% 4.50% 6.00% 6.00% 
Loans/ total interest-earning assets 82.70% 82.89% 85.21% 84.68% 89.69% 85.00% 87.00% 88.00% 88.00% 88.00% 
Growth in total interest-earning 
assets   22.45% 15.23% 20.75% -4.11% 4.09% 0.34% 3.31% 6.00% 6.00% 
Deposit growth %   29.38% 11.37% 31.45% -5.34% -2.70% -2.70% 2.03% 2.70% 3.60% 
Deposits/ total interest-bearing 
liabilities 33.33% 35.12% 34.37% 36.63% 35.80% 35.00% 35.00% 36.00% 36.00% 36.00% 
Growth in total interest-bearing 
liabilities   22.78% 13.81% 23.32% -3.13% -0.49% -2.70% -0.81% 2.70% 3.60% 
                      
Loans/deposits ratio 233.60% 221.60% 235.71% 215.18% 230.86% 234.06% 247.05% 253.04% 261.18% 267.23% 

Deposit growth/ loan growth   129.25% 61.58% 157.26% 
-

341.44% 200.00% 
-

100.00% 45.00% 45.00% 60.00% 
                      
Yield on average total interest-
earning assets   5.80% 5.88% 6.23% 6.54% 6.70% 6.08% 5.66% 5.46% 5.29% 
Yield on average total interest-
bearing liabilities   3.69% 4.20% 4.43% 4.46% 4.38% 4.32% 4.27% 4.17% 4.26% 
Interest spread    2.11% 1.68% 1.80% 2.08% 2.32% 1.76% 1.39% 1.29% 1.03% 
                      
NIM %   1.88% 1.44% 1.52% 1.72% 2.05% 1.66% 1.45% 1.50% 1.35% 
Fees & commisions growth %   10.00% 0.67% 25.31% -14.29% -2.00% -1.00% 2.00% 5.00% 8.00% 
Fees and commisions as % of 
total income 21.86% 19.75% 18.43% 19.26% 17.27% 11.53% 13.46% 14.90% 14.29% 15.16% 
                      
NII as % of total income 64.52% 80.78% 67.89% 70.64% 89.75% 72.98% 71.15% 68.50% 67.87% 63.44% 
Operating expenses growth %    29.92% 6.83% 27.69% 13.98% 5.81% 1.05% 1.15% 1.84% 4.26% 
Operating expenses/ total average assets 0.85% 0.79% 0.86% 0.86% 0.89% 0.91% 0.90% 0.87% 0.86% 
Staff costs/ total operating expenses 96.32% 89.01% 88.53% 86.46% 78.38% 76.30% 77.77% 79.19% 80.87% 80.67% 
                      
Cost/ income ratio 50.31% 53.68% 53.17% 56.62% 67.51% 48.68% 57.98% 63.67% 59.24% 60.65% 
                      
Interest-earning assets/ total assets 67.14% 69.39% 70.98% 70.10% 63.53% 67.03% 66.78% 66.55% 66.69% 66.98% 
Growth in total assets %   18.49% 12.64% 22.27% 5.81% -1.34% 0.71% 3.66% 5.79% 5.53% 
Equity/Assets 3.26% 3.06% 3.47% 3.12% 2.77% 2.88% 2.98% 2.90% 2.85% 2.82% 
Dividend payout ratio 39.05% 55.08% 41.51% 39.95% 0.00% 0.00% 0.00% 80.00% 60.00% 60.00% 
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Provision charge as % of average 
interest-earning assets 0.00% 0.00% 0.00% 0.03% 0.54% 1.25% 0.70% 0.40% 0.35% 0.25% 
                      
Per share data                     
BVPS 102.2 114.7 150.7 152.4 143.0 146.4 152.6 154.4 160.2 166.8 
EPS 20.62 17.84 20.67 21.71 1.51 3.41 6.14 8.87 14.69 16.94 
                      
Income breakdown                     
Total income 29,273 35,642 38,440 46,091 44,064 64,654 54,860 50,525 55,309 56,330 
Fees & Commisions 21.86% 19.75% 18.43% 19.26% 17.27% 11.53% 13.46% 14.90% 14.29% 15.16% 
Trading/Tot income -1.49% 10.93% 17.58% 12.93% -24.27% 17.30% 13.46% 8.94% 5.72% 6.06% 
Net interest income 64.52% 80.78% 67.89% 70.64% 89.75% 72.98% 71.15% 68.50% 67.87% 63.44% 
Other 6.10% 10.59% 14.08% 10.51% 10.59% 7.51% 9.20% 10.39% 9.87% 10.08% 
Total 90.98% 122.05% 117.98% 113.34% 93.34% 109.32% 107.27% 102.73% 97.76% 94.75% 
                      
Operating costs breakdown                     
Total operating costs 14,726 19,132 20,439 26,098 29,747 31,476 31,806 32,171 32,765 34,161 
Staff and administration 96.32% 89.01% 88.53% 86.46% 78.38% 76.30% 77.77% 79.19% 80.87% 80.67% 
Depreciation 3.59% 10.99% 11.47% 13.54% 21.62% 23.70% 22.23% 20.81% 19.13% 19.33% 
Other operating costs 0.09% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 
Total  100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

 
 
 
Figure A36. Cost of equity 
 

  2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 
Risk free rate in 
DKK 4.2% 3.4% 3.8% 4.3% 4.4% 4.2% 4.4% 4.2% 4.2% 4.2% 
Equity Risk 
Premium 5.39% 5.39% 5.39% 5.39% 5.39% 5.39% 5.39% 5.39% 5.39% 5.39% 
Beta 0.99 0.99 0.99 0.99 0.99 0.99 0.99 0.99 0.99 0.99 
Cost of Equity 9.54% 8.74% 9.14% 9.64% 9.74% 9.54% 9.74% 9.54% 9.54% 9.54% 
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Figure A37. Valuation models 
 
      2009E 2010E 2011E 2012E 2013E 
                
Month factor 12             
Year factor 2009             
                
Cash Flow to Equity Model               
Net income     2,344 4,216 6,094 10,090 11,653 
                
                
Decrease/Increase in Assets     -47,420 24,890 128,855 211,202 213,611 
Decrease/Increase in Liabilities     -49,764 20,674 127,636 207,166 208,950 
Decrease/increase in Equity     2,344 4,216 1,219 4,036 4,661 
                
Cash flow to equity     0 0 4,875 6,054 6,992 
Cost of Equity     9.54% 9.74% 9.54% 9.54% 9.54% 
Discount factor     1.000 0.911 0.832 0.760 0.693 
                
Net Income     2,344 4,216 6,094 10,090 11,653 
Capital reserves     0 996 5,154 8,448 8,544 
Cash flows after capital reserves     1,018 3,220 939 1,642 3,109 
                
Sum of PV of FCFE  13,502             
Terminal value 110,182             
PV of terminal value 76,399             
Total Equity value 89,901             
Number of shares 687             
Fair value per share 130.88             
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Dividend Discount Model               
Dividends     0 0 4,875 6,054 6,992 
Cost of equity     9.54% 9.74% 9.54% 9.54% 9.54% 
Discount factor     1.000 0.911 0.832 0.760 0.693 
PV of dividends     0 0 4,056 4,598 4,848 
                
                
Sum of PV of dividends today 13,502             
FV of terminal value 110,182             
PV of terminal value 76,399             
Total value 89,901             
No of shares 686.905802             
Value per share 130.88             
  
Residual Income Model               
                
ROE (beginning equity)     2.39% 4.19% 5.81% 9.52% 10.59% 
Cost of equity     9.54% 9.74% 9.54% 9.54% 9.54% 
Residual income %     -7.15% -5.55% -3.72% -0.02% 1.05% 
Equity     100,591 104,807 106,026 110,062 114,723 
Residual income     -7,192 -5,812 -3,946 -21 1,206 
Discount factor     1.00 0.91 0.83 0.76 0.69 
PV of residual income     -7,192 -5,296 -3,283 -16 837 
                
Sum of PV of residual income -14,951             
FV of terminal value 19,012             
PV of terminal value 13,183             
Beginning Equity 100,591             
Total value 98,823             
No of shares 687             
Value per share 143.87             
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Justified P/BV Model               
                
Long term sustainable ROE 10.59%             
Long term sustainable growth 3.00%             
Long term cost of equity 9.54%             
                
Target P/BV at end of forecasting horizon 1.16             
                
Fair value per share - end of forecasting horizon 193.60             
                
Cost of equity     9.54% 9.74% 9.54% 9.54% 9.54% 
Dividend yield     0.00% 0.00% 5.91% 7.34% 8.47% 
Cost of carry     9.54% 9.74% 3.62% 2.19% 1.07% 
Discount factor     1.00 0.91 0.88 0.86 0.85 
Target price 113.69             
                
  
 
Figure A38. Share prices and current and 12 month upside % 
  Current price Fair value Upside 12 months fair value Upside 
Cash Flow to Equity 120 130.9 9.1% 143.5 19.6% 
Dividend Discount Model 120 130.9 9.1% 143.5 19.6% 
Residual Income Model 120 143.9 19.9% 157.7 31.4% 
Target P/BV Model 120 113.7 -5.3% 124.6 3.9% 
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10.6 DESCRIPTION OF THE VALUATION MODELS IN EXCEL 
This part will present the valuation model in and describe what is in the different Excel sheets. The 

valuation model consists of 13 sheets or 12 if the start page is not counted. The valuation models 

excel sheet was inspired from the valuation of Cecilie Irene and Rikke Jacobsen on Jyske Bank186

 

. 

Assumptions 

The first sheet contains the assumptions on the Danske Bank Group, the macro assumptions about 

Denmark and the EU27 countries which include the Baltics and Ireland. The addition of the latter is 

to reflect that Danske Bank is an international operating company. So maybe the macro 

assumptions about the EU should be used instead. In this case the figures from Denmark have been 

used, as a large part of the revenue is from Denmark. The market data about share price, number of 

shares is also collected.  

 

Market Data 

The market data is collected on Reuters. The share price and number of shares are used in the 

valuation model to determine the value per share of Danske Bank and see the potential upside or 

downside of the share. 

 

Macro Assumptions 

The source of this data is many: the CIA Worldfactbook, Nordea, The Danish Ministry of Foreign 

Affairs, The Economist Intelligence Unit and the IMF outlook. The GDP growth assumptions are 

used to calculate the loan growth to GDP growth that is used to calculate the amount of loans in the 

NII and NIM model. The risk free rate is used to calculate the cost of equity using the CAPM model 

 

Company assumptions 

The data here is collected in the macro assumptions of Denmark (terminal growth rate). The equity 

risk premium is calculated in another sheet and the statutory tax rate is by my own knowledge. The 

terminal growth rate is used for the calculation of the terminal value in the valuation model. The tax 

rate is used to calculate the amount of tax that the company needs to pay at each forecasted years 

and the equity risk premium is based on my calculations. 

  

                                                 
186 An investigation of the investor’s optimal resource allocation when valuing commercial banks, Master Thesis (2008) 
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Historical P&L and Balance Sheet  

This sheet just shows the financial statements of the Group before the forecast period. The 

statements that are of reliance are the Income Statement and the Balance Sheet which comes next.  

 

P&L forecast 

This sheet contains the historical as well as forecast numbers for Danske Bank Income Statement 

from 2009 to 2013. The Income Statement is re-organised to show the key contributors figures to 

the income and expenses figures. The growth figures of each headlines is also calculated and the 

main headlines are highlighted.  

 

BS Forecast 

This sheet is similar to the previous one. It shows the historical as well as forecast figures of the 

Balance sheet Statement from 2009 to 2013. Also here growth figures are calculated and the main 

headlines are highlighted.  

 

Forecast 

This sheet contains the main historical and forecast figures in the P&L and Balance Sheet of the 

items that are not related to interest such as non-interest earning assets and non-interest-bearing 

liabilities. In the Income Statement, non-interest income and non-interest expense (operating 

expenses and loan impairment charges.  

 

NII and NIM model 

This sheet is essential as it forecasts the interest income and expense from 2009 to 2013 which are 

used in the P&L sheet. In addition the interest related items of the Balance sheet are calculated such 

as loans, deposits, interest-earning assets and interest-bearing liabilities. Loans and deposits are 

separated and forecasted with yield and rates that differ which constitute the traditional banking 

model.  

 

In addition the loans are separated from other interest-earning assets to show that they have 

different yield. Interest income is divided into interest stemming from loans and other interest-

earning assets. Deposits are also separated from other interest-bearing assets similarly. Thus interest 
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expense comes from deposits and other interest-bearing liabilities. This distinction permits a more 

accurate calculation of the interest income and expense that are significant items. 

 

This sheet shows the historical as well as forecast of the main items used in the Balance Sheet and 

P&L Statement. The historical yield, rates and spread are calculated using the historical numbers. 

They are then forecasted from here by using industry analysis and macro economic analysis done 

previously. 

The first part is about the lending side of the business. The level of loans and other-interest earning 

assets are calculated which are used in the Balance Sheet and for calculating the interest income and 

income on other interest-earning assets. The relationship between loan growth and GDP growth is 

used as a forecast item. 

The second part is about the deposits and other interest-bearing liabilities which will be forecasted. 

As well here the level of deposits and other interest-bearing liabilities are calculated and forecasted 

by using the deposit growth/loan growth ratio 

 

Value Drivers Summary 

This section is just an overview of the key value drivers in the model. They show if there are 

consistency in the data when compared to the historical development. The sheet also shows a 

breakdown of total income into the main income contributors (fees and commissions, trading, net 

interest and other). Operating costs are also detailed and share data such as BVPS and EPS.  

 

Cost of Equity 

The cost of equity is calculated based on the CAPM model (capital asset pricing model). The risk 

free rate is the interest on a 10-year government bond taken from the Danish ministry of Foreign 

Affairs. The cost of equity is used extensively in the valuation models to represent the opportunity 

cost and time value of money. 

 

Valuation 

This sheet shows the four main valuation models used in the thesis and takes the output of all other 

sheets. The models are disposed by importance, the cash flow to equity being the main one. All 

other models show that there are different ways to value a firm and depending on the method a 

different value can be arrived at. The month factor is to find the present value at the present time 
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and not the one back in January. That is why the discount rate are calculated using the monthly 

factor.  

 

Ratios 

This sheet shows the key ratios that are calculated on the historical and forecast period as well. The 

sheet is divided into three sections. First profitability ratios are calculated, then 3 absolute 

valuations models price results are shown compared to the price in June selected in the assumptions. 

They show if there is an upside or downside potential in the stock compare to June Then the 

valuation of the company is done at market and at fair value which are done using the price of June 

and the one which has been calculated with the valuation model. 

 

Results 

The last sheet shows the valuation models results, which can be seen in the ratios sheet, in 

summarizing table.  
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10.7 THE FINANCIAL CRISIS 

The aim of this part is to talk about the causes of the crisis and also describe the development of it in order to 

find out how the crisis affected the bank and how it can affect its future. 

 

How did it start? 
The Financial crisis started in the USA in the subprime housing sector. Historically this sector was refused 

access to mortgage loans due to their low level of creditworthiness. Nevertheless from 1997 the US congress 

embarked in a project to allow housing for the group of people that had difficulties in receiving those credits 

earlier. They were classified into the subprime segment their names referring to the fact that they of a lower 

quality than the normal mortgage loans. As many other crisis this one was followed by an unsustainable 

increase of prices in other terms a bubble. From 1997 to 2006 the price of a typical American house 

increased by 124%187

First there is the fact that the interest rates were very low due to the FED effort in trying to revive the 

economy after the Dot com crisis in implementing an expansionary policy. In addition there were large 

inflows of foreign funds into the United States from country such as China and Japan which lead to 

excessive liquidity in the market. This contributed to lax or inappropriate lending standards by the banks and 

to the unattractiveness of savings accounts. As a result other financial assets such as equities and real estate 

became flooded with money pouring out of low interests’ investments. The low interest rates also 

encouraged already highly indebted American consumers to take on more debt. US household debt as a 

percentage of income rose to 127% at the end of 2007 compared to 77% 1990

. There are many factors which contributed to building this bubble. 

188

 

. A culture of consumerism 

was created where consumers were saving less and both borrowing and saving more.  

Psychological factors have also played a big role in creating the housing bubble. Housing prices were 

believed to continue to increase and therefore consumers where ready to overbid on house prices and even 

buy them at overvalued prices. Moreover it became a trend to own houses no matter your financial situation 

so consumers where less critical of taking on long term loans that due to over optimism they believed they 

could repay.  

 

The easy access to credit and the surge in house prices led to a construction boom and to a surplus of houses 

which eventually declined. The belief that house prices was always increasing led many to take on adjustable 

mortgage rates (ARM) which offered low interest rates for some period and high interest rates for the rest of 

the mortgage’s term. The majority (80%) of the subprime loans were ARM (adjustable rates mortgages) with 

lower interest rates for the first years. But it was not until 2007 when house prices began to decline that the 
                                                 
187 http://www.economist.com/specialreports/displaystory.cfm?story_id=9972489 
188 http://www.economist.com/world/unitedstates/displaystory.cfm?story_id=12637090 
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problems started for subprime borrowers. Refinancing became more difficult and the ARM rates were reset 

higher which increased the number of delinquencies. Defaults and foreclosures increased dramatically as 

easy initial terms expired, homes prices failed to go up and interest rates were reset at higher rates. By 

September 2008 housing prices declined by 20% from their peak189

This unexpected decline lead borrowers’ home equity to fall to zero or even to be negative meaning that their 

mortgage was more costly than the value of their homes. Naturally borrowers started to default on their loans 

and the amount of foreclosures increases the amount of houses available for sales. This put further pressure 

on the price of houses and contributed to the bust of the bubble. 

.  

 

How the financial crisis affected Banks? 
After seeing the different parties that contributed to the crisis above it is not difficult to understand how the 

subprime crisis affected the rest of the economy and reached every country on the globe. The effects were 

largely felt in the financial sectors at first and within that sector it was the mortgage institutions and 

investment banks that were on the frontline. The reason for the latter to be the first to fall is due to their high 

leverage and exposure to MBS and CDOs products which they were selling to each other. During the last 

quarter of 2008 the five largest Investment either went bankrupt (Lehman Brothers), bought by out by other 

banks (Merrill Lynch, Bear Stearns) or change their status to commercial banks(Morgan Stanley, Goldman 

Sachs) subjecting themselves to leverage restrictions. When the value of their holding in the mortgage 

exposed products started to go down the investment banks had to write them down in their balance sheet 

which led a bigger proportion of debt relative to their assets. 

 

Characteristics of the Danish mortgage market 
The Danish housing market is very particular and special from other European mortgage markets. In 

Denmark only the mortgage credit institutions are allowed to grant loans for mortgages almost exclusively 

by issuing mortgage bonds. In 2007 there were eight mortgage credit institutions that are owned by 

commercial banks. Since 1989 the Danish Mortgage Act has permitted them to own mortgage credit 

institutions. The Danish mortgage market is one of the most concentrated markets in Europe with the top 

biggest lenders holding 95% of the entire market share. This is only comparable to Sweden which is similar 

and Poland where they hold 80%190

The Danish bond market is viewed as very effective in transferring the market risk from the mortgage 

institutions to the bond investors through a balance principle. The later imposes a strict matching rule 

between the assets (mortgage loans) and the liabilities (mortgage bonds). This means that each new loans in 

funded by the issuance of new mortgage bonds of equal size and identical cash flow characteristics. This 

.  

                                                 
189 http://www.economist.com/finance/displaystory.cfm?story_id=12470547 
190 www.imf.org/external/pubs/ft/scr/2007/cr07123.pdf 
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would mean that there was a perfect match between the assets and the liabilities with respect to interest rate 

and maturity characteristics.  

However in 2000 there were amendments to the Mortgage Credit Act which relaxed the strict matching 

requirements imposed on individual loans and instead specific requirements where introduced on interest, 

liquidity, exchange and counterparty risks. This allowed for more product innovation subject to strict rules 

defined by the Mortgage Credit Act. For example 60 percent of the capital base and reserves must be 

invested in listed bonds and real estate companies should not represent more than 20 percent of their capital 

base. Therefore the risk assumed by mortgage institutions is mainly limited to the credit risk. The latter 

consists of two parts: the risk that the borrower defaults on the loans and the value of the property does not 

match the outstanding amount of the loan. With new types of loans such as deferred amortisation the credit 

risk is higher since repayments are postponed in the future.  

 

Differences with the US mortgage market191

In an article by George Soros he praises the Danish mortgage model that he sees as an example for the US 

market. Comparing it with the US market one can understand why the crisis has not been so harsh as in the 

US despite the fact that some of the same market mechanisms where at play (overpriced housing markets, 

high deposit deficits, lax lending behaviour of banks) as described in the below section.  For now let us see 

the advantages of the Danish mortgage market compared to the US: 

: 

• The mortgage market is an open system in which all mortgage originators can participate on equal 

terms whereas in the US the existence of GSE is GSEs have a monopolistic position. 

• Mortgage originators are required to retain credit risk and to perform the servicing functions.  

• The bonds are standardised which allow for a large and liquid market. 

•  Homeowners can retire mortgages by buying an equivalent face amount bond at market price which 

avoids that they end up with negative equity of their homes. 

• The balance principle prevails and every mortgage is converted into a security of the same amount. 

In conclusion one can say that the Danish mortgage market has not been so affected by the financial crisis 

due to the strong principles on which it relies. The balance principle and the fact that MCI are limited on 

their investment strategy ensure that they do not face so many risks other than the credit risk on the bonds. 

The recent amendment in 2000 to the Mortgage Credit Act has been the cause of more risk borne by the 

MCIs and imposed less flexibility in the management of their assets and liabilities. It has also sparked more 

product innovation with the introduction of deferred amortisation loans have received much criticism for 

their role in the crisis.  

                                                 
191 www.georgesoros.com/articles-essay/entry/denmark_offers_a_safe_way_to_securitize_homes 
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