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A severe recession can challenge  
a few of the systemic banks  
The stress test shows that the banks have  
sufficient capital to withstand a severe  
recession scenario, but a few of the systemic 
banks are close to their buffer requirements. 
The non-systemic banks keep a good distance 
from the buffer requirements. 

Several systemic banks should consider 
whether their capital target is sufficient 
The systemic banks would fall approx. kr. 13 
billion short of meeting the buffer requirement 
in the most severe stress test scenario if their 
capital was on a par with their capital target  
on commencement of the stress test. 

Banks remain challenged by MREL  
The stress test shows that, in a severe reces-
sion scenario, the banks will have a significant 
issuance need if they are to continue to meet 
the minimum requirement for their eligible  
liabilities, the MREL. Therefore, they must  
ensure robust surplus relative to the MREL  
and long remaining maturity on their MREL- 
eligible issuances also in the future.
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A few systemic banks get close  
to buffer requirements in a severe 
recession

Chart 1
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Note: The chart shows the excess capital adequacy or capital 
shortfall of systemic banks that either have excess capital 
adequacy or a capital shortfall as percentages of their 
total risk exposure amounts. The reduction of the banks’ 
excess capital adequacy in the baseline scenario and in 
the scenario with a moderate downturn is due to a num-
ber of factors, including that the stress test takes into 
account expectations for the build-up of the countercycli-
cal capital buffer. 

Source: The Danish Financial Supervisory Authority and own 
calculations.

Every six months, Danmarks Nationalbank conducts 
a stress test of the largest Danish banking groups 
aimed at assessing the resilience of the financial 
system as a whole.1 In the stress test, we examine 
whether the banks keep a sufficient distance from 
the capital requirements in three macroeconomic 
scenarios. The three stress test scenarios consist of 
a baseline scenario that follows Danmarks National-
bank’s latest projection as well as two scenarios in 
which the Danish economy experiences a downturn 
from the 2nd half of 2022: a moderate downturn and 
a severe recession.2 

The banks have generally increased their capitalisa-
tion under covid-19 and are basically better capi-
talised than in the past. The stress test shows that 
the majority of the banks comply with all require-
ments for their capital in a severe recession scenario. 

However, the situation would be different for several 
of the systemic banks if their capital was initially on 
a par with their capital target.3 The banks’ capital 
target is the capital level they regard as adequate 
to withstand an economic downturn. In this case, 
several systemic banks would experience significant 
breaches of the capital buffer requirements, and they 
would overall fall approx. kr. 13 billion short in 2024. 
It is important that banks have adequate capital, and 
some systemic banks should therefore be careful 
about reducing their capital to a level that corre-
sponds to their capital target. Instead, they should 
consider whether their capital target is sufficient to 
withstand stress. 

A few systemic banks  
are close to buffer requirements  
under stress

The banks generally perform better in this stress 
test than in the stress test conducted in the spring. 

1 See Appendix 1 for an overview of the institutions that constitute the 
stress test population.

2 Read more about the stress test scenarios on page 7 and see appen-
dix 2 for an overview of the key variables for the scenarios.

3 We have not tested the resilience of non-systemic banks’ capital 
target.

The primary reason for this is that the outlook for 
the Danish economy, and thus the starting point for 
the stress test, has improved since spring. However, 
a severe recession may still result in a few systemic 
banks getting close to their buffer requirements, see 
chart 1. 

If an institution fails to meet its buffer requirements, 
a number of restrictions will be imposed, for exam-
ple in relation to dividend payments and payment 
of coupon rates on hybrid capital instruments.4 The 
institution must also submit a capital conservation 
plan to the Danish Financial Supervisory Authority 
and take capital buffer restoration measures. This

4 Hybrid capital instruments are money that the bank has borrowed 
from other investors on special terms. For example, the loan does not 
have an expiry date, and the owners of the capital (the investors) may 
risk losing the investment in full or in part if the bank is in a situation 
in which it does not meet the capital requirements.  
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Composition of capital requirements for systemic banks Chart 2
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Note: Risk-based capital requirements as at mid-2021. For Arbejdernes Landsbank, the expected fully implemented SIFI buffer is shown.
Source: The Danish Financial Supervisory Authority and own calculations.

could make it difficult for the banks to access exter-
nal financing in the financial markets at a time when 
funding is already difficult to obtain.

In the stress test, we assess the capitalisation of 
the banks in relation to the applicable capital 
requirements and, to some extent, also in relation 
to capital requirements that will be implemented 
up to 2024.5 In addition, a number of new regu-
latory measures are likely to be introduced in the 
coming years. These measures do not form part of 
the stress test, but they are expected to reduce the 
current excess capital adequacy and thus further 
reduce the banks’ distance from the buffer require-
ments under stress.6

5 This concerns the 8 per cent requirement described in further detail 
in note 14, reactivation of the countercyclical capital buffer as well as 
phasing-in of the MREL and the SIFI capital buffer.

6 See Danmarks Nationalbank, Increased risks in credit institutions’ 
housing lending, Danmarks Nationalbank Analysis (Financial Stability), 
no. 28, December 2021, p. 27, for a discussion of the coming regula-
tion.

Chart 2 illustrates the different minimum and buffer 
requirements with which the systemic banks must 
comply. The requirements shown are risk-based, 
i.e. the amount of capital is assessed in relation to 
the risk exposure amounts.7 In the stress test, all 
sy stemic banks keep a distance from their risk-based 
minimum requirements in all the scenarios. In addi-
tion, the banks must comply with the leverage ratio 
requirement, which ensures that their core capital 
constitutes minimum 3 per cent of their total expo-
sures. The stress test does not show any breach of 
the leverage ratio requirement.

The non-systemic banks can cope with both a mod - 
e r   ate downturn and a severe recession with a good 

7 Read more about the banks’ capital requirements and risk exposure 
amounts in Danmarks Nationalbank, Knowledge about – Capital 
requirements for banks (only in Danish) (link). 

https://www.nationalbanken.dk/da/vidensbank/viden/Sider/Kapitalkrav-til-banker.aspx
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Non-systemic banks keep a good dis-
tance from capital buffer requirements 
under stress

Chart 3
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Note: The chart shows the excess capital adequacy or capital 
shortfall of non-systemic banks that either have excess 
capital adequacy or a capital shortfall as percentages of 
their total risk exposure amounts. The reduction of the 
banks’ excess capital adequacy in the baseline scenario 
and in the scenario with a moderate downturn is due to 
a number of factors, including that the stress test takes 
into account expectations for the build-up of the coun-
tercyclical capital buffer. 

Source: The Danish Financial Supervisory Authority and own 
calculations.

distance from the capital buffer requirements, see 
chart 3. In addition, all non-systemic banks meet 
both the risk-based minimum requirement and the 
3 per cent leverage ratio requirement in the reces-
sion scenario.

Covid-19 measures have increased  
the banks’ excess capital adequacy
The capitalisation of both systemic and non- 
systemic institutions is today higher than in 2019. 
This is partly due to limited impairment charges 
despite covid-19 and the authorities’ recommen-
dation to stop share buy-backs and withhold  
dividend payments from the banks’ profits for 
2019 and 2020. However, the recommendation  
no longer applies, as the authorities have 
assessed that the banks no longer need addi-
tional capital to absorb covid-19-related losses. 

The release of the countercyclical capital buffer  
in 2020 also contributes to the banks’ excess ca  p-
ital adequacy being higher today than before the 
outbreak of covid-19. However, the Minister for 
Industry, Business and Financial Affairs has reac-
tivated the countercyclical capital buffer at a rate 
of 1 per cent with effect from 30 September 2022, 
and it is expected to increase further to 2 per cent 
at the end of 2022. This will reduce the banks’ 
excess capital adequacy in both the baseline 
scenario and the moderate downturn scenario. 
However, this is of no importance to the banks’ 
capitalisation in the severe recession scenario, 
as Danmarks Nationalbank presupposes that the 
buffer is released under stress.

Conversely, it has a negative impact in the stress 
test that the banks are in a slightly weaker profit 
position today than they were a few years ago. 
The main reason for this is that the banks’ costs 
have increased. In addition, falling net interest 
income has long eroded the banks’ earnings. 
But with the banks having introduced negative 
deposit rates, including for households, this 
decrease has stopped, and there has been a 
concurrent increase in the banks’ net income 
from fees. However, their overall income has not 
increased. All in all, this means that net earnings 
are today lower than a few years ago. 

The capital targets of several 
systemic banks are too low to  
cope with a severe recession

In this part of the stress test, we examine whether 
systemic banks would be sufficiently capitalised under 
stress if their capitalisation was on a par with their 
capital target on commencement of the stress test. 

Systemic banks publish their capital target as part 
of their capital planning aimed at ensuring that the 
banks meet the applicable capital requirements at 
any given time. In practice, this also means that the 
banks’ capital plans must take into account future 
capital regulation of both known and uncertain 
scope.8 It also means that the banks must set their 
capital target based on their ability to cope with 

8 Some institutions state that they add a specific supplement to their 
capital target reserved for future capital regulation. We disregard this 
supplement in our analysis.
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Several systemic banks would breach 
the buffer requirements if they went 
into the stress test with capital corre-
sponding to their capital target

Chart 4
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both institution-specific stress and macroeconomic 
stress.9 In this part of the stress test, we examine 
whether the latter is the case.

Specifically, we conduct the stress test under the 
most severe stress test scenario, where the only 
change we make is to the banks’ excess capital 
adequacy on commencement of the stress test. 
This means that if, for example, a bank has pub-
lished a capital target of 16 per cent, we set this 
bank’s capital ratio10 at 16 per cent on commence-
ment of the stress test.11 All other inputs are the 
same as in the ordinary stress test, and the stress 
test model is then executed as normal.12

The analysis shows that several systemic banks 
would not be sufficiently capitalised to withstand 
a severe recession if their initial capital ratio was 
on a par with their capital target, see chart 4. In 
this case, they would overall be kr. 13.2 billion 
short of satisfying the buffer requirements in 
2024.

On commencement of the stress test, all systemic 
banks have an excess capital adequacy relative to 
their capital target between 1.5 and 4.1 percen-
tage points. However, the stress test shows that 
several banks should show restraint in reducing 
their capitalisation simply because it is above 
their current target. Instead, they should consider 
adjusting their capital target upwards.

9 For a more exhaustive discussion of capital targets, see the memo 
from the Danish Financial Supervisory Authority, The Danish 
Financial Supervisory Authority’s Expectations for capital plans and 
targets, 8 November 2018.

10 Capital ratio is the bank’s capital in relation to risk exposure 
amounts.

11 For systemic institutions that state a range for their capital target, 
we use the midpoint of the range, while, for institutions that set a 
minimum, we use this minimum. For Nordea Kredit, we assume that 
its capital target is equal to its observed capital ratio at the end of 
the 2nd quarter of 2021.

12 This means that we implicitly assume that the size of the balance 
sheet remains unchanged, but that the composition of the liabil-
ities has changed. To isolate the effect of changed capital ratios, 
we assume that the reduced equity is matched by a corresponding 
increase in another liability. We do not let this change in financing 
affect the bank’s expenses.
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The MREL challenges banks in severe 
recession scenario

Chart 5
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buffer requirements, respectively, divided by their total 
risk exposure amounts. The shortfall reflects both the 
maturity of existing issuances and capital loss due to 
stress. The dotted lines show the banks’ shortfall in 
relation to the sum total of the MREL and capital buffer 
requirements. The banks’ MREL funds and their maturity 
profile have been estimated on the basis of data provid-
ed by the Danish Financial Supervisory Authority. The 
chart does not include Nordea Kredit. 

Source: The Danish Financial Supervisory Authority and own 
calculations.

Banks are challenged  
by the MREL and buffer 
requirements under stress 

The banks may comply with the MREL and buffer 
requirements by means of the capital they use to 
meet the capital requirements and using additional 
eligible liabilities.13 The results that we have pre-
sented above are based on an assumption that the 
banks can continuously issue eligible debt instru-
ments to a sufficient extent to meet the MREL. In a 
stress test context, it is also interesting to examine 
for how long and to what extent the banks can meet 
the MREL and buffer requirements if they are unable 
to issue the necessary eligible liabilities.14

In the severe recession scenario, especially systemic 
banks will have a substantial need to issue new eligi-
ble liabilities, see chart 5. The chart shows two time 
profiles for the estimated shortfall of MREL funds 
that the systemic institutions will have in relation to 
the MREL (fully drawn blue line) and the sum of the 
MREL and buffer requirements (dotted blue line) if 
they do not make new issuances of eligible liabilities 
in the last two and a half years of the stress test. It 
is important for banks to ensure during good times 
that they have robust surplus relative to the MREL,  
a sufficiently diversified maturity profile of their 
MREL issuances and that the issuances have a long 
maturity. 

Unlike the systemic institutions, which typically meet 
their MREL by issuing eligible liabilities, the non-sys-
temic banks primarily meet the MREL with own 
funds. Chart 5 shows that several of the non-systemic 
banks have difficulty meeting the MREL and buffer 
requirements in the most severe stress test scenario. 
The difference between the two time profiles (fully 

13 The MREL is a requirement for the bank’s eligible liabilities aimed 
at ensuring that the bank has sufficient funds to absorb losses and 
recapitalise the bank, if that is the resolution strategy, in a crisis situa-
tion.

14 In addition to MREL and buffer requirements, systemic institutions 
that are or comprise a mortgage credit institution are also subject 
to a minimum requirement for their eligible liabilities, the 8 per cent 
requirement. This requirement entails that the financial institution’s 
MREL and buffer requirements, together with the mortgage credit 
institution’s capital and debt buffer requirements, must constitute 
minimum 8 per cent of the group’s total liabilities. For systemic 
institutions with low risk weights, the 8 per cent requirement may 
therefore become the binding requirement.
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drawn purple line and dotted purple line) for the 
non-systemic banks’ estimated shortfall illustrates 
that a significant share of their issuance need is due 
to a failure to meet the buffer requirement and not 
the MREL.

One reason that the non-systemic banks are unable 
to meet the MREL and buffer requirements under 
stress is that the MREL for these banks increases 
year on year in line with it being phased in towards 
2023. The banks should continuously assess whether 
the gradual phasing-in of the MREL will entail a need 
for additional capital to ensure sufficient excess ca  p-
ital adequacy. 

Stress test scenarios

The stress test is based on three different scenarios 
for the macroeconomic development in Denmark 
over the period 2022-24. The three scenarios consist 
of a baseline scenario that follows Danmarks Natio-
nalbank’s latest projection as well as two scenarios 
in which a downturn of varying intensity hits the 
Danish economy in the 3rd quarter of 2022: a moder-
ate downturn and a severe recession.

In both scenarios, the downturn in the Danish 
economy is a result of a decline in Danish export 
market growth, which reduces GDP and increases 
unemployment. The downturn also entails a slump 
in house prices. The global downturn is strongest in 
the recession scenario, with GDP falling by 4.3 per 
cent, and with GDP being 11 per cent lower than in 
the baseline scenario in 2024, see chart 6. Concur-
rently, unemployment increases by 6.3 percentage 
points over a three-year period, and, in the severe 
recession scenario, house prices plummet to the 
level seen at the end of 2015.

Danmarks Nationalbank’s method for preparing the 
stress test scenarios is based on the prior macro-
economic development, so that, for example, more 

severe stress is applied after a period of marked 
economic growth. In our scenarios, we focus espe-
cially on the development in GDP, unemployment 
and house prices. For each of these variables, we 
apply a systematic approach to determine their 
rate of increase (unemployment) or decrease (GDP 
growth and house prices) over the three-year period 
covered by the scenarios based on the current eco-
nomic situation.15 How much the individual variables 
are to increase or decrease is known as benchmarks 
in the stress test.

In the benchmarks, we take into account experience 
from previous recessions in relation to determining 
a range for the given benchmark. For example, the 
benchmark for the fall in real GDP may be between 3 
and 7 per cent. If GDP growth has been strong in the 
years leading up to the stress test, the benchmark 
for the fall will be higher and thus closer to 7 per 
cent. Conversely, the benchmark will not be quite 
as high if the development in GDP has been less 
favourable. This means, for example, that the bench-

15 The scenarios are developed in cooperation with the Danish Financial 
Supervisory Authority. The approach used to generate the scenarios 
is described in detail in Danmarks Nationalbank, The largest banks 
satisfy capital requirements in stress test, Danmarks Nationalbank 
Analysis (Stress Test), No. 21, November 2018.

The three stress test scenarios Chart 6
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done to take into account the high growth in Dan-
marks Nationalbank’s projection in the first year of 
the scenario before the occurrence of stress. There-
fore, unemployment also increases by 0.7 percentage 
points more than the benchmark indicates.

As there have been heavy increases in house prices 
in 2020 and the first half of 2021, the severe reces-
sion must include a significant drop in house prices 
according to our benchmark. Despite low interest 
rates and increasing incomes generally supporting 
rising house prices, we have increased the drop in 
house prices relative to the benchmark to reflect the 
significant housing market uncertainty in the stress 
test scenarios. Therefore, house prices in relation to 
disposable income fall by 27.8 per cent in the severe 
recession scenario, while the benchmark indicates a 
decrease of 26.3 per cent.

mark for the decrease in GDP is slightly higher in this 
stress test than in the stress test conducted in the 
spring, as the starting point for the Danish economy 
is significantly better as a result of the reopening of 
society.

The benchmarks for the three variables are calculated 
independently of each other, and we therefore ensure 
consistency in the development of the variables by 
using Danmarks Nationalbank’s economic model 
MONA to determine the scenarios. This means that 
the actual development may deviate slightly from the 
benchmarks, as the development in the different vari-
ables depends on their interrelation in MONA. Based 
on the previous economic development, we have 
also chosen in the most severe stress test scenario 
that the fall in GDP is 0.3 percentage points greater 
than indicated by the GDP benchmark. This has been 
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Appendix 1: 
Institutions in the stress test

Systemic banks (credit institutions)

Danske Bank

Nykredit Realkredit

Jyske Bank

Nordea Kredit

Sydbank

DLR Kredit

Spar Nord

Arbejdernes Landsbank

Non-systemic banks (credit institutions)

Ringkjøbing Landbobank

Sparekassen Kronjylland

Lån & Spar Bank

Jutlander Bank

Sparekassen Sjælland-Fyn

Sparekassen Vendsyssel
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Key variables

Baseline scenario Moderate downturn Severe recession

2022

GDP, per cent year-on-year 3.1 2.7 2.2

Private consumption, per cent year-on-year 6.1 6.0 4.9

Export market growth, per cent year-on-year 6.0 4.5 4.1

House prices, per cent year-on-year 4.6 1.7 -0.2

Gross unemployment, per cent of labour force 2.8 2.9 3.0

Bond yields 0.5 0.5 0.5

2023

GDP, per cent year-on-year 2.4 -1.3 -5.4

Private consumption, per cent year-on-year 2.1 -1.2 -8.9

Export market growth, per cent year-on-year 3.7 -5.9 -9.9

House prices, per cent year-on-year 1.2 -11.8 -20.7

Gross unemployment, per cent of labour force 2.7 4.3 6.0

Bond yields 0.6 0.6 0.6

2024

GDP, per cent year-on-year 1.7 -0.3 -1.0

Private consumption, per cent year-on-year 1.8 -1.1 -3.3

Export market growth, per cent year-on-year 2.9 -2.2 -4.6

House prices, per cent year-on-year 1.5 -1.1 -5.6

Gross unemployment, per cent of labour force 2.7 6.4 9.3

Bond yields 0.8 0.8 0.8

Note: Annual averages. House prices are cash prices of single-family houses. The baseline scenario follows Danmarks Nationalbank’s projec-
tion up to 2023, while the development in 2024 is a technical projection.

Appendix 2 
Stress test scenarios 
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