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1.0 Demographic factors 

1.1 The population of Denmark is about 5.2 millions. Approximately 116 is below 
the age of 15 and another 116 is over the age of 65. The proportion of older 

is growing. 
Population by Sex and Age 
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Source: Danmarks Statistik Statistical Yearbook 1993. 

The expectation of life has been increasing for many years, but research 
within the last few years has shown an inexplicable decrease for males. 

Development in Expectation of life 
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Source: Danmarks Stotistik, Sta~icrical Yearbooks 1958-1993 



1.3 The labour force consists of 2.9 millions people. The proportion of 
unemployed persons and employees in the service sector is increasing. 

Tbe Labour Force by Occupation (end 1991) 

Source: Donmarks Statictik, Statistical Yearbook 1993. 

2.0 Economics and Politics 

2.1 There are signs in the Danish economy that the recession, which has persisted 
since the mid eighties, finally is over. 

2.2 In the begirking of 1993 the Conservative led government, which has been 
in power for over a decade, was succeeded by the first majority government 
for a long time. The new government is a coalition between 4 parties and it 
is led by the new prime minister Poul Nyrup Rasmussen from the Social 
Democrats. 

2.3 It has been the new government's objective to stimulate the activity in the 
domestic economy. The means to fulfil this purpose have been a number of 
major reforms. Most important a tax reform with introduction of a new tax 
on life insurance premiums and contributions to pension funds (see section 
7.0). The marginal tax rate has generally been lowered with effect from 1994 
and during the next 4 years the marginal tax is supposed to decline. Indeed 
a surprising move from a socialistic government. 

2.4 The Danish economy is ready to take off as the unemployment centres say in 
their advertisements followed by the challenging question: "are you?". Only 
the domestic indebtedness and the unemployment is of concern. 



2.5 The significant decline in interest rates and inflation during the last two years 
has specifically had the actuaries attention. 

2.6 The exchange rates DKWUSD and D W G B P  are at the moment respective 
in the order of 7 and 10. 

2.7 The Danish gross domestic product has grown steadily during the last 6 to 8 
years. 
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Source: Donmarkc Statirtik, Statistical Yearbook 1990, 1992 and 1993, 

2.8 The continuing current account deficits in the past are now replaced by a 
growing surplus, thus the foreign debt is reduced. The budget deficit is not 
yet under control. 
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Source: Danmarkc Statistik, Statistical Yearbook 1990, 1992 and 1993. 



2.9 The Danish tax speciality the real interest duty levied on pension savings 
provides the government with a higher revenue than corporation tax. The 
revenue from the VAT of 25% is almost equal to that of personal income tax. 

Specification of Taxes and Duties 
(Budget 1992) 

Source: Danmarks Statistik, Statistical Yearbook 1993. 

2.10 The tax burden in Denmark is among the highest in the world. The burden 
is expected to decline slightly in the coming years. 

Tax Burden 

60% 

Source: Danmarks Statistik, Statistical Yearbook 1990, 1992 and 1993 

2.11 The objective of the government in the mid eighties was to reduce the current 
account deficit and it succeeded. At that time the government claimed it to 



be an almost impossible task because it is difficult to change the behaviour 
of the private sector, but that is strangely enough exactly where the real 
change has been. 

Denmark's Net Liabilities (at year end) 

Source: Danmarks Statislik, Statislical Yearbook 1990, 1992 and 1993. 

2.12 The rate of unemployment has kept growing for a long time now and 
"bending the curve" has become the primary issue on the Danish political 
agenda. A drop in the rate of unemployment is by all political parties 
regarded as the end of the recession. 
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3.0 Pension Savings 

3.1 At the end of 1992 the long term pension savings amounted to 614 billions 
DKK allocated in the life insurance companies, the company pension funds, 
the banks and the public pension funds (ATP and Employees COL-Fund). 
ATP is a compulsory pension scheme covering all employed persons, with an 
annual contribution of DKK 2,333 (fulltime). Employees COL-Fund was 
established in 1997 by the State. Four C.0.L.-adjustments were paid by the 
State during 1977-79 to the fund instead of being paid by the employer to the 
employee. A lump sum benefit is granted to the employee at retirement or 
early death. 

Pension Savings by Sector (end 1992). 

Source: FimmtiLrynet [Financial Supervisory Authority] Annual Report 1990 and 1992 and 
Fimnrrtidet [Associatwn of Bank] 1993. 

Disregarding the public pension savings the Banks hold 24% of the market. 
Since 1987 contributions to pension savings accounts have been available for 
self-employed persons and employees. 

3.2 The Danish market of pension savings has an annual growth about 9% (1990- 
1992). No detailed statistics are available on itemization of contributions and 
interests. However an estimate on the annual contributions is (1992): 

Estimated Annual Contributions I Premiums 
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The annual average contribution in 1992 of the employed persons in the 
labour force was DKK 13,600 or about 7% of the average salary. 

Growth of Pension Savings 1990-92 
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Source: FinONti&net [Financial Supervisory Authority] h u a l  Report 1990 and 
1992 and F i ~ m r a e t  [Association of Banksj 1993. 

4.0 Social Security 

4.1 The Social Security System in Denmark is highly elaborated and very 
complex. The Social Security System is financed by taxes and no savings 
have been established to meet future expenses. Benefits are fixed on a flat 
rate basis. 

All pensioned citizens over the age of 67 are entitled to an old age pension 
regardless of other income or equity. The minimum public pension end 1990 
was DKK 44,000 and the maximum was DKK 83,000. mere is a difference 
between the minimum pension and the maximum pension, because the 
pensions supplements are subject to a means test. Persons without any private 
pension or equity are entitled to supplements according to personal needs. 
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Source: Danmarks Statislik, Statistical Yearbook 1993 and Forsikringsoplysningen 
[Ass. of Danish Insurance Companie!]: Sociale ydelser 1990. 

5.0 Lottery Accounts 

5.1 Lottery accounts are a curiosity in the Danish private savings market. They 
are mentioned partly because they are of some significance, but mainly 
because of their unusual nature. 

5.2 The accounts are available in all Danish banks and function as ordinary 
savings accounts. The interest on these accounts is typical reduced by 3% - 
compared to ordinary savings accounts - and the proceeds are put into a pool. 
Each account is allotted a lottery number for each 100 DKK in the account. 
Once a month the bank draws numbers like in a lottery, thus a few will have 
an excessive yield on their accounts and the vast majority will have lost some 
interest but not the savings. 

5.3 A similar arrangement was introduced in Sweden in the late eighties, although 
the investment object in Sweden was government bonds! 

6.0 Consulting Actuaries 

6.1 The number of consulting actuaries in Denmark has been in rapid growth 
during the last couple of years. 



6.2 Now there are 13 consulting actuaries in Denmark operating from 6 different 
companies. Thus the number of consulting actuaries have almost doubled 
since 1992 and the market has certainly become more competitive. This is 
probably a healthy development, although it is not greeted with the same joy 
everywhere. There are 5 Danish members of IACA. A little less than 10% of 
all actuaries in Denmark are working as consultants. 

The Number of Consulting Actuaries. 

6.3 There is an increasing demand for the services offered by consulting 
actuaries. The main working area is still pensions and employment benefits. 
Life insurance work appears occasionally but it is limited consulting in 
connection with establishment of new companies and mergers and 
acquisitions. A number of business areas known from colleagues in other 
countries are still untouched in Denmark. Non-life insurance is maybe the 
most remarkable example of an area which solely is managed by actuaries 
employed in the companies. 

6.4 Management consulting is widely used in the Danish insurance industry, but 
it is not offered as such by consulting actuaries. 

6.5 The future for consulting actuaries in Denmark looks prosperous, especially 
because there is room for an expansion of the working areas. A fly in the 
ointment is that the many redundancies in the Danish insurance industry also 
have hit the actuaries, which partly explains the growth in the number of 
consulting actuaries. 

6.6 A national organisation for consulting actuaries has yet to come. 



New Tax on Life Insurance Premiums 

With the earlier mentioned tax reform, which has effect from the tax year 
1994 (the calendar year), a new tax was introduced. Officially the tax is 
called a labour market contribution but in common speech it is referred to as 
the gross tar. The name refers to the way the tax is levied, which is on all 
working income without deductions of any kind. 

Thus life insurance premiums and contributions to pension funds which used 
to be fully deductible are now subject to this tax. Technically the tax 
regarding pension savings has to be paid by the pension institute, so a life 
insurance company can not claim breach of the contract. 

The tax rate for 1994 is 5% and it is expected to increase to 8% over the next 
3 years. The revenue from the tax is put in to a special fund, which has as its 
purpose to cover the government's expenses to unemployment benefits. Hence 
on a longer term the tax rate is supposed to reflect the magnitude of 
unemployment on the labour market. 

Simultaneously with the introduction of the gross tax all other income taxes 
were reduced and generally the marginal taxes have been lowered a bit. 

The purpose of the tax is to finance unemployment benefits, accordingly it is 
only levied on working income. Thus especially benefits from life insurance 
companies and pension funds are not subject to the tax. 

This new tax conflicts with all premiums on life insurance policies and 
contributions to pension funds. The present value of future contributions and 
premiums has in effect been reduced by the future gross tax rate. Thus future 
benefits and sums assured have been reduced industry wide. It has been up 
to the industry to explain that the reductions in future benefits are balanced 
with reductions in the future tax rates. 

Basically some of the taxation of benefits has been moved forward so they 
are taxed at an earlier stage in the life time of a pension saving. 

Pension savings in pension institutions are with the new tax becoming less 
attractive compared to ordinary savings, which are not tax privileged. 



8.0 Marketing of Life Insurance Products 

8.1 The market in Denmark is very consumer affected. There is a demand from 
policyholders to get annual statements with projections of future benefits, 
current guaranteed benefits and regardless of product the "balance on their 
account" (policy reserve). 

Each policy is with the consumer's eyes regarded as a "bank account" 
accordingly the competition is focused on applied cost charges and interest 
rates, which are used when bonus once a year is allotted as a writeup of 
guaranteed benefits. 

.2 The insurance company makes a projection of future benefits based on "The 
Recornmendation for Insurance Marketing" by the Association of Danish 
Insurance Companies. The recommendation consists of a number of 
assumptions concerning the development of certain economic factors which 
are to be taken into consideration in bonus forecasts. The recommendation is 
updated once or twice a year. 

The development within the first five years of the projection is determined on 
the basis of realistic and confident budgets of the individual company, 
whereas the development thereafter is laid down in the recommendation. 

8.3 The companies operate on two technical premium bases. The first is the 
common Danish base G82 implying equal office premiums in nearly all 
Danish insurance companies. The base is regarded as safe. The second is a 
base of the individual company called the bonus base, where interest, 
expenses and risk premiums are laid down by a realistic estimate. 

The benefits are sold on the G82 base and projections are calculated on the 
bonus base, where the annual bonus is used to buy benefits on the G82-base. 
The statement of the future benefits includes the benefits with and without 
allowance for future inflation. 

8.4 Due to the common office premiums the competition among Danish insurance 
companies is focused on cost charges (4-11% of the premiums) and bonus 
interest rates but for some reason not on risk bonus. Maybe the latter being 
harder for the customer to understand. 



9.0 Labour Market Pension 

9.1 Without interference from the Danish parliament the parties on the labour 
market have made decentralised agreements on pension schemes or pension 
funds. 
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9.2 The above mentioned pension schemes are organized as either life insurance 
companies or pension funds. Even though the employers seem to have some 
influence in the respective boards, the employee organisations are the ones 
who really are in power. 

I I - ~ 

The new labour market pension schemes will probably lead to a major 
increase in the annual contributions to pension savings within 5-10 years. 

Total I 523 18.1% 


