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ANALYSIS 

New Model has improved 
Liquidity in the Danish 
Government Securities Market

  New primary dealer model is off to a 
good start with an improvement in 
liquidity. 

  Price transparency has improved with 
narrower bid-ask spreads and increasing 
turnover in the interdealer market.

  All 11 primary dealers in Danish govern-
ment bonds have quoted  substantially 
tighter prices and the turnover is to a 
lesser degree than before concentrated 
on a few banks.

Liquidity in the market for Danish government bonds 
has improved with narrower bid-ask spreads and 
increasing turnover in the interdealer market. This is 
the preliminary result of a new primary-dealer model 
(PD model) introduced by the central government on 
1 April 2017.

The new PD model has enhanced requirements and 
payments to banks that quote prices on a current 
basis and act as distribution channel to investors. For 
further information about the PD model, see “En-
hanced Requirements and Payments are to strength-
en the Danish Government Securities Market” (link).

The new PD model aims to increase the commitment 
from primary dealers in the market for Danish govern-

ment bonds, thus improving price transparency and 
making it less costly to trade Danish government 
bonds. The preliminary experiences point in the right 
direction and the responses from several market 
participants have been positive. An evaluation of the 
new PD model will take place later this year, taking 
into account whether investors have experienced an 
improvement in the Danish government securities 
market. At the end of the day, an increased investor in-
terest is what makes the new PD model worthwhile for 
the central government through lower financing costs.

Narrowing of bid-ask spread for  
Danish 10-year benchmark bond
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Note: Bid-ask spreads for 10-year government bonds in 
 interdealer markets. 5-day moving averages.

Source: MTS Denmark, MTS Amsterdam and Tradeweb.

http://www.nationalbanken.dk/en/publications/Documents/2017/01/Analysis_Enhanced%20Requirements%20and%20Payments%20are%20to%20strengthen%20the%20Danish%20Government%20Securities%20Market.pdf
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A N A LYS I S  —  DA N M A R K S  N AT I O N A L BA N K
N E W  M O D E L  H A S  I M P ROV E D  L I QU I D I T Y  I N  T H E  DA N I S H  G OV E R N M E N T  S E C U R I T I E S  M A R K E T

Narrower bid-ask spreads and increasing turnover
In the interdealer market, where primary dealers 
quote prices to each other, there has been a sub-
stantial narrowing of the bid-ask spread, cf. Chart 
1. Following a period with a wider bid-ask spread 
in Danish government securities, it has now been 
brought into alignment with the most liquid sover-
eign debt markets in Europe. For the Danish 10-year 
benchmark bond there is currently less than 10 ticks’ 
difference between the prices at which banks are 
willing to buy and sell. A similar narrowing is seen 
for the remaining Danish government bonds. This 
improves price transparency and makes it less costly 
to trade Danish government bonds.

At the same time, turnover in the interdealer market 
increased in April, cf. Chart 2. This should be viewed 
in the light of the fact that all 11 primary dealers in 
Danish government bonds have quoted consider-
ably tighter bid-ask prices. A well-functioning inter-
dealer market makes it easier for all primary dealers 
to quote tight prices to customers as the banks can 
use the market to hedge positions.

More banks were active in transactions  
in Danish government securities in April
Over a number of years, the turnover in Danish 
government securities has increasingly been con-
centrated on few active primary dealers. The pre-
liminary experiences in the period with the new PD 
model show that interdealer turnover in April was 
spread on more primary dealers, cf. Chart 3. The 
intention is that this movement will also prevail 
for trading with investors in the secondary market. 
When the trading is handled by a broad group of 
active banks, competition is strengthened, favoring 
investors, and ensuring the central government a 
robust distribution channel.

Increase in daily turnover 
in the interdealer market

Chart 2
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Note: 10-day moving average in the interdealer market for 
Danish government bonds.

Source: MTS Denmark.

Turnover was spread on  
more primary dealers in April

Chart 3
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Note: Share of aggregate turnover in the interdealer market for 
Danish government bonds.

Source: MTS Denmark.


