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ANALYSIS

Market fluctuations  
can have a large impact 
on net foreign assets

Potentially there can 
be large capital gains 
or losses in the short 
run. Viewed over 
a longer period of 
time, accumulated 
gains and losses are 
close to zero.

Large gains  
or losses in  
the short run

Read more Read more

The return on Danes’ 
foreign assets and 
liabilities follows the 
risk-free interest rate. 
The return furthermore 
depends on the risk 
profile.

Rates of return 
fluctuate with 
interest rates

It is especially 
fluctua tions in the 
dollar exchange rate, 
as well as Danish 
and international 
share prices, which 
give  capital gains 
or  losses on foreign 
 assets and liabilities.

Gains or losses due  
to exchange rates  
and share prices

Read more
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Net foreign assets are an indicator  
of resilience to external shocks

Denmark’s net foreign assets are the net balance be-
tween the value of foreign assets owned by Danish 
residents (Danes’ assets) and Danish assets owned 
by foreigners (Danes’ liabilities), cf. Chart 1.

At the end of the 2nd quarter of 2017, Danes’ foreign 
assets amounted to kr. 6,580 billion and their liabil-
ities to kr. 5,470 billion, which corresponds to 318 
and 265 per cent of GDP respectively.

Substantial assets and liabilities mean that changes 
in share prices as well as interest rates and exchange 
rates imply large value adjustments as a share of GDP. 
Hence, even small changes in both domestic and for-
eign market conditions can potentially result in large 
capital gains and losses. This can have an impact on 
domestic demand. Furthermore, net foreign assets 
are considered to be an indicator of a country’s over-
all creditworthiness, where countries like e.g. Den-
mark, with large net foreign assets, are considered to 
be more creditworthy than countries with net foreign 
debt.

Consequently, the development in net foreign 
assets are included in e.g. the EU’s Macroeconom-
ic Imbalance Procedure, MIP, Scoreboard and is 
used by rating agencies when assessing countries. 
Therefore, it is important to be able to explain what 
drives the fluctuations in the value of net foreign 
assets.

In the mid-1980s Denmark had considerable net 
foreign debt. This has changed and today Denmark 
has substantial net foreign assets, cf. Chart 2. The 
accumulation of net foreign assets reflects that 
Denmark has had a surplus on its current account 
since 1990, which is why changes in net foreign 
assets and the current account balance have fol-
lowed each other closely.1 Periodically, there have 
been considerable deviations between the two due 
to market fluctuations. Nonetheless, over longer 
periods of time, these movements have a tendency 
to offset each other. 

1 There have been current account surpluses in all years since 1990 
except 1998.

Market fluctuations mainly affect  
net foreign assets in the short run

Chart 2
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Net foreign assets have increased 
considerably

Chart 1
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On the one hand, Danes’ claims on countries abroad, 
and hence their net wealth, are increased by capital 
gains. On the other hand, price increases on Danish 
assets held by foreigners mean, that foreigners’ claims 
on Denmark increase, which reduces Denmark’s net 
wealth. A decrease in net foreign assets, e.g. due to 
higher Danish share prices, should nonetheless not 
be interpreted as a loss of prosperity. On the contrary, 
it indicates that the value of Danish firms’ share equity 
increases in value, but that this capital gain accrues to 
foreign and not Danish investors.2  

Value adjustments depend on the 
composition of the net foreign assets

The development in exchange rates, share prices 
and interest rates can have a large impact on the net 
foreign assets. 

Exchange rate movements affect the value of all 
financial assets and liabilities denominated in foreign 

2 Cf. Hove et al. (2014).

currencies, share prices reflect the market value of 
firms, and the level of interest rates determines the 
price of e.g. bonds. As a result, the composition of 
the Danes’ foreign assets and liabilities determines 
how the value of net foreign assets is affected by 
changes in exchange rates, share prices and interest 
rates. 

Based on international standards described in the 
Balance of Payments Manual of the International 
Monetary Fund, IMF, the Danes’ assets and liabilities 
are divided into four instruments: 

• Foreign direct investments3 
• Portfolio investments in shares 
• Portfolio investments in bonds 
• Other investments etc., which here include deriva-

tives, loans and deposits and Danmarks National-
bank’s reserve assets.

At the end of 2016, these instruments constituted 
almost equally sized parts of assets as well as liabil-
ities, cf. Chart 3.

3 The investor has a controlling ownership of the firm.

The Danes’ foreign assets and liabilities have both increased since 2005 Chart 3
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From 2005 to 2016, the value of both assets and 
liabilities increased. The respective developments of 
each of the four instruments were not identical but 
the relative distribution only changed a little during 
this period, cf. Chart 3. 

It applies to both foreign direct investments and 
portfolio shares that the Danes have more assets 
than liabilities, and that the proportion of portfolio 
shares has increased over time. In contrast, foreign-
ers own more Danish bonds than vice versa.

Foreign exchange rate exposure is 
linked to the Danes’ foreign assets

The value of net foreign assets is affected by 
exchange rates. Generally speaking, the Danes 
hold assets in foreign currencies, mainly euro and 
dollars, while their liabilities are to a large extent 

denominated in Danish kroner, cf. Chart 4. This 
means that assets are more sensitive to exchange 
rate fluctuations than liabilities.

Close relation between the dollar rate  
and exchange rate adjustments
Denmark’s fixed exchange rate policy against the 
euro means that capital gains and losses due to 
fluctuations of the euro against the krone are very 
small. Hence, the analysis below focuses on other 
currencies, the dollar rate in particular, which is a 
good measure to explain the changes in the value of 
Danes’ assets and liabilities caused by exchange rate 
movements.4  

The dollar rate (kroner per dollar) is positively cor-
related with several other currencies, including the 
pound and the Swedish krona. As a consequence, 
when the krone weakens against the dollar, it typ-
ically also weakens against the pound. These correl-
ations strengthen the link to the overall exchange 
rate adjustments. Historically, a strengthening of the 

4 The effective krone rate could be an alternative to the dollar to 
explain capital gains and losses resulting from exchange rate fluc-
tuations. However, this measure is based on the trade weights of 
Denmark’s most important trading partners. The dollar has a larger 
weight in the currency composition of Denmark’s foreign assets and 
liabilities than in foreign trade. Therefore, the effective krone rate only 
explains value changes resulting from exchange rate fluctuations to a 
lesser extent.

The Danes hold assets in euro and dollars and liabilities in Danish kroner Chart 4
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dollar by 1 per cent has increased the value of assets 
by 0.33 per cent cf. Chart 5 (left), which is more than 
the share of assets denominated in dollars. The 
liabilities are mainly in Danish kroner, and hence a 
strengthening of the dollar by 1 per cent leads to 
only a small increase of 0.10 per cent in the value of 
liabilities, cf. Chart 5 (right).

Hedging reduces the effect  
of fluctuations in exchange rates
If a Danish resident owns assets denominated in 
foreign currency, but does not wish to take on for-
eign currency risk, the risk can be wholly or partially 
hedged via currency derivatives. The aggregate effect 
of exchange rate movements becomes smaller if value 
adjustments of currency derivatives are included, 

cf. Chart 5. This is because e.g. a loss resulting from 
exchange rate fluctuations is offset by an equivalent 
increase in the value of the derivative contract. 

Especially investments in portfolio assets, such as US 
bonds, are hedged, while the value of e.g. foreign 
subsidiaries is not hedged. This means that primarily 
insurance companies and pension funds (I&P) and to 
a slightly lesser extent investment funds hedge their 
dollar exposures. These are also the sectors that have 
the largest assets in dollar, cf. Chart 6.5 I&P hedge 
approximately 75 per cent of their assets in dollars, 
among other things due to regulatory requirements.6 

Investment funds hedge around 30 per cent as they 
take on a higher dollar risk than I&P.7

5 Non-financial corporations also hold assets in dollars, mainly in the 
form of foreign direct investments. Typically they do not hedge these,  
as they are long-term investments. Conversely, they often hedge 
payment flows in foreign currencies, e.g. if earnings and expenses are 
in different currencies.

6 See e.g. Raffnsøe et al. (2016).

7 The difference in the share hedged by I&P and investment funds is 
also because investment funds to a larger extent hold shares instead 
of bonds. Shares are typically not hedged by neither I&P nor invest-
ment funds.

The Danes’ foreign assets are most sensitive to changes in the exchange rate of the dollar Chart 5
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A large share of the dollar  
assets have been hedged

Chart 6

Dollar assets by holding sector

75 per cent

30 per cent
0

100

200

300

400

500

600

700

800

900

Insurance and
pension companies

Investment funds Other sectors

Not hedged Hedged Low or unknown degree of hedging

Kr. billion

Note: Data for the 2nd quarter of 2017.
Source: Danmarks Nationalbank.

Price increases for Danish shares 
have reduced net foreign assets

Since 2005, investments in equity – both outward 
investments by Danes and investments in Denmark 
by non-residents – have increased. At the end of the 
2nd quarter of 2017, the Danes held foreign equities 
totalling kr. 3,017 billion, while non-residents held 
Danish equities totalling kr. 2,143 billion, cf. Chart 7. 
 
Equity investments fall into two categories: direct 
investments in equity and portfolio shares. 

Portfolio shares are often traded on a stock ex-
change and therefore typically have a market price. 
This means that the value of portfolio shares tend 
to follow stock price fluctuations. Direct investments 
in equity, on the other hand, are normally not listed 
and are seldom traded. Hence, the value is usually 
stated as the book value, which changes only mod-
erately over time.8 Consequently, this section focuses 
on portfolio shares.

8 Foreign direct investments are typically denominated in foreign cur-
rency. Hence the book value is affected by exchange rate fluctuations.

Valuation of portfolio shares  
and direct investments differ

Chart 7
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From the 1st quarter of 2005 to the 2nd quarter of 
2017, changes in stock prices reduced net foreign 
assets by approximately kr. 500 billion, cf. Chart 8. 
This reflects factors such as large price increases for 
Danish shares, including Novo Nordisk, which had a 
foreign ownership share of more than 70 per cent in 
2017. 
 
The value of foreign shares has also risen, but to 
a lesser extent than Danish shares, in spite of the 
fact that Danish investors’ stocks of foreign shares 
exceed foreign investors’ stocks of Danish shares. 
Danish investments in foreign portfolio shares are 
mainly held by pension and insurance companies 
and investment funds. Many of these are listed, and 
at the end of the 2nd quarter of 2017 they consisted 
primarily of US (40 per cent) and European (38 per 
cent) shares. 
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Value adjustments for shares  
can be explained by few stock indices
The Danes’ investments in portfolio shares comprise 
a wide range of shares issued by firms worldwide. 
The prices of these are driven primarily by a few 
common factors, such as macroeconomic develop-
ment, interest rate expectations and risk premia. 
Share prices will therefore tend to rise and fall at the 
same time, which is why the value of portfolio shares 
on the asset and liability side will be highly correl-
ated, especially in the short run. 

For assets, a change of 1 per cent in the MSCI World 
index has historically gone hand in hand with a 
change of just under 0.56 per cent in the value of the 
Danes’ stocks of foreign portfolio shares, cf. Chart 
9.9 This co-variance reflects that the composition of 
the Danes’ portfolio shares is relatively close to that 
of the MSCI World index. However, Danish investors 
do not only hold listed, but also unlisted, shares and 
shares in investment funds. Therefore, there is not a 
one-to-one relationship between fluctuations in the 
MSCI World index and changes in the prices of the 
Danes’ portfolio shares. Based on stocks at the end 
of the 2nd quarter of 2017 and viewed in isolation, 
this means that a 1 per cent increase in the MSCI 
World index causes the value of the Danes’ foreign 
portfolio shares to rise by kr. 9.6 billion.

Foreign investors’ portfolio share investments are 
predominantly placed in OMX C20 firms10, which 
makes them strongly exposed to changes in the Dan-
ish C20-index. 

For liabilities, a 1 per cent change in the C20 index 
has historically gone hand in hand with a price 
change of 0.92 per cent of the total stock of port-
folio shares, cf. Chart 10. Based on stocks at the end 
of the 2nd quarter of 2017, this corresponds to a 
change of kr. 13 billion in the liabilities following a 1 
per cent change in the C20 index.

9 In most cases, investors manage equity risk via the composition of 
their portfolio of shares, and hence prices changes for share deriva-
tives have not been taken into account.

10 The analysis is based on historical data so price changes have been 
compared with the C20 index rather than the C25 index. The C25 index 
took over as leading Danish stock price index in December 2017. 

Price changes on foreign shares  
follow the MSCI World Index

Chart 9
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Since 2005 prices on portfolio shares 
have increased significantly 

Chart 8
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Higher interest rates reduce  
the value of net foreign assets

Changes in interest rates affect the prices of inter-
est-bearing assets traded in the financial markets, 
e.g. government and mortgage bonds and various 
interest rate derivatives. There is a negative relation 
between interest rates and the price of interest- 
bearing financial instruments. E.g. higher interest 
rates lead to lower prices on these instruments. The 
price of interest-bearing financial assets that are not 
traded in a market, such as deposits and loans, are 
not affected by interest rate changes.11 

In the 2nd quarter of 2017, the total value of the 
Danes’ foreign interest-bearing assets exceeded kr. 
3,500 billion, but  only the price of half of this stock  
was interest rate sensitive, cf. Chart 11.12 

The Danes’ interest-bearing debt to non-residents 
amounts to approximately kr. 3,330 billion, of which 

11 Price changes may be seen for these instruments, e.g. if the counter-
party defaults on the loan.

12 Bonds held by all sectors, including reserve assets.

Price changes on gross liabilities  
in shares follow the C20 index

Chart 10
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Danes have more interest  
rate sensitive assets than liabilities

Chart 11
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more than half is interest rate sensitive, i.e. invested in 
bonds for which the price is affected by interest rates.

The interest rate sensitivity of e.g. a bond can be 
expressed by the bond’s duration, i.e. the change 
in the bond’s price given a 1 percentage point 
change in the effective interest rate. The duration 
of long-maturity bonds is larger than that of bonds 
of shorter maturity which is why changes in interest 
rates will have a stronger impact on bonds with long 
than short remaining maturities. 

As the Danes’ bond assets and liabilities have dif-
ferent compositions, the average duration of assets 
and liabilities varies considerably, cf. Chart 12. Assets 
mainly comprise government bonds with relatively 
long duration, while foreign investors to a larger ex-
tent hold Danish government and mortgage bonds 
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with shorter duration. Consequently, the average 
duration is almost twice as high on the asset than 
on the liability side. 

The average duration of liabilities is reduced by 
foreign investors’ large stocks of mortgage bonds. 
This is because most of these are callable, i.e. bor-
rowers can redeem their loans prematurely at par. 
The lower the market rate falls below the coupon 
rate of the individual bond, the more likely it is 
that borrowers will remortgage. Hence, the price 
will tend to rise less and less as the market rate 
falls below the coupon rate. So the callability of 
the bonds can potentially reduce their interest rate 
sensitivity.

The long duration on the asset side reflects, inter 
alia, a general wish among Danish pension com-
panies to have a long duration as their commit-
ments often lie well into the future. Consequently, 
they invest in assets that generate steady long-term 
payment flows, e.g. bonds with long maturities, 
including foreign long-term bonds. Moreover, many 
companies also use interest rate derivatives with 
long maturities to hedge their guaranteed liabilities, 
i.e. they use interest rate derivatives to increase the 
overall duration of their assets. This means that the 
sector as a whole has a long duration on its invest-

ments and hence a high price sensitivity, cf. Dan-
marks Nationalbank (2016).

The different durations on the asset and liability side 
mean that the price impact of interest rate changes is 
notably larger for assets than liabilities. On average, 
a rise of 1 percentage point in the 10-year German 
bond yield has led to a price fall of as much as 2.4 
per cent for the assets, cf. Chart 13 (left). The histor-
ical link with the yield on German government bonds 
is not directly comparable with the assets’ weighted 
duration in the 2nd quarter of 2017, shown in Chart 
12. This is because the assumptions behind the 
duration calculations do not directly correspond to 
the development in the 10-year German bond yield, 
which can also be affected by country- and sector- 
specific risk premia, changes in term premia, etc. Nor 
is the duration constant over time – in practice prices 
fall faster when interest rates are high and rise faster 
when interest rates are low.

Based on stocks at the end of the 2nd quarter of 
2017 and viewed in isolation, this means that an in-
crease of 1 percentage point in interest rates will re-
duce the value of the Danes’ bonds by kr. 35 billion.

For liabilities, an increase of 1 percentage point in 
the 10-year Danish interest rate has led to a price fall 

Foreign bonds held by Danes have longer duration  
than Danish bonds held by non-residents

Chart 12
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of 1.3 per cent, cf. Chart 13 (right), corresponding to 
just under kr. 24 billion at the end of the 2nd quarter 
of 2017. If derivatives are included, the price sensitiv-
ity of the assets becomes even higher. 

The different durations of assets and liabilities mean 
that, viewed in isolation, a rise in interest rates cause 
net foreign assets to decline even though bond stocks 
are larger on the liability side than on the assets side. 

Aggregate model includes simul  tan- 
eous changes in financial markets

The sizeable external assets and liabilities mean 
that even small changes in market conditions could 
potentially lead to large value adjustments on net 
foreign assets. 

However, value adjustments of assets and liabilities 
often have the same sign, so if, say, the value of 
assets increases, the value of liabilities also tend to 
increase. This is because interest rates and share 
prices typically move in the same direction in Den-
mark and abroad. Hence, value adjustments of net 
foreign assets are smaller than the value adjustments 
of assets and liabilities separately. Despite this, par-
ticularly in the short term, considerable fluctuations 

may be seen in net foreign assets as a result of value 
adjustments, cf. below. 

Viewed over longer horizons, accumulated value 
adjustments of net foreign assets have typically been 
close to zero. Therefore, the development in net 
foreign assets is mainly determined by the current 
account balance, cf. Autrup et al. (2015).

To take simultaneous changes in the financial 
markets into account as far as possible, models are 
estimated for how the value of the Danes’ assets and 
liabilities is affected by changes in exchange and 
interest rates and share prices, cf. Box 1. 

Aggregate changes in value on both the assets and 
the liabilities can be explained by just a few variables. 
Besides changes in exchange rates, share price and 
level of interest rates, a risk premium is included, i.e. 
the price of risk. By including the risk premium, differ-
ences in inter alia the risk profile of Danish portfolio 
shares and the MSCI World Index are captured. 

The parameter estimates can be interpreted as elas-
ticities and semi-elasticities. For example, an isolated 
interest rate increase of 1 percentage point in Ger-
many will lead to a fall of 2.1 per cent in the market 
value of the total assets. If an equivalent increase is 
seen in Denmark at the same time, the value of the 
liabilities will decline by 0.46 per cent. 

Bond assets are more sensitive to interest rate changes than liabilities Chart 13
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Note: Monthly observations for the period January 2005 to June 2017.
Source: Danmarks Nationalbank and own calculations.
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Estimation of the sensitivity of net foreign assets Box 1

The sensitivity to changes in prices and exchange rates can 

be estimated using the following equation

 

 
 = β₀ˌ� + β₁ˌ� �r� + β₂ˌ� �e� + β₃ˌ� �a� + β₄ˌ� �r�rᵖ + ε�ˌ� ,  i = asset, liability

 �Value�ˌ�
  
 Opening balance�ˌ�

�Value�ˌ� is the value adjustment of net foreign assets from 

the beginning to the end of period t; Opening balance�ˌ� is 

the value of the asset/liability at the beginning of period t; 

�r� is the change in the 10-year yield on government bonds 

(in Denmark for liabilities and in Germany for assets); �e� 
is the percentage change in the exchange rate between the 

krone and the dollar from the end of month t-1 to the end of 

month t; �a� is the percentage change in share prices from 

the end of month t-1 to the end of month t (the C20 index 

for liabilities and the MSCI World index for assets); and �r�rᵖ 

is the change in the yield spread between corporate bonds

with maturities exceeding 20 years in the USA and the 10-

year German government bond (used only for sensitivity of 

assets).  

The figures in brackets below show the isolated effect on 

assets or liabilities of an increase of 1 per cent / percent-

age point in interest rates, exchange rates and index. For 

example, the isolated effect of a 1 percentage point increase 

in the German interest rate corresponds to a value loss of 

assets of kr. 14 billion.

Value changes, assets, per cent of balance 
(isolated effects, 2nd quarter 2017)

Value changes, liabilities, per cent of balance 
(isolated effects, 2nd quarter 2017)

10-year government bond, Germany -2.14*** (kr. -14 billion) - -

10-year government bond, Denmark - - -0.46*** (kr. -3 billion)

Kroner per dollar 0.34*** (kr. 2 billion) 0.16*** (kr. 1 billion)

MSCI World index 0.16*** (kr. 1 billion) - -

OMX-C20 - - 0.12*** (kr. 1 billion)

Risk premium 0.59*** (kr. 4 billion)  -

Observations 149 149

R2 0.80    0.81

Note: The risk premium is the spread between the yield on US corporate bonds (Moody’s credit rating of BBA) and the German 10-year 
government bond yield. Explanatory variables are first-order differences for interest rates and log differences for remaining variables. 
Explanatory variables are changes in value as a percentage of the closing balance. Robust standard errors are applied. The asterisks *, 
**, *** indicate significance levels of 10, 5 and 1 per cent, respectively.

Source:  Thomson Reuters Datastream, Danmarks Nationalbank and own calculations.

The estimation confirms the results from the previous 
sections, for example price sensitivity to fluctuations 
in the exchange rate of the dollar is higher for assets 
than liabilities. In addition, an increase in the risk pre-
mium results in an increase in the value of the assets. 
For liabilities, the risk premium is not included in the 

model as it is not significant.13 This is presum ably 
because the composition of non-residents’ holdings 
of Danish shares resembles the composition of the 
C20-index. Furthermore, a large part of non-residents’ 
holdings of Danish bonds consists of low-risk bonds, 
including Danish government and mortgage bonds.

13 The Danish risk premium is defined as the difference between the 
yield on US corporate bonds (Moody’s credit rating of BBA) and the 
Danish 10-year government bond yield.
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Value changes stem mainly from changes  
in exchange rates and share prices
To gain an insight into what has historically driven 
changes in the value of the Danes’ foreign assets, 
they are decomposed using the estimated model. 
Fluctuations are primarily attributable to exchange 
rates and share prices, cf. Chart 14. Furthermore, 
since 2009 falling interest rates have resulted in cap-
ital gains on the Danes’ stocks of foreign bonds.

For liabilities, value changes are also primarily driven 
by changes in the dollar rate and in share prices in 
Denmark, cf. Chart 15. Changes in interest rates, on 
the other hand, are less significant as non-residents 
mainly own Danish bonds with relatively short dur-
ation, cf. above.

Higher interest rates are expected  
to lead to losses on net foreign assets
Financial variables are correlated, both across asset 
classes and across countries. So the effect of e.g. a 
change in interest rates also depends on how other 
variables change when interest rates change. 

If such interaction is taken into account, the model 
shows that an increase of 1 percentage point in the 
German 10-year bond yield will cause Denmark’s 
foreign assets to decrease by kr. 80 billion, cf. Chart 
16. That is equivalent to 3.8 per cent of GDP or just 
under half of the surplus on the current account of 
the balance of payments in 2017. 

Fluctuations in the value of assets 
mainly reflect changes in exchange 
rates and share prices

Chart 14
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Note: 12-month moving averages. Based on the model in Box 1.
Source: Danmarks Nationalbank and own calculations.

Gains and losses on liabilities  
are due to changes in exchange  
rate and share prices

Chart 15
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Note: See the note to Chart 14.
Source: Danmarks Nationalbank and own calculations.

Higher interest rates reduce  
net foreign assets

Chart 16
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Note: To take the cross-correlations between assets into ac-
count, beta-coefficients are calculated for the variable to 
which the shock is applied and the remaining variables. 
This method takes into account how much e.g. interest 
rates change in Denmark when interest rates change in 
Germany.

Source: Danmarks Nationalbank and own calculations.
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The relatively sharp decline can be attributed to 
several factors. The difference in the durations of the 
assets and liabilities means that there will be a large 
capital loss on the Danes’ stocks of interest-bearing 
assets that is not offset by a corresponding fall in 
liabilities. At the same time, rising interest rates in 
Germany have historically coincided with a strength-
ening of the euro (krone) against the dollar so that 
the value of dollar assets falls. However, it is likely 
that a 1 percentage point increase in interest rates 
will be gradual. This means that Danish investors to 
some extent will be able to adjust their portfolios 
along the way. So this scenario can be seen as an 
upper limit for revaluations of net foreign assets.

In the same way, the consequences of a fall in share 
prices are examined. According to the model, 
 a negative shock of 10 per cent to global share 
prices will entail a net gain, cf. Chart 17. The value of 
shares falls both at home and abroad, and historical 
evidence indicates that this will coincide with falling 
interest rates and a weakening of the krone. Lower 
interest rates and a weaker krone will result in a net 
gain. 

Large net foreign assets  
mean large investment income

The Danes’ investment income from net foreign assets 
has risen in recent years because foreign assets have 
increased. Investment income comprises interest and 
dividend payments as well as re-invested earnings 
from foreign direct investment. Nonetheless, price 
changes for e.g. shares are not included, which means 
that the definition of return in the national accounts 
differs from the investors’ perception. 

In 2016, the Danes received net investment income 
from abroad totalling almost kr. 60 billion, corres-
ponding to 2.9 per cent of GDP. Investment income 
increases the Danes’ consumption and investment 
opportunities, but not the production in Denmark. 
Hence, investment income is included in Denmark’s 
gross national income, GNI, but not in GDP.

The rate of return reflects interest rates
Besides the size of the net foreign assets, investment 
income is affected by the rate of return on assets 
and liabilities. The rate of return can be viewed as 
a function of the risk-free rate of interest and a risk 

Lower equity prices may increase  
net foreign assets

Chart 17
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Note: See the note to Chart 16.
Source: Danmarks Nationalbank and own calculations.

premium. Higher risk normally entails a higher aver-
age return in the long term. The risk on investing in 
e.g. a foreign subsidiary is greater than the risk on 
a German government bond so the rate of return is 
usually higher on foreign direct investments than on 
government bonds.

Hence, the average risk on the Danes’ aggregate 
assets and liabilities depends on their composition, 
i.e. the shares of bonds, direct investments, etc. 
 
On both the asset and the liability side, rates of re-
turn dived from 2008 to 2009 and have fallen slightly 
more since then, cf. Chart 18. This reflects factors 
such as a sharp fall in monetary policy interest rates, 
i.e. short-term risk-free rates of interest. 

The rate of return is higher  
for assets than liabilities
In the period 2005-16, the rate of return was sys-
tematically higher on the Danes’ foreign assets than 
on their foreign liabilities. This reflects a difference 
in the average risk on assets and liabilities because 
their compositions differ. For example, the asset side 
includes a higher share of direct investments than 
the liability side. 

Within the individual types of investments there  
is also a tendency for the return to be higher for 
assets than for liabilities. For direct investments, 
this is, inter alia, because Danish pharmaceutical 
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firms post high earnings from patents in foreign 
subsidiaries.14 

The rate of return is also higher on foreign bonds 
held by Danes than on Danish bonds held by 
non-residents. The duration is longer for the assets 
than for the liabilities, and non-residents  own to 
a large extent Danish government and mortgage 
bonds, for which the risk premium is lower than for 
e.g. corporate bonds. 

Finally, the rate of return from dividends is lower for 
liabilities than for assets. This may be because Dan-
ish firms distribute profits to shareholders by paying 
out dividends, but also by buying back own shares. 
The volume of buy-backs is presumably larger in 
Denmark than abroad, cf. Jørgensen et al. (2018). 
The effect of buy-backs is not included as investment 
income, but as value adjustments on foreign assets. 
This means that large-scale equity buy-backs reduce 
the registered return on shares.

The exchange rate also  
affects investment income 
The rate of return is measured as a share of the  
principal and hence it is not affected by the currency 
in which the principal is denominated. Nevertheless, 
investment income in kroner depends on the ex-
change rate. It can be calculated as the market value 
of the principal in kroner multiplied by the rate of 
return. This means that the exchange rate sensitivity 
of investment income is the same as for foreign assets 
and liabilities overall. If the dollar strengthens by 1 per 
cent, this will, viewed in isolation, mean that invest-
ment income from abroad increases by approximately 
0.33 per cent, while outward investment expenses rise 
by approximately 0.1 per cent, cf. Chart 5.

14  Cf. Danmarks Nationalbank (2017).

Rates of return reflect  
the development in interest rates

Chart 18
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Source: Danmarks Nationalbank.



DANMARKS NATIONALBANK  

HAVNEGADE 5 

DK-1093 COPENHAGEN K 

WWW.NATIONALBANKEN.DK

This edition closed for  
contributions on 19 March 2018

Christina Damgaard
Economist

Flora Nagy
Economist

STATISTICS

Jakob Roager Jensen
Economist

Paul Lassenius Kramp
Principal Economist

ECONOMICS  
AND MONETARY POLICY

ABOUT  
ANALYSIS

As a consequence of Danmarks National-
bank’s role in society we conduct analyses 
of economic and financial conditions.

Analyses are published continuously and 
include e.g. assessments of the current  
cyclical position and the financial stability. 

A N A LYS I S  —  DA N M A R K S  N AT I O N A L BA N K
M A R K E T  F L U C T UAT I O N S  C A N  H AV E  A  L A RG E  I M PAC T  O N  N E T  F O R E I G N  A SS E T S

Literature

Autrup, Søren Lejsgaard, Paul Lassenius Kramp,  
Erik Haller Pedersen and Morten Spange (2015), 
Balance of payments, net foreign assets and foreign 
exchange reserve, Danmarks Nationalbank Monetary 
Review, 4th quarter.

Danmarks Nationalbank (2016), Danmarks  
Nationalbank (Financial stability), 2nd half 2016.

Danmarks Nationalbank (2017), Foreign direct in-
vestment increased in 2016, Danmarks Nationalbank 
Statistics (Foreign direct investments, stocks, 2016), 
October.

Hove, Maria Pedersen, Paul Lassenius Kramp and 
Lasse Vogelius Nørgård (2014), Development in and 
return on net foreign assets, Danmarks Nationalbank 
Monetary Review, 1st Quarter.

Jørgensen, Casper Winther Nguyen, Paul Lassenius 
Kramp and Anne Ulstrup Mortensen (2018), Globali-
sation complicates current account interpretation, 
Danmarks Nationalbank Analysis, No. 2, February. 

Raffnsøe, Martin Dencker, Jakob Roager Jensen  
and Anders Larsen (2016), The pension sector as  
a foreign exchange market participant, Danmarks 
Nationalbank Monetary Review, 4th Quarter.


