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Qkonomiministeriet 28. maj 1996

Eksp.nr. 100805

Kommissionens 'forslag om at Danmark ikke medtages pa listen over lande

med uforholdsmessigt store budgetunderskud

I opfglgning af faktuelt notat af 21. maj 1996 fremsendes hermed Kommissio-
nens forslag (pd engelsk) om, at Danmark ikke medtages p4 listen over lande

med uforholdsmassigt store budgetunderskud.
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Explanatory memoran@ on the situation of the public finances in Denmark
é .
.

%
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1. Introduction 1,

In September 1994, the Council decided;"gl accordance with Article 104c(6) of the Treaty
on European Union, that there existed %, excessive government deficit in Denmark!.
Subsequently, in November 1994, the Counc made a recommendation to Denmark with
a view 10 bringing to an end the situaﬁ(fi!*Aof an excessive deficit?. The Council
recomunended to the Danish government to aceglerate the foreseen reductions in deficit

“1.and debt in the light of stronger than expected é@}norm'c growth, In 1995, the Councit

C ‘?@ade a renewed recommendation’ 1o Denmark; 4n particular urging “..the Danish

gegyernment to seize all opportunities to put the debt myi on a declining path.*

2 =
After%:avhg increased to 3.9% of GDP in 1993, the gové?p_ment deficit has been reduced
steadily7jn 1995, generai government net borrowing fell to 1’9;% of GDP, thus well below

the Treatﬁrbefcrencc value of 3% of GDP. For 1996, net borrdwing is expected to decline
. 0.

ﬁlrthe.l'. '}9 . J

2 : . .
The governmiéfit gross debt ratio, which peaked at 80.1% of4GDP in 1993, has
subsequently folfdwed a clear downward trend; in 1995 it stood at‘.'?-} 9% of GDP, i.e.
about & percentage points less than two years before. %,

. o, ‘ 7 -
These budgetary dev8lopments justify 2 new assessment of ‘the budge position of

Denmark and with thifn view, this explanatory memorandum has been ared. It is

based on Commission taking due account of the data submitted by k in
March 1996 in accordance “§ith regulation (EC) 3605/93. National and CommiZeion data

differ only marginally regffling general government net borrowing and general
b4 _ A

government gross debt. T
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Table 1, General government deficit a’{@‘ debt ratios (% of GDP)
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1990 199-?54 1992 1993 1994 1995 1996
Net borrowing ' 1.5 2.1 29 3.9 335 1.4 0.90
A -
. 2
Consolidated gross debt | 59.6: | 64.6 G&g 80.1 760 | 719 71.0
-
. <
Source; Commission Services. Economic Forecasts Spn‘@é”d.
I

! Council Decision of 26 September 1594,

2 Councit Recommendation of 7 Novesber 1994,

3 Council Recommendation of 24 July 1995.
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2. The public finance situation

2.1 General government.net borrowing

In 1995, general govermnc%net borrowing dropped from 3.5% of GDP in the previous
year 10 1.4% of GDP and thushyell below the 3% of GDP reference value, in line with the
convergence programme. Z

(7 -
The 1995 tightening measures m‘:hﬂ consisted of increased environmental taxes and 2
real decline in government investméit. Structural measures in the labour market (inter
alia tighter rules for unemployment bebefit eligibility) may have contributed to budgetary
consolidation by reducing transfers to -E’gnseholds. Increased indirect taxes from 1994
onwards formed part of a multiannual taf reform aimed at strengthening the Darish
economy in the medium term. %,

’4, The decline in net borrowing in 1995 in Denma‘ifl;results not only from the discretionary
G fiscal tightening but also from strong automatlly, stabilisers. Stabilisers, in particular
fers to households, are strong as income replatement ratios of transfers are high (up

te790% of former income for unemployment benefits) Furthermore, direct and indirect
taxéﬁjelaﬁve to GDP are high on an international compaﬁson (the VAT rate, for example,

is 25%). . (N
S /5} _ 7 9',?
2.2 Gene‘%government gross consolidated debt "f?

The general ‘gvernment gross consolidated debt ratio increasea) sharply from 1990 to
1993, when it Fggked at a level of 80.1% of GDP. Since then theJross debt ratio has
declined, reaching level of 71.9% of GDP in 1995. The outlook is forgontinued decline
in the gross debt raigg in 1996. Developments in the debt ratio since 1990 are shown in
chart | below. % | z

p
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Chart 1. Gross debt ratio 15801996 (% of GDP)
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Source: Commission services, Economic Foreca.;t: Spring 1996 .




2.2.1. Main factors contributing to developments in the debt to GDP ratio

Developments may be reviewed with reference to contributions 1o the variation in the debt
to GDP ratio as formalised in the budgetary constraint. More precisely, the debt ratio is
influenced both by the comtftnation of deficits and GDP growth, and by the stock-flow
adjustment. Table 2 shows the.%elanve importance of these factors.

./‘
_ (o
Table 2. Contributions 10 change 'rJrrthe general government gross debt ratio (% of GDP)

1990 &91 1992 | 1993 | 1994 | 1995 | 1996

1. Net borrowing 1.5 z’r». 29! 39| 35| .14 o009
2. GDP growth 24{ 21 “’) 21| -15| -6| 32| -25
contribution “. .

i\*‘\'

. 3=1.42. Deficit and by
- -0.9 . 04 . -1. -1. -1.
) 1 érowth dynarnics 0.0 -3 24 L1 18 14

4. Stock-flow 10| 49| 330 91| 30| 23| o5
adfgstment ‘ ; .
[& 2R o’
5. Chdnge in debt ratio 01| 50| 41 1‘1'3; 41| 41| -09
= :
6. Gross dspt ratio 596 646| 68.7] 801F.760| 71.9| 710
~ A - .
Source: Coﬂrgission services, Economic Forecasts Spring 1996,
@) | .,

Developments in ‘general government net borrowing as reviewed in s@ucm 2.1. can be
combined with the GPP growth contributions during the correspondmg {grs to show the
impact of the deficit GDP growth dynamics on the debt ratio variation. @his combined
effect, which was negatﬁ; in 1990 {-0.9% points of GDP) and neutral in- 4391 gave a
positive contribution 1o the debt ratio in 1992 (+0.8% points of GDP) \;;d more
 significantly in 1993 (+2. 4%points of GDP), because of a simultaneous increase in the
(3 : deficit and a slowdown in noﬁ%al GDP growth. O;}

%
1994 and 1995 show a sngmfimnf'jumaround towards a dampening effect on the d&b
ratio by 1.1% points of GDP in 94 and 1.8% points in 1995. According to the" i
Commission forecasts, this dampening égect is expected to continue in 1996. 'J,"r

ey
The stock-flow adjustmcnt reconciles tﬁ's- eneral govemnment deficit, defined as net s

‘borrowing, with the change in t:cmsc:hdatedlg oss debt as defined in Regulation (EC) No
~ 3605/93. It captures the effect on gross deb.of the accumulation or decumulation of

financial assets, of changes in the value of debt’_denommated in foreign currency and of

- residual statistical adjustments, d:-,

The stock-flow adjustment figures in Table 2 show tl?@,this item has been influencing the
evolution of the debt ratio significantly since 1990. From 1990 to 1993, the stock-flow
 adjustment added to the debt ratio. In 1993, its influence was considerable, as it was
responsible for an increase in the ratio by 9% of GDP. A sharp reversal took place in 1994
and 1995, as the stock-flow adjustment was negative by respecuvely 3% and 2.3% of
GDP. o




Y

The total effect of the deficit and growth dynarnics on ons hand, aad of the steck-flow
adjustment on the other hand, led to an umpressive turnaround in the debt-to-GDP ratio
trend in the last two years as compared to the 1991-1993 period. The Commission
expects a continuation in the reduction of the debt ratio in 1996.

2.2.2 Specific Danish irstitutional features

/;
Government deposits in relat:ofa with the management of forexgn CUITENCY reserves, assets
held by the Social Pension Fun@;and amounts outstanding in the government debr from
the financing of public undertakings, were acknowledged by the Council in the statements
related 1o Regulation (EC) 3505/93th was agreed that they should be specified in the
presentation of the stock of gove.rnmdg debt. The amounts involved are shown in Table
6. The total of these special features p@ked at 27.8% of GDP in 1993, driven by the
surge in deposits with the Central Bank. Since then, the combined decrease in the three
categories has tnggered a significant loweri )’f the total by nearly 10% pomts of GDP to
18.7% of GDP in 1995. The outlook is for {,conunuanon of the decline in the size of

¥ these three elements, .,
Q. 2

Y /-
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f&ble 3. Specific features P

< 1 1990 | 1991 | 1952 19‘9% 1994 | 1995
Governfent = deposits 'ap
5. . ] 10, » 5. .
with the %tra! Bank 6 L4 1 36 Vig3d | 37
> _ <,

%5 .
SPF holdingGyof non-| 163 | 105 | 103 | 106 | 1045 85
government bo 4

Financing of pglic| ., | 4 7 %,
undertakings -I}w . 2 7.0 A _6.8 &é
/
s Lo
Total @3.3 192 | 210 | 278 | 231 | 187 7
Source: Data reported by na { quthorltles 2. 5,
/] -
qp
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3. Outlook 2 S
Danish budgetary policy is set 10 renfajn focused on budgetary consolidation in the r’.a,

medium term, in line with the overall eco'ifpmic policy of the recent years, and with the
strategy pursued in the recent fiscal acts and in )he submitted convergence programmes.

As government net borrowing is forecast to remu@ close 10 1% of GDP in 1996 and 1997
respectively and as nominal GDP could grow by a@ t 8% over the coming two years, the
combined effect of net borrowing and nominal GD gowth is likely to decrease the gross
debt ratio further. -(,

Further decline in the debt ratio is.a central feature of the Danish updated convergence
programme of March 1996, describing a scenario for the debt ratio to decline to 60% of

'GDP by the year 2000. Table 4 below shows the main budgetary targets of the Danish

ERTRE L S e

government as presented in the updated convergence programme of March 1996.
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Table 4, Main budgetary targets 1996-2000 (% of GDP)

1596 1997 1998 1999 2000
Net borrowing 1.0 - 0.6 -0.1 -0.9 -1.5
Govemnment gross debt rat_io 71 69 66 63 60
Source: Danish updated co:'t;;g:;ence programme,

March 1996,
Note: A minus sign indicates ne@ending. :
: v

©
>

4. Conclusion
The temporary widening of the govétpment deficit in 1993 has been reversed since then.
The Danish general government net gb owing decreased in 1994 and 1995, reaching
1.4% of GDP in 1995, a level well below, the Treaty reference value. It is expected to
decline further this year. The updated Danig%cpuvergence programme aims at a balanced

budget by 1998. %,
- . A .
"% A reduction in the gross debt ratio has been acigved in 1994 and 1995, when the ratio

R

"¢y was reduced from 80.1% of GDP to 71.9% of QPP. The evolution of the gross debt
“fgtio, in particular its earlier increase, has been heawily influenced by special institutional
f’eﬁgres, which accounted for some 19 percent of GDP ;Ax_ 1995.

As e deficit is now well below the Treaty reference and should remain so in the
medium}tmn and as the gross debt ratio has declined s for two consecutive years
and is exfiected to decline markedly further, it can be concludg that the excessive deficit
has been c‘&:wected and that an excessive deficit no longer exists.'fgo Denmark.
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Recommendation for a

COUNCIL DECISION
of [...]

f_'J/-
%

abragating the decision oﬁ the existence of an excessive del‘ cit in Denmark
,’,
THE COUNCIL OF THE EUROPEAN Umcfv.

Having regard (o the Treaty cstablishing the Eurgﬂcan Community, and in particular Article 104¢ (12)

thereof, /7?
/ -

’(/ Havmg regard o the recommendation from the Com.mlﬁen.
. L
Vthereas the second stage for aciucvmg economic and rgmeury union started on 1 January 1994;

ereas Article 109¢ (4) of the Treaty lays down that, dunng.the second stage, Member States shall
vour to avoid exeessive government deficits: £}
] ")

Whereas. there is an excessive deficit procedure which provides fc;"ﬁ decision on the existence of an
excessi\&deﬁcil and, after the excessive deficit has been corrected, f&he abrogation of thal decision;
whereas, % fing the second stage, the excessive deficit procedurs ﬁdetemuned by Armicle 104¢
excluding p hs 1, 9 and 1}; whercas the Protocol on the cxms:w.@gﬁcu procedure annexcd to
the Treaty setyut further provisions relating to the implementation of the excessive deficit proceduu
whereas Council Regulation (EC) 3605/93®) lays down detailed rules and dﬁ:@nns for the apphcauon
of the provisions e sajid Protocol: <

%,
Whereas following a @mmcndauon from the Commission in accordance with Kg.lcle 104¢(6) the
Council decided that an ve deficit existed in Denmark @ ; whereas in accordfrige with Anticle
104¢(7) the Council made q?mmcndauons to Danmark with a view 1o bringing the cxcﬁ@ve situation

wanend @ Z\ .
N “Z
Whereas a Cauncil Decision on@ existence of an excessive deficit shall be abrogated, in accprdance
wih the provisions of Asticle 1042212) of the Treaty, when the excessive deficit in the Momb&¢State ()
conccrmed has, in the view of the Coun;d been corrected; . '!-j‘-
,
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(1) OINol332,31.12.93,p. 7.
(2) Council Decision of 26 September 1994,
(3) Countil Recommendations of 7 Novernber 1994 and of 24 July 1995,
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Whereas when abrogating the decision the Council shall act on a recommendation from the
Commission; whereas, based<ga the data provided by the Commission after reporting by Denmark in
March 1996 in accordance w@ Councl Repulation (EC) 3605/93, the following conclusions arc
warranted- P
: e

%

1? .

The tcmporary wideaing of the gavernmant deficit in 1993 has been reversed since then. The Danish
general government nct borrowing decrmsaim 1954 and 1995, reaching 1.4% of GDP in 1995, a level

" well below the Treaty reference value, Ir is “pected o decline further this yecar. The updated Danish

convergence programme aims at 3 balanced budgc: by 1998.

A reduction in the gross debt ratio has been ad'{lévcd in 1994 and 1995, when the matio was reduced
from 80.1% of GDP to 71,9% of GDP. The evolu?* of the gross debt rauo, in particular its carlier
increase, has been heavily influenced by special mﬁutuuona.l feawres, which accounted for some

19 percent of GDP in 1995. /
i}

’b, The deficit is now wcll below the Treaty refarence value hould remain so in the medivm term and

4he gross debt ratio has declined sharply for two consecutive years and is expected to decline markedly
er, >

A
2 | %
?“ 1
2
HAS Dégm-:n AS FOLLOWS: 2,
%, . 5
‘O Article | D)
From an cvemﬁ%ssmt it follows that the excessive deficit situation in Denﬂgrk has been cofrected.
{3’ .
%
)
% Article 2 O’ﬂ'
7, %
The Council Decision of 2? termber 1994 on the existence of an cxcessive deficit 1@cn.ma.rk is
hereby abrogated, 3 4
- <,
Z | &)
4 <.
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/ /- . i.J .
'.,// 7 ) -f)
This Decision is addressed to the Kingdom of Dﬁaamrk. ' 3
4
-/.
, %,
Done at Brussals, ... 1996. P
”
'._5'!,

For the Council







