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Chapter 1 Summary

1. Summary

1.1 Current economic conditions

The Danish economy has entered a new stage of the business cycle with more subdued growth
as price increases and higher interest rates have impacted consumption and housing invest-
ment. However, activity has been fuelled by a strong pharmaceutical industry, which has led to
a large increase in exports.

Inflation has slowed rapidly in 2023 and lower inflation, along with expected wage increases,
will significantly boost household purchasing power in the coming years. In addition to income
growth, household consumption is also supported by the stabilisation of the housing market
during 2023, following the fall in house prices through 2022.

The labour market has so far been resilient to a lower domestic demand. However, the slow-
down in large parts of the economy - reflected in lower per-hour productivity in several indus-
tries - means that many companies will likely need to adjust their capacity and headcount in the
coming period. This would reduce pressure on the labour market and dampen the overall in-
crease in disposable incomes. At the same time, the prospect of lower employment dampen
back consumer spending. As a result, growth in private consumption is expected to be modest.

The absence of clear imbalances in the Danish economy supports the prospect of a soft landing
and minimises the risk of a more abrupt fall in employment. GDP is estimated to have in-
creased by 1.2 per cent this year and is expected to grow by 1.4 per cent in 2024 and 1.0 per cent
in 2025, cf. figure 1.1. Employment is expected to decline by 30,000 persons from 2023 to
2025, but remain relatively high.

Figure 1.1 More moderate GDP growth alongside labour market adjustment
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Note:  Development in real GDP and employment including persons on leave.
Source: Statistics Denmark and own calculations.
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Outlook for the Danish economy

Overall, the Danish economy has performed well in recent years despite external factors that
have had a strong impact on demand and production. However, a slowdown in growth has been
underway for some time. Large parts of the Danish economy slowed down already in 2022 as a
result of rising inflation, rising interest rates and stagnation abroad, which affected some ex-
ports.

The slowdown in the Danish economy has become more evident in 2023 with a decline in GDP
in both the 2nd and 3rd quarters. However, the decline has been from a high level and employ-
ment has continued to rise. The period of weaker growth is expected to extend into 2024 and
2025. This should be seen in light of higher interest rates and the expected decline in employ-
ment, which will limit household income growth.

The period of weaker growth is expected to bring output and employment closer to structural
levels, but activity in 2025 is still estimated to be above normal capacity utilisation levels and
unemployment is expected to remain relatively low. The period of slowdown should therefore
also be viewed as a natural adjustment from a situation of high capacity pressure in the econ-
omy.

From a historical perspective, the expected slowdown is relatively mild. In previous cyclical
downturns, the slowdown has typically been more severe, and employment has sometimes
fallen quite significantly in such situations. The current turnaround has been gradual and,
among other things, the fall in inflation will favour a soft landing.

Inflation has slowed rapidly through 2023, and consumer price increases totalled just 0.1 per
cent year-on-year in October. Inflation has been largely pushed down by the fall in energy
prices, which is reflected, among other things, in the fact that core inflation - which excludes
unprocessed food and energy - is still relatively high, cf. figure 1.2. Consumer price increases
are expected to pick up again in the first half of 2024, when energy price developments are no
longer expected to push inflation down. Thus, inflation is expected to rise temporarily to above
3 per cent again in 2024, and for the year as a whole, inflation is estimated to be just under 3
per cent, cf. table 1.1. Inflation is not expected to reach around 2 per cent before 2025, which is
the level that is compatible with the fixed exchange rate policy and the medium-term inflation
target for the euro area, which, according to the ECB, is also expected to have an inflation rate
of around 2 per cent in 2025.

Table 1.1 Key figures of the projection

2023 2024 2025
GDP growth, per cent 1.2 1.4 1.0
Inflation, per cent 3.4 2.8 2.1
House prices, per cent -2.0 1.2 1.9
Employment, change in 1,000 persons 40 -9 -21
Gross unemployment, per cent of labour force 2.6 2.9 3.1

Source: Statistics Denmark and own calculations.
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Figure 1.2 Inflation has come down fast
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Figure 1.3 Consumer confidence has improved
and household consumption has stabilised
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100, such that a value below 100 indicates a decline. Retail sales are in volume and seasonally adjusted.
Source: Statistics Denmark and own calculations.

Wage growth in the private sector accelerated significantly in the second half of 2023 and is
now at its highest level since 2008. Based on the results of the spring collective bargaining in
the private sector, the significant wage growth is expected to continue in 2024 and subse-
quently fall back to a more normal level in 2025. Combined with the expected development in
consumer prices, household purchasing power as measured by real wages is already estimated
to be higher in 2024 than in 2021 before inflation picked up, and the improvement in purchas-
ing power is expected to continue in 2025.

Consumer confidence has improved significantly in tandem with decreasing inflation, and the
development is also reflected in household consumption. This can be seen, for example, in re-
tail consumption, which has increased slightly after declining through 2022, cf. figure 1.3. The
increase in real wages will support the potential for consumption growth, and it is expected that
consumption in 2024 and 2025 will grow in line with the estimated increase in income. Overall,
households are expected to maintain their consumption as a share of disposable income in the
coming years, approximately unchanged compared to the consumption ratio in 2022, cf. chap-
ter 3.1.

The repayment of property taxes, especially in 2024, will also support consumption, while the
expected decline in employment will, in isolation, dampen the overall growth in household in-
come.

The government has presented a proposal for a personal tax reform that, according to the fore-
cast, will increase households' disposable incomes and thus their consumption opportunities
from 2025. At the same time, the reform will make employment more favourable, cf. box 1.1.
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Box 1.1 The government's proposal for a personal tax reform Mere attraktivt at arbejde

The government's proposal for a personal tax reform More attractive to work will increase the benefits of work-
ing. This will ensure that more persons enter the labour market instead of relying on public benefits, and that
more persons choose to work a little more than they do today. The reform contains tax cuts totalling DKK 6%
billion after backflow and behaviour (2023 level), including the implementation of a reserve of DKK ¥z billion
up to 2030, which can be used for socially balanced tax cuts. The proposal envisages phasing in the reform
from 2025, and from 2026 the majority of the reform will be phased in.

The reform consists of three key elements:

The ordinary employment allowance is increased (DKK 4.8bn)
e The ordinary employment allowance is increased from 10.65 per cent to 12.75 per cent.
e At the same time, the maximum allowance is increased from DKK 44,800 to DKK 56,200 (2023 level).

The additional employment allowance for single parents is increased (DKK 0.3bn)
e The additional employment deduction for single parents is increased from 6.25 per cent to 11.5 per cent.
e At the same time, the maximum allowance is increased from DKK 24,400 to DKK 44,900.

Reduction of the top-bracket tax (DKK 1.1bn)

e New intermediate tax of 7.5 per cent, halving the tax rate for income in the income range from DKK
618,400 to DKK 750,000 (corresponding to DKK 568,900 to DKK 690,000 after labour market contribu-
tion).

e New top-bracket tax rate of 7.5 per cent, so that a rate of 15 per cent is still paid on income above DKK
750,000 (corresponding to DKK 690,000 after labour market contribution).

e Additional top-bracket tax of an additional 5 per cent paid on income above DKK 2.5 million (equivalent to
DKK 2.3 million after labour market contribution).

In isolation, the personal tax reform will contribute to increasing disposable incomes in the population by more
than DKK 10 billion when the reform is fully phased in, equivalent to the immediate effect before backflow and
behaviour. The effect on disposable income in 2025 will be approximately DKK 4.9bn. The increased purchas-
ing power is expected to be realised through higher private consumption. Overall, the reform entails a tax re-
duction for persons with incomes up to approx. DKK 2.76 million (equivalent to DKK 2.54 million after labour
market contribution), while taxes will increase for persons with incomes above this as a result of the extra top
tax rate.

The personal tax reform is estimated to increase the labour supply by 5,150 full-time equivalents when the
main elements are fully phased in by 2026. Of this, 3 of the impact can be attributed to increased working
hours among employed persons and ¥ to increased labour market participation. Depending on the implemen-
tation of the DKK %2 billion reserve, the labour supply impact of the final reform may be larger. The reform will
increase employment, growth and capacity in the economy.

According to standard practice, the effects of the personal tax reform are not included in the forecast, as a polit-
ical agreement has not yet been reached.

Based on the government's proposal, the reform is estimated to contribute to reducing the capacity pressure
measured by the output gap by almost 0.1 percentage points in 2025. This is partly due to increased capacity in
the economy as a result of higher structural employment and partly because the reform will reduce demand in
the short term. This reflects the fact that the reform is financed by the fiscal space, which is technically included
as public consumption in the forecasts and projections of the Ministry of Economic Affairs and the Ministry of
Finance. Public consumption leads to increased demand as soon as the funds are spent, while tax cuts only par-
tially impact private demand in the short term. In addition, the import content is higher in private demand.
Based on the government's proposal, the reform is estimated to reduce the highest possible public consumption
growth by 0.6 percentage points and mechanically reduce public employment growth by 4,000 persons in
2025.

Source: The Government (2023): Mere attraktivt at arbejde and own calculations.

6 Economic Survey - December 2023



Chapter 1 Summary

Finally, increased interest costs on housing loans, among other things, will reduce disposable
incomes. The effect of higher interest rates has not yet fully materialised, but will do so as mort-
gage borrowers with floating-rate loans have their interest rates re-set. The European Central
Bank last raised its key policy rate in September, signalling that interest rates will remain at
current levels for some time. Market expectations indicate that the next interest rate change in
the euro area will be in a downward direction, cf. chapter 7.1. On this basis, interest rates are
assumed not to rise further in the forecast period, but to fall slightly in 2025. Thus, interest
rates will remain somewhat higher than in the post-financial crisis period up to 2021, cf. figure
1.4

Figure 1.4 Interest rates seem to have peaked Figure 1.5 Subdued growth in lending
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Note: Infigure 1.4, bond yields reported by Finance Denmark are shown as the effective interest rate received by investors buy-
ing newly issued mortgage bonds. In figure 1.5, personally owned companies are included in households.
Source: Finance Denmark, Danmarks Nationalbank and own calculations.

The higher interest rate level is also reflected in subdued growth in bank and mortgage credit
institution lending to households and businesses, cf. figure 1.5. At the same time, credit terms
have generally been tightened, including as a result of new guidelines on the financing of rental
properties and real estate projects. The higher interest rates have led to a decline in housing in-
vestments in particular, and a further decline is expected in the forecast period, cf. chapter 3.3.

On the surface, business investments show no signs of being affected by higher interest rates
and remain at a high level. In the coming years, business investments are expected to be sup-
ported by a need to expand production capacity in the pharmaceutical industry and invest-
ments in the green transition, cf. chapter 4.2. However, other parts of industry and the rest of
the business sector are expected to react to the tighter financial conditions and the outlook for
weak demand from abroad.

In particular, the outlook for the key export markets of Sweden and Germany is relatively weak.
In both countries, GDP is expected to have contracted in 2023 and limited growth is expected
in 2024. In addition, the current recovery in the US is expected to slow down, cf. chapter 7.1. As
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real incomes recover and monetary policy interest rates are lowered, foreign demand is ex-
pected to improve during 2025.

Despite headwinds from abroad, exports have developed very favourably over the past few
years. This is due to the sharp increase in the pharmaceutical industry's activities, which is also
reflected in exports, cf. chapter 6.1. Without the increase in the pharmaceutical industry's value
added, which is mainly due to Novo Nordisk, total value creation would have been significantly
lower already in 2022, cf. figure 1.6. The pharmaceutical industry is expected to continue to ex-
pand its activities in the coming years, but at a somewhat slower pace compared to recent years.
GVA in the rest of the economy excluding the pharmaceutical industry is estimated to have
fallen slightly this year.!

Figure 1.6 The pharmaceutical industry has in-  Figure 1.7 Activity is fuelled by exports
creased overall value added
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Note:  The pharmaceutical industry's GVA for 2021 and 2022, which forms the basis for figure 1.6, is a special extraction of un-
published figures from Statistics Denmark and is therefore subject to greater uncertainty. The dotted line indicates an esti-
mated trajectory.

Source: Statistics Denmark and own calculations.

Overall, the forecast implies weak growth in domestic demand, while on the other hand, ex-
ports are expected to continue to grow significantly due to the special role played by the phar-
maceutical industry, cf. figure 1.7. Thus, it is still expected that the growth in the Danish econ-
omy will reflect a bifurcated economy.

This year, exports have made a significant contribution to GDP growth. This is also expected to
be the case to some extent in 2024, although the contribution is expected to be somewhat
smaller, cf. figure 1.8. The reopening of the Tyra field in the North Sea is estimated to result in
both higher exports and lower imports of energy, and the increased production of raw materials
is estimated to increase GDP growth in 2024 by around 0.5 percentage points.

1 Based on an assumption of 45 per cent real growth in the pharmaceutical industry's GVA in 2023. The 45 per cent is
based on industrial production data and an assumption of zero growth in the pharmaceutical industry's activities from Oc-
tober to December.
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Private consumption - when the import content is taken into account - is expected to contribute
to GDP growth to a decreasing extent in the forecast years, partly due to an unchanged con-
sumption ratio and more uniform growth in both goods and services consumption. The larger
contribution to growth in 2023 is mainly due to the fact that the increase in private consump-
tion was mainly driven by services consumption, which is less import-intensive than goods. Pri-
vate investment as a whole is expected to drag down growth in 2024 in light of the impact of
tighter financial conditions, including higher interest rates. In isolation, inventory investment
is a relatively large drag on growth, especially in 2023 - but also in 2024 - after having been at a
historically high level in 2022.2

Figure 1.8 Decreasing growth contribution from private consumption and exports
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Note:  Import-adjusted growth contributions.
Source: Statistics Denmark and own calculations.

The slowdown in domestic demand has so far only been reflected to a limited extent in the de-
velopment of employment. Wage-earning employment continued to rise in September, and
compared to the same month last year, there were just over 34,000 more employees. This is a
relatively broad-based increase, with more employees in knowledge services and transport,
while in the public sector, there was a particular increase in defence and tax administration. Of
the total increase in employee employment over the past year, foreign nationals account for
25,000 persons, which has contributed to increasing the total labour force, cf. chapter 5.

The improvement in the labour market has been stronger than the growth in total value crea-
tion. This is reflected in a weak development in hourly productivity, especially for the private
sector excluding manufacturing, cf. figure 1.9. Falling per-hour productivity is often observed at
the start of an economic downturn, when companies are reluctant to lay off employees despite
declining demand. However, productivity is expected to rise in the coming years. Based on the
current lower productivity, rising wages and the prospect of a period of more moderate growth,

2 Inventory investments in 2021 and 2022 were extraordinarily high in a historical perspective. In conjunction with the
publication of the national accounts on 30 June 2023, Statistics Denmark highlighted that the national accounts are gener-
ally more uncertain than normal - especially for 2022 - and that there have been larger imbalances in the reconciliation of
the production and demand side than usual.
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companies are expected to adjust the number of employees. This will increase productivity, al-
though the lower per-hour productivity to a certain extent reflects a change in industry compo-
sition.

Figure 1.9 Per-hour productivity expected to Figure 1.10 Output and employment gaps re-

rise again after weak development in non-manu- main positive

facturing
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Note: Infigure 1.9, per hour productivity is real GVA per hour worked. The output gap in figure 1.10 is in per cent of structural
GVA excl. mining and quarrying, while the employment gap is in per cent of structural employment excl. persons on leave.
Source: Statistics Denmark and own calculations.

The underlying structural development also means weaker opportunities for employment
growth in the coming years. For many years, reforms and demographic developments have con-
tributed to a rapid increase in the structural labour force, but in 2024 and 2025, the overall out-
look is for limited growth. This means that, all else being equal, the growth potential from avail-
able labour is smaller. The development in labour supply is bolstered by the abolition of Store
Bededag as a public holiday, however, on the other hand, it is assumed in the forecast that the
number of displaced persons from Ukraine will decrease when the Special Act expires in 2025.

The expectation of continued subdued activity growth implies a gradual easing of capacity pres-
sures, which is reflected in the narrowing of the output gap from 2.1 per cent in 2023 to 1.4 per
cent in 2025, cf. figure 1.10. The positive output gap is particularly a reflection of the fact that
employment is significantly above the estimated structural level. The continued positive gaps at
the end of the forecast period imply continued pressure on the economy's available resources
and thus a deviation from the levels deemed compatible with a stable price and wage develop-
ment in the medium term.

Moderate cyclical turnaround in the absence of imbalances

The expectation of a soft landing must be seen in the context of the absence of significant im-
balances in the form of, for example, weakened competitiveness or excessive borrowing, which
would require adjustment in the economy. The boom in the 2000s led to overheating after
great pressures on the labour market as well as unsustainable lending and a price bubble on the
housing market. The setback in 2008 and 2009 in the wake of the global financial crisis was
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large, and the subsequent slowdown lasted until 2012. The experience at that time showed that
the combination of several and large imbalances, an approximately simultaneous turnaround in
the housing market with the rest of the economy and the setback in the global economy in con-
nection with the financial crisis led to a large and long-lasting economic downturn.

In the current economic situation, several factors contribute to a soft landing. On the housing
market, the adjustment after the house price increases during the corona pandemic and the
higher interest rates seems to have taken place. Housing prices and sales have thus been in-
creasing since the spring, cf. figure 1.11. It is expected that house prices will continue to grow in
2024 and 2025, but at a slower pace than in the latter half of 2023. Some home purchases may
have been brought forward — as a result of the restructuring of housing taxation which takes ef-
fect on January 1 2024 — which could have contributed to boost the prices of single-family
homes in the second half of 2023.

Higher interest rates have contributed to dampening house price developments. At the same
time, more restrictive lending rules, which were introduced after the financial crisis, have
helped to avoid an unsustainable debt build-up and the risk of a house price bubble. Further-
more, households have continuously built up wealth. Households saved an extraordinary
amount during the corona pandemic, when consumption options were more limited (when
home purchases are disregarded), which was reflected in a relatively large increase in wealth,
cf. figure 1.12. All in all, households thus seem to be well-consolidated after a number of years
of consolidation after the financial crisis.

Figure 1.11 Housing market is again on the up Figure 1.12 Households have significant net fi-
nancial wealth
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Note:  The price of single family house is shown in figure 1.11. The net assets in figure 1.12 are the households' financial assets,
incl. pension, minus liabilities.
Source: Statistics Denmark and own calculations.

Household savings are also part of the explanation for the trend towards increasing surpluses
balance of payments surpluses since 1999. The balance of payments can be calculated as a
country's savings minus total investments. Among other things, the expansion of collective
agreement-based labour market pensions has contributed to increased household savings. The
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balance of payments surplus can also be attributed to high net lending of non-financial compa-
nies, which are especially large multinational companies, cf. figure 1.13.

In recent years, the balance of payments surplus has grown extraordinarily much to around 12
per cent of GDP. This increase must be seen in the context of a strong export development
linked to sea transport in connection with the corona pandemic and, most recently, the extraor-
dinary growth in the pharmaceutical industry.

Figure 1.13 Large current account surplus gen-  Figure 1.14 The current account surplus is due

erally supported by non-financial companies to increased savings
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Note:  Infigure 1.13 the current account surplus is shown along with net lending of respectively households and non-financial
companies.
Source: Statistics Denmark and own calculations.

Overall, the assessment is that within the forecast period there are no signs of imbalances in the
Danish economy which could lead to an abrupt turnaround in the economy. At the same time,
there are no signs of a downward trend in the scope of investment either, cf. figure 1.14.

The labour market does not show signs that the significant capacity pressures over recent years
has led to unsustainable wage growth in Denmark and led to weaker wage competitiveness vis-
a-vis foreign countries, cf. section 5.3. A gradual turnaround in the economy appears to be oc-
curring as a result of more subdued demand. This will contribute to decreasing the pressure in
the labour market. As mentioned, the weak productivity development is considered to be par-
ticularly an expression of a delayed adjustment on the labour market in connection with the
current economic turnaround. Furthermore, industry shifts since the end of 2020 have contrib-
uted to a weaker productivity development, but only to a lesser extent, cf. section 4.1. The weak
productivity development of recent years is not considered to be an expression of a long-term
structural problem.
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Risks continue to be tilted towards the downside

A good starting point for a soft landing does not exclude the possibility that the Danish econ-
omy may be affected by conditions that cause fluctuations in growth and employment.

A number of measures, which have improved the security of the supply of energy, have contrib-
uted to the fact that energy prices have fallen in Europe in the past year. According to the Dan-
ish Energy Agency's latest status on energy supply, the gas stocks were almost full before the
2023-2024 heating season. In both Denmark and the EU, stocks were over 90 per cent filled at
the end of November. The draw on stocks depends, among other things, on the weather, includ-
ing temperature and rainfall, as well as whether there will be long periods of calm and cloudy
weather. If the weather turns cold this winter season there is a certain risk that the stores will
be emptied and that there may be a shortage of gas, according to the Danish Energy Agency.
This may result in a new increase in energy prices. In 2022 and the beginning of 2023, Europe
has largely replaced Russian pipeline gas with liquefied natural gas (LNG), which is shipped
from, among others, the United States. The LNG market, like the oil market, is a world market
where significant price fluctuations can occur.

Large fluctuations in energy prices can affect consumer prices both directly and through deriva-
tive effects. Although energy prices are roughly back to previous levels and inflation has fallen
significantly, core inflation remains relatively high in many countries, although it is also falling.
The central banks in both the US and the euro area have signaled that they do not expect more
interest rate hikes, but new tightening may be necessary if price developments and inflation ex-
pectations are not in line with inflation targets. A particular risk is if a price-wage spiral should
arise. Relatively large wage increases are expected both this year and next year, which will help
to restore the real wage. If price and wage increases continue at the higher levels, they can be-
come mutually reinforcing and lead to a monetary policy reaction.

Uncertainty about inflation and interest rates, as well as the war in Ukraine, the situation in the
Middle East and geopolitical tensions between the US and China imply that there is still an ele-
vated degree of uncertainty, although it has decreased slightly since mid-2022, cf. figure 1.15.
The uncertainty can affect businesses' investment decisions, among other things.

Economic Survey - December 2023
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Figure 1.15 Economic uncertainty remains high
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Note:  The index is based on how many times the conditions regarding economy, politics and uncertainty are mentioned in articles
in leading newspapers See Davis, S. (2016): An Index of Global Economic Policy Uncertainty, Macroeconomic Review,
October 2016.

Source: Global Economic Policy Uncertainty Index.

Domestically, the pharmaceutical industry has contributed to unexpectedly high growth and
export progress. Immediately, the pharmaceutical industry is less integrated into the rest of the
economy, in the form of mutual product and service deliveries, than many other industries. In
addition, a large part of the production in the pharmaceutical industry takes place abroad.
However, major fluctuations in the pharmaceutical industry could affect the Danish economy in
both a positive and negative direction. A decrease in activity in this industry could thus lower
e.g. exports and GDP, but the derived effects on the rest of the economy, including employ-
ment, would be smaller.

Furthermore, other conditions can pull in the direction of higher growth than assumed. So far,
the labour market has fared better than expected. In recent years, the assessment of structural
employment has also been adjusted upwards several times, including as a result of an increased
influx of international labour and increasing employment among immigrants living here. With
continued labour shortages and low unemployment in the forecast years, employment and la-
bour force participation among foreign nationals, for example, could increase further. This will
support the potential production in Danish business and create greater demand. In addition,
private consumption could also increase more than assumed if, for example, households spend
a larger proportion of their income on consumption. Since the financial crisis, households have
saved relatively much, which is reflected in a low consumption ratio, cf. section 3.1.
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Box 1.2 Forecast basis and changes since Economic Survey, August 2023

The forecast is based on the national accounts up to and including the 3rd quarter of 2023 as well as a number
of other indicators, the most frequent of which reach into November. The forecast includes, among other
things, the effects of agreements entered into up to and including 5 December 2023, including the Finance Act
for 2024, the tripartite agreement on improved pay and working conditions for public servants and a new boost
to the Ukraine Fund in 2025-2027. The government has presented a proposal for a personal tax reform, which,
compared to the forecast, will, among other things, lead to higher households' disposable incomes and thus in-
creased their consumption opportunities from 2025.

Since the assessment in August, there have been, among other things, new figures for economic activity, em-
ployment and inflation. The moderation in economic activity, which is reflected in falling GDP in both the 2nd
and 3rd quarter of 2023, was already expected in the latest assessment from August, and in light of this, only
small changes have been made to estimates for the development in GDP, cf. figure a. As regards the composi-
tion of growth contributions from the various demand components, the estimates for both exports and imports
have been adjusted upwards in both 2023 and 2024. Employment has continued to grow, and the reversal in
the form of falling employment is now expected to occur later. Inflation has fallen faster than expected, but it is
still expected that inflation will increase again in the first half of 2024, before falling back to around 2 per cent.
in 2025, cf. figure b.

Figur a GDP growth Figur b Inflation
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Source: Statistics Denmark and own calculations.
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1.2 Fiscal policy and public finances

The economic boom in the Danish economy in recent years has strengthened public finances
through higher tax and lower expenditures on transfer incomes. In 2022, there was a surplus in
the actual budget balance of DKK 95 bn., equivalent to 3.3 per cent of GDP, while for 2023, a
surplus of approximately DKK 75 bn. or 2.7 per cent of GDP is expected, cf. figure 1.16. Sur-
pluses are projected to continue with the budget balance estimated at 1.5 per cent of GDP and
0.8 per cent of GDP in 2024 and 2025, respectively.

The Danish economy has entered a new phase of the economic cycle with more subdued
growth, but the level of activity is expected to continue to be elevated for the duration of the
forecast period. The weighted business cycle gap? is estimated to narrow from 2.9 per cent of
GDP in 2023 to 1.8 per cent of GDP in 2025.

The structural budget balance is estimated to be 0.5 per cent of GDP in 2023, 0.6 per cent of
GDP in 2024, and 0.2 per cent of GDP in 2025, cf. figure 1.17. Compared to the August assess-
ment, the estimate for the structural balance is unchanged in 2023, increased by 0.2 per cent of
GDP in 2024, and decreased by 0.2 per cent of GDP in 2025. Overall, public finances remain
sound with public surpluses and low debt. At the same time, fiscal policy is aligned with the ex-
pected business cycle situation.

Figure 1.16 Actual budget surpluses decrease Figure 1.17 Structural budget surpluses and dis-

with the business cycle tance to the deficit limit of the budget law
Per cent of GDP Per cent Per cent of structural GDP Per cent of structural GDP
5 5 2.0 2.0
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0 -k 0 PO === -0.5
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mmmm Actual budget balance mmm August 2023
Weighted business cycle gap (r. axis) December 2023

— — = Deficit limit in the Budget Law

Note: The weighted business cycle gap is a weighted average of the employment and output gaps with weights 60/40.
Source: Statistics Denmark and own calculations.

Compared to the August assessment, the increase in military support under the Ukraine Fund,
cf. the Agreement on the Increase of Military Support under the Ukraine Fund in 2023 and

3 The weighted business cycle gap is a weighted average of the employment and output gaps with weights 60/40.
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2025-2027 (November 2023) and the Government’s 2030 plan DK2030 (November 2023), re-
sults in a discretionary weakening of the structural balance by approximately 0.1 per cent of
GDP in 2023 and about 0.4 per cent of GDP in 2025.

Conversely, the structural budget balance is improved by a higher estimated structural employ-
ment in 2023-2025, primarily based on increased employment for foreign nationals, including
as a result of the extension of the special act for those displaced from Ukraine. In the opposite
direction, contributing factors include an expected exceedance of investment budgets of munic-
ipalities and regions in 2023, cf. chapter 8 (Danish version).

Over the years, the structural budget balance is estimated to decrease from a structural surplus
of 1.9 per cent of GDP in 2022 to 0.2 per cent of GDP in 2025. The bulk of the decrease is esti-
mated to have occurred in 2023, reflecting expenses related to the establishment and expansion
of the Ukraine Fund and an increase in (other) public consumption expenditures adjusted for
the decline in one-off covid-19-related expenses.

Towards 2025, the decrease in structural surpluses should also be viewed in the context of fiscal
policy being planned with a gradually decreasing profile for the structural balance towards the
target of -0.5 per cent of GDP in 2030, cf. DK2030. This is consistent with continued sound and
sustainable public finances. Year-on-year changes in the structural balance in the forecast pe-
riod are further described in chapter 8.

The annual change in the structural budget balance is not a well-suited measure to assess
whether fiscal policy contributes to increase or dampen the capacity pressure in the Danish
economy. Instead, this is measured by fiscal effects. The fiscal and structural policy stance is re-
flected in the estimate for the structural budget balance, but the structural budget balance is
also influenced by a number of other factors, cf. box 1.3. In this vein, there may be policy
measures that affect capacity pressure but not the structural balance, and vice versa. The weak-
ening of the structural balance from 2022 to 2023 does not indicate that fiscal policy in 2023
increases capacity pressure. Instead, fiscal and structural policy is estimated to have tightened
significantly in 2023, equivalent to a one-year fiscal effect of -1.0 percentage points, cf. below.
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Box 1.3 Difference between year-on-year changes in structural budget balance and fiscal effects

The structural budget balance is an estimate of the underlying position of public finances given the current fis-
cal policy. The development of the structural budget balance is influenced by a wide range of factors, including
the conducted fiscal and structural policies. However, it does not solely reflect policies but also other factors
affecting the structural development in revenues and expenditures, such as demographic trends, foreign labour
inflows, interest rate changes, shifts in demand composition, etc. For example, the development of North Sea
revenues, largely driven by other factors than fiscal policy, has had a significant impact on the structural budget
balance over time.

Year-on-year changes in the structural budget balance are therefore not well-suited as a measure of how much
fiscal and structural policies contribute to increasing or dampening capacity pressure in the Danish economy.
Instead, this is measured by fiscal effects, which provide estimates of the impact of fiscal and structural policies
on the output and employment gaps.

In general, of course, a discretionary fiscal easing in a given year will result in a weakening of the structural
budget balance and an increase in the fiscal effect, and vice versa for a discretionary fiscal tightening. However,
there are exceptions and nuances implying that this does not always hold. Among other things, different fiscal
policy instruments affect the capacity pressure differently for the same effect on the structural budget balance
(i.e., they have different fiscal multipliers).

In addition, there are fiscal measures that affect the structural budget balance but not capacity pressure, and
vice versa. For example, financial donations to Ukraine and purchases abroad do not impact capacity pressure
in Denmark but weaken the structural budget balance. Conversely, the phasing out of one-off covid-19 expendi-
tures does not affect the structural budget balance (as one-off measures are considered neutral for the struc-
tural budget balance) but contributes to dampen the capacity pressure. Additionally, the payment of frozen hol-
iday allowances — as well as its phasing out — affects capacity pressure, while one-off tax revenues related to the
payout are treated as a one-off measure in the calculation of the structural budget balance.

The fiscal policy for 2024 is set by the budget bill and the municipal and regional budget agree-
ments. Overall, the planned fiscal policy for 2024 has an approximately neutral impact on ca-
pacity pressures, measured by the one-year fiscal effect, cf. below. Selected key priorities in the
budget bill are outlined in box 1.4.
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Box 1.4 Selected priorities in the agreement on the budget for 2024

More hands in Pedagogical Psychological Counseling (PPR): Reserve for more employees in Pedagog-
ical Psychological Counseling (PPR) to support the educational staff in preventive work and increased presence
in day care and primary school.

Reserve for elderly care: A reserve for elderly care, DKK 695 million in 2024-2027. The funds can be used
for permanent teams and welfare technologies.

District heating pool: The district heating pool is extended to 2024 with DKK 150 million. Support is given
to make more projects profitable for the district heating companies.

Emergency package for improving the water environment and reducing low-lying soils: A pool is
set aside for an emergency package for improving the water environment. The pool facilitates efforts in the re-

alization of the agreed reductions in nitrogen emissions, or otherwise contribute to improvements in water en-
vironment.

Reduce registration tax for zero-emission passenger cars: The basic deduction in the registration tax
for zero-emission passenger cars is increased. Thereby, the basic deduction is extended to 2025.

Improve emergency preparedness, including emergency ambulances: The funds can facilitate a
strengthened emergency preparedness e.g. more emergency medical vehicles.

Accommodate damage caused by storm surge in severely affected municipalities: An extraordi-
nary construction pool of DKK 125 million is launched. Municipalities can apply for funds to cover costs caused
by the storm surge.

Support for secondary schools and high schools in rural areas with economic struggles: A tem-
porary increase in the subsidy for general secondary schools will be extended in 2024-2027.

The impact of the agreement on the budget for 2024 is neutral with regards to the economic activity and
growth in public spending relative to the proposal on the 2024 budget by the government in august 2023.

Source: Aftale om finansloven for 2024.

The fiscal policy for 2025 will be planned in 2024 with the agreements on municipal and re-
gional budgets and the budget bill for 2025. The specific planning of fiscal policy will, among
other things, take into account the short-term economic outlook including the development of
capacity pressures. Additionally, the government has proposed an income tax reform, which
will dampen the fiscal effect in 2025 compared to the current forecast for 2025, which is based
on calculation assumptions and agreements made until December 5, 2023.

The fiscal policy contributes to dampen capacity pressures in 2023 and 2024

After the significant fiscal easing during the covid-19 pandemic, fiscal policy was tightened in
2022, resulting in a one-year fiscal effect of -1.6 percentage points. The fiscal policy is estimated
to have been further tightened in 2023, with a one-year fiscal effect of -1.0 percentage points.
Consequently, the measures implemented during the pandemic, such as compensation schemes
and stimulus measures, have been withdrawn, cf. chapter 8. With the agreement on the budget
bill for 2024 it is estimated that fiscal and structural policy in 2024 will have an approximately
neutral effect on capacity pressures. The one-year fiscal effect is estimated at -0.1 percentage
points with the updated forecast.

The fiscal assessment for 2025 reflects technical assumptions and effects of political agree-
ments, etc. On this basis, the one-year fiscal effect is estimated at 0.3 percentage points in
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2025, cf. figure 1.18. This reflects, among other things, that fiscal policy is planned with a grad-
ually decreasing structural budget balance towards the medium-term target of -0.5 per cent of
GDP by 2030. The normalization of inflation and the position in the business cycle (measured
by narrowing output and employment gaps) also suggest a gradual easing of fiscal policy from
its current tight level to support a soft landing, resulting in a positive one-year fiscal effect and a
negative multi annual fiscal effect. This is in line with the expected gradual easing of monetary
policy in the euro area and Denmark throughout 2025, assuming decreasing inflationary pres-
sures.

Compared to the Economic Survey, August 2023, the estimate for the one-year fiscal effect in
2023 is 0.1 percentage points higher, i.e. less tight. This is primarily due to an upward adjust-
ment of public investment expenditures due to an expected exceedance of municipal and re-
gional investment budgets. Previously assumed repayment of excess property taxes in 2023 be-
ing largely postponed to 2024 contribute in the opposite direction.

In 2024, the estimate for the one-year fiscal effect is conversely 0.1 percentage points lower
than in the August assessment. The extension of the special act for displaced persons from
Ukraine and an assumed tightening of public investments relative to 2023 contribute to reduc-
ing the fiscal effect in 2024. Conversely, the postponed repayment of excess property taxes adds
to the one-year fiscal effect in 2024 compared to the August assessment.

The multi-annual fiscal effect, which measures the effect of fiscal and structural policy in a
given year as well as the preceding years relative to the base year 2019, i.e., the year before the
covid-19 pandemic, is estimated at -0.3 percentage points in 2023, -0.5 percentage points in
2024, and -0.2 percentage points in 2025, cf. chapter 8. The overall fiscal and structural policy
since 2019 thus has a dampening effect on capacity pressures in the Danish economy in all fore-
cast years, cf. figure 1.19.

With the Agreement on Increase of Military Support under the Ukraine Fund in 2023 and
2025-2027 (November 2023), the Ukraine Fund is increased with a relaxation of the structural
balance, as mentioned above. The impact on Danish economic activity is expected to be close to
zero, as the vast majority of the expenditures are assumed to be donations to Ukraine and ac-
quisitions purchased abroad. However, the activity impact will depend on how the funds are
specifically allocated.

The government's recently proposed income taxation reform, which is not reflected in this fore-
cast, will, in isolation, have a dampening effect on capacity pressures in the Danish economy.
Overall, it is assessed that the proposal will reduce the one-year fiscal effect in 2025 by just be-
low 0.1 percentage points. This reflects that the reform is financed through the “fiscal space”
(which can be seen as fiscal room to maneuver within the governments medium-term structural
budget balance goal and budget ceilings, and which is technically included as public consump-
tion in the forecast) and that the short-term impact on capacity pressures of lower income taxes
is less than for public consumption. At the same time, the reform increases labour supply,
which, by itself, dampens capacity pressures.
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Figure 1.18 One-year and multi annual fiscal ef-  Figure 1.19 Fiscal policy dampens capacity

fects pressures in 2023-2025
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Note: The effect on the output gap in figure 1.19 is measured by the multi annual fiscal effect, which describes the total level effect
of the fiscal and structural policy since 2019.
Source: Own calculations.

Growth in public consumption

Real public consumption is estimated to grow by 0.9 per cent in 2023 and 2.2 per cent in 2024.
This is a downward revision of 0.6 percentage points in 2023 and an upward revision of 0.1
percentage points in 2024 compared to the estimated growth rates in the Economic Survey,
August 2023, cf. figure 1.20.

The downward revision of real growth in 2023 mainly reflects the impact of specific allocations
from the Ukraine Fund. Allocations made from the fund indicate a larger share of transfers
abroad (approximately 34) than previously assumed (approximately ¥2), leading to lower esti-
mated public consumption. In 2024, expenditures related to displaced Ukrainians are also esti-
mated lower compared to Economic Survey, August 2023.

In addition, a new tripartite agreement on wages and working conditions in the public sector
will result in wage increases for a number of public employees and, consequently, nominal con-
sumption expenditures from 2024 and onwards. At the same time, the agreement reduces real
public consumption, as the wage increase is offset by lower public consumption expenditures,
including the agreed-upon administrative savings in municipalities and regions.

In 2025, technical assumptions based on the estimated “fiscal space” lead to a real public con-
sumption growth of 1.9 per cent (before accounting for the government's proposal for an in-
come tax reform, which is estimated to reduce public consumption growth by 0.6 percentage
points in 2025).

Looking across the period since 2019, the real growth in public consumption has been signifi-
cantly influenced by both efforts related to the covid-19 pandemic and Danish support for
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Ukraine4, including the reception of Ukrainian refugees. The average annual real growth in
public consumption from 2020 to 2025 is estimated to be 1.3 per cent.

Figure 1.20 Real public consumption growth
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Note: Public consumption growth is calculated with the input method (incl. depreciations). There is not reported a growth rate for
2025 from August 2023, as 2025 was not part of the forecasting period in Economic Survey, August 2023. The dashed line
shows the average growth rate in 2020-2025.

Source: Statistics Denmark and own calculations.

Continued low EMU debt and positive public financial net assets

The Danish EMU debt is projected to continue to maintain a comfortable distance from the
debt limit of 60 per cent of GDP outlined in the Stability and Growth Pact. The EMU debt is ex-
pected to decrease from 30.3 per cent of GDP in 2023 to 27.9 per cent of GDP in 2025. Com-
pared to Economic Survey, August 2023, the estimated EMU debt has been revised down by
around 0.5 per cent of GDP in 2023 and 2024 due to larger estimated surpluses on the actual
budget balance.

Denmark has had positive public financial net assets since 2018, and it is expected to continue
until 2025, cf. figure 1.21. The estimates for 2023 and 2024 are largely unchanged since Eco-
nomic Survey, August 2023, covering opposing movements. On the positive side, revised ac-
counting figures for public net assets in 2022 and higher estimates for the actual budget bal-
ance contribute upward. Conversely, downward revisions in publicly-owned equities in 2023
weighs down on net assets.

4 Excluding one-off expenditures related to covid-19 in 2022, the real public consumption growth rate is estimated at 3.1
per cent in 2023. The allocated funds under the Ukraine Fund are assumed to affect (nominal) public consumption by ap-
proximately 234 to 3% DKK bn. yearly from 2023 to 2025.
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Figure 1.21 Large margin to the debt limit and positive public net assts
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Source: Statistics Denmark and own calculations.

Key figures for fiscal policy in the period 2022-2025 are shown in table 1.2. The assessment of

fiscal policy is elaborated in chapter 8.

Table 1.2 Key figures relating to fiscal policy

2022 2023 2024 2025
Structural budget balance, per cent of struc-
tural GDP 1.9 0.5 0.6 0.2
Actual budget balance, per cent of GDP 3.3 2.7 1.5 0.8
Public consumption growth, per cent -3.6 0.9 2.2 1.9
L\)/Iultl—annual fiscal effect, percentage points 0.8 03 05 02
One-year fiscal effect, per centage points 3 -1.6 -1.0 -0.1 0.3
Memo: One-year fiscal effgct |2)c|. income 16 1.0 01 0.2
tax reform, percentage points
Output gap, per cent 4 3.0 2.1 1.9 1.4
Employment gap, per cent 4 3.3 34 2.9 2.1
EMU debt, percent of GDP 29.8 30.3 29.1 27.9
Public financial net assets, per cent of GDP 17.9 18.5 19.2 19.2
1) The estimated growth in public consumption is technically assumed to be the same using the input and output method. The
shown growth in 2022 is reported using the input method.
2) The multi-annual fiscal effect is a measure of how changes in the fiscal and structural policy affects the output gap (level
effect compared to 2019).
3) The one-year fiscal effect is a measure of how changes in the fiscal and structural policy in a given year affects the output
gap in a given year.
4) Calculated measure of how far production and employment are from their structural levels. When the gaps are positive, it

indicates that resources in the economy are scarce compared to a normal cyclical position.

Source: Statistics Denmark and own calculations.
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1.3 Annex table

Table 1.3 Key figures from the December survey and comparison with the August survey

2023 2024 2025
Aug. Dec. Aug. Dec. Dec.

Real change, per cent
Private consumption 0.6 0.9 15 1.6 15
Total government demand 1.8 1.6 1.9 1.6 1.9
- of which government consumption 15 0.9 2.1 2.2 1.9
- of which government investments 3.6 6.3 0.8 -2.4 1.7
Housing investment -12.9 -12.1 -2.1 -2.2 1.2
Business fixed investment -3.6 -3.3 -2.0 -2.2 0.1
Inventories (contribution to GDP-growth) -1.7 -1.4 -0.1 -0.5 0.1
Total final domestic demand -2.3 -1.8 0.8 0.3 15
Exports 5.4 10.8 3.4 4.2 2.4
- of which manufacturing exports 8.8 15.0 3.3 4.6 2.3
Total demand 11 3.7 1.9 2.0 1.9
Imports 0.9 8.0 2.8 3.0 3.3
- of which imports of goods -2.4 3.5 4.1 2.7 3.2
GDP 1.2 1.2 1.4 1.4 1.0
Gross value added 14 15 1.6 15 1.0
- of which non-farm private sector 2.2 0.9 1.1 1.0 1.0
Change in 1,000 persons
Labour force, total 40 48 -4 2 -17
Employment, total 32 40 -13 -9 -21
- of which private sector 24 32 -16 -12 -26
- of which public sector 8 8 3 3 5
Gross unemployment 9 8 9 i 4
Cyclical developments, per cent
Output gap 2.1 2.1 1.6 1.9 1.4
Employment gap 3.3 3.4 2.7 2.9 2.1
Unemployment gap -1.0 -1.0 -0.7 -0.6 -0.3

Note:

Public consumption is calculated using the input-method.
Source: Statistics Denmark and own calculations.
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Table 1.3 (cont.) Key figures from the December survey and comparison with the August survey

2023 2024 2025

Aug. Dec. Aug. Dec. Dec.
Change, per cent
House prices (single family homes) -4.5 -2.0 1.4 1.2 1.9
Consumer prices 3.8 3.4 3.0 2.8 2.1
Hourly earnings in the private sector 4.5 4.3 5.4 5.4 34
Real disposable income. households -0.7 1.1 2.9 1.4 0.9
Productivity in the private non-farm sector 2.5 0.2 1.6 1.4 2.2
Per cent p.a.
1-year rate loan 35 3.4 3.7 3.3 2.8
10-year government bond 2.7 2.8 2.8 2.8 2.8
30-year mortgage credit bond 4.7 4.8 4.7 5.0 4.8
Public finances
Actual public balance (DKK bn.) 56 77 29 44 23
Actual public balance (per cent of GDP) 2.0 2.7 1.0 15 0.8
Structural public balance (per cent of GDP) 0.5 0.5 0.4 0.6 0.2
Gross debt (per cent of GDP) 30.8 30.3 29.6 29.1 27.9
Labour market
Labour force. total (1,000 persons) 3,283 3,290 3,279 3,293 3,276
Employment. total (1,000 persons) 3,200 3,208 3,187 3,199 3,178
fr(;)osos l;Jgr(-:;r;r:rpl)slc))yment (yearly average, 85 84 04 97 101
f((;)rrgg unemployment (per cent of labour 26 26 29 29 31
External assumptions
Trade-weighted international GDP-growth 1.3 1.3 1.8 1.6 2.2
Export market growth (manufactured goods) 0.8 0.2 3.0 2.4 3.1
Exchange rate (DKK per USD) 6.9 6.9 6.7 6.9 6.9
Qil price, dollars per barrel 81.1 82.6 81.4 81.3 81.9
Balance of payments
Current account balance (DKK bn.) 266 300 287 347 339
Current account balance (per cent of GDP) 9.6 10.7 9.9 11.8 11.1

Source: Statistics Denmark, IMF, Macrobond, Confederation of Danish Employers and own calculations.
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2. GDP as a measure of
prosperity and indicators of well-
being

In the Economic Surveys, the focus is on the economic outlook for the Danish economy. This
means the current and expected development in economic activity, employment and unemploy-
ment, inflation and public finances, etc. Here, value added in the gross domestic product (GDP)
is included as the overall target for the development in output and total incomes. The forecast
for growth in GDP is to a large extent governing the outlook for the labour market, price and
wage developments, tax revenues and a wide range of other matters.

However, GDP is not a measure of a country's or its population's overall well-being or life satis-
faction, nor was it ever intended to fill that role. The well-being or life satisfaction of the indi-
vidual and of the average population is affected by a large number of other conditions, includ-
ing environmental and social conditions. These are conditions that are not the subject of the
forecasts in Economic Survey, but which are of course important for the organization of society
and for political decisions.

The purpose of this chapter is, among other things, to contribute to a nuanced discussion of
what GDP as a concept can be used for. The chapter will also touch on limitations in relation to
the calculation and interpretation of GDP. Against this background, this chapter takes a closer
look at the advantages and disadvantages of GDP as a measure of prosperity and, secondly, at a
number of indicators which, in different ways, include other conditions of importance for the
population's quality of life or well-being.

In this connection, it should be noted that the economic policy in Denmark — and in general the
organization of Danish society — has for many years pursued considerations in a wide range of
areas and not just targets for GDP and employment. This applies, for example, to considera-
tions of the environment and nature, climate, income distribution, individual freedom, finan-
cial security and cohesion. For many years, Denmark has been among the countries where the
population has expressed the highest life satisfaction or happiness. Denmark also generally
scores highly in the various combined indicators prepared by international institutions or re-
searchers to shed light on the quality of life in different countries.

Among other things, the review in the chapter points to:

e GDP isavery central concept in economic planning, forecasts and projections, because it
calculates a society's economic activity in a consistent — and internationally comparable —
way.

e Attention to the development in GDP is important in relation to being able to organize eco-
nomic policy with regards to dampening cyclical fluctuations and avoiding deep crises and
periods of overheating.
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e Inrelation to business cycle assessments, GDP is included together with a number of other
information on activity, employment, prices, etc. in an overall assessment of the economic
picture.

e Thereis still room to further develop GDP, so that it best supports the need for an overall
activity target in economic planning.

e There are other indicators which are relevant in relation to other purposes and considera-
tions in political decisions, e.g. distribution, climate and environment.

e Progress has been made with the green national account, which shed light on the relation-
ship between the economy and the environment. A green GDP has also been developed,
which estimates the environmental costs of economic activity. These are relevant for envi-
ronmental considerations, but do not alter the use of GDP as the central measure of eco-
nomic activity.

e Several international institutions, authorities and researchers have given different pro-
posals for broader indicators for well-being and quality of life. Denmark generally scores
high on these goals. However, balanced goals for well-being and quality of life can be diffi-
cult to use in relation to policy conducting, as they per construction includes a balancing of
the many sizes and dimensions that are important for well-being and quality of life.

e Across countries, GDP is typically highly correlated with indicators of health, security and
general life satisfaction. The connection is not a direct expression of causality, but it can re-
flect, among other things, that with greater prosperity (income and wealth), both as an in-
dividual and as a society, you can purchase goods and initiatives that can increase the qual-
ity of life. However, generating more wealth can also come with costs that potentially limit
well-being, for example in the form of stress on natural resources or increased work inten-
sity, and increased wealth can also lead to increasing expectations of what constitutes a
good life, so that the average subjective life satisfaction does not increase in line with pros-
perity.

2.1 What is GDP?

GDP is one of the most common economic concepts and is basically an expression of the value
creation of a country's total economic activity, which is reflected in use in the form of private
consumption, public consumption, investments and exports.! The term is an important eco-
nomic indicator, as it says something about the size of an economy, and the development in
GDP over time can be used as a benchmark for whether there is growth or decline in economic
activity.

High growth in GDP is often interpreted as a positive development, partly because it is typically
followed by increasing employment and improved consumption opportunities. The level of
GDP has increased over time in line with productivity increases that have made it possible to
produce more with the same use of resources. In the short term, however, GDP also varies as a
result of cyclical fluctuations, where, among other things, mood changes derived from develop-
ments abroad or on the housing market can affect the overall development of activity.

t The purpose of all economic activity is ultimately consumption, both private and public. Investments and exports enable
greater consumption in the future and consumption of foreign products.
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GDP is absolutely central to economic planning. Over time, economic policy can be instrumen-
tal in supporting productivity increases and higher labour supply that increase GDP. Further-
more, the economic policy can help dampen cyclical fluctuations and reduce the risk of an econ-
omy overheating or moving into a crisis. GDP is also important for the development of public
finances and constitutes an important reference in relation to various efforts, e.g. research, de-
fense and development aid and other matters that are managed in relation to GDP.

How is GDP calculated?

GDP cannot be measured directly, but must be calculated on the basis of a number of methods
and principles. The current statement follows the methodology described in the EU's European
system for national and regional accounts (ESA 2010). Statistics Denmark's current calculation
of GDP in the national account at annual level covers the time period 1966 onwards, while the
quarterly national accounts are available from the 1st quarter of 1990 onwards. However, other
sources have calculated Denmark's GDP even further back in time.

GDP has generally been growing, even when corrected for rising prices, i.e. inflation. The
growth in real GDP has, however, been particularly significant in the second half of the 20t
century. Major events such as World War | and World War 11 are clearly visible in the long-
term perspective, but there has been a tendency for the growth in GDP to continue anyway, cf.
figure 2.1.

Figure 2.1 Denmark’s GDP has generally grown over the past 200 years
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Note:  The figure shows the natural logarithm of GDP up to and including 2018 calculated in USD, 2011 prices.
Source: Maddison Project Database and own calculations.

The modern concept of GDP was developed by the American economist Simon Kuznets in 1934
and was adopted as the main measure of a country's economy at the Bretton Woods Conference
in 1944. It was considered useful to have an estimate of a country's annual value creation when
input in production had been deducted. Gross Domestic Product thus also indicates that the de-
limitation criterion is geography. There are, however, simple calculations that go much further
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back in time. A very early calculation of economic activity dates from 1665, when the British sci-
entist and civil servant, William Petty, made estimates of income and expenditure, population,
land and other assets in England and Wales, cf. Coyle (2014).

In terms of national accounts, GDP can be calculated and distributed using three general ap-
proaches: the production approach, the expenditure approach and the income approach:

e The production approach calculates GDP as the sum of gross value added (GVA) and net
product taxes. The approach is to take the sum of the value creation in the various indus-
tries of the economy, where value added is output value minus inputs in production.

e The expenditure approach is based on the balance of supply and usage, where total supply
in an economy equals total usage. Supply consists of GDP and imports, while usage (ex-
penditure) consists of consumption (both private and public), investments and exports
abroad. In this way, GDP can be calculated as the sum of consumption minus imports.

e The income approach breaks down the value added as calculated by GDP in remuneration
of the production factors, i.e. compensation of employees, gross operating surplus and
mixed income as well as net indirect taxes.

The distribution of Denmark's GDP in 2022 as calculated by the three approaches, which all
give the same GDP level, appears in table 2.1.

Table 2.1 Different approaches to calculate and distribute GDP for Denmark in 2022

Production Expenditure Income

Component #E7 G Component #E] G Component PED B!

P of GDP P of GDP P of GDP
Primary Private Compensation
industries S consumption (EE of employees CES
_Seconc_iary 18.1 Public _ 21.8 Gross operating 38.6
industries consumption surplus etc.
Vel 67.7 | Investments sm || NI 12.8
industries taxes
L 11.9 | Exports 70.0
taxes

Imports 58.9

Source: Statistics Denmark and own calculations.

Following the production approach, value creation in the Danish economy was previously
linked to agricultural production to a greater extent. Over time, the economy's occupational
composition has changed towards so-called tertiary industries (services), while both primary
industries (e.g. agriculture, mining and quarrying) and secondary industries (e.g. manufactur-
ing) generally plays a smaller role, cf. Economic Survey, December 2021.

Following the expenditure approach, both exports and imports as a share of GDP have in-
creased in line with increasing globalization. This is connected to the fact that Denmark is a
small, open economy. However, private consumption still constitutes a large share of GDP.
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Following the income approach, since 1966 — despite fluctuations from year to year — approxi-
mately 50-54 per cent of GDP goes to compensation of employees.2 The second large compo-
nent, gross operating surplus and mixed income, contains the businesses' profits, but also con-
sumption of fixed real capital (depreciation of capital equipment) and remuneration of the self-
employed.

Limitations in the calculation of GDP

The calculation of GDP does not include all forms of economic activity. As a starting point, mar-
ket-based production is included in the calculation of GDP, such that the delimitation helps to
provide a direct connection between GDP and paid employment.

However, not all activity takes place in a market where production and value added can be di-
rectly measured. This applies, for example, to public services, the rental value of one's own
home and the black economy. In principle, such services have paying recipients, and in the na-
tional accounts calculation of GDP, an attempt is made to estimate their value. Thereby, the cal-
culation will be subject to measurement problems.

Work at home and other forms of voluntary work, on the other hand, are not part of the chosen
delimitation for the calculation of GDP, because no payment is made for this. This also means
that GDP in isolation will increase when tasks are moved out of the home. The entry of women
into the labour market from the end of the 1950s can thus explain part of the GDP growth in the
second half of the 20t century (both increased labour supply and increased need for childcare,
cleaning, etc.). Thus, it cannot generally be repeated.

GDP is calculated both in current prices and quantity. All activity is usually done in the year's
(also called current) prices. However, it is often more relevant to view the development of eco-
nomic activity in terms of quantities, i.e. corrected for prices. For the purpose of calculating
quantitative (real) GDP, price indices are required, which are not always available. The ongoing
development in the price of, for example, a banana is fairly straightforward, as it is a homoge-
neous product, but the price of, for example, a haircut at the hairdresser's is not. In general,
prices are easier to calculate for goods than for services.

Another challenge in calculating real GDP is quality improvements. A better product (e.g. a
phone with more functions and more computing power) that can be sold for more will result in
a higher price index if no change in quality is taken into account. Therefore, there is also a need
to quality-adjust the price indices of certain goods and services. However, this is not straight-
forward.

In addition, the nature of economic activity has changed over time. In recent decades, there has
been a shift from mass production to more differentiated consumer goods. In addition, the con-
sumption of services constitutes a growing share of total consumption. Production from patents
also takes up more space. All of this increases the uncertainty about the calculation of the quan-
titative activity development.

Some particular challenges to calculating GDP as a measure of prosperity relate to measuring
activity outside the country's borders as well as the value of digital services. These topics are
elaborated in the following two sections.

2 This share differs from the concept of the labour share, which is typically calculated as the total wage’s share of GVA.
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2.2 Activity outside Danish borders

Both the Danish economy and the global economy as a whole have been significantly influenced
by increased globalisation. Improved communication and freight opportunities between coun-
tries have notably reduced barriers to trade. Modern shipping, in particular, has made it possi-
ble to quickly and affordably transport goods across the globe. International trade, division of
labour, and other aspects of globalisation are important for the overall activity in society, and
the calculation of GDP should be interpreted with the reservations associated with its measure-
ment.

A significant share of, for example, shipping companies' business naturally takes place in inter-
national waters, involving sea transport between different countries.3 The organisation of ship-
ping companies affects how their earnings contribute to the Danish national accounts. If the
company immediately records its income at its Danish headquarters, it will be accounted for as
production in Denmark. However, if the company earns income through a subsidiary abroad,
and the Danish headquarters receives the income as dividends, the activity will not be defined
as Danish production but instead be classified as capital income.

The ships of the shipping companies are similarly included in the capital stock of the country
where they are registered, regardless of where they sail on the globe. This means that when a
ship sails under, for example, the Dutch flag and is therefore subject to Dutch regulations, the
ship must be included in the capital stock of that specific country. It also means that changes
occur in the calculation of, for example, Denmark's capital stock if the shipping companies
change the registration country of the ships, without necessarily reflecting the actual capital
available to the Danish business. This differs from traditional non-mobile physical capital such
as machinery and buildings and serves as an example of how international rules for calculating
the national accounts impact the interpretation of GDP.

Another example is the calculation of the export of goods produced abroad and sold without
crossing the Danish border. Even though production takes place abroad, a portion of the value
creation is included in Danish GDP. This reflects that the production factors of the Danish com-
pany contribute to creating the value of the production of foreign factories and that the activity
originates in Denmark. This is especially true for intangible intellectual capital such as patents
and other intellectual property rights based on research and development. Intangible capital is
included in the capital stock of the country where it is owned, even though it can be used any-
where in the world.

Currently, processing abroad accounts for approximately 17% of the total industrial production,
cf. figure 2.2. This is almost double the share as compared to the share from just two years ago,
primarily reflecting the high growth in the pharmaceutical industry in recent years. The signifi-
cant increase in activity abroad in recent years should be viewed in connection with new phar-
maceutical products, making it challenging to assess the actual development in real terms.

3 With "Danish" shipping companies, and Danish companies in general, reference is not made to the nationality of the
ownership. A "Danish" company is not defined based on the nationality of the owners but rather on the company's pres-
ence in Denmark for at least one year with independent decision-making authority. This means that the company is con-
sidered to have its economic center of interest in Denmark, and its financial accounts are included in the Danish national
accounts.
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It follows from national accounting practices that a portion of the value creation from the activ-
ities of Danish companies is attributed to the Danish company and, consequently, to Danish
GDP. The actual value creation can be associated with activities in Denmark, such as research
and development, even if the final production takes place abroad. This accrual accounting prac-
tice can challenge the interpretation of GDP as the current activity in the Danish economy,
partly because associated activities in Denmark, such as research and development, may pre-
cede the final production by years.

In addition to processing, the activities of Danish companies abroad also involve "merchant-
ing". Merchanting refers to the buying and selling of goods that do not cross borders, and where
the goods undergo no further processing between purchase and sale. Merchanting primarily en-
compasses two phenomena: merchanting as wholesale trade and merchanting as factoryless
production, cf. Statistics Denmark (2021).

Figure 2.2 Processing abroad makes up a significant and increasing share of industrial production

Per cent of industrial production Per cent of industrial production
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Note: Processing abroad consists of goods sold abroad after having been processed there as well as goods sold in Denmark
after production abroad. Own seasonal correction.
Source: Statistics Denmark and own calculations.

Companies using merchanting as a form of factoryless production issue a production order to a
foreign factory, which both acquires the raw materials and ensures their processing. Like pro-
cessing abroad, this can be an indication that intellectual property rights and the rest of the
company are located in one country, while the final production takes place abroad.

Activity abroad contributes to increased volatility in the calculation of GDP and, at the same
time, weakens the relationship between employment and GDP, making it more challenging to
assess economic pressure solely based on GDP.

2.3 The value of digital services

Digitalisation entails significant upheavals regarding opportunities for production and con-
sumption. Digital products and services include, among other things, information retrieval
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(e.g., Google, Wikipedia), information sharing (e.g., Gmail, WhatsApp), social media (e.g., Fa-
cebook), entertainment streaming (e.g., YouTube), and online education (e.g., Khan Academy).

Many of these products and services are immediately free to use in the sense that there is no ac-
tual market transaction. The scale of usage for new digital products and services is vast, and
these products are characterised by being easy to replicate and instantly consume. The mar-
ginal cost of consuming such products and services becomes zero. This impacts the so-called
consumer surplus, which refers to the difference between the price consumers are willing to pay
and the price they actually pay. For instance, there have been studies on how much users
should be compensated for not using Facebook for a month, cf. box 2.1.

Box 2.1 New measures for the value associated with the use of digital services

Digital services like Google and Facebook have become increasingly prevalent over the past decade. In, for ex-
ample, the USA and the UK, the average person now spends nearly 24 hours per week online, cf. Coyle and
Nakamura (2022). Statistics suggest the potential for significant gains for consumers, who typically access
these services at no cost. They also pose a measurement challenge for traditional methods that rely on price
data to construct national accounting metrics such as GDP.

In Brynjolfsson et al. (2023), a survey-based experiment is utilised to estimate the value of digital services. Re-
searchers used Facebook's internal survey platform to conduct a large-scale experiment involving nearly
40,000 Facebook users across 13 countries. They queried users about their preferences regarding ten digital
services — Facebook, Twitter, Instagram, WhatsApp, Snapchat, TikTok, Google Search, Google Maps, YouTube,
and Amazon Shopping — along with how much money they would be willing to accept in exchange for deac-
tivating their Facebook accounts for one month. The resulting data were used to calculate consumers' gains
from using each of these services.

The researchers found that among Facebook users, the ten digital services provided value amounting to 2.5 tril-
lion dollars, equivalent to 6.0 percent of the total GDP of the involved countries. This value represented a
higher proportion of income in countries with lower income and wealth, as well as among individuals with
lower income and wealth within those countries. Consequently, the researchers concluded that freely accessible
digital services reduce inequality in consumption opportunities among users both within and across countries.

The results indicate that the majority of the value derived from the use of digital services accrues to consumers
rather than to businesses. For instance, the researchers estimated that the value from Facebook in the 13 coun-
tries is 284 billion USD, which is more than twice Meta's total advertising revenue from Facebook, Instagram,
and WhatsApp worldwide.

The researchers concluded that because free digital services generate significant value for consumers but are
not included in GDP, economic growth and labor productivity have been underestimated in recent years — at
least for the countries included in the study sample.

Source: Brynjolfsson et. al. (2023).

The payment for the use of products or services, however, takes place in a different manner. It
can, for example, involve exposure to advertisements or the provision of data that can be used
for targeted advertising. The "price" of the free products may thus indirectly be reflected in the
prices of other (advertised) products and, as such, still be included in the national accounts.
However, this is not necessarily the case in full. Ownership of data could potentially also be
linked to the opportunity for future earnings.
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2.4 Variations of GDP and other measures of prosperity

In the national accounts some related measures of gross value added and income can be found.
A central number is GNI (gross national income), which covers total income of a country’s resi-
dents. Relative to GDP thus GNI also consists of transfers in and out of the country. These
transfers for example covers wage income (Danish citizens working abroad, or foreign citizens
working in Denmark) and other transfers to and from abroad (e.g foreing aid). GNI also con-
sists of investment income to and from abroad. These covers for example rent income from
mortgage, dividends and company profits from subsidiary companies.

Since total income of a country’s residents says more about their consumption possibilities than
value added, GNI per capita is often used as an alternative measure to GDP per capita, when
the purpose is to shed light on the development in prosperity of a country.

Consumption possibilities are, however, not only affected by income, but also by the relative
prices of goods and services at home and abroad. Changes in terms of trade, thus matters for
the purchasing power of a country’s income. That means, whether goods and services from
abroad become more expensive relative to goods and services sold abroad — or vice versa. Pros-
perity, expressed as consumption possibilities, can thus increase, if terms of trade are im-
proved. Therefore, it is relevant to adjust GNI for changes in terms of trade.

The development in real GDP per capita compared to real GDP per capita adjusted for changes
in terms of trade from 2000 until 2022 in Denmark, reflects, that increase in prosperity espe-
cially can be attributed to an increase in real GDP per capita. At the same time, there has also
been significant contributions from both wage and investment income from abroad, and from
improvements in terms of trade. This reflects that GNI has increased by more than GDP in this
period, and that the price of Danish exports has increased by more than the price of those goods
and services, that Denmark imports from abroad, cf. figure 2.3.
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Figure 2.3 Growth in real GNI per capita adjusted for changes in terms of trade in selected coun-
tries, 2001-2022
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Net contributions from wage and investment income is the difference between growth in real GDP per capita and growth in
real GNI per capita. Contributions from terms of trade is the difference between growth in real GNI per capita adjusted for
changes in terms of trade and real GNI per capita. The adjustment for changes in terms of trade corresponds to the
method from @lgaard (2006), which, among others, is used by D@RS in Produktivitet 2023.

OECD, Christian @lgaard (2006): Relevansen af BNP-vaekstrater, Danmarks Nationalbanks Kvartalsoversigt, and own cal-
culations.

Source:

The increase in prosperity of Danish citizens can thus be attributed to more factors than GDP —
and to a much larger extent compared to a number of other European countries.

Besides growth, it is also relevant to compare the level of prosperity between countries. This
however requires, that differences in price levels are taken into account. This is due to the fact,
that a specific income in e.g. USD can buy a different size of basket of goods and services in dif-
ferent countries. It is attempted to take differences in price levels between countries into ac-
count by using so called PPP indexes (Purchasing Power Parity). Measured in this way by PPP

adjusted GNI per capita, Denmark also has a high level of prosperity compared to a number of
other European countries, cf. figure 2.4.
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Figure 2.4 PPP-adjusted GNI per capita in selected countries, 2022
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Note:  GNI per capita is measured in current prices, local currency and adjusted with current PPP index in local currency per
UsD.
Source: OECD and own calculations.

Other variations of GDP exists. Net domestic product (NDP) also attempts to adjust for the
wear and tear on capital goods, which means that the value of machinery, buildings and other
capital goods depreciates over time. Equivalent to GNI a net national income (NNI) also exists.
However, both GNI and NNI are associated with further measurement problems relative to
GDP and NDP. They are therefore, less often used, especially when comparing countries.

2.5 Green economy

The traditional national accounts are linked to economic activity, including GDP. As a supple-
ment, Statistics Denmark also prepares the green national accounts in accordance with interna-
tional guidelines. The purpose of the green national accounts is to identify how economic activi-
ties affect the environment and how nature is part of the national wealth in a broad sense.

The green national accounts make it possible to compare production value, value added and
employment across industries with the physical consumption of materials, energy and water. At
the same time, it is calculated how large amounts of waste, waste water and emission of green-
house gases and air pollutants the production entails. The statistics show, among other things,
that over recent decades there has been a significant decoupling between economic activity
(GDP), energy consumption and the emission of greenhouse gases, cf. figure 2.5.

Economic Survey - December 2023

37



38

Chapter 2 GDP as a measure of prosperity and indicators of well-being

Figure 2.5 Decoupling between GDP, energy consumption, and emission of greenhouse gases
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Note: The gross energy consumption is excl. bunkering. Emissions of greenhouse gases follow UNFCCC, excl. land use and for-
estry (LULUCF). See appendix 2.1 in the Economic Survey, December 2019 for a detailed description of the calculation of
the emission of greenhouse gases etc.

Source: Statistics Denmark, Aarhus University and own calculations.

The green national accounts also make it possible to shed light on aspects of the green econ-
omy, as it contains an inventory of, among other things, the production and export of green
goods and services for a number of different purposes linked to environmental protection and
resource conservation. Environmental protection purposes can, for example, be the production
of plants for the utilization of wind energy, and resource purposes can be the production of en-
ergy-saving heat pumps.

Finally, the green national accounts have an inventory of stocks of some natural resources in-
cluding oil, natural gas, forest and fish.

The green national accounts are under continuous development, but follow international guide-
lines and use the same classifications as the traditional national accounts. Therefore, there is
also comparability over time and between countries.

The green national accounts do not in themselves contain a green GDP. In principle, a green
GDP must include the value added from a number of environmental and nature services and
take into account the costs of pollution, emission of greenhouse gases and wear and tear of
Denmark’s natural capital, as well as the gain from investing in increasing the natural capital —
all converted into a monetary value that can be compared to GDP. A green GDP, where, in addi-
tion to normal consumption of goods, an attempt has also been made to take into account other
resources/burden on the environment, is not, however, a clear-cut concept. The challenge of
the assessment is, among other things, the valuation of non-market conditions, including ac-
cess to nature. As an example of this kind of value assessment, the Danish Economic Council
has made an estimate of the value of the lark’s song, cf. The Chairmanship of the Economic
Council (2004).
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A group of researchers has developed a Danish green GDP that takes into account climate and
environmental effects of economic activity and of various reform proposals, cf. Sarensen
(2023). The relevant calculation of a green GDP is based, among other things, on the green
national accounts and new methods for calculating the environmental and climate effects of
economic activities in the society. The value of the various natural assets is calculated using
studies in which a representative group of the population has been asked how much they are
willing to pay for a specific environmental or climate improvement. With the calculation in
question, the costs of pollution and damage to nature and the environment are estimated to be
DKK 250 billion annually, corresponding to around 9 per cent of GDP. However, the cost is
estimated to be relatively constant in monetary terms since 1990, which is why it has
constituted a decreasing share of GDP during the period.

2.6 Broader measures of welfare

GDP is a measure of economic activity and prosperity, but does not say anything directly about
welfare and what is ultimately the quality of life or life satisfaction for individuals or for a
society. It is thus possible to point to conditions that can pull in different directions in relation
to prosperity and welfare, and increased prosperity does not necessarily lead to correspondingly
increased welfare.

An early and influential report on alternative measures of wealth was produced by Stiglitz, Sen
and Firoussi (2009). It started a discussion about the challenges of GDP as a measure of
prosperity and contained proposals that one should focus more on household incomes as a
measure of the development in prosperity and place more emphasis on the median income
rather than the average, as the average for many countries have been pulled up by rising
income differences. In addition to objective measures of prosperity, the report also calls for
increased use of subjective measures of quality of life.

Academics and international organisations have made attempts in recent years to develop
various indicators for prosperity and welfare. The approach varies and includes the weighting
of objective criteria as well as self-assessed measures of life satisfaction.

The UN calculates a standard of living index called the Human Development Index (HDI),
which in addition to the standard of living measured by GNI per per capita also takes into
account life expectancy and the average number of years of schooling in a country. The OECD
has produced a more specific measure regarding the household sector based on disposable
income adjusting for the value of social services, such as education and health services
(adjusted GHDI). In these measurements, Denmark is ranked relatively high.

International organizations also publish a large number of indicators on a comparable basis for
different countries, without necessarily weighing them up. A well-known example is the UN's
global goals, which can also be followed by national indicators, including for Denmark. In a
comparison of the so-called Sustainable Development Index, Finland, Sweden and Denmark
have the highest score in 2023 (dashboards.sdgindex.org). The OECD also prepares the so-
called Better Life Index, which contains a number of different indicators for prosperity and
wellfare, and where you can enter your own subjective weights on the various dimensions. It
thus makes it possible to see the ranking across countries for different combinations of the
indicators (oecdbetterlifeindex.org).
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On the academic side, for example Jones and Klenow (2016) have constructed a welfare
measure for different countries based on consumption, leisure, mortality and inequality. They
find that the correlation between this measure and the classical GDP measure is very high. If
this measure is used, Western European countries are closer to the USA than in terms of GDP.
In addition, inequality across countries is greater using this measure, as poor countries score
relatively lower on the four indicators used in the measure than they do on GDP. The
Presidency of the Economic Council (2023a) has used the same method for Denmark and
reaches the conclusion that, compared to 24 high-income OECD countries, Denmark ranks
higher measured by the welfare indicator used than by GDP, whereas the opposite is the case
for the USA.

Another type of indicator is based on questionnaire surveys and thus includes a self-assessed
and subjective assessment of life satisfaction, sometimes called happiness. An example of the
use of self-assessments can be found in the World Happiness Report, which is published
annually, and which also attempts to provide explanations for some of the underlying reasons
for the differences. In the latest report, Denmark ranks 2nd after Finland in terms of lifestyle
satisfaction in the years 2020-2022, cf. figure 2.6.

Figure 2.6 Denmark is among the countries with most life satisfaction
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Note:  Life satisfaction scores are national averages of citizens surveyed by the Gallup World Poll on the question: "Please imag-
ine a ladder, with steps numbered from 0 at the bottom to 10 at the top. The top of the ladder represents the best possible
lifte for you and the bottom of the ladder represents the worst possible life for you. On which step of the ladder would you
say you personally feel you stand at this time?”

Source: Helliwell et al. (2023).

While all countries in practice use a large number of different indicators in connection with po-
litical priorities and reforms — within e.g. economy, health, education, climate, nature and envi-
ronment — some countries have begun, at least for a period, to present their political objectives
and priorities within an overall framework with an emphasis on various goals for life satisfac-
tion etc. For example, in 2019-2023 New Zealand has presented a "Wellbeing Budget", where
the political priorities are also based on social and environmental indicators, among other
things.
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In Denmark, economic policy is also planned based on a wide range of considerations and using
indicators in a wide range of areas. Among other things, Denmark probably has the most well-
developed tools and database for elucidating distributional conditions and consequence calcu-
lations using the Law Model and the family type model, which also provide input for calculating
the effect on the labor supply of changes in the tax and transfer system. The Ministry of Cli-
mate, Energy and Utilities prepares projections of Denmark's climate emissions, and in recent
years GreenREFORM has been further developed and, among other things, used to calculate
estimates for Denmark'’s consumption-based climate footprint and has supported the Expert
Group for a green tax reform in their work.

In addition, there are various projects being prepared by private organisations, think tanks and
researchers, which can support a greater spread of various welfare indicators. A so-called
"Trivselsbank" is being developed by the think tank Institute for Happiness Research, where
one of the ambitions is to try to measure the effect on the Danes' quality of life of various politi-
cal measures. Another Danish initiative in a collaboration between Economists Without Bor-
ders, the University of Copenhagen, Rambgll Management Consulting and Impactly is the Open
Social Value Bank, which is a tool that aims to help calculate the economic value of well-being.
The bank contains estimates for social well-being values and a calculation model that the devel-
opers want used to promote socially and economically sustainable investments in society.

The various indicators for quality of life and life satisfaction provide an alternative basis for
measuring societal development with a focus on quality of life and may, among other things, be
relevant to look at as a supplement to GDP. However, it is not a given how they can best be used
to prioritize efforts in different areas. Welfare has many dimensions, and it is not obvious that
they can be gathered into a single goal. It seems difficult, for example, to balance loneliness, bi-
odiversity, treatment of serious diseases and the marine environment, without it reflecting a
subjective or political prioritisation.

Quality of life will also in many cases be both subjective and relative, as different people will not
necessarily have the same perceptions of quality of life, and because the experience of welfare
and quality of life will be conditioned by a number of external circumstances. A balance in a
single goal will therefore also for this reason contain a subjective or political prioritization,
which means that you will probably never be able to find a universal definition of goals for qual-
ity of life or welfare.

These challenges suggest that indicators for welfare and quality of life can be more of a supple-
ment than an alternative to GDP. Furthermore, the provision of welfare will to a certain extent
be conditioned by prosperity. Thus, there is a relatively close correlation between the various
indicators for life satisfaction and GDP across countries, cf. figure 2.7.
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Figure 2.7 Close correlation between life satisfaction and GDP
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Note:  GDP is calculated in real terms. See also note for figure 2.6.
Source: FN samt Helliwell m.fl. (2023).

The aforementioned indicators for welfare or quality of life emphasize, among other things,
distribution, which is also an important consideration in the design of Danish economic policy.
Denmark is generally characterized by small income differences by international standards.

Different inequality measures are used to illuminate the income differences and thus also the
differences in consumption opportunities in the population. Income differences can be based
on many factors, including personal choices and preferences as well as a lack of equal
opportunities for e.g. education and work. Consequently, there is also a connection to other
indicators of well-being. Conversely, income differences can also have an impact on incentives
to choose education and employment.

There are a number of different inequality targets. The common feature of various inequality
measures is that total income differences are boiled down to a single number. This means that
nuances are lost. If the income differences measure by, for example, the Gini coefficient
increase, it may be because incomes have been reduced in the lower part of the income
distribution or increased in the upper part. For all distributional measures, it is also true that
they typically do not say anything concrete about the causes of the measured income
differences. Also, differences in income does not give the whole picture if you want an insight
into inequality, and other relevant factors are, for example the degree of equal opportunities for
education, employment and healthcare.

2.7 Life satisfaction over time

While the cross-sectional correlation between life satisfaction and GDP is strong across coun-
tries, the correlation is weaker for a given country over time. That is, long run economic growth
only results in increased survey based life satisfaction to a lesser extent, as per Easterlin og An-
gelescu (2009) og Sgroi (2023). This holds especially for advanced economies. The difference in
short and long-term correlations, which was proposed in 1974, has been dubbed Easterlins par-
adox, as per Easterlin (1974). A possible explanation of the paradox is that life satisfaction to
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some extent is based on comparisons with other people, where the socioeconomic status of oth-
ers constitutes a point of reference for one’s own life satisfaction. Another explanation is that
people become accustomed to a higher quality of life. According to Lavard and de Neve (2023),
economically wealthy people are on average happier than economically poor people at any
given time. It is not clear however, that rich countries have increased their quality of life as they
have encountered economic growth. This is also expressed by the fact that a clear difference in
level of life satisfaction can be observed across countries, which seems to be persistent over
time, as shown in figure 2.8.

The fact that a rise in material wealth is not unequivocally linked with a rise in subjective life
satisfaction over time in rich countries may indicate that an increase in material wealth concur-
rently raises expectations regarding a good life. The rising expectations should be seen in con-
junction with the fact that increased prosperity provides new and improved opportunities that
sets the norm. This includes disease treatment, combating environmental issues, leisure and
travel, food and drinks, communication, methods of transportation etc. Therefore, even though
the people of e.g. the 1970s reported a similar degree of life satisfaction as the people of today,
it is doubtful that the people of today would be as satisfied with the living standards of the
1970s.

Figure 2.8 Life satisfaction over time for selected countries

Per cent Per cent
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85 85
80 80
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Note:  Percentage of respondents indicating that they are “very satisfied” or “quite satisfied” with their lives.
Soruce: Eurobarometer.

Business cycles have an independent impact on the life satisfaction of different groups. In par-
ticular, economic downturns seem to result in a decline in life satisfaction for a period. This was
evident, for instance, under the oil crisis in the 1970s, following the crisis in the 1980s and after
the financial crisis in the 2000s. The conclusion also applies more broadly, although the effect
is more moderate when it comes to regular economic fluctuations, as indicated by Wolfers
(2002).

Economic downturns do not only lead to income loss but are also associated with increased un-
certainty, which can affect the population more broadly. Hence, several studies show that eco-
nomic uncertainty is linked to higher levels of anxiety and stress. A study of individuals’ self-
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reported life satisfaction reveals that life satisfaction is more than twice as susceptible to nega-
tive growth compared to positive growth, as per De Neve et al. (2015). This asymmetry, where
economic setbacks affect life satisfaction more, can be an argument for pursuing countercyclical
policies. Additionally, countercyclical policies can already contribute to reducing risks, such as
preventing the build-up of financial imbalances in households and businesses.

2.8 Conclusion

GDP is an important economic concept that provides a general benchmark for whether there is
growth or decline in economic activity and prosperity. GDP will continue to be an absolutely
central concept in relation to a society’s economic activity and economic policy planning. This
applies, for example, in relation to organize monetary and fiscal policy in different business cy-
cles and thereby dampening cyclical fluctuations and avoiding deep crises and periods of over-
heating. In addition, the calculations of GDP is the result of methodological considerations that
ensure a uniform calculation across countries.

However, GDP is not a measure that captures everything, and it must be used and interpreted
with the limitations that the calculation has. In a global economy with large multinational com-
panies that create value not just within their own country but also in other countries, it is in-
creasingly important to interpret the development in the various sub-components of GDP and
not just the development in GDP as a whole.

Other indicators may be relevant in other contexts, but they cannot serve as a substitute for
GDP. Depending on the specific issue, GDP can for example be supplemented with measures
for the impact on the environment and climate, distributional effects on incomes or subjective
assessments of life satisfaction. This consideration is not new and has largely been standard
practice in e.g. impact assessments of policy initiatives for many years, where emphasis is typi-
cally placed on many dimensions of a given initiative, incl. e.g. distributional effects or effects
on nature and the environment.

It is important to continuously evaluate and further develop methods to describe development
in prosperity and various indicators for well-being. As a central measure of prosperity, the un-
derlying methods for calculating GDP are also continuously evaluated and updated by Eurostat,
among others.
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Table B.1 Demand, import and production

2023 2024 2025 | 2023 2024 2025 | 2023 2024 2025

DKK bn. Volume, per cent Prices, per cent
Private consumption 1,278 1,335 1,383 0.9 1.6 1.5 3.4 2.8 2.1
Public consumption®) 640 680 727 0.9 2.2 19 2.8 4.0 4.9
Public investments? 97 98 103 6.3 -2.4 1.7 3.3 3.3 31
Residential investment 134 134 139 | -121 -2.2 1.2 2.8 2.7 2.3
Business fixed investment 373 369 376 -3.3 -2.2 0.1 1.4 11 1.9

Domestic demand excl. in-
ventory investment

Inventory investment® 21 11 13 -1.4 -0.5 0.1

Total domestic demand 2,546 2,631 2,746 -1.8 0.3 15 3.0 3.1 2.8
Exports of goods and ser-

2,525 2,620 2,733 -0.3 0.9 1.4 2.9 2.9 2.8

1,959 2,064 2,148 10.8 4.2 24 | -10.8 11 1.6

vices

Total demand 4505 4,695 4,894 3.7 2.0 1.9 -3.5 2.2 2.3
L’E‘;‘S’”S ofgoodsandser- 170, 1762 1845 | 80 30 33| -56 06 14
Gross domestic product 2,803 2,933 3,049 1.2 1.4 1.0 -2.2 3.2 2.9
Taxes on products, net 331 350 365

Gross value added 2,472 2,583 2,684 15 15 1.0 -2.3 2.9 2.9
- Non-farm private sector® 1,798 1,868 1,934 0.9 1.0 1.0 10.5 2.9 2.5
Gross national income 2,885 3,014 3,130

Note:  The division into volume and price components is made based on a fixed price calculation in the previous year's prices.

1) The change in volume for public consumption is calculated using the output method. For 2023-2025, growth in public
consumption using the input method is assumed to equal growth using the output method.

2) Public investments exclude general government net purchases of buildings, and therefore the figures will deviate from public
investments in table B.7.

3) The volume figures reflect changes in inventories compared to GDP.

4) Non-farm private sector consists of manufacturing, construction and private service excluding shipping.

Source: Statistics Denmark and own calculations.
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Table B.2 Interest rates, oil price, exchange rates and external assumptions
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Interest rates, per
cent

USA Federal Funds Target Rate
3-month LIBOR
10-year government bond

Euro area Main Refinancing Operations Rate

3-month EURIBOR

10-year government bond (Ger-
many)

Denmark Certificates of deposit rate
3-month CIBOR
1-year adjustable mortgage rate
10-year government bond
30-year mortgage interest rate
Average interest rate

Oil price

Dollar per barrel

DKK per barrel

Exchange rate

DKK per 100 dollar

DKK per 100 euro

Effective Krone Rate Index (1980=100)

External assumptions
Export market growth?, per cent
Trade weighted GDP-growth?, per cent

2021

0.3
0.2
1.4
0.0

-0.6

-0.3

-0.6

-0.2

-0.5
0.0
15
0.4

2022
1.9
2.4
3.0
0.6
0.4
1.2
0.0
0.6
1.0
15
3.7
2.0

100.8
713.1

707.6
744.0
101.9

2023
5.2
5.4
4.0
3.8
3.4
2.5
2.9
3.5
3.4
2.8
4.8
3.6

82.6
569.7

689.6
745.1
104.7

2024
5.4
5.5
4.4
4.4
3.6
2.6
35
3.6
3.3
2.8
5.0
3.6

81.3
558.3

686.8
745.7
105.2

Real growth rate, per cent

7.2
3.1

0.3
13

2.4
1.6

2025
4,6
4,8
4,4
3,6
2,9
2,6
2,7
2,9
28
28
4,8
33

81.9
562.4

686.8
745.7
105.2

3.1
2.2

Note:  The projections are based on data through November 27th, 2023. Annual averages are own calculations. For monetary pol-
icy interest rates, the interest rate estimate is based on an assessment of the latest announcements by central banks and
market expectations. For money market rates and the yield on 10-year government bonds, estimates are based on market
expectations, which are based on the prices of swap interest rates. For the 1-year and 30-year mortgage rate bonds, data is
Finance Denmark’s bond rates and estimates are based on spreads to the 3-month money market rate and the 10-year
government bond rate respectively. Estimates for exchange rates are calculated technically by assuming that the exchange
rate for the remaining forecast period corresponds to the average during the last ten days prior to the estimation. Estimates
for the oil price are based on the International Energy Agency, World Energy Outlook, October 2023, as well as futures

prices.

1) Calculated as the weighted average of import growth in Denmark’s 36 most important trade partners. The weights reflect the

countries’ share of Danish manufacturing exports in 2022.

2) Calculated as the weighted average of the GDP-growth in Denmark’s 36 most important trade partners. The weights reflect
the countries share of Danish export of goods and services in 2022.
Source: Macrobond, Nordea Markets, The International Energy Agency, IMF World Economic Outlook October 2023 and own calcu-

lations.

Economic Survey - December 2023

49



Annex tables

Table B.3 Befolkning og arbejdsmarked

2021 2022 2023 2024 2025

1,000 persons
Total population 5,857 5,890 5,916 5,934 5,949
- Labour force 3,156 3,242 3,290 3,293 3,276
- Total employment 3,052 3,168 3,208 3,199 3,178
- Ordinary employment? 2,956 3,065 3,101 3,000 2,975
- Subsidised employment? 96 103 107 114 116
- Gross unemployment (incl. activation)® 106 76 84 97 101
- Net unemployment 94 65 70 78 82
- Outside the labour force 2,700 2,647 2,626 2,642 2,674
Ial-osuercflg:g;ts of unempléyment ben.eflts outside the 85 80 73 75 77
fo;cEearIy retirement pensioners outside the labour 108 204 211 212 215
- Senior pensioners outside the labour force 11 18 24 27 28
- Voluntary early retirement 52 a7 35 27 21
- Persons under 15 years 947 943 937 933 930
- Pensioners outside the labour force 978 963 968 982 995
- Others outside the labour force 430 392 379 386 408

Note:  Recipients of education assistance benefit, the special education benefit and other temporary benefits (kontantydelse) are
included as cash benefit recipients.

1) Calculated as the difference between employment as determined in the national accounts and subsidised employment,
which is based on data from AMFORA. Due to differences in the definition of employment in the two sources, the data is
subject to a degree of uncertainty

2) Includes persons in employment with wage subsidies (including flex jobs and light duty jobs)

3) The number of unemployment benefit recipients in activation and labour-market-ready cash benefit recipients includes per-
sons in subsidised employment.

Source: Statistics Denmark and own calculations.

50 Economic Survey - December 2023



Table B.4 Employment by industry including leave
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2021
1,000 persons
Employment, total 3,052
- Service industries 1,597
- Construction 204
- Manufacturing 307
- Agriculture 71
- Public sector 853

2022

3,168
1,682
212
317
70
865

2023

3,208
1,710
212
323
70
873

2024

3,199
1,702
208
322
69
876

2025

3,178
1,687
203
318
69
881

Note:  The industry division is based on the division in the ADAM model, which are not identical to the division in the national ac-
counts. The employment levels for oil refineries etc. and housing are not shown in the table.

Source: Statistics Denmark and own calculations.

Table B.5 Unemployment

2021
1,000 persons
Gross unemployment 106
- per cent of workforce 3.4
Net unemployment 94
LFS unemployment (per cent) 5.1

2022

76
2.3
65
4.5

2023

84
2.6
70
5.0

2024

97
2.9
78
6.0

2025

101
31
82
6.2

Note:  Differences in the definition of the labour force between the Ministry of Economic Affairs and the Ministry of Finance on one
side and Statistics Denmark on the other means that the gross unemployment rate in per cent of the workforce is estimated

at a lower level.
Source: Statistics Denmark and own calculations.
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Table B.6 Benefit recipients etc.

2021 2022 2023 2024 2025
1,000 persons
Unemployment benefits (excl. activation) 82 55 58 65 69
Cash benefits (excl. activation) 75 64 61 62 67
ethietZl?r:e:éfi\;);t%r;ﬁwployment benefits and cash ben- 22 21 23 26 o8
Holiday benefit 2 2 2 2 3
Early retirement pensioners? 219 226 233 234 237
Senior pension 12 19 26 30 31
Resource assessment benefit 33 38 35 35 35
Voluntary early retirement 52 a7 35 27 21
Early retirement 0 7 12 14 14
Flex job scheme benefit 3 3 2 2 2
Disablement rehabilitation benefit) 2 2 1 1 1
Sickness benefit 86 86 80 80 79
Maternity leave 54 53 51 51 53
Benefit for unemployed 16 13 14 15 15
ailsf)-support, home-travelling and transitional bene- 10 14 13 15 10
Total 668 650 646 659 665
Student grant (SU) 312 297 290 298 297
Total, including SU 980 947 936 957 962
Pensioners 1,118 1,102 1,106 1,123 1,139
Total, including SU and pensioners 2,098 2,049 2,042 2,080 2,101
Subsidised employment®) 96 103 107 114 116
Z%ts:biynnﬁleun(:mg SU, pensioners and subsidised 2.194 2,152 2149 2194 2217

Note:  Recipients of education assistance benefit, the special education benefit and other temporary benefits (kontantydelse) are
included as cash benefit recipients.

1) The data does not cover persons in subsidised employment and thereby differs from other register-based data and table
B.3. Furthermore, both labour market ready and non-labour market ready cash benefit recipients are included in the group
of recipients of unemployment benefits and cash benefits in activation schemes.

2) Early retirement and retirement pension include pensioners living abroad as well as pensioners, who are employed.
3) Excl. persons on disablement rehabilitation with wage support.
4) The number of sickness benefit recipients does not reflect the total absence due to illness. It includes the part of the sick-

ness absence, which is not covered by the employer. Specifically, this covers sickness absences longer than 30 days as
well as sickness among the unemployed.

5) The number of self-support and home-travelling as well as transitional benefits are calculated excl. recipients of wage subsi-
dies
6) Includes persons in employment with wage subsidies (including flexi-jobs and sheltered jobs).

Source: Statistics Denmark, DREAM and own calculations.
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Table B.7 Gross investments
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2022 2021 2022 2023 2024 2025
DKK bn. Real growth rate, per cent

Gross fixed capital formation 616 6.6 3.2 -3.9 -2.2 0.7
Divided into groups:

- Construction investments 295 9.7 -3.8 -4.4 -2.3 1.2

- Tangible and intangible investments 321 34 10.4 -3.5 -2.2 0.2
Divided into groups:

- Residential investments 148 10.0 -8.5 -12.1 -2.2 1.2

- Public investments® 88 -3.1 0.8 7.0 -2.6 2.4

- Total business investments 380 7.8 9.2 -3.3 -2.2 0.1

- Construction investments 98 11.4 0.7 11 -1.8 0.0

- Tangible and intangible investments 281 6.3 12.3 -4.8 -2.3 0.1

1) Public investments are incl. public acquisitions of buildings, which is why numbers differ from what is stated in table B.1.

Source: Statistics Denmark and own calculations.
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Table B.8 Balance of payments

DKK bn.
Goods exports
Goods imports

Goods balance, total

Service exports
Service imports

Service balance, total

Balance of goods and services

- Per cent of GDP

Investment income from abroad, net
Wage income from abroad, net

EU payments, net

Other current transfers from abroad, net

Net transfers from abroad, total

Current account, total

- Per cent of GDP

Net assets against other countries
- Per cent of GDP

2021

886
813
73

611
513
98

171
6.7

112

-15

-16

55

226
8.9

1,883
73.8

2022

1,050
989
61

933
680
253

314
11.1

110
-18
-12
-16

64

379
13.4

1,757
62.1

2023

1,154
973
182

805
729
76

257
9.2

300
10.7

2,057
73.4

2024

1,225
1,011
214

839
751
88

302
10.3

347
11.8

2,683
91.5

2025

1,265
1,054
210

884
791
93

303
9.9

339
11.1

3,350
109.9

Source: Statistics Denmark and own calculations.
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Exports

Goods, total

- Agricultural goods etc.

- Industrial goods (excl. ships etc.)
- Other goods?

Services, total

- Sea transport

- Other services

Total

Imports

Goods, total

- Agricultural goods etc.

- Industrial goods (excl. ships etc.)
- Other goods?

Services, total

Total

Memo

Export of basic goods®

Export prices
Goods, total
Services, total
Total

Import prices
Goods, total
Services, total
Total

2022
DKK bn.

1,050
146
774
130
933
561
307

1,983

989
112
611
266
680

1,668

956

2021

10.4
4.7
10.3
24.9
3.5
73
-1.0
7.7

10.7
5.5
12.9
6.2
6.0
8.8

10.2

2.7
18.8
8.7

8.7
6.9
8.0

2022

2023 2024

Real growth rate, per cent

7.1
-2.5
9.6
14
16.3
5.8
20.1
10.8

12
3.4
0.3
2.6
14.9
6.5

10.0 5.0
-3.1 1.6
15.0 4.6
-5.3 14.0
11.7 2.9
7.0 2.4
19.0 3.2
10.8 4.2
3.5 2.7
-4.5 5.0
3.7 4.2
6.4 -2.4
14.6 3.3
8.0 3.0

Nominal growth rate, per cent

14.2

13.6 5.1

Change, per cent

10.6
313
19.5

20.2
15.2
18.1

0.0 1.0
-22.8 13
-10.8 11

-5.0 12

-6.4 -0.3

-5.6 0.6

2025

2.2
21
2.3
2.0
2.7
3.1
2.2
2.4

3.2
3.8
3.7
14
35
3.3

3.3

1.0
2.5
1.6

11
17
14

Source: Statistics Denmark and own calculations.

Raw materials, energy and ships etc.

Raw materials, energy, cars and ships etc.

Export of basic goods consists of export of goods excluding energy, ships and airplanes.
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Table B.10 Private consumption

2022 2021 2022 2023 2024 2025
DKK bn. Real growth rate, per cent
Total consumption 1,225 5.5 -1.4 0.9 1.6 1.5
Retail trade 411 8.1 -3.3 -4.0 2.4 1.9
- Food, drinks and tobacco 186 6.1 -6.5 -3.8 25 1.2
- Other goods 224 9.7 -0.6 -4.2 2.4 25
Purchase of vehicles 44 0.2 -18.1 25.0 0.5 2.0
Electricity, fuels and gas 76 9.3 -8.2 -1.5 1.5 0.5
Gasoline and similar 33 3.3 -0.4 5.0 -0.2 -0.2
Housing 268 1.1 1.7 1.0 0.9 0.9
Other services 418 4.8 8.5 3.8 1.9 2.0
Tourist expenditures 40 26.1 18.6 22.0 2.0 2.0
Source: Statistics Denmark and own calculations.
Table B.11 Net lending by sectors

2021 2022 2023 2024 2025

DKK bn.
Private sector, total 132 288 229 308 321
- Households -30 30 31 64 44
- Corporations 162 258 199 243 276
- Non-financial corporations 115 189 99 151 194
- Financial corporations 47 69 100 92 82
General government 103 95 7 44 23
Total 235 382 306 352 344

Note:  Net lending of general government corresponds to the general government budget balance. The total (except for the typi-
cally small net capital transfers from abroad) corresponds to the current account balance, cf. table B.8.

Source: Statistics Denmark and own calculations.
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Table B.12 Gross value added (GVA)
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2022 2021 2022 2023 2024 2025
Share, per cent Real growth rate, per cent
Total GVA 100 6.9 3.6 1.5 1.5 1.0
Public sector 18 3.3 11 12 11 13
Private sector 82 7.9 4.2 1.5 1.6 0.9
iI:\rgilvate sector excl. mining and quarry- 81 79 42 17 0.9 0.8
Non-farm private sector?) 65 9.1 4.2 0.9 1.0 1.0
1) Non-farm private sector consists of manufacturing, construction and private services excluding shipping.
Source: Statistics Denmark and own calculations.
Table B.13 Hourly productivity in selected industries
Avg. 2003-2022 2021 2022 2023 2024 2025
Real growth rate, per cent
Total 1.0 0.8 -0.5 0.7 1.6 1.6
Public sector 0.2 -1.5 -0.5 0.2 0.4 0.3
Private sector 1.2 1.3 -0.8 0.9 2.0 2.1
iI:\rgilvate sector excl. mining and quarry- 15 13 08 10 13 20
Non-farm private sector? 15 2.3 -1.0 0.2 14 2.2

Note:  Hourly productivity is defined as gross value added in constant prices relative to the total number of hours.
1) Non-farm private sector consists of manufacturing, construction and private services excluding shipping.

Source: Statistics Denmark and own calculations.

Economic Survey - December 2023

57



58

Annex tables

Table B.14 Contributions to growth in households’ real disposable income?

Real growth rate, per cent
Disposable income?
Contribution, percentage points
Compensation of employees®
Social benefits

Income taxes

Net interest income

Dividend etc,®

Pension contribution

Payment from pension schemes®

Others®

2021

0.2

3.7
-0.5
-2.1

0.4

0.2
-0.7
-0.6
-0.2

2022

2.5

-0.4
2.4
2.0
07
1.0
17
03
-0.4

2023

11

11
0.2
-0.5
0.5
-1.3
-0.9
1.2
0.7

2024

1.4

21
0.5
0.2
-0.9
0.0
-0.7
0.0
0.3

2025

0.9

1.4
0.8
-0.7
-1.1
0.1
0.1
0.3
0.0

Covering only employees residing in Denmark.
Incl. dividends from investment funds.

sSgsee

Including the self-employed.
Source: Statistics Denmark and own calculations.

Occupational pensions etc. (but not individual pension schemes in banks, etc.).

The household sector in the Economic Survey includes Non-Profit Institutions Serving Households (NPISH).
Taxation on payments of frozen holiday funds is subtracted in the calculation of disposable income.
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Table B.15 Households’ net lending?
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2021 2022 2023 2024 2025
DKK bn.
Disposable gross income? 1,167 1,286 1,344 1,401 1,443
Private consumption 1,156 1,225 1,278 1,335 1,383
Gross investment® 139 155 144 144 148
Net capital transfers® -2 8 4 17 5
Direct net lending -130 -86 -73 -61 -83
Adjustment for the change in pension entitlements® 99 116 103 126 127
Net lending® -30 30 31 64 44
Per cent of disposable gross income
Direct net lending -11.1 -6.7 -5.4 -4.4 -5.8
Net lending -2.6 2.3 2.3 4.6 3.1

1) The household sector in the Economic Survey includes Non-Profit Institutions Serving Households (NPISH).

2) Taxation on payments of frozen holiday funds is subtracted in the calculation of disposable income.

3) Households’ gross investments include investments in owner-occupied housing and investments in buildings and materials
by sole proprietors.

4) Net capital transfers in 2022 include property taxes refunded to owner-occupied property owners, funds for specific chal-
lenges as a result of covid-19 and further stimulants as well as reimbursement of contributions to the voluntary early retire-
ment scheme.

5) Net payments to and returns (excl. tax on pension yield) on household capital in life insurance companies and pension
funds.

6) Households’ (net) acquisition of financial assets (incl. shares) in other sectors.

Source: Statistics Denmark and own calculations

Table B.16 Real estate market and housing construction

Per cent

Change in the price of traded single-family houses®

Housing gross investment (real growth)

2021

10.5
10.0

2022

0.3
-8.5

2023

-2.0
-12.1

2024

1.2
-2.2

2025

1.9
12

1)

The change is adjusted for developments in the volume of housing sales.

Source: Statistics Denmark and own calculations.
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Table B.17 Labour wage ratio, wage increases and computational preconditions

2021 2022 2023 2024 2025
Labour wage ratio, per cent
Private sector 56.5 53.5 57.2 57.3 56.6
The entire economy 61.5 58.6 61.8 61.9 61.6

Wage increase, per cent
Private sector
- Hourly earnings (excl. nuisance bonus) 2.9 4.0 4.3 5.4 3.4

Public sector

- Hourly earnings (excl. nuisance bonus) 25 24 - - -
- Budgetary impact 25 19 24 4.6 6.0
Wage adjustment rate, per cent? 2.0 1.2 2.7 3.2 4.0

Note:  The labour income ratio is calculated as aggregate labour income relative to the GVA (gross value added) and adjusted for
the number of self-employed. The hourly wage increases in the private sector in 2021-2022 are published by The Confeder-
ation of Danish Employers. The hourly wage increases in the public sector are a weighted average of wage indices for the
state, the municipalities and the counties, all reported by Statistics Denmark. No estimates are made on the development in
public sector hourly earnings. The budgetary impact is based on the contractually agreed wage increases including contribu-
tions from the adjustment scheme (reguleringsordningen) but excluding any residual increases. The hourly wage increases
for the private and public sectors are not comparable.

1) The announced wage adjustment rates are shown for 2021-2024, while 2025 is an estimate based on the estimated wage
increase in the private sector for 2023.

Source: The Confederation of Danish Employers, Statistics Denmark, and own calculations.

Table B.18 Price developments and explanatory factors

2021 2022 2023 2024 2025

Change, per cent

Net price index 15 7.7 4.8 2.4 2.0
Tariffs and housing benefits, contribution 0.5 0.0 -1.4 0.4 0.1
Consumer price index 1.9 7.7 34 2.8 2.1

Note:  The contribution from tariffs and housing benefits is computed as the difference between the consumer price inflation and
the net price inflation. Changes in the prices of taxed goods such as energy can therefore influence the contribution from
taxes, even though the tax level remains unchanged.

Source: Statistics Denmark and own calculations.
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Table B.19 Public finances
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2021 2022 2023 2024 2025
DKK bn.
Public consumption 612.2 616.7 639.8 680.2 727.2
Income transfers? 387.7 386.9 403.2 421.0 441.2
Investments 84.2 88.8 97.5 98.3 103.0
Interest expenditures 14.1 20.4 20.7 19.3 17.3
Subsidies 63.3 39.9 37.5 38.2 39.6
Other expenditures? 84.8 90.1 88.1 98.6 96.1
Total expenditure? 1,246.3 1,242.7 | 1,287.9 1,356.8 1,425.3
Personal income taxes, etc,? 544.0 567.9 592.8 603.5 624.2
Labour market contributions 112.4 116.8 122.1 127.7 132.1
Pension yield taxation 63.8 11.1 9.0 9.3 11.4
Corporate taxes 100.8 89.2 94.7 96.5 94.8
VAT 251.2 264.7 270.5 281.6 294.1
Other duties 147.5 145.0 134.2 136.0 140.1
Other taxes® 2.8 1.2 1.0 1.0 1.0
Interest revenues 23.9 29.6 37.7 435 42.6
Other revenues® 107.1 116.4 105.9 105.6 1125
Tariffs etc. to the EU -3.7 -4.6 -4.7 -4.9 -5.1
Total revenue? 1,349.8 1,337.4 | 1,3645 1,401.1 1,448.6
General government budget balance 103.5 94.6 76.5 44.3 23.4
Net interest expenditure -9.8 -9.1 -16.9 -24.2 -25.3
General government primary balance® 93.7 85.5 59.6 20.1 -2.0

8)

Income transfers exclude other regular transfers to households such as mileage allowance and index supplement.

Other expenditures include capital transfers, transfers to the Faroe Islands and Greenland and the Danish EU-contributions.
Total expenditure differs from Statistics Denmark’s equivalent. Total expenditure is calculated from a definition of the total
expenditure, where all sub-elements of public consumption — e.g. imputed expenditure from depreciation and revenue from
sales of goods and services — are defined as expenditures.

Personal income taxes include withholding taxes, tax on imputed income from owner-occupied dwellings, specific taxes
from households, tax on estates of deceased persons and other personal taxes.

Other taxes include media license and mandatory pension payments for civil servants.

Other revenues include profits from public enterprises, current and capital transfers from other domestic sectors and the EU,
and imputed (calculated) revenues such as contributions to civil servants’ earned pension. Moreover, revenues from oil and
gas explorations in the North Sea, duty on pipelines, and the hydrocarbon tax are included in other revenues.

Total revenue differs from Statistics Denmark’s equivalent, where the sales of public goods and services are counted as
revenue and not — like here — counted as a part of the total expenditures. Furthermore, total revenue here includes a reve-
nue-counterpart to the imputed depreciation expenditures included in public consumption.

The general government primary balance states the balance of the general government finances before net interest expend-
itures.

Source: Statistics Denmark and own calculations
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Table B.20 Taxes and tax burden

DKK bn.
Indirect taxes
- VAT
- Registration tax
- Excise duties
- Energy (incl. PSO)
- Environmental
- Tobacco and spirits etc.
- Others
- Property taxes
- Motor vehicle tax paid by businesses
- Other indirect taxes
Direct taxes
- Withholding taxes?
- State tax
- Bottom-bracket tax
- Top-bracket tax
- Health contributions
- Limited tax liability
- Total municipal tax
- Property value tax
- Other withholding taxes?
- Pension yield tax
- Corporate tax
- Other personal taxes
- Media license
- Motor vehicle tax paid by households
- Labour market contributions
Social security contributions®

Capital taxes

Customs and import duties (collected by the EU)

Total taxes
GDP

Total taxes, share of GDP

2021
395.0
251.2

16.4
717
37.6
3.7
13.2
17.1
324
4.1
19.3
815.6
522.1
182.3
159.8
20.2
0.0
2.4
277.9
14.2
47.7
63.8
100.8
8.1
1.2
7.2
112.4
15
6.6
3.7
1,222.5
2,550.6
47.9

2022
405.1
264.7

11.5
70.3
38.4
3.7
11.3
16.8
33.1
4.1
21.4
777.6
544.6
189.8
165.2
21.7
0.0
2.9
284.1
14.4
56.3
11.1
89.2
8.7
0.0
7.2
116.8
1.2
7.4
4.6
1,196.0
2,831.6
42.2

2023
400.0
270.5

11.3
57.8
27.7
3.7
11.0
15.4
33.1
4.2
23.1
811.6
569.2
197.0
171.9
22.4
0.0
2.7
297.3
14.4
60.4
9.0
94.7
9.2
0.0
7.4
122.1
1.0
7.1
4.7
1,224.4
2,803.0
43.7

2024
412.8
281.6

9.9
67.3
36.8

3.8
11.1
15.6
26.4

4.1
23.5

831.3
582.0
207.0
179.5
24.7
0.0
2.9
312.9
14.2
47.9

913
96.5

8.3

0.0

73

127.7

1.0

5.7

4.9

1,255.6
2,932.9
42.8

2025
429.2
294.1

10.1
68.8
38.0
319
11.1
15.8
26.4
6.2
23.5
856.9
602.4
215.1
186.7
25.4
0.0
3.0
324.1
13.6
49.6
11.4
94.8
8.4
0.0
7.9
132.1
1.0
5.6
5.1
1,297.8
3,048.9
42.6

1

2)
3)

For 2020-2022, the distribution of withholding taxes to the state and municipalities is from Statistics Denmark. For 2023-
2024, an estimate is used based on the Ministry of Finance’s tax base forecast.
Includes equity income tax, tax on estates of deceased persons and revenue from the Danish business scheme etc.
Includes mandatory pension payments for civil servants in public enterprise etc.
Source: Statistics Denmark
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Table B.21 Development in the tax base for municipalities
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Aug. 2020
Dec. 2020
May 2021
Aug. 2021
Dec. 2021
May 2022
Aug. 2022
Mar. 2023
May 2023
Aug. 2023
Dec. 2023

2021

1,044.9
1,070.7
1,070.3
1,075.5
1,094.1
1,102.1
1,136.4
1,132.9
1,132.9
1,132.9
1,132.9

2022

1,087.2
1,085.6
1,081.7
1,104.2
1,105.9
1,122.8
1,154.2
1,160.9
1,140.0
1,140.0

2023

DKK bn.

1,153.8
1,148.2
1,148.8
1,185.7
1,193.6
1,195.7
1,203.3

2024

1,233.2
1,230.1
1,249.2
1,265.4

2025

1,310.3

2021

-0.9
0.7
0.9
1.6
2.8
3.5
6.8
6.4
6.4
6.4
6.4

2022

15
14
0.6
0.9
0.3
-1.2
1.9
2.5
0.6
0.6

2023

Per cent

4.5
3.8
2.3
2.7
2.8
4.9
5.5

2024

4.0
3.1
4.5
5.2

2025

3.6

Note:  Rows show the time of the budgeting of the municipal tax base. The columns show the tax base in the year concerned.
Source: Statistics Denmark and own calculations.
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Table B.22 Income transfers

2021 2022 2023 2024 2025
DKK bn.
Unemployment benefits (excl. activation) 17.7 11.7 12.8 14.7 16.3
Cash benefits?) (excl. activation) 26.9 27.8 29.8 31.7 33.2
Vacation allowance 0.6 0.5 0.5 0.4 0.5
Anticipatory pensions? 46.3 47.7 50.7 52.2 55.0
Resource rehabilitation allowance 5.8 6.6 6.4 6.6 6.9
Early retirement benefit 8.9 7.8 5.8 4.4 3.6
Rehabilitation benefit 0.5 0.4 0.3 0.3 0.2
Sickness benefit 16.2 16.5 15.8 16.3 16.7
Maternity pay 12.1 12.0 11.8 12.1 13.1
Rent benefit 15.5 15.6 16.3 17.1 17.9
Child and youth benefit 14.9 14.9 15.9 16.3 16.8
Other transfers? 21.8 23.7 25.6 23.6 25.0
Student grants (SU) 21.0 20.0 19.9 21.4 22.2
Public pension scheme® 146.2 145.2 152.0 162.8 170.8
Other pension schemes® 33.5 36.4 39.6 41.0 43.0
Total® 387.7 386.9 403.2 421.0 441.2
Total, excl. public and other pensions 208.1 205.3 211.6 217.2 227.4
Zggagtﬁ’é?bgggﬁ)ﬂo” UEmS, [UBE pensiong 1871 1852 | 1917 1958 2052

Note:  The expenditures to income transfers is not directly equivalent to the number of benefits recipients in table B.6.

1) Taxable and non-taxable benefits incl. the integration benefit.

2) Incl. early retirement benefits to retired citizens in foreign countries.

3) Activation benefits, dependent child allowance, subsidy for childcare, unemployment benefits, special education benefit,
green check and pay scheme for holders of flexi-jobs etc.

4) Incl. differentiated allowances and heating allowance for pensioners. Incl. pension schemes for citizens in foreign countries.

5) Civil servants in public enterprises and part-time early retirement scheme etc.

6) Income transfers exclude other regular transfers to households such as mileage allowance and index supplement.

Source: Statistics Denmark and own calculations.
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Table B.23 Key figures estimated at different times
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2022

GDP (real growth rate, per cent)
Gross unemployment (1,000 persons)
Consumer prices (change, per cent)
Balance of payments (DKK bn.)Y
Actual budget balance (DKK bn.)
2023

GDP (real growth rate, per cent)
Gross unemployment (1,000 persons)
Consumer prices (change, per cent)
Balance of payments (DKK bn.)?
Actual budget balance (DKK bn.)
2024

GDP (real growth rate, per cent)
Gross unemployment (1,000 persons)
Consumer prices (change, per cent)
Balance of payments (DKK bn.)?
Actual budget balance (DKK bn.)
2025

GDP (real growth rate, per cent)
Gross unemployment (1,000 persons)
Consumer prices (change, per cent)
Balance of payments (DKK bn.)Y
Actual budget balance (DKK bn.)

May
2022

3.4
86
5.2
170
17

1.9
87
1.8
160

Aug.
2022

2.8
78
7.3
231
32

0.8
93
3.3
208
22

Mar.
2023

3.6
76
7.7
371
82

0.2
93
3.9
269
45

15
97
2.8
264
24

May
2023

3.8
76
7.7
367
93

0.6
91
4.3
232
51

1.4
97
3.0
243
16

Aug.
2023

2.7
76
7.7
383
97

12
85
3.8
266
56

1.4
94
3.0
287
29

Dec.
2023

2.7
76
7.7
379
95

1.2
84
3.4
300
77

1.4
97
2.8
347
44

1.0
101
21
339
23

1)

Show current amount on the balance of payments.
Source: Statistics Denmark and own calculations
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