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Growth rates of 25 and 19 per cent since the 

onset of the recovery in the 2nd quarter of 2013. 

And contractions of up to 63 per cent. 

This is the picture that emerges in an analysis 

by Danmarks Nationalbank of the factors behind 

the weak growth in Danish GDP – both in volumes 

and values – during the recovery.

The analysis looks at the value added in nominal 

terms in individual industries from mid-2013 until 

beginning-2016. And the conclusion is that the 

THIS IS WHERE THE DANISH ECONOMY  
IS GROWING

contributions to GDP from the various industries 

differ substantially.

At the positive end of the scale we find manu-

facturing and business services. In manufacturing, 

value added in nominal terms has increased by  

Chart 1
Strong growth in manufacturing and business services, 
while extraction of oil and gas in the North Sea and 
sea transport put a drag on the economy as a whole.

Growth in GDP and gross value added in selected industries from 2nd quarter 2013, 
where the recovery began, to 1st quarter 2016
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25 per cent since the onset of the recovery, cf. 

Chart 1. This amounts to a yearly average growth 

of 8 per cent. Likewise, some service industries 

have seen strong growth in value creation. Busi-

ness services – comprising e.g. lawyers, consult-

ants and cleaning firms – has risen by 19 per cent 

since the 2nd quarter of 2013.

At the other end of the scale, sea transport 

and especially extraction of oil and gas from the 

North Sea have pulled down overall GDP. During 

the same period, value added in transports has 

been reduced by around 8 per cent, held down by 

sea transport, while extraction of oil and gas has 

declined by no less than 63 per cent.

However much these industries contribute to 

GDP, they are more or less decoupled from the 

business cycle in Denmark. Sea transport reflects 

global demand for sea freight, while North Sea 

production to a large extent is influenced by 

profitability considerations in a market where oil 

prices have plummeted and the availiability of the 

oil and gas reserves. 

This shows that focusing only on GDP for the 

economy as a whole can give a very misleading 

picture of how the Danish economy is performing.

It also shows, that it is insufficient simply to 

compare GDP figures when comparing economic 

developments in Denmark and other countries. 

The relevant measure to look at is prosperity per 

capita. By this measure, Denmark performs well 

in relation to comparable countries, both in terms 

of the level of prosperity and in terms of develop-

ments since the crisis.

EMPLOYMENT IS STRONG
This breakdown of GDP by industries explains  

why GDP and employment have not moved in 

sync in recent quarters. For despite moderate 

GDP growth, there has been a strong rise in  

employment. 

The reason is that growth has taken place in 

labour-intensive industries, while falling activity  

in other industries has reduced employment  

only slightly. 

 Oil rigs and container ships may be very  

different, but they have one thing in common: 

it takes very little manpower to produce large 

values. When they downscale production, this has 

almost no visible effect on overall employment  

in Denmark. 

The opposite applies to industries such as  

manufacturing and business services, which  

are both labour-intensive. When they produce 

more value, this can be expected to bring higher 

employment. And indeed, most of the growth  

in employment has taken place in industries of 

this kind.

For further information, see ‘Current Economic and  
Monetary Trends’ in Monetary Review, 2nd Quarter 2016.

BANKS SET TOO HIGH TARGETS  
FOR RETURN ON EQUITY

According to an analysis by Danmarks Nation-

albank, some of the largest Danish banks are 

setting the bar too high as regards the rates of 

return they feel compelled to give their share-

holders.

High ambitions in relation to returns can be a 

problem because it may lead to risky behaviour. 

The banks set targets for key financial ratios 

and announce them to shareholders. One of the 

targets is the profit in the coming years as a ratio 

of the book value of equity. This target shows 

how much the bank expects to be able to give 

shareholders in return on their shares. As Chart 

2 shows, Danske Bank targets a return of 12.5 

per cent after tax, Jyske Bank targets 8 per cent, 

while Sydbank targets 12 per cent. Nordea has 
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Banks’ targets and shareholders’ expectations to ROE Chart 2
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Note: Banks’ targets for ROE and when the targets are to be reached. ROE is the profit after tax relative to the book value of equity.
Source: Bloomberg, SNL Financial, Thomson Reuters Datastream, Consensus Economics and own calculations.

not been included as the group has not  

announced a specific percentage.

But the targets of all the three large bank  

are well above the shareholders’ expectations.

The calculation of market expectations is 

based on a complex model calculating the 

required return for the overall European stock 

market on the basis of, inter alia, share prices 

and analysts’ expectations of corporate profits. 

How much shareholders require in return on 

individual bank shares depends on how risky 

the shares are. This is measured by the de-

gree of correlation between fluctuations in the 

share price and in the prices of other European 

shares. Finally, it is taken into account that the 

market value of the banks’ equity is not the 

same as the book value.

In the analysis, this type of calculation has 

been made for the three large banks. And it 

shows that the return on equity actually expect-

ed by shareholders is substantially below the 

targets announced by the banks, cf. Chart 2. For 

both Danske Bank and Sydbank, shareholders 

expect a return of approximately 8 per cent, 

while Jyske Bank’s shareholders expect 6 per 

cent.

COULD LEAD TO RISKY BEHAVIOUR
High ambitions as such are not a problem. But  

in a banking context overambitious long-term 

targets for return on equity give cause for con-

cern at Danmarks Nationalbank.

This is because there are only so many ways 

for banks to generate high returns.

They can save and streamline, but only to a 

certain extent. Likewise, there are limits to how 

high prices they can charge for standard services. 

Competition between banks will – ultimately,  

at least – curb prices. This leaves two options. 

One is to provide more risky loans, which – on 

account of their riskiness – give the banks higher 

interest income. The other is to reduce equity, 

e.g. by increasing dividends or buying back 

Chart 2
The banks have set targets for return on equity that 
are well above their shareholders’ expectations.
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GOOD BORROWING OPPORTUNITIES  
FOR CREDITWORTHY FIRMS

The most creditworthy corporate customers are 

increasingly approved for loans from Danish 

banks. Conversely, the least creditworthy customers 

still to a large extent receive a ‘no’ or a conditional 

‘yes’ when they apply.

This can be seen from a new analysis of lending 

to the Danish corporate sector made by Danmarks  

shares. If a profit is to be distributed on fewer  

kroner of equity, each (remaining) krone of 

equity will result in a higher return. And this is 

precisely the cause for concern. Higher risk and 

lower equity both lead to less robust banks.

Outcomes of firms’ applications for bank loans – broken down by  
the firms’ solvency ratios

Chart 3
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Chart 3
Compared with previously, there is now a 
stronger link between a firm’s solvency ratio 
and its probability of obtaining a loan.

For further information, see the article  
‘The cost of equity’ in Financial stability,  
1st Half 2016.



NEWS FROM NATIONALBANKEN
2ND QUARTER 2016   NO. 2

5

Nationalbank. According to the analysis, there is 

a still closer link between a firm’s financial ratios 

and the outcome of a loan application.

Back in 2007, before the financial crisis, there 

was only a low correlation between firms’ financial 

ratios and the banks’ granting of loans. At that 

time, around 85 per cent of loan applications from 

even the least robust firms were approved. 

But policies were tightened during the financial 

crisis, and today there is a clear link between 

the solvency ratio of a firm and its probability of 

obtaining a loan. As Chart 3 shows, around four in 

ten loan applications from the least robust firms 

are now approved, while the corresponding share 

has risen to eight in ten for the most robust firms.

LOANS FOR THE MOST PRODUCTIVE FIRMS
It could not be taken for granted that this is how 

things would develop. The shift has taken place in 

an environment where competition for corporate 

customers has intensified due to the low level of 

interest rates and moderate demand for loans.

For the most creditworthy firms, this has led to 

lower loan costs and a slight easing of the terms 

and conditions for obtaining a loan from a bank. 

Conversely, there are no indications of easing vis-

à-vis the least creditworthy corporate customers.

The banks’ credit assessments to a large extent 

mean that loan capital flows to the most produc-

tive firms. However, there are also signs that the 

least productive firms have relatively easy access 

to credit compared with low-productivity firms 

in other countries. If low-productivity firms with 

unprofitable operations are kept artificially alive, 

this will merely prolong the necessary adaptation 

process in the business sector, to the detriment of 

both employment and prosperity.

Compared with their foreign counterparts, 

Danish firms have had good access to funding for 

many years. Few firms state that lack of access to 

funding impedes their production. Hence, there 

are no indications that credit constraints are 

dampening the current upswing in the Danish 

economy.

RISK OF LARGE CAPITAL LOSSES 
ON BONDS IF LONG-TERM 
INTEREST RATES SUDDENLY RISE

Long-term interest rates are historically low, and 

although experience shows that they may sudden-

ly rise, the market expects them to remain low for 

a very long time. According to a new analysis from 

Danmarks Nationalbank, this may lead to massive 

capital losses on portfolios of long-term bonds in 

the event of a sudden hike in interest rates.

Forecasts by international organisations, cen-

tral banks and private sector forecasters do not 

reflect beliefs that we are heading towards a pe-

riod of lengthy stagnation, permanent spare ca-

pacity in the economy and persistent low inflation 

in the euro area and the USA – and hence they 

do not reflect a long period of low interest rates 

either. If these predictions come true, and long-

term interest rates suddenly rise, bond investors 

will suffer large capital losses.

NORMALISATION OF INTEREST RATES IS NOT 
ALWAYS A SMOOTH PROCESS

The analysis looks at interest rate develop-

ments in a previous cyclical upswing and consid-

ers various scenarios for the future path of long-

term interest rates. There have been previous 

For further information, see the article ‘Lending in  
a low interest rate environment’ in Monetary Review,  
2nd Quarter 2016.
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Chart 4
The market does not expect a sudden hike in interest 
rates, although this has often been the case historically.

examples of very strong increases in long-term 

interest rates over a short period of time, e.g.  

in both 1994 and 1999, when the 10-year bond 

yield rose by more than 2 percentage points. 

Market participants’ expectations of future in-

terest rates can be derived from trading prices in 

the financial markets. In the USA – where expec-

tations of interest rate rises are strongest – the 

market expects a somewhat slower normalisation 

of monetary policy than the Federal Reserve does. 

This divergence entails a risk of a large bond 

yield hike if the market adapts to the Fed’s ex-

pectations. The increase may be self-reinforcing 

and could be even stronger if it triggers fire sales 

of bonds. Developments in US interest rates are 

interesting as they may have a knock-on effect  

on the euro area and Denmark.

RISK OF CAPITAL LOSSES EXCEEDING  
20 PER CENT
Calculations have been performed for various  

scenarios of the future path of long-term US 

interest rates. If interest rates develop in line with 

market expectations, annual returns on bond in-

vestments will be small, but positive in the coming 

years. If, on the other hand, interest rates are ad-

justed to match the expectations of the Fed, and 

this goes hand in hand with fire sales of bonds, 

there is a risk of instant capital losses exceeding 

20 per cent. 

All investors with portfolios of long-term bonds 

will suffer capital losses if long-term interest 

rates rise strongly. Most of the capital losses in 

Denmark will hit the pension sector, which has 

some insurance against higher interest rates via 

pension commitments and financial instruments. 

All the same, there are pension companies which 

have reported to the Danish Financial Supervi-

sory Authority that substantial interest rate hikes 

would be the worst-case scenario for them. In the 

short term, Danish banks would also suffer losses 

on their long-term bond portfolios if interest rates 

were to rise. But unlike the pension sector, the 

banks invest primarily in short-term bonds, which 

10-year government bond yield – historical development and market expectations Chart  4
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are less sensitive to changes in interest rates.  

In the longer term, the banks will potentially  

stand to gain from a wider margin between  

lending and deposit rates. 

For further information, see ‘Scenarios for  
normalisation of the level of interest rates’  
in Monetary Review, 2nd Quarter 2016.


