











Selected Interest Rates, Septe

mber 1963-October 1964

J“;;fTable;a_,yﬂetherlands:

Monthly Average

1963

1964

Week ending

Money Rate

Sep:ember 1,24
December 1,56
January 1,67
April 2,42
May 2,78
June 2,05
July 3.55
Aug 7 2,00
14 2,00

21 2,00

28 2,00

Sept:, 4 2,00
11 2,00

18 2,00

25 2,50

Oct | 2 3.00
9 2.50

Source:

Netherlands Bank

(per cent per year)

Official Call

Three Month

Treasury

Bill Rate
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.89
.25
.31
.00
.10
.81
.26
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.75
.50
.63
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;a;f1'25 nillion 5 3/4 per cent issue at par and the Bank for Netherlands
‘Municipalities issued two loans totaling f1 125 million with an effective
‘yield of 5.86 per cent and 5.49 per cent, respectively. All these loans
were readily absorbed by the market. 1In addition there was a lively
demand for mortgage bonds at the 6 per cent rate, so much so that the
mortgage banks in mid-September stopped issuing 6 per cent bonds and
currently are issuing bonds at lower rates.

The Netherlands Bank apparently welcomed the flotation of the
issues by the European Investment Bank and the Coal and Steel Community
since they might serve to neutralize some of the foreign funds attracted
by the now competitive yields in the Dutch capital market. The Finance
Minister, Mr. Witteveen, estimated recently that the influx of foreign

funds had amounted to about fl 100 million. Early this month the au- .

thorities decided to float a f1 200 million bond issue with a 5 1/4 per
cent coupon priced to yield 5.46 per cent. This was the highest yield
on any state loan since the war and came at a time when market rates were
easing. Thus the pricing of the issue was interpreted as an effort to
keep rates high. Since the total amount of the issue was about f1 100
million in excess of Treasury cash needs up to the end of the year, it
seems clzar that this issue is designed to absorb liquidity arising from
the capital inflows.

The Netherlands Bank has agreed with the commercial banks that
the volume of credit expansion in the last four months of 1964 will be
permitted to exceed the first half 1963 level by 5 per cent. This indicates

that total credit expansion for 1964 permitted by the monetary authorities
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'ShOHId amount to about 10 per cent. But banks have continually exceeded
thevlimits set by the Netherlands Bank, and penalty deposits reached a
‘high of f1 204 million in September. However, for the pe?iod mid-October
to mid-November the total of penalty deposits to be maintained were
slightly lower for the first time in six months: they were reduced from

f1 204 million to f1 163 million.

Government policies for 1965

The Government assesses the current situation as one in which a
basis for movement towards equilibrium has been laid. The Budget presented
to Parliament in September and the estimates of the Central Planning
Bureau for 1964 and 1965 - which this year are cautiously called a
"reconnaissance'" rather than a "Plan' - see a continuing need for a basi-
cally restrictive fiscal and monetary policy. But, given these policies,
it should be possible to achieve internal and external balance by the
end of 1965 provided that wage developments during the next year remain
under control.

Under its assumption, the Central Planning Bureau estimates that
Gross National Product in real terms will grow by 2.5 per cent in 1965 as
compared with 5.5 per cent in 1964 (See Table 9). The 1965 figures provide
two alternative results - one based on no change in contract wage during
1965, e.g., a wage freeze, (which still would imply a 4 per cent rise in
wage rates because of wage drift, spill-over from 1964, etc.) and one besed on
a 2 per cent increase in contract fates (implying a total increase of 6 per

cent in wage rates).
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Tabl.e 9. Netherlands: Changes in Gross National Product
and Selected Components 1963-1965
(in real terms, per cent change from preceding year)

1963 1964 1965
Estimate A . Estimate B

Private consumption 7.1 6.0 0.5 1.5
Public consumption 5.5 -- 3.0 3,0
Gross fixed investment

Private 4.0 13,0 -- - 0.5

Public 3,5 15.0 2,5 2.5
Exports of goods 6.5 11.0 13,0 12,0
Imports of goods 10,1 15,5 5.5 6.0
Total GNP 3.8 5,5 2,5 2,5
Estimate A -- based on assumption that contract wage rates remain unchanged,
Estimate B -- based on assumption that contract wage rates will rise by 2 per cent,

Source: Central Planning Bureau: Macro-economische Verkenning van 1964 en 1965;
Miljoenennota 1965,
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The differences between the two estimates are found in the
externél balance, private investment and consumption, and the priceviévél;

A 2 per cent rise in contract wage rates as compared with no increase,

according to the Central Planning Bureau, would produce a reductipniin;the

growth of exports from 13 to 12 per cent, an increase in imports from

5.5 to 6 per cent, a reduction in private fixed investment from nil to
minus 0.5 per cent, an increase in private consumption from 0.5 per cent
to 1.5 per cent and a price increase of about 0.5 per cent. Under either
assumption the current balance of foreign transactions would approach near
balance.

The budget document reiterates the need for restrictive policies
in order to bring demand and supply availabilities into better balance. 7ThE'Pr0‘,g£
jected buclget deficit: for 1965, at f£f1 916 million, is below both the budgeted
1964 deficit of £1 1,628 million and the estimated 1964 outcome of f1 1,023
million. Expenditures are estimated to rise by about fl1 1 billion above
1964, but revenues, because of the steep progression factor at the 1ower end
of the income tax scale, are expected to rise slightly more than expenditures.
The defic:it is to be financed primarily through loans from the social
security funds. The Treasury plans to borrow only about f1 200 million in
the capital market, while through debt redemption the Government will make
available about f1l 550 million to the capital market for investment in other
sectors. These financing prospects appear to be somewhat at odds with the
current f1 200 million Government loan flotation which was issued in

October to withdraw funds from the capital market.
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Both the Budget Memorandum and the Central Planning Bureau's
estimates have been received with considerable scepticism. The assumption
that labor will agree to a tacit wage freeze, or even to increases of only
2 per cen:, is considered to be entirely unrealistic. The Government it~
self has since announced a wage increase for civil servants, although this
was explained to represent only an adjustment to private sector levels.

The Central Planning Bureau estimated that without any increase
in wage rates in 1965 both the price level and wages per worker, would
rise by 4 per cent. This would mean that no increase in real wages would
take place in 1965. And labor so far has expressed increasing dissatisfaction
with the fact that, because of price increases and the progression in income

taxes, the real wage increase in 1964 has been very much less than the

15 per ceat nominal increase. The Minister of Economics recently stated .

that he believed the rise in the price level for 1964 could be held to
6 per cen:, which would leave a 9 per cent increase in real wages before
taxes.

In view of the tightness of the labor market and the negative
response of labor leaders to the pleas for wage restraint, it appears highly
unlikely :hat labor will settle for anything less than what it considers a
full share in the projected growth in real output im 1965. Labor has re-
peatedly been pointing out that exports have increased considerably despite
the increase in wage costs and that other factors, such as excessive invest-
ment, were contributing to the external imbalance. So far, no concrete per-
centages have been mentioned as to what labor would consider an acceptable wage

increase “or 1965, but there was some talk that 6 per cent would be considered

equitable if price rises were to be held down to 5 per cent. .
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In any event, Government persistence in talking about token
increases might again raise the problem of black wages. So far elimination
of black wages - one of the major objectives in the recent wage operation -
has been progressing satisfactorily. The Director of the Wage-Technical
‘Service stated on September 24 that the percentage of black wage payments
in the total wage sum, which had been estimated at 7.8 per cent in 1963,
had fallen to 5 per ceat by the first quarter of 1964. 1In the second
quarter it had been reduced to 4 per cent and in the third quarter it
probably amounted to 3.5 per cent. This reduction had been possible
particularly because of the forceful efforts made in the construction
industry - except in Amsterdam - to e¥iminate black wages; however, it
was thought that-it would not be possible to push the percentage much
further below the 3.5 per cent level, If the Government does allow.for
a sufficient increase in contract wage rates, the incidence of black wages
might well become more prevalent again.

The possibility that the Governmenf might advance the date of
the proposed income tax cut to mid-1965 in lieu of wage increases now
appears to have been eliminated. The budget estimates do not provide for
an early tax cut and the Finance Minister has stated that an advance of
the date could only be considered if inflationary pressures had abated

sufficiently.





