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1. I n t r o d u c t i o n  

D i s c u s s i o n s   f o r   t h e  1982 Article IV c o n s u l t a t i o n   w i t h   t h e   N e t h e r l a n d s  
were h e l d  irl The Hague and i n  Ansterdarn from O c t o b e r  26 t o  Novenber 5 ,  1952. 
The N e t h e r l a n d s  au thor i t ies  were r e p r e s e l l t e d  b y  o f f i c i a l s  of t h e   M i n i s t r i e s  
of F i n a n c e ,   E c o n o m i c   A f f a i r s ,   a n d   S o c i a l   A f f a i r s   a n d   E m p l o y n e n t ,   t h e  Cen- 
t r a l  P l a n n i n g   B u r e a u ;   a n d   t h e   N e t h e r l a n d s  Bank. D i s c u s s i o n s  were a l s o  h c l d  
w i t h  t h e  P r e s i d e n t  of t h e   N e t h e r l a n d s   B a n k ,  Dr. W. F. Dufsenberg .  The 
s t a f f  team c o n s i s t e d   o f  Mrs. J u n z ,  Messrs. U h o n t e ,   d e   S c h a e t z e n ,  van T 1 1 ,  
and Van ' t  d a c k ,   w i t h  Miss P i k e   ( a l l  FUR) a s  secre ta ry .  Mr. J. J. P o l a k ,  
E x e c u t i v e   D i r e c t o r ,   p a r t i c i p a t e d  as a n  o b s e r v e r  i n  some of t h e   n e e t i o p s .  

11. Report of t h e  Mission 

1. Recent e c o n o m i c   t r e n d s  

The Dutch  ecnnony is i n  i t s  most s e r i o u s  r e c e s s i o n  of t h e  pastwdr 
p e r i o d .  The e c o n c n i c   s i t u a t i o n   h a s   b e e n   d e t e r i o r a t i r y ,   - s p i d l y  and s l g n i -  
f i c a n t l y  more t h a n   c a n  be e x p l a i n e d  by the i nLerna t roq .   nv iLuLulen t .  
U n t i l  a b o u t   1 9 7 7 ,   D u t r h   e c o n o m i c   o u t p u t ,  as measured by  r e a l  GD?, moved 
more o r  less  i n  l i n e  w i t h   t h a t   r e c o r d e d  I n  t h e   E u r o p e a n   C o n n u n l c i e s  as a 
w h o l e .   S i n c e   t h e n ,   h o w e v e r ,   D u t c h   g r o a h   p e r f o r m a n c e  h a s  been consistently 
bel  ow t h e  EC a v e r a g e .  

I n  1982, GDP,  i n   v o l u l e  terms, i s  l i k e l y  t o  f a l l  by a b o u t  1 per c e n t ,  
as i t  d i d  in 1981. The d e c l i n e  i n  a g g r e g a t e   o u t p u t ,   h o w e v e r ,  is r e l a -  
t i v e l y   m o d e r a t e   c o m p a r e d   w i t h  the s teep- -about  7 p e r   c e n t  over t h e   l a s t  
t w o  y e a r s - - f a l l  i n  t h e  vo lune   o f   domes t i c   demand .  P r i v a t e  consunption 
e x p e n d i t u r e s   h a v e   b e e n   f a l l i n g  f o r  t h r e e  y e a r s  i n  a row, and by t h e   e n d  
of 1982 they are  l i k e l y   t o  be n o   h i g h e r   t h a n  in 1977.  The volune ot 
b u s i n e s s  i n v e s t m e n t  h a s  d ropped   even   more  s h a r p l y ,  by  a l m o s t  o n e  quarter  
over the three-year period e n d i n g   I n   1 9 8 2 .  Whereas t h r o u g h o u t   t h e  1960s 
and e a r l y  1970s i n v e s t m e n t   a r t l v i t y  in t h e   N e t h e r l a n d s   t e n d e d  t o  o u t s t r i p  
the European average, recent i n v e s t m e n t   p e r f o r m a n c e   h a s   b e e n  nuch worse  
t h a n   e l s e w h e r e  i n  Europe ( T a b l e  1). 
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Table 1. Netherlands: Selected International Compariaons 

(Average  annual growth rates unless otherwise Indicated) 

1970-77  1978-81 198 2 
Ne. ther- EC Nether- EC Nether-  EC 
lands lands lands 

Growth of GDP 3.8 3 . 3  0.9 1.8 - 0 . 5  0.3 

Of which: 
Public conamption 3.1 3.2 2.2 2 . 4  -0.2 1.0 
Prfvate consumption 4.2 3 . 6  0.8 ? . 3  -2.1 0.1 
Gross fixed capital 

formation 1. i 1.7 - 3 . 3  0.8 -4.0 -3.0 

Labor force 1.0 0.5 1.1 0.6 1.3 0.6 

CP I 8.2 8.9 5 . 4  9.8 6.3 10.5 

Investment ratio (as  per- 
centage of GDP) 22.7  22.1  20.6  21.0  17.8  20.1 

Unemployment rate (as 
percentage of labor 
force) A/ 2.8 3.8 2/ 5.2 6.3 - 2/ 10.4 9.5 2/ 

~ ~ ~~~~~ ~ ~~ ~ - 
~~ 

Sources: European Commission; OECD; and staff estirates. 

- 1/ CECD standardized unemployment rate. 
- 2/ Germany,  France, United Kingdom,  Italy, Belgium and the Netherlands. 
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P r o d u c t i o n   t r e n d s  were cush ioned  to  a c o n s i d e r a b l e   e x t e n t   b e c a u s e  a 
s i g n i f i c a n t   p a r t  of t h e   f a l l   i n   d o m e s t i c  demand was b o r n e  by f o r e i g n  
s u p p l i e r s .  The import component of b u s i n e s s   i n v e e t m e n t ,   b o t h  of inven-  
tories a n d   f i x e d   i n v e s t m e n t ,  i s  p a r t i c u l a r l y   h i g h   i n   t h e   N e t h e r l a n d s .  
I n   a d d i t i o n ,  a good r e l a t i v e  p r i c e   p e r f o r m a n c e   a n d  rroderare wage se t t le -  
ments,  which i n   g u i l d e r  terms r e s u l t e d   i n  a r e d u c t i o n   i n  re la t ive u n i t  
labor cost8 by o v e r  20 per cen t  s i u c e  1979, have   inproved   Dutch  
c m p e t i t i v e n e s s   e u b s t a n t i a l l y .  T h f s  h a s   h e l p e d   e n d   t h e  e a r l i e r  t r e n d  
toward  growing  Import  penetrat ion and   has   suppor t ed  a c o n t i n u i n g   i n c r e d s e  
i n   t h e   v o l u m e  of e x p o r t s ,   d e s p i t e   s u b d u e d  demand c o n d l t i o n s  I n  t r a d i t i o n a l  
D u t c h   e x p o r t   m e r k e t s .   O v e r   t h e   p a s t   t h r e e   y e a r s ,   t h e   e f f e c t s   o f   i n c r e a s e d  
c a n p e t i t i v e n e s s  a t  home a n d   a b r o a d ,   c o u p l e d   w i t h  the s h i f t   i n   d o o e s t i c  
e x p e n d i t u r e   p a t t e r n s ,   o f f s e t   a b o u t   t w o   t h i r d s  of t h e   i m p a c t  of t h e  f a l l  
in domes t i c  r'amand o n   a g g r e g a t e   o u t p u t   b y   a b o u t  two t h i r d s .  As a 
c o n s e q u e n c e ,   t h e   c u r r e n t   a c c o u n L   s h i f t e d  from a d e f i c i t  of 1 1/2 per 
c e n t  of n e t   n a t i o n a l   i n c o m e  (NNI) I n   1 9 7 9   i n t o   g r o w i n g   s u r p l u s ,   r i s i n g  
to  a n   e x p e c t e d  4 p e r   c e n t   i n  1982. 

The prolonged   weakness  of e c o n o n i c   a c t i v i t y ,   t o g e t h e r  w i t h  a node r a t e  
i n c r e a s e   i n   p r o d u c t i v i t y ,   l e d   t o  a d e c l i n e   i n   p r i v a t e   s e c t o r   e m p l o y m e n t  
of 5.7 p e r   c e n t  over the  p a s t  two y e d r s .  While t h i s   f a l l  is rAo s t e e p e r  
t h a n   t h a t   r e c o r d e d   e l s a w h e r e   i n   E u r o p e ,   t h e   g r o w t h  of tlle D u t c h   l a b o r  
force h a s   a c c e l e r a t e d   t o   1 . 3   p e r   c e n t  p e r  annum, a h i g h e r   r a t e   t h a n   i n  
t h e  r e s t  of Indus t r i a l   Europe .   Accord ing ly ,   une rnp loynen t   soa red  by 
o v e r  5 p e r c e n t a g e   p o i n t s ,  from 5.2 p e r   c e n t   o f  t h e  l d b o r  f o r c e  In 1980  
to  over 10 p e r   c e n t  i n  1982. I f  t he   h idden   unenp loymen t   conponen t   i n  
d i s a b i l i t y   s c h e m e s  i s  a d d e d ,   t o t a l   u n e r n p l o y n e n t   c u r r e n t l y   m i g h t   b e  as 
h i g h  a s  16 per cent .  

The r ise in u n e m p l o y n e n t   t o g e t h e r  w l  t h   t h e   l a r g e   a n d  growing propor -  
t i o n  of p r i v a t e   e n t e r p r i s e s   i n c u r r i n g   l o s s e s  h a s  c o n t r i b u t e d   s i g n i f i c a n t l y  
to  t h e   a c c e l e r a t i n g   d e t e r i o r a t i o n  of t h e   s t a t e  of p u b l i c  f lnances .  The 
c y c l i c a l  weakness of r e v e n u e   g r o w t h ,   t h e  t i g l d i t y  of e x p e n d i t u r e  prograra3s, 
and t h e  r i s i n g  l e v e l  of i n t e r e s t   p a i d  on t h e   p u b l i c   d e b t   h a v e  led t o  a n  
almost d o u b l i n g  of t h e   s h a r e  of t h e   p u b l i c  sector d e f i c i t   I n  N N I  f r o n  
5.3 p e r   c e n t  i n  1 9 7 9  t o  over 10 p e r   c e n t  in 1992.  The l a t t e r  is 3.5 per- 
c e n t a g e   p o i n t s  above the l e v e l   t h e   a u t h o r i t i e s  were a iming  a t  i n  expendi-  
t u r e - c u t t i n g  exercises t h r o u g h o u t   t h e   y e a r .  

C red i t  deve lopmen t s   i n   1982   have   been   ove r shadowed  by t h e  lluge demand 
of t h e   p u b l i c  sector  on t h e   c a p i t a l   m a r k e t  as t h e   p u b l i c  s e c t o r  took   up  
70 p e r   c e n t  of t h e   t o t a l   s u p p l y  O F  f u n d s .  I n  v i ew of t h e   v i r t u a l   c o l l a p s e  
of p r i v a t e  c red i t  demand , c r e d i t   r e s t r i c t i o n s  were suspended   in   mld-1981.  
M o n e t a r y   p o l i c y   i n   g e n e r a l  was domina ted  by i n t e r e s t  r a t e  deve lopmen t s  
elsewhere as a r e s u l t  of t h e  aim t o  k e e p  t h e  g u i l d e r   I n   l i n e  w i t h  t h e  
d e u t s c h e  mark. H o w e v e r ,   t h e   m o n e t a r y   a u t h o r i t i e s   a v a i l e d   t h e m s e l v e s  of 
e v e r y   o p p o r t u n i t y  to  lower s h o r t - t e r m  r a t e s .  The   d i scoun t  r a t e  was c u t  
s i x  t i m e s   i n   1 9 8 2 ,   f r o m  9 per  c e n t  t o  5 p e r   c e n t .  
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2. P r o s p e c t s   f o r  1983 

Prospects for an e c o n o m i c   r e c o v e r y   i n   1 9 8 3   a r e   m i n i m a l .   D u t c h  
export  marketa are e x p e c t e d  t o  stagnate and  export v o l u m e s ,   b e c a u s e  of 
some f u r t h e r   i n c r e a s e   l n   m a r k e t   s h a r e s ,  are p r o j e c t e d   t o  rise by  1-2 p e r  
c e n t  a t  most. Domestic  demand, in t h e   a b s e n c e   o f   a n   o u t e i d e   s t i m u l u s ,  
i s  p r o j e c t e d   t o  f a l l  by around 1 per c e n t .   P a r t l y   b e c a u s e  of f u r t h e r  
increases i n  unemploymen t ,   t he   po l i cy   o f  wage m o d e r a t i o n  i s  l i k e l y   t o  
be s u c c e s s f u l .  In  a d d i t i o n ,   t h e   G o v e r n m e n t  is f r e e z f n g   n o m i n a ?   p u b l i c  
sector salar iee ,  minimum w a g e s ,   a n d   e o c i a l   s e c u r i t y   b e n e f i t s ,   a n d  is 
i n c r e a s f n g   e m p l o y e e e '  social  s e c u r i t y   c o n t r i b u t i o n s .  The c o n s e q u e n t  
d r o p  i n  real d i s p o a a b l e   i n c o m e 0  i s  p r o j e c t e d   t o   r e s u l t   i n  a 3 per c e n t  
d e c l i n e   i n   p r i v a t e   c o n s u m p t i o n   e x p e n d i t u r e s .   N e i t h e r   p r i v a t e   i n v e s t m e n t  
n o r   r e s i d e n t i a l   c o n s t r u c t i o n  are e x p e c t e d  t o  p i c k   u p   f r o m   t h e i r   h i s t o r i c -  
a l l y  lou l e v e l s   a n d   p u b l i c   i n v e s t m e n t  is  s l a t e d  t o  d e c l i n e .  

With the c o n t i n u i n g   e l i d e   i n   a c t i v i t y ,   t h e   d e c l i n e   i n   p r i v a t e  sector 
employment ,  c o m b i n e d   w i t h   t h e   g r o w t h   i n   t h e   l a b o r   f o r c e ,  may c a u s e   o f f i -  
c i a l l y  rccorded  unemployment  t o  r ise t o  1 3  p e r  c e n t   o f   t h e   l a b o r   f o r c e .  
L a b o r   s h e d d i n g ,   t o g e t h e r   v i t h   m o d e r a t e   n o m i n a l   w a g e   i n c r e a s e s ,  is e x p e c t e d  
t o  l e a d  t o  a f u r t h e r  small r e d u c t i o n   i n   t h e   s h a r e  of wages i n   n a t i o n a l  
i n c o m e .   T h i s   a n d   t h e   s i g n i f i c a n t   d r o p   i n   i n t e r e s t  rate l e v e l s   s h o u l d  
r e l i e v e   t h e   p r e s s u r e   o n   p r o f i t s   i n   t h e   e n t e r p r i s e  sector s o m e w h a t ,   a l b e i t  
n o t   s u f f i c i e n t l y  t o  h e l p   r e v i v e   i n v e s t m e n t   a c t i v i t y .  

D e s p i t e  8ome i n c r e a s e  in s t o c k b u i l d i n g ,   w h i c h   t e n d s  t o  b e   i m p o r t -  
i n t e n s i v e ,   t h e   v o l u m e  of m e r c h a n d i s e   l m p o r t e  i s  p r o j e c t e d  to rise by 
l e s e   t h a n  1 p e r   c e n t ,   a n d   n o t w i t h e t a n d i n g   t h e   e x p e c t e d   s l u g g i s h n e s s   o f  
e x p o r t   m a r k e t s ,   t h e   c u r r e n t   a c c o u n t   s u r p l u s   c o u l d   e v e n   e x c e e d   t h e   1 9 8 2  
outcome. 

3.  The s t r u c t u r a l   p r o b l e m s  

The d e e p e n i n g   r e c e s s i o n   h a s   t h r o w n   i n t o  clear re l ief  the s t r u c t u r a l  
problems t h a t   h a v e   a f f l i c t e d   t h e   D u t c h   e c o n o m y  much of t h e   p a s t   d e c a d e .  
The b a s i c   p r o b l e m ,   w h i c h   h a s   b e e n   t h e   f o c u s   o f   g o v e r n m e n t   p o l i c i e s  for 
a number  of years,  Le t h e   s t e a d y   d e c l i n e   o f   p r i v a t e   s e c t o r   a c t i v i t y .  
The m i r r o r   i m a g e   o f   t h i s   d e c l i n e   h a s   b e e n   t h e   I n e x o r a b l e   g r o w t h   o f   t h e  
p u b l i c   s e c t o r .   P u b l i c   s e c t o r   e x p e n d l t u r e  has r i s e n   c o n s i d e r a b l y   f a s t e r  
t h a n   n a t i o n a l   i n c o m e   a n d  i t s  s h a r e  of n a t i o n a l   i n c o m e   h a s   r i s e n  from 
48.2 p e r   c e n t   i n   1 9 7 0  t o  over 6 7   p e r   c e n t  i n  1982, a p e r c e n t a g e   e x c e e d e d  
among i n d u s t r i a l   c o u n t r i e s   o n l y  by  Sweden (Chart 1). 

A l o n g   w i t h   t h e   u p w p r d   t r e n d   o f   p u b l i c   e x p e n d i t u r e s   t h e   t a x   b u r d e n  
i n  i ts  w i d e s t   s e n s e  roe? from 47.3 p e r   c e n t  of n a t i o n a l   i n c o m e   i n   1 9 7 0  
t o  60 p e r   c e n t  i n  1982.  Even so, t h e   f i n a n c i a l   d e f i c i t  of t h e   p u b l i c  
s e c t o r   h a s   i n c r e a s e d   c o n t i n u o u s l y  from a l o w   p o l n t   o f   o n l y  1.5 p e r   c e n t  
Of n a t i o n a l   i n c o m e   i n   1 9 7 3  t o  a p r o j e c t i o n  of o v e r   1 0  p e r  c e n t   i n  1982. 
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The  growing  demands of t h e   p u b l i c   s e c t o r   c l e a r l y   c o n t r i b u t e d   s i g n i -  
f i c a n t l y  t o  t h e  s h r i n k a g e  of t h e  p r i v a t e   s e c t o r .  The f l e x i b i l i t y  of t h e  
economy h a s   b e e n   r e d u c e d   f u r t h e r   t h r o u g h   g o v e r n n e n t   i n t e r f e r e n c e  i n  wage 
and p r i c e   f o r m a t i o n   a n d   b y   e x t e n s i v e   r e g u l a t i o n .   I n   t h e   e n d ,   e x p a n s i o n  
of p r o d u c t i v e   p o t e n t i a l  of t h e   D u t c h   e c o n o m y   h a s   n o t   o n l y   b e e n   l a g g i n g ,  
b u t   r e c e n t l y  i t  h a s   a c t u a l l y   b e e n   e r o d e d .  

b g o w c n m e n t   s u r v e y  of t h e   m a n u f 6 c t u r i n g  sector  i r ld !ca t eb   t ha t  
between  1978  and 1980, t h e  n u m b e r   o f   p r o f i t a b l e   f i r m s   s h r a n k   s i g n i f  i- 
c a n t l y   a n d   t h J t   r e p e a t e d  losses were i n c u r r e d  by firms employing   about  
50 p e r   c e n t   o f   t h e   l a b o r   f o r c e .  

A l though   i ncomes   po l i cy   has  been q u i t e   s u c c e s s f u l   ; i n c e  1980, par- 
t i c u l a r l y  compared w i t h   o t h e r   c o u n t r i e s ,   t h e   m o d e r a t i o n   ‘ n   t h e  growth of 
mnninal wages o c c u r r e d  a t  a time when c a p a c i t y   u t i l i z a t i o h l  w a b  f a l l i n g  
a n d   c o i n c i d e d   w i t h  t he  w o r l d w l d e   e s c a l a t i o n   o f   I n t e r e s t  rates.  As a 
r e s u l t ,   t h e   e f f e c t  of t h e   r e d u c t  ton i n   t h e   p r e s s u r e  of real wage costs 
h a s   b e e n   l i m i t e d   a n d   h a s   b e e n   l a r g e l y   o f f s e t   b y  r i s ing  c a p i t a l  cos t s .  
C o r p o r a t e   p r o f  i t s  h a v e   b e e n   f a l l i n g  a t  an a p p a l l i n g  rate, r e a c h i n g   z e r o  
i n   1 9 8 0 ,   a n d  are e s t i m a t e d  t o  h a v e   b e c o m e   n e g a t i v e   i n  1982. As a r e su l t ,  
t h e   c a p i t a l   s t r u c t u r e   o f   c o r p o r a t e   e n t e r p r i s e s   h a s   w e a k e n e d   s i g n i f   i c a n t l y .  
I n  1980 ,  own c a p i t a l   r e p r e s e n t e d   o n l y   o n e   t h i r d  of t o t a l  c a p i t a l ,  down 
€ram o v e r  one h a l f   i n  1965. For the c o r p o r a t e   e n t e r p r i s e s   o t h e r   t h a n  
t h e   f i v e  large m u l t i n a t i o n a l s ,   t h e  r a t i o  of own c a p i t a l  to  borrowed 
c a p i t a l  f e l l   e v e n  nore s h a r p l y ,  from 82 p e r   c e n t   i n   1 9 6 5  t o  3 2  p e r  c e n t  
i n  1 9 8 0 .   S i n c e   t h e n   t h e   f i n a n c i a l   s t r u c t u r e   o f   t h e   e n t e r p r i s e  sec tor  I s  
l i k e l y  to have w e d k e n e d   f u r t h e r ,   n o t   i n   t h e  l e a s t  b e c a u s e   t h e   h i g h   l o n g -  
term i n t e r e s t  r a t e €  of t h e   r e c e n t   p e r i o d   h a v e   r e s u l t e d   i n  t h e  e n t e r p r i s e  
sec tor  b e c o m i n g   i n c r e a s i n g l y   d e p e n d e n t   o n   s h o r t - t e r m   b 9 r r w J i n g .   A c c o r d -  
i n g l y ,  a v e r y  l arge  number  of f i r m  c u r r e n t l y  i s  o p e r a t i n g   p e r i l o u s l y  
c l o s e  to t h e   b r i n k  of b a n k r u p t c y   ( T a b l e  2 ) .  

If p r i v a t e  s e c t o r  a c t i v i t y  i s  t o  i m p r o v e ,   t h e   u r g e n t   n e e d  is t o  
rP6tore p r u f l t a b i l i t y .   P o l i c y   h a s   b e t t i   o r i e n t e d   t o   t h i s   e n d  for a t  
l ea s t  s e v e r a l  y e a r s .  However ,   the  r e s u l t s  have  beer1 d i s a p p o i n t i n g ,  i n  
p a r t   b e c a u s e   p o l i c y  w a s  b e i n g   f o r m u l a t e d   a g a i n b c  a c o n t i n u o u s l y  worsening 
domestic a n d   i n t e r n a t i o n a l   b a c k g r o u n d .  

111. The P o l i c y   D i s c u s s i o n s  

Faced w i t h  a d e e p e n i n g   r e c e s s i o n ,   s o a r i n g   u n e n p l o y n e n t ,  dnd t h e  
pa radox  of rising e x t e r n a l   s u r p l u s e s  and e x p l o d i n g  p u b l i c  bector d e f i c i t s ,  
the a u t h o r t t i e s   h a v e  come to  t h e   c o n c l u s i o n   t h a t  t h r l r  p r i o r i t y   m u s t  be 
to  r e g a i n   c o n t r o l  of p u b l i c   e x p e n d i t u r e   a n d   o f  t h e  clef Ccl t .  Thc new 
Governnent ,   which  was i n s t a l l e d  on Novenber 4 ,  shared t h e   v i e w  of t h e  
o u t g o i n g   C a b i n e t   t h a t   s t e a d y   r e d u c t i o n  of tne p u b l i c   d e f i c l t  i s  t h e  
p r i m e   o b j e c t l v e  of e c o n o m i c   p o l i c y  a t  t h i s  tlrne. 
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Table 2. Netherlands:  Evolution of the  Capital 
Structure of Corporate  Enterprises,  1965-80 

(Aa percentaRe of total  balance  sheets) 

1965 1970  1975 19 79 1980 

Sharee  11 
Reserves 4G 

55 
Short-term borrowing 24 
Long-tern borrowing 21 

45 

capftal  100 

Own capital 
- 

Total borrowing 
Total own and borrowed 

- 

Ratio  own  capital/borrowed funds 120 
Of which: 
Five multlnationala  139 
Other  corporate  enterprises  82 

8 6 
36 29 
44 35 
30 34 
- 26 31 
56 65  

- - 

- 

100 100 

80 5 5  

87 61 
61 44 

5 5 
27 28 
32 33 
- - 
36 36 
- 32 31 
68 67 

- 

100 100 

48 49 

5 3  57 
38 32 

Sourcee: "Omvang en samenstelling  van de nationale  besparingen," 
White  Paper,  1982; and information  provided by the  authorities. 
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The a u t h o r i t i e s  were c o n v i n c e d   t h a t   t h e   p a s t   d i v e r s i o n  of r e e o u r c e a  
t o   t h e   p u b l i c  sector  h a d   b e e n   d e t r i m e n t a l  t o  t h e   g r o v t h   a n d   e m p l o y m e n t  
potential of the   economy.  They a lso  f e l t   t h a t   t h e   s u p p o r t  of p r i v a t e  
c o n s u m p t i o n   t h r o u g h   p u b l l c   t r a n s f e r s   h a d   n o t   h e l p e d   t o   b r i n g   a b o u t   a n  
u p t u r n  of i n v e s t m e n t .  The s r r u c t u r a l   e l t u a t i o n   h a d   d e t e r i o r a t e d  so much 
t h a t   t h e r e  w-s no scope f o r  a s u c c e s s f u l   i m p l e m e n t a t l o n  of a n t l c y c l l c a l  
measu res .   Indeed ,  i t  had become almost i m p o e s i b l e   t o   s e p a r a t e   s t r u c t u r a l  
from c y c l i c a l   f a c t o r e ,   e x c e p t   p e r h a p s   i n   r e l a t i o n  t o  t h e   c o n s t r u c t i o n  
sec&or. The external  s u r p l u s   r e f l e c t e d   l a r g e l y   t h e   f a l l   i n   d o m e s t i c  
d e m a n d ,   p e r t l c u l a r l y   I n   i n v e s t m e n t   d e m a n d ,   a n d   s t i m u l a t i o n  sf d o m e s t i c  
demand  would, i n  t h e   e n d ,   p u t   u p w a r d   p r e s s u r e  on c a p i t a l  costs and   pu t  
I n   j e o p a r d y   t h e   r e c e n t   r e c o k e r y  of p r o f i t a b i l i t y .  The l a t t e r  was j u d g e d  
t o  have been v e r y   l i m i t e d ,   a n d   c l e a r l y   i n s u f f i c i e n t   t o   s L p p o r t  a n  e a r l y  
u p t u r n   i n   t h e  growth of p r o d u c t i v e   c a p a c i t y .   U n d r r   u n c h a n g e d   p o l i c i e s ,  
e v e n   a n   a v e r a g e   g r o w t h  ra te  o f  CDP of 2-3 p c r   c e n t  per y e a r   c o u l d   n o t  
prevent   unemployment  from r i s i n g   n o r   s u b s t a n t i a l l y   r e d u c e   t h e  budg.-t 
d e f i c i t .   A c c o r d i n g l y ,   o n l y   s t r u c t u r a l   p o l i c i e e   c o u l d   b r i n g   t h e  economy 
back t o  a s u s t a i n a b l e   g r o w t h   p a t h   a n d   t h e   a s s o c i a t e d   c o n t i n u e d  weakness 
o f   a c t i v i t y   i n  1983 would  have t o  b e   a c c e p t e d .   G i v e n   t h e s e   p r l o r i t f e s ,  
t h e   a u t h o r i t i e s   e x p r e s s e d   t h e  view t h a t  eome form of c o n c e r t e d  demand 
s t i m u l a t i o n  among l n d u s t r i a l   c o u n t r i e s   c o u l d   b e   u s e f u l ,   a l t h o u g h   t h e y  
t h e m e e l v e s   w o u l d   b e   c o n s t r a l n e d   i n   s u p p o r t i n g   s u c h   a c t i o n s .  

1. F i s c a l  D O l i C V  

The p o l i c y   o f   r e s t o r i n g   o r d e r   t o   t h e   p u b l i c   f i n a n c e s   r e s t e d   o n  two 
e l e m e n t s :  (i) s t a b i l i z a t i o n   a n d   r e d u c t i o n  of t h e   c o l l e c t i v e   b u r d e n   i n  
o r d e r   t o   g i v e   t h e   p r i v a t e  rrsctor more room t o  reepond  to  market s t l m u l i ,  
a n d  (11) a s t e a d y   r e d u c t i o n  of t h e   p u b l i c  sector b o r r o w i n g   r e q u i r e m e n t  
(PSBR) by  about  1 p e r c e n t a g e  p o l n t  a yea r   ove r   t he   1983-86   pe r iod .   The  
r e d u c t i o n   I n   t h e  PSBR s h o u l d  allow a d e c l i n e   i n   t h e   v e r y   h i g h   c u r r e n t  
l e v e l  of i n t e r e s t   c h a r g e s .   R e c e n t   e t u d i e e   h a d   i n d f c a t e d   t h a t  a 1 per -  
c e n t a g e   p o i n t   c u t   i n   t h e  ra t io  of t h e  PSBR t o  n a t i o n a l   i n c o m e   c o u l d  
r e s u l t   i n  a 1 p e r c e n t a g e   p o l n t   c u t  in l o n g - t e r m   i n t e r e s t  rates. This 
w o u l d   b e n e f i t   t h e   c a p i t a l   p o s l t i o n  of e n t e r p r i s e s ,   b r i n g   a b o u t   a n  
i m p r o v e m e n t   i n   p r o f i t a b i l i t y ,   a n d ,   t h e r e b y ,  in p r o d u c t i v e   i n v e s t m e n t .  

F i e c a l   p o l i c y   i n   1 9 8 1   a n d   1 9 8 2   h a d  a l so  s o u g h t   t o   c o n t a i n   t h e   p u b l i c  
s e c t o r   d e f i c i t ,   i n d e e d   t o   r e d u c e  i t  In s p e c i f i e d   p r o p o r t l o n s   t o   n a t l o n a l  
income. A t  t h e  same time, however ,  I t  i n t e n d e d  t o  p r o v i d e  some s u p p o r t  
t o   d o m e s t i c  economic a c t l v i t y   a n d   t o   l n c r e a s e   t h e   r e s o u r c e s   a v a l l a b l e   t o  
t h e   e n t e r p r i s e   s e c t o r ,   t h r o u g h   i n v e s t m e n t - o r i e n t e d   t a x  r e l l e f  measures ,  
labor market programs,   and  a rise i n   p u b l i c   r e s l d e n t l a l   c o n s t r u c t i o n   t o  
h e l p   o f f s e t   t h e   s t e e p   f a l l  in p r i v a t e   r e s i d e n t i a l   c o n s t r u c t i o n .   H o w e v e r ,  
t h i s   a p p r o a c h   w a s   c o n t l n u e l l y   f r u s t r a t e d  by   exogenous   deve lopments   tha t  
r e s u l t e d   I n   e x p e n d l t u r e   o v e r r u n s   a n d   s h o r t f a l l s   i n   r e v e n u e s .   A c c o r d l n g l y ,  
t h e  past  two y e a r s  have b e e n   c h - F s c t e r i z e d  by virtually c o n t l n u o u s  ad  hoc  
attempts t o   a d j u s t   b u d g e t   p l a n s  t o  a c t u a l  economic deve lopmen t s  i n  order 
t o   c l o s e   t h e   l a r g e   g a p   b e t w e e n   o r r g l n a l l y   p l a n n e d   a n d   p r o J e c t e d   d e f l c l t s ,  
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r e s u l t i n g   i n   f r e q u e n t l y   a n n o u n c e d   b u d g e t   c u t s .   T h e s e   c u t s  a r e  made fron 
m u l t i y e a r   e x p e n d 1   c u r e  estimates , t h a t   s e s u m e d   r e l a t i v e l y   h i g h  grwtth 
ra tes  f o r   t h e  economy a s  b e l l  a8 f o r  real p u b l i c   e x p e n d i t u r e s .   T h e r e f o r e ,  
t h e y  are r e d u c t i o n s   f r o m   p r o j e c t e d   i n c r o a e e s   r a t h e r   t h a n   c u t s  from a c t u a l  
l e v e l s .  

Because of t h e   f a i l u r e   t o   i m p l e m e n t   e v e n   t h e s e   " c u t s "   f u l l y   a n d  
b e c a u e e   r e v e n u e   p r o j e c t i o n s  were too o p t i m i s t i c ,   t h e   d e f i c i t s   c o n t i n u e d  
to   widen   and  the Government  abandoned i t s  medium-term aim t o   r e d u c e ,  or 
a t  leaet e t a b l l i e e ,   t h e  tax b u r d e n .   A c c o r d i n g l y ,   i n d i r e c t  taxes were 
i nc reased   and   t he   Governnen t   r educed  i t s  s u b s i d i z a t i o n  of t h e   s o c i a l  
i n s u r a n c e   f u n d s ,  which i n   t u r n   n e c e e s i t a t e d   f u r t h e r   i n c r e a s e s  i n  premia.  
D e s p i t e  a widesp read   accep tance   : ha t  a r e t u r n   t o   s u s t a i n e d   e c o n o m i c   g r o w t h  
r e q u i r e s   v i g o r o u s   r e s t r a i n t   o f   i n c o m e s   a n d   p u b l i c   e x p e n d i t u r e s ,   e s p e c i a l l y  
of social  s e c u t i t y   t r a n s f e r s ,   t h e l e   h a s   b e e n   c o n s i d e r a b l e  p o l i t i c a l  con- 
f l i c t   r e g a r d i n g  i ts  i n p l e m e n t a t i o n .  Time a n d   a g a i n ,   t h e   p o l i c i e s   t h a t  
s o u g h t  to a c h i e v e   t h e   b u d g e t  t a rge t s  proved t o  b e   t o o   d i f f i c u l t   t o   r e a l i z e .  
The political t e n s i o n s   a s s o c i a t e d  with t h e   v a r i o u s   p r o p o s e d   p r o g r a m  
e x p l a i n   i n   p a r t  why a n   i n c r e a s i n g   l a c k   o f   c o n t r o l   o v e r   p u b l i c   e x p e n d i t u r e e  
h a s   e m e r g t d .   I n   a d d i t i o n ,   r e v e n u e   s h o r t f a l l s   r e f l e c t   n o t   o n l y   l o v e r - t h a n -  
p r o j e c t e d  i n c m e  f l O W 6 ,  b u t  a l s o ,  i n c r e a s i n g l y ,  delays i n  tax payments .  
A c c o r d i n g l y ,   t h e   1 9 8 3   b u d g e t   p r o p o s a l s   n e e d  to  d e a l   w i t h   a n   i n h e r i t e d  
r e v e n u e   s h o r t f a l l   f r o n  tile 1982  budget  of f .  8.8 b i l l i o n   c o u p l e d   w i t h  an 
f. 3 . 3  b i l l i o n  excess of e x p e n d i t u r e s   o v e r   f n t i a l   a p p r o p r i a t i o n s  as p a r t  
o f   thB  proposed   cu ts  were n o t   c a r r i e d   o u t   w h i l e   i n c r e a s e d   o u t l a y s  were 
incur .ed  for unemployment  and i n t e r e s t   p a y m e n t s .  

I n   d r a f t i n g   t h e  1983 b u d g e t ,   e v e r y   e f f o t t  was made to  b a s e  i t  on a 
real is t ic  economic p r o j e c t i o n ;   n e v e r t h e l e s s ,  i t  a l r e a d y   a p p e a r s   t h a t   t h e  
a c t i v i t y  forecasts have  been too o p t i m i s t i c .  A6 it is ,  t h e   b u d g e t  pro- 
p o s a l s   i m p l y  a p u b l l c  eector d e f i c i t  of 10.8 p e r   c e n t  of n e t   n a t i o n a l  
i n c a n e   i n  1983. This d e f i c i t  a r i ses  even   though the p r o p o s a l s   p r o j e c t  
e x p e n d i t u r e   c u t s   a n d   t a x  increases of sone f .  13 b i l l i o n   f r o m   d n   u n c h a n g e d  
p o l i c y   b a s e l i n e .   T h e s e   m e a s u r e s   I n c l u d e  f r e e z e s  of p u b l i c  sector s a l a r i e s  
and OP soc ia l  i n s u r a n c e   b e n e f i t s .   T h e  l a t t e r  t o g e t h e r  w i t h  a f u r t h e r  
i n c r e a s e   i n  eocial  s e c u r l t y   c o n t r l b u t i o n s ,  d l 1  allow a r e d u c t   I o n  In 
state  s u b s i d i e s   t o   t h e  soc ia l  s e c u r i t y   f u n d s  ot f .  5.3  b i l l i o n .   I n  
a d d i t i o n ,   i n c o m e   t a x   b r a c k e t s  vi11 n o t   b e   a d j u s t e d   f u l l y  f o r  i n f l a t l o n ,  
a n d   s p e c i f i c   e x p e n d i t u r e   r e d u c t i o n s   a m o u n t i n g  to some f. 3 b i l l i o n  w i l l  
be  implemented. 

The a u t h o r i t i e s   r e c o g n i z e ,   h o w e v e r .   t h e  tlre f u l l   a c h i e v t r n e n t  of the 
1983  budget  goals also would   be   d i f f  i c u l t .  r thougly the   Governmen t   has  
been a b l e  to c a l l  of f  a p r o j e c t e d   p t t c e   a n d  wage f r e e z e   b e c a u b e   t h e  
social p a r t n e r s  came t o  a n  agreemefit a b c u t  w.ge m o d e r a t i o n ,   t h i s   b y  no 
means i m p l i e s   t h a t  a c o n s e n s u s  on t h e   m e a s u r e s   i n c l u d e d  I n  t h e  budget  
p r o p o a a l s  has been  forged. 
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2.  Nonetary   and   exchange  rate p o l i c i e s  

M o n e t a r y   p o l i c y   i n   t h e   N e t h e r l a n d s   h a s  two basic o b j e c t i v e e :  to 
e d p p o r t  the wage and i n c o n e e  policiea by h e l p i n g  t o  m o d e r a t e   p r i c e  
deve lopments   and  t o  k e e p  the r e l a t i o n s h i p   b e t w e e n   t h e   D u t c h   g u i l d e r   a n d  
the d e u t s c h e  mark s t a b l e .  

S t n c e  t h e  1980 c o n e u l t a t l o n ,   t h e   g u i l d e r   h a s   t r a d e d  A n  t h e   u p p e r  
h a l f  of t he  ENS band ,  except for a few months In t h e   s p r i n g   o f   1 9 8 1  when 
a widening  of  i t l tereet  r a t e  d i f f e r e n t i a l e   c a u s e d  i t  to wedken, attd f o r  
b r i e f   p e r i o d s   f o l l o w i n g   t h e   r e a l i g n m e n t s  of October 5 ,  1981, and   June  13, 
1982   on   t he  occaeion of u h i c h   t h e   g u i l d e r   a p p r e c i a t e d ,  along w i t h   t h e  
d e u t e c h e  nark, by 5 . 3  per c e n t   a n d  3.5 per c e n t ,   r e s p e c t i v e l y ,  a g a i n s t  
t h e  ECU. 1/ I n   e f f e c t i v e  terns (MEKM b a s i s )  t h e   g u i l d e r   d e p r e c i a t e d  by 
10.4 per c e n t   b e t w e e n   t h e  € l r s t  quarter of 1980 a n d   t h e   t h i r d   q u a r t e r  of 
1901 ,   bu t  most o f  this change  was of f e e t  by B s u b s e q u e n t   a p p r e c i a t i o n  
of 7 . 4  p e r   c e n t   t h r o u g h   t h e   t h i r d   q u a r t e r  of 198L  (Chart  2) .  

S i n c e  1981, the  A h a r p   a n d   p r o l o n g e d   d e c l i n e   i n   p r l v a t e  FECtCJr  
a c t i v i t y ,  t h e  associated d r y i n g   u p  of c r e d i t  demand  by t h e   p r i v a t e  
sector ,  a n d   t h e   m e r g e n c e  of large s u r p l u e e e  o n  t h e   c u r r e n t   a c c o u n t  o t  
t h e  balance of payments   have a l t e r e d  f u r d a m e n t a l l y   t h e   b a c k g r o u n d   t o  
monetary   po l icy .  A r e d u c t i o n   i n   t h e   l i q u i d i t y  r a t i o  was no longer a 
major o b j e c t i v e  of m o n e t a r y   p o l i c y ;   t h e   a u t h o r i t i e s   e v t n   f e l t   t h a t  some 
i n c r e a s e  i n  t h i s   r a t i o   c o u l d  be a c c e p t e d ,   a s   l o n g  a 8  i t  was n o t   e x c e s s i v e .  
The N e t h e r l a n d e  Bank a l s o  l i f t e d   t h e   c r e d i t   r e s t r a i n t s   o n   t h e   p r i v a t e  
s ec to r  t n a t  had been i n  force s i n c e  1977. The r i s ing  c u r r e n t   a c C o u n t  
s u r p l u s  and t h e   r a p i d  r i s e  of t h e   f i n a n c i a l   d e f i c t t  of t h e   p u b l i c  s e c t o r ,  
however,  made It important to c o n t i n u e   t h e   p o l i c y  of s t r i c t l y   l i m i t i n g  
accese of t h e   p u b l i c   R e c t o r   t o   n o n e t a r y   f l c a n c l n g .   A c c o r d i n g l y ,  Ilet 
p u b l i c  s ec to r  demand  on t h e  c a p i t a l  marke t  more t h a n  doubled  between 
1979 and lY81, r i s i n g  from 3 .7  p e r   c e n t  t o  8 p e r   c e n t  of n a t i o n a l  Income.  
By c o n t r a s t ,   t h e   t r a d i t i o n a l l y   a c c e p t e d  nbnn f o r  s u c h   r e c o u r s e  t o  t h e  
c a p i t a l   m a r k e t  ie o n l y  4 p e r   c e n t .   T h e s e   d e v e l o p m e n t s ,   c o u p l e d   w i t h  tlle 
v e r y  large  f a l l  i n   p r i v a t e   s e c t o r   c r e d i t  demand f o r  long- t e rm  funds ,  
h a v e   b r o u g h t   t h e   s h a r e  of t o t a l  c a p i t a l  marke t   supp ly   t aken   up  by t h e  
p u b l i c   s e c t o r  f r m  29 p e r   c e n t   i n   1 9 7 9  to 61 per  cen t  t n  1981. It i s  
e e t i m a t e d   t h a t   n o n r e s i d e n t   h o l d i n g s  a t  t h e  end of 1 9 8 1   r e p r e s e n t e d  30 per 
cent of p u b l i c l y   i s s u e d  long-term p u b l i c   b o n d s ,  o r  12  p e r  c e n t  of t o t a l  
L o n g - t e r n   p u b l i c   d e b t .  The a u t h o r l t i e e  felt, however ,  t h d t  t h e  secondary  
bond marke t  was s u f t i c i r n ~ l y   b r o a d  t o  avo id  any l i q u i d i t y  problems. 

T k s p i t e  the f a c t   t h a t   t h e   m o n e t a r y   f l n d n c i n g  o€ t h e   p u b l i c   a e c t o r  
remained below t h e   c e i l i n g   d g r r e d   w i t h  t h e  Ne the r l ands   Bank ,   mone ta ry  
e x p a n s i o n   a c c e l e r a t e d   i n  l a t e  1981 and  reached  10 p e r   c e n t   i n   t h e  yedr  
t o  J u l y  1982.  This r e s u l t e d   b o t h  from a n   i n c r e a s e  in n e t  f o r e i g n  a s s e t s  
and from some r e c o v e r y  of c red i t  e x p a n s i o n  by t h e   b a n k i n g   s y s t e m  owing 

T/ The  February  2 1 ,  1 9 8 2   r e a l i g n m e n t  gave ribe t o  a very s n d l  
d e p r e c l a t i o n  of t h e   g u i l d e r   a g a i n s t   t h e  ELlJ due  t o  arl a d j u s t n e n t  of t h e  
rate for t h e  pound e t e r l i n g .  



- 10 - 

to  a combina t ion  of a r h a r p  r i e e  i n  l o n g - t e r m   l e n d i n g  to  t h e   p u b l i c  
rec tor  end a alowdoun in t h e   g r o w t h  of t h e  banks’ nonmonetary rem It .ea.  
Thirr slowdown wa0 a t t r i b u t e d   p r i m a r i l y  t o  h i g h  direct pl l rchanes  of 
government bond8 by   hous@holdR,   appa ren t ly  In a n  a t t e m p t   t o  lock i n   h i g h  
i n t e r e e t   r a t e s .  This s u g g e e t e d   t h a t ,   e l t h o u g h   d i r e c t   m o n e t a r y   f i n a n c i n g  
by t h e   p u b l i c  sec tor  had n o t  i n c r e a s e d ,   t h e   b a l l o o n i n g  ot borrowing on 
t h e   c a p i t a l   m a r k e t   h a d   i n d i r e c t l y   g i v e p  r ise t o  n o n e y   c r e a t t o n .  ?’ha 
m o n e t a r y   e u t h o r i t l e s   a c c e p t e d  t h e  r a t h e r   f a s t   e x p a n s i o n  of t h e  rnolley 
supply  n o t   o n l y   h e c a u r e  ol he c y c l i c e l  weakness of t h e   e c o n o m y   b u t   a l v o  
b e c a u e e   l a r g e   s h o r t - t e r m   f l u c t u a t i o n s   i n   t h e  money s u p p l y  were e 
c h a r s c t e r i e t l c  of the  Nether lande   economy de  novemente o t  f u n d o  b y  a f e u  
large m u l t i n a t i o n a l  or I n s t i t u t i o n a l   i n v e s t o r s   c o u l d   a f f e c t   t h e   m o n e t a r y  
a g g r e g a t e r   s t r o n g l y .   H o w e v e r ,   t h e 3   n o t e d   t h a t   o v e r e h o o t l n g   t h e   t a r g e t  
o v e r  a longer perlod of t i m e  would  be a e o u r c e  of c o n c e r n  as i t  would 
i n d i c a t e   t h a t  a l i q u i d i t y   o v e r h a n g  was i n   t h e  making. In   uuch canes 
t h e y  f e l t  i t   as proper t h a t  excese money c r e a t i o n   s h o u l d  have I t a  
c o u n t e r p a r t  i n  an i n c r e a e e   I n  net f 9 r e l g n  a s s e t s ,  as t h i s  would  be more 
e a e l l y  r e v e r s i b l e .  

T h e   a u t h o r i t l e e  f e l t  t h a t   t h e  l e e w a y  I a n t e d  b y  t h e   c u r r e n t   a c c o u n t  
s u r p l u e   s h o u l d  be used to  r e d u c e  i n t e r e e t  l n t e s  i n  v i e w  of t h e   u r g e n t  
need to  improve  company  balance  eheete .   They  noted i n  c h i d  r e c l p e c t   t h a t  
a 1 p e r c e n t a g e   p o i n t   c h a n g e   i n   t h e   i n t e r e s t   r a t e ,   g i v e n   t h e  s i z e  of t h e  
c o r p o r a t e   d e b t ,  was o f   a n  o r d e r  of m a g n i t u d e   e q u i v a l e n t  t o  1 p e r   c e n t  of 
t h e  wage b i l l .   A c c o r d i n g l y ,  a s  l o n g  as t h e   g u i l d e r  wee I n h e r e n t l y   s t r o n g ,  
a l l  o p p o r t u n i t i e s   w o u l d   h e  umed t o  r e d u c e   i n t e r e a t  r a t e s  a t  home. Over 
t h e   p a s t   f e w   q u a r t e r e  when t h e   g u i l d e r  was w i t h i n   t h e   u p p e r   b a n d  of t h e  
EMS, i t  had b e e n   p o e e i b l c  tc, l o w g r   s h n r t - t e r n  i n t e r e s t  rateR i n  t h e  
N e t h e r l a n d s   s ~ r n e w h a t  more t h a n  i n  k r r n a n y .   I n  f a c t ,  i n  laze 1982, Dutch 
s h o r t - t e r m  rate# were a b o u t  1 / 2  p e r c e n t a g e   p i n t   b e l o w   c m n p a r a b l e  German 
t n t e r e e t   r a t e a .  This i n p l i e d   t h a t   t h e   s t r e n g t h  of t h e   E u i l d r r   h a d  allowed 
8 r e v e r s a l  of t h e   e h o r t - t c r m   i n t e r e s t  r a t e  d i f f e r e n t i a l s  I n  f a v o r  of 
Germany t h a t   h a d   p e r s i s t e d   s i n c e   t h e   n i d - 1 9 7 0 s .  In o t h e r   w o r d s ,   t h e  din 
t o  m a i n t a i n   r h e   s t a b i l i t y   b e t w e e n  the D u t c h   g u i l d e r  and t h e  d e u t s c h e  
mark could c u r r e n t l y  be a c h i e v e d  a t  sonewhat  lower s h o r t - t e r m   i n t e r e s t  
ra tes  for  t h e   N e t h e r l a n d s   t h a n  had  been  usual  i n  t h e  p e s t  ( C h a r t  3 ) .  

By c o n t r a s t ,   t h e   d i f f e r e n t i a l   b e t w e e n  German and Dutch  long-term 
r a t e s  ha8 remained l i t t l e  changed i n  t a v o r  of Dutch ra tee .  The a u t h o r i -  
t i e s  b e l i e v e d   t h a t  t h e  large o v e r h a n g   o f   p u b l i c   s e c t o r  borrowing on t h e  
Dutch c a p i t a l   m a r k e t   h a d   i m p e d e d  a f a l l  i n  long-term i n t e r e s t  ra tes .  
They f e l t   t h a t  i t  would be d e t r i m e n t a l  t o  t h e   c o n f i d e n c e  i n  t h e   g u i l d e r  
i f  t h e   p u b l i c   d e f i c i t  were be accoranodated by m o n e t a r y   f i n a n c i n g  on 
a s u b s t a n t l a i  scale. The r e s u l t i n g   w e a k e n i n g  of t h e   g u i l d e r   w o u l d  
e v e n t u a l l y   r e q u i r e   t h e  Bank t o  r a i se  e h o r t - t e r n   i n t e r e s t   r a t e s   a n d  thus 
t h e   b e n e f i c i a l   e f f e c t  o f  l o w e r   p u b l i c   r e c o u r s e   t o   t h e   c a p i t a l   m a r k e t  
w o u l d   b e   l o a t .  
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3. Incomer policitm 

Wage retstralnt is a  fundamental  element of the Government's policy 
in order both to  imbrove the profltability  of  enterpriees and to restore 
the competitive poeltlon of the export  sector.  In  princlple, the Govern- 
ment reekr to  influence  wage  formation by issuing  guidelines for the 
negotiation of wages at the national level. However,  time and again the 
eocial partnete  could not reach  agreemente  acceptable  to the Government. 
Coneequcntly,  government  lnterference in wage and price formation has 
almost become the norm. 

In 1980-81 and through  1982  the  Government impoeed a etatutory 
income# policy. This policy  hae  been based on controlling nominal  wage 
dcvelopmentr by partial  deindexatlon, by llmiting fringe  benefits, in 
particular  vacation allowances, and by restraining  real  wage  improvements 
813 contracted in collective  labor agreements. In 1981 the average wage 
bill i n  enterprises  increased by only 4 per cent and public  sector  wages 
were  stabilized at about  their 1980 levels. For 1982, the Government 
hoped to limit wage  increaees in the  private  sector  to 6.5 per  cent. 

There  pollcies,  particularly  as they were  instituted  againet a back- 
ground of rieing  unemployment,  significantly reduced the growth of nominal 
wages. But the  authorities felt that they also had led to a  substantial 
reduction in income dlfferentials and a severe  compression  of  disposable 
incomes  toward the bottom of the income scale. A study by the  Central 
Planning  Bureau,  comparing  trends in Germany and  the Netherlands, con- 
cluded that the  flattening of  the income  distrlbution led to  relatively 
higher  wage  increases in the  labor-intensive  sectors  in the Netherlands. 
Moreover, the lack of wage differentiation  was seen as one of the factors 
accounting for the rigidities in the labor  market  that,  inter  alia, 
contributes to the rise in unemployment. The Government, in formulatlng 
it8  wage policy for 1983,  intended  to  discontinue the etatutory wage 
policy for the private sector,  while freezing publlc  sector  wages at 
their  1982 levels. The  freeing of private  eector  wage  formation,  however, 
was  dependent  upon the voluntary  moderation of Wage  settlements. 

The Government  maintains a detailed  syetem of price controls  which, 
however, are implemented  rather flexibly. According to the authorities, 
the impact of the controls  on  profltability is very limlted and competi- 
tion rather than price controls  accounts for what appears  to be a  short- 
fall in the recovery of profit margins compared to what could  have been 
expected from the reduction in cost pressures became of the moderat ion 
in labor  costs and  in import prices. The authorlties  consider that 
the main purpose of the system of price controls is to help  secure 
agreement on wage moderation. 

The wage restraint  has  resulted in some decrease in the wage  share 
in 1982. However, the room created for J rise in profits by wage  modera- 
tion has been taken  up  largely by increases  in  social  securlty  taxes and 
in interest costs. Although  some  worried about the beneficial  effects 
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of w a ~ c  and p r i c e  moderation bclng e r o d e d  by a cont imoue a p p r e c i a t i o n  
of t h e   g u i l d e r ,   t h e   a u t h o r i t i c e   t o o k   t h e   v i e w   t h a t   t h e   s t r e n g t h  of t h e  
g u i l d e r   w l t h i n   t h e  EMS uae an  cseent ia l  e l e m e n t   i n   t h e   c o n t r o l   o f   i n f l a -  
t ton and was elno t h e  rnos t e f   f c c t i v e  WAY t o  briug a b o u t  a s u s t a i n a b l e  
r e d u c t i o n  of l nee ree t  ratee. 

4. I n d u s t r i a l   p o l i c y  

T h e   t r a n s f e r   o f   r e s o u r c e s  to  e n t c t p r i e e s   u n d e r   t h e   I n v e s t m e n t  Zaw 
Scheme ( W I R )  l e  a t  t h e   c e n t e r   o f   D u t c h   i n d w t r i a l   p o l i c y .   T h i s   i n s t r u m e n t  
l e  c o n s i d e r e d   s u p e r i o r  t o  a g e n e r a l   c o r p o r a t e   i n c o m e  tax c u t  for  t h r e e  
r e a e o n s :  f i r s t ,  inves tmen t   p remiums  can bo p a i d  to  a l l  e n t e r p r i s e s ,  
i n c l u d i n g  new e n t t t i e s ,   w h i c h   I n   t h e i r   e a r l y  stages of o p e r a t i o n   h a v e  a 
weak or n e g a t l v e  proPit p e r f o r m a n c e ;   s e c o n d ,   t h e   u s e   o f  W I H  f i n a n c i a l  
i n c e n t i v e s  le c l e a r l y   l i n k e d  t o  t h e   r e a l i z a t i o n   o f   i n v e s t m e n t   p r o j e c t 8  
w i t h i n   t h e   N e t h e r l a n d e ;   a n d   t h i r d ,   t h e   i n v e s t m e n t   p r e m i u m s  are p a y a b l e  
for i n v e s t m e n t   b y   u n i n c o r p o r a t e d  bus inesses ,  w h i c h   c o u l d   n o t   b e n e f i t   f r o m  
c o r p o r a t e  tax cuts. The a u t h o r i t i e s   c o n s i d e r e d   t h e   f r e q u e n t   c h a n g e s   i n  
V I R  premiums a w e a k   p o l n t  of t he   s cheme ,   becauRe  i t  had c r e a t e d   a n  
a tmosphe re  of u n c e r t a i n t y .  

T h e   a u t h o r i t i e s  were also aware of t h e  f a c t  t h a t   r e g u l a t i o n s   w i t h  
r e s p e c t  to e n v i r o n m e n t a l   i s s u e s   a n d   o t h e r   r e g u l a t o r y   p r o c e d u r e s  had a 
n e g a t i v e   i m p a c t   o n   i n v e s t m e n t   a c t i v i t i e s   a n d   t h a t   i n f l e x i b i l i t y   o f   h i r i n g  
a n d   f i r i n g   p r o c e d u r e s   d i d  nc)t c o n t r i b u t e  t o  a f a v o r a b l e   r e s p o n s e   t o  
m a r k e t   s t i m u l i .  

5 .  D e v e l o p m e n t   a s s i e t a n c e  

T h e   p o l i c y  of t h e   N e t h e r l a n d s  i s  t o  a p p r o p r i a t e   b u d g e t a r y   r e s o u r c e s  
e q u a l  t o  a b o u t  1.2 p e r  cent of GNP for d e v e l o p m e n t   a s s i s t a n c e .  This f i g u r e  
I s  e x p e c t e d   t o   b e   a c h i e v e d  i n  1982, a n d ,   f o r  1983, d e s p i t e   t h e   s e v e r e  
b u d g e t a r y   c o n s t r a i n t s ,   t h e   s a m e   p e r c e n t a g e  of GNP h a s   b e e n   a l l o c a t e d .  

IV. S t a f f   A p p r a i s a l  

In  r e c e n t   y e a r s ,  the  N e t h e r l a n d s   h a s   a c h i e v e d   r e m a r k a b l e   s u c c e s s e s  
i n  m o d e r a t l n g   t h e   g r o w t h  of nominal  wages and i n   k e e p i n g   p r i c e   d e v e l o p -  
ments  i n  hand. T h e r e f r  1 ,  t h e   a u t h o r i t i e s   h a v e  a c o n s i d e r a b l y  lesser 
problem i n   d e a l i n g   w i t h   t h e   e f f e c t s  of i n g r a i n e d   i n f l a t i o n a r y   e x p e c t a t i o n s  
t h a n  do a number of o t h e r   c o u n t r i e s .  These deve lopmen t s  also h a v e  led to 
a p a r t i a l   r e s t o r a t i o n  of t h e   c o m p e t i t i v e   p o s i t i o n  of t h e   D u t c h   e c o n m y   i n  
i n t e r n a t i o n a l  marke,s. As a r e s u l t ,  some g a i n  i n  m a r k e t   s h a r e s   a b r o a d  
and a t  h o m e  h a s   b e e n   o b t a i n e d   d e s p i t e   f a l l i n g  wor ld  demand  and  even 
g r e a t e r   w e a k n e s s  of denand for t h e   i n d u s t r i a l   g o o d s   t h e   N e t h e r l a n d s  
p roduce  8 . 

However, r e l a t i v e l y  low I n f l a t i o n   a p p e a r s  t o  have   been   bought  at a 
v e r y   h i g h   p r i c e .  The p r o g r e s s i v e   r e d i s t r i b u t i o n  of incomes  of t h e   p a s t  
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Jecade   and  the s t e a d i l y  increasing role of t h e   p u b l i c   s e c t o r   h a v e   u n d e r -  
e r n e d   t h e   p r o d u c t i v e   c 3 p a c i t y  of t h e  eCOnmYa A c c o r d i n g l v ,   d e s p i t e   t h e  
good i n f l a t i o n   p e r f o r m a n c e   a n d  a strong c u r r e n t   a c c o u n t   B u r p l u m ,   t h e  
cconmic s i t u a t i o n  10 very  eomber .   The o f t i c i a l  f o r e c a s t  for 1983 
p r o j e c t 6  aero growth i n  real terns, a f t e r   t h r e e   y e a r o  of a c t u a l  or near 
d e c l i n e r ,  a f u r t h e r  dump i n  unemployment t o  a t  least 13 p e r   c e n t  of t h e  
labor f o r c e ,  and an a e r o c i a t d  d e c l i n e   i n   d o m e s t i c   e x p e n d i t u r e  down t o  
t h e   l e v e l   o f   1 9 7 7 .  It a l r e a d y  seems t h a t   f o r e i g n  market g rowth  may be  
weaker than  aesurned  and  that  even t h i e   o u t l o o k  i s  l i k e l y   t o   b e  too 
o p t i m i e t i c .  

The s i t u a t i o n  of t h e   p r i v a t e   b u s i n e s s   s e c t o r   l e   e x t r e m e l y   d t f f l c u l t .  
The volume of p r i v a t e   p r o d u c t i v e   i n v e s t m e n t  has f a l l e n   s t e a d i l y  from i t s  
a d m i t t e d l y   r e l a t i v e l y   h i g h   l e v e l  of 1979; i t  f e l l  by 6 per c e n t   I n  1980, 
14 per c e n t  in 1981, and a p r o j e c t e d  5 per c e n t  i n  1982. Bus inese  
f a i l u r e s   h a v e   t r i p l e d   o v e r   t h e   p a e t  several y e a r s ,  firms a c c o u n t i n g  for  
50 per c e n t  of  employment i n   e n t e r p r i e e e   h a v e   b e e n   r u n n i n g   l o e e e s   f o r  
eome t i m e ,   a n d   p r o f i t s   i n   t h e   n o n e n e r g y  sector for  1982 are down t o  
z e r o ,  a t  best .  Am t h e   l a b o r  force i s  estimated t o  i n c r e a e e   s t r o n g l y  
o v e r   t h e   n e x t   s e v e r a l   y e a r s ,   t h e r e  i s  a n   u r g e n t   n e e d   t o   r e v e r s e   t h e  
dec l in ing   employmen t   t r end .  

Years of c o n t i n u o u s   b u d g e t - c u t t i n g   p t o p o e a l e   h a v e   b e e n   u n a b l e   t o  
c o n t a i n ,  l e t  a l o n e   t o   r e v e r s e ,   t h e   g r o w t h   o f  claims of t h e   p u b l i c   s e c t o r  
on   domes t i c   r eeources .  And r e v e n u e   g r o w t h ,   n o t w i t h s t a n d i n g   t h e  strong 
increaee i n   n a t u r a l  gas revenues   and  a s t e a d y  rise i n   t h e   b u r d e n   o f   L a x e e  
and social  s e c u r i t y   c o n t r i b u t i o n s ,   c o u l d   n o t  k e e p  up w i t h   t h e   a c c e l e r a t i o n  
of e x p e n d i t u r e e .  The p u b l i c   s e c t o r   d e f i c i t  w i l l  exceed  1 0  p e r   c e n t  of 
n e t   n a t i o n a l   i n c o m e   i n   1 9 8 2 ,   a n d  i s  l i k e l y ,   u n d e r   p r e s e n t   p o l i c i e s ,  t o  
r i se  f u r t h e r   i n  1983. O v e r   t h e   p a s t  s i x  yea r s   p l anned   budge t  c u t 8  
cumulated t o  f .  1 7   1 / 4   b i l l i o n ,   i n  r ea l  terms, b u t   i n   p r a c t i c e   e x p e n d i -  
t u r e s   e x c e e d e d   p l a n e   b y  f .  1 7  1/2 b i l l i o n .  

T h e   r i s i n g   c u r r e n t   a c c o u n t   s u r p l u e  i s  l a r g e l y   t h e   r e s u l t  of a f a l l  
i n   i n v e s t m e n t   o u t l a y s   w h i c h   c a n n o t  be r e m e d i e d   u n t i l   t h e r e  i s  a d e f i n i t e  
improvement of o p e r a t i n g   c o n d i t i o n s   i n   t h e   b u s i n e s s  sector .  T h e r e f o r e  
t h e   s t a f f   a g r e e s   t h a t   t h e   l e e w a y   c r e a t e d  by t h e   c u r r e n t   a c c o u n t   s h o u l d  
be used t o  a c h i e v e  a s u s t a i n a b l e   r e d u c t i o n  of i n t e r e s t  rates. T h i s  v iew 
is a l s o  based o n   t h e  npiniorr t h a t   t h e  rnomentm of Q u b l i c   e x p e n d i t u r e s  
a n d   t h e   p r e s s u r e s   e x e r t e d  by t h e   p u b l i c  sector d e f i c i t   h a v e   r e a c h e d  a 
p o i n t  where they would   prec lude  a s u s t a i n a b l e  recovery of a c t i v i t y .  
A c c o r d i n g l y ,   a b s o l u t e   p r i o r i t y   s h o u l d   b e   g i v e n   t o   t h e   r e d u c t i o n  of t h e  
s ize  of t h e   p u b l i c   s e c t o r   a n d  of t h e   p u b l i c   e e c t o r   d e f i c i t .   H o w e v e r ,  
t h e   m a n n e r   i n   w h i c h   t h i s  is  to be   ach ieved  i s  of   pr ime  importance.  The 
s t e a d y  r ise  i n   t h e  tax b u r d e n   h a s   e a t e n   i n t o   t h e   p r o d u c t i v e   p o t e n t i a l  of 
t h e   p r i v a t e   s e c t o r .  The s u c c e s a  of t h e  policies of wage m o d e r a t i o n  i s  
b e i n g  eroded b y   c o n t i n u e d   i n c r e a s e s  in s o c i a l   s e c u r i t y   t a x e s ,  made 
n e c e s s a r y   b y   t h e   e x p l o s i v e   t r e n d  of t r a n s f e r   p a y m e n t s ,  which by 1982 
a c c o u n t e d   f o r   n e a r l y  a t h i r d  of n a t i o n a l   i n c o m e .  As a r e s u l t ,   i n  s p i t e  
of a f a l l  i n  real t ake -home   pay ,   r e l i e f   f rom  p re s su re  of wage c o s t s  h a s  
o n l y   j u s t   b e g u n  to  s u r f a c e .   R e g a i n i n g   f i n a n c i a l   c o n t r o l   o v e r   t h e   p u b l i c  
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o e c t o r ,  therefore, w a n r   r e g a i n i n g   c o n t r o l  over e x p e n d i t u r e s  90 t h a t  
r a d u c t l o n   o f  the d e f i c i t  doem n o t   d e p e n d   o n   l n c r e a r c m   i n   t h e   t a x   b u r d e n .  
I n   a d d i t i o n ,   t h e   p a t t t r n  of p u b l i c   e p e n d l n g   n e e d s  t o  be e h i f t e d  away from 
t r a n r f c r   p a y m e n t r   t o w a r d   p r o d u c t i v e   e x p c n d l t u r c r .  In t h e  p r e t ,   s p e n d l n g  
c u t s   h a v t   t e n d e d  t o  move t h e   a t r u c t u r e   o f   p u b l i c   e x p e n d l t u r e e   i n   t h e  
o p p o r l t e   d i r e c t i o n .  The large o v e r h a n g   o f   p u b l i c   b o r r o w i n g   o n   t h e   c a p i t a l  
marke t  is c l e a r l y  a f a c t o r   i n   t h e   r e l a t i v e  downward m t i c k i n e e e   o f   l o n g -  
term i n t t r c e t   r a t c a ,   p a r t l c u l a r l y  a t  a time when i n f l a t i o n a r y   e x p e c t a t l o n e  
do not a p p e a r   t o   p l a y  a c o n t r i b u t o r y  role. 

The s t a f f   f u r t h e r   h o l d s   t h a t   t h e   r i g i d i t i e s   i n  the l a b o r  market 
t h a t  are b e i n g   f o e t e r e d  by t h e   l i n k a g e  of social s e c u r i t y   b e n e f i t s  t o  
p r l v a t e   s e c t o r   w a g e e ,  by t h e   e x t e n s i v e   r e c o u r e e  to  s o c i a l   s e c u r i t y  
b e n e f i t s ,   a n d  by r e g u l a t i o n s   t h a t   g o v e r n   h l r i n g   a n d   f i r i n g ,   s t r o n g l y  
limit t h e   b e n e f i t s  of wage m o d e r a t i o n .  The wage l e v e l   i n   t h e   N e t h e r l e n d e ,  
d e e p i t e   t h e   m o d e t a t i o n   o f   t h e   p a s t   a e v e r a l   y e a r s ,  is s t i l l  among t b  
h i g h e s t  i n  Europe.  In p a r t i c u l a r ,   t h e   v e r y   h i g h  minimum wage l e v e l   b y  
i n t e r n a t i o n a l   u t a n d a r d s  may h a v e   c o n t r i b u t e d  t o  t h e   p r o g r e s s i v e   d i s a p -  
pearance   o f  small l a b o r - i n t e n s i v e   e n t e r p r i s e s   a n d  to  t h e  rise l n   y o u t h  
u n e m p l o y m e n t .   A l t h o u g h   t h e   a c q u i e s c e n c e   o f   t h e  trade u n i o n s  to  t h e  
p o l i c y  of wage m o d e r a t L o n   p r o b a b l y   c o u l d   n o t   h a v e   b e e n   o b t a i n e d  if a 
p o l i c y   t o w a r d  greater wage d i f f e r e n t i a t i o n   h a d   b e e n   p u r s u e d ,   t h e  l a t t e r  
is e s e e n t i a l   i f   t h e   f a l l   i n  e m p l o y m e n t   o p p o r t u n i t i e s  i e  t o  b e   r e v e r s e d .  

The p r o g r e s e i v e   c o m p r e s s i o n   o f   t h e  wage ecale t h a t   h a s   t a k e n   p l a c e  
o v e r  the p a s t   d e c a d e   s t r o n g l y  militates i n   f a v o r  of d e c e n t r a l i z e d  wage 
f o r m a t i o n .   A l t h o u g h   t h e   r e c o v e r y   o f   p r o f i t a b i l i t y   i n   t h e   p r i v a t e   e n t e r -  
p r i m e   s e c t o r   r e q u i r e s   c o n t i n u e d  wage r e s t r a i n t ,  market forces, if a l l o w e d  
f u l l e r   p l a y ,  are l i k e l y   t o   p u t  downward p r e s s u r e  on wage claims over t h e  
f o r e s e e a b l e   f u t u r e .   M f l c i a l l y   r e c o r d e d  unemployment l e v e l e ,  a t  1 0   p e r  
c e n t  of t h e   l a b o r   f o r c e ,  are  among t h e   h i g h e e t  I n  Europe.  Hidden unem- 
ployment ,  fostered b y   g e n e r o u s   d i s a b l l i t y   p a y m e n t   s c h e m e s ,  may amount to  
a b o u t  6 p e r   c e n t   o f   t h e   l a b o r   f o r c e .   T h e s e  schemes h a v e   c o n t r i b u t e d   t o  
t h e   d e   f a c t o   e a r l y   r e t i r e m e n t  of a l a r g e  p a r t  of t h e   l a b o r   f o r c e  cf o v e r  
50 y e a r s   o f   a g e .   P a r t i c i p a t i o n  rates i n  these a g e   b r a c k e t s   h a v e   d r o p p e d  
p r e c i p i t o u s l y   b e t w e e n  1975 and  1982.  by 10 p e r c e n t a g e   p o l n t e  for age  
55-59 and  by 2 2  p e r c e n t a g e   p o i n t s   f o r   a g e  60-64.  

U n l e s s   t h e   l a b o r  market can o p e r a t e  more f l e x i b l y ,   r e s t o r a t i o n  of 
t h e   p r o f i t a b i l i t y  of e n t e r p r i s e s  w i l l  a l s o   r e m a i n   l i m l t e d   a n d  t h e  i n c e n -  
t i v e  to  e m p l o y   a v a l l a b l e   i n v e s t m e n t   f u n d s   a b r o a d  rather t h a n  a t  home 
w i l l  r e m a i n   g r e a t .   U n d e r   t h e   c i r c u m s t a n c e s ,  a r e v i v a l  of world  demand 
w i l l  q u i c k l y   b r i n g   m i s m a t c h e s   i n   l a b o r   m a r k e t s  t o  t h e  surface a n d   b o t t l e -  
n e c k e   c o u l d   a p p e a r  a t  a q u i t e   e a r l y   s t a g e   I n   a n   e c o n o m i c   u p s w i n g .  
S t a t u t o r y  incomes p o l i c i e s ,  as a p p l i e d  i n  t h e   p a s t ,   a n d ,   i n   p a r t l c u l a r ,  
p r i c e   a n d  wage f r e e z e s  c o u l d  u n d e r   p r e s e n t   c i r c u m s t a n c e s   f u r t h e r   d e e p e n  
e x i s t i n g  market Impediments.  

L e s s   g o v e r n m e n t   l n v a l v e m e n t   i n   l a b o r  markets n e e d s  t o  be   coup led  
w i t h  leeeer i n v o l v e m e n t   i n   t h e  e n t e r p r i s e  sector as well. The fast 
growth of g o v e r n m e n t   t r a n s f e r s  t o  e n t e r p r i s e s   c l e a r l y   i n d i c a t e s   t h e  
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i n n a t e  moment- o f   r u c h   p r o g r m r .  b e t  important, r e l a t i v e l y   l a r g e ,  and 
tiring, mmountr of rcarce p u b l i c   f i n a n c i a l   r a a o u r c e r  are be ing   devo ted  
to  t h e   p r o p p i n g   u p  of f a l l i n g   e n t c t p r l . c n .   S i n c e   b u s i n e r r   p l a n n i n g  
arrmer the c o n t i n u a n c e   o f   t h e r e   p r o g t a m r ,  a 8udden  break  would  be 
c o u n t e r p r o d u c t i v e .   H o w e v e r ,   t h e   r t a f f   b e l i c v c e   t h a t   r u c h   p r o g r a m e   o u g h t  
t o  be p h a r e d   o u t ,   p a r t i c u l a r l y   i n   v i e w  of t h e   u r g e n t   n e e d   t o   r e v e m e   t h e  
upward t r e n d   i n   t h e  tax burden  and t o  make room f o r   r i g n i f i c a n t   t a x  
r e l i e f  for t h e   e n t e r p r i r e   r e c t o r .   F i n a n c i a l   r e r o u r c e e  are f u n g i b l e   a n d ,  
i n   a n   o p e n  economy  ruch am t h e   N e t h e r l a n d r ,  a r  long 80 i n c e n t i v e s   t o  
employ   sav ing .   abroad   ra ther   than  a t  home c o n t i n u e  ta e x i s t ,  invee tmen t  
premiums, much ar t h o s e   p r o v i d e d   u n d e r  t h e  WIR, a r e   n o t   n c c e r e a r i l y  
a d d i t i v e ,   n o r  arc t h e y   n e c e r r a r i l y   e m p l o y e d  most e f f i c i e n t l y .  

W i t h   r c g s r d   t o   e x c h a n g e   r a t e  p o l i c y ,  t h r   m i r m i o n   a c c e p t e d   t h e   l i n k  
t o   t h e   d e u t r c h e   m a r k  as g i v e n .  The s t r u n g - c u r r e n c y   p o l i c y   h a r   i n c r e a s e d  
t h e  leeway f o r   r e d u c t i o n s   o f   e h o l t - t e r m   i n t e r e r t  ratel i n  exccrr of t h e  
n o r m a l   g u i l d e r - d e u t s c h e   m a r k   d i f f e r e n t i a l s .  And t h i o   i n   t u r n  is h e l p i n g  
t o  t e r t o r e  t h e   b a l a n c e   s h e e t s  of a v e r y   r h o r t - f u n d e d   e n t e r p r i e e   e e c t o r .  
It h a m  a l r o  c o n t r i b u t e d  t o  t h e   c o n t r o l   o f   i n f l a t i o n   a n d   t h e r e b y   s u p p o r t e d  
t h e   d e c e l e r a t i o n   o f   n o m i n a l  wage i n c r e a e e a .  

F i n a l l y ,   t h e   s t a f f   f e e l s   t h a t  i f .  Le of V L t e i  A c p o r t a n c e   t h a t   t h e  
government  program of r e g a i n i n g   c o n t r o l   o f   p u b l i c   s p e n d i n g   a r r u a l l y  be 
ach ieved .  The p a s t  two y e a r s  of f a l l i n g   i n c o m e s   a l r e a d y   h a v e   c r e a t e d  
t h e   b e l i e f  among t h e   p u b l i c   t h a t   a n   a u e t e r i t y   p r o g r a m   l e a d i n g  to  r ev f t a l i -  
z a t i o r  of t h e  economy is well under   way,   whereas  i t  has   ha rd ly   begun .  
C o n t i n u i n g   s h o r t f a l l s  from the G o v e r n m e n t ' s   s t a t e d   g o a l s   a r e   e r o d i n g   t h e  
c r e d i b i l i t y  of t h e   e f f e c t i v e n e s s  of g o v e r n m e n t   p o l i c i e a .  
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Genera l   Raeourcea  Account 

Quota: 

Currency h o l d i n g o :  

ilelationm wi th  thm Fund 

(AB of Novaabet  30, 1982) 

S U R  k p a r t m c n t  

A l l o c a t i o n   a n d  h o l d l q e :  

Lending to  t h e  Fund: 

G o l d   r e s t i t u t i o n :  

SDR 1 , 4 2 2 . 0  m i l l i o n .  

SDH 930.7 m i l l i o n ,  o r  65.5 per 
c e n t  of t h e  quota. 

The N e t h e r l a n d s  has received a n e t  
c u m u l a t i v e   a l l o c a t i o n  of SDR 530.3 m i l -  
lion; t h e  N e t h e r l a d e '   h o l d i n g s  of 
SDRe amount t o  SDR 751 .4  m i l l i o n  
of 141 .7  p e r   c e n t  of t h e  ne t   cumula-  
t t v e  a l l o c a t i o n .  

O i l  f a c l l i c i e e ,  1974 and 1975 :  

S u p p l e l u e n t a r y   f i n a n c i n g   f a c i l i t y :  

Total: SDR 78.7 mll l loa .  

SDR 6.2 m i l l i o n .  

SUR 72.5 m i l  l i o n .  

The N e t h e r l a n d s   a c q u i r e d  0.60 m i l l i o n  
f i n e  o u n c e e   i n  the f o u r   g o l d   r e e t i t u -  
t l o n  ope  r a t  i o n s .  

Taet Article IV c o n e u l t a t i o n :  The l e e t  Article I V  c o n e u l t a t l o n   d i s -  
c u s s i o n s  were h e l d   O c t o b e r  15-27, 
1980. The staff report (SH/80/267, 
12/2 /80)  was c o n s i d e r e d  by the 
E x e c u t i v e  Board (EBW80/189) on 
December 2 2 ,  1980. 
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Barlc Data A/ 

APPENDIX I1 

Population (mid-1962) 
1981 CDP prr capita 

N a t l o ~ l  accountr 
(1981 at currant pricer) 

Privata conrumpt ion  
P u b l i c  conrumption 
Crora f ixed inver t w n t  
Stockbuilding 
Exportr o f  goods and mervicer 
hnpottr of goods and r e r v i c c r  

1 4 . 3   m i l l i o n  
SDR 8.340 

In b i l  lionr I n  per c e n t  
of S D b  of GDP 

72 .2  60.6 
2 1  a 4  17.9 
22.6 19.0 
-1.5 -1 a 3  

69.5 58.3 
65.1 54.6 

CDP 119.2 100 a 0 

Selected economic data  
(changer i n  per c e n t )  1979 1 9 8 0  1981  1982 2/ 1983 2/  - - " " 

Demand and o u t p u t  a t  1977 prfcce 
Private conrumpt ion  2.9 -0.4 -2 a 6  -2 e o  -2 a 8  

Pub l i c   coneumpt ion  2 08 1 . 0  1.2 -0.6 0.9 
Cros a f ixcd i nve IS tmcn t -1 m 7  -2.6 -10.7 -4 a 4  -1.5 
S t o c k b u i l d i n g  A/ -0.3 0.4 -1 a 8  Om6 Om8 
Total d a m e s t i c  demand 1.6 -0.1 -5 - 3  -1 -4 -1 - 2  
Foreign balance J/ 0 a6 1.1 4.1 0.2 0.9 
CDP 2.1 0. 9 -1 a 2  -1 a 0  -0 a 1  

Pficer, wages, employment 
ConBumer p r  i c e  4 adex 4.2 
GDP d e f l a t o r  4.2 
Hourly wages 4.1 

Employment in m o u f a c t u r i n g  -1 a 0  

Output in m a n u f a c t u r i n g  2.9 
P r o d u c t i v i t y  i n  m a n u f a c t u r i n g  3.8 
Uni t  l a b o r  coete i n  m a n u f a c t u r i n g  3.8 
Regis te red   unemployment  ( i n  

thousands )   210  

6.  5 6.7 5.7 
5.3 5 a6 6 . 5  
4.7 3.0 6.0 

-1 m3 -3 a 4  -4.0 
Om4 -0.5 1.0 
1 a 9  3 a 0  5.2 
4 . 6  3,a l a  5 

248 38 5 544 

4.5  
3.7 
4.0 

-2.5 
1 a 0  

3.6 
1.0 

7 05 

Incomes 
Compensation of employece 7.7 6.1 2.0  4.0  2.0 
Other incomes 3.3 9.6 8.0 4 -0 1.6 
T r a n s f e r s  9.7 8.8 9.0 9 .2  6.5 
Personal income 7.5 7 . 4  4.8 5 a 4  3.2 
Direct t a x e s  and social  

s e c u r i t y   c o n t r i b u t i o n s  8.9 8. 3 3.9 8.5 5.3 
Disposable   income of houeeholde 6.8 6.9  5.1 4.0 2.2 
Real   d lepbeable   Income of 

households 2.4 Om 3 -1 a 5  -1 a6 -2.2 

1/ Sources: O f f i c i a l   p u b l i c a t i o n s ;  and s t a f f  estimates and f o r e c a e t e .  
21 Staff forecast . 
T/ - C o n t r i b u t i o n  to growth of GDP. 
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Pbnotary .g#rrgatrB 
Honey (M2 - IFS def i n l t i o n )  
Llquldlty rat io  (and-of-yaat l e v e l )  

Plrcal ageregatem 
(in b i l l l o n r  of guilderr) 

C e n t r a l   g o v e r n m e n t  belance 
b c a l  a u t h o r i t l a m   b a l a n c e  

General   government  borrowing r e q u i r e -  

P u b l i c   e x p e n d i t u r e  ( N U  barir) 

(ar per c e n t  of NNI) 

ment (cash b.016) 

Of which: Centra l   Government  
Other publ ic  b o d l e e  
Social i n s u r a n c e  

"Collect l v e  burden" - 2/ 

Balance  of p a p e n t r   ( i n   m i l l i o n s  of SDRs) 

Trade balance (f .o.b.) 
b a l a n c e   o n   i n v i s i b l e   t r a n s a c t i o n s  
P r i v a t e   t r a n s f e r s  
O f f  i c la l  transfers 
C u r r e n t   b a l a n c e  

(In per cent of NNI) 

lang-tenn  private c a p i t a l  
S h o r t - t e r m   p r i v a t e   a n d  o f f i c i a l  c a p i t a l  
BanWng sector 
Errors and omles ione  
SDR el loca t lone 
Changes i n  r e s e r v e e  (- = i n c r e a s e )  

Official  d e v e l o p m e n t   a s s i e t a n c e  
( a s  per cen t  of CDP) 

Exchange rate (period a v e r a g e s )  

G u i l d e r e  per U.S. d o l l a r  
G u i l d e r s  per SDR 

1979 - 
11 06 
35.4 

196s - 

-1 02 
-2 e o  

5.3 
41.4 
(13.6) 
(1% 8 )  
(12.0) 
40.9 

1979 

-1,089 
131 

-4 69 
-1 61 

-1 588 

- 

1980 - 
5.6 
36. 5 

A 970 
" 

-1 e 3  

-2.7 

3 e8 
48.2 

(17 .7)  
(16.5) 
47.3 

1980 

-1,032 
-14 7 
-5 85 
-357 

-2,121 

(14.0) 

- 

(-1 * 4 )  (-1 08) 

302 7 81 
-381 -142 

1 , 5 4 4  3,400 
-266 -1,108 

98 96 
2 91 -906 

0.93 1.03 

2.01 1.99 
2.59 2.59 

1981 1982  1/ - " 
7.8 7 . 4  

36. 2 36.9 

1981 1982 1/ - " 

1981 1982 1/ 
" " 

3,396 4 , 9 2 0  
480 ... 

-5 60 . . e  - 706 m - 0  

2,610 4 , 4 3 0  
(2.4) (4.0) 

-1 380 m . .  

-290 e . .  

-731 0 . .  

-785 
89 

.. . 
0 . .  

487 0 . .  

1.08 1.2 

2 . 5 0  2 - 6 1  31 
2.94  2.95 71 - 

- 1/ S t a f f  forecast. 
- 21 Tax and nonfax r e v e n u e s ,  and social secur i ty  premiums. - 3/ Eleven  months. 


