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Executive Directors agreed with the thrust of the staff appraisal. They welcomed the
steady momentum in the Danish economy and the strong labor market performance, but
noted that growth has remained slow and output is approaching potential. They concurred
that policy efforts should focus on alleviating capacity constraints, raising potential growth,
and bolstering resilience to shocks.

They agreed it would be appropriate to slow the pace of fiscal consolidation
somewhat to facilitate tax cuts, provided that strong new labor market reforms are also
implemented to raise labor supply. They recommended shifts in the composition of fiscal
outlays towards productive public investment to help raise growth potential. Directors
believed that a tighter fiscal stance would be needed if growth turned out substantially
stronger than expected. Directors agreed that monetary policy should focus on maintaining
the peg, and continue to normalize interest rates as conditions allow.

Against the backdrop of ongoing rapid house price increases in urban areas and high
household debt levels, Directors welcomed the recently agreed property tax reform to end the
current procyclical valuation freezes. While also welcoming the Systemic Risk Council’s
debt-to-income limit proposal, they considered that the limit could be broadened to cover all
loans, irrespective of their terms, with tighter limits for interest-only loans and variable rate
instruments. Directors called for further policy action to contain risks from the housing
market, including by introducing amortization requirements; raising the down payment
requirement; further reducing mortgage interest deductibility; and easing regulations that
constrain housing supply.

Directors commended the authorities for the good progress on upgrading the financial
regulatory framework. They welcomed the MOUs with Nordic neighbors on systemic
branches, and urged the authorities to implement them and evaluate their effectiveness after
one year. Directors underscored the importance of strengthening the independence of the
financial supervisor (DFSA), including by lengthening the terms of its board members.

Directors concurred that unlocking labor supply is a key challenge for Denmark.
They emphasized the need to follow through on education and pension reforms to promote
labor participation among young and relatively older individuals. Directors suggested



eliminating unemployment benefits for new graduates to help promote faster job entry, while
enhancing the integration of migrants would also help increase labor supply.

Directors called for further reforms to liberalize product markets and raise
investment. They recommended the authorities introduce an incremental Allowance for
Corporate Equity (ACE) to reduce the debt bias in the tax system, and to promote
knowledge-related investment through direct funding or tax credits. Directors welcomed the
liberalization of the Planning Act and the new utilities strategy. They suggested further
relaxing strict regulations in retail trade and some network sectors to further boost
competition and productivity growth.

Directors broadly agreed that the external position is stronger than implied by
fundamentals, while recognizing that this assessment is subject to important uncertainties.
They noted that recommended policies to slow fiscal consolidation and raise private and
public investment would help reduce the current account surplus.

It is expected that the next Article IV consultation with Denmark will be held on the
standard 12-month cycle.



