IIFA Country Report 2007



July 2007
The Danish fund market 2006-2007
1. Economic and financial background
During 2006, the Danish economy had a strong growth in both domestic and external demand. Even though the pressure on the labour market was mounting, the upswing rested on a sound structural foundation, as the current-account and the government showed large surpluses. At the same time, fiscal policy was marginally expansionary and thus did not contribute to dampening the overall demand in the economy. In the first two quarters of 2007, the Danish economy was still booming. However, the capacity pressure has triggered a substantial expansion of the capital stock, imports are growing strongly, and the trade and current-account surpluses are diminishing rapidly. 

Employment has risen rapidly in 2006, and unemployment has fallen to the lowest level for more than 30 years. In March 2007, unemployment rates were only 3.4 per cent according to the EU harmonized definition.  All sectors report shortages of labour, and wage increases have accelerated during the year. 

2. Data on funds under management and portfolios

During the period July 2006 to June 2007, 97 new funds have been launched and in June 2007, there was 767 funds Danish funds in total. 
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June 2006

June 2007

Equity funds

370

413

of which …

Danish 

44

48

Global 

95

105

European 

59

68

Emerging markets

21

24

Far East 

20

22

Northern American

25

32

Bond funds 

238

254

of which …

Danish

129

128

Foreign

109

126

Hedge funds

1

5

Foreign funds

4

5

Balanced

57

90

Total 

670

767


Denmark has a highly developed bond market with a large amount of mortgage bonds, for which reason the investors have always taken a high interest in bonds compared to equities. However in April 2007, net asset value of equity funds as a percentage of the total assets exceeded bond funds. Table 2 shows that the distribution of assets has changed in favour of equity and balanced funds compared to July 2007. 

[image: image2.wmf]Table 2. Relative distribution of assets 

June 2006

June 2007

Equity

41,3%

44,3%

Bond

50,0%

41,2%

Balanced

8,7%

14,3%

Hedge

0,0%

0,2%


This development is not only due to investors changed preferences, but part of it stemming from increasing interest rates and market appreciations of equities. Figure 1 shows that the development of the asset distribution has especially favoured equity funds, where assets increased by 23 per cent on average. Bond funds on the contrary experienced a decline of 3 per cent in Danish funds and 7 per cent decline in foreign bond funds. 
Figure 1 Relative asset distribution July in major categories June 2006-June 2007
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3. Key Trends in flows and assets under management
Total assets under management have increased further from EUR 105.3bn to EUR 120.7bn. during this period. The increase of around 15 per cent is due to both increases in institutional and retail funds. As can be seen from figure 2, foreign investors had growth of almost 25 per cent from a low absolute level, followed by the institutional investors with 16 per cent. In absolute terms, the institutional investor also had the highest growth with a EUR 7.6bn increase in asset value. 
Figure 2 Asset growths for types of funds June 2006-June 2007
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Total net sales were EUR 4.5bn. in the last two quarters of 2006 and then more than doubled in the successive two quarters. 
As figure 3 indicates, the poor net sales in 2006 is due to the fact that investors were selling out in most categories; especially selling out foreign bond funds and buying in balanced funds. The main reason is institutional investor’s change of fund preferences. Concerns about inflationary pressure, and the consecutive expectation about rising interest rates, have led investors to turn away from bonds. With the object of replacing bonds, pure equity funds risk exposure might be too high, which at that point made the balanced funds the best alternative. 
On the other hand, in the first two quarters of 2007, there were positive net sales in most categories and particularly funds investing in foreign assets were popular. Only Danish bonds experienced a decline. The fall can be explained by private investors selling out of bond funds, due to the once again increasing interest rate in the Euro area.
Figure 3. Net sales in categories June 2006- June 2007
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4. Regulatory and self regulatory developments (including tax)

Civil law

In April 2007 a new national legislation was introduced in Denmark giving the Danish Fund industry new possibilities to launch funds under a lighter regime aimed at professional investors. For instance those funds are free to choose exposure limits in the fund. The definition of “professional investors” is in some way similar to the definition of “Qualified investors” under the MiFID – Directive. The funds are not supervised by the  FSA, but the fund can choose to get a registration at the FSA. If they choose to do so, they have the duty and the right to call themselves “Professional Funds”. 
Tax rules

In January 2006, the new act on capital gains on equities came into effect. The act - which to some extent simplifies the rather complex system of taxation of gains and losses on equities - has however not introduced changes for investments funds as such. For a Danish investor, the new regime on taxation of capital gains on equities means that the investor is now taxed on all equity income, without regard to the period the equities have been held and the overall amount invested 

Capital requirement directive

The CRD has been implemented in the Financial Business Act in June 2006. The Act is applicable to management companies for investment funds. The capital base shall constitute no less than the highest of the following measures.

1.) 8 percent of the risk weighted items (the solvency requirement)
2.) EUR 1 million (the minimum capital requirement) for management companies wishing to become a member of a stock exchange or EUR 0.3 million for other management companies. Apart from this requirement, the management company shall include an addition to the minimum capital requirement of 0.02 percent of the part of the management company’s portfolio which is over EUR 250 million.

3.) Irrespective of the requirements above, the management company shall have a capital base corresponding to no less than 25 percent of the fixed cost of the previous year.


5. Corporate governance (major developments)

No new major developments.

6. Fund Governance

Primarily on the basis of the revised recommendations from EFAMA (High level principles & best practice), the Danish Federation of Investment Associations has made a few adjustments in the Danish recommendations. The amendments were adopted in April 2007. 

7. Product developments

In June 2005, a new regulation for hedge funds was passed, and both institutional and retail investors are allowed to invest in hedge funds. In June 2006, there was a single hedge fund on the market, and today 5 hedge funds have been launched. The IFR expects a small expansion of the hedge fund markets within the next years.
Similar to the initiatives in other countries, the IFR is currently working on introducing open ended real estate funds in Denmark to give investors access to this opportunity. As for now, it is only possible to invest in real estate via real estate companies that are quoted on the stock exchange or limited partnerships.
 There is hence no proper regulation for investing in real estate in Denmark. In order to establish legislation for real estate funds, IFR has recently published a report describing how a legislation regulating real estate funds could be passed in Denmark.
Furthermore, it is not yet possible for Danish investment associations to establish classes of shares. In this area, the IFR is currently negotiating with the Danish financial regulators since this initiative will make it possible to reduce total expenses even further. At the same time access to launching funds with share classes is a question of competitiveness for Danish fund groups that want to play a role in international distribution. 
8. Other major issues and developments

New exchange targeted investment funds
In fall 2006, the IFR has agreed, in cooperation with the Nordic Exchange OMX and FundCollect to establish a new fund exchange targeted and adapted exclusively to fund groups. (FundCollect serves as a centralized data infrastructure for the Danish fund group industry). The new market place was launched 26 February 2007 and is unique in an international context. At  launch. 170 additional funds were quoted and the total asset value was more than EUR 75bn. Trading is settled electronically; hence it made it possible for Danish investors to trade all kinds of fund shares online. In addition, net asset values are updated several times a day. This system implies that investors can trade fund shares at the most efficient market prices with a minimum spread. Moreover, most Danish funds have market maker agreements in order to ensure that trade in the funds at all times is continuous and efficient.


Release of new key ratio on expenditure

The APR is an abbreviation for Annual Percentage Rate, which is a unique Danish key ratio that gives the investors an overall indication of the expenses each fund on the market. It includes all expenses connected with trading in a mutual fund, i.e. kurtosis, administrative expenses (TER) and the maximum issue and redemption fees for investors. (The latter is covers a typical time frame of 7 years.)
The APR was first launched on 29 June 2007 and is the result of the cooperation between various Danish authorities and the IFR. The APR will enhance transparency on the fund markets which will benefit both investors and advisors. 
Investors

The number of Danish investors investing in Danish funds has increased in the past few years. The current number of private investors has increased from 852,000 in June 2006 to 876,000 in June 2007. At the end of June 2007, the total number of investors amounted to 937,000; however the number of institutional and foreign investors has been relatively stable. 
� A few large investors invest in a project together, of which some are only liable with their capital, whereas one other investor has unlimited liability. 





