14. THE NETHERLANDS

Domestic demand remains resilient as growth moderates

After solid growth of 2.6% in 2018, activity remained buoyant in the first half of 2019, supported by
robust domestic demand and net exports. As the business cycle matures however, growth is forecast to
moderate. The contribution from net exports is expected to turn negative against the backdrop of a weak
external environment whereas domestic demand should remain resilient, supported by rising wages and
private consumption. An expansionary fiscal policy is set to provide a further boost to disposable

income as well as public consumption.

External demand weakens while domestic
demand remains buoyant

After several years of above-potential growth,
economic momentum in the Netherlands remained
relatively solid in the first half of the year, with
GDP increasing 0.4% (g-0-g) in both the first and
second quarter. This was primarily driven by
domestic demand as well as strong exports in the
second quarter. GDP is forecast to grow at an
annual rate of 1.7% in 2019 but growth is expected
to be slower in the second half of the year, partly
due to subdued prospects in major trading partners.

Net exports are expected to contribute negatively
to growth over the forecast horizon. As a result,
real GDP growth is set to slow to 1.3% in both
2020 and 2021. Despite low financing costs,
business investment is projected to weaken
because of heightened (trade related) uncertainty.
Residential investment growth is also expected to
moderate, in part due to capacity constraints.
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At the same time, both private and public
consumption are expected to remain resilient.
Private consumption should enjoy the support of
robust disposable income growth over the forecast
horizon and the government’s fiscal stance is set to
become more expansionary in 2020.

The current account surplus peaked at 11.2% of
GDRP last year, but is expected to decline gradually
in 2019 and beyond as import growth outpaces
export growth. This is a reflection of weak external
demand and solid domestic demand, as well as
declining gas exports.

Labour market remains tight, wage growth
picks up

The labour participation rate is at a post-crisis high
in the Netherlands but employment growth, which
is expected at 1.8% in 2019, is forecast to slow to
0.3% in 2021. In conjunction with dynamic rates
of labour supply growth, this should lead to a
modest uptick in the unemployment rate from
3.5% in 2019 to 3.7% in 2020 and 4.1% in 2021.

With wage developments lagging the cycle, labour
market tightness is now translating into higher
wage increases, contributing to rises in household
disposable income and thereby fuelling private
consumption. This is also supported by fiscal
measures that lower the tax burden on labour
income from 2020 onwards.

Inflation set to moderate in 2020 and 2021

Increases in indirect taxes in 2019 have pushed
inflation up to 2.6% this year. For 2020 and 2021
respectively, inflation is forecast to moderate to
1.4% and 1.5%, as these indirect tax increases will
no longer be reflected in the inflation figures and
the underlying trend is expected to remain flat. For
2020, real wage growth is expected to entail a
pick-up in prices for services, although a lowering
of energy related taxes for households should put
downward pressure on energy inflation.

Fiscal expansion in 2020

The headline budget balance is forecast at 1.5% of
GDP in 2019, and 0.5% and 0.4% of GDP in 2020
and 2021 respectively. In 2019, higher government
spending is offset by higher tax revenues, partly on



the back of high wage and employment growth and
corporate profitability and partly as a result of
policy, in particular through a substantial increase
in indirect taxes (around 0.4% of GDP).

In 2020, government expenditure is expected to
continue rising following recent expansionary
budget decisions relating to pensions and climate
change, housing and youth care, on top of higher
spending on infrastructure and defence. At the
same time, the revenue-to-GDP ratio is expected to
decrease by 0.4 pps. of GDP due to lower direct
income taxes. The combination of these revenue
and expenditure measures is forecast to drive the
headline surplus down by one percentage point in
2020. In 2021, the headline surplus is set to decline
to 0.4%, following further tax relief.

The structural budget balance is projected to
decline by about % percentage points of GDP,
leading to a roughly balanced budget in structural
terms in 2020 and 2021.

Table I1.14.1:

Euro Area Member States, The Netherlands

Government debt is forecast to fall below 50% of
GDP in 2019 and to decline further to 47.1% in
2020 and 45.6% in 2021. Further reprivatisation of
financial institutions may further lower the debt
level in the years ahead.

Graph 11.14.2: The Netherlands - General government
revenue and expenditure and structural budget
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Main features of country forecast - NETHERLANDS

Annual percentage change

bn EUR Curr. prices % GDP 00-15 2016 2017 2018 2019 2020 2021

2018
GDP 774.0
Private Consumption 341.5
Public Consumption 187.6
Gross fixed capital formation 157.5
of which: equipment 44.4
Exports (goods and services) 652.7
Imports (goods and services) 567.6
GNI (GDP deflator) 781.7

Domestic demand
Inventories
Net exports

Contribution to GDP growth:

Employment

Unemployment rate (a)

Compensation of employees / f.t.e.

Unit labour costs whole economy

Real unit labour cost

Saving rate of households (b)

GDP deflator

Harmonised index of consumer prices
Terms of trade goods

Trade balance (goods) (c)
Current-account balance (c)

Net lending (+) or borrowing (-) vis-a-vis ROW (c)
General government balance (c)
Cyclically-adjusted budget balance (d)
Structural budget balance (d)

General government gross debt (c)

100.0 1.3 22 29 2.6 1.7 1.3 1.3
44.1 0.6 1.1 2.1 23 15 1.7 15
242 22 1.3 0.9 1.6 1.8 2.6 21
20.3 1.4 T/ 4.2 3.2 5.6 1.8 1.5

57 0.8 4.8 32 1.5 7.8 1.1 1.2
84.3 4.2 1.7 6.5 37 2.0 1.7 1.7
73.3 4.2 -2.0 6.2 3.3 2.9 25 23

101.0 1.3 0.6 52 238 1.1 1.0 12

1.1 -0.8 2.0 2.1 22 1.8 15
0.0 0.1 0.0 -0.2 -0.2 -0.1 0.0
03 29 0.9 0.7 -0.4 -0.4 -0.2
0.4 2.1 22 2.6 1.8 0.6 0.3
5.1 6.0 4.9 3.8 3.5 3.7 4.1
27 12 1.0 1.7 25 3.2 25
1.7 1.1 0.3 1.8 2.6 25 1.5
-0.1 0.6 -1.0 -0.4 0.1 1.0 0.3
12.3 16.6 15.3 15.1 15.1 15.3 15.3
18 0.5 1.3 22 25 1.5 1.2
20 0.1 1.3 1.6 2.6 14 1.5
0.2 1.0 -0.3 -0.3 -0.1 0.0 0.0
8.2 9.3 9.7 9.6 8.3 7.8 7.3
6.7 8.1 10.8 1.2 9.8 9.0 8.6
6.5 7.9 10.8 1.1 9.7 8.9 8.5
-2.0 0.0 1.3 1.5 1.5 0.5 0.4
-1.5 0.7 1.1 0.9 0.9 0.2 0.2
= 0.4 0.7 0.9 0.7 0.2 0.2
55.5 61.9 56.9 52.4 48.9 47.1 45.6

(a) as % of total labour force. (b) gross saving divided by adjusted gross disposable income. (c) as a % of GDP. (d) as a % of potential GDP.
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