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C o r r e c t e d  2 /1 /33  

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 s o u r c e s  
t o  t h e   p u b l i c  sec tor  had   been   de t r imenta l   to   the   g rowth   and   employmevt  
p o t e n t i a l  of t h e  economy.  They a l s o   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 i 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 .   T h e   s t r u c t u r a l   s i t u a t i o n   h a d   d e t e r i o r a t e d  s o  much 
t h a t   t h e r e  was n o   s c o p e   f o r  a success fu l   i rnp lemenca t ion  of a n t i c y c l i c a l  
measures .   Indeed ,  it h a d   b e c o m e   a l m o s t   i m p o s 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  
f r o m   c y c l i c a l   f a c t o r s ,   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 v s t - u c t i o n  
s e c t o r .  The e x t e r n a l   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  3 r e s t i c  
demand, p a r t i c u l a r l y   i n   i n v e s t m e n t  demand,  and  st imula'c : m ? S t i C  

demand w o u l d ,   i n   t h e   e n d ,   p u t  upward p r e s s u r e  on c a p i t a l  dl: J p u t  
i n   j e o p a r d y   t h e   r e c e n t   r e c o v e r y  of p r o f i t a b i l i t y .  The 1, c was  judged 
t o  h a v e   b e e n   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 u p p o r t   a n  ea r ly  
up tu rn   i n   t he   g rowth   o f   p roduc t ive   capac i ty .   Under   unchanged   po l i c i e s ,  
e v e n   a n   a v e r a g e   g r o v t h  ra te  of GDP of 2-3 p e r   c e n t   p e r  year c o u l d   n o t  
p r e v e n t   u n e m p l o y m e n t   f r o m   r i s i n g   n o t   s u b s t a n t i a l l y   r e d u c e   t h e   h d g e 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 s   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  and t h e   a s s o c i a t e d   c o n t l n u e d   w e a k n e s s  
of a c t i v i t y   i n  1983 would  have t o  be   accep ted .  

1. Fiscal p o l i c y  

The p o l i c y  of 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  on 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 l 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   s e c t o r  more room t o   r e s p o n d   t o   m a r k e t   s t i m u l i ,  
and ( i i )  a s t e a d y   t e d u c t i o n  of t h e   p u b l i c   s e c t o r  borrowing r equ i r emen t  
(PSBR) by abou t  1 p e r   c e n t  of n a t i o n a l  income a y e a r   o v e r   t h e  1983-36 
p e r i o d .   T h e   r e d u c t i o n   i n   t h e  PSBR shou ld  allow a d e c l i n e   i n   t h e  very 
h i g h   c u r r e n t   l e v e l   o f   i n t e r e s t   c h a r g e s .   R e c e n t   s t u d i e s   h a d   i n d i c a t e d  
t h a t  a 1 p e r c e n t a g e   p o i n t   c u r  ~ I L  L t l e  r a t i o  of t h e  PSBR t o   n a t i o n s 1  
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 i n t   c u t   i n   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 i t i o n   o f   e n t e r p r i s e s ,   b r i n g  
about  an  improvement 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 ,   i n   p r o d u c t i v e  
inves tmen t  . 

Fiscal  p o l i c y   i n  1981 and 1982 had a l s o   s o u g h t   t o   c o n t a f n   t h e   p u b l i L  
s e c t o r   d e f i c i t ,   i n d e e d  t o  r educe  i t  i n   s p e c i f i e d  proportions 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 support 
t o   d o m e s t i c   e c o n o m i c   a c t i v i t y  and t o   i 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 h l c  E 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 i e f   measc l l e s ,  
l abo r   marke t   p rog rams ,   and  a rise i n   p u b l i c   r e s i d e n t i a l   c o n s t r u c r i c v .  t o  
h e l p   o f f s e t   t h e  steep f a l l  i n  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 d r ,  
t h i s   a p p r o a c h  was c o n t i n u a l l y   f r u s t r a t e d  by  exogenous  developments  t b ~  
r e s u l t e d  in e x p e n d i 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  revenues .   Accora inply  , 
t h e   p a s t  t w o  y e a r s   h a v e   b e e n   c h a r a c t e r i z e d  by v i r t u a l l y   c o n t i n u o u s  ad hoc 
a t t e m p t s   t o   a d j u s t   b u d g e t   p l a n s   t o   c l c t u a l   e c o n o m i c   d e v e l o p m e n t s   i n   o r d e r  
t o  close t h e   l a r g e  gap b e t w e e n   o r i g i 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 i c i t s ,  
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r e g 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  are made from 
multiyear e x p e n d i t u r e  estimates, that  a s s u m e d   r e l a t i v e l y   h i g h   g r o w t h  
ra tes  f o r  the economy as w e l l  a s  fo r  r e a l  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 e a s 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 the f a i l b r e   t o   i m p l e m e n t  even t h e s e   " c u t s "   f u l l y   a n d  
b e c a u s e   r e v e n u e   p r o j e c t i o n s  were t o o  o p t i m i s t i c ,  Khe d e f i c i t s   c o n t i n u e d  
t o  widen  and  the  Government  abandoned its medium-term aim t o  r e d u c e ,   o r  
a t  l e a s t  s t a b i l i z 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   t a x e s  were 
i n c r e a s e d   a n d   t h e  Government reduced i t s  s u b s i d i z a t i o n  of the soc ia l  
i n s u r a n c e   f u n d s ,   w h i c h   i n   t u r n   n e c e s s i z a t e d   f u r t h e r   L n c r e a s e s   i n   p r e m i a .  
D e s p i t e  a w i d e s p r e a d   a c c e p t a n c e   t h a t  a r e t u r n   t o   s u s t a j 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 s o c i a l   s e c u r l t y   t r a n s f e r s ,  there  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 t s  i m p l e m e n t a t i o n .   T i m e   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   t o   a c h i e v e   t h e   b u d g e t   t a r g e t s   p r o v e d   t o  be t o o   d i f f i c u l t  to real ize .  
The p o l i t i c a l   t e n s l o n s   a s s o c i a t e d   w l t h   t h e   v a r L o u s   p r o p o s e d   p r o g r a m s  
e x p l a i n   I n  p a r t  why an  l n c r e a s l n g   l s c k  of c o n t r o l   o v e r   p u b l l c   e x p e n d i t u r e s  
has emerged. 'In a d d l t i o n ,   r e v e n u e   s h o r t f a l l s  re f lec t  n o t   o n l y   l o w e r - t h a n -  
p r o l e c t e d   i n c o m e   f l o w s ,   b u t  a l so ,  i n c r e a s i n g l y ,   d e l a y s   i n   t a x   p a y m e n t s .  
A c c o r d i n g l y ,   t h e  1983 budge t   p roposa l s   need  t o  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 m   t h e   1 9 8 2   b u d g e t  of f .  8.8 b i l l i o n   c o u p l e d  w i t h  a n  
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   i n t i a l   a p p r o p r i a t i o n s  as p a r i  
of t h e   p r o p o s e d   c u t s  were not 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 
i n c u r r e d   f o r   u n e m p l o y m e n t   a n d   i n t e r e s t   p a y m e n t s .  

I n   4 r a f t i n g   t h e   1 9 8 3   b u d g e t ,   e v e r y   e f f o r t  w a s  made t o  b a s e  i t  on a 
r ea l i s t i c  e c o n o m i c   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   L h a t   t h e  
a c t i v i t y   f o r e c a s t s   h a q e   b e e n   t o o   o p t i m i s t i c .  As i t  i s ,  t he   budge t   p ro -  
p o s a l s   i m p l y  a p u b l i c   s e c t o r   d e f i c i t  of 10.8 oer c e n t   o f  net n a t i o n a l  
income t n   1 9 8 3 .  This d e f i c i t  arises e v e n  through the p r o p o s a l s  project  
e x p e n d i t u r e  cuts  a n d   t a x   i n c r e a s e s  of some f .  1 3  b i l l i o n   f r o m   a 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   s e c t o r  sa la r ies  
and of s o c i a l   i n s u r a n c e   b e n e f i t s .  The 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   s o c i a l   s e c u r i t y   c o n t r i b u t i o n s ,  will allow a r e d u c t i o n  i n  
s t a t e  s u b s i d i e s  t o  t h e   s o c i a l   s e c u r i t y   f u n d s   o f  f. 5.3 b i l l i o n .   I n  
a d d l t l o n ,  i n c o m e   t a x   b r a c k e t s  w i l l  n o t  be a d ~ u s t e d   f u l l y   f o r   i n f l a t i o n ,  
and s p e c r 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   t o  some f .  3 billion will 
be lmplemented. 

The a u t h o r i t i e s  recognize, h o w e v e r ,   t h a t   t h e   f u l l   a c h i e v e m e n t  of t h e  
1983 b u d g e t   g o a l s  a l s o  would be d i f f i c u l t .   A l t h o u g h   t h e   G o v e r n m e n t   h a s  
been a b l e   t o  c a l l  o f f  a proJec ted   p r ic -e   and  wage f r e e z e   b e c a u s e   t h e  
s o c i a l   p a r t n e r s  came Lo an agreemen t   abou t   wage   modera t ion ,   t h i s  by no 
means irnplles t h a t  a consensus   on   t he  measures i n c l u d e d   i n   t h e   b u d g e t  
p r o p o s a l s  has been   forged .  
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3.  Incomes p o l i c i e s  

Wage r e s t r a i n t  i s  a fundamenta l   e lement  of t he   Sove rnmen t ' s   po l i cy  
i n   o r d e r   b o t h  t o  i m p r o v e   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   a n d   t o  restore 
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   e x p o r t   s e c t o r .   I n   p r i n c i p l e ,   t h e   G o v e r n -  
ment s e e k s   t o   i n f l u e n c e  wage f o r m a t i o n  by i s s u i n g   g u i d e l i n e s  for t h e  
n e g o t i a t i o n   o f   w a g e s   a t   t h e   n a t i o n a l   l e v e l .  However, time and   aga in   t he  
s o c i a l   p a r t n e r s   c o u l d  n o t  r each   ag reemen t s   accep tab le   t o   t he   Governmen t .  
C o n s e q u e n t l y ,   g o v e r n m e n t   i n t e r f e r e n c e   i n  wage a n d   p r i c e   f o r m a t i o n   h a s  
a lmost  become t h e  norm. 

In  1980-81  and  through  1982  the  Government  imposed a s t a t u t o r y  
i n c o m e s   p o l i c y .   T h i s   p o l i c y   h a s   b e e n   b a s e d   o n   c o n t r o l l i n g   n o m i n a l  wage 
developments  by p a r t i a l   d e i n d e x a t i o n ,  by l i m i t i n g   f r i n g e   b e n e f i t s ,   i n  
p a r t i c u l a r   v a c a t i o n   a l l o w a n c e s ,   a n d  by r e s t r a i n i n g   r e a l  wage improvements 
as c o n t r a c t e d  i n  c o l l e c t i v e   l a b o r   a g r e e m e n t s .   I n   1 9 8 1   t h e  average wage 
b i l l   i n   e n t e r p r i s e s   i n c r e a s e d  by  only 4 p e r  c e n t  and   pub l i c   s ec to r   wages  
were s t a b i l i z e d  a t  a b o u t   t h e i r  1980 l eve l s .   Fo r   1982 ,  t h e  Government 
hoped t o  limit wage i n c r e a s e s   i n   t h e   p r i v a t e  sector t o  6.5 p e r   c e n t .  

These p o l i c i e s ,   p a r t i c u l a r l y   a s   t h e y   w e r e   i n s t i t u t e d   a g a i n s t  a back- 
ground of r i s i n g  unemployment, s i g n i f i c a n t l y   r e d u c e d   t h e   g r o w t h  of nomrnal 
wages.  But t h e   a u t h o r i t i e s  f e l t  t h a t   t h e y   a l s o  had l e d  t o  a s u b s t a n t i a l  
r e d u c t i o n  i n  income d i f f e r e n t i a l s   a n d  a seve re   compress ion   o f   d i sposab le  
incomes  toward  the  bottom of t h e  income s c a l e .  A s t u d y  by t h e   C e n t r a l  
P l ann ing   Bureau ,   compar ing   t r ends   i n  Germany and t h e   N e t h e r l a n d s  , con- 
c l u d e d   t h a t   t h e   f l a t t e n i n g  of t h e  income d i s t r i b u t i o n   l e d  t o  r e l a t i v e l y  
h i g h e r  wage i n c r e a s e s   I n   t h e   l a b o r - i n t e n s i v e   s e c t o r s   i n   t h e   N e t h e r l a n d s .  
Moreover ,   the   l ack  of wage d l f f e r e n t i a t i o n  was s e e n  as one of t h e   f a c t o r s  
a c c o u n t i n g  f o r  t h e   r i g i d i t i e s   i n   t h e  labor m a r k e t   t h a t ,   i n t e r   a l i a ,  
c o n t r i b u t e s  t o  t h e  rise i n  unemployment. The Government ,   In  formulating 
i t s  wage p o l i c y   f o r   1 9 8 3 ,   i n t e n d e d   t o   d i s c o n t i n u e   t h e   s t a t u t o r y  wage 
p o l i c y  f o r  the p r i v a t e   s e c t o r ,   w h i l e   f r e e z i n g   p u b l i c   s e c t o r   w a g e s  a t  
t h e i r   1 9 8 2   l e v e l s .  The f r e e i n g  of p r i v a t e   s e c t o r  wage format ion ,   however ,  
w a s  dependent   upon  the   vo luntary   modera t ion  of wage s e t t l e m e n t s .  

The  Government m a i n t a i n s  a d e t a i l e d  s y s t e m  of pr ice  c o n t r o l s   w h i c h ,  
however, are i m p l e m e n t e d   r a t h e r   f l e x i b l y .   A c c o r d i n g   t o   t h e   a u t h o r i t i e s ,  
t h e  i m p a c t  of t h e   c o n t r o l s  on p r o f t t a b i l i t y  i s  very   l imi ted   and   compet l -  
t i o n   r a t h e r   t h a n  p r i ce  c o n t r o l s   a c c o u n t s  for what appears t o  be a s h o r t -  
f a l l  i n   t h e   r e c o v e r y  of proEit   margins   compared  to   what   could  have  been 
e x p e c t e d   f r o m   t h e   r e d u c t i o n   i n   c o s t   p r e s s u r e s   b e c a u s e  of the   modera t ion  
i n   l a b o r   c o s t s   a n d  t i l  i m p o r t   p r i c e s .  I 

The  wage r e s t r a i n t  ha; r e s u l t e d   i n  some d e c r e a s e  i n  t h e  wage s h a r e  
i n  1982.  However, the room c r e a t e d   f o r  a rise I n   p r o f i t s  by wage modera- 
t i on   has   been   t aken  up l a r g e l y  by i n c r e a s e s   i n   b o c i a l   s e c u r i t y  taxes  and 
i n   i n t e r e s ~  c o s t s .  Although some w o r r i e d   a b o u t   t h e   b e n e f i c i a l   e f f e c t s  
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of wage and   pr ice   modera t ion   be ing   e roded  by a c o n t i n u o u s   a p p r e c i a t i o n  
of the g u i l d e r ,   t h e   a u t h o r i t i e s   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 t l d e r   w i t h i n   t h e  EMS was a n   e s s e n t i a l   e l e n r e n t   I n   t h e   c o n t r o l  of i n f l a -  
t i on  and was a l s o   t h e   m o s t   e f f e c t i v e  way t o   b r i n g   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 i n t e r e e t  rates. 

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

The t r a n s f e r  of r e s o u r c e s   t o   e n t e r p r i s e s   u n d e r   t h e   I n v e s t m e n t  Law 
Scheme (WIR) is a t  t h e   c e n t e r  of D u t c h   i n d u s 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  
is c o n s i d e r e d   s u p e r i o r   t o  a gene ra l   co rpora t e   i ncome  t a x  c u t   f o r   t h r e e  
r e a s o n s .  f i r s t ,  investment   premiums  can  be  paid t o  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 i t i e s ,   w h i c h   i n   t h e i r  ear ly  s t a g e s  of ope ra t ion   have  a 
weak or n e g a t i v e   p r o f i t   p e r f o r m a n c e ,   s e c o n d ,   t h e  use of WIR f i n a n c i a l  
i n c e n t i v e s  i s  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  of i n v e s t m e n t   p r o j e c t s  
w i th in   t he   Ne the r l ands ,   and   t h i rd ,   t he   i nves tmen t   p remiums  a re  payable  
f o r   i n v e s t m e n t  by un incorpora t ed   bus inesses ,   wh ich   cou ld   no t   bene f i t   f rom 
c o r p o r a t e   t a x   c u t s .  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  
WZR premiums a weak p o i n t  of the  scheme,  because it had c r e a t e d   a n  
a tmosphere   o f   uncer ta in ty .  

The a u t h o r i t i e s  were a l s o  aware o f   t h e   f a c t  that  r e g u l a t i o n s   w i t h  
r e s p e c t  t o  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   h a d  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  of 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   n o 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 .  Development   ass i s tance  

The p o l i c y  of t he   Ne the r l ands  is t o  a p p r o p r i a t e   b u d g e t a r y   r e e o u r c e s  
e q u a l   t o   a b o u t  1 . 2  p e r   c e n t   o f  GNP for  d e v e l o p m e n t   a s s i s t a n c e .   T h i s   f i g u r e  
i s  e x p e c t e d  t o  be  achieved in 1982, and, for 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  same percen tage   o f  GNP h a s   b e e n   a l l o c a t e d .  

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

Tn r e c e n t  years, t he   Ne the r l ands   has   ach ieved   r emarkab le   successes  
in   modera t ing   t he   g rowth  of nominal  wages  and i n  keeping   pr ice   deve lop- -  
m e n t s   i n   h a n d .   T h e r e f o r e ,   t h e   a u t h o r i t i e s   h a v e  a c o o s l d e r a b l y  lesser 
p r o b l e m   I n   d e a l i n g   w i t h   t h e  effects  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  
than   do  a number  of o t h e r   c o u n t r i e s .   T h e s e   d e v e l o p m e n t s   a l s o   h a v e   l e d   t o  
a par t ia l  r e s t o r a t i o n   o f   t h e   c o r n p e t i t l v e   p o s i t i o n  of t h e   h , c h  economy i n  
i n t e r n a t i o n a l  markets. As a r e s u l t ,  some g a i n   i n  market sha res   ab road  
and a t  home 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   w o r l d  demand and e v e n  
g rea t e r   weakness   o f  demand for t h e   i n d u s t r i a l  goods t he   Ne the r l ands  
produces.  

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 a t  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  the p a s t  


