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Introduction to the Danish 
Mortgage Bond Market 

 
 



 
The Danish market for covered mortgage bonds is 
unique. With a volume of about EUR 450 billion, it is 
the largest in Europe and one of the oldest and most 
stable in the world: its roots date back to 1797 with 
investors not having experienced any defaults ever 
since. This is why Danish Mortgage Bonds with their 
first-class ratings of at least AA- are considered a safe 
haven for investors wishing to achieve comparatively 
attractive yields relative to government bonds and 
other covered bonds. 
 
The Danish Model 
Danish Mortgage Bonds are attractive due to special 
features of the Danish mortgage market. Mortgage 
banks act as intermediaries between investors and 
borrowers and can only issue loans by also issuing 
corresponding bonds. Here, the Match Funding 
principle is applied by which the volume of the loans 
granted corresponds exactly to the respective bond 
issuance. This avoids deviations of cash flows and 
refinancing risks. For borrowers, this provides a 
market solution, since the price of the corresponding 
bond is based on the underlying loan and thus, is not 
determined by the bank but by the market on a 
continuous basis. Interest and repayments from the 
borrower are passed on by the bank to the investors.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

However, the bank must ensure that the value of the 
loans stays below 80 per cent of the corresponding 
cover pool on an ongoing basis.  
If house prices fall significantly, it therefore must 
deposit additional collateral. In order to earn a profit 
in this process, the mortgage bank charges a fee 
which refers to the volume of outstanding loans. 
Overall, the model offers a low-cost, standardised 
solution that is transparent to all participants. 
Just under 97 percent of the mortgage bond market 
in Denmark is made up of four categories. These are: 
Adjustable Rate Mortgage Securities (mortgage-
backed securities with variable interest rates and 
interim refinancing), Callable Bonds (prematurely 
callable bonds), Floating Rate Notes (variable rate 
bonds) and Capped Floaters (variable rate bonds 
with interest rate cap). Generally speaking, in this 
market investment products based on bonds with 
maturities of up to 30 years are available. From the 
borrower's point of view, there is also the option of 
initially just paying interest for up to ten years and 
only then starting repayment. This option is used by 
just over half of all borrowers. 
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The Mortgage System 



 
An Incentive for a Stable System 
As the mortgage bank acts purely as an intermediary 
in the Danish system, it is not affected by changes in 
interest rates. However, the bank bears the risk of a 
possible default of the borrower, as it is still obliged 
to pay the assumed cashflows and interest to 
investors. This effectively protects investors from 
credit risk and provides a strong incentive for the 
bank to conduct a rigorous credit review. 
Furthermore, it promotes the stability of the system, 
which has proved particularly reliable in times of 
crisis. The market remained liquid at the height of 
the economic crisis in the fourth quarter of 2008, 
while new bond issuance in the rest of the eurozone 
virtually came to a standstill. Although individual 
crises did cause large losses for the mortgage banks, 
this never had an impact on investors. 
Another special feature of the Danish model is the 
possibility for the borrower to repurchase the 
corresponding bond on the market at any time and 
hand it over to the mortgage bank, which then 
dissolves the loan. This enables the borrower to 
reduce the nominal amount of his loan if interest 
rates rise and the bond's price falls accordingly. In 
addition, this mechanism provides a hedging effect 
should house prices fall as a result of a rise in 
interest rates. The effect of this delivery option is 
initially neutral for investors, as possible buy-backs 
happen at market prices. 
 
Low Risks for Investors 
The Danish model is designed to share the risks 
between all participants, with investors bearing a 
very small share. Not only are they protected against 
the risk of loan defaults as described; investors are 
shielded against a possible default of the mortgage 
bank itself, as well, as bond investors are generally 
given preferred status in case of such an event. In 
addition to the 80 per cent loan-to-value cap 
mentioned above, the system is also stabilised by 
measures such as mutual bank guarantees. 
Furthermore, borrowers are still liable for their loan 
obligations if the mortgage bank defaults. The credit 
risk for investors is therefore minimal. 
In addition to the (theoretical) credit risk, there is a 
possible refinancing risk for investors. This follows 
from the fact that the maturity can be extended by 
one year if the yield level at the time of refinancing 
has risen by more than five percent within twelve 

months and the bond, for example, has a maximum 
maturity of two years. Maturity is also extended by 
one year if the bank is unable to sell the bond on the 
market for refinancing; this continues until either 
the bond can be sold or the loan expires. 
Finally, Callable Mortgage Bonds have a possible 
reinvestment risk as the borrower has the option to 
repay her loan prematurely at the nominal value of 
EUR 100. In this case, investors may not be able to 
reinvest at the same conditions as before. This risk 
also exists with Capped Floater Mortgage Bonds. 
However, the corresponding repayment level usually 
is EUR 105 here, so that investors can also achieve 
correspondingly higher returns. 
 
Conclusion 
The Danish market for Mortgage Bonds offers an 
attractive mix of size, stability, transparency and 
liquidity. The main objective remains to provide 
stable and affordable mortgage financing. Due to the 
stability of the system, the risks for investors are 
very manageable, while yields are superior to 
government bonds with almost the same liquidity



Important Information 
 
This brochure material has been prepared by Jyske 
Bank, Danish Business Reg. No. 17616617.  
 
Under no circumstances is the information aimed 
at persons residing in or in a similar way attached 
to a jurisdiction where it is unlawful to make such 
offer or solicitation. 
 
The information is never addressed to persons 
residing in the US or persons who have a similar 
attachment to the US. 
 
The information is never addressed to persons 
residing in the US or persons who have a similar 
attachment to the US.  
The material is not an offer or a solicitation to buy 
or sell, nor to be regarded as investment advice. 
Investors are always urged to contact a personal 
adviser regarding specific investments, tax issues, 
etc. before buying or selling financial instruments. 
The information is copyrighted by Jyske Bank and 
must not be represented or reproduced in any 
other way without acknowledgement of source. 
Jyske Bank has taken all reasonable care to ensure 
that the information in this material is as correct  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
as possible and information is received from 
sources which Jyske Bank finds reliable. Jyske bank 
shall not be liable for any direct or indirect losses 
due to incomplete or erroneous information.  
Past performance, movements in market prices 
and forecasts of future performance and 
movements in market prices are not reliable 
indicators of future performance or price 
fluctuations. 
You run a risk when you invest in financial 
instruments. Performance and/ or price 
development may be negative. The price of and 
return on an investment may fall as well as rise, 
among other things because of fluctuations in 
market prices and exchange rates. If you invest in 
another currency other than your base currency, 
you accept a currency risk. The information in the 
material is subject to changes in market 
conditions, in returns, dividends, prices, exchange 
rates, interest rates, fees and charges and other 
payments, and tax circumstances, etc. Errors and 
omissions excepted 


