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Although house prices have risen considerably 

over the last 3-4 years, there are no indications 

that the Danish market overall is experiencing a 

speculative house price bubble.

That is the conclusion drawn from the first 

actual test of the market performed by Danmarks 

Nationalbank. More specifically, a statistical 

bubble test has been performed that indicates 

whether price increases are sustainable or not.

If price increases are attributable to expectations 

of future price increases the test will indicate the 

presence of a bubble. 

Chart 1 shows the test results for house prices 

in Denmark as a whole. It is seen that there was 

a clear indication of a bubble in the mid-2000s, 

when annual price increases reached 20 per cent. 

But today’s annual increases of 4-5 per cent do 

not indicate a bubble.

However, price increases in Copenhagen have 

been so persistent and strong that the develop-

ment could be consistent with a bubble accord-

ing to the test, just as in the mid-2000s, cf. Chart 

2. So Danmarks Nationalbank finds that there is 

NO HOUSE PRICE BUBBLE AT  
THE NATIONAL LEVEL, BUT IT’S  
GETTING CLOSE IN COPENHAGEN

Test indicates that there is no house 
price bubble in Denmark overall
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Note: A test is applied which indicates whether a price increase 
today will lead to an even greater price increase tomor-
row. The test shows if it cannot be ruled out that prices 
are self-reinforcing. For further information about the 
test, see the Monetary Review, 3rd Quarter 2016, ’House 
price bubbles and the advantages of a stabilizing hou-
sing taxation’ .

Source:  Statistics Denmark and own calculations.

Chart 1 
The grey area shows that the test on price increases 

alone indicates a 95 per cent probability that 
there is a self-fulfilling house price bubble.
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Test indicates that there may be  
a price bubble for owner-occupied  
flats in Copenhagen

Chart 2
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Note: See Chart 1.
Source: Statistics Denmark and own calculations.

For the first time since the financial crisis, the 

group of unemployed Danes has shrunk to a size 

where further decline can be expected to put the 

labour market under pressure. In other words, un-

employment has now reached its “structural level”.

That is the assessment of Danmarks Nation-

albank in its projection for the 3rd quarter of 

2016. The assessment follows 14 quarters of solid 

growth in the labour market. In these quarters, 

employment has moved in one direction only 

– upwards – while the number of unemployed 

people has fallen steadily.

In the 2nd quarter of 2016, 14,500 more peo-

ple found employment, bringing the total to 

2,840,000. Unemployment figures moved in the 

opposite direction – declining by 3,000 people to 

113,000. This more or less corresponds to the lev-

el assessed by Danmarks Nationalbank to be the 

structural level, cf. Chart 1. Unemployment cannot 

fall much below this level before wage growth 

and inflation begin to accelerate.

MOUNTING PRESSURES IN THE LABOUR MARKET
There are already signs of pressures in the labour 

market. The clearest indications are reporting of 

labour shortages in both the construction and 

manufacturing sectors.

Access to labour is crucial if the upswing is to 

continue. Without sufficient additional labour, 

there will be a risk that further growth in employ-

ment will exert so strong a pressure on prices and 

wages in the coming years, that the upswing will 

come to an early halt.

Structural unemployment has been reduced 

continuously since the mid-1990s – primarily as 

a result of labour market reforms. It is now just 

under 4 per cent of the labour force. That is very 

low both in a historical and in an international 

context. And it is unlikely that it can be pushed 

down much further.

There will always be people registered as un-

employed. For example, there are always people 

in unemployment for a short amount of time in 

LABOUR RESERVES AMONG UNEMPLOYED 
HAVE BEEN DEPLETED

For further information, see ‘House price bubbles and the 
advantages of a stabilizing housing taxation’ in Monetary 
Review, 3rd Quarter 2016

reason to monitor developments in Copenhagen 

closely. This is so even though lower interest rates 

and higher income can explain a large part of the 

price development. The risk is that even slightly 

higher interes rates could lead to falling prises. 

Housing taxes can be designed to contribute 

to dampening fluctuations in house prices and 

hence to reducing the risk of house price bubbles. 

But that is not the case today, as property val-

ue taxes have been frozen and there is a cap on 

increases in land taxes.
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For further information, see ‘Current Economic and Mone-
tary Trends’ in Monetary Review, 3rd Quarter 2016.

Unemployment is at its structural level Chart 3
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Source: Statistics Denmark and own calculations.

between jobs, i.e. frictionally unemployed. Both 

actual and structural unemployment now reflect 

frictional unemployment to a large extent.

EXPANDING THE LABOUR FORCE
Now that actual unemployment has reached its 

structural level, further increases in employment 

must primarily come around by expanding the 

labour force rather than fewer unemployed. There 

are, so to speak, no labour reserves among the 

unemployed.

Extra labour from elsewhere than unemploy-

ment could e.g. mean that those already on the 

labour market postpone retirement – which was 

precisely the aim of the welfare and retirement 

agreements concluded in 2006 and 2011, respec-

tively, when the future retirement age was raised. 

Alternatively, extra labour must be found in 

groups outside the labour force – this could be 

students or people receiving disability pensions – 

finding their way into the labour market. Foreign 

labour can also contribute to easing the pressure 

on the labour market, as seen in the mid-2000s.

In recent years, it has been relatively easy to at-

tract more labour from unemployed persons. Like-

wise, those already in employment have begun to 

retire later from the labour market as a result of 

the retirement agreement, among other factors.

But it is much more doubtful whether sufficient 

labour can be attracted from population groups 

currently outside the labour force. 


