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Accommodative financial 
conditions support  
the real economy

Long-term bond yields have risen 
Expectations of rising inflation in the United 
States and the euro area have contributed to 
increasing market participants’ expect ations 
of future money market rates. This has in 
particular resulted in rising long-term Danish 
bond yields.

Slightly stronger Danish krone
The Danish krone has been moderately strengt-
hened since March 2020. In February 2021,  
Danmarks Nationalbank intervened in the 
foreign exchange market and bought foreign 
exchange worth kr. 0.4 billion. The latest pre-
vious intervention by Danmarks Nationalbank 
dated back to March 2020.

Financial conditions  
support the real economy
Financial markets have been less affected by 
the 2nd wave of the covid-19 pandemic than 
in spring 2020. Although long-term rates have 
risen, the interest rate level remains low, and 
prices on equities and houses have increased 
in the past six months. Overall, financial condi-
tions are accommodative for the real economy.
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Danmarks Nationalbank publishes the analysis Monetary and 
financial trends twice a year. The analysis covers e.g. the de-
velopment in key fixed income and equity markets and the 
development in credit and in the Danish krone  market.

Monetary and financial conditions are relevant to Danmarks 
Nationalbank for several reasons. First and foremost, the 
development in the money market is decisive for the Danish 
krone and hence the implementation of the fixed exchange 
rate policy towards the euro. In addition, the analysis of the 
financial conditions strengthens Danmarks Nationalbank’s 
assessment of the current development of the Danish  
economy and of whether macro-financial imbalances are  
developing. An important element is the assessment of how  
Danmarks Nationalbank’s monetary policy affects the financial 
and economic conditions in Denmark.

Danmarks Nationalbank analyses 
monetary and financial trends
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Key trends in financial markets

The global economy has been severely affected by 
the second wave of the covid-19 pandemic, which 
has resulted in new restrictions and lockdowns over 
the winter. In many countries, this triggered a new 
economic downturn at the beginning of the year. 
Concurrently, there has been increasing volatility in 
both the Danish equity and bond market. However, 
uncertainty and price falls in the financial markets 
have been limited relative to spring 2020. This 
should be seen in the light of the continued accom-
modative fiscal and monetary policy as well as the 
approval and roll-out of covid-19 vaccines. 

The current restrictions are delaying economic recov-
ery, but there are prospects that the recovery may 

gain momentum as economies are reopened. The 
prospects of a new major fiscal relief package in the 
United States have especially increased American in-
flation expectations, but the same trend is seen in Eu-
rope. This may have contributed to increasing market 
participants’ expectations of future monetary policy 
interest rates. Especially in the United States, but also 
in the euro area and Denmark, this has resulted in an 
increase in long-term interest rates in 2021.

The exchange rate of the Danish krone has strength-
ened slightly against the euro in the past six months, 
and Danmarks Nationalbank intervened in the for-
eign exchange market in February 2021 and bought 
foreign exchange worth kr. 0.4 billion.

Financial markets have been calm during the second wave of covid-19

Note: Changes at the cut-off date of 12 March 2021 relative to the latest edition of Monetary and financial trends (with a cut-off date of 17 September 
2020). The black lines indicate the smallest and largest changes, respectively, over the entire period. 2-year and 10-year government bonds are 
the benchmark bonds with maturity in 2022 and 2029, respectively. OMXC25 is the benchmark Danish stock index. A 12-month CITA swap is the 
fixed rate in a swap that market participants will exchange for the T/N rate over the coming year. EONIA is the European counterpart to CITA. 
The 30-year mortgage rate is a 1 per cent Nykredit bond maturing in 2053.

Source: Refinitiv Datastream and Eikon.
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Economy and financial conditions

Financial markets support real economy
Since the turn of the year, volatility has increased in 
the Danish equity market and the benchmark 10-year 
government bond, see Chart 1. However, financial 
market volatility remains significantly lower than dur-
ing the outbreak of the pandemic in early 2020. Risk 
premiums in the financial markets have not increased 
significantly during the second wave of the covid-19 
pandemic. 

This means that Danish households and corpora-
tions still have low financing costs when compared 
with recent years, see Chart 2. The recent increa-
se in long-term interest rates is only making itself 
partly felt on total financing costs, as private agents 
are also using short-term financing to a significant 
extent. For example, 30-year mortgage bonds ac-
count for only approximately a third of household 
debt financing.

The rise in long-term nominal interest rates is linked 
to the market participants having increased their 
expectations of future monetary policy interest rates. 
One reason for this is higher inflation expectations 
in the euro area, see Monetary policy and money 
market.1 Long-term real interest rates have there-
fore increased slightly since the turn of the year, but 
to a lesser extent than nominal interest rates. Even 
though real interest rates have increased, they re-
main low in a longer-term historical perspective.

In addition to low financing costs, higher equity 
prices and rising house prices also contribute to 
the assessment that the overall financial conditions 
support the real economy. Rising house prices may 
have a spillover effect on the real economy if home-
owners increase their spending or investments as a 
result of higher home equity. The financial conditions 
are estimated to support annual GDP growth by 0.9 
per cent in the 1st quarter of 2021, with the highest 
contribution being made by rising house prices, see

1 Danish inflation expectations largely follow the development in the 
euro area due to the fixed exchange rate policy.

Volatility has increased,  
but remains low

Chart 1
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Households and corporations have 
still access to low-cost financing 

Chart 2
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Chart 3. The estimated contribution of the financial 
conditions to GDP growth has been adjusted for 
cyclical trends. This associated uncertainty is greater 
than usual in the current situation, as the economy is 
greatly affected by restrictions and lockdowns.

Monetary policy and money market

Central government’s net financing  
requirements and thus the net position  
has been lower than expected

The central government’s net outgoing payments 
have been lower than projected in the forecasts of 
the central government’s finances and net financing 
requirements for autumn 2020. This has resulted 
in the net position – the difference between bank 
deposits with and loans from Danmarks National-
bank – being lower than expected during the past six 
months, see Chart 4.

Central government revenue from pension yield tax 
for 2020 has been extraordinarily high, one reason 
being high equity returns. Payments from the tax re-
ceived in January and February 2021 have, all things 
being equal, reduced the net position. 

Low net position has given rise to fluctuations  
in short-term money market interest rates
The relatively low net position has increased money 
market interest rate volatility. This has been partic-
ularly pronounced for the daily reference rate on 
the Danish money market: the Tomorrow-Next (T/N) 
rate, see Chart 5. The T/N rate indicates the price 
of borrowing liquidity in the money market from 
tomorrow and until the next day. On days with a low 
net position, the T/N rate has tended to be higher.
When the net position has been below a certain level 
(approximately kr. 125-130 billion), there have been 
particularly large increases in the T/N rate, see Chart 
6.

Technical adjustment of Nationalbanken’s  
monetary policy instruments
When the net position is low, the pass-through of 
Nationalbanken’s interest rates to money market 
rates becomes more unstable, as the bank’s depo-
sits on the current account facility make up a larger 
share of their total deposits in Nationalbanken. It 
implies that the current account rate of 0 per cent 
will have a larger impact on money market rates, 

Financial conditions  
support the economy 

Chart 3

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1.2

2020 Q1 2020 Q2 2020 Q3 2020 Q4 2021 Q1

Interest rate House prices Equity prices Credit Total

Contribution to GDP growth, year-year

Note: For the 1st quarter of 2021, the calculation is based on 
the current increases in equity prices and interest rates, 
whereas the development in house prices, GDP, inflation 
and foreign variables is based on Danmarks National-
bank’s forecast. Credit growth is expected to remain 
unchanged from the 4th quarter of 2020. The general 
cyclical trends have been excluded from the estimated 
contribution of the financial conditions to GDP growth. 
For further details, see Jensen & Pedersen (2019), Mac-
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Source: Danmarks Nationalbank, Refinitiv Datastream and own 
calculations.

Low net position in  
Danish money market

Chart 4
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which are otherwise mostly affected by the rate on 
certificates of deposits at -0.60 per cent. At the same 
time, a low net position makes it necessary for banks 
to take up loans in Nationalbanken, cf. Chart 4. 
Currently, the lending takes place at an extraordinary 
lending rate of -0.35 per cent.2 To ensure a stable 
development in money market rates, Nationalbanken 
announced on 11 March 2021 that a technical adjust-
ment of the monetary policy instruments is made 
with effect from 19 March 2021.3 The adjustment 
provides for a simpler composition of monetary po-
licy rates by introducing unambiguous rates for the 
banks’ borrowing and deposits at Nationalbanken. 
At the same time, the difference between the deposit 
and lending rate is reduced.

Danmarks Nationalbank has  
taken over the possible new reference rate
In November 2020 Danmarks Nationalbank became 
owner of Denmark Short Term Rate (DESTR), expect-
ed to become the new day-to-day reference rate 
on the Danish money market in early 2022. In 2021, 
Danmarks Nationalbank will begin collecting statis-
tics for day-to-day unsecured money market loans at 
transaction level in 2021, which constitutes the data 
behind DESTR, see Box 1.

Prospects of declining net position  
has widened money market spread to euro area
Contrary to the T/N rate, which, in addition to mon-
etary policy interest rates, is affected by the current 
net position, the longer-term money market interest 
rates depend to a greater extent on how the future 
net position is expected to develop. The three-month 
and 12-month CITA swap rates4 have increased by 3 
and 8 basis points, respectively, since the beginning 

2 The interest rate on the ordinary lending facility has been 0.05 per 
cent. The facility has not been used by the banks since the introduc-
tion of the extraordinary facility. 

3 See more details in Danmarks Nationalbank, Technical adjustment of 
the monetary policy instruments, Danmarks Nationalbank Analysis, 
No. 5, March 2021 and in the press release of 11 March 2021.

4 The CITA swap rate stands for Copenhagen Interbank Tomorrow/Next 
Average and is the fixed interest rate that money market participants 
are willing to swap to receive the variable T/N rate under a swap 
contract. 

There have been large  
fluctuations in money market  
interest rates on individual days

Chart 5
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Low net position has resulted  
in fluctuations in the T/N rate

Chart 6
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of November 2020, see Chart 7. This should be seen 
in the light of the Danish Finance Act for 2021, which 
has indicated that the central government’s expect-
ed revenues and expenditures will result in a decline 
in the net position during the 1st quarter of 2021.

The rise in the 12-month Danish CITA swap rate has 
increased the spread to the corresponding swap rate 
in the euro area, as it has increased less during the 
same period. This reflects, among other conditions, 
that there is high excess liquidity in the European 
banking system as a result of the ECB’s asset pur-
chase programmes and liquidity measures. 

ECB monetary policy remains unchanged
The ECB has maintained its monetary policy inter-
est rates over the past six months. The terms of the 
ECB’s lending facility, providing an incentive for 
banks to increase their lending to households and 
non-financial corporations (TLTRO-III5), were eased 
slightly in December 2020, and the ECB’s bond 

5 Targeted long term refinancing operations. The amount that banks 
can borrow is linked to their existing lending to corporations and 
households, excluding housing loans. The incentive to relend the 
amount is enhanced by the interest rate on the loans decreasing as 
the banks’ lending increases.

Expectations of continued low net 
position have increased longer-term 
money market spreads 

Chart 7
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Danmarks Nationalbank  
takes over DESTR

Box 1

In November 2020, Danmarks Nationalbank took over 

the administration and ownership of Denmark Short 

Term Rate (DESTR), which is expected to become the new 

day-to-day reference rate in Danish kroner. Reference 

rates are used in many financial contracts, including bank 

loans, bonds and interest rate swaps. DESTR is a transac-

tion-based reference rate based on unsecured deposits 

in the Danish krone market, which runs overnight (from 

today until tomorrow). DESTR meets international stan-

dards1 and is expected to be launched in early 2022.

New working group on the transition to DESTR 
In January 2021, a working group was set up with broad 

participation from the private banking sector, relevant 

trade organisations, the Danish Financial Benchmark 

Facility, the Danish Financial Supervisory Authority and 

Danmarks Nationalbank.2 The task of the working group 

is to recommend whether DESTR will be the preferred 

short-term reference rate in Danish kroner. If DESTR is 

chosen, the working group will prepare and recommend 

a plan for the transition from the T/N reference rate to 

DESTR. The working group will consider the possibility of 

a so-called spread adjustment, so that, in future, the T/N 

rate will be set as DESTR plus a fixed add-on (spread). 

This will be in line with the approach of the euro area, 

where EONIA is set based on a fixed add-on of 8.5 basis 

points to €STR. A plan and a recommendation from the 

working group are expected to be ready during the 

second half of 2021.

The working group focuses solely on day-to-day refer-

ence rates. The work on longer-term reference rates 

based on DESTR and the preparation of fallback soluti-

ons for existing reference rates with longer maturities, 

including CIBOR and CITA, remains anchored in a working 

group set up under Finance Denmark.

New statistics provides data behind DESTR 
In 2021, Danmarks Nationalbank will start collecting 

statistics for day-to-day unsecured money market loans 

at transaction level. The statistics will provide the data 

behind DESTR. Ten banks are expected to report. The 

statistics are subsequently expected to be expanded 

with other money market products and foreign exchange 

transactions.

1. See IOSCO Principles (link).

2. The work can be followed on Danmarks Nationalbank’s website, 

where agendas, minutes and publications etc. will be published 

(link).

https://www.iosco.org/library/pubdocs/pdf/IOSCOPD415.pdf
https://www.nationalbanken.dk/da/markedsinfo/transaktionsbaseret_referencerente/Sider/Working-group-on-short-term-reference-rate.aspx
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purchases remain significant. In February 2021, the 
ECB purchased bonds worth around 80 billion euro. 
The purchases contribute to ensuring low bond rates 
and thus low financing costs in the euro area. 

Inflation expectations in the euro area have risen
Following the approval of the first covid-19 vaccines 
and the outcome of the US presidential election in 
November 2020, market-based inflation expectations 
rose in the euro area. This is reflected in the fixed rate 
in inflation swaps which investors are willing to swap 
for a variable rate linked to the development in infla-
tion over a given period.6 The fixed rate in two-year 
inflation swaps in the euro area increased by roughly 
60 basis points in November 2020, see Chart 8. 

The rising inflation expectations should inter alia be 
seen in the light of the prospects of a new major fiscal 
relief package in the United States. The relief package 
can provide fiscal stimuli of up to 1,900 billion dol-
lars (approximately 9 per cent of US GDP).7 The large 
relief package may have spillover effects on European 
economies and thus on future inflation in the euro 
area. In addition, the rising inflation expectations may 
be due to the roll-out of the vaccines, which may lead 
to quicker economic recovery once the current wave 
of the pandemic is over.

Inflation expectations in the euro area for the next 
two years increased further at the end of January 
2021, with new figures showing significant increas-
es in realized euro area inflation. However, part of 
the increase in actual inflation is due to technical 
factors, including the expiry of temporary VAT 
reductions in Germany.8 Although this explains 
part of the increase, the inflation figures appear to 
have increased market participants’ expectations of 
future inflation.

6 In addition to expectations of future inflation, the market-based infla-
tion measures also include a risk premium for inflation among other 
things. Increases in this risk premium will also increase the fixed rate 
which investors demand in an inflation swap. 

7 Danmarks Nationalbank, Prospects of rapid recovery once restrictions 
are eased, Danmarks Nationalbank Analysis (Outlook for the Danish 
economy), No. 7, March 2021.

8 In addition, the weights of individual consumer goods in the inflation 
index have been adjusted as a result of changed consumption pat-
terns during the pandemic. This has also pulled up inflation. Finally, 
there is a large contribution from energy and oil prices, which fell 
significantly at the beginning of 2020.

Inflation expectations  
in the euro area have risen

Chart 8

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

Jan 20 Apr 20 Jul 20 Oct 20 Jan 21

0-2 years

5-10 years

Per cent

Note: Market-based inflation expectations based on the fixed-
rate leg in inflation swaps with different maturities.

Source: Refinitiv Eikon and Datastream.

Inflation expectations in the euro area over a 5-10-
year term have increased by close to 0.3 percent-
age points since October and are now higher than 
immediately before the outbreak of the covid-19 
pandemic at the beginning of 2020. However, both 
short-term and long-term inflation expectations are 
well below the ECB’s inflation target of close to, but 
below, 2 per cent in the medium term.

Expectations of future  
money market interest rates have risen 
Rising inflation expectations in the euro area may ex-
plain why the market participants have concurrently 
made an upward adjustment of their expectations 
of future short-term money market interest rates. 
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The rise in the market participants’ expectations 
of the development in interest rates is reflected in 
the forward rates9 on three-month EONIA swaps10, 
which have increased since the turn of the year, see 
Chart 9. There has especially been an increase in the 
expectations for interest rates after 2023.

Danish forward rates have followed the increase in 
European forward rates, and the market participants 
have thus also increased their expectations for future 
short-term Danish money market interest rates. In 
addition to higher expectations for future money 
market interest rates, the increase in forward rates 
may also reflect a higher term premium.11

Danish krone market

The Danish krone has been moderately strengthened 
against the euro over the past six months. Danmarks 
Nationalbank intervened in the foreign exchange 
market in February 2021 and bought foreign ex-
change  worth kr. 0.4 billion. It was the first time 
Danmarks Nationalbank intervened in the foreign 
exchange market since March 2020.

Institutional investors have bought  
more Danish kroner than usual
Since September 2020, Danish institutional investors, 
consisting of insurers and pension funds as well 
as investment funds, have made net purchases of 
Danish kroner amounting to kr. 100 billion, see Chart 
10. The net Danish krone purchase, which is at its 
highest six-month level since 2018, especially reflects 
purchases of Danish kroner for currency hedging 
purposes in response to the rising prices of inves-
tors’ holdings of US equities. For pension funds, this 
reflects that they hedge a relatively fixed proportion 
of their dollar exposures. These corporations are 
among the largest market players, which is connect -

9 A forward rate is the interest rate between two future dates today.

10 EONIA stands for Euro Overnight Index Average and is the euro area 
counterpart to CITA.

11 The forward rates are equal to the expectations of future short-term 
spot rates if the so-called expectations hypothesis holds and there is 
no term premium. 

Danish institutional investors  
have purchased Danish kroner  
since September

Chart 10
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Market participants’ expectations to 
money market interest rates have risen 
in euro area

Chart 9
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ed with their management of the main part of Dan-
ish households’ large financial wealth.

Pension funds have made large  
equity purchases and sold bonds 
The pension funds’ purchases and sales of Danish kro-
ner have also been affected by portfolio adjustments 
from euro-denominated bonds towards US equities. 
This has contributed to a high net Danish krone pur-
chase through currency hedging of the new assets, as 
the pension funds hedge a higher proportion of their 
dollar exposures relative to euro exposures. 

The sale of euro-denominated bonds may reflect, 
among other things, that the ECB’s current asset 
purchase programmes have made it more attractive 
for existing owners to sell the bonds and realise a 
capital gain. Danish pension funds have especially 
sold government bonds issued by Southern Euro-
pean countries, where bond prices have increased 
the most in the wake of the ECB’s purchases, see 
Box 2.

Bond market

Lower than expected financing  
requirement has made the central government  
reduce its foreign borrowing

The central governments financing requirement for 
2020 ended up being significantly lower than esti-
mated during the year.12 This is connected with the 
central government’s net expenditures being lower 
than expected. The lower expenditures have meant 
that the central government has built up a large liq-
uidity buffer on its account with Danmarks National-
bank. At the end of February, the central government 
had reduced its foreign borrowing via commercial 
papers by kr. 35 billion since the end of October, see 
Chart 11. 

Long-term Danish government yields have increased
Yields on the central government’s 10-year and 30-
year benchmark bonds have increased by approx -

12 See Danmarks Nationalbank, Central Government Borrowing and 
Debt, Danmarks Nationalbank Report, No. 1, February 2021.

Central government has  
reduced its outstanding amount  
of commercial papers

Chart 11
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imately 30 and 45 basispoints respectively, since 
the beginning of 2021, see Chart 12. This should be 
seen in the light of the fact that market participants’ 
expectations of future money market interest rates 
have increased. Short-term government bond yields 
have increased to a lesser extend as the expecta-
tions of money market interest rates for the coming 
years have not risen by that much. 

Low mortgage rates and more refinancing  
of mortgages may support private consumption
To achieve a lower interest rate, many homeowners 
have chosen to refinance their fixed-rate mortgages 
for the upcoming April term date, which had notice 
at the end of January. Prepayments of mortgage 
loans totalled kr. 64 billion. The interest rate on 30-
year mortgage bonds has increased since the notice 
day and has thus followed the development in gov-
ernment bond yields, see Chart 12. 

Homeowners, who have hedged their new loans 
in January, do not risk that the recent interest rate 
increases affect the interest rate expenses on their 
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Modest direct effect of ECB’s Pandemic Emergency Purchase Programme 
on investments by Danish pension funds 

Box 2

ECB purchases may affect Danish bond markets
The ECB’s Pandemic Emergency Purchase Programme (PEPP), 

which was introduced during the financial turmoil in March 

2020, may potentially affect Danish financial conditions and 

the Danish krone market, as especially Danish pension funds 

own many of the euro-denominated bonds that the ECB is 

purchasing. A new study thus shows that Danish pension 

companies reduced their demand for the bonds purchased 

by the ECB at the beginning of the ECB’s general asset pur-

chase programme in 2015. Instead, the pension companies 

bought Danish bonds, among other securities.1 

Sales of euro-denominated bonds  
– especially with low credit rating
The pension companies have overall sold euro-denominated 

bonds in the period with the PEPP programme, driven by 

large sales of lower-rated bonds, see Chart A. Sales have ac-

counted for a significant proportion (approximately 40 per 

cent) of their initial holdings of the bonds in question. The 

sales were primarily made in autumn 2020 after a significant 

drop in bond yields and a resulting increase in prices, see 

Chart B. The ECB has made large purchases of government 

bonds from all countries in the euro area, which has contri-

buted to a drop in yields, which had increased around the 

outbreak of the covid-19 pandemic in spring 2020.2

Sellers have partly purchased Danish bonds 
Only the group of companies with a large share of guaran-

teed pension products has sold euro-denominated bonds. 

During the same period, they purchased Danish bonds. 

Companies with guaranteed liabilities need bonds with 

long maturity or interest rate swaps to hedge the inte-

rest rate risk on their pension liabilities. Therefore, if they 

sell one type of bonds, they must, all things being equal, 

buy other bonds or interest rate derivatives. Data for the 

individual companies’ purchases and sales suggest that the 

same companies have purchased Danish bonds and sold 

euro-denominated bonds. A switch from euro-denominated 

bonds to Danish bonds will, all things being equal, result in 

an increase in the demand for Danish kroner.

Modest overall effect 
The companies have not sold off their holdings of German 

government bonds, which constitute the vast majority (75 

per cent) of their euro-denominated government bonds. 

Therefore, the overall direct impact of the ECB’s Pandemic 

Emergency Purchase Programme on the purchases and sales 

of bonds by the pension sector has been modest. The effect 

on the demand for Danish kroner has thus also been modest.

Chart A: 
Pension companies’ purchases and sales  
per type of corporation since March 2020

Chart B: 
Development in euro-denominated  
government bond yields
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Note: Yields to maturity on 10-year benchmark bonds. 
Source: Refinitiv Eikon.

1. See Søren Lejsgaard Autrup and Jakob Roager Jensen: QE in a quasi-preferred habitat: The case of the Danish pension sector and the ECB 
asset purchase programme, Danmarks Nationalbank Working Paper, No. 167, January 2021.

2. From the beginning of March 2020 and up to and including January 2021, the ECB purchased government bonds from euro area countries 
with the low credit rating for an amount of kr. 2,200 billion out of total public bond purchases of kr. 5,700 billion in its Pandemic Emergency 
Purchase Programme. Added to this are the concurrent, but smaller, purchases under the PSPP programme, which was introduced in 2015.
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new loan. Historically, households have tended to 
increase their borrowing when refinancing their 
mortgage, e.g. to finance increased private con-
sumption.13

Large increase in interest rate risk  
on callable mortgage bonds 
Low interest rates and refinancing of mort gage loans 
in recent years have implied that a large amount of 
the outstanding callable mortgage bonds have a 
coupon rate of 1 per cent. Interest rate increases since 
the end of January have resulted in the price of these 
bonds having fallen to well below 100. The price 
decrease means that fewer borrowers are expected to 
refinance their loans at price 100, which has resulted 
in an increase in the expected remaining maturity of 
the bonds. Longer-term bonds are more sensitive to 
interest rate changes. The overall interest rate risk on 
all outstanding callable mortgage bonds, measured 
by duration14, therefore increased in February, see 
Chart 13. Seen in isolation, the rising interest rate risk 
on mortgage bonds has increased the interest rate 
risk in the investors’ portfolios correspondingly. In re-
sponse to this, the investors have, to some extent, re-
duced their demand for bonds with high interest rate 
risk, such as Danish government and mortgage bonds 
with long time to maturity. This may have contributed 
to the spread between Danish and German 10-year 
government bonds having increased by 5 basis points 
since the beginning of February. Over the same pe-
riod, the option-adjusted spread between long-term 
mortgage bonds and swap rates has increased by a 
little less than 10 basis points.

Equity market

Increasing equity prices  
after approval of covid-19 vaccines
The approval of the first covid-19 vaccines contribu-
ted to renewed optimism and price increases in the 

13 See Henrik Yde Andersen, Stine Ludvig Bech, Ida Rommedahl Julin 
and Alexander Meldgaard Otte, Mortgage refinancing supports 
private consumption, Danmarks Nationalbank Analysis, No. 17, Sep-
tember 2019.

14 There are several duration measures, all of which attempt to quantify 
the interest rate risk. The duration used here states the price gain in 
kroner on a bond when the interest rate falls 1 basis point.

Large increase in interest rate  
risk on callable mortgage bonds

Chart 13
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Long-term government yields and 
mortgage rates has increased in 2021 

Chart 12
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equity market. The increase in equity prices has been 
broadly based. Despite small price decreases this 
year, the Danish C25 index has yielded a return of 
11 per cent since November 2020. This is lower than 
equities in the United States, the UK and the euro 
area, see Chart 14. Following the approval of the first 
covid-19 vaccines, there has been a trend towards 
large equity price increases in the countries and in-
dustries which saw the heaviest decreases during the 
first wave of the pandemic in spring 2020.

C25 corporations’ earnings in 2020 were in line  
with expectations from the beginning of the year 
The total earnings generated by the C25 corpora-
tions were kr. 117 billion in 2020.15 This is roughly 
in line with equity analysts’ expectations for the 
C25 corporations’ total earnings in early 2020, right 
before the outbreak of the pandemic, see Chart 15. 
The analysts’ expectations for the C25 corporations’ 
earnings in 2021 and 2022 have increased in the past 
six months and are currently 27 and 29 per cent, 
respectively, higher than the earnings in 2020, see 
Chart 15.

Equity risk premium is lower than  
in the years leading up to the pandemic
Estimates of the equity risk premium have remained 
almost unchanged for the past six months, see Chart 
16. The equity risk premium is the additional return 
required by investors for investing in equities instead 
of bonds.16 The equity risk premium in both Denmark 
and the euro area is lower than in the years leading 
up to the covid-19 pandemic, but it is not particularly 
low from a longer-term historical perspective.17

15 This is seen from their annual reports.

16 When everything else is unchanged, rising equity prices will lead to 
a lower risk premium, as the fundamentals of the corporations and 
the economy remain unchanged, but investors must pay more for the 
equity. 

17 See Søren L. Autrup and Jonas L. Hensch, Do Equity Prices Reflect 
the Ultra-low Interest Rate Environment?, Danmarks Nationalbank 
Economic Memo, No. 1, February 2020.

Short-term earnings expectations  
for C25 corporations have increased

Chart 15
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Equity prices have increased  
since approval of covid-19 vaccines

Chart 14
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A large number of corporations raised capital  
on the equity market during the pandemic  
The development in the equity market affects the 
corporations’ cost for market-based equity financing. 
When investors demand a lower equity risk premi-
um, it becomes correspondingly cheaper for the 
corporations to raise capital in the equity market. 
During 2020, a larger number of corporations raised 
capital in the equity market relative to the previous 
years, see Chart 17. They raised approximately kr. 20 
billion. This is lower than in 2019, which is, however, 
due solely to one large capital increase in the year in 
question. Total capital increases in 2020 were on par 
with the years preceding 2019.

Credit and money

A higher share of household deposits  
has negative interest rates 
In the past six months, several banks have reduced 
their threshold for negative interest on household 
deposits. The latest available data show that 13.4 per 
cent of household deposits, corresponding to kr. 136 
billion, were subject to negative interest in October 
2020, see Chart 18.18 Since then, a number of banks 
have reduced their thresholds for when negative in-
terest is applied to deposits. The share of household 
deposits subject to negative interest is therefore, by 
all accounts, significantly higher today. 

By comparison, business corporations have had 
negative interest on their deposits since 2015. At the 
end of October, 82 and 53 per cent, respectively, of 
deposits for non-financial corporations and sole pro-
prietorships were subject to negative interest rates. 
A recent study from Danmarks Nationalbank shows 
that some of the corporations having negative inter-
est rates react by, for example, changing banks,

18 The distribution is based on results from Danmarks Nationalbank’s 
study on the prevalence of negative interest on deposits and loan-re-
lated deposits.

A large number of corporations raised 
capital on the equity market in 2020

Chart 17
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Unchanged equity risk  
premium since October 2020 
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to make early payments into their tax account. This 
should be seen in the light of most corporations’ 
deposits being subject to negative interest, while the 
interest rate on positive deposit amounts on the tax 
account is zero.

Subdued credit growth should be seen  
in the light of central government measures  
and a low investment level 
The central government relief packages and liquidity 
measures have supported the liquidity of both cor-
porations and households during the covid-19 crisis. 
This has contributed to the annual growth in banks’ 
and mortgage credit institutions’ lending to corpo-
rations and households having remained largely 
un-changed at a moderate level since September 
2020, see Chart 19.21 During the period in question, 
lending growth has especially reflected increased 

21 In Danmarks Nationalbank, Further weakening in loan demand 
for NFC, Danmarks Nationalbank Lending Survey, January 2021 the 
respondent banks report a further decrease in the demand for loans 
from existing corporate customers, with the central government relief 
packages being highlighted as the primary reason for this.

 reducing their debt, increasing investments in new 
production equipment and creating more new jobs.19 

Relatively few citizens have  
negative interest on their deposits
Although a relatively high share of deposits have 
negative interest rates, still only a limited share of 
the population are facing negative interest rates 
on deposits. This reflects a skewed distribution of 
household deposits across households. With the 
most common thresholds currently being either kr. 
100,000 or kr. 250,000, the share of persons having 
negative interest rates on their deposits is still 
regard ed as low, see Box 3. 

Disbursement of frozen holiday pay  
has contributed to increasing household deposits 
Since the end of September 2020, household depo-
sits with banks have increased by kr. 11 billion, equal 
to an increase of 1.1 per cent. This should be seen in 
the light of the disbursement of the majority of fro-
zen holiday pay funds of kr. 28.2 billion in October.20 
Since then, deposits have fallen by kr. 19 billion, see 
Chart 18.

Total household deposits with banks increased 
during 2020, while negative interest on deposits has 
gradually become more widespread for household 
deposits. In addition to the disbursements of frozen 
holiday pay funds, fewer spending opportunities as 
well as increased borrowing from mortgage credit 
institutions have also contributed to increasing bank 
deposits. Conversely, purchases of securities have, 
seen in isolation, reduced deposits, see Box 4. 

Since the end of September 2020, total deposits 
by corporations have remained largely unchanged. 
Business corporations’ bank deposits are significant-
ly higher than before the outbreak of the pandemic 
in early 2020, which should be seen in the light of 
central government relief packages and liquidity 
measures, including the deferral of tax and VAT pay-
ments. Many corporations have voluntarily chosen 

19 See Andreas Kuchler & Kim Abildgren, Corporations deleverage and 
invest when charged negative interest rates on bank deposits, Dan-
marks Nationalbank Analysis, No. 24, November 2020.

20 In November and December 2020, frozen holiday pay funds worth 3 
billion kroner were paid out. The figures are after tax and have been 
published by ATP. 

Household deposits of  
kr. 136 billion were subject to  
negative interest in October 

Chart 18
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mortgage lending to households as well as the real 
estate industry. Mortgage lending growth is large-
ly on par with previous years, and the house price 
increases and large number of property trades seen 
in the past year have thus not resulted in increased 
mortgage lending growth. 

Overall, the corporations have invested less in real 
capital in 2020 due to the economic uncertainty.22 
This may have contributed to the moderate growth 
in lending. The growth in investments has primar-
ily been in intellectual property rights.23 They are 
probably financed by bank loans to a lesser extent, 
as they are more difficult to value and thus pledge as 
loan collateral. 

22 See Danmarks Nationalbank, Prospects of rapid recovery once restric-
tions are eased, Danmarks Nationalbank Analysis (Outlook for the 
Danish economy), No. 7, March 2021.

23 In the 3rd quarter of 2020, corporations’ investments in intellectual 
property rights increased by just under 6 per cent relative to the 3rd 
quarter of 2019. In comparison, investments in housing, building and 
construction increased by 4 per cent, while investments in equipment 
decreased by 7 per cent. 

Credit growth remains largely  
unchanged since autumn

Chart 19
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Most private individuals have lower deposits  
than the banks’ thresholds for negative interest

Box 3

In March 2021, the banks’ typical threshold for negative 

interest on private individuals’ deposits is kr. 100,000 or  

kr. 250,000, according to Chart A. The thresholds have thus 

been reduced significantly since most banks introduced 

neg ative interest on deposits for private individuals in  

the first half of 2020. Here the threshold was typically  

kr. 750,000. The distribution of private individuals’ deposits 

determines the extent to which the reductions in thresholds 

have resulted in an increasing share of persons1 having 

negative interest on their deposits.

If the previously general threshold of kr. 750,000 was 

applicable in all banks, only about 4 per cent of grown-up 

private individuals would have deposits that exceeded the 

threshold. With a threshold of kr. 100,000, which is currently 

widely applicable, the share of persons with deposits above 

the threshold is approximately 34 per cent, see Chart B. This 

is shown by simple calculations based on register data from 

Statistics Denmark at bank level for grown-up Danish pri-

vate individuals. Roughly half of the persons have deposits 

below kr. 50,000.2

Even though the share of persons with deposits above, for 

example, kr. 100,000 is only 34 per cent, 69 per cent of the 

deposits are above this threshold, see Chart B. The higher 

share of deposits above the threshold reflects the asymme-

trical distribution of private individuals’ deposits, with 80 

per cent of the persons with the lowest deposits owning 

only about 24 per cent of the total deposits, while the top 1 

per cent own roughly 20 per cent of the deposits.3

Chart A: 
Many of the largest banks  
have reduced their thresholds

Chart B: 
Limited share of persons with deposits  
above a threshold of kr. 100,000 or higher

Note: Thresholds at the beginning of the month for the Danish Fi-
nancial Supervisory Authority’s group 1 and group 2 banks. 
Data for April are based on announced thresholds. The 
change from March to April 2021 reflects that Jyske Bank has 
announced a reduction in its threshold from kr. 250,000 to kr. 
100,000.

Source: The banks’ reporting to Danmarks Nationalbank and the 
banks’ websites.

Note: Deposits for Danish adults (individuals aged 18 or more). 
The columns show the share of private individuals’ total de-
posits that is above the threshold. The dots show the share 
of persons in relation to the grown-up Danish population 
who have deposits above different thresholds. Simple calcu-
lations based on register data for private individuals’ total 
deposits at year-end 2019. 

Source: Own calculations based on individual level data from Statis-
tics Denmark.

1. Private individuals comprise employees and pensioners.
2. In several banks, negative interest is charged on the deposit from the first krone if the customer has his or her NemKonto account with  

another bank.
3. Danmarks Nationalbank, Top 1 per cent has more than 20 per cent of deposits, Banking and mortgage lending, balances, September 2020.
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Household deposits have increased,  
although a higher share is subject to negative interest

Box 4

Household deposits with banks increased by kr. 50 billion 

during 2020, while negative interest on deposits has gra-

dually become more widespread. On the face of it, it may 

seem remarkable that the negative interest has not resulted 

in households having reduced their total deposits. How-

ever, the development in total household deposits depends 

on how much the households save and how savings are 

invested. 

Holiday pay and lower consumption  
resulted in higher savings in 2020 
The disposable income of households increased moderate-

ly during 2020, supported, among other factors, by wage 

compensation.1 At the same time, the households have had 

the possibility of having an amount disbursed that is equal 

to three weeks of the frozen holiday pay funds. According 

to ATP, kr. 31 billion in holiday pay after tax was disbursed 

to Danish households in the fourth quarter of 2020. Total 

household liquidity therefore increased in 2020. During both 

the first wave and the second wave of the covid-19 pande-

mic, private household consumption has decreased due to 

covid-19-related behavioural changes and lack of spending 

opportunities because of restrictions. Overall, increased 

income and lack of spending opportunities contributed to 

increased household savings in 2020.2

Increased savings are partly placed within banks
Increased savings result in an investment need for house-

holds. The savings are initially placed as bank deposits by 

the households, but they can also invest the funds in other 

assets or reduce their debt if they find it advantageous, for 

example to avoid having to pay negative interest on their 

deposits. A private individual may, for example, change his 

or her balance sheet composition through the following 

transactions: 1) redeeming bank loans, 2) reducing mort-

gage loans, 3) buying a physical asset such as a home, 4) 

buying a financial asset or 5) withdrawing cash. The actual 

behaviour of the households may involve several of the 

above transactions at the same time. 

1. During 2020, households reduced their bank debt by kr. 

10 billion overall, which, all things being equal, reduces 

their deposits correspondingly. Bank debt reduction was 

on par with previous years in 2020. 

2. In 2020, households increased their mortgage debt by kr. 

63 billion, which is just over kr. 15 billion more than the 

average increase in the past five years. When a mortga-

ge credit institution grants a loan to a household, the 

amount is credited to the borrower’s bank account, and 

the loan is financed by issuing mortgage bonds. Seen 

in isolation, household deposits will increase, while the 

deposit for the buyer of the bond will be reduced corre-

spondingly. In most cases, the buyer of the bond is not 

a household, and an increase in household borrowing 

may thus increase the total household deposits with the 

banks. 

3. Household demand for housing increased significantly 

in 2020. When a household buys a physical asset such as 

a home, it reduces the individual household’s deposits 

with the bank. In most cases (except for new builds or 

purchases from a foreign national), the reduction in the 

deposits will result in an increase in the selling house-

hold’s deposits. Therefore, total household deposits will, 

all things being equal, remain unchanged in connection 

with most home purchases. 

4. In 2020, the household sector purchased securities for kr. 

49 billion3, which is relatively large compared to previous 

years. When the household sector purchases securities 

using disposable funds, their bank deposits are reduced 

and the selling sector’s deposits increase correspon-

dingly.4 

5. Cash in circulation increased by more than usual in 2020, 

but still remains relatively low and stable. If households 

withdraw cash, their total bank deposits are reduced, but 

the effect thereof was modest in 2020.

There are not yet clear signs that the widespread preva-

lence of negative interest rates on deposits has affected 

total household deposits significantly. Conversely, the 

effect of increased income, including the disbursement of 

holiday pay, combined with fewer spending opportunities 

and increased mortgage borrowing, has contributed to an 

increase in total deposits.

1. See Danmarks Nationalbank, Prospects of rapid recovery once restrictions are eased, Danmarks Nationalbank Analysis (Outlook for the Danish 
economy), No. 7, March 2021.

2. Savings among Danish households increased in the 2nd quarter to the highest level in 20 years. See Nicolai Risager Christensen, Rasmus Mose 
Jensen and Svend Greniman Andersen, High savings during corona were driven by restrictions rather than precautionary consumers, Danmarks 
Nationalbank Economic Memo, No. 2, February 2021.

3. The number represents an upper limit, since reinvested dividends in investment funds are included as purchases in the statistics.
4. Households can also make voluntary payments to pension schemes, which will reduce their bank deposits. 



PUBLICATIONS

NEWS

News offers a quick and accessible insight into an Analysis,  
an Economic Memo, a Working Paper or a Report from  
Danmarks Nationalbank. News is published continuously.

ANALYSIS

Analysis from Danmarks Nationalbank focuses on  
economic and financial matter. Some of the analyses  
are published with a regular frequency e.g. Outlook  
for the Danish economy and Financial stability.  
Other analyses are published continuously. 

REPORT

Report comprises recurring reports and reviews of  
the functioning of Danmarks Nationalbank. For instance 
Report includes the Annual report and the annual 
publication Danish government borrowing and debt. 

ECONOMIC MEMO

Economic Memo is a cross between Analysis and  
Working Paper and it often shows the ongoing study of 
the authors. The publication series is primarily targeted  
at professionals. Economic Memo is published 
continuously. 

WORKING PAPER

Working Paper presents research projects by economists 
in Danmarks Nationalbank and their associates. The series 
is primarily targeted at professionals and people with 
an interest for academia. Working Paper is published 
continuously.

CONTACT

Ole Mikkelsen
Communications 
and Press Officer

omi@nationalbanken.dk 
+45 3363 6027

SECRETARIAT  
AND COMMUNICATIONS

The analysis consists of a Danish and an English version. In case of doubt regarding  
the correctness of the translation the Danish version is considered to be binding.

DANMARKS NATIONALBANK  

LANGELINIE ALLÉ 47 

DK-2100 COPENHAGEN Ø 

WWW.NATIONALBANKEN.DK

This edition closed for  
contributions on 12. March 2021


