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Investment Research — General Market Conditions   

    
 The surge in inflation has triggered more debate about the peg of DKK to EUR than we 

have seen in a generation. 

 However, we are far away from a change in mainstream opinion and a change in policy 

is highly unlikely, in our view. 

Inflation in Denmark has surged to 10.1% in October (by the national CPI definition), and 

as in many other countries, this has triggered debate over monetary policy. In Denmark’s 

case, this policy is a peg to the euro, which has been successful in stabilising inflation in 

Denmark as long as inflation was stable in the euro area. In recent months, some academics 

(for example here), the free-market think tank CEPOS (link here) and former government 

minister Søren Pind (here) have argued that there should at least be a discussion about 

whether the fixed exchange rate policy is still the right choice, basically arguing that the 

ECB might not be up to the task of securing low inflation. Given Denmark’s large current 

account surplus, a stronger DKK could be a way to dampen domestic price pressures. 

By our judgement, this is the most debate about the fixed exchange rate policy that we have 

seen since at least the ERM crisis in 1992. However, it is still marginalised. As far as we 

can tell, most mainstream academics, government officials, the vast majority of politicians 

and the central bank continue to support the policy. A decision to change it would have to 

be made by the government, and we see it as highly unlikely that a government would go 

against the recommendation of virtually all its advisors, irrespective of who forms the 

government after the negotiations currently ongoing after the election on November 1. 

Danmarks Nationalbank hosted a conference on October 31 to mark the 40th anniversary 

of the fixed exchange rate policy. In her concluding speech, Governor Signe Krogstrup 

argued: “The fixed exchange rate regime has advantages and drawbacks. I believe that the 

balance of these is such that the regime will continue to serve us well. Most importantly, 

the fixed exchange rate policy provides a simple, credible and transparent nominal anchor 

for monetary policy, resting on the commitment and credibility built over 40 years of 

experience.” 

It is unlikely, in our view, that the inflation outcome in Denmark would have been 

substantially different if the Nationalbank had had an inflation target rather than an 

exchange rate target. Regardless of whether one thinks that the cause of high inflation in 

the euro area is a policy mistake by the ECB or unforeseeable factors (or some combination) 

we see little reason why those policies and factors would be different in a Denmark with a 

floating currency. Developments are similar in most advanced economies. In particular, 

Sweden, which has many similarities to Denmark but a floating currency, has a very similar 

inflation profile. It is far from obvious that ending the exchange rate peg would lead to a 

better inflation outcome, while it is clear that it would have costs. One major cost would be 

to the businesses and investors who rely on the policy continuing in their hedging and 

pricing strategies. Another cost would be losing the credibility the Nationalbank has built 

around the policy over 40 years. A new target such as an inflation target could also be 

credible of course, but it would take time and effort to achieve. 
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Past performance is not a reliable indicator of 
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A floating DKK could be strong 
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Research Denmark 

Do not expect changes to exchange rate peg 

https://www.berlingske.dk/kronikker/oekonomer-efterlyser-politisk-diskussion-vejen-til-en-lavere-inflation
https://finans.dk/debat/ECE14272735/kan-fastkurspolitikken-fortsaette/
https://www.berlingske.dk/kommentatorer/er-fastkurspolitikken-blevet-ophoejet-til-religion
https://www.nationalbanken.dk/en/pressroom/speeches/Documents/2022/Signe%20Krogstrup%20tale%20ved%20DN%20konference%2031.%20oktober%202022.pdf
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The fixed exchange rate policy 

EUR/DKK is pegged at 7.46038 with a +/- 2.25% tolerance band, which Danmarks Nationalbank 
and the ECB are both committed to maintain under a special Danish version of the ERMII 
agreement. In practice, the Nationalbank maintains a much narrower band of around +0.2% and     
-0.3%. When the exchange rate approaches these limits, the Nationalbank will normally react first 
with intervention in the FX market, and if the pressure persists, by adjusting the interest rate 
difference to the euro area. 
 
Devaluation has not been used as an active part of economic policy since 1982, which is 
therefore marked as the beginning of the fixed exchange rate policy, although the DKK has usually 
been pegged in one form or another also before then. The central rate has been unchanged since 
1987, except that it has changed from DEM to EUR. 
 
The fixed exchange rate policy was a central part of the policy of macroeconomic stabilisation that 
brought down the high inflation and interest rates and the large fiscal and current account deficits 
of the early 1980’s.  
 
Danes voted on whether to join the common currency in 1992 and again in 2000, both times 
rejecting it, despite support from a parliamentary majority and from the Nationalbank. The latest 
Eurobarometer poll shows 26% for the euro in Denmark and 69% against it.  

 

 

https://europa.eu/eurobarometer/api/deliverable/download/file?deliverableId=83378
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