PUBLIC AS OF JANUARY 1, 2009

L.5.2 RFD 560
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Division of International Finance

REVIEW OF FOREIGN DEVELOPMENTS

November 16, 1965

Recent Economic Developments in the Netherlands:
July-September 1965
24 pages
Rosemary A. Darlington
and
Helen B, Junz

This paper reflects the personal opinion
of the author and must not be inter-
preted as representing the opinion of
the Board of Governors. It was prepared
primarily for internal circulation with-
in the Federal Reserve System, and must
not be cited, quoted, or reprinted with-
out permission.




- S o Rosemary A. Darlington
November 16, 1965, Helen B? Junz &

Recent Economic Developments in the Netherlonds: July-September 1965

So far in 1965, the Dutch economy has performed better than
the authorities had expected esrlier in the year. Both demand aﬁd out-
put heve been growing about as fest ss in the preceding year and the
Central Planning Bureau estimates that Gross National Product in 1965
will exceed the 1964 figure by 5 per cent (in real terms). This rather
fast growth so fer hes apperently been achieved without sppreciable
additions to inflationary strzins on resources.

Domestic supplies--except for agriculture where output has
fallen below 1964 levels beceuse of bad weather conditions--have been
growing at an annual rate of about 6.5 per cent. This rate of growth
could be achieved because of rather lsrger increases in productivity
than estimeted earlier. 1In addition, domestic supplies have begun to be
supplemented by imports to a larger extent than in late 1964 and early
1965.

Nevertheless, with demand growing apace, the eorlier signs of
some relaxation of the acute lesbor market strains disappeared sgain
during the summer, The bzrgaining position of labor therefore remains

strong end it appears that the agreement reached in October 1963, which

preserved the existing wage-setting machinery, has not succeeded in stemming

pressures for policy revisions. Contracts in 1965 have been written
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with two entirely new features; they are to run for longer periods than
the one year for which guidelines are issued, and they have included
escalation clauses. So far, contract rates have averaged about 6.3

per cent above 1965, therefore exceeding the 5 per cent guidelines. On
the whole, it is estimated that hourly earnings in 1965 will rise 11 per
cent asbove the preceding year's level, partly because of wage drift,

but primarily because of the bonus of 2 per cent of the annual wage
granted workers in recognition of the better-then-expected performance
of the economy.

It is now generally accepted that far-reaching changes towards
a freer wage bargaining procedure will be made. The main problem re-
maining to be solved is the extent to which the Government's role in
the wage~setting procedure is to be reduced. 1f the Government's powers
were to be curtailed severely in the field of wage-setting, it would
also become increasingly difficult for the authorities to continue to
pursue an effective price policy.

Basic price trends continue to point upward, although price
indicators have been moving slightly downward in recent months. These
downward movements largely represented the return to more normal levels
of food prices after the adjustment to spring and early summer crop
failures had taken place. However, for the first eight months of the
year, consumer prices were an average of 5 per cent higher than they
were in the comparable period of 1964. This is a larger increase than
that of 4.5 per cent which was origninally anticipated for the full
year. The Government, therefore, moved to effect roll-backs of price

increases in certain areas and is studying price behavior in broad

sectors of the economy.
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The Dutch externel position has been improving despite the
continued pressure on costs and prices. Lergely because of the favorsble
development of the trade balance, the current account balence in 1965
is expected to be in surplus by $138 million, an improvement of 2lmost
$340 willion over the 1964 results. With the restrictive monetary
actions of the Netherlands Bank leading to capital market yields of over
6 per cent, Dutch long-term securities have become attractive to foreigners;
As a result, there 2lso has been an appreciable inflow of foreign cepital
into the Dutch market.

The new Budget for 1966 tzkes cognizance of this fact and
states that monetary policy instruments for the combsting of inflationary
pressures are limited by the extent to which they may lead to inflation-
2ry inflows from etroad. Therefore, the Minister of Finance decided to
use z new mix of fiscal and monetary measures to curtail private domestic
spending. Higher Government expenditures in 1966 zre to be financed by
increases in indirect 2nd some direct taxation; the second half of the
income tax-cut which is to become effective next year will be neutralized
through the issuance of compulsary sevings certificates to zbout the
total estimated amount of the tax cut. The bulk of the remaining
financing requirements is to be raised from public pension and insurance
funds so 2s not to add to pressures on the cepital merket,

There was a temporery easing of Dutch finencizl markets in
August and September reflecting se2sonal movements znd the speculation
egainst sterling in August. However in October financial markets

tightened sgain. Two Bank for Dutch Municipalities loans carrying yields
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of 6 per cent and 5.88 per cent were heavily oversubscribed in August
and September, but in October a State loan yielding 5.83 per cent
attracted 2 smaller volume of totsl subscriptions, Since industrial
bonds slready yield 6 to 6-1/4 per cent, the relatively modest attention
aroused by the latest State loan is interpreted 2s an indication that

2 6 per cent coupon will in general become increasingly necessary to

attract funds.

Demand end supply continue strong

Demand continued to expand strongly into the fall, New
domestic orders to the consumer and investment goods industries remained
at high levels during the summer and foreign orders continued to grow,
According to 2 survey conducted by the Central Bureau of Statistics,
incustry judged its order position in July to be about unchanged from
the previous three months, with 80 per cent of the respondents consider-
ing it normal, 5 per cent larger and 15 per cent smaller than normal.

In July consumption demand received 2 strong stimulus as the
first tranche of the income tax reduction (smounting to f1 500 million
at an annuel rete) becsme effective and workers at the same time received
a bonus amounting to 1 per cent of annual wages. In eddition, demend
for durable goods was further stimulated by the continued increase in
residentisl construction: with the housing shortage still serious there
remeins considerable pent-up demand for household goods. The strong
expansion of consumption demand thus offset any slowing in the growth of

either foreign or investment demand. Foreign demand in recent months



has not been growing at quite the fost pace set earlier in the year,
partly because of a slow-down in import demand from Germeny connected
to 2 large degree with the ending of certoin military contracts. Invest-
ment demend may have begun to be slowed down somewhat by the restrictive
monetary policies pursued by the Netherlands Bank since October, 1964.
Small firms particularly appear to be having some difficulties in

obtaining financing for their investment projects. The running-down of

inventories of the past months may zlso reflect some financing difficulties

and #1s0 a resction to the building up of overly large stocks last year
when price increases were enticipated.

The continued growth of demand was met by a steady expansion
of supply. Industrial production continued to grow strongly over the
past months, (See Tazble 1.) Berring sessonsl varizstions--which are
partiﬁﬁlarly pronounced during the summer months--industrial output
appears to have grown steadily ot an annual rate of about 6 per cent.

Construction activity recovered from the lower levels cf
earlier wonths which had resulted from bad weather conditions znd
residential construction continued to set new records. Only agricultural
output fell below 1564 levels, reflecting the unusuaslly wet summer.

The growth in industrisl output was sufficiently strong to
keep pace with the expcnsion in demand. According to the Central Bureau
of Statistics order back logs have stopped growing since Moy, and order
books for the consumer goods sector were seasonally reduced in June and

July. (See Teble 2.)
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Teble 1. Netherlends: Industrisl Production 1564-Aupust 1965 2/
(index oumbers 1960=100 and percentage cheuge)

Percentage Percentage

change change
from from

preceding preceding
Index yezsr Index year
1964 Jen, 117 +11.0 Oct. 134 +9.5
Feb, 119 +10.8 Nov. 135 +8.0
Mar, 123 +10.4 Dec. 131 +6.5
. Apr. 123 + 7.3 1465 Jen. 126 +7.7
May 127 +10.0 Feb. 12¢ +8.4
June 123 + 2,7 Mer. 128 +4.0
July 112 + 4.8 Apr. 131 +6.5
Aug. 114 +:.65.6 Moy 134 +5.5
Sept. 124 + 7.9 June 133 +8.1
July 116 +3.6
Aug. e/ 118 +3.5

a/ Adjusted for number of working days.
e/ Estimoted,
Source: OECD.

Lebor situation

The continued economic expansion wos reflected in a renewed
tightening of the labor market. Earlier in the year it had appeared thet
the acute labor shortege was easing slightly, but in July and August it

' became clear that this had only been a temporary situation. (See Teble 3.)
Improved weather conditions 2llowed work in the comstruction and agricul-
tural sectors to move forward again ~fter heavy rainfsll had enforced
reduced levels of activity during the second querter., As a result of
expanded sctivity in these sectors and continued high levels of activity
in others, the demand for labor grew and job vacencies (2fter sessonal

ad justment) ogein exceeded unemployment by more than four to one.
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Order Backlog, 1963-August 1965

(orders in terms of months of production, end Jenuary 1964=100)

Table 2. Netherlands:

End of All

month Industriesjlf

1963 1964 1965

Januery 100 100 97
Merch ¢ 101 95
Mey 101 100 97
June 100 99 97
July 103 9% 96
August 100 98 96
October 100 100
December 103 9g

Consumer
Goods Sector
1963 1964 .1965
96 100 95
g5 102 95
100 105 99
¢8 103 98
96 99 95
95 97 n.o.
98 102
102 96

1/ Excluding the chemical industry.
Not aveileble.

e 8o

Source:

by the recruitment of foreign labor.

there were 72,000 foreigners employed in the Netherlends,

Centrzsl Bureau voor de Statistiek.

Investment Goods

& All Other
1963 " 1964 1965
101 100 98
100 101 95
101 99 &7
100 99 97
105 %9 97
101 98 n.a.
101 99
103 99

The labor market situation continued to be relieved somewhat

At the end of the third quarter

Despite the

search for new labor resources, however, the Government is continuing

its policy of subsidizing emigrants snd the domestic labor force is

snnually reduced by about 8,000 workers through an efflux abroad.

Changes in Wape Policy

The long-standing lsbor shortage has given unions a2 strong

bargeining bose, as has the better-than-expected adjustment of the

economy to the large wage increases of 1964.

Workers so far in 1965

hove obtazined increases in contrect rates averaging zbout 6.3 per cent

rather then the suthorized 5 per cent increase.

In addition, unions

obtcined o bonus of 2 per cent of ennual wages because the growth of the

economy outstripped earlier estimates.

One hzlf of this amount was paid
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in July; the second half becomes due at the end of the year. Furthermore,
approval was won for contracts running for a lenger period than the
customery one year (the length of time for which the Central Planning
Bureau projections provide guidelines) and the first contracts with
escalator clauses allowing for cost-of-living adjustments were written.

Table 3, Netherlands: Labor Merket 1963-August 1965
(in thousands, monthly averages, seasonally adjusted)

Ratio of wvacencies

Unemployment Vacanciesi:: . to.unemployment
1962 1 38 115 3.0
I1 31 121 3.9
II1 29 123 4.2
v 28 126 4.5
1964 1 27 126 4,7
I1 27 130 4,8
111 28 135 4.8
v 30 134 4.5
1965 1 32 127 4,0
11 33 120 3.6
June 32 125 3.¢
July 32 133 4,2
August 32 134 4,2

Source: OQECD.

With these break-throughs it became increasingly clear that
the Wessenaar esgreement of October 19631/ which preserved the existing
wage setting machinery heod provided only a temporary solution. It is
now generally accepted by labor and management as well as government that
a freer wage policy must be worked out, Unions are demanding bargaining

by unions on an ‘industry or individual firm basis and the virtual end

1/ See: "Recent Economic Developments in the Netherl ands, Mesy-October
1963," dated November 27, 1563, p. 10-14,
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of government interference in wvage setting. Employers, on the other
hand, want to see the government retain a deciding voice in the wage-
setting process.

So far, employers and unions have agreed that contract wages
will in the future be considered 2s minimum rather than maximum wages
25 heretofore. Wage pesyments could, on an individual basis, exceed
contract rates by z ''reasonable" level which was set in the neighborhood
of 10 per cent. The main remaining problem, therefore, is the role
that government ought to play in wage setting.

Adoption of the new measures would virtually eliminate the
existence of "black wages," However, after relinquishing its
control over wages, the Government would find it increasingly
difficult to retain its price control policies and therefore would have

to rely primarily on the conventional instruments of fiscal and monetary

policy for the control of inflationary pressures.

Price trends continue up

Besic price trends were obscured by unseasonal price increases
caused by crop feilures in the spring and early summer. In late summer,
food prices returned to more normal levels, resulting in a slight de-
cline in the consumer and wholeszle price indexes in July. (See Table 4.)
However, bessic price trends appear still to be upward. For the first eight
months of the year, consumer prices were an average of 5 per cent higher
than they were in the comparable period of 1964. This is a larger -

increase than that of 4.5 per cent originally projected for

the entire year. Consequently the Minister of Economic Affairs
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moved to contein the advance of prices and in September snnounced that
certzin hotel and restauresnt price increases were to be rescinded. The
Government further ennounced that prices in broad sectors of industry,
wholeszle and retail trade would be exemined with the intent of enforcing
further price reductions if such oction sppeared necessary.

Table 4, Netherlands: Selected Price and Wege Indicators, 1S64~-August 1965
(Index numbers, 1958=100, monthly zverazges ~nd month)

Hourly Cost
weges Wholesale Prices of Export Import
rates Totzl  Mznufactures living prices prices
1964 '
1 157 106 107 113 100 ¢8
11 163 107 109 116 101 98
111 165 107 109 116 102 28
v 166 10¢ 110 116 104 28
1965
¥ 173 109 111 117 102 99
11 174 112 112 122 103 ¢9
Merch 174 110 111 119 103 100
Moy 174 114 112 122 103 100
June 174 111 112 123 104 o¢
July 174 110 112 122 106 100
August 174 n, a. n. 2. 121 106 29

n.s, Not aveilable.
Source: Centrazl Bureau voor de Statistiek; OECD.

The price advence in agriculturesl products, which mzke up 2
large part of the Netherlands' exports, has shown up not only in increased
domestic prices but hes led also to a rise in the level of export prices.
Export prices rose markedly in June and July and at the end of August

stood 3.9 per cent ebove their first querter level,



- 11 -

Further expsnsion of imports

The continued existence of demand pressure in the Dutch
economy was reflected in the trade results of recent months. Contrary
to the pattern which prevailed during the first half of the year, im-
ports in the third querter rose faster thzn exports and the seasonslly-
adjusted trade deficit rose to en average of $27 million a2s compared
with $67 million for the second quarter. (See Tazble 5.) In contrast
to imports, exports remzined at their second quarter level during the
third quarter. This mey partly be the result of some slowdown in
economic growuth in countries vhich zre the Netherlands' ma jor trading
partners, and may partly reflect the completion of wilitary shipments
to Germany, The coversge of imports by exports dropped from 88.5 per
cent in the second quarter to an estimated 84.6 per cent in the third.
Nevertheless, the somewhat enlarged third quarter trade deficit was

smaller then thet reslized in the third quarter of 1964,

Belance of payments continues favorable in second quarter

The good performance of the Netherlands foreign trade sccount
in the second quarter wes the chief factor behind the continued favor-
able development of the country's balance of payments in that period.
The overall balance closed with a deficit of only fl 474 million ($131
million) in the second quarter, fl 125 million smaller than the deficit
realized at the same time lest year. For the first half of the year,
therefore, (¢ period when the Dutch balance of payments is traditionally
weak) the total deficit, at f1 491 million ($136 willion), smounted to

less than half of that realized in the first half of last year.
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Izble 5, Netherlands:; Merchandise Trade, 1963-September 1965
(millions of U.S, dollars, monthly averages, seasoneslly adjusted)

Exports Imports Exports as 7
f.o.b. c.i.f. Balance of imports
Yeer 1963 ~414 497 - 83 83.3
1964 484 588 -104 82,3
1%64 .1 460 567 -108 81.1
I1 475 595 -11¢ 7.8
I11 486 586 -100 82.¢
v 506 595 - 8¢ 85.0
1965 1 513 577 - 64 88.9
11 520 599 - 67 88.5
hoy 511 581 - 71 88.0
June 551 601 - 50 S1.7
July 551 648 - 97 85.0
August 1/ 500 586 - 86 85.3
September e/ 542 650 -108 83.4

1/ Preliminary,
e/ Estimeted.

Source: OECD,

The improvement in the trade account as compared wity the very
unfavorable results of the second 4uarter of 1964 emounted to fl 343
million as the trade deficit was reduced to f1 555 million. (See Table 6.)
A fevoresble turn in payments related to investment income further im-
proved the current account balance. Substantisl dividend and interest
payments to foreign owners of Dutch securities usurlly lead to 2 lzrge
outflow of such funds in the second quarter of each year. This year,
however, the outflow was almost entirely offset by receipts, as increased
dividend psyments by Americen companies accrued in favor of Dutch security

holders, Consequently, the net outflow of investment income amounted
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_Netnerlands: Balance of Payments, 1964-Second Quarter 1565 4

Table 6.
-  (in millions of Dutch guilders)

19642 1965
1 11 111 1v I II_a/
Goods and Services
Merchandise -792 -898 -683  -403 -623 -555
Investment income 195 ~-135 221 383 23 - 45
Otaer services 268 438 416 430 408 296
Total ~299 -505 27 410 8 -304
{on transaction
basis) (-542) (-820) (284) (429) (100) (-250)
Private Capital
- Transactions in
. domestic securities - 62 44 190 153 183 90
- Traugactions in
foreign securities -~ 36 16 73 12 - 84 - 9
Direct investment -139 - 3 - 44 14 - 87 -100
Long-term credits 158 56 34 78 139 107
Other 14 - 83 152 131 18 1
Total - 65 -1 495 388 16 4
Lommercial Banks Capital
Total -110 45 110 - 27 -168 - 14
Official Payments
Debt repayments - 1 - 20 - - 21 - 1 -
Other - 8 - 30 21 - 18 - 725 - 26
Total - 9 - 50 21 - 39 - 26 - 26
(Errors and
omissions) (Z243) €225) (-257y (- 10) (- 92) (n.a.)

Surplus or Deficit (-} -483 -599 563 732 - 17 -474

Financed by:
Special transactions

Debt prepayments - - -—— - - -
Commercial banks
. Foreign exchange, nec
{Increase~) 260 496 59 -133 - 19 466

Central bank
Drawing rights on IMF

(Increase-) - 72 -- - 01 - 63 - 13 -217
Consolildated creiics
(Receipts=-) 3 1 4 1 4 --
Gold & foreign exchange
(Increase~-) 29z 10~ =535 =537 45 275
Total 223 103 -62" -5%9 36 8
Total financing 483 599 -563 -732 17 474

1/ Data are sio'n on a cash rather than a transactions basis. This
affects primarily the curremt account balance and the commercial banks'
capital flows

al Preliminary.

Source: Netaerlands Ministry of Finance.
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to only f1 45 million zs compzred with en outflow of f1 135 million
during the second quarter last year. Despite 2 reduction in receipts
from other services, the yeer-to-year improvement in the current sccount
amounted to f1 291 million for the second quarter and f1 598 million
for the first helf of the year. As 2 result, despite the somewhat less
favorable third quarter trade results, the Central Planning Bureau has
‘revised its estimate of the current account balance for the year from

2 deficit of f1 100 million to ¢ surplus of f1 500 million 2nd estimates
& current zccount surplus of fl1 750 million for next yeer.

An inflow of privste capitel continued to reinforce the
favorable Dutch balance of payments position. Long-term credits flowed
into the Netherlands in substantial volume during the second quarter and
foreign purchases of Dutch securities continued, attracted by the yields
on the Dutch cepital market. These inflows were large enough to more
then offset larger amounts--2s compared with 1964--placed sbroad by
Dutch investors for the purchese of foreign securities and direct
investment,

The second qusrter beslance of psyments deficit was finenced
2lmost entirely by 2 reduction in commercial banks' net foreign exchange
assets, which fell by fl 466 million over the querter. Offici-l foreign
exchange holdings were 2lso reduced, but the oversll chenge in officizl

reserves was small beccuse of an improvement in the Netherlands' IMF

position,
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ﬁfiigial reserves rise in third gquarter

There was a substentirl rise of f1 94 million ($26 million)
in official reserves during the third quarter and & further rise of
f1 15 willion in October as the Dutch balance of payments entered its
period of sezsonzl strength. (See Tsble 7.)

The Dutch reserve accruals were reflected by upwerd movements
in the guilder exchange rote, which moved from an average of 27,735
cents in June to sn average rate of 27.761 cents in July end 27.791
cents in August. (See Table 8.) The particulerly strong upward
pressure on the guilder in August was connected with the repatriation
of sterling belonces during the sterling crisis. The rete declined in
September a2fter preparations for the mid-September tax date were completed
2nd declined further in October as a result of strong commercial demend

for dollars.

Temporary ersing in finoancial markets

There appesred to be & temporery easing in Dutch finencial
markets in August and September but merkets tightened again in October.
The easing was connected with a seasonal reduction of money in circula-
tion following the vacztion period, with an inflow of funds from
ebroad 2s s result of speculation ageinst sterling in August and September
tax date preparstions.

The cell money rate declined from 4,25 to 2.0 per cent during

August 2nd the rate remeined at this level through the end of September
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Iable 7. Netherlands: Cheonges in Official Reserves 1963-October 1965
(In millions of U.S. dollars, end of period figures)

Foreign
_ Gold exchenge Totel IMF Total
Annuel change:
1963 20 136 156 -- 156
1964 87 8 185 62 247
Quarterly change:
1863 1 -- 7 7 -- 7
I1 - 88 88 -5 83
I11 -- 15 15 5 20
v 20 26 46 -- 46
1564 I -- -66 -66 20 ~46
I1 -- -47 -47 -- -47
I11 -- 174 174 25 199
v 87 37 124 17 141
1965 1 35 -50 -15 4 -11
11 33 -92 -5¢ 60 1
III -- 64 64 30 24
Monthly change:
July -- 32 32 2¢ 61
August -- 11 11 1 12
September 1/ -- 21 21 -- 21
Octoter 1/ -- 15 15 -- 15

1/ Estimested.
Source: International Financial Stestistics; Netherlands Bank.

except for e brief tightening in the first hzlf of the month a2s 2 result
of the mid-September corporate tax date. (See Table 9.) The tendency
towards greater ease was confirmed by the fact that from mid-July on,
commercial banks' extensions of nev credits exceeded the permissible

ceiling by progressively smsller amounts. As a result, penalty deposits



Tsble 8.

;ﬁétherlands'

196°

o m————

January
March
June
July
August
September

October

Monthl_ average

Par value
Lover limit
Upper limit

27.831
27.827
27.735
27.761
27.791
27.781
27.772

17 -

_Exchange Rate in U.S. Cents

.-er-Gnilder Jannary~0ctober 1965 1/

77.624

August

September

October

27.42
27.84

End_ of week

6
13
20
27

3
10
17

24

15

22

1/ Noon buying rates in New York.

Source: Federal Reserve Board.

27.812
27.806
27.793
27.780
27.774
27.778
27.771
27.788
27.798
27.779
27.770
27.757

27.750
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of commercial banks with the central bsnk declined steadily from f1 202
million in July to £1 111 million in September and f1 70 willion in
October. The permissible expension of bank lending for the period from
Seétember through the end of the year has been set at 6 per cent of
the sverage emount of credits granted in the first helf of 1963, This in-
¢rease in credit expansion 2llowed in the lest quarter of 1965 is some-
what lerger tham the 5 per cent limit set for the last quarter of 1964
because of the expansion of the economy in 1965,

The high yields on Dutch long-term securities, now exceeding
6 per cent, have proven sttractive to both domestic and foreign investors.
In August, 2 f1 100 million loan of the Benk for Dutch Municipelities,
issued ot per with 2 coupon of 6 per cent, wes hesvily oversubscribed
and allocztions reportedly had to be scaled down considerzbly. Lerge
foreign demend weas reported for this issue. Encourazged by the success
of this loan, the Benk for Dutch Municipelities brought ocut enother f1 100
million issue with 2n e¢ffective yield of 5.88 per cent in September which
viog also hesvily oversubscribed. In October, however, the Government
issued 2 loan offering an effective yield of 5.83 per cent, lesving the
total emount of the issue open in order to obtain en accurate picture
of the tone of the capital market. The fact that only fl 140 million
was subscribed to this issue is generelly interpreted 2s an indication
thet 2 6 per cent coupon is becoming increasingly necessary to attract

funds,



Table 9. Netherlands:
| January 1964

Monthly Average

1364  January
April
July
October

1965  January
March
April
May
June

Week Ending

July 23
30

August 6
13
20
27

September 3
10
17
24

October 1
8
15
22
29
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Se

lected Interest Rates

= _October 1965

(per cent per year)

ca11 X/

money rate bill rate

1.67
2.48
3.722
3.24

2.43
3.05
3.39
3.67
2.69

2.50
3.75
2.00
2.00

3.25
4,25
3.00
2.00
4.25

3-month
treasury

2.31
3.00
4.26
3.80

3.29
3.39
3.54
4.05
4.08
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1/ Unofficial rate.
n.z. Not available.

Source: Netherlands Bank.

0.a.
n.a.
n.a.
n.a.

n.a.
n.a.
n.da.
n.a.
n.a.

n.a.
5.45

5.83
5.79
5.69
5.62

5.65
5.68
5.67
5.69

5.85
5.83
5.9
5.98
6.12
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Budpget for 1966 sanounced

The budget proposals for the year 1966 were presented to
Parliement by Finonce Minister Vondeling o2nd are now under discussion.
They cell for an incresse in expenditures of fl 1.7 billion (or 10 per
cent) cver the estimated outcome of 1265. (See Teble 10.) Thus the
principle that Government expenditures must not be allowed to rise more
quickly then the nztionsl income has been temporarily absndoned. The
Goverament has justified this greater incresse on the grounds that larger
social expenditures are importsnt for the proper accomodation of social
needs, especially in this period of growth, However, the Government has
recommended @ number of tex measures as » means of raising the necessary
edditional revenus; consequently the 1966 budget, as proposed, would
leave = deficit about fl 0.4 billion lower then that estimated for 1665,

The Government plans to finzsnce most of the increased expendi-
tures by raising excise tsxes on a broad range of consumer goods as well
es by reaising dividend and corporztion taxes. Moreover, although the
second phrse of the income tax reduction is still scheduled to tzke place,
the Government intends to delay the effects of the tex cut ty issuing
compulsory non-negoticble tax certificates. As a result of the tax cut,
persons who owed less then f1 100 per snnum in toxes would be entirely
exempt from tax in 1566 2nd the assessments of »11 other taxp:yers would
be reduced by fl 100. However, a2ccording to the Government's plan,

people who remained liable to income tax would be obliged to teke up
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Tzble 10. Netherlands: Budgets for 165 and 1966
(millions of guilders) '

1965
Estimoted
As proposed Results 1266
Expenditures 15,006 16,439 18,150
Revenue 14,090 14,951 17,065
Deficit 916 1,488 1,085

non-negotiable tax certificstes with 2 face value of £1 100 which will
be redeemed in 5 yesrs at £l 130. This plen would defer the

effect of the tax cut until 1970 end would reduce revenue losses by
approximately f1l 425 million in 1%66.

The Government proposes to cover the budgeted deficit of f1 1.1
billion by borrowing fl 900 million from pension and insurance funds and
raising only £f1 200 million on the public capital market, thus leaving
more room for private borrowers. However zn additional fl 400 million
still needs to be raised on the cupital merket in either the remoinder
of this yeer or next year to finance the 1965 budget deficit., The Finonce
Minister expressed concern that greater government recourse to the
cepital merket, under the current strained conditions, would only lead
to copital inflows, These would e2dd to inflationery pressures and limit

the restrictive monetsxry policy pursued so far.

Economic performance in 1965 and expectztions for 1966

The performsnce of the Dutch economy in 1965 exceeded expecta-

tions as it had in 1964, The Central Plznning Bureau in its assessment
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of the performonce to date revised its estimates upward for virtuzlly
2ll economic sectors., Gross Netional Product in 1665 is now expected

to grow by 5 per cent (in real terms) as compsred with earlier estimates
of 4 per cent. (See Tuble 11.) Consumption expenditures, exports and
residential construction 21l zre rising faster than expected. The
larger finsl demsnd was accomodated without producing grester strains on
capacities. Industrial production is growing szt a 6.5 per cent rate
rather than at 6 per cent meinly because productivity increassed more
rapidly than ves anticipated esrlier. But weges have 2lso risen fester
than estimated--earnings in 1965 are estimated to increzse by 11 per
cent 2s compared with 1964--and labor costs per unit of output will
increase by 7 per cent. Because of these increases in cost and to some
extent beczuse of the effects of the bad weather in spring 2nd early
summer on food prices, consumer prices a2re expected to rise by 5 per cent.

Despite the faster growth of demand and price advences,
balence of peyments results are expected to show a considerable improve-
ment, The current eccount is expected to close with 2 fl1 0.5 billion
surplus--» f1 1.25 billion improvement over 1964,

The Central Plznning Bureau's estimates for 1966 reflect the
new economic developments as well es the new trends in economic policy.
For the first time, wage developments sre tresated as endogenous rather
than s exogenous veriables, reflecting the trend towards freer wage

bargaining procedures.
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Isble 11, Netherlends: Projections and Results of the
Economy's Performence, 1964-1966
(percentzge “change over previous year)

1965
April  Sept.
1964 estimete estimete 1266
Industrisl production 7.5 6 6.5 7.5
Private consumption
expenditure 1/ 5.5 6 6.5 3
Gross fixed investwent by
enterprises 1/
housing 28 9 10 7
other 14 4 3.5 8
Exports 1/ 12 8 10 12
Imports 1/ 15 5 4.5 11.5
Gross national product 1/ 8.5 4 5 5.5
Productivity in enter-
prises 7.5 3.5 4 5
Wrge sum per worker
(incl. socinrl cherges) 15 n.z. 11 2.5
Investment good prices 6 4 3 3
Consumer prices 6.5 4,5 5 4.5
Export prices 2.5 1.5 1 0.5
Current account balance
(f1 billions) -0.73 -0.10 0.50 0.75

n.a. MNot avesilable.
1/ Volume increese.
Source: Central Planning Bureau,

Gross National Product is estimsrted to grow somewhat faster
then in 1965, by 5.5 per cent as compsred with 5 per cent. Private con-
sumption expenditures are expected to grow more slowly, meinly because
of large anticipatory expenditures in 1965 connected with once-for-all
increeses in disposable incomes, The basic trends in investment
expenditures and export demend are not estimated to change much; but

inventory accumuletion #nd Government spending 2re to expand faster

than in 1965,
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Supplies are estimated to increase also faster than in the
current yeer; apricultural output should be larger, assuming normel
weather conditions; industrial output should reflect the heavy invest-
ment outleys of the past two years; end imports should a2dd to domestic
resources to 7 greater extent then in 1965, Despite the larger supply
availebilities, prices are expected to rise =t sbout the same rate es
in the current year, but these increases are largely connected with the
incresses in indirect taxation proposed in the 1966 budget and an
already agreed-upon rent increase. Wrges, determined by the over-211
growth expectstions, sre estimated to go up by 9.5 per cent, giving rise
to an increase in unit labor costs of 4.5 per@g;nt. No relaxation of
lebor market tensions is expected., The fast economic expaasion is
expected to result in an excess demend of about f1 300 million which
will be reflected in the current account of the balence of payments,
However, because of 2 favoreble change in the terms of trade, no
deteriorstion, but actually a smell improvement, is foreseen for the

current account balance,





