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At a glance 

Recovery continues despite headwinds  

External risks have increased  

Global news has not sounded positive for the Nordic growth outlook recently. 

The increasing risk of trade wars is not in the interest of small open economies 

and of Nordic businesses that are integrated into global value chains. Lower 

growth indicators in the euro area dampen the prospects for the most important 

markets for Nordic exports, and the political uncertainty in Italy also risks 

undermining European growth. However, while trade disputes can have large 

consequences for individual companies, they are unlikely to have a large GDP 

effect in the short run and even with the slowdown, the euro area is still growing 

above trend in line with our previous forecasts. Hence, we have not made major 

adjustments to Nordic growth based on the international backdrop. A sharper 

slowdown is a risk more than a reality at this point, but a serious risk, as for 

example lower manufacturing growth in Germany also affects countries like 

Sweden and Denmark. Of course, there are also factors pulling in the other 

direction. A higher oil price supports oil investments in Norway, while 

Finlandôs improved competitiveness is visible in the trade figures. 

Sweden slowing, Norway speeding up 

While Denmark is well aligned with the European business cycle, other factors 

play crucial roles currently in other countries. Growth in Sweden has been 

higher than elsewhere in Europe for some time, increasingly driven by housing 

investment, and we expect that to change in the near future. Lower house prices 

could also affect domestic consumption. In Norway, on the other hand, we see 

a marked increase in growth this year for the mainland economy, because of 

the oil investments, but also because the decline in house prices is over, and 

domestic demand is growing briskly. This is part of the reason why Norway 

will begin hiking interest rates shortly, while Swedenôs first hike is likely to be 

more than a year away. 

The domestic risk factor most in focus in the Nordic countries is probably 

household debt. High debt levels make households sensitive to interest rate 

changes. However, stress tests show that household finances will remain sound 

even if interest rates increase sharply, also in Denmark, which has the highest 

debt level but also the highest share of mortgage loans where the interest rate 

is fixed for the duration. Another concern is that economies where demand is 

supported by increasing debt are more at risk of a sharp slowdown when credit 

growth slows, for example because of higher interest rates. In any case, the 

high and in many cases rising debt of Nordic households should be seen in the 

context of large pension savings, as to some extent they are invested in 

mortgage products, and as they reduce the need for individual household 

saving. Well-developed pension systems are an important part of the high long-

run stability of the Nordics, broadly speaking. 

 

Trading places 

 
Note: Danish growth in 2017 is likely to be revised down. Source: 

Macrobond Financial, Danske Bank  

House prices also in different directions 

 
Source: Macrobond Financial, Danske Bank 

Household debt has increased 

 
Source: Macrobond Financial, Danske Bank 
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Denmark  

Boring but in a good way 

¶ The absence of dramatic headlines is usually good news for an 

economy, and Denmark is experiencing a dearth of dramatic headlines 

at the moment. 

¶ Private consumption is growing faster than previously expected and 

exports and investment less, so our growth forecast is largely 

unchanged overall.  

¶ Neither political turmoil in Europe nor the ECB ending its bond 

purchases are likely to trigger unilateral Danish interest rate changes, 

in our view.  

¶ Tighter lending practices have dampened the market for apartments 

somewhat, but there is no slowdown in the broader property market. 

¶ Government finances look set to outperform official forecasts this year, 

although the surplus in 2017 will become a slight deficit . 

¶ The current account surplus will be somewhat lower in 2018, in part 

due to substantial ship imports. 

No crisis, no overheating 

The Danish economy is currently balanced between boom and bust. Denmark 

has clearly left the crisis behind, unemployment is low and considerably fewer 

companies than previously are citing lack of demand as an obstacle to growth, 

especially in the domestic market. On the other hand, there are few signs of 

overheating that might herald a new crisis. Overheating could occur if the level 

of consumption and investment by households and companies was 

unsustainably high and financed by ever growing debt. Credit-fuelled demand 

often comes to an abrupt halt. However, the pace of debt growth is still rather 

low in Denmark, and both consumption and investment are running at modest 

levels relative to incomes. Overheating can also become apparent through 

strong wage growth that erodes competitiveness and leads to a subsequent 

decline in exports. However, while a shortage of qualified labour is an 

increasing problem for many companies, wage growth is only picking up 

slowly and is not ahead of other countries. A third obvious place to look for 

potential problems is the housing market, where we have in fact seen 

substantial price increases at a local level, but looking at the average for the 

country as a whole, then owner-occupied dwellings generally seem to be priced 

low rather than high. 

Given the above we can take comfort from the rather undramatic state of the 

Danish economy, although risks do of course exist. Among them is the upswing 

accelerating and becoming unsustainable, which is probably the biggest risk in 

the short term. From a more structural perspective, however, one concern could 

be that the current upswing is only generating GDP growth of less than 2%. 

The underlying growth in incomes is probably higher, but productivity growth 

has been disappointing during this upswing and still is. 

At a glance 

 
Note: Forecasts exclude effect of patent sale in 2017. 

Source: Danske Bank 

Out of crisis, but room for more growth 

 

Source: Statistics Denmark, Macrobond Financial 

% y/y 2018 2019 2018 2019

GDP 1.8 1.8 1.8 1.9

Private consumption 2.3 2.4 1.9 2.6

Public consumption 1.1 0.5 1.0 0.5

Gross fixed investment 5.0 1.5 5.8 4.2

Exports 0.5 2.7 2.5 2.9

Imports 3.6 2.4 4.2 3.6

Gross unemployment (thousands) 108.9 102.7 107.9 102.7

Inflation 0.9 1.5 0.6 1.3

Government balance, % of GDP -0.2 -0.2 -0.2 -0.1

Current account, % of GDP 6.5 7.2 7.5 7.5

Previous forecast

Denmark

Current forecast
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We disregard misplaced patent sale  

Denmarkôs GDP figures are unfortunately marked by substantial and partly 

inexplicable fluctuations. The figures for Q1 18, for example, show a fall of 

0.5% compared to the year before. This was not due to Denmark suddenly 

relapsing into crisis once again, but rather Statistics Denmark including the sale 

of a patent for roughly DKK9bn as exports and production in Q1 17, even 

though production in reality occurred over a much longer period prior to the 

sale. The artificially high figure for Q1 17 means the growth figures for 2018 

are artificially low. Our forecast assumes the GDP figure for last year will be 

revised down again, but if that does not happen, then our GDP growth figure 

for this year is 0.4 percentage points too high ï all else being equal. 

Interest rates to remain low  

The Danish krone (DKK) strengthened during Mayôs financial market turmoil 

prompted by the political crisis in Italy, just as it did previously when concerns 

surfaced about the stability of the eurozone. This time, however, the inflows to 

Denmark were very limited, and Danmarks Nationalbank did not need to 

intervene in the FX market to prevent the DKK strengthening by more than the 

0.4% or so relative to the central parity rate against the euro that Danmarks 

Nationalbank has in practice accepted in recent years. Even if the crisis were 

to deepen and the inflow to Denmark become considerably greater, we expect 

Danmarks Nationalbank would refrain from cutting interest rates and instead 

react by intervening if necessary. Likewise, we do not expect a unilateral 

Danish rate hike even when the European Central Bank (ECB) ceases its bond 

buyback programme, which will equate to a tightening of monetary policy in 

the eurozone. The DKK is well supported by Denmarkôs large current account 

surplus and by solid interest in Danish bonds from abroad. The Danish bond 

market is also being supported by the governmentôs very low need to issue 

bonds. The next Danish rate hike in our forecast is alongside the ECBôs in 

December 2019, though we expect long yields will rise slightly over the coming 

year. 

Inflation  set to increase in 2019  

Danish inflation normally follows developments in the eurozone, though 

occasionally with major fluctuations. So far in 2018 Danish inflation has been 

markedly lower due, in particular, to lower price increases on food and 

beverages. However, price pressures are fundamentally in line with the rest of 

Europe, so we expect inflation to gradually rise. We have revised up our 

expectations for this year and next, in part because the reduction in the duty on 

electric heating from May 2018 turns out not to be included in the consumer 

price index. The normal duty on electricity, which the government plans to cut, 

is included. If the government implements the cut, it could reduce the consumer 

price index by 0.23%, though the proposal is for the cut to be spread over a 

period of six years, so the impact on the 2019 figures will be limited. Inflation 

has, however, been pulled higher by a rise in oil prices and in the price of 

holiday home rentals, perhaps influenced by the unusually warm weather in 

May. 

 

Patent sale distorts growth picture  

 

Source: Statistics Denmark, Macrobond Financial, Danske Bank  

Impact of Italian turmoil on DKK was limited  

 
Source: Macrobond FInancial 

Extremely low Danish inflation is temporary 

 

Source: Statistics Denmark, Macrobond Financial, Danske Bank  

Energy prices behind higher inflation in May 

 

Source: Statistics Denmark, Macrobond Financial  
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Wage growth not as low as it looks 

Private sector wage growth has increased by less than one percentage point 

over the past four years to 2-2.3%, depending on which statistic you look at. 

That is remarkably modest growth given that employment among wage-earners 

has increased by 6.5% over the same period and that a significant number of 

companies are citing lack of qualified labour as a limiting factor for production. 

This suggests companies are still marked by the crisis and stiff competition, 

and apparently often choose to say no to an order rather than bid wages higher 

and increase prices. However, the trend also has to be seen against the low level 

of inflation and low productivity growth. If our forecast for 2018 proves 

correct, consumer prices will have risen by 4.1% over six years. The low level 

of inflation means that modest nominal wage growth equates to a quite decent 

increase in real wages, historically speaking, while the long period of slow 

price increases has also probably depressed expectations on future price 

increases among both companies and employees. 

Low productivity during this upswing also means fewer resources for wage 

increases. The wage share, which is the employeesô share of the total 

production value, is in fact on the high side of the historical average ï and this 

despite a substantial fall in the wage share in manufacturing, where production 

value has risen without involving many more employees, not least in the 

pharmaceutical industry. That the overall wage share has nevertheless risen is 

in part due to much of the growth in new jobs occurring in the service sector, 

where the wage share is relatively high. 

Slowly tightening labour market  

Despite the tighter labour market we are not necessarily facing a period of 

significantly higher wage increases. We expect that wage growth and inflation 

will only gradually return to more normal levels as inflation expectations 

slowly rise in both Denmark and the eurozone. But given that unemployment 

is low, the labour force will have to expand if employment is to continue to 

rise. While we expect this will be the case, in part due to the rising retirement 

age, the labour market is also tightening in other parts of northern Europe, so 

the risk is that a more serious shortage of labour could lead to unsustainable 

wage growth or to the economy slowing. 

Rising house prices, but the apartment market 

has lost steam  

The housing market is in fine shape with rising prices across most of the 

country. The opening months of the year saw sharp increases in the price of 

houses on the back of general economic growth, rising household incomes and 

very low interest rates. 

Following significant price increases in the first few months of the year, we 

expect growth to slow somewhat going forward. This should be seen against 

the tightening of lending practices on 1 January this year seemingly having the 

desired effect, as far fewer borrowers with high levels of debt are now taking 

out adjustable rate or interest-only loans compared to last year. There is also 

some indication that housing market activity has slowed a little this year, for 

example in the Copenhagen apartment market. This suggests a slowdown in 

price growth, and actual price falls cannot be ruled out in that market. However,  

Wage growth only slightly up 

 

Source: Statistics Denmark, DA, Macrobond Financial  

Larger share of the cake for employees, but not in 
manufacturing  

 

Note: Payroll as % of GDP at factor cost 

Source: Statistics Denmark, Macrobond Financial 

House prices rising steadily, but slower growth for 
apartments  

 
Source: Statistics Denmark, Macrobond Financial 
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we do not expect the slowdown to be particularly pronounced, and a more 

subdued pace of growth in the apartment market would be welcome after 

several years of soaring prices. 

Gradually rising long-term interest rates in 2019 will put something of a 

damper on price growth compared to this year. However, there is little prospect 

of the rise in interest rates being significant enough to derail housing market 

growth. Further down the line we expect those areas where prices have 

increased most will also be the ones that react most strongly to increases in 

interest rates. 

New construction will also eventually put a damper on price growth. The 

number of new homes has accelerated in recent years, with the number of 

apartments completed in 2017 matching that in 2007. Construction is most 

buoyant in the major towns and cities, with many new apartments, in particular, 

being built. We expect the pace of construction to remain high despite the latest 

new home start figures pointing to a slowdown in construction activity. This is 

likely due to major data quality issues, as other indicators indicate continued 

growth. 

Consumption picking up 

Private consumption got off to a flying start in 2018 after a lacklustre 

performance in 2017. Consumers received a helping hand at the start of the 

year from higher real wage growth on the back of low inflation. We expect this 

will continue to support consumption this year and to a lesser extent next year 

too. 

Despite the outlook for a pick-up in consumption this year, there is little sign 

of this being out of step with underlying developments in household incomes 

ï given rising real wages and continued employment growth. Nor is there any 

indication that households have begun to finance consumption with increased 

borrowing. Should borrowing seriously take off, there would be significant 

potential for stronger consumption growth, but we have no real expectations of 

this happening during our forecast period. 

We also expect consumption to receive a boost from payouts of early retirement 

contributions (to employees who opt out of the early retirement scheme) and 

the repayment of excess property taxes. That being said, we have revised down 

our expectations for how much will be paid out in early retirement 

contributions this year, and as the new property valuations have been delayed 

from the start of 2019 to later in the year, tax repayments to around ¾ million 

homeowners are also expected to take place later. All this adds up to a lesser 

boost to consumption in 2019 than previously expected. 

  

Still decent sales activity despite decline after 
tighter lending practices   

 

Source: Statistics Denmark, Macrobond Financial  

Construction activity rising  

 

Source: Statistics Denmark, Macrobond Financial 

Private consumption picks up after disappointing 
2017  

 

Source: Statistics Denmark, Danske Bank calculations, Macrobond 

Financial 

Credit barely rising ã in sharp contrast to 
consumption boom in 2000s   

 

Source: Statistics Denmark, Danske Bank calculations, Macrobond 

Financial 
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Government finances continue to outperform 

expectations  

We expect the general government finance surplus will become a minor deficit 

during our forecast period despite the current economic expansion. This is 

partly due to temporary factors, such as the paying out of early retirement 

contributions and the repayment of excess property taxes. However, both 

factors are shrouded in a degree of uncertainty, as we still do not know how 

many will request their early retirement contributions be paid out or exactly 

when payouts in connection with the new property valuations will be made. 

Also likely to pull the surplus lower will be less income from the tax on pension 

returns (so-called PAL tax). 

We are generally more optimistic than the government about its finances, as 

we expect the labour market to develop more favourably and also estimate that 

the decline in PAL taxes will be less pronounced ï in part because we expect 

more subdued growth in interest rates over the forecast period. This also means 

we expect a slightly smaller net financing requirement than the government  

projects. That being said, we expect the governmentôs net financing 

requirement will be greater overall in 2018 than in 2017, in part due to 

buybacks of the bonds underlying social housing loans. 

Exports and investment disappoint  

Export growth continues to disappoint given the solid economic growth rates 

in export markets and Denmarkôs improved competitiveness. One explanation 

could be the strengthening of the DKK against the US dollar and a number of 

other currencies over the past one and a half years, though even corrected for 

this we would have expected a higher level of exports. Within goods exports, 

the machinery industry appears to be one of the areas losing market share. 

Service exports failed to grow last year if you disregard the patent sale, and 

declined further in Q1 18 ï possibly triggered by Chinaôs ban on the import of 

scrap, which has reduced the need for shipping services. Our forecast is based 

on the premise that some of the export losses will be recouped, even though we 

are facing a period of slightly lower growth in certain markets, particularly 

Sweden.  

Imports soared in April 2018 when ships and aircraft worth DKK8.7bn were 

imported. This was because the Danish merchant shipping fleet grew 

particularly strongly, and this will also be reflected in the figures for corporate 

investment. However, if we disregard shipping, then corporate investment 

remains remarkably low given the high level of employment. This is especially 

true for physical investments in machinery and buildings, while investments in 

intellectual property rights are higher than pre-crisis levels. 

Current account surplus less impressive in 2018  

The major investment in ships will pull the current account surplus lower in 

2018, but it also provides the foundation for an even greater surplus in the 

future. The 2018 surplus is also weighed down by the disappointing growth in 

exports, especially when calculated in DKK terms rather than volume. 

However, we expect the current account surplus to increase again in 2019, as 

underlying consumption and investment growth is not high enough to seriously 

dent the surplus, which will continue to remain buoyant on the back of growing 

pension savings in Denmark.  

Government revenue from pension return tax 
expected to fall from a high level 

 

Source: Statistics Denmark, Macrobond Financial   

No export growth since 2016  

 

Source: Statistics Denmark,  Danske Bank calculations, Macrobond 

Financial   

Building and machinery investments still low  

 

Note: 4-quarters moving average 

Source:  Statisti cs Denmark,  Macrobond Financial   

Current account surplus still very large  

 

Note: Seasonally adjusted data 

Source: Statistics Denmark,  Danske Bank calculations, Macrobond 

Financial  
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At a glance 

 

Note: Forecasts for 2018 are based on an expectation of a downwards revision of GDP and exports in 2017 (see text). 

Source: Statistics Denmark, Danmarks Nationalbank, Macrobond, Danske Bank 

 

National account 2017 2017 2018 2019

DKK bn (current prices)

Private consumption 976.8              1.5 2.3 2.4

Government consumption 535.9              1.2 1.1 0.5

Gross fixed investment 437.1              3.7 5.0 1.5

    - Business investment 266.8              5.6 6.3 -0.1

    - Housing investment 96.8                6.2 6.2 6.8

    - Government investment 73.6                -5.5 -1.3 0.1

Growth contribution from inventories 0.1                   0.1 0.0 -0.1

Exports 1,184.3          4.4 0.5 2.7

    - Goods exports 748.2              5.7 1.9 2.5

    - Service exports 436.1              2.0 0.0 3.1

Imports 1,032.9          4.1 3.6 2.4

    - Goods imports 641.8              5.3 4.9 2.1

    - Service imports 391.1              2.1 1.4 3.0

GDP 2,145.1          2.2 1.8 1.8

Economic indicators 2017 2018 2019

Current account, DKK bn 168.1 143.0 162.3

    - % of GDP 7.8 6.5 7.2

General government balance, DKK bn 21.5 -3.7 -5.6

    - % of GDP 1.0 -0.2 -0.2

General government debt, DKK bn 780.9 771.2 779.5

    - % of GDP 36.4 35.1 34.4

Employment (annual average, thousands) 2,920.9                 2,967.7         2,999.4         

Gross unemployment (annual average, thousands) 115.9 108.9 102.7

    - % of total work force (DST definition) 4.2 4.0 3.8

House prices, % y/y 4.0 4.5 2.5

Private sector wage level, % y/y 1.7 1.9 2.3

Consumer prices, % y/y 1.1 0.9 1.5

Financial figures 19/06/2018 +3 mths +6 mths +12 mths

Lending rate, % p.a. 0.05 0.05 0.05 0.05

Certificates of deposit rate, % p.a. -0.65 -0.65 -0.65 -0.65

2-yr swap yield, % p.a. -0.05 0.00 0.05 0.25

10-yr swap yield, % p.a. 1.06 1.20 1.40 1.70

EUR/DKK 7.45 7.45 7.45 7.44

USD/DKK 6.43 6.36 6.20 5.95

Forecast

% y/y
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Sweden 

Manufacturing slowdown too?  

¶ Core inflation steady at around 1.5% for the past five months and 

expected to remain below the Riksbankôs forecast, increasing signs of a 

slowing Swedish economy and, not least, a European Central Bank that 

argues for its first rate hike in H2 19 at the earliest suggest that the 

Riksbank will move by mid-2019 at the earliest. However, due to soaring 

energy prices and possibly a lagging impact from the previous SEK 

weakening, we expect CPIF to remain above the Riksbankôs forecast this 

year. This may trigger a hike or two but in our eyes it would be a mistake. 

In a fundamental sense, the Riksbank is trapped in a Catch 22 situation 

with the SEK. 

¶ Our bearish outlook for residential construction is basically playing 

out as expected, being a drag on GDP growth. We expect prices on new 

flats to fall sharply, as very few can afford them and as supply is 

significant. On the back of this, there may be a second leg down in 

prices on existing flats. 

¶ We have not changed our economic forecast to any meaningful extent 

but new dark clouds, in the form of what appears to be a sharp 

slowdown in the eurozone manufacturing business cycle, are now 

approaching. This constitutes a downside risk to our GDP forecast. 

Riksbank in a Catch 22 situation  

In April, the Riksbank kept the repo rate unchanged but shifted the repo rate path 

forward in time, now signalling a first rate hike in October or December this year 

(previously ómid-2018ô). This caused some upheaval in the markets as many 

investors had pointed to the repo rate path being unchanged for several meetings 

up to April as suggesting it intended to start hiking rates soon. In particular, the 

FX market reacted fiercely, pushing the EURSEK above 10.60 in the weeks after 

that meeting. The backdrop for the Riksbankôs decision to postpone rate hikes 

was that inflation had again turned out to be on the low side of its forecast. 

Subsequently, the SEK has rebounded strongly, after Riksbank board members 

pointed out that it forecasts a stronger SEK. In addition, CPIF inflation has 

turned out close to the Riksbankôs forecasts and close to the 2% target itself. 

However, as laid out below, CPIF excluding energy was only 1.5% y/y in May. 

This puts the Riksbank in a tricky situation. Should it point to CPIF, which we 

forecast will remain above the Riksbankôs forecasts until year-end, or should it 

look at CPIF excluding energy for guidance about where 94% of the CPIF 

basket is heading? We believe most of the Executive Board members will argue 

that it is core that sets the trend and that headline is boosted to an exceptional 

extent by energy prices. In addition, the board is aware that if its language is 

too hawkish, it risks strengthening the SEK, which would put downward 

pressure on imported inflation. This is what we mean by the óCatch 22ô in the 

heading above: higher inflation leads to a hawkish Riksbank leads to a stronger 

SEK leads to slowing inflation and a dovish Riksbank. It is a circular reference. 

Some board members seem to disregard or ignore how inflation is composed. 

These members, who constitute a minority, may very well argue that CPIF has  

At a glance 

 
Source: Danske Bank 

Soft ECB will most likely delay Riksbank hikes too 

 
Source: Riksbank, Macrobond Financial 

Riksbank needs a çcrawling depreciationè to 
reach 2 % target 

 
Source: Danske Bank calculations 

What Riksbank needs and what it says 

 

Source: Riksbank, Danske Bank calculations, Macrobond 

Financial 
























































