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The lower budgetary balance of 2018 and 2019 will predominately be the result of
higher government spending. Already implemented policy, spending increases in
education and defence, together with increased spending on health care, will cause
government spending to grow by 3.5% in 2018 and 2.4% in 2019. Spending increases on
defence are mostly in equipment, while other increases, such as in education, particularly
concern additional employment (Figure 4). The question here is whether this additional
employment could easily be translated into newly attracted staff. In case the growth in public
employment would be lower than expected, this would have both a tempering effect on the
economy and a positive impact on the government budget. Although tax revenues are
projected to increase in 2018, they will do so less rapidly than government spending. In
2019, the budgetary balance will improve compared to 2018, despite lower income tax
revenues, because of lower interest rate charges and additional tax revenues from raising the
low VAT tariff and increases in energy taxation.

The situation around gas production from the Groningerveld is surrounded by much
uncertainty. This applies to the gradual reduction in the level of natural gas extraction, as
well as to the size and timing of financial compensation payments and reinforcements, the
distribution of costs between government and oil companies® and the related figures in the
budget. The projections currently are based on the technical Cabinet assumption about an
extraction level from the Groningerveld of 21.6 billion standard cubic metres (in Dutch:
Nm?). Following the recent earthquake at Zeerijp, the Dutch State Supervision of Mines
(SSM) recommended that the extractions from the Groningerveld would be wound down to
12 billion Nm>. Every 4 billion Nm? less natural gas will - leaving all other things unchanged
- lead to a lower economic growth of 0.1% of GDP, and a decline in the government
budgetary balance of 0.1% of GDP.

The gross public debt will decrease over the coming years, to further below the
Maastricht cap of 60% of GDP. In 2017, with 56.0% of GDP, the government debt was
below 60%, which was for the first time since 2010. For 2018, the government debt is
projected to decrease further to 52.1% of GDP, which takes it even further below the
Maastricht Treaty maximum budget deficit. Because of the denominator effect due to the
increase in GDP, the budgetary surplus and certain financial transactions, the government
debt will continue to decline in 2019, to 48.4% of GDP.

Main differences to the previous projections

e According to preliminary figures by Statistics Netherlands (CBS), economic growth in
2017 was 3.1%, which is 0.1 percentage point below CPB’s December projections. The
projections have been adjusted upwards for 2018, by 0.1 percentage point.

e GDP projections for 2019 (2.7%) are higher than those in the updated medium-term
outlook of November last (1.9%). This is because current projections do include cyclical
conditions for 2019, while these were not included in the medium-term outlook.

o The projected inflation (HICP) for 2018, compared to the December projections, has been
adjusted upwards by 0.1 percentage point, to 1.6%. Measured in US dollars, the oil price

% See the parliamentary minutes of the Dutch House of Representatives of 16 January 2018. (link)
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has been adjusted upwards; in euros, the adjustment is smaller because the euro
exchange rate (dollars per euro) was adjusted upwards.

Purchasing power development in 2018, when considering all households, has remained
unchanged, compared to CPB’s December projections as well as its Macro Economic
Outlook 2018. The outlook has been adjusted downwards for pensioners (by 0.1%) and
welfare benefit recipients (by 0.2%), compared to the Macro Economic Outlook 2018. All
groups are negatively affected by the upward adjustment of inflation, by 0.2% (cpi
definition). However, the middle and higher incomes benefit from the downward
adjustment of the health insurance premium development in 2018.

The 2017 government balance has been adjusted upwards by 0.6 percentage points,
particularly due to lower spending levels than were budgeted for, and the fact that the
balance sheet of local governments is projected to develop more favourably than
previously estimated. For 2018, the upward adjustment will be 0.2 percentage points
because of taxation windfalls and the more positive balance sheet of local governments.
Compared to the medium-term outlook, the EMU balance for 2019 has not been adjusted,
despite the upward adjustment of GDP. This is partly due to the fact that this upward
adjustment is caused by higher investments and larger export levels and because the
downward adjustment of wages and social benefits has a negative impact on tax
revenues.



2 Purchasing power projections: what does it
get you?

We dislike inequality, we say!011. The Netherlands is the land of Jan Tinbergen, the man
who never set the standard of 1 to 5 for acceptable wage differences, but who nevertheless
became known because of it12. Attention for differences in income not only can be found at
the Social and Economic Council (SER), but also in policy — a solid budget and well-balanced
distribution of income are often mentioned together in Coalition Agreements. They are also
in the building blocks for policy: for over fifty years now, CPB has been producing purchasing
power figures?3, first only for the fictitious household of the average worker, but these days
for a range of groups based on a representative sample. Purchasing power figures are
presented in assessments of general election manifestos and Coalition Agreements with the
Gini — an indicator for income inequality — as the final illustrative tool. And each year,
purchasing power plays a role in the debates around the Day of the King’s Speech. All in all,
this equals a large amount of attention and activity, but what does it get you?

Purchasing power outlook: a still life

Purchasing power outlook present a stylised version of reality. How much more, or less,
will households have to spend, next year, if the economy and policy develop according to
plan and no other changes take place? In the calculation of the purchasing outlooks it is
assumed that you will not find a job or get a promotion, not deliver children, nor divorce or
retire. Although the dynamic effects of all those events have a far greater impact (see Figure
1), the projected purchasing power outlook only deals with changes in the economy and
government policy. In addition, we are all assumed to consume the same stuff: a package of
consumables that corresponds with the composition of the consumer price index. Static
purchasing power outlooks!4 provide policymakers with general insights, but they are less
suited to be translated to anyone’s personal wallet.

Figure 5 Dynamic versus statistic purchasing power effects

effect of corrections on static  effect of a certain event:
purchasing power figures* finding employment**

Unemployment benefit |o
lliness/disability
Social welfare

0% 3% 0% 3% 6% 9% 12% 15%
*figures on 2013-2014 development of median purchasing power
**figures on 2014

9 Dutch newspaper article about the taboo that still rests on salary transparency
https://www.nrc.nl/nieuws/2015/11/21/pssstwat-verdien-jij-1562127-a65818.

" For more information on income inequality (in Dutch), see: http://www.cpb.nl/publicatie/vermogensongelijkheid-in-
nederland-2006-2013.

12 Dutch article about the ‘Tinbergen standard’: http://www.mejudice.nl/docs/default-source/bronmaterialen/op-zoek-naar-
bron-tinbergennorm.pdf.

'3 Dutch article on purchasing power trends: https://www.tpedigitaal.nl/artikel/koopkrachtplaatje-31.

4 Dutch CPB press release ‘Statistic purchasing power figures better suited to provide clarity about policy impact’
http://www.cpb.nl/persbericht/3215387/statische-koopkrachtcijfers-beter-geschikt-om-beleidseffecten-inzichtelijk-te-maken.
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CPB reports the median development, which means that half the people in the group
will be financially worse off than the figure given, and the other half will do better that
this figure. The median purchasing power development covers a —usually substantial —
variation, which also differs between population groups. A median of 0.6% for all households
in 2018 (see last line Figure 2) does not mean that all households will be better off. Around
16% of them will in fact be worse off. And there will also be households that will benefit by
more than 2% or even 3%. Fulfilling the ambition for all households to do better is often
much more expensive than a median of zero for all the households in a purchasing power
table. This variation is another reason why it is difficult to compare a figure in the table to a
person’s individual situation.

Figure 6 Range around the median: projections MEV 2018
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The projected purchasing power is surrounded by substantial uncertainty. Projecting
contract wage development, inflation and nominal health insurance premiums (three
important factors) appears a challenging task that becomes even more challenging as
projections are further into the future (Figure 6). In the current year (in the figure, this is
2017), uncertainties are smaller, because there is already a large amount of information
available on wages, inflation and the health insurance premium. Projection errors are a third
reason why people, in practice, are either better or worse off than expected on the Day of the
King’s Speech (Prinsjesdag).
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Fine-tuning purchasing power

Purchasing power plays an important role in high points of the budgetary process,
irrespective of whether this concerns election manifestos, government coalition
agreements or the King’'s Speech on Prinsjesdag. In addition to correcting the general
purchasing power outlook (the median), an important part of the decision-making process is
focused on whether purchasing power is developing in a balanced way for the various
population groups. Political views determine what is understood by ‘balanced’ and which
groups will be looked at. It is therefore not surprising that the purchasing power tables cover
a large number of groups, ranked according to income level, source of income, and household
composition. From this perspective, it is also no wonder that the Netherlands finds it difficult
to realise the ambition of a simple streamlined system of taxes, premiums, credits and
subsidies in practice. When comparing purchasing power figures before and after decision-
making, two aspects are notablels.

Redistribution of purchasing power effects makes sense. The range in purchasing power
of the groups is usually reduced (Figure 3).

Figure 7 Reducing the range: median purchasing power, 2015-2018, cMEV versus MEV
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And often with success. Groups that were intended to benefit the most according to the
policy measures announced in the King’s Speech on Prinsjesdag (in the MEV) indeed do so in
practice (Figure 4). And the range is in fact being reduced.

*nmw = national minimum wage (€ 20,600 gross per year, in 2018)

5 Here illustrated by the Day of the King’s Speech: the cMEV is published before decision-making, the MEV is after
decision-making has been completed.
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Figure 8 Range of median purchasing power, 2015-2018, cMEV, MEV and realisation
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Policy making on the basis of exact outcomes would ignore the many uncertainties
that surround purchasing power and would come at the price of complexity. Decision-
making aims to use limited budgetary means to achieve a balanced purchasing power

outlook. This results in frequently conducted calculation rounds during the government
formation process and decision-making before Prinsjesdag. During the assessment of the
election manifestos (Charted Choices), the political parties called for a third —additional—
calculation round for purchasing power. Looking at the purchasing power tables in Charted
Choices, and the overviews of household examples in the documents of the Ministry of Social
Affairs and Employment, and the standard purchasing power tables in CPB’s CEP and MEV
suggests that they all use a lower limit of 0.0.16 In light of projection uncertainties as
mentioned earlier, this use of the zero value is noteworthy (Figure 6).

Figure 9 Making corrections on the basis of specific outcomes: household examples

The effect of the 5-billion-euro package of measures, i.e. 5-billion-euro
reduction in the financial burden on labour, are clearly depicted here.
mutation in %
A
Corrections are often made to gloss over the negative figures on

median purchasing power for non-participants in the labour
market, who are often at a disadvantage.

.0 = inactive participants in the labour market:
: pensioners and social welfare recipients
o 2016 2017 2018 labour market participants
v
CMEV

Projections are made ... ...and corrected.

6 Remaining negative figures appear intentional, or unavoidable due to overall budgetary tightness.
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Ensuring that median purchasing power development in 2018 at least equals zero!? requires
a margin of around 1.4% purchasing power (costing 4.1 billion euros). The more detailed
your policy objectives, the more important the exact setting of tariffs, tax credits and
deductions will be. Very detailed decision-making is the result, as can be seen in het usually
long list of policy measures to explain purchasing power development, the introduction of
new pathways to create or reduce tax deductions, and the repeated decelerations of
implementation pathways towards introducing policy.

Figure 10 Uncertainty around median static purchasing power in the MEV 2018: the fan chart
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Politicians and civil servants spend large amounts of time and energy on fine tuning the
purchasing power outlook. It is a hot topic in the assessment of the election manifestos, as
well as in the election debates, government formation process, and in the annual General
Political Considerations. The sobering news is that other events than the outcome of static
purchasing power outlooks, such as getting married and having children, will have a much
bigger impact on the average worker’s purchasing power. Striving for an exact outcome,
down to a tenth of a per cent, does not combine well with the uncertainties that are
inextricably linked to any projection. The good news, though, is that insight into purchasing
power figures may contribute to a more equal distribution of income, although achieving this
comes at the price of a complex system.

7 On the basis of 95% confidence interval.
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