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The Netherlands:

Looming recession

Although the Dutch economy will continue its recovery in 2011 and 2012,
it will be at a significantly slower pace than in 2010. The country is faced
with weakening world trade growth since second half of 2011, and the
government is poised to step up its austerity programme in 2012. Real
economic growth in 2011 is expected to increase by 1½% from 2010, while
growth in 2012 (compared to 2011) is estimated to be even lower: ½%.
The growth is driven mainly by foreign trade. While investments also
contribute to some extent, consumer spending remains very weak. During
the period from 2013 to 2017, real GDP growth is expected to average 1% –
markedly lower than in the pre-crisis years. This is due in part because it may
take years before the European debt crisis is solved. Consequently, consumer
confidence will remain fragile and companies will be less inclined to invest.
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Figure 38: Decline in economic activity
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Figure 39: Weakening world trade
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Recession – or not?
The big question is what the source of economic
growth should be in the immediate future, as the world
trade slump, low consumer spending and the government’s austerity drive all combine to hamper growth.
The 0.3% quarter-on-quarter contraction in the third
quarter of 2011 therefore did not come as a surprise
(figure 38). It means the Netherlands is tipping into a
new recession, defined by economists as two consecutive quarters of negative quarter-on-quarter growth. In
the last quarter of 2011, the Dutch economy is likely to
again contract slightly from the previous quarter,
putting the country officially in recession. However, this
recession will be significantly less severe than the 2009
downturn, when the economy, during the first two
quarters, contracted by an average of 1.7% from the
previous quarter. Real GDP growth for 2011 is nevertheless expected to average 1½%, although the bulk of this
growth was generated in the first quarter of 2011, when
the favourable weather conditions caused a spike in
building investments.
In 2012, growth is expected to fall to ½% from 2011
as a result of the slower world trade growth, limited
domestic dynamics and negative spill-over effects.1
The downside risks are, however, large. Whether these
downside risks materialize, depends on several factors,
including the effectiveness with which government
leaders handle the European debt crisis and manage to
calm the financial markets. However, even if the urgent
problems in the eurozone are solved, it will take many
years before a real solution is found to the underlying
problems, i.e. the high government debts of a number
of Southern European countries. This will require

substantial spending cuts – for more information, see
also the special report titled ‘EMU beyond 2012’
elsewhere in this publication. However, with other
European countries – their governments in particular
– tightening their belts as well, Dutch businesses and
consumers are facing cutbacks both domestically and
abroad, which will curb the growth in spending in the
coming years. In addition, investments fell sharply
during the crisis, making it more difficult to increase
productivity. With the impact of demographic ageing
on the labour supply also manifesting itself in the
coming years, potential production is likely to be lower
in the next several years than before the crisis. During
the period 2013-2017, the economy is expected to grow
to an average of 1% per year.
Lower export growth
After a strong revival that began in 2009, world trade
volume has been levelling off since the end of 2010
(figure 39). While world trade still grew by an average of
15% in 2010, the index of world trade volume was only
0.6% higher in September compared to the beginning
of 2011. This slowdown in growth is caused by natural
disasters, such as the Japanese earthquake and subsequent tsunami in March 2011. As an added factor,
economic growth in the emerging economies (including
China) appears to have cooled somewhat in recent
months – for further reference, see the paragraph titled
‘Asia’ in the international section of this Outlook.
Due to the slowdown in world trade, volume growth of
Dutch exports will be lower as well in 2011. Whereas in
2010 year-on-year growth in real exports reached nearly
11%, for 2011 we expect real export growth of 4¾%; for
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Figure 40: Capacity utilisation rate not yet 
back at pre-crisis level
% y-o-y
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2012, the growth rate is estimated at 3½%. Growth in
foreign trade will remain compromised beyond 2012,
since the process of reducing government and
consumer debt worldwide will take many more years.
As expected, the estimated growth in exports by an
average of 4% per year during the period 2013-2017 is
slower than pre-crisis growth rates.

in 2012: an average of 2¾%. Despite the growth in
investment volume, investment levels remain substantially lower than before the crisis, and there is unfortunately no sign of catch-up growth. At an average annual
growth rate of 3¼% during the period from 2013-2017,
it will take until end 2016 before investment volume is
back to pre-crisis levels.

A large part of Dutch exports consists of re-exports. The
growth in re-exports combined with increased investments has caused import volumes to grow as well, and
imports are expected to increase to an average of 4½%
in 2011. In 2012, the increase in imports is expected to
be significantly smaller: 2½%. Furthermore, during the
period from 2013-2017 average growth in import
volume, at 3½%, will be markedly lower than what we
have seen in the past. This is because re-exports are
expected to slow down, which also applies to domestic
spending by businesses and consumers. During the
period from 2012-2017, the trade balance surplus will
amount to an average of 6½% of GDP.

It is not just limited demand that may be a factor in this:
businesses are also increasingly likely to experience
problems when funding investment projects, on
account of the bleak economic outlook. Furthermore,
the ECB Bank Lending Survey shows that banks have
tightened their credit standards significantly in the
third quarter and expect to implement even stricter
standards in the fourth quarter. This is triggered mainly
by growing tension in the financial markets due to the
euro crisis, which has made it more difficult (i.e. more
expensive) for many banks to meet borrowing requirements. The stricter capital requirements have also
prompted many banks to assess loan applications more
critically. Credit crunch is likely to become a serious
problem over the next several years and may slow
down economic growth.
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Figure 41: Consumer confidence at new low
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Caution among manufacturers
Due to the limited demand for end products, underutilisation of production capacity and moderate growth
expectations (figure 40), the time does not yet seem ripe
for expansion investment, although there has been an
increase in replacement investment. While many
businesses pushed back these latter investments during
the crisis, they are now finding they cannot postpone
them indefinitely. Private sector investments are
expected to increase in 2011 by 6¼% from 2010.
Due to the moderate growth in sales, investment
volume growth is estimated to be significantly lower

Consumer outlook remains bleak
Consumer confidence has taken a tumble in recent
months, dropping from -12 in July to -32 in November
(figure 41). Such a rapid decline in consumer confidence
is unprecedented in the Netherlands, not even
witnessed during the low point of the 2008 banking
crisis. Consumers are uncertain about both the situation
in the eurozone and their future pension payments. Up
to now, pension funds absorbed declining assets and
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the increase in real obligations due to lower interest
rates mainly by not using indexation, but a number of
pension funds are now inevitably compelled to
nominally reduce pension payments. Meanwhile, the
slump in the housing market continues, which further
weighs down confidence.

Figure 42: Continued decline in consumption
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Not surprisingly, consumption volume in the third
quarter of 2011 was down by 0.3% from the previous
quarter (figure 42). Notably, there was a downswing in
consumer durable goods spending (i.e. cars).
Consumers are expected to spend less, on average, in
2011 and 2012 than in 2010. In the period 2013-2017,
too, average yearly consumption is expected to level,
due to aforementioned uncertainty, government
cutbacks and the fact that wages will barely outpace
inflation. Employment will also not increase (on

Figure 43: Rising unemployment

Figure 44: Rising inflation
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Weak labour market
The result of this bleak economic picture is a weak labour
market. Unemployment is up after an almost continuous
decline of more than 12 months (see box 6). The
unemployment rate is expected to reach 5¼% in 2011
and will continue to increase slightly in 2012, to an
estimated average of 5¾%. Employment will decline
somewhat, mainly due to the lower number of government jobs available. A substantial portion of the proposed
spending cuts should come from smaller government.
The only industry seeing consistent job growth is healthcare, mainly as a result of demographic ageing. Employment is recovering slowly, due to the moderate growth
forecasts. Labour supply barely increases on average. The
structural increase of labour supply caused by increasing
participation of women is levelling off. Demographic
ageing has a negative effect on labour supply, even
though the effect is still small in the next couple of years.
During the period from 2013-2017, unemployment will
therefore continue to hover around 5½%.

3
2
1
0
-1
-2

Labour force

average) during this period, causing real available
income to remain virtually level.

01

02

03

Core inflation

04
Food

05

06
Rent

07

08
Energy

09

10
Fuel

11

12
Total

Higher inflation
The inflation rate in 2011 is markedly higher than in
2010, when inflation averaged 1.3%. During the period
from July to October 2011, consumer prices were up
2.6% from the previous year (figure 44). This represented
the highest inflation level since October 2008, when
inflation was pushed up by increases in energy, food
and commodity prices.

Source: Statistics Netherlands, Rabobank
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Box 6: The labour market conundrum
The labour market remains unpredictable: although the

Secondly, the increase in unemployment is coupled with a rise in

unemployment rate increased during the economic crisis, this

the number of jobs: in the third quarter of 2011, 18,000 more

increase was significantly smaller than many feared beforehand.

people were employed than in the previous quarter. This is

The unemployment rate increased from 3.7% at year-end 2008

remarkable given the economic outlook. The reason the Nether-

to 5.8% at the beginning of 2010, only to drop to 5% in summer

lands nevertheless saw a rise in unemployment (with 46,000 new

2011. However, unemployment has been on the rise again since

people joining the ranks in the third quarter) is that the number

July. By October, the unemployment rate was back to the level of

of job seekers increased by 63,000 during that period. A portion

early 2010 (5.8%). Although the decline is in line with the deteri-

of this increase can be attributed to school leavers entering the

orated economic forecasts, there are still several remarkable

labour market during the summer months. With slim chances of

aspects that merit appraisal.

finding a job, they tended to continue their studies for a while
longer during the crisis, but now that they have graduated the

First of all, the unemployment rate usually trails well behind

labour market inevitably beckons. However, the number of job

economic trends. But soon after the 2009 recession unemploy-

seekers aged 45 to 65 increased as well and has been on the rise

ment was already declining. Based on their labour market

for some time. This is due to a number of factors, including the

policies businesses now seem to be anticipating a new

discontinuation of the pre-pension schemes. Many of these job

slowdown in growth, which is unusual. During the crisis, many

seekers have actually found work: the number of people with

companies were reluctant to let go of employees they had

jobs in these two age categories rose sharply in the third quarter

recruited with much difficulty in the tight pre-crisis labour

of 2011 (figure 43). The group hit the hardest were males aged

market (a phenomenon known as ‘labour hoarding’). However,

25-45, due to their relative overrepresentation in cyclical indus-

since the recovery has proved to be short lived and the outlook

tries such as construction and manufacturing.

is less favourable, this strategy is not sustainable.

For 2011 as a whole, average price levels are expected
to rise by 2¼%.The 2011 price increase was once again
driven mainly by higher energy and food prices. Core
inflation (i.e. excluding food and energy) is slightly
higher than 1%. The contribution of food and energy to
inflation is expected to decline at the end of 2011 and
during 2012. The demand side will barely drive up
prices, as domestic spending will see only modest
growth. Inflation is expected to fall to 2% in 2012.
Demand-driven inflation will also remain relatively low
during the period from 2013-2017, with prices
estimated to rise by an average of 1¾% annually.

Housing market slump
Housing market sentiment has been exceptionally low
for some time, due primarily to fragile economic developments. The poor sentiment is sustained in part by the
uncertainty regarding government policy. It is not
inconceivable that the mortgage interest rate deductability will be curbed in the coming years. In addition,
the government will be dealing with six legislative
proposals (known as the ‘six-pack’) that will increase
financial and economic regulation in the European
Union. This may affect the Dutch government’s housing
market policy, as gross household debt in the Nether-
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lands is too high under the European legislative
proposals. The main reason for this debt is the
tax-driven high gross mortgage debt.
The 12-month average of the number of homes sold
has been hovering around 123,000 since the start of the
third quarter of 2011 – roughly 40% lower than in the
years immediately preceding the financial and
economic crises (figure 45). The trend of the number of
transactions has therefore been broken in a negative
sense: between the fourth quarter of 2009 and the first
quarter of 2011, the number of transactions hovered
between 126,000 and 130,000. We can therefore state
with increasing certainty that the reduction in the
transfer tax has not resulted in the increase in the
number of transactions politicians had hoped for.

Figure 45: Further decline in transaction 
numbers
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The lower transaction volume is coupled with an
increase in the number of homes for sale and a drop in
the average home price. For example, in the month of
October 2011 there were a total of 221,000 homes for
sale, which, based on current transaction numbers,
indicates a stock of 21 sales months.2 Homes are
currently vacant for an average of 268 days, i.e. a little
over nine months. Of the homes for sale, 6% remain on
the market for three years or longer – as against less
than 3% in the previous year. Consequently, in the third
quarter of 2011 prices of existing owner-occupied
homes dropped for the fourth consecutive quarter from
the previous quarter. Given the uncertain situation in
Europe, the weaker economic outlook, the government’s austerity programme, the declining purchasing
power and the debate on pensions and the mortgage
interest rate subsidy, there is little reason to expect a

sharp increase in the number of transactions in 2012. In
2011, the average home price is expected to drop by
more than 2%. In 2012, the decrease is likely to be
slightly higher: 3%. With the uncertainty regarding the
government’s policy expected to continue beyond
2012, the medium-to-long term outlook is also far from
rosy.
Public finances
Starting in 2012, Dutch people will really start feeling
the pinch of the cuts implemented by the government. It will be evident both in their purchasing power
and in the treasury: the government budget deficit is
substantially lower than in 2010, when the hole in the
budget still accounted for 5.4% of GDP. The budget
deficit is expected to fall to 4¼% in 2011 and 3½% in
2012. In 2012, the government budget deficit becomes
dangerously close to the limit beyond which the
government has committed itself to additional cutback
measures. At the beginning of its term the government agreed to further spending costs if the budget
deficit falls more than 1% below the deficit estimated
at the beginning of the government’s term of office. At
the time, the government assumed a deficit equivalent
to 2.7% of GDP for 2012. Additional cutbacks (or an
increase in the tax and premium burden) will cause
growth to be further stymied in the short term. Overall,
the effect of the public finance measures will therefore
be limited due to a further decline in tax revenues and
an increase in expenses on (for example) unemployment benefits. Accordingly, the government would do
well not to implement additional spending cuts during
these uncertain times. Instead, it should be persuasive
in its promise of structural reforms that will eventually
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result in a stronger economy and healthier public
finances (e.g. measures related to pensions, healthcare,
the housing market and the labour market) but that do
not unnecessarily hamper growth in the short term.3
During the period from 2013-2017, the government
budget balance will be just below -2% of GDP; it will
improve during this period as a result of the costcutting measures and the moderate economic growth.
The government debt will reach a peak of more than
66% in 2016, after which it will decline. The debt will
fall further once the nationalised ABN Amro Bank is
sold. Thanks to favourable conditions the finances of
the Dutch government and its ability to meet its
commitments will not be compromised in the
immediate future,4 but public finance is nevertheless
more vulnerable than it would appear, due to the
considerable economic uncertainty and the fact that
effects can enhance each other. It may therefore be
possible that Dutch public finance will be in more
alarming shape than should be assumed based on
existing obligations. In addition, public finances remain
vulnerable to new shocks. During the crisis the government provided guarantees to the Dutch financial
sector. It has also indirectly (through the EFSF)
provided guarantees on loans to other European
countries. If the economic situation deteriorates
dramatically, guarantees could be invoked, which may
increase government debt. Additionally, the Dutch
State has also provided a number of indirect guarantees (including the Deposit Guarantee Scheme and the
National Mortgage Guarantee), which, in light of the
current economic uncertainty, could negatively affect
public finance. The expenses will initially be covered by
a foundation or other institutions, but if these default

on payments the government will act as a lender of
last resort.
The most pressing problem facing the government in
the immediate future, however, is unsecured future
expenses, such as the increased costs of state pensions
and healthcare due to demographic ageing. Although
the government’s austerity measures will keep the
budget deficit down during the government’s current
term of office, these measures are not structural enough
to be able to guarantee the sustainability of public
finance in the long term.5 The government should
therefore not announce additional cutbacks if the
budget deficit exceeds the 1% limit in 2012, but should
implement structural reforms instead.
Concluding comments
After the swift, export-driven recovery of the Dutch
economy in 2010, the cooling of the global economy is
already putting a spanner in the works in 2011,
although this slowdown in growth had been anticipated for some time. The real culprit is the growing
unrest over the government debts of a number of
European countries and the resulting increasing doubt
as to the sustainability of the eurozone in its current
form. The debt crisis creates uncertainty among
consumers, thereby curtailing consumption. In addition,
in the long term the crisis constitutes a direct threat to
Dutch public finances, which are already under pressure
from demographic ageing. This is compounded by the
fact that the Dutch government will be stepping up its
austerity programme in 2012. Nevertheless, in an international context the Dutch economy is in relatively
good shape: the government deficit is lower than in
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many other European countries, the unemployment
rate is one of the lowest in the eurozone, and the
Netherlands remains one of the world’s richest
countries based on per capita income.
Going forward, however, the country will need to
prepare for moderate economic growth, as the
shrinking working population (due to demographic
ageing) has reduced the Dutch economy’s growth
potential. Furthermore, investments are still far from
pre-crisis levels – thereby undermining growth potential – and it will take many more years before the debt
problems in other European countries are solved.

Thanks to a strong first quarter, average growth in 2011 is significantly
higher than fourth-quarter growth for that year. The growth rate for 2012
will therefore be lower than if the growth were distributed more equally
in 2011. This is known as a ‘carry-over effect’.
2)
In 2007, this amounted to approximately seven sales months.
3)
See also Rabobank Special Report 2011/25, ‘National budget 2012: Take it
or leave it’ (‘Miljoenennota 2012: Kiezen of delen’).
4)
See Rabobank Special Report 2011/28, ‘Risks facing the treasury’ (‘Risico’s
voor de schatkist’) for an overview of the risks affecting the treasury and
public finance’s resistance to shock.
5)
See also Rabobank Special Report 2011/33, ‘Ensuring future-proof healthcare’ (‘Zorgen voor toekomstbestendige zorg’).
1)

Table 5: Key statistics Nederland
Year-on-year change in %

2010

2011

2012

2013-2017

Gross Domestic Product

1.8

1½

½

1

Private consumption

0.4

-¾

-¾

0

Government expenditures

1.5

½

-½

-½

Private investment

-4.7

6¼

2¾

3¼

Exports of goods and services

10.9

4¾

3½

4

Imports of goods and services

10.5

4½

2½

3½

				
Consumer price index

1.3

2¼

2

1¾

Unemployment (% labour force)

5.5

5¼

5¾

5½

Government budget (% GDP)

-5.4

-4½

-3½

-2%

Government debt (% GDP)

62.8

65

65¼

66¼

5.5

6

6½

6½

Current account balance (% GDP)
Source: Rabobank, Reuters EcoWin

34

ı Outlook 2012 ı How resilient is the economy? ı

ı The Netherlands ı

