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1. Introduction 

Fiscal policy is, to put it simply, the way in which government handles spending and receiving money. 

Each new government has to decide not only how much money to spend, but also where that money 

should come from. Questions like: „What is the aspired level of the budget balance and debt?‟, “What 

is the maximum allowed tax burden and what groups in society should carry the most weight?‟, „Do we 

accept a budget deficit to accommodate all our political desires today or do we strive for surpluses to 

mitigate future problems?‟ need to be answered. Another important issue is what rules should be 

applied during the cabinet period to ensure that the objectives are met. The complete set of 

agreements on public finances constitutes fiscal policy. In the Netherlands, it is customary to lay down 

the basic principles of the fiscal policy in the Coalition Agreement. 

 

This paper discusses the experiences of the Dutch with different sets of fiscal rules over time. 

Paragraph 2 illustrates the importance of fiscal rules by means of the Greek myth of Ulysses and the 

Sirens. Paragraph 3 describes different fiscal strategies pursued in the Netherlands between 1952 and 

1994 and their results. Paragraph 4 discusses the current „trend-based‟ budget policy that was 

introduced in 1994. Paragraph 5 deals with the performance of the trend-based budget policy and the 

adaptations that were made over time. Paragraph 6 discusses the ongoing debate about what to 

include in (or exclude from) the expenditure framework. Finally, paragraph 7 concludes by stating what 

lessons the Dutch have learned from their experiences. 

 

2. The importance of fiscal rules 

Budgeting is all about making choices and setting priorities. After all, money can only be spent once. 

This is a truth that society, politics and policy makers usually find very difficult to deal with! That is why 

a good set of rules is vital to attaining healthy public finances. 

 

The importance of fiscal rules is best illustrated by the Greek myth of Ulysses and the Sirens. These 

dangerous bird-like women mentioned by the poet Homer, are symbols of seduction and enchantment, 

luring sailors onto the rocks with their beautiful song. On their journey home to Ithaca, Ulysses and his 

men had to sail past the island of the Sirens. Ulysses - aware of the dangers - ordered his crew to put 

beeswax in their ears so they would be insensitive to the lure of the Sirens. Ulysses himself was 

curious and wanted to hear the song. In order to avoid their enchantment he had himself tied to the 

mast when approaching the island. The crew was ordered to keep its course regardless of any 

instructions issued by Ulysses. Ulysses listened to the Sirens and became intoxicated by their song. 

He ordered his men to untie him, but they stuck to their orders and ignored Ulysses‟ struggling and 

screaming. Finally they sailed past the dangerous Sirens until they were out of earshot.   

                                                      
1
 This paper is based on existing material. The main source of information is chapter 1 of “Made in Holland”, a publication by the 

National Academy for Finance and Economics, part of the Budget Affairs Directorate of the Ministry of Finance.  
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The seductions that Ulysses underwent are similar to those in the practice of the financial-economic 

policy. The desires of society (or politicians) always exceed the available resources. Without budget 

standards, it is difficult, especially for politicians, to resist the permanent upward pressure on 

expenditure. Although needs in society are often relieved by these additional expenditures, the 

negative effects of unbridled developments in expenditure and the taxes necessary for this could 

seriously damage the economy, in much the same way as the Sirens luring the sailors onto the 

rocks. So each cabinet needs standards to force society, politics and policy makers to prioritise. 

The fact that standards are necessary says little about their exact design. The design of the budget 

policy in use cannot be considered separately from the political, economic and fiscal context in 

which it was created. Moreover, newly-formulated standards are based on lessons learned from 

previous periods. The following paragraphs provide insight into how fiscal policy in the Netherlands 

has evolved over the past decades.  

 

3. A brief history of fiscal policy in the Netherlands
2
 

The Netherlands have a long history with regard to fiscal policy. Over time, the Dutch have applied 

different fiscal strategies, with varying results (to put it mildly). For the purpose of this paper, it suffices 

to go back to 1952, when rebuilding after WWII makes way for an anti-cyclical budget policy. 

 

Anti-cyclical policy (1952-1959) 

The initial post-war years in the Netherlands were dominated by rebuilding. Due to, among other 

things, the Marshall plan, the economic situation in the Netherlands [?] started to improve strongly 

from 1948 onwards. The improved economic outlook created the budgetary margin needed to base 

the fiscal policy on the popular theory of Keynes. It was widely believed that the government could 

create a stable macro-economic development and prevent long-term depressions by active 

intervention. The Dutch government opted for an anti-cyclical fiscal policy. The objective of this policy 

was to stabilize the business cycle from year to year by responding to changes in the economy. 

Should a deficit in expenditure arise, the government would have to stimulate expenditure at the 

expense of the budget balance; in times of excess expenditure, the resources would have to be 

withdrawn from the economy in order to limit expenditure.  

 

This policy proved more difficult in practice than in theory. When deciding upon the right 

intervention, the cabinet relied on the forecasts and models of the Netherlands Bureau for 

Economic Policy Analysis (CPB).  However, changes in the economy proved very difficult to predict. 

In addition, political decision-making and implementation of the interventions is time consuming. For 

these reasons, anti-cyclical interventions often turned out to be pro-cyclical. In 1955, for instance, 

the government considered it necessary to introduce a considerable tax reduction, while at the end 

of 1955 it had to apply the brakes again, in order to prevent imminent overspending. According to 

the doctrine of anti-cyclical politics, the tax reduction of 1955 had been badly timed (with the benefit 

of hindsight). So the experiences with cyclical politics were not all successful and the fact that the 

                                                      
2
 Some statistics with regard to the development of the EMU-balance, EMU-debt, GDP-growth, gross government spending and 

the tax burden are attached in the annex. Data available from 1970. 



 3 

national economy became more and more effected by international developments made it 

increasingly difficult to influence the business cycle by government intervention.    

 

Structural budget policy (1959-1982)  

Given the economic developments during the previous period, towards the end of the nineteen-

fifties, confidence grew in the Dutch economy‟s ability to progress along an annual structural growth 

path of 4 to 5% accompanied by mild cyclical fluctuations. This shift in thinking, combined with the 

problems of an active anti-cyclical policy that had appeared, formed the reason for introducing the 

structural budget policy. In this new policy, the government no longer tried to stabilise the economic 

cycle from year to year, but over a medium-length term. This meant that the structural budget deficit 

was geared to the structural savings surplus in the private sector (after deducting the required 

structural surplus on the current account with respect to capital transfers and loans to developing 

countries). The basic assumption in this method was the complete functioning of the automatic 

stabilisers during the cycle. When determining the budgetary margin over a medium-length term, 

the most important aspect was the real structural budget margin (1959-1975). Later, the basic 

assumption became the total budget margin (1975-1978). 

 
Real structural budget margin (1959-1975)  

When determining the real structural budget margin, a distinction was made between the actual and 

the nominal margin. The real budget margin was determined at the beginning of the cabinet period 

based on expected trend-based economic growth and an estimate of the additional tax yields this 

would generate. In principle, all tax reductions and expenditure increases (both in real terms) had to 

be financed from this real margin, with the exception of social security and salary increases in the 

public sector. It was assumed that salary increases would be financed from the nominal margin (the 

extra increase in tax revenue caused by inflation). The structural framework, which was accepted 

by the cabinet and the political parties across the board, was applied with success for quite some 

time.  

 

In the 1960s, the Dutch economy demonstrated high economic growth, at an average of 5% per 

year. Due to increasing tension on the labour market, this period was also characterised by high 

wage increases, resulting in a wage explosion in 1964. At the same time, there was continuous 

pressure from Parliament to expand public services. In accordance with the real structural budget 

policy, the entire budgetary margin was used to increase expenditure. In addition, tax increases 

were often introduced to cover extra expenditure. In 1965, the Minister of Finance at the time spoke 

the following threatening words upon the presentation of the national budget in 1965:„It is therefore 

perhaps wise to inform you at the start of the parliamentary year that my colleagues and I will be 

most stubborn, if not obstinate, in resisting any pressure from the House to incur even more 

expenses […] „If I may put it in other and perhaps clearer words: the financial tap has been shut 

and may not leak anymore this year.‟ 
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The labour income share and the tax burden started to increase from the early 1960s onwards. (Both 

increased by approx. 10%-point GNP in the sixties). It turned out that keeping salaries out of the 

budget margin and financing them from the nominal margin provided insufficient stimuli to promote 

solid wage formation. The considerable increases in salary had a negative effect on the competitive 

position of the Netherlands. Because expenses for social security (including healthcare) were not 

covered by the budget standard, these expenditures were not properly weighed against other public 

expenses and could grow unlimited. As the acceptable size of the structural budget deficit was also 

geared to the targeted equilibrium of the balance of payment, the increasing natural gas profits led to 

even more budgetary margin via a higher acceptable deficit. This margin was used for even more 

public expenses. 

At the beginning of the 1970‟s, the economic situation worsened. Economic growth declined, partly as 

a result of the first oil crisis in 1973, and was negative in 1975. 

Finally it became clear that the budget policy being used was too complex. The differentiation 

between the real and the nominal margin was not clear. It was unclear, for example, which 

expenditures were considered to be part of the salary expenditures. A budget standard that would 

be easy to use should, preferably, be simple, unambiguous and transparent.  

 

The total budget margin method (1975-1978)  

In the mid 1970s, the total margin became central in determining the budget margin, thereby 

increasing its simplicity. The total margin was calculated by multiplying the real margin (multiply real 

growth by the progression factor of taxes) by the price of the net national income (pNNI). All 

expenditures, including the wage increases, had to be financed from this single framework. If the 

wage and price development increased more than the price development of the national income in 

a given year, it meant that higher expenditure in wages and price-sensitive expenditures had to be 

compensated.  

Despite the rules of the structural budget policy, various expenditure increasing measures were 

introduced in the nineteen-seventies. The first oil crisis in 1973 was primarily regarded as a problem 

of underspending, which could be best counteracted by an expansive budget policy. With the 

intention of reducing the surplus on the balance of payment, partly as a result of the increase in 

natural gas benefits, it was decided to stimulate spending. In the mid 1970s, the standard was 

expanded for the first time to include not only state budget expenditure, but also the total public 

sector. This involved the so-called 1% standard which stipulated that the share of taxes and social 

contributions was allowed to increase by a maximum of 1 percentage point of the national income 

per year. This would limit shifting the cost of public spending to wages.  

 

The cabinet assumed that the deficit would be compensated in subsequent years. At the end of the 

1970s it becomes clear that this was too optimistic. The economic growth on which the cabinet had 

based its policy turned out to be negative. The financing deficit and the national debt had increased 

considerably. The problem in the 1970‟s was that a structurally lower growth – that should have been 
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accompanied by cutbacks – was considered a temporary dip in the economic cycle. Politicians tend to 

regard windfalls as structural and setbacks as temporary.  

 
Interim phase 1979-1983  

In 1980 the financing deficit threatened to exceed the 6% margin while the cabinet pursued the 

objective of realizing a deficit of not more than 3% of GDP. The growth estimate used by the cabinet 

for the multi-annual estimates proved to be too optimistic. In 1978, the cabinet assumed 3% economic 

growth, while in fact the national income in the period between 1979 and 1982 reduced by 0.25% per 

year. In 1980, the Minister of Finance at the time Andriessen, proposes a package of cutback 

measures of more than 2 billion euro. However, a sense of urgency is lacking with his colleagues and 

the Council of Ministers is only prepared to accept half of the package. Mr Andriessen resigns 

because he feels he is no longer able to bear the responsibility for the public finances. The budget 

deficit further increases from 4.6% of the GDP in 1979 to 8.3% in 1982. At the same time the debt 

increased from 44% of the GDP to 56%. The derailment of the government finances was initially 

camouflaged by the strong increase in natural gas profits («Dutch disease»), but turned out to be 

substantial. By the end of this government term, the actual situation has become clear and it is now 

widely believed that the increase of the budget deficit must be turned around. The structural budget 

policy was abandoned in order to push back the budget deficit.  

 
Actual deficit standard (1983-1993): crisis management  

In view of the strong increase of the budget deficit in the first half of the nineteen-eighties, reducing 

the deficit via a time path approach became the main objective of the fiscal policy. Regardless of 

the cyclical development, an annual time path had to be established for the deficit, during which 

taxes and contributions would not be allowed to increase. In 1983, the cabinet decided to reduce 

the finance deficit by 1% point of the net national income per year, while the burden of taxes and 

contributions was to remain stable.  

This period was characterised by a turbulent budget process. Setbacks on both the expenditure side 

and the revenue side of the budget required frequent and painful cut-backs. In 1983, for example, 

benefit payments and public sector salaries were reduced.  

Despite the economic headwind and cumbersome decision making by the cabinet about cutbacks, 

the policy was successful in reducing the deficit. However, when the economic development 

improved in the second half of the 1980‟s, little of the extra budgetary leeway was used to further 

improve the budget balance. Budgetary windfalls were mainly used to reverse cut-backs, additional 

expenditure and tax-relief.  

At the beginning of the 1990‟s the economic development relapsed and the economic growth 

declined. Lower revenues and increasing interest payments on the national debt resulted once 

again in a severe budget problem. Additional measures needed to realise the deficit objective were 

announced in the Interim Balance. Despite the intention to keep the rate of taxes and contributions 

at a constant minimum, the tax burden increased in 1991 and 1992. This was considered worth the 

sacrifice, mainly due to the intention to comply with the EMU criteria established in the Treaty of 

Maastricht as quickly as possible. Despite the disappointing economic growth, the adjustments 
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made resulted in a reduction of the actual deficit. However, the drawback was an agitated budget 

process. 

 

4. Trend-based budget policy (1994-today) 

The historical sketch above shows that the budget policy has evolved gradually over the years. This 

is the result of macro-economic and budgetary developments, but also of changing vieuws with 

regard to the role of the budget. Whereas a «business economic» standard based on the golden 

rule of financing was used before World War II, the macro-economic function of the budget became 

more prominent after the war. This policy became untenable during the failing economic situation 

and resulted in a dramatic worsening of government finances at the end of the nineteen-seventies. 

In the early nineteen-eighties, the Netherlands changed to a budget policy which more closely 

resembled crisis management: the actual deficit standard. This policy took government finances out 

of the danger zone, but caused a lot of social and political turmoil.  

The desire to have a more tranquil budget process was an important reason for the adoption of the 

trend-based budget policy. 

 

The essence of the trend-based budget policy is that the budget balance may fluctuate within 

certain limits. The limits are determined by the deficit that is allowed in the medium term (trend-

based).The present government still relies on the trend based budget policy, although a few 

adjustments have been made by consecutive cabinets.  

Box: Financial Management in the Netherlands: A decentralised system 

Although the use of a fixed expenditure framework and the strong position of the Minister of 

Finance in keeping expenditures contained may suggest otherwise, financial management in the 

Netherlands is in fact highly decentralised. Every line ministry has its own individual Budget Law. 

On Budget Day (third Tuesday in September) the Budget Memorandum and the individual Budget 

Laws are submitted to Parliament by the Minister of Finance. However, the line ministers are fully 

responsible for drafting and maintaining their own budget and for upholding it to Parliament. The 

Budget Memorandum is merely a coordinating document from the Minister of Finance, 

summarizing the outlines of the individual budget laws and explaining the overall financial-

economic strategy pursued by the cabinet.  

In order to exercise the ministerial responsibility for the budget, every line ministry has a 

decentralised Financial and Economic Affairs Directorate, acting as the financial controller of the 

ministry. These directorates are responsible for assessing the financial implications of policy 

proposals from within the ministry, coordinating the internal budget process, drafting and 

maintaining the budget and advising the line minister on these matters. This also means that line 

ministries are entitled to make their own payments. They do not need approval from the Minister 

of Finance for this. To ensure a strong and independent position of the Financial and Economic 

Affairs Directorates within the ministries, their powers and responsibilities have been established 

by law. 
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The trend-based budget policy is characterized by the use of cautious economic premises, a strict 

separation of revenues and expenditures, a fixed, multi-annual expenditure framework and (trying to) 

concentrating the decision making about next years‟ budget in one principal moment.  

 

The use of cautious economic assumptions 

One of the lessons from the past was the persistent overestimation of economic growth, as a result of 

which frequent adjustments had to be made to the budget when the economy did not develop as  

expected. This caused the budget process to be highly turbulent. Therefore, the trend-based budget 

policy requires the budget to be based on cautious economic estimates. This restricts the chances of 

setbacks due to disappointing economic development during the cabinet term.  

For a long time, the Dutch government has relied on the economic estimates provided by the 

independent Netherlands Bureau for Economic Analysis (CPB). Before the start of each government 

term, the CPB publishes a Medium Term macro economic Outlook for the Dutch economy. The 

Medium Term Outlook (four years ahead) is used during cabinet formation to establish the Coalition 

Agreement. The Outlook offers two different scenario‟s, a cautious and an optimistic one. The trend-

based policy that was introduced in 1994 determined the use of the cautious scenario as the basis for 

the financial economic policy of the new cabinet and the drafting of the expenditure framework. By 

choosing the cautious instead of the optimistic scenario as the starting point, the chance of necessary 

cutbacks during the cabinet term is reduced. This makes for more political and administrative 

tranquillity. 

 

Strict separation of revenues and expenditure 

The trend-based budget policy is characterised by a strict separation of revenues (taxes and 

contributions) and expenditure (net of non-tax revenues). This means that windfalls on the revenue 

side of the budget may not be used for additional spending. On the other hand, when revenues fall 

short of expectations, expenditure cutbacks are not required. At the same time, the level of 

expenditure is fixed for the duration of the government term. This way the cabinet is only allowed to 

allocate additional funds to one policy area when this is compensated for elsewhere. This rule of 

compensation not only applies to policy-induced changes in government spending, but also to 

setbacks that are strictly speaking not under the influence of the cabinet (open-end subsidies or 

transfers like welfare, education and healthcare). In fact: any overshooting of the budget needs to be 

compensated for within the budget, either by using expenditure windfalls elsewhere or by taking 

additional cutback measures. However, unexpected developments on the revenue-side of the budget 

(positive or negative) have no effect on spending. Lower revenues than expected would result in a 

worsening of the budget balance, while revenue windfalls during the government term could be used 

for reducing the tax burden or improvement of the budget balance. 

The context for the separation of revenues and expenditure is the cyclical nature of revenues and the 

inherent pro-cyclical bias in politics. Revenues (taxes and contributions) are much more vulnerable to 

economic fluctuations than most expenses (and non-tax revenues) and when revenues turn out better 

than expected due to favourable economic development, politician like to spend the windfalls (the lure 



 8 

of the Sirens!). As we have learned from the experiences with the structural budget policy, this 

combination could easily lead tot a worsening of public finances. After all, the revenue windfalls tend to 

be temporary and the expenditures tend to be structural. When economic development relapses, new 

cutbacks would be needed to keep the public finances sound. Save the fact that politicians do not like 

to cut down expenses, this would be detrimental to the reliability of the cabinet. 

 

Fixed real expenditure framework 

For a proper control of public expenditure the Government subject itself to a maximum level of 

expenditure agreed beforehand: the expenditure framework. This means that the overall level of 

expenditure is fixed during the government term. The framework is usually drawn up in the first Budget 

Memorandum of the new cabinet. The multi-annual estimates for expenditure based on the cautious 

economic scenario of the Netherlands Bureau for Economic Policy Analysis form the basis of the 

framework. These estimates are extrapolations of the current expenditure levels as a result of policies 

that are already in place. To this, the effects of the new policies proposed by the new cabinet (and laid 

down in the Coalition Agreement) are added. The expenditure framework is calculated in real terms. 

Every year the framework is adjusted by the latest index for the development of prices and wages, 

resulting in a nominal expenditure „ceiling‟. This adjustment for the actual development of prices and 

wages is the only adjustment allowed during the cabinet term. Thus, the ceilings are hard, not „soft‟. 

The framework is divided into three sectors: Care and Social Security have their own „ceiling‟, the third 

one is the ceiling for Central Government spending (all the other ministries combined). The 

expenditure framework provides expenditure „ceilings‟ within which expenditure – and thus policy – 

must remain. Because the ceiling for Central Government is the sum of the budgets of the individual 

line ministries (except Care and Social Security), these budgets act as the ceiling the individual line 

ministers must comply with.  

Each year political priorities may shift, the economic development may differ from the previous year 

and windfalls and setbacks occur. When next year‟s budget is prepared all these factors are taken into 

account and the coalition partners have to agree on how to manage these issues. Therefore, the 

cabinet has to make political choices within the limits of the expenditure framework.  

In the process of budget execution and budget preparation, all the ministers have to comply with a set 

of rules that was established before the start of the new cabinet, along with the expenditure 

framework. These „ rules for budget discipline‟  are a means to ensure the level of expenditure remains 

within the limits set by the expenditure framework. The most important rules
3
 are explained in the box 

below. 

 

                                                      
3
 A copy of the complete set of rules is available in English. 
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The framework and the ancillary rules for budget discipline are agreed upon by all members of the 

cabinet, acting like the rope Ulysses used to tie himself to the mast in order to withstand the seduction 

of the Sirens. In the Netherlands, neither the framework nor the rules for budget discipline are laid 

down in a law. Political commitment is ensured by the custom that breaking the Coalition Agreement is 

considered a political „sin‟  that can cause the cabinet to fall. After all, a law without the political 

commitment to comply with it is of no use. Although parliament is strictly speaking not bound by the 

rules, it is common law that political parties offer compensation when amending the budget. Even 

opposition parties keep to this practice! 

 

 

 

 

 

 

 

 

 

 

 

Box: Rules for budget discipline 
 
1. In order to avoid exceeding the agreed level of expenditure ministers must seek to prevent 

impending setbacks by taking measure in good time. 

2. In order to signal any excess, windfalls and setbacks must be reported to the minister of Finance 

and the Council of Ministers in good time.  

3. In principle, any setback should be compensated for within the Department or sector in which it 

occurs. If, for example, more students apply to universities than estimated in the budget for 

education, the Minister of Education may have to decide to reduce students‟ grants or increase 

university fees in order to compensate for this setback. 

4. In exceptional cases the Council of Ministers may opt for compensation to be found in other 

ministries or sectors. 

5. In principle, windfalls should be „saved‟ to compensate for possible setbacks and may not be 

used to finance new policies. New policies should be paid for by economizing on or abolishing 

existing arrangements.   

6. In exceptional cases windfalls on the expenditure side may be used to finance new policies. In 

doing so, consideration should be given to the nature of the windfall. Is it a cyclical windfall as a 

result of favourable economic developments? Or is it a structural, permanent windfall? A cyclical 

windfall may only be used for temporary expenditure and may not be used for structural 

expenditure.  
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Box: The fixed real expenditure framework in more detail 

The expenditure framework is established at the start of the new government term for the duration of 

that term (4 years) using the following formula: 

 

1. Multiannual expenditure forecast (without new policies) + 

2. Estimated effects of policies proposed by the new cabinet (Coalition Agreement) equals 

3. Expenditure framework (in real terms) 

 

Ad 1: In order to establish the framework it is essential to have an accurate multiannual expenditure 

forecast. In the Netherlands these forecasts are fairly detailed and formulated „bottom up‟. This 

means a forecast is provided for each individual line item in the budget, based on the latest macro-

economic estimates and insight into the implementation of policies. In most countries multiannual 

forecasts are formulated by indexing the aggregate expenditure total in the previous year. 

Ad 2: In the Coalition Agreement the coalition partners lay down their policy proposals for the 

following years (i.e. cutbacks, additional expenditure, tax increases and tax cuts). The financial and 

economic impact of the policy proposals is analysed by the independent Netherlands Bureau for 

Economic Policy Analysis.  

Ad 3: The estimated effects of the new policy proposals are added to the multi-annual expenditure 

forecast. The sum will be regarded as the expenditure framework for the duration of the government 

term. The framework is presented in the first Budget Memorandum of the new cabinet. 

 

On a yearly basis, the real expenditure framework is indexed using the latest estimate for the 

development of wages and prices. This way the nominal expenditure ceiling for that year is obtained. 

The index used is the price for National Consumption (pNC), a weighted average of the development 

of wages and prices in the market sector and the public sector. The next step is to confront the 

nominal expenditure ceilings with the current expenditure forecasts, to assess whether there is room 

to spend or whether cutbacks are necessary. Example:  

 2008 2009 2010 2011 

Real expenditure framework 205 000 210 000 215 000 220 000 

Latest pNC deflator 1.02 1.04 1.06 1.07 

Nominal ceiling 209 100 218 400 227 900 235 400 

Current expenditure forecast 209 237 218 258 227 661 234 942 

Check (+ means room for additional expenditure) -137 142 239 458 
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One principal decision making moment 

Previously, especially at the time the actual deficit standards was in use, windfalls and setbacks would 

often re-open negotiations on the budget for the current or the coming year. In the words of the former 

Minister of Finance, Mr Zijlstra – the budget process used to be  „a slightly neurotic pattern of budget 

composition, budget implementation and frequent interim adjustments.‟ In order to safeguard a more 

tranquil budget process, the trend-based budget policy proposes to concentrate decision making 

about next year‟s budget in one principal moment (or actually two, one for expenditure and one for 

revenues). In spring, decisions are taken with regard to the expenditure in next year‟s budget. In 

summer, decisions are made with regard to the revenue-side of the budget (for instance, to correct 

unfavourable effects of economic development to the purchasing power of specific target groups). In 

order to properly weigh up the different policy objectives, the Government has thus opted to review all 

policy proposals and corresponding costs once a year and to decide what is desired and possible 

within the limits of the expenditure framework. This means that the cabinet does not have to enter into 

debate every time a windfall or setback occurs, or each time a Minister puts forward a new policy 

proposal.  

 

5. The theory in practice 

The trend-based budget policy was adopted in 1994 and is still in use today. However, over time  

different cabinets have made several adjustments to the policy. This paragraph describes the 

performance of the trend-based budget policy under five consecutive cabinets and the adaptations 

that were made. 

 

1994-1998 

The cabinet that introduced the trend-based budget policy was the cabinet led by Prime Minister Wim 

Kok (Labour Party). The Minister of Finance at the time and inventor of the trend-based budget policy 

was minister Zalm (Liberal Party). The smaller Social-Liberal Party was the third partner in the 

coalition.  

In 1994 the Netherlands did not yet comply with the convergence criteria for the EMU agreed upon in 

1991. The EMU deficit was almost 4% GDP (allowed: 3%) and the EMU debt fluctuated around the 

80% GDP (allowed: 60%). The considerable EMU debt resulted in substantial interest expenses.  

During the term of this cabinet, the economic growth turned out to be (on average) one per cent higher 

than expected in the cautious scenario of the CPB. As a result, the cabinet did not have to implement 

any additional cutbacks during the cabinet period. On the contrary, revenues were much higher than 

expected and windfalls in benefit payments would make room for additional expenditure within the 

expenditure framework.  

In accordance with the rules of the trend-based budget policy, the revenue windfalls were used to 
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reduce the tax burden (additional tax cuts) and improvement of the EMU balance. In September 1994, 

Finance Minister Zalm described the presented policy as follows: 

‘The Cabinet has used almost 1 billion euro of unexpected tax revenues to reduce the financing deficit. 

It did not give in to the temptation to spend more or to withdraw any cutbacks. However, the deficit is 

still too high for the government and it continues to obstruct a sound economic development in 

combination with the high burden of taxes and contributions.‘  

 

By 1996 the deficit was below the threshold value of 3% GDP. The EMU standard had been attained. 

The debt – expressed in a percentage of the GDP – also decreased considerably after 1994. The 

trend-based fiscal policy appeared to work well in practice, with the exception of one issue. As 

expenditure was confined by the expenditure framework, ministers tried to find different ways to realise 

their objectives. They found a loophole in the system with regard to tax expenditures. Tax 

expenditures were not included in the framework. As a result, a large increase in tax expenditures was 

seen during this term.  

 

1998-2002 

After the elections held in 1998, the same coalition as before could continue to govern. Overall the 

budget policy remains the same. The use of a fixed expenditure framework remains and the strict 

separation of revenues and expenditure is still in place. The principal decision making moment is 

maintained and the cabinet continues to work with cautious economic predictions. On Budget Day in 

1999, Minister Zalm, once again the Minister of Finance, explains why: ‘If someone successfully 

passes his driving test, the idea is that he will continue to practice what he has learned. Such an 

attitude is also appropriate here. A continuation of the trend-based budget policy with its cautious 

premises and the clear separation of revenues and expenditure frameworks is valuable.’  

 

Although the heart of the trend-based budget policy remains intact, some adjustments were made in 

response to the experiences from the 1994-1998 period. The objective of the adjustments is to further 

reduce the administrative turbulence with regard to windfalls and setbacks relating to revenues. The 

proposed changes are: introducing an expenditure reserve, the introduction of standard estimates and 

the use of a windfall and setback formula for revenues. 

 

The expenditure reserve: saving for a rainy day 

In 1998 the cabinet decided to include an expenditure reserve within the expenditure framework. This 

meant that a small part of the expenditure framework would not be allocated to a specific budget, but 

reserved for future setbacks. The cabinet thought of setbacks in the nominal sphere in particular. 

 

Introduction of standard estimates 

Another addition to the budget policy is the introduction of standard estimates for the total proceeds 

from taxes, contributions and natural gas. On the basis of the standard estimates the real scale of the 

revenue windfalls and setbacks is determined in relation to the estimates in the Coalition Agreement. 
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The standard estimates for revenues are the counterparts of the expenditure ceilings and are, like the 

expenditure framework, drawn up in real terms. Every year the most recent estimates for revenues are 

compared to the standard estimates. When revenues exceed the standard estimate, this would be 

called a windfall. A setback occurs when the revenues fall short of the standard estimate. The cabinet 

uses a formula to determine what to do about a windfall or setback. 

 

The windfall and setback formula 

The windfall or setback formula relating to revenues determines in what proportion the windfalls and 

setbacks may lead to a reduced tax and premium burden and an improvement of the budget balance 

(in the event of a windfall) and to an increased tax and premium burden and a worsening of the budget 

balance (in the event of a set-back). The allocation of the windfalls and setbacks depends on the 

extent of the EMU deficit. 

Windfalls: When the EMU deficit is smaller than ¾% GDP, 50% of the windfalls may be used to reduce 

the tax burden and 50% for improving the budget balance. When the EMU deficit is larger than ¾% 

GDP 25% of the windfalls may be used for an additional relief of the tax burden and 75% for improving 

the budget balance. Obviously it is always permitted to use more of the windfall to improve the budget 

balance. 

Setbacks: When the EMU deficit is below 1¾% GDP 75% of the set-back may be absorbed by 

increasing the deficit and 25% by an additional increase of the tax and premium burden. Where the 

EMU deficit exceeds the 1¾% GDP 50% of the set-back may be absorbed by increasing the deficit 

and 50% by an additional increase of the tax and premium burden. The setback formula is conditional: 

it only applies when the EMU-balance is not in danger of exceeding the -3% standard laid down in the 

Treaty of Maastricht. When this is the case, everything must be done to comply with EU fiscal rules, 

either by cutting expenses or increasing the tax burden.  

 

Results 

Performance of the windfall and setback formula for revenues is questionable. Due to the use of 

cautious economic assumptions, the windfalls proved to be extensive in the beginning of the 

government term. In accordance with the formula, these windfalls were partly used for tax cuts. 

However, in the second half of the government term the economic situation worsened and the revenue 

windfalls that had been foreseen began to disappear. In realisation and with the benefit of hindsight, it 

turned out that a much larger part than the 25% allowed of the revenue windfalls had been used for 

tax cuts.   

As far as the budget balance and debt are concerned, the trend-based budget policy seems to work 

well. In 1999 the Minister of Finance is able to report a budget surplus for the first time since 1973. 

The Budget Memorandum 2002 predicts a surplus for 2002. The improvement of the budget balance 

and a considerable economic growth also led to a significant reduction of the debt quote. In 2002 the 

EMU debt is below 50% of GDP, as it amounted to almost 80% of the GDP in 1994.  
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Meanwhile the future requires more than the mere compliance with the EMU terms. One of the 

challenges of the cabinet concerns the resolution of problems with the ageing of the population that 

are threatening the Dutch economy.  

 

 

2002-2003 

After a turbulent election process, ending with the murder of politician Pim Fortuyn by an animal rights 

activist just days before the actual elections a new cabinet was formed in the summer of 2002. The 

first cabinet led by Prime Minister Balkenende was a coalition between the Christian Democratic Party, 

the Liberal Party and the List Pim Fortuyn (LPF). The LPF had won the elections, but they were 

deprived of their leader and they had little experience in politics. 

From 2001 on, the Netherlands faces a less favourable economic development. Naturally this effected 

the financial position of the Netherlands. In 2000 the Netherlands had a budget surplus of 1.5% GDP. 

In 2001 this surplus had shrunk to 0.1%. In the Coalition Agreement of July 2002 agreed to pursue at 

least a balanced budget in each year of the government term. The underlying objective is the full 

repayment of debt in one generation. This is seen as the main solution to the financial problems 

caused by the ageing of the population. The number of people aged 65 or older will almost double in 

the period up to 2040 to more than 4 million people. This will inevitably lead to an increase of 

government spending and the cabinet does not wish to transfer this burden to future generations. 

Interest payments constitute a substantial item on the national budget. Debt repayment would 

decrease the interest payments, creating the necessary room to pay for the increasing expenditure 

related to ageing (pensions, care).  

  

The cabinet had agreed to continue along the lines of the trend-based budget policy. The adjustments 

that were made by this cabinet were the pursuit of a budget balance as the starting point, 

strengthening the performance of the expenditure framework and introduction of automatic stabilisers 

and warning levels for the budget balance. 

 

The pursuit of a budget balance/surplus 

The budget policy is based on the pursuit of at least a budget balance for each year of the government 

term. The cabinet refuses to accept budget deficits (ex ante). 

 

Strengthening the expenditure framework 

The level of expenditure for the three sectors Central Government, Social Security and is still fixed for 

the duration of the government term. However, until now setbacks in one sector could be 

compensated for by windfalls in another sector, as long as the total of the three remained within the 

limits of the expenditure framework. Strengthening the framework meant that the compensation of 

setbacks and windfalls between the three sectors is now only allowed in exceptional cases. Every 

sector must in principle remain within the limits of its own expenditure ceiling. 
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Automatic stabilisers and ‘warning levels’ 

Based on the experiences in the previous period, the new cabinet decided to abolish the windfall and 

setback formula. From now on, revenue windfalls are fully credited to the EMU balance (i.e. reduces 

the deficit or increase the surplus on the budget) and setbacks are debited to the EMU balance. This 

way the automatic stabilisers in the economy are allowed to function freely and the pro-cyclical nature 

of the windfall and setback formula (part of the revenue windfalls resulting from a well-performing 

economy was used for tax cuts) is no longer an issue. Only in the case of a budget surplus exceeding 

1% of GDP, 25% of the revenue windfalls may be used to reduce the tax burden, up to a maximum of 

1 billion euro. Because the level of expenditure is still fixed, the introduction of full automatic 

stabilisation means the EMU-balance may converge with the economic development.  

Along with the implementation of full automatic stabilisation, „warning levels‟ for the EMU-balance were 

introduced. Automatic stabilisation would be allowed to function freely as long as the EMU-balance 

remained within the values of 0% GDP and 2½% GDP (surplus). In the case of a budget deficit, 

additional measures would be taken to retain a balanced budget. In the case of a budget surplus 

above 2½ % of GDP, the use of revenue windfalls could be renegotiated.  

 

Results 

In the months after the Coalition Agreement was drafted, the economic situation deteriorated rapidly. 

As revenues decreased, the expected budget surplus turned into a budget deficit. At the same time, 

expenditure setbacks threatened to overrun the expenditure ceilings. Without an additional package of 

cutback measures, the 2003 Budget Memorandum would have showed a deficit of 1.2% of GDP. 

However, with the additional measures supplementing the measures already agreed upon in the 

Strategic Agreement, the cabinet expected a deficit of 0.5% GDP in 2003 and pursued a budget 

surplus of 0.6% GDP in 2006. The objective of repaying the debt within one generation remained 

within reach. Barely a month after Budget Day, in the middle of October 2002, the cabinet collapsed.  

 

2003-2007 

In the years 2003-2007 the Netherlands have known two cabinets. In 2003 the second cabinet led by 

Prime Minister Balkenende took office. The cabinet was a coalition between the Christian Democratic 

Party, the Liberal Party and the smaller Social-Liberal Party. In 2006 the Social Liberal Party withdrew 

itself from the coalition. Soon after the Christian Democratic Party and the Liberal Party started up 

again. 

When the cabinet took office in 2003 the economic outlook was dark and so was the financial position 

of the Netherlands. The year 2003 ended with a budget deficit of more than 3% of GDP, mainly due to 

an unexpected deficit of the local governments. The budget deficit for 2004 threatened to breach the 

threshold of 3% of GDP as well and the Netherlands entered in the European Commission‟s 

Excessive Deficit Procedure. 

The cabinet strives for a considerable reduction of the deficit. This is necessary keep sight of the debt 

reduction needed to absorb the costs of the ageing of the population. At the same time the 
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Netherlands must continue to comply with European standards on public finances, laid down in the 

Stability and Growth Pact.  

 

The clear financial objectives of the cabinet were to pursue a structural budget deficit smaller than 

0.5% of GDP in 2007 and a debt quote that had to decrease to 50% of GDP or below. To achieve 

these goals an extensive package of cut back measures was needed. In the Coalition Agreement the 

cabinet decided on measures with a scope of 13 billion euro in order to bring the public finances back 

on track. The government‟s reforms focussed on reinforcing the economy and increasing employment.  

Since the publication of the Coalition Agreement, the economic and financial situation worsened even 

more. In order to keep on track with the objectives set in the Coalition Agreement an additional 

package of cut back measures was proposed in the first Budget Memorandum of the cabinet  

 

The foundations of the trend-based budget policy remain intact. The cabinet proposes a few 

adjustments: freely functioning automatic stabilizers, adjustment of the „warning levels‟ of the budget 

balance and the introduction of a revenue framework. 

 

Full automatic stabilisation  

During this government term, the automatic stabilizers are allowed to function freely, without any form 

of windfall formula as long as the deficit does not exceed the „warning level‟ of 2½ % of GDP. The 

revenues may converge with the economic development and windfalls are used to improve the budget 

balance. Only when the budget deficit threatens to exceed the warning level of 2½% of GDP, 

intervention becomes necessary. The warning level is introduced to ensure the budget deficit complies 

with European agreements (deficit not exceeding 3% of GDP). 

  

Revenue framework 

In the Coalition Agreement the coalition partners had agreed on several tax cuts and tax increases. 

They also decided that the burden of taxes and contributions would not be allowed to increase during 

the government term. A revenue framework was introduced in order to maintain this objective. The 

framework only includes policy-induced changes to revenues (i.e. changes of tax and contribution 

rates).Temporary departures from this framework would be allowed, but compensation would have to 

follow in subsequent years within the government term. Therefore the scope of changes in tax and 

contribution rates is limited for the duration of the government term. 

 

Results 

Public finances have improved considerably. In 2003 the budget deficit was still above the critical 

margin of 3% of GDP but on Budget Day 2006 the cabinet presented a small budget surplus for 2007.  

‘This Budget Memorandum states that a budget surplus is expected for 2008. When the actual budget 

balance is revised for temporary economic developments the structural budget balance is obtained. In 

2007 the structural budget balance amounts to 0.0 % of GDP. The objective set in 2003 (a structural 

budget deficit smaller than 0.5% of GDP) has largely been met. The Netherlands also comply with the 
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European objective (a structural budget deficit between 0.5 and 1,0% of GDP). The goal with regard to 

the national debt has been achieved as well (reduction of the national debt to below 50% of GDP in 

2007). The national debt is expected to come to 47.9% of GDP in 2007. With this debt quote the 

Netherlands stay well below the European average of just over 60% of GDP.’  

 

 

 

2007- today 

After the elections in 2007, the balance of power shifts again. The newly formed cabinet (still under the 

leadership of Prime Minister Balkenende) comprises of the Christian Democratic Party, the Labour 

Party and the Christian Union. The current Minister of Finance is Wouter Bos (Labour). 

The financial objective of the current cabinet, as agreed in the Coalition Agreement, is to improve the 

structural budget deficit (-0.2% of GDP at the start of the government term in 2007) and turn it into a 

structural surplus of 1.0% of GDP by 2011. The government seeks to improve the EMU balance every 

year compared to the previous year. Furthermore, a series of measures has been proposed to 

contribute to the long-term sustainability of collective provisions and public finance. These measures 

are aimed at increasing labour force participation and reforming the care sector, thus contributing to 

Box: The struggle of the allocation of revenue windfalls 

One of the most difficult elements in the budget policy has always been the matter of how to deal with 

revenue (taxes and contributions) windfalls. It has been a true struggle to find an answer to this 

question that is both economically sound and politically acceptable. Due to the cyclical nature of taxes 

and contributions, it is not economically sound to use windfalls to finance a structural increase of 

government spending or tax cuts. However, to politicians this is always an appealing opportunity. 

Since the implementation of the trend-based budget policy, it has been an incremental process from 

the separation of revenues and expenditures in 1994 to full automatic stabilization and the introduction 

a framework for the burden of taxes and contributions in 1993.  

 

1994-1998: Separation of revenues and expenditures. Revenue windfalls used for tax cuts and deficit 

reduction, but not additional expenditure. 

 

1998-2002: Introduction of standard estimates. Windfall formula for determining the ratio between tax 

cuts and deficit reduction, depending on the level of the budget balance. 

 

2002-2003:  Full automatic stabilization as long as budget surplus is smaller than 1% of GDP. If 

surplus is larger than 1% of GDP, maximized amount of windfalls to be used for tax cuts.  

 

2003-today: Full automatic stabilization and revenue framework to keep the burden of taxes and 

contributions stable. 
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meeting the costs of the ageing population after 2011. The objective is to cover a third of the so-called 

sustainability deficit.  

The new cabinet also agreed on fiscal rules to realise the budgetary objectives. The fundamentals of 

the trend based budget policy have remained unaltered, but some improvements have been made to 

safeguard public finance for the future. These improvements include the use of realistic economic 

predictions instead of cautious predictions, raising the „warning levels‟ for the budget balance and 

excluding interest payments from the expenditure framework.  

 

Realistic economic predictions  

One of the main characteristics of the trend-based budget policy was the use of cautious economic 

assumptions. This caused the chance of windfalls to be greater than the change of setbacks. During 

preceding government terms, these windfalls proved to be substantial at times. Although the use of the 

cautious scenario was a sound practice from a financial-economic point of view, politically it was 

difficult to explain that the windfalls could not be used to implement new policies, while the needs of 

society had not been met. The use of the cautious scenario turned out to be harmful to the credibility 

of the cabinet. For this reason the current government chose to base its policy on a more realistic 

scenario: the average between the cautious and the optimistic scenario of the Netherlands Bureau for 

Economic Policy Analysis. The fact that this more realistic scenario gave the coalition partners some 

additional budgetary room to implement their policy proposals was of course nothing but a pleasant 

circumstance. 

 

Raising the warning levels 

European agreements prescribe that the actual deficit may not exceed 3% of the GDP. To be on the 

safe side, the government uses a warning level of 2.0% of the GDP and intervenes when the deficit 

approaches 2% of GDP. The previous government used a warning level of 2.5% of GDP, but in 2003 

this proved inadequate to meet European agreements. The warning level has therefore been raised. 

This is necessary because it is difficult to reduce the deficit in the very short term. It takes time to 

implement policy changes and even more time for them to take effect.  

 

Interest payments 

The main criticism of the Dutch expenditure framework is the fact that it included cyclical elements. 

Some expenditure depending on the economic cycle (like social security and interest payments) were 

also included in the framework. This meant that cyclical windfalls could be used for non-cyclical 

expenditure. In order to reduce the pro-cyclical nature of the expenditure framework, the cabinet 

decided to exclude interest payments from the framework. Windfalls in interest payments are now 

credited to the national debt and thereby contribute to the future stability of public finance. 

 

Results 

It is still too early to evaluate the results of the budget policy in use by the current cabinet. However, 

the recent economic developments present another challenge to the system. Under the influence of, 
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mainly, the international crisis in the financial markets and high oil prices, economic growth is on the 

decline and inflation is rising. This was not foreseen last year, when the expenditure framework was 

established for this government term. Furthermore, in the Netherlands these developments are 

combined with a tight labour market, resulting in high wage claims by the unions. In the short run, this 

results in a large budget surplus due to natural gas revenues (a budget surplus of 1.8% of GDP is 

expected in 2009). At the same time, purchasing power, especially for low-income groups and the 

elderly, is diminishing. The revenue framework does not provide much room to compensate for the 

loss of purchasing power. For politicians, this is a difficult message to deliver. Whether the cabinet can 

withstand the lure in this case of private poverty/public wealth remains to be seen.  

 

6. The ongoing debate: about what to include in (or exclude from) the expenditure framework 

The budgetary framework in the Netherlands was found to meet or set international standards by the 

2006 fiscal ROSC of the IMF. However, some critical notes have been made by (mainly) the IMF and 

OECD. The main criticism of the trend-based budget policy by the IMF and OECD is related to the 

issue of what expenditures to include in the framework.  

Both the IMF and the OECD recommend to exclude cyclical elements from the expenditure framework 

(i.e. interest payments, unemployment benefits and welfare) to reduce cyclical tendencies in the fiscal 

outcome.  

The basic principle applied in the Netherlands is: whatever expenditure is relevant to the EMU-balance 

should be captured by the framework. This means that, in principle, only financial transactions (loans, 

selling and acquiring of equities) are excluded from the framework. The linkage of the framework to 

the definition of the EMU-balance is convenient and the wide coverage of the expenditure framework 

enhances the controllability of expenditures. This we have learned from the structural budget policy, 

when wages were not included in the framework and the start of the trend-based budget policy, when 

tax expenditures grew out of control.  

There are two major divergences from the basic rule. The first concerns the revenues from natural 

gas. These revenues are considered temporary and windfalls should not be used for structural 

expenditures. These revenues are partly used as inflow to the FES-fund, a fund for temporary 

investment projects to enhance the structure of the economy. These investments are also not covered 

by the framework.   

Recently, interest payments on national debt have been excluded from the framework. Windfalls and 

setbacks will now be credited/debited to the EMU-balance. This will reduce the chance of a pro-

cyclical outcome. Although this may be sound policy from an economic perspective, from a more 

practical point of view it could make political decision making more difficult. Sometimes a little „grease‟ 

is necessary to successfully conclude the negotiations in the finalising moments of the budget talks. If 

the expenditure framework is too strict, politicians will feel trapped and the system itself may loose its 

support. The estimate of the interest payments used to provide this little extra room to manoeuvre. 

The cabinet has deliberately not decided to exclude unemployment benefits and welfare from the 

framework. This is because in practice it is very difficult to disentangle the structural an cyclical 

elements of unemployment benefits. Excluding all unemployment benefits from the framework would 
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leave the door open to expand social security free of charge. Furthermore, analysis has shown that 

cyclical windfalls and setbacks in unemployment benefits tend to cancel out over time the differential 

between public wage development and the nominal adjustment of the expenditure framework.   

 

The recommendations made by the international institutions and the recent adaptations to the trend-

based budget policy will be assessed by the next Study Group on the Budget Margin. The Study 

Group publishes a report every four years, advising a new cabinet on the design of the fiscal policy. 

 

7. Conclusion: Lessons learned 

What are the lessons to be learned from the Dutch experiences? 

 

In plain everyday language and applicable to every economic household: do not be overly optimistic, 

be cautious. It is easier to think of what to do with a windfall than to invent measures to counteract a 

setback. This is certainly true for politicians. Use revenue windfalls to pay off your debts. Make sure 

everyone knows what they are up against. Clear agreements about the growth of the expenditures can 

function as a brake on the government‟s tendency to grow ever larger. Plot the course at the 

beginning of a new cabinet period and consult thoroughly once a year on whether the ship of state is 

still sailing the correct course.  

 

In the language of economists and the experts in public administration: 

 

Lesson number 1: Do not react to cyclical effects 

The anti-cyclical policy in the 1950‟s taught us not to react on cyclical effects. Changes in the economy 

prove very difficult to predict and political decision making and implementation of policy proposals is 

time consuming. This often results in badly timed interventions. 

The multi-year fixed real expenditure framework makes it unnecessary to respond to all kinds of 

adjustments to the economic forecasts. This stimulates stability and predictability in the budget 

process.  

 

Lesson number 2: Keep it simple 

Rules should be simple and transparent to ensure that all parties involved understand the way they 

perform. Rules that produce counter-intuitive results, or are too complex to be understood by the 

parties aiming to live up to their principles, are bound to be disregarded. And although economic 

analyses may be inconclusive at times, fiscal rules should give simple and unambiguous guidelines 

to prevent counterproductive and frequently biased discussions about the nature of windfalls 

(preferably perceived to be structural) or setbacks (preferably cyclical).  

 

Lesson number 3: Be cautious 

Sound macro-economic assumptions prevent overestimation of the economic development and 

increase the chance of windfalls during the ride. In practice, additional expenditure is usually more 
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attractive and simpler than implementing expenditure cuts. Overestimating the economic growth in the 

fifties and seventies resulted in additional expenses for which in hindsight there appeared to be no 

room. In the eighties, non-popular measures, sometimes resulting in strikes, were constantly 

necessary to pay off the deficits from the past. This did not benefit social and political stability.  

 

Lesson number 4: Decision making once a year 

Introducing one principal decision making moment is also an important component in pursuing a 

sustainable policy. This stimulates clarity and manageability within the budget process.  

 

Lesson number 5: Without (political) commitment: no success 

Another crucial lesson is the importance of commitment and transparency. Whatever the formal status 

of rules, whether they are legal or „just‟ political, historical and international practice has proved that 

rules are only effective when politicians are convinced of their usefulness and are committed to adhere 

to these principles. Experience in the Netherlands has shown that the government Coalition 

Agreement is a powerful tool for ensuring commitment.  

 

Lesson number 6: Making exemptions is risky, but do not be too strict 

At first sight this lesson seems to contradict itself. Developments in the past decades have shown that 

the design of optimal fiscal rules require a delicate balance between budgetary flexibility and financial 

rigidity. Rules should be flexible enough to allow the automatic stabilisers to smooth out the economic 

cycle and promote a medium-term oriented fiscal policy. But rules should also be rigid enough to 

prevent the inefficient use of windfalls and the structural deterioration of the budget balance. The 

balance between flexibility and rigidity may shift from time to time depending on the state of public 

finances. In times of minor deficits, or preferably surpluses, rules should leave room to accommodate 

the economic cycle. In times of structural decline in the economy and/or an unsustainable 

development of public finances, rules need to be rigid enough to effectuate a reverse in unfavourable 

financial results.  

Making exemptions to the rules is risky, because this could become a slippery slope. However, 

sometimes a little flexibility is necessary to facilitate political decision making. By being too rigid, the 

system itself can be called into question. In other words: some „grease‟ is needed to keep the system 

running smoothly. 

 

The trend based budget policy is the result of lessons from the past. Over the past years, good results 

were obtained and the quality of the budgetary decision making has improved considerably. Due to 

the trend-based budget policy, it has appeared possible to utilise the prosperous economic 

development since 1994 for a considerable improvement of the government finances, without this 

being at the expense of important social priorities. Although the seductiveness of the Sirens was 

extraordinarily alluring in the past eight years, Ulysses has been able to save himself and to hold to a 

safe course.  



 22 

Annex: Statistics 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

0

50

100

150

200

250

300

19
54

19
58

19
62

19
66

19
70

19
74

19
78

19
82

19
86

19
90

19
94

19
98

20
02

20
06

20
10

x
 €

 b
ln

30

40

50

60

70

80

90

100

%
 G

D
P

EMU-debt (x € bln) EMU-debt (% GDP)
 

 

-10
-8
-6
-4
-2
0

2
4
6
8

10
1

9
5

4

1
9

5
7

1
9

6
0

1
9

6
3

1
9

6
6

1
9

6
9

1
9

7
2

1
9

7
5

1
9

7
8

1
9

8
1

1
9

8
4

1
9

8
7

1
9

9
0

1
9

9
3

1
9

9
6

1
9

9
9

2
0

0
2

2
0

0
5

2
0

0
8

2
0

1
1

%
 G

D
P

EMU-balance GDP-growth



 23 

20

30

40

50

60

70

1
9

5
4

1
9

5
7

1
9

6
0

1
9

6
3

1
9

6
6

1
9

6
9

1
9

7
2

1
9

7
5

1
9

7
8

1
9

8
1

1
9

8
4

1
9

8
7

1
9

9
0

1
9

9
3

1
9

9
6

1
9

9
9

2
0

0
2

2
0

0
5

2
0

0
8

%
 o

f 
G

D
P

gross government expenditure Tax and premium burden
 

 

 


