
The general perception of present conditions in Europe is that the economic climate is steadily im-

proving and growth is appearing to be increasingly broad-based. USA that has seen a long period of 

solid growth that in the last months has weakened judging from labor market reports. Job creation 

is lower than anticipated and on top of this it is claimed that previously released figures are mis-

leading as part time jobs on a large scale have been registered as full time jobs. Never the less, Fed 

chose to increase its interest rate, arguably to maintain credibility as the hike was almost prean-

nounced. 

Within the latest years, economic growth has been low, but relatively stable, however, it appears 

that markets have been paralyzed by the series of general elections, each one with the possibility of 

an outcome perceived to markedly change the world order. By now, we have check marks on most 

of the issues; parliamentary elections in Germany and Italy are still to be held. The latter, in particu-

lar, seems to be a cause for concern. Though by now it might seem that even after the ballots, 

where the outcome was perceived to be the worst imaginable, the world has moved on after some 

initial turmoil In financial markets. We cannot rule out that this is at least partially caused by central 

bank quantitative easing. 

The huge impact of the ECB on financial markets by its interest rate and monetary policies make 

market participants alert in their assessment of the wordings of ECB announcements and responses 

at press conferences. The assumption is, that the flood of liquidity from central banks cause asset 

inflation in several market segments and subsequently that interest rate risk is not confined just to 

the bond market but is at present ubiquitous. Though inflation is not a problem by now and though 

it is frequently stressed that no interest rate increase is expected for a prolonged period of time, 

just a hint of a reduction in central bank buying will cause swift and large reactions in bond and 

equity markets. 
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Return 
% 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Avg. 

Yearly 
return 

2017 

HP Hedge 
DKK 

4.28 -27.53 54.24 19.26 8.65 18.65 15.84 2.52 -1.69 11.81 9.05 4.32 

NAV DKK 104.30 75.59 116.56 139.01 151.03 179.19 207.57 212.81 209.22 233.93  244.04 

  Jan Feb Mar Apr May June July Aug Sep Oct Nov Dec 

HP Hedge 
DKK 

0.81 0.12 1.14 0.65 0.75 0.77       

NAV 235.83 236.12 238.80 240.36 242.17 244.04       
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Danish Bond market 

Bonds markets in general and long government bonds in particular saw large swings in prices in the 

first half of 2017. However, as foreign investors perceived every dip in prices as an opportunity to 

buy into the Danish mortgage bond market, in particular into longer maturities, volatility in this 

segment has gradually oozed out. Shorter duration bonds have seen increased buying interest from 

domestic corporate entities and private individuals, that have witnessed the introduction of nega-

tive interest rates on their savings account. As a consequence of this, Danish mortgage bonds are 

trading at spreads to swap rates and government bond rates that we have not seen in post crisis 

years. 

 

A small change in ECB wording stating that the central bank is regarding present risks to the econo-

my as balanced. In market interpretation we are very slowly moving towards the point where the 

ECB will define upward risk and contemplate tapering and even worse rate hikes. As everybody 

expects the subsequent downward move in bond prices to be dramatic even the slightest indication 

of such a scenario will cause anxiety in markets. Though present low inflation rates will lessen the 

probability of large rate hikes, markets will from time to time replay this theme for the next period 

of time 

Political risks that have weighed on markets in the last couple of years seem to be of less im-

portance, though the Italian general election is anticipated with a bit of nervousness.  

Overseas appetite for Danish mortgage bonds is still intact as foreign investors once again bought 

all categories of Danish mortgage bonds, and thus spreads tightening led to performance of almost 

all mortgage segments against government bonds in first half of 2017 resulting in satisfactory re-

sults for HP Hedge that returned 0,77 % on the month and 4,32 % so far this year. 

Low redemption activity to the coming terms, combined with foreign buying into almost all catego-

ries of mortgage bonds make us expect positive returns for the second half of 2017, though the 

latent threat of a market yield increase makes our strategy very defensive. 
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