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Investment Research — General Market Conditions   

    
 Several specific events and technicalities regarding data collection drive Danish 

inflation on a monthly basis. 

 Danish inflation has been well anchored in the euro area for years but it has been 

lower since 2018, with a key reason lower rent increases for housing, something 

that looks to be the new normal. 

 As a rule of thumb, oil prices affect Danish inflation by half as much as the euro 

area. 

In the short run, many idiosyncratic events affect Danish inflation and these can drive it 

above or below that of the euro area. Unlike in the euro area, such events do not even out 

among other noise. One example is book prices – measured as an index including the 20 

most popular books. Over the years, these have fluctuated heavily. In several months in 

2015, they were up 30-50% y/y, pulling up inflation by up to 0.25pp, after which there was 

a period with price declines. Currently, they stand at up 34% y/y. The new tobacco tax is 

also pulling CPI inflation up, by 0.4pp. As opposed to the euro area, tobacco is included in 

the index to which Danish inflation-linked government bonds link. 

As a rule of thumb, the direct feed-through from oil prices to Danish CPI inflation is about 

half that of the euro area, as Danish people drive their car less and many heat their homes 

with district heating, the price of which is not particularly correlated with oil. The weight 

on fuel, natural gas and liquid fuels for heating in Denmark is slightly less than half of that 

for the euro area. On the one hand, this might underestimate the total effect on inflation, as 

it accounts only for the direct feed-through to prices. On the other, it does not take into 

account that natural gas prices do not always correlate with oil. 

Until a few years ago, Danish inflation was well anchored in the euro area if you looked 

beyond the monthly noise. From the introduction of the euro in 1998 until 2017, the annual 

difference between Danish CPI and euro area HICP (excluding tobacco) inflation was just 

0.05pp. However, since then it has increased somewhat. The key difference between the 

two measures (besides tobacco) is the weight of housing rent, as owner-occupied housing 

(approximated by rental) is also accounted for in the CPI. For this reason, housing rent 

weighs 20.7% in Danish CPI but only 6.7% in euro area HICP excluding tobacco. Since 

2011, housing rent has gradually contributed less to inflation in Denmark and it no longer 

lifts Danish CPI significantly above that of the euro area. We know that the regulated part 

of the private rental market may not increase rents by more than the annual increase in the 

net price index from the previous summer. This was only 0.5% in July, so low inflation is 

self-reinforcing in this way. In the social housing sector, where rents are set according to 

costs, the low level of interest rates is helping to keep rents subdued. Hence, there is nothing 

to indicate that upcoming rent increases should be significantly higher than has been the 

case in recent years. 
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Danish CPI vs euro area HICP inflation 

Inflation has been lower in Denmark in 

recent years 
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Oil-related energy weights are twice as 

heavy in the euro area as in Denmark 
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Danish rent increases have declined 
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