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1. INTRODUCTION

The Belgian economy has recovered well from the economic and financial crisis, with solid
GDP growth and a relatively good outlook for the labour market although the inflation
differential with neighbouring countries is rising and competitiveness continues to weaken.
The crisis severely affected both the financial sector and public finances and had a negative
impact on the growth potential of the country, although the decline was lower than in other
Member States. Measures to improve the situation of public finances, the financial sector,
competitiveness and labour market issues are provided in the National Reform Programme
(NRP) and the Stability Programme (SP), submitted to the Commission on 15 April 2011.
These documents aso reflect the short-term commitments that the Belgian government
presented on 25 March 2011 under the Euro Plus Pact.

2. EcoNoMIC OUTLOOK
2.1 RECENT ECONOMIC DEVELOPMENTS

Belgium experienced robust GDP growth averaging 2.3% per year in 1994-2008, dlightly
higher than the euro area average. The country felt the full impact of the global economic
recession in 2009 and GDP contracted by 2.8%. Thanks to the pick-up in world trade, the
recovery in 2010 was stronger than expected, with GDP growing by 2.2%.

The Belgian financial sector has been severely hit by the financia crisis, requiring substantial
state aid" and resulting in reduced balance sheets and a modification of banking supervision.
Extra liquidity by the Eurosystem and state guarantees helped to restore confidence on the
market and kept positive credit supply to households and firms.

The impact of the recession on employment was relatively contained. A temporary decline in
hours worked and a decline in labour productivity per hour acted as a buffer. After a decrease
of 0.4% in 2009, employment increased again in 2010 (by 0.6%).

Following an earlier decline in exports and imports, the recovery in 2010 has been export-led.
Inflation reached an annual average of 2.3% in 2010, compared to 1.6% in the euro area. The
recent acceleration of inflation is mainly related to the sharp increase in energy and food
prices since mid-2010.

2.2 OUTLOOK

According to the Commission Services Spring 2011 Forecast, GDP is projected to grow
faster than the euro area average, expanding by 2.4% in 2011 and by 2.2% in 2012, with an
increasing contribution from domestic demand. Inflation will further accelerate in 2011 to
3.6% and is expected to return to 2.2% by 2012. Prospects on the labour market remain
positive, with employment growth expected to further accelerate in 2011 and 2012 by 0.8%
and 0.7% respectively, and the unemployment rate to start decreasing again in these years.

The current account balance is expected to remain positive over the next years, stabilizing at
around 2.0%, suggesting that Belgium currently has no significant external imbalances. The
deterioration in the goods balance is offset by an expected increase in the services balance?

! The Belgian government participated in the recapitalisation of financial institutions in need when no private
sector solution could be found (Fortis, KBC, Dexia and Ethias).

% This evolution in the current account balance composition, i.e. the increased importance of the balance of
services, has aso been recognised in the 2010 Annual Report of the National Bank of Belgium. See, NBB,
"Report 2010 — Economic and Financial developments', pp. 67-68.



(Figure 1). While developments in the current account are projected to remain positive in the
short run, there has been astructural loss of market share for Belgian exports for goods and
services over the last few years, indicating that Belgium is losing competitiveness.®

Figure 1: Evolution Current Account Balance, 2000-2012 (National Accounts Definition)
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While the macro-economic situation is relatively stable with no significant internal or external
imbalances, the economic and financia crisis did reverse the previous long-term trend of
declining debt and made the — aready high — public debt rise to 96.8% in 2010. It also
resulted in a renewed increase in the public deficit from 1.3% of GDP in 2008 to 5.9% of
GDP in 2009, This decreased again in 2010 to 4.1% of GDP and is expected to further decline
to 3.7% in 2011, hereby performing better than the targets in the Belgian 2009/10 Stability
Programme and the euro area average.

3. MONITORING, PROCEDURAL ISSUESAND GOVERNANCE

The NRP presents a programme clearly focused on employment. The contributions of each
entity (Federal State, Communities, and Regions) are integrated in each of the five main areas
covered. The NRP also provides a — limited — list of monitoring indicators for the
employment part; means of evaluation have also been developed by some Regions or
Communities, which all have their own strategic programme. The NRP is presented as an
aggregate of measures from the different political entities with contributions from the social
partners. Since the June 2010 elections Belgium has had a caretaker government at federal
level. Therefore, some structural measures for which the federal government is responsible
(e.g. on the labour market) have not yet been devel oped.

Table 1: Belgian Europe 2020 tar gets

Europe 2020 tar gets Current situation in Belgium* Belgian Europe 2020 Tar get
in the NRP

R& D investment (% of GDP) 1.96% 3%

Employment rate (%) 67.6% 73.2%

3 As calculated by the growth differential between Belgian export markets and Belgian exports.
* Eurostat figures




Early school leaving (%) 11.7% 9.5% by 2020

Tertiary education attainment (%) 43.2% 47% by 2020

Reduction of nhumber of peoplein or at 2.2 million -380,000

risk of poverty or exclusion

Energy efficiency — reduction of energy Reduction in primary energy
consumption in Mtoe® consumption: 9.80 Mtoe
Reduction in greenhouse gas emissions -1.5%° -15%’

(from sources not covered by the Emission

Trading System)

Renewable energy (% of total energy use) | 3% 13%

4. POLICY CHALLENGES, AGENDA AND ASSESSMENT
4.1 CHALLENGES

The most important challenge for Belgium is public finances. The government debt level,
having been on a downward trend since 1993 (when it peaked at 134% of GDP after which it
fell steadily to 84% of GDP in 2007), has increased again since 2008 and will remain slightly
below the 100% level in the coming years. Thisis particularly worrying given that age-related
expenditure in Belgium is among the highest in the EU.

While the assets of the Belgian banking sector contracted in the first three quarters of 2010,
Belgian credit ingtitutions have become profitable again and solvency indicators have been
improving®. A challenge for the Belgian banking sector will be to further reduce its exposure
to external risks stemming from activitiesin vulnerable foreign markets.

Belgium is losing competitiveness. Over the period 2005-2010, wages grew faster than in the
three neighbouring countries, while productivity growth was lower, so that unit labour costs
were also rising at a faster pace. Thisis all the more important as Belgian exports are mainly
composed of low-tech goods, facing fiercer competition from lower-cost countries. A major
challenge for the Belgian R& | system to stay competitive is to increase business investment
particularly in services and by further diversifying manufacturing in demand-led knowledge-
intensive sectors.

Inflation is accelerating and standing well above that of the euro area and the three
neighbouring countries. Belgian inflation is more sensitive to energy price rises for a number
reasons, such as (i) higher energy household consumption, (ii) relatively low excise duties on
energy products, and (iii) the price setting mechanism for electricity and gas. Also, prices for
many other goods and services in Belgium are higher than in other Member States, reflecting
weak competitive pressures, especially in the retail sector (due to competition-restricting

5 As estimated by the Commission. Mtoe = Million tonnes of oil equivalent.

8 This quantity corresponds to the 2005-2008 evolution of the emissions not covered by the EU Emissions Trading System.
As the scope of the Emissions Trading System evolved between 2005 and 2008, these emissions are estimated on the
basis of the main relevant UNFCCC source categories (as opposed to the difference between total emissions and EU
ETS verified emissions).

" The national emissions limitation target defined in Decision 2009/406/EC (or "Effort Sharing Decision") concerns the

emissions not covered by the EU Emissions Trading System. It is expressed as the minimum relative decrease (if negative) or

the maximum relative increase (if positive) compared to 2005 levels.

8 The average solvency ratio (CAR) and Tier 1 ratio of Belgian banking groups increased from 11.2% and 12.1% in 2007 to

18.9% and 15% in the third quarter of 2010, respectively.




regulation) and network industries (due to high entry-barriers and dominant incumbent firms),
and aweak supervisory framework.

The overall employment rate (67.6% in 2010) remains below the Europe 2020 target and the
effective retirement age (59 years) is low. The Belgian labour market is characterised by
several rigidities slemming from (i) unlimited unemployment benefit duration®, (i) large
financial disincentives to take up work (particularly for low paid workers) due to high
effective marginal tax rates, and (iii) the interaction between the withdrawal of social
assistance benefits and high taxation when taking up work. Wage setting mechanisms may
produce a high degree of real wage rigidities and structural mismatches between labour
supply and demand. Moreover, severa exit routes for older workers provide them incentives
to leave the labour market before the statutory retirement age of 65 has been reached.
Additionally, despite Belgium's high expenditure on active labour market policies, activation
remains largely inefficient, mainly due to the combination of long time lags in the follow-up
of job seekers and limited coordination of institutional actors. Employability may also be
hampered by the fact that only 7% of workers participate in lifelong learning, with almost no
change since 2000.

Box 1 — Actions and commitments under the Euro Plus Pact

The following concrete measures have been communicated by the Belgian authorities in a letter to the
Commission of 25 March related to the Euro Plus Pact and aso in the NRP:

First, on the 18" of March the federal caretaker government has adopted a budget for 2011, which
contains measures to bring the deficit down to 3.6% of GDP in 2011 (0.5pp better than predicted in the
2009/10 Stability Programme) and below 3% of GDP in 2012, the deadline specified in the Council
recommendation of December 2009 under the Excessive Deficit Procedure. These commitments are
also reflected in the 2010/11 Stability Programme submitted by Belgium on the 15" of April.

Second, in order to tackle the high inflation in Belgium measures have been taken to keep energy
prices under control. In March 2011, the government announced a decision to give the Price
Observatory extra powers to conduct surveys in sectors where competition seems to be harmed, and to
investigate price evolutions.

Third, real wage increases in 2011-2012 are to be kept to a maximum of 0.3% (excluding the
automatic wage indexation). This would keep the rise in unit labour costs (ULC) below the euro area
average. This measure is also presented in the NRP as away to keep labour costs under control and in
line with the average of the three neighbouring countries.

Fourth, the supervisory framework for the financial sector has been reformed, in line with what has
been decided at European level. From 1 April 2011 onwards, alsupervisory activities will be the
responsibility of the National Bank of Belgium, tasked with micro-macro-prudential oversight.

Finally, Belgium will take measures to increase the effective retirement age, which is currently far
below the statutory retirement age of 65. In October, an evaluation of the Generations Pact will take
place. The NRPstates that in the light of that evaluation, the government will take decisions about
applying further structural measures to increase the employment rate of older workers and to prevent
unjustified early retirement from the labour market.

® Although unlimited in duration, certain degressivity paths have aready been introduced in the unemployment
benefit scheme, depending on the family status (single, cohabitant, children) and previousindividua history
(age, last gross salary, history of socia security contributions). Empirical evidence has shown that (1) higher
unemployment benefits are associated with longer unemployment spells (Nickell, S. (1979), "Estimating the
Probability of Leaving Unemployment", Econometrica 47(5), pp. 1249-66), and (2) the probability of leaving
unemployment increases around the time of benefit exhaustion (Meyer B.D. (1990), "Unemployment Insurance
and Unemployment Spells’, Econometrica 58(4), pp. 757-82).




The reduction of the public deficit to 3.6% of GDP in 2011 and to below the 3% of GDP level in 2012
would comply with the Council recommendation to bring an end to the situation of excessive deficit
by 2012 at the latest. However, it would fall short of the Council recommendation to make a fiscal
effort of ¥ of GDP. Moreover, the programme provides no information on the measures that will
alow Belgium to reach its objectives in 2012 and the subsequent years. The measures to control
inflationary pressures by keeping energy prices under control are welcomed, although merely
conducting investigations in sectors where competition might be harmed could be insufficient to
control energy prices. Given the higher-than-expected inflation for 2011 (also above that in the three
neighbouring countries) the measures to keep real wage growth limited to a maximum of 0.3% over
the next two years, are unlikely to keep unit labour costs in check as automatic wage indexation will
lead to higher nominal wage increases compared to the neighbouring countries and the euro area
average. There have aready been slippages compared to the wage norm during recent bargaining
rounds. In the banking sector, the initiatives taken seem to have been appropriate as the soundness of
the banking sector has improved. The review of the Generations Pact to evaluate the early retirement
schemes is welcomed, though it is not certain when and whether this study will be carried out, nor
whether it will indeed lead to concrete measures that will raise the effective retirement age.

4.2 ASSESSMENT OF THE POLICY AGENDA
421  Macroeconomic policies
4211  Publicfinances

The macroeconomic scenario presented in the programme projects real GDP growth to
strengthen dlightly from around 2% to 2.3% over the period 2011-2014. This scenario is
rather close to that of the Commission Services Spring 2011 Forecast (with 2012 as the
horizon), the main difference being a 0.4% stronger GDP growth for 2011 due to the fact that
the forecast was finalised after the release of the flash estimate for the first quarter of 2011,
which was exceptionally strong (+1.0% quarter-on-quarter). The programme's projection for
private consumption, which to a large extent determines developments in indirect taxes, is
close to that in the Commission services forecast. The same holds for total compensation of
employees, which for a large part determines developments in income tax and social
contributions. As far as the cyclical conditions implied by this macroeconomic scenario are
concerned, the output gap'®, which is still substantially negative at the moment, would
progressively narrow over the period and eventually close in 2014.

Both the employment and the inflation projectionsin the programme are very close to thosein
the Commission services forecast. The wage projection in the programme is dlightly lower
than in the forecast but the forecast projection is more favourable for government revenues.
Overall, the programme macroeconomic scenario may be considered as plausible.

In 2010, the general government deficit declined from 5.9% of GDP in 2009 to 4.1%,
compared with the 4.8% target in the 2010 Stability Programme. Although total revenues
increased by less than anticipated in the 2010 programme, they accounted for nearly half of
the improvement (0.8 pp of GDP out of 1.8), with revenueratiosin all categories rising except
for socia contributions. Expenditure control accounted for dlightly more than half of the
reduction in the deficit as it decreased by 1.0 pp of GDP instead of rising by 0.2 as planned.

The decline in the expenditure ratio in 2010 was due not only to the rather strong growth in
nominal GDP (4.1% instead of 2.4% as projected in the 2010 programme, partially resulting
from more robust real GDP growth), but also to the fact that expenditure only rose by 1.7% in
value (vs. 6.2% in 2009), which corresponds to a 0.2% decline in real terms. The public sector

19 This is the output gap as recalculated by the Commission services based on the information in the programme,
following the commonly agreed methodology.




wage hill, intermediate consumption and socia transfers substantially slowed down, while
interest payments and public investment decreased in absolute value.

For 2011, the programme targets a deficit of 3.6% of GDP, 0.5 pp of GDP lower than the
2010 outcome. However, the draft 2011 budget was based on the previous deficit estimate for
2010 — 4.5% of GDP — and not on the most recent outcome of 4.1%. It thus implicitly planned
the deficit to improve by 0.9 pp of GDP in 2011. The likely improvement in the deficit in
2011 (compared with the 2010 actual outcome, i.e. a reduction of only 0.5 pp of GDP) is
supposed to result from a 0.9 pp of GDP increase in revenues, partialy offset by a 0.4 pp of
GDP rise in expenditure. The main measures presented in the draft budget and aimed at
achieving this objective are detailed in Box 2.

Box 2. Main budgetary measures (% of GDP)

Revenue Expenditure
2011
e Abolition of bank secrecy, "regularisation” | ¢ Reduction in primary expenditure (other
of evaded taxes, etc. (0.12%) than social benefits) (-0.15%)
e Additonal dividends from financial | ¢ Reduction in health care spending and fight
institutions(0.11%) against " fraud in social security"(-0.15%)

From 2012 to 2014

No measures announced (see footnote 11)

The primary balance is expected to improve slightly more than the nominal deficit as interest
payments are projected to increase somewhat, in line with the expected rise in interest rates.
By contrast, due to the progressive closing of the negative output gap (0.5 pp of GDP lessin
2011 than in 2012 according to the programme™), the cyclically-adjusted balance and the
structural balance would improve less than the headline deficit; i.e. by only 0.4 pp of GDP.

The Commission Services Spring Forecast projects a deficit of 3.7% of GDP for 2011, which
Is very close to the government's objective of 3.6%. However, the forecast incorporates the
latest estimate of the 2010 outcome, namely a 4.1% of GDP deficit, instead of the previous
4.6% of GDP estimate on which the 2011 draft budget rests. Moreover, with adlightly higher
headline deficit and a smaller (in absolute value) negative output gap, the Commission
services forecast projects the structural deficit to improve by only 0.1% of GDP in 2011,
substantially |ess than projected in the programme.

For the period after 2011, the programme's main objective is to reduce the nominal deficit
below 3% of GDP in 2012 and to continue the reduction in order to achieve a deficit of 0.8%
of GDP in 2014. The annual reduction in the nominal deficit is planned to increase from 0.5
pp of GDPin 2011 to 0.8 in 2012 and 1 pp of GDP both in 2013 and 2014. The programme
indicates that a surplus of 0.2% of GDP should be achieved in 2015, in order to approach the
medium term objective (MTO), which remains a structural surplus of 0.5% of GDP. However,
the programme does not foresee the achievement of the MTO within the period covered since
the structural balance would still amount to a 0.9% of GDP deficit in 2014. The improvement

11 See footnote 10.




in the structural balance would be substantially smaller than that in the headline balance (2%
of GDP instead of 3.3) because of the progressive disappearance of the negative output gap.

The programme's target for 2012 is a deficit of 2.8% of GDP, 0.8 pp of GDP less than in 2011
and below the 3% of GDP threshold. This reduction would be achieved through a decrease of
1 pp of GDP in expenditure, partialy offset by a decline in revenues of 0.2 pp of GDP. The
Commission services, whose forecast is based on an unchanged policy assumption, project a
deficit of 4.2% of GDP in 2012, an increase of 0.5 pp of GDP compared with 2011, which
would essentially result from an increase of about the same size in the expenditure ratio.

The programme does not specify the measures that will allow Belgium to reach this objective
since they have not been decided yet.™ A fortiori for 2013 and 2014, the programme does not
provide any specific information on the measures that will permit a continuation of the
adjustment. Similarly, the programme does not indicate how the adjustment would be shared
among government levels. It refers to a scenario presented by the High Council for Finance 2,
whereby the burden would be broadly equally shared between "Entity 1" (i.e. federal
government and social security) and "Entity 1" (i.e. Communities and Regions): the deficit of
the former would decline from 3.4% of GDP in 2010 to 1.6% in 2014 (a reduction of 1.8 pp
of GDP), while the deficit of 1.1% of GDP recorded in 2010 by the latter would progressively
turn into a surplus of 0.8% of GDP in 2014 (an improvement by 1.9 pp of GDP). However, in
view of the political discussions taking place at the moment about institutional reforms that
could considerably modify the tasks of the different government levels as well as their
financia relations, the programme indicates that it is not possible to give more specific
information on this issue. This lack of agreement on the distribution of the effort represents a
risk factor.

Over the whole period 2010-2014, the headline deficit is projected to narrow by 3.3% of
GDP. Total government revenues (and the different categories of revenues) would remain
broadly stable as a percentage of GDP, while expenditure is projected to decrease by 2.4% of
GDP over the period, with the bulk of the decline in government consumption (-1.6% of
GDP) and to a lesser extent in subsidies (-0.5% of GDP) and in the residual category "other
expenditure” (-0.6% of GDP). By contrast, social benefits and government investment are
projected to remain broadly stable and interest payments would slightly increase.

Taken at face value, this strategy would comply with the 2 December 2009 Council
recommendation aimed at bringing the excessive deficit to an end by 2012 at the latest.
However, the programme provides little information on the measures that would be taken to
achieve this reduction in expenditure. Taking these factors into account, while the deficit
objective for 2011 is likely to be met, this would not be the case for 2012 (based on an
unchanged policy hypothesis) unless further measures are taken, notably in the 2012 draft
budget. Moreover, the current fiscal stance falls short of the Council’s recommendation of
making a structural effort of at least ¥ of GDP. Since the tax burden, especially on labour
income, is very high in Belgium (46.1% of GDP in 2010 as against 39.8% on average in the
EU and 40.4% in the euro area™), the room for additional consolidation measures is
essentially limited to the expenditure side.

12 There is no 2012 budget as the 2011 budget is still being discussed by Parliament. Due to the political
stalemate that resulted from the June 2010 election, the submission of the 2011 budget to Parliament was
delayed until mid-April 2011.

13 Conseil supérieur des Finances", the high level body advising the government on public finance matters.

4 According to the OECD report, "Taxing wages', Belgium has one of the highest tax burdens on Iabour income
among industrialised countries and the highest one for asingle individual without children at average income.



The debt ratio, which had decreased from a peak of 134.2% of GDP in 1993 to a low of
84.2% in 2007, increased in 2008. It rose by 12 pp of GDP over two years, reaching 96.2% of
GDP in 2009, but this increase was more limited than in many other member states of the EU,
where government debt rose by 15.4 pp of GDP on average between 2007 and 2009. In 2010,
the debt ratio only increased by 0.6 pp of GDP, due to the substantial reduction in the deficit
and strong nominal GDP growth.

The programme projects the debt ratio to keep rising in 2011, reaching a peak of 97.5% of
GDP, before it starts declining again in 2012 and eventually falls to 92.2% in 2014". The
increase in the debt in 2011 results from exogenous factors (including the additional
borrowing required for support to Greece and Ireland) since, at 3.6% or 3.7% of GDP, the
deficit would be below its debt-stabilising level. In 2012, the reduction in the debt ratio (1 pp
of GDP) would essentially result from the planned decline in the deficit. By contrast, the
Commission services project the debt ratio to increase to 97.5% in 2012, under the
aforementioned unchanged policy assumption, as aresult of the 0.5 pp of GDP increase in the
deficit forecast for 2012. However, should consolidation measures be taken that succeed in
bringing the deficit down below 3% of GDP in 2012, as planned in the stability programme,
the debt ratio would, ceteris paribus, decline as indicated in the programme.

Belgium appears to be at high risk with regard to the long-term sustainability of public
finances. The long-term budgetary impact of ageing is clearly higher than the EU average,
mainly as a result of arelatively high increase in pension expenditure as a share of GDP over
the coming decades. The current budgetary position compounds the cost of ageing. Based on
the current fiscal position, debt would increase to 105.8% of GDP by 2020. However, the full
implementation of the programme would be enough to put the debt on a downward path by
2020, athough it would still be above 60%. Belgium has little scope to increase its already
high tax burden thus the focus needs to be put on decreasing public spending in order to
reduce the sustainability gap. Ensuring sufficient primary surpluses over the medium-term
and further reforming the Belgian social security system, especialy reforming the pension
system so as to curb the projected substantial increase in age-related expenditure, would help
improve the sustainability of public finances.

4212  Financial sector

An important challenge for Belgium is to ensure again a stable and well-functioning financial
sector, capable of meeting the financial intermediation needs of the real economy. During the
past two years, the Belgian financial sector has been severely hit by the financial crisis,
resulting in reduced balance sheets, substantia state aid and a modification of banking
supervision. Belgian banks still have a relatively high exposure towards a set of vulnerable
countries. On the other hand, foreign exposure to vulnerable foreign markets was gradually
reduced during the financial crisis. These risks are all the more important in Belgium as the
banking sector is highly concentrated and relatively large compared to the size of the
economy.

In the aftermath of the crisis, the Belgian authorities have taken measures and have been
implementing reforms in the financial sector. First, the monitoring system has been reformed.
The Belgian government has decided to reshape the supervisory architecture of the financial
sector, opting for the “twin peaks’ model.’® Second, measures to increase access to credit

%> The programme adds that the debt ratio will decrease to 88.4% in 2015.

'8 The central bank takes charge of supervising individual financial intermediaries and the system as a whole,
while the FSMA (Financial Services and Market Authority) is responsible for supervising the smooth operation
of the markets, the conformity of financial products and services, and proper consumer information and
protection.



have been put in place. Examples are Belgacap®’, Initio®®, and the establishment of a credit
mediator. Third, stricter requirements to guarantee solvability and liquidity have been
introduced. In anticipation of the implementation of the Basal 11 norms, Belgian banks have
to comply with quantitative liquidity norms. 20% of al private deposits that can be called
upon within one month cannot be used to grant credit. Finally, the deposit guarantee system
has been strengthened, whereby the repayment period has been shortened, and measures to
improve sound governance have been taken.

4213 Other macroeconomic issues

To control labour costs and guarantee competitiveness, the NRP emphasizes that the correct
application of the 1996 Law on Employment Promotion and Precautionary Protection of
Competitiveness should be guaranteed. This law stipulates that the evolution of wages in
Belgium should be similar to that in neighbouring countries.’®* The NRP implicitly
acknowledges that the 1996 law is sufficient to keep labour costs under control and confirms
the federal caretaker government's decisions to control the wage rises (follow-up of the
January inter-professional agreement) by limiting the negotiating margin to 0% in 2011 and
0.3% in 2012, over and above automatic indexation, projected to stand at 3.9% over the
period 2011-2012. Given the current acceleration of inflation, the estimate of 3.9% for the
increase in the health index over the next two years seems to be rather low. As a consequence,
the 1996 Law will probably not prevent wages in Belgium from increasing faster over the
next two years than in the three neighbouring countries.

More generally, despite the 1996 Law on Competitiveness, since 2005 wages in Belgium have
been systematically rising faster than in the neighbouring countries™, while productivity
growth is slowing down (though remaining at a high level). As a consequence, unit labour
costs (ULC) have been rising in recent years (apart from the sharp decline in 2010),
increasing faster than the average of the three neighbouring countries and the euro area as a
whole (Figure 2). The top-down determination of wages™, which is heavily dependent on the
wage norm and automatic wage indexation system, has helped to moderate wage growth but
has not prevented losses in cost competitiveness over time, while at the same time it limits
wage responsiveness to local labour market developments.

" Belgacap is a supplementary coverage for credit insurance granted by bank-insurers to companies whereby the
government provides extra guarantees in case of default.

18 |_aunched at the end of 2008, Initio aims to provide credit to self-employed persons and small companies to
finance their investment needs. In Wallonia a separate system for self-employed workers to have access to credit
has been set up.

% The three countries (NL, DE, FR) are weighted according to their GDP (Law of 26 July 1996, Article 3, § 2).
% Apart from the system of automatic wage indexation and the slippages compared to the wage norm in recent
years, the relative unit labour costs in the manufacturing sector have also deteriorated as the result of stronger
than expected wage moderation in Germany.

! The Belgian wage bargaining system is highly centralized and structured at three levels (the national (cross-
sectoral) level, an intermediate sectoral level, and a company level). In principle, lower level agreements can
only improve upon what has been negotiated (in terms of wage growth) at higher level.
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Figure 2: Changein nominal ULC for Belgium, EA16 and the average of FR, DE, and NL
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Source: Commission Services

The NRP does not mention any changes to the wage bargaining system, nor to the system of
automatic wage indexation. The wage norm could be improved given that it only focuses on
wage differences with neighbouring countries, while ignoring differences in productivity
growth. Moreover, the scope for implementing corrections ex post (in case the targets of the
wage norm are not met) is limited, as the automatic wage indexation system establishes a
lower limit to the biannual wage adjustments, so that this corrective mechanism is rather
ineffective. Apart from the agreement on limited real wage growth in the next two years,
proposals to promote innovation, increase spending on R&D and improve education and
training, ahave been made to boost competitiveness. However, the measures in these areas
remain rather vague and no estimation of their impact on competitiveness has been provided.

To counter inflationary pressures, the Competition Authority and relevant Ministries may ask
the Price Observatory to investigate sectors and companies where prices seem to be (too)
high. These analyses could then also be used in the context of infringements in the
competition law. Indeed, in recent years there has been an asymmetrical approach towards
price shocks, particularly in the electricity and gas sector: if input prices increase, the price of
the final product also increases, whereas if input prices decrease, this decline is not always
passed on to the consumer. Therefore, in this kind of situations, the Price Observatory would
be able in the future to ask for further details and analyses from the relevant trade federations.
In the context of the implementation of the Third Package on the Energy Market (scheduled
for July 2011), Belgium would also take measures to reduce the volatility of energy prices,
which would address inflation issues as energy products are an important component.
Variable contracts will only be alowed to be indexed four times a year, and for other price
increases prior authorization from the CREG? will need to be granted, after the Nationa
Bank of Belgium (NBB) has provided its advice.

422  Labour market policies
The Belgian authorities are aware of the bottlenecks in the labour market. Priority is given to
reducing labour costs (by decreasing the tax-wedge), increasing (job-specific) training and
counselling, and including certain target groups (through the Win Win Plan). New measures
are provided for in all these domains athough the NRP also specifically acknowledges that

22 Commission de Régulation de I'Electricité et du Gaz.
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more structural measures to improve the functioning of the labour market will have to be
taken by the new federal government, once it takes office.
Making work more attractive

Recent reforms have tried to reduce the existing unemployment traps. Belgian authorities
gradually reduced social security charges and personal income taxes, introduced a tax credit
and increased wage subsidies for all workers. In the NRP, new initiatives to make
employment financially more attractive for low-wage workers have been introduced,
increasing the gap between wages and unemployment benefits. Specifically, personal social
security contributions have been eliminated for people earning the minimum wage while
gradually increasing thereafter, achieving the regular 13.07% rate when earning a monthly
wage in excess of EUR 2,247. Also, a new tax credit has been introduced, increasing the net
wage by EUR 120 on an annual basis. Although reductions in the tax wedge are welcome,
having a largely positive impact on labour demand and employment, they do not solve
problems of low participation due to persisting high taxes on labour income. Moreover, in
view of the substantial consolidation effort ahead, a reduction in the tax-wedge in the near
future is expected to come hand in hand with an at least equally large increase in more neutral
taxes (e.g. on consumption) or a shift towards green taxes. For instance, the relatively
generous tax relief on company cars constitutes an environmentally harmful subsidy and has
led to a situation where 40% of the vehiclesin circulation are company cars.

Getting the unemployed back to work

To provide the (especially low-skilled) unemployed people with the right incentives to re-
enter the labour market and to actively search for ajob, areform of the unemployment benefit
system may also have arole to play. No action has been taken recently in this respect™, nor
are improvements to the system (such as reducing the level of the unemployment benefits
over time and/or limit their duration) announced in the current NRP

Belgium introduced a substantial reform of active labour market policies (ALMP) in 2004 to
improve job search incentives, with individual supervision and regular check-ups for the long-
term unemployed, including counselling (from 12 months in unemployment) and job
interviews, backed up by financial sanctions in case of no-show or arefusal of training or a
suitable job. A shortcoming of the system is that only those under the age of 50 were subject
to this procedure. The NRP states that the ALMP scheme will be further improved by
shortening deadlines, accelerating the support for jobseekers and raising the age limit from 50
to 52 years. However, since the implementation of these initiatives depends on the agreement
of all relevant authorities and since — according to the NRP - it will be the responsibility of the
next federal government to launch the process and take further measures, there is some
uncertainty about when these measures will be implemented, as well as about their final
impact.

In Flanders, attention is being given to improved counselling whereby primarily younger
workers are offered individual guidance on entering the labour market. Additionally, Flanders
will tackle the issue of activation above the age of 50, by extending the systematic support
measures to people up to 55-years old (and possibly to 58-years-old later this year). Wallonia,
the French-speaking Community and the Brussels Capital Region give priority to the
activation strategies through improved individual counselling, focusing on young workers.
Finaly, al Regions and Communities are focusing on finding a better match between
education and the needs of the labour market. Apart from improved activation and

% |n 2009, in response to the crisis, unemployment benefits were even made more generous during the initial
period of unemployment with no compensation el sewhere.
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counselling, the federal government has introduced grants to cut employers wage costs in
order to increase labour market participation of certain target groups under the Win Win Plan
(older (> 50), young (<26), disabled, long-term unemployed, and low-skilled workers). While
the impact of these measures is likely to be positive, it might remain limited as many of the
measures are scheduled to be phased out by the end of the year.

Finally, non-EU citizens are under-represented on the Belgian labour market, with an
employment rate in 2010 of just 40.4% for those aged 20-64, which is much lower than the
EU average (58.5%). The unemployment rate of non-EU nationals aged 20-64 was also
considerably higher in 2010 (30.5 %) than that of Belgian nationas (7.2 %) and the EU
average (19.4 %).

Older workers and pension reform

In the past, various exit routes have made it easy for older workers to leave the labour market.
Until 2002, there were no job search requirements for workers above the age of 50, and early
retirement could be taken at the age of 58 or even younger in the case of company
restructuring. Most measures designed to limit early retirement were introduced in the
“Solidarity Pact between Generations” of 2006. The main shortcoming in this Generations
Pact is that activation programmes were not extended to the age cohorts of 50 years and
above, and that the overall impact was limited. The Belgian authorities have indicated in the
NRP that they will assess the Generations Pact between now and October 2011. In the light of
this assessment, the government will decide on whether further structural measures to increase
the employment rate of older workers and to prevent early retirement from the labour market
will be taken. Therefore, besides the focus in the NRP on improved activation strategies and
job counselling, no concrete measures to make the criteria for early retirement more stringent
have as yet been announced, while the evaluation of the Generations Pact is ongoing and the
outcome of this exercise is unknown. Additionally, the NRP also does not mention the
possibility of starting to gradually increase the statutory retirement age (Box 3).

Box 3 — Pension system in Belgium: increasing the effective ver sus statutory retirement age

Only 30.4% of men and 19.7% of women at the age of 60 were at work in 2009, which represents
respectively the fourth and severnth worst results in the EU, still far from the 50% target set in 2001%*.
This is reflected in the effective retirement age of exit from the labour market, which - at 59 yearsin
2009 - isbelow the legal early retirement age of 60 and far bel ow the statutory retirement age of 65.

In the light of increasing life expectancy and sustainability of public finances, urgent action is needed
to keep people in work longer. The 2011 Annual Growth Survey points to two strategies that need to
be implemented by the Member States in order to activate older workers: (1) increasing the effective
retirement age, (2) increasing the statutory retirement age.® Regarding the first strategy (increasing the
effective retirement age), a few measures have been taken in the recent past to achieve this, such as
increasing the statutory age for early retirement from 58 to 60, while eligibility conditions and
conditions for entering the scheme before the statutory age have become tighter, and a pension bonus
for staying at work after 62 has been introduced. On the other hand, access to early retirement is still
rather easily granted (the retirement age remains flexible from the age of 60, provided that a 35-year
career condition is satisfied), while training opportunities and job counselling for older workers
(especialy those above 50) remain limited. Regarding the second strategy (increasing the statutory
retirement age), the increase in life expectancy has to be reflected in the statutory retirement age. In
2006, Belgium took afirst step in this direction by gradually increasing the statutory retirement age for
women, from 63 in 2006 to 65 in 2009. This was a welcome first step, also from the point of view of

2 ECP-SPC, "Joint Report on Pensions. Progress and Key Challenges in the Delivery of Adequate and
Sustainable Pensions in Europe”, European Economy Occasional Papers No. 71, November 2010.

% See, European Commission, "Annual Growth Survey: Advancing the EU's comprehensive response to the
crisis’, 12 January 2011, p.6.
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guaranteeing non-discrimination between men and women. In the future, working longer could be
encouraged further as for instance retiring at 67 instead of 65 years would result in a6.1% gain in the
net replacement rate. Adjusting the retirement age would also have an impact on fiscal sustainability.
According to the 2009 Ageing Report® the increase in age-related expenditure up to 2060 would be
0.5% of GDP lower in Belgium if the employment rate of older workers were 5% higher, compared to
a0.2% decreasein the EU.

The Green Paper on Pensions, published in March 2010 by the Belgian Federal Minister of Pensions,
put the focus on raising the employment rates by increasing the effective retirement age rather than
changing the statutory retirement age. The Minister of Pensions aso promoted the principle of a bonus
(increasing the pensions of people who work longer than 60 years old) and the suggested rethinking
the current taxation framework.

Education, training and lifelong learning

Regarding education and training policy, Belgium's ambition is to raise the percentage of
people aged 30-34 who are educated to higher education level from 43.2% in 2009 (42%
according to Eurostat) to 47% in 2020, and to reduce the percentage of early school leavers
(ESL) from 11.7% in 2009 (11.1% according to Eurostat) to 9.5% by 2020. Educational
policy isthe responsibility of the Communities. The Flemish Community and Region, having
already reached a number of Europe 2020 policy targets, set additional ambitious targets.. As
the NEET? indicator and indicators on ESL have been generally decreasing over the last ten
years, with Belgium performing better than the EU average, thanks to longstanding efforts at
policy level, the Belgian national targets regarding education and ESL seem to be realigtic.
However, this might be driven by the Flemish Community (8.6% in 2009), whilst the main
challenge isto ensure a significant decrease in the Regions/Communities with a high ESL rate
and a high proportion of 20-24-year olds without at least secondary education (respectively
13.8% and 20.5% in Wallonia; 15.6% and 25.2% in the Brussels Capital Region in 2009).
Therefore, even though Belgium has a modern education system and is performing better
overall than the EU average in the area of education, this masks important regional
differences and several problems reman to be tackled, in particular in the area of
gualifications of young people (mainly in Wallonia and the Brussels Capital Region), non-EU
citizens and women (in particular in the Brussels Capital Region), and skills mismatches and
shortages in future-oriented occupations. Belgium is also one of the few countries where
participation rates in lifelong learning declined significantly in recent years. To increase
lifelong learning and the qualification of jobseekers, the social partners agreed to spend 1.9%
of the total payroll on the education and trainingof employees. As this target has currently not
been reached, a penalty mechanism for sectors that fail to make additional training efforts
entersinto force in 2011.

Combat poverty and promote social inclusion

The percentage of the population at risk of poverty or exclusion in Belgium stood at 20.2% in
2009, below the EU average of 23.1%. The national target aims at reducing the number of
people faced with poverty and social exclusion by 380.000 by 2020 (compared with 2008 as
year of reference).

Both the federal government and the Regions/Communities have introduced anti-poverty
plans, including measures to address excessive indebtedness, to prevent labour market
exclusion, to promote affordable housing, and to provide better access to education and

% Eyropean Commission, "2009 Ageing Report", Section 7.3.
%" People neither in employment, education nor training.
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training. Concrete measures are provided in the area of socia benefits for 2011-2012,
whereby pensions are increased alongside other benefits for employees.

423  Growth enhancing structural measures
Internal market

According to the latest Internal Market Scoreboard®, Belgium has continued its efforts to
reduce its transposition deficit below the agreed transposition deficit target (1%)%.
Nevertheless, Belgium needs to step up efforts regarding the application of Internal Market
legidation as it has the worst results regarding some very important indicators, such as the
number of pending infringement cases, the development of infringement cases since
November 2007 and the average speed of infringement resolution or the early resolution rate.
In the NRP Belgium is committed to fully implementing the Services Directive — eliminating
the barriers to development of service activities between Member States — and hopes to be
able to implement the Third Package of Energy Market Directives by July 2011.

Retail sector

Competition-restricting regulations in the retail sector still protect incumbents against new
entrants and inhibit the diffusion of new business models and technologies. This sector is
more regulated than in other euro area countries, especialy in terms of specific (zoning)
regulation of large outlets, the protection of existing firms, and the regulation of shop opening
hours. In addition, regulations specific to Belgium include a ban on the announcement of
price reductions within six weeks before the sales period (the so-called “black-out period”).
Although many of these regulations may contribute to public policy goals (e.g. by addressing
congestion issues and noise pollution planning), they also lead to the protection of local
monopolies. While measures to make regulations less stringent in some areas and to reduce
the administrative burdens involved in opening new shops, have been taken in the retail sector
- under the new law on "Market Practices and Consumer Protection” (WMPC, 2010) and the
"Ikea law" (2004)® - Belgium still has many regulations that serve to protect incumbent
firms or big shops. No new measures in this area are presented in the NRP.

Network industries

Despite liberalisation, prices in many network sectors (electricity, gas and telecom) are higher
in Belgium than in other Member States. Belgium stood at the fifth and eighth place in the EU
regarding household electricity and gas prices respectively, while it had the third highest
pricesfor local phone callsin the EU in 2008. A common competition problem in the network
sectors in Belgium is the strong position of the incumbents and the high entry barriers
compared to other Member States, especialy in the electricity and gas sectors. In 2008, the
combined market share of the three biggest electricity generators (by capacity) was as high as
97.5% (HHI®! of 7206), where the largest generator had a market share of 80%, compared to
an average of 60% in the EU. In the gas market the three biggest gas suppliers have a

% |Internal Market Scoreboard n° 22. See, http://ec.europa.eu/internal_market/score/docs/score22_en.pdf.

# n this context, transposition refers to how quickly and how well each of the Member States transposes
Internal Market directivesinto nationa law.

% The "Ikea law" and the reduction in administrative burden during the last decade fostered the ease of entry to
the market, while the new "WMPC law" seemsto have promoted competition in the retail market.

3 The HHI or Herfindahl-Hirschman Index is a measure for market concentration. It is calculated by squaring
and summing the market shares of al competing firms in a market. The HHI number can range from close
to zero (perfect competition) to 10,000 (monopoly). The higher the HHI, the more the market is concentrated.
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combined market share of 92% (HHI of 5438).%? In the electricity sector competition in the
wholesale market is limited in part due to limited international interconnection capacity®,
while in the gas market transmission network congestion is an important concern, due to
insufficient gas entry points.

The NRP does not refer to any measures to improve competition in the telecom sector, but
plans to take measures in the energy sector, by implementing the Third Package of Energy
Market Directives. If the Third Package were implemented properly as scheduled, the
functioning of the energy market would be expected to improve. First, the NRP foresees a
continuation of the unbundling process, whereby energy transmission will be separated from
energy generation and distribution. This should have a positive effect on competition in the
energy market and would encourage investment in renewing infrastructure (and possibly
increase investment in renewable energy). It is, however, not clear from the NRP which
further concrete measures Belgium is going to take to improve unbundling and whether the
measure suffices to meet the 2020 renewable energy target. Second, a single national
authority would be granted regulatory independence, exercising its powers impartially and
transparently. In that context, the powers of the CREG would be extended and its
independence improved. Operational details (such as when the reform will be implemented
and the resources to be allocated to) are however not provided in the NRP. Finally, in order
to extend consumer protection and reinforce market competition, the Third Package proposes
e.g. that customers should be able to switch between energy suppliers within three weeks,
and that price adjustments to energy contracts should be kept limited. While measures
regarding the second point have been announced in the NRP, measures to improve customer
switching are lacking.

In sum, despite the usefulness of the measures presented on the energy market, the
operational details are missing, and there is till the risk that the announced reforms will not
take place.

R& D and innovation

R&D intensity fell dlightly in the period 2000-2009, from 1.97% to 1.96% of GDP. This fall
was mainly due to adecrease in the R&D intensity of the private sector.

Business R&D is highly concentrated in a few large companies and multinationals. A large
majority of these firms are in the chemicals, pharmaceuticals and biotech sectors, thus giving
Belgium a specialist profile for these sectors. The dominance of the service sector, growing at
a faster rate than manufacturing would also justify specific measures to improve their
knowledge intensity in that sector over time.

Increased tax credits for R&D have been introduced and there are also plans to provide
suitable incentives for setting up and developing new science-base companies spinning out of
large enterprises or spinning off from research ingtitutions is foreseen.

All Belgian Regions/Communities are also drafting strategic innovation plans covering all
major elements of a successful innovation strategy. Flanders is planning a new Innovation
Pact, while Wallonia, the Brussels Capital Region and the French-speaking Community are
contemplating a joint research strategy. Most actions are at Regiona/Community level,

% European Commission (2010), "Report on progress in creating the internal gas and electricity market —
Technical annex". Figures on market share of largest firms in network industries from Eurostat:
http://epp.eurostat.ec.europa.eu/portal/page/portal /structural_indicators/indicators/economic_reform.

% See e.g. Kiipper et a. (2009), "Does More International Transmission Capacity Increase Competition in the
Belgian Electricity Market?", The Electricity Journal 22(1).
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although federal research covers 25-30% of total public research expenditure due to space
research (aremaining federal competence).

In the Walloon Region the focus has been on the implementation of the so-called "Marshall
plan”, with a stronger focus on research poles(les pdles de compétitivité, a cluster approach)
and on the implementation of a new culture intending to increase public private partnerships.
Structural Funds are being substantially used in establishing partnerships and networks
between large firms and SMEs.

In Flanders, cluster policy is also part of the strategy for green and sustainable devel opment.
Societal challenges are the main drivers, leading to a shift towards new fields. The Science
and Technology Council identified six priority areas: regulation and education in general;
framework conditions for private R&D; a model for mobilising industry to the factory of the
future; the role of infrastructures in supporting intelligent networks; the role of industrial
innovation with risk funding; and the role of human capital and social innovation.

In the Brussels Capital Region, strategic platforms are being or will be launched in three
innovative sectors. information and communication technologies (ICT) in 2010, the life
sciences in 2011 and the environment in 2012. It is worth mentioning that about 90% of the
research is concentrated on ICT and ICT services. The NRP mentions greater assistance to
smaller innovative companies and more resources for European and international cooperation.

Energy and Climate

Under Directive 2009/28/EC on the promotion of the use of energy from renewable sources,
Belgium is committed to reaching atarget of 13% of renewable energy sourcesin final energy
consumption and a 10% share of renewable energy in the transport sector by 2020. In
November 2010 Belgium submitted its National Renewable Energy Action Plan which sets
sectoral targets and details its current and future measures aiming at developing renewable
energy Sources.

In spite of the influence of the economic crisis, the recent trend in greenhouse gas emissionsis
not in line with the Europe 2020 national target (-15% lower than 2005 levels). The NRP
does not provide a quantitative assessment of the sufficiency of existing and proposed
emissions reduction measures in order to reach the 2020 targets.

5. SUMMARY

The fiscal adjustment path set out in the Stability Programme update leads to an end of the
excessive deficit in 2012 as recommended by the Council in December 2009 in the context of
the Excessive Deficit Procedure. Additionally, the debt ratio (96.8% of GDP in 2010) would
reach a maximum of 97.5% of GDP in 2011, after which it would gradually decline to 92% in
2014. However, in 2011, the proposed adjustment (reducing the public deficit to 3.6% of
GDP) would fall short of the recommended average annual fiscal effort of at least 0.75% of
GDP. Moreover, from 2012 onwards, an additional effort will be needed in order to achieve
the planned targets since, with unchanged policies, the Commission services forecast the
deficit to resume increasing to about 4.2% of GDP in 2012. The programme does not give any
information on the measures that will be taken after 2011. While the objectives set out in the
NRP are appropriate and ambitious, the concrete measures underpinning the targets often
remain vague. The list of projects and intentions described in the NRP does not include a
substantial number of important structural measures that could more effectively address long
term economic challenges, particularly on reducing inefficiencies in the labour market.
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Initiatives to reduce the tax wedge, to improve activation of unemployed workers and to
evaluate the early retirement schemes are presented in the NRP, although for some measures
no agreement on their implementation has yet been reached. The effectiveness of other
measures might turn out to be small as their duration is limited. More importantly, long-term
structural measures on the labour market and pension system, such as adjustments to the
unemployment benefit system and the statutory retirement age, are lacking. Unit labour costs
have been rising faster in Belgium than in the neighbouring countries in recent years. The
NRP acknowledges that Belgium should limit wage growth, but considers the 1996 Law to be
sufficient for this purpose and therefore does not propose additional measures to further fine
tune the wage-setting mechanism. Improvements in the business environment and competition
framework would also contribute positively to the country's growth potential. The current
R&D and innovation reforms respond well to the challenges. However, the NRP does not
address the problem of fragmentation within the research and innovation system. Apart from
the energy sector, no concrete measures to increase competition in the telecom and retail
sector, or to strengthen the competition framework, are provided in the NRP. The national
targets regarding early school leavers and higher education seem attainable. However, there
are important differences between Regions/Communities and a lack of information regarding
the monitoring of progress and of budgets. Recent developments in energy and climate policy
do not appear in line with Europe 2020 targets. A quantitative assessment of existing and
proposed measures could guide policy devel opment.
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Statistical annex

Tablel. Macro economic indicators

1995- | 2000- | 2005-
1999 2004 2008 2009 2010 2011 2012

Coreindicator s
GDP growth rate 26 20 21 -2.8 2.2 24 2.2
Output gap * 04 0.8 13 31 2.3 -15 0.8
HICP (annua % change) 13 20 2.8 0.0 2.3 3.6 2.2
Domegtic demand (annua % change) > 22 15 25 22 0.4 1.9 21
Unemployment rate (% of labour force) 3 9.2 7.5 7.8 7.9 8.3 7.9 7.8
Gross fixed capital formation (% of GDP) 20.4 199 214 212 203 204 20.6
Gross nationa saving (% of GDP) 255 255 257 222 228 223 225
Gener al Government (% of GDP)
Net lending (+) or net borrowing (-) -2.5 0.0 -1.0 -5.9 4.1 -3.7 4.2
Gross debt 1223 | 1022 885 96.2 96.8 97.0 975
Net financial assets -1104 | -920 -76.6 -80.0 n.a n.a n.a
Tota revenue 48.8 49.7 48.7 481 489 493 494
Total expenditure 51.3 49.7 498 54.0 53.0 531 53.6

of which: Interest 7.8 5.7 3.9 3.6 3.4 3.4 3.5
Corporations (% of GDP)
Net lending (+) or net borrowing (-) 13 -0.1 0.9 2.6 1.7 13 17
Net financial assets; non-financial corpor ations -88.8 -94.6 -97.9 -89.8 n.a n.a na
Net financial assets; financial corporations 0.6 -0.8 -2.3 -2.5 n.a n.a na
Gross capital formation 12.7 134 145 118 124 125 12.7
Gross operating surplus 20.5 20.8 231 218 232 234 236
Households and NPISH (% of GDP)
Net lending (+) or net borrowing (-) 5.7 5.0 3.0 5.2 4.6 4.3 4.3
Net financial assets 2379 | 2359 | 209.6 | 208.2 na na na
Gross wages and salaries 38.9 395 38.7 40.2 394 392 393
Net property income 121 10.2 8.7 8.2 8.3 8.3 8.6
Current transfers received 221 216 213 233 230 231 232
Gross saving 12.0 10.6 9.9 117 108 104 104
Red of theworld (% of GDP)
Net lending (+) or net borrowing (-) 45 4.8 2.7 1.6 2.6 18 18
Net financial assets -370 -46.5 -31.3 -32.6 na na na
Net exports of goods and services 38 4.5 31 2.7 32 2.8 2.8
Net primary income from the rest of the world 18 16 1.0 0.9 0.9 0.9 0.9
Net capital transactions 0.0 -0.1 -0.2 -0.4 0.1 0.2 -0.3
Tradable sector 41.3 394 3738 346 347 n.a n.a
Non tradable sector 48.2 499 514 54.8 54.2 n.a na

of which: Building and construction sector 44 4.3 4.6 4.8 4.7 n.a n.a
Redl effective exchange rate (index, 2000=100) 109.2 104.2 109.2 114.2 111.3 112.6 113.7
Terms of trade goods and services (index, 2000=100) 102.8 100.5 98.8 100.3 985 974 97.3
Market performance of exports (index, 2000=100) 105.7 99.1 93.1 924 92.7 92.7 921

Notes:

*The indicator on domestic demand includes stocks.

Source:
Commission services spring 2011 forecast

'The output gap constitutes the gap between the actual and potential gross domestic product at 2000 market prices.

® Unemployed persons are all persons who were not employed, had actively sought work and were ready to begin working immediately or withintwo
weeks. The labour forceisthe totd number of people employed and unemployed. The unemployment rate covers the age group 15-74.

19




Tablell: Comparison of macroeconomic developments and for ecasts

2010 2011 2012 2013 2014

COM! SP |[cOM! S [comMi P SP SP
Rea GDP (% change) 22 1 21 24 1 20 22 1 23 21 2.3
Private consumption (% change) 16 | 14 15 | 15 19 | 17 17 18
Gross fixed capital formation (% change) -1.3 -1.9 35 2.9 34 3.4 15 24
Exports of goods and services (% change) 105 ¢ 101 5.9 4.6 55 4.4 47 49
Imports of goods and services (% change) 84 7.8 54 4.2 55 4.3 43 46
Contributions to real GDP growth:
- Find domestic demand 038 0.2 1.8 15 2.0 2.1 17 19
- Changein inventories -0.4 -0.5 0.0 -0.1 0.0 0.0 0.0 0.0
- Net exports 1.8 1.9 0.6 0.5 0.2 0.2 04 04
Output gap* 23 1 23 151 18 | 08 1 -11 -0.5 0.2
Employment (% change) 07 { 06 | 08 1 09 | 07 ! 09 1.0 11
Unemployment rate (%) 8.3 84 7.9 8.3 7.8 8.3 8.1 8.0
Labour productivity (% change) 15 ' 14 16 ' 11 15 ' 14 1.1 13
HICP inflation (%) 23 | 23 36 ! 35 22 ¢+ 19 1.9 20
GDP deflator (% change) 18 15 1.9 1.9 21 1.9 18 19
Comp. of employees (per head, % change) 11 1.0 3.1 3.3 3.6 2.7 31 35

Net lending/borrowing vis-avistherest of the| 2.6
world (% of GDP)

23 1.8 15 1.8 2.3 3.0 3.7

Note:
!In percent of potentid GDP, with potential GDP growth according to the programme as reca cul ated by Commi ssion services.

Source:
Commisson services spring 2011 forecasts (COM); Sahility programme (SP).
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Tablelll: Composition of the budgetary adjustment

2010 2011 2012 2013 | 2014 Change:
(% of GDP) 2010-2014
COM | coM SP COM SP P SP SP

Revenue 489 | 49.3 49.8 494 49.6 499 49.9 10
of which:
- Taxes on production and imports 129 13.0 159 130 15.8 159 15.9 30
- Current taxes on income, wealth, etc. 15.6 15.7 13.0 158 13.0 12.9 12.9 -2.7
- Socid contributions 165 | 165 16.7 16.6 16.7 16.8 16.8 03
- Other (residual) 39 4.1 42 4.1 4.1 4.3 43 04
Expenditure 53.0 ] 531 53.4 53.6 52.4 517 50.7 -2.3
of which: | i
- Primary expenditure 296 | 49.7 | 499 | 501 | 488 | 480 | 471 -2.5

of which:

Compensation of employees and 16.5 16.4 16.2 164 15.8 155 15.0 -1.5

intermediate consumption

Social payments 25.2 25.3 254 256 254 254 254 0.2

Subsidies 25 25 25 2.6 21 2.0 2.0 -0.5

Gross fixed capita formation 17 1.8 19 1.8 19 1.7 17 0.0

Other (residual) 37 3.7 39 3.8 35 34 3.0 -0.7
- Interest expenditure 34 3.4 35 3.5 3.6 3.7 3.6 0.2
General government balance (GGB) -4.1 -3.7 -3.6 -4.2 -2.8 -18 -0.8 33
Primary balance -0.7 -04 -0.1 -0.7 0.8 1.9 2.8 35
One-off and other temporary measures 00 | 01 ! -01 00 ! 00 0.0 00 0.0
GGB exdl. one-offs 41| -36 | 35 | 42 i -28 | -18 | -08 33
Output gap’ 23| 45 | 18| 08 | -11 | 05 | o2 25
Cyclically-adjusted balance?® -28 29 -2.6 -3.7 -2.2 -15 -0.9 19
Structur al balance® 29| 281 25 | 37 1 -22 | -15 | -09 20
Change in structural balance 0.1 04 -0.9 0.3 0.7 0.6
Structural primary bal ance’ 05 0.6 1.0 -0.3 14 22 27 22
Change in structural primary balance 0.0 0.4 -0.8 04 0.8 0.5

Notes
'On ano-policy-change bas's.

20utput gap (in % of potentid GDP) and cyclica ly-adjusted balance according to the progranme as reca culated by Commission

services onthe basis of theinformation in the programme.

*Sructurd (primary) balance = cyclicall y-adjusted (primary) balance exd uding one-off and other temporary measures.

Source:

Sability programme (SP); Commission services' spring 2011 forecasts (COM); Commission services cal culations
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TablelV: Debt dynamics

(% of GDP) average 2010 2Q11 2(?12 2013 | 2014
2005-09 COM: SP [cOM | SP SP SP
Gross debt ratio* 2.1 968 | 970 | 975 | 975 | 9%5 | 951 | 922
Changein theratio 04 06 | 02 { o7 | 05 | 10 | -14 | -29
Contributions? : i |
1. Primary balance -1.9 0.7 04 | 01 07 | 08 | -19 | -28
2.“Snow-ball” effect 12 02 | -07 i -02 | -05 | -04 01 -03
Of which:
Interest expenditure 39 34 34 1 35 35 1 36 3.7 3.6
Growth effect -0.9 20 | 22 1 -19 | 211 22 | 20 | -21
Inflation effect 1.7 15 | -19 ¢ -18 | -19 ! -18 -16 | -18
3. Stock-flow adjustment 11 0.1 06 ! 08 04 1 02 0.4 0.2
Of which: | i
Cash/accruas diff. 01 | 02
Acc. financial assets 13 -0.1 ! |
Privatisation 05 01 E i
V. effect & residual -0.1 0.1 | i
Notes
“End of peiod.

*Thesnow-ball effect capturestheimpact of interest expenditure on accumul ated debt, as well asthe impact of real
GDP growth and inflation on the debt ratio (through the denominator). The stock-flow adjustment includes
differencesin cash and accrual accounting, accumul aion of financid assets and vd uation and other residud effects|

Source:
Sability programme (SP); Commission services spring 2011 forecasts (COM); Commission services' cal culations
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Table V. Long-term sustainability indicators

Belgium Baseline scenario (2010) Programme scenario
S1 S2 S1 S2
Value 4.7 5.2 2.7 3.3
of which:
Initial budgetary position (IBP) 0.5 0.6 1.4 -1.3
Debt requirement in 2060 (DR) 0.6 - 0.5 -
Long-term change in the primary balance (LTC) 3.6 4.6 3.6 4.6
2010 2015 2020 2010 2015 2020
Debt as % of GDP 96.8 97.3 105.8 96.8 90.9 85.8

Note: The 'baseline’ scenario (2010) depicts the sustainability gap under the assumption that the 2010 budgetary position
remains unchanged over the medium—term (until the end of the period covered by the programme). The ‘programme’ scenario
depicts the sustainability gap under the assumption that the budgetary plans of the programme are fully implemented.

Figure: Medium term debt projection

(% of GDP) Debt as % of GDP - Belgium
120.0
1000 | e
80.0
60.0
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0.0 T T T T T T T T T T 1
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
------ 2010 scenario 2012 scenario Programme scenario
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TableVI. Financial sector indicators

2006 | 2007 | 2008 | 2009 | 2010
Total assets of the banking sector (% of GDP) 3370 | 3613 | 3925 | 3542 | 3319
Share of assets of the five largest banks (% of total assets) 844 834 80,8 771
Foreign ownership of banking system (% of total assets) 24,9 24.8 26,8 60,7
Financial soundness indicators:
- non-performing loans (% of total Ioans)l) 17 11 17 27 28
- capital adequacy ratio (%) »'? 119 | 112 | 162 | 173 | 189
- profitability - return on equity (%) " ® 24 | 132 | 365 | -27 | 106
Private credit growth (annual % change) 12,7 14,7 11,3 -6,7 -52
Residential property prices (y-0-y % change) 118 93 49 -0,3 54
Bxposure to countries receiving/repaying official financial assistance (% of GDP)” | 27,6 284 257 17,0 138
Private debt (% of GDP) 894 99,0 95,8 933 83,0
Gross external debt (% of GDP)5)
- Public 452 52,8 62,5 60,7 67,9
- Private 38,1 454 92,1 79,0 832
Long terminterest rates spread versus Bund (basis points)* * 52 11,2 433 67,9 719
Credit default swap spreads for sovereign securities (5-year)* * 451 66,1 95,2

Notes:

Y Latest data September 2010.

3 The capita adequacy raio is defined as tota capita devided by risk weigthed assets.
Net incometo equity ratio.

¥ Covered countries are |, EL, PT, RO, LV and HU.

% Latest data2010Q3.

** M easured in basis points.

Source:

Bank for International Settlements and Eur ostat (exposur e to macr o-financially vulner able countries), IMF (financial soundness indicator s),
Commission services (long-term inter est rates), World Bank (gross exter nal debt), Eurostat (residential property prices) and ECB (all other
indicators).

3
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TableVII. Labour market and social indicators

L abour market indicators 2005 2006 2007 2008 2009 2010
Employment rate
(% of popultion aged 20 - 64) 66.5 66.5 67.7 68.0 67.1 67.6
Employment growth 14 12 16 17 | 04 | os
(% change from previous year)
Empl oyment rate of women
(% of female populati on aged 20 - 64) 58.6 58.8 60.3 61.3 61.0 61.6
Employment rate of men
(% of male population aged 20 - 64) 74.3 74.0 75.0 74.7 73.2 735
Employment rate of older workers
(% of populction aged 55 - 64) 31.8 320 344 345 35.3 37.3
Part-ti me employment (% of totd employment) 22.0 22.2 22.1 22.6 23.4 24.0
Fixed term employment
(% of empl oyees with afixed term contract) 8.9 8.7 86 8.3 8.2 8.1
Unempl oyment rate" (% of labour force) 8.5 8.3 7.5 7.0 7.9 8.3
L ong-term unemployment® (% of labour force) 44 4.2 3.8 3.3 35 4.1
Y outh unempl oyment rate
(% of youth labour force aged 15-24) 21.5 20.5 18.8 18.0 21.9 22.4
Y outh NEET® rate (% of population aged 15-24) 13.0 11.2 11.2 10.1 111
Early leavers from education and training (% of
pop. 18-24 with at most lower sc. educ. and not in[f 12.9 12.6 12.1 12.0 111
further education or trai ning)
Tertiary educationd attainment (% of population
30-34 having successful ly completed tertiary 39.1 41.4 415 429 420
education)
Labour productivity per person employed (annua 03 15 13 0.7 24 15
% change)
0
Hoursworked per person employed (annua % 10 01 04 05 12 03
change)
Vi 0
Labour productivity per hour W.orked (annual % 07 14 17 12 19 12
change; constant prices)
- o :
Compensation per empl oyee (annual % change; 06 10 11 17 0.7 08
constart prices)
Nomina unit labour cost growth (annual % 15 18 21 44 43 03
change)
Real unit labour cog growth (annua % change) 0.9 -05 -0.2 2.4 32 -2.0

Notes:
" According to |LO definition, age group 15-74)

’ Shareof personsin the labour force who have been unemployed for & least 12 months.

° NEET are persons that are ndather in employment nor in any education or traning.

Sources.

Comission services (EU Labour Force Survey and European National Accounts)
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Table VII. Labour market and social indicator s - continued

Expenditureon social protection

) 2004 | 2005 | 2006 | 2007 | 2008
benefits (% of GDP)

Sckness/Hedlth care 7.63 7.64 7.36 7.31 7.56
Invalidity 1.97 197 1.90 1.79 1.89
Old age and survivors 12.24 12.63 13.48 10.21 10.83
Family/Children 2.05 2.04 2.03 2.07 2.07
Unemployment 3.46 345 3.42 3.27 3.32
Housing and Socid excluson n.e.c. 0.50 0.51 0.60 0.81 0.95
Total 278 28.2 28.8 255 26.6
of which: Means tesed benefits 1.02 1.03 1.10 1.15 1.36
Social inclusion indicator s 2005 2006 2007 2008 2009
Risk-of -poverty or exgl usion’ (% of tota 226 215 216 20.8 202
population)

Risk-of -poverty or exclusion of children (% of

people aged 0-17) 237 21.4 21.6 21.3 205

Risk-of-poverty or exclusion of ederly (% of

people aged 65+) 233 25.2 25.0 229 231

At-Risk-of-Poverty rate* (% of total population) 148 14.7 15.2 147 14.6

Value of relative poverty threshold (sngle HH per

year) - in PPS 9324 9708 9792 10044 | 10500

Severe Materid Deprivation3 (% of tota

. 6.5 6.4 57 5.6 5.2
popul ation)

Share of people living in low work intensity

151 14.3 13.8 117 123
househol ds* (% of people aged 0-59 not student)

In-work at-risk-of poverty rate (% of persons

3.9 4.0 43 4.7 4.5
employed)

Notes:

! People at-risk-of poverty or social exclusion (AROPE): individuals who areat-ri sk-of poverty (AROP) and/or
auffering from severe materid deprivation (SMD) and/or living in household with zero or very low work intensity
(LWI).

? At-risk-of poverty rate: share of people with an equivalised di sposable income below 60% of the national
equivaisad medianincome.

° Share of peoplewho experience a least 4 out of 9 deprivations. people cannot afford toi) pay ther rent or utility
bills, ii) keep their home adequatdy warm, iii) face unexpected expenses iv) eat meat, fish, or a protein equivalent
every second day, v) enjoy aweek of holiday avay from home once a year, vi) have a car, vii) have awashing
machine, viii) have acolour tv, or ix) have atelephone

* People living in househol ds with very low work intensity: Share of people aged 0-59 living in households where
the adults work |ess than 20% of their tota work-time potential during the previous 12 months.

Sources

For expenditure for social protection benefits ESSPROS; for socid inclusion EU-SILC.

26



Table VIII. Product market performance and policy indicators

Perfor mance indicator s 22%%15' 2006 2007 2008 2009 2010
.1 .
Labour productivity™ total ;)conomy (annua growthin 0.9 13 12 04 24 14
0
o, 1 .
Labour productivity” in rnanufactumg (annua 24 16 a4 07 na na
growthin %)
L abour produc:tivity1 in elec_tricity, gas water (annual 0.6 43 19 29 na na
growthin %)
Labour productivity* inthe cpnstruc’uon sector 20 46 13 28 26 01
(annual growthin %)
Patent intensity in manufacturing® (paterts of the
- 29 26 14 n.a n.a n.a
EPO divided by gross value added of the sector)
T 2001-
Policy indicators 2005 2006 2007 2008 2009 2010
Enforcing contracts® (days) n.a 505 505 505 505 505
Time to start abusiness’ (days) na 27 4 4 4 4
R& D expenditure (% of GDP) 1.9 1.9 1.9 2.0 2.0 n.a
Tertiary educationa attainment
(% of 30-34 yearsold population) 37.4 41.4 415 42.9 42.0 n.a
Totd public expenditure on education
(% of GDP) 6.0 6.0 6.0 6.5 n.a n.a
2003 2005 2006 2008 2009 2010
"
Product market regulation”, Overall 16 na na 14 na na
(Index; O=not regulated; 6=most regul ated)
Product market regulation®, Retail
’ 39 n.a na 3.7 n.a n.a
(Index; O=not regulated; 6=most regul ated)
. 4 . 5
Product market regulation’, Network Industries 24 20 19 18+ na na
(Index; O=not regulated; 6=most regul ated)
Notes:

!Labour produdtivity is defined as gross va ue added (in constant prices) divided by the number of persons empl oyed.

“Patent data refer to gpplications designated to the European Patent Office (EPO). They arecounted according to the year in
which they werefiled at the EPO. They are broken down according to theinventor's place of residence, using fractional counting
if multiple inventors or IPC classes are provided to avoid double counting.

*The methodologies, including the assumptions, of thisindicator is presented in detail at thewebsite

http:/mmww.doi ngbusiness.org/methodol ogy.

*The methodologies of the Product market regulation indicators are presented in detal at the website
http:/Awvww.oecd.org/document/1/0,3746,en_2649 34323 2367297_1 1 1 1,00.html. The latest available product merket
regulaion indi cators refer to 2003 and 2008, except for Network | ndustries.

° Aggregate ETCR.
*figurefor 2007.

Source:

Commission services, World Bank Doing Business (for enfordng contracts and timeto start a business) and OECD (for the
product market regulationindicators).
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