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Danmarks Nationalbank shares the Chairmanship's assessment that 

Denmark's gross domestic product (GDP) will return to its 2019 level only 

by the end of 2021, but will remain considerably below the level that 

would have been without the national and international effects of COVID-

19. Households have been a major driver of the partial economic recov-

ery, and the housing market has also performed surprisingly well. On the 

other hand, the export-oriented sectors of the economy are facing con-

siderable challenges, as many countries are affected more severely than 

Denmark.  

Relief packages, more general economic measures, higher disease testing 

and disease control costs drain government finances. At the same time, 

normal fiscal policy rules have been temporarily suspended. Danmarks 

Nationalbank shares the Chairmanship's assessment that, due to general-

ly healthy government finances, the budgetary situation is not a cause for 

concern at present.  

Since its adoption in 2012, the Danish Budget Act (Budgetloven) has 

helped to eliminate the virtually systematic annual budget overruns of 

the past. This should be maintained. On the other hand, the structural 

balance deficit of 0.5 per cent of GDP is restrictive for a country with such 

low levels of government debt, and this deficit is tighter than permitted 

by EU law. The Chairmanship proposes that the deficit threshold should 

be lowered to 1.0 per cent of GDP. Danmarks Nationalbank concurs that 

this is compatible with sound fiscal policy.  

Danmarks Nationalbank endorses the Chairmanship's recommendation 

that the relief packages should be phased out. The relief packages have 

kept the economy afloat, but if retained for too long, they will hamper 

business dynamics and labour market mobility. Moreover, further fiscal 
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easing is hardly needed at this point. The economy is recovering, buoyed 

up by the disbursement of part of the frozen holiday pay, among other 

factors. Leaving room for further easing is appropriate, should the econ-

omy deteriorate again at a later stage. The outlook is for fairly strong 

growth in private consumption next year. As pointed out by the Chair-

manship, allowance should be made for the fact that overall develop-

ments cover large shifts, in which capacity in several subsectors has been 

rendered more or less inoperative, while capacity problems may arise in 

the subsectors to which demand is channelled. 

The Danish government is planning to impose a special tax on financial 

institutions. In Danmarks Nationalbank's assessment, the nature and 

scale of the proposed tax will not challenge financial stability.  But it is 

essential that the burden on the banking sector is not used or accepted 

as a reason for relaxing capital requirements, the minimum requirement 

for own funds and eligible liabilities (MREL) or, for instance, anti-money 

laundering efforts. The current weakening of government finances does 

not change long-term sustainability to any significant extent. The Chair-

manship finds that fiscal policy is still more than sustainable ('oversus-

tainable'). But this is critically dependent on the assumptions made of the 

Danish labour supply, which is impacted, in particular, by working hours 

and retirement age, primarily the continued alignment of the state re-

tirement age to rising life expectancy and public health.  In principle, this 

'oversustainability' could be used, in full or in part, to introduce slower 

indexation of the retirement age. However, the consequence would be 

less funding for welfare, for tax reductions and for climate transition 

measures. Danmarks Nationalbank concurs with the broad economic 

consensus that the most cost-effective way of achieving the climate policy 

goals is by imposing an appropriate uniform tax on greenhouse gas 

emissions. This will strengthen the conduct of all corporations and 

households, thereby providing for more affordable alignment and reduc-

ing the need for more expensive and selective measures. To the extent 

that purchasing power considerations are believed to be at stake among 

some consumer segments or there is risk of relocation of carbon-

intensive production activities to other countries, this may be addressed 

by using the proceeds from lower income taxes and transition deductions 

for historical carbon emissions. Knowing the future incentive structure 

well in advance will be particularly beneficial for the efficiency and 

strength of the transition, including the financial sector's exposures.  

International co-operation on the climate challenge is crucial.  In its most 

recent report, the IMF demonstrates that the global costs of addressing 

the climate change problem are modest compared with the environmen-
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tal damage costs of doing nothing. But achieving a sufficient impact on 

these costs requires sufficiently broad and deep cross-country action.  


