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The central government 
will buy the bonds to 
finance social housing 
in 2018

  In 2018, the central government  
will buy the bonds with government 
or municipal guarantees issued for 
 financing of social housing. The 
 government expects to purchase  
for kr. 42.5 billion in 2018. 

  The bond purchases will be financed 
by issuance of government securities 
or by drawing on the central govern-
ment’s account. This results in the 
cheapest possible financing of social 
housing and the largest saving for 
the central government. 

  The total saving for the central 
 government is estimated at  
kr. 9 billion by 2025.

Cheaper financing of social housing ...
The government has concluded an agreement with 
the mortgage banks about the future financing of 
social housing, cf. the press release (link). Under this 
agreement, the mortgage banks will still issue bonds 
and administer social housing loans. The central gov-
ernment issues a 100 per cent guarantee to the so-
cial housing organisations and for the bonds, which 
are to be issued by special capital centres from 2018. 
KommuneKredit will still be responsible for financing 
municipal housing for senior citizens. 

Today, the social housing sector has subsidised loans 
totalling around kr. 180 billion, of which index-linked 
loans account for kr. 53 billion and loans from Kom-
muneKredit for kr. 25 billion. Existing social housing 
mortgage loans will gradually be transferred to the 
new capital centres. As a main rule, the index-linked 
loans will not be converted. 

... resulting in a substantial  
saving for the central government
The restructuring of the financing of social housing 
generates a structural budget improvement of just 
under kr. 2 billion annually in the longer term. The 
reason is that the central government receives guar-
antee commission from the mortgage banks, and 
that financing of the loans becomes cheaper, which 
reduces the central government’s subsidies for  
social housing. 

https://newsclient.omxgroup.com/cdsPublic/viewDisclosure.action?disclosureId=814407&lang=uk
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The total saving for the central government is 
 estimated at kr. 9 billion by 2025.  

Under this agreement, the central government 
charges a guarantee commission from the mortgage 
banks, which obtains lower capital requirements 
due to the government guarantee. The guarantee 
commission has been set at 0.12 per cent of the 
principal. 

The greatest saving is achieved when the central 
government bids the government yield on all of  
the bonds

When the 2018 Finance Act has been adopted, the 
central government will buy bonds to finance social 
housing. The central government expects to pur-
chase bonds for kr. 42.5 billion in 2018, correspond-
ing to the total of new loans, refinancing of existing 
loans and issuance by KommuneKredit.

At auctions and in connection with tap sales, the 
central government’s bids will entail an interest rate 
corresponding to the yield on government bonds. 
The purchases will be financed by issuance  
of government securities or by drawing on the 
 central government’s account. This results in the 
cheapest possible financing of social housing and 
the largest saving for the central government. 

The central government credit risk  
is almost unchanged
Social housing is currently financed mainly via mort-
gage bonds, cf. Box 1. The municipalities guarantee 
the risky part of the loans. Under the new model, the 
loans will be 100 per cent guaranteed by the central 
government. Vis-à-vis the central government, the 
municipalities will guarantee the same share of loans 
as today. This means that the central government 
will only take over the very limited credit risk current-
ly assumed by the mortgage banks. 

The central government debt is not affected
When the central government purchases govern-
ment-guaranteed mortgage bonds by issuing gov-
ernment securities, the central government’s assets 
and liabilities increase. This leaves the central gov-
ernment debt, which is a net measure, unchanged. 
The assets increase because the central government 
acquires a portfolio of guaranteed bonds secured 
on real estate. The liabilities increase due to larger 
issuance of government securities. 

Financing of social housing today Box 1

Today, social housing loans are financed by 2 per cent 

contributions from residents, a municipal contribution  

of 10 per cent (base capital) and a mortgage loan for  

88 per cent of the purchase price. The municipalities 

guarantee the most risky part of the mortgage loan.  

The municipal guarantee percentage is set as:

Guarantee percentage =  

(Principal – 0.6*Market value)/Principal

The market value of the property is set by the mortgage 

bank, and this valuation is often lower than the principal.

For example, if the principal amounts to kr. 100 million, 

and the mortgage bank sets the market value at kr. 67 

million, the guarantee percentage will be set at 60  

per cent.

The guarantee percentage is maintained throughout 

the maturity of the loan. On average, the municipalities 

guaranteed the most risky 62 per cent of the mortgage 

loans in 2017. 

The municipalities bear almost the entire credit risk, as 

the mortgage bank will not suffer losses until the entire 

municipal exposure has been lost, cf. the illustration. The 

mortgage bank’s credit risk is further limited by schemes 

under which capital can be injected into distressed local 

sections of social housing associations.

 

Today, the risky part of social housing  
loans is guaranteed by the municipalities
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Note: Illustration of a social housing mortgage loan  
of kr. 100 million.
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BANKING AND MARKETS

The EMU debt grows, but the  
guarantee commitments are reduced

The central government’s portfolio of bonds  
issued by KommuneKredit may be deducted from 
the EMU debt. It is not possible to deduct govern-
ment-guaranteed mortgage bonds. So purchases  
of government-guaranteed mortgage bonds 
fi nanced via issuance of government securities  
will increase the EMU debt. 

Denmark’s EMU debt amounted to 38 per cent of 
GDP at end-2016, well within the EU requirement 
that the debt must not exceed 60 per cent of GDP, cf. 
Chart 1.

In addition to the statement of EMU debt, Eurostat 
publishes public sector debt commitments. The 
 central government’s purchases of guaranteed 
bonds can be offset in its guarantee commitments, 
which are thus reduced. 

Denmark has low EMU debt Chart 1
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Note: Gross public sector debt in selected EU member states.
Source: Eurostat.


