Dutchmen at work

To put the once successful Dutch economy back on tr ack, the ‘carrot’
needs to be replaced by the ‘stick’. But many of th e people most affected by

the new policies do not deserve to be beaten.

Marijke is 31 and suffers from brain damage. Shednace the age of 18 been eligible for
an incapacity benefit. However, under a new actemgnted in October 2004 all the
people incapable of work need to get medially rereixied. Marijke’s medical report
ranges from poor motor movement skills to poor fobsolving capacities but

concludes that Marijke is fully capable of work.

At the same time, Bastiaan (28) could not find waltier he graduated three years ago.
“l was not invited for interviews because compaitad lots of candidates with lower
qualifications but more practical experience.” Appy for work became almost a job in
itself and Bastiaan had to demand for unemployrhengefits for the first time in his life.
Recently he took up a PhD position. In England gigubecause the “labour market

situation in Holland has become worse and worse.”

Marijke’s inability but obligation to work seemingtontradicts Bastiaan’s determination
but failure to become employed. Yet, both expersrare the outcome of tougher
regulations in the labour market and symptomatieoént changes to the Dutch

economy. Some people say ‘inevitable’ but othesagliee.

Less than a decade ago Holland led Europe in tefrasonomic expansion. The social
welfare system was praised for its inclusivenesktha consensus-based model of

decision making between government, unions and@yeps polder model or third-way
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politics), kept wages, unemployment, budget defiaitd inflation low. This seemed to
work well as the economy grew at an annual ratdmbst four percent between 1997

and 2000. But at the start of the new millenniume, $hine wore off.
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As figure one shows, the Dutch economy, even thalghly recovering, has since 2000
performed weaker than other Euro zone countrie2008 GDP growth reached a
through of -0.9 percent. Also, inflation peaked & percent in 2001 and consumer

spending dipped to -1.3 percent in 2003: all figunet seen since the early 1980s.

Additionally, unemployment has since 2001 doubte@.4 percent of the working
population and currently almost half a million pkpare without a job. Although figure
two suggests that unemployment follows the ‘normgélical curve of economic
progress followed by recession, figure three shibnvag especially among young people

like Bastiaan, unemployment got recently a monecsiiral component.
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Notably, unemployment figures for the young haweagts been higher due to their
relative inexperience, but between 1997 and 2084étio of unemployment in the 15-24
age group, compared to overall unemployment, irg@drom 1.8 to 2.6 percent. This is
partly caused by the entrance of relatively lowllelliemployees in the market during the

economic boom in the late 1990s, which caused ipedifility between qualifications of
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employees and employers’ requirements. But therenare reasons for the current

‘Dutch dip’.

As the Netherlands has one of the most open add-tveented economies in the world,
underperformance of the Dutch economy and incrgasiremployment can to a large
extent be attributed to external factors like glamnomic slowdown, an unfavourable
Euro exchange rate, Euro-related price increasg$i@mce competition from recovering
economies in the US, China and Japan. Furtheredduyting EU regulations, the Dutch
government increasingly becomes unable to implentaiidr-made’ economic policies

in order to turn the tide.

However, also internal weaknesses impede growth asigears of high wage rises which
caused labour costs to increase by 15 percent bet®d@95 and 2002. Compared to the
two percent increase in labour costs in the EureezButch companies have become less
profitable and Dutch labour less competitive. Aabatially, critics say that thpolder

model, in search of consensus at all cost, has madanegiblicies too generous and
takes away the incentive to workCompared to other European countries, this has

resulted in a disproportionate low level of labparticipation.

However, low levels of labour participation is moimething which can solely be pinned
down as cause of the recent economic recessi@tesding to the president of the
Dutch Central Bank, Mr Wellink, the Dutch have ajwdeen people who “work smart,
not hard”? Part time labour, an outcome of negotiations witfons on more flexible
working hours and the increased entrance of wometh® labour market in the 1990s,
makes up forty percent of all work done in Hollakiérewith in 2002 the Dutch worked

on average 1338 hours of work per person; almddhbdirs less than other countries in

the Euro zone and 600 hours less than in the US.

! Economist, May 2, 2002.
2 DNB, February 26, 2004.
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Another factor contributing to low labour partictjmen is the high number of people unfit
for labour in the Netherlands. By the early 199883 percent of the working population,
or one out of seven people, were classified agpgiga of work due to a chronic illness

or handicap. As figure four shows, this figure Istlg dropped to one in eight, or 970.000

people in 2004.

Total population 1564 yrs

Figure 4: ‘Occupation’ figures

for population 15-64 year age
O Full-thre edlue diot
group. Derived from Central

CHEmgslearedl { T2 s

ek Plan Bureau,

o Unemyoyed or social http://www.cpb.nl.
asbstanes betwefit

O hivcapacity of skhiass
leeneln

DEmly retiemnent

D ks ot ad Ton

The Economist remarks that the Dutch are not “paldrly sickly people” but merely
seek to benefit from the existing system for inciyzbenefits’ This also shows from
EU figures on perceived reasons for unemploymer20D4, 6.3 percent of the total
working population said they could not work duelliess or disability: a high figure
compared to 2.7 percent in the Euro zone but cersiodly lower than the 12.5 percent
registered for an incapacity benéfithe Atlantic Institute of Marketing Studies states
that the scheme “provides a free way out for emgieyand] those in low-paid or

unsatisfying jobs or employees near retirement laaviecentive to move to the disability

% Economist, May 2, 2002.
* Figures calculated from http://europa.eu.int/corundstat
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rolls” and the Economist adds that “the WAO has been tosemp up disguised

unemployment®

Prospects for a healthier labour market are alstagwed by an increasingly ageing
population. By 2040 the number of people older tBaryears will rise from two to four
million, doubling the so-called ‘grey pressure’dttatio between people aged over 65 and
those between 20 and 64) from 22 to 43 percens ffand develops alongside a large
number of people who retire before they are 65;esamearly as 50. According to the
Central Bureau of Statistics, of the age group 6@y 19 percent still participates on

the labour markef.

As a result of these internal weaknesses in thetDlabour market, high government
expenditure on healthcare, pensions, and sociafilehave become of major concern.
For the year 2005, €58.2bn of the €187.7bn (£130.8pent in the collective sector will
go to social welfare schemes and €36.9bn goesdithisare. Against a state income of
€175bn (£121.5bn) through taxes and national imagraontributions, such a pattern of
expenditures has, amongst others, driven the EMididgbudget deficit) up from 1.9 in
2002 to 3.2 percent of GDP in 2003. Also, governialethebt increased from 52.6 percent
of GDP in 2002 to 56.3 percent in 2004, consumingpat eleven percent (€15bn;
£10.4bn) of the total 2005 state budget in intgpagments.

Because the 2003 EMU-deficit was breaching theetpercent EU ceiling and the debt
levels were closing in to the EU threshold of 6€cpat of GDP, Holland has been urged
to cut public and collective spending. To beginhwidrastic cuts in healthcare spending

have been implement and the freeze of civil sersataries and the minimum wage has,

> AIMS (2000, p.124).
® Economist, May 2, 2002.
" CBS (2004).
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in conjunction with the reduction of food priceshy percent in August 2004, reduced

inflation to a record low of 1.2 percent in 2004.

However, in order to structurally transform the €ueconomy, it is deemed necessary
that more people work. With the slogan “if you eaork, you have to work® the
government aims at increasing labour participatiod thereby decreasing costs for
welfare payments (for an overview of Dutch soceméfit schemes see the box below).
According to the Central Plan Bureau, higher lalqmarticipation can only be achieved
by imposing harsher measures on to the unemplogeause soft instruments like
training, testing and subsidised labour are lefles®¥e. In other words, “the stick works

better than the carrot.”

Types of social benefits

. * WW: Unemployment benefit « WAO

‘ People who lose their job without their fault People who are or have become incapable of work
are eligible for an unemployment benefit. The due to a handicap or iliness for a period longer than
amount and length depend on the number of two years are eligible for an incapacity benefit. The
worked years (min. six months) and the first two years are paid for by the employer and
previously earned salary. Beneficiaries also thereafter the government supplies a monthly income
have to register with the CWI (Centre for Work depending on age, previous salary and the level of
and Income) that considers the application incapacity (measured in percentages). Previously
and helps people to find a new job. They also beneficiaries had to undergo medical checks every
have to apply for any type of work at least five years but as from October 2004 all the WAO
once every week. beneficiaries have their case reconsidered.

* Social Security « WAJONG

People who do not meet the WW This incapacity benefit is specifically for handicapped
requirements are eligible for a social security young people who are or become for 25 percent
benefit which varies from € 1149 per month incapable of work under the age of 17, or when
for married persons to € 805 per month for studying, under 30. The height of the benefit is based
single parents and € 574 per month for on age and level of handicap, varying from minimal €
singletons. Since January 2004 everybody is 6.6 per day when 18 and incapable for 25 percent to
obliged to apply for work every week, maximal € 46.5 per day when older than 23 and
including people over the age of 57.5 and incapable for 80 percent or more. There is a one year
single parents with children younger than five waiting time for application.
years who were previously excluded from this
requirement.

Box 1: Overview of social benefit schemes in Holland (non exclusive), derived from Ministry of Social Affairs

and Employment, http://www.szw.nl.

® MoSZW.
° Elsevier, February 28, 2005 and Elsevier, Marck0D5.
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One of the reforms in the social welfare sectorceons the state disability scheme (WAO
and WAJONG). A new law makes it more difficult tertefit as the ‘waiting-time’ for
disability support has been increased from onetoyears, obliging an employer to
continue paying a salary for two years and therbgting an incentive to get sick people
back to work. Additionally, the majority of sick disabled people have to get a renewed
medical check before 2007 in order to keep theirQ\@enefits. The UWV, dealing with
the approval of social benefits, estimates thaptmeent of all WAO beneficiaries, or
around 80,000 people, will lose their allowanceant or whole and have to start working

again.

Another new law, replacing the ‘General Unemployieaw’, is the law on labour and
unemployment benefits (WWBVet Werk en Bijstand- by some called thé/et Water and
Bread) implemented in January 2004. Under the ptesviaw everybody who was
unemployed, except people over 57.5 years old egtesparents with children under
five, had to apply for jobs at least once a weedrder for them to keep their right on
either WW or social welfare allowances. Under tee/ttaw, however, there is no longer

an exception.

This law has been strongly criticised by the Dutthon Federation (FNV) because it is
especially unfavourable to the elderly who becogteost applicants*® having little
chance of increasing their chances on the laboukeha\ccording to figures by the CWI
(Centre for Work and Income), out of the 17,000mplyed of 57.5 years and older
only 1.5 percent found a job in 2004. The FNV halswdated that those 17,000 elderly
with a weekly obligation to apply for a job send880 application letters per year.

“That is almost € 350,000 on costs of stamps alofoe 256 jobs..!” !

Y ENV, February 11, 2005.
" volkskrant, March 11,2005.
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All these measures set to increase labour partioipand economic growth do not easily
settle with the Dutch and an estimate of 60 periseopposing them. Last October at
least 200,000 people took the streets in Amsterdaaccording to the BBC, the “largest
protest there for over two decadé&Carrying banners and placards bearing the slogan
‘The Netherlands deserves better’, the protestéiibated their fears that stricter
regulation of social benefits will increase the itnemof people who fall back to the

minimum welfare scheme because they can not livie tipe new standards.

Besides, in a period of high unemployment amongigqueople it seems contradictory to
aim for getting the old, sick and disabled backtok. Not only might re-examinations

of those eligible for a WAO benefit result in midgement, as the case of Marijke
showed, currently the labour market is too flanetbke up an inflow of a large group of
elderly and partly capable workers. When compaceeschoose from a large pool of
young unemployed candidates, such as Bastiaanatieagluctant to major investments

in for example education and the creation of adhpterkspace.

Even though unemployment in the Netherlands idylikeincrease to seven percent in
2005 and the general outlook has only slightly iowed with an expected GDP growth
figure of 1.5 percent, the future of the Dutch emoy does not seem too gloomy as the
Dutch and their economy have proved flexible arasperous in earlier days. However,
there is some reason for concern as forging ecangrowth has, compared to the old

days, become increasingly difficult to accomplish.

Over the last decade regulations by the EU andasagional economic institutes have
taken a lot of strategic economic tools out oftiaads of individual governments.
Previously, changes in interest rates could bdwmsetonomy but since the introduction

of the Euro, interest rates are set by the Eurofantral Bank. Also, the growth and

12BBC, October 2, 2004.
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stability pact, aiming at containing governmentficts, hampers governments to
temporarily increase public and collective spendorghe benefit of the economy. The
Dutch government is thus left with little room fmi@noeuvre to get the economy out of
its slump and increasingly relies on a multitud@efipheral measures that work against

its own people.
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