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Danmarks Nationalbank generally shares the Chairmanship’s assessment 

of the current cyclical situation and risks. The level of economic activity is 

high, and the labour market is under pressure. Like the Chairmanship, we 

expect the war in Ukraine to dampen the economic outlook and push up 

inflation further, resulting in very high inflation rates this year. However, 

the Chairmanship expects a somewhat weaker growth trajectory than 

Danmarks Nationalbank and a larger fall in employment over the coming 

years. The real economy is currently facing several headwinds in the form 

of high inflation, increasing interest rates and a tightening of monetary 

policy. The Chairmanship’s forecast implies a gradual closing of the pro-

duction and employment gap over the coming years from a high level. 

Current capacity pressures, rising wage increases and the highest infla-

tion in nearly 40 years suggest that fiscal policy should not stimulate de-

mand further. Back in March, Danmarks Nationalbank therefore stated 

that fiscal policy must alleviate capacity pressures elsewhere in the econ-

omy if new fiscal policy measures result in increased capacity pressure. If 

anything, that message has become even more important since March in 

light of current capacity pressures and high inflation. The message is in 

line with the Chairmanship’s recommendations that increased expendi-

ture should be financed in a way that does not increase the general pres-

sure from demand, and that the lower budget deficit limit in the current 

situation must not be used to ease fiscal policy. 

The high demand for labour leads to higher wage increases, which in the 

longer term will contribute to balancing the demand for and supply of la-

bour. Given the strong balances, there is some room for moderate wage 

increases. High inflation and expectations that it will remain high for a 

while are not a good reason to allow wages to increase more than was 

otherwise anticipated. 

In the Chairmanship’s view, any spending to compensate for the high 

price increases, such as the heating cheque, is of a redistributional nature 
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and only indirectly linked to the war in Ukraine. Spending on compensa-

tory measures should therefore not be exempted from the deficit limits 

defined in the Danish Budget Act, as has been possible with the extraor-

dinary and temporary expenditure linked directly to the pandemic and 

the war in Ukraine. Danmarks Nationalbank agrees with this view, as it 

would be a slippery slope. In addition, measures in the form of subsidies 

and tax cuts should be avoided altogether, as they would push up market 

prices further and merely act as an income transfer to exporters at the ex-

pense of the state finances of the importing countries. 

The Chairmanship notes that the ‘Green Tax Reform’ proposed by the 

Danish government includes a carbon tax differentiated by sector, which 

adds to the climate policy costs. Danmarks Nationalbank shares this as-

sessment. A uniform tax on all net greenhouse gas emissions is the most 

cost-effective way of realising the objectives of the Danish Climate Act 

(Klimaloven). Conversely, Danmarks Nationalbank welcomes the pro-

posal that the carbon tax levied on sectors covered by the quota system 

should be increased in case of falling quota prices. This ensures clarity 

about the future taxation of greenhouse gases. Knowledge about future 

tax levels will support financial stability by drawing attention to the risks 

associated with emission-intensive business models. This can help individ-

ual companies avoid locking into unprofitable investments. At the same 

time, such knowledge will reduce the uncertainty relating to the transi-

tion, thereby supporting the pricing of climate-related risks in financial 

markets. 

Danmarks Nationalbank shares the Chairmanship’s view that reducing the 

tax value of interest rate deductibility will reduce tax asymmetry and ine-

quality. The proposal will reduce the incentive to take on debt and thus 

strengthen the resilience of the Danish economy as well as financial sta-

bility. In the current situation, it can also contribute to dampening capac-

ity pressures. 

Various types of macroprudential measures are needed to ensure finan-

cial stability 

The discussion paper from the Chairmanship contains a special chapter on 

macroprudential regulation targeted the housing market. Danmarks Na-

tionalbank welcomes the thorough review of the literature on borrower-

based measures and macroprudential policy in general. In its review, the 

Chairmanship refers, for example, to studies showing that borrower-based 

measures have proven effective at dampening house price volatility and 

credit growth, which are the two main drivers of financial crises. At the 

same time, the Chairmanship points out that borrower-based measures in 

Denmark are lenient by international standards. This is also true historically 
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in Denmark, where lending rules were, for example, significantly stricter in 

the 1980s and 1990s than they are today. 

The Chairmanship concludes that there is no clear evidence to suggest that 

borrower-based measures are the most adequate way of ensuring financial 

stability. 

Danmarks Nationalbank agrees with the Chairmanship that capital and li-

quidity requirements are a cornerstone of the current regulation, and that 

well-capitalised banks and mortgage credit institutions are better at ab-

sorbing losses during a crisis. However, Danmarks Nationalbank does not 

believe that capital and liquidity requirements can stand alone. 

Experience from previous systemic financial crises shows that financial and 

macroeconomic stability cannot be considered in isolation. Financial crises 

are costly for society when risks materialise, and the housing market – and 

the commercial real estate market – have repeatedly played a significant 

role. Since the financial crisis, macroprudential authorities in both Den-

mark and abroad have therefore implemented a number of borrower-

based measures with the explicit aim of limiting the systemic risks that 

build up due to the interactions between the real economy and the finan-

cial sector. 

Measures targeted at reducing the indebtedness of the most indebted 

homeowners contribute to financial stability by reducing the likelihood of 

a crisis materialising. Capital requirements, in turn, mitigate the damaging 

effects if or when a crisis occurs. The two types of macroprudential 

measures therefore complement each other. Unlike the Chairmanship, 

Danmarks Nationalbank sees a need to introduce a simple borrower-based 

measure that directly restricts access to interest-only mortgages when 

loan-to-value ratios are high. At the same time, a simple amortisation re-

quirement can overcome a number of inexpediencies and unnecessary 

complexity in the current regulation. 

Danmarks Nationalbank agrees that it is also important to closely monitor 

the institutions’ corporate lending, including loans secured by commercial 

real estate. This is one of the reasons why the Systemic Risk Council in De-

cember 2021 called on the Danish Financial Supervisory Authority to en-

sure that the sector’s risk weights for mortgage lending secured by income 

producing residential real estate are sufficient to absorb the estimated 

losses in a hard, but not unlikely scenario.1 

                                                   

 

1
 The Systemic Risk Council, press release, December 2021 (link).  

https://risikoraad.dk/nyheder/2021/december/pressemeddelelse-efter-35-moede
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