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Denmark 

1. Economic situation 

As a small open economy, Denmark was relatively hard hit by the economic crisis 
in 2008 and 2009 with GDP growth dropping more than the OECD average (Figure 1A). 
In the run up to the crisis, Danish fiscal positions were favourable. The fiscal framework 
contributed to successive fiscal surpluses from 2005-08. Positive fiscal balances paved 
the way for declining debt-to-GDP ratios, reaching levels substantially below those seen 
in other OECD member countries (Figure 1B and C). 

Growth in 2010 was primarily supported by an expansionary fiscal policy and a large 
drop in interest rates. The OECD projects the recovery to gradually gain strength in 2011 
and 2012 as world trade expands, and to become broad-based as private domestic demand 
improves. 

Figure 1. Key economic indicators  
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

The key challenge for economic policy now is to consolidate and restore fiscal 
balance. The deficit in public finances was expected to constitute 4.5 % of GDP in 2010. 
According to the Danish authorities, delaying fiscal consolidation would both increase the 
required future consolidation and expose the Danish economy to unnecessary risks. 
Firstly, large government deficits and rising debt levels may undermine confidence in 
financial markets and push interest rates up, which can weaken both housing markets and 
employment. Secondly, Denmark would be at risk of being exposed to pressure on the 
Danish currency – as was the case in the autumn of 2008. Thirdly, when public debt 
increases, interest payments take up a larger share of public spending. 

The government deems it necessary to begin consolidating public finances in 2011. A 
political agreement on fiscal consolidation was reached in May 2010. The agreement 
outlines that public finances will be strengthened by DKK 24 billion towards 2013. The 
agreement will improve the public budget by a further DKK 2 billion in 2015. 

The Danish government considers that the fiscal agreement constitutes a significant 
step in achieving fiscal objectives by 2015: 

• The key objective is to achieve structural balance in 2015. It requires new 
initiatives that strengthen the finances by DKK 31 billion. 

• Strengthen the structural balance by 0.5% of GDP on average per year during 
2011-13. This requires initiatives of DKK 24 billion compared to previous 
priorities. 

While structural balance is the objective for 2015, the general government deficit is 
projected to reach slightly above 2% of GDP in 2015 based on a gradual adjustment 
(Figure 2A). After an initial increase during the consolidation period, the gross 
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debt-to-GDP ratio is expected to fall and reach pre-crisis levels in 2015 (Figure 2B). 
Regarding areas shielded from consolidation, the current budget for welfare services in 
the municipalities will be maintained at 2010-budget levels, adjusted annually with the 
increase in prices and wages. 

The Danish consolidation plan envisages a constant pace of fiscal tightening over the 
period starting in 2011 with an annual tightening of 0.5% of GDP, reaching a cumulative 
consolidation of 1.5% of GDP in 2013 (Figure 2C). In the first year, the consolidation 
plan relies more on revenue enhancements than expenditure cuts. The opposite is the case 
from 2013 onwards: expenditure cuts stand for the bulk of the planned consolidation 
(Figure 2D). 

Figure 2. The government’s planned fiscal adjustments 
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Note: Fiscal balance and gross debt are general government financial balance and gross financial liabilities on 
a Maastricht basis in per cent of nominal GDP. Fiscal consolidation is cumulative consolidation in per cent of 
GDP. The composition of the contribution to fiscal consolidation is expenditure reductions and revenue 
enhancements (total = 100%). OECD calculations. 

Sources: “OECD Fiscal Consolidation Survey 2010”; Denmark’s Convergence Programme 2010; the 
Government’s Fiscal Consolidation Agreement. 
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3. Major fiscal consolidation measures 

Containing public consumption in ministries contributes substantially to the 
consolidation of public finances. On the revenue side, keeping nominal tax thresholds 
(not indexing for inflation) contributes the most at around 0.33% of GDP in 2013. 

Table 1. Major consolidation measures 

Billions DKK (% of GDP1) 

  Budgetary impact 
2011-13 

Expenditures  14.3  
(0.72) 

1. Operational measures  10.5  
(0.53) 

– Public consumption Growth (in real terms) will be kept “at bay” in 2011-13 10.5  
(0.53)  

– Operating costs in ministries In the national government general savings of 0.5% of GDP per 
year in 2011-13 will be implemented 

 

2. Programme measures  3.75  
(0.19)  

– Education and culture Savings at the national level on education and culture are 
implemented in the consolidation plan  

n.a. 

– Development aid  Development aid will be kept at 2010 nominal level n.a. 
– Unemployment benefits The duration of the unemployment benefit period is reduced from 

four to two years  
n.a. 

– Child benefits Overall reduction of child benefits is foreseen n.a. 
3. Other initiatives   
Revenues   

– Income taxes The automatic adjustment of the threshold for taxes, etc. will be 
suspended over 2011-13. It includes personal tax deduction and 
the income limit for top-bracket tax in addition to a number of other 
boundaries and thresholds in the tax system 

6.5 billion in 2013  
(0.33) 

The previously planned increase in the income limit for top-bracket 
tax in 2011 will be postponed for 3 years until 2014 

2 billion annually  
(0.10) 

– Tax deductions An annual ceiling of DKK 3 000 on tax deduction of union fees and 
employer contributions. It will, inter alia, strengthen the incentive to 
reduce costs and hence the fees in the unions 

1.5 billion annually  
(0.08) 

1. OECD calculations using OECD forecasts of nominal GDP for 2013. 

Sources: “OECD Fiscal Consolidation Survey 2010”; Denmark’s Convergence Programme 2010; the 
Government’s Fiscal Consolidation Agreement. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation  2011 2012 2013 2014 2015 
Consolidation volume (cumulative) 0.5% 1.0% 1.5%   
Total deficit(-)/ surplus(+) -4.4% -3.9% -3.1% -2.3% -1.8% 
Total level of debt 46.2% 48.3% 48.1% 46.1% 45% 
Fiscal consolidation by expenditure reductions and revenue 
enhancements (total = 100%)           

Expenditure reductions 39% 51% 58%   
Revenue enhancements 61% 49% 42%   

Sources: “OECD Fiscal Consolidation Survey 2010”; Denmark’s Convergence Programme 2010; the 
Government’s Fiscal Consolidation Agreement. 
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Table 3. Fiscal consolidation agreement May 2010 

Billions DKK  

 2011 2012 2013 2014 2015 
Public administration 2.5 5.75 10.5 n.a. 10.5 
Programme measures 0.75 2.25 3.75  n.a. 7.25 
Revenues 5 7.75 10.25  n.a. 8.25 
Total 8.25 15.75 24.5  n.a. 26 

Sources: “OECD Fiscal Consolidation Survey 2010”; Denmark’s Convergence Programme 2010; the 
Government’s Fiscal Consolidation Agreement. 
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