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Abstract

The global financial crisis of 2007-2008 exposed weaknesses in the management of liquidity
risk within the Swedish banking sector, as banks experienced significant liquidity pressures
despite the regulatory emphasis on capital adequacy. This contributed to the introduction of
Basel III, under which liquidity risk became more directly regulated through the Liquidity
Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR). The purpose of this study is
to examine how the relationship between capital and liquidity was reflected in banks’ liquidity
risk management under Basel II and how this relationship changed under Basel III. The study
applies a qualitative comparative document analysis of annual reports from eight Swedish
commercial banks, comparing 2008 under Basel II with 2024 under Basel III. The findings
indicate that liquidity risk under Basel II was mainly discussed in relation to refinancing
pressure, funding access and liquidity reserves, while Basel III reflects a more structured and
formalised approach to liquidity governance. The analysis further indicates that capital and
liquidity became more explicitly treated as interconnected components of financial resilience,
although they remain governed through distinct regulatory measures. Differences across banks
also suggest that funding structures and business models, rather than bank size alone, are
important for understanding how liquidity risk is managed, communicated and integrated into

broader risk-management practices.
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1. Introduction

Liquidity risk has become a central issue within the Swedish banking sector because of its
potential impact on financial stability. Banks finance long-term, illiquid assets with short-term
liabilities, making them dependent on continuous access to funding. This exposes banks to
liquidity shocks and increases the risk of bank runs during periods of financial stress
(Diamond & Dybvig, 1983). Liquidity risk occurs when a bank cannot meet its short-term
obligations, and even financially stable banks may face serious difficulties if access to funding

suddenly becomes limited (Brunnermeier & Oehmke, 2013).

Under Basel II, banking regulation mainly focused on capital adequacy, while liquidity risk
remained less directly regulated. Previous research shows that banks adjusted their liquidity
positions in response to changes in capital conditions, suggesting a close relationship between
capital and liquidity in risk management (DeYoung et al., 2018). However, the global
financial crisis of 2007-2008 exposed important weaknesses in this approach. Several banks
maintained strong capital positions but nevertheless experienced severe liquidity shortages
when funding markets became unstable, demonstrating that capital adequacy alone was
insufficient to ensure liquidity resilience during periods of financial stress. In response, Basel
IIT introduced explicit liquidity requirements, including the Liquidity Coverage Ratio (LCR)
and the Net Stable Funding Ratio (NSFR), to strengthen banks' liquidity resilience. Although
liquidity risk is now subject to explicit regulatory requirements, banks continue to adjust
liquidity in relation to capital, suggesting that the interaction between the two remains an

important aspect of liquidity risk management (Baros et al., 2023).

This development is particularly relevant in the Swedish banking sector, where banks have
traditionally relied heavily on wholesale funding and were exposed to funding disruptions
during the global financial crisis (Sveriges Riksbank, 2020). Examining Swedish commercial
banks therefore provides an opportunity to examine how liquidity risk management evolved

from Basel II to Basel I11.
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1.1 Background

Banks are exposed to liquidity risk because their activities involve transforming short-term
funding into longer-term lending and investments. This creates a need to continuously manage
access to funding, liquidity reserves and the structure of assets and liabilities. The way banks
manage these areas is therefore important for their ability to meet financial obligations and

remain stable during periods of market stress (Brunnermeier & Oehmke, 2013).

Under Basel 11, the regulatory framework placed greater formal emphasis on capital adequacy
than on liquidity. While banks were required to maintain sufficient capital against different
types of risk, liquidity management remained more dependent on internal governance,
funding strategies and balance-sheet decisions (Lastra, 2004; DeYoung et al., 2018). Banks
therefore had considerable responsibility for determining how much liquidity to maintain and

how funding-related risks should be managed within their own risk-management structures.

The financial crisis of 2007-2008 demonstrated the importance of these decisions.
Disruptions in funding markets created significant liquidity pressures and showed that
adequate capital did not necessarily protect banks against difficulties in obtaining short-term
funding (Brunnermeier, 2009; Brunnermeier & Oehmke, 2013). Liquidity resilience therefore

became increasingly important alongside traditional measures of capital strength.

Basel III changed the conditions for liquidity risk management by introducing explicit
liquidity requirements alongside existing capital regulation. The Liquidity Coverage Ratio
(LCR) introduced a standard for short-term liquidity resilience, while the Net Stable Funding
Ratio (NSFR) placed greater emphasis on stable longer-term funding (Ben Naceur et al.,
2018). Liquidity management consequently became subject to more formal regulatory

expectations concerning both liquidity buffers and funding structures.

Despite this increased formalisation, capital and liquidity continue to interact within banks’
risk management (Baros et al., 2023). Banks must therefore manage regulatory liquidity
requirements alongside capital planning, funding decisions and their broader risk-management
practices. This development provides the background for examining how liquidity risk

management differs between the Basel II and Basel I1I periods.
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1.2 Problem discussion

Previous research shows that capital and liquidity are interconnected components of bank risk
management rather than fully separate dimensions. Capital conditions can influence banks’
liquidity positions, funding structures and balance-sheet decisions, while liquidity conditions
may also affect how banks manage their overall financial resilience (Lastra, 2004; DeYoung et
al., 2018; Baros et al., 2023). This suggests that liquidity risk cannot be fully understood by

considering capital adequacy or liquidity separately.

Under Basel 11, this relationship was particularly important because the regulatory framework
focused mainly on risk-based capital requirements, while liquidity risk remained largely
dependent on banks’ internal governance and risk management practices (Lastra, 2004).
Banks therefore had greater responsibility for balancing capital, funding and liquidity through
internal decision-making rather than through explicit regulatory liquidity requirements. This
greater degree of discretion meant that liquidity risk management could vary across banks
depending on their funding structures, business models and internal risk-management

practices.

The global financial crisis of 2007-2008 exposed important weaknesses in this regulatory
environment. Banks could experience severe funding difficulties even when their capital
positions appeared relatively strong, demonstrating that capital strength alone could not
ensure financial resilience when funding markets became unstable (Brunnermeier, 2009;
Brunnermeier & Oehmke, 2013). The crisis therefore highlighted the importance of
considering capital and liquidity as distinct but interconnected components of banks’ overall
resilience. It also showed that the way banks obtain funding and maintain liquidity can

influence their ability to withstand periods of financial stress.

In response to these weaknesses, Basel 111 introduced explicit liquidity requirements through
the Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR), giving
liquidity risk a more formal position alongside capital regulation (Ben Naceur et al., 2018).
These reforms changed not only the regulatory requirements faced by banks, but also the
conditions under which liquidity risk is managed. Banks now operate within a framework

where both capital strength and liquidity resilience are subject to formal requirements, while
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differences in funding structures and business models may still influence how these

requirements are incorporated into risk management.

Existing research has already examined the interaction between capital and liquidity under
different regulatory conditions. DeYoung et al. (2018) examine how banks adjust their
liquidity positions in response to capital conditions, while Baros et al. (2023) examine how
European banks respond to capital shocks when both capital and liquidity requirements are in
place. Baros et al. (2023) show that banks may adjust different parts of their balance sheets in
response to capital shocks and that these responses can differ depending on bank
characteristics such as size and type. This research provides an important foundation for

understanding how capital and liquidity interact within banks.

This study builds on this research but takes a different perspective. While previous studies
have primarily examined the effects of capital conditions on banks’ liquidity positions and
balance-sheet decisions, less attention has been given to how these relationships are reflected
in banks’ reported risk-management practices across different regulatory environments. This
creates a basis for examining the Swedish banking sector across the Basel II and Basel 111

periods.
1.3 Purpose

The purpose of this study is to examine how the relationship between capital and liquidity is
reflected in banks’ reported liquidity risk-management practices under Basel II and Basel III.
Through a comparative qualitative analysis of annual reports from eight Swedish commercial
banks, the study examines how liquidity risk is framed, governed and integrated into broader
risk management across the two regulatory environments. Particular attention is given to the
role of LCR and NSFR and to how differences in funding structures and business models are

reflected in liquidity risk management.
1.4 Research question

This study is guided by the following research question:
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How was the interaction between capital and liquidity reflected in banks’ liquidity risk

management under Basel 11, and how did this relationship change under Basel 111?
To address this research question, the study focuses on four analytical areas:

1. How is liquidity risk framed and integrated within banks’ broader risk management and
governance structures under Basel 11 and Basel I11?

2. To what extent do banks treat capital and liquidity as interconnected or separate
components of financial resilience?

3. How do banks use and discuss the Liquidity Coverage Ratio (LCR) and the Net Stable
Funding Ratio (NSFR) in relation to liquidity resilience, funding stability and
regulatory compliance?

4. How do bank size and business models influence the way liquidity risk is managed,

communicated and strategically integrated?

These analytical areas provide a structured basis for comparing how liquidity risk

management is framed, governed and integrated across the Basel II and Basel III periods.
1.5 Method

This study applies a qualitative research approach based on comparative document analysis to
examine how Swedish commercial banks report their liquidity risk management under Basel
IT and Basel III. Annual reports from Swedish commercial banks during the financial crisis
period under Basel II and from 2024 under the Basel I1I framework constitute the empirical

material.

A qualitative document analysis is appropriate because it enables the interpretation of how
organisations communicate practices through written documents (Bowen, 2009). Annual
reports provide detailed information on banks’ governance, liquidity management, funding
strategies and risk management. Rather than measuring financial outcomes, the study
examines how liquidity risk is presented and integrated into broader risk management under

different regulatory frameworks.
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Previous research on liquidity risk, capital adequacy and banking regulation provides the
analytical foundation for the study. Particular attention is given to DeYoung et al. (2018) and
Baros et al. (2023), which examine how banks adjust liquidity positions in relation to capital
under different regulatory conditions. Additional studies, including Brunnermeier and
Oehmke (2013), Gupta et al. (2023) and Ben Naceur et al. (2018), provide broader theoretical
perspectives on liquidity risk, funding structures and regulatory change following the financial
crisis. These perspectives are used to structure the analytical dimensions and guide the

comparison across banks and regulatory periods.
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2. Theoretical Background

This chapter develops the theoretical foundation for analysing banks’ liquidity risk
management, with particular focus on the interaction between capital and liquidity. The study
approaches Basel II and Basel III as regulatory conditions that shape banks’ risk management
rather than as the primary object of analysis. Annual reports are therefore used to examine
how banks describe their liquidity risk management, while disclosure itself is not treated as a
separate theoretical focus. The chapter further develops the concepts of funding stability,

liquidity resilience, governance and regulatory formalisation that guide the empirical analysis.
2.1 Liquidity Risk Management in Banks

Liquidity risk arises partly from banks’ dependence on continuous access to funding while
transforming short-term liabilities into longer-term assets. This creates maturity mismatches
between incoming and outgoing cash flows, making banks vulnerable when funding becomes
unavailable. Liquidity risk therefore concerns a bank’s ability to obtain sufficient funding or

convert assets into cash when obligations fall due (Gabbi, 2004; Kumar & Yadav, 2013).

Unlike many other banking risks, liquidity risk can materialise rapidly. Even financially sound
banks may experience liquidity shortages if confidence in financial markets deteriorates or
funding sources become unavailable. Consequently, liquidity risk management requires banks
to maintain stable funding, sufficient liquidity buffers and the capacity to respond quickly to
changing market conditions (Kumar & Yadav, 2013). Rather than representing a separate
treasury function, previous research argues that liquidity management has become an
integrated part of banks' overall risk management and strategic decision-making (Gabbi, 2004;

Choudhry et al., 2024).

In practice, liquidity risk management involves continuously adjusting the structure of the
balance sheet to ensure that funding needs can be met under both normal and stressed
conditions. Banks adjust the composition of assets and liabilities, diversify funding sources
and maintain liquidity buffers to strengthen their resilience against unexpected funding
disruptions. One important tool in this process is Asset and Liability Management (ALM),

which supports the monitoring of cash flows, funding structures and maturity mismatches
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while coordinating liquidity planning with broader balance-sheet management (Choudhry et

al., 2024).

Liquidity risk includes both funding liquidity and market liquidity. For this study, funding
liquidity is particularly relevant because it concerns banks’ ability to obtain financing when
needed and is directly connected to funding structures and liquidity resilience (Gupta et al.,

2023).

Recent research further emphasises that liquidity risk cannot be understood independently of
other strategic decisions within the bank. Decisions regarding capital, funding structures,
governance and balance-sheet management jointly influence a bank’s ability to withstand
liquidity shocks (DeYoung et al., 2018; Choudhry et al., 2024). Liquidity risk management
can therefore be understood as an integrated process in which banks coordinate funding,

liquidity buffers and broader risk-management decisions to maintain financial resilience.
2.2 The Relationship between Capital and Liquidity in Banks

Effective liquidity risk management depends on how banks balance capital and liquidity.
Rather than functioning as independent safeguards, these resources interact continuously as
banks make decisions concerning funding, lending and balance-sheet management. Previous
research argues that understanding this interaction is essential for explaining how banks

manage liquidity risk under changing market conditions (DeYoung et al., 2018).

Maintaining larger liquidity buffers can strengthen resilience during periods of market stress,
but may also involve costs for banks because highly liquid assets generally generate lower
returns (Gupta et al., 2023). Banks therefore need to balance liquidity resilience with broader

financial considerations.

The interaction between capital and liquidity also influences how banks respond to financial
uncertainty. Research suggests that banks may strengthen liquidity buffers when capital
becomes more constrained in order to reduce funding risk and improve resilience (DeYoung et
al., 2018). This illustrates how changes in capital conditions can influence banks’

liquidity-management decisions.
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Capital decisions also shape banks' broader risk management strategies. According to Lastra
(2004), capital requirements affect banks' lending decisions, investment strategies and overall
balance-sheet management, illustrating that capital is not merely a regulatory requirement but
an integral part of strategic bank management. This further supports the view that capital and
liquidity should be understood as interconnected components of broader bank risk

management rather than as entirely independent dimensions.

This creates an important risk-management problem. Strong capital positions do not
necessarily protect banks against liquidity shortages, while maintaining high liquidity buffers
may reduce profitability. Banks must therefore manage capital and liquidity as distinct but
interconnected resources, creating a continuous trade-off between resilience, funding capacity

and financial performance.

The interaction between capital and liquidity provides an important theoretical lens for
understanding banks' liquidity risk management. Rather than treating these resources as
separate, this study assumes that banks continuously balance them when responding to
changing market conditions and regulatory expectations. Examining how banks manage the
interaction between capital and liquidity under Basel II and Basel III provides the theoretical
basis for analysing how Swedish banks' liquidity risk management evolved between 2008 and

2024.

2.3 The Financial Crisis and the Shift in Liquidity Risk Management

The financial crisis of 2007-2008 illustrates a central problem in liquidity risk management: a
bank can maintain adequate capital while still being unable to meet its funding needs during
periods of market stress. When confidence in financial markets deteriorated, disruptions in
short-term funding and interbank lending created severe liquidity pressures even among
institutions that appeared well capitalised (Brunnermeier, 2009; Brunnermeier & Oehmke,
2013). The crisis therefore challenged the assumption that capital strength alone could provide
sufficient financial resilience and highlighted the need to manage solvency and liquidity as

distinct but interconnected dimensions of risk.
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From a risk-management perspective, the crisis demonstrated that compliance with capital
requirements did not necessarily ensure sufficient liquidity resilience when funding markets
became unstable. The central issue was therefore how banks balanced capital strength,

funding stability and liquidity preparedness within their broader risk-management practices.

Another key lesson was that banks' funding structures played a central role in determining
their resilience. Heavy reliance on short-term wholesale funding increased vulnerability when
market liquidity deteriorated, making it difficult to refinance existing obligations.
Consequently, the crisis highlighted the importance of moving beyond balance-sheet
flexibility toward more stable funding, stronger liquidity buffers and more comprehensive
governance arrangements (Brunnermeier & Pedersen, 2009). This suggests that liquidity
resilience depends not only on regulatory requirements, but also on how banks structure their
funding and adapt liquidity-management practices to their business models. Funding structure
therefore becomes an important factor for understanding why banks may respond differently

to similar liquidity pressures.

For this study, the theoretical importance of the crisis therefore lies in how it exposed the
limitations of managing liquidity primarily through capital strength and internal funding
decisions. It provides a basis for examining whether the transition from Basel II to Basel I1I
was associated with a broader shift in how banks integrate liquidity risk, funding stability and

resilience within their risk-management practices.
2.4 Banking Regulation and Liquidity Risk: Basel 11 vs Basel III

For this study, Basel II and Basel III are not examined primarily as regulatory frameworks in
themselves, but as different institutional conditions for liquidity risk management. The
theoretical relevance of the regulatory transition lies in how it changed banks’ discretion and
the tools through which liquidity risk could be managed. The comparison therefore focuses on

how regulation shapes banks’ management of capital, funding, liquidity buffers and resilience.
2.4.1 Basel II

Basel II primarily focused on strengthening banks' resilience through risk-based capital

regulation. As discussed by Lastra (2004), the framework increased risk sensitivity and relied
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more heavily on banks' internal risk assessment models, while liquidity risk remained largely
outside explicit regulatory requirements. Responsibility for liquidity management therefore
rested largely with individual banks, which relied on internal governance, funding strategies

and balance-sheet management rather than explicit regulatory liquidity requirements.

Within this regulatory setting, liquidity risk management was closely linked to capital
management. Banks often adjusted liquidity positions in response to changes in capital
conditions, indicating that capital and liquidity could interact within the broader
risk-management process despite being subject to different degrees of formal regulation
(DeYoung et al., 2018). This provided banks with flexibility but also created differences in

how liquidity risk was managed across institutions.

This creates an important tension for liquidity risk management. Greater managerial discretion
allowed banks to adapt liquidity strategies to their own funding structures and business
models, but the absence of common liquidity requirements also meant that resilience
depended more heavily on banks’ internal risk-management practices. Consequently, banks
operating under the same regulatory framework could develop different approaches to
liquidity resilience depending on their funding structures, business models and internal

governance practices.
2.4.2 Basel III

The financial crisis exposed limitations in existing approaches to liquidity management and
contributed to the regulatory reforms introduced under Basel III. In contrast to Basel II, Basel
IIT incorporated explicit liquidity requirements alongside capital regulation, with the objective

of strengthening banks' resilience during periods of financial stress (Ben Naceur et al., 2018).

Among the most important measures introduced were the Liquidity Coverage Ratio (LCR)
and the Net Stable Funding Ratio (NSFR). The LCR requires banks to hold sufficient
high-quality liquid assets to withstand a short-term liquidity shock over a 30-day stress period,
while the NSFR promotes more stable long-term funding by reducing excessive reliance on

short-term financing (Ben Naceur et al., 2018).
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From a risk-management perspective, these requirements changed the conditions under which
banks manage liquidity. The LCR formalised short-term liquidity preparedness, while the
NSFR placed greater emphasis on the stability of longer-term funding structures. Liquidity
management therefore became less dependent on banks’ own assessments of appropriate

liquidity levels and more explicitly incorporated into regulatory and governance structures.

Rather than replacing capital regulation, these measures complemented existing capital
requirements and formalised liquidity as a distinct dimension of financial resilience. This
created a regulatory structure in which capital and liquidity are governed through separate
requirements while simultaneously contributing to banks’ broader ability to withstand

financial stress.

However, regulatory standardisation does not necessarily imply that banks manage liquidity
risk in identical ways. Differences in funding structures, business models and exposure to
financial markets may influence whether liquidity requirements are treated mainly as
compliance constraints or integrated more strategically into broader risk management and

resilience planning.
2.4.3 Basel II and Basel III: A Comparison

From a risk-management perspective, the central difference between Basel II and Basel III
concerns the degree of discretion banks have in determining how liquidity resilience should
be achieved. Under Basel 11, liquidity management depended largely on internal decisions
regarding capital, funding and balance sheet structure. Under Basel III, liquidity became
subject to explicit regulatory requirements through the introduction of the LCR and NSFR,

reducing banks' discretion in determining appropriate liquidity levels.

However, this change did not eliminate the relationship between capital and liquidity. Instead,
Basel III reinforced the need to manage both simultaneously. While capital continues to
absorb unexpected losses, liquidity requirements are designed to strengthen banks’ ability to
maintain sufficient funding and liquid assets during periods of market stress. Consequently,
Basel III created conditions for liquidity risk management to become more formalised and
integrated into banks’ broader resilience frameworks, rather than remaining primarily

dependent on internal governance and funding decisions.
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This regulatory transition provides the analytical basis for examining how Swedish banks’
liquidity risk management differed between 2008 and 2024 and whether the relationship
between capital and liquidity became more explicitly reflected in their reported

risk-management practices.

The theoretical expectation is therefore not simply that Basel III increased liquidity
regulation, but that the Basel III period would be associated with a more formalised
integration of liquidity risk into banks’ broader risk management. At the same time,
differences in funding structures and business models may lead banks to respond differently
even under the same regulatory framework. These theoretical relationships provide the basis
for analysing capital-liquidity interaction, funding stability, liquidity resilience, governance

and regulatory formalisation in the empirical material.
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3. Methodology

3.1 Research Design

This study employs a qualitative research design based on comparative document analysis to
examine how Swedish commercial banks describe and report their liquidity risk management
under different regulatory frameworks. A qualitative approach is suitable because the study
focuses on how liquidity risk is interpreted, communicated and integrated within banks’ risk
management and governance structures, rather than measuring statistical relationships
between financial variables. Qualitative document analysis allows written material to be
examined systematically in relation to concepts derived from theory and previous research

(Bowen, 2009).

Rather than treating annual reports only as sources of factual information, qualitative
document analysis focuses on identifying, comparing and interpreting patterns in how
liquidity risk is presented across banks and regulatory periods. This makes it possible to
analyse not only what banks report, but also how liquidity risk is framed, prioritised and
integrated into broader governance structures in relation to the study's theoretical framework

and previous research.

The study adopts a comparative design by examining annual reports from Swedish
commercial banks across two regulatory periods: 2008, representing the financial crisis period
under Basel II, and 2024, representing a more developed Basel III regulatory environment.
The comparison is used to identify differences and similarities in how banks report the
relationship between capital and liquidity and how liquidity risk is incorporated into their
broader risk management. The two periods are particularly relevant to the research question
because Basel II primarily emphasised capital adequacy while liquidity risk remained less
directly regulated, whereas Basel III introduced explicit liquidity requirements such as the

Liquidity Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR).

The study uses a deductive, theory-based approach. This means that the annual reports are
analysed based on concepts from the theoretical framework and previous research, rather than
deriving the analytical categories solely from recurring themes identified in the reports. These

concepts help identify which parts of the reports are relevant to the research question and how
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the findings can be understood. Previous research on capital, liquidity and bank resilience

therefore forms the basis for the empirical analysis.

Based on this theoretical foundation, five analytical dimensions are used to structure the
analysis: capital-liquidity interaction, funding stability, liquidity resilience, governance and
integration, and regulatory formalisation. These dimensions are derived from the theoretical

discussion and are further operationalised in Section 3.4.

Using the same core analytical dimensions for both periods enables a consistent basis for
comparison. The analysis first examines how capital, liquidity, funding and resilience are
described in the 2008 annual reports, before applying the same dimensions to the 2024
reports. For the later period, Basel III-specific measures, particularly the LCR and NSFR, are
also included in the analysis. This allows the study to examine whether and how the
relationship between capital and liquidity differs between the Basel II crisis-period

environment and the more explicitly regulated liquidity environment under Basel III.

The purpose of the research design is therefore not only to describe differences between the
annual reports from 2008 and 2024, but also to interpret these differences through the
theoretical framework and relate the findings to previous research on bank resilience and risk
management. This allows the empirical findings to be assessed in relation to existing
academic arguments and to identify whether the Swedish banking context supports, develops

or differs from patterns identified in previous research.

3.2 Sample selection

This study is based on a purposive sample of eight Swedish banks consisting of four large
banks and four smaller banks. The sample was selected in order to capture variation in size,
business models and organisational complexity within the Swedish banking sector, while also

allowing for comparisons across two regulatory periods.

Table 1. Selected Sample of Banks

Large Banks Smaller Banks

SEB Resurs Bank
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Swedbank ICA Banken
Nordea Avanza
Handelsbanken SBAB

The large banks were selected because they represent systemically important institutions
within the Swedish banking sector and have extensive governance and risk-management
structures, making them relevant for analysing how liquidity risk is strategically integrated

within broader financial management practices.

The smaller banks were included in order to capture variation in business models and
organisational structures, including mortgage lending, digital banking and consumer finance.
Since these banks often operate with different funding structures and organisational
conditions, they provide a useful basis for examining whether liquidity risk is discussed and
managed differently compared to larger institutions. Importantly, the smaller-bank category
includes institutions with different funding structures, allowing the analysis to distinguish
between the influence of organisational size and the influence of business model and funding
structure. The years 2008 and 2024 were selected to represent two different regulatory
environments: the financial crisis period under Basel II and a more developed Basel 111

framework with established liquidity requirements.

This comparative selection is suitable for the purpose of the study because it makes it possible
to analyse whether the relationship between capital and liquidity is reflected differently
depending on bank size and business models. It also allows the study to examine how
liquidity risk management practices differ across governance structures and regulatory

conditions.

3.3 Data collection

The empirical material consists of 16 annual reports from the eight selected Swedish
commercial banks. For each bank, one annual report from 2008 and one from 2024 are
analysed, resulting in eight reports from each reporting period. The 2008 reports represent the

financial crisis period under Basel II, while the 2024 reports represent a more developed Basel
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IIT regulatory environment. Annual reports were selected as the primary source of empirical
material because they provide publicly available and comparable information on banks’
capital adequacy, liquidity risk, funding structures, governance and risk management across

the two periods.

The collection of relevant material from the annual reports followed a structured process.
First, the table of contents of each report was reviewed to identify sections related to risk
management, liquidity, capital adequacy, funding and financial risk. Searches within the
reports were then used to locate potentially relevant passages. Rather than applying a
predetermined list of keywords, the searches were guided by concepts from the theoretical
framework, including liquidity risk, capital, funding, liquidity resilience and risk
management. The terminology used in the individual reports was also taken into account, as

banks may describe similar risk-management practices using different terms.

For the 2024 annual reports, particular attention was also given to references to the Liquidity
Coverage Ratio (LCR) and the Net Stable Funding Ratio (NSFR). These measures were
included because they represent explicit liquidity requirements under the Basel III framework
and are directly relevant to examining how the regulatory treatment of liquidity changed
following the financial crisis. Since LCR and NSFR were introduced after the financial crisis,

they were not used as equivalent indicators when examining the 2008 reports.

The searches were used to identify potentially relevant sections of the annual reports rather
than to determine the findings directly. The identified passages were subsequently read in
their broader context to assess their relevance to the research question and theoretical
framework. A passage was included in the empirical material when it contained information
relevant to at least one of the analytical dimensions and contributed to answering one or more
of the study’s analytical questions. Particular attention was given to discussions concerning
the relationship between capital and liquidity, funding structures, liquidity buffers, financial
stress, governance arrangements and regulatory requirements. This allowed relevant material
to be identified even when banks used different terminology to describe similar aspects of

liquidity risk management.
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3.4 Analytical Framework

The analytical framework is based on the theoretical background and previous research
presented in Chapter 2. Following the deductive approach of the study, key theoretical
concepts were used to develop analytical dimensions that guide the analysis of the empirical
material. In this way, the framework connects the theoretical discussion with the annual

reports and the research question.

The analysis is organised around five dimensions: capital-liquidity interaction, funding
stability, liquidity resilience, governance and integration, and regulatory formalisation. These
dimensions are drawn from the main concepts discussed in the theoretical framework and are
applied to the annual reports from both regulatory periods. Table 2 presents the five

dimensions and explains how they are operationalised in the analysis.

Table 2. Operationalisation of the analytical framework

Analytical dimension Analytical focus Examples of indicators in
the annual reports

Capital-liquidity interaction | How capital and liquidity are | Capital adequacy, liquidity

presented as separate or positions, capital planning,

interconnected components | liquidity buffers and

of financial resilience balance-sheet adjustments
Funding stability How funding structures Wholesale funding,

affect banks' exposure to customer deposits,

liquidity risk refinancing risk, funding

diversification and market
funding access

Liquidity resilience How banks describe their Liquidity reserves, liquidity
ability to prepare for and buffers, stress testing,
withstand liquidity stress contingency planning and

financial stress

Governance and integration | How liquidity risk is Risk management structures,
incorporated into broader board oversight, treasury
risk management and functions, internal risk
governance control and strategic risk

management
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Regulatory formalisation How explicit regulatory LCR, NSFR, regulatory
liquidity requirements compliance and internal
influence liquidity risk liquidity requirements
management

The first dimension, capital-liquidity interaction, relates directly to the main relationship
addressed in the research question. The analysis examines how capital and liquidity are
discussed in the annual reports, whether they are treated as separate or connected aspects of
financial resilience, and how this changes between the two regulatory periods. This includes
looking at how capital adequacy relates to liquidity positions, funding decisions, liquidity

buffers and overall balance-sheet management.

The second dimension, funding stability, focuses on how banks describe and manage risks
related to their funding. The analysis looks at areas such as wholesale funding, customer
deposits, refinancing risk, funding diversification and access to market funding. This
dimension is especially relevant for 2008, when the financial crisis placed significant pressure
on funding markets. At the same time, it allows for a comparison with 2024 and how funding

stability is addressed under Basel I1I.

The third dimension, liquidity resilience, focuses on how banks describe their ability to
prepare for and manage periods of liquidity stress. The analysis considers areas such as
liquidity reserves and buffers, stress testing, contingency planning and preparation for
disruption in financial markets. This dimension makes it possible to compare how liquidity
risk was managed during the financial crisis with the more preventive measures described in

the later reporting period.

The fourth dimension, governance and integration, focuses on how liquidity risk is included in
the banks’ broader risk management and governance structures. The analysis looks at whether
liquidity risk is mainly treated as a funding or treasury issue, or if it forms a more integrated

part of the bank’s overall risk management. This makes it possible to examine how the role of

liquidity risk within the banks has changed between the Basel II and Basel III periods.

The fifth dimension, regulatory formalisation, focuses on how Basel III liquidity

requirements, particularly LCR and NSFR, are reflected in banks’ liquidity risk management.
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Since comparable regulatory liquidity ratios did not exist under Basel II, the introduction of
LCR and NSFR under Basel III gave liquidity risk a more formal role in banking regulation

alongside capital requirements.
Analytical procedure

The analysis was carried out in several stages. First, the relevant passages identified during
the data collection process described in Section 3.3 were organised according to the five
analytical dimensions. The passages were classified based on their meaning and context,
rather than simply on the presence of specific keywords. In cases where a passage covered
several aspects of liquidity risk management, it could be linked to more than one analytical

dimension.

The next stage involved comparing the material within each reporting period to identify
common patterns as well as differences between the banks. For the 2008 reports, particular
attention was given to capital adequacy, funding pressure, refinancing risk, liquidity reserves
and the management of liquidity risk during the financial crisis. The 2024 reports were
analysed using the same dimensions, with additional attention given to the liquidity

requirements introduced under Basel III, especially LCR and NSFR.

The findings from 2008 and 2024 were then compared across the five dimensions. The aim
was to examine what had changed over time, as well as what had remained relatively
consistent, particularly in the relationship between capital and liquidity and in the way banks
manage liquidity risk. Differences between larger and smaller banks were also considered,
especially in cases where differences in funding structures or business models appeared to be

associated with differences in how liquidity risk was presented and managed.

In the final stage, the findings were interpreted in relation to the theoretical framework and
previous research. This involved assessing whether the patterns identified in the annual
reports supported, differed from or extended previous findings concerning liquidity risk,
capital-liquidity interaction and financial resilience. Particular attention was given to how the
findings from the Swedish banks could contribute to the existing academic discussion by
showing how these relationships were reflected in banks’ own risk reporting and governance

practices.
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Based on this analytical procedure, the empirical findings are presented in Chapter 4 through
four analytical areas. These areas structure the presentation of the findings and are distinct

from the five analytical dimensions used to analyse and interpret the empirical material.

1. How is liquidity risk framed and integrated within banks’ broader risk management and
governance structures under Basel II and Basel I11?

2. To what extent do banks treat capital and liquidity as interconnected or separate
components of financial resilience?

3. How do banks use and discuss LCR and NSFR in relation to liquidity resilience,
funding stability and regulatory compliance?

4. How do bank size and business models influence the way liquidity risk is managed,

communicated and strategically integrated?

Together, these four areas structure the presentation of the empirical findings in Chapter 4,
while the five analytical dimensions provide the theory-based framework used to analyse and

interpret the material.
3.5 Reliability and Limitations

Reliability is strengthened by applying the same analytical framework across all eight banks
and both reporting periods. The use of the same five analytical dimensions provides a
consistent basis for identifying, organising and interpreting relevant material across the annual
reports. In addition, the analytical procedure and the indicators associated with each
dimension are explicitly described, which increases transparency and makes it possible to

understand how the empirical findings were derived from the material.

The study nevertheless has several limitations. First, the sample is limited to eight Swedish
banks, which means that the findings may not be fully representative of the broader banking
sector. The study is therefore limited to the Swedish banking context and does not provide an
international comparison of liquidity risk management practices or regulatory adaptation
across different banking systems. However, the inclusion of both large and smaller Swedish

banks makes it possible to compare different types of institutions and examine how size,
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organisational complexity and business models may influence liquidity risk management and

reporting practices.

Another limitation concerns the use of annual reports as the primary data source. Since the
reports are produced by the banks themselves, they reflect how banks choose to present their
risk management practices and regulatory compliance. The study therefore examines reported
practices and disclosures rather than directly observing how liquidity risk is managed
internally. Relevant passages were read in their broader context to reduce the risk of
interpreting individual statements in isolation. However, annual reports may still emphasise

certain aspects of risk management while providing less information about others.

The study is also limited to two selected reporting periods, 2008 and 2024. While this makes
it possible to compare reporting practices under Basel II and Basel III, the study does not
capture all developments that may have occurred between these periods. Furthermore,
differences observed between 2008 and 2024 cannot necessarily be attributed exclusively to
the transition from Basel II to Basel III, as changes in market conditions, banking practices,
business models and the broader financial environment may also have influenced how banks

manage and report liquidity risk.

Since the study applies a qualitative and comparative approach, the analysis also involves
interpretation. This means that another researcher may interpret individual disclosures
differently. However, the use of a theory-driven analytical framework, clearly defined
analytical dimensions and a consistent comparative procedure helps reduce subjectivity and

increases transparency throughout the analysis.

Finally, the study is based exclusively on publicly available documents and does not use
confidential information or personal data. Ethical concerns are therefore limited.
Nevertheless, the analysis aims to represent the banks’ disclosures accurately and to avoid

selective interpretation of the empirical material.
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4. Empirical Analysis

4.1 Framing and Integration of Liquidity Risk

1. How is liquidity risk framed and integrated within banks’ broader risk management and

governance structures under Basel Il and Basel 111?

This analytical area examines how liquidity risk is framed and integrated within banks’
broader risk management and governance structures across the Basel II and Basel I1I periods.
In the analysed 2008 reports, liquidity risk was primarily presented as a short-term operational
issue related to funding management. In the 2024 reports, it was more frequently framed as a
broader governance and resilience issue associated with financial stability, market confidence
and long-term institutional resilience. The 2008 reports therefore illustrated a defensive
approach to liquidity management focused on short-term funding stability and market access
during periods of financial stress (SEB, 2008, pp. 52-57; Nordea, 2008, pp. 38-42; Swedbank,
2008, pp. 48-53; Handelsbanken, 2008, pp. 44-48).

Within the larger banks such as Nordea, SEB, Swedbank and Handelsbanken, liquidity risk in
2008 was heavily influenced by the disruptions caused by the global financial crisis. The
reports consistently highlighted “funding pressure”, “market disruptions” and “refinancing
risk”, illustrating a reactive liquidity management strategy centred on short-term survival
concerns and maintaining access to funding markets (SEB, 2008, pp. 52-57; Nordea, 2008,

pp- 38-42; Swedbank, 2008, pp. 48-53; Handelsbanken, 2008, pp. 44-48).

This reflects the broader Basel II framework, where capital adequacy received greater formal
regulatory attention while liquidity management remained less directly regulated. The 2008
reports show that this regulatory emphasis did not prevent severe liquidity pressures when
funding markets became unstable, illustrating why solvency and liquidity need to be

understood as distinct but interconnected dimensions of financial resilience.

SEB’s 2008 report, for instance, was primarily concerned with maintaining access to funding

markets and managing refinancing pressure (SEB, 2008, pp. 52-57; 90-95). This suggests
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that liquidity risk was framed mainly as a response to immediate market conditions rather than

as a broader governance issue involving continuous resilience planning.

In a similar manner, Swedbank’s 2008 reporting demonstrated strong concerns regarding
wholesale funding pressure linked to the Baltic crisis. The bank emphasised liquidity reserves
and refinancing capacity (Swedbank, 2008, pp. 48—53; 78-82), suggesting that liquidity risk
was primarily approached as an immediate funding issue rather than as part of a broader
resilience framework. This is consistent with previous research showing that funding
disruptions could create severe liquidity pressures even in banks with relatively strong capital
positions (Brunnermeier, 2009; Brunnermeier & Oehmke, 2013). The Swedish case therefore
illustrates how this distinction was also reflected in banks’ own risk reporting during the

crisis.

In contrast, the 2024 reports reflect a significant shift toward more formalised liquidity
governance under Basel III. Compared with the 2008 reporting, liquidity risk is more clearly
connected to financial stability, market confidence, stress testing and crisis preparedness.
Rather than being presented mainly as a treasury or funding issue, liquidity risk is
increasingly integrated into broader resilience and governance structures. The reports also
demonstrate a notable shift in language. Terms such as “liquidity resilience”, “stress testing”,
“funding stability” and “contingency planning” appear more frequently throughout the reports
(SEB, 2024, pp. 268-269; Nordea, 2024, pp. 58-60; Swedbank, 2024, pp. 76-78;

Handelsbanken, 2024, pp. 110-111).

The shift in language suggests that Basel I1I was associated not only with changes in liquidity
regulation, but also with changes in how banks frame and organise liquidity risk management.
Liquidity risk is incorporated within institutional governance frameworks that include stress
testing, strategic oversight, contingency planning and enterprise-wide risk management
systems. Liquidity governance is therefore presented as more institutionalised in the 2024
reports. Responsibility for ensuring liquidity resilience reached beyond treasury functions and
was increasingly connected to board oversight, strategic management processes and internal
control systems. Consequently, liquidity risk took on a more central role within overall

corporate governance and organisational resilience frameworks.
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SEB’s 2024 report presents liquidity risk as closely connected to the bank’s broader risk
management, stress testing and funding structures (SEB, 2024, pp. 268-269). This highlights
how liquidity risk under Basel 111 is presented not merely as an operational matter, but as an
integrated component of broader organisational governance structures. Liquidity governance

therefore became more strategic rather than purely operational.

Nordea reveals one of the most evident examples of this shift. In 2024, liquidity risk is closely
linked to macroeconomic scenario analysis, stress testing and diversified long-term funding
structures (Nordea, 2024, pp. 58-60; 122-123). This indicates that liquidity management has
developed from reactive funding management into more strategic risk management structures
related to market confidence and systemic stability. The increasing use of macroeconomic
scenario analysis also suggests that liquidity risk management under Basel III became more
long-term-oriented. Instead of reacting after funding pressures had already emerged, banks
increasingly focused on identifying potential weaknesses in advance, assessing adverse
economic scenarios and maintaining resilience during periods of stress. This illustrates a more

preventive approach to governance than is visible in the analysed 2008 reports.

Among the smaller banks, including Avanza, ICA Banken, Resurs Bank and SBAB, liquidity
governance also became substantially more formalised under Basel I1I. However, the
integration appears less developed compared to the large banks. Smaller banks show a
tendency to present liquidity risk mainly as an issue tied to funding stability and compliance
obligations rather than as a part of wider resilience frameworks (Avanza, 2024, pp. 115-120;
ICA Gruppen, 2024, pp. 55-57; Resurs Bank, 2024, pp. 73-76; SBAB, 2024, pp. 205-207).
This variation suggests that differences in liquidity governance under Basel I1I are associated
with organisational size, systemic importance and funding structure. Larger international
banks generally show greater exposure to capital market fluctuations and international
funding pressures, which may help explain their stronger emphasis on integrated liquidity
governance practices. Smaller banks, on the other hand, typically rely on less complex

funding models and therefore generally manage liquidity governance in a more limited way.

This contrast reveals differences in business models and funding structures. Large banks
depend on global wholesale funding and are therefore more exposed to market confidence and

refinancing risk. As a result, liquidity governance becomes more strategically integrated into
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broader resilience planning. Among the smaller banks analysed, greater reliance on retail
deposits or more specialised lending models is associated with different liquidity pressures

and a more operational presentation of liquidity risk.

Overall, the findings indicate a clear difference in how liquidity risk is presented across the
two periods. In the 2008 reports, liquidity risk was primarily framed around immediate
funding pressures, while the 2024 reports place greater emphasis on governance, resilience
and strategic integration. This suggests that liquidity risk became more explicitly embedded

within broader risk-management structures under the later regulatory environment.
4.2 The Interaction Between Capital and Liquidity

2. To what extent do banks treat capital and liquidity as interconnected or separate

components of financial resilience?

The analysis indicates that the way banks present the relationship between capital and
liquidity changed significantly between the two reporting periods. In the 2008 reports, capital
and liquidity are generally presented as relatively separate dimensions of risk management.
Capital adequacy is framed as the central measure of financial stability, whereas liquidity risk
management is mainly concerned with refinancing capacity, liquidity reserves and funding
availability (SEB, 2008, pp. 52-57; Nordea, 2008, pp. 38-42; Swedbank, 2008, pp. 48-53;
Handelsbanken, 2008, pp. 44-48).

This separation demonstrates the regulatory focus under Basel II, in which capital adequacy
and solvency regulation occupied a more central position than liquidity governance. Liquidity
risk therefore remained relatively underregulated and was regularly treated as a secondary

operational concern rather than an integral part of institutional resilience.

The crisis exposed the shortcomings of this separation, as several banks entered the period
with relatively strong capital positions while simultaneously experiencing severe liquidity
pressures. Analytically, this suggests that the importance of liquidity as a distinct component
of financial resilience was less explicitly recognised in the 2008 reporting than in the 2024
reports. The financial crisis nevertheless demonstrated that solvency alone could not ensure

resilience when funding markets became unstable.
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This finding is consistent with DeYoung et al. (2018), who show that banks adjust their
liquidity positions in relation to capital conditions, supporting the view that capital and
liquidity should not be understood independently. The findings from the 2024 reports extend
this perspective by suggesting that the relationship is increasingly reflected not only in
balance-sheet decisions, but also in stress testing, governance and broader resilience
frameworks. The reports now place greater emphasis on liquidity buffers, stress testing
frameworks and reliable funding structures alongside capital planning and broader governance
structures (SEB, 2024, pp. 268-269; Nordea, 2024, pp. 58-60; Swedbank, 2024, pp. 76-78;
Handelsbanken, 2024, pp. 110-111).

Nordea and SEB provide some of the clearest examples of integration between capital and
liquidity governance in the analysed reports. Their reports directly link liquidity resilience to
stress testing, a diversified funding structure and macroeconomic scenario analysis (Nordea,
2024, pp. 58-60; 122-123; SEB, 2024, pp. 268-269). This suggests that resilience is now
presented as dependent on both solvency and liquidity stability rather than on capital
adequacy alone. However, the analysis also reveals that integration remains partial rather than
fully unified. Although banks progressively present liquidity and capital as connected
safeguards of resilience, they consistently report them through independent regulatory ratios,

governance mechanisms and reporting frameworks.

The smaller banks demonstrate a weaker strategic integration between capital and liquidity.
Their reports commonly frame liquidity management in terms of regulatory compliance and
financial stability rather than through broader resilience narratives. This indicates that
organisational complexity and funding reliance affect the extent of integration between

liquidity and capital within governance structures.

This is also consistent with Baros et al. (2023), who emphasise the continued interaction
between capital and liquidity under more developed regulatory conditions. However, the
present findings suggest that coordination does not necessarily imply full integration, since
banks continue to report capital and liquidity through partly separate regulatory and
governance structures. These findings therefore suggest that capital and liquidity are presented
differently under Basel I1I, with the two increasingly treated as complementary rather than

separate dimensions of risk management.
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4.3 Strategic and Regulatory Use of LCR and NSFR

3. How do banks use and discuss LCR and NSFR in relation to liquidity resilience,

funding stability and regulatory compliance?

The analysis indicates that the role of LCR and NSFR changed significantly between the
Basel II and Basel III periods. In the 2008 annual reports, liquidity risk is primarily discussed
through refinancing capacity, funding access, liquidity reserves and market confidence. Since
LCR and NSFR had not yet been introduced, liquidity resilience was mainly assessed through
banks’ ability to maintain funding during periods of financial stress rather than through
standardised liquidity ratios. This reflects the Basel II framework, where liquidity risk
remained less independently regulated and was closely connected to broader funding and

capital-related decisions (DeYoung et al., 2018).

SEB’s 2008 reporting illustrates this difference, as liquidity management was discussed
mainly through liquidity reserves, refinancing capacity and funding conditions rather than
formal regulatory liquidity ratios (SEB, 2008, pp. 46—47). This provides a useful contrast to

the more standardised liquidity measures observed under Basel III.

However, the analysis demonstrates substantial differences between the banks regarding how
strategically LCR and NSFR are integrated into broader governance and resilience
discussions. Nordea presents one of the most strategically integrated approaches to liquidity
governance among the analysed banks. In the 2024 report, liquidity risk is closely connected
to stress testing, diversified funding structures and broader governance frameworks. The bank
states that it conducts “regular stress tests on the liquidity position” and maintains
contingency plans for liquidity crises (Nordea, 2024, p. 309). Nordea also emphasises the
importance of a “diversified funding base” and stable access to market funding (Nordea,
2024, p. 309). Furthermore, the report states that LCR and NSFR form “the basis for Nordea’s
liquidity risk tolerance” (Nordea, 2024, p. 310). This suggests that Nordea uses liquidity
measures not only to demonstrate regulatory compliance, but also as strategic governance
tools connected to liquidity resilience, funding stability and broader risk management

structures.



Linneuniversitetet

Kalmar Vixjo

SEB demonstrates a similar approach, although with stronger emphasis on funding
diversification and contingency planning. In the 2024 report, liquidity risk is closely
integrated into the bank’s broader risk management and governance structures, where liquidity
resilience is linked to stress testing, structural liquidity risk and stable market funding (SEB,
2024, pp. 269-270). The bank repeatedly emphasises diversified funding sources, liquidity
reserves and continued access to capital markets as important components of liquidity
management (SEB, 2024, p. 43). SEB reported an LCR of 160 percent and an NSFR of 111
percent in 2024, both above regulatory minimum requirements (SEB, 2024, p. 270). SEB also
conducts liquidity stress tests and internal liquidity evaluations to assess liquidity resilience
under stressed market conditions (SEB, 2024, pp. 269, 261). This indicates that LCR and
NSFR are incorporated within broader enterprise-wide governance systems rather than treated
as isolated liquidity metrics. Compared with the 2008 report, where liquidity discussions
mainly concerned refinancing pressure and funding market disruptions, the Basel 111
framework instead reflects a more preventive and institutionalised approach to liquidity

governance.

Swedbank repeatedly connects liquidity resilience to funding stability and the ability to
withstand periods of financial stress. In the 2024 report, the bank states that its “capital and
liquidity position ensures that the bank can manage economic downturns” while maintaining
access to funding markets (Swedbank, 2024, p. 19). The report also presents an LCR of 201
percent and an NSFR of 127 percent, both above regulatory minimum requirements
(Swedbank, 2024, p. 19). This indicates that liquidity measures are framed not only as
regulatory requirements, but also as mechanisms connected to long-term resilience and market
confidence. Compared with the 2008 reporting, where liquidity governance mainly focused on
refinancing pressure during the Baltic crisis, the 2024 report reflects a more structured and

long-term approach to liquidity resilience under Basel III.

Handelsbanken differs somewhat from Nordea and SEB because its liquidity governance is
more closely connected to its conservative funding model and relatively strong deposit base.
In both the 2008 and 2024 reports, the bank places substantial emphasis on stable funding,
balance sheet stability and customer deposits (Handelsbanken, 2024, pp. 20, 107).
Handelsbanken reported an LCR of 207 percent and an NSFR of 124 percent in 2024, both
above regulatory minimum requirements (Handelsbanken, 2024, pp. 110-111). Under Basel
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II1, Handelsbanken integrates LCR and NSFR into stress testing and liquidity governance
frameworks through liquidity planning, internal liquidity risk limits and structural funding
measures (Handelsbanken, 2024, pp. 110-111, 325). However, compared with Nordea and
SEB, the discussion is less strongly connected to international wholesale funding markets and
macroeconomic scenario analysis. Instead, liquidity resilience is mainly framed through
conservative funding structures, stable financing and long-term financial stability. This
suggests that business models influence how banks strategically interpret and apply Basel 111

liquidity measures.

Taken together, the findings from Nordea, SEB, Swedbank and Handelsbanken indicate that
LCR and NSFR are not presented merely as regulatory minimum requirements. Instead, the

measures are increasingly embedded within stress testing, funding planning and broader risk
governance. At the same time, differences between the four banks suggest that Basel III has

not produced a uniform approach to liquidity management. The strategic role of LCR and

NSFR appears to vary with banks’ funding structures and exposure to financial markets.

The smaller banks demonstrate a more operational and compliance-oriented approach to LCR
and NSFR. ICA Banken and Avanza generally place less emphasis on macroeconomic
resilience, systemic stability and enterprise-wide liquidity governance compared with the
larger banks. Instead, their reports mainly present liquidity measures as indicators of

regulatory compliance, stable deposit funding and operational liquidity management.

ICA Banken, for example, discusses liquidity risk mainly in relation to maintaining sufficient
liquidity reserves, refinancing capacity and meeting regulatory liquidity requirements.
Liquidity management is centrally governed through the group treasury function and focuses
on liquidity reserves, financing facilities and refinancing structures (ICA Gruppen, 2024, p.
56). Unlike several of the larger banks, ICA Gruppen places limited emphasis on explicit LCR
and NSFR reporting within broader liquidity governance discussions. Instead, liquidity
management is primarily framed through liquidity reserves, refinancing structures and internal
financial control. Although financial risks and liquidity risk are integrated within the group’s
financial policies and regulatory compliance structures (ICA Gruppen, 2024, p. 190), LCR

and NSFR are not strongly connected to broader discussions of systemic resilience or
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advanced liquidity governance. Overall, ICA Banken presents liquidity management mainly

through operational stability, refinancing capacity and regulatory compliance.

Avanza demonstrates a somewhat similar approach to ICA Banken, although the bank places
stronger emphasis on internal liquidity preparedness, stress testing and liquidity forecasting.
In the 2024 report, liquidity risk is primarily framed through customer deposit stability,
liquidity reserves and operational liquidity management rather than broader discussions
concerning systemic resilience or international funding market exposure (Avanza, 2024, pp.
118, 123). The bank also describes recurring stress tests, liquidity forecasts and contingency
planning to maintain liquidity preparedness under stressed conditions (Avanza, 2024, pp. 45,
123). Furthermore, Avanza states that liquidity risk is monitored through LCR and NSFR
reporting as part of the bank’s internal risk framework (Avanza, 2024, p. 123). However,
compared with Nordea, SEB and SBAB, LCR and NSFR are discussed more as operational
and regulatory risk measures than as broader strategic governance tools connected to
market-wide liquidity resilience. This may partly reflect Avanza’s business model, which
relies heavily on customer deposits and relatively limited exposure to international wholesale

funding markets.

SBAB represents a somewhat different case among the smaller banks. Although the bank is
smaller than the major institutions, its mortgage-focused business model creates stronger
dependence on market-based funding and covered bonds. In the 2024 report, SBAB
repeatedly emphasises diversified funding and continued access to Swedish and European
bond markets as central components of liquidity management (SBAB, 2024, p. 51). The bank
also places substantial emphasis on secured bond financing, liquidity reserves and refinancing
stability (SBAB, 2024, pp. 51, 206). Furthermore, SBAB conducts regular liquidity stress
tests to evaluate how adverse market conditions, refinancing pressure and disruptions in
funding markets could affect liquidity risk (SBAB, 2024, p. 208). Liquidity risk is also
integrated into broader governance structures, where liquidity strategy, internal liquidity
measures and risk monitoring are regularly reported to the board and senior management
(SBAB, 2024, p. 57). At year-end 2024, SBAB reported an LCR of 196 percent and an NSFR
of 126 percent, both above regulatory minimum requirements (SBAB, 2024, pp. 51, 206,
265). This suggests that SBAB uses LCR, NSFR, stress testing and funding planning as part
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of a more strategically integrated liquidity-management framework than several other smaller

banks.

Resurs Bank also illustrates an important aspect of Basel III liquidity governance. In its 2024
report, the bank reports an LCR of 478 percent and an NSFR of 110 percent, both above
regulatory minimum requirements (Resurs Bank, 2024, pp. 34, 36). The report also describes
liquidity management through liquidity reserves, internal liquidity portfolios, diversified
funding structures and daily liquidity monitoring (Resurs Bank, 2024, pp. 34-36, 74—77). In
addition, the bank conducts recurring stress tests and monthly liquidity reporting to monitor
liquidity preparedness under stressed conditions (Resurs Bank, 2024, p. 74). However,
compared with Nordea and SEB, the discussion remains more technical and
compliance-oriented. LCR and NSFR are mainly used to demonstrate regulatory preparedness
and operational funding stability rather than broader institutional resilience or systemic

governance integration.

Taken together, the smaller-bank cases further demonstrate that regulatory formalisation does
not result in identical liquidity-management practices. While ICA Banken, Avanza and Resurs
Bank present LCR and NSFR primarily in relation to operational stability and regulatory
compliance, SBAB represents an important contrast because of its stronger dependence on
market-based funding. This suggests that the strategic use of liquidity measures is shaped not

only by bank size, but also by differences in funding structure and business model.

These differences between the banks are analytically important because they suggest that
Basel III standardised liquidity regulation without creating one uniform approach to liquidity
governance. Instead, the findings suggest that the strategic role of LCR and NSFR varies in
relation to business models, funding structures, organisational complexity and exposure to

international funding markets.

The findings also support the theoretical framework of the study. Basel III introduced formal
liquidity requirements alongside capital regulation, placing greater regulatory emphasis on
both short-term liquidity resilience and long-term funding stability. At the same time, the
analysis shows that liquidity and capital remain closely interconnected. Banks consistently

discuss liquidity resilience alongside capital adequacy, stress testing and broader governance
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structures, which supports theoretical perspectives suggesting that capital and liquidity

function as coordinated rather than independent dimensions of financial resilience.

The findings suggest that LCR and NSFR have become substantially more than regulatory
compliance measures under Basel III. For banks such as Nordea and SEB, the measures
increasingly function as strategic governance tools connected to market confidence, stress
resilience and institutional stability. For banks such as ICA Banken, Avanza and Resurs Bank,
the measures remain more closely connected to operational liquidity management and
regulatory compliance. Overall, the analysis indicates a shift from more reactive liquidity
management in the 2008 reporting toward more institutionalised and strategically integrated

liquidity governance in the 2024 reporting under Basel III.

4.4 The Influence of Bank Size and Business Models on Liquidity

Risk Management

4. How do bank size and business models influence the way liquidity risk is managed,

communicated and strategically integrated?

The analysis reveals clear differences in liquidity risk management across banks of different
sizes and with different business models, particularly in how liquidity risk is framed,
strategically integrated and connected to funding structures. For the larger banks, liquidity risk
is usually represented as a wider governance and stability matter connected to market trust,
the ability to withstand financial stress and the ability to maintain long-term funding. This
may partly be related to their higher dependence on wholesale funding, complex financial

structures and operations across multiple financial markets.

SEB provides a clear example of how liquidity governance has become more strategically
integrated under Basel III. In the 2024 report, the bank frequently connects liquidity resilience
to funding diversification, the capacity to manage periods of financial stress and the ability to
secure funding during market instability. The report also highlights contingency funding
arrangements, stress testing practices and liquidity buffers as part of broader risk management
frameworks and governance structures (SEB, 2024, pp. 268-269). This suggests that SEB no

longer treats liquidity risk primarily as a regulatory standard, but rather as an important part of
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ensuring market confidence and long-term financial stability. Compared with the 2008
reporting (SEB, 2008, pp. 52-57; 90-95), liquidity risk is no longer discussed mainly in
relation to refinancing difficulties and instability in funding markets during the financial

crisis.

Nordea illustrates how business models and funding structure may influence liquidity
governance. Its international operations and greater exposure to wholesale funding are
associated with stronger emphasis on macroeconomic scenario analysis, recovery planning
and broader strategic resilience (Nordea, 2024, pp. 58—60; 122—123). Compared with more
deposit-funded banks, this suggests that exposure to market-based funding may increase the

strategic importance of liquidity governance.

Swedbank also shows a more developed approach to liquidity governance under Basel III,
although the bank’s approach to liquidity risk still reflects experiences from the Baltic crisis
and previous liquidity difficulties. In the 2024 report, significant attention is given to funding
stability, liquidity buffers and the ability to manage stressed conditions through stress testing
(Swedbank, 2024, pp. 76-78; 82-83). Compared with the 2008 reporting (Swedbank, 2008,
pp- 48-53; 78-82), the language shifts away from short-term crisis management and instead

reflects a more structured and long-term approach to resilience and risk governance.

This change is significant because the 2024 reporting reflects a stronger emphasis on
long-term resilience and stability compared with the short-term funding pressures emphasised
in 2008. Swedbank’s reporting indicates that liquidity governance is now more closely
integrated into the bank’s broader risk management approach rather than being mainly linked

to periods of market stress.

Handelsbanken differs slightly in some aspects from the other large banks because of its more
conservative funding model and its heavy use of customer deposits. In both the 2008 and 2024
reports, the bank gives particular attention to stable funding, more restrictive liquidity
management practices and customer deposits (Handelsbanken, 2008, pp. 44-48;
Handelsbanken, 2024, pp. 110-111). The 2024 report also discusses liquidity ratios such as the
LCR and NSFR alongside liquidity stress-testing processes. Under Basel 111, however, these
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principles have become more formally embedded within governance frameworks connected to

broader resilience and liquidity governance structures.

Compared with SEB and Nordea, Handelsbanken gives less attention to a diversified funding
base and access to international funding markets. Instead, the bank frames liquidity resilience
in relation to stable financial structures and balance sheet stability (Handelsbanken, 2024, pp.
110-111). This suggests that differences in business models are associated with how banks
present and manage liquidity resilience, even when operating under the same Basel 111

framework.

The smaller banks show a somewhat different approach to liquidity governance. Compared
with the large banks, Avanza, ICA Banken, Resurs Bank and SBAB tend to describe liquidity
risk from a more operational and regulatory perspective. Their reporting focuses more on
meeting liquidity requirements and ensuring stable funding, instead of wider considerations

linked to systemic resilience or confidence across financial markets.

SBAB is particularly important for interpreting the role of bank size and business model.
Although SBAB is smaller than the larger banks, its mortgage-focused business model creates
a relatively strong dependence on market-based funding. In the 2024 report, SBAB places
substantial emphasis on liquidity reserves, covered bond financing and stress testing practices
linked to refinancing risk and funding stability (SBAB, 2024, pp. 205-207). Compared with
the 2008 reporting, where liquidity management was primarily discussed in relation to
refinancing risk and covered bond funding structures (SBAB, 2008, pp. 36-41), liquidity
governance in 2024 appears more formalised and strategically integrated. Importantly,
SBAB’s liquidity governance resembles that of the larger wholesale-funded banks, such as
SEB and Nordea, more closely than that of several other smaller banks. This suggests that
bank size alone does not explain the differences observed in liquidity governance. Instead,
funding structure and business model appear to be particularly important for understanding

how liquidity risk is integrated into broader risk management.

In contrast, ICA Banken and Avanza describe liquidity risk mainly in relation to operational
stability and funding through customer deposits. Their reports give significant attention to

maintaining stable liquidity levels and meeting regulatory liquidity requirements. This
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contrast reinforces the interpretation that funding structure and business model may be more
important than size alone, as greater reliance on customer deposits is associated with a more
operational and compliance-oriented presentation of liquidity risk. The reports mainly focus
on stable deposits, liquidity reserves and compliance-related measures, whereas broader
aspects related to systemic stress scenarios and recovery planning receive less attention
(Avanza, 2024, pp. 115-120; ICA Gruppen, 2024, pp. 55-57). Compared with the 2008
reporting, where liquidity management was discussed in a more limited way in relation to
customer deposits and operational liquidity stability (Avanza, 2008, pp. 18-22; ICA Gruppen,
2008, pp. 20-24), the 2024 reports demonstrate a more formalised Basel III liquidity
governance structure connected to regulatory liquidity management and compliance
requirements. This difference suggests that, among the smaller deposit-funded banks
analysed, Basel IlI is presented more strongly from a compliance perspective than through
broader strategic resilience governance. Although liquidity risk management remains an
important part of their operations, it plays a less central role in maintaining legitimacy and

confidence in international capital markets.

Resurs Bank provides a contrasting example, where liquidity governance remains more
operational despite greater regulatory formalisation. Because of Resurs Bank’s focus on
consumer lending, the bank gives more attention to funding diversification and refinancing
capacity than ICA Banken and Avanza. The 2024 report discusses liquidity reserves,
diversified funding and refinancing risk management as important components of liquidity
governance (Resurs Bank, 2024, pp. 73—76). However, compared with the more integrated
governance approaches observed among the largest banks, these practices are primarily
framed in relation to operational stability and regulatory compliance. Compared with the 2008
reporting, where liquidity management was discussed more briefly in relation to funding
access and liquidity reserves (Resurs Bank, 2008, pp. 24-29), the 2024 report demonstrates a
more formalised Basel III governance structure linked to liquidity resilience and regulatory

liquidity management.

Overall, the findings suggest that bank size alone does not fully explain differences in
liquidity governance. While larger internationally active banks generally demonstrate more
strategically integrated approaches, the contrast between SBAB, ICA Banken and Avanza

indicates that funding structure and business model are particularly important. Banks with
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greater exposure to market-based and wholesale funding appear to integrate liquidity risk
more strongly into stress testing, resilience planning and broader governance, whereas banks
with stronger reliance on customer deposits tend to frame liquidity risk more through

operational stability and regulatory compliance.
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5. Conclusion

The purpose of this study was to examine how the relationship between capital and liquidity is
reflected in banks’ liquidity risk management under Basel 1 and Basel III. By comparing
annual reports from eight Swedish commercial banks in 2008 and 2024, the study examined
how liquidity risk was framed, governed and integrated into broader risk-management

practices across the two regulatory environments.

The findings show a clear difference in how liquidity risk is presented between the two
periods. In the 2008 reports, liquidity risk was mainly framed as an operational funding
concern related to refinancing capacity, market access and short-term liquidity pressures.
Capital adequacy received greater formal regulatory attention, while liquidity management
depended more on banks’ internal funding decisions and governance practices. In the 2024
reports, liquidity risk is presented in a more formalised and integrated way, with greater
emphasis on stress testing, funding stability, contingency planning and long-term financial

resilience.

The relationship between capital and liquidity also appears differently across the two periods.
In the 2008 reports, capital and liquidity were generally presented as relatively separate areas
of risk management. In the 2024 reports, they are more clearly presented as complementary
components of financial resilience, although they continue to be governed through partly
separate regulatory requirements and risk-management structures. The introduction of LCR
and NSFR under Basel III has given liquidity risk a more formal position alongside capital
regulation, while also connecting liquidity management more closely to broader resilience and

governance practices.

The findings further show that Basel III has not resulted in identical approaches to liquidity
management across banks. Larger and more internationally active banks generally present
liquidity risk as more strategically integrated into stress testing, funding planning and broader
governance. However, the comparison between the smaller banks indicates that bank size
alone does not explain these differences. SBAB provides an important example, as its
dependence on market-based funding is associated with liquidity-management practices that

resemble those of larger wholesale-funded banks. This suggests that funding structure and
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business model are particularly important for understanding differences in liquidity

governance.

Overall, the study suggests that liquidity risk management has become more formalised and
strategically integrated under Basel I1I, while capital and liquidity remain distinct but
interconnected components of financial resilience. The findings contribute to previous
research by showing how this relationship is reflected in banks’ own risk reporting and
governance practices across two different regulatory environments. However, since the study
is based on annual reports, the findings reflect how banks report and present their liquidity

risk management rather than providing direct observations of internal management practices.
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7. Appendix

Table 1. Selected Sample of Banks

Large Banks Smaller Banks
SEB Resurs Bank
Swedbank ICA Banken
Nordea Avanza
Handelsbanken SBAB

Table 2. Operationalisation of the analytical framework

Analytical dimension

Analytical focus

Examples of indicators in
the annual reports

Capital-liquidity interaction

How capital and liquidity are
presented as separate or
interconnected components
of financial resilience

Capital adequacy, liquidity
positions, capital planning,
liquidity buffers and

balance-sheet adjustments

Funding stability

How funding structures
affect banks' exposure to
liquidity risk

Wholesale funding,
customer deposits,
refinancing risk, funding
diversification and market
funding access

Liquidity resilience

How banks describe their
ability to prepare for and
withstand liquidity stress

Liquidity reserves, liquidity
buffers, stress testing,
contingency planning and
financial stress

Governance and integration

How liquidity risk is
incorporated into broader
risk management and
governance

Risk management structures,
board oversight, treasury
functions, internal risk
control and strategic risk
management

Regulatory formalisation

How explicit regulatory
liquidity requirements
influence liquidity risk
management

LCR, NSFR, regulatory
compliance and internal
liquidity requirements
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