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preface

“European and
Dutch politicians bear
a great responsibility”

Slowly but surely, we are turning our gaze upwards
again. Although we are aware that this remains a time
of great economic uncertainty, 2013 is shaping up to be
the year in which we will very gradually start emerging
from the slump. Our economists expect the global
economy to rebound slightly but growth will be
nowhere near pre-crisis levels. The European economy,
including the Netherlands, should be able to book very
modest growth next year. However, we emphasise that
there will still be major policy challenges and that the
recovery will remain fragile.
In Europe, we are witnessing tentative positive signs
that the debt crisis is being tackled. This appears to be
largely due to the ECB’s strong willingness to support
the struggling governments in the periphery, coupled
with the communication by politicians for a stronger
integration in the eurozone. However, this does not
mean that there will be no more turbulence in the
financial markets, with its negative repercussions for the
real economy. While a number of steps have been taken
to strengthen the European institutional framework,
recent years have shown that political decision-making
and implementation are very slow processes. We again
stress the importance of decisive political action, not
least because the economic and social cost of delaying
a comprehensive solution to the crisis is rapidly
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increasing, both for our Southern European neighbours
and for our own households and businesses.
Although the open economy of the Netherlands will
benefit from a slight uptick in foreign demand next year,
the pace of recovery will remain sluggish in the
foreseeable future, especially due to the current strict
fiscal austerity agenda. Domestic spending will remain
subdued amid rising unemployment, negative equity in
the housing market and low consumer confidence.
Indeed, consumers will continue to face strong
headwinds given that households’ purchasing power
will fall again sharply in 2013. Against this backdrop, we
expect the Dutch economy to grow by a meagre ¼%
next year.
In the Outlook 2013, we look both cautiously upwards
and forward. A look at the years beyond 2013 reveals
that the underwhelming growth figures for next year
will be the rule rather than the exception for many years
to come. In fact, we anticipate a consistently lower
long-term growth potential in the Netherlands, based
on factors such as an expected slowdown in labour
productivity and the inevitable ageing of the Dutch
population. The Netherlands will need to start preparing
adequately for these changes at a sufficiently early
stage; the government must provide long-term
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solutions to challenging issues such as the housing
market, the labour market and healthcare. The business
community, for its part, will also need to brace itself for
a prolonged slowdown in growth and continue
searching for new growth markets while, at the same
time, switching to business models that are less growthdependent.
To conclude, European and Dutch politicians bear a
great responsibility. Fortunately, recent European policy
measures have been encouraging and the Dutch
political parties, in finalising the Spring Agreement with
such resolve, have shown that they assume their
responsibility under pressure. We need only look at the
situation elsewhere in Europe to realise that this should
not be taken for granted. I sincerely hope European
cooperation will help our politicians resolve these issues
and continue to stabilise the European and Dutch
economies, ensuring we can continue looking up in the
future.
Piet Moerland
Chairman of the Executive Board
Rabobank Nederland
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International

the beginning of the end
Now in its third year, the European debt crisis has had devastating
economic and social consequences. In the industrialised world in
general and Europe in particular, the negative impact of the crisis
on public sentiment and economic activity has been most obvious.
The advanced economies will depend mostly on the emerging
markets for growth, although the latter are by no means immune
to the deteriorating economic conditions in the former. In the
emerging markets, too, growth in 2012 and 2013 will be lower
overall than in 2010-2011. We therefore expect the global economy
to grow by a modest 3¾% in 2013.
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The European debt crisis
- 3 years on
Figure 1.1: Debt problem is widespread among
industrialised world: Euro crisis is systemic
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Figure 1.2: Fresh record lows in 2-year German
bond yields in 2012
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‘Systemic crisis’ remains the keyword
Even though high government debt is near-universal in
the industrialised nations (figure 1.1), it is the eurozone
that is being punished for it, particularly the Southern
European countries. In our 2011 Outlook, we argued
that only a fiscal union - in addition to a monetary union
- could re-stabilise the eurozone economy in the long
term. We believe this involves two vital elements: (i)
more centralised regulation of national public finances
and (ii) partial debt sharing, either explicitly or
otherwise. The question is whether at this stage, after 22
EU summits, we have accomplished enough to be able
to say we are on the right track? We would say the
answer is ‘yes’, but with some qualificiations, notably
due to European politicians’ shifting positions in the
debate. There is a risk that they - under electoral
pressure in their home countries - will once again be
tempted to view the crisis as a series of problems
pertaining to individual (peripheral) countries. Although
this is what triggered the debt crisis in the first place, we
maintain that there is a need for effective (or rather,
more effective) policy coordination at the eurozone
level. The systemic nature of the crisis requires that the
eurozone leaders occasionally look beyond their own
short-term national interests. For obvious reasons, the
majority of politicians will have a difficult time
relinquishing their national sovereignty. Pressure from
the financial markets was needed on several occasions
in order to enforce decisions; however, there remains a

sustained conflict of interest between the political
leaders of the core eurozone countries and those of the
eurozone periphery. Politicians in these peripheral
countries1 are pushing for a far-reaching mutual public
debt guarantee scheme, while their counterparts in the
core countries mostly advocate more common control
over fiscal policy, notably in the weaker countries. The
former will initially calm down markets the fastest, but
may result in moral hazard risk; the latter is, therefore, at
least as important, but requires more patience and
endurance.
Two steps back, one step forward
Between 2010 and mid-2012, major tensions erupted in
the financial markets. Measures taken by EU policy
makers managed to reduce market stress but this was
always temporary, since they were not moving the
eurozone towards a full-fledged fiscal union2. This caused
financial assets to plummet during the second quarter
of 2012, including the prices of peripheral government
bonds, bank bonds and equities3. With investors
collectively seeking refuge in German government
bonds (a development from which other core countries,
such as the Netherlands, benefited as well), interest
rates on short-term paper in these countries dropped
temporarily below zero (figure 1.2). In June, yields on
1 This refers to the Southern member states Portugal, Cyprus, Spain,
Greece, Italy, and Ireland.
2 This refers to a far-reaching form of debt sharing, including
centralised regulation of national public finances.
3 In our previous Outlook, we mentioned a series of consecutive
‘J-curves’ in relation to peripheral government bond yields, where
yields would initially fall temporarily due to interventions by
policymakers, only to rise again - and often more sharply - when the
lack of a long-term solution became obvious.
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10-year German government bonds dropped below 1.2%.
In early 2012, the eurozone member states agreed to
implement a more comprehensive set of budgetary
rules, which are to be enshrined in each countries’
national law. The agreement on the European Stability
Mechanism (ESM) was also finalised this year, even
though its implementation was uncertain until the
ruling of the German Constitutional Court in September.
The ESM has recently been officially launched.

Figure 1.3: Is it different this time?
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In late 2011 and early 2012, we also saw the completion
of the 3-year liquidity operations by the ECB, known as
Long-Term Refinancing Operations (LTRO). The
absorption of an average of more than EUR 460bn in
additional liquidity by the banks prevented a systemic
banking crisis and, by extension, an EMU-wide credit
crunch, since this satisfied the short-term financing
needs of banks in the eurozone. The ECB Council
Members have also hinted on several occasions that
LTRO funding could help control the sovereign debt
crisis, since it enabled banks to buy sovereign bonds.
However, the side effect of this development had
become clear by the second quarter: the peripheral
banks’ purchasing of debt securities issued by their own
governments further reinforced the financial link
between these banks and their governments, making
them even more vulnerable to rising fiscal risks. When
yields on Spanish and Italian government bonds began
to climb again during the second quarter, this had an
immediate impact on banks operating in these
countries, causing the crisis to escalate once again. The
ECB has, therefore, bought time with the LTROs and has
managed to control the crisis temporarily, with the
unwelcome side effect described above.

Improvement of market sentiment since mid-2012
Since summer 2012, however, we have seen a
substantial improvement in market sentiment. We
identify three crucial elements. First, there is recognition
- however reluctant - by the eurozone leaders that the
establishment of a fiscal union is ultimately inevitable,
with EU President Herman van Rompuy’s agenda for
greater integration serving as a guideline towards that
end - including centralised regulation of banks within a
European banking union. Secondly, the bailout funds
would be given a more flexible role (although at the
time of writing, there remains controversy regarding the
conditions for providing direct support to banks).
Thirdly, there was the ECB’s announcement regarding
conditional, direct purchases of government bonds
(known as Outright Monetary Transactions - OMTs) as a
form of financial aid for distressed sovereigns.
The ECB’s OMTs: crucial to control negative
sentiment
The financial markets responded very positively to the
ECB’s offer to purchase existing government paper subject to strict conditionality - in order to, by their own
account, restore the monetary transmission mechanism
and minimise ‘convertibility risk’. The requirement that a
country first submit an official request to the eurozone
member states for aid from the ESM/EFSF bailout funds
eliminates the uncertainty about the ECB’s role. The only
thing that matters now is the negotiations between the
eurozone leaders and the country requesting assistance.
The positive response to the OMT is reflected in the
Spanish bond yields and the CDS market (figure 1.3).
Note that CDS premiums reflect the risk of sovereign
default. Both yields and CDS premiums have fallen
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Figure 1.4: Historical precedent is less than
favourable...
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Figure 1.5: Supply rather than liquidity could
be the issue
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sharply since July 2012, and we are seeing a similar
trend in Portugal and Italy. This is in sharp contrast to
previous episodes. In August 2011, when the ECB began
purchasing Spanish and Italian government bonds as
part of its Securities Markets Programme (SMP), and in
late 2011 and early 2012, when the ECB launched its
LTROs, Spanish bond yields dropped, while CDS
premiums remained remarkably high. This was a sign
that the market regarded these interventions mainly as
a (temporary) liquidity solution.

Stock of 0-3y Spanish bonds excl. ECB holdings
Estimated cumulative ECB purchases

Source: Bloomberg, Rabobank
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If the ECB were to maintain the same weekly purchasing
pace as under the previous SMP programme (EUR
4.7bn, of which we assume EUR 1.9bn was spent on
Spanish bonds), it will have purchased the full supply of
Spanish bonds in the 0-3 year category (currently with a

total value of EUR 205bn) by mid-2014 (figure 1.5)4. In
view of market disturbance, the ECB will presumably not
let things go that far, and will therefore be soon
compelled to look beyond the 3-year maturity bucket
and/or accept short-term bonds issued after the start of
the OMT programme. However, the greatest risk is
arguably that the ECB, in introducing the OMTs, has
once again sacrificed some of its policy freedom. Due to
all the previous measures implemented, and now, after
the launch of the OMT facility, it has increasingly
become part of the problem. This is because
temporarily suspending the bond-buying programme
in case a country fails to meet its commitments is
difficult in practice. In particular, a cancellation of the
purchases, due to renewed market pressure, may hurt
financial stability in the euro area.
From this perspective, stopping the purchase of
government bonds appears to be a time-inconsistent
threat. Against this backdrop, support in the core
countries, particularly Germany, will erode quickly if
countries receiving aid under the OMT programme fail
to meet their commitments.
Spanish paradox
Until now, however, the rise in market confidence is
unquestionable. This is currently even resulting in what
we refer to as the ‘Spanish paradox’: the sharp fall in
Spanish government bond yields has relieved pressure
on the government to make an official request for aid.

4 We anticipate the effect that bonds with a long time to maturity
may eventually fall into the 0-3 year maturity category, making them
eligible for purchase.
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This is a good example of the moral hazard risk
mentioned above. It is blatantly obvious that the
negative political consequences are preventing the
Rajoy government from doing so (in light of the Catalan
population’s increasing call for secession and potential
loss of sovereignty to the International Monetary Fund
(IMF)). Still, pressure from the market is also necessary in
order to convince politicians in the core countries
(Germany in particular) that there is truly no alternative.
The recent fall in Spanish interest rates reflects - oddly
enough - an ‘acceptance’ by the market that Spain will
eventually yield to the pressure.

Figure 1.6: Spanish austerity self-defeating?
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Spanish request for aid brings us to Italy
Nevertheless, if this decision is delayed too long, the
markets will ultimately force Spain to make a request.
This may currently be prompted by the rising political
uncertainty, now that the call for independence is
ringing out loudly in Catalonia and the Basque Country.
This renewed deterioration of market sentiment in such
a scenario need not be the last, since as soon as Spain
has made an official request the risk will quickly shift to
Spain’s competence in meeting its reform and
budgetary targets. Recent history has taught us that,
under the current conditions, excessive spending cuts
are likely to be counterproductive and thereby increase
the likelihood of deficit targets being missed (figure 1.6).
The IMF seems to have taken this position as well, as its
most recent World Economic Outlook reveals5. This
brings us back to the question of whether the ECB is

5 In economists’ jargon: the budget multipliers may be larger than
1. See: Coping with high debt and sluggish growth, IMF World Economic
Outlook, October 2012.

able or willing to stop providing aid under its OMT
programme. It also cannot be ruled out that the focus
will shift to Italy once Spain has made an aid request.
Ultimately, the markets might start propelling Italy
towards such a request. While Italy may have one of the
lowest government deficits in the eurozone (it even has
a budget surplus when interest payments are excluded),
its debt-to-GDP ratio is markedly higher. Thus, Italy is
highly vulnerable to a rise in interest rates amid higher
systemic risks. That said, the country compensates for
this by having, along with Belgium, one of the largest
private sector asset positions in the eurozone, which
allows the government to finance its debt mostly
domestically. The fact remains that long-term reforms in
Italy have been slow to start and this has weakened the
country’s competitive position in relation to the other
peripheral member states (box 1.1). Italian public
resistance to external aid is at least as strong as that of
Spain. It is possible that the Italian Prime Minister, Mario
Monti, could push through with accepting another
package of long-term reform measures before the
scheduled elections in April 2013, yet this is very difficult
to estimate at this juncture.
Two steps forward, one step back
In summary, we regard the combination of potential
OMTs and ESM interventions as an important step
towards resolving the crisis, since they have sharply
reduced the ultimate risk of a eurozone collapse, as well
as involving an implicit shift of debt from the eurozone
periphery to the core. While it does not stabilise our
situation right away, we have entered a stage where the
underlying market trend has become positive, even
though regular negative shifts in market sentiment will
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remain necessary in order for Europe to keep moving
towards a fiscal union. Since mid-2012, this change in
trend has been reflected in an increasing interest rate
differential between 10-year and 2-year German
government paper (figure 1.7).

Figure 1.7: Sea change in sentiment
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Figure 1.8: EUR swap rates and forecast
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In terms of interest rate movements in the future, this
means we will see another increase in bond yields for
the core countries (notably Germany) in 2013 to more
‘normal’ levels. In 2013, we will also see a growing
number of investors abandoning the safe havens, and
the implicit shift of the debt burden from the eurozone
periphery to the core countries will accelerate the
convergence of government bond yields between the
core (up) and the peripheral member states (down).
Since the ECB is more likely to reduce than increase its
policy rate in 2013, this will result in steeper German
and Dutch yield curves. This also applies - albeit to a
slightly lesser degree - to the European swap curve,
where a trend reduction in premiums for counterparty
risk is pushing down swap rates. Swap rates are also less
sensitive to ‘safe haven’ flows than German government
bond yields. We see the 10-year swap rate increase by
approximately 80 basis points by end-2013 (figure 1.8).
As stated, we are likely to see repeated relapses. Still, as
long as the market remains confident that political will
is strong enough to protect the euro, these relapses will
be temporary. Given the weak economic activity in 2013
and the slow recovery in the ensuing period (covered
later on in the Outlook), capital market interest rates are
expected to remain well below pre-crisis levels.
Anticipation that the ECB will start adjusting monetary
policy from 2014 onwards will probably cause shortterm interest rates to rise by the end of 2013 and

beyond, which in turn will cause the yield curve to
slowly level off. Thereafter, the curve will shift further
upwards as a whole.

European corporate bond
markets
Driven by investors’ risk-seeking behaviour
The European debt crisis and the measures to solve it
have also left their mark on the corporate bond markets.
Credit spreads fell sharply in the first quarter due to the
LTRO-driven rally. After an increase in credit spreads in
the second quarter, they dropped again during the
second half of 2012 on a new wave of market optimism.
The iTraxx Main Europe index - an indicator for
corporate bankruptcy risk - declined overall with
approximately 55 basis points until the beginning of
November (figure 1.9). For many issuing parties, absolute
yields on corporate bonds reached new historic lows
due to the sharp drop in German government bond
yields and swap rates. The year 2012 saw many new
corporate bond issues (figure 1.10), with businesses
taking advantage of the improved market sentiment
and low interest rates. Some of these businesses may
already be frontloading their funding for 2013, with the
consequence that we will see a slowdown in the issue
of new corporate bonds next year.
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Source: Markit, iBoxx

Opportunities as well as risks in 2013
Given our base scenario for the eurozone’s crisis to be
gradually addressed, we feel there is scope for a further
fall in risk premiums. Money-market interest rates will
remain very low, while the demand for corporate bonds
continues to benefit from the tarnished image of
(peripheral) government bonds. Lower spreads
between corporate bonds and swaps and a limited
issue of new bonds also provide opportunities for
weaker (or lower-rated) companies to tap the capital
markets. Selectivity is the keyword for investors in this
market, as there are certainly risks involved. Indeed,
opportunities are tempered by the expected increase in
yields on government bonds issued by the core
countries and in swap rates, which will drive up yields in
absolute terms. On a fundamental level, the outlook is
also not particularly favourable. Revenues of
non-financial firms are down, and profit margins

deteriorated in the past year due to rising cost inflation
combined with a slowdown in demand (figure 1.11).
The macroeconomic outlook in 2013 remains
somewhat bleak. Although we should note that large
businesses have managed to keep afloat remarkably
well by focusing on growth in other (emerging)
markets. That said, the growth outlook in these
countries is also far from buoyant.
Overall, we expect positive returns on corporate bonds,
however nowhere near as high as in the past year, when
investment-grade bonds generated average returns of
around 10%. The mergers and acquisitions (M&A)
market is expected to increase significantly, albeit from
a low base (figure 1.12). Corporate investment is
expected to remain low even though large companies
have accumulated substantial cash reserves in recent
years. Once prospects improve, this will result in more
M&A activity.

Figure 1.10: Stronger issuance by non-financials in 2012

Figure 1.11: Profit margins of European corporates under
pressure

Figure 1.12: Mergers and acquisitions, deal volume

Figure 1.9: On balance, lower (corporate) risk
premiums in 2012
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The global economic outlook

Figure 1.13: Global growth forecasts
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Cuts versus stimulus
The renewed escalation of the euro crisis in the spring
of 2012 has undeniably had a strong impact on global
economic activity. The resulting choice to be made by
policymakers between a) continuing the necessary
spending cuts and reforms and b) further increasing
policy scope to facilitate economic growth is visible
both in Europe and across virtually the entire
industrialised world. In those countries where there is
sufficient scope for fiscal stimulus - which is the case
mostly in a number of emerging economies policymakers have been reluctant until now to use this
policy space, as they want to be prepared for tougher
economic times. A notable exception to this trend are
the North African and the Middle Eastern countries,
where government spending for income support has
increased as a consequence of 2011’s Arab Spring6.
However, in the global context this is no more than a
drop in the ocean. Overall, global growth will likely
reach 3¼% in 2012 - a slowdown from 2011, which saw
a growth rate of 3.9% (figure 1.13). The exact impact of
the renewed escalation of the euro crisis in the spring of
2012 obviously cannot be estimated, but one indication
is the downgrade of our global growth expectations for
2012 by ¼%-points since this spring.
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Policy measures reduce crippling uncertainty
Fortunately, the economic outlook is not extremely
poor, although that is as positive as the news gets. As
stated above, the combined efforts of the eurozone
leaders, especially the ECB, have significantly improved
financial conditions across Europe. While this will not
speed up the pace of recovery in the immediate future,
we will be rid of the crippling effect of uncertainty
regarding the survival of the monetary union. Since the
path to full resolution of the crisis is unlikely to be a
smooth one, confidence - and, consequently, the
financial environment - will both take new hits during
20137. In addition, even when the crisis is completely
resolved, we will see a continued policy effort for many
years to implement long-term structural reforms and
repair the economic and budgetary losses incurred. We,
therefore, expect global growth recovery to remain
limited to 3¾% in 2013. Beyond that, we expect the
world economy to recover further and growth to pick
up slightly to 4-4½%. This growth rate is still
substantially lower than prior to the financial crisis in
2008/09, when above 5% was the norm, a result of
having to repair the damage in large parts of the
industrialised world.
Eurozone moans and groans, but starts to regain
balance8
In the eurozone, the pressure of the crisis on economic
sentiment and activity is obviously most intense. As a
direct result of the renewed escalation of the euro crisis,

Rabo forecast Nov '12

Source: IMF, Rabobank
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6 See: Regional Outlook 2013 - Middle East and North Africa, Rabobank
Special 12/15, November 2012.

7 See: Euro crisis: Institutional tug-of-war, Rabobank Special Report
12/14, September 2012.
8 See: Eurozone: sluggish recovery is testing patience, Rabobank
Special 12/11, November 2012.
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the quarterly growth would have been 1.1%: a
remarkable improvement from the first half of the year
Figure 1.14: Data defy sentiment … for now
and, naturally, implying a boost to GDP growth in 12Q3.
Sadly, the boost may be only temporary. First of all,
%
%
2
2
production growth is not in line with the low levels of
1
1
sentiment amongst purchasing managers in the
manufacturing sector, which point to continued
0
0
contraction of economic activity. Figure 1.14 shows the
-1
-1
correlation between the combined confidence of
purchasing managers in both the industrial and the
-2
-2
Eurozone GDP, q-o-q growth, realised and predicted
services sector along with GDP growth in the eurozone.
growth, the latter based on the eurozone composite
purchasing managers index (PMI)
The current mood would, on past form, suggest a
-3
-3
99 00 01 02 03 04 05 06 07 08 09 10 11 12
Recession continues without intensifying markedly prolonged - or even sharper - contraction of GDP in the
Realised GDP growth
Growth prediction based on PMI
European industrial production (seasonally adjusted and third quarter than in the second quarter. While we may
excluding the construction sector) bounced back in July have been spared the sharper contraction in the third
Source: Reuters EcoWin, Rabobank
and August, with a monthly growth rate of 0.6% recorded quarter due to the recent industrial production growth,
this may still manifest itself in part in the GDP growth
in each month. If production stagnated in September,
Table 1.1: Forecast summary Eurozone
figure of the fourth quarter.
What is even more significant, however, is that industrial
		
2011
2012
2013
production reflects only a small portion of the eurozone
economy, while in the much larger services sector the
Year-on-year % growth				
outlook remains weak. Due to the continued austerity
Gross domestic product		
1.5
-½
½
drive in many euro countries, the weakening labour
Private consumption		
0.1
-1
0
market and significantly lower consumer confidence,
Government consumption		
-0.1
-½
-1
households are unable and unwilling to increase
Investment		
1.6
-3¼
½
spending.
Exports of goods and services		
6.4
2¾
3½
the eurozone economy booked a small quarter-onquarter (q-o-q) contraction of real GDP (-0.2%) in the
second quarter of 2012. With the confidence of
European businesses and households further waning in
the run-up to the third quarter, we were afraid, until
recently, of a sharper economic contraction in the
second half of the year. Fortunately, this is unlikely to
happen thanks to a surprising rebound in European
industrial production during the summer. As such, we
expect the economy to contract modestly in the second
half of 2012.

Imports of goods and services		

4.2

-¼

2½

Consumer prices		

2.7

2½

1¾

Unemployment (%)		

10.2

11½

11½

Government balance (% GDP)		

-4.1

-3¼

-2½

Government debt (% GDP)		

88.1

93

95

Source: Reuters EcoWin, Rabobank
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The observation that world trade - assuming stagnant
September data - may have contracted by 0.6% q-o-q
during the third quarter (compared with 0.6%
expansion in the second quarter) shows that we should
not expect any external miracles for the eurozone
economy.
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Less brakes applied, but not yet at full throttle
For 2013, we expect growth to pick up very slightly in
the euro region. This expectation is the result of a
reduction in the number of forces acting as a drag on
the economy. Firstly, we will see financial conditions
improve, mainly due to the combined efforts of the
eurozone leaders and the ECB. However, the resulting
boost to household and business confidence will
become visible only gradually and depends on how
clearly the institutional progress takes shape and how
consistently they are followed. The risk of a relapse is
clearly present, with the corresponding economic
fallout. Secondly, based on National Reform
Programmes, we see the pace of fiscal austerity
decrease slightly in 2013. Thirdly, we expect inflation to
fall from 2.5% in 2012 to 1¾% in 2013, which slightly
improves households purchasing power. The effects on
spending will probably be limited here as well, since
uncertainty will not be fully eliminated and the labour
market will remain very fragile as growth increases only
moderately. In addition, growth will remain very
unevenly distributed in 2013 across the monetary
union, with recession in the four Southern European
economies continuing combined with minor growth
elsewhere.
Recovery in growth capacity decisive
It should be clear that economic risk will remain
substantial going forward. However, if we make it
through 2013 largely based on our forecast, we will look
to the years beyond with more confidence. This is
because the disappointingly slow recovery in the
eurozone is a result of the painful form of
macroeconomic rebalancing (box 1.1). The long-term
14
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reforms and restoration of competitiveness aim to
solidify this rebalancing process. Besides, they also
bolster the growth potential in Southern Europe, which
will eventually be able to increase the growth capacity
in Northern Europe again (box 1.2)9. In this sense, we
would like to emphasise that the recovery of long-term
growth potential will have to prevail over short-term
fiscal adjustments. Within the parameters of the more
stringent European Stability and Growth Pact, we
advocate greater leniency for countries that are on
schedule with their long-term reform agendas but that
are not (or not yet) able to meet their budget targets
due to economic setbacks. This type of approach also
helps minimise the (socio-political) risk of austerity/
reform fatigue10.
Weak recovery
However, all this does not mean that the eurozone will
return to average growth rates of approximately 2¼% in
the medium term, as recorded before the global
financial crisis. This is because the Great Recession has
also had an impact on long-term growth potential due
to the sharp rise in structural unemployment and the
collapse in capital goods investment, which weighs on
productivity growth. As an additional factor, the ageing
of the population is now underway in the majority of
member states. Since we expect that these countries
will not be able to use (or fully use) the extra labour
supply resulting from the various increases in the
pensionable age for some time to come, long-term
9 See: Zuid-Europa en Ierland in actie, Rabobank Themabericht 12/26,
September 2012.
10 See: Political risks in the eurozone, Rabobank Special 12/08,
October 2012
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Box 1.1: Rebalancing: more sustainable than generally feared

regulator (i.e. the ECB) will ensure more consistent
The rebalancing in the eurozone comes with its
macro-prudential regulation.
share of pain, i.e. through a reduction in spending in
the weaker countries rather than an increase in
spending in the stronger ones. The countries that still Secondly, the European Commission ensures that the
fiscal consolidation that is currently taking place is
booked a combined current-account deficit
predominantly shaped by long-term spending cuts
amounting to 2.9% of the eurozone GDP at the end
of 2008 have since then seen a substantial fall in their and increases in tax and social insurance contributions.
Thirdly, the long-term reforms (see the vertical axis in
domestic spending due to a sharp drop in imports.
figure 1.15) secure the restoration of competitiveness.
As a result, the deficit fell to approximately 1½% of
The latter extends beyond a cautious decline in unit
the eurozone GDP in mid-2012. This means the
labour costs (figure 1.16 - dark orange bars), which is the
economic imbalances that played a central role in
usual reference. This suggests that, while the first steps
the euro crisis have been partially eliminated.
have been taken, there is still a long way to go. The
Figure 1.15 shows the fiscal consolidation that has
occurred in the euro countries since 2010 (horizontal implicit assumption is, then, that an increase in wage
costs by definition results in loss of price-competitive
axis). The efforts of countries such as Portugal and
Greece were more than six times larger than those of
the core member states (represented by the dark blue
Figure 1.15: Austerity and reform go hand-in-hand
triangles in the figure).
% of OECD reform recommendations that
were being followed up upon in 2010-11

What is more important than the rebalancing itself is
making sure it is sustainable over the long run. If the
rebalancing remains only cyclical in nature, economic
recovery will result in a renewed rise in current
account deficits in the South. A number of conside
rations give us some confidence that the rebalancing
will be largely long term in nature. First of all, it is not
likely that the weaker countries will start financing
domestic growth in spending with foreign loans in the
immediate future. In the medium term, the banking
union will be in place, within which the European
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ness, while the standard comparison with changes in
German wage costs suggests that Germany is the
relevant competitor for the export sector in every euro
country. Both these assumptions are inaccurate; a
clearer picture can be gained by looking at the tradeweighted (effective) exchange rate and adjusting it for
changes in labour costs (see the dark-blue bars in figure
1.16). We then see that Southern Europe - with the
exception of Italy - has already taken important steps
towards regaining its price-competitiveness. This does
not alter the fact that (substantial) further long-term
reforms are required in order for these countries to
move up the value-chain so that they can tap new
growth markets.
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Box 1.2: Southern European growth dividend

With the Southern European economies accounting
for approximately one-third of eurozone GDP, any
change in the growth performance in these countries
will have a fairly strong impact on the growth outlook
for the entire region. The Southern European econo
mies collectively headed into a recession in the second
quarter of 2008, and have since then contracted by
6.7% on a cumulative basis. The contraction was not
continuous: from the first quarter of 2010 up to the
third quarter of 2011, these economies grew slightly,
by 1% on a cumulative basis over those 18 months.
We expect Southern Europe to see further economic
contraction in 2013. Credit-financed growth of
(government) spending will not make a comeback in
the near future (see box 1.1). This naturally raises the
question how they will eventually start contributing to
the eurozone’s (potential) growth?

The answer lies in the substantial long-term reforms
implemented by all Southern European countries.
This is occurring partly as part of official aid packages
(in the case of Greece and Portugal) and partly under
pressure from the financial markets and the other
eurozone member states (in the case of Spain and
Italy). The rate of reform can be considered impressive,
especially compared with that during the years
preceding the debt crisis. In part, of course, this results
from the fact that before the crisis even the lowhanging fruits were left unpicked. Based on IMF
estimates, the implication of long-term reforms on the
growth outlook can be considered substantial,
although this will not be noticeable until several years
from now1. Over a 5-year horizon, the reforms
implemented could account for 4.5% of cumulative
growth in economic activity. Over the long term, these

effects could further increase up to an impressive 10%
of cumulative growth. Broken down by type of reform,
interventions in the product markets (that is, more
competition, and breaking open the services industry)
account for approximately half of the growth boost.
Tax reforms (in the form of a simplification of rules and
exemptions and a prevention of tax evasion) and
pension reforms (postponing retirement and lower
pension payments) together account for nearly 40% of
the gain. Labour market reforms (i.e. greater flexibility
and decentralisation of wage-setting) account for the
remaining 10%.

growth will be lower. Against this background, we
believe an average annual growth of 1 to 1½% during
the period 2014-2018 is a realistic expectation.

its large financial industry and has also been affected by
the continued slowdown in the housing market. The
British economy is therefore facing a number of
domestic headwinds that are similar to the ones the
Southern eurozone economies are experiencing.

Delay in UK recovery
When the eurozone economy suffers, so does the UK11.
However, it is by no means true that all UK’s economic
troubles are caused by the euro crisis. The country can
no longer rely on a positive contribution to growth by
11 See: United Kingdom: give recovery a chance, Rabobank Special
12/12, November 2012.
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1 See: IMF (2012a), Italy: selected issues, IMF Country Report No.
12/168, July, and IMF (2012b), Fostering growth in Europe, IMF Staff
Discussion Note 12/07, June.

UK: diminished strength
Unlike the Southern European economies, the UK has its
own central bank (Bank of England/BoE) that can pursue
an independent monetary policy (by ‘independent’, we
mean autonomous from the eurozone monetary policy).
Since the traditional interest rate instrument reached its
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limit, the BoE started purchasing a total of GBP 375bn
worth of assets (mostly British government bonds) in
three rounds of quantitative easing in an attempt to
boost economic recovery. As witnessed by the hereto
fore weak the recovery following the Great Recession,
this exercise appears to have been futile (figure 1.17).

Figure 1.17: What UK recovery!?
index

index

GDP volume

104

104

102

102

100

100

98

98

96

96

94

94

Cameron takes office and
austerity drive begins

92

92

90

90
08

09
DE

FR

10
JP

11
GB

12
US

EMU

Source: Reuters EcoWin, Rabobank

Figure 1.18: The US fiscal cliff
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We believe the government’s austerity programme is
largely to blame for this failure. The British government
implemented severe fiscal austerity measures even
though they were not bound by the 3% limit under the
European Stability and Growth Pact that most of the
European Continent must comply with12. The attempt
to significantly lower the deficit has been very
challenging in light of a weak macro environment. With
a consistently high budget deficit, it is understandable
that the government is committed to a policy that is
designed mainly to restore order to the public finances.
Indeed, if the UK were part of the eurozone, it would be
one of the weakest member states when looking at
simple fiscal metrics (i.e. public debt and deficit levels).
We believe the UK government would do well to at
least not respond to new setbacks by introducing
additional austerity measures, which will further hurt
growth prospects13. What’s more, the IMF, in its latest
World Economic Outlook, warns that, under the current
circumstances, austerity measures can prove

12 Under the Stability and Growth Pact, the UK is still obliged to ‘aim
to avoid excessive budget deficits.’
13 Even the ostensibly solid growth in the third quarter of 2012 (up
1% from the previous quarter) does not change this observation, as
this growth was driven almost entirely by temporary factors, the most
obvious being the boost in economic activity generated by the
Olympics.

self-defeating14. Besides, considering the yield on UK
government bonds, the market (or, alternatively, the
Bank of England) will be prepared to grant the UK extra
time.
United States: staring down a fiscal cliff
The US is likewise struggling with essential fiscal
adjustment, although in its own unique manner. The
outcome of November’s presidential election will not
change the fact that fiscal reform is at the top of the
government’s agenda. But strangely enough, the aim
here is to partially undo the previously scheduled fiscal
consolidation. Recall, the country will be ending 2012
with an expected budget deficit of 8¾% of GDP and
government debt of 107¼% of GDP (both significantly
higher than the eurozone average).
The apparent paradox is explained as follows. The tax
cuts introduced by President Bush and subsequently
renewed by President Obama will expire on 1 January
2013. The payroll tax cut that became effective in 2009
as part of Obama’s economic stimulus package is also
set to expire. Finally, a number of automatic spending
cuts will be implemented that were agreed during the
debt-ceiling negotiations held in summer 2011. Along
with a battery of other measures, a total of USD 607bn
(roughly 4.5% of GDP) in fiscal tightening would take
effect on January 1, 2013. With a suitable sense of
drama, this is referred to as a ‘fiscal cliff’ (figure 1.18).
This deflationary measure seems somewhat extreme for
an economy that is feeling the impact of the global

14 In economists’ jargon: the budget multipliers may be larger than
1. See: Coping with high debt and sluggish growth, IMF World
Economic Outlook, October 2012.
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growth slowdown and the euro crisis through low share
prices and low consumer and producer confidence,
while its own labour market does not yet generate
enough jobs to substantially reduce the unemployment
rate (currently around 8%).
The US government is likely to opt for short-term
economic growth rather than short-term deficit
reduction. All parties involved already seem eager to
mitigate and/or suspend the effect of the fiscal cliff,
while at the same time there remains profound
differences of opinion on how this should be handled
and whether the emphasis should be on spending cuts
or tax hikes. The great risk is that US politicians will
waste valuable time while the debt bomb underneath
the US economy keeps ticking.
Table 1.2: Forecast summary United States
		

2011

2012

2013

Year-on-year % growth				
Gross domestic product		

1.8

2

1¾

Private consumption		

2.5

2

1¾

Government consumption		

-2.3

-2¼

-3¾

Investment		

3.9

5

6

Exports of goods and services		

6.7

4

6

Imports of goods and services		

4.8

4

3¼

Consumer prices		

3.2

2

1¾

Unemployment (%)		

9.0

8¼

8

Government balance (% GDP)		

-10.1

-8¾

-7¼

Government debt (% GDP)		

102.9

107¼

111¾

Source: Reuters EcoWin, Rabobank
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US: aiming for growth
Combined with an extremely accomodative monetary
policy (see below), the US is therefore focusing almost
entirely on growth in order to be able to meet its fiscal
challenges down the road. However, it will not be able
to prevent quarterly GDP growth from slowing down
considerably in early 2013 as a result of a moderate
fiscal contraction, although it would indicate that we
will see a strong recovery as the year goes by. We need
to stress that the US economy will not return to average
growth rates of 3%, as recorded prior to the global
financial crisis. This is because the crisis has left deep
scars in the US economy, especially in the labour
market. However, the country does not face the same
degree of population ageing as many of its European
counterparts do. The overall drop in corporate
investment has also been much less sharp, household
debt reduction is making progress, and the housing
market is showing the first signs of true recovery. For
the period 2014-2018, we assume a GDP growth rate of
between 2 and 2½%. Despite these positive trends, the
US will still be left with a budget deficit of
approximately 5% of GDP by end-2018, along with a
government debt ratio of nearly 120% and a substantial
current-account deficit. The US economic model,
therefore, remains vulnerable to sudden shifts in market
sentiment. The financial markets have been forgiving for
now: due in part to the Fed’s extremely accommodative
monetary policy, the 10-year interest rate on US
Treasury bonds hovered around 1.7% at the time of
writing this report. This phenomenon is sometimes
referred to as the ‘safe-haven curse’, referring to the fact
that many investors, in uncertain economic times, are
eager to park their money in the US for lack of a better
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alternative, thereby eliminating pressure on US
policymakers to implement genuine reforms15.
Japan: land of the rising debt mountain
Japan is no stranger to the ‘safe-haven curse’ either, and
Japanese public finances have been on an unsustainable
path for some time. In 2012, the country’s budget deficit
- due in part to reconstruction costs in the wake of the
Sendai earthquake and tsunami - will reach approximately
10% of GDP, while public debt is heading for 250% of
GDP (figure 1.19). However, this is still offset by a
substantial national savings surplus. Since the Sendai
disaster and the subsequent suspension of nuclear
energy production, however, the Japanese trade
balance has turned into a deficit, and the same will
likely occur in the long term to the current account
(the national savings) surplus. Japan’s population is
continuously ageing as well, which will put extra
pressure on private sector savings. This means public
usage of the national savings in the medium to long
term should be reduced as well. In other words, serious
progress should be made on further reining in the
(currently bloated) budget deficit.

Figure 1.19: Market still patient with Japan
Bubble size is proportional to government bond yields (10yr).
October 10, 2012
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10%, of which the first part (an increase from 5% to 8%)
will take effect in the spring of 2014. In exchange, the
government had to agree to call early elections. The
macroeconomic environment remains challenging as
well. The boost of reconstruction spending will push
GDP growth up to 2½% in 2012, but against the
background of the global and regional (i.e. Chinese)
slowdown in growth, we see a significantly more
moderate rate of growth (around 1%) for 2013.
All hope pinned down on the emerging markets
It should be clear from the above that the industrialised
world will only account for modest global economic
growth in the years to come. The largest share of the
increase in (but not the actual level of) global GDP is
generated in the emerging economies, headed by Asia
in general and China in particular. The rate of growth in
the emerging world in 2013 will range from approxi
mately 2¼% in Central and Eastern Europe16 to around
6% in emerging Asia. However, the emerging markets as
a group are not decoupled from economic
developments in the industrialised world. With the
exception of Sub-Saharan Africa17, in 2012 and 2013
growth rates in the emerging world will, across the
board, remain below the 2010-2011 levels. The euro
crisis has obviously had an impact in these parts of the
world as well.
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15 This phenomenon was first described in the 1960s, by the French
President Charles de Gaulle, as the ‘exorbitant privilege’, so it has been
around for some time. The phenomenon will continue to exist as long
as the US dollar remains the leading global currency (and is therefore
guaranteed to be repaid; the only risk being the exchange rate risk)
and the euro markets remain fragmented (and therefore less liquid).

16 See: Regional Outlook 2013 - Emerging Europe, Rabobank Special
12/13, November 2012 and Regional Outlook 2013 - Russia and CIS,
Rabobank Special 12/14, November 2012.
17 See: Regional Outlook 2013 - Sub-Saharan Africa, Rabobank Special
12/16, November 2012.
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Figure 1.20: Sufficient spare budgetary space
in China
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Figure 1.21: Budgetary room in other
emerging Asia
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Central and Eastern Europe: economic squeeze
Many economies in Central and Eastern Europe slipped
back into a recession in early 2012. Although the outlook
for 2013 is not quite as gloomy, there is not much reason
for optimism either. The countries’ vicinity to, and
connectedness with, the eurozone economy makes
them vulnerable to the ongoing debt crisis. With house
holds and businesses saddled with debt and govern
ments embracing austerity, the region depends strongly
on the eurozone’s demand for its goods and services, as
this is the main export destination for virtually the entire
region. Besides, Central and Eastern European countries
currently hold much less appeal for international inves
tors, partly for this reason. This has already resulted in a
reduced inflow of foreign direct investments. Prior to the
crisis, Eastern Europe’s vicinity to the eurozone was
regarded as an advantage by these same foreign inves
tors. Although the region will emerge from the recession
in 2013, we expect the pace of recovery to be anaemic.
China aims for slower growth
China is the leading growth driver of the emerging
economies18. In the years to come, the Chinese
economy will continue to grow extremely fast by
Western standards, with rates between 7-8%.
Nevertheless, the country is deliberately aiming for
slower growth than the double-digit rates it was racking
up before the Great Recession. The Chinese policy
makers are strategically looking to rebalance the
economy by focusing less on export-driven growth
and ensuring a stronger role for domestic consumption.
This includes a gradual further appreciation of the yuan,

Source: Economist Intelligence Unit
18 See: China Outlook 2013, Rabobank Special 12/18, November 2012.
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from a rate of around 6.24/dollar to an estimated 6.10/
dollar by the end of 2013. China has also been more
cautious when it comes to growth-boosting measures
when compared to the Great Recession, since the
country is aware of inflation risk, weaknesses in
over-extended bank balance sheets, and the possibility
of asset price bubbles. These policies will, in fact,
promote stable long-term global growth, where China
could transform from the world’s factory into a sales
market for consumer goods for the rest of the world. If
China’s growth performance unexpectedly turns out
lower, there will still be sufficient room in the budget to
mitigate such a slowdown (figure 1.20).
Rest of emerging Asia: biding its time
Similar fiscal space is also available in the other
emerging Asian economies, even if it has been
somewhat reduced in the wake of the Great Recession
(figure 1.21)19. However, as before there is reluctance to
use this flexibility now, or to do so excessively. This is in
part thanks to the strong recovery witnessed in 2010
and 2011, which clearly exposed the supply-side
limitations of these economies, resulting in rising
inflationary pressures. In response, India recently
announced a long-term reform package aimed at
promoting its investment climate in order to spur
growth (expected to be around 6% in 2013) and cut
back the government deficit. These measures were
prompted in part by fear of higher inflation, generated
in recent years by the strong economic recovery in
conjunction with the increase in commodity prices. Due
19 See: Regional Outlook 2013 - Emerging Asia (ex China), Rabobank
Special 12/19, November 2012.
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to this inflation awareness, the Asian countries are also
using the regained monetary policy space with caution.
Latin America rides the wave
Many Latin American countries are benefiting from
higher commodity prices, particularly in South America,
which is strongly reliant on demand from China
(table 1.3)20. Since Chinese growth is expected to
bottom out and, therefore, demand for commodities
will also remain high, Latin America will face strong
external demand in the years to come. With 3 to 4%
GDP growth for the region as a whole, growth is also
lower here than in 2010 and 2011, when growth rates
were 6.2% and 4.5%, respectively.
20 See: Regional Outlook 2013 - Latin America and Caribbean,
Rabobank Special 12/17, November 2012.

Brazil takes it up a notch
The region is also expected to benefit from a pick-up in
Brazil’s growth. The Brazilian economy experienced two
weak years in 2011 and 2012, with an economic growth
rate of 2.7% and (estimated) 1½%, respectively. The
recovery will be driven by the monetary stimulus
thanks to the quantitative easing measures
implemented in 2011 and 2012, in conjunction with the
more recent rise in commodity prices and the
announced long-term investment plan in infrastructure
(a chronic problem affecting the economy).
Preparations for the FIFA world cup and the Olympic
Games, which the country will be hosting in 2014 and
2016, respectively, will also boost growth. We anticipate
that Brazil will be able to achieve GDP growth of around
3-3½% in 2013, and that it will manage to roughly
sustain this rate in the years thereafter.

Table 1.3: Latin America’s ‘compliant’ export
profile
Main export products

Main export destinations

Argentina

Soybeans and other agricultural produce, manufactured products, vehicles	Brazil, China, Chile

Bolivia

Natural gas, soybeans and soy products, crude oil	Brazil, US, South Korea

Brazil

Agricultural produce, iron ore, (semi)manufactured products

China, US, Argentina

Chile

Copper, fresh fruit, cellulose

China, Japan, US	

Colombia

Crude oil, coal, nickel

US, Netherlands, China

Dominican Republic

Textiles, pharmaceuticals, agricultural produce

US, Haiti, Belgium

Ecuador

Crude oil, bananas, cut flowers

US, Panama, Peru

Mexico

Manufactured goods, crude oil, agricultural produce

US, Canada, Germany

Peru

Copper, gold, fishmeal

US, China, Canada

Venezuela

Crude oil, bauxite and aluminium, minerals

US, China, India

Source: CIA World Fact Book, EIU
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Figure 1.22: Money market rates and
Rabobank forecast
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Figure 1.23: Excess liquidity in eurozone
money market remains high
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Dependence on raw materials calls for caution
Risks in the region are related mainly to the strong
dependence on commodity prices. This has also caused
Latin America to be generally cautious in using policy
flexibility during periods of slower growth. In addition,
the Northern part of the region is closely tied to the US
economy. We will see both a decline in trade and lower
remittances as a result of weaker US growth.
Conclusion: emerging markets are preparing for
tough times
We can conclude that the emerging world does not yet
intend to use the available policy space during the
downturn, but that it is rather choosing to prepare for
tougher times ahead. While a sensible and conservative
policy, it obviously does not provide a boost to
economic growth in our baseline scenario. However,
this is compensated by the fact that these countries are
able to provide a buffer to some extent when faced
with downside risks, which can only be reassuring in
these uncertain economic times.

Monetary policy: Central banks
keep interest rates low
Barrier to negative ECB deposit interest rate is high,
but not insurmountable
Against the background of a continued process of
deleveraging among both households and banks,
getting the eurozone economy going again will require
an accommodative (conventional) monetary policy for
some time. In 2012, the ECB joined the group of central
banks that effectively pursue a zero-interest-rate policy
(ZIRP). The two rate hikes implemented in 2011, 25 basis
points (0.25%) each, had already been reversed by the
end of that same year, and in June 2012 the ECB again
reduced its official interest rate to an historic low of
0.75%. The deposit rate for banks parking excess cash in
the ECB’s overnight deposit facility was cut to zero; the
purpose of this measure was to increase the
effectiveness of the lower repo rate. The effort
succeeded, as interbank money market rates, including
EONIA and Euribor, have reached new historic lows
since mid-2012 (figure 1.22). In cutting these rates, the
ECB also demonstrated its commitment to reducing
money market rates by any means necessary. Even a
negative interest rate is not off limits, as several
members of the Governing Council have hinted. These
are effectively penalty points for banks with
considerable excess liquidity (figure1.23), and the idea
behind it is that a negative deposit rate is an incentive
for banks in the core countries to start lending again to
banks in the peripheral countries. For now, we do not
anticipate that the ECB will cut its deposit rate below
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2013. This is likely to be insufficient for the ECB to
implement an ‘unorthodox’ change in its monetary
policy. Specifically, we refer to a negative deposit
interest rate. A significantly larger reduction in inflation
- particularly if it is driven by lower economic activity and the resulting deflation risk would eliminate one of
the barriers to a negative deposit rate. A sudden fall in
commodity prices could also result in sudden deflation.
One advantage of this would be that the increase in
From the perspective of deflation risk, there is no reason households’ real purchasing power would be positive
for the European economy. Otherwise, we will see only
for a negative interest rate, because, despite the
very limited economic growth in 2013, while we also do
economic slump, we estimate an inflation rate of 2.6%
not expect any major recovery in 2014. Indeed, we
for 2012 - only 0.1%-point lower than in 2011. The
anticipate that the ECB will maintain its ‘near-zero’
causes for this are related mainly to the volatile
interest-rate policy throughout 2013, although it will
commodity prices in the past year. In 2012, food and
likely drop its repo rate to 0.5%. Even if this will have
energy account for more than 1%-point in the rise in
inflation, although governments are also contributing to only a limited effect on money market rates, it will
inflation. Nearly 0.5%-point is the result of VAT increases slightly support liquidity strapped banks in the
peripheral countries. In terms of ECB’s liquidity policy,
and higher government-regulated prices. The
we mainly see opportunities for refinement. The excess
(underlying) inflation, which is tied to supply and
liquidity in the money market, which is the result of the
demand forces, is therefore still very low at 1.1%. Given
3-year LTROs, is of a long-term nature, but the option to
the weak economic activity and the huge output gap
repay it in 2013 and the expiry of several other longerthat has accumulated in recent years, which is driving
term refinancing operations will likely prompt the ECB
up unemployment, we would expect a lower rate of
to decide to provide additional liquidity in order to also
inflation going forward. Weak competition in certain
product markets, which highlights the need for reforms reduce the risk of a credit crunch in 2013 and beyond.
in the goods and services markets, and downward
Fed: Decisions based on fiscal cliff
rigidity in wages unfortunately remain persistent,
The US Federal Reserve (Fed) is currently focused mainly
particularly in peripheral member states such as Italy. It
on the downside risks to the economy associated with
should be noted, however, that actual sales prices for
businesses vary significantly depending on the industry. the fiscal cliff, even if only a portion of the plans will be
implemented (see the previous paragraph on the US).
However, this will only become clear over the next
2013: A year of adjustments
several months. In September, the Fed’s Policy
Our base scenario is that inflation will fall to 1.8% in
zero in 2013. First, it remains to be seen if this will
actually increase the number of interbank transactions
or whether the banks located in the core countries will
start investing their excess cash in other ‘safe havens’.
Secondly, such a measure may result in all manners of
disturbances in other funding markets (e.g. the role
played by money market funds and other non-bank
financial institutions).
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Figure 1.24: Persistent US unemployment
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Figure 1.25: Inflation below Fed’s target rate
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Committee announced that a monetary tightening
cycle would be postponed further. We expect that the
main rate, the Federal Funds rate, will remain at a level
of 0 to 0.25% until 2015. The Fed has traditionally had a
wider mandate than the ECB as it has a dual target of
maintaining low unemployment and inflation. Despite
the drop in unemployment over the past three years,
the Fed believes the rate remains too high and it is not
coming down fast enough (figure 1.24). The core
inflation rate (figure 1.25) has been reverting to normal
levels since early 2012, and is more likely to remain
below, rather than above, the target of 2% for the policy
relevant horizon. On 13 September 2012, the Fed
decided to purchase an unlimited amount of mortgage
bonds (at a rate of around USD 40bn per month), as
long as the labour-market outlook did not ‘improve
substantially’. However, in view of the fiscal cliff and in
order to prevent the US economy from slipping out of
its recent (modest) recovery, we expect the Fed to
extend its quantitative easing programme early next
year to include - once again - US Treasury bonds. It
could well announce this as early as December 2012,
since the ‘Operation Twist’ programme, which involves
the exchange of short-term government bonds for
long-term government bonds, is scheduled to expire by
then.
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Box 1.3: Long-term risks to inflation?

The purchase of large quantities of government bonds,
the injection of large amounts of liquidity into the
banking system, and the record-low money market
rates may cause disruption in the efficient allocation of
funds. So will the ultra-low yields on the US, German
and Japanese government bonds not create a bubble
that will eventually burst, with all the associated
negative consequences? This remains a tough
question, since these artificially created situations are
designed in part to revive the economy. But the
question remains as to whether the end justifies all
means.
We certainly do identify risks to inflation over the
longer term; these risks are initially caused by rising
commodity prices (figure 1.26). The reasoning is as
follows: the monetary-policy-engineered low interest
rates in the industrialised countries are also forcing
emerging and developing countries to adopt loose
(sometimes excessively loose) monetary policies . As
soon as global growth picks up again, commodity
prices will increase sharply, against the background of
a steadily growing demand for commodities from
emerging countries. A recovery of the global economy
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in 2013-2014 could, therefore, trigger a new wave of
import inflation in the Western economies.
We should note here that that the effects of such an
increase in commodity prices, particularly those
related to energy and food, will probably be
significantly larger for the emerging and developing
countries than for the industrialised world, as the share
of food (particularly basic food ingredients) is relatively
high in the former. This type of scenario of rising food
prices could result in social tensions, which could, in
turn, lead to (more) political instability in various
regions. We have previously identified this is as one of
the causes that triggered the Arab Spring. Current
soft-commodity stocks remain lower than they were
prior to 2008; this means that peak prices are more
likely due to supply-driven shocks, such as poor
harvests. Hence this represents a downside risk for the
global economy1.

1 For a detailed analysis of the impact of the recent drought on
US on food prices, please see: Re-Entering Agflation, Rabobank
International, September 2012.

Figure 1.26: Commodity prices have remained at elevated
levels (HWWI indices)
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Box 1.3: continued

In addition to short-term inflation risk, there is the
possible - but difficult to quantify - effect of the large
amount of additional liquidity created by the central
banks in recent years. Unprecedented experimentation
has resulted in a sharp increase in the balance sheets
of the Fed, ECB and Bank of Japan (BoJ) (figure 1.27)
and therefore also in the amount of base money
(mainly reserves banks maintain at the central banks).
So what are the dangers involved? By their own
account, the central banks have enough instruments
at their disposal to sweep any excess liquidity from the
system as soon as the situation demands it. Still,
experience has taught us that they tend to remain
passive in these types of situations: no central bank is
eager to take away the punch bowl too early after
years of economic hardship2.
However, we do believe that the time frame within
which such an inflation problem will occur is further in
the future than many critics think (by which we mean
four or five years from now rather than one or two).
Thus, inflation is not a credible solution to the credit
crisis; in fact, creating inflation is more difficult than it
may seem. Many inflation-inducing measures (e.g.
automatic wage indexation, etc.) common in the
1970s and 1980s have been abandoned in recent

decades. Over the next several years, most economies
will be faced with high cyclical unemployment and
deflationary trends due to private-sector deleveraging.
Although the liquidity that has been injected into the
global banking system (notably in the eurozone) may
well have prevented a credit crunch, a substantial
increase in lending is not likely given the ongoing
process of balance sheet repair in the financial
industry. As a result, chances that the liquidity will be
absorbed into the economy are limited in the
immediate future. Not surprisingly, the ratio between
funds owned by the public (so called broad money;
M2 and M3) and base money (MB) has fallen sharply
(figure 1.28). Besides, central banks may have less
control over inflation expectations now that they are
increasingly using non-traditional instruments and
while being more influenced by fiscal policies in their
respective countries.

2 Since the end of 2007, the amount of base money in the US, the
eurozone and Japan increased by 17.5%-, 9.5%- and 4.5%- points of
the M3 money supply, respectively. If the ratio between the money
supply and prices remains the same, ceteris paribus, this provides a
very rough indication of the potential price increases (note that these
may be spread over a longer period).

Figure 1.27: Total assets (added) of three big central banks
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Figure 1.28: Money multipliers have fallen: liquidity has
remained within the financial system
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Exchange rates
Figure 1.29: Recent rise in euro driven by 
crisis resolution hopes rather than interest
differentials
basis points
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Figure 1.30: Strong yen is weighing on export
growth
% y-o-y

EUR / JPY

180

50

170

40

160

30

150

20

140

10

130

0

120

-10

110

-20

100

-30

90

-40

80

-50
06

07
EUR/JPY (l)

08

09

10

11

12

Growth of Japanese export volume (r)

Source: Macrobond

27

ı Outlook 2013 ı Lower growth is the new reality ı

EUR/USD: back to where we started in 2012
Waves of optimism and pessimism about the European
debt crisis dominated the global economy in 2012. In
the second half of July, the euro/dollar exchange rate
reached a ‘record low’ of 1.20, which is still marginally
higher than the rate at the time of the introduction of
the euro, and tens of percentage points higher than the
absolute low of 25 October 2000. The assurance of ECB
President Mario Draghi on 26 July that they would do
‘whatever it takes’ to save the euro caused a sharp
change in sentiment. Growing speculation on a new
quantitative easing measure by the Fed boosted the
supply of US dollars, with the currency depreciating
more sharply in the third quarter than any other G10
currency. With a euro/dollar exchange rate of around
1.30 (figure 1.29) at the time of writing, the currency pair
hovers very close to the levels seen at the start of 2012.
Fed’s response to fiscal cliff major factor in 2013
outlook
We believe the fundamentals of the US economy
continue to be a long-term negative factor for the
dollar, particularly now that we are more confident that
the eurozone is slowly heading in the right direction.
The US has been unable to reduce its long-term twin
deficits. The eurozone will have a median government
deficit of slightly above 3% of GDP in 2012, whereas the
US’s deficit will be close to 9%. The US’s public
debt-to-GDP also remains around 14%- points higher
than the eurozone average. The fiscal cliff looming at
the end of this year is obviously the result of the

government’s attempt to improve its public finances.
The Fed is clearly committed to mitigating the negative
short-term economic effects. We believe that more
quantitative easing would represent one more reason
to remain somewhat pessimistic in 2013 about the
outlook for the dollar, even if this is partly priced-in by
the market. By the end of 2013, we expect the euro/
dollar rate to hover around 1.35, or even slightly higher.
This does not change the fact that the euro may
continue to be affected by changes in sentiment until
that time, especially as this relates to the rocky road to a
resolution of the euro crisis. Still, the recent appreciation
of the euro is also a sign that the market is willing to
overlook the downside risks.
EUR/JPY: the curse of the strong yen
Despite the depreciation of the yen against the euro
since mid-2012, the currency remains expensive for its
major trading partners (figure 1.30), to the chagrin of
Japanese policymakers. Even though the BoJ is pursuing
a very loose monetary policy pursuing a very loose
monetary policy, the Japanese policymakers have not
been able to rid the yen of its status as a safe-haven
currency. The Bank of Japan (BoJ) has meanwhile
opened the liquidity floodgates in its fight against
deflation and slow growth. In September, it ramped up
its quantitative easing programme by JPY 10 trillion to
JPY 55 trillion, and subsequently by another JPY 11
trillion in October. However, all these efforts have so far
appeared to be a fool’s errand, as the yen remains
persistently high. The fact that the BoJ has significantly
less traction than the Fed may be related to the fact that
the bulk of the Japanese debt is held by domestic
residents.
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As early as October 2011, the Japanese Ministry of
Finance requested the BoJ to officially intervene in the
foreign exchange markets in order to weaken the yen.
Inevitably, this sparked international criticism because
unilateral interventions (or beggar-thy-neighbour
policies) are regarded as undesirable. Nevertheless, the
country should feel strengthened by the policy
currently pursued by the Swiss Central Bank, as well as
by the Fed’s recent quantitative easing measures. There
has been significant pressure from Japanese exporters,
and in view of the new, early elections the likelihood of
intervention will only increase in 2013. These measures
- along with quantitative easing - will likely diminish the
yen’s tendency to appreciate. However, we regard
further stabilisation of the situation in the eurozone as a
prerequisite for yen’s depreciation. We anticipate a EUR/
JPY exchange rate of around 111 by the end of 2013 around 9% higher than at the time of writing.
Figure 1.31: Real spending power of UK households has been deteriorating for quite some time
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EUR/GBP: sideways trend intact
While the British economy may officially have emerged
from the ‘technical’ recession, the underlying trend is far
from robust. Events such as the Queen’s Diamond Jubilee
and the Olympics have made it more difficult to analyse
economic data. Inflation and spending cuts are weighing
on households’ disposable incomes (figure 1.31).
The fact that the pound sterling surpassed both the
dollar and the euro in the past year is due mainly to its
role as a ‘diversification’ currency for investors in
euro-dominated assets. Another factor is that the UK is
still part of a select group of countries that maintains a
triple-A rating. Since mid-2010, we have seen a relatively
strong correlation between EUR/GDP and EUR/USD, and
this correlation has been further increasing since August

2012. The pound sterling’s role as a diversification
currency also explains why it did not respond in any
significant manner when the Bank of England eased its
monetary policy last year. We see the EUR/GBP currency
pair showing a sideways tendency for the next six
months. The implicit appreciation of the pound sterling
versus the US dollar mainly reflects the Fed’s aggressive
policy measures. We believe that even a new set of
stimulus measures by the Bank of England will do little
to change this as long as sterling is regarded as a
diversification currency. In the somewhat longer term, a
further depreciation of the dollar against the euro will
also affect sterling, and we will see a slight appreciation
of the EUR/GBP currency pair. Our 12-month estimate is
at 0.82.

table of contents

The Netherlands

2013: Minimal growth
The strong recovery following the deep recession in
2008/09 never materialised. We are not likely to see much
improvement in 2013 either, which means the Dutch
economy will fall further below its trend growth path. With
the continued austerity measures dampening domestic
spending, economic growth will be driven exclusively by
foreign demand in 2013. On balance, economic activity in
the Netherlands will barely increase at all.
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Figure 2.1: Contraction and recovery due to
exports; sluggishness due to low consumer
spending and low investment
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Growing growth gap
The Dutch economic performance has developed very
differently than forecasted in early 2008. Between the
start of the recession in the second half of 2008 to
mid-2012, the economy contracted by nearly 2%-points
(figure 2.1),1 whereas before the crisis the forecast was
for an annual sustained growth rate of approximately
2% (Netherlands Bureau for Economic Policy Analysis,
2006). This brings the ‘growth gap’ for the period
2008-2012 to nearly 10%-points, with the corresponding
negative impact being felt by businesses, households
and governments.
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1 In this article, the shares of the various expenditure components
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2011.
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Figure 2.2: Weak recovery compared with
early 1980s
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The contraction of more than 5% of GDP in one year from mid-2008 to mid-2009 - was followed by a
recovery of 3.3%-points in the three subsequent years.
This recovery was driven almost entirely by exports, with
virtually no contribution from spending by households
and businesses. As a result, investment is currently
approximately 22% below the level of early 2008, while
consumer spending level is around 5% lower than
pre-crisis. Only export volumes and government
consumption are higher when compared to the first
quarter of 2008. The outlook for 2013 is not much
different in this regard: with a growth rate forecast of
just ¼%, the economy will remain sluggish in 2013.
Recovery following the trough has been slower during
this crisis than, for example, in the early 1980s
(figure 2.2). The main differences are that corporate
investment has declined even further and consumer
spending has fallen more sharply.
Increasingly looking beyond borders
With the elimination of other growth drivers, exports
have, relatively speaking, become an increasingly
important engine of growth in recent years. This has
made the Netherlands even more dependent on
foreign demand than was the case in the past. A decade
ago, exports accounted for 30% of the Dutch economy
while they now account for approximately 35%.
Unfortunately, this growth engine is running out of
steam as well: the slow growth in world trade in 2013
(from an historical perspective) barely compensates for
the slowdown in domestic spending (figure 2.3). The
fact that the Netherlands still manages to benefit from
growth in world trade is due to its relatively strong
competitive position. Based on the World Economic
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Figure 2.4: Trade surpluses with Europe;
deficits with the rest of the world
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Forum’s Global Competitiveness Report published
earlier this year, the Netherlands was listed for the first
time in the global Top 5 of the most competitive
economies, based on a large number of indicators (WEF,
2012). And despite seeing its price-competitiveness
falling slightly against Germany’s over the past seven
years, this position remains solid, due in part to the
strong wage restraint policy pursued by the
government since 1982.

countries. Additionally, exports of goods manufactured
domestically are aimed more at traditional trading
partners such as Europe, the US and the UK, and
demand from these economies is not expected to
increase significantly in the coming years. The relatively
strong performance of Dutch exports is one of the main
reasons for the historically large surplus in the current
account of the balance of payments, with the trade
balance accounting for the bulk (figure 2.5).2

However, this does not change the fact that Dutch
companies, based on market performance, have been
losing market share in their key markets. To a large
extent, this trend is part of the continued globalisation
of production processes and the disaggregation of the
supply chain. The improvement in the country’s
competitive position over the past decade has resulted
in increased exports of domestically produced goods
(i.e. trade performance), indicating that a section of the
manufacturing industry is highly competitive. This is
also borne out by other research: the specialisation of
Dutch exports and the supply of competitive products
has resulted in relatively strong exports for the
Netherlands (Vandevyvere, 2012).

Besides other variables, the European Commission also
considers these indicators as part of its new procedure
aimed at monitoring macroeconomic imbalances (MIP),
and the Netherlands scores poorly on both of these
variables. Whereas the loss of market share is a
long-term trend that is a corollary of globalisation and a
further disaggregation of the production chain - and
should be no cause for concern, particularly considering
the improving market performance - the long-term
current-account surplus represents an imbalance that
must be eliminated. By ensuring that Dutch wages keep
pace with changes in labour productivity and not
moderating these changes in a forced manner, the
imbalance, in any event, does not increase (box 2.1).

One weakness of the Dutch export business, however, is
that the biggest share of it is destined for the other
eurozone countries, when in fact the Netherlands has a
trade deficit with faster-growing economies such as
China (figure 2.4). This is due mainly to the country’s role
as a distribution hub. The Netherlands imports large
volumes of goods and products from the rest of the
world, only to re-export them. The majority of these
goods and products are exported to other European

2 Gas production in the Netherlands played a role as well, both in
terms of gas exports and because the Netherlands imports less energy
due to using its own resources. The overall effect on the currentaccount balance is approximately 2.5% of GDP per year (Vandevyvere,
2012).
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Box 2.1: Wage restraint: an outdated notion

opposing arguments to this view (Stegeman and Van
The Netherlands has seen a renewed debate on the
pros and cons of wage restraint in the past year. In the de Belt, 2012). First of all, many recent studies have
shown that the effects of wage cost on competitive
spring of 2012, the government called for across-theposition is relatively small for Dutch exports.
board wage restraint, leading by example through
freezing of civil servants’ salaries for the next few years. Accordingly, the negative effect of lower exports on
the current account will likely be moderate. Secondly,
The IMF (2012) most recently rekindled the debate by
the current-account surplus must also be reduced,
actually advocating for higher wages and inflation in
whether directly or indirectly. If the imbalance
Northern Europe.
becomes unsustainable for Southern Europe, involving
The argument is that higher wages and inflation will
facilitate the ‘rebalancing’ process across the eurozone. major deficits, this will also apply to a county such as
Countries with large current-account surpluses,
including the Netherlands and Germany, must see
Figure 2.5: Historically large current-account surplus…
their price-competitive positions weaken as a result of
faster wage growth, causing these large surpluses
% of GDP
% of GDP
15
15
(figure 2.6) to decline. In addition, consumers’
10
10
purchasing power in Northern Europe will then
5
5
increase, which may boost imports from deficit
countries in Southern Europe.
0
0
-5

The Dutch Central Bank (2012) has countered that the
Southern European countries are not the main
competitors of the Northern European countries and
that the weakened price-competitive position of the
latter does not benefit the former. While this is
undeniably true to some extent, there are a number of
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the Netherlands, whose surplus is at a record high.
Finally, particularly in the Netherlands, an increase in
domestic purchasing power will boost consumer
spending. There has been very little growth in
consumer spending, while the profitability of Dutch
businesses has remained fairly stable overall. Wage
increases that exceed the increase in labour
productivity would not be sensible for the Netherlands
either, but in the current economy, wage restraint is
arguably even more ill-advised.
Figure 2.6: …just like in many other Northern European
countries
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Split in the Dutch private sector
For Dutch businesses, the economic outlook for 2013 is
clearly not the same. Industries focused mainly on the
domestic market, including retail and construction, will
continue to struggle next year (figure 2.7). These
industries are faced with an accumulation of adverse
effects. With solvency and profitability having been in
decline for many years in these industries, additional
taxes and charges (including a VAT increase), along with
a lack of prospects for recovery and tighter credit
conditions may cause some of these businesses to
default. Indeed, the number of liquidations has been on
the rise for months in these industries.

Figure 2.7: Clear changes development
volume sectoral value added.
index, 2008 Q1=100
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As an additional factor, a number of industries are
affected both by short-term and long-term trends,
especially the real estate and retail sectors. In both these
sectors, long-term changes in demand call for supply
changes. Whereas in the commercial real estate sector,
it has been mainly the office market that has been
affected due to significant changes in requirements for
commercial buildings. Retailers have suffered from
growing competition from online distribution channels,
i.e. an increase in online purchases.
The recovery continues in industries that rely on foreign
demand, albeit at a very moderate pace. These sectors
depend strongly on the eurozone’s growth perfor
mance, since that is where nearly 70% of Dutch exports
are destined. The growth outlook for exports outside
the eurozone is better. Overall, exports are expected to
increase by approximately 4% in 2013.

Capacity utilisation in the industrial sector will remain at
depressed levels in the coming year, which will result in
only a moderate increase in investment. Investment
levels are expected to still be 25% lower by the end of
2013 than before the crisis, with weak residential
investment accounting for much of the decline.
With businesses remaining reluctant to invest, the
tighter credit conditions affecting many companies is
presumably not the main reason for the low investment
levels in 2013. However, this trend may change in the
following years, since banks will continue to shrink their
balance sheets and the economic climate could
potentially result in a boost in investment (Van de Belt
and Piljic, 2012).
In light of this outlook, employment will also continue
to decline in 2013. However, since labour supply will not
increase sharply - due to demographic trends and other
factors - unemployment will, fortunately, not rise
significantly. The jobless rate is expected to increase
next year to 5¾%. Besides the drop in employment in
the private sector, the government is also contributing
to the lower employment rates, with the only remaining
growth sector being healthcare.
Continued slowdown in consumer spending
Domestic spending has been squeezed for a variety of
reasons. Growing unemployment, loss of wealth due to
falling house prices, severe austerity measures and
lower supplementary pensions will all continue next
year. It is, therefore, expected that consumer spending
will decline by ¼% in 2013.
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Figure 2.8: House prices at 2004 level, 
transactions structurally lower
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Figure 2.9: Major impact of healthcare costs
on individual spending
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As in 2012, purchasing power will drop sharply for many
households next year. Average purchasing power has
dropped by 4% over the past four years, with pensioners
being hit the hardest. This is because private sector
wages and social benefits have remained virtually flat in
real terms and civil servants’ salaries have been frozen,
while pensions declined during this period. Government
spending cuts and increases in tax and social insurance
contributions have also contributed to the decline in
purchasing power, while rising unemployment have
pushed disposable incomes lower.
Additionally, the housing market has acted as a drag on
growth in recent years. This effect has been both direct
(since fewer moves reduce the amount of work for
transport companies, estate agents, home decorators
and home furnishing stores) and - even more so indirect, as the negative wealth effect lowers house
holds’ propensity to spend. House prices have fallen by
an average of 15% since the last quarter of 2008 and are
currently at the level of early 2004 (figure 2.8). This means
that an increasing number of households that purchased
a home in the past ten years without using any of their
own assets and that have made almost no redemptions
are now in negative equity. While this does not
represent a problem as long as people are not forced to
sell their homes and can still meet their monthly
payments, it does cause households to increasingly curb
their spending in order to raise their mortgage
redemptions. Consequently, Dutch consumer spending
has lagged behind the European average in recent years
(figure 2.9). However, this trend - negative from an
international perspective - can be explained to a large
extent by the way healthcare expenses are funded in the

Netherlands. Whereas developed countries fund an
average of 70% of healthcare expenses collectively, in
the Netherlands this rate is nearly 90%.
Healthcare expenses have risen sharply in all countries
over the past several years, but in the Netherlands the
government has to fund an above average portion of
these expenses directly. If we adjust for this by
considering individual consumption levels, Dutch
consumer spending growth is in line with the eurozone
average (figure 2.9). This basically indicates a slowdown
since 2007, with fixed expenses (including publicly
financed healthcare) rising by 10% and individual
discretionary consumption falling by 2%. Factoring in
healthcare expenses, Dutch households, therefore, have
increasingly less discretionary consumption.
Aside from the fact that Dutch consumers are spending
an increasingly larger portion of their disposable income
on fixed expenses, the individual savings rate remains
negative. This is related to a cash-flow problem faced by
households: although their financial position is strong
compared to many other advanced countries due to
money tied up in housing and pension assets, illiquidity
does represent a problem, which will cause consumer
spending to decline over an extended period (box 2.2).
2013: Year of austerity
Two reasons why the Dutch economy will barely grow
in 2013 are increased social insurance contributions and
taxes and government spending cuts. Whereas cuts by
the government were relatively modest in 2011 and
2012, charges will be increased significantly in 2013,
while spending will be down sharply. The target is more
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Box 2.2: The cash-flow problem of Dutch households
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However, there is one major disadvantage. House
holds’ disposable incomes probably decline as a result
of increases in tax and social insurance contributions,
rising unemployment and low wage increases - or
even wage cuts -, pension contributions increases due
to lower funding ratios. Meanwhile uncertainty
remains considerable. This will result in household
debt repayment that will significantly slow down
economic growth because these homeowners will
have no other option than to reduce their spending.
Figure 2.10: High solvency of Dutch households from 
an international perspective

There will be some trade-off between the amount of
money households can save and their mortgage
repayments, and, in addition, disposable assets (or a
portion thereof) will be used for repayment. However,
as a result of increasing repayment commitments
many households will have less funds available for
spending. Ultimately, this will result in an inter
temporal shift in consumption patterns. In the future, a
more or less forced building up of housing equity in
the Netherlands will become a second form of
pension, next to collective pensions. This happens to
be an aspect of the deleveraging process that will
come at the expense of economic growth in the years
to come.

Figure 2.11: Negative savings rate in the Netherlands and
Denmark
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Both pension assets and home equity are difficult to
convert into cash. This effect will only increase in the
coming years, since households will increasingly need

to repay their mortgage debt. This is one of the issues
addressed by the government as a part of housing
market reform, which is expected to improve financial
stability .

CH

Dutch households are faced with higher gross debt
than their counterparts in many other countries. The
main culprit is mortgage debt (figure 2.10). However,
this is compensated by a large asset position. The
disadvantage of households assets, however, is that
they cannot be easily converted into cash (i.e. assets
are mostly illiquid) since they are tied up in pension
funds and residential properties. With its compulsory
public pension savings, which is fully funded, the
Netherlands does boast one of the best pension
systems in the world. The flip side of the coin is that
the amount of money Dutch people are able to save
freely is limited, which results, among other things, in a
negative individual savings rate (i.e. savings from
current income). The situation is similar in a country
like Denmark, where we also see a large amount in
public pension savings coupled with a low individual
savings ratio (figure 2.11). Countries with a relatively
less extensive supplementary pension system, such as
Germany, have a consistently higher savings rate. This
correlation certainly does not apply in all cases, but
ultimately most differences - besides second-pillar
pension savings - can be explained by the level in
which (net) housing wealth is accumulated, along with
other institutional arrangements such as the amount
of the public pension.
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Figure 2.12: Revenue and and expenditure
measures under Rutte I and Rutte II
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than EUR 15bn (2.5% of GDP) worth of fiscal consoli
dation over a 1-year period (figure 2.12), half of which
will be in the form of reduced expenditure and the
other half in the form of higher taxes and social
insurance contributions. Due to the government cuts,
the government deficit is expected to remain below the
limit of 3% of GDP in 2013. While this measure is
justifiable from a political perspective, economically this
frontloading of fiscal contraction is ill-advised. Recent
studies (including by the IMF, 2012) show that in times
of recession, austerity measures have a greater negative
impact on economic growth than in more prosperous
times. And if frontloading is not necessary for the
sustainability of government finances, as in the
Netherlands, it might be better to postpone part of the

Table 2.1: Forecast summary Dutch economy
		

2011

2012

2013

austerity measures. Furthermore, in the context of
Dutch policymaking these types of short-term cost cuts
nearly always result in higher tax and social insurance
contributions as opposed to curbing public sector
expenditure (Piljic and Stegeman, 2012). This will not
improve economic performance in the long run and will
reduce support for long-term reform (Teulings, 2012).
The current austerity drive, substantial from an historical
perspective, has had an impact on economic growth. In
volume terms, government spending is expected to
drop by 1% in 2013, with a negative effect on growth of
approximately ¼%-points. The increase in tax and social
insurance contributions for consumers is driven in part
by the freezing of the income tax ‘bracket limits’ and tax
deductability cuts, and in part by the VAT increase from
19% to 21%. This VAT increase is one of the reasons why
inflation will continue to hover around 2% in 2013 amid
weak domestic demand. All in all, economic growth in
the ‘austerity year’ 2013 will be minimal: ¼%.

year-on-year change in %				
Gross domestic product		

1.1

-½

¼

Private consumption		

-1

-1

-½

Government consumption		

0.1

-¼

-1

Private investment		

8.9

-2¼

2

Exports of goods and services		

3.9

4½

4

Imports of goods and services		

3.6

3½

3¼

Consumer Price Index		

2.4

2½

2

Unemployment rate		

4.4

5¼

5¾

Budget balance (% of GDP)		

-5.1

-3.7

-2.7

Government debt (% of GDP)		

65.5

71.4

71.9

Current account balance (% of GDP)		

6¾

7¼

7

Source: Statistics Netherlands, Rabobank
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Conclusion
Next year is set to be a year of looking beyond national
borders for growth while we put up with severe fiscal
consolidation measures. The Dutch economy will see no
substantial growth in 2013, and there is no reason to
assume growth will pick up in the subsequent years.
The government would do well not to remain passive,
but rather to continue its reforms. This also applies to
businesses and households.
The assumption that the economy will gather momen
tum in 2013 is probably wishful thinking. When
considering the economic outlook for the Netherlands,
it is important to consider that (i) modest growth still
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means increased prosperity and (ii) the standard of
living in the Netherlands is still very high compared with
many other countries. A slowdown in a highly
developed economy with a correspondingly high
standard of living is less painful than stagnation coupled
with lower living standards.
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The Netherlands

Preparing for economic
stagnation
The outlook for growth in the years beyond 2013 remains weak, due
mainly to the consistently lower long-term potential growth rate
and debt reduction in the wake of the financial crisis. This means the
Netherlands needs to prepare itself for an extended period of slower
growth while strengthening public finances and implementing
pro-innovation policies. It also means Dutch businesses will need to
find new growth markets or explore business models where
economic growth is not essential.
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Figure 3.1: Credit boom in the Netherlands
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Figure 3.2: Gross debt in the Netherlands: not
a government problem
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Consistently lower growth rate
The outlook for growth in the medium term is scarcely
more positive than for 2013, one of the causes of which
is the consistently lower long-term growth potential. A
country’s growth potential is driven by the supply side
of the economy: technological developments and the
increase in the labour and capital goods supply,
including natural resources. Until recently, the
consensus for Dutch potential growth rate was between
1.5% and 2%. Over the long run, we expect an annual
long-term growth rate ranging between ½% and 1%
(box 3.1).
Economic growth over the next five to ten years may
even be significantly lower than this potential growth
rate. Simultaneous deleveraging by the public and
non-financial private sector, along with stricter
regulations and balance-sheet reduction in the Dutch
financial industry, will all slow down economic growth
in the coming years. However, we may see a boost to
growth once global demand picks up (e.g. following a
resolution to the euro crisis) and domestic economic
policy uncertainty (e.g. regarding the housing market) is
reduced.

the Netherlands in 2008 and 2009 (figure 3.1)1, echoing a
similar trend in the late 1970s. Excessive credit growth
tends to be a reliable predictor of a very slow recovery
from the crisis.
The debt itself need not necessarily be a problem, but
above a certain level it can damage the economy
significantly, and the quicker it was accumulated, the
greater the risk. Recent research (Cecchetti et al, 2011)
shows that these debt levels are between 85% and 90%
of GDP for the government, households and
non-financial companies. If we compare the figures for
the Netherlands with these levels, we see that the
households and firms are overly indebted. Total gross
debt in the Netherlands is high from an international
perspective, although this is backed up by substantial
asset position (mainly housing and pension wealth)
(figure 3.2).
Furthermore, household debt increased sharply in the
run-up to the crisis, while that of non-financial
companies has actually decreased (figure 3.4). The
increase in public debt is mainly a result of the crisis
rather than its cause.

There are a number of reasons to assume that the effect
Recovery without credit
of debt reduction on Dutch economic growth will differ
A large number of studies have been published in
from the historical average (Stegeman et al, 2012). For
recent years on the effect of deleveraging on a country’s one, the impact on the economy with respect to
economic performance . The Netherlands is currently in financial sector deleveraging is larger when businesses
the middle of such process. It is difficult to identify the
rely greatly on the banking industry for their funding. In
exact amount of the overextension of credit. Based on
1 In calculating the ‘boom´, we assumed an increase in the creditan analysis equivalent to Dell’Arrichia et al (2012), it is
to-GDP ratio of 1.5 times the standard deviation in relation to the
possible to demonstrate that there was a credit boom in cubic trends (Dell’Arrichia et al, 2012). On this basis, we classify 1979,
1980, 2007 and 2009 as years marked by credit booms.
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Box 3.1: Consistently lower growth potential

There are various factors indicating that long-term
potential growth rate in the Netherlands will be slower
than previously assumed (Gordon, 2012; Stegeman et
al, 2012). Predicting potential growth is extremely
difficult; forecasts depend mainly on demographic
estimates (which extend to the labour supply) and the
estimated increase in labour productivity.
Until now, we always expected labour productivity to
increase steadily on the back of technological
advances. The Netherlands Bureau for Economic Policy
Analysis, for example, has calculated an historical trend
of around 1.7% (Van der Horst et al, 2010). This means
there is an implicit assumption of a new technology
breakthrough (as IT once was) and an equally large
Figure 3.3: Weaker potential growth
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contribution from other factors that boosted labour
productivity in the past, such as higher educational
levels.
An annual increase in labour productivity of more than
1% may be an overestimation for the coming years,
though (figure 3.3).
Besides an increase in labour productivity (which we
have pencilled in at 1.7%, i.e. with the same
expectation for the contributions of breakthrough
technologies), demographic trends also have an
impact on labour productivity. Over the past decades,
the Dutch economy benefited from what is known as
the ‘demographic dividend’. When a large number of
‘Baby Boomers’ entered the job market in the 1970s,
the economically inactive portion of the population
fell sharply when compared with the number of
working people. This trend picked up again in the
1990s due to the sharp increase in female participation
in the workforce, which had a strong positive impact
on per capita GDP growth. However, this dividend is
rapidly becoming a demographic burden. The
potential working population is already shrinking as a
result of population ageing, which has slowed down
labour productivity.
Higher educational attainment and continued
globalisation have also resulted in increased
productivity over the past few decades, but many
Western countries currently appear to have reached
the limit of raising human capital. Consequently,

labour productivity will not increase in the coming
years due to higher educational attainment.
This also applies to the continued globalisation of
supply chains, which has also been a key source of
growth in recent decades. The Netherlands, being an
open economy, has benefited strongly from this trend,
but due to increased global competition, the impact
on Dutch prosperity is even expected to be negative,
since, with unrestricted trade and the same
technologies available everywhere, the price of the
production factors will ultimately need to be the same
everywhere (a phenomenon known as ‘factor price
equalisation’). This means relatively lower wages in
Western countries such as the Netherlands.
The Earth’s finite natural resources will further curb the
Dutch economy’s growth potential. A transition to a
‘greener’ economic model will bring greater prosperity
to future generations; however, this will come at the
expense of the current generation’s growth.
In our forecast, we also take into account demographic
trends, which will reduce the labour supply in the
coming years. This, in turn, will result in lower
employment and, by extension, slower GDP growth.
While the exact effect of these factors on economic
growth is difficult to assess, there is a significant
chance that the Dutch economy will not grow by
more than an average of ½ to 1% annually in the next
decade (figure 3.3).
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Figure 3.4: Debt increase mainly in financial
industry and private households
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Figure 3.5: Lower mortgage debt results in
lower consumption
number of households x 1.000
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the Netherlands, this is certainly true for Small and
Medium-sized Enterprises (Van de Belt and Piljic, 2012).
The financial industry assumes that the new regulatory
requirements, as set out mainly in Basel III, will cause
lending to remain the same in real terms (Dutch Central
Bank, 2012). Additional measures, such as a bank tax
and a European resolution fund, along with increasing
non-performing loans, may result in tighter credit
conditions. Furthermore, the financial sector, both due
to balance-sheet reduction and a smaller burden on the
real economy due to cost savings, will have a negative
effect on economic growth. This effect will be more
pronounced in the Netherlands than in other countries
due to (i) its relatively large financial sector and (ii) the
relatively substantial leverage of the Dutch financial
system.
As a result of the above mentioned factors - i.e. the
strong dependence on bank credit of Small and
Medium-sized Enterprises (SMEs) and the likelihood of
more restricted lending - investment will in any event
become more expensive for SMEs over the next several
years, and possibly more difficult as well.
In addition, it is difficult for Dutch households to
strengthen their balance sheets without reducing their
spending (box 2.2 on page 35). The main component of
gross debt, i.e. mortgage loans, will be reduced over the
next few years due to a change in (tax) regulations.
Some households will barely be affected by this
development, because their mortgage has been very
limited or they can sell their assets relatively easy in
order to reduce their debt. However, this is not the case
for many households, and in those cases debt reduction
will result in lower consumption (figure 3.5).

And although we have already noted that the Dutch
government’s debt level is not the biggest problem, the
Dutch government, too, will be slashing costs in the
next few years. This will have an impact on household
incomes (due to increased tax and social insurance
contributions), and, on top of that, lower government
expenditure will have a negative effect on economic
growth in the coming years.
The Netherlands has not seen much debt reduction so
far, based on the credit-to-GDP ratio or
gross debt-to-GDP ratio. This corresponds to trends
observed during other, recent financial crises (McKinsey,
2012): the first stage is marked mainly by a recession,
with increasing gross debt coupled with a declining
GDP. This is followed by the debt reduction process,
especially for households. The largest effect of
deleveraging on economic growth will manifest itself in
the coming years, although it is hard to accurately
predict how large this effect will be. We expect it to be
at least ½% on an annual basis.
Looking to European and Dutch policymakers for
change
Besides these mainly negative reports, we may also see
some relief in the years to come. This forecast is based
on the assumption that Europe will not collapse, but
that there will be gradual steps taken towards further
economic integration. As a result, exports to the rest of
the continent remain a source of economic growth for
the Netherlands. The end of the uncertainty currently
affecting the European economy may also result in
unexpected positive growth. Once confidence in the
strength of the European economy is restored, it may
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be possible to achieve a higher growth rate than is
currently forecast.
Eliminating economic policy uncertainty as soon as
possible will be crucial in the coming years. Once
economic visibility improves, beginning in the
Netherlands but extending to the rest of Europe as well,
confidence will increase, which will, in turn, bolster
growth (Aisen and Vega, 2010). This will necessitate
reforms, i.e. measures designed to improve economic
performance. Merely shifting the cost from the
government to households and businesses is hardly an
objective for the future. Addressing the familiar issues
- the housing market, healthcare and the labour market
- in a timely manner can unleash animal spirits and, by
extension, generate more growth. The objective is
ultimately not to facilitate reforms that are most
advantageous from an economic perspective, but to
implement a policy change that is widely supported,
non-convertible and well integrated so that uncertainty
is eliminated.

Figure 3.6: Beyond 2013: Netherlands to
remain highly dependent on foreign markets
% y-o-y

% y-o-y
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Transparent, integrated reforms in the housing market,
for example, may initially undermine economic activity,2
but the resulting clarity may well give many players in
the housing market - contractors, buyers and property
developers - the confidence to invest and/or relocate,
which in itself is a source of new economic activity.
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* Adjusted in 2006 for the administrative effects of the new healthcare system

Source: Statistics Netherlands, Rabobank
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2 The question is to what extent these types of negative price
effects will continue to occur once reforms are in place. The reduction
in prices seen in recent years may have been triggered in part by
uncertainty regarding government policies. Accordingly, a portion of
the price effect may already be provided for.

Preparing for slower growth
We expect annual economic growth to be around 0.5%,
on average, in the coming years - equal to the average
of the preceding 5-year period (2009-2013). Whereas
during the period 2009-2013 it was the ‘Great Recession’
of 2009 and the euro crisis that weakened activity,
going forward debt reduction and a lower long-term
growth path will cause Dutch GDP to increase only
moderately. Furthermore, this historically slow growth is
driven almost entirely by foreign trade (figure 6). The
Netherlands is unable to benefit more from foreign
markets because its main trading partners, to a large
extent, are faced with the same problems. The next
several years will be all about reforms, increased savings,
and, ultimately, a path towards a more stable and
sustainable economy. However, this will only be
possible if all players in the economy - households,
businesses and the government - adapt to permanently
lower growth. This means they must adjust their future
expenses to a consistently lower growth rate of income,
while international businesses must, more than ever,
find new growth markets wherever possible. Dutch
companies that have a stronger focus on the domestic
market still have many opportunities, even when faced
with a weaker macro environment. The domestic
economy will remain dynamic, with growth industries
and declining industries, whereby the average lies a few
percentage points lower than prior to the crisis.
Business models that do not depend - or depend to a
lesser extent - on short term economic growth but are
aimed at long-term goals will become more viable in
the coming years.
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Major role for policy
The challenges we face over the next few years
represent a major task for the government as well. The
first challenge will be to better adjust expenses to the
consistently lower revenues. To a significant extent,
public expenditure follows demographic trends and
general productivity changes in the private sector.
However, revenues are linked mainly to economic
growth, and reducing this expenditure on a long-term
basis requires more far-reaching reform than is currently
carried out. This is because a more moderate growth
outlook also means that a 3% government deficit will
eventually increase public debt to 85% of GDP instead
of, as with 3% economic growth and 2% inflation, to
60%. Lower growth, therefore, requires that the public
Table 3.1: Forecast summary Dutch economy,
2011-2018
2011

2012

2013

‘09-’13

‘14 -’18

½

year-on-year % growth				
Gross domestic product

1.1

-½

¼

¼

Private consumption
Government consumption

-1

-1

-½

-½

-¾

0.1

-¼

-1

-1

-¼

Private investment

8.9

-2¼

2

2

2¼

Exports of goods and services

3.9

4½

4

4

3¼

3.6

3½

3¼

3¼

3

Consumer Price Index

Imports of goods and services

2.4

2½

2

2

1½

Unemployment rate

4.4

5¼

5¾

4¾

5¼

Budget balance (% GDP)

-5

-3.7

-2.7

-4.3

-2.7

Government debt (% GDP)

65.5

71.4

71.9

66.5

75.1

Current account balance (% GDP)

6¾

7¼

7

7

6.5

Source: CBS, Rabobank
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sector aims for a smaller deficit, and preferably a surplus
(Piljic and Stegeman, 2012).
At the same time, the government’s policy agenda is
also becoming more important. Driving innovation and
investing in education and research are crucial in order
to maintain a competitive edge and sustain the
long-term economic prosperity. This may be an
incentive for foreign companies to invest in the
Netherlands. On the other hand, cuts in education
spending will reduce long-term growth potential.
Beyond economic growth
As we have argued, economic growth will slow down in
the coming years. Although this may at first sight come
as a shock after recent decades, this trend is right in line
with the history of economic growth (Stegeman et al,
2012). In the past, an extended period of economic
stagnation was considered perfectly normal. Until the
start of the Industrial Revolution in 1820, there was
almost no increase in economic activity for centuries.
If per capita wealth remains the same, this need not
necessarily be a problem. The Netherlands has a high
standard of living, allowing its people to meet a large
portion of their needs. As a country’s wealth increases,
there tends to be a greater focus on aspects that are not
included in GDP calculation but that do contribute to
people’s well-being, such as free time and clean air. This
calls for the transition to a more sustainable growth
model, one that focuses on economic, environmental
and social development. By using this type of growth
model, we can both safeguard the needs of the current
generation and ensure that those of future generations
are met as well.
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Our current economic system is far from sustainable.
The transition to a more sustainable economic model
requires a substantial transformation in the way our
economy operates. This transformation cannot occur
overnight, but is rather a gradual process. Although a
transition to a more sustainable model will bring greater
prosperity to future generations, this will come at the
expense of current generations’ economic growth.
Yet this is absolutely vital, and the sooner this process
gets underway, the more future generations will benefit.
Now is also the time to change economic models: the
classic growth model has lost its relevance, and perhaps even more importantly - offers no prospects.
And that is exactly what people need: the prospect that
we will see improvement in the aspects that really
matter, by which we mean living a healthy and
enjoyable life rather than only pursuing economic
growth.
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Forecast table
Key statistics
		

Real GDP growth (%)			

Inflation (%)			

Unemployment (%)

2011

2012

2013

2011

2012

2013

2011

2012

2013

World

3.9

3¼

3¾

5.2

-

-

-

-

-

United States

1.8

2

1¾

3.2

2

1¾

9.0

8¼

8

Eurozone

1.5

-½

½

2.7

2½

1¾

10.2

11½

11½

Germany

3.1

¾

1¼

2.5

2½

2

5.9

5½

5½

France

1.7

0

½

2.3

2¼

1¾

9.6

10½

10½

Italy

0.5

-2¼

-¼

2.9

3

1¾

8.4

10¾

11

Spain

0.4

-1¼

-1¼

3.1

2½

2½

21.6

25

27¼

Netherlands

1.1

-½

¼

2.4

2½

2

4.4

5¼

5¾

United Kingdom

0.8

-¼

1¼

4.5

2½

2

8.0

8¼

8¼

China

9.3

7¾

8

5.4

2¾

3

-

-

-

Japan

-0.7

2½

¾

-0.3

0

¼

4.6

4½

4¼

Exchange rates
08/11/2012

Q4-12

Q1-13

Q2-13

Q3-13

Q4-13

EUR / USD

1.28

1.28

1.30

1.31

1.32

1.35

EUR / JPY

102.07

100

102

103

107

111

EUR / GBP

0.80

0.80

0.80

0.80

0.81

0.82

USD / CNY

6.24

6.25

6.28

6.25

6.20

6.10

Source: Reuters EcoWin, Macrobond, Rabobank
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forecast table (continue)
Rates
08/11/2012

Q4-12

Q1-13

Q2-13

Q3-13

Q4-13

United States						
Fed funds

0.25

0.25

0.25

0.25

0.25

0.25

3-months libor

0.31

0.31

0.31

0.31

0.31

0.31

2-year swap

0.37

0.33

0.37

0.40

0.60

0.80

10-year swap

1.68

1.50

1.70

1.80

2.30

2.80

						
Eurozone						
ECB refi

0.75

0.75

0.50

0.50

0.50

0.50

3-months Euribor

0.20

0.17

0.17

0.15

0.18

0.38

2-year swap

0.40

0.45

0.55

0.65

0.75

0.90

10-year swap

1.71

1.80

2.00

2.20

2.40

2.50

Japan						
Overnight

0.10

0.10

0.10

0.10

0.10

0.10

3-months interbank

0.19

0.20

0.20

0.21

0.22

0.23

2-year swap

0.26

0.27

0.28

0.29

0.30

0.31

10-year swap

0.75

0.80

0.90

1.00

1.10

1.20

						
United Kingdom						
Base rate

0.50

0.50

0.50

0.50

0.50

0.50

3-months interbank

0.53

0.53

0.54

0.54

0.53

0.53

2-year swap

0.65

0.65

0.65

0.65

0.85

1.15

10-year swap

1.87

1.90

1.90

1.90

2.10

2.50

Source: Reuters EcoWin, Macrobond, Rabobank
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