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Chapter One Institutional and structural framework
of monetary and foreign-exchange policy

Section | Institutional framework

Paragraph |1 Monetary and foreign-exchange authorities

It is the responsibility of Danmarks Nationalbank, as
the Central Bank of Denmark, to maintain a sound monetary
system and to facilitate and regulate money transactions
and lending activities (Danmarks Nationalbank Act of 7 April
1936). The Nationalbank is thus the central monetary author-
ity of Denmark. The Bank discharges its responsibilities in
co-operation with the government, notably the Royal Bank
Commissioner (at the present time: the Minister of Economic
Affairs and the Budget) who supervises the performance of
the duties assigned to the Bank under the Danmarks National-
bank Act.

The legislation governing the business activities of
commercial banks and savings banks is administered by the
Ministry of Commerce, Industry and Shipping. The supervision
of the banks® compliance with legislation has been delegated
to a Government Inspector of Commercial Banks and Savings
Banks who is responsible to the Ministry of Commerce.

In the beginning of 1972 a Capital Market Board was
set up to advise the government on matters relating to the
capital market. The Board has no administrative authority.

Since 19311 the main principles of foreign-exchange
policy have been laid down by the government. In practice,
guidelines are established after consultation between the
government and Danmarks Nationalbank. The principal execu-
tive bodies in charge of foreign-exchange policy are the

Ministry of Commerce and the Bank.

1. Danmarks Nationalbank

The above mentioned Danmarks Nationalbank Act of 7 April
1936 changed the status of the Bank from that of a joint-

-stock company to a self-governing non-profit iInstitution.

The Bank®"s management consists of a Board of Directors,

a Committee of Directors and a Board of Governors.
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The Board of Directors has 25 members: Eight of them
are elected by the Folketing (parliament) from among its
members; two (one of whom must be a graduate iIn economics
and the other in law) are appointed by the Royal Bank Com-
missioner; the remaining fifteen members (who must be
thoroughly familiar with economic life) are elected by the
Board of Directors as a whole; 1in such elections the Board
is required to ensure comprehensive representation of eco-
nomic life, including the workers employed in economic life,
as well as representation of the various parts of the country.

Elections cover periods of five years, and members may be
re-elected.

The Committee of Directors consists of the two members
of the Board of Directors who are appointed by the Royal
Bank Commissioner and five members elected by the Board of

Directors from among its members for periods of one year.

The Board of Governors has three members. The Chairman
is appointed by the King ; the other members are nominated
by the Committee of Directors and elected by the Board of

Directors.

The Royal Bank Commissioner chairs the meetings of the
Board of Directors, lie is entitled to attend meetings of the
Committee of Directors (but in practice he has not availed
himself of this right) and to ask for any information he may

want about the Bank’s activities.

The Board of Governors is primarily responsible for
the Bank"s activities in the field of monetary policy. Al-
though the Danmarks Nationalbank Act vests a wide range
of authority in the Bank in this field, important policy
decisions will in practice be taken only after consultation
between the government and the Board of Governors. The latter
will also consult the organisations of the commercial banks
and the savings banks before decisions are taken which affect
the Bank®"s relations to them.

The Board of Governors has regular consultations -
normally once a month - with those members of the cabinet
who are responsible for matters involving economic activity.
In addition, the Bank will contact the government whenever

necessary.
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Monetary policy is pursued by way of the official dis-
count rate, by regulating the liquidity of commercial banks
and savings banks - for instance through the rules governing
their borrowings from the Bank - and by means of voluntary
agreements between the Bank and the financial institutions.
The primary aim of these agreements is to achieve a rate of
growth in bank lending which is commensurate with the per-
formance of the economy. There is no legal provision for
regulation of the banking system®s liquidity by way of vari-
able cash reserve ratios.

Close co-operation is also maintained between the govern-
ment and the Bank in the field of foreign-exchange policy. Legisla-
tion governing transactions in foreign exchange comes within
the purview of the Ministry of Commerce, but many
administrative responsibilities have been delegated to the
Bank, which 1is also in charge of the daily quotation of exchange
rates and the administration of Denmark’s official iInterna-
tional liquidity.

Finally, Danmarks Nationalbank serves as the banker of

the government.

2. Government Inspector of Commercial

Banks and Savings Banks

Commercial bank and savings bank activities are governed
by respectively the Commercial Bank Act of 15 June 1956 and
the Savings Bank Act of 15 January 1960.

Compliance with the provisions of these two Acts (which
will be discussed below) 1is supervised by a Government In-
spector of Commercial Banks and Savings Banks who is re-

sponsible to the Ministry of Commerce.

It is the duty of the Government Inspector to undertake
regular examinations of the methods of operation and the
financial position of all commercial and savings banks. His
decisions may be appealed to the Ministry of Commerce. He
also promulgates rules on the form of presentation of*monthly
balance sheets, annual accounts, etc. of commercial and
savings banks.

In addition, the Government Inspector ia the monopoly

control authority in fields where th« Monopoly Control Act



applies to commercial banks and savings banks.

He publishes annual reports on the activities of com-

mercial banks and savings banks.

3. Capital Market Board

The Capital Market Board was established by an adminis-
trative decision taken by the government in January 1972.
The Minister of Economic Affairs and the Budget is chairman
of the Capital Market Board; 1its vice-chairman is the Chair-
man of Danmarks Nationalbank*s Board of Governors. The Capital
Market Board is composed of representatives of the organisa-
tions of the money and capital markets and of the other prin-
cipal trade organisations, as well as of a few government
departments. A small group of experts has been set up to

undertake studies of the capital market on behalf of the Board.

The Capital Market Board came into being In response to
the government"s desire to achieve a more satisfactory dis-
tribution of the scarce capital funds available, so as to
ensure priority for the capital requirements of economic life.
The government did not find it expedient to tackle this problem
of distribution through a public regulation of allocations of
credit. It was found preferable to discuss this allocation
problem with representatives of financial iInstitutions and
business and industry within the framework of a Capital Market
Board. The Board has only advisory functions in relation to
the government.

Paragraph 11 Structure of money and capital market

1. Money and capital market institutions

Normal banking business is transacted through commercial
banks and savings banks, which cover a wide range of activi-
ties. Commercial banks are not divided according to specific
categories of lending and they accept savings deposits in the
same way as savings banks. Under the legislation governing
banking activity commercial banks and savings banks have
the sole right to advertise for deposits.

The Post Giro Office, which is a government agency,

plays an important part in money transfer services.



Long-term lending is concentrated in mortgage credit
institutes whose functions and methods of operation are very
different from those of mortgage credit systems in other

countries.

In addition, a number of iInstitutions make medium-term
credit available to industry and crafts, including ship-

building .

Finally, the money and capital market institutions com-
prise insurance companies, pension insurance funds and two
public pension funds.

(@) Commercial banks

(i) Commercial Bank Act

Under the terms of the Commercial Bank Act of 15 June
1956 a bank must be constituted in accordance with the pro-
visions of the Companies Act. Only commercial banks are
allowed to engage in banking business and they have the
sole right to use the work ‘™bank" in their

names.

The Commercial Bank Act lays down rules on the activities
of banks, 1including their management, capital and reserves,
solvency and liquidity, and the type and scope of individual

engagements.

The Commercial Bank Act is at present under revision

with the aim of bringing its provisions up to date.

Denmark has about 80 banks (1972) of which three main
banks account for a little over half the total deposits and
advances of all commercial banks. In recent years, amalga-
mations have reduced the number of banks considerably, while

branch networks have been greatly extended.

Commercial bank activities will be described below,
while the rules of the Commercial Bank Act governing the
solvency and liquidity of banks will be dealt with in
Chapter 1I1.

(ii) Bank lending

Banks typically make short-term credit available to
business and industry by discounting Bs/E and granting cash
credit and overdrafts; most of these, however, are short-

-term only in form and not in fact* About one fourth of bank
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advances consists of loans which are amortised over periods

of up to ten years.

In recent years, the banksl intermediate financing of
building projects has risen faster than other forms of lending.
Out of total bank advances about one fourth consists mainly
of loans for new building projects. Such building loans are
replaced by mortgage financing when the projects have been

completed.

Commercial bank iInvestment in bonds and shares are much
less important than their direct lending, although their
portfolios of securities - especially bonds - are relatively
large. This is explained by the fact, among other things,
that the volume of short-term securities available for in-
vestment 1is small.

(ii1) Deposits in banks

About bO per cent of the liabilities of commercial banks
consists of deposits of which more than half are sight deposits
while the balance represents time deposits subject to 3 and 12
months® notice of withdrawal.

Since the 1930s the most important rates of interest
allowed on deposits have been regulated by an interest rates
agreement concludcd between the central organisations of the
commercial banks and the savings banks. The rates fixed under
this agreement have normally been adjusted in approximate

conformity with changes made in the official discount rate.

In recent years, the question has been raised whether
it is still justifiable to maintain the interest rates agree-
ment, seeing that it restricts competition. With the excep-
tion of a few non-member banks, the commercial banks and the
savings banks have found it preferable to keep the agreement
in force, while the monopoly control authority (the Govern-
ment Inspector of Commercial Banks and Savings Banks) has

taken a critical view of the agreement. But the agreement
has so far been upheld, especially because the scarce

liquidity of the banking system entails abnormal conditions
of competition.

(iv) Foreign business

In their capacity of authorised dealers in foreign exchange
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commercial banks handle most remittances of business and
industry to and from foreign countries; within certain limits

banks are also allowed to accept deposits from and grant loans

to non-residents.

In addition, banks take an active part in international
arbitrage transactions in foreign exchange and securities.
On the other hand, their net balances with foreign banks
have been subject to varying degrees of regulation since
1965 - see below.

Banks cannot obtain loans abroad for re-lending to
finance the domestic activities of Danish borrowers, but
foreign loans may be raised for the financing of foreign
trade. For some years, however, the latter category of in-
ternational borrowing has been severely restricted by the
rules governing the net foreign-exchange position of com-
mercial banks - see below pp.49-50. (Certain relaxations of
these rules are under consideration). Most prospective
borrowers wanting to avail themselves of the existing pos-
sibilities of raising loans abroad therefore have to do so
on their own, but they often ask a Danish bank for assistance,
and Danish banks have guaranteed such loans iIn many cases.

(b) Savings banks
(i) Savings Dank Act

Under the terms of the Savings Bank Act of 15 January
1960 savings banks must be constituted as non-profit self-
-governing institutions whose profits may be allocated only
to reserves or to activities serving public interests. The
objects of savings banks are to accept interest-paying de-
posits from.the general public and to invest such deposits
in a safe manner. Only institutions complying with the pro-
visions of the Savings Bank Act are entitled to use the de-
signation "savings bank™ 1in their names.

The Savings Bank Act lays down rules on the activities
of savings banks, including management and, especially, the
investment of deposits held by savings banks.

Denmark has a little less than 300 savings banks (1972)
of which about half are very small. As in commercial banking,

a rapid process of concentration in the savings bank sector
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has reduced the number of savings banks very appreciably in

the last few years.

Savings banks are not allowed to engage in commercial
bank activities such as the discounting of Bs/E. It is also
assumed that they cannot 1issue guarantees (unless specially
authorised by statute), undertake collection of debts, deal
in securities on their own account, or take part in the estab-
lishment of business undertakings. Nor can they engage in
international business transactions (nhot being authorised
foreign-exchange dealers), but they may accept deposits in
krone accounts from private non-residents iIn the same way
as commercial banks.

The Savings Bank Act is under revision with a view to
bringing its provisions up to date. The savings banks have
asked the government for liberalisation of the Act so as to
widen the range of theilr business activities -to practically
the same extent as that of commercial banks.

(ii) Lending

Most savings bank advances are medium and long-term
loans used to finance dwelling houses, farms, local govern-
ment authorities and co-operative undertakings. 1In recent
years, however, savings bank lending in the form of cash
credits has been increasing at a fast rate; this reflects
the growing competition of savings banks with commercial
banks.

Like the portfolios of bonds held by commercial banks,
the savings banks® bond holdings - though fairly large -

are of much less importance than their direct lending.
(iii) Deposits
About 85 per cent of the funds held by savings banks
consists of deposits; roughly two thirds are time deposits

subject to 3 and 12 monthsl notice of withdrawal.

The most iImportant rates of interest allowed on deposits
are regulated under the above mentioned iInterest rates agree-
ment between commercial banks and savings banks.

(c) Post Giro Office

Money transfers by way of Post Giro accounts are an im-
portant element of the payments transfer system. As Denmark



has no bank giro, the participation of commercial and savings
banks in the payments system is based mainly on their customers-”

use of cheques.

The Post Giro, operated by the PTT Administration, is
a government agency. It cannot be compared with the postal
savings banks existing in certain other countries. The all-
-important activity of the Post Giro Office is to facilitate
money transfers. There are no other governmental banking

institutions in Denmark.

Post Giro accounts are widely used, especially by public
authorities and business and industrial firms (notably for
collection of debts); in recent years, growing numbers of

private persons have opened Post Giro accounts.

About 200,000 accounts had been opened by 31 March 1971.
The total balance held in these accounts exceeded kr.2 billion,
but the balance shows big fluctuations from month to month.

In fiscal 1970/71 more than kr.350 billion was paid into
Post Giro accounts.

Funds held in Post Giro accounts are placed in bonds,
lent or placed on deposit in Danmarks Nationalbank in an
account with the Ministry of Finance. At year-end 1971 the
funds consisted of

Million Per
kroner cent
Bonds 1,6 45 57
Advances 183 6
Account with the Ministry
of Finance 1,086 37
2,914 100

Direct lending, which is thus very modest, consists
mainly of loans to telephone companies and - indirectly -
to local government authorities, and deposits in commercial
banks, etc.

Like commercial banks, the Post Giro Office can effect
payments into and out of Denmark.

(d) Mortgage credit institutes
The activities of these institutes are regulated by
the Mortgage Credit Act of 10 June 1970.
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The Danish mortgage credit system was built up in the
middle of the 19th century and has since been expanded in
various ways. A recent structural reorganisation has con-
siderably reduced the number of institutes, simplified the
system, and made the terms of mortgage credit more exacting
by shortening the period of amortisation, reducing the size
of loans in relation to property values and, finally by re-
stricting the access for local government authorities to raise
mortgage loans on certain categories of property.

Mortgage credit is available in two tiers, viz. as first
and second mortgage loans. There are seven mortgage credit
institutes. With certain exceptions four of them grant first
and second mortgage loans on practically all real property.
The other three are specialised institutes which grant mort-

gage loans on industrial and agricultural properties.

Most of the institutes are organised as. associations
of borrowers. The institutes pay no dividends: profits are
allocated to reserve funds. The institutesl activities are
regulated by law. The government 1is represented on their
boards but is ngt financially involved in their activities.
The 1iInstitutes have established a Mortgage Credit Board
which is their "professional™ organisation. This Board, on
which the government is represented, also supervises the
compliance with the rules laid down for evaluation of proper-
ties and for the percentages of property values within which

loans may be granted. The purpose of these rules is to avoid
competition in this field.

Loans on new one-family houses may be granted for up to
80 per cent of the property value with maturities of 20-30
years. Loans on non-profit housing projects, for which the
government guarantees the last part of the mortgage, are
granted for up to 95 per cent of the value and run for 30-"0
years. Loans on business and industrial property are granted

within narrower limits and generally have much shorter periods
of amortisation. Mortgage credit may also be obtained for
rebuilding and extension and, within narrower limits, also

on older properties.

It is a special feature of the Danish mortgage credit
system that loans are financed by current issues of bonds

in amounts equal to the mortgage deeds received by institutes
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as collateral for mortgage loans. Loans are thus normally
disbursed to borrowers in bonds carrying the same nominal
interest and with the same maturity as the mortgage deeds
accepted as collateral security. Borrowers then have to sell
these bonds through a bank or stock-exchange broker. Bonds
are issued to bearer; they are negotiable on the Copenhagen

Stock Exchange where prices are quoted every day.

The mortgage credit system is very effective; the spread
between the interest rate payable by the debtor and the iIn-
terest rate obtained by the creditor is relatively small
-typically about O.p per cent. The system also provides easy
access to mortgage credit on dwelling, business, agricultural

and industrial properties.

This form of financing therefore holds a predominant
position on the capital market. In terms of market value,
the net supply of mortgage credit bonds to the market has
represented 8-10 per cent of GNP in recent years. At end-June
1972 the nominal value of mortgage credit bonds in circula-
tion aggregated kr.94 billion. The market value of the bonds,
though rather lower, was much greater than the total of com-
mercial and savings bank lending which amounted to kr.51 bil-
lion at the same time.

(e) Other financial institutes

A few other large financial institutes are active on
the capital market. Among these are Denmark®"s Ship Credit
Fund, the Industrial Finance Institute, and the i-mnicipa.l
Credit Institute.

Denmark®"s Ship Credit Fund was established in 1Xil as
a self-governing non-profit institution by Danmarks ivatio-
nalbank, commercial banks, 1insurance companies, shipyards

and shipowners.

The Fund grants loans r/.ainly for new ships built for

Danish shipowners by ijanish or foreign shipyards and for
new ships built for foreign owners by Danish yards.

For ships built by Danish yards, Danmarks Nationalbank
has undertaken to buy the bonds issued by the Fund at par
within two months of delivery of a new ship. This arrangement,

introduced to enable Danish shipyards to obtain orders in



- 12-

competition with foreign yards, was prolonged in December
1971 for one year in respect of ships for which firm orders
had been booked before the end of 1972 for contractual de-
livery before year-end 1976.

Loans are normally granted for eight years within 80
per cent of the contract price at a nominal interest of
7 per cent plus loan charges which bring the debtor®s rate
of interest up to 77~-8 per cent. Loans are disbursed in
bonds at the same nominal interest and with the same ma-

turity as the underlying loans.

Ship Credit Fund loans aggregated kr»3«5 billion at
the end of 1971*

The Industrial Finance Institute was established in
1958 by Danmarks Nationalbank, commercial banks, savings
banks, insurance companies and the Federation of Danish In-
dustries.

The Institute grants medium-term loans to industrial
undertakings and craft industries, especially for the Ffi-
nancing of fixed investments, thereby filling the needs
existing for credit in the interval between short-term bank
financing and long-term mortgage credit financing. Loans for
investments in machinery generally run for 3-5 years, while
loans for plant where buildings and installations of machinery
constitute an entity run for periods ranging between Tfive

and eight years.

The Institute obtains its funds from large combined
issues, the proceeds of which are lent in cash at rates of
interest based on the yields of the respective bond issues.

The Institute®"s loans outstanding on 31 December 1971
totalled kr.”65 million.

The Municipal Credit Institute makes credit available
to local government authorities, joint municipal undertakings,
district heating stations, power stations, groups of local
authorities operating banks of transformers, waterworks, etc.,
provided that such loans are fully guaranteed by local govern-
ment authorities.

The members of the Institute are local government authorities*
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having obtained or guaranteed loans granted by the Institute.
The members are jointly or severally liable to bond holders.
Loans are disbursed to borrowers in bonds in the same way

as loans obtained from mortgage credit institutes.

The Institute®s loans outstanding on 31 December 1971

amounted to kr.4.1 billion.

A number of smaller institutes, e.g. financial companies
owned by commercial banks, cater in principle to all under-
takings which can offer adequate collateral security for
loans. Other companies finance hire purchase contracts. Others
again operate in association with trade organisations, pur-
chasing societies, etc. The total volume of loans granted by

such companies is very small in relation to total lending.

(™) Insurance companies and pension funds

Insurance companies and pension funds are relatively
large suppliers of long-term capital, especially to the bond
market. They may also buy shares within certain limits and
grant direct long-term loans, especially to local government
authorities, and against mortgage on real property. At year-
-end 1969 the volume of bonds held by insurance companies
and pension funds aggregated kr.12.5 billion, and their direct
loans amounted to kr.J.~l billion. The biggest life insurance
corporation is State-owned. Its operations are based on the
same principles as those of private companies.

(g) Supplementary (Labour Market) Pension Fund
and the Social Pension Fund
The Supplementary (Labour Market) Pension Fund - known
in Denmark as ATP: (Arbe jdsmarkedets Tillcegspension) - was
established in 1964, and the Social Pension Fund (DSP: Lien

sociale Pensionsfond) was established in 1970*

ATP, whose object is to pay supplementary pensions to
all wage and salary earners, administers the contributions

which wage and salary earners and their employers pay into
the Fund.

Under the ATP Act the funds thus received must be placed

primarily in bonds. At end-July 1972 ATP held bonds and shares
in a total amount of kr.3»7 billion.
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DSP was established in connection with the enactment
of a general national supplementary pension. lts funds derive
from contributions levied on all taxpayers at the rate of

1 per cent of net taxable income.

Under the DSP Act, DSP funds must be currently invested
in bonds. At end-July 1972, DSP’s bond holdings amounted to
kr.1.2 billion. As the disbursement of supplementary national
pensions will not begin until 1976, the DSP"s surplus and
the resulting bond purchases will increase rapidly in the
next few years. Danmarks Nationalbank is the agent of DSP

and handles 1i1ts investments.

2. The banking system and the capital market

The Danish capital market is dominated by bonds. By far
the greater part of the bond supplies are issued by mortgage
credit institutes and the special institutes catering to

economic life.

From time to time the government has been a large bor-
rower on the bond market, but since 195~ only a few premium

lottery loans have been floated on the domestic market.

As explained under 1 (d) above, loans are effected by
current issues of mortgage credit bonds which each borrower
sells on the market - normally through a commercial bank, a
savings bank or a stock-exchange broker - in step with his

need for capital.

Bond prices are fixed by daily quotation on the Stock
Exchange. All transactions during official business hours,
including those of Danmarks Nationalbank, commercial banks
and savings banks, must take place through official stock-
-exchange brokers. These transactions represent only a small part
of the daily turnover, but the quotations determine the
prices of transactions outside the Stock Exchange.

For the purpose of their functions on the bond market,
financial institutions have to maintain working portfolios
of bonds, and their bond holdings also represent part of
their liquid assets. Bank investments in bonds are not subject
to legal restrictions. By the end of June 1972, the amounts
of exchange-listed bonds held by commercial banks and savings

banks represented respectively 11 per cent and 12 per cent
of their aggregate assets*
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Commercial banks and savings banks can use their bond
holdings as collateral for loans in the Nationalbank. This
credit facility and the easy negotiability of bonds have
generated tendencies for the banks® demand for bonds to fluc-
tuate in step with their holdings of liquid funds, regard-
less of the long maturities of mortgage credit bonds and,

frequently, considerable fluctuations in bond prices.

Seeing that short-term fluctuations in bank liquidity
may induce banks to engage In compensatory transactions on
the market for long-term bonds, which may interfere with
monetary policy, Danmarks Nationalbank in 1972 introduced
new six- and nine-month deposit certificates supplementing
the three-month certificates which had existed since 195&*
The interest allowed on the new short-term papers was fixed
at levels that should make them realistic alternatives to
bonds. The deposit certificates will be discussed in more
detail in Section Il and Chapter 1I1.

Tne share market is of a relatively modest size in Den-
mark. There are many joint-stock companies, but comparatively
few of them - notably commercial banks, shipping companies,
major business and industrial companies - have registered
for quotation of their shares on the Stock Exchange. On
1 January 1970, there were 17,200 joint-stock companies with
a total paid-up share capital of kr.12.5 billion. At the end
of 1971» the shares of about 275 companies with a total paid-
-up share capital of kr«5»5 billion were included in the
official stock-exchange list of quotations (during and after
official business hours).

Commercial banks and stock-exchange brokers take an
active part in share issues. Being official foreign-exchange
dealers they are also entitled, within certain limits, to
take part in issues floated on international capital markets.
The biggest of the authorised foreign-exchange dealers have

availed themselves of this right through participation in
international consortiums.

3. Private non-bank sector®s saving habits

Very little statistical information is available about
private savings in Denmark.

The following table is an attempt to estimate the main
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items of the private non-bank sector’s acquisition of finan-
cial assets*

Domestic non-bank sector®s net acquisition
of main types of financial assets, 1958-1970

Increase Additions Increase 1in Savings,
Million 1N cgsh to holdings assets held total of
Kroner holdings of bonds with insurance the three
(see Table 3) and shares companies types
(market and pension listed
value) funds
1958 2,085 195 360 2,640
1959 2,094 494 605 3,193
1960 1,225 834 460 2,519
1961 2,108 1,315 565 3,988
1962 2,001 1,042 570 3,613
1963 3,211 1,420 695 5,326
1964 3,136 2,171 870 6,177
1965 3,096 2,254 865 6,215
1966 4,567 1,321 1,070 6,958
1967 3,876 1,562 1,160 6,598
1968 6,229 1,835 1,325 9,389
1969 5,208 4,118 1,495 10,821
1970 1,347 3,634 1,620 6,601

1) Some of the figures given for 1965-1970 represent

It will be seen from the above table that the private
non-bank sector places a large part of its savings in
securities; these securities consist almost entirely of bonds.
The preference given to bonds is probably due especially to
the long history of the Danish mortgage credit system and its
predominant role in the financing of real property, which
have gradually made the general public familiar with bonds.
Another reason is that the yields obtained on these easily
Marketable instruments normally exceed the highest rate of
interest allowed on deposits in commercial banks and savings

banks.

4. External payments

During the early part of the period 1958-1971 imports
and exports of goods and services accounted for 33-34 per
cent of GNP. In the last part of the period the share of
imports fell to about 30 per cent, but exports declined even

more - to about 28 per cent*

This reflects the disequilibrium that developed on Den-
mark®s external balance during the 1960s.

Foreign-exchange restriction* have been maintained in
Denmark ever since 1931*
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The present foreign-exchange regulations are laid down

in an Executive Order 1issued by the Ministry of Commerce on
20 June 1961 with subsequent amendments, and in Danmarks

Nationalbank*s instructions to authorised foreign-exchange

dealers.

The main object of the foreign-exchange regulations
is to regulate capital movements into and out of Denmark,
seeing that practically all restrictions on current payments
have been liberalised in conformity with the obligations
which Denmark has accepted as a member of the OECD and the
IMF .

Capital movements were also liberalised to a large ex-
tent during the sixties, but significant restrictions are
still in force for many categories of capital movements.

Details of the foreign-exchange legislation will be

given iIn Chapter II.

Section Il Liquidity

Three concepts of liquidity are used: (i) primary money
supply; (i1) secondary liquidity; andi (iii) secondary money
supply. In practice there is little difference between secon-
dary liquidity and secondary money supply.

Primary money supply is defined as the sum of notes and
coins i1n circulation, assets held iIn Post Giro accounts (ex-
cluding the Giro deposits of the government and Danmarks Na-
tionalbank) , sight deposits in the Nationalbank, uncommitted
holdings of three-month, six-month and nine-month deposit
certificates issued by Danmarks Nationalbank, and - in 1965-1971
tied deposits in Danmarks Nationalbank.” Other assets in-
cluded in the primary money supply are the rediscountable
values of Nationalbank credit certificates and bonds of the

1) These deposits were tied under agreements concluded by
Danmarks Nationalbank with the commercial banks and the savings
banks in 1965. The agreements will be explained in Chapter 11,
Section Il, paragraph Ill. Tied deposits were included in the
primary money supply because they were released in step with
declines i1n deposits and because from 1967/68 they could be
freely withdrawn against deposits of equivalent amounts in

bonds.



special series issued by the Ship Credit Fund, and, Ffinally,
the net foreign-exchange assets of commercial banks because
banks can always exchange these assets for kroner. Movements
in the primary money supply are illustrated in Table 1 of

the Tabular Annex.

Secondary liquidity comprises deposits in commercial
banks and savings banks. Many countries include only deposits
in commercial banks, because in practice only these deposits
are regarded as liquid funds while savings bank deposits are
taken to represent more long-term savings. In Denmark, no
clear line of demarcation can be drawn in this respect be-
tween commercial bank deposits and savings bank deposits.
Similarly, a distinction between demand deposits and time
deposits would be more formal than real. For these reasons,

all bank deposits have been included in secondary liquidity.

Hence, secondary liquidity represents the sum of all
deposits held in commercial banks and savings banks in sight
deposit accounts, demand deposits, and time deposits, as well
those subject to less than as those subject to more than

one month®"s notice of withdrawal.

Formally, secondary liquidity also ought to include
unutilised credit lines in commercial banks and savings banks
because debtors may draw on these credits up to the limits
agreed, thereby obtaining liquid funds similar to withdrawals
from deposit accounts. In practice, however, such unutilised
credit is not included because the degree to which credit
lines are utilised is fairly constant: commercial bank credits
are typically utilised for two thirds of their maximum limits

and savings bank credits for three fourths.

Secondary liquidity is illustrated in Table 3 of the
Tabular Annex.

Secondary money supply, i.e. the liquid funds held by
business and households, 1is defined as that part of the
primary money supply which belongs to the private non-bank

sector plus secondary liquidity.



Paragraph 1 Non-bank sector’s liquid resources

1. Definition
See above

2. Composition

By far the greater part of the non-bank sector’s liquid
resources consists of deposits in commercial banks and savings
banks, which,inclusive of time deposits, amounted to almost
90 per cent of the total money supply at year-end 1971* while
the non-bank sector’s holdings of primary liquidity - notes
coins and assets held in Post Giro accounts - represented

some 10 per cent.

3. Movements

Movements in the non-bank sector’s money supply (secondary

money supply) are illustrated in Table 3 of the Tabular Annex.

It is a characteristic feature of these movements that
demand deposits have risen most, while primary liquidity has
shown only a moderate increase. One reason is that growing
numbers of wage and salary earners are paid by way of payroll
accounts. Another reason is that the note circulation has
decreased since the introduction of the pay-as-you-earn system

of income tax collection in 197°»
4. Factors affecting the money supply

The main factors affecting the money supply in 1970

1971 were:
Million kroner 1970 1971
Government accounts -1,566 507
Current external account -4,077 -3,419
Net capital imports for

private sector, local governments,etc. 3,758 2,856
Rise in commercial bank and

savings bank lending 2,855 2,027
Bond purchases by commercial

and savings banks 796 2,600
Bond purchases by Danmarks Nationalbank 379 1,137
Other (net) - 798 - 341
Rise 1n money supply 1,347 5,367

1) Addition to (-) or reduction of the government®"s net assets

in Danmarks Nationalbank after certain adjustments.



The impact of these factors on money supply has shown
big variations from year to year. Government operations have
normally had contractive effects on liquidity, but in some
years these operations have resulted in additions to the money
supply. Much of the impact of the big current external deficits
on liquidity has been offset by imports of capital. During the

sixties, new bank lending showed considerable fluctuations
but the average rate of growth was relatively high, whereas

the rise in bank lending has been fairly small since 1970

and bank purchases of bonds have gone up. Movements 1in

the Nationalbankls bond purchases have been uneven. Through

its open market operations the Bank has endeavoured partly

to influence liquidity and partly to prevent excessive fluc-
tuations in market prices and bond yields as a result of changes

in the rules governing the lending operations of mortgage
credit institutes.

Paragraph 11 Commercial bank liquidity

Changes 1i1n primary money supply affect commercial bank
liquidity more than the liquidity of savings banks because
the latter*s lending and deposit structures make them less
sensitive to such changes.

A commercial bank*s liquid assets consist of cash in
hand, deposits in Danmarks Nationalbank and banks, and hol-
dings of other liquid assets, such as securities which can
either be sol-d in the open market or discounted in Danmarks
Nationalbank or other banks.

For purposes of monetary policy, the liquidity of the
banking system as a whole is of more interest than that of
individual banks. The following discussion is therefore con-
centrated on the banking system®s liquidity.

It should be noted, however, that in the last few years
the commercial banks have developed a money market in which
savings banks are also active. This short-term market will
be explained in more detail on p.43. The activation of idle
cash funds achieved through this market has probably augmented
the lending capacity of the banking system within a given
volume of liquidity.



1. Definition and composition

The liquid assets of the banking system consist of primary
liquidity; secondary liquidity; and special credit facilities
in the Nationalbank.

Primary liquidity comprises the bank’s share of the primary
money supply, 1i.e. cash iIn hand, deposits in Post Giro accounts and

with the Nationalbank; holdings of uncommitted deposit certificates;
net foreign-exchange assets; that part of Ship Credit bonds

which, under the ship credit scheme, can be resold to Dan-
marks Nationalbank at par within two months of delivery of
a ship (such bonds are normally resold without delay); and,
finally, the rediscountable value of Nationalbank crcdit
certificates and certain Ship Credit bonds which are re-
discountable in the Bank under special rules.

Commercial bank holdings of cash in hand and assets
held in Post Giro accounts and in the Nationalbank are
normally kept at the lowest level which is compatible with
their needs for liquid funds. The range of variations per-
mitted in net foreign assets is kept fairly narrow by the
restrictions imposed by the Foreign-Exchange Regulations.
Dank holdings of credit certificates and Ship Credit bonds
which can be sold to or rediscounted in the Nationalbank
on special terms are also limited in size. Fluctuations 1in
the primary liquidity of commercial banks therefore appear
first and foremost as changes in holdings of uncommitted
deposit certificates. In 1971, these holdings moved between
a minimum of some kr.100 million at end-June to a maximum

of more than kr.1,600 million at the end of November.

Secondary liquidity comprises the discountable value
of the commercial banks®™ holdings of bonds other than those
mentioned above, plus rediscountable Bs/E less discounted
bonds and rediscounted Bs/E. Secondary liquidity is difficult
to estimate because of uncertainty about the amount of holdings
that can be included in such estimates, because banks
have to keep part of their bond holdings as a working reserve
for day-to-day transactions and because part of their portfolios
of bonds (and of other liquid assets as well) 1is needed for
compliance with the liquidity requirements stipulated in the
Commercial Bank Act. Only prime commercial Bs/E are redis-
countable in the Nationalbank, and it is estimated that only
one third of the portfolio is eligible for rediscounting.



In addition to primary and secondary liquidity, banks
have access to certain other credit facilities in the National-
bank. As these facilities, iIntroduced in 1969 for the purpose
of intermediate financing of building projects, are temporary
and intended to meet only special needs for liquid funds, they

cannot be used for any systematic expansion of credit.
A survey of commercial bank liquidity, arranged according

to the above criteria, is given in Table 6 of the Tabular

Annex.

2. Movements

Commercial bank liquidity has deteriorated considerably
since the early 1960s. The banks®™ net assets in the National-
bank and in foreign exchange, which may serve as a crude
measure of liquidity, have often been negative. In the course
of the year there are large seasonal variations, notably as
a result of payments to and by the Treasury. In the last few
years bank liquidity has been exposed to particularly heavy
strains in February and March, which are the last months of

the fiscal year.

In December 1971» when liquidity was expected to be
unusually scarce in the first quarter of 1972, Danmarks Na-
tionalbank raised the discountable value of bonds from 75
to 90 per cent of market value at buying prices and made
credit lines available to commercial banks and savings banks
without collateral security during the period from 1 February
to 15 April r972; under these lines each individual bank
could borrow up to 25 per cent of its total capital and re-
serves at year—end 1971* and savings banks could borrow up
to 2 per cent of total deposits held at end-1971* In the
event, however, liquidity proved to be less scarce than en-
visaged, and no appreciable needs arose for these additional

credit lines.

In 1971 and the early months of 1972 commercial banks
and savings banks bought large amounts of bonds. While such
purchases may reduce the liquid assets of individual banks,
they do not detract from the liquidity of the banking system
as a whole. On the contrary: these purchases actually repre-
sented additions to the credit facilities available to the
banking system in the Nationalbank. 1In the spring of 1972 the
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Bank therefore urged the commercial banks and the savings
banks to hold back 0ll bond purchases. As alternatives to
these purchases the Bank began in May 1972 to issue six-month
and nine-month deposit certificates for sale to commercial

banks and savings banks. Since the new certificates may be
resold to the Bank at a discount at any time before maturity,

they place banks in a better position to adapt their liquidity
to the exigencies of actual developments. In June 1972 the dis-

countable value of bonds was lowered from 90 to 60 per cent.

3« Factors affecting bank liquidity

The factors which affect the liquidity of banks (i.e. net
assets held in the Nationalbank and abroad) are: Payments to
and by the Treasury, changes in note circulation and in the
net foreign-exchange position, net profit of the Nationalbank,
and the Bank’s purchases and sales of bonds. The impact of
these factors on liquidity varies considerably both within
individual years and from year to year. The most potent fac-
tor has been the government®s account with the Nationalbank,
which will be discussed below. The Bankls purchases and sales
of bonds are motivated to some extent by considerations of
liquidity, but in some periods they have also served to prevent
excessive fTluctuations in bond prices.

Paragraph 111 Liquidity and public finance

As noted previously, Danmarks Nationalbank is the banker
of the government, which keeps practically all its accounts in
the Bank. Over a given period, net payments to and by the
government are therefore reflected in roughly parallel move-
ments in the Treasury®s current account with the Bank. Local
government authorities maintain accounts with commercial

banks and savings banks.

As explained above, the impact of government transactions
on bank liquidity varies substantially from quarter to quarter,
but in the long view these variations have resulted in large-
-scale absorptions of liquid funds.

There are no outstanding Treasury bills. The last of
these were redeemed iIn 1959. Except for a few small premium
lottery loans, the government has not floated bond loans
on the domestic market for many years.
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The government®s debt has therefore declined very ap-
preciably: Between end-March 1959 and 1971 the net debt fell
from kr.8.8 billion to Icr.0.5 billion. The domestic debt,
which stood at kr.7*o billion at end-March 1959, moved into
a surplus of kr.5»2 billion at end-March 1971* in order to
strengthen the foreign-exchange reserve the government®s
foreign debt was increased from kr.l1 billion to kr»3»7 billion
in the same period. The additions made to the foreign-exchange
reserve during that period are approximately equal to the net
increase recorded in the government®s net foreign indebted-

ness .

These movements were reflected, in the first place, 1in
an improvement in the government®s net position vis-i-vis
the Nationalbank by close on kr.9 billion - from a debt of
kr.2 billion to a credit balance of almost kr.7 billion -
and, in the second place, iIn a reduction of the government®s
domestic bonded debt by some kr.2 billion from more than kr.5

billion to a little over kr.3 billion.

At end-March 1959 commercial banks held net assets of
kr.1 billion in Danmarks Nationalbank and abroad. Without
Nationalbank intervention they would therefore have been un-
able to meet demands on their liquidity of the magnitude 1in-
dicated above. The Bank®"s intervention took the form of bond
purchases of roughly kr.10 billion in the above mentioned
period. The Bank did not buy in a volume that maintained
bank liquidity at its previously level: In view of the demand
pressures which prevailed during most of the sixties, the
Nationalbank allowed the liquidity of banks to deteriorate
somewhat. By the end of March 1971, the net position of the
commercial banks vis-i-vis the Nationalbank and foreign

correspondents was negative by almost kr.2.5 billion.

Chapter Two Instruments of Monetary

and Foreign-Exchange Policy

Introduction

This Chapter deals with the main features of the monetary
policy pursued since the late 1950s in order to explain the
reasons for the uses made of the below mentioned instruments

of monetary and foreign-exchange policy.
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With few interruptions, a vigorous expansion has been
the predominant feature of the Danish economy since 1959.

The resulting pressures on the economy were soon reflected
in serious repercussions on the current account of the balance

of payments which has shown big deficits every year since
1960 (except in 1963 when there was a small surplus).

During most of this period, economic policy - including
monetary policy - therefore aimed at keeping a tight rein

on the economy.

In the first years of the sixties, monetary policy was
implemented mainly by means of the traditional instruments:
Changes in the official discount rate and in bank availabilities
of credit in Ihe Nationalbank. Besides, contractions of li-
quidity caused by cash surpluses on central government budgets
were allowed, more or less, to penetrate to bank liquidity.

In 1964, the rules governing loans from Danmarks National-

bank were tightened by means of a penal iInterest rate charged

on credit to banks which exceeded the limits set for loans on
bonds and for rediscounting of Bs/E. In those years, the Bank
addressed frequent appeals to commercial banks and savings banks

to hold back on lending.

The budget surpluses and the Nationalbank* s monetary
policy did not succeed in slowing down the expansion of do-
mestic credit to a sufficient degree. One reason was that the
contraction of liquidity did not induce banks to respond in
the manner expected. They preferred to go on expanding their
lending operations in spite of a continuing deterioration of
their cash position. The effects of the contractive policy
were also weakened by the access for banks to refinance
their lending to importers and exporters by means of loans
obtained abroad. Another Tfactor pulling in the same direction
was that public utility corporations (telephone companies
and power stations) raised substantial loans in foreign capital
markets. These borrowing operations, which gradually ran into
large amounts, led to a temporary embargo on public foreign
borrowing in mid-year 1964.

This was the background against which Danmarks National-
bank concluded a deposit agreement with the commercial banks
in the beginning of 1965. The aim of this agreement was to
emure that credit should not be expanded at a rate that
would enhance the risk of economic imbalance. The banks
accepted this aim because they felt that a voluntary
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agreement was preferable to a more severe application of
the Nationalbank®s traditional instruments of monetary

policy or, possibly, legislation on variable cash reserves.

The main provision of the agreement required banks to
tie 20 per cent of increases iIn their deposits in a special
account with Danmarks Nationalbank or in foreign banks under
the rules governing funds held abroad. Another important
provision was that if a bank increased its net debt to foreign
correspondents the whole amount of the increase had to be
tied in the Nationalbank.

The Nationalbank undertook to maintain the banking system®s
liquidity at a reasonable level or, in other words, to refrain
from squeezing the banks too hard/and from any action designed

to control the purposes for which credit was granted.

An agreement serving the same aim was concluded with the

savings banks.

These agreements were later amended in various respects.
In 1971 they were suspended in view of the strained credit
situation and the below mentioned credit ceilings. The agree-
ments will be explained in more detail in Section 11, para-

graph 11 below.

In the summer of 1965 the agreements with the commercial
banks and the savings banks were followed up by agreements
concluded with the bond-issuing iInstitutes. Under these agree-
ments, temporary restrictions were imposed on bond issues,
partly because these were growing rapidly and exerted strong
upward pressures on bond yields, and partly because further
strains were expected on the bond market after the credit
restraints agreed with the commercial banks and the savings
banks.

In practice., the restrictions were implemented by means
of quotas established for bond-issuing institutes® offers for
loans. The quotas were based on the amounts of loans granted
during the period from 1 April 1964 to 31 March 1965. These
quotas were later raised several times. In 1968, the quota
system - which became known as the bond rationing - was prac-
tically abolished for new building projects, and the rationing

was abolished entirely in 1971~



- 27 -

From 1965 onwards, the emphasis on the instruments applied
in monetary policy was thus shifted to quantitative measures.
This placed the Nationalbank in a better position to support
bank liquidity, also by open market purchases of bonds. In
the following period the Bank supported the bond market by
substantial purchases, partly because the supply of bonds was
extraordinarily large in the period immediately following the
conclusion of the agreements with the bond-issuing institutes,
and partly in order to prevent the tight fiscal policy from
generating excessive strains on bank liquidity. After mid-1965,
bond yields remained fairly stable for a couple of years, and the
official discount rate remained unchanged from mid-1964 to
late 1967.

As noted above, the bond rationing was introduced as a
temporary measure because rigid ceilings on the lending opera-
tions of the mortgage credit institutes would not be desirable
for any long period. The dismantling of bond rationing started
in 1968 when economic activity, including building, slowed

down.

During the three years it had been in force, the bond
rationing made institutes unable to cope with the full demand
for loans - probably with the effect that building activity
was dampened somewhat. Studies of the market suggested that
only limited numbers of prospective borrowers turned to the
unorganised market for mortgage deeds, but they may have found
certain other substitutes. In any case, a large back-log of
applications for mortgage loans developed up to 1968 when the
queue of applicants was estimated to represent between kr.4 bil-
lion and I:r.5 billion. When the rationing was lifted, borrowing
operations and the resulting supplies of bonds increased
steeply,so that the Nationalbank had to intervene and support
the market by large-scale purchases in order to prevent a
slump.

The aim of the bond rationing - to dampen the supply of
bonds - was maintained through a mortgage credit reform which
was enacted in the spring of 1970. The new Mortgage Credit Act

imposed restrictions on maturities as well as on the percentages
of credit allowed on the estimated values of properties.

After the deposit agreements concluded with the commercial
banks and the savings banks in early 1965, the annual rate of
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growth in bank lending (which had reached about 18 per cent)
declined practically from month to month until it had fallen
to about 8 per cent in the spring of 1966. From the autumn

of 1966, however, commercial and savings bank lending showed

a new sharp upturn which, 1in the early months of 1967; restored
the rate of increase in commercial bank lending to its former
level of 16-17 per cent. After that time the situation became
fairly satisfactory again, but another undesirable expansion
set in from the spring of 1.969 when the Bank®"s bond purchases
had added substantial amounts to the liquid funds held by
commercial banks. Their lending rose again: in the autumn of

1969 i1t reached its former level of 17-18 per cent.

The situation in 1969 became particularly strained as
a result of the currency unrest experienced in the spring
of that year, which hit the krone very hard. The official
discount rate, which had been raised from 6 to 7 per cent
in March, was raised again in May, this time to 9 per cent.
It has since been an aim of monetary policy to keep the
domestic interest level in the upper reaches of international
rates in order to protect the foreign-exchange position.
From May 1969 the Nationalbank also reduced its support to
the bond market to a lower level, and from September the Bank
took a neutral position on the market, thereby letting the
full contractive effects of government operations penetrate
to bank liquidity.

In the negotiations between Danmarks Nationalbank and
the organisations of the commercial banks and the savings
banks in the autumn of 1969 the parties agreed that the domestic
credit expansion had been too strong. A new form of credit restraint
was therefore adopted on the basis of the credit commitments under-
taken by commercial banks and savings banks - see pp. 51-53 below.
This co-operation was formalised in February 1970 when quotas were
established for the lending operations of all major commercial
banks and savings banks except building loans for non-profit
housing and student dwellings. This credit ceiling, which was
fairly close to the credit commitments actually granted, was since
extended to the end of 1972 and raised by a total of 11 per cent
(plus individual increases in a few cases). The utilisation of
credit lines in commercial banks has proved to stay at a TfTairly

constant level of approximately 65 per cent.
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As a result of the introduction of the credit ceiling
the rate of growth in commercial and savings bank lending
slowed down continuously until the beginning of 1972. By
that time the rate of increase in commercial bank lending
had fallen below 3 per cent, but it has since gone up again. -
A more detailed explanation of the credit ceiling will be

found in Section 1V, paragraph 1 below.

The instruments of monetary policy applied in the last
5-10 years (other than those discussed above) will be con-

sidered in the following pages.

Section 1 Refinancing
Paragraph | Official discount rate

Danmarks Nationalbank has previously discounted modest
amounts of Bs/E for private firms, but today it does prac-

tically no banking business with private persons or firms.

Co::unercial banks may rediscount bills in the National-
bank for up to any amount, but only trade bills (covering
commercial transactions) are eligible; financial bills are
not acceptable for rediscounting. The bills must be of prime
quality which means that satisfactory credit information must
be available about the names appearing on the bill; the Bank

does not examine every bill but makes random checks.

Accurate data are not available to determine to what
extent the pTortfolios of Bs/E held by banks satisfy these
requirements, but the volume of bills rediscounted in periods
of scarce liquidity suggests that about one third of the
portfolios is rediscountable. At end-1971 bank portfolios
of Bs/E aggregated close on lIcr.2.5 billion of which about
kr.800 million would thus have been eligible for rediscounting
in the Nationalbank.

Interest is charged at the rediscount rate, which in
recent years has been identical with the official discount

rate. Bills may be rediscounted for any period up to 90
days. Interest is normally charged for a minimum period of
five days.

In addition to the official discount rate and the re-
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discount rate, Danmarks Nationalbank charges minimum and
maximum lending rates of respectively 0.5 per cent and 1.0
per cent above the official discount rate. The Bank also
charges certain special rates which, together with the of-
ficial discount rate and the other interest rates charged
for different categories of loans, are listed in a table

in paragraph Il below.

The official discount rate affects not only loans obtained
by banks in the Nationalbank but also the interest rates applied
by commercial banks and savings banks; these rates normally

follow movements in the official discount rate.

In this context, the principal interest rates are those
allowed by banks on the most important forms of deposits.
These rates are governed by an agreement on maximum interest
rates concluded by commercial banks and savings banks. As
this agreement restricts competition, it iIs subject to super-
vision by the Monopoly Controli Authority which, in the case
of financial institutions, 1is the Government Inspector of Com-
mercial Banks and Savings Banks. In recent years, the inter-bank
interest rates agreement has been the subject of critical com-
ments, but it has been kept in force in view of the extra-
ordinarily scarce availabilities of liquid funds. The parties
to the agreement are the Federation of Danish Banks and the
Association of Savings Banks. The agreement is therefore
binding only on the members of these organisations; on the
other hand, these members represent the vast majority of
commercial banks and savings banks. A few banks, which have
broken away from the agreement and the organisations, offer
nighcr interest rates for long-term deposits than those allowed
under the agreement. This 1is not very iImportant because the
break-away banks hold only a small part of total deposits.
There are no national agreements on lending rates but these

generally follow movements 1i*i the rates allowed on deposits.

In practice, changes in the official discount rate will
thus entail approximately equivalent changes in the deposit
and lending rates of commercial banks and savings banks.

In recent years it has been a major aim of the National-
bank®"s policy in regard to the official discount rate to

keep the Danish interest level within the upper reaches of
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the international level in order to ease the financing of
the big deficits on the external balance. At the same time,
credit availabilities in Denmark have been limited through
the squeeze on bank liquidity and through the credit ceiling

agreed with the commercial banks and the savings banks.

Paragraph 11 Nationalbank credit facilities available to banks

Apart from the collateral security which is normally
required for loans there are no restrictions on the amount
of credit which conimcrcial banks and savings banks may obtain

in the Nationalbank.

Commercial banks and savings banks may borrow only against
their own holdings of bonds and shares, but they can raise
loans against three-month deposit certificates and credit
certificates held for account of customers.

The Bank can adjust the total amount of credit available
to the banking system by changing the rules governing such
credit, fTor instance by raising or lowering the discountable
value of securities. The Bank can also make credit more or
less attractive by changing the rate of interest charged for
loans.

Interest is normally charged for a minimum period of
five days except for the below mentioned revenue credits.
For the refinancing of building loans, also mentioned below,
interest is charged for minimum periods of 14 days.

In the autumn of 1964, the Bank introduced a penal rate
of 6 per cent from October 1 for rediscounted Bs/E and for
loans obtained against ordinary bonds and shares exceeding
a quarterly limit of one fourth of the borrowing bank’s
total capital and reserves for a period of up to 20 days
- for the fourth quarter: up to 30 days. The reason for the
slightly easier terms allowed for the fourth quarter at that
time was that liquidity was scarcest in that quarter. In
view of the tight liquidity the penal interest was suspended
as from 1 April 1971.



Danmarks Nationalbank’a discounting and

end-September 1972

Collateral
security

A. General

1.Prime bills
of exchange
for goods

and services,

including

Bs/E covering

hire-pur-
chases of
capital
for
uses

2 .Nationalbank
3-month
deposit
certificates

3 .Nationalbank
credit
certificates

k,Exchange-
listed bonds
exclusive
of Ship
Credit
B-bonds

5 eExchange-
listed
shares

6 .Assets
listed
under 1items
2-5 and 7»
as security
for revenue
credit

goods
industrial

Discountable
value

rules

100 per cent
of face value

100 per cent
of face value

85 per cent
of face value

60 per cent
of market
value at
buying price

50 per cent
of market
value at
buying
price

Values shown
under items
2-5 and 7

-2

Interest

Rediscount
rate

Official
discount
rate

Official
discount
rate

Maximum

lending rate

Maximum

lending rate

Official
discount
rate less
1 per cent

lending terms at

Special
conditions

Only shares 1in
companies with a
share capital of
not less than

kr.10 million,

and only if quoted
at prices above par

Maximum discountable
value: Tax payments
received from public
authorities for
remittance to Treasury
by banks. Such loans
mature on the 6th and
21st day of each

month



Collateral
security

Discountable
value

B. Temporary facilities

7.Ship Credit
B-bonds

8.Promissory
notes
issued under
special
scheme for
building
loans

9eContracts
for
building
loans for
construction
of non-
profit
housing and
student
dwellings

75 per cent
of face value

Of declines
recorded in
del credere
accounts

for building
loans after
end-March
1969 :until
end-March

1973:
20 per cent

Of net
lending:
until end-
March 1973:
60 per cent,
Until end-
March 1974:
35 per cent

Interest

Official
discount rat*
plus 1 per
cent, maximum
6 per cent

Maximum
lending rate

Same rate as
the borrowing
bank charges
for under-
lying building
loan

Special
conditions

Interest is
charged for a

minimum of

14 days
Minimum: 14 days~’
interest. 6 per

cent excess
interest 1is
charged for

payments which
have previously
been discounted
and repaid

loans
against progress
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Rediscounting of Bs/E has been explained in paragraph (1).
The Nationalbank®"s deposit certificates will be dealt with

on pp. 42-43 below.

Banks were previously very reluctant to rediscount bills
of exchange, presumably because the amount of such redis-
counted Bs/E must be disclosed in the published monthly
balance sheets which would reveal to the general public that
they had had to resort to credit in the Nationalbank, while
other types of loans from the Nationalbank were booked in
the balance sheets together with loans obtained from other
financial institutions. In recent years, banks have overcome
their reluctance and availed themselves of this rediscounting
facility to a large extent. One reason is the liquidity squeeze,
but banks have probably also been influenced by the lower
rate of interest charged for this facility compared with the
interest they have to pay for loans against bonds and shares
which are otherwise the banks®"™ most important potential source
of liquid funds.

Banks also rely heavily on the credit facility which 1is
available against deposit certificates.

Loans against credit certificates are based on an arrange-
ment adopted in 1960 to ease bank financing of big and long
export credits by