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CURRENT ECONOMIC 
AND MONETARY 
TRENDS

SUMMARY

Among the advanced economies, growth has 

picked up in the euro area, while it has slowed 

down a little in the USA and the UK, albeit from 

high levels. Activity is supported by low oil prices 

and interest rates. In the euro area, the currency 

has also depreciated, and fiscal policy is neutral 

after recent years’ consolidation. In the emerging 

economies, the pace of growth has subsided a bit.

Yields on euro area government bonds rose 

from mid-April to mid-June, reflecting the im-

proved growth outlook, among other factors. The 

rise followed a prolonged period during which 

interest rates had fallen, partly as a result of the 

European Central Bank, ECB, having eased mon-

etary policy. In the USA, the Federal Reserve has 

begun to normalise monetary policy, and market 

participants expect interest rates to be raised in 

the 2nd half of 2015.

The upswing seen in the Danish economy in 

2014 has continued in the first part of this year. 

The real gross domestic product, GDP, was 1.1 per 

cent higher in 2014 than in the preceding year. 

The upswing is expected to gain strength in the 

coming years. Growth in real GDP is forecast at 

2.0 per cent this year and 2.1 per cent next year. 

A slightly lower growth rate of 1.8 per cent is 

expected in 2017, when the economy reaches its 

normal capacity. The output gap, which is the dif-

ference between actual and potential output, was 

approximately 1.5 per cent of GDP in early 2015. 

The gap is forecast to close during 2017. 

Consumer price inflation remains moderate, 

but has accelerated in the first months of the year. 

Even with small price increases in the rest of the 

year, the annual rate of increase will become high-

er towards the end of 2015. For 2016 and 2017, 

when the effect of the oil price fall is eliminated, 

inflation is forecast at just under 2 per cent. 

The fall in interest rates in the first part of the 

year boosted house prices in the spring. The level 

of interest rates remains low, thereby supporting 

house prices. Consequently, there is still reason to 

exert caution in relation to house prices, especial-

ly in Copenhagen, where there is a risk that price 

increases are self-reinforcing.

Interest rates are set to remain low throughout 

the projection period, and combined with devel-

opments in oil prices and the effective exchange 

rate of the krone over the last year this will add 

strong momentum to the upswing. This tightens 

the requirements of fiscal and structural policy. 

Since the downturn in 2008-09, fiscal policy has 

supported activity in the Danish economy. How-

ever, growth in the private sector economy is now 

so strong that the expansionary measures can 

gradually be rolled back completely. Fiscal policy 

should be tightened and restored to a neutral 

level so that the structural balance reaches equi-

librium over the next couple of years. The require-

ments for fiscal and structural policy will sharpen 

if the economy grows at a faster and stronger 

pace than assumed in the projection.

There will be a considerable need for labour in 

the coming years. Unemployment is only slightly 

above its structural level, so much of the increase 

in the labour supply must come from those who 
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GDP growth and PMI in the euro area and the USA Chart 1

Euro area USA

40

45

50

55

60

65

-1.0

-0.5

0.0

0.5

1.0

1.5

GDP growth PMI (right-hand axis)

Per cent, quarter-on-quarter Index

2010 2011 2012 2013 2014 2015
40

45

50

55

60

65

-1.0

-0.5

0.0

0.5

1.0

1.5

GDP growth PMI (right-hand axis)

Per cent, quarter-on-quarter Index

2010 2011 2012 2013 2014 2015

Note: Composite output PMI for the services and industrial sectors. A value above (below) 50 indicates positive (negative) growth.
Source: Thomson Reuters Datastream.

are currently outside the labour force or who 

choose to remain in the labour market a little 

longer instead of retiring. In addition, there will 

be a need for labour from abroad. Over a number 

of years, a series of important structural reforms 

have been implemented, including of the unem-

ployment benefit and pension systems, and this 

will contribute to higher structural employment. It 

is important – and a precondition for the central 

growth scenario in the projection – that these 

reforms are not rolled back in full or in part and 

that other policies curbing the supply of labour 

are not introduced.

THE INTERNATIONAL ECONOMY 
AND THE FINANCIAL MARKETS

ECONOMIC DEVELOPMENT AND GROWTH  
OUTLOOK
Especially the advanced economies are beginning 

to pick up steam, while the pace of growth in the 

emerging economies has subsided a little. Growth 

has accelerated in the euro area, while it has 

slowed down slightly in the USA and the UK, albeit 

from high levels.

Euro area GDP grew by 0.4 per cent in the 

1st quarter, cf. Chart 1 (left). The improvement 

was broad-based across member states. Growth 

picked up in Spain, France and Italy, while it 

slowed down a little in Germany. Greece was 

among the few member states where the econo-

my contracted. The Purchasing Managers’ Index, 

PMI, which provides a good indication of where 

the economy is heading, points to further growth 

in GDP in the euro area overall in the 2nd quarter.

Activity in the euro area is currently supported 

by low interest rates and a weakened euro, cf. 

Chart 2 (left). This is partly a result of the ECB’s 

expanded asset purchase programme, which was 

launched in March. Moreover, the price of oil is 

still very low, although it has risen since mid-Janu-

ary, cf. Chart 2 (right). 

The low oil price and interest rates have boost-

ed real disposable income. The falling interest 

rates and rising equity and house prices have led 

to greater private sector wealth. This is reflected 

in consumer confidence, which is back at the 2007 

level. These factors support private consump-

tion, which has been the main driver of growth in 

the euro area in recent years. Growth in private 

consumption will accelerate as unemployment 

declines and disposable income rises. 

The 13 per cent fall in the effective exchange 

rate of the euro since March 2014 has had a 

positive impact on exports, while investment has 

shown a weak trend because demand is subdued. 

As demand rises, investment is expected to pick 

up, cf. the article “Why is investment so weak?” 

in this Monetary Review. In addition, fiscal policy 

for the euro area taken as one is expected to be 
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Effective exchange rates and oil price Chart 2
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practically neutral (measured by the change in the 

structural balance) in both 2015 and 2016 after 

having been tightened in recent years. 

In the USA, GDP fell by 0.2 per cent in the 1st 

quarter, and industrial production fell in the first 

five months of the year. However, robust growth 

was seen in the preceding quarters, and in pre-

vious years there has also been a tendency for 

growth in seasonally adjusted GDP to be weak in 

the 1st quarter. An analysis by the Federal Reserve 

Bank of San Francisco, FRBSF, points to season-

ally adjusted quarterly GDP not fully taking into 

account seasonal fluctuations in economic activity 

these years.1 If separate adjustment is made for 

this factor, quarterly growth would have been 

approximately 0.4 percentage point higher ac-

cording to the FRBSF. However, this is still below 

the average quarterly growth rate of 0.5 per cent 

seen since the economic reversal in 2009.

The Federal Reserve and the international 

organisations highlight temporary factors such 

as the severe winter and labour disputes in the 

west coast ports as the primary reasons for the 

slowdown in the USA. Furthermore, the effective 

exchange rate of the dollar has appreciated by 13 

per cent since the summer of 2014, which damp-

ens exports. All the same, labour market growth 

is robust, and US private consumption is also 

1 Federal Reserve Bank of San Francisco, Economic Letter, 18 May 2015.

supported by low interest rates and oil prices. 

Consumer confidence is high and the PMI indica-

tor points to rising activity over the year. 

UK growth has declined a little. GDP grew by 

0.3 per cent in the 1st quarter after having aver-

aged 0.7 per cent per quarter in 2014. In Japan, 

growth accelerated to 1.0 per cent in the 1st 

quarter following weak growth in 2014, partly as 

a result of a VAT increase. The Swedish economy 

is growing at a robust pace, but slowed down a 

little to 0.4 per cent in the 1st quarter, from an 

average of 0.6 per cent per quarter in 2014. In 

Norway, which is an oil-producing country, growth 

has declined due to the fall in oil prices, and GDP 

rose by 0.2 per cent in the 1st quarter.

Among the emerging economies, India in 

particular is performing well. India has implement-

ed a number of reforms, and this has boosted 

investment. Growth has increased since 2012 and 

is expected to exceed that of China in 2015 and 

2016. However, India’s contribution to global GDP 

at market prices is a mere 3 per cent compared 

with China’s 13 per cent.

The combination of low interest rates and oil 

prices and the depreciation of the euro has led the 

OECD to adjust its growth forecast for the euro 

area overall upwards for 2015 and 2016, cf. Table 

1. The forecast for the USA has been adjusted 

downwards, reflecting factors such as the appre-

ciation of the dollar and the weak 1st quarter. Ac-

cording to the Federal Reserve’s economic model, 
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House prices and residential investment in the euro area and the USA Chart 3
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the strengthening of the effective exchange rate of 

the dollar by 13 per cent could reduce growth by 

0.5 percentage point after one year.

HOUSING MARKETS
There are signs of moderate growth in the euro 

area housing markets. Real house prices for the 

euro area overall have risen slightly over the last 

four quarters, following a downward trend since 

the 3rd quarter of 2007. However, the markets 

vary considerably across member states. German 

house prices have been rising since early 2009, 

and since 2011 the annual rate of increase has 

been 4-5 per cent, cf. Chart 3 (left). House prices 

have stabilised in Spain, while they are still falling 

in e.g. France and Italy. Low interest rates and 

rising incomes are expected to support develop-

ments in the housing markets in the coming years.

GDP growth forecasts for selected economies Table 1

Change relative to November 2014

Per cent 2014 2015 2016 2015 2016

USA 2.4 2.0 2.8 -1.1 -0.2

Euro area 0.9 1.4 2.1 0.3 0.4

Germany 1.6 1.6 2.3 0.5 0.5

France 0.2 1.1 1.7 0.3 0.2

Italy -0.4 0.6 1.5 0.4 0.5

Spain 1.4 2.9 2.8 1.2 0.9

UK 2.8 2.4 2.3 -0.3 -0.2

Japan -0.1 0.7 1.4 -0.1 0.4

China 7.4 6.8 6.7 -0.3 -0.2

India 7.2 6.9 7.6 0.5 1.0

Source: OECD, Economic Outlook, June 2015.



DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015 11

Balances of payments Chart 4

Global balances of payment Euro area balances of payment
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The substantial fall in house prices in connection 

with the crisis is reflected in residential invest-

ment, cf. Chart 3 (right). But since the housing 

markets have stabilised, investment as a ratio of 

GDP is no longer falling for the euro area overall. 

In its spring forecast, the European Commission 

expects euro area residential investment to rise 

slightly in 2015.

In the USA, the rate of increase in house pri-

ces has decreased after a period of large price 

increases. However, it is expected to rise in 2015 

as employment is picking up and interest rates 

remain low. Residential investment has shown a 

weak trend in recent years, reflecting factors such 

as the excess capacity accumulated in the pre-cri-

sis years and a smaller increase in the number of 

new households. All the same, several indicators 

point to higher building activity in the near term. 

For example, the number of households has risen 

considerably and the supply of existing houses for 

sale and rental housing has reached a low level.

GLOBAL BALANCES OF PAYMENT 
Global balance of payments imbalances have 

been reduced in recent years, cf. Chart 4 (left). The 

current account surplus of the euro area overall 

rose to 0.6 per cent of global GDP in 2014, and 

the US deficit decreased to 0.5 per cent of global 

GDP. These tendencies are countered by lower 

surpluses in e.g. China and Japan. Given that oil 

prices have fallen, the surpluses of the oil-export-

ing countries are expected to have been virtually 

eliminated in 2015.

For both the euro area and the USA, develop- 

ments are to a large extent driven by higher 

private sector savings, primarily because house-

holds and firms have reduced their investments. 

The increased private sector savings are partly 

offset by higher public sector deficits than before 

the crisis.

The higher current account surplus for the euro 

area overall is mainly attributable to improved 

balances of payments among the southern mem-

ber states, cf. Chart 4 (right). This development 

has been driven by weakened domestic demand 

combined with improved competitiveness as a re-

sult of low wage increases and structural reforms. 

In addition, the low oil price has reduced the price 

of net oil imports notably. This also applies in the 

USA, but is offset by e.g. the effects of the strong-

er dollar, so that the US current account deficit is 

expected to be more or less unchanged in 2015 

compared with 2014.

LABOUR MARKET AND INFLATION
The euro area labour markets have improved 

since the economy began to grow again in 2013. 

Unemployment had fallen to 11.1 per cent in April 
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Unemployment and employment in the euro area and the USA Chart 5
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from 12 per cent in September 2013, cf. Chart 5 

(left). 

Although unemployment soared during the 

crisis, the employment rate for the euro area 

overall has fallen only slightly, cf. Chart 5 (right). 

This reflects an increase in the labour force in 

the same period, so that the participation rate 

(15-64-year-olds) has risen by 2 percentage points 

to 73 per cent. Especially the southern euro area 

member states contributed to the reduction of 

the employment rate. In the northern euro area 

member states, it has been rising slightly over a 

long period, including during the crisis. 

Unlike that of the euro area, the US labour 

force decreased during the crisis. As a result, the 

participation rate (15-64-year-olds) has fallen by 3 

percentage points, to 73 per cent, since 2007, so 

that it is now at the same level as in the euro area. 

As employment has risen sharply in the same 

period, unemployment was down to 5.5 per cent 

in May, i.e. close to its structural level. But since 

employment growth has not kept pace with popu-

lation growth, the employment rate is still below 

the pre-crisis level. 

Wage growth is subdued in the euro area, 

reflecting considerable spare capacity in the la-

bour markets. US wage growth is also moderate, 

but increased in 2014. One reason could be that 

wage levels are already high. Although the labour 

market was very weak during the crisis, many 

firms were unable or unwilling to reduce the wage 

level, according to Janet Yellen, Chair of the Board 

of Governors of the Federal Reserve System. Sub-

sequently they have therefore been able to attract 

labour without raising wages. Another reason 

could be that there is still spare capacity in the la-

bour market, but it is shrinking fast. Planned wage 

increases point to accelerating wage growth in 

2015. A broad-based measure of labour market 

pressures, the Labor Market Conditions Index 

calculated by the Federal Reserve Bank of Kansas 

City, also indicates that the rate of growth will 

increase in the near term.

Although wage growth has accelerated in the 

USA, this has not been reflected in a higher rate 

of increase for the overall consumer price index. 

On the contrary, it has been falling since mid-2014 

and has been marginally negative since the turn 

of the year. This is mainly because the price of oil 

has fallen and the dollar has strengthened. How-

ever, the exchange rate has a smaller impact on 

domestic prices in the USA than in other countries 

as many goods are settled in dollars and the USA 

is a relatively closed economy.

In the euro area, the rate of increase in the con-

sumer price index was 0.3 per cent in May after 

having been negative or zero for five months in a 

row, cf. Chart 6. Although it is negative in several 

euro area member states, there are no signs of 

deflation in the euro area. Deflation would re-
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Euro area inflation Chart 6
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quire an extended period of very weak wage 

developments and falling inflation expectations. 

Inflation has been negative for just a short peri-

od, and only 3 out of 12 overall goods categories 

had a downward impact on the rate of increase 

in the consumer price index in May. These were 

primarily energy-related categories, including 

transport and heating of housing. Furthermore, 

market-based inflation expectations, measured 

by inflation swaps, have risen to 1.8 per cent after 

having fallen below 1.5 per cent in early 2015, cf. 

Box 1. This is close to the ECB’s inflation target.

Prices in the euro area are also strongly af-

fected by the fall in oil prices and exchange rate 

developments, but in the euro area these two 

factors have opposite effects: the fall in oil prices 

reduces prices, while the depreciation of the euro 

increases them because imports become more ex-

pensive. According to the ECB and the European 

Commission, the oil price fall since June 2014 will, 

viewed in isolation, reduce euro area inflation by 

1.6-1.9 percentage points over a 1-year horizon, 

cf. Table 2. The European Commission’s and the 

OECD’s analyses also show that the depreciation 

of the effective exchange rate of the euro since 

March 2014 could push up consumer prices by 

0.4-0.8 percentage point over a 1-year horizon. 

Overall, these two factors point to lower inflation. 

From late 2015, the oil price fall will no longer 

have a direct impact (base effect) on inflation, 

Inflation expectations in the euro area Box 1
continues next page

There are generally two ways of measuring inflation ex-

pectations. One method is to use surveys. In the euro area, 

the ECB prepares a Survey of Professional Forecasters, SPF, 

in which professional economists are asked about their 

expectations of future inflation. The other method is to 

derive inflation expectations from financial market instru-

ments such as inflation-linked swaps, which are contracts 

between two parties, where one party pays an agreed fixed 

rate and the other party a variable rate corresponding to 

the rate of inflation during the term of the contract. The sur-

vey-based expectations are measured on a quarterly basis 

and are available with a certain lag, while the market-based 

expectations can be observed on a daily basis and are more 

volatile as they are also affected by general conditions in the 

financial markets. The ECB uses both measures to monitor 

inflation expectations. 

In late 2014 and early 2015, inflation expectations 

fell considerably in the euro area. The decline was more 

pronounced for the market-based than the survey-based 

expectations, cf. the chart below. This is partly because the 

two measures do not necessarily express the same actual 

expectations, partly because the market-based expectations 

also include a risk premium, which may affect the derived 

expectations. The risk premium comprises, inter alia, an 

inflation risk premium, which is the extra return required by 

investors for taking on a risk that inflation will not develop 

as expected. The ECB has assessed that, on average, the 

inflation risk premium has historically been positive in the 

euro area.1 This is presumably because there has been high 

demand for hedging of the inflation risk in order to ensure 

purchasing power. In addition, the risk premium includes a 

liquidity risk premium, which reflects liquidity in the market, 

and a credit risk premium, which reflects the risk that the 

counterparty is unable to meet its obligation. The latter can 

to some extent be managed via collateral requirements.

The ECB, among others, has pointed out that a negative 

inflation risk premium was one of the reasons why inflation 

expectations derived from financial market instrument were 

lower than the survey-based expectations in the period 

under review.2 According to the ECB, this may occur in a 

situation where market participants believe that lower future 

inflation is more likely than higher inflation, and hence 

demand for hedging the risk of upward surprises in inflation 

is low.

Since the introduction of the ECB’s expanded asset pur-

chase programme, both market-based and survey-based in-

flation expectations have risen, and in mid-June both showed 

expected inflation of 1.8 per cent in the medium term.

1. Cf. ECB, Monthly Bulletin, July 2012.

2. Cf. ECB, Economic Bulletin, no. 2, 2015.
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Continued Box 1

Market-based and survey-based inflation expectations

Market-based inflation expectations Survey-based inflation expectations
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Effects of exchange rate and oil price developments on inflation in the euro area Table 2

Effect of oil price fall Change

First-year effect  
on inflation  

(percentage 
points)

Change 2014  
to 2015

Calculated effect 
after one year 

(percentage 
points)

European Commission -20 dollars -0.6 -54 dollars -1.6

ECB -10 per cent -0.4 -47 per cent -1.9

Effect of depreciation of nominal effective euro rate 

European Commission -10 per cent 0.6 -13 per cent 0.8

OECD -10 per cent 0.3 -13 per cent 0.4

Note: Change in oil price from 19 June 2014 to 15 June 2015 and change in nominal effective euro from March 2014 to April 2015. The points 
of departure are the respective dates in 2014 when the oil price peaked and the euro was strongest.

Source: ECB, European Commission, OECD and Thomson Reuters Datastream.

while the weaker euro is expected to continue to 

exert upward pressure on prices in the coming 

years.

FINANCIAL CONDITIONS
Yields on 10-year government bonds rose in both 

the euro area and the USA from mid-April until 

mid-June. Developments in the euro area should 

be seen in the light of higher inflation expec-

tations and upward adjustment of the growth 

outlook, among other factors. At the same time, 

yields were so low that some market participants 

may have seen the risk of capital losses in connec-

tion with rising yields as greater than the prob-

ability of capital gains from a further fall in yield, 

and consequently demand fell.
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Yields on 10-year government bonds and lending rates for non-financial corporations Chart 7

Yields on 10-year government bonds Interest rate changes
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Source: Thomson Reuters Datastream.

The recent increase follows a prolonged period of 

falling yields in the euro area, cf. Chart 7 (left). The 

strong fall in yields during the autumn of 2014 

and the winter is partly attributable to the ECB’s 

expanded asset purchase programme. Yields fell 

in the months leading up to the announcement of 

the purchase programme on 22 January 2015 as 

there were increasing expectations that the ECB 

would begin to purchase government bonds, cf. 

Chart 7 (right). Yields continued to fall after the 

announcement, presumably because the size of 

the programme took the market by surprise. After 

the ECB began its purchases on 9 March, yields 

also fell. Especially the yields on long-term bonds 

fell, and hence the yield curve flattened. 

In step with the falling government yields, 

the occurrence of negative yields has increased 

in the euro area. In April, German government 

bonds traded at negative yields up to a maturity 

of around eight years, compared with four years 

at the turn of the year, cf. Chart 8 (left). At the 

same time, French and Irish government bonds 

traded at negative yields up to maturities of three 

and five years, respectively. The fall in yields also 

meant that more member states could issue 

bonds at negative yields. In recent months, Spain 

and Portugal, among others, have issued short-

term government securities at negative yields.

Outside the euro area yields have also dived. In 

Denmark, Sweden and Switzerland, 2-year gov-

ernment bonds traded at yields of between -0.2 

and -0.9 per cent in mid-June, cf. Chart 8 (right). In 

early April, Switzerland sold 10-year government 

bonds with a negative yield of 6 basis points.

The rates of interest on bank loans to non-fi-

nancial corporations in the euro area have also 

fallen, cf. Chart 7 (right). According to the ECB, 

this could point to a strengthening of the mone-

tary policy transmission mechanism. The sharpest 

decline has been seen in the southern euro area 

member states, so that interest rate spreads have 

narrowed. All the same, the spread to the mone-

tary policy interest rate remains wider than before 

the crisis in a number of member states. 

In the last few months, growth in bank lending 

to households in the euro area has accelerated, 

cf. Chart 9 (left). Furthermore, lending to non-fi-

nancial corporations has increased since the turn 

of the year. The latter reflects a combination of 

higher demand for loans among firms, partly due 

to the low level of interest rates, and easing of 

the banks’ credit conditions, cf. Chart 9 (right). In 

the banks’ assessment, the ECB’s asset purchase 

programme has had a positive impact on both the 

volume of lending and credit conditions, cf. the 

ECB’s lending survey. 
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Lending and credit conditions and demand for credit in the euro area Chart 9
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hand chart: Credit conditions and demand for credit according to the ECB’s lending survey.

Source: Thomson Reuters Datastream and ECB.

Until 12 June 2015, the ECB had purchased bonds 

issued by euro area member states and selected 

institutions for approximately 170 billion euro. 

The ECB may purchase bonds with a remaining 

time to maturity of 2-30 years and a yield which 

is higher than -0.2 per cent (the ECB’s current 

deposit rate). Including purchases of covered 

bonds and asset-backed securities, ABSs, the 

ECB has purchased for approximately 60 billion 

euro per month as announced. The ECB plans to 

continue its purchase programme until September 

2016 and will thus increase its balance sheet by a 

total of 1,140 billion euro (approximately 12 per 

cent of GDP). Broken down by issuer state, the 

purchases match the euro area member states’ 

capital subscriptions to the ECB (the ECB’s capital 

Negative yields on government bonds and money market interest rates Chart 8

Longest remaining time to maturity  
on bonds traded at a negative yield

Yield on 2-year government bonds  
and 3-month money market interest rates
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The ECB’s purchases of government bonds broken down by member states and maturities Chart 10
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Expectations of monetary  
policy interest rates in the USA

Chart 11
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key), meaning that more bonds have been bought 

in the large than in the small member states, cf. 

Chart 10 (left). In most member states, the av-

erage remaining time to maturity of the ECB’s 

purchases is close to that of the outstanding debt. 

But in Portugal and Latvia the remaining time to 

maturity of the bonds purchased is a little longer, 

while it is a little shorter in Germany, the Nether-

lands and Luxembourg, cf. Chart 10 (right).

Besides the downward pressure on govern-

ment yields, the ECB’s quantitative easing has 

contributed to a lower exchange rate of the euro 

against the dollar and other currencies and rising 

equity prices in the euro area, cf. above. Equity 

prices rose by approximately 18 per cent from the 

announcement of the expanded purchase pro-

gramme until mid-April. 

While market participants expect the ECB to 

maintain its low interest rates for a long period, 

the Federal Reserve is expected to raise its inter-

est rate in the 2nd half of 2015. On 18 March, the 

Federal Open Market Committee, FOMC, ceased 

to apply forward guidance to the target range 

for the federal funds rate, emphasising that future 

changes in the target range would depend on de-

velopments in economic data. At the same time, 

the members of the FOMC lowered their expec-

tations of the level of interest rates in the coming 

years so that they approached market expecta-

tions, which had been significantly lower than the 

FOMC’s expectations for some time, cf. Chart 11. 

The announcement from the FOMC and disap-

pointing economic indicators subsequently led 

market participants to reduce their expectations 

of the level of interest rates further, thereby post-

poning the anticipated date of the first increase. 

Market participants expect the Bank of England to 

begin to raise interest rates in early 2016.

Sveriges Riksbank reduced its repo rate to -0.25 

per cent on 18 March. This means that it has been 

reduced on four occasions within the last year, 
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Exchange rate of the krone vis-à-vis the euro and selected sectors’ net purchases  
of kroner against foreign exchange 

Chart 12

Exchange rate of the krone vis-à-vis the euro Purchases of kroner against foreign exchange broken 
down by sectors, January-May 2015
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by a total of 1 percentage point. The Riksbank’s 

expectations of the level of interest rates in the 

coming years have also been lowered, and the 

Riksbank has begun to purchase government 

bonds for approximately 90 billion Swedish kro-

nor (2.3 per cent of GDP). In this context it should 

be noted that Swedish inflation has been lower 

than the monetary policy target in the last three 

years. 

In December 2014, Norges Bank reduced the 

rate of interest to counter the negative effects of 

the low oil price on economic activity and infla-

tion. The negative effects have also been offset 

by a weakening of the Norwegian krone in step 

with the falling oil price. At its meeting on 7 May, 

Norges Bank kept the key policy rate unchanged 

at 1.25 per cent. However, market participants 

expect Norges Bank to reduce the rate of interest 

later this year.

MONETARY AND EXCHANGE RATE 
CONDITIONS

In recent months, the krone has been stable vis-à-

vis the euro, cf. Chart 12 (left). Demand for Danish 

kroner has been lower than in the first months of 

the year, when it rose sharply in response to the 

decision by Schweizerische Nationalbank, SNB, no 

longer to cap the exchange rate of the Swiss franc 

against the euro. After having purchased kroner 

for large amounts in the first two months of the 

year, non-resident investors began to sell kroner 

from March, cf. Chart 12 (right). On an overall net 

basis, non-residents have sold kroner this year. 

Domestic investors continued the tendency from 

the first two months, buying kroner for conside- 

rable amounts in March. In April and May, most 

domestic investors sold kroner on a net basis. 

Insurance companies and pension funds (herein-

after pension companies) still seem to be buying 

kroner. Their demand for kroner has been a major 

factor behind the development in the market for 

kroner this year. Overall, the sector has increased 

its hedging of exposures in euro and has there-

fore purchased kroner. But the behaviour of the 

pension companies varies considerably. Just over 

half of the sector has reduced exposures in euro 

since the beginning of the year, while just under 

half has increased exposures in euro, cf. Box 2. In-

vestment associations contributed to the demand 

for Danish kroner in February and March. Demand 

was concentrated on very few managers of invest-

ment associations. 
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Overall the pension sector went against the krone – but with considerable variation Box 2

Domestic investors and firms accounted for just over two 

thirds of the inflow of foreign exchange in January and 

February. A considerable portion of the demand for Danish 

kroner reflects increased hedging of the exchange rate risk 

by Danish pension companies taken as one, especially via 

forward purchases of Danish kroner. 

The Danish pension sector is very large
The pension companies are important actors in the Danish 

financial market and by e.g. restructuring their portfolios 

and hedging foreign exchange positions, they can have a 

marked impact on demand for kroner. Their significance is 

illustrated by the fact that, relative to the size of the econo-

my, this sector is larger than in any other OECD country. The 

pension companies’ financial assets total more than kr. 3,000 

billion, corresponding to just over 150 per cent of GDP. 

When their investments via investment associations are 

included, the pension companies own 44 per cent of the 

outstanding volume of Danish government securities and 

26 per cent of the outstanding volume of mortgage bonds. 

The sector’s investment need has increased considerably 

in recent years and it has a substantial need also to invest 

outside Denmark as the domestic financial markets are not 

sufficiently large to fully absorb the sector’s need. Around 

half of the sector’s financial assets are foreign exchange as-

sets. Of these, euro-denominated assets account for around 

40 per cent, cf. the left-hand chart below.

Pension companies’ assets, exposures and hedging

Aggregate holdings of assets and ultimate exposures in 
kroner, euro and other currencies
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The pension companies’ management of foreign exchange risk
The pension companies have an obligation to hold sufficient 

assets to meet their commitments to customers. Regulation 

of the sector means that the companies’ investment strate-

gies must reflect the benefits promised to customers in the 

form of guarantees.1 Among other things, this means that 

the assets used to cover these obligations must be invested 

in a manner that is suitable in relation to the nature and 

duration of the commitments. 

Due to the fixed exchange rate policy, the companies 

hold considerable unhedged exposures in euro.2 However, 

by far the largest share, namely around 70 per cent, of their 

ultimate exposure is in Danish kroner. Exposures to other 

currencies than the krone and the euro are limited. At the 

end of 2014, around 7 per cent of the pension companies’ 

euro investments had been hedged, but this figure rose to 

around 11 by the end of April, cf. the right-hand chart above. 

The increase mainly took place in January and contributed 

significantly to the pressure on the krone. Furthermore, 

the pension companies have increased their hedging of 

exchange rate risk in dollars. The degree of hedging by the 

pension companies varies considerably. Some hedge practi-

cally no positions linked to investments in euro, while others 

hedge them fully. 

Considerable variation in how much the companies changed 
their exposures during the pressure on the krone
Taken as one, the companies have reduced their exposure 

in euro, which has contributed to the pressure on the krone. 

However, the degree to which the pension companies have 

changed their exposures in euro in 2015 varies considerably. 

Measured by the balance sheet total, just over half of the 

sector chose to reduce the exposure in euro, cf. the chart 

below. Conversely, just under half increased the exposure to 

euro. In general, companies with relatively high exposures in 

euro reduced their exposures slightly less than those which 

already had a relatively low exposure. Hence, the spread 

between the companies’ euro exposures has widened. 

1. The “prudent person” principle, cf. the Danish Financial Supervisory Authority’s Christmas letter: Prudent person-princippet (the prudent 
person principle – in Danish only), 18 December 2014.

2. The potential fluctuation in the exchange rate of the euro in the calculation of the capital requirement for the companies is 2.39 per cent. It is lim-
ited by the fluctuation band in ERM 2. For most other currencies, the potential fluctuation in the exchange rate against the krone is 25 per cent.
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Danmarks Nationalbank intervened in the for-

eign exchange market, selling foreign exchange 

against kroner for a total of kr. 69 billion in April 

and May. This was considerably less than the pur-

chases of foreign exchange against kroner in Jan-

uary and February, which totalled kr. 275 billion. 

Danmarks Nationalbank kept its monetary poli-

cy interest rates unchanged after the four reduc-

tions in January and February. So throughout the 

period the lending rate and the rate of interest 

on certificates of deposit were 0.05 and -0.75 per 

cent, respectively, while the discount and current 

account rates were 0.00 per cent. The temporary 

suspension of sales of government bonds con-

tinued. It was introduced in late January in an at-

tempt to curb the inflow of capital into Denmark 

at a time when demand for kroner was strong. 

The suspension of sales of government bonds 

works by reducing the supply of government 

bonds, thereby pushing down long-term yields. 

Danmarks Nationalbank’s intervention in the mar-

ket for kroner went hand in hand with a strong 

increase in the banks’ need to deposit funds at 

Danmarks Nationalbank in January and February, 

and consequently the overall current account 

limit of the monetary policy counterparties was 

raised substantially, from kr. 37 to 173 billion, in 

March. 

Short-term Danish money market interest 

rates stabilised in April and May at a level slightly 

above the rate of interest on certificates of depos-

it. The spread between short-term money market 

interest rates in Denmark and the euro area was 

more or less constant and slightly above the 

monetary policy spread, cf. Chart 13. The implied 

interest rate spread based on FX swaps, which 

declined considerably in January and February 

due to demand for kroner in forward transactions, 

increased and once again approached the mone-

tary policy spread. 

Longer-term money market interest rates give 

an indication of market participants’ expectations 

of future short-term money market rates. The 

level of these interest rates suggests that market 

participants expect the very short-term money 

market spread between Denmark and the euro 

area gradually to narrow over the next around 18 

months, cf. Chart 14. 

Continued Box 2

Changes in the companies’ euro exposures from December 2014 to April 2015 in per cent  
of their balance sheet totals – weighted by the size of the balance sheet

26 per cent

29 per cent

37 per cent

8 per cent

Reduced by more than 5 percentage points

Reduced by 0-5 percentage points

Increased by 0-5 percentage points

Increased by more than 5 percentage points

Note: Euro exposure means exposure to euro after any hedging transactions. Weighted by the balance sheet total at end-2014. 
Source: Danmarks Nationalbank.
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The level of money market interest rates also indi-

cates that market participants expect the short-

est-term money market interest rates to remain 

negative for another two years or so in both the 

euro area and Denmark. 

DEVELOPMENTS IN THE CAPITAL MARKET
Yields on Danish government bonds have risen 

substantially since the second half of April, cf. 

Chart 15 (left). The increase has been strongest 

for bonds with longer maturities. Nevertheless, 

yields are still considerably below the 2014 ave-

rage. Short-term yields rose only slightly and are 

still lower than before the pressure on the krone 

started in January 2015.

The rise in long-term government bond yields 

was a little stronger in Denmark than in the euro 

area, cf. Chart 15 (right). This meant that the zero 

coupon spread between 10-year government 

bond yields in Denmark and Germany widened to 

around 10 basis points after having been negative 

from mid-January to mid-March. The spread wid-

ened against the background of easing pressure 

on the krone market. 

Expectations of money market 
interest rates in Denmark and 
the euro area

Chart 14
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Interest rate spreads between Denmark and the euro area Chart 13
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The Danish government sold T-bills in five of the 

seven auctions from the beginning of March 

until mid-June. On several occasions the volumes 

allotted were well below the bid volumes. In the 

first auctions in March and May, no T-bills were 

sold, as was also the case in the February auc-

tions. The low sales of T-bills reflect bid prices that 

in several cases were not sufficiently attractive 

relative to market prices. The suspension of sales 

of government bonds has reduced liquidity in the 

Danish government bond market. Therefore the 

government and Danmarks Nationalbank have 

jointly launched a number of measures to support 

liquidity in the market, including by reintroducing 

switch auctions.

The yields on mortgage bonds developed 

more or less in parallel with government bond 

yields. Yields on the shortest-term mortgage 

bonds remain negative, but have risen a little from 

the levels seen in January and February, cf. Chart 

16 (left). Yields on long-term fixed rate bonds rose 

strongly from the end of April and are back at the 

level from the autumn of 2014, but remain well 

below the average for 2014. The duration of the 

outstanding mortgage bonds has risen considera-

bly, but from a low level. This reflects a substantial 

volume of remortgaging into loans based on fixed 

rate bonds, as well as the rising level of interest 

rates in recent months. 

Over the last year, non-resident investors and 

domestic pension companies have increased their 

holdings of Danish mortgage bonds by kr. 111 

and 82 billion, respectively. A substantial share of 

the purchases were made in the first four months 

of the year, when non-resident investors increased 

their holdings by kr. 44 billion, and pension com-

panies increased theirs by kr. 88 billion.2

The tendency for borrowers to remortgage 

from 1-year adjustable rate loans to e.g. loans with 

interest rate adjustment every three or five years 

or fixed rate loans continued, cf. Chart 16 (right). 

The outstanding volume of 1-year fixed bullets has 

approximately halved since 2011-12. The low level 

of interest rates has made it possible for borrow-

ers to lock the rate of interest at a low level for a 

longer period. Furthermore, the mortgage banks 

have changed their price structures over a number 

of years, making it more attractive for borrowers 

to switch away from 1-year fixed bullets.

Up to the termination deadline at the end of 

April, callable loans totalling slightly more than kr. 

100 billion were terminated. In other words, the 

level of remortgaging remained high. 3 and 3.5 

per cent loans each contributed around kr. 30 bil-

2 Approximately half of the net addition by the pension companies is 
attributable to a single company’s restructuring from indirect owner-
ship via investment associations to direct ownership.

Government bond yields in Denmark and Danish and German government bond yields 
and yield spread 

Chart 15
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Mortgage yields and outstanding mortgage bonds Chart 16

Mortgage yields Outstanding mortgage bonds by type 
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Equity prices in Denmark  
and the euro area

Chart 17
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lion, while 4 per cent loans contributed just over 

kr. 20 billion. Borrowers with 3.5 and 4 per cent 

loans were most inclined to remortgage. New 

issuance in April and May was mainly in 30-year 2 

per cent bonds. 

The negative rates of interest on some mort-

gage loans raised a number of issues in relation 

to the practical, contractual and tax-related 

handling of negative interest rates. Consequently, 

the Minister for Business and Growth in February 

2015 set up a rapid task force to identify poten-

tial issues in relation to negative rates of interest 

on mortgage loans. The task force published its 

report in April 2015. The report concludes that 

negative rates of interest do not cause any signifi-

cant problems in relation to adjustable rate loans, 

but may constitute a challenge in relation to loans 

based on variable rate bonds with and without 

amortisation. As regards existing loans, it is up to 

the individual mortgage bank to determine how 

it handles negative interest rates. For new loans, 

various models are outlined for handling negative 

rates of interest on loans financed via variable 

rate bonds, cf. Danmarks Nationalbank, Financial 

stability, 1st half 2015. At the same time, the task 
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Adjusted for lending-related deposits3, the 

average rate of interest on household deposits 

was 0.3 per cent in March, which is only slightly 

higher than the corporate deposit rate. The rate 

of interest on the households’ ordinary demand 

deposits, such as salary accounts, is zero, cf. the 

chapter “Negative interest rates and their impact 

on credit institutions’ earnings” in Danmarks Na-

tionalbank, Financial stability, 1st half 2015. Many 

large corporate deposits and deposits from e.g. 

institutional investors on conditions resembling 

those in the money market accrue interest at a 

negative rate.

The banks’ and mortgage banks’ lending to 

households and the corporate sector has in-

creased a little over the past six months, cf. Chart 

19. From October 2014 to April 2015, lending by 

banks was virtually unchanged, while lending by 

mortgage banks increased by almost kr. 21 billion. 

In relative terms, the rise was most pronounced 

for corporate lending, in that lending to house-

holds and the corporate sector rose by 0.6 and 

0.8 per cent, respectively. This means that lending 

growth remains limited despite the low level of 

interest rates. 

3 Some of the households’ demand deposits are combined with bank 
mortgage loans so that in practice deposits reduce the mortgage 
loan. Hence the rate of interest on the deposit matches the somewhat 
higher lending rate. As a result, the overall average rate of interest on 
demand deposits is somewhat higher than zero.

Lending by banks and mortgage banks 
to households and the corporate sector 

Chart 19
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force assesses that there is no immediate need for 

legislation in this area as the individual mortgage 

bank is free to choose the model that matches its 

business model best.

Equity prices have risen strongly since the 

turn of the year, cf. Chart 17. Since the beginning 

of 2014, Danish equities have performed better 

than those of the euro area. The Danish figures 

are boosted by very positive equity price devel-

opments for pharmaceutical companies. 

INTEREST RATE AND CREDIT DEVELOPMENTS IN 
RELATION TO HOUSEHOLDS AND THE CORPO-
RATE SECTOR 
The banks’ lending and deposit rates for house-

holds and the corporate sector have fallen over 

the last year, cf. Chart 18. The rates of interest 

on outstanding loans to the households and the 

corporate sector fell by 0.4 and 0.3 percentage 

point, respectively, from the end of October 2014 

to the end of April 2015. In the same period, 

deposit rates for both categories fell by 0.3 per-

centage point. The fall in interest rates was most 

pronounced in the first months of the year when 

monetary policy interest rates were reduced. 

The banks’ lending and deposit rates 
for households and the corporate sec-
tor and Danmarks Nationalbank’s rate 
of interest on certificates of deposit

Chart 18
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Change in credit standards vis-à-vis corporate and retail customers Chart 20
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Outcome of applications from firms 
seeking loan funding from banks and 
savings banks 

Chart 21
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According to Danmarks Nationalbank’s lending 

survey, overall credit standards for retail and 

corporate customers were virtually unchanged 

from the 4th quarter of 2014 to the 1st quarter 

of 2015, cf. Chart 20. However, competition has 

contributed to further easing of conditions by the 

banks. As regards corporate customers, all types 

of institutions stated that competitor behaviour 

had contributed to easing. For the banks this has 

mainly been effected via prices. Conversely, some 

mortgage banks continue to tighten credit stand-

ards via prices as seen in recent years. 

The responses to the lending survey point to a 

small rise in demand for loans from both existing 

and new corporate customers in the 1st quarter 

of 2015. Demand from both existing and new 

retail customers also increased in the 1st quarter 

of 2015. Overall, the banks and mortgage banks 

expect demand for loans from all customers seg-

ments to rise in the 2nd quarter of 2015. 

In April, Statistics Denmark published the 

results of a survey of small and medium-sized 

enterprises’ access to funding in 2014. The last 

survey of this type was conducted in 2009-10. 

The survey indicates that there has been a small 

improvement in access to funding. The propor-

tion of firms that obtained the full loan funding 

applied for had risen a little compared with the 

previous survey, cf. Chart 21. However, fewer 

firms applied for loan funding. Three out of four 

firms that did not apply in 2014 stated that they 

did not need to do so. 
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Key economic variables Table 3

2014/2015

Real growth on preceding period, per cent 2014 2015 2016 2017 Q3 Q4 Q1

GDP 1.1 2.0 2.1 1.8 0.6 0.5 0.4

Private consumption1 0.5 2.2 2.2 2.1 -0.1 1.3 0.7

Public consumption 1.4 0.8 0.4 0.8 0.6 0.1 0.6

Residential investment 6.5 0.5 4.1 3.5 0.3 -1.2 -2.2

Public investment 8.6 -0.7 -0.6 -0.9 0.0 9.2 -8.3

Business investment 1.0 4.3 6.9 5.4 1.4 0.7 -0.5

Inventory investment, etc.2 0.3 -0.1 0.0 0.0 0.5 -0.5 -0.4

Exports 2.6 3.3 3.5 3.3 0.6 -0.4 2.0

Industrial exports 1.0 5.5 3.9 4.2 -1.0 1.2 3.4

Imports 3.8 2.8 3.9 4.0 1.0 -0.5 0.4

Employment, 1,000 persons 2,768 2,800 2,835 2,872 2,770 2,777 2,784

Gross unemployment, 1,000 persons 135 122 112 105 133 131 128

Balance of payments, per cent of GDP 6.3 7.3 6.6 6.3 7.0 6.9 7.1

Government balance, per cent of GDP 1.8 -1.0 -2.4 -1.8 3.2 2.8 -1.0

House prices, per cent year-on-year 3.4 5.9 3.1 3.5 3.7 3.5 5.5

Consumer prices, per cent year-on-year 0.3 0.5 1.8 1.9 0.3 0.1 0.0

Hourly wages, per cent year-on-year 1.3 2.0 2.8 2.8 1.3 1.2 1.3

1. Includes both households and non-profit institutions serving households, NPISH.
2. Contribution to GDP growth (this item comprises inventory investment, valuables and statistical discrepancy).

THE DANISH ECONOMY

DOMESTIC ACTIVITY
The upswing seen in 2014 has continued in the 

first part of this year. Adjusted for price devel-

opments and seasonal fluctuations, GDP was 

0.4 per cent higher in the 1st quarter than in the 

preceding quarter, cf. Chart 22 (left). Growth was 

driven mainly by exports and public and private 

consumption, cf. Table 3. Unemployment and em-

ployment figures also point to an economy that is 

strengthening.

Real GDP was 1.1 per cent higher in 2014 than 

in the previous year. In the coming years, the 

economic upswing is expected to gain momen-

tum, and growth in real GDP is forecast at 2.0 

per cent this year and 2.1 per cent next year. A 

slightly smaller increase of 1.8 per cent is expect-

ed in 2017, when the economy reaches its normal 

capacity. 

The output gap, which is the difference be-

tween actual and potential output, was approxi-

mately 1.5 per cent of GDP in early 2015. The gap 

is calculated with some uncertainty, but is forecast 

to close in 2017, cf. Chart 22 (right). Given the lim-

ited labour resources available, there is a genuine 

risk that capacity pressures increase over a short-

term horizon if the rise in activity is stronger than 

forecast in the projection. This may lead to an 

extensive shortage of labour, cf. the article “Risks 

associated with the current upswing in the Danish 

economy” in this Monetary Review. 

The reason why the output gap will close 

fairly soon, even if growth in demand is limited, 

is that growth in the underlying potential output 
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GDP in volume terms (left) and output gap (right) Chart 22
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Source: Statistics Denmark.

in Denmark is relatively low. This has been the 

case for many years and is attributable to demo-

graphic trends, among other factors. However, 

this does not mean that income generation, and 

hence prosperity development, has been weaker 

in Denmark than in many neighbouring countries, 

including Sweden, cf. Box 3.

The most important driver of GDP growth in 
the coming years is expected to be exports, cf. 
Chart 23. Demand is rising in many of the key 
export markets, including the euro area, and 
at the same time Danish wage competitiveness 
has improved considerably in recent years. 
Industrial exports are forecast to grow by an 
annual average of 4.5 per cent in 2015-17, while 
total exports will grow by an average of around 
3.5 per cent in real terms.

Domestic demand is driven by e.g. private con-

sumption, which is expected to grow by just over 

2 per cent this year and the next two years. This 

development is supported by high consumer con-

fidence and could potentially be even stronger 

than forecast in the projection if the consumption 

ratio normalises rapidly. The reason is that house-

hold income is rising. Real disposable income is 

forecast to grow by an average of 2 per cent p.a. 

in the coming years as a result of rising wages 

and employment. The fall in interest rates has 

reduced the households’ net interest expenses a 

little, thereby boosting disposable income. Over 

the last year, this decline has been moderated via 

remortgaging from variable to fixed rate loans; 

however, the latter provide greater certainty 

about future interest expenses. Developments in 

private consumption should also be viewed in the 

light of rising household wealth, especially due to 

higher house prices and hence home equity for 

those who own their homes. This is expected to 

increase the consumption ratio, which is currently 

low, a little towards 2017.

Contributions to GDP growth Chart 23
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As the Danish economy has picked up, building 

and construction activity has risen, cf. Chart 24. 

The expiry of the tax deductibility of home repairs 

and improvements at the turn of the year may to 

some extent have brought forward construction 

activity, but the rise in employment continued in 

Comparison of prosperity developments in Denmark and Sweden Box 3

Real growth in GDP, which is often used as a measure of 

growth in prosperity development in a country, has been 

substantially lower in Denmark than in several neighbouring 

countries, including Sweden, since the mid-1990s. This also 

applies in the period since the financial crisis, cf. the table 

below.

Prosperity developments in Denmark and Sweden

Denmark Sweden Denmark Sweden 

Annual growth rate 1995-2014 2007-2014

Real GDP 1.2 2.4 -0.5 0.8

Terms of trade effect 0.2 -0.3 0.3 -0.1

Income from abroad 0.4 0.1 0.6 -0.2

Prosperity 1.9 2.1 0.5 0.6

- Population aged 20-64 years 0.1 0.5 0.0 0.6

Prosperity per 20-64-year-old 1.7 1.6 0.5 0.0

Anm.: Prosperity has been calculated per capita for the age groups from which the labour force is recruited in order to focus on productive 
input in the two countries. Alternatively, the entire population could have been applied. This does not change the overall pattern.  

Source: Statistics Denmark and Statistics Sweden.

The lower growth in real GDP in Denmark reflects lower 

potential growth due to factors such as demographic trends, 

with fewer people of working age, and furthermore growth 

in productivity in the economy overall has for a long period 

been lower than in e.g. Sweden. But in recent years industri-

al productivity in Denmark has risen considerably. However, 

high productivity growth often goes hand in hand with 

deteriorating terms of trade1, i.e. the relationship between 

export and import prices. This is because high productivity 

is typically passed on to consumers in the form of lower 

producer prices. This reduces value added and hence gener-

ation of income in the producer country. For some years, this 

effect has been pronounced in Sweden, where the industrial 

sector is more dominated by e.g. IT and communication 

companies, where productivity is high and prices are falling, 

than the Danish industrial sector is. On the other hand, Den-

mark has a large pharmaceutical industry, where downward 

price pressures have been smaller. In general, Danish firms 

have been good at selling their products at high prices, 

thereby supporting high income generation, which may be 

distributed on wages or gross profits. 

In addition, Denmark’s net foreign assets have increased 

to currently approximately 40 per cent of GDP; the return on 

these assets makes a positive contribution to domestic pur-

chasing power. In 2014, this return accounted for just over 

3 per cent of GDP. This should also be taken into account 

when comparing prosperity developments across countries. 

Overall, the development in real GDP does not necessarily 

provide a true and fair view of prosperity development in 

a country. If real GDP is adjusted for these two factors – 

terms of trade and return on net foreign assets – prosperity 

development, and hence purchasing power, in Denmark and 

Sweden have moved more or less in parallel over the last 

20 years. Nevertheless, prosperity development in Denmark 

would have been stronger if growth in productivity had been 

higher and if the Danish economy had avoided the bubble in 

2005-07 and the subsequent long recession. 

Moreover, if it is taken into account that the population of 

working age has risen notably faster in Sweden than in Den-

mark, the picture changes, and the development in prosper-

ity measured by the real gross national disposable income 

per 20-64-year-old, adjusted for terms of trade, was highest 

in Denmark. The conclusion is that despite the relatively 

moderate growth in real GDP, which can be assumed to 

continue, prosperity development in Denmark keeps abreast 

with that of neighbouring countries. This also applies if the 

group of countries is increased.

1. Adjustment of real GDP for terms of trade is done by adding an element whereby exports deflated by export prices are deducted from 

exports deflated by import prices. If import prices rise by less than export prices, i.e. the terms of trade improve, there will be a positive con-

tribution to household consumption opportunities. If the population increases, this will, all else equal, reduce consumption opportunities per 

capita as the value generated in society must be distributed on more people. 



DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015 29

Employment Chart 24
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House prices (left) and house prices relative to disposable income (right) Chart 25
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the 1st quarter of 2015. This is reflected in a fall in 

unemployment in the sector, which has been high-

ly cyclical over the last decade, from more than 11 

per cent in mid-2010 to 4.7 per cent in March this 

year. 

Both residential investment and business in-

vestment in building and construction are expect-

ed to contribute to further growth in construction 

in the coming years. Moreover, investments in 

plant and equipment are expected to increase 

slightly faster than added value in the non-ag-

ricultural sectors, supported by the low level 

of interest rates and higher capacity utilisation. 

Hence, the investment ratio is expected to rise a 

little from its current low level. The savings sur-

plus of the non-financial corporations was more 

than 10 per cent of GDP in the 4th quarter of 2014 

and could potentially boost business investment 

substantially.

THE HOUSING MARKET
The housing market is improving and there are 

signs that the fall in interest rates in the 1st quar-

ter of the year accelerated the increase in house 

prices, cf. Chart 25 (left). Prices are not rising at 

the same pace in all parts of Denmark, but annual 

growth in house prices was positive in all parts of 

the country in the 4th quarter of 2014. 

For Denmark overall, house prices were ap-

proximately 6 per cent higher in the 1st quarter 

of 2015 than one year earlier. For owner-occupied 

flats, annual growth has been constant at around 

8-9 per cent over the last couple of years. Relative 

to household disposable income, prices of both 

houses and owner-occupied flats are, however, 

some 40 percentage points below the peak in 

2007, cf. Chart 25 (right).

Trading activity, measured by the number of 

sales registered in the land register, has risen, the 

supply of homes for sale has declined, price re-

ductions are smaller than previously and the time 
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on market has decreased in recent quarters. The 

level of trading activity remains comparatively low 

and time on market is still high for houses, as is 

the number of homes for sale. This indicates that 

in many areas a stock of houses has accumulated, 

and as turnover is rising, these houses are now 

being put on the market. As long as this contin-

ues, it will dampen price increases in the areas 

where there are many houses for sale. 

There is particular reason to exert caution  

in relation to price developments for owner- 

occupied homes in Copenhagen. Here supply  

is low, demand is high and there are widespread 

expectations that prices will continue to rise. This 

is reflected in e.g. developments in project sales, 

where people are buying before construction 

has been completed. Prices in this sector have 

soared in recent quarters. Besides the low level 

of interest rates, a number of factors support the 

relatively high rate of price increase. Firstly, the 

population of Copenhagen is growing rapidly, 

and secondly, incomes are rising at a faster pace 

than in other parts of Denmark. Prices can to 

some extent be explained by the development 

in interest rates and incomes, but it is assessed 

that there is a considerable risk of self-reinforcing 

price increases. High demand relative to supply 

could trigger an unsound development whereby 

prices are increasingly driven by expectations of 

higher prices rather than by the underlying supply 

and demand factors. There are indications that 

recent developments in the Copenhagen market 

for project sales resemble the situation prior to 

the housing bubble in 2005-07 somewhat. But 

statistics for this area are poor, so the indicators 

are subject to uncertainty. 

The rise in trading activity and the relatively 

large price increases for owner-occupied flats 

seem to be rippling through to other parts of the 

market, which will presumably help to dampen 

price increases in the cities. Most owner-occupied 

flats are located in the cities, while houses are to 

a greater extent located in suburbs and in the 

rest of the country. Copenhagen city accounts 

for approximately half of the value of the stock 

of owner-occupied flats, but only approximate-

ly 5 per cent of the total Danish housing stock, 

which includes owner-occupied flats, single family 

houses and terraced houses. So far the rise in ac-

tivity has spread only to the suburbs of the cities. 

Higher growth in the rest of the country is to a 

large extent linked to a general improvement of 

the economy. 

The current level of interest rates remains low, 

which supports further increases in house prices. 

However, the rise in interest rates will presumably 

curb the strong price development seen recently. 

Against that background and in view of the gen-

eral economic upswing, growth in house prices is 

forecast at approximately 6 per cent this year and 

slightly less in 2016 and 2017.

FOREIGN TRADE AND BALANCE OF PAYMENTS
Measured at current prices, exports and imports 

of goods grew in the first part of 2015, cf. Chart 

26 (left). Export prices and volumes both rose, 

cf. Chart 26 (right). In the first four months of the 

year, the seasonally adjusted value of exports of 

goods, excluding ships and aircraft, was just over 

6 per cent higher than in the corresponding pe-

riod of 2014. Highest growth was seen in exports 

to the USA and China, which rose by 35 and 25 

per cent, respectively, compared with the first 

four months of 2014, driven by e.g. higher sales 

of pharmaceuticals and also of mink furs to China. 

Exports of goods to Germany, which is Denmark’s 

largest market, grew by almost 8 per cent. In 

general, the increase was broadly distributed on 

goods categories.

Imports also rose in the first four months of the 

year, albeit less than exports, so that the trade 

surplus landed at almost kr. 30 billion, which is 

somewhat above the 2014 level. 

Exports of services, especially sea freight, also 

picked up in the first months of the year, and 

again the USA and China accounted for the larg-

est increases. Exports of sea freight have grown 

despite declining freight rates and contracting 

world trade in the first part of 2015.

Growth in exports to the USA and China in par-

ticular should be viewed against the backdrop of 

a strengthening of the dollar since last spring, but 

in general demand in Denmark’s export markets 

is growing steadily. Looking ahead, exports of 

goods, especially industrial exports, are expect-

ed to boost total exports. However, growth in 

Denmark’s export markets this year is expected 

to be slightly lower than anticipated in the March 

projection, cf. Appendix 1. Exports of services are 

also expected to rise. 

The falling tendency in the current account 

surplus in 2014 was reversed in the first part of 
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Trade in goods at current prices (left) and exports of goods decomposed by price and 
volume (right)

Chart 26
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this year. Stated as the sum of the 12 months up 

to April, the surplus was more or less the same as 

in the preceding 12 months. However, the surplus 

was lower in April 2015 than in April 2014. This 

was attributable to higher dividend payments 

to non-resident owners of Danish equities than 

in previous years. Dividend payments by Danish 

firms are typically concentrated in the spring, 

while divided payments to Danish owners of for-

eign equities are more evenly distributed across 

the year.

In the projection, the current account surplus is 

forecast at approximately 7 per cent of GDP this 

year, which is slightly more than in 2014. It is ex-

pected to remain at this high level in the coming 

years due to factors such as investment income 

from foreign assets. Last year, such income ac-

counted for just over 3 per cent of GDP. 

LABOUR MARKET AND CAPACITY
The labour market continued to improve in the 

first part of 2015 as activity rose. According to the 

national accounts, employment was up by 5,500 

in the 1st quarter and has now risen by more than 

35,000 since the 2nd quarter of 2013. Growth has 

taken place in the private sector, while public sec-

tor employment has declined. 

From 2014 to 2017, total employment is ex-

pected to rise by approximately 100,000. Of these, 

45,000 relate to normalisation of the cyclical 

position, while higher structural employment, i.e. 

the structural labour force less structural unem-

ployment, accounts for the rest. The rise in struc-

tural employment is primarily attributable to the 

retirement reform, which will boost the structural 

participation rate in the coming years. In addition, 

there will be net immigration of people of work-

ing age.

Danmarks Nationalbank forecasts the labour 

market gap4, which indicates how much employ-

ment can rise without causing inflationary pres-

sures, at approximately 35,000 in 2015. In the 

projection, the gap is expected to close during 

the next couple of years. 

Higher employment has also led to lower 

unemployment. As a result, the downward trend 

in gross unemployment seen since the summer of 

2012 continued in the 1st quarter. Gross unem-

ployment was approximately 125,000 in April, 

corresponding to 4.8 per cent of the labour force. 

Towards the end of 2017, gross unemployment is 

expected to fall to 105,000, which means that the 

unemployment gap will be negative by 5,000. 

WAGES
Private sector wage growth is slowly increasing, 

but from a low level. At the beginning of 2015, the 

4 The projection operates with new definitions of the unemployment 
and labour force elements in the estimation of the output gap. The 
unemployment gap is now estimated for gross unemployment rather 
than net unemployment. This does not change the overall view of the 
cyclical position and capacity pressures in the economy.
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annual rate of increase was 1.4 per cent according 

to Statistics Denmark. Wage growth was highest 

in the construction sector and within business 

service, while industrial wages were more flat. 

In the last five years, the average rate of wage 

increase has been 0.5 percentage point higher 

among Denmark’s trading partners than in Den-

mark. This should be viewed in the context of a 

long preceding period when wage growth was 

higher in Denmark than abroad. In the projection, 

the moderate wage increases are expected to 

adapt to the capacity situation. Wage growth is 

forecast at 2.0 per cent this year, rising to 2.8 per 

cent year-on-year in 2016-17. So wage growth re-

mains relatively subdued, but it is normal for wag-

es to react to increased capacity pressure with a 

considerable lag. With the higher wage growth 

in Denmark, it is not likely that the improvement 

in wage competitiveness seen in recent years will 

continue. 

Public sector wage growth is also low. Public 

sector wages are regulated relative to those of 

the private sector, so in the long term they move 

in parallel. In 2015-16 wages for local and regional 

government employees are expected to rise by 

1.5-2.0 per cent. For central government employ-

ees, the rate of increase is expected to be a little 

lower. Especially for central government employ-

ees, a substantial share of the wage increase in-

cluded in the collective agreements for the public 

sector will take place at the end of the agreement 

period, i.e. at the end of 2017. The relatively low 

wage increases in the public sector in the coming 

years should be seen in the light of stronger wage 

growth in the public than in the private sector 

since 2008. 

PRICES
Consumer price inflation remains moderate, but 

accelerated a little in the first months of the year, 

cf. Table 4. The annual rate of increase in the EU 

Harmonised Index of Consumer Prices, HICP, 

which was marginally negative in January, had 

risen to 0.4 per cent in April and May, cf. Chart 27.

The fall in oil prices since last summer and the 

abolition of the security of supply tax from the 

turn of the year have a downward impact on the 

annual rate of increase in consumer prices. Oil 

prices determine the price of e.g. petrol and fuel 

oil, which are included in the weight basis for con-

sumer prices. The price of a barrel of crude oil has 

risen in recent months, but was still approximately 

Consumer prices Table 4

2014/2015

Per cent,  
year-on-year Weights1 2014 2015 2016 2017 Q1 Q2 Q3 May June July

HICP 0.3 0.5 1.8 1.9 0.0 0.4 0.7 0.4 0.4 0.4

Index of net retail 
prices  100.0 0.7 0.9 1.8 1.9 0.5 0.7 0.9 0.8 0.8 0.8

Exogenous:

Energy  7.8 -2.8 -7.5 2.0 1.1 -10.3 -8.6 -6.9 -8.0 -9.0 -8.1

Food 4.6 -1.5 2.5 1.8 1.8 1.5 3.3 2.8 3.3 3.3 2.9

Adm. prices 4.2 1.4 1.0 2.3 3.0 -0.1 0.1 1.4 0.2 0.4 0.3

Rent 26.1 2.5 1.9 1.9 2.2 2.2 2.0 2.0 2.1 2.0 2.3

Excl. exogenous: 57.2 0.7 1.4 1.6 1.8 1.4 1.3 1.3 1.4 1.5 1.2

Imports 18.1 -0.9 2.5 1.6 1.4 0.8 2.7 3.3 2.9 3.2 3.3

IMI 39.2 1.2 1.0 1.7 2.0 1.6 0.8 0.6 0.7 0.7 0.3

Note: The most recent actual figures are from May 2015.
1. Weight in the index of net retail prices, per cent. The weights are from January 2015.



DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015 33

40 per cent lower in mid-June than last summer. 

The prices of unprocessed food and imported 

goods have also risen in recent months. The latter 

is attributable to factors such as the lower effec-

tive exchange rate of the krone since the autumn.

Domestic price pressures remain moderate. 

Core inflation, i.e. the consumer price index 

excluding energy and unprocessed food, has 

risen by around 1 per cent year-on-year in recent 

months, while the increase in domestic market- 

determined inflation, IMI, has been around 1.5 

per cent. This is close to the average since 1997. 

Normally, there is a clear negative relationship 

between oil prices and IMI because firms initial-

ly absorb part of the fluctuation in oil prices via 

profits, so in view of the sharp drop in oil prices a 

higher level of IMI could have been expected. The 

reason why this is not the case is that domestic 

price pressures remain limited. 

Import prices have risen strongly as the effective 

exchange rate of the krone has declined. Exclud-

ing energy, prices of imported goods were 3.8 per 

cent higher in May than one year earlier. Producer 

prices for Danish goods for the domestic mar-

ket have not risen correspondingly, but all in all, 

developments in producer prices now indicate 

positive price pressures for the first time in almost 

two years. The overall price index for the domestic 

supply of goods, previously known as wholesale 

prices, has risen by 0.6 per cent over the last year; 

excluding energy the increase was 2.5 per cent. 

In the projection, HICP is expected to rise by 0.5 

per cent this year. This is in line with the forecast 

in the previous projection. Although price inflation 

remains subdued for the rest of this year, it will ac-

celerate towards the end of the year due to the oil 

price fall in the 2nd half of 2014, i.e. a base effect. 

For 2016 and 2017, when the effect of the oil price 

fall is eliminated, annual inflation is forecast at 1.8 

and 1.9 per cent, respectively. The increase in the 

HICP index is currently a little higher in Denmark 

than in the euro area, where it is expected to be 

0.3 per cent in 2015 according to the ECB’s June 

projection and to accelerate next year. 

PUBLIC FINANCES
The level of public sector demand is high in a 

long-term perspective. This year, real growth in 

public consumption is expected to be 0.8 per 

cent, partly due to higher asylum costs. Next 

year it will fall to 0.4 per cent. The level of public 

investment is also very high. For several years, the 

government has been planning to reduce the lev-

el of investment, but this has proved to be difficult 

in practice. Danmarks Nationalbank’s projection 

assumes that public investment will gradually 

decline in the coming years.

The government budget balance showed a sur-

plus of 1.8 per cent of GDP last year, cf. Chart 28 

(right). This was the first surplus in five years and 

was mainly attributable to one-off revenue, partly 

from the restructuring of the taxation of capital 

pensions, partly from extraordinarily high pension 

yield taxes. In other words, there was no under-

lying improvement. The extraordinary revenue is 

expected to fall this year so that the government 

budget balance will deteriorate and show a deficit 

of 1.0 per cent of GDP. The government deficit is 

forecast at 2.4 per cent of GDP in 2016 and 1.8 per 

cent in 2017. So Danmarks Nationalbank expects 

the actual balance to remain within the fiscal 

framework throughout the projection period. 

The compilation of the structural balance made 

by the Ministry of Finance still indicates that fiscal 

policy will be very close to the limits, cf. Chart 28 

(right). The forecast structural deficit for this year 

has deteriorated from 0.5 per cent of GDP when 

the Finance Bill for 2015 was presented in August 

2014 to 0.6 per cent of GDP. 

Consumer prices and underlying  
inflation
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ECONOMIC POLICY
Denmark’s monetary policy is aimed at keep-

ing the krone stable against the euro. The fixed 

exchange rate policy has been a cornerstone of 

Danish economic policy since 1982. Danmarks 

Nationalbank countered the very large capital 

inflows from mid-January to the second half of 

February 2015 by e.g. reducing interest rates and 

intervening in the foreign exchange market for 

considerable amounts. Subsequently the demand 

for kroner lessened and Danmarks Nationalbank 

sold foreign exchange for kroner for a total of 

kr. 69 billion net in April and May. By compari-

son, Danmarks Nationalbank purchased foreign 

exchange for kroner for a considerably higher 

amount, kr. 275 billion, in January and February.

In connection with the pressure on the krone at 

the beginning of the year, the insurance and pen-

sion companies overall increased their hedging 

of the exchange rate risk on investments in euro. 

However, the degree of hedging varied consid-

erably across the companies. Measured by the 

balance sheet total, just over half of the sector has 

reduced exposures in euro since the beginning 

of the year, while just under half has increased 

exposures in euro. Due to the fixed exchange rate 

policy, a very large share of the pension compa-

nies’ exchange rate risk on euro-denominated 

investments is not hedged.

In early February, Danmarks Nationalbank re-

duced the rate of interest on certificates of depos-

it to -0.75 per cent. This is a historically low level, 

and – together with Switzerland – Denmark now 

has the world’s lowest monetary policy interest 

rates.

The fact that interest rates are now negative 

has not weakened the transmission to mon-

ey market interest rates, which determine the 

exchange rate of the krone vis-à-vis the euro. 

However, the negative interest rates do affect 

Danmarks Nationalbank’s reaction function in that 

emphasis is on intervention rather than adjust-

ment of interest rates. Danmarks Nationalbank 

can sell unlimited quantities of kroner, while the 

possibilities of reducing interest rates are more 

limited. Danmarks Nationalbank’s unlimited pos-

sibilities of countering upward pressure on the 

krone are also underscored by the fact that the 

very low level of interest rates in Denmark gives 

Danmarks Nationalbank a positive return on the 

foreign exchange reserve.

So far, only MFIs, the insurance and pension 

sector and other financial institutions and large 

firms receive negative interest on deposits. In 

principle, economic agents can circumvent the 

negative rates of interest by demanding cash, 

which always offers a nominal return of zero. 

However, there are substantial costs related to 

Government budget balance (left) and structural balance (right) Chart 28
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e.g. safe storage and transport of large cash 

amounts, and it is cumbersome to settle large 

transactions in cash. There are no indications that 

the negative rates of interest have led to unusual-

ly high demand for cash.

At present, interest rates are set to remain low 

throughout the projection period, and combined 

with developments in oil prices and the effective 

exchange rate of the krone this will add strong 

momentum to the upswing. This tightens the re-

quirements of fiscal and structural policy.

Since the downturn in 2008-09, fiscal policy has 

supported activity in the Danish economy, e.g. by 

way of higher public investment. However, growth 

in the private sector economy is now so strong 

that the expansionary measures can gradually be 

rolled back completely. Fiscal policy should be 

tightened and restored to a neutral level so that 

the structural balance reaches equilibrium within 

the next couple of years. 

Over a number of years, a series of important 

structural reforms have been implemented, in-

cluding of the unemployment benefit and pen-

sion systems, and this will contribute to higher 

structural employment in the coming years. It 

is important – and a precondition for the cen-

tral growth scenario in the projection – that the 

reforms are not rolled back in full or in part and 

that other policies curbing the supply of labour 

are not introduced.

The requirements of fiscal and structural policy 

will sharpen if the economy grows at a faster and 

stronger pace than assumed in the projection. 

Strong upswings have previously been seen in 

connection with the booms in the 1980s, 1990s 

and 2000s, and the current situation could also 

lead to strong growth. If there are signs of a more 

powerful growth scenario, it is not realistic that 

structural policy will have time to contribute to 

stabilising the cyclical position. Hence, it is par-

ticularly important to exert due caution by tight-

ening fiscal policy more and faster. Experience 

from the mid-2000s shows that the costs can be 

high if the warning signs of overheating, in the 

form of e.g. high, self-reinforcing house price 

increases and extensive shortage of labour, are 

disregarded and focus is purely on wage growth 

as a measure of labour market pressures. Wages 

normally react with a considerable lag and this 

may be particularly pronounced in the current 

situation as wage formation is likely still to be 

affected by the crisis sentiment after the sharp 

downturn in 2008-09.

There will be a considerable need for labour in 

the coming years. Unemployment is only slightly 

above its structural level, so much of the increase 

in the labour supply must come from those who 

are currently outside the labour force or from 

those who choose to remain on the labour market 

a little longer instead of retiring. In addition, there 

will be a need for labour from abroad. Foreign 

labour, particularly from Eastern Europe, already 

plays an important role in the Danish labour 

market, and the future challenge will be to attract 

further qualified labour from abroad. 

Tightening of fiscal policy can be effected ei-

ther by reducing public investment and spending 

or by raising direct and indirect taxes. All types 

of tightening involve challenges, but it is impor-

tant to have access to the full range of economic 

instruments and not to make a firm decision be-

forehand as to whether to reduce expenditure or 

increase revenue in order to rein in the economy. 

In previous upswings, the housing market has 

been a source of macroeconomic instability and 

overheating of the economy. The reason has been 

the absence of sufficient automatic stabilisers in 

the housing market. Hence, there is a need as 

quickly as possible to establish a system whereby 

the value of houses is taxed at a fixed percentage 

so that the tax payable increases when house 

prices rise and decreases when house prices fall. 

Other measures can also contribute to stabilising 

the housing market. This could be a statutory limit 

to households’ access to deferred amortisation 

loans or use of other macroprudential instru-

ments, but such measures cannot stand alone. 

Therefore the absence of countercyclical housing 

taxes increases the requirements of fiscal policy. 

With the current outlook for parts of the housing 

market, it is risky just to wait and see. 

 Danmarks Nationalbank finds that Denmark 

should participate in the banking union. Overall, 

Danish participation is expected to make a posi-

tive contribution to financial stability in Denmark. 

Participation will entail enhanced supervision of 

the largest Danish credit institutions compared 

with today. At the same time, Denmark will par-

ticipate in the banking union’s Resolution Mecha-

nism, where a central authority, the Single Reso-

lution Board, guarantees credible and consistent 

application of the rules saying that creditors bear 
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the losses of distressed banks. Common stand-

ards and practices across national borders will 

also provide a basis for enhanced competition 

in the market for financial services in Denmark – 

to the benefit of households and the corporate 

sector. If Denmark opts out of the banking union, 

this decision should be followed up by a renewed 

assessment of whether to increase capital require-

ments for the largest credit institutions.

The Danish Financial Supervisory Authority has 

introduced a Supervisory Diamond for mortgage 

banks, comprising five indicators. One of the indi-

cators relates to deferred amortisation on loans 

to private individuals and must be met from 2020. 

The Supervisory Diamond’s indicator does not re-

late to the mortgage bank’s individual loans, but 

to its overall portfolio. The Supervisory Diamond 

is a good supervisory tool that will help to reduce 

risks within the mortgage credit system. However, 

in Danmarks Nationalbank’s assessment, offering 

borrowers deferred amortisation at high loan-to-

value, LTV, ratios still involves too high risks for 

the mortgage banks. So in order to safeguard the 

mortgage credit system, Danmarks Nationalbank 

recommends that the Supervisory Diamond be 

supplemented by a lower deferred amortisation 

limit for the individual borrowers. The reduction 

should apply to deferred amortisation loans 

underlying covered bonds, covered mortgage 

bonds or mortgage bonds issued by banks and 

mortgage banks.

,
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APPENDIX 1: ASSUMPTIONS IN 
THE FORECAST FOR THE DANISH 
ECONOMY

The forecast has been produced using the macro-

economic model MONA5
 and is based on available 

economic statistics, including Statistics Denmark’s 

preliminary quarterly national accounts for the 

1st quarter of 2015. The projection is based on 

a number of assumptions concerning the inter-

national economy, financial conditions and fiscal 

policy.

THE INTERNATIONAL ECONOMY
Favourable winds are blowing across the interna-

tional economy and most of Denmark’s trading 

partners. Euro area GDP rose by 0.4 per cent in 

the 1st quarter of the year and growth was broad-

based. The fall in oil prices, the low exchange 

rate of the euro against e.g. the dollar and low 

interest rates are currently supporting the Euro-

pean economy. In Sweden and the UK growth 

remained robust in the 1st quarter. Despite a 

small dip in growth in the USA in the 1st quarter, 

the US labour market is still picking up. Growth 

in the markets for Danish industrial exports is 

assumed to increase by 4.3 per cent this year and 

by 5.4 per cent and 4.7 per cent in 2016 and 2017, 

respectively, cf. Table 5.

Inflation is currently low among most of Den-

mark’s major trading partners – partly due to 

the fall in oil prices until the beginning of 2015. 

Against that background, prices in Denmark’s ex-

port and import markets are expected to fall this 

year. Moderate foreign price increases are expect-

ed in 2016 and 2017. Given that the labour mar-

kets are set to remain weak in several countries, 

foreign wage growth is assumed to be modest in 

the projection period. 

INTEREST RATES, EXCHANGE RATES AND OIL 
PRICES
Developments in short- and long-term inter-
est rates in the projection are based on the 

expectations of future developments that can be 

derived from the interest rate curves in the finan-

cial markets. The 3-month money market interest 

rate, measured by the CITA swap rate, was slightly 

5 The model is described in Danmarks Nationalbank, MONA – a quarter-
ly model of the Danish economy, 2003.

below -0.5 per cent in early June 2015 and is ex-

pected to rise by 0.75 percentage point towards 

the end of 2017.

The average bond yield is an average of the 

yields to maturity on outstanding government 

and mortgage bonds. It was 1.0 per cent at the 

beginning of June and is expected to rise to 1.6 

per cent by the end of 2017.

At the beginning of June, the effective ex-

change rate of the krone was at more or less the 

same level as in early March. In the projection, the 

dollar rate and the effective krone rate are as-

sumed to remain constant at the level from early 

June.

The price of oil fell sharply from the summer of 

2014 until January 2015, but has subsequently ris-

en to approximately 65 dollars per barrel in early 

June. In the projection, the oil price is assumed to 

develop in line with futures prices, rising to just 

over 70 dollars towards the end of 2017.

FISCAL ASSUMPTIONS
The projection is based on the planned fiscal 

policy in the Economic Survey from May 2015, 

including the agreement on the Finance Act for 

2015, local and regional government budgets and 

Denmark’s convergence programme from March 

2015. 

For 2015, revenue of kr. 15 billion is expected 

from the government’s Pension Package, which 

provides for a tax reduction not only on capital 

pensions but also on pension disbursements from 

Lønmodtagernes Dyrtidsfond.

Real public consumption is assumed to rise by 

0.8 per cent this year, cf. Table 5. Consumption 

growth is forecast at 0.4 and 0.8 per cent in 2016 

and 2017, respectively. Public investment is ex-

pected to fall by 0.7 per cent this year and by 0.6 

and 0.9 per cent, respectively, in 2016 and 2017.
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Overview of projection assumptions Table 5

2014 2015 2016 2017

International economy:

Export market growth, per cent year-on-year 2.8 4.3 5.4 4.7

Export market price1, per cent year-on-year -0.6 -3.6 1.1 1.5

Foreign price2, per cent year-on-year -0.6 -3.6 1.1 1.5

Foreign hourly wages, per cent year-on-year 2.3 2.2 2.4 2.5

Financial conditions, etc.:

3-month money market interest rate, per cent p.a. 0.0 -0.4 -0.1 0.1

Average bond yield, per cent p.a. 1.3 1.0 1.3 1.6

Effective krone rate, 1980 = 100 103.3 99.0 99.0 99.0

Dollar exchange rate, DKK per USD 5.6 6.7 6.7 6.7

Oil price, Brent, USD per barrel 99.6 63.2 69.1 71.3

Fiscal policy:

Public consumption, per cent year-on-year 1.4 0.8 0.4 0.8

Public investment, per cent year-on-year 8.6 -0.7 -0.6 -0.9

Public sector employment, 1,000 persons 816 819 820 823

1. Weighted import price for all countries to which Denmark exports.
2. Weighted export price for all countries from which Denmark imports.



DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015 39

APPENDIX 2: REVISIONS IN 
RELATION TO THE PREVIOUS 
PROJECTION

The growth outlook for Denmark is basically 

unchanged compared with the previous projec-

tion and, as in the March projection, GDP growth 

is forecast at 2.0 per cent this year and 2.1 and 

1.8 per cent in 2016 and 2017, respectively. There 

have been relatively small changes in external fac-

tors since the previous projection was made.

Growth in Denmark’s export markets this year 

is assumed to be slightly lower than expected in 

March. On the other hand, the effective exchange 

rate of the krone has been adjusted downwards a 

little, and overall these two – small – effects cancel 

out each other.

On average, interest rates are more or less at 

the level predicted in March, and the agreed rate 

Revisions in relation to the previous projection Table 6

GDP Consumer prices, HICP

Per cent, year-on-year 2015 2016 2017 2015 2016 2017

Projection, March 2015 2.0 2.1 1.8 0.5 1.8 1.9

Contribution to revised forecast from:

Export market growth 0.0 0.0 0.0 0.0 0.0 0.0

Interest rates 0.0 0.0 0.0 0.0 0.0 0.0

Exchange rates 0.0 0.0 0.0 0.0 0.0 0.0

Oil prices 0.0 0.0 0.0 0.0 -0.1 0.0

Other factors 0.0 -0.1 0.0 -0.1 0.0 0.0

This projection 2.0 2.1 1.8 0.5 1.8 1.9

Note: The transition from the previous to this projection may not add up due to rounding. “Other factors” includes data revisions.

on bonds, which is included in the projection, is 

unchanged over the projection period compared 

with the previous projection. The price of oil has 

been adjusted marginally downwards in 2016 and 

2017, but not enough to affect output or prices.

The forecast rate of HICP inflation is also un-

changed compared with the March projection. 

The price of imports has risen more strongly 

at the beginning of this year, which could be a 

delayed effect of the lower effective krone rate. 

However, this is partly offset by a weaker develop-

ment in domestic prices, possibly because firms 

have to some extent absorbed the higher import 

prices via profits rather than passing them on to 

consumers immediately.
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RISKS ASSOCIATED 
WITH THE CURRENT 
UPSWING IN THE 
DANISH ECONOMY

Erik Haller Pedersen, Rasmus Mose Jensen  
and Tina Saaby Hvolbøl, Economics

INTRODUCTION AND CONCLUSIONS

The Danish economy is in an accelerating up-

swing. A steady growth scenario is expected to 

close, the output gap over the next few years. 

Given some fiscal tightening, this can presumably 

materialise without inappropriate pressures on 

the labour market. This scenario is contained in 

Danmarks Nationalbank’s latest projection.

The scenario assumes, inter alia, that the strong 

expansionary effects of lower interest rates, etc. 

are to some extent offset by a certain degree of 

caution among firms and households, e.g. due 

to uncertainty about how long the extraordinary 

situation will last. It also means that house price 

increases are relatively moderate, not exceeding 

increases in wages and incomes to any consid-

erable extent in the projection. The tightening 

of financial regulation since the financial crisis 

contributes to this assessment. Moreover, firms’ 

currently high profits are to a high degree driv-

en by large groups with international activities 

placing part of their investment abroad. In 2014, 

outward direct gross investment accounted for 

around one-fourth of firms’ total investment. As a 

result, increases in consumption and investment 

ratios in the private sector are relatively moderate 

in the projection.

However, in several previous upswings, i.e. in 

the 1980s, 1990s and 2000s, demand rose signif-

icantly more strongly than projected. There are 

both similarities and differences between the 

current and previous upswings, but factors in the 

current situation could clearly generate a sce-

nario similar to those previously seen. Upswings 

with overheating have often been followed by 

prolonged periods of low, sometimes negative 

growth, cf. Chart 1.

In the scenario described below, demand is 

growing more strongly than projected in the 

baseline scenario described in Current Economic 

and Monetary Trends in this Monetary Review. 

More specifically, the currently low consumption 

and investment ratios are assumed to normalise 

in the near future, and house prices are assumed 

to accelerate more than in the baseline forecast. 

This will result in a strong and fast increase in 

demand in the economy. Two scenarios are de-

scribed which differ in terms of housing market 

developments. 

In both scenarios, an increase in the labour 

market participation rate and a fall in unemploy-

ment to structural levels will not be enough to 

prevent pressures on the economy, including 

on the labour market. There will be an extensive 

shortage of labour, entailing a risk of renewed 

overheating of the economy or early stagnation 

of the upswing. The scenario assuming house 

price development with self-reinforcing increases, 

as seen in the mid-2000s, implies a substantial risk 

of an abrupt downturn.

As regards economic policy, indications of such 

risk scenarios will require stronger fiscal tightening 

than recommended on the basis of the baseline 

scenario in Danmarks Nationalbank’s projection. 

The risk of faster and stronger growth in demand 

than in Danmarks Nationalbank’s baseline forecast 

is an argument in favour of fiscal caution.
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POSSIBLE TRIGGERS OF FASTER AND 
STRONGER GROWTH IN DEMAND AS 
SEEN IN PREVIOUS UPSWINGS

PREVIOUS UPSWINGS WERE STRONGER
Upswings in Denmark have typically been strong-

er than the forecast in Danmarks Nationalbank’s 

latest projection. In the assessment of whether 

the Danish economy is facing such a scenario, it 

can be useful to consider previous upswings and 

their triggers, cf. Dam (2008). 

Over the last 35 years, there has been one 

boom period per decade in Denmark. The up-

swing in the first half of the 1980s was triggered 

by plummeting interest rates, from more than 20 

per cent p.a. in 1982 to 10 per cent p.a. in 1986, 

cf. Chart 2 (left). Interest rates fell internationally, 

but their dive in Denmark was mainly due to the 

implementation of a consistent fixed exchange 

rate policy after the change of government in 

1982. Other contributing factors were a consid-

erable fiscal tightening and the suspension and 

subsequent abolition of the automatic price-wage 

indexation mechanism, which had generated a 

wage-price spiral throughout the 1970s. Inflation 

also declined, but the population had become 

Upswings and downturns in the Danish economy Chart 1
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used to high inflation during the 1970s, cf. Chris-

tensen et al. (1997). This was reflected in rather 

sticky inflation expectations. Consequently, the 

drop in nominal interest rates was initially (mis)

interpreted as a very strong drop in real interest 

rates. This stimulated consumption and invest-

ment and caused the current account deficit to 

grow, to more than 5 per cent of GDP at the peak 

in 1986. This led to the implementation of policy 

measures in the form of a tax reform reducing the 

tax value of interest deductibility and the aus-

terity package known as the “Potato Cure” with 

measures to reduce lending by mortgage banks. 

These measures were followed by seven years of 

recession and falling house prices. However, at 

the same time, the tax reform also constituted the 

foundation for more prudent saving behaviour 

with fewer incentives to borrow for consumption, 

resulting in rebalancing of the Danish economy.

The roll-back of the most important “Potato 

Cure” measures, together with a further decline 

in interest rates and moderate fiscal easing, 

triggered a new upswing in the early 1990s, cf. 

Hansen et al. (2003). Among the financial liberali-

sation measures were the abolition of the “Potato 

Cure” requirement for the use of mixed loans in 

home financing, the option of mortgage loans 
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with longer maturities and the option of unlimited 

supplementary mortgage loans, etc. 

Ten years later, prior to the upswing in the mid-

2000s, the fall in interest rates was very small, but 

the introduction of variable rate loans in 1996 and 

deferred amortisation loans in 2003 led to a con-

siderable reduction in first-year instalments when 

purchasing a home. This resulted in a credit-driv-

en upswing, which entailed self-reinforcing price 

increases in the housing market. Together with 

procyclical fiscal policy and housing taxation this 

ultimately led to overheating of the economy with 

an extensive shortage of labour. The bubble came 

to an end with the international financial crisis in 

the autumn of 2008, which marked the beginning 

of six years of recession until 2013, when the cur-

rent upswing began.

Like the 1970s, the 1980s were characterised 

by high cyclical and structural unemployment. Cy-

clical unemployment fell during the boom, while 

little was done to reduce structural unemploy-

ment. This changed in the 1990s with the imple-

mentation of labour market reforms that resulted 

in a more flexible labour market. The upswing in 

the 1990s lasted a very long time due to, inter 

alia, reforms reducing structural unemployment, 

thus ensuring the necessary labour supply during 

the upswing, cf. Chart 2 (right). Another contribut-

ing factor was the fiscal tightening measures well 

into the upswing, including, inter alia, the “Whit-

sun Package” of measures in 1998 and the further 

Yield development (left) and actual and structural unemployment (right) Chart 2
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reduction of the tax value of interest deductibil-

ity. The reforms continued after the turn of the 

millennium, most recently with the unemployment 

benefit reform, and today’s structural unemploy-

ment is less than half the level in the early 1990s. 

This implies a considerably smaller potential for 

further decreases than previously. The current 

challenge is to prevent that the current upswing 

becomes powerful and short-lived, only to be 

followed by a low-growth period as seen several 

times before.

STRONG DRIVING FORCES OF THE CURRENT UP-
SWING
According to Danmarks Nationalbank’s baseline 

forecast, the current upswing is expected to entail 

a moderate growth scenario over the coming 

years, cf. Chart 3 (left). However, several factors 

contribute to increasing the risk of the upswing 

suddenly accelerating – ending in renewed over-

heating of the economy – or stagnating quickly 

due to labour shortage.  

The consumption and investment ratios are both 

currently substantially lower than their long-term 

averages, cf. Chart 3 (right) and Charts 4 and 7 

(left). In addition, private savings are very high, 

house prices are – despite increases – still lower 

than their equilibrium level at the current low 

level of interest rates, and export market growth 

is gaining momentum. Oil prices have plummeted 

by around 40 per cent since last summer, and the 
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effective exchange rate of the krone has declined 

by approximately 4 per cent since the autumn. 

Viewed in isolation, these factors, together with 

the very low level of interest rates, boost GDP 

growth by around 1 percentage point this year 

and next year. Danmarks Nationalbank’s projec-

tion assumes that the strongly expansionary ef-

fects of low interest rates, etc. are to some extent 

offset by a certain degree of caution among firms 

and households, e.g. due to uncertainty about 

how long the extraordinary situation will last. All 

in all, the conditions for a stronger and faster up-

swing exist, compared with the baseline forecast 

in Danmarks Nationalbank’s projection.

As mentioned earlier, falling interest rates have 

triggered upswings several times before. The 

long-term nominal mortgage bond yield has been 

almost halved from 2011 until today, when it is 

around 3 per cent after the latest increase, and 

short-term retail interest rates are close to zero. 

The fall in interest rates has a direct impact on 

consumption and investment by increasing dis-

posable income and reducing financing costs, and 

an effect via the housing market in the form of 

upward pressure on prices, increasing household 

wealth and consumption. Strong growth in equity 

prices has the same effect. Even though consum-

er price inflation is also moderate, a low level 

of interest rates like the current one is, in many 

ways, new territory. This still applies, also after the 

increase over the last month in long-term interest 

rates in particular. However, post-tax real interest 

rates were lower in a period in the mid-1980s.

The correlation between household wealth and 

private consumption is traditionally strong, i.e. in-

creasing wealth leads to higher private consump-

tion. Since 2012, however, the development in 

private consumption has been weaker than war-

ranted by the increase in wealth, cf. Chart 4 (left). 

This implies potential for stronger growth in con-

sumption than forecast in the projection, given 

the current positive sentiment among households 

as reflected in the consumer confidence indica-

tor. Recent years’ increase in wealth is primarily 

attributable to higher home equity for those who 

own their own home, and higher equity wealth, cf. 

Chart 4 (right). 

In most cases, translation of higher home 

equity into consumption requires more borrow-

ing, but initially free funds are also a possibility in 

light of the substantial savings. Total lending by 

banks and mortgage banks has decreased a little 

in recent years, but the level is high. The decline in 

lending is not attributable to a shortage of credit, 

but rather to the large, accumulated savings 

surplus in the private sector, which entails lower 

demand for loans in the first part of the upswing. 

Typically, as is also seen for investment, corporate 

lending growth does not accelerate until well into 

an upswing.

Real GDP in four upswings (left) and consumption ratio in four upswings (right) Chart 3
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The gross debt-to-income ratio of Danish house-

holds is very high by international standards, cf. 

Andersen et al. (2012a). However, the high gross 

debt alone is not likely to curb the upswing or 

prevent overheating. Besides high gross debt, 

Danish households also hold very substantial 

assets, including great pension wealth by inter-

national standards. The high gross debt may be a 

challenge in the context of macroeconomic stabili-

ty, cf. Andersen et al. (2012b), but analyses show 

that most of the families holding the debt also 

have the financial resources to service it. 

ACCELERATING GROWTH IN THE HOUSING 
MARKET
In previous boom periods, the housing market 

was a key driving force and sometimes the cause 

of an upswing derailing. Today’s housing market 

is growing and has been growing for some time, 

with rising prices and turnover and falling supply 

and time on market. House prices have gained 

momentum in the first part of 2015. There is, 

however, wide regional variation. Especially the 

market for owner-occupied flats in Copenhagen 

has experienced strong growth in recent years, 

i.e. just under 10 per cent p.a. But other factors 

should also be considered in this context, i.e. the 

rather strong population growth in Copenhagen 

over a number of years and the higher increases 

in income compared with the rest of the country, 

paving the way for high and rising price levels.

In general, the housing burden, meaning the 

costs of buying an owner-occupied home relative 

to household disposable income, is considerably 

lower than its long-term average, cf. Chart 5 (left). 

This indicates that the low interest rates have not 

yet been fully priced into the housing market. An 

assessment based on Danmarks Nationalbank’s 

house price model points to the same conclusion. 

This still applies also after the latest increase in 

the level of interest rates. 

Developments so far are still a long way from 

the developments during the overheating of the 

housing market in 2005-07, cf. Chart 5 (right). 

Danmarks Nationalbank’s baseline forecast pro-

jects continued growth in average house prices 

of around 6 per cent this year and a slightly 

lower rate in the coming years, but the risk of a 

considerably accelerated development exists, as 

seen in previous upswings, if the sentiment turns 

markedly more optimistic and becomes self-re-

inforcing. This risk is amplified by the absence 

of sufficient automatic stabilisers in the housing 

market. 

FIRMS POISED TO INCREASE DEMAND QUICKLY
Corporate savings have been high in recent years, 

cf. Chart 6 (left). If firms’ accumulated savings 

Household consumption and wealth ratios (left) and consumption-determining wealth (right) Chart 4
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are used for increased investment, this will also 

imply a substantial potential for demand. Espe-

cially non-financial corporations have seen steady 

growth in profits over the last five years. However, 

this has not led to higher investment, but to rising 

net lending, cf. Chart 6 (right) and higher dividend 

payments, cf. Kramp et al. (2015). The counter-

part is a very low investment ratio in the private 

sector, cf. Chart 7 (left). The baseline forecast of 

Housing burden (left) and real house prices in four upswings (right) Chart 5
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the projection expects only a small increase in the 

investment ratio, cf. Chart 7 (right). 

EXTERNAL DEMAND IS ALSO SET  
TO GAIN MOMENTUM
Demand also comes from abroad, and Danish 

exporters have seen increasing growth in their ex-

port markets. Higher exports will claim domestic 

resources in a situation where domestic demand 
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will probably also be growing strongly, thereby 

reinforcing the risk of the economy overheating. 

The wage competitiveness of Danish firms has im-

proved markedly in recent years, so the deterio-

ration during the boom in 2005-07 has been more 

than offset. This is due to a period of lower wage 

increases and higher productivity growth in the 

competitive industries compared with the com-

petitors. At the same time, the effective exchange 

rate of the krone has weakened. This means that 

Danish exporters are set to benefit from the in-

dicated growth in external markets, which could 

also be a driver of stronger demand. 

WHAT IS THE SCENARIO FOR  
A STRONGER UPSWING?
Box 1 describes two scenarios with strong, fast 

growth in demand due to normalisation of con-

sumption and investment ratios and accelerating 

growth in house prices and residential invest-

ment. The scenarios vary in terms of the housing 

market assumption. 

One scenario assumes a slightly stronger 

impact of the low interest rates on house pric-

es – with annual rates of increase of 8 per cent 

– but that this does not trigger an actual housing 

bubble in large parts of the housing market with 

self-reinforcing price increases and marked cred-

it-financed growth in consumption and residen-

Investment ratios (left) and investment ratios in four upswings (right) Chart 7
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tial investment. In this scenario, the demand for 

labour will grow by around 60,000 in addition to 

the expected increase in employment by approxi-

mately 100,000 until the end of 2017 in Danmarks 

Nationalbank’s projection. That entails consider-

able pressure on the labour market. However, in 

the absence of large imbalances in the housing 

market, a relatively soft landing of the economy 

over a long period is possible, with fiscal tighten-

ing measures and deterioration of wage competi-

tiveness gradually easing the pressure on the de-

mand for goods and services made in Denmark. 

In such a scenario, structural reforms may also 

lead to a timely increase in the output potential 

of the economy, and imports may to some extent 

accommodate demand, thereby acting as an au-

tomatic stabiliser.

In the second scenario, low interest rates and 

high consumer confidence have a strong im-

pact, and a housing bubble builds up, with price 

increases of almost 20 per cent over the next 

few years. This leads to stronger, credit-financed 

growth in consumption and investment. This 

course of events has been seen several times be-

fore in recent Danish economic history. In this sce-

nario, the demand for labour increases by 85,000 

in addition to the around 100,000 in the baseline 

scenario, and keeping the economy on track will 

be a challenge. Imbalances of this magnitude in 
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Output gap Chart 8
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the housing and labour markets entail a large risk 

of abrupt adjustment of house prices in the event 

of a sudden reversal of sentiment among house-

holds and firms. This risk is reinforced by the 

procyclical nature of housing taxation and by the 

fact that it would require very substantial fiscal 

tightening measures to counter these effects. For 

example, Pedersen and Ravn (2014) estimate that 

the stabilisation of the scenario observed in the 

mid-2000s would have required fiscal tightening 

measures of around 1½ per cent of GDP p.a. in 

2006-08. 

Chart 8 illustrates both scenarios, with a strong 

upswing with rising capacity pressures followed 

by a reversal. These are illustrations and not con-

crete alternative projections. The scale of the sub-

sequent downturn is very uncertain, depending 

not only on domestic factors, but also on interna-

tional business cycles. In the mid-2000s, a relative-

ly modest adjustment in the housing market set in 

from 2006, but as a consequence of the preceding 

build-up of imbalances in the form of weakened 

wage competitiveness and high indebtedness the 

economy was very vulnerable when the interna-

tional financial crisis escalated in the autumn of 

2008-09. This amplified the real-economic down-

turn and the downturn in the housing market.

THE OUTPUT POTENTIAL IN THE 
DANISH ECONOMY CAN ONLY 
COVER A LIMITED INCREASE IN 
DEMAND

THE DANISH ECONOMY IS RUNNING CLOSE TO 
ITS CAPACITY LIMIT
Meeting rising demand in the economy will 

require higher output and thus increased de-

mand for labour. Danmarks Nationalbank ex-

pects employment to rise by around 100,000 by 

the end of 2017, cf. Chart 9 (left). Over the same 

period, structural employment will rise by just 

under 50,000, mainly as a result of the structur-

al reforms implemented in the last decade. This 

will bring actual employment to a slightly higher 

level than structural employment, i.e. the level 

of employment consistent with balanced wage 

development, meaning that wage growth does 
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Actual and structural employment (left) and actual and potential output (right) Chart 9
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A fast and strong increase in demand will result in a shortage of labour Box 1

Two scenarios are behind the calculations. The first scenario 

envisages normalisation of consumption and investment 

ratios over a short period as well as an increase in house 

prices of 8 per cent p.a., which is slightly stronger than in 

the baseline scenario, i.e. Danmarks Nationalbank’s projec-

tion. In the second scenario an actual housing bubble builds 

up, with house price increases of just under 20 per cent 

p.a. in 2016. This results in growth in residential investment, 

contributing to increasing demand. A rise in activity implies 

a tightening of the labour market. In the first scenario, the 

demand for labour will grow by almost 60,000 persons in 

addition to the approximately 100,000 in Danmarks Nation-

albank’s projection, and the increase in the second scenario 

is 85,000 persons. This means that there is a risk of a fast 

and strong increase in demand exerting substantial pressure 

on the labour market. This applies in both scenarios. 

  The labour market participation rate has risen in recent 

years, but is still lower than its structural level. An increase in 

the labour market participation rate and a drop in unem-

ployment to the structural level will be far from enough to 

meet the demand for labour in the constructed risk scena- 

rios. 
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Effect of labour market reforms 
on the supply of labour from 
2013 to 2020

Table 1

Number of full-time equivalents

Total change in structural employment 100,000

Of which:

- Pension reforms 76,000

- Tax agreement (2012) 11,000

- Other reforms 13,000

Note: Pension reforms refer to the welfare agreement (2006) 
and the retirement reform (2011). Other reforms cover 
e.g. reforms of social pension and flexible employment 
schemes (2012), student grants (2013) and social bene-
fits (2013). 

Source: Reply from the Minister for Finance to question no. 30 of 
22 October 2014 and no. 3 of 18 November 2014 from 
the Finance Committee.

not exceed productivity growth. A scenario with 

stronger growth than expected in the baseline 

projection will probably quickly lead to a wide-

spread shortage of labour, and then to higher 

wage inflation and loss of competitiveness. 

The rate of increase in productivity in the Dan-

ish economy fell during the latest downturn, cf. 

Andersen et al. (2011). A recovery of productiv-

ity growth, partially driven by cyclical factors, is 

expected in the coming years, although it will 

not reach previous high levels. Together with a 

contribution from a higher labour market partici-

pation rate, this means that potential GDP can be 

expected to grow by up to 1.8 per cent annually 

up to 2020. This is a lower growth rate than in the 

previous decades. 

Potential growth flattened out right after the 

turn of the millennium, and there was another 

break in 2008 in the wake of the financial crisis, cf. 

Chart 9 (right). The flattening was mainly attribut-

able to weaker structural productivity. This trend 

is mirrored in many other comparable economies. 

Everything else equal, the lower potential output 

growth means that the economy will reach its 

capacity limit faster if demand increases.

To the extent that higher demand is met via 

imports, this is not claiming domestic labour 

resources, thus mitigating pressures in the econ-

omy. In this respect, imports of goods and ser-

vices can be regarded as an automatic stabiliser, 

but this does not solve the full domestic capacity 

problem, since rising demand is not only for im-

ported goods. However, the large current account 

surplus leaves ample scope for higher imports.

REFORMS HAVE INCREASED THE SUPPLY OF LA-
BOUR AND REDUCED UNEMPLOYMENT  
The reforms implemented since 2006 are estimat-

ed to increase the supply of labour by 100,000 

persons from 2013 up to 2020, cf. Table 1. The 

most important policy measures have been im-

plemented at the beginning of the period. At the 

same time, it has been politically decided to ini-

tiate a number of large-scale public construction 

projects, which will require considerable labour 

resources, e.g. renovation of the rail network, 

super hospitals, the Fehmarn Belt link, etc. These 

projects cannot be easily adapted to the cyclical 

situation, increasing the need for a higher supply 

of labour in a situation with rising private sector 

demand.  

While cyclical fluctuations in the past mainly 

caused unemployment to rise, it was primarily the 

labour market participation rate that changed 

in the latest downturn. Also in future, inflows to 

and outflows from the labour market will play a 

key role in ensuring a sufficient supply of labour, 

supported by the implemented reforms, especially 

the pension reforms.  

Gross unemployment has been falling for 

some time and was less than 5 per cent of the 

labour force in the spring, which is low in a 

longer-term perspective. The only time the level 

was lower was during the overheating of the 

Danish economy in the years leading up to the 

financial crisis – and this was not sustainable. 

The potential for a further reduction of structural 

unemployment is smaller than previously. A few 

decades of important labour market reforms, 

including reduction of the unemployment benefit 

period, tightening of the right to regain benefit 

eligibility and a generally active labour market 

policy, have reduced the level of structural un-

employment to less than half of the level in the 

early 1990s. At present, unemployment exceeds 

its structural level by only approximately 10,000 

persons. Unemployment is expected to fall by 

just under 25,000 until the end of 2017. This 

means that the growth in employment needs to 

be fuelled primarily by a higher labour market 
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Actual and structural labour market participation rate (left) and employment-related 
immigration (right) 

Chart 10
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au pairs and students. They also exclude immigrants from the Nordic countries.

Source: Statistics Denmark and own calculations.

participation rate for Danish residents or via 

more immigration or commuting. The structural 

reforms implemented in recent decades must 

therefore result in a sufficiently higher supply of 

labour. Demographic factors cannot be expected 

to contribute to any notable extent, given the 

weak growth in the working age population in 

the coming years. The increased supply of labour 

should therefore come mainly from expanding 

the share of the population of working age in the 

labour market.

The labour market participation rate, measured 

as the number of employed plus unemployed 

persons as a share of 16-66-year-olds, declined 

substantially in the years following the overheat-

ing of the Danish economy, but this has been par-

tially redressed in recent years, cf. Chart 10 (left). 

However, there is still potential for attracting more 

labour to the labour market. 

The structural labour market participation rate 

has been declining over time. The strong drop 

in the 1990s was the result of several schemes, 

including the transitional allowance and leave 

schemes, which took people out of the labour 

market. But since these schemes were tempo-

rary, they would not, in principle, influence the 

structural level. The continuation of the decline 

in the structural participation rate after the turn 

of the millennium can be attributed to the age 

group composition of the labour force. After the 

large post-war generations there are now smaller 

generations, implying a lower average participa-

tion rate, given that the participation rate declines 

with increasing age. An additional explanation is 

that more young people than previously are tak-

ing education of long duration.

A higher labour market participation rate and 

a fall in unemployment to the structural levels will 

increase employment by around 90,000 persons. 

But this expansion of the supply of labour is far 

from sufficient to cover the need in the event of 

a fast and strong increase in demand, cf. Box 1. 

The constructed scenarios are far from unrealistic 

seen in the perspective of other upswings, such as 

2005-07 and the 1990s, but this is not Danmarks 

Nationalbank’s baseline forecast.

IMMIGRANTS AND STUDENTS ARE SOURCES OF 
AN INCREASED SUPPLY OF LABOUR
During the boom up to the financial crisis, ex-

ternal labour contributed significantly to easing 

pressures on the Danish labour market, and 

this still applies to a certain extent, cf. Chart 10 

(right). Employment-related immigration was 

just under 18,000 persons in 2013, i.e. almost 

twice the current unemployment gap. This kind 

of immigration may thus to a considerable extent 

contribute to mitigating labour market pressures, 

inter alia because it can respond relatively quick-

ly. 
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During the boom in 2005-07, most employ-

ment-related immigration was from Eastern 

Europe. Today, many of these countries have rel-

atively high growth rates and rising wage levels, 

while population numbers are falling. In addition, 

there is solid growth in Denmark’s neighbouring 

countries such as Germany, Sweden, the UK and 

Norway, which also, by tradition, attract labour 

from Eastern Europe. This means that it might be 

more difficult to attract the right kind of labour to 

Denmark from other countries in future. 

Students are also a source of labour and can 

to a certain extent contribute to easing labour 

market pressures in a boom. The share of a gen-

eration in education is rising. There was a break 

in the years 2006-09, when the Danish economy 

was overheating, but the study frequency has 

since returned to its long-term trend. All in all, the 

potential for increasing the supply of labour via 

these sources is probably limited and smaller than 

previously.

CONCLUSION

The overall outlook for the Danish economy in the 

coming years is positive, with rising growth and 

employment and moderate price and wage infla-

tion. However, experience from previous upswings 

in Denmark shows that an upswing will, sooner 

or later, become unsustainable in terms of self-re-

inforcing increases in house prices, a widespread 

shortage of labour and subsequently excessive 

wage growth resulting in loss of competitiveness. 

Avoiding such a scenario makes demands on 

economic policy, both cyclical and structural pol-

icies. The assessment is that such an unfortunate 

scenario can be avoided by means of relatively 

limited measures, if they are implemented at the 

right time with the right focus.    
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INTEREST RATE PASS-
THROUGH AND 
THE DEMAND FOR 
CASH AT NEGATIVE 
INTEREST RATES

Carina Moselund Jensen and Morten Spange, 
Economics

INTRODUCTION AND SUMMARY

Since 6 February, Danmarks Nationalbank’s rate of 

interest on certificates of deposit has been -0.75 

per cent. This is an all-time low and Denmark, 

along with Switzerland, has the world’s lowest 

key monetary policy rates. The interest rate on 

certificates of deposit was lowered into negative 

territory to defend the Danish fixed exchange rate 

policy under which monetary policy rates are set 

solely to maintain a fixed exchange rate of the 

krone against the euro. The fixed exchange rate 

policy has been a cornerstone of Danish econom-

ic policy for more than 30 years.

In addition to Denmark and Switzerland, key 

monetary policy rates are negative in the euro 

area and Sweden. Until a few years ago, negative 

interest rates were regarded as a curiosity that 

was hardly likely to function in practice on a large 

scale.1 Consequently, it is relevant to examine 

whether negative interest rates change the rela-

tionship between monetary policy rates and other 

interest rates in the economy. It is also examined 

whether negative interest rates have increased 

the demand for cash.2

We find that negative interest rates have not 

weakened the pass-through from Danmarks Na-

tionalbank’s interest rates to money market rates. 

The pass-through is key to Danmarks National-

1 See e.g. Blomquist et al. (2011), discussing alternative monetary 
policy strategies for interest rates at their lower bound.

2 Monetary policy at negative interest rates in a Danish context was 
previously discussed by Jørgensen and Risbjerg (2012). See also 
McAndrews (2015) for a critical review of issues concerning negative 
interest rates.

bank’s ability to manage the exchange rate of the 

krone against the euro, which is determined to a 

large extent by the spread between money mar-

ket rates in Denmark and the euro area. 

While the pass-through to money market rates 

remains unaffected, there has been a shift in 

Danmarks Nationalbank’s relative use of interven-

tion in the foreign exchange market and changes 

in monetary policy rates. In a situation of low 

interest rates and capital inflows, Danmarks Na-

tionalbank may sell unlimited amounts of kroner. 

However, there is a limit to how much more inter-

est rates can be reduced. That is a key explana-

tory factor in Danmarks Nationalbank’s decision 

in January and February this year to intervene for 

a larger amount than in previous episodes be-

fore lowering interest rates. The very low level of 

interest rates in Denmark means that Danmarks 

Nationalbank profits from the expansion of the 

foreign exchange reserve, highlighting Danmarks 

Nationalbank’s unlimited scope for countering 

upward pressure on the krone. 

Negative interest rates have not been fully 

passed through to bank deposit and lending rates 

to households. However, large deposits from firms 

and institutional investors are extensively pay-

ing negative interest rates. In principle, negative 

interest rates can be circumvented by holding 

cash, which always offers a nominal return of zero. 

The reason why interest rates can, nonetheless, 

be negative is that holding large amounts of cash 

entails substantial costs, including costs for secure 

storage and transport. Furthermore, it is cumber-
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some and expensive to use cash for transactions 

involving large amounts or large geographical 

distances.

There are no indications that banknotes and 

coins (currency) in circulation are affected by 

negative interest rates to any significant degree. 

This indicates that the lower bound on monetary 

policy rates in Denmark is lower than the current 

interest rate on certificates of deposit of -0.75 per 

cent. However, the bound may shift if economic 

agents expect the period of negative interest 

rates to persist. If Danish banks were to begin 

settling accounts in cash to a great extent, this 

could weaken Danmarks Nationalbank’s ability to 

influence the krone exchange rate. On the oth-

er hand, increased household demand for cash 

would primarily be a problem of social efficiency 

due to the trouble of settling transactions in cash.

Negative interest rates are associated with risks 

that are not directly related to the demand for 

cash. As a case in point, negative interest rates 

may cause investors to gravitate towards riskier 

assets in search of positive returns. This may lead 

to housing bubbles and financial asset bubbles, 

for instance bubbles in equity prices. The com-

bination of an upswing in the Danish economy 

and extraordinarily low interest rates means that 

the conditions for build-up of systemic risks exist, 

cf. the Systemic Risk Council (2014). Moreover, 

viewed in isolation, low interest rates reduce 

bank earnings.3 Any unwanted effects of negative 

interest rates must be addressed through other 

economic policy measures.

PASS-THROUGH OF MONETARY 
POLICY

Danmarks Nationalbank reduced its monetary 

policy rates on four occasions in January and 

February 2015, lowering the rate of interest on 

certificates of deposit to -0.75 per cent. These 

reductions were designed to counter the tenden-

cy for the krone to appreciate against the euro in 

response to strong capital inflows to Denmark.4 

The capital inflows started when the Swiss Nation-

3 See Danmarks Nationalbank (2015b) for an analysis of the effect of 
negative interest rates on the earnings of credit institutions.

4 See Danmarks Nationalbank (2015a) for an analysis of the pressure 
on the krone in January-February 2015.

al Bank, SNB, decided to abandon the euro cap 

on the Swiss franc.

If there is a tendency for the krone to appre-

ciate, Danmarks Nationalbank initially intervenes 

in the foreign exchange market by purchasing 

foreign exchange and selling kroner, thereby in-

creasing the supply of kroner. If intervention does 

not provide sufficient stabilisation of the krone, 

the next step is to lower monetary policy rates. 

Both tools were used in January and February to 

relieve pressure on the krone. Moreover, on 30 

January 2015, the Danish Ministry of Finance, on 

the recommendation of Danmarks Nationalbank, 

announced that the government would suspend 

the issuance of government bonds to reduce the 

supply of krone assets.

The low level of European interest rates is 

reflected in Danmarks Nationalbank’s reaction 

function in the sense that the weight is on inter-

vention rather than interest rate changes in case 

of upward pressure on the krone. While Dan-

marks Nationalbank can sell unlimited amounts of 

kroner, the possibility of lowering interest rates is 

more limited. In the current situation, Danmarks 

Nationalbank’s scope for conducting the fixed 

exchange rate policy is also underpinned by the 

positive return on the foreign exchange reserve 

provided by very low Danish interest rates, cf. 

Danmarks Nationalbank (2015a).   

Although negative interest rates are not purely 

a Danish phenomenon, an interest rate level of 

-0.75 per cent is very low – in a historical perspec-

tive and compared with other countries.

MONEY MARKET RATES
Monetary policy rates initially affect money 

market rates. It is essential that the pass-through 

from monetary policy rates to money market rates 

is intact – especially since the spread between 

money market rates in Denmark and the euro 

area determines the exchange rate of the krone 

against the euro. The pass-through is usually high. 

There are no indications that the pass-through 

has weakened in response to negative interest 

rates, cf. Chart 1.5 Short-term money market rates 

tracked the rate of interest on certificates of de-

5 See Jørgensen et al. (2011) and Mindested et al. (2013) for analyses 
of the pass-through from monetary policy rates to money market 
rates.
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Danmarks Nationalbank’s rate of interest on certificates of deposit and a short-term 
money market rate

Chart 1
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posit closely when the latter rate was lowered in 

January and February.

In mid-February, money market rates were lower 

than the rate of interest on certificates of deposit, 

presumably reflecting investor expectations of yet 

another interest rate reduction. When this failed to 

materialise, money market rates picked up again. 

Since 20 February 2015, short-term money market 

rates have been higher than the rate of interest 

on certificates of deposit, indicating, among other 

things, that investors expect the monetary policy 

spread to the euro area to narrow. 

Limits have been established for the mone-

tary policy counterparties’ total current account 

deposits with Danmarks Nationalbank. In normal 

times the purpose of these limits is to restrict 

the liquidity that banks can make readily availa-

ble for speculation in interest rate and exchange 

rate movements. When the rate of interest on 

certificates of deposit is higher than the current 

account rate, the current account limits generally 

do not constitute a binding restriction on banks’ 

current account deposits. 

However, in a situation like the current one, in 

which the rate of interest on certificates of deposit 

is lower than the current account rate, banks have 

an incentive to increase their current account 

deposits to avoid holding certificates of deposit. 

Accordingly, the role played by current account 

limits is different. To ensure the pass-through 

from the rate of interest on certificates of deposit 

to money market rates in the current situation, 

it is key that the overall current account limit is 

binding, as this will induce banks to hold part 

of their liquidity in certificates of deposit. This is 

clearly the case, since Danish banks’ net position 

is currently around kr. 310 billion, while their total 

current account limit is just over kr. 173 billion. 

Current account limits were raised on two occa-

sions in March 2015. On the day of the announce-

ment of the first adjustment, money market rates 

rose moderately. However, the increase was short-

lived, and there are no indications that the adjust-

ment of current account limits has had an impact 

on money market rates. This illustrates that money 

market rates are determined by the rate of interest 

on banks’ marginal positions with Danmarks Na-

tionalbank, i.e. the rate on certificates of deposit.

BOND YIELDS
The generally low level of interest rates is pri-

marily attributable to the European Central 
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Bank’s, ECB’s, lowering of interest rates to meet 

its objective of annual consumer price inflation 

of below but close to 2 per cent. In September 

2014, the ECB lowered its deposit rate to -0.2 per 

cent. Due to the fixed exchange rate policy, there 

is a close relationship between monetary  policy 

rates in Denmark and the euro area. But the up-

ward pressure on the krone caused Danmarks 

Nationalbank to reduce interest rates more than 

the ECB.

Extraordinary deviations between monetary 

policy rates in Denmark and the euro areas due to 

pressure on the krone are usually relatively short-

lived, cf. Chart 2, reflecting that pressure on the 

krone eases when market participants realise that 

Danmarks Nationalbank has the mandate and the 

means to defend the fixed exchange rate policy. 

Therefore, the degree of pass-through from unilat-

eral Danish interest rate changes to longer-term 

government bond yields is limited.

In the autumn of 2011, upward pressure on 

the krone reflected that investors were buying 

Danish government bonds, seeking a safe haven 

from the sovereign debt crisis in a number of euro 

area member states, cf. Jørgensen et al. (2013). At 

that time, the response of longer-term yields was 

relatively strong compared with the change in 

monetary policy rates.

In light of the widening of the spread between 

monetary policy rates in Denmark and the euro 

area to -0.55 percentage points, the pass-through 

to longer-term yields was also more pronounced 

than normally seen, the main reason being the 

suspension of issuance of government bonds. The 

suspension caused yields on Danish government 

bonds to decline. As pressure on the krone eased, 

the 10-year yield spread to Germany subsequent-

ly widened almost to the level seen before the 

announcement.

The development in longer-term yield spreads 

between Danish and German government bonds 

should also been seen in the context of the ECB’s 

announcement on 22 January 2015 of an expan-

sion of its asset purchase programme to include 

substantial purchases of government bonds. Mar-

ket participants had been expecting the expan-

sion for some time, so the impact was, to some 

extent, already factored into prices. However, 

yields on European government securities contin-

ued to fall after the announcement. 

When the ECB began its purchases on 9 March, 

yields declined slightly in both the euro area and 

Interest rate spreads between Denmark and the euro area Chart 2
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Danish and German government bond yields Chart 3
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Denmark, cf. Chart 3. Hence, there was an indirect 

pass-through effect from the ECB’s quantitative 

easing to Danish yields. Moreover, the spread is 

probably still affected by a lower liquidity premi-

um in Danish bonds following the suspension of 

issuance.

Both Danish and European yields, especially 

long-term yields, have risen sharply since mid-

April. In the euro area, an upgraded growth 

outlook and rising inflation expectations probably 

play a role. At the same time, the increase in bond 

yields could also be due to redressing after some 

over-reaction to the decline in yields.

Faced with low bond yields, investors looking 

for higher returns have to turn to high-risk assets, 

cf. Danmarks Nationalbank (2015b). In addition 

to impacting prices of the assets included in the 

asset purchase programme, quantitative easing 

may thus also lead to higher prices on other 

assets. A study finds that previous ECB purchase 

programmes, the Securities Markets Programme 

(SMP) and Outright Monetary Transactions (OMT), 

increased the return on equities.6 The Bank of 

England finds indications that their quantitative 

6 See Krishnamurthy et al. (2014).

easing had a small, but positive, effect on equity 

prices in the UK.7 Thus quantitative easing may 

contribute to general increases in equity prices, 

reflecting low yields. This also applies to Danish 

equities, which are relatively close substitutes for 

equities in euro due to the fixed exchange rate 

policy.

Interest rates on both long-term fixed rate 

mortgage loans and short-term adjustable rate 

and variable rate mortgage loans dropped sharp-

ly during the initial months of this year. Interest 

rates on adjustable rate loans with fixed interest 

periods up to and including three years fell into 

negative territory in January and February. How-

ever, due to administration margins and broker-

age fees, the payment flow still goes from borrow-

ers to mortgage banks. Negative interest rates on 

mortgage loans gave rise to technical and legal 

considerations, as it had to be ensured, among 

other things, that the systems of banks, including 

mortgage banks, were able to handle negative 

interest rates. These aspects are discussed in Dan-

marks Nationalbank (2015b).

7 See Joyce et al. (2011).
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RETAIL INTEREST RATES
Generally, the pass-through from Danmarks Na-

tionalbank’s interest rates to bank retail interest 

rates is high and fast to materialise. However, re-

cent developments in retail interest rates indicate 

that the pass-through has been reduced. This also 

applies in other European countries and the USA 

where the pass-through has weakened due to the 

financial crisis and the sovereign debt crisis, cf. 

Paries et al. (2014) and Gambacorta et al. (2014). 

Bank lending rates to households and the cor-

porate sector declined by just under 0.3 percent-

age points from the turn of the year until the end 

of April 2015. In the same period, the rate of in-

terest on household demand deposits decreased 

by 0.2 percentage points, cf. Chart 4. In periods of 

pressure on the krone, the pass-through of Dan-

marks Nationalbank’s interest rate adjustments to 

bank retail customers is normally modest.

The rate of interest on most ordinary house-

hold salary accounts is zero. However, mort-

gage-like loans where the proceeds are placed 

in the borrower’s current account mean that the 

overall average rate of interest on demand depos-

its is somewhat higher. Adjusted for mortgage-like 

deposits, the rate of interest on household 

demand deposits was just under 0.3 per cent in 

March 2015. The rate of interest is slightly above 

zero due to deposit accounts with special condi-

tions such as shareholder accounts.

Banks have not introduced negative interest 

rates for households, probably reflecting that neg-

ative interest rates could induce some households 

to cash in their bank deposits. Handling large 

amounts of cash would entail substantial costs 

for banks, as their facilities are not designed for a 

large increase in cash holdings. Higher insurance 

payments would also be required. Moreover, if all 

banks did not introduce negative interest rates 

at the same time, customers could be inclined to 

switch banks.

Banks’ rates of interest on corporate demand 

deposits have declined by 0.3 percentage point 

since the turn of the year. The rate of interest on 

corporate deposits moved into slightly negative 

territory for the first time in April 2015. Large 

corporate deposits, in particular, on conditions 

resembling those in the money market accrue in-

terest at a negative rate. Insurance companies and 

pension funds (the I&P sector), monetary financial 

institutions (MFIs) and other financial corporations 

also earn negative interest rates on their average 

demand deposits. For the I&P sector, the rate was 

substantially negative in both March and April.

Average interest rates on outstanding demand deposits Chart 4
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Danmarks Nationalbank has conducted a survey 

which showed that the proportion of corporate 

deposits earning a negative rate of interest in 

April was roughly equivalent to the proportion 

earning a positive rate. However, the majority of 

corporate deposits accrued interest at 0 per cent. 

Most deposits by MFIs and the I&P sector accrued 

a negative rate of interest, and only a very small 

proportion earned a positive rate. 

The reason why deposits accruing a negative 

rate of interest are mainly deposits from large 

firms and institutional investors is that the typi-

cal alternative for these customers is to invest in 

the money market, where interest rates are also 

negative. Consequently, these customer types will 

be less inclined to withdraw their bank deposits 

if faced with negative interest rates. Danish banks 

are in line with a number of foreign banks where 

negative interest rates are imposed mainly on 

deposits above a certain size, and particularly on 

corporate and institutional customers.8 

CASH

In principle, the monetary policy counterpar-

ties can avoid paying negative interest rates on 

deposits with Danmarks Nationalbank by holding 

cash instead of purchasing certificates of deposit. 

The same rationale applies to other economic 

agents. If bank customer deposit rates fall into 

negative territory, customers can convert their de-

posits to cash. However, conversion to large cash 

amounts entails substantial costs, including costs 

for secure storage and transport. Furthermore it is 

cumbersome to use cash for transactions involv-

ing large amounts or over large geographical 

distances. 

If demand for cash were to rise sharply, this 

could weaken Danmarks Nationalbank’s abili-

ty to influence the exchange rate of the krone 

against the euro. In this context, the source of the 

demand for cash is vital. Increased demand for 

cash from households and firms would not affect 

the transmission to the exchange rate. It would, 

8 For instance, Commerzbank, Credit Suisse, Deutsche Skatbank, Bank 
of New York Mellon Corp., Goldman Sachs Group Inc. and J.P. Morgan 
Chase & Co., cf. Wall Street Journal, Commerzbank to charge fees to 
discourage large deposits, http://www.wsj.com/articles/commerz-
bank-to-charge-fees-to-discourage-large-deposits-1416418127 and 
Deutsche Skatbank https://ssl.skatbank.de/content/presse.

however, constitute an efficiency loss to society – 

primarily because settlement in cash rather than 

electronically, for instance through the Dankort, 

involves higher costs, especially in the form of 

time spent. On the other hand, the transmission 

to the exchange rate would weaken if banks were 

to choose to settle accounts in cash, that way de-

activating money market rates, or if the I&P sector 

were to hold cash rather than earning negative 

deposit rates.

Assessing how far into negative territory inter-

est rates can go before the various actors switch 

from deposits to cash on a major scale is difficult. 

Currently, there are no indications that negative 

interest rates have led to abnormal demand for 

cash. This indicates that the lower bound on mon-

etary policy rates in Denmark is below the current 

level of the rate of interest on certificates of de-

posit of -0.75 per cent. In this context, it is impor-

tant that household deposits have not moved into 

negative territory.

DEVELOPMENT IN THE CIRCULATION OF CASH
Cash is used for payment and as a store of value. 

For a number of years, there has been a strong 

trend towards electronic payments in which bank 

deposits are transferred from one bank account 

to another. Hence, the role of cash as a means of 

payment is decreasing. However, cash still plays a 

role, especially for small payments, for purchases 

of second-hand goods among private individuals 

and in the “black economy”.

Most cash is used as a store of value. Instead 

of placing their savings with banks, some house-

holds opt to hold substantial amounts of cash. 

However, overall bank deposits of households 

and firms far exceed their cash holdings. Thus, 

most people find it more convenient to use bank 

deposits both for payment and as a store of value.

Cash in circulation has seen steady growth over 

the past 20 years, interrupted only by a brief peri-

od of stagnant growth in the immediate aftermath 

of the financial crisis. From 1992 until the early 

2000s, growth in banknotes in circulation exceed-

ed growth in private consumption. Since then, 

the ratio of banknotes in circulation to private 

consumption, i.e. the cash ratio, has been more or 

less constant, cf. Chart 5.

The monetary policy counterparties, all of 

which are MFIs, receive negative interest rates on 

their deposits via the negative rate of interest on 

http://www.wsj.com/articles/commerzbank-to-charge-fees-to-discourage-large-deposits-1416418127
http://www.wsj.com/articles/commerzbank-to-charge-fees-to-discourage-large-deposits-1416418127
https://ssl.skatbank.de/content/presse
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certificates of deposit with Danmarks National-

bank and the negative money market rates. There 

has been a slight tendency for MFI cash holdings 

to increase in periods of negative rates of interest 

on certificates of deposit, cf. Chart 6 (left). The 

increase in mid-2012 preceded the actual reduc-

tion into negative territory of the rate of interest 

on certificates of deposit. The explanation may 

be that the interest rate reduction was expected 

by market participants, and some money market 

rates were already negative before the interest 

rate reduction. From the beginning of January 

until the end of April 2015, MFI holdings of bank-

notes and coins rose by 3.5 per cent.

The rise in MFI cash holdings in a negative 

interest rate environment probably does not re-

flect that MFIs use cash to avoid negative interest 

rates, but rather that they increased their holdings 

to be able to meet a possible pickup in cash de-

mand from other sectors. It should be noted that 

MFI cash holdings account for less than 1 per cent 

of the MFIs’ total balance sheets and about 15 per 

cent of total currency in circulation. 

The share of currency in circulation held by 

non-MFIs has been growing steadily since mid-

2010. Year-on-year growth in cash in circulation 

Cash ratio Chart 5
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Cash holdings broken down by sector and growth in cash holdings relative to interest 
rate movements

Chart 6
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has risen since early 2014, and growth in the past 

three months, in which the rate of interest on cer-

tificates of deposit has been substantially nega-

tive, is no different.

There is normally a connection between 

growth in banknotes in circulation and the move-

ments in short-term interest rates, reflecting that 

short-term interest rates represent the opportu-

nity costs of holding cash rather than deposits. 

Against that backdrop, it is to be expected that 

the number of banknotes in circulation goes up 

when interest rates go down, whether they are 

negative or positive. There are no indications that 

the increase in circulation seen in recent months 

has been substantially different from the interest 

rate reductions when interest rates are positive, cf. 

Chart 6 (right).

Based on the statistical data available, the 

cash circulation cannot be broken down further 

into sectors. Thus, it is not possible to determine 

whether large corporate customers and institu-

tional bank customers who have been charged 

negative interest rates on their deposits have 

increased their cash holdings more than house-

holds and small firms that have not been exposed 

to negative interest rates. 

From the introduction of the negative rate of 

interest on certificates of deposit in July 2012 

until July 2014, there was some redistribution of 

Large banknotes as a percentage of 
banknotes in circulation
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banknote denominations in circulation, cf. Chart 7. 

In July 2014, the 1,000-krone banknote accounted 

for 56 per cent of total banknotes in circulation, 

up from 52 per cent. This percentage has declined 

slightly in recent months when the rate of interest 

on certificates of deposits has been substantially 

more negative. The increase in the percentage of 

the 1,000-krone banknote of total banknotes in 

circulation could reflect that cash has increasingly 

been used as a store of value. Another explana-

tion is that more ATMs now dispense 1,000-krone 

banknotes. The higher percentage of 1,000-krone 

banknotes is at the expense of both 500-krone 

banknotes and smaller-denomination banknotes.

COSTS OF HOLDING AND USING CASH
The limit for when the demand for cash will 

increase is determined by the actual costs of hold-

ing cash rather than deposits. Moreover, demand 

is only likely to increase if negative interest rates 

are expected to persist for some time. The costs 

of holding cash rather than deposits can be cal-

culated by adding up the costs for secure storage 

and transport, as well as the trouble of settling 

payments in cash. The estimate will be subject to 

great uncertainty.

Danmarks Nationalbank has conducted an 

analysis of the costs of various types of payment 

instruments, cf. Danmarks Nationalbank (2011). 

The analysis shows that the social cost per cash 

payment is kr. 0.038 per krone paid, while the 

social cost is just kr. 0.010 per krone paid for 

Dankort transactions.9 Social costs are all costs in-

curred by the financial sector, retailers and house-

holds. For the latter two groups, costs are primar-

ily related to internal procedures, such as cashing 

up the till and time spent on the various payment 

methods. Settling cash payments is more expen-

sive for all economic agents, but relatively most 

expensive for banks. 

Schmiedel et al. (2012) have calculated the cor-

responding social costs in 13 EU member states, 

9 The calculations reflect the costs of actual transactions in 2009 
and thus do not represent the marginal costs of using the various 
payment instruments. The costs of payment with international debit 
and credit cards were kr. 0.069 and kr. 0.040, respectively, per krone 
paid. The higher cost relative to Dankort payments should be seen 
in light of the fact that payments with international cards are subject 
to the same fixed costs as Dankort transactions, but the international 
cards are less prevalent in Denmark, and thus the price per krone of 
transaction is higher. For transactions exceeding a certain amount, 
cash payments are expected to be subject to higher marginal costs 
than card payments.
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including Denmark. The costs of cash payments 

are 2.3 euro cents per euro paid, while the costs 

of card payments are 1.7 euro cents. The costs 

vary across countries: countries that are less 

dependent on cash have higher costs for using 

cash. Consequently, the cost structure indicates 

that the lower bound on interest rates is slightly 

more negative in Denmark than in some other EU 

member states.

In early 2005, Danish banks and retailers 

were allowed to pass on part of the costs of 

Dankort transactions to consumers. As a result, 

many retailers introduced a Dankort fee of kr. 

0.50 per transaction. This caused the number of 

Dankort transactions to drop sharply in the first 

few months of 2005, cf. Abildgren et al. (2010). 

Viewed in isolation, this episode may indicate 

that the rate of interest on bank deposits marking 

the turning point for when households begin to 

withdraw their deposits is only marginally below 

zero. The reluctance to paying the Dankort fee 

probably to a great extent reflects dissatisfaction 

with banks and retailers. The same could apply to 

negative deposit rates if bank customers perceive 

them as unfair.

The analyses do not consider the costs of stor-

age of large amounts of cash. Estimated costs re-

late to small, everyday transactions in which cash 

is an obvious alternative to electronic payments. 

Against that backdrop, they probably underes-

timate the real costs in situations where cash is 

used for very large transactions and transactions 

over large geographical distances. In these situa-

tions, costs for transport, storage and insurance 

will play a major role.

DEPOSITS

The counterpart of an increase in the demand 

for cash in response to negative interest rates 

would be a decrease in bank deposits. But nega-

tive interest rates may also shift the relationship 

between the preference for return and liquidity. 

Therefore, it is relevant to look at developments 

in deposits across various interest rates and fixed 

deposit periods. If the rate of return is weighted 

higher than liquidity, the alternative to a demand 

deposit paying a negative interest rate could be 

to tie up the assets for a longer period of time, for 

instance in a time deposit, a deposit redeemable 

at notice or in securities.

For households whose deposit rates are gener-

ally at zero or higher, there have been no unusual 

movements in their deposits in recent months. 

This is in line with the fact that there are no indica-

tions of any major change in their cash demand 

either. However, in a long-term perspective, inter-

est rate changes do have an impact on the com-

position of household deposits. This is evidenced, 

for instance, in increasing household preference 

for demand deposits over time deposits in recent 

Household deposit rate and growth broken down by deposit types Chart 8
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years, cf. Chart 8. During the same period, the 

interest rate differential between deposits with 

long deposit periods and demand deposits has 

narrowed.

Following the sharp fall in corporate deposit 

rates since the turn of the year, developments in 

corporate deposits have been mixed. In January, 

February and April, corporate deposits edged 

up slightly, while March saw a sharp contraction 

in deposits, totaling just under kr. 30 billion. This 

fall should probably be seen in the context of 

substantial corporate dividend payments this 

year. Total dividend payments in March and April 

amounted to just over kr. 63 billion, cf. Chart 9 

(left). 

Developments in corporate deposits would 

seem to indicate that firms do not withdraw their 

bank deposits due to lower interest rates. Firms 

have tended to reallocate assets by reducing 

demand deposits more than longer-term depos-

its with higher interest rates. However, isolated 

observations should be interpreted with caution. 

Moreover, it is still not possible to provide a full 

picture of corporate financial assets based on 

financial statistics.

Deposits earning negative interest rates are pri-

marily large corporate deposits and deposits from 

institutional investors. This could induce firms 

preferring to hold assets as bank deposits but 

looking to avoid negative interest rates to split up 

deposits into smaller amounts and use multiple 

banks. This will not have an impact on the total 

volume of corporate deposits, but fewer deposits 

will pay negative interest rates. 

The low level of interest rates also provided 

an incentive for some firms to place liquidity with 

the Danish tax authorities rather than in banks. 

In April 2015, this prompted the government to 

submit a bill for changing the interest rate on 

the settlement of corporation tax, entailing that 

it will mirror the rate of interest on certificates of 

deposit plus a spread of 0.75 per cent (0.2 per 

cent for early disbursement of tax refunds). The 

introduction of a cap on the maximum balance of 

corporate tax accounts was also proposed. With 

the calling of the general election for the Danish 

Folketing (parliament) in June, the bill initially 

lapsed. However, the bill could still be adopted 

for enactment on the date proposed.

In February, March and April, the I&P sector was 

earning negative bank deposits rates. In February, 

I&P deposits contracted by about kr. 30 billion, 

mainly reflecting a reduction in repo deposits, i.e. 

loans against financial assets as collateral. This 

represents a large fall relative to the preceding 

months, cf. Chart 9 (right).

This movement should be interpreted with 

caution, but two factors indicate that the reduc-

tion should not be attributed to negative interest 

rates. Firstly, the movement out of deposits in 

the following months, i.e. March and April, was 

relatively insignificant, although interest rates 

Changes in deposits relative to deposit rate Chart 9
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remained negative. Secondly, there had been a 

substantial increase in deposits in the preceding 

month, i.e. January.
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WHY IS INVESTMENT 
SO WEAK?

Paul Lassenius Kramp and Jesper Pedersen,  
Economics

INTRODUCTION AND SUMMARY

In the wake of the financial crisis in 2007-09, the 

level of private investment declined substantially 

in both Denmark and the euro area. Investment 

has been weak since then and is still well below 

the pre-crisis level. The weak investment has 

dampened economic growth and has been point-

ed out by international institutions as a downside 

risk factor for future economic growth. Hence, 

it is important to understand the causes of this 

development. 

To some extent, the low investment levels in 

Denmark and the euro area, measured as the ratio 

of investment to the gross domestic product, GDP, 

reflect a long-term tendency. This makes it difficult 

to assess whether the current level of investment 

is extraordinarily low in a cyclical context. The 

cause of the downward trend may be that globali-

sation has moved certain types of investment to 

the emerging market economies, and that tech-

nological advances have made investment goods 

cheaper and enabled better utilisation of the 

capital stock. 

The lower level of investment since the be-

ginning of the financial crisis has been driven 

mainly by falling demand. This is underpinned by 

studies by the IMF, OECD and BIS, among others, 

and reflects e.g. that some market participants 

expect lower future growth and that this is also 

subject to increased uncertainty. In some coun-

tries and at certain times, limited access to credit 

and increased uncertainty about the political and 

economic development have also played a role 

in terms of investment and demand in a broader 

perspective. In general, neither firms nor banks 

had sufficiently large buffers prior to the financial 

crisis, and the banks’ lending growth was too 

high. This contributed to the sharp decline in in-

vestment levels at the beginning of the crisis and 

the subsequent weak recovery. The accommoda-

tive monetary policies and resulting low interest 

rates have contributed to supporting investment.

There are signs that the corporate sector’s 

need for consolidation in Denmark and the euro 

area is almost gone, but with differences across 

the euro area member states. At the same time, 

banks need further strengthening of their capi-

talisation in some parts of the European banking 

sector. Insufficient consolidation among firms and 

banks has only a limited impact on Denmark and 

the euro area as a whole, but in some countries 

these conditions may continue to hamper invest-

ment in the coming years. Against that backdrop, 

the European Commission has launched an 

investment package to improve e.g. corporate 

access to funding of investment projects. If the 

package is to be a success, the selection proce-

dure must be efficient, and the projects support-

ed must be profitable and dependent on public 

subsidies to be implemented. Public involvement 

in the funding of private investment is not a long-

term solution in terms of increasing the volume 

of investment, however. Therefore, the investment 

package also includes an action plan that aims 

to make it more attractive for the private sector 

to invest in the EU, e.g. by removing regulatory 

obstacles. 
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In order to support investment activity in the 

coming years, it is important to implement further 

structural reforms that may strengthen the growth 

potential, remove regulatory barriers within and 

across the countries and improve the framework 

for access to funding. Increased financial integra-

tion will strengthen the single market for financial 

services and help ensure that bank lending rates 

in the participating countries will be more con-

sistent with monetary policy interest rates. This is 

important in order for monetary policy to affect 

the real economy.

WHAT IS THE CURRENT 
INVESTMENT SITUATION?

Investment covers purchases of assets used to 

produce goods and services over a long period 

(more than a year). This may include a machine or 

a building, but also a patent or software. Invest-

ment is included in GDP and forms part of aggre-

gate demand, thereby contributing to cyclical fluc-

tuations in the short and medium term, but also 

affecting long-term economic production capac-

ity. Private investment is the element of demand 

with the strongest fluctuations over a business 

cycle. For example, the percentage fluctuations 

in private investment are 5-6 times stronger on 

average than fluctuations in GDP. 

Investment trends Chart 1
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In the wake of the financial crisis in 2007-09, 

investment activity declined substantially in both 

Denmark and the euro area. Investment sub-

sequently has been weak, and in early 2015 it 

was still well below the pre-crisis level, except in 

Germany, cf. Chart 1 (left). Compared with previ-

ous periods, the decline in investment has been 

stronger and more persistent, cf. Chart 1 (right). 

The decline in investment volumes varied 

across countries. Among the large euro area 

member states, activity in Spain and Italy in par-

ticular is well below the pre-crisis level, but, as 

far as Spain is concerned, this should be viewed 

in the light of strong overheating, among other 

factors, in the period 2005-07. In other countries, 

e.g. France and especially Germany, the fall was 

brief and less pronounced. Denmark saw a con-

siderable decline in the first two years after the 

peak in 2007, yet no more than during previous 

recessions. By contrast, the trend in recent years 

has been uncommonly weak.

Variation was also seen across investment 

types. There was a drop in all types of investment, 

except investment in intellectual property rights, 

e.g. patents, but the decline was considerably 

larger for some types than for others. Even before 

the financial crisis, the ratio of residential invest-

ment to GDP in both the euro area and Denmark 

had begun to decline, cf. Chart 2, but from a very 

high level. As regards Denmark, residential invest-
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ment declined substantially, reflecting a house 

price bubble in 2004-06, among other factors, cf. 

Dam et al. (2011). The current level is not unusual-

ly low when viewed over a long period. 

Immediately after the financial crisis, invest-

ment in machinery and equipment fell in both the 

euro area and Denmark. Investment in buildings, 

excluding dwellings, and structures, on the other 

hand, has fallen almost continuously since the 

end of 2008, although activity in Denmark has 

risen recently. Developments in the euro area 

since 2008 should be seen in the light of declining 

public investment during the crisis in step with the 

deterioration of public finances and an increasing 

requirement for fiscal policy consolidation. By 

contrast, public investment in Denmark has been 

rising constantly since 2005. 

The weak investment trend has dampened eco-

nomic growth and its low level has been pointed 

out by international institutions as a downside 

risk factor for long-term economic growth.

LONG-TERM TREND

In order to assess whether the current invest-

ment level is low, it is useful to observe it over a 

longer time horizon. This improves the scope for 

separating cyclical from structural conditions, e.g. 

whether the decline during the crisis was part of a 

persistent trend, or whether it is purely attributa-

Investment ratios Chart 2
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ble to the crisis and therefore can be expected to 

be reversed. Based solely on data, it is difficult to 

determine when a trend begins and when it may 

end. This makes it hard to determine a structural 

level without using a model framework and the 

associated assumptions.

In the period 1966-2013, there are signs, as 

regards both Denmark and the euro area, of a 

downward trend in the investment ratio for total 

investment, i.e. total fixed gross investment over 
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Global investment ratios Chart 4
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GDP at current prices, cf. Chart 3. The trend is 

most pronounced for the euro area. One reason 

is that the investment ratio in Denmark declined 

sharply during the downturn in the early 1980s, 

so in Denmark the adjustment to a lower level 

was made earlier than in the euro area. 

The decline in the investment ratio is mainly 

due to falling investment in buildings, excluding 

dwellings, and structures, although investment 

in machinery and equipment also declined in the 

euro area. On the other hand, investment in intel-

lectual property rights has gained ever-increasing 

importance and currently constitutes approxi-

mately 5 and 3.5 per cent of GDP for Denmark 

and the euro area, respectively. 

Globalisation may have contributed to the de-

cline in investment ratios in Denmark and the euro 

area. There are no indications that the global vol-

ume of investment has fallen over time, cf. Chart 

4, but some investment has moved to emerging 

market economies, especially China. This is a 

natural development as a result of increased 

global division of labour where more traditional 

production is moved to the countries with the 

lowest costs. Instead, advanced economies invest 

in intellectual property rights, including research 

and development, although this has not made up 

for the fall in buildings, excluding dwellings, and 

structures investment. It may also be difficult to 

fully measure investment in intellectual property 

rights, as this would entail an estimation of the 

value of labour input (human capital).

In addition to globalisation, the introduction of 

new technology may also have reduced demand 

for certain types of investment. New technology 

makes it possible to better exploit the existing 

capital stock.1  This reduces the relative demand 

for buildings and equipment, thus helping to ex-

plain the decline in the investment ratio, see also 

VoxEU (2014). 

Furthermore, a change in the investment mix 

away from buildings and equipment towards 

investments in intellectual property rights affects 

depreciation rates and the price of total invest-

ment. Lower prices of certain types of investment 

mean that it is possible to buy the same amount 

using a smaller percentage of income. There are 

signs that the relative investment prices, i.e. the 

deflator for investment relative to the GDP defla-

tor, have fallen in Denmark over time, cf. Chart 5 

(left). This contributes to the observed tendency 

for the investment ratio in Denmark, as it means 

that a smaller share of GDP is needed to cover a 

given investment level. 

The relative investment prices have not fallen 

in the euro area, however. One reason is that the 

relative prices of investments in machinery and 

equipment have fallen more in Denmark than 

in the euro area. Investments in machinery and 

equipment contain several types of goods char-

acterised by major technological advances, e.g. 

IT products and transport equipment, and which 

have also been exposed to intensified competi-

tion. By contrast, total output, or GDP, contains 

many products that have had fewer technological 

advances, e.g. a number of services, and which 

have not been exposed to the same degree of 

competition. All this points to a larger fall in the 

prices of machinery and equipment than in the 

price of total GDP.

Rapid technological development also means 

that investments will quickly become obsolete, 

1 For example, the development of applications has made it easier to 
share housing when travelling, e.g. Airbnb, and the Uber application 
makes it easier to share cars. The VoxEU (2014) publication mentions 
the WhatsApp application, which has a higher market value than the 
manufacturing firm Sony, but WhatsApp needed almost no capital 
investment.
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e.g. computers. It will therefore be necessary to 

replace the capital stock more often, and there 

are indications that depreciation rates have gone 

up since the 1960s, cf. Chart 5 (right). This im-

plies a higher investment ratio. For example, a 1 

percentage point higher depreciation rate means 

that the investment ratio must, all else equal, be 

around 3 percentage points higher in order to 

maintain a certain level of capital stock relative to 

GDP in Denmark.2  Apparently, the development in 

depreciation rates has not been sufficiently strong 

to prevent the effects implying a lower investment 

ratio, however.

WHAT DETERMINES THE 
INVESTMENT TREND?

The investment behaviour of firms is affected by 

sales opportunities/demand, costs and uncertain-

ty. Moreover, the composition of firms’ assets and 

liabilities may play a role in terms of both access 

to credit and decisions to invest. The various 

factors affecting investment are interdependent. 

2 This simple relationship has been calculated on the basis of the net 
holdings of fixed assets relative to GDP being approximately 3.2 in 
2013. At a depreciation rate of 4 per cent, the investment ratio must 
be approximately 13 per cent of GDP in order to maintain the net 
capital holdings relative to GDP. By contrast, the investment ratio 
must be 16 per cent at a depreciation rate of 5 per cent.

Uncertainty, expectations of future growth and 

funding costs also impact demand. This makes it 

difficult to determine the impact of the individual 

factors on the level of investment.3

SALES OPPORTUNITIES AND UNCERTAINTY
The return on investment primarily depends on 

current sales opportunities as well as expectations 

of future sales opportunities. Low growth means 

that firms will find it harder to sell their products 

and thus to get a return on their investment. In-

vestment trends since 2008 in both Denmark and 

the euro area can to a large extent be explained 

by the development in demand. The decline in 

investment in 2008 can therefore reasonably be ex-

plained by the fall in economic activity, cf. Chart 6.

For the euro area as a whole, investment 

growth in the period 2008-14 was only slightly 

lower than what could have been expected on 

the basis of a simple correlation between invest-

ment and demand in the period 1995-2007. In 

some euro area member states, notably southern 

European countries such as Greece, Italy and 

Spain, investment since 2008 has been lower than 

3 Simple estimations of investment, where e.g. GDP is included togeth-
er with other explanatory variables, therefore tend to overestimate 
the significance of GDP growth. This problem may to a certain extent 
be remedied by means of more advanced estimation methods, e.g. 
by using instrumental variables.

Relative investment prices in relation to the GDP deflator for total investment  
and investment in machinery and equipment (left) and rates of depreciation  
for the euro area and Denmark (right) 
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warranted by demand alone. This indicates that 

the investment level has been affected by other 

factors in the wake of the crisis in those countries. 

Hence, the development in investment activity 

in Denmark and the euro area as a whole does 

not seem to have been extraordinary, given the 

fall in economic activity. This is supported by a 

number of studies of the level of investment dur-

Investment and demand Chart 6
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Euro area: expectations of growth (left) and uncertainty (right) Chart 7
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ing the crisis, see e.g. Banerjee et al. (2015), IMF 

(2015) and Lewis, C. et al. (2014). Other factors, 

including limited access to credit and increased 

uncertainty, have no doubt affected total demand 

and thereby investment. For example, expecta-

tions of and uncertainty about future growth have 

affected demand, including investment. Lower 

expected economic growth and/or increased un-
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certainty are natural reasons to rein in consump-

tion and investment. From 2008 to 2010, market 

participants’ expectations of long-term growth 

in the euro area fell from approximately 2 to just 

under 1.5 per cent, cf. Chart 7 (left). 

Greater uncertainty about the future increases 

the risk associated with investing, cf. e.g. Bloom 

et al. (2007). At the beginning of the financial 

crisis, the level of economic and political uncer-

tainty rose substantially, cf. Chart 7 (right). That 

uncertainty is now back at a more normal level, 

but demand may still be subdued by factors such 

as geopolitical uncertainty and doubts as to the 

strength of the economic upswing.

INVESTMENT COSTS
Obviously, the costs of and access to funding also 

affect the decision to invest. Total costs depend 

particularly on depreciation of the investment 

project and interest after direct and indirect taxes. 

The borrowing rate is the rate of interest at which 

firms can obtain loans in a credit institution or by 

issuing bonds. For firms, the real costs of investing 

are determined by the real interest rate, i.e. the 

nominal interest rate less expected future inflation, 

rather than the nominal interest rate. The reason 

is that if inflation is high, prices in the economy in 

general, and thus also the prices of firms’ prod-

ucts, will rise more rapidly than if inflation is low. 

In the euro area, inflation has been low in 

recent years, i.e. considerably below the ECB’s 

target of an annual rate of inflation of just under 2 

per cent. In Denmark, inflation has also been low. 

For the euro area, the ECB expects inflation to 

only slowly approach the target. Since monetary 

policy interest rates are close to the zero lower 

bound, low price increases and expectations of 

low inflation in the future de facto imply a tighten-

ing of monetary policy in the form of higher real 

interest rates, which cannot be offset by lowering 

monetary policy interest rates.

Firms’ financial strength and investment
Access to and the costs of loans depend particu-

larly on the lender’s assessment of the lending 

risk, i.e. the borrower’s risk profile. Therefore, the 

robustness of firms is important, including exist-

ing debt levels and future sales opportunities. 

Firms typically become more vulnerable during 

a recession, which reduces their demand for and 

access to external funding. It also leads to a rise in 

their borrowing rates.

Corporate lending rates, variable rate new loans under 1 million euro Chart 8
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Hence, a reduction of the monetary policy interest 

rate in response to a recession, will not necessar-

ily lead to a corresponding fall in lending rates, 

as lenders will have increased credit risk on their 

lending. This does not mean that the degree of 

monetary-policy transmission is reduced, how-

ever. Without easing of monetary policy, lending 

rates will merely rise in step with credit risks. 

The monetary policy interest rate reductions 

in late 2008 and early 2009 were virtually fully 

passed through to bank lending rates in the euro 

area, cf. Chart 8. This may reflect a sharp decline 

in firms’ demand for funding and that firms were 

able to provide additional collateral. 

In Denmark, the rate of interest on Danish 

mortgage loans closely tracked the monetary 

policy interest rate, while the pass-through from 

the easing of monetary policy in 2008-09 to the 

Danish bank lending rates was less pronounced. 

This mainly reflects that the crisis led to increased 

focus on credit risk. Bank lending is often uncol-

lateralised or possibly collateralised by a second 

priority mortgage, while mortgage bank lending 

is collateralised by a first priority mortgage. 

From 2010 to 2012, lending rates rose in most 

countries, but in some, including Spain and Italy, 

the rise was stronger, thereby widening the 

spread between lending rates. At the same time, 

the extent of loans to firms stagnated. 

The weak investment and borrowing trend in 

the years after the financial crisis reflects, among 

other things, that firms in many countries, includ-

ing Denmark, accumulated large debt in the years 

leading up to the financial crisis, cf. Chart 9 (left). 

As a result of high debt levels, lower equity prices 

and weak demand, the risk of lending to firms in-

creased. To improve their financial strength, firms 

increased their savings by reducing investment. 

The accommodative monetary policies in late 

2008 and early 2009 caused net interest expenses 

to fall and supported corporate consolidation. 

Furthermore, firms have built up liquidity reserves 

through consolidation. This may reflect that the 

financial crisis reduced the corporate sector’s 

confidence that the banking system will always 

be able to meet their liquidity requirements. The 

corporate sector’s wish to consolidate may help 

explain why investment and lending activity has 

been so weak since the beginning of the financial 

crisis despite highly accommodative monetary 

policies. The crisis has therefore been called a 

balance sheet recession, see e.g. Koo (2008). 

Studies based on data for Danish firms show 

that firms with high debt as a ratio of total assets 

before the crisis reduced their investment more 

than firms with lower debt, irrespective of their 

liquidity situation, cf. Kuchler (2015). This indicates 

that the lower propensity to save of firms with a 

Corporate debt Figur 9
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high debt ratio mainly reflects the corporate sec-

tor’s wish to improve its financial strength. Credit 

constraints, on the other hand, have not had any 

substantial effect in Denmark. In light of the crisis, 

firms with high debt ratios wished to reduce their 

debt in order to be more resilient to shocks to 

the economy and to get more flexible financing 

opportunities in future. 

However, there are indications that the need 

for consolidation among firms in both Denmark 

and the euro area as a whole is almost gone. For 

both, interest-bearing gross debt, relative to the 

value of equity in the 4th quarter of 2014, say, was 

at the same low level as before the financial crisis, 

cf. Chart 9 (right).

Banks’ need for consolidation and investment
The growing difference in lending rates across 

countries in the period 2010-12 is not purely 

attributable to the fact that firms became more 

vulnerable, leading to rising risk premiums. The 

development also reflected that banks in many 

countries needed to consolidate after their too 

lenient lending policies before the crisis. High 

losses on lending and greater uncertainty trig-

gered a market requirement – and a regulatory 

requirement – for banks to hold more capital 

relative to their lending. This could be achieved 

either by raising new capital in the market or by 

reducing their lending. 

In connection with a stress test conducted by the 

European Banking Authority, EBA, in 2011, calcu-

lations were made to determine the banks’ capital 

requirement in the different European countries 

to obtain sufficient Tier 1 capital (as recommend-

ed by the EBA), cf. Chart 10 (left). 

The banks’ capital shortfall was substantial in 

the southern European countries in particular. 

Most of the shortfall was covered by new capital, 

including via government capital injections, but 

undoubtedly banks in some countries also tried 

to reduce their lending. In those countries, access 

to credit was hampered more than what would be 

normal in the cyclical situation and led to wider 

spreads between lending rates and monetary 

policy interest rates, cf. e.g. ECB (2014). Monetary 

policy transmission may thus have been reduced 

because of weakly capitalised banks. As a re-

sult, the easing of monetary policy was not fully 

passed through to the real economy. 4

This affected especially small and medium-sized 

enterprises which typically rely on loans from 

domestic banks. In some countries, e.g. Denmark 

and Germany, the credit side did not have any sig-

nificant impact on aggregate investment, howev-

er. This is also supported by Statistics Denmark’s 

4 Against that backdrop, the ECB has introduced asset purchase pro-
grammes to reduce market interest rates and to improve access to 
credit for households and firms.

Capital shortfall in 2011 in selected European countries (left) and credit conditions and 
lending to firms in the euro area (right)
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Why is investment so weak when the monetary policy interest rate is close to zero? Box 1

Since low interest rates make borrowing for investment 

purposes cheaper, accommodative monetary policies will 

support investment growth. It may therefore seem surpris-

ing that investment growth has not been stronger in recent 

years, given that the monetary policy interest rates have 

been historically low. As described above, the main expla-

nation is the weak development in domestic demand due to 

factors such as a need for consolidation among firms and 

households, and increased uncertainty concerning both 

the economic and political development. Furthermore, the 

financing costs of firms have fallen less than the monetary 

policy interest rates, especially as a result of greater lending 

risk. In some countries, access to funding has also been ham-

pered by weakly capitalised banks. 

Macroeconometric analyses typically find that the level 

of interest rates has a relatively limited impact on invest-

ment, cf. e.g. Banerjee et al. (2015) or Barkbu et al. (2015). 

However, the impact of the level of interest rates may be un-

derestimated by analysing aggregate investment. Monetary 

policy will normally be eased during an economic downturn 

with weak demand. Hence, there is considerable covariation 

between the factors affecting investment, i.e. interest rates 

and demand, which makes it difficult to assess the impact of 

the individual variables. A simple correlation will thus show 

that when the monetary policy interest rate is low, invest-

ment activity will be subdued. By analysing data for US firms, 

Gilchrist and Zakrajsek (2007) find that the impact of interest 

rates on investment is greater than found by macroecono-

metric analyses, but demand remains the key component.1 

In this context, it should be noted that, in fact, the interest 

expenses of firms constitute only a limited share of their 

total expenses (according to the national accounts from Sta-

tistics Denmark, the interest expenses of Danish firms have 

fluctuated between 7 and 20 per cent of labour costs since 

1995). However, the very accommodative monetary policies 

since the beginning of the financial crisis have contributed to 

supporting investment, and they have also reduced the in-

terest expenses of firms, thereby enabling them to speed up 

consolidation, i.e. reduce their debt and/or build up liquidity.

1. Guiso et al. (2002) achieves similar results by applying data for Italian firms.

questionnaire surveys of factors that limit output. 

The impact of financial constraints has consist-

ently been deemed to be small and much smaller 

than the impact of lack of demand. For Denmark, 

one underlying factor is that the banks could 

strengthen their capitalisation via government 

capital injections as part of Bank Rescue Package 

2 (the Credit Package from February 2009). 

In recent years, the banks’ balance sheets have 

improved, however. The ECB and the EBA con-

ducted another stress test of the European bank-

ing sector in 2013-14, which showed that the vast 

majority of the banks are now well-capitalised. 

The ECB’s most recent lending survey supports 

the view that both banks and firms now have 

large buffers. In 2014, the banks eased their credit 

standards, and firms increased their demand for 

loans, cf. Chart 10 (right). However, in many coun-

tries bank lending rates fell in the course of 2014, 

although the spreads to monetary policy interest 

rates remain wider than before the financial crisis 

in several euro area member states.

HOW TO CREATE THE BEST 
FRAMEWORK FOR INVESTMENT 
ACTIVITY IN THE COMING YEARS

The current investment level is low, and growth 

has been weak for several years despite the fact 

that the central banks in most advanced econo-

mies have pursued very accommodative monetary 

policies, cf. Box 1. However, the very accommo-

dative monetary policies since the beginning of 

the financial crisis have contributed to supporting 

investment.

The low level may to some extent reflect a 

persistent trend, some of the reasons being that 

the prices of certain investment goods are falling 

relative to the price of aggregate demand, that 

capital is being used better due to the preva-

lence of new technology, and that certain types 

of investment are being moved to the emerging 

economies, including China. As a result of these 

factors, the investment mix is shifting towards 

investment in intellectual property rights and 

away from investment in plant and equipment 

and building and construction. These shifts make 

it difficult to determine a structural investment lev-

el, but the aim should not be to raise residential 

investment to the level of 2006, which was unsus-

tainably high and driven by house price bubbles 

in many countries.

As described above, the weak investment 

growth is caused by a number of factors, in-

cluding weak demand, a need for consolidation 
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among firms and banks, increased uncertainty 

and lower expectations of future economic devel-

opments. In different countries and at different 

times, all these factors have undoubtedly played 

a role during the crisis. The greatest barrier to 

investment continues to be lack of demand, cf. 

studies by the BIS, IMF and OECD. For example, at 

the end of 2014, private consumption in the euro 

area was more than 1 pct. below the peak in 2008. 

The low level of consumption should be viewed in 

the light of the consolidation need among house-

holds in many countries because of the drop in 

house prices. House prices are stabilising in many 

countries, however, and unemployment is falling 

in most of the euro area. 

At the same time, the significance of several 

of the other factors has decreased, notably the 

uncertainty and consolidation need among firms 

and banks. For the euro area as a whole and for 

Denmark, access to funding does not seem to be 

curbing investment growth to any notable extent 

at the moment. This is supported by studies by the 

IMF, OECD and BIS, among others. However, differ-

ences between the euro area member states per-

sist. Banks also need further capital in some parts 

of the European banking sector. The need is more 

pronounced in some countries than in others. In 

the coming years, insufficient consolidation among 

firms and banks may therefore continue to damp-

en investment growth in some countries. Against 

that backdrop, the European Commission’s focus 

is on improving access to investment funding.5

EUROPEAN COMMISSION INVESTMENT PLAN
The European Commission has launched an in-

vestment plan – the Juncker Plan. Overall, the plan 

comprises three strands: 

 • The new European Fund for Strategic Invest-

ments, EFSI, which is established as a stra-

tegic partnership between the Commission 

and the European Investment Bank, EIB. With 

initial funding of 21 billion euro, the ambition 

is to mobilise minimum 315 billion euro of 

additional investment in the period 2015-17, 

corresponding to almost 3 per cent of GDP in 

5 The G20 members have also focused on measures to increase invest-
ment growth. At their summit on 15-16 November 2014, the G20 lead-
ers presented a growth strategy for raising G20 members’ total GDP 
by 2 per cent in 2018 relative to the expected level in the IMF forecast 
of October 2013. The European Commission’s investment package is 
included as part of the growth strategy.

the euro area. The greater part of the funding 

should come from private investors.

 • A project pipeline, i.e. a gross list of investment 

projects, which may potentially be launched 

with or without government co-financing. The 

projects must be defined and described in 

such a way as to promote transparency and a 

better understanding of the risks associated 

with the projects. The idea is that this alone 

will help release more investment from the 

private sector.

 • An action plan aiming to make it more attrac-

tive to invest in the EU. This will be achieved by 

removing regulatory obstacles, and by strong-

er focus on promoting investment in connec-

tion with the recommendations to the member 

states during the European Semester. 

The final political adoption of the regulation to 

establish the EFSI is expected to take place in 

the Council and in the European Parliament at 

end-June 2015. The first part consists of the EFSI, 

which contains public funds and is to provide 

guarantees to the EIB. The EFSI will initially be 

able to provide guarantees for 21 billion euro. 

Of this, 16 billion euro under the EU budget will 

go into the Fund, while the EIB will contribute 5 

billion euro. According to the Commission, with 

the 21 billion euro guarantee from the EFSI, the 

EIB will be able to issue bonds for three times 

as much, i.e. approximately 60 billion euro (the 

EIB will increase its issuances within its existing 

AAA-rated bond series). These funds will be used 

to implement investments together with private 

investors for a total of more than 300 billion euro. 

In the EIB’s assessment, 20 per cent EIB co-fi-

nancing for a project is sufficient to generate the 

remaining 80 per cent from private investors.

As part of the second strand of the plan, 

investments will be selected from a gross list 

prepared by the member states, the European 

Commission and the EIB. The projects must focus 

on four overall areas: 1. infrastructure, including 

broadband, energy networks and transport; 2. 

education, research and innovation; 3. sustain-

able energy and energy efficiency; and 4. small 

and medium-sized enterprises. The risk profile 

must be different than for the co-financing usually 

available from the EIB. The Commission empha-

sises that the selection should attach importance 

to the projects’ impact on growth and employ-



78 DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015

ment. Among other things, this means that the 

selection will not be bound beforehand by a 

particular distribution geographically or among 

sectors.

The last strand focuses on improving the struc-

tural framework for investment, e.g. by reducing 

the costs of starting a business, improving access 

to funding and reducing bureaucracy. The Com-

mission mentions e.g. that the banking union will 

improve access to funding by making the financial 

sector more robust. In addition, more integrated 

financial markets, including the work initiated to 

establish a Capital Markets Union, could increase 

the number of funding sources, giving firms direct 

access to funding in the financial markets, i.e. by-

passing the banks. This will intensify competition 

and thus reduce the costs of financing the real 

economy.
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INTRODUCTION AND SUMMARY

The member countries’ voting power in the  

International Monetary Fund, IMF, is primarily 

proportional to their capital subscriptions to 

the institution. The five largest contributors each 

have a member of the IMF Executive Board,  

while the rest are grouped together in constit-

uencies with a seat on the Executive Board for 

each constituency. In general, the capital sub-

scriptions will be in accordance with the po-

sitions of the countries in the world economy, 

which the IMF measures on the basis of a num-

ber of factors, including GDP and integration into 

the world economy. In addition to determining 

a country’s voting share, the capital subscription 

also plays a part in determining e.g. a country’s 

access to loans from the IMF if it is in economic 

distress. 

In 2010, the IMF Executive Board decided to 

double the members’ total capital subscriptions 

and to reform the IMF’s governance structure – 

referred to as the 2010 reform. The purpose of 

the reform is to ensure that the IMF has sufficient 

permanent lending capacity, thereby making the 

IMF less dependent on temporary loans from a 

small number of member countries. The reform 

was subsequently approved by most member 

countries, including all 28 EU member states, but 

the decision has yet to be finally implemented. 

The reason is that the US Congress has not yet 

approved the reform, even though the USA was a 

driving force behind its preparation. In this con-

nection, the USA has sufficient voting power to 

constitute a blocking minority. 

Due to developments in the global economy, the 

relative positions of the economies have gradu-

ally shifted. The distribution of the higher capital 

subscriptions under the 2010 reform takes this 

development into account, ensuring that the 

voting power better reflects the countries’ relative 

positions in the world economy. 

As another consequence of the reform, the 

advanced European economies committed them-

selves politically to reducing their total number 

of seats on the Executive Board by two in favour 

of other countries. Although the 2010 reform 

has yet to be finally ratified, Europe has already 

implemented most of it, including with contribu-

tions from the Nordic-Baltic constituency to which 

Denmark belongs. 

Some countries find that the voting powers 

are unfairly distributed among the members. As 

a result, they wish to change the IMF’s method 

of measuring a country’s position in the world 

economy. They wish to do so by amending the 

quota formula determining the size of the individ-

ual countries’ capital subscriptions to the IMF. But 

the quota formula is not what keeps fast growing 

countries from getting increasing voting power – 

the non-ratification of the 2010 reform is. Hence, 

following the implementation of the reform, most 

member countries’ voting power will reflect their 

relative economic positions in the world economy. 

Therefore, the quota formula has the intended 

effect. 

The Nordic-Baltic constituency shares a seat on 

the Executive Board. The countries’ Executive Di-
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rector position rotates among them, more or less 

proportionally with their quotas in the constitu-

ency. All of the countries are represented at the 

Nordic-Baltic office in Washington D.C., influenc-

ing the constituency’s position in relation to the 

Executive Board’s discussions, and decisions are 

almost always taken by consensus. 

The IMF plays an important role 
in international economic policy 
cooperation

Box 1

The IMF was established after World War II by 40 found-

ing countries, which had signed the IMF’s Articles of 

Agreement before 31 December 1946. Denmark has been 

a member since 30 March 1946 and is thus a founding 

member. The founding members constituted a broad 

geographical section of the world, including the USA, 

France, China, India, Brazil and Egypt. The number of 

members has risen steadily ever since, in step with for-

mer colonies achieving independence and following the 

dissolution of the Soviet Union. The IMF currently has 188 

members and is the largest global monetary institution 

and an anchor for countries in crisis.

The IMF was established to monitor the internation-

al monetary system and to ensure fixed but adjustable 

exchange rates (the Bretton Woods system) and to 

encourage countries to lift foreign exchange restrictions 

in order to facilitate international trade. Since the break-

down of the Bretton Woods system of fixed exchange 

rates in the early 1970s, the IMF’s mandate has been 

extended slightly to promote sustainable global growth 

and financial stability in particular.

As part of the IMF’s monitoring of the international 

economy, the IMF staff conducts regular analyses of the 

individual members and across countries. This is done to 

maintain stability in the international monetary system. In 

addition to this, the IMF may provide credit to its mem-

ber countries, if they have difficulties meeting their inter-

national payment obligations due to economic imbalanc-

es. Hence, the loans are intended as balance of payments 

support and they are provided on condition that the 

country concerned implements a number of necessary 

reforms, which will help redress the country’s internal 

and external imbalances. The IMF also offers technical 

assistance to its member countries (especially low and 

medium income countries) with a view to developing 

more efficient institutions and legal frameworks and to 

enable them to better design and efficiently implement 

political measures.

The IMF holds spring and annual meetings every year 

where the member countries discuss current aspects of 

the economy. 

THE IMF PLAYS AN IMPORTANT 
ROLE IN INTERNATIONAL 
ECONOMIC POLICY COOPERATION

The IMF is an international organisation with 188 

member countries1 working to support global 

growth and financial stability. 

The IMF mainly lends money to countries in 

crisis. The loans are primarily loans for balance of 

payments support, giving the countries breath-

ing space to implement reforms which have been 

agreed with the IMF and are preconditions for 

the current disbursements. The support can be 

seen as help to self-help and makes the IMF an 

important part of the global safety net. Moreover, 

the IMF analyses the member countries’ econo-

mies and financial sectors, among other tasks, 

and provides recommendations for the countries’ 

economic policies and economic reforms. 

The IMF also provides technical assistance, e.g. 

helping member countries to develop their public 

sectors, cf. Box 1.

MEMBER COUNTRIES’ OBLIGATIONS AND RIGHTS 
To become a member of the IMF, a country must 

subscribe a certain amount of capital, a quota, re-

flecting the country’s relative position in the world 

economy. The IMF’s quota resources constitute 

the permanent part of its lending capacity, which 

can be drawn on when the IMF is to provide loans 

to countries in crisis. 

In addition to merely contributing to the IMF’s 

lending business, however, a country’s quota also 

plays a part in determining two central rights in 

the IMF2. 

Access to loans. The quota sets the limit of how 

much a country can borrow under normal circum-

stances as part of the IMF loan programmes. The 

limits vary according to the loan type, cf. Table 1. 

The loans are typically disbursed over 2-4 years, 

1 By comparison, the UN has 193 members, since e.g. Cuba is a mem-
ber of the UN, but not of the IMF.

2 In addition to the above-mentioned factors, the quota also affects 
SDR allocation. In 1969, the IMF developed an international reserve 
asset, the Special Drawing Right, or SDR, cf. Jensen and Sørensen 
(2009). This is not a currency, but a potential claim on other IMF 
countries’ holdings of reserve currencies. All IMF members are allot-
ted a share of the total holdings proportional to their quota shares. 
Today, the SDR is linked to the value of a basket composed of four 
currencies: the US dollar, the pound sterling, the yen and the euro. 
As of 1 June, an SDR equals approximately kr. 9.46. The composition 
of the SDR basket of currencies is revised every five years, the next 
revision taking place in November 2015. 
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Borrowing limits under normal circumstances* Table 1

Borrowing limits, per cent of quota

Loan type Per year Accumulated Most recent examples

Standard IMF loans for balance of payments support 200 600 Greece 2,159*

   Ukraine 900*

   Cyprus 563

Precautionary lending facilities ("credit line")  250-1,000 Mexico 1,304

   Poland 918

Note: Greece, Ukraine and Cyprus have all received EFF loans, which are often repayable over longer periods than SBA loans. Mexico and 
Poland both have access to precautionary lending facilities which have no upper limit, but are assessed on a case by case basis. 
* The loans to Greece and Ukraine were provided under the IMF’s exceptional access framework, which, in some circumstances, pro-
vides for the granting of loans that exceed the normal access limits. 

Source: IMF.

with a normal annual limit of 200 per cent of a 

country’s quota up to an upper limit of 600 per 

cent.3 However, the IMF Executive Board may de-

cide to let a country exceed the limit, as was the 

case with Greece, which obtained an IMF loan in 

2012 that was more than three times higher than 

this limit. 

The IMF may also make precautionary pro-

grammes available to countries that have fun-

damentally sound economies, but are at risk of 

becoming involved in an external crisis. Precau-

tionary programmes act as a credit line, which 

countries may draw on if necessary. The limit on 

that type of loans varies from 250 to 1,000 per 

cent of the quota, depending on the duration of 

the programme. No limit has been defined for 

countries with very strong economies; it will be 

assessed on a case by case basis.4 

Countries pay fees on both loans and precau-

tionary programmes, whether they draw on them 

or not (referred to as commitment fees). In addi-

tion, they pay interest on the loans disbursed. The 

fees and interest both consist of the SDR interest 

rate (which is a weighted average of the 3-month 

3 These limits apply to both the Standby-by Arrangement, SBA, and the 
Extended Fund Facility, EFF – programmes that are among the IMF’s 
traditional lending instruments for countries with financial difficulties 
and economic imbalances.

4 See Gade et al. (2014) for a review of IMF resources and lending.

bond yield for the euro area, the USA, Japan and 

the UK) plus a surcharge, depending on the size 

and duration of the programme. The IMF does not 

make money as such on its lending and precau-

tionary programmes, but covers its costs and 

builds up reserves. As a consequence, the IMF has 

never inflicted losses on its shareholders. 

Voting power. The member countries may 

be considered as shareholders of the IMF, their 

voting power being more or less proportional to 

their ownership shares (quota shares). The num-

ber of quotas together with the number of basic 

votes determines the member’s voting power on 

the IMF Board of Governors and Executive Board5. 

The basic votes serve to protect the voice of the 

least developed countries and the small countries 

in the IMF. This means that there is some propor-

tionality between the quota share and the voting 

power, with the voting power of small countries 

and poor countries being slightly higher than 

their quota shares and vice versa.6 Denmark’s 

voting power is 0.78 per cent, whereas the voting 

power of the USA, the largest shareholder of the 

IMF, is 16.74 per cent by comparison. 

5 The Board of Governors is the highest policymaking body of the IMF 
and consists of all members of the IMF. The IMF Executive Board is 
responsible for conducting the day-to-day business of the IMF and 
has 24 Executive Directors, who are appointed or elected by the 
individual IMF member countries or by constituencies.

6 Hence, each IMF member country has 750 basic votes plus one 
additional vote for each SDR 100,000 of its quota (approximately kr. 
940,000).



82 DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015

Representation. The five largest countries each 

have a permanent seat on the IMF Executive 

Board, while smaller countries organise them-

selves in constituencies that typically vote to-

gether and thus elect an Executive Director to 

represent them. Denmark and the other Nordic 

countries and the Baltic states jointly make up the 

Nordic-Baltic Constituency, NBC, which has a total 

of 3.4 per cent of the votes, cf. Chart 1. 

The number of countries varies considerably 

among the constituencies. For example, the NBC 

consists of eight countries, while there are 23 

countries in the constituencies for sub-Saharan Af-

rica. Several of the composite constituencies elect 

one or two countries to permanently represent 

their members on the Executive Board, while oth-

ers, including the NBC, choose to let the Executive 

Director position rotate among all the members 

of the constituency, cf. Chart 2. 

Decisions by the IMF Executive Board are most-

ly taken by consensus. The reason is that deci-

sions are taken on the basis of good and well-re-

searched material from competent IMF staff. It 

is therefore important to be present in order to 

have a voice on the Executive Board. If voting is 

Current voting power in the IMF Executive Board broken down by constituencies Chart 1
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Source: IMF.

needed, e.g. by the Executive Board or the Board 

of Governors where some decisions require a 

formal voting procedure, a simple or qualified ma-

jority of 70 or 85 per cent is required, depending 

on the topic. This means that 15 per cent of the 

votes can block decisions of a particularly stra-

tegic nature such as an increase of quotas. The 

USA is the only member of the IMF with a voting 

power of more than 15 per cent, thus having a de 

facto veto over such decisions.

ALLOCATION OF IMF QUOTAS 

Allocations of quotas to IMF member countries 

are reviewed at regular intervals during political 

negotiations in the IMF Executive Board and the 

International Monetary and Financial Committee, 

IMFC7, cf. Enevoldsen (2000). Quotas are usually 

revised every five years to assess whether the IMF 

7 The IMFC is a committee of ministers consisting of the same number 
of members as the IMF Executive Board. The IMFC meets every six 
months to determine the strategic direction of the IMF. The IMF mem-
bers are represented either individually, as is the case for the largest 
countries, or by constituencies as on the IMF Executive Board.
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needs further resources. If it is decided to increase 

quotas, they will typically be distributed in one or 

more of the following ways: 1) according to the 

quota formula, 2) proportionally to existing quota 

shares (i.e. the share will remain unchanged after 

the increase), or 3) on an ad hoc basis where oth-

er factors are taken into consideration. 

The quota formula provides the calculated quo-

ta share, while the actual allocations as a result 

of political negotiations are called actual quota 

shares. The actual quota share will approach the 

calculated quota share in step with new quota 

allocations. In connection with the last quota in-

crease, the allocation was made as a combination 

of 1) and 3). 

The Board of Governors can decide to increase 

quotas from time to time (i.e. also outside the 

regular quota revisions), as was the case in 2008 

when 54 countries received ad hoc allocations, cf. 

Bohn-Jespersen (2008).

THE IMF QUOTA FORMULA
Since its establishment, the IMF has used a 

formula-based model to summarise a member 

country’s relative position in the world economy 

using a number of variables. The current formula 

from 2008 was the result of a protracted political 

Number of countries and number of countries with access to  
the Executive Director position in the individual constituencies 

Chart 2

0

5

10

15

20

25

A
fr

ic
a 

G
ro

u
p

 1

A
fr

ic
a 

G
ro

u
p

 2

N
et

h
er

la
n

d
s/

B
el

g
iu

m

A
u

st
ra

lia
/K

o
re

a

S
o

u
th

 E
as

t 
A

si
a

E
g

yp
t

C
an

ad
a

B
ra

zi
l

N
B

C

S
p

ai
n

/L
at

in
 A

m
er

ic
a

T
u

rk
ey

/H
u

n
g

ar
y/

C
ze

ch
R

e
p

u
b

lic

S
w

it
ze

rl
an

d
/P

o
la

n
d

Ir
an

S
o

u
th

 A
m

er
ic

an
 G

ro
u

p

It
al

y

In
d

ia

U
SA

Ja
p

an

G
er

m
an

y

Fr
an

ce U
K

C
h

in
a

S
au

d
i A

ra
b

ia

R
u

ss
ia

Number of countries in constituency Number of countries with access to Executive Director position

Number of countries

Source: IMF.

process since the millennium rollover with the 

aim of producing a more simple and transparent 

formula. 

The quota formula determines a member 

country’s calculated quota based on a number 

of variables, roughly covering the country’s 1) 

gross domestic product, GDP, 2) international 

economic openness, especially international 

trade, 3) fluctuations in financial transactions 

with other countries, and 4) foreign exchange 

reserves. These four factors were selected on the 

basis of a number of considerations, including the 

IMF’s mandate, according to which the IMF must 

promote international monetary cooperation, 

facilitate the expansion and balanced growth of 

international trade and make loans available to 

members having difficulties meeting their interna-

tional payment obligations. Other considerations 

include the countries’ economic size and capacity 

to contribute capital to the IMF. Table 2 summaris-

es the relevance of the different variables.

The specific variables have differed over the 

years, but against the same background since 

the establishment of the IMF, whereas the meth-

ods of calculation have been changed several 

times. The first quota formula (Bretton Woods) 

was introduced in 1944 to provide a statistical 
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basis for the allocation of quotas to the founding 

members of the IMF. The final formula contained 

four variables, each describing how the member 

countries may contribute to the IMF’s lending 

capacity as well as potential drawings on IMF 

resources. In the early 1960s, the Bretton Woods 

formula was complemented by four new formulas 

containing more or less the same variables as the 

original formula, but with different weights8. The 

calculated quotas of the member countries were 

subsequently calculated on the basis of a complex 

system of five different formulas. That method 

was used until 2008 when the new, simple quota 

formula was introduced:

Q = (0.5 * Y + 0.3 * 0 + 0.15 * V + 0.05 * R)k,

where Y is a mixed variable for GDP (nominal GDP 

at market prices (60 per cent) and GDP measured 

in PPP9 (40 per cent)), 0 is openness (imports 

and exports (84 per cent) and interest and divi-

dend (16 per cent)), V is fluctuations in financial 

transactions with other countries, R is official 

reserves (gold, SDRs, foreign exchange reserves 

and reserve position with the IMF), and k is a 

compression factor of 0.95, aiming to reduce the 

dispersion in quota shares. In 2013, the IMF Board 

of Governors decided that agreement should be 

reached on a new quota formula as part of the 

next review of quotas (the 15th Review) to better 

allow for dynamic economies. In that connec-

tion, several countries expressed a wish to shift 

8 For a review of the historical quota formulas, see Enevoldsen (2000), 
IMF (2000) and Mikesell (1994), among others.

9 See Box 3 for a further discussion of purchasing power parity (PPP) 
adjusted GDP.

Relevance of quota formula variables Table 2

Purpose Variable

Position in the world economy GDP, economic openness

Capacity to contribute capital GDP, foreign exchange reserves

Potential need for support GDP, economic openness, fluctuations in transactions with other countries

Interest in promoting global cooperation Economic openness, fluctuations in transactions with other countries 

Source: IMF, Danmarks Nationalbank.

member countries’ voting power in the IMF from 

advanced economies towards emerging market 

and developing economies, cf. Box 2. This way of 

grouping countries is, however, slightly arbitrary, 

since 1) the countries often differ considerably 

and disagree within the groups, and 2) the group-

ing is not permanent, but changes on an ongoing 

basis in step with emerging market economies 

becoming richer and thus turning into advanced 

economies. In this context, it should be noted that 

with the current formula, the calculated quota 

share of the countries falling within the group of 

emerging market and developing economies is al-

ready larger overall than their share of global GDP. 

In its current form, which has only existed since 

2008, the quota formula already provides a shift 

towards increased voting power to dynamic econ-

omies in step with changes in the world econ-

omy. At present, China especially has an actual 

quota that is substantially lower than warranted 

by its economic position, cf. Table 3. For several 

other countries such as India, Russia and South 

Africa, the actual quotas are already higher than 

warranted by their GDP and openness. For most 

countries, the actual quota is slightly higher/lower 

relative to GDP, while it is slightly lower/higher 

relative to openness.

 GDP is included in the formula as a combina-

tion of GDP measured using both market-based 

and PPP-adjusted exchange rates, cf. Box 3. The 

calculated quota share for the emerging market 

and developing economies increased consid-

erably in connection with the most recent data 

update in August 2014 as a result of a new meth-

od to calculate PPP GDP. The inclusion of PPP GDP 

was part of a compromise in connection with 

the most recent quota formula amendment, but 
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Quota shares of selected  
countries and quota shares 
relative to GDP and openness, 
respectively

Table 3

  Actual quota relative to:

Country Quota share
GDP  

(market prices)
Openness

USA 17.4 0.8 1.4

Japan 6.5 0.8 1.5

China 6.4 0.6 0.7

Germany 5.6 1.1 0.7

France 4.2 1.1 1.0

UK 4.2 1.2 0.9

NBC 3.2 1.3 0.8

- Including 
Denmark

0.7 1.5 0.9

India 2.7 1.1 1.4

Russia 2.7 1.0 1.2

Brazil 2.3 0.7 1.9

Netherlands 1.8 1.6 0.6

Belgium 1.3 1.9 0.7

Switzerland 1.2 1.4 0.6

South Africa 0.6 1.1 1.3

Note: Figures are calculated after the implementation of the 
2010 reform.

Source: IMF (2014) and own calculations.

The current quota formula works Box 2

The IMF measures a member country’s position in the 

world economy using the quota formula. It is therefore 

a rules-based method to assess a country’s relative 

position in a similar way. At the same time, the assess-

ment is dynamic, in that the countries’ calculated quota 

shares are changed on an ongoing basis by annual data 

updates to reflect changes in the world economy. This 

means that countries experiencing sustained higher 

GDP growth or becoming more integrated in the global 

economy than the average country will automatically get 

a higher calculated quota. The calculated quota will be 

converted into a higher actual quota in connection with 

the regular quota revisions, as was the case with e.g. the 

2010 reform. The chart shows that the 2010 reform will 

provide a greater quota share to emerging market and 

developing economies than warranted by their share of 

global GDP alone. This becomes even more apparent 

when focusing on emerging market and developing 

economies, excluding China. 

Hence, the quota reform has the desired effect, as 

one of its purposes was to increase the quota shares of 

dynamic emerging market and developing economies. 

At the same time, the aim is to ensure that future quotas 

are allocated according to the quota formula, resulting in 

convergence towards the calculated quota share in the 

long term.

The quota formula entails a considerable shift 
from advanced to emerging market and devel-
oping economies
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Source: IMF (2014).

PPP GDP does not give a true and fair view of a 

country’s economic size. This also contributes to 

distorting the view of the amount of economic 

support actually contributed by a country to the 

IMF and the actual need for financial assistance in 

times of crisis. Moreover, a number of statistical 

considerations go against including PPP GDP in 

the quota formula.

The quotas allocated alone may provide a 

biased view of the countries which are in practice 

making financial resources available to the IMF, 

thereby financing the loans. The IMF regularly 

assesses which countries are sufficiently strong 

for the IMF to draw on their loan commitments 

in practice when providing loans to other coun-

tries. In respect of those countries, the IMF may 

draw financial funds up to their quotas as well 
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as the funds they make available voluntarily or 

on a temporary basis10. A number of European 

countries, including Denmark, and primarily 

Japan and China, make both quota resources and 

temporary loan commitments available to the 

IMF. As part of the overall considerations about 

voting power, it can therefore be concluded that 

the voting power of those countries is lower than 

warranted by the total financing they make avail-

able, cf. Chart 3.

THE 2010 REFORM: A POTENTIALLY 
GREAT ADVANCE 

In 2010, the IMF Executive Board decided to re-

form the IMF’s governance structure as well as to 

double the volume of quotas (the 2010 reform), 

10 See Gade et al. (2014) for a more detailed review of the financing of 
IMF resources.

Quota formula and purchasing power parity adjusted GDP Box 3

In September 2006, the IMF Executive Board decided to 

embark on a project to introduce a new quota formula to 

be ready by the spring of 2008. The new quota formula was 

to be simpler and to summarise the member countries’ rel-

ative position in the world economy in a more transparent 

way. In the negotiations concerning the new formula, GDP 

was accepted as a highly important variable, as it reflects 

the member countries’ economic size and ability to make 

financial contributions to the IMF. At the same time, it was 

emphasised that the integration of the member countries 

in the world economy (openness) should play an important 

role in terms of the formula.

To calculate the member countries’ quota shares, the in-

dividual country’s GDP must be converted to a single curren-

cy. In this connection, there have been different perceptions 

of whether GDP should be converted using market-based 

exchange rates, which has been the traditional approach, 

or whether another conversion method based on PPP GDP 

should be used. PPP GDP is a relevant attempt at measur-

ing the standard of living across countries, as this method 

allows for differences in price levels. Services and non-trad-

ed goods are often cheaper in low-income countries, and 

the wage level also tends to be lower. PPP GDP takes this 

difference into account in comparisons of purchasing power 

and thus the standard of living. If the purpose is to measure 

international financial transactions and holdings, on the 

other hand, it is obvious that GDP should be converted us-

ing market-based exchange rates. In that respect it is worth 

noting that GDP converted using market-based exchange 

rates is the relevant measure of a member country’s ability 

to contribute economic support to the IMF and of the po-

tential need for assistance in times of crisis. It should also be 

noted that market-based exchange rates are what matter for 

international trade, foreign direct investments, capital flows 

and the extent of possible financial contagion as well as the 

capacity to provide crisis management assistance.

In addition to the financial considerations concerning 

PPP GDP, a number of statistical considerations go against 

including PPP GDP in the quota formula. Comparison of 

prices across countries is subject to considerable uncertain-

ty, as products are often not comparable. It is also difficult 

to weight product prices when there is wide variation in de-

mand and output between the advanced countries and the 

emerging market and developing economies. Furthermore, 

it is difficult to compare investment goods, private services 

and, most of all, public services, since it is hard to measure 

productivity in many of these areas. 

In the negotiations concerning a new quota formula, 

however, several member countries had a political wish 

that GDP should be calculated by weighing market-based 

exchange rates with PPP, because they believed it might shift 

the voting power between groups of countries. It was also 

argued that PPP GDP may indicate the long-term direction 

of the economies.

In the final quota formula, the political compromise was 

reached that GDP would be included as a mixed variable 

of GDP measured by market-based exchange rates (60 per 

cent weight) and PPP GDP (40 per cent weight). From an 

economic perspective it is inexpedient to include PPP GDP 

in the formula, cf. above. To some extent, calculating GDP 

using PPP contributes to measuring the standard of living in 

the individual countries, but the actual size of the economies 

should be measured using market-based exchange rates.

cf. Bohn-Jespersen (2010). Here, the foundations 

were laid for a great advance in terms of increas-

ing the IMF’s permanent lending capacity to 

prevent and manage crises and at the same time 

increasing the voting power of underrepresented 

countries on the Board of Governors and their 

representation on the IMF Executive Board. The 

2010 reform consists of three general elements: 

 • A doubling of IMF quota resources to approxi-

mately SDR 477 billion (approximately kr. 4,500 

billion). 

 • Amendment of the Articles of Agreement so 

that all members of the IMF Executive Board 

will be up for election in future. 

 • Reduced representation with two fewer ad-

vanced European seats on the Executive Board.

Most of the IMF’s lending capacity is currently 

based on temporary loan commitments made 

available by some member countries. Therefore, 
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the doubling of the quotas (which constitute the 

IMF’s permanent resources) will not significantly 

increase the existing resources of the IMF when 

the reform takes effect, as some of the temporary 

resources are reduced at the same time. But it will 

entail a higher degree of confidence that, looking 

forward, the IMF will also have the permanent re-

sources necessary to prevent and manage future 

financial crises. 

The five largest members of the IMF Executive 

Board – measured by voting power – are currently 

permanent members. As part of the 2010 reform, 

the IMF’s Articles of Agreement will be amend-

ed to the effect that all members will be up for 

election when the Executive Directors are elected 

every two years. At the same time, the members 

of the IMF commit themselves politically to voting 

in favour of maintaining the Executive Board at 

its current size of 24 Executive Directors. The 

advanced European countries also undertake to 

reduce their representation by two seats on the 

Executive Board in favour of emerging market and 

developing economies. The fact that all Executive 

Directors will be up for election means that the 

current European permanent members, i.e. Ger-

Differences between the financing shares and voting power of constituencies Chart 3

A
fr

ic
a 

G
ro

u
p

 2

E
g

yp
t

S
o

u
th

 A
m

er
ic

an
 G

ro
u

p

A
fr

ic
a 

G
ro

u
p

 1

S
o

u
th

 E
as

t 
A

si
a

C
an

ad
a

U
SA

B
ra

zi
l

R
u

ss
ia

In
d

ia

Ir
an U
K

S
au

d
i A

ra
b

ia

A
u

st
ra

lia
/K

o
re

a

N
et

h
er

la
n

d
s/

B
el

g
iu

m

S
w

it
ze

rl
an

d
/P

o
la

n
d

S
p

ai
n

/L
at

in
 A

m
er

ic
a

G
er

m
an

y

Fr
an

ce

It
al

y

N
B

C

T
u

rk
ey

/H
u

n
g

ar
y/

C
ze

ch
…

C
h

in
a

Ja
p

an

-120
-100
-80
-60
-40
-20

0
20
40
60
80

100
Differences between the financing shares and voting power, percentage deviation from the voting power

Note: Financing share is stated as the total financing share. It is the sum of quotas and voluntary contributions (New Arrangements to Borrow 
and bilateral loan agreements) for the countries included in the IMF’s Financial Transaction Plan, i.e. the countries on which the IMF can 
draw financial resources in practice. The difference is stated as the financing share less voting power. The horizontal axis indicates the 
countries in the constituency which have access to a seat on the IMF Executive Board.

Source: IMF and own calculations.

many, the UK and France, will also be able to be 

included in constituencies and thus to participate 

in a reduction of the European representation 

on the Executive Board. However, the present 

distribution of members of the Executive Board 

shows that the European countries have no more 

Executive Directors than warranted by their voting 

power, cf. Chart 4.

In addition to doubling the permanent lending 

capacity of the IMF, the overall reform will lead to 

a shift in voting power and representation from 

advanced economies to emerging market and 

developing countries, cf. Box 2.

Unfortunately, the 2010 reform has not yet 

been implemented. Approval by the Executive 

Board and the Board of Governors was the first 

step in the implementation process, but it will not 

become effective until countries representing 85 

per cent of the total voting power have ratified it. 

Since amendments to the IMF’s Articles of Agree-

ment require a majority of 85 per cent, and the 

voting power of the USA in the IMF is 16.74 per 

cent, the US Congress has in practice exercised its 

veto since 2010, effectively blocking the imple-

mentation of the overall reform. 
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THE NORDIC-BALTIC CONSTITUENCY IN RELATION 
TO THE 2010 REFORM 
Denmark is a member of the Nordic-Baltic con-

stituency, NBC, which has sufficient total voting 

power to share a seat on the Executive Board11. 

All eight countries in the NBC have approved the 

2010 reform. 

Since the NBC consists of several member 

countries, the appointment of the Executive Di-

rector rotates between the constituency’s mem-

bers on the basis of an agreed rotation system. 

The NBC has thus chosen to let the Executive 

Director position rotate among all the countries 

in the constituency, and small countries such as 

Iceland and the Baltic states are also included 

in the current rotation system12. This means that 

the NBC has, in practice, implemented those 

elements of the 2010 reform that can be imple-

mented. 

11 The Nordic-Baltic constituency is made up of Denmark, Sweden, Nor-
way, Finland, Iceland and the three Baltic states, Estonia, Latvia and 
Lithuania. 

12 When the 2010 reform was adopted, the Baltic states were classified 
as emerging market economies by the IMF. 

Current representation and voting power on the IMF Executive Board across  
geographical areas

Chart 4

(44)

(22)

(12)

(57)

(53)

0

5

10

15

20

25

30

35

40

Europe North America South America Asia/Australia Africa

Share of time with a seat on the IMF Executive Board Voting power on the IMF Executive Board

Per cent

Note: Figures in brackets indicate the number of countries in the region. Representation is calculated as the individual country’s share of time 
with a seat on the IMF Executive Board. Turkey and Russia are placed in the Asia group. Representation is calculated on the basis of 
existing rotation agreements and thus constitutes a calculated share over the period of the existing rotation agreement. Voting power 
for the individual regions is the sum of the current actual voting power. 

Source: IMF and own calculations.

Cooperation in the NBC is generally based on a 

number of fundamental principles on inclusive co-

operation. All formal positions13 at the NBC office 

in the IMF in Washington D.C. are rotated so that 

all eight NBC countries are always represented. 

Moreover, the NBC’s seat in the IMFC is also rotat-

ed. All positions follow an agreed rotation system. 

The Executive Director position is distributed 

more or less equally with a country’s size in the 

IMF, measured by its actual quota share. Accord-

ingly, in a rotation cycle of 16 years, Sweden holds 

the position for four years; Denmark, Finland and 

Norway hold it for three years each, and Iceland 

and the Baltic states for a total of three years. The 

NBC is one of very few constituencies in the IMF 

where the Executive Director position is rotated 

among all the countries in the constituency. With 

regard to the current rotation cycle, which runs 

up to and including 2025, it has been agreed that 

13 Executive Director, Alternate Executive Director, Senior Advisor and 
Advisor.
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the Executive Director will be appointed by the 

Baltic states for the period shared by Iceland and 

the Baltic states. In an average rotation cycle, the 

Baltic states are consequently represented by the 

position 14 per cent of the period, whereas they 

are represented 19 per cent of the time in the cur-

rent rotation cycle. Following the implementation 

of the 2010 reform, the quota share of the Baltic 

states in the NBC is 6.6 per cent.

All of the countries influence the NBC’s position 

in relation to the Executive Board’s discussions. 

In the same period, the country appointing the 

Executive Director is responsible for coordinating 

the constituency’s overall position in the Executive 

Board. The countries in the NBC almost always 

take decisions by consensus, but a country is enti-

tled to make a minority statement in the Executive 

Board in the rare event that consensus cannot be 

reached. 
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CURRENT TRENDS IN 
THE GREENLANDIC 
ECONOMY

Anders Møller Christensen and Carina Moselund 
Jensen, Economics

INTRODUCTION AND SUMMARY

Greenland is faced with considerable economic 

problems. Activity has been declining for some 

years and emigration is reducing the population. 

In 2014 the government deficit was almost 

2 per cent of the gross domestic product, GDP, 

which is a large deficit by Greenlandic standards. 

But the liquidity of the government is good, and 

gross debt is modest, approximately 5 per cent of 

GDP. 

Rising prices for fish and shellfish, the predom-

inant Greenlandic exports, have generated good 

earnings for large parts of the fisheries sector, al-

though catches of prawn, which is by far the most 

important single species, continue to fall. The 

decrease is presumably climate-related. Catches 

of other traditional species have not been able to 

make up for this decline, but mackerel could turn 

out to be important.

Activities in connection with extraction of and 

exploration for raw materials have diminished 

considerably. At present, no mines are in opera-

tion, but during 2015 one company will start to 

extract rubies. 

Following a trough in 2014, investment in 

building and construction is set to rise. At the 

same time, there are indications that private 

consumption has ceased to fall. Hence, economic 

growth is expected to become positive this year, 

but there are no signs that a solution is being 

found to the large structural problems in the 

form of a very narrow business sector in Green-

land.

NATIONAL ACCOUNTS AND 
BALANCE OF TRADE 

Economic activity contracted for three years in a 

row up to and including 2014, cf. Table 1. Due to 

an expected increase in investment in building 

and construction, the outlook points to positive 

economic growth in 2015. After that, develop-

ments in the fisheries sector will presumably 

determine whether activity rises or falls. There 

will also be some important, albeit not very large, 

contributions to economic growth from one or 

two small mine projects.  

The downturn follows a number of years with 

strong growth. From 2003 to 2011, activity in-

creased by an average of just over 3 per cent a 

year, primarily because investments surged. But 

in 2012 and 2013, the most recent years for which 

national accounts data is available, investments 

plummeted. The fall was particularly strong, 

exceeding 60 per cent, for investments in miner-

al and oil exploration. Traditional investments in 

building and construction also decreased notably. 

The lower level of investment was, on the whole, 

matched by lower imports, but also had a neg-

ative impact on activity, not least in the building 

and construction sector. 

Investment is expected to have declined further 

in 2013 and 2014. Exploration activities have been 

reduced still further, and the Greenlandic govern-

ment’s investments in building and construction 

have fallen drastically.

Both public and private consumption have 

been stagnant in recent years and export vol-

umes have shrunk. On the other hand, prices for 
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exports of fish and shellfish have risen strongly, 

cf. Chart 1. Prices rose further in 2014 and were 

on average 25 per cent above the 2011 level for 

the full year, with higher increases for prawns and 

lower increases for Greenland halibut and cod. In 

value terms, fish and shellfish made up approx-

imately 95 per cent of total exports of goods in 

2014.

Despite the smaller catches of prawns, the 

value of total exports of goods increased by 10 

per cent in 2014. This is partly attributable to 

Export prices for fish and shellfish Chart 1
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Facts about Greenland Box 1

Population  
(number of people, beginning of 2015)

55,984

Of which in Nuuk (capital) 16,992

Population aged 18-66 years 38,229

Employment1 (2013) 25,461

Unemployment2 (2013) 2,725

Gross domestic product, GDP (kr. billion, 2013) 13.6

Per capita (kr. 1,000) 241.0

Disposable gross national income, GNI  
(kr. billion, 2013)

17.6

Per capita3 (kr. 1,000) 311.5

Source: Statistics Greenland and own calculations.
1. Number of people in primary employment, average of monthly 

data.
2. Approximated ILO definition, average of monthly data.
3. By comparison, disposable GNI per capita in Denmark was 

approximately kr. 341,000 in 2013. Denmark’s disposable GNI 
was approximately 1.5 per cent higher than GDP. 

Demand and supply, real growth Table 1

Per cent
(Share of GDP 

in 2013) 2009 2010 2011 2012 2013 2014 2015

Private consumption (47.9) -0.7 1.7 2.7 -0.7 -0.4 -2.0 0.9

Public consumption (55.1) 3.7 -1.4 -1.1 0.4 3.7 1.0 0.5

Total gross investment (26.1) -23.7 75.2 27.4 -42.3 -30.3 -10.7 3.9

Excl. investment in raw  
materials exploration

(19.2) -23.4 4.2 15.4 -10.5 -19.8 -6.5 10.2

Exports of goods and services (30.4) -11.3 12.5 -1.7 -4.9 -4.6 -4.7 0.8

Final consumption equal to total addition (159.4) -6.7 16.5 7.9 -15.1 -6.8 -3.0 1.2

Imports of goods and services (59.4) -14.6 37.6 14.2 -29.9 -13.6 -5.1 1.0

Gross domestic product, GDP (100.0) -0.7 2.5 2.2 -0.3 -1.9 -1.6 1.4

Source: 2009-13 Statistics Greenland (November 2014), 2014-15 the Economic Council (mechanical update of forecasts from September 2014).

higher prices, partly to larger catches of espe-

cially mackerel and to a lesser extent Greenland 

halibut.

The high prices for fish also mean that earnings 

have been good in large parts of the fisheries sec-

tor. This has mitigated the income and tax effects 

of the decrease in volumes. 
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Lower consumption and investment meant that 

the value of Greenlandic imports fell for the 

third year running in 2014. Combined with rising 

exports this means that the deficit on the Green-

landic trade balance has more than halved since 

2011, to kr. 1.3 billion in 2014. 

The latest figures for overall inflation, stated as 

the annual rate of increase in the consumer price 

index, are from January 2015, when inflation was 

1.5 per cent. In Denmark prices fell by 0.1 per 

cent, calculated in the same way. 

POPULATION 

The economic downturn is presumably the main 

reason why the population of Greenland has 

declined in recent years. At the beginning of 2015, 

it was just under 56,000, which meant that it had 

fallen by 300 during 2014. In the last three years, 

annual net emigration has been approximate-

ly 600, which is much higher than the excess of 

births, i.e. the number of live births less the num-

ber of people who die. By comparison, annual net 

emigration was approximately 200 in the boom 

years 2009-11. 

Net emigration mainly comprises people born 

in Greenland who move to Denmark. Since 2000, 

the number of people born in Greenland and 

living in Denmark has risen by 4,000 to around 

16,000, while the number of people born and 

living in Greenland has been more or less stable 

Country of residence of people 
born in Greenland, 1 January
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at 50,000, cf. Chart 2. So almost one quarter of 

the people born in Greenland live in Denmark. 

For those born in the period 1969-75, it is no less 

than one third. Emigrants can be found within 

most age groups, so it is not merely a question of 

many young people moving to Denmark to get 

an education and staying for some years. Howev-

er, among those aged 21-30, the share of people 

born in Greenland who live in Denmark is now 

smaller than it was at the beginning of the centu-

ry. This is probably because education and train-

ing opportunities in Greenland have improved. 

Lower proficiency in foreign languages, including 

Danish, may also play a role. 

MOST RECENT CYCLICAL 
TENDENCIES

There are indications that domestic demand in 

Greenland began to pick up in late 2014. For ex-

ample, freight volumes transported to Greenland 

by the Royal Arctic Line, RAL, began to increase 

slightly during the autumn of 2014, cf. Chart 3. 

It should be noted that most of the goods for 

meeting domestic demand, with oil as the main 

exception, are imported and transported by RAL, 

which also handles virtually all exports of fish and 

shellfish, with mackerel as a significant exception. 

RAL freight volumes from Greenland continue to 

fall, chiefly as a result of the smaller prawn quotas. 
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Import duties Chart 4
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Main items of the government accounts Table 2

Kr. million
2008 

A1

2009 
A1

2010 
A1

2011 
A1

2012 
A1

2013 
A1

2014 
A1

2015
FA2

1. Operational expenses 2,787 2,870 2,984 2,685 2,735 2,720 2,660 2,686

2. Statutory expenses 837 850 852 870 879 984 1,008 1,062

3. Subsidies 1,592 2,330 1,634 1,897 2,009 2,150 2,220 2,198

4. Capital expenditure 930 808 719 1,095 969 597 896 608

5. Total expenses 6,144 6,859 6,189 6,547 6,591 6,452 6,784 6,554

6. Agreed income3 3,661 3,799 3,828 3,864 3,922 3,976 3,967 4,031

7. Direct taxes 876 828 1,019 1,135 1,143 1,051 1,027 1,045

8. Indirect taxes 792 776 772 800 860 824 936 910

9. Other revenue 498 509 567 593 601 672 700 529

10. Total income 5,827 5,913 6,187 6,392 6,526 6,523 6,630 6,515

11. Actual CIL balance: (10)-(5) -317 -946 -2 -156 -65  71 -154 -27

12. CI balance -93 -511 203 54 150 78 -222 -64

13. Increase in unused funds in  
Construction and Renovation Fund

88 87 214 148 -82 -198 470 -200

14. CIL balance adjusted (11)+(13) -229 -859 212 -8 -147 -127 316 -227

Note: In 2011, block grants to local authorities were increased by kr. 302.6 million as care for the disabled was transferred to local authorities. 
Hence, this amount is transferred from the Greenlandic government’s operational expenses to expenses for subsidies.

Source: Government Accounts and Finance Act 2015.
1. Account data.
2. Finance Act 2015.
3. Agreed income mainly comprises the block grant from the Danish government (kr. 3.642 million in 2014), partnership and fisheries agree-

ments with the EU (kr. 202 million in 2014) and sale of fishing rights (kr. 108 million in 2014).

Revenue from import duties indicates that private 

consumption is no longer falling, cf. Chart 4. Total 

revenue from duties is rising marginally after hav-

ing declined by 17 per cent since 2008. The fall in 

this period is predominantly attributable to lower 

revenue from tobacco and alcohol duties. Alcohol 

consumption per adult is now lower in Greenland 

than in Denmark. 

No current statistics of the development in 

unemployment are available, but monthly compi-

lations are made of the number of people regis-

tered as job seekers. This is a count of the people 

who have contacted the local authorities with 

unemployment problems at least once within that 

month. In the first four months of 2015, the num-

ber of job seekers was a little lower than in the 

corresponding period of 2014, but a little higher 

than in 2013. However, the figures are difficult to 



DANMARKS NATIONALBANK MONETARY REVIEW 2ND QUARTER 2015 95

interpret as they are affected by factors such as 

local administrative practices. 

PUBLIC FINANCES

The main items of the government accounts are 

shown in Table 2. 

Since 2010, the balance of the current and 

investment (CI) budget has been the key budget 

element of economic policy, the target being to 

post a surplus in normal years. This was achieved 

in all years in the period 2010-13, but in 2014 the 

situation reversed, and a deficit of kr. 222 million 

was posted, corresponding to approximately 

1.5 per cent of GDP, compared with a budgeted 

surplus of kr. 21 million when the Finance Act was 

passed. Due to repayment of debt by several com-

panies owned by the Greenlandic government, 

the deficit on the current, investment and lending 

(CIL) balance was a little smaller. 

The unfavourable development is mainly at-

tributable to lower-than-expected revenue from 

indirect taxes, as well as adoption of somewhat 

higher capital expenditure than budgeted for in 

2014. 

However, when assessing the impact of public 

finances on activity, it is necessary also to look 

at the Construction and Renovation Fund. When 

capital expenditure is approved, it is charged to 

the investment budget, and the amount is trans-

ferred to the Fund. When the project is actually 

carried out and paid for, often in subsequent 

years, it is financed via disbursements from the 

Fund. In 2014, the Fund’s capital increased by kr. 

470 million, and hence activity did not total kr. 

896 million, but only just over kr. 400 million. So 

compared with the level in the preceding years, 

actual capital expenditure was very low in 2014. In 

2013 it was almost twice as high, although capital 

expenditure in the government accounts was con-

siderably lower. The fact that capital expenditure 

was so low has undoubtedly contributed to the 

weak economy in 2014. 

The very low actual capital expenditure is also 

the single most important reason why the gov-

ernment’s liquidity improved in 2014 despite the 

large deficit on the CIL balance and the absence 

of borrowing. Hence the Greenlandic govern-

ment’s gross debt is still kr. 600 million, or just 

under 5 per cent of GDP. 

Due to the election to the Greenlandic parliament, 

Inatsisartut, in the autumn of 2014, the Finance 

Act for 2015 was not passed until May 2015. It 

operates with deficits on both the CI and CIL 

balances. To the extent that construction projects 

previously approved are also carried out, this may 

result in a substantial change in the level of activ-

ity. In 2015, considerable investment in building 

and construction will take place that is not funded 

by the Greenlandic government. Corporate actors 

are building a new container port at Nuuk, and 

the Danish government is building a closed prison 

near Nuuk. 

A special characteristic of the economy is that 

the most important source of income, the block 

grant from the Danish government, is not affected 

by the economic development in Greenland, but 

is adjusted annually over the Danish Finance Act 

to reflect the increase in the general price and 

wage index in Denmark. Income from partnership 

and fisheries agreements with the EU is not cycli-

cal either. This provides a good point of depar-

ture for the budget process, but also entails that 

financing of higher public consumption requires a 

more-than-proportional increase in revenue from 

taxes and duties, which can be difficult to achieve.

In the slightly longer term, Greenland is faced 

with a challenge as the baby boomers from the 

1960s approach or reach retirement age. The 

Economic Council has calculated a fiscal indicator, 

which shows that fiscal tightening to the tune of 

kr. 1 billion is required if government debt as a ra-

tio of GDP is not to rise towards 2040. That rough-

ly corresponds to the Greenlandic government’s 

revenue from direct taxes. If tightening is to take 

place by increasing revenue, this will require a 

broader business sector than at present, e.g. in 

connection with extraction of raw materials. If it is 

to be achieved via lower spending, it is worth not-

ing that public consumption is remarkably high. In 

fact, public consumption per capita is 50 per cent 

higher than in Denmark, cf. Chart 5. However, the 

impression is not that public service in Greenland 

is 50 per cent better. So, besides a possible higher 

preference for collective solutions than in Den-

mark, the primary reason for the very high public 

consumption must be lack of economies of scale 

because the population is scattered across a very 

large area.

In some respects the high level of spending has 

clearly not resulted in high quality. In the spring 
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of 2015, the Danish Evaluation Institute published 

a highly critical report on the primary and lower 

secondary school system in Greenland, which is 

functioning poorly. This is disheartening as better 

schools are the key to economic development in 

Greenland. Responsibility for schools was trans-

ferred to Greenland many years ago.

The problems related to the general lack of 

economies of scale may have intensified in recent 

years. On the one hand, the population has be-

come more concentrated as people have migrat-

ed to Nuuk, Sisimiut and Ilulissat and away from 

most other towns and settlements. But on the 

other hand, the number of populated locations 

remains unchanged, which means that there are 

now far more very small settlements than previ-

ously. Today, 30 settlements have a population 

of less than 100, compared with 16 in 2000. If an 

acceptable level of service is to be maintained for 

those remaining in a very small settlement, costs 

per capita can be high. An element of the coali-

tion agreement from December 2014 between the 

parties Siumut, the Democrats and Atassut is to 

ensure development in all of Greenland. 

Statistics Greenland and Statistics Denmark 

have compared price levels for private consump-

tion in Greenland and Denmark. The results show 

that goods and services are 2.4 per cent more 

expensive in Greenland than in Denmark. The pric-

es of tobacco and alcohol are almost 70 per cent 

higher in Greenland due to far higher duties; food 

Public and private consumption 
per capita
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is 20 per cent more expensive; rent, water, heat-

ing, etc. are 16 per cent cheaper; and the price of 

childcare institutions is almost 60 per cent lower. 

Most other products are slightly more expensive 

in Greenland. Since there is no VAT in Greenland, 

this means that higher transport costs, possibly 

combined with less competition, generally match 

the level of Danish VAT.

No price comparisons have been made of pub-

lic consumption or investment, but undoubtedly 

both are rather more expensive in Greenland than 

in Denmark, cf. above. 

However, lack of economies of scale cannot 

fully explain the very high level of public con-

sumption in Greenland. The Faroe Islands also 

have a scattered population, although distances 

are smaller than in Greenland. Nevertheless, pub-

lic consumption per capita in the Faroe Islands 

is currently at par with that of Denmark and has 

traditionally been a little lower.

FISHERIES 

The opportunities for sustainably increasing fish-

eries are limited. 

The most important species is prawns. Fishing 

is regulated by quotas and on the whole the polit-

ically determined quotas reflect biological advice. 

Catches are MSC certified as sustainable, which 

may have contributed to recent years’ favoura-

ble price development. Quotas have decreased 

substantially in recent years and have been set at 

73,000 tonnes in 2015, down from 124,000 tonnes 

in 2011. Presumably this is mainly attributable to 

climate change as prawns are caught in still more 

northerly waters. The prawn quota is likely to de-

crease further in 2016. 

Fishing for Greenland halibut has increased 

slightly in recent years, primarily reflecting larger 

catches in fjords and close to the coast. Biologists 

are expressing concern as to whether the vol-

ume of fishing is expedient as the fish are get-

ting smaller and smaller so that a larger effort is 

required in order to catch the same volume. 

Cod is becoming more plentiful in the waters 

off western Greenland, but in order to allow 

spawning stocks to build up in Greenlandic wa-

ters, biologists recommend a cautious approach 

to cod fishing. The Greenlandic government has 

fixed the quota at 25,000 tonnes for 2015.
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Greenland is currently working to certify fishing 

for lumpfish roe as sustainable in the expectation 

that this will increase value added.  

Overall, the possibilities of increasing total 

catches of traditional species must be deemed to 

be limited, but continuous shifts will be seen be-

tween the various species. Although Greenlandic 

waters are extensive, biologists in most respects 

have knowledge of the fish and shellfish to be 

found. 

However, climate change means that macker-

el, and possibly also other schooling fish, can be 

found in large numbers in Greenlandic waters for 

part of the summer. In 2014, almost 80,000 tonnes 

of mackerel were caught, and the quota for 2015 

has been fixed at 85,000 tonnes. The quota is 

determined unilaterally by Greenland with a view 

to being acknowledged as a coastal state and 

hence being granted a share of the overall North 

Atlantic mackerel quota, which could ensure more 

expedient management of fisheries. Since 2014, 

the overall quota has been shared between the 

EU, Norway and the Faroe Islands.

TOURISM AND EXTRACTION OF RAW 
MATERIALS

Tourism is frequently mentioned as an area with 

a large growth potential. But in general expecta-

tions have not been met. As a result of the contin-

uous decline in cruise tourism, the taxes payable 

by tour operators for each passenger in Greenlan-

dic waters were abolished in the spring of 2015 in 

the hope that the tide would turn.

At present there are no mining activities in 

Greenland, but the management of a ruby pro-

ject expects to start extraction during 2015. An 

extraction licence has been obtained and the 

mining company is now making the necessary 

investments. In the operating phase, there will be 

approximately 80 employees.

A project on the same scale relating to ex-

traction of the rock anorthosite, which can be 

used for e.g. production of fibreglass, paint and 

aluminium oxide, is currently in the application 

phase, but according to the information available, 

investment can be initiated rapidly if an extraction 

licence is granted. 

Extraction of raw materials offers the most 

realistic opportunity to expand the Greenlan-
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dic business sector. A number of impediments, 

including a substantial level of costs that is on the 

high side of the Danish level, a geographically 

very scattered population with a resultant lack of 

economies of scale, high transport costs and, not 

least, a low level of education, make it difficult to 

develop internationally competitive traditional 

industries. Opportunities to find employment in 

the raw materials sector may contribute strongly 

to raising the level of education. 

Back in 2010 and 2011 there was considera-

ble exploration activity for oil and other types of 

hydrocarbon in the waters off western Greenland. 

Exploration costs amounted to approximately kr. 

5 billion, which is included as part of the invest-

ment in oil and mineral exploration in the national 

accounts. Traces of hydrocarbon were found, but 

the amounts were insufficient for commercial 

exploitation. Since then, no exploratory drilling 

has taken place in Greenlandic waters, and with 

the current world market prices for oil, extraction 

is not attractive for the companies. Consequently, 

exploratory activities have been put on the back 

burner.

Minerals have also been the target of con-

siderable exploratory activity for several years. 

In continuation of the exploratory activities, the 

Greenlandic authorities have granted an extrac-

tion licence for a large iron project in the Nuuk 

Fjord. But falling world market prices for iron and 

other metals, cf. Chart 6, have led to a change of 

ownership of the project and it is not expected to 

start up for some years.
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Two companies have applied for permission to ex-

tract “rare earth elements” in southern Greenland, 

in one case combined with extraction of uranium. 

Again, falling prices have made the projects less 

attractive to investors than previously.

The Greenlandic listed company Nuna Minerals, 

which explores for minerals in Greenland, sus-

pended payments in May 2015.
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