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Last Thursday, Denmark’s largest political parties agreed on a framework for Bank Package 
4, which enables stronger banks to take over ailing banks before resorting to write-downs on 
senior debt and unguaranteed deposits. The new bank package is credit positive as it should 
increase market access for Danish regional and local banks, which international investors 
have shunned since the collapse of Amagerbanken in February 2011. 

The agreement provides for the following to facilitate strong-bank weak-bank mergers: 

» DKK10 billion of new government-guaranteed debt to replace senior debt that comes 
due in the acquiring and acquired banks because of change-of-control clauses in 
outstanding senior debt 

» Up to a three-year extension on up to DKK40 billion of already-provided government-
guaranteed funds for both the acquiring and acquired bank 

» Dividing an ailing bank into a good and a bad bank, with the Danish government taking 
over the bad bank to avoid a write-down of senior debt and deposits and imposing losses 
only on subordinated and hybrid debts 

» Annual contributions by banks into the deposit guarantee fund, as opposed to paying 
into the fund only when a bank fails 

» Better definition of which institutions are systemically important 

Liquidity and solvency problems within the Danish banking system prompted the 
government to introduce a number of support mechanisms, the most recent of which is Bank 
Package 3, which created a resolution framework that allows write-downs even to senior debt 
and un-guaranteed depositors over a weekend. It was used when both Amagerbanken and 
Fjordbank Mors failed. Under Bank Package 3, a good bank buying an ailing bank had to 
refinance both banks’ government guaranteed debt in 2012-13, and, in addition, other 
senior debt that fell due as a result of change-of-control clauses. 
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Positively, Bank Package 4 resolves this issue by extending maturities on government-guaranteed 
funding for both the acquiring and acquired bank and also by replacing senior debt coming due 
because of change of control. Danish banks have to refinance government-guaranteed debt of more 
than DKK160 billion in 2012-13. Given the extended maturities, and therefore less annual 
refinancing, combined with increased interest from investors owing to less risk of write-downs in the 
event of a bank failure, we expect the agreement will help to reduce funding risk for Danish banks. 

The agreement also makes it possible to acquire the good part of an ailing bank without losses to 
senior debt and unguaranteed deposits. In addition, the agreement specifies that if a bank is on the 
financial supervisor’s observation list, it cannot be taken over by a similarly weak bank.  

The agreement awaits passage into law, but that will not happen until after Denmark’s general election 
on 15 September.  

Bank Package 4 addresses neither the underlying solvency problems of many Danish banks related to 
deteriorating asset quality nor the refinancing of government-guaranteed funding for banks not 
acquiring or being acquired by another bank. However, the package provides support to the banking 
sector to find voluntary solutions. The regime’s limited amount of government funding highlights the 
principle that the banks have collective responsibility for their own survival and that if they can’t find a 
solution, Bank Package 3 is an alternative regulators can use. 

A government committee will identify the banks and mortgage banks that are of systemic importance 
in Denmark and provide details about additional capital requirements and increased supervision. This 
is also credit positive as it will positively affect the standalone strength of systemically important banks. 
There is no change in systemic support for these banks as they still fall under the resolution 
framework. 
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