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Since 1982 wage increases in the Netherlands have lagged behind wage increases 
in most other OECD countries. According to the annual report of “De Nederlandsche 
Bank” (the Dutch Central Bank) for the time being this has to stay this way. President 
Duisenberg refers to evidence from the recent past 1. The second half of the eighties 
was the only period in thirty years, showing a marked decrease in the labour income 
share accompanied by a steady increase in employment. Exploiting this relationship 
the Central Bank wants to give the economy this recipe of a decreasing labour 
income share once more the coming years. As Dr Duisenberg writes:2 “Thus by 
supposedly choosing for work over income, finally there is chosen for work ánd 
income”.  
 
In the Central Bank’s view work is preferred over income in the short run, expecting 
that income will rise in the long run. As known, this wage moderation recipe comes 
from the part of neo-classical economists, who during the eighties saw an increase in 
their impact on politicians, labour unions and entrepreneurs. The naturalness with 
which this recipe is emphasized once more by Mr Duisenberg, recently made Mr Van 
Wijnbergen sigh that the annual report contains an unimaginative and clichéd 
discussion about the employment problems3. There is a growing concern about the 
side effects of a repetition of the wage moderation recipe. In this respect an important 
point is the question whether wage restraint indeed leads to more output and so to 
more income. I will go into this below.  
 
By now it is a known fact, that Dutch labour productivity growth, related to the OECD 
average, declines further and further. This stagnation started ten years ago. Since 
1984 growth has been much lower than in the period 1950-19844. Apparently, Mr 
Duisenberg assumes that this new lower trend is permanent now. In his opinion the 
recent increase in the labour income share is more the result of high wage increases 
than of stagnant productivity growth5: “In the period 1990-1993 the increase in the 
average real wage sum per employee kept up to the EU average. However, the 
relatively unfavourable development of productivity growth in the last years made it 
necessary that the wage movements were more moderate than in other countries 
where productivity growth was higher. Therefore, the development of real wages in 

                                                                 
1  De Nederlandsche Bank, annual report 1993, Amsterdam 1994, page 16. 
2 Annual report, page 17. 
3 Sweder van Wijnbergen, Het gelijk en ongelijk van Duisenberg, NRC Handelsblad, 3 May 1994. 
4 See CPB, Centraal Economisch Plan 1994, annexes C3 and C4. 
5 Annual report, page 53. 
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our country was not moderate enough in international perspective”. So, the annual 
report emphasizes the development of wages. On the other hand Mr Duisenberg 
does not go into the causes of the productivity slowdown, the possibility that 
productivity growth slows even further and the consequences of it for income 
perspectives in our country. 
 
President Duisenberg also passes over the fact that moderate development of wages 
since 1982 have not led to the bending of the rise in official and hidden 
unemployment rates. This is often and mainly attributed to growing labour supply and 
to labour and benefit arrangements that exist in our country, standing a sufficient 
degree of labour mobility inside and outside firms in the way. In the standard analysis 
of the present economic situation, the big culprit is the imperfect working of the 
labour market. The functioning of the goods market is not a subject for debate in Mr 
Duisenberg’s annual report. As known, a high degree of price rigidity rules on the 
goods market6 and this has important implications for the answer on the question 
whether we actually choose for work ánd income by a new period of general wage 
moderation. To see this we have to know how entrepreneurs deal with wage 
restraint, but Mr Duisenberg does not go into this.  
 
Entrepreneurial behaviour 
 
In the neo-classical point of view, from which Mr Duisenberg reasons, there also 
exists little need to discuss the functioning of firms. Neo-classical economists trust on 
the efficient working of the price mechanism. They see technological progress as 
something “like manna falling from heaven”, and they deny the existence of path 
dependency on the goods markets. Opposite to this are the ideas of Wicksell, 
Schumpeter and Keynes, which came in the centre of attention last years, especially 
of economists who study growth differences between countries7. In this alternative 
view path dependent developments on the goods markets are taken into account, 
where consecutive depressions leave deep spurs behind and the ‘critical mass’ of the 
economy becomes smaller and smaller.8 In this view it is emphasized that a firm is 
an organisation, combining producing and selling of products as two sides of the 
same medal. Between production and sales, between supply and demand, there 
exists a permanent tension leading to strategic behaviour. Organisations are 
challenged to generate and gear to supply and demand themselves. In this respect, 
the problem of investing, the making of fixed costs, like Lazonick has explained, 
plays an important role9. 
 
Fixed costs cause a problem according to Lazonick, because production and sales 
occur neither continuously nor with certainty. Fixed costs have to be transformed into 
products that bring in money. By investing the firm can aim for a strategy by which 
the costs per unit product are fairly insensitive to the size of production. Opposite to 
this adaptive investment strategy stands the innovative strategy, decreasing unit 
costs (all the time faster) as production increases. Adaptive investments enlarge the 
                                                                 
6 See for example: Peter A.G. van Bergeijk, Robert C.G. Haffner en Pieter M. Waasdorp, Measuring 
the Speed of the Invisible Hand: The Macroeconomic Costs of Price Rigidity, Kyklos, 1993, page 529-
544 and A. van Schaik, Marktruiming en Inflatie, Tilburg , 1991. 
7 See also Bomhoff’s recent plea to leave the by existing macro econometric models forced way and 
devote more time and attention to new models of economic growth: E.J. Bomhoff, Het Centraal 
Planbureau en lagere belastingen, ESB, 30 March 1994. 
8 A description of these processes can be found for example in John Hudson, Unemployment after 
Keynes, New York, 1988. 
9 William Lazonick, Business organisation and the myth of the market economy, Cambridge University 
Press, 1993. A summary of Lazonick’s theory can be found in Th. C. M. J. van de Klundert, Inhalen en 
voorbijstreven, ESB, 20 September 1993. 
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existing capital stock, without improving its quality essentially. On the other hand, 
innovative investments lead to product innovation and/or process innovation. 
 
Strategic entrepreneurial behaviour can be summarized in a few dynamic rules of 
conduct. These describe the reactions of firms to the tension between expected sales 
and the possibilities to fulfil them. A criterion for this difference is the rate of capacity 
utilization, but this concept needs to be interpreted more ex ante than ex post here10. 
These rules come down to that undertaking becomes more dynamic as the gap 
increases and the other way around. Then in particular the innovative organisation is 
challenged to better exploit and further develop existing productive possibilities. In 
Lazonick’s theory investments in specialized facilities for research, development, 
marketing, and fixed costs for the control of the organisation (‘managerial 
bureaucracy’) play an essential role. 
 
Wages and economic growth 
 
The macroeconomic consequences of the just sketched view on entrepreneurial 
behaviour can be investigated closer with a simple Keynesian model. In this model 
production capacity increases if the rate of capacity utilization rises and the other way 
around11. By wage moderation for example entrepreneurs switch to more labour-
intensive production techniques, increasing production capacity and the number of 
jobs. At first, sales will therefore not change a lot, so the rate of capacity utilization 
will decline. If wage moderation continues, overcapacity will arise. Entrepreneurs can 
deal with this in several ways. Investing less is a logical reaction. The nature of 
investment will change as well. A shift from innovative to adaptive investments will 
occur. Especially adaptive organisations will adjust prices downward, intending to 
stimulate sales. So initially demand and supply react to the same variable, namely 
overcapacity, resulting in path dependency (hysteresis). These processes go their 
own way, as long as the rate of capacity utilization has not returned to its normal 
level. At high degrees of price rigidity supply reduction dominates. Then it is likely 
that output in the economy will not increase much in the long run. In such a case 
existing work has been redistributed and labour productivity has declined. This 
picture corresponds to the results of the Dutch Central Planning Agency’s wage 
moderations timetables12. 
 
Historical perspective 
 
It looks like the Netherlands, stronger still than other countries, has been ended up in 
a downward spiral of wage moderation, slow down of growth, wage moderation and 
so forth. We have also experienced the reverse in the past. The substantial wage 
increases in the period 1965-1973 involved productivity increases, which were 
matchless in history. As a result the Netherlands had the highest Gross Domestic 
Product per hour worked in the world in 1973, after the USA and Canada13. After that 
however, especially since 1984, the country has been going to slip down the 
international productivity ladder. Besides, the year 1973 also marks the moment the 
Dutch economy came to a dead end because of two successive recessions. The 
developments in the period 1973-1982 did not do the economy any good. It is true 

                                                                 
10 See about this for example Gunnar Eliasson, The Firm and Financial Markets in the Swedish Micro-
to-Macro Model, Stockholm, 1985. 
11 This investment function has been worked out in Th. van de Klundert and A. van Schaik, 
‘Unemployment Persistence and Loss of Productive Capacity: A Keynesian Approach’, Journal of 
Macroeconomics, 1990, page 363-380. 
12 For example: CPB, Centraal Economisch Plan, 1993, page 171. 
13 See Agnus Maddison, Dynamic Forces in Capitalist Development, New York, 1991, page 53. 
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that the labour income share remained constant on average, but its level was 
historically high14. At the same time, the sum of official and hidden unemployment 
started moving in an upward trend, which still has continued up to these days. 
Reducing the labour share of income was a logical reaction to the problems of the 
seventies, but actually it came much too late. 
 
Only just in 1985 the labour income share had returned to the level of the end of the 
sixties. In an international perspective, the Netherlands kept step with this level, but 
nevertheless wage moderation continued undiminished. However, this has not led to 
a further substantial decrease in the labour income share, so it can be asked what 
the long period of wage moderation has been of use for? The common answer is 
more employment, but assume this is true15, has it also brought in more income at 
the same time? As we have seen above the answer to this question depends on the 
way entrepreneurs deal with excess capacity induced by persistent wage 
moderation. Presumably entrepreneurs are going to follow an adaptive strategy, 
through which necessary renewals of production, organisation and sale techniques 
do not come off and growth of production capacity slows down. This narrows the 
basis for product renewal and technological development, so that it becomes 
increasingly harder to compete with foreign countries in the long run. Empirical 
research, especially comparing countries en sectors, will have to show how strongly 
such tendencies are present in the Dutch economy by now. It may not be ruled out 
that an ongoing redistribution of work retards economic growth still further. In contrast 
to what Mr Duisenberg writes in the annual report we then have already made the 
choice for work óver income. 
 
A.B.T.M. van Schaik  

                                                                 
14 For example: 78.1% (1971), 78.8% (1974), 78.5% (1978). Source: CBS, Tijdreeksen 1969-1984. The 
labour income share of enterprises amounted to 70% in 1985, then rose to 73.8% in 1987 and 
subsequently fell off to 70.4% in 1990. Source: CPB, Centraal Economisch Plan 1994, annex C7.  
15 See about this the discussion with F.J.H. Don, vice-director of the Dutch Central Planning Agency, 
in ESB of 28 April 1993. 


