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Growth further down

¢ Dutch economic growth will decelerate to 1.3% this year and to 1.1% in 2020.
GDP growth will thus be lower than we previously thought - particularly in 2020
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e The recent worsening of the trade war prompted us to reduce our forecasts

o Exports are weakening due to the meagre expansion of world trade

e The increase in private consumption will fall sharply, mainly because of the
moderation in disposable income growth, but also due to lower consumer
confidence

e Business investment will lose momentum due to the less favourable sales
outlook. The escalating trade war will further undermine business confidence
and depress investment, particularly next year

e Accelerating government spending will act as a partial counterbalance

¢ Unemployment is now lower than during the last economic boom. However,
the slowing economy will dampen jobs growth and unemployment will rise
again - notably next year

Dutch economic growth will fall further both this and next year

Dutch economic growth will decelerate this year to 1.3%, down from over 2%:% in
2018. This slowdown is due to flagging domestic spending and export growth. Exports
are suffering from anaemic world trade, while household consumer spending is stalling
due to the more modest improvement in disposable income.

Growth will continue to slacken (also globally) and remain low for the time being, partly

due to the escalation of the trade war. A recovery will only take place in the course of
2020. Nevertheless, average growth will slow even slightly further next year - to 1.1%.
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Stable GDP growth in first quarter of 2019 ...

Gross domestic product (GDP) advanced 0.5% in the first three months relative to the
previous quarter (gqoq). That is the same growth figure as in the last quarter of 2018
and slightly above the eurozone average.

Quarterly growth remained unchanged in first quarter
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Both domestic spending and exports continued to rise. But investment and, notably,
private consumption saw less growth after a strong final quarter of 2018. We should
point out, however, that consumer spending was depressed by lower energy
consumption due to the mild winter. Investment ran into a headwind from the strong dip
in residential investment growth.

Government consumption grew 0.5%, the same as in the previous quarter. But this
was a disappointing number in the light of the spending impulse promised in the
Coalition Agreement.

Looking at the foreign trade balance, imports and exports both advanced in the first
quarter (qoq). However, imports continued to outpace exports. As a result, net exports
(exports minus imports) again dampened GDP growth.

With consumption, investment and foreign trade all taking a step back, it is perhaps
surprising that GDP growth remained stable in the first quarter. This, however, was due
to vigorous restocking. The strong expansion in stocks accounted (according to the
provisional data) for about 0.4% point of the GDP increase. The first-quarter growth
figure thus looks somewhat less solid than that of the previous quarter. We therefore
see GDP growth falling back in the second quarter, also in the wider eurozone.

... but less growth expected in the second quarter

Various sentiment indicators also suggest that growth is likely to be lower in the second
quarter than in the first. These have been trending down for a while now, despite
temporary upticks from time to time. Meanwhile, the indicators have sunk to levels last
seen in 2016. Note, however, that the EU Economic Sentiment Indicator and the
manufacturing confidence indicator of Statistics Netherlands are still above their long-
term average. The manufacturing purchasing managers index (PMI) is slightly below
average, but above 50, the value that separates growth from contraction.
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Dutch economic barometers ... ... trending down
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Less GDP growth — also due to escalating trade conflict ...
We expect Dutch economic growth to decelerate further this year. Both domestic
spending and exports are to blame for this.

Exports are suffering from the sharp decline in world trade. In the past two quarters
global trade actually contracted compared to the previous period. Annualised growth
fluctuated around zero (yoy) at the start of the year.

World trade growth has slumped
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Global economic weakness appears to be persisting. The trade war tensions have
worsened recently. On top of the deepening conflict between the US and China,
president Trump is now also targeting Mexico. We now assume that there will be
continued escalation of the trade conflict between the US and other countries. This has
prompted us to reduce our global forecasts.! Dutch exports are therefore likely to
expand at only a modest pace.? We now assume that economic growth in the
eurozone and the Netherlands will remain low for the time being, with no pick-up in
sight until the middle of next year (qoq). By then economic headwinds are expected to
have abated and the effects will be felt from the global monetary easing.

1 See: insights.abnamro.nl/en/2019/06/global-daily-changes-to-our-base-casemacro-downgrades-and-global-easing/
2 The annual figure for 2019 will also be noticeably dampened by the statistically distorted contraction of exports in the final quarter of 2018.
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... and due to the much smaller increase in consumer spending ...

Last year, household consumption surged on the back of a strong improvement in real
disposable income. Disposable income will rise significantly less this year, putting a
strong damper on consumption growth. 3 In addition, consumer confidence has
weakened to a remarkable extent (see right-hand chart page 3). This may also explain
why consumers are holding back. We see a sharp reduction in consumption growth
from 2.5% in 2018 to 1.3% this year.

Less income growth is dampening consumption
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The lower increase in disposable income is mainly attributable to the anticipation of
more modest jobs growth owing to more subdued economic growth. Due to the current
tightness in the labour market and the VAT increase, the average gross wage increase
may be bigger this year than last. But inflation is also significantly higher, so this
increase will not amount to much in real terms.

For 2020 we foresee a comparable figure for consumption growth. Due to the strong
decline in inflation (the upward effect of the VAT increase will drop out of the data after
twelve months), the real wage increase may be higher than this year. Against this,
however, jobs growth will decrease further.

... while investment growth will also be substantially lower ...

In view of the lower sales outlook abroad (exports) and at home (private consumption),
businesses will be less inclined to invest. Against this, the capacity utilisation rate was
still high at the start of the second quarter. Moreover, thanks to their strong financial
position, companies have no problems raising funding for investments. On balance, the
increase in business investment will be somewhat lower than in 2018.

The recent escalation of the trade war will further undermine business confidence,
putting business investment under even more pressure. This will be mainly visible in
the 2020 figures.

Residential investment growth also seems to be decelerating. One tell-tale sign is the
stagnation in the number of building permits issued in 2018. In the first quarter of this

3 For a more detailed analysis, see: insights.abnamro.nl/2019/05/nederlandse-economie-in-zicht-consumptiegroei-heeft-gepiekt/  (Only in Dutch.)
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year, the decline was as much as 25% yoy. In addition, the construction sector is
contending with capacity problems, such as labour and materials shortages.

... government spending, by contrast, is accelerating

Government spending can rise by more this year, driven by the arrangements made in
the Coalition Agreement. So far, the government has failed to bring these plans to
fruition as promised. Tightness in the labour market and investment delays have
thwarted these ambitions so far. Whether the spending plans will be more successful
this year remains to be seen.

In its Spring Statement 2019, issued at the end of May, the cabinet committed extra
money to defence, climate change and youth care.

GDP growth forecast reduced to 1.3% in 2019 and 1.1% in 2020

All'in all, GDP growth will again be lower. We have lowered our forecasts because of
the escalation of the trade war. The negative effects will be mainly visible in the 2020
figures (especially in the first half of the year). Our downward forecast revision is slight
for this year, namely to 1.3% (from 1.4%), but bigger for 2020: from 1.6% to 1.1%. The
expected modest recovery halfway through 2020 should arrive too late to push up
average annual growth.

But various other threats are lurking. Brexit, for instance, remains unresolved. And
Italy's public finances could also prompt renewed unrest in the financial markets.

Unemployment falls further — but set to rise again next year

The unemployed number* has decreased to 3.3% of the labour force. Unemployment
is now lower than during the previous economic boom, over ten years ago, but not as
low as in 2001.

Unemployment lower than during previous boom
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Tensions in the labour market increased further in the first quarter. This is evident from
the ratio between the number of vacancies, on the one hand, and the number of
unemployed or number of jobs on the other (see left-hand chart on next page). The

4 The ‘unemployed’ are people without work looking for work and immediately available for work (according to the international ILO definition). Those who do not meet these three
criteria do not count as unemployed in the statistics. This includes people without work who have either looked for work or are immediately available for work.
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labour market is now tighter than over ten years ago. The number of permanent jobs
also continued to rise (compared to four quarters earlier), while the number of flexible
jobs decreased for the first time since 2010. Evidently, employers can only hang on to
flexible workers by offering them a permanent job.

Labour market tighter than over ten years ago More permanent jobs — fewer flexible jobs
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The increased tightness is likely to spur accelerating wage growth this year. But there
was little evidence of this in the first five months, with the year-on-year rise in contract
wages running at 2.2% in April-May, only modestly higher than the average increase of
1.9% in 2018. However, the wage indicator of the AWVN employers' association, which
only measures the most recent collective wage increases, rose to a (provisional) +3%
in May.

Tensions in the labour market will diminish, however. Economic growth, after all, has
stalled and will slacken further, causing jobs growth to weaken. Usually, the labour
market responds with a time lag to changes in production. As a result, unemployment
is expected to be higher next year than this year.

Sharp contraction in government surplus

The government's EMU surplus came to 1.5% of GDP last year. That was a lot more
than estimated. The main reason for this windfall was that the government spent less
than planned.

The surplus, however, will shrink, both this and next year. One reason is the slowdown
in economic growth. Another is the planned increase in government spending, witness

the extra expenditures recently announced in the Spring Statement 2019.

Thanks to the surpluses, the public debt will continue to decline, to approximately 48%
of GDP in 2020 (from 52,4% GDP in 2018).
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Key figures Dutch economy

2017 2018 2019 2020

% changes
GDP 3.0 26 1.3 1.1
Private consumption 1.9 2.5 1.3 14
Government consumption 11 1.5 2.3 23
Investment in fixed assets 6.2 4.2 34 0.3
Exports 5.6 2.6 1.0 2.1
Imports 52 25 1.6 2.3
Consumer prices (CPI) 14 17 2.4 1.6
Harmonised consumer prices (HICP) 13 16 2.3 15
Wages private sector 1.6 2.0 24 2.5

Levels
Unemployment (% labour force) 49 3.8 34 3.7
Current account (% GDP) 105 10.8  10.1 9.6
Budget balance (% GDP) 1.2 15 0.8 0.3

Revised figures in italics.

Forecasts: ABN AMRO Group Economics
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APPENDIX. MACRO INDICATORS

Key Figures Dutch economy

2016 2017 2018 2019 2019f 2020f
Q3 Q4 Q Q2
% changes qoq qoq qoq
GDP 2.1 3.0 26 0.1 05 05 1.3 1.1
Private consumption 1.1 19 25 0.0 05 0.1 1.3 1.4
Government consumption 13 1.1 15 0.0 0.5 0.5 2.3 2.3
Investment in fixed assets 73 6.2 4.2 -2.3 4.0 2.1 3.4 0.3
Exports goods & services 15 5.6 26 1.6 -1.6 0.8 1.0 2.1
Imports goods & services 2.1 5.1 2.7 1.0 -1.1 16 1.6 2.3
Consumer prices (CPI - % yoy) 03 14 17 2.0 2.0 25 2.9 (Apr) 24 1.6
Harmonised consumer prices (HICP - % yoy) 0.1 1.3 16 1.8 1.8 25 3.0 (Apr) 2.3 15
Hourly wages private sector (% yoy) 16 16 1.9 2.0 2.0 2.1 2.2 (Apr-May) 2.4 2.5
Levels
Unemployment (% labour force) 6.0 49 38 38 36 34 3.3 (Apr) 34 37
Economic Sentiment Indicator (eop) 106.5 119 107.6 109.3 107.6 105.2 104.3 (May)
Consumer confidence (eop) 21 25 9 19 9 -4 -3 (May)

Revised figures in italics

Forecasts: ABN AMRO Group Economics

Key figures international economy

2016 2017 2018 2019 2019f 2020f

Q3 Q4 Ql Q2

% changes

qoq qoq qoq
GDP eurozone 1.9 25 1.8 02 0.2 04 0.7 0.9
GDP Germany 22 25 14 -0.2 0.0 04 03 1.1
GDP United States 16 22 29 0.8 05 08 22 15

Levels

USD per EUR (eop) 1.05 1.20 1.14 1.16 114 112 1.11 (May) 1.12 1.20
3m Euribor (%, eop) -0.3 -0.33 -0.31 -0.32 0.31 -0.31 -0.32 (May) 0.3 0.3
10y Bund Germany (%, eop) 0.21 0.42 0.25 047 025 -0.07 -0.20 (May) -0.35 -0.2
10y State, Netherlands (%, eop) 0.35 053 0.39 0.58 0.39 0.03 -0.01 (May) -0.3 -0.15
Oil price Brent (USD/barrel, average) 438 54.3 71.0 75.1 67.7 62.9 71.1 (May) 70 76

Revised figures in italics

Forecasts: ABN AMRO Group Economics
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Find out more about Group Economics at: https://insights.abnamro.nl/en/category/economy/

This document has been prepared by ABN AMRO. It is solely intended to provide financial and general information on the Dutch economy. The information in this document is strictly proprietary and is
being supplied to you solely for your information. It may not (in whole or in part) be reproduced. distributed or passed to a third party or used for any other purposes than stated above. This document is
informative in nature and does not constitute an offer of securities to the public. nor a solicitation to make such an offer.

No reliance may be placed for any purposes whatsoever on the information. opinions. forecasts and assumptions contained in the document or on its completeness. accuracy or fairness. No representation
or warranty. express or implied. is given by or on behalf of ABN AMRO. or any of its directors. officers. agents. affiliates. group companies. or employees as to the accuracy or completeness of the
information contained in this document and no liability is accepted for any loss. arising. directly or indirectly. from any use of such information. The views and opinions expressed herein may be subject to
change at any given time and ABN AMRO is under no obligation to update the information contained in this document after the date thereof.

Before investing in any product of ABN AMRO Bank N.V.. you should obtain information on various financial and other risks and any possible restrictions that you and your investments activities may
encounter under applicable laws and regulations. If. after reading this document. you consider investing in a product. you are advised to discuss such an investment with your relationship manager or

personal advisor and check whether the relevant product - considering the risks involved - is appropriate within your investment activities. The value of your investments may fluctuate. Past performance
is no guarantee for future returns. ABN AMRO reserves the right to make amendments to this material.

© Copyright 2019 ABN AMRO Bank N.V. and affiliated companies (‘ABN AMRO’).

' ABN-AMRO



