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1.1 The macroeconomic scenario towards 2020  
 

The recovery of the Danish economy has been progressing for some time. Output grew 
steadily during 2014, and for the year as a whole GDP grew by 1 per cent. Progress has 
been stronger in the private sector (excluding mining and quarrying), where GVA grew by 1.4 
per cent during 2014. This has led to clear improvement in the labour market. In the private 
sector over 38,000 persons more were employed in the fourth quarter of 2014 than in the 
second quarter of 2013, when the trend reversed. This corresponds to an increase of 2 per 

1. Challenges, Goals and 
Strategy towards 2020 

Nyt kapitel 
  

The Danish economy is recovering. The positive development has been partic-
ularly clear in the labour market, and private employment has grown by more 
than 38.000 persons since the middle of 2013. The progress is expected to 
continue, with accelerating growth in the coming years. The outlook for increas-
ing growth in the international economy provides an opportunity for exports to 
be an important factor driving growth and domestic demand should also pick up 
speed, eventually.  
 
The foundation for economic recovery har been strengthened in recent years. 
Competitiveness has improved considerably, the economic situation of house-
holds is better balanced, and the housing market is improving again. Condi-
tions for higher growth are supported by the number of reforms and growth ini-
tiatives which have been implemented. In the area of labour market policies, 
increased labour supply and improved framework conditions leads to a higher 
potential for employment growth. 
 
Fiscal policy is implemented within the overall goals of sustainable public fi-
nances and at least structural public balance in 2020, in combination with keep-
ing public finances within the limits set out by the Budget Law and European 
Union rules. The responsible fiscal policy contributes to ensuring confidence in 
the Danish economy and thereby a low level of interest rates to the benefit of 
growth and employment. 
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cent. Unemployment has fallen from 5.8 per cent in the middle of 2013 to 4.9 per cent in the 
beginning of 2015. 
 
The recovery is expected to pick up speed during this year and next in line with the outlook 
presented in Economic Survey, December 2014. Interest rates and oil prices have over the 
turn of the year and into 2015 shown extraordinary declines, which in particular strengthens 
private consumption and consequently the possibility of growth in the Danish economy. On 
that basis, a technical adjustment of the forecast has been made in comparison with Eco-
nomic Survey, December 2014, cf. chapter 2. Overall, growth of 1.6 per cent is expected this 
year and 2.0 per cent next year, cf. figure 1.1. Thus, in comparison with the December fore-
cast the growth forecast for 2015 has been adjusted up by 0.2 percentage points. Given the 
backdrop of increasing growth employment is expected to grow by around 25,000 persons in 
both 2015 and 2016. 
  
The progress in the labour market strengthens the basis for increasing private consumption. 
Consumption is also supported by the housing market. Housing prices are increasing, and 
the number of forced sales is low. At the same time, consumer confidence has risen to the 
same high level as in the mid-2000’s. Especially the assessment of the households own eco-
nomic situation have improved, which should also be seen in the light of better balance of 
households. Prior to the crisis, consumption had risen to an unsustainable level compared 
with income. Now, however, consumption is at a level that allows for consumption to grow in 
line with incomes, which are supported by growing employment, lower interest rates and the 
fall in energy prices. 
 
The outlook for the Danish economy should also be viewed in light of the general improve-
ment in the global economy, and in particular the continuation of the economic recovery in 
the euro area. The ability of Danish companies to benefit from growth abroad has been 
strengthened in recent years. Moderate wage increases and a favourable productivity devel-
opment support the competitiveness of Danish companies, which is also strengthened by the 
recent weakening of the euro and consequently the krone. The competitiveness of business-
es is also supported by lowering of taxes and duties as part of Growth Plan DK and Growth 
Package 2014. 
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Figure 1.1 
GDP growth in Denmark 
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Figure 1.2 

Actual and Structural employment 
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Source: Statistics Denmark and own calculations. 

 
However there continues to be considerable idle resources in the economy, and for 2015 the 
output gap is estimated to be around 2 per cent of GDP. For 2016 the output gap is projected 
to be 1½ per cent of GDP. The projection assumes a continued gradual economy recovery, 
so that the output gap is closed around 2019.  
 
In total, the business cycle recovery, underlying demographic trends together with new and 
earlier reforms will lift employment by around 190,000 persons from 2013 to 2020, of which 
approximately 105,000 are due to an increase in the structural level of employment, cf. figure 
1.2.  Private employment is projected to increase by approximately 180,000 persons.1  
 
Economic policy is planned within the framework of the Budget Law and in compliance with 
the common EU rules, including the 3 per cent of GDP deficit limit for the actual public deficit 
in the Stability and Growth Pact, cf. figure 1.3. During the crisis fiscal policy has been aimed 
at complying with the EU-recommendation for the period 2011-13, which Denmark received 
in 2010, and subsequently to support growth and employment within the framework of the 
Budget Law. Expansive expenditure policies and  the extraordinarily high level of public in-
vestment has, by itself, helped to support economic activity during the crisis years, cf. figure 
1.4. As economic growth picks up, it will be necessary to gradually reduce fiscal policy stimu-
lus and thereby ensure that fiscal policy is symmetric over the course of the business cycle. 
Fiscal policy is planned in order to ensure that the distance to the deficit limit in the Budget 
Law is gradually increase towards the goal of structural fiscal budget balance in 2020. 
 

 

1 The increase in employment of 190,000 persons from 2013 towards 2020 is measured as the number of persons 
according to the national accounts. Measured as the number of full-time persons this corresponds to 166,000 
persons, of which 159,000 persons are employed in the private sector, cf. National Reform Programme Denmark 2015. 
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Figure 1.3 

Actual and structural budget balance 
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Figure 1.4 

Expenditures on public consumption and invest-
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Note: The horisontal dashed lines in figure 1.3 show the limit of ½ per cent of GDP for the structural 
budget deficit and the limit of the Stability and Growth Pact of 3 per cent of GDP. 

Source: Statistics Denmark and own calculations. 

 
 

1.2 Goals and strategy towards 2020  
 
Fiscal policy is implemented in line with the general goal of sustainability and at least struc-
tural balance in 2020 and that public finances are kept within the limits which follow from the 
Budget Law and EU decisions. As part of the Stability and Growth Pact Member States have 
to determine a national medium term target for public finances, in the form of a target for the 
structural budget balance – the so-called MTO (medium term objective). The MTO of Den-
mark has been determined at a level which ensures that the actual deficit in a normal busi-
ness cycle downturn with a high probability will remain within the limit of 3 per cent of GDP. 
The main fiscal policy goals and instruments are described in more detail in box 1.1. 
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Box 1.1 

Central fiscal policy goals and instruments 

The planning of fiscal policy is done within the overall framework which follows from the Budget Law and the 

2020-plan. The goals and instruments in the fiscal policy planning are as follows: 

 Sustainable public finances operationalized as at least structural public balance in 2020. 

 The annual structural public balance must not exceed a deficit of a ½ per cent of GDP at the time 

of the budget proposal for a given year unless extraordinary circumstances are present, and is to 

be gradually reduced towards 2020 so that at least balance is obtained that year. 

 Expenditure ceilings underpin that the overall targets for fiscal policy are met. The ceilings are 

adopted by Parliament and set legally binding limits for the expenditures in central government, 

municipalities and regions. Each year, in connection with the Government Budget, expenditure 

ceilings for the new fourth year are adopted, so that the expenditure ceilings cover a continuous 

four-year period. Measures towards improved budget management and economic sanctions sup-

ports compliance with the expenditure ceilings.  

 The Danish Economic Council is to continually (annually) assess whether economic policy adheres 

to the target of structural public balance, complies with expenditure ceilings and whether the 

adopted expenditure ceilings are consistent with medium term projections for public finances. 

 
A major condition for the long-term sustainability of public finances is the indexation of the el-
igibility ages for early retirement and retirement that follows from the 2011 retirement reform. 
The reform states that new eligibility ages for early retirement and retirement that result from 
this indexation have to be adopted by Parliament. The first time for this to happen is in 2015, 
with effect from 2027 for the early retirement age and from 2030 for the retirement age, and 
subsequently for every five years.  
 
The adopted reforms provide a basis for expenditures on public consumption, research and 
development to grow on average by DKK 3 bn. annually in 2014-20.  
 
The growth target is to be fulfilled through initiatives in two reform tracks which were laid out 
in Growth Plan DK, and the government is with the already implemented reforms well under-
way towards achieving the growth target, cf. figure 1.5. 
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Figure 1.5 

Progress towards the goals in reform tracks 1 and 2 
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Reform track 1 aims at measures to improve the business environment and thereby enhance 
competitiveness and boost productivity. With the agreements on Growth Plan DK and Growth 
Package 2014 measures contributing DKK11½ bn. to the growth target of DK 20 bn. have 
been taken. This, contributions DKK 8½ bn. remain to be found.  
 
Reform track 2 includes initiatives to continue and extend initiatives to enhance educational 
attainment and to implement continued reforms aimed at increasing structural employment. 
It is the objective that reform track 2 should contribute a further DKK 20 bn. to the total eco-
nomic growth towards 2020. At the current juncture reforms in reform track 2 contributing ap-
proximately DKK 19¼ bn. have been introduced. To reach the goal further contributions of 
DKK ¾ bn. remain.  
 
In addition, Growth Plan DK also set out a third reform track aiming at modernizing the public 
sector.  The reform track aims at ensuring effective use of resources and a continued high 
level of quality in the provisioning of public services. The goal is to free up DKK 12 bn. to-
wards 2020 through continued modernization and improved use of resources in the public 
sector. The planned growth in expenditures towards 2020 is thus only a part of the basis for 
continued quality and development in the public sector. The work on modernization is well-
underway, and the government will continue to adopt new initiatives and implement them in 
the national budgets and the economic agreements with municipalities etc. 
 
Progress towards the reform objectives is continually monitored and the work on reforms will 
continue in the coming years.  
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2.1 The outlook for the Danish economy in 2015 
and 2016  

 
The improvement in the Danish economy is pronounced in the labour market, and in the pri-
vate sector 38,500 more people were employed in the fourth quarter of 2014 than in the sec-
ond quarter of 2013 when the trend reversed. This corresponds to an employment gain of 2 
per cent. The improvement in the labour market strengthens the foundation for an increase in 
private consumption, and there are signs that consumption is on the rise.  
 
The improvement in the labour market reflects that production in large parts of the private 
sector is rising more than the development in GDP shows. For 2014 as a whole GDP grew 1 
per cent, however, the increase was stronger in the private sector (excluding mining and 

2. The Macroeconomic 
Scenario towards 2020  

Nyt kapitel 
 

The recovery of the Danish business cycle has been under way for some time. 
Production is increasing in large parts of the private sector, and private sector 
employment is up by 38,500 persons since the turnaround began in the second 
quarter of 2013. 
 
The foundation for a sustainable recovery is present. The correction of the 
Danish economy has come a long way following the overheating in the mid-00s 
and the global downturn in the world economy. The housing market shows 
progress, and households’ economies have become better balanced, while 
Danish competitiveness has strengthened considerably. A number of reforms 
have been enacted, which allows for improved economic conditions to translate 
into more jobs, without giving rise to pressure in the labour market. 
 
GDP growth is estimated to be 1.6 per cent in 2015 and 2 per cent in 2016 af-
ter growing around 1 per cent in 2014. The medium-term 2020-projection im-
plies that growth may rise about 2¼ per cent on average in the years 2017-20, 
and that the output gap is closed in 2019. In addition, under current policies, to-
tal employment is estimated to rise by around 190,000 persons from 2013 to 
2020.       
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quarrying), where GVA rose by 1.4 per cent, cf. figure 2.1. The increase comes after several 
years of weak economic conditions and there are still considerable idle resources in the 
economy. The output gap is estimated to have been 2¼ per cent of GDP last year.  
 
The recovery of the business cycle is expected to gain momentum this year and the next. 
The decline in oil prices and monetary policy easing lends support to the recovery of the Eu-
ropean and the Danish economy. Against this backdrop, GDP growth is expected to increase, 
from 1.6 per cent this year to 2.0 per cent next year. For 2015 this implies an upward revision 
of the growth forecast of 0.2 per cent compared to the latest assessment in Economic Sur-
vey, December 2014. 
 
The convergence programme takes into account that the extraordinarily large movements in 
oil prices and interest rates that have occurred over the turn of the year and into 2015, both 
affect the public balance directly and also strengthens the basis for growth in private con-
sumption. Furthermore, a new collective bargaining agreement for public sector employees 
has been reached, which holds implications for public consumption. These changes of pre-
conditions has, along with the new national accounts, lead to a number of technical adjust-
ments to the economic stance compared to Economic Survey, December 2014, cf. box 2.1.   
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Box 2.1 

The technically adjusted economic forecast for 2014 to 2016 in the Convergence Programme for 

2015 

Since the forecast in Economic Survey, December 2014, a number of extraordinary developments have 

been seen in oil prices, interest rates, etc., which influence the growth outlook and public finances. On this 

basis, a number of technical adjustments have been incorporated into the cyclical forecast in the Conver-

gence Programme:  

 

- The forecast for the oil price has been adjusted downwards by around USD 25 both this year and next 

year.   

- The forecast for 10 year government bond rates has been adjusted downward by around 1 percentage 

point in both 2015 and 2016.  

- National accounts for 2014 are incorporated in the forecast. Due to a higher level of employment at the 

end of 2014, employment growth has been revised upward by 5,000 persons in 2015.  

- The effect form lower interest rates and oil prices has been included in household disposable real in-

come in both 2015 and 2016. This has led to an upwards revision of private consumption growth by 0.3 

percentage points in 2015 and 0.1 percentage point in 2016. 

- Nominal public consumption has been revised down in 2015 and 2016, partly due to the new public sec-

tor collective bargaining agreement. On this basis, the forecast for real growth in public consumption ex-

penditure has been revised down from 1,5percentage points in 2015 in the December survey to 

1,0percentage point . A more detailed description of the changes in public consumption expenditure is 

found in chapter 3.  

- The overall change in the circumstances of the real economy and the direct effect of lower oil prices and 

interest rates on revenue from the North Sea and from the pension yield tax is incorporated into the 

forecast for public finances. 

 

Overall, these technical adjustments result in an upwards revision of 2015 GDP growth from 1.4 per cent in 

the December survey to 1.6 per cent, while growth in 2016 is unchanged at 2.0 per cent. A new forecast for 

the Danish economy will be prepared for the Economic Survey, May 2015.  

   

 
A significant surplus on the public finances is expected in 2014, primarily as a consequence 
of large one-off earnings from the tax on existing capital pensions and extraordinarily large 
revenue from the pension yield tax. In 2015 public finances are also expected to be affected 
by extraordinary revenue from the pension package from October 2014, and the estimated 
pubic deficit is expected to be around 1.7 per cent of GDP. In 2016, where temporary reve-
nue is expected to cease, the public deficit is expected to be 2.6 per cent of GDP. The deficit 
these years reflects the fact that capacity utilisation in the Danish economy remains below 
normal levels.  
 
Fundamentally, public finances are sound, and fiscal policy is designed within the framework 
of the Budget Law and the Stability and Growth Pact with a target of long-term sustainability, 
which helps to ensure confidence in the Danish economy. This is reflected in Denmark sus-
taining its AAA-rating throughout the financial crisis.  Also, the responsible and stability-
oriented fiscal policy contributes to the credibility of the fixed exchange rate policy, which 
supports continued low interest rates. 
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The prerequisites for growth are present 
The Danish economy is greatly influenced by developments abroad – particularly the euro 
area, which accounts for around a third of Danish exports. Therefore, the outlook for the Dan-
ish economy must be viewed in light the recovery taking place in the euro area. In their most 
recent forecasts, international institutions are expecting for growth in the euro area to contin-
ue at a somewhat higher pace in 2015-16. The recent sharp decline in oil prices and the lat-
est efforts by the ECB, consisting of a bond purchasing programme, will support growth. 
 
The ability of Danish companies to benefit from increasing growth abroad has gradually been 
strengthened. Moderate wage gains and a favourable increase in productivity in recent years 
support the competitiveness of Danish business, cf. figure 2.2. Meanwhile, the competitive-
ness of business is further strengthened by tax and duties cuts along with other initiative, 
which improve business conditions, including as a part of the Growth Plan DK and Growth 
Package 2014.      
 

Figure 2.1 

GDP and private GVA growth excl. mineral re-

sources in Denmark 

 

Figure 2.2 

Relative unit labour costs 

 

 

Note: Figure 2.2 shows the development in the accumulated unit labour costs relative to a weighted aver-
age of the foreign development and adjusted for fluctuation in the exchange rate of the manufac-
turing sector. A fall in the relative unit labour costs reflects that the Danish unit labour costs (ad-
justed for exchange rate fluctuations) increase relative to abroad, thus lowering the wage competi-
tiveness. 

Source: Statistics Denmark and own calculations. 

 
This allows for exports to become a major contributor to growth in 2015-16, cf. figure 2.3. 
Around half of growth in GDP in 2016 is expected to come from exports. Rising exports will 
contribute to further capacity utilisation and employment and hereby contribute to lifting do-
mestic demand. Private domestic demand is also expected to contribute increasingly to 
growth from 2015. 
 
Over the course of 2014 there have been signs of a recovery in consumption, although total 
consumption has been affected by low energy consumption. Overall private consumption 
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rose slightly in 2014. However, ignoring energy consumption, private consumption was up by 
1.1 per cent in 2014, cf. figure 2.4. This is the largest increase since 2007. Looking ahead, 
consumption is expected to grow at least in line with income. This owes to the fact that 
households have been consolidating their economies since 2008, resulting in a decline in 
overall debt relative to disposable incomes of around 30 percentage points.   
 

Figure 2.3 

Contributions to GDP growth 

 

Figure 2.4 

Private consumption 

 

Note: Figure 2.2 is adjusted for the import content of exports and domestic demand. 
Source: Statistics Denmark and own calculations. 

 
At the same time, both prices and turnover in the housing market have gone up, and the 
number of forced sales remains at a very low level. The same positive trend is reflected in 
consumer confidence figures, which have risen and are now at the same elevated level as 
before the financial crisis. Especially families’ assessments of their own financial situation 
have improved recently. The higher level of consumer confidence points towards households 
increasing their consumption. At the same time, a sharp decline in interest rates and energy 
prices over the last six months or so have improved the purchasing power of households, 
which also lays the groundwork for higher private consumption over the coming years. 
 
The progress in the housing market and the increase in house prices are expected to pull up 
residential investments over the coming years, particularly in the construction of new homes. 
Business investments are also expected to increase gradually. In 2014 investments in-
creased from a low base, and this expansion is expected to continue over the coming years 
as growth in demand lifts employment and capacity utilisation. 
 
Growth in the Danish economy has already resulted in an increase in employment of 20,000 
persons through 2014 and 15,000 fewer unemployed through 2014. Going forward growth in 
demand and production is expected to be strong enough to ensure further improvement in 
the labour market, and for employment to rise by 24,000 persons this year and 25,000 per-
sons in 2016, mainly in the private sector. As employment grows, the register-based unem-
ployment is expected to continue to decline, leaving around 123,000 unemployed persons in 
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2.2 Assumptions on the international economy and 
financial conditions 

 
The assumptions on developments in the international economy in 2015 and 2016 have been 
updated with the latest forecasts from the EU Commission and the IMF. Estimates for growth 
abroad are overall in line with the assumptions in Economic Survey, December 2014, thought 
the exact composition differs somewhat. Growth is now expected to be slightly higher in sev-
eral EU countries, whereas the outlook for a number of emerging economies has been 
downgraded. In the years beyond 2016 towards 2020 the assumptions on international 
growth is based on the OECD’s medium-term projection in Economic Outlook 95. 
 
The improvement in the global economy continued in 2014, and growth returned to the euro 
area following two consecutive years of decline. Growth in the euro area was largely driven 
by Germany where both exports and private consumption grew significantly faster than in the 
two previous years. At the same time the recovery gained momentum in the US and in the 
UK. Conversely, growth slowed in a number of emerging markets, particularly Russia and 
Brazil. 
 
Progress is expected to continue in the euro area this year and the next. This is partly at-
tributed to the adjustment in competitiveness, which has taken place in a number of debt-
ridden countries, along with the effect of recent years’ reform effort, a more neutral fiscal poli-
cy stance, and the restoration of confidence in a number of vulnerable euro countries, includ-
ing as a consequence of progress in establishing a banking union and a single European 
banking supervision. Compared to the assessment in Economic Survey, December 2014, 
lower oil prices, monetary easing by the ECB and a weakening of the euro all contribute to 
further supporting growth in the euro area. However, growth still might be dampened by a po-
tential need for further consolidation in both the private and the public sector and by weak in-
vestment growth. The overall picture is, however, one of stronger growth in 2015-16. 
 
Among other major trading partners, the US, Great Britain and Sweden, growth is expected 
to remain elevated, mainly supported by domestic demand. On the contrary, growth is ex-
pected to decelerate in China, albeit from a high level. This is mainly due to a weakening of 
investment growth, and has the potential of spill over effects to surrounding countries. Over-
all, export market growth is expected to be 5¼ per cent in 2015 and almost 6 per cent in 
2016. 
 
Since the summer of 2014 oil prices have fallen considerably. Currently the price of North 
Sea oil (Brent) is at around 55 dollar per barrel, cf. figure 2.5. A main driver behind the de-
cline in prices has been a continuous rise in global oil production. Particularly American pro-
duction of both shale oil and liquid natural gas has risen, which has reduced American de-
mand for imported oil considerably. Meanwhile, there a not yet signs that Saudi Arabia, or the 
OPEC a whole, will reduce oil production in order to curb the decline in prices. Relatively 
weak growth in Japan, China and some other emerging markets economies has contributed 
further to the recent weakening of demand for oil.   
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Figure 2.5 

Oil price 

 

Source: Reuters EcoWin. 
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rel in 2016, cf. table 2.1 and box 2.1.The development in oil prices is surrounded by consid-
erable uncertainty, including as to what extend the recent drop in oil prices is an expression 
of permanently lower oil prices. Alternative scenarios for the evolution of oil prices and the 
implications for the public budget is described in more detail in box 2.2.  
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Box 2.2 

Alternative scenarios for oil prices towards 2020 

In the Economic Survey and in the Convergence Programme oil prices are normally projected based on 

current futures prices for (approximately) the first three months, followed by a gradual adjustment towards 

the International Energy Agency (IEA) forecast for oil prices in 2020.1 The IEA estimate is the traditional 

anchor for long-term prices because they are based on detailed assumptions on long-term supply and de-

mand factors. The IEA take into account, among other things, the expected evolution of investments and 

technology, including how these depend on the expected development in prices. However, in recent 

months there have been sharp fluctuations in oil prices. The data processing behind IEAs most recent 

long-term forecast, published in November 2014, was largely finished before the scope of the oil price de-

cline of the second half of 2014 was known. Hence, it is uncertain whether the IEA has incorporated the full 

effect of the recent large fluctuations in the oil market. Pending a new forecast from the IEA, more con-

servative assumptions for long-term oil prices are applied. 

 

In the Convergence Programme for 2015 the traditional method form the basis, but futures prices are given 

more weight in order to take the significant recent fluctuations into account, cf. figure a. In general, futures 

prices are not viewed as suitable for medium or long-term projections. One reason is that they are highly 

dependent on the current price level, and because there is only very limited turnover in contracts with a 

time horizon of more than approximately one year, cf. figure c and d. In the current situation futures prices 

could, however, complement the long-term assessment from the IEA. This method seeks to incorporate the 

sharp fall in oil prices into the medium-term projection for the Danish economy in the period towards the re-

lease of the IEAs annual long-term forecast in November 2015. This results in a more conservative esti-

mate for North Sea revenue, implying a reduction in revenue in 2020 by around 0,3 per cent of GDP com-

pared to a scenario based on the IEA alone, cf. figure b. A scenario based on futures prices alone would 

lead to a further reduction of revenue by ¼ per cent of GDP. However, as mentioned above, futures prices 

contain only little information on the medium term trend and are only included in order to capture infor-

mation on the recent oil price decline.             
 

Figure a 

Oil price assumptions 

Figure b 

North Sea revenue in 2020, per cent of GDP 
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Box 2.2 (continued) 

Alternative scenarios for oil prices towards 2020 

Figure c 

Developments in futures prices 

 

Figure d 

Volume oil futures contracts, daily average 2014 

  

 
 

1) After 2020 a further linear adaption towards the IEA forecasts for 2030 and 2040, beyond 2040 
nominal oil prices are assumed to rise in line with inflation.  

Source: Reuters EcoWin, IEA, World Energy Outlook, November 2014, and own calculations.

 
Since the end of December 2014, there has been a decline in interest rates in the euro area 
and Denmark. In Denmark, the drop in interest rates has been enhanced by Danmarks Na-
tionalbank’s lowering interest rates in end-January and early February through a series of 
unilateral rate cuts in order to defend the exchange rate peg. This was seen in the wake of 
rising demand for Danish Kroner in the beginning of the year, following the decision by the 
Swiss National Bank to abandon the price ceiling against the euro. Furthermore, the ECB has 
eased monetary policy further by announcing a programme for the purchase of DKK 8,500 
bn. worth of securities in the period up to September 2016. This has influenced short-term in-
terest rates, cf. figure 2.6. In this context, and in combination with falling interest rates in the 
euro area, Danish bond yields have gone down as well, cf. figure 2.7. In the Economic Sur-
vey, December 2014, it was not assumed that monetary policy would be eased to the extent 
that has been seen in the beginning of this year. The yield on 10-year government bonds has 
been revised down by around 1 percentage point compared to the assessment in December 
and is expected to remain very low in 2015-16, cf. table 2.1.       
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Figure 2.6 

Interest rate spreads against the euro area 

Figure 2.7 

Danish mortgage rates 
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Note.: In figure 2.6 ”Deposits” is the spread between Danmarks Nationalbank’s Certificate of deposit rate 
and ECB’s deposit facility rate, “Lendings” is the spread between Danmarks Nationalbank’s lend-
ing rate and ECB’s main refinancing operation rate, while “3 months” is the spread between the 
Cibor- and Euribor rates with three months maturity. 

Source: Reuters EcoWin, Realkredit Danmark, Danmarks Nationalbank and own calculations. 

 
 

Table 2.1 

External assumptions 

 2014 2015 2016 2017 2018 2019 2020 

Annual growth, per cent   

Real GDP, main trading partners1 1.9 2.1 2.3 2.6 2.5 2.5 2.4 

Oil price (Brent), USD per barrel, 2010 prices 99 61 72 81 90 98 106 

Dollar exchange rate, DKK per USD 5.6 6.5 6.6 6.5 6.4 6.3 6.3 

Interest rate 10-year Danish treasury bonds, per 
cent 1.4 0.4 0.5 1.4 2.3 3.1 3.9 

 

1)  Covers the OECD countries and the emerging economies Brazil, Russia, India, China, South  
Africa, Turkey, Indonesia and Mexico. 

Source: Statistics Denmark, OECD and own calculations. 
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2.3 Growth and employment towards 2020 
 
The forecast for 2017-20 is a technical projection, in which a gradual normalisation of the 
business cycle towards 2019 is assumed. The normalisation is closely linked to the recovery 
of the international economy, the euro area in particular. 
 
The economic outlook for 2017-20 involves a gradual recovery of the Danish economy, thus, 
closing the output and employment gap around 2019, cf. figure 2.8 and 2.9. In 2020 an on-
ward it is assumed that growth in GDP and employment will correspond to structural growth 
rates. The assumptions are presented in box 2.3.  
 

Figure 2.8 

Output gap 

Figure 2.9 

Real and structural employment  
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Note: Structural employment is a calculated estimate of the level of employment in a normal cyclical situ-
ation. 

Source: Statistics Denmark and own calculations. 
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Box 2.3 

Assumptions in the medium-term projection towards 2020 

Assumptions about economic policy: 

 The projections follow a principle of caution. This implies that only reforms backed by a majority in 

the parliament are included. 

 The governments education targets are assumed to be gradually met by 2020, see also the National 

Reform Program 2015. 

 Fiscal policy is planned within the framework of the Budget Law, the Stability and Growth Pact and 

the target of structural balance in 2020.  

 Within the framework of the budget law and the government’s target of structural balance in the pub-

lic finances in 2020 along with fiscal sustainability the medium-term projection allows for an average 

real annual in public consumption of 0.6 per cent from 2015 to 2020.  

 

Selected technical assumptions behind the projection: 

 The output and employment gap is gradually closed towards 2019. 

 Hourly productivity growth in the private non-agricultural sector of 1¼ percent (structurally) and for 

the whole economy close to 1¼ percent per year in 2017-20. Potential GVA growth towards 2020 is 

around 2 per cent per year, where reforms that increase labour supply is a main contributor to the 

extra growth. Including the business cycle normalization, GDP growth is around 2¼ per cent on av-

erage annually towards 2020.  

 A higher level of education and fulfilment of the education targets will in isolation contribute to the 

structural productivity growth. However, the contribution will primarily take place after 2020. 

 The structural gross unemployment is estimated at around 3¼ per cent of the labour force towards 

2020. 
 

 
It is assumed that the current recovery period following the global downturn will take some-
what less than a decade. Historically, the recovery from a financial crisis lasts longer. The ad-
justment seen so far holds many similarities to the development seen after the overheating of 
the Danish economy in the mid-1980s. After a preceding period of rising private consumption, 
a rapid rise in credit issuance and a booming housing market, followed a prolonged downturn 
lasting until the beginning of the 1990s, when, among other things, the development in con-
sumption was muted. Following this adjustment period came a period of renewed growth. In 
the period 1993-2000 GDP grew by an annual average rate of 3.3 per cent, owing partly to 
labour market reforms and a considerable decline in unemployment.  
 
The strength of the recovery so far has – just as the recovery of the 1980s – been tempered 
by the evolution in private consumption, among other things. Much of the adjustment now 
seems to have occurred, and over the course of 2014 private consumption began to increase 
again. The adjustment seen since 2008 now implies that private consumption may again 
grow in line with rising income towards 2020. Hence, in the projection towards 2020 it is as-
sumed that private consumption will grow in real terms by 2½ per cent annually from 2016 to 
2020. This must be viewed in light of rising employment, wage growth and increased pension 
payments. In contrast, a normalisation of interest rates will weigh on disposable incomes. 
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Overall, this implies that private consumption as a share of GDP is roughly unchanged, cf. 
figure 2.10. 
 
As the business cycle is normalised, there is a potential for business investments to contrib-
ute further to demand growth. This is supported by the fact that businesses have strength-
ened their financial resilience in recent years. In addition, the scope for investments is sup-
ported by economic policy, including through a gradual reduction of the corporate tax rate. In 
the trajectory towards 2020, it is assumed that gross fixed capital formation will rise from 
around 19¾ per cent of GDP in 2016 to almost 22 per cent of GDP in 2020, cf. figure 2.11. 
This contributes to restore the total investment backlog (including in residential investments) 
that was created in the wake of the crisis. 
 

Figure 2.10 

Private consumption expenditure (share of 

GDP) 

Figure 2.11 

Gross fixed capital formation (share of GDP) 

 

 

Source: Statistics Denmark and own calculations. 

 
Based on the assumptions about international growth and developments in Danish market 
shares, etc., growth in total exports of goods and services is expected to average 4½ per 
cent annually in the years 2016-20. The increase in demand is expected to lead to import 
growth of 5¼ per cent a year. The strong growth in imports relative to exports should be seen 
in light of the expectation of relatively stronger growth in Danish domestic demand than in 
domestic demand abroad. The current account surplus is hereby reduced, but continues to 
post a solid surplus over the entire period. 
 
Given the assumed cyclical normalisation and the already agreed upon reforms, employment 
is expected to rise by 190,000 persons from 2013 to 2020. While demographic trends in iso-
lation are expected to weigh on the work force, labour supply is expected to rise, and struc-
tural employment is estimated to grow by around 105,000 persons. This owes to already 
agreed upon reforms, including the pension reform of 2011 and reforms of taxation, anticipa-
tory pensions and the flexi-jobs scheme, cash benefits and the state education grant system. 
Furthermore, the normalisation of the business cycle is expected to lift employment by 85,000 
persons towards 2020. 
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In relation to the recovery to a normal business cycle stance, it is estimated that gross unem-
ployment will decline to around 3¼ per cent of the labour force. 
 
In total, this leads to a forecast of average annual GDP growth of around 2¼ per cent in the 
period 2017-2020, cf. table 2.2. This growth rate reflects an average growth in production po-
tential (as measured by GVA) of almost 2 per cent over the period. The increase in produc-
tion potential reflects growth in structural hourly productivity, which, in light of the weak 
productivity growth in the 90s and 00s, is estimated at more than 1 per cent. Furthermore, the 
development in structural employment contributes by about ½ per cent annually, mainly due 
to a rise in the structural labour force. In addition, cyclical factors contribute by 0.3 per per-
centage points a year, reflecting the closing of the output gap towards 2019.           
 

Table 2.2  

Contribution to growth in the potential production and in actual GVA (real terms) 

Average annual growth, per 
cent 1991-07 2008-09 2010-13 2014-16 2017-20 

      

Potential production (GVA) 2.0 0.6 0.3 1.0 1.9 

Of this, contributions from       

- Hourly productivity (structural) 1.5 0.9 0.2 0.6 1.2 

- Structural unemployment 0.4 0.2 0.1 0.2 0.0 

- Structural work force 0.1 -0.1 0.1 0.3 0.6 

- Working hours (structural) -0.1 -0.3 -0.1 -0.1 0.0 

Cyclical contribution 0.2 -3.1 0.1 0.6 0.3 

Real GVA 2.1 -2.5 0.4 1.5 2.2 

- Net taxes 0.1 -0.5 0.0 0.0 0.0 

Real GDP 2.2 -2.9 0.4 1.5 2.2 
 

Source: Statistics Denmark and own calculations. 

 
 

2.4 Macroeconomic balances 
 
In recent years, the current account has increased noticeably to around 7 per cent of GDP, 
cf. figure 2.12. The moderation of private domestic demand has contributed to increasing fi-
nancial savings in the private sector noticeably in the wake of the economic and financial cri-
sis, cf. figure 2.13. The level is now significantly above the historical average.  
 
The surplus on the trade balance (both goods and services) should be viewed in light of con-
siderable energy exports due to the extraction of oil and gas in the North Sea and a lasting 
improvement in Danish terms of trade. Furthermore, wage and investment income has con-
tributed greatly to the build-up of the current account surplus. This is partly because Denmark 
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has built a growing net foreign asset position as a result of consistent current account sur-
pluses, and also due to the composition of Danish assets and liabilities contributing signifi-
cantly to the surplus of investment incomes. A large proportion of Denmark’s assets are 
placed in direct investments, which have historically yielded higher returns, while a large 
share of the liabilities are made up by debt, which has yielded very modest returns in recent 
years as a consequence of low interest rates.  
 
As a result of, among other things, increasing investments and consumption, along with a fall-
ing energy production in the North Sea, it is assumed that from 2016 and onward, a gradual 
decline in private savings as a share of GDP will take place, cf. table 2.3. The reduction in the 
private sector savings surplus will be partly offset by a declining public deficit towards bal-
ance in 2020. Throughout the period, the actual government deficit remains below the limit of 
3 per cent of GDP following from the Stability and Growth Pact. 
 
The overall effect of the changes in the public and private sector savings surplus is dominat-
ed by the reduction in the private sector. Hence, the current account surplus is expected to 
decline towards 2020. The decline primarily reflects that the surplus on the trade balance is 
reduced from 5¼ per cent of GDP in 2014 to 3½ per cent of GDP in 2020.           
 

Table 2.3 

Savings, investments, current account and net assets against other countries 

 
1990-
2012 

2013 2014 2015 2016 2017 2018 2019 2020 

Per cent of GDP          

Investment ratio, private 
sector 18.0 15.0 15.7 16.0 17.1 17.3 18.2 18.7 19.3 

Savings ratio, private sec-
tor 21.2 23.2 20.2 24.2 25.9 25.4 24.7 24.3 23.1 

Private financial savings  3.1 8.1 4.4 8.1 8.8 8.1 6.5 5.6 3.7 

General government 
budget balance -0.4 -1.1 1.9 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Current account 2.5 7.1 6.6 6.6 6.4 5.5 4.8 4.5 3.8 

Net assets, ultimo  38.5 43.9 49.4 54.1 57.6 59.8 61.7 63.1 

   

Source: Statistics Denmark and own calculations. 
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Figure 2.12 

Balance of payments  

Figure 2.13 

Net lending  

 

Note: Total net lending equals (except from the normally small net capital transfers abroad) the balance of 
payments on the current account.  

Source: Statistics Denmark and own calculations. 
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Annex 1. Key figures for the Danish economy 2013-
2020 
 

 
 
 

Table 2.a  

Key figures for the Danish economy 2013-2020 

  Medium-term scenario 

    Short-term forecast1)         Recovery Potential 
growth 

 2013 2014 2015 2016  2017-20192) 20203) 

Output gap and real growth rates (per 
cent) 

      

Output gap (per cent of GDP)  -2.8 -2.2 -1.9 -1.4 -0.54) 0.0 

GVA -0.6 1.0 1.5 2.1 2.3 1.8 

GDP -0.5 1.0 1.6 2.0 2.2 1.8 

Demand, real growth, per cent             

Private consumption 0.0 0.3 1.8 1.7 2.4 2.1 

Public consumption -0.5 1.4 1.0 0.1 0.8 0.8 

Gross fixed capital formation 0.9 2.9 2.9 5.1 4.8 5.2 

Change in inventories (per cent of GDP) -0.2 0.3 0.0 0.3 -0.14) 0.0 

Export 0.8 2.9 4.0 4.7 4.7 3.6 

Import 1.5 4.0 4.9 5.3 5.4 4.8 

Labour market and productivity             

Growth in labour force (per cent) 0.0 0.3 0.7 0.6 1.0 0.6 

Growth in employment (per cent) 0.0 0.7 0.9 0.9 1.2 0.6 

Structural gross unemployment  
(per cent of labour force) 3.9 3.5 3.4 3.3  3.34) 3.2 

Registered (net) unemployment  
(per cent of labour force) 5.3 4.7 4.5 4.2 3.54) 3.2 

Hourly productivity, entire economy 0.7 0.9 1.1 1.1 1.1 1.1 

Growth in GVA per employed  -0.6 0.2 0.7 1.2 1.1 1.2 

 

1) The forecast in 2015-16 is based on the technically adjusted economic forecast, cf. box 2.1.  
2) Growth in 2017-19 is including the cyclical normalization. 
3) From 2020 and onwards, GDP growth is expected to follow the historical trend. 
4) Average in the period. 
Source: Statistics Denmark and own calculations. 
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3.1 The budget balance  
 
Denmark’s EU recommendation concerning excessive deficits was lifted in June 2014, since 
it was assessed, that the actual budget deficit had been brought sustainably below the 3 per 
cent of GDP limit, which was the main requirement of the recommendation.  
 
Based on preliminary figures from Statistics Denmark the general government budget surplus 
amounted to almost DKK 24 bn. in 2014 corresponding to 1.3 per cent of GDP, cf. figure 3.1. 
It is the first surplus since 2008, but the surplus is related to significant one-off revenues 
stemming from the restructuring of capital pensions and extraordinarily large revenues from 
the pension yield tax. In 2015, where the actual budget deficit is estimated at 1.7 per cent of 
BNP, public finances are also affected by temporary revenues due to the pension package 
from October 2014, cf. box 3.1. In 2016 where the temporary revenues lapses a deficit of 2.6 
per cent of GDP is estimated. 
 
Thus, for the period 2014-16 the actual budget balance is expected to develop in compliance 
with the requirements given by the Stability and Growth Pact. In these years the expected 

3. Budget balance and 
public debt towards 2020 

Nyt kapitel 
 

Denmark’s EU recommendation concerning excessive deficits was lifted in 
June 2014, and for the coming years the actual budget balance is expected to 
comply with the 3 per cent of GDP limit given by the Stability and Growth Pact. 
 
Even though the Danish economy is improving, there are still idle resources. 
Against this background, fiscal policy is for the moment designed to support 
economic activity as much as possible within the framework given by the Dan-
ish Budget Law and the Stability and Growth Pact. As the economy gains fur-
ther momentum a gradual normalisation of the current expansive fiscal policy 
stance is needed, including an adjustment of public investment levels. 
 
From an estimated deficit of ½ per cent of GDP in 2016 the structural budget 
balance is gradually improving towards 2020, where public revenues and ex-
penditures are balancing. The public EMU debt is estimated at approx. 37 per 
cent of GDP in 2020 and thus keeps a broad safety margin against the 60 per 
cent of GDP limit of the Stability and Growth Pact. 
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budget deficits (excl. temporary revenues) reflect, that the level of capacity utilisation in the 
Danish economy continues to be below normal. In the medium term projection from 2017-
2020 the actual budget balance is improving in line with the assumed economic recovery, cf. 
figure 3.2. 
 

 

Figure 3.1  

Actual budget balance incl. and excl. specific 

temporary revenues in 2013-16 
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Figure 3.2 

Actual budget balance towards 2020 
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Note: In figure 3.1 the budget balance excl. specific temporary revenues is corrected for one-off revenues 
due to restructuring of existing capital pensions, pay out and restructuring of savings in 
Lønmodtagernes Dyrtidsfond (LD), a reallocation in the pension sector from schemes with 
guaranteed yield to schemes based on market return, and advanced ordinary revenues from the 
taxation of capital pensions, cf. box 3.1. 

Source: Statististics Denmark and own calculations.  
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Box 3.1 

Temporary factors affecting public finances in 2013-16 

In 2013-15 the actual budget balance in affected by both temporary revenues from the restructuring of capi-

tal pension to the new old-age savings scheme (DKK 28½ bn. in 2013, DKK 60 bn. in 2014 and estimated at 

DKK 6 bn. in 2015) and advanced ordinary revenues from the capital pension tax (DKK 5¼ bn. in 2013 and 

DKK 2¼ bn. in 2014) since people older than 60 years to a larger degree chooses to receive their capital 

pensions in these years, where the tax payment is lower. The advancement of ordinary revenues in 2013 

and 2014 is assumed to take place uniformly from the period 2015-19. A further temporary effect on the ac-

tual budget balance derives from advanced taxation of LD deposits at almost DKK 9 bn. in 2015. Further-

more, the revenues in 2013 and 2014 are affected by temporary revenues from the pension yield tax of DKK 

2 bn. due to a reallocation in the pension sector from schemes with guaranteed yield to schemes based on 

market return. 

DKK bn. 2013 2014 2015 2016 

Actual budget balance  

Restructuring of capital pensions 28.5 59.9 6  

Advanced ordinary revenues from the capital 
pension tax 5.3 2.3 -1.5 -1.5 

Taxation of LD deposits 8.9  

Reallocation in the pension sector 2 2  
 

The outlook in Economic Survey, December 2014 is the starting point for the budget balance 
estimates in 2015-16. However, technical updates are taken into account, including adjusted 
oil price and interest rate assumptions, as well as new information concerning public financ-
es. 
 
Compared to the December estimates the actual budget balance is improved by approx. DKK 
16 bn. in 2015, but has remained largely unchanged for 2016. The improvement in 2015 
mainly reflects higher expected revenues from the pension yield tax due to lower interest 
rates in 2015, cf. table 3.1. On the other hand North Sea revenues are revised downwards as 
a result of lower oil prices. The North Sea revenues are also lowered for 2016, where reve-
nues from the pension yield tax also are revised downwards. In both 2015 and 2016 public 
consumption expenditures are revised downwards, cf. section 3.3 below. In line with the as-
sessment in December the actual budget balance in 2016 is expected to keep a certain mar-
gin to the 3 per cent of GDP limit.  
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Source: Own calculations. 

 
Due to the transition to new national account principles (ESA2010) introduced in September 
2014 several changes have been made with respect to the general government budget bal-
ance, cf. box 3.2. However, in total the effect on the budget balance is rather limited. Among 
others, the changes imply that there no longer are differences between the budget balance 
based on national account and EDP principles, the latter being used when reporting as part 
of the excessive deficit procedure. 
 

Box 3.2 

Statistics Denmark’s main revision of national accounts: Effect on the budget balance  

Convergence Programme 2015 has been prepared according to the new international guidelines for national 

accounts (ESA2010). The ESA2010-revision implies a number of changes concerning public finances, both 

reflecting new international guidelines and improved data sources and methods. Among other things the revi-

sion includes a change in the delimitation of the general government sector, which the budget balance is 

measured for. Due to the revision the Danish Rail Network (Banedanmark), the Forest and Nature Agency 

(Skov- og Naturstyrelsen), A/S Øresund and Danish Broadcast Corporation (Danmarks Radio) has been inte-

grated into the general government sector, while for instance private schools, boarding schools etc. are 

moved from the general government sector to the so called NPISH-sector, i.e. non-profit institutions serving 

households. In total, the revision has a relatively limited effect on the general government budget balance, cf. 

figure a. 

 

Table 3.1 

Actual budget balance in 2014-16 and changes since December Economic Survey 

 2015 2016 

DKK bn.   

Economic Survey, December 2014 -49.7 -52.7 

+ New estimate for pension yield tax 17.1 -3.1 

+ New estimate for North Sea revenues -5.7 -4.8 

+ New estimate for public consumption1) and investments 2.6 4.1 

+ Other factors 3.3 3.3 

Convergence Programme 2015 -32.4 -53.2 

   

Per cent of GDP   

Economic Survey, December 2014 -2.5 -2.6 

Convergence Programme 2015 -1.6 -2.6 
 

 

1)  Corrected for imputed costs concerning civil servant pensions and consumption of fixed capital 
(depreciations) which are budget balance neutral. 
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Box 3.2 (continued) 

Statistics Denmark’s main revision of national accounts: Effect on the budget balance 

Furthermore the changes imply, that there no longer are differences between the budget balance based on 

national account and EDP principles, the latter being reported as part of the excessive deficit procedure. 

However, already before the revision the historical discrepancies due to the two different principles were ra-

ther limited and amounted to no more than 0.2 per cent of GDP. The previous deviations included a differ-

ent treatment of revenues from the sale of UMTS licenses, the effect on interest flows as a result of SWAP 

arrangements and net interest expenditures related to infrastructure investment. 

 

Figure a 

General government budget balance 

Note: In order to illustrate the isolated effect of the main revision (ESA2010) the budget balance figures 
are based on the relevant numbers at the time of publication by Statistics Denmark, i.e. September 
2014. 

Source: Statistics Denmark. 

 
 

3.2 Structural budget balance  
 
The structural budget balance is a better measure of the underlying development of public fi-
nances than the actual balance, since the structural budget balance is corrected for cyclical 
effects and other temporary factors affecting public finances, including developments in the 
financial markets and oil prices, which can give rise to large fluctuations in the actual budget 
balance.  
 
Thus fiscal policy is primarily planned on the basis of the structural budget balance, which al-
so is the central fiscal target in the Budget Law. The Budget Law’s structural deficit limit of ½ 
per cent of GDP essentially applies when presenting the draft budget bill for a given fiscal 
year. This does not imply that discretionary policy measures can be introduced in the period 
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following the presentation of the draft budget bill in August, if they weaken the structural bal-
ance beyond the deficit limit.  
 

Table 3.2  

Structural budget balance  

Per cent of GDP 2013 2014 2015 2016 2017 2018 2019 2020 

1. Actual balance -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

2. Cyclical adjustment -2.3 -1.9 -1.6 -1.2 -0.9 -0.5 0.0 - 

3. Correction for specific items 1.5 4.0 0.6 -0.9 -1.4 -1.2 -1.0  

    - corporate taxes -0.2 -0.1 0.0 -0.1 0.0 0.0 0.0 - 

    - vehicle registration tax -0.2 -0.1 -0.1 0.0 0.0 0.0 0.0 - 

    - pension yield tax 0.0 1.7 0.8 -0.2 -0.9 -0.9 -0.9 - 

    - net interest payments 0.1 0.0 0.0 0.0 0.0 0.0 0.0 - 

    - North Sea revenues -0.1 -0.3 -0.7 -0.5 -0.3 -0.2 -0.1 - 

    - special budget items 0.0 -0.3 0.1 0.0 0.0 0.0 0.0 - 

    - other factors1) 1.8 3.0 0.6 0.0 -0.1 -0.1 -0.1  

4. Structural balance (1.-2.-3.) -0.3 -0.8 -0.7 -0.5 -0.4 -0.2 -0.1 0.0 

         

Memo item         

Weighted cyclical gap2) -2.9 -2.5 -2.1 -1.6 -1.1 -0.6 0.0 - 
 

1) Includes correction for one-off measures and a conversion of the structural budget balance in per 
cent of actual GDP to per cent of structural GDP.  

2) The applied cyclical gap is a weighted average of the output- and employment gaps (the weights 
are 40 and 60 per cent respectively). 

3) The structural balance in 2014 is roughly corrected for the effects of the preliminary figures for the 
actual balance in 2014 published by Statistics Denmark.  

Source: Statistics Denmark and own calculations. 

 
The structural deficit is estimated at 0.8 per cent of GDP in 2014 and 0.7 per cent of GDP in 
2015, cf. table 3.2. However, in both years fiscal policy was planned within the framework 
given by the Budget Law, and the subsequent weakening reflects changes in estimates and 
assumptions, i.e. is not a result of changes in rules or policy decisions. Since the December 
estimates the structural deficit has been revised upwards by 0.3 per cent of GDP in 2014 and 
0.1 per cent of GDP in 2015. The adjustment in 2014 primarily reflects the impact of prelimi-
nary account figures for the actual balance. Furthermore, the structural basis for North Sea 
revenues and the pension yield tax is weakened, which also affects 2015 and 2016.  
 
Based on technical assumptions concerning fiscal policy the structural budget balance is es-
timated at ½ per cent of GDP in 2016 corresponding to the Budget Law’s deficit limit. Thus 
the deficit is unchanged compared to the assessment in December. This reflects that the 
structural weakening (also affecting 2014 and 2015) among other things is offset by lower es-
timated public consumption expenditures. 
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The technical projection for the years after 2016 involves a gradual improvement of structural 
balance public finances from a deficit of 0.4 per cent of GDP in 2017 towards balance in 
2020. Thus fiscal policy is planned gradually to create a margin vis-à-vis the Budget Law’s 
deficit limit of ½ per cent of GDP towards the structural budget balance target in 2020. The 
projected actual budget balance deficits complies with the Stability and Growth Pact’s 3 per 
cent of GDP limit, but are larger than the structural deficit until the economy is fully recovered. 
The structural deficit limit of ½ per cent of BNP is basically determined such that this level for 
the structural balance ensures that the actual budget balance in a normal recession with high 
probability complies with the 3 per cent of GDP limit. In order to comply with the target of bal-
ance between public expenditures and revenues in 2020 public investment has been reduced 
by approx. 0.1 per cent of GDP in 2020 compared to the previous medium term scenario.  
 
 

3.3 Public expenditures and revenues 
 

Public expenditures 
Total public expenditures as a share of GDP is estimated to decline from approx. 56 per cent 
in 2014 to approx. 54 per cent of GDP in 2016, cf. table 3.3. Towards 2020 a further de-
crease in public expenditures’ share of GDP is projected. The decline should partially be 
seen in light of the cyclical normalisation, which increases GDP and reduces unemployment 
benefits etc. But it also reflects agreed reforms, including the retirement reform, which among 
other things reduces voluntary early retirement expenditures and increases the labour supply 
and GDP.  
 

Table 3.3  

Public expenditures  

Per cent of GDP ESA 2013 2014 2015 2016 2017 2018 2019 2020 

Public expenditures  55.9 56.1 55.4 54.1 53.3 52.2 51.4 50.9 

- Primary expenditures  54.1 54.5 54.0 52.9 52.0 51.0 50.1 49.6 

   - Public consumption P3 26.7 26.8 26.7 26.2 26.0 25.7 25.3 25.2 

   - Public investment   3.7 3.9 3.8 3.6 3.4 3.3 3.2 3.2 

     Of which building and installations etc.  2.6 2.8 2.8 2.6 2.5 2.4 2.3 2.3 

     Of which research and development  1.0 1.0 1.0 1.0 0.9 0.9 0.9 0.9 

   - Income transfers D62 18.1 18.2 18.2 17.9 17.6 17.1 16.6 16.3 

   - Subsidies D3 2.2 2.2 2.1 2.0 1.9 1.8 1.8 1.8 

   - Other primary expenditures  3.4 3.4 3.2 3.2 3.2 3.1 3.1 3.1 

- Interest expenditures D41 1.7 1.6 1.5 1.2 1.2 1.3 1.4 1.3 
 

Source: Statistics Denmark and own calculations. 
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Public consumption 
Public consumption expenditures as a share of GDP is preliminary estimated at approx. 26¾ 
per cent in 2014. Towards 2020 the consumption expenditures’ share of GDP is expected to 
be reduced to approx. 25¼ per cent. This partly reflects the relatively significant increase in 
nominal GDP due to the recovery in the coming years. 
 
Nominal public consumption expenditures have been adjusted downwards by approx. DKK 
3½ bn. in 2015 and approx. DKK 5¼ bn. in 2016 compared to estimates in Economic Survey, 
December 2014. The downward adjustment of nominal public consumption reflects a lower 
estimate of price and wage developments in 2015 compared to the assumptions behind the 
public sector budgets for 2015. In addition the public sector wage estimate for 2016 has been 
lowered compared to what was technically assumed in the December survey. 
 
Compared to the December estimate real growth in public consumption for 2015 has been 
revised downwards from 1.5 per cent to 1.0 per cent. The downward adjustment of real 
growth primarily reflects that the estimated nominal consumption expenditures has been low-
ered (compared to public sector budgets) as part of the preparation of the Convergence Pro-
gramme 2015, while lower price and wage developments in 2015 was partly incorporated in 
the December survey. 
 
Concerning 2016 the technically assumed real growth in public consumption is in line with the 
December estimate of 0.1 per cent. If adjusting for refugee related expenditures etc. in 2015 
the real growth in public consumption in 2016 would amount to approx. 0.6 per cent, cf. box 
3.3. 

Box 3.3 

Real growth in public consumption in 2016 

Towards 2020 an annual real growth in public consumption (and research and development expenditures) 

of approx. DKK 3 bn. on average is assumed corresponding to DKK 20 bn. in total in 2020. However, the 

estimated real growth in public consumption in an individual year can be affected by technical factors. This 

applies to real growth in public consumption in 2016, since the estimate was revised downwards to 0.1 per 

cent in Economic Survey, December 2014.  

The relatively low growth in public consumption from 2015 to 2016 is primarily due to a higher estimate for 

public consumption expenditures in 2015 of approx. DKK 2½ bn. as a result of additional refugee related 

spending.  

The upward revision of estimated real growth in public consumption in 2015 is linked to the expenditure 

neutral reallocation of total foreign aid funds which was a part of the budget bill for 2015. The reallocation 

implied that increased refugee related expenditures, which are included in public consumption, primarily 

were financed through a reduction of foreign aid funds (related to the Ministry of Foreign Affairs), which are 

not part of public consumption. 

This reduces growth in public consumption in 2016, since it is technically assumed, that most of the in-

creased refugee related expenditures basically are temporary and assumed to expire in 2016. This assump-

tion reflects the fact, that the level for refugee related expenditures in 2015 following normal practice is 

budgeted one-year only in connection with the amendments to the budget bill proposal. 

If adjusting for refugee related expenditures etc. in 2015 the real growth in public consumption from 2015 to 

2016 would amount to approx. 0.6 per cent. 
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In the medium term projection an annual real growth in public consumption and research and 
development expenditures of just above DKK 3 bn. on average is assumed for the period 
2015-20, cf. figure 3.3. Thus towards resources for public consumption and research and de-
velopment can increase by DKK 20 bn. in total (2015-prices) compared to the 2014-level.  
 

Figure 3.3  

Real growth in public consumption resources 

and research and development etc. 
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Figure 3.4  

Public investments in buildings and installa-
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Source: Statistics Denmark and own calculations. 

 
Public investment in buildings and installations 
Public investments in buildings and installations as a share of GDP are estimated to decline 
from 2.8 per cent in 2014 to 2.6 per cent in 2016. Thus a high level of public investment is 
maintained being significantly above the historical level for the period 1990-2013, cf. figure 
3.3. 
 
Towards 2020 a continued high level of investment is planned, although a gradual reduction 
is assumed as economic growth picks up. The level of investment is inter alia a result of polit-
ical decision to move forward and increase public investment partly due to Growth Plan DK 
from spring 2013. The high public investment has supported the economy in the crisis years. 
 
Since the previous medium term projection of the Danish economy1 from August 2014 the es-
timated public investment level has been revised. The higher estimate for public investment 
compared to the August 2014 projection is primarily attributable to technical adjustments, in-
cluding the effects of the main revision of national accounts in autumn 2014 carried out by 
Statistics Denmark. Furthermore, the planned and launched light rail projects will be included 

 

1 The previous medium term projection is documented in Opdateret 2020-forløb, august 2014, (only available in 
Danish on www.fm.dk), which among others formed the basis for the expenditure ceilings for 2018. 



Chapter 3 Budget balance and public debt towards 2020 

 

Denmark’s Convergence Programme 2015 · March 2015  38 

as public investment in the national accounts, and there are new estimates and information 
on the level of investment in self-governing educational institutions etc.  
 
Thus the public investment level for 2016 has fully financed been raised by DKK ½ bn. as 
part of Convergence Programme 2015. 
 
On the current basis this implies, that the level of public investment in 2016 is to be adjusted 
by around DKK ½-1 bn. in 2016 as part of the budget bill process for 2016. The projected ad-
justment in 2016 amounts to 1-2 per cent of total public investment in buildings and installa-
tions etc.  
 
Concerning the years 2017 onwards it is currently estimated that public investment is DKK 4-
4½ bn. above the 2017 level stipulated in the Convergence Programme 2015 projection de-
clining to almost DKK 1 bn. in 2019. Thus public investment in buildings and installation is 
expected to be approx. DKK 51½ bn. in 2017 (2015-prices). 
 
Particularly from 2017 onwards the estimated public investment levels are uncertain partly 
due to the opportunities for cost reduction and time lags in construction activity between indi-
vidual years e.g. with respect to major infrastructure projects, the large hospital construction 
projects etc. Based on current estimates of project progress it might be necessary to adjust 
public investment levels when conducting fiscal policy for 2017 onwards. New investments 
towards 2020 have to be financed krone-by-krone. 
 
Income transfers 
Public income transfer expenditures are estimated at just above 18 per cent of GDP in 2014 
and 2015, respectively. Towards 2020 the income transfers’ share of GDP is expected to be 
reduced to approx. 16 per cent. This is partly caused by the expected decrease in unem-
ployment benefits in light of the assumed gradual cyclical improvement and falling voluntary 
early retirement pension (VERP) expenditures due to the retirement reform, since the volun-
tary early retirement age is gradually increased from 60 to 63 years in the period 2014-19.  

 
Other expenditures 
Subsidy expenditures are expected to be reduced from approx. 2¼ per cent of GDP in 2014 
to approx. 2 per cent of GDP in 2016 and further to 1¾ per cent of GDP in 2020. The devel-
opment partly reflects an expected reduction in expenditures for wage subsidies and job rota-
tion etc. Other primary expenditures are estimated at approx. 3¼ per cent of GDP in 2014-16. 
Public interest expenditures are estimated to be reduced from 1½ per cent of GDP in 2014 to 
approx. 1¼ per cent of GDP in 2016. The development partly reflects the low interest rate 
level, which reduces the interest payments connected to raising new debt and the refinancing 
of existing debt. 
 
Composition of public expenditures by function 
The functional distribution of public expenditures shows that social protection by far is the 
largest expenditure for the period 2011-14, cf. table 3.4. The social protection expenditures 
amount to approx. 25 per of GDP and cover among other things the majority of income trans-
fers (state pension, disability pension, unemployment benefit, cash benefits etc.) as well as 
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operating expenditures for day care etc. Expenditures concerning health care and education 
account for approx. 9 and 7 per cent of GDP, respectively, cf. table 3.4. 
 

Table 3.4  

Distribution of public expenditures by function, 2011-2014  

 2011 2012 2013 2014 

Per cent of GDP  

General public services 8.2 9.3 7.8 7.6 

Military defence 1.4 1.4 1.3 1.2 

Public order and safety 1.1 1.0 1.0 1.1 

Economic affairs 3.4 3.7 3.6 3.6 

Environment protection 0.4 0.4 0.4 0.5 

Housing and community amenities 0.3 0.3 0.3 0.3 

Health 8.5 8.8 8.7 8.9 

Recreation, culture and religion 1.8 1.9 1.8 1.9 

Education 6.9 7.1 7.0 7.4 

Social protection 24.9 24.9 25.1 24.9 

Public expenditures in total1) 56.8 58.8 57.1 57.4 

  

Note: The repayment of voluntary early retirement contributions in 2012 is included in expenditures for 
general public services. Numbers for 2011-2013 reflect national account figures, while 2014 is 
based on preliminary national account figures. 

1) Total public expenditures as a share of GDP as presented by Statistics Denmark (table 3.4) differ 
from the statement in table 3.3. This is due to differences in definitions and methods used (in ta-
ble 3.3 imputed depreciation costs and revenues from sales of goods and services are included on 
the expenditure side, which is not the case in the Statistics Denmark’s figures in table 3.4).  

Source: Statistics Denmark and own estimates and calculations.  

 
The medium term projections for the Danish economy do not include a distribution of expend-
itures by function (COFOG). The projection includes estimated developments in real econo-
my sub-components, e.g. public consumption expenditures, income transfers and public in-
vestments, cf. above. 
 
The Government’s targets within the areas of education and research imply that more public 
resources are prioritised to these areas towards 2020. The targets are described in further 
detail in the National Reform Programme, chapter 4. Compliance with the educational targets 
will furthermore reduce labour supply in the short run due to an increased number of students 
which will affect public finances. However, the reform of student grants reduces expenditures 
on education towards 2020 through an increasingly well-functioning and efficient system for 
student grants.  
 
The increasing number of elderly due to the demographic development ceteris paribus im-
plies increasing pressure on expenditure concerning health, elderly care and state pensions 
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etc. towards 2020. As a result of fewer pupils, the expenditure pressure related to elementary 
schools will on the contrary decrease. 
 

Public revenues 
Public revenues are reduced from 57¼ per cent of GDP in 2014 to approx. 51½ per cent of 
GDP in 2016, cf. table 3.7. The development in public revenues’ share of GDP primarily re-
flect a decline in the tax burden due to an expected normalisation of revenues from personal 
income taxes, which are affected by temporary revenues in 2013-15, especially due to the 
restructuring of the capital pension taxation. 
 
Towards 2020 total public revenues are expected to decline further to approx. 51 per cent of 
GDP. This primarily reflects a reduction in personal income taxes’ share of GDP by almost ½ 
per cent of GDP from 2016 to 2020.  
 
Especially in 2013 and 2014 personal income taxes are affected by temporary revenues from 
the restructuring of existing capital pensions to the new old-age savings scheme. The Minis-
try of Taxation has calculated the revenues at DKK 29.2 bn. in 20132. In 2014 the temporary 
revenues are preliminary estimated at approx. DKK 60 bn. Additional temporary revenues 
due to advanced ordinary redemptions of capital pensions are estimated at somewhat above 
DKK 5 bn. in 2013 and DKK 2 bn. in 2014. Thus personal income tax revenues are tempo-
rarily increased by approx. 1.8 per cent of GDP in 2013 and 3.2 per cent of GDP in 2014.  
 
In 2015 the revenues from personal income taxes are also affected by temporary factors. The 
so called pension package from October 2014 implies a prolongation of the tax rebate linked 
to the restructuring of capital pensions and a similar tax rebate connected to pay out and re-
structuring of savings in Lønmodtagernes Dyrtidsfond (LD). In total the pension package is 
estimated to increase personal income tax revenues by approx. DKK 15 bn. in 2015 corre-
sponding to approx. ¾ per cent of GDP. The revenues connected to the tax rebate on sav-
ings in LD are estimated at almost DKK 9 bn., while the revenues due to the prolongation of 
tax rebate linked to the restructuring of capital pensions with considerably uncertainty are es-
timated at DKK 6 bn., cf. box 3.1. 
 

 

2 The historical data bank from Statistics Denmark, which is the basis for the 2013-figures, includes temporary 
revenues of DKK 28½bn. in 2013 from the restructuring of capital pensions, i.e. a little less than the latest fig-
ures from the Ministry of Taxation. 
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Table 3.5  

Public revenues  

Per cent of GDP ESA 2013 2014 2015 2016 2017 2018 2019 2020 

Public revenues  54.8 57.3 53.7 51.5 50.5 50.4 50.3 50.9 

- Taxes and duties (tax burden)  47.8 50.9 47.7 45,7 44.8 44.8 44.7 45.3 

   - Personal income taxes etc.1)  22.5 23.9 21.7 20,9 20.8 20.8 20.7 20.5 

      - of which property value tax  0.7 0.7 0.7 0.7 0.7 0.7 0.6 0.6 

   - Labour market contributions  4.4 4.3 4.5 4.4 4.4 4.4 4.4 4.4 

   - Pension yield tax  1.1 2.8 1.9 0.9 0.2 0.2 0.2 1.0 

   - Corporate taxes  2.7 2.7 2.5 2.4 2.4 2.4 2.5 2.5 

   - VAT  9.6 9.7 9.7 9.7 9.7 9.8 9.8 9.9 

   - Local property tax (land tax etc.)  1.4 1.4 1.4 1.5 1.5 1.5 1.5 1.5 

   - Excise duties2)  5.9 5.7 5.8 5.7 5.5 5.4 5.4 5.4 

   - Social contributions  0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

- Interest income D41 1.3 1.1 0.9 0.7 0.7 0.7 0.8 0.8 

- Other revenues  5.7 5.3 5.1 5.0 5.0 4.9 4.8 4.8 

Memo item    

- North Sea revenues3)  1.1 0.9 0.3 0.4 0.5 0.5 0.6 0.6 
 

1) Personal taxes cover withholding taxes (including property value tax), motor vehicle fees paid by 
households, inheritance tax and other personal taxes. In 2013-15 the revenues from the restructur-
ing of the capital pension schemes are included. 

2) Revenues from excise duties include customs duties etc. to the EU.  
3) North Sea revenues are the sum of tax on hydrocarbon, corporate tax on hydrocarbon manufac-

turing, duty on oil pipeline etc. (until 2013) and dividends from the Nord Sea Fund. North Sea 
revenues are included in corporate taxes, interest revenues and other revenues. 

Source: Statistics Denmark and own calculations. 

 
The revenues from the pensions yield tax amounted to 2¾ per cent of GDP in 2014, which is 
significantly larger than the calculated structural level at just above 1 per cent of GDP. Cur-
rently revenues are estimated at almost 2 per cent of GDP in 2015. Due to interest rate de-
velopments the pension companies’ return on bonds and derivatives was exceptionally high 
in 2014 and is also expected to be relatively high in 2015 in light of the interest rate develop-
ment in the beginning of this year. The return on shares was also rather high in 2014 and is 
expected to be relatively high in 2015 based on stock markets developments so far this year 
and an assumed normal return for the remainder of the year.  
 
A part of the relatively high revenues from the pension yield tax in recent years (except for 
2013) is caused by the fact that interest rates have fallen to historically low levels. As interest 
rates are expected to gradually normalize in the coming years, a period of relatively low reve-
nues from the pension yield tax can be foreseen. In this way, fluctuations in interest rates 
move the tax proceeds between specific years. This may have a relatively large impact on 
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the calculated tax burden and the actual budget balance in individual years, while the conse-
quences for the real economy are of much more limited magnitude. 
 
The revenues from corporate taxes are (with considerable uncertainty) estimated to decrease 
from approx. 2¾ per cent of GDP in 2014 to 2½ per cent of GDP in 2016. The expected de-
cline is mainly due to the reduction of the corporate tax rate as part of Growth Plan DK.  
 
VAT revenues are estimated at approx. 9¾ per cent of GDP in 2014-16. Excise duties pri-
marily include energy and environmental duties, duties on tobacco and spirits etc., and PSO-
revenues3. Hertil kommer blandt andet indtægterne fra registreringsafgiften, motorafgifter, 
tinglysningsafgiften og lønsumsafgiften. The revenues from excise duties are estimated to 
decrease modestly as a share of GDP from approx 5¾ per cent in 2014 to approx. 5½ per 
cent in 2020. The falling trend is primarily a result of the lowering of excise duties due to 
Agreements on Growth Plan DK and the rollback of the supply-security-duty (forsyningssik-
kerhedsafgiften) and the lowering of PSO due to Agreements on Growth Package 2014. The 
local property taxes (land tax etc.) are estimated at approx. 1½ per cent of GDP from 2014 
and onwards. 
 
The interest income is estimated to be reduced from somewhat above 1 per cent of GDP in 
2014 to ¾ per cent of GDP in 2016. The development in public interest revenues (incl. divi-
dends) is partly due to an expected decrease in the Social Pensions Fund’s interest income 
and lower dividends from the North Sea. In addition, declining revenues from the Credit 
Package (Bank Package II) are expected in line with the banks’ ongoing repayment of capital 
provided by the state. 
 
The public revenues from oil and gas activities in the North Sea are (with considerable uncer-
tainty) estimated to decrease gradually from a little below 1 per cent of GDP in 2014 to ap-
prox. 0.3 per cent of GDP in 2016. The development in central government revenues from 
North Sea activities are to a large degree affected by changes in the production and oil prices 
(in DKK).4 The recent significant decline in oil prices (in USD) is the main reason behind the 
expected fall in North Sea revenues, while the strengthening of the USD against DKK pulls in 
the other direction. 
 
 
 
 
 

 

3 PSO is an abbreviation for Public Service Obligation. PSO-revenues partly follow the development in electricity 
prices, since the PSO-tariff is adjusted quarterly to correspond to the PSO-subsidies. This implies that the esti-
mated PSO-revenues are highly uncertain and vary from year to year.   
4 As a rule of thumb, a rise or a fall in the oil price of 10 USD per barrel (corresponding to 55 DKK given the 
average exchange rate in 2014) in itself implies, respectively, an increase or a decrease in central government 
North Sea revenue in the order of DKK 2¾ bn.   
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3.4 Public finances by subsectors 
 
The central government deficit is expected to amount to 1.7 per cent of GDP in 2015 and 2.6 
per cent of GDP in 2016, cf. table 3.6. Towards 2020 the central government deficit is re-
duced in line with the assumed normalisation of cyclical conditions and the effect of reforms. 
In 2020, the central government finances are in balance. 
 

Table 3.6  

Public finances by sub sectors  

Per cent of GDP 2013 2014 2015 2016 2017 2018 2019 2020 

Central government -1.2 1.3 -1.7 -2.6 -2.7 -1.8 -1.1 0.0 

Local gov. (municipalities and regions) 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Social funds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 

Source: Statistics Denmark and own calculations. 

 
The budget balance for local governments (municipalities and regions) is technically as-
sumed to be in balance during the entire projection period. On cash basis local government 
finances basically has to balance, but based on national account principles they may show a 
certain surplus or deficit in individual years. The finances of social funds are also assumed to 
be in balance during the entire projection period. 
 
 

3.5 Public debt 
 
The EMU debt, which is the gross public debt, amounted to approx. 45 per cent of GDP at 
the end of 2014 and is expected to decrease to 40 per cent of GDP in 2015, cf. table 3.7. The 
decline in the EMU debt partly reflects the decision taken on 31 January 2015 to stop the is-
suance of central government bonds until further notice. In addition, a general government 
surplus – ceteris paribus – basically implies a reduction in the EMU debt. However, large fluc-
tuations in the central government’s account at Danmarks Nationalbank and changes in gov-
ernment funds’ holdings of government bonds may result in an increasing EMU debt in spite 
of a budget balance surplus. This is due to the fact that the central government's account at 
Danmarks Nationalbank is not offset in the calculation of EMU debt, while the funds' holdings 
of government bonds are. Thus, in 2014 the nominal EMU debt (i.e. debt in DKK) increased 
in spite of an estimated budget surplus in the same year. The reverse is true in 2015 where 
the EMU debt is expected to decline despite an expected budget deficit.  

 
Towards 2020 the EMU debt ratio is expected to decrease to 37 per cent of GDP due to the 
nominal developments in GDP. Thus the EMU debt is keeping a broad safety margin to the 
requirement of the Stability and Growth Pact, which entails an EMU debt ratio limit of 60 per 
cent of GDP. 
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Table 3.7  

Gross debt (EMU debt) and net public debt  

Per cent of GDP 2013 2014 2015 2016 2017 2018 2019 2020 13-20 

EMU debt (end of year level) 45.1 45.3 39.8 39.4 39.0 38.3 37.0 36.7  

Change in EMU debt ratio 0.2 -5.5 -0.4 0.4 -0.7 -1.3 -0.2 -8.4 

Contribution to change in EMU debt ratio:   

- Primary budget balance -2.5 1.1 2.0 2.2 1.3 0.5 -0.5 4.2 

- Net interest payments 0.6 0.6 0.6 0.5 0.5 0.6 0.5 3.9 

- Nominal GDP-growth -0.7 -1.0 -1.4 -1.5 -1.8 -1.7 -1.5 -9.4 

- Financial contributions etc.1) 2.8 -6.2 -1.6 -1.6 -0.8 -0.7 1.3 -7.0 

   

Net public debt2) 2.7 4.0 2.4 4.9 7.0 8.1 8.5 7.9 - 

Net debt central and local governments2) 2.7 4.0 2.4 4.9 7.0 8.1 8.5 7.9 - 
 

Note: The sum of the contributions to change in EMU debt ratio does not necessary precisely reflect the 
overall change in EMU debt ratio due to rounding.   

1) Financial contributions etc. reflect e.g. the Social Pension Fund’s stock of government bonds 
which is deducted in the EMU debt. To this is added the effect on the EMU-debt of the restruc-
turing of government assets and liabilities (privatisation etc.), payment changes in the tax area, issu-
ance price losses, relending to state guaranteed entities etc. The declining EMU debt in 2015 partly 
reflects the decision taken on 31 January 2015 to stop the issuance of central government bonds 
until further notice.     

2) The period 2014-2020 is technically projected based on the development of the general govern-
ment budget balance etc. and the development of the budget balance of central and local govern-
ments. 

Source: ADAM, Statistics Denmark and own calculations. 

 
Net public debt – which in contrast to the gross EMU debt includes the public sector’s finan-
cial assets – amounted to approx. 4 per cent of GDP at the end of 2014. The net public debt 
is expected to increase to approx. 5 per cent of BNP by the end of 2016 as a consequence of 
the estimated budget balance deficits in 2015 and 2016, and to increase further to approx. 8 
per cent of GDP in 2020. 
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4.1 Sensitivity analyses 
 
The Danish Economy is very sensitive to foreign developments. Higher growth in the interna-
tional economy will in itself increase exports, but may also influence the expectations of busi-
nesses and consumers and lead to higher growth in private investment and consumption. 
Currently, the outlook is affected by the uncertainty surrounding the developments in oil pric-
es and interest rates, also including the strength of the impact on inter alia private consump-
tion. Below several scenarios are presented which illustrate the sensitivity of the Danish 
economy to altered assumptions regarding growth in the international economy, oil prices 
and other factors, in view of the requirements laid out by the Code of Conduct for the Stability 
and Convergence Programmes of EU-member states. The sensitivity is illustrated comparing 
the projections in the convergence programme (CP15) with projections based on the external 

4. Sensitivity Analysis and 
Comparison with CP14 

Nyt kapitel 
 

The drop in oil prices and monetary policy easing is helping to support the re-
covery of the European economy and the Danish economy. Consequently, the 
balance of risks has become more neutral than before, and the likelihood for a 
rise in growth and employment has improved. 
 
The risks concerning the growth prospects in Denmark especially concern the 
developments in the euro area. A speedier recovery of the European economy, 
where e.g. lower interest rates and oil prices feed through faster to both do-
mestic demand in Denmark and demand from the rest of the world, will lead to 
higher growth and employment in the coming years. Conversely, the possibility 
for a slower recovery of the European economy than projected in this conver-
gence program remains, which would weaken employment and public finances. 
 
The assumptions in this convergence program concerning the international 
economy and financial conditions are quite close to the external assumptions 
from the European Commission. If the assumptions of the European Commis-
sion are used in the growth forecast, the forecast for growth in Denmark is 
about the same, whereas public finances are slightly weaker in such a scenar-
io. Public finances would continue to remain within the limits of the Budget Law 
and the rules of the Stability and Growth Pact.  
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assumptions of the European Commission for 2015 and 2016 as well as projections based on 
respectively a more positive and negative scenario. 
 

4.1.1 Scenario with the external assumptions of the European Com-
mission 

As an alternate scenario to the assumptions of CP15 a projection has been made based on 
the European Commissions’ external assumptions from the Winter Forecast from February 
2015, cf. table 4.1. The assumptions regarding export market growth are fully in line with the 
European Commission Forecast. With respect to oil prices, the assumptions of the European 
Commission are somewhat lower than CP15.  Concerning interest rates, the two sets of as-
sumptions are close, although the European Commission projects slightly higher long-term 
interest rates than used in CP15. 
 
The alternative scenario based on the external assumptions of the European Commission 
leads to approximately similar projection for GDP growth in 2015 and 2016 than CP15, cf. ta-
ble. 4.2. The lower price oil in the European Commission forecast leads to lower revenues 
from the activities in the North Sea – which to a high degree are influenced by changes to 
production and oil-prices. Furthermore, somewhat higher interest rates results in lower reve-
nues from the taxation on the returns to pension funds. Overall, the government budget bal-
ance would be weakened by around 0.2 per cent of GDP.  
 
 

Table 4.1 

External assumptions 

 2014 2015 2016 

  CP15 EU CP15 EU 

Export-market growth1) 4.6 5.2 5.2 5.9 5.9 

Price of crude oil, USD per barrel 99.0 60.7 53.0 72.2 61.5 

Short-term interest rate, percentage points2) 0.0 0.0 0.0 0.0 0.1 

Long-term interest rate, percentagepoints2) 1.2 0.4 0.5 0.5 0.7 
 

Note: 1) Export-market growth for industrial goods, percentage real growth. 2) The table refers to Euro-
pean interest rates. The level of the corresponding Danish interest rates has been altered, so that 
the spread in interest rates vis-à-vis the euro area is unchanged relative to the assumptions in the 
Convergence Program. 

Source: Economic Survey, December 2014 and the European Commission European Economic Forecast, Win-
ter 2015. 
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Table 4.2  

Alternative scenarios 

 2014 2015 2016 

Convergence Programme 2015  

GDP growth 1.0 1.6 2.0 

Unemployment, per cent of the workforce 4.7 4.5 4.2 

Public balance, per cent of GDP 1.3 -1.6 -2.6 

Gross debt (EMU definition), per cent of GDP 45.3 39.0 38.5 

  

Alternative scenario based on the external assumptions of the European Commission 

GDP growth 1.0 1.6 2.1 

Unemployment, per cent of the workforce 4.7 4.5 4.2 

Public balance, per cent of GDP 1.3 -1.8 -2.8 

Gross debt (EMU definition), per cent of GDP 45.3 39.1 38.7 

  

Note: The table shows the effect on registered gross unemployment. 
Source: Own calculations in ADAM. 

 
 

4.1.2 A positive and negative scenario for the outlook 
The assumed gradual improvement in the Danish economy in CP15 should be viewed in light 
of the fact that the Euro area economy is growing again, and that external demand should in-
crease going forward. At the same time, lower oil prices and lower interest rates increases 
the purchasing power of households and reduces the costs for business including investment 
costs.  
 
The Danish economy is very sensitive to foreign developments, especially that of the euro 
area. External growth may be stronger than assumed. This could e.g. be the result of a larg-
er-than-expected pass-through of lower oil prices and the new monetary policy initiatives of 
the ECB, which leads to more a positive development in the markets for Danish exports and 
for business investment and private consumption. Conversely, the strength of the European 
recovery may prove weaker than expected, e.g. due to lower pass-through of lower oil prices 
and quantitative easing from the ECB, which would be a set-back to the Danish economy. 
Furthermore, in that situation the confidence of consumers and businesses would be weak-
ened and growth in domestic demand lowered. The sensitivity to the altered assumptions is 
illustrated by comparing the main scenario in CP15 with two alternative scenarios. 
 

 A positive scenario, where external developments increase Danish export-market 
growth by 1 percentage points in 2015 and 2016 compared with CP15. At the same 
time, Danish private investment increases by 2 percentage points in both years in 
order to accommodate an expected increase in demand. This corresponds to a 
slightly faster recovery in the investment rate towards historical levels than seen 
during previous business cycle recoveries. 
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 A negative scenario, where export-market growth is assumed to be 1 percentage 
points lower in 2015 and 2016, e.g. due to a weaker pass-through from lower oil 
prices and quantitative easing of the ECB, which also weakens growth in domestic 
demand due to weaker confidence. Growth in Danish private consumption is as-
sumed to be ½ percentage points lower in both years and business investment low-
er by 1 percentage points in both years, corresponding to a slower recovery in the 
consumption and investment rate towards historical levels. 

 
In the positive scenario, higher external growth and increased investment increases Danish 
GDP growth by 0.3 percentage points in both 2015 and 2016. Total growth over the two-year 
period would be 4¼ per cent, which would be the fastest pace of growth since 2006-2007. At 
the same time, unemployment will be lower and experience sharper falls during both years. 
The public balance improves due to higher revenues and lower expenditures because of 
higher activity. In the negative scenario, GDP-growth in Denmark would decrease by about 
0.3 percentage points in both 2015 and 2016. At the same time, unemployment will be higher 
and the public balance deteriorates, cf. table 4.3. In this situation Denmark would continue to 
implement fiscal policy in accordance with the requirements of the Budget Law and the Sta-
bility and Growth Pact. 
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Table 4.3 

Alternative scenarios 

 2014 2015 2016 

Convergence Programme 2015  

GDP growth 1.0 1..6 2.0 

Unemployment, per cent of workforce 4.7 4.5 4.2 

Public balance, per cent of GDP 1.3 -1.6 -2.6 

Gross debt (EMU definition), per cent of GDP 45.3 39.0 38.5 

  

Positive scenario 

GDP growth 1.0 1.9 2.4 

Unemployment, per cent of workforce 4.7 4.3 3.9 

Public balance, per cent of GDP 1.3 -1.5 -2.3 

Gross debt (EMU definition), per cent of GDP 45.3 38.7 37.9 

  

Negative scenario  

GDP growth 1.0 1.2 1.6 

Unemployment, per cent of workforce 4.7 4.6 4.6 

Public balance, per cent of GDP 1.3 -1.8 -3.1 

Gross debt (EMU definition), per cent of GDP 45.3 39.4 39.4 

  

Note: The table shows the effect on registered gross unemployment. 
Source: Calculations in ADAM. 

 
 

4.2 Comparison with Convergence Programme 2014 
 
The growth outlook for 2015 and 2016 is roughly the same as expected in CP14, but the 
pace of growth is slightly weaker. Growth is projected to be around 1.6 per cent in 2015 2 per 
cent in 2016, which is around 0.3 per cent lower in 2015 and marginally lower in 2016 com-
pared with CP14.  
 
Public finances were in surplus in 2014, compared with a projected deficit of around 1½ per 
cent in CP14. This should be seen in light of the fact, that the temporary revenues stemming 
from the taxation of conversion of Capital Pensions were higher than projected in 2014 com-
bined with extraordinarily large revenues from the taxation on the returns to pension funds. 
The projection is also for a lower deficit in 2015, due to higher revenues from the taxation on 
the returns to pension funds due to lower interest rates and the Pension Package, which pro-
longs the option to convert capital pension schemes to 2015 and permits people above 60 
years to recieve their funds in LD (Lønmodtagernes Dyrtidsfond) reimbursed with a tax re-
bate. In 2016 the temporary revenues from Pension Package and the conversion of capital 
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pensions will cease, and as in CP14 the public deficit is projected to be close to, but below, 3 
per cent of GDP. 
 
All political agreements since CP14 was prepared have been adopted within the same 
framework for public finances as in CP14, cf. also section 5.2. Consequently, it does not lead 
to changes in the medium-term projections towards 2020. In both CP14 and CP15 there is 
balance on the public balance in 2020, cf. table 4.4. 
 
The change in estimated gross debt (EMU-definition) compared to CP14 mainly reflects the 
decision to cease issuing government bonds for the time being, and that the projected public 
balance in 2014 and 2015 is significantly improved in CP15 compared with CP14, cf. chapter 
3. In 2020 the debt is estimated to be around 37 per cent of GDP with a good margin to the 
60 per cent limit in the Stability and Growth Pact. 
 
Furthermore, following CP14 Statistics Denmark has published a main revision to the Nation-
al Accounts, which reflects new international standards (ESA2010) and improved data-
sources and methodology. First and foremost the main revision implies a higher level of nom-
inal GDP, whereas real growth is broadly unchanged, cf. Economic Survey, December 2014. 
The effects on the public balance and EMU-debt in per cent of GDP is similarly limited. The 
new set of national accounts following the main revision does not lead to significant changes 
in the assessments of the economic situation in Denmark, and among other things the as-
sessment of the size of the output gap has only been adjusted marginally in view of new in-
formation and a number of model specific technical adjustments. The output gap is now pro-
jected to be marginally smaller than in Cp14 despite weaker growth in 2014-15, which inter 
alia reflects a somewhat higher employment than projected in CP14. 
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Table 4.4 

Changes compared to Convergence Programme 2014 

  2013 2014 2015 2016 2017 2018 2019 2020 

 Annual percentage change 

Real GDP-growth    

CP14 0.4 1.6 1.9 2.1 2.2 2.4 2.5 1.7 

CP15 -0.5 1.0 1.6 2.0 1.9 2.4 2.4 1.8 

Change -0.9 -0.6 -0.3 -0.1 -0.3 0.0 -0.1 0.1 

  Per cent of GDP 

Outputgap  
(per cent of GVA)    

CP14 -2.9 -2.4 -2.0 -1.6 -1.0 -0.5 0.0 0.0 

CP15 -2.8 -2.2 -1.9 -1.4 -1.0 -0.5 0.0 0.0 

Change 0.1 0.2 0.1 0.1 0.0 0.0 0.0 0.0 

     

Public balance1)    

CP14 -0.9 -1.4 -3.0 -2.3 -1.6 -1.0 -0.6 0.1 

CP15 -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Change -0.1 2.7 1.3 -0.4 -1.1 -0.9 -0.5 -0.1 

     

Public EMU-debt    

CP14 44.5 43.2 44.3 43.8 43.0 41.5 39.4 38.8 

CP15 45.1 45.3 39.0 38.5 39.0 38.3 37.0 36.7 

Change 0.6 2.1 -5.3 -5.3 -4.0 -3.2 -2.4 -2.1 
 

1) Including temporary revenues of from the conversion of Capital Pensions in 2013 and 2014. 
Note.: The fall in Gross Public Debt in 2015 to a large extent reflects that the Government financing is 

done by drawing on the balance of the Government with Danmarks Nationalbank. 
Source: Own calculations. 
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5.1 The development after 2020  
 
The medium-term projection in the Convergence Programme reflects a scenario that incorpo-
rates adopted policy and a gradual cyclical normalisation towards 2020. For the years after 
2020 the projection is based on technical principles, including demographics and the gradual 
depletion of the Danish oil and gas resources in the North Sea, cf. Box 5.1. 
 
The economic policy towards 2020 is planned on the basis of long-term sustainability. Thus, 
planned economic policy could be maintained within a sustainable framework in the years af-
ter 2020, including an unchanged tax burden and unchanged public expenditure such that 
expenditures per person (at a given age) grow in line with wages (corrected for healthy age-
ing).  
 

5. Long Term Projection 
and Fiscal Sustainability  

Nyt kapitel 
 

Economic policy is planned on the basis of long-term sustainability. Towards 
2020, fiscal policy is planned such that it complies with central medium-term 
fiscal objectives, including at least structurally balanced public finances. In a 
technical projection for the development thereafter, economic policy could be 
maintained within a sustainable framework.  
 
Despite fiscal sustainability, in a period after 2030 the structural deficit is pro-
jected to exceed ½ per cent of GDP and gradually grow to 1½ per cent of GDP 
by around 2045. In the following years, public finances improve again under the 
given assumptions. The deterioration of the government balance until 2045 is 
partly due to the longer average retirement period for those who are retired 
from 2013 until mid-century than both earlier and later generations. 
 
The long-term projection is not indicative of planned policy, since the current 
medium-term planning period only goes to 2020. Economic policy will in future 
medium-term plans be designed to be in compliance with the Budget Law in 
the planning period. 
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The projection includes a gradual increase in the retirement age in line with developments in 
life expectancy as stipulated in the Welfare Agreement from 2006 and the Retirement Reform 
Agreement from 2011.  
 

Box 5.1 

Principles for the projection after 2020 

The principles used for projecting after 2020 generally reflect an extrapolation of the structures of the econo-
my as they appear in 2020, with the addition of agreed initiatives that have an effect also after 2020. 

 

 Nominal public consumption expenditures are projected based on an assumption that expenditures 

per user grow in line with wages while the number of users of public services evolves in line with the 

calculated impact of changing demographics. Public sector wages grow in line with private wages, 

and public net purchases of goods and services from the private sector make up a constant share of 

public consumption expenditures. 

 

 Social benefits (income transfers) are assumed to rise in line with private sector wages so that re-

placement rates overall remain constant (e.g., in case of job loss or retirement). 

 

 From the outset, labour participation rates, and the propensities at which various social benefits are 

received, are assumed to be constant across age, gender and origin. The ratios are adjusted, how-

ever, for the expected effects of the education targets as well as adopted reforms in particular in rela-

tion to retirement. 

 

 The long-term projection of public investment is derived from the principle that the ratio between the 

gross public capital stock and public production of goods and services as a rule is constant after 

2020. 

 

 Public subsidies and net foreign transfers are constant relative to GDP. 
 

 With the exception of adopted tax policy, the tax burden is projected to be unchanged after 2020, so 

tax rates in per cent remain constant, while excise duties etc. set in nominal terms are technically as-

sumed to increase in line with price developments. Property taxes are assumed to follow the value of 

the total housing stock, corresponding to a roughly unchanged share of GDP from 2020. 

 

 The revenues from taxation of North Sea activities are based on The Danish Energy Authority’s long-

term projection of oil and gas production. Long-term oil price assumptions are described in Chapter 

2.  

 

 A gradual improvement in energy efficiency is assumed for both consumption and production. This 

should be seen in light of ongoing improvements in energy efficiency as well as the 2012 energy 

agreement. 

 

 A gradual normalization of interest rates is assumed. The 10-year yield on government bonds is thus 

assumed to increase to 3.9 per cent in 2020 and increase further to 4.5 per cent in 2025 and remain 

unchanged thereafter. 
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In the long-term projection, the structural deficits remain within the budget law limit of ½ per 
cent of GDP towards 2030. In the subsequent period, given unchanged economic policy the 
structural deficits are projected to gradually to increase to around 1½ per cent of GDP in 
2045 and then decrease again - the so-called hammock-challenge, cf. Figure 5.1. The current 
fiscal planning period only goes up to 2020, and projected deficits do not reflect planned poli-
cy or expected deficits in excess of the limit in the budget law. Economic policy in future me-
dium-term plans will be planned to be in compliance with the Budget Law in the planning pe-
riod. 
 

Figure 5.1 

Structural balance  
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Figure 5.2 

Public EMU debt 
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Source:  Statistics Denmarks and own calculations. 

 
The hammock challenge reflects, among other things, a longer average retirement period for 
those who retire from 2013 and towards the middle of the century, as compared to both earli-
er and later generations. With the Welfare Agreement from 2006, it was decided that increas-
ing longevity for 60-year-olds should be reflected in more years of work, and the retirement 
age will therefore be regulated in line with life expectancy. The principle has been retained in 
Retirement Reform Agreement from 2011. The agreement implies that the early retirement 
age is raised by six months in each of the years 2014-19 and again in 2022 and 2023, so the 
early retirement age is 64 years in 2023, and that the retirement age is raised by six months 
in each of the years 2019-22, so the retirement age is 67 years in 2022. From 2027 and 
2030, respectively, age thresholds for early retirement and retirement are increased accord-
ing to life expectancy for 60-year-olds (the socalled indexation) such that the expected re-
tirement period gradually is reduced to 14½ years, cf. Box 5.2. As a result of the sharp rise in 
life expectancy after 1995, the alignment of retirement period by regulating the age thresh-
olds for early retirement and retirement will only be fully phased in the long term. 
 
The regulation of the age thresholds implies that those who retire today and in the coming 
years can expect more retirement years than previous generations as well as future genera-
tions, who first retire after the middle of this century. As a result, a gradually increasing pres-
sure on public finances will arise, as the number of retirees increases in proportion to the 
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number of employees. Until the indexation is fully implemented, public debt will be incurred, 
which leads to an increase in interest expenses as a share of GDP. This increase implies a 
corresponding deterioration of the structural balance in the long-term projection. 
 
The structural balance is also deteriorated by declining oil and gas production and hence 
government revenue from the North Sea. Over time, an increase in revenue from net pension 
payments will pull in the opposite direction and thus help to stabilize the general government 
balance. 
 
Towards 2025, the public EMU debt is projected to decrease to a level around 35 per cent of 
GDP. Hereafter, the EMU debt is expected to increase again while it falls again in the very 
long term where public surpluses are projected. The EMU debt maintains a safety margin to 
the limit in the Stability and Growth Pact of 60 per cent of GDP throughout the projection pe-
riod. 
 

Box 5.2 

Significance of life expectancy indexation for fiscal sustainability 

The Retirement Reform Agreement and the indexation of retirement ages imply that the expected number of 

retirement years is gradually brought back to a level of around 14½ years. The purpose of the indexation is to 

ensure that better health and longer life expectancy lead to more years on the labour market and thus reduce 

the pressure on public finances, which would occur if increasing life expectancy only led to a longer retirement 

period.  

 

According to the agreement new early retirement and old age retirement ages as a result of indexation are to 

be decided by parliament. The first time this decision is to be made is in in 2015 with effect for the early re-

tirement age in 2027 and old age retirement age in 2030 and then again every five years. The age threshold 

can only be raised by one year each time.  

 

The indexation mechanism contributes to strengthening fiscal sustainability by about 3 per cent of GDP, cor-

responding to just over DKK 60 billion compared to a situation where the early retirement age and retirement 

age only are raised to respectively 64 and 67 years. The structural balance on this basis will be improved by 1 

percentage point in 2035 compared to a scenario without indexation of the age thresholds. The indexation 

mechanism thus provides a decisive contribution to the sustainability of public finances. 

 
 

 
 

5.2 Fiscal sustainability 
 
The key medium-term fiscal objectives are that public finances must be at least structurally 
balanced in 2020, that the sustainability indicator (HBI) must always be positive, and that 
public debt must keep a safe distance to the limit of 60 per cent of GDP in the Stability and 
Growth Pact. 
 
 
 
 



Chapter 5 Long Term Projection and Fiscal Sustainability 

 

Denmark’s Convergence Programme 2015 · March 2015 59 59 

The estimate for the structural balance in 2020 and for the sustainability indicator (HBI) - 
which amounted to respectively 0.05 per cent of GDP and 0.0 per cent of GDP in CP14 - was 
updated in the Updated 2020 medium-term projection in August 2014. This led to a slightly 
weakening of the structural balance in 2020 and a strengthening of sustainability correspond-
ing to 0.2 per cent of GDP, cf. Table 5.1. 
 
Since the medium-term projection of August 2014, the structural balance in 2020 and the 
sustainability indicator has in particular been affected by changed assumptions regarding oil 
prices and interest rates which have opposite effects on the structural balance in 2020. The 
implications of changed interest rate assumptions are outlined in Box 5.3. The assumptions 
on oil prices are described in Chapter 2. 
 
In addition to lower expected government revenues from the North Sea production, the struc-
tural balance in 2020 is weakened as a consequence of higher one-off revenues stemming 
from the restructuring of capital pensions than previously estimated. Correspondingly, reve-
nues will be lover in 2020. Opposite, fewer early retirees and updated information concerning 
the employee's working hours over age groups imply a better balance in 2020 and is improv-
ing the long-term sustainability. 
 
In total, the updated assumptions imply a small weakening of the balance in 2020 (approxi-
mately 0.1 per cent of GDP). Against this background, the level of public investments in 2020 
under the precautionary principle is adjusted downwards by approximately 0.1 per cent of 
GDP to ensure structural balance in 2020. 
 
The structural balance is with the updated assumptions calculated to be 0.0 per cent of GDP 
in 2020, while the sustainability indicator has improved by 0.2 per cent of GDP compared to 
the CP14. The development in public finances is therefore sustainable. 
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Table 5.1 

Changes to the sustainability indicator from CP14 to CP15 

Structural balance
 in 2020

Sustainability  
indicator 

Per cent of GDP Per cent of GDP 

Convergence Programme 2014 0.05 0.0 

Adjustments to the demographic projections, education 
behavior, oil and gas production, etc., August 2014 

-0.05 +0.2 

Updated 2020 projection, August 2014 0.0 0.2 

Lower oil prices and North Sea revenues -0.25 -0.1 

Changed interest rate assumptions +0.2 -0.1 

Revenues from capital pensions brought forward to 2014 -0.1 0.0 

Updated information concerning the employee's working 
hours over age groups 

0.0 +0.1 

Fewer registered for early retirement 0.0 +0.05 

Other  +0.05 +0.05 

Adjustment of the level of public investments +0.1 0.0 

Convergence Programme 2015 0.0 0.2 
 

Source: CP14, Updated 2020 projection, August 2014 and own calculations.

 
Despite a positive sustainability indicator, there will be a period of increasing pressure on 
public finances from 2020 to 2040 and hereafter an improvement given the projection as-
sumptions. The recovery of the general government balance in the projection after 2040 is 
based among other things on the premise that the Danish parliament every five years in the 
rest of the century increases the retirement age in line with agreed upon indexation mecha-
nism, and that this has the intended effects on labour supply and employment. 
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Box 5.3  

The significance of changes in interest rate assumptions 

The recent decline in interest rates in recent years has continued and rates have fallen to a lower level than 

previously assumed. In the medium-term projection in CP14, a normalization of the 10 year government bond 

interest rate was assumed to reach a level of 4.75 per cent in 2020 and beyond. In CP15 a lower long-term in-

terest at 4.5 per cent is assumed, and the adjustment to level is assumed to be more gradual. The 10-year 

yield on government bonds is assumed to rise to 3.9 per cent in 2020 and further to 4.5 per cent in 2025 and 

unchanged hereafter. 

 

The interest rate level of 4.5 per cent in the long term corresponds to the average for the 10-year government 

bonds in the period 1995-2013 (4.4 per cent.) and implies a long-term excess real interest rate of 1¼ per cent 

compared to a nominal GDP growth of 3.2 per cent. This is in line with the average excess real interest rate in 

Denmark over the long period from 1950 amounting to 1-1¼ per cent. 

 

Changes in interest rates affect public finances partly through public interest payments and revenues, partly 

through positive and negative capital income of households (interest deductions etc.), partly through taxation 

on pension etc. 

 

Overall, the changes in interest assumptions imply that the government balance in 2020 will be improved by 

about 0.2 per cent of GDP. The positive effect is primarily due to the impact of lower public interest payments 

and smaller negative net capital income in households (lower interest deductions etc.) exceed the impact of 

lower tax revenues from the return on interest-bearing pension assets (including as a result of the fact that the 

pension yield tax of 15.3 per cent of interest income from bonds in pension portfolio is approximately half of 

the tax value of the same interest expense for the households that have issued debt). 

 

The sustainability indicator is reduced slightly by 0.1 per cent of GDP when both interest rates and the as-

sumed return on pension assets over the long term are reduced in parallel. When the impact on the sustaina-

bility indicator is slightly negative, in contrast to the effect on the structural balance in 2020, this is, among 

other things, due to the fact that the lower rate of return on pension assets in the longer term reduces the pri-

vate pension payments and thus tax revenues from it (while expenditure on earnings-related pension increas-

es). This negative effect occurs mostly in the period after 2020. 

 

In addition, a lower interest rate implies greater emphasis on future development (less discounting) in the cal-

culation of the sustainability indicator. Specifically, the deficits of the general government balance that occurs 

in the course of a long period from 2030-60, weight more in the calculation. It is, however, encountered by the 

fact that the projected surplus in the very long term also has a greater weight in the calculation. 
 

 
 
 
 



Kapitel 1  

 

 1 

 

 
 
 



Chapter 6  

 

Denmark’s Convergence Programme 2015 · March 2015 63 

6.1 Institutional framework 
 
With the Budget Law from 2012 it has been stated by law, that the structural budget balance 
is the key measure in planning and managing fiscal policy. The balance requirement of the 
Fiscal compact is with the Budget Law operationalized so that the annual structural deficit 
must not exceed ½ per cent of GDP, corresponding to Denmark's national MTO.  The main 
elements of the Budget Law are shown in box 6.1.  

6. Public finances and 
institutional framework  

Nyt kapitel 
 

Economic policy is planned within the framework which follows form the Budget 
Law and the 2020-plan (including the latest medium-term projection) and the 
Stability and Growth Pact. The framework sets out concrete goals for public fi-
nances in the form of sustainable public finances and at least balance on the 
structural budget balance in 2020. The goals are supported by multi-annual ex-
penditure ceilings, which are set for a continuous four year period for central 
government, municipalities and regions. The expenditure ceilings are based on 
a precautionary principle, and thus exclusively incorporate the impact of re-
forms and initiatives agreed upon by a majority in the Danish Parliament. 
 
In connection with the budget for 2015 expenditure ceilings for 2018, the new 
fourth year governed by the ceilings, were adopted. The adopted expenditure 
ceilings can be adjusted in case of for example changes in the division of costs 
and tasks between state, municipalities and regions. The expenditure ceilings 
are set in real terms, but will regularly be updated to the current fiscal year’s 
price and wage levels. The ceilings are also subject to continuous evaluation 
and monitoring by both the government and the Danish Economic Council in 
order to ensure compliance.  Economic sanctions support compliance with the 
ceilings, and budget compliance has improved in recent years. 
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Box 6.1 

Key elements of the Danish Budget Law 

 Within the framework of a sustainable fiscal policy, a budget balance requirement is introduced.  

The annual structural public balance must not exceed a deficit of a ½ per cent of GDP at the 

time of the budget proposal for a given year unless extraordinary circumstances are present. 

Moreover, an automatic correction mechanism is activated in case of a significant projected de-

viation in a given year from the budget balance requirement.  

 

 Expenditure ceilings underpin that the overall targets for fiscal policy are met. The ceilings set 

legally binding limits for expenditures in central government, municipalities and regions respec-

tively. The expenditure ceilings are to be adopted in parliament and cover a continuous period of 

4 years. Improved budget management and economic sanctions are supporting compliance with 

the expenditure ceilings.  

 

 The Danish Economic Council is to continually (annually) assess whether economic policy ad-

heres to the target of the structural public balance, complies with expenditure ceilings and 

whether the adopted expenditure ceilings are consistent with medium term projections for public 

finances.   

 
The limit for structural deficits in the Budget Law is aimed at the estimated structural deficit 
based on the budget proposal for a given fiscal year. Political decisions which weaken the 
structural deficit beyond the budget balance requirement cannot be decided on following the 
budget proposal in august. A binding correction mechanism is initiated if there is prospect of 
a significant deviation (at least 0.5 per cent of GDP) from the medium term objective (i.e. a 
structural deficit of at least 1 per cent of GDP). 

Combined economic policies – the fixed exchange rate policy and stability oriented fiscal 
poilcy – has over many years resulted in a stable economic development. The key landmarks 
for economic policy are as follows:  

Since 1982 Denmark has pursued a fixed exchange rate policy, initially against the D-Mark 
and since 1999 the euro. With the fixed exchange rate policy monetary policy is solely aimed 
at maintaining a stable level of the krone vis-à-vis the euro. This creates stable conditions for 
citizens and businesses and ensures low and stable inflation expectations. The responsible 
and stability-oriented economic policy contributes to the credibility of the fixed exchange rate 
policy, which supports continued low interest rates. 

Fiscal policy should contribute to a stable economic development. It is planned to ensure that 
the annual structural public deficit remains below ½ per cent of GDP, and ensure at least 
structural budget balance in 2020. Fiscal policy is planned in order to achieve a sustainable 
development in public finances in the longer term (the sustainability indicator must always be 
positive), and public debt must keep a wide safety margin to the requirements set out in the 
EU Stability and Growth pact. With the Budget Law, fiscal policy is subject to a precautionary 
principle, which implies that the planned development of public spending can only be built on 
the reforms and initiatives that have found majority in the Danish Parliament. 
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Expenditure policy supports compliance with the fiscal policy goals. Binding expenditure ceil-
ings are implemented set for central government, municipalities and cover approximately ¾ 
of total public expenditures. The projected development in public expenditure towards 2020 
ensures structural balance by 2020. The Budget Law with expenditure ceilings underpins that 
public expenditures comply with medium term targets and priorities. 

Tax policy is primarily based on the tax reform from June 2012, which lowers the tax on la-
bour with a total of approximately DKK 14 billion towards 2022, and thereby strengthens la-
bour supply and public finances. Agreements on Growth Plan DK from the spring of 2013 in-
clude a reduction in a number of taxes on businesses and a gradual reduction of the corpo-
rate tax towards 2016. Agreements in connection with Growth Package 2014 include a reduc-
tion in energy taxes in order to create a better environment for businesses. These tax reduc-
tions are fully funded through inter alia increases in personal taxes and reprioritisation of cer-
tain funds. 

 

6.2 The Budget Law and improved expenditure con-
trol  

 
The Budget Law contributes to stronger expenditure controls, as binding expenditure ceilings 
for central government, municipalities and regions have been introduced since the beginning 
of 2014. This contributes to ensuring that sustainable financing is available for public expend-
itures going forward. At the present time, expenditure ceilings covering the period 2015-18 
are in place. 
 
Compliance with the expenditure ceilings is supported by economic sanctions, which are de-
tailed in box 6.2. For municipalities and regions the sanctions involve a reduction in the block 
grant from the central government, if the economic agreements and adopted budgets are not 
complied with. If the expenditure ceiling for the central government is breached, then the rule 
is that the expenditure ceiling for the following year is reduced correspondingly. 
 
Expenditure overruns at the municipal level was one of the main contributing factors which 
resulted in higher public expenditure than planned in the 1990’s and 2000’s. This trend has 
been broken in recent years, which indicates, that the new governance measures – with the 
possibility of economic sanctions – has been supporting budget compliance.  
 
The expenditure ceiling for the new fourth year has been determined based on the medium 
term projection for the Danish economy from August 2014, whereas the expenditure ceilings 
for the period 2015-17 similarly were based on the medium term projections, which was de-
veloped at the time of the development of the expenditure ceiling for the first time in 2013. 
Moreover the ceilings for 2015-17 have been adjusted corresponding to the marginal impact 
of Growth Package 2014 etc. The ceilings are set in accordance with the fiscal target in the 
Budget Law of an annual structural deficit of no more than ½ per cent of GDP and are based 
on the precautionary principle. Hence there is a link between public consumption growth, 
which is planned and financed in the medium term scenario, and expenditure policies given 
by the actual expenditure ceilings. 
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As a starting point, the expenditure ceilings are fixed. If further reforms or initiatives are de-
cided the consequences can be incorporated in the medium term projections and thus allow 
for modifications of the specific ceilings. Similarly, discretionary tax changes can lead to ad-
justments in the expenditure ceilings. In those cases adjustments in the ceilings requires an 
amendment to the applicable bill on the current law, which has to be ratified by parliament.  
 
The specific ceilings for central government, municipalities and regions for the years 2015-18 
are shown in table 6.1. The adopted expenditure ceilings can be adjusted in case of for ex-
ample changes in the division of costs and tasks between central government, municipalities 
and regions. The expenditure ceilings are set in real terms as they will regularly be updated 
to the estimated price and wage levels in the current fiscal year. 
 
Within the central government sub-ceiling for income transfers a reserve of DKK 5 bn, corre-
sponding to 2 per cent of the ceiling for income transfers, is implemented from 2018 in order 
to cover unforeseen expenditure fluctuations. The reserve of DKK 5 bn. is higher than the re-
serve of DKK 1 bn. which was set in the determination of the expenditure ceilings for 2014-
17. The build-up of the reserve is in line with the Budget Law, which envisages a gradual 
build-up of reserves to cover unforeseen expenditures to income transfers etc. The size of 
the reserve in 2018 should be seen in connection with the follow-up to the expenditure ceil-
ings which have been set for the period 2014-17 where expenditure projections have been 
revised down considerably since the ceilings were determined. 
 
As a starting point the growth in operating expenditures is placed under the sub-ceiling for 
central government, while the municipal and regional expenditure ceilings for 2015-17 are set 
at the same level as in 2014. In connection with the annual economic negotiations it is possi-
ble to allocate resources to municipalities and regions via cost-neutral reallocations within the 
established ceilings thereby take into account the prioritisation that is agreed in the annual 
economic agreements and the budget. 
 

Table 6.1 

Expenditure ceilings for central government, municipalities and regions for the period 2015-18 

DKK bn. (2015 prices) 2015 2016 2017 2018 

Central government sub-ceiling for operating 
expenditures 190.1 191.6 195.8 199.3 

Central government sub-ceiling for income 
transfers 257.6 258.2 259.0 256.3 

Municipal expenditure ceiling 234.7 234.7 234.7 234.7 

Regional sub-ceiling for health expenses 104.7 104.7 104.7 104.7 

Regional sub-ceiling for development 3.0 3.0 3.0 3.0 

  

Source: Budget 2015.  

Determining the ceilings is subject to projection uncertainty, particularly activity fluctuations 
and timing shifts in spending. If public finances show a weaker development than expected, 
measures of fiscal tightening are in general to be implemented in order to ensure compliance 
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with the fiscal targets. It will depend on a specific political decision whether fiscal tightening 
will happen through lower costs, higher taxes or new reforms. If the structural balance is bet-
ter than expected, it allows for a relaxation of fiscal policy in the future. The adopted expendi-
ture ceilings are however fixed and thereby contribute to ensuring that expenditures do not 
rise in the short term, even though public finances improve more than expected. 
  
The annual budget laws and financial agreements with municipalities and regions must stay 
within the established ceilings. Moreover, accounted expenses covered by the expenditure 
ceilings for central government, municipalities and regions must not exceed the agreed ceil-
ings. In case of non-compliance with the expenditure ceilings, sanctions can be set in motion 
with effect on both the central government, municipalities and regions, cf. box 6.2. 
 
In connection with the Budget proposal for 2016 in August 2015 proposals for expenditure 
ceilings for 2019 will be put forward. Expenditure ceilings for 2019 will be adopted in associa-
tion with the adoption of the Budget Bill for 2015. For a more detailed description of the pro-
cess regarding the development and updating of the expenditure ceiling see Box 6.3, Den-
mark’s Convergence Programme 2014. 
 

Box 6.2 

Sanction mechanisms associated with the expenditure ceilings  

The sanction mechanism for central government is associated with the follow-up on expenditure during the 

year and the subsequent expenditure control for the fiscal year. If the expenditure ceiling for central govern-

ment is exceeded in a given year, the expenditure ceiling for the following year is as a starting point reduced 

correspondingly. 

 

The state sub-ceiling for income transfers contains a reserve to cover temporary additional expenditures (of 

DKK 1 billion annually in 2014-17). From 2018 this reserve is increased to DKK 5 bn. Permanent additional 

expenditures under the state sub-ceiling for income transfers must be redressed in the future. 

 

The sanction mechanism for municipalities and regions is related to compliance with both the agreement and 

the budget. Part of the agreed block grant (DKK 3 billion for municipalities and DKK 1 billion for regions) is 

conditioned upon municipalities and regions collectively budgeting within the framework of the agreement on 

their economies. Any reduction in the block grant will be made collectively with the possibility of individual 

sanctions. 

 

If the collective service costs of the municipalities exceed the budget, the block grant will be correspondingly 

reduced the following year as a combination of individual and collective reductions. In specific cases the ac-

counts may be assessed in relation to the agreed expenditures rather than the budgets. Similar sanction 

mechanisms apply to the accounts on net operating expenses for the regions. 
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Table 1a 

Macroeconomic prospects 

  2014 2013 2014 2015 2016 2017 2018 2019 2020 

  DKK bn. Rate of change, per cent 

Real GDP 1.816.21) -0.5 1.0 1.6 2.0 1.9 2.4 2.4 1.8 

Nominal GDP 1.914.0 1.1 1.5 2.5 3.6 3.8 4.6 4.6 4.1 

             

Components of real GDP            

Private consumption 870.11) 0.0 0.3 1.8 1.7 2.3 2.4 2.4 2.1 

Government consumption 492.21) -0.5 1.4 1.0 0.1 0.9 0.6 0.7 0.8 

Gross fixed capital formation 344.31) 0.9 2.9 2.9 5.0 4.1 6.0 5.7 5.1 

Changes in inventories2)  -0.2 0.3 0.0 0.3 -0.2 0.1 0.0 0.0 

Export of goods and services 996.61) 0.8 2.9 4.0 4.7 5.4 4.5 4.0 3.6 

Import of goods and services 895.51) 1.5 4.0 4.9 5.3 6.1 5.4 4.6 4.8 

             

Contributions to real GDP growth  Percentage points 

Final domestic demand  0.0 1.1 1.7 1.8 2.2 2.5 2.6 2.3 

Changes in inventories2) -0.2 0.3 0.0 0.3 -0.2 0.1 0.0 0.0 

External balance of goods 
and services  -0.3 -0.4 -0.2 0.0 -0.1 -0.3 -0.1 -0.5 

  

1)  Based on chained 2010-prices. Growth rates are also based on chained indices. 
2)  Contribution of change in stock to GDP growth 
Source: Statistics Denmark and own calculations 

  

Annex tables according to the 
EU’s “Code of Conduct” 
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Table 1b 

Price developments 

  2014 2013 2014 2015 2016 2017 2018 2019 2020 

  Level Rate of change, per cent 

GDP-deflator 105.4 1.5 0.5 0.9 1.6 1.9 2.2 2.1 2.3 

Private consumption 
deflator 106.8 1.0 0.7 0.6 1.6 1.9 2.2 2.0 2.1 

Consumer price index 106.7 0.8 0.6 0.5 1.6 2.0 2.3 2.2 2.3 

HICP 106.0 0.5 0.4 0.4 1.6 1.9 2.4 2.1 2.2 

Net price index 106.2 0.9 0.8 0.6 1.6 1.9 2.2 2.1 2.2 

Public consumption 
deflator1 104.2 0.9 0.4 0.9 1.5 2.1 2.7 2.5 2.6 

Investment deflator 105.1 0.2 0.8 1.2 2.2 1.4 1.7 1.7 1.8 

Export price deflator 103.9 0.8 -1.7 0.3 1.6 1.9 1.8 1.8 1.9 

Import price deflator 104.6 -0.6 -1.6 0.2 1.8 1.7 1.7 1.7 1.7 

  

Note:  For all price indices 2010=100 
1)  From 2013 to 2014 the change in the deflator is based on the latest quarterly national accounts. 
Source: Statistics Denmark and own calculations. 
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Table 1c 

Labour market development 

  2014 2013 2014 2015 2016 2017 2018 2019 2020 

  Level Rate of change, per cent 

Employment. 1.000 persons 2.768.4 0.0 0.7 0.9 0.9 1.1 1.3 1.3 0.6 

Employment. hours worked 
(mill. hours) 3.976.7 -0.4 0.7 0.9 0.9 0.9 1.2 1.4 0.7 

 Per cent 

Unemployment rate  
(per cent)1). 
harmonized  EU-definition  7.1 6.8 6.4 6.0 5.5 5.0 4.6 4.6 

 Level Rate of change, per cent 

Labour productivity. persons 
(1.000 DKK)2) 656.0 -0.5 0.3 0.7 1.1 0.8 1.1 1.1 1.2 

Labour productivity. hours 
worked (DKK)3) 456.7 -0.1 0.3 0.7 1.1 0.9 1.2 1.0 1.0 

Compensation of employees 
(DKK bn.)4) 1.012.5 1.3 2.1 2.6 3.0 3.4 4.0 4.3 3.8 

Compensation per 
employee5) 393.0 1.3 1.4 1.7 2.1 2.3 2.7 3.1 3.2 

  

1) The number corresponds to the EU-harmonized unemployment in per cent of the labour force. The 
 data is based on Statistics Denmark’s Labour Force Survey (AKU). The structural unemployment is 
 estimated to be nearly 3½  per cent in 2015 based on the national unemployment definition.  
2) Calculated as real GDP per person employed where GDP is based on chained 2005-prices. 
3) Calculated as real GDP per hour worked where GDP is based on chained 2005-prices. 
4) Based on current prices, i.e. growth rates are in nominal terms. 
5)  Calculated as compensation per employed wage earner. 
Source: Statistics Denmark and own calculations. 
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Table 1d 

Sectoral balances 

 2013 2014 2015 2016 2017 2018 2019 2020 

 Per cent of GDP 

Net lending/borrowing vis-a-vis the 
rest of the world 7.1 6.6 6.6 6.4 5.5 4.8 4.5 3.8 

Of which:           

- Balance of goods and services 5.7 5.2 5.0 4.8 4.6 4.3 4.1 3.6 

- Balance of primary incomes and 
transfers 1.4 1.4 1.6 1.6 0.9 0.5 0.4 0.2 

- Capital account 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net lending of the private sector 8.2 4.7 8.2 9.0 8.2 6.6 5.6 3.8 

Net lending of general government1) -1.1 1.9 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Statistical discrepancy 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  

Source: Statistics Denmark and own calculations. 
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Table 2a 

General government budgetary prospects (EDP-basis) 

  2014 2013 2014 2015 2016 2017 2018 2019 2020 

  DKK bn. Per cent of GDP 

Net lending (EDO B.9) by  
sub-sector   

General government (EDP-form) 36.3 -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Central government 36.3 -1.2 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Local government 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Social security funds -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

             

General government (S13)            

Total revenue 1.103.4 54.8 57.3 53.7 51.5 50.5 50.4 50.3 50.9 

Total expenditure 1.067.1 55.9 56.1 55.4 54.1 53.2 52.2 51.4 50.9 

Net lending 36.3 -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Interest expenditures 28.5 1.7 1.6 1.5 1.2 1.2 1.3 1.4 1.3 

Primary balance
1)

 64.8 0.7 2.8 -0.2 -1.4 -1.5 -0.6 0.3 1.3 

One-off effects
2)

  1.5 4.0 0.6 -0.9 -1.4 -1.2 -1.0 0.0 

             

Selected components of 
revenue            

Total taxes
3)

 980.3 47.7 50.7 47.6 45.6 44.6 44.5 44.5 45.1 

Taxes on production and imports 321.2 16.8 16.6 16.7 16.6 16.5 16.5 16.5 16.5 

Current taxes on income and 
wealth etc. 653.9 30.6 33.8 30.5 28.7 27.8 27.8 27.7 28.3 

Capital taxes 3.7 0.2 0.2 0.3 0.2 0.2 0.2 0.2 0.2 

Social contributions
4)

 1.6 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Property income
5)

  26.5 2.0 1.7 1.1 0.9 1.0 1.0 1.1 1.1 

Other (residual)
6)

 96.5 5.1 4.9 5.0 5.0 4.9 4.8 4.8 4.7 

Total revenue 1.103.4 54.8 57.3 53.7 51.5 50.5 50.4 50.3 50.9 

p.m.: Tax burden
7)

 983.4 47.8 50.9 47.7 45.7 44.8 44.7 44.7 45.3 
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Table 2a (continued) 

General government budgetary prospects (EDP-basis) 

  2014 2013 2014 2015 2016 2017 2018 2019 2020 

  DKK bn. Per cent of GDP 

Selected components of 
expenditure   

Compensation of employees 
and intermediate consumption 503.3 26.2 26.3 26.2 25.7 25.5 25.1 24.8 24.7 

- compensation of employees 317.9 16.8 16.6 16.5 16.2 16.0 15.8 15.6 15.5 

- intermediate comsumption 185.3 9.4 9.7 9.7 9.5 9.5 9.3 9.2 9.2 

Total social transfers 378.4 19.7 19.8 19.7 19.4 19.1 18.5 18.1 17.8 

- social transfers in kind
6)

 29.7 1.6 1.6 1.5 1.5 1.5 1.5 1.5 1.5 

- other than in kind 348.7 18.1 18.2 18.2 17.9 17.5 17.1 16.6 16.3 

Interest expenditures 28.5 1.7 1.5 1.5 1.2 1.2 1.3 1.4 1.3 

Subsidies 42.2 2.2 2.2 2.1 2.0 1.9 1.8 1.8 1.8 

Gross fixed capital formation 68.0 3.7 3.6 3.6 3.5 3.3 3.2 3.1 3.1 

Capital transfers 9.9 0.3 0.5 0.4 0.4 0.4 0.3 0.3 0.4 

Other (residual)
6)

 56.0 3.1 2.9 2.9 2.9 2.9 2.9 2.8 2.8 

Total expenditure 1.067.1 55.9 55.8 55.4 54.1 53.2 52.2 51.4 50.9 

p.m.: Public consumption 513.0 26.7 26.8 26.7 26.2 26.0 25.7 25.3 25.2 
 

1) Defined as the EDP-definition the net lending plus EDP-definition of the interest expenditures. 
2) Based on the calculation of the structural budget balance and includes temporary variations in 

revenues from pension yield taxation. North Sea activities, net interest, corporate taxes and other 
special items. The structural budget balance is not calculated on EDP-basis. The calculations of the 
structural budget balance are based on public finances according to national account principles.  

3) Defined as the sum of taxes on production and imports, current taxes on income, wealth, etc., and 
capital taxes. Does not include compulsory social contributions, which are traditionally included in 
the tax burden.  

4) Does not include voluntary and imputed social contributions, since these are not included in the tax 
burden. 

5) Incl. interest income and dividends and land rent etc.  
6) Statistic Denmark does not publish figures for all the subgroups (P.11+P.12+P.131+D.39+D.7+D.9 

(other than D.91). D.6311. D.63121. D.63131. D.29+D.4 (other than D.41) 
+D.5+D.7+D.9+P.52+P.53+K.2+D.8), and no estimates are available for these individual 
components in the projections. 

7) Defined as the sum of taxes on production and imports (incl. those collected by the EU), current 
taxes on income, wealth etc., and capital taxes and compulsory social contributions. 

Source: Statistics Denmark and own calculations. 
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Table 2b 

No-policy change projections 

 2014 2014 2015 2016 2017 2018 

 DKK bn. Per cent of GDP 

Total revenue at unchanged policies 1098.1 57.4 53.6 51.3 50.4 50.3 

Total expenditure at unchanged policies 1074.1 56.1 55.3 54.3 53.7 52.9 

                                  
 

Table 2c 

Amounts to be excluded from the expenditure benchmark 

 2014 2014 2015 2016 2017 2018 

 DKK bn. Per cent of GDP 
Expenditure on EU programmes fully 
matched by EU funds revenue 0 0 0 0 0 0 
Cyclical unemployment benefit 
expenditure1) 19.0 1.0 1.0 0.9 0.8 0.8 
Effect of discretionary revenue 
measures -6.6 -0.3 0.2 0.0 0.0 -0.1 

Revenue increases mandated by law 0.0 0.0 0.0 0.0 0.0 0.0 

  

1)  The cyclical unemployment benefit expenditure consists of the cost of unemployment benefits and 
social assistance for unemployed. 

Source: Statistics Denmark and own calculations. 
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Table 3 

General government expenditure by function 

 COFOG 2013 2014 

 Per cent of GDP 

 General public service 1 7.8 7.6 

 Defence 2 1.3 1.2 

 Public order and safety 3 1.0 1.1 

 Economic affairs 4 3.6 3.6 

 Environmental protection 5 0.4 0.5 

 Housing and community amenities 6 0.3 0.3 

 Health 7 8.7 8.9 

 Recreation. culture and religion 8 1.8 1.9 

 Education 9 7.0 7.4 

 Social protection 10 25.1 24.9 

 Total expenditures
1)

 TE 57.1 57.4 

  

Note:  Short-term and longer-term projections do not include general government expenditures by 
function. The focus of both short-term and longer-term projections is public expenditures by type 
of transaction. 2013 is based on accounting figures while 2014 is based on budget figures. 

1) The estimate for the total expenditure-to-GDP ratio in Statistics Denmark’s calculation deviates 
from the estimate in table 2a due to definitional differences in the approach of calculation (table 2a 
includes depreciations in public consumption. which is not the case in Statistics Denmark’s 
approach). 

Source: Statistics Denmark and own calculations. 
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Table 4 

General government debt developments 

 2013 2014 2015 2016 2017 2018 2019 2020 

 Per cent of GDP 

Gross debt 45.1 45.3 39.8 39.4 39.0 38.3 37.0 36.7 

Change in gross debt ratio
1)

 -0.4 0.2 -5.5 -0.4 -0.4 -0.7 -1.3 -0.2 

Change in gross debt
2)

 0.0 0.9 -4.4 1.0 1.0 1.0 0.4 1.2 

            

Contributions to change in gross debt          

Primary balance
3)

 0.7 3.4 -0.2 -1.4 -1.5 -0.6 0.3 1.3 

Interest expenditure
4)

 1.7 1.5 1.5 1.2 1.2 1.3 1.4 1.3 

Stock-flow adjustment
5)

 -2.4 -4.0 -5.7 1.1 1.3 0.3 -1.3 -1.5 

p.m. implicit interest rate on debt
6)

 3.9 3.4 3.3 3.2 3.2 3.4 3.8 3.8 

  

Other relevant variables           

Central government account in  
Danmarks Nationalbank

7) 8.3 11.1 4.7 4.0 - - - - 

Public net debt
8)

 2.7 4.0 2.4 4.9 7.0 8.1 8.5 7.9 

Net debt in central and local governments
7)

2.7 4.0 2.4 4.9 7.0 8.1 8.5 7.9 

  

1) Change in gross debt ratio is defined as Dt/GDPt – Dt-1/GDPt-1, where D is public debt measured in 
nominal terms (DKK). 

2) Change in gross debt is defined as Dt/GDPt – Dt-1/GDPt, where D is public debt measured in 
nominal terms (DKK). 

3) As defined in table 2a. 
4) As defined in table 2a. 
5) At present information is not available to split stock-flow adjustment into subgroups. 
6) Proxied by interest expenditures divided by the debt level of the previous year. 
7) Technically it is assumed that the Danish government not will issue any additional government bonds 

in 2015. 
8)  In the specification of public net debt and net debt in central and local governments the central 

government liquid assets in Danmarks Nationalbank as well as other assets are subtracted. 
Source: Statistics Denmark and own calculations. 
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Table 5 

Cyclical developments 

 2013 2014 2015 2016 2017 2018 2019 2020 

 Per cent 

Real GDP growth -0.5 1.0 1.6 2.0 1.9 2.4 2.4 1.8 

  Per cent of GDP 

General government balance -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

Interest expenditure
1)

 1.7 1.6 1.5 1.2 1.2 1.3 1.4 1.3 

One-off effects
2)

 1.5 4.0 0.6 -0.9 -1.4 -1.2 -1.0 0.0 

  Per cent 

Potential GDP growth
3)

 -0.5 0.4 1.2 1.6 1.4 1.9 1.9 1.8 

  Percentage points 

Of which. contribution from:   

- Labour 0.2 0.2 0.2 0.2 0.4 0.4 0.4 0.4 

   - Of which labour force 0.2 0.1 0.3 0.2 0.3 0.4 0.4 0.4 

- Capital 0.0 -0.1 0.0 0.2 0.7 0.8 0.9 1.0 

- Total factor productivity -0.6 0.3 1.0 1.1 0.5 0.7 0.6 0.5 

  Per cent of GDP 

Output gap -2.8 -2.2 -1.9 -1.4 -1.0 -0.5 0.0 0.0 

Cyclical component
4)

 -2.3 -1.9 -1.6 -1.2 -0.9 -0.5 0.0 0.0 

Structural budget balance
5)

 -0.3 -0.6 -0.7 -0.5 -0.4 -0.2 -0.1 0.0 

Primary structural budget balance
5)

 0.2 -0.1 -0.2 0.0 0.1 0.4 0.5 0.0 

  

1) As defined in table 2. 
2) Based on the calculation of the structural budget balance and includes temporary variations in 

revenues from pension yield taxation. North Sea activities, net interest, corporate taxes and other 
special items. 

3) Including a contribution from indirect taxes (in real terms). 
4) The calculation of the cyclical component is based on the output gap. 
5) The structural budget balance is not calculated on EDP-basis. The calculations of structural budget 

balance are based on public finances according to national account principles. The primary 
structural budget balance is based on an actual primary balance defined via net interest expenditures 
and not gross interest expenditures. 

Source: Statistics Denmark and own calculations. 
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Table 6 

Divergence from previous update 

 2013 2014 2015 2016 2017 2018 2019 2020 

 Rate of change. per cent 

Real GDP growth   

- Previous update 0.4 1.6 1.9 2.1 2.2 2.4 2.5 1.7 

- Current update -0.5 1.0 1.6 2.0 1.9 2.4 2.4 1.8 

- Difference -0.9 -0.6 -0.3 -0.1 -0.3 0.0 -0.1 0.1 

  Per cent of GDP 

Output gab (per cent of GVA)   

- Previous update -2.8 -2.5 -2.0 -1.5 -1.0 -0.5 0.0 0.0 

- Current update -2.8 -2.2 -1.9 -1.5 -1.0 -0.5 0.0 0.0 

- Difference 0.0 0.3 0.1 0.0 0.0 0.0 0.0 0.0 

            

Actual budget balance1)           

- Previous update -0.9 -1.4 -3.0 -2.3 -1.6 -1.0 -0.6 0.1 

- Current update -1.1 1.3 -1.6 -2.6 -2.7 -1.8 -1.1 0.0 

- Difference -0.1 2.7 1.3 -0.4 -1.1 -0.9 -0.5 -0.1 

            

Gross debt level           

- Previous update 44.5 43.2 44.3 43.8 43.0 41.5 39.4 38.8 

- Current update 45.1 45.3 39.8 39.4 39.0 38.3 37.0 36.7 

- Difference 0.6 2.1 -4.5 -4.4 -4.0 -3.2 -2.4 -2.1 

  

Source: Own calculations. 
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Table 7 

Long-term sustainability of public finances 

 2000 2005 2010 2020 2030 2050 2060 2070 

 Per cent of GDP 

Total expenditure 52.2 50.3 55.9 50.9 51.7 52.5 51.1 50.7 

Of which:           

- Age-related expenditure 26.0 26.9 30.3 28.3 28.4 28.2 27.1 27.0 

- Pension expenditure   

    - Social security pension 9.2 9.2 10.0 9.5 9.1 8.1 7.4 7.4 

            - Old-age and early pensions 6.8 7.1 7.8 7.6 7.2 6.0 5.2 5.1 

            - Other pensions  2.4 2.1 2.2 1.9 1.9 2.1 2.3 2.3 

    - Occupational pensions - - - - - - - - 

- Health care1) 4.9 5.4 6.3 6.1 6.3 6.4 6.2 6.2 

- Long-term care1) 1.9 2.0 2.3 2.2 2.7 3.5 3.6 3.6 

- Education expenditure 5.0 5.1 5.6 5.3 5.0 5.2 5.0 5.0 

- Other age-related expenditures 5.0 5.2 6.1 5.2 5.3 4.9 4.8 4.9 

- Interest expenditure 3.7 2.1 1.9 1.3 1.8 2.5 2.5 2.2 

Total Revenue 54.1 55.3 53.2 50.9 51.0 51.2 50.7 50.7 

Of which:   

- Property income2) 1.7 2.1 2.4 1.1 1.6 1.5 1.4 1.4 

- Revenue from pension payouts net -0.5 -1.0 -0.8 0.0 0.1 0.6 0.4 0.5 

Pension reserve fund assets 102.6 125.4 140.3 163.2 170.3 176.6 174.1 177.6 

Of which:   

- Public pension fund assets 1.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
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Table 7 (continued) 

Long-term sustainability of public finances 

 2000 2005 2010 2020 2030 2050 2060 2070 

 Per cent 

Assumptions   

Labour productivity growth 3.9 0.4 4.0 1.2 1.4 1.0 1.0 0.9 

Real GDP growth
3)

 3.7 2.4 1.6 1.8 1.7 1.9 1.5 1.3 

Participation rate males (aged 20-64) 85.1 84.0 81.9 83.3 84.0 84.3 84.6 84.7 

Participation rate females (aged 20-64) 75.5 76.0 74.5 76.7 77.5 78.1 78.0 78.4 

Total participation rate (aged 20-64) 80.4 80.0 78.2 80.0 80.7 81.2 81.3 81.6 

Unemployment rate4) 7.1 6.6 6.0 3.5 3.4 3.4 3.4 3.4 

Structural unemployment 5.5 4.6 3.0 2.7 2.6 2.6 2.6 2.6 

Population aged 65+. 1.000 persons 791.1 817.8 918.3 1167 1378 1520 1562 1658 

  

1) The cost of nursing homes is included in long-term care. 
2) Includes public revenues from interest income and dividends. 
3) In some years after 2025 GDP growth is effected by the regulation of early- and old age person 

ages in line with longevity. 
4) Registered gross unemployment (including people in activation programmes).  
Source: Statistics Denmark and own calculations. 
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Table 8 

Basic assumptions 

 2013 2014 2015 2016 2017 2018 2019 2020 

Short term interest rate  
(annual average) 0.3 0.3 -0.2 -0.1 0.2 0.3 1.2 2.0 

Long term interest rate  
(annual average) 1.8 1.4 0.4 0.5 1.4 2.3 3.1 3.9 

Exchange rate USD/EUR  
(annual average) 133 133 114 114 115 116 119 119 

Nominal effective exchange rate  
(1980=100) 102 103 100 100 101 101 102 102 

World excluding EU.  
GDP growth1) 2.3 2.5 2.6 2.7 3.5 3.4 3.2 3.1 

EU. GDP growth1) 0.3 1.6 1.9 2.2 2.6 2.5 2.4 2.3 

Growth of relevant foreign                 
markets2) 1.2 4.6 5.2 5.9 6.6 6.4 6.2 6.1 

World import volumes. excluding EU 4.3 4.8 5.0 5.3 6.8 6.4 6.2 6.0 

Oil prices 108.7 99.0 61 72 81 90 98 106 

  

1) GDP growth weighted by trade. 2017 and forward is based on OECD figures. 
2) Includes OECD countries and emerging economies, i.e. Brazil, Russia, India, China, South Africa, 

Turkey, Indonesia and Mexico. 
Source: Statistics Denmark, The Winter 2015 European Economic Forecast, IMF’s WEO Update, January 

2015, OECD’s Economic Outlook 95, May 2014, and own calculations. 

 

Table 7a 

Contingent liabilities 

  2014 2015 

 Per cent of GDP 

Public guarantees 14.2 - 

- of which: linked to the financial sector 0.3 - 
 

Note: Does not include deposit guarantees. Public guarantees consist of “statsforskrivninger”, guarantees 
concerning loans and other guarantees. Guarantees linked to the financial sector consist of the 
Financial Stability Company. 

Source: Government accounts for the fiscal year 2014. 
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