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ForEword

World economic growth, which had come to an abrupt halt at the end of 2008 and the beginning 
of 2009, regained momentum in 2010, to reach an estimated 5 %. However, GDP expansion was 
much stronger in emerging economies than in industrialised countries.

In the euro area, it is expected to average around 1.7 %, a figure which exceeds the initial forecasts 
but also masks a very patchy performance. The recovery was particularly vigorous in Germany which, 
after having suffered badly from the collapse of international trade in 2009, managed to take full 
advantage of the rebound in 2010. In contrast, in other countries (such as Spain, Portugal and 
especially Greece and Ireland) where growth had previously been based to an excessive extent on 
public or private debt, the slump persisted. Those countries were also hit by the crisis affecting their 
debt securities.

These events demonstrated once again that market responses may be too slow – as was the 
case before the crisis – or, conversely, too sudden and disruptive. Above all, they highlighted the 
shortcomings in the economic governance of the euro area. Sharing a common currency evidently 
necessitates serious institutional progress in the macroeconomic surveillance and the absorption of 
excessive internal and external imbalances, and in the mechanisms for resolving any future crises.

In this jittery context, the Eurosystem continued to provide stability. First, the monetary policy stance 
remained very accommodating, with the official interest rates held at a very low level. Also, regarding 
the provision of liquidity, the unconventional measures introduced at the start of the financial 
turbulence in 2008 have been supplemented since May 2010 by a programme for the purchase of 
government bonds on the secondary market.

However, these are not permanent choices, and they should be gradually modified, one according to 
the macroeconomic situation in order to keep inflation expectations firmly anchored, and the other 
as the operation of the financial markets returns to normal.

Indeed, the banking sector has not yet been stabilised, and the interactions between States’ balance 
sheets and those of the banks have created new fragilities. However, considerable progress was 
achieved in 2010 in regard to the regulation and surveillance of the financial sector.

The Basel Committee in which the Bank participates has designed new rules. While it is acknowledged 
that they will require the banks to make a serious adjustment effort, a fairly long transitional period 
has been specified and the costs are by far outweighed by the benefits expected from a significant 
reduction in the risk of new financial crises. At the start of 2011, the European Systemic Risk 
Board and the European System of Financial Supervision began operating. They should contribute 
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towards more effective supervision at European level. In Belgium, the transfer to the Bank of the 
microprudential supervision of all banks and insurance companies, announced at the end of 2009, 
is to take effect from 1 April 2011.

In various respects, the Belgian economy’s recent performance has been among the best in the euro 
area.

In 2009, the decline in activity in our country had been severe (–2.8 %), but less than the average for 
the euro area (–4.1 %), and our recovery in 2010 was a little stronger (2.0 % compared to 1.7 %). 
Employment began rising again (+28,000 net units), wiping out the previous year’s losses (–15,000) 
sooner than expected ; taking account of the expansion of the labour force, the harmonised 
unemployment rate stabilised at around 8.4 %. The labour market recovery restored the confidence 
of consumers and led to a fall in their savings ratio, which had risen steeply during the crisis. 
Businesses also benefited from the revival in foreign demand, especially in Germany.

The positive balance of Belgium’s current transactions with the rest of the world expanded and, with 
the benefit of economic growth exceeding the assumption made in the budget, the public deficit 
declined from 6.0 % to 4.6 % of GDP (whereas it still averaged 6.3 % in the euro area).

Yet these relatively satisfactory results leave no room for complacency. In today’s world, the reference 
to European averages is not ambitious enough, and in any case, Belgium needs resolute action 
to eliminate the inflation gap in relation to its neighbours, to continue and even speed up the 
consolidation of public finances, and to preserve and strengthen the economy’s competitiveness in 
the long term.

With the economic recovery, prices of commodities, and especially oil, began rising again and 
inflation returned to moderately positive figures during the year. In this regard, however, Belgium 
performed noticeably less well. The rise in consumer prices averaged 2.3 % in Belgium in 2010, 
against 1.6 % in the euro area. In December, the gap actually widened to 1.2 percentage points 
(3.4 % compared to 2.2 % for the euro area, according to the harmonised index).

This divergence is due first to the relatively greater weight of energy in Belgian household consump-
tion, which indicates a need to reinforce measures to encourage savings in that area. The methods 
of setting gas and electricity tariffs and the response of certain food prices are also part of the reason 
for the scale of the first-round effects in Belgium resulting from a rise in the prices of imported 
commodities.

Moreover, second-round effects are encouraged in Belgium by automatic indexation mechanisms 
which concern wages, but also other incomes (e.g. rents) and various prices and tariffs in sectors 
sheltered from international competition.

A review of all those pricing and income-setting mechanisms is desirable, together with reforms 
which, while maintaining social cohesion, would attenuate the vulnerability of the position of Belgian 
firms exposed to foreign competition.

The public debt-to-GDP ratio in Belgium (97.5 %) remains above the euro area average (84.2 %), 
although the gap is constantly narrowing. It is vital to resume the reduction in the debt ratio as 
soon as possible, not only to preserve investor confidence (considering that the yield differential 
between Belgian and German bonds widened in 2010) but also to cope with the budgetary costs 
of population ageing, which have unfortunately not been pre-financed.
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It is therefore crucial to specify as speedily as possible the measures needed to stick to the stated 
budget path, namely to cut the deficit below 3 % by 2012 and restore a balanced budget in 2015. 
And, if growth is better than expected, the deficit reduction – to which all levels of authority have 
to make their contribution – should be speeded up.

The consolidation will have to be based first on selective spending cuts. In view of the scale of the 
adjustment required, it will most probably also be necessary to seek additional revenue, though 
without increasing the tax burden on labour, which is already particularly high.

The restoration of sound public finances must also be based on sufficiently vigorous economic 
growth, which is equally essential to reduce current unemployment. The severe recession affected 
the growth potential of the Belgian economy and heightened the urgency of reforms designed to 
boost it.

The prosperity of a small open economy such as Belgium is crucially dependent on its competitiveness 
in the broad sense, i.e. its production costs, particularly unit labour costs, but also on the nature of 
its output and the latter’s adjustment to changing global demand.

Reasonable wage developments are desirable to encourage demand for labour. But it would be 
pointless without an accompanying policy to enhance both the quantity and quality of the labour 
supply. Finally, Belgium’s place in the global economy also depends on its capacity for innovation, 
and hence on increased public and private investment in research and development.

To achieve the gradual but resolute consolidation of Belgium’s public finances and to implement 
structural reforms on labour and product markets will admittedly entail substantial efforts. As 
concluded by the Report which I have the honour to present, the sooner that effort is made, the 
more bearable it will be. Conversely, the longer it is postponed, the more expensive and painful it 
will be, as is evident from the unfortunate example of other countries.
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Global and European economy : patchy recovery and a need for 
closer cooperation

1. The global economic recovery which had begun in the spring of the previous year continued 
in 2010, so that world GDP – after having declined by 0.6 % in 2009 – expanded by an 
estimated 5 %. Some of the factors facilitating the recovery – the easing of monetary 
conditions, measures to support the financial sector, fiscal stimuli, and the rebuilding of 
inventories – reached their limit. That is particularly true of fiscal policy in many countries. 
The mounting public debt even ushered in a new phase in the financial crisis, with tensions 
on the markets for sovereign debt instruments of some European countries. After the 
initial rebound, the transition to more self-sustaining growth was marked by a slowdown, 
particularly in the United States. As is clear from the experience of previous banking crises, 
the consolidation of private and public balance sheets is liable to inhibit the expansion of 
demand for a time.

2. The recovery was not geographically uniform either : in the old industrialised countries, it 
was much slower than in the emerging economies. In 2010, GDP was still below its 2007 
level in the former whereas it exceeded that figure in the latter, sometimes to a considerable 
extent – by almost a third in China and a quarter in India. In the emerging countries, growth 
generated inflationary pressures and drove up commodity prices, while the scale of unused 
production capacity and unemployment continued to keep prices in check in the advanced 
economies. In Japan, prices actually fell.

3. Such heterogeneity obviously called for differentiation in monetary policies. For instance, 
in the United States, the Federal Reserve responded to the slowdown in activity and the 
underlying trend in domestic prices with a new securities purchase programme, while the 
central banks of many emerging countries tightened their policy. However, the exchange rate 
movements which should have resulted from the differences in the macroeconomic situation 
and monetary policy were sometimes thwarted by large-scale intervention. An abundant 
supply of liquidity in the United States combined with stable exchange rates between certain 
currencies and the dollar aggravated the pressures which capital inflows exerted on other 
currencies.

Report presented by 
the Governor on behalf of 
the Council of Regency*

* Two regents did not give their approval to this report, as they disagree with certain remarks and recommendations in it.
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4. International coordination is more essential than ever to discourage policies focused on short-
sighted national interests, that would lead to escalating tensions and a contraction of trade, 
as happened in the 1930s. Free international trade and exchange rates which reflect the 
fundamental position of the economies are ultimately in everyone’s interests. The same is true 
of the orderly correction of the current account imbalances via macroeconomic policies and 
structural reforms designed to ensure that, in the countries in surplus, growth is based more 
on domestic demand, while in the deficit countries it is driven more by foreign demand. The 
G20 and the IMF have a crucial role to play in coordinating the efforts. It is also important that 
the Doha Round of trade talks should succeed. Moreover, closer international cooperation 
is necessary to promote the development of the weakest economies, which are particularly 
affected by the rising food prices, and to tackle the environmental problems facing our planet.

5. In Europe too, the crisis has tested the ability of governments to offer a coherent response 
to its repercussions. It is true that, in contrast to the United States, the euro area’s economic 
growth exceeded the initial forecasts in 2010, but at 1.7 % growth was still modest compared 
to the 4.1 % decline in activity recorded in 2009, and it was very uneven. The recovery was 
led by Germany, which succeeded in taking full advantage of the revival in international trade 
thanks to competitive labour costs and a supply of quality products sold on the emerging 
markets. In contrast, the slump persisted in some countries such as Greece, Ireland, Portugal 
and Spain where, prior to the crisis, growth had outpaced that of the rest of the euro area, 
but had been based too heavily on public or private debt. In those countries, the crisis caused 
greater problems for the public finances than elsewhere, either because their initial situation 
was already particularly fragile, as in Greece, or because of the impact which the correction of 
imbalances in the private sector had on economic activity and financial stability, as in Ireland, 
where the deterioration in the banks’ situation drove up the cost of financing for the State 
which had guaranteed their liabilities.

6. On the financial markets, Greek public debt securities faced a growing loss of confidence at 
the start of the year, and especially in April. Moreover, the contagion spread to other sovereign 
debt markets and affected the financing costs of banks throughout the euro area and the euro 
exchange rate. At the beginning of May, to stem the crisis and safeguard financial stability in the 
euro area, the European authorities and the IMF set up a conditional financial assistance package 
for Greece. Next, a mechanism enabling the financing of euro area countries up to € 750 billion 
was set up for three years. In November, renewed tensions led Ireland to resort to that mechanism.

7. These events demonstrated once again that the constraints imposed by market forces may be 
too slow and too weak – which was the case before the crisis – or conversely too sudden and 
disruptive. Above all, they highlighted the shortcomings in the economic governance of EMU 
and the problems which a monetary union may encounter in the absence of political union. 
The single currency and the closely intertwined nature of the economies imply a need for more 
active solidarity, though without any dilution of responsibilities, and improved compatibility 
between national policies. Institutional progress is absolutely vital. The stability and growth 
pact, which – unfortunately – was relaxed in 2004-2005 when some large countries had failed 
to abide by the rules, needs to perform better in its role of safeguarding fiscal discipline. A 
speedier correction of excessive deficits, greater attention to debt dynamics and, above all, 
virtually automatic application of the sanctions would make the pact more effective. In addition, 
there is a need to establish macroeconomic surveillance to warn Member States of divergences 
in competitiveness and imbalances such as ballooning private debt, and to promote corrective 
policies in the event of excessive imbalances. In this area, too, there must be transparent 
procedures accompanied by sanctions.

8. Finally, in 2013 a mechanism for resolving sovereign debt crises in the euro area should 
supersede the provisional arrangements introduced in May 2010. If preventive measures fail and 
market funding dries up, financial assistance must give the country in question time to restore 
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its credibility in order to control the contagion and guarantee financial stability in the monetary 
union. At the same time, the mechanism must be so designed as to limit moral hazard, i.e. the 
risk that its very existence may make lenders less cautious and make governments less inclined 
to respect the fiscal rules. The imposition of strict conditions ensuring a return to sustainable 
public finances and the introduction of collective action clauses in line with international 
practices in the terms and conditions of bond issues of all States would achieve that aim.

Monetary and prudential policy : sources of stability

9. In these troubled times, the Eurosystem continued to ensure stability by its monetary policy 
stance and the measures taken to overcome disruption on the financial markets. Throughout 
the year under review, the ECB Governing Council considered that the highly accommodating 
monetary policy implemented from October 2008 remained the most appropriate for ensuring 
medium-term price stability. The interest rate on most of the refinancing operations was 
therefore held at 1 %. In addition, the Council continued to use non-standard measures to 
ensure that this policy improved the conditions offered to borrowers by the banks – which are 
the main sources of finance in the euro area – despite the seizing up of some markets. As in the 
previous year, the Eurosystem offered unlimited refinancing at a fixed rate, and the abundant 
liquidity thus injected into the money market drove down overnight rates to an extent dependent 
on the scale of the banks’ demand for funds. However, some exceptional measures were 
withdrawn : for example, twelve-month loans granted in the previous year were not renewed in 
2010. Conversely, on 10 May, the serious tensions which reappeared on the financial markets 
prompted the Governing Council to launch a “securities markets programme” : primarily in May 
and June, the Eurosystem bought debt instruments of certain States on the secondary markets 
whose malfunctioning was disrupting the transmission of monetary policy.

10. Both the exceptionally accommodating monetary policy stance and the non-standard measures 
are temporary, and will be gradually phased out, the former according to the macroeconomic 
situation and the latter as the operation of the financial markets returns to normal. Particularly 
low interest rates are indicated so long as the low utilisation of production factors exerts 
downward pressure on prices, and lending remains sluggish. The non-standard measures 
whereby the Eurosystem partly acts as a substitute for the failing interbank market are 
appropriate so long as that market remains fragmented, but their gradual withdrawal will 
encourage the institutions most dependent on central bank credit – and the governments 
concerned – to proceed with the necessary restructuring.

11. The importance of a monetary policy geared to medium-term price stability is hardly in doubt. 
Thus, the firm anchoring of inflation expectations certainly helped to avert the risk of deflation. 
But the crisis also showed that stable prices are not enough to ensure financial stability. Even 
though low interest rates are still the order of the day, the question will soon arise as to the 
role which monetary policy must play in preventing future crises. In connection with the aim 
of price stability, it is necessary to take account of the risks of deflation associated with the 
bursting of a financial bubble which may develop without any immediate impact on consumer 
prices. The medium-term stance of the Eurosystem’s policy enables these risks to be taken into 
consideration. The monetary analysis – which is one of the pillars of that policy – needs to be 
further improved so that the emergence of dangerous imbalances is promptly identified : it 
is already clear that an asset price boom is generally more damaging where it concerns the 
property market and is fuelled by credit. A more symmetrical monetary policy response to 
financial developments may therefore have a stabilising effect, whereas intervention which 
is confined to crisis episodes may encourage operators to take more risks. Nonetheless, the 
monetary authorities essentially have only one instrument at their disposal, namely the short-
term interest rate. It influences all economic developments, and cannot combat a bubble on 
one particular market or just in certain parts of the euro area. That is why prudential policies 
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are crucial. They must take full account of the lessons of the crisis : that crisis did not only 
originate from a macroeconomic environment of low interest rates, it was also due to serious 
shortcomings in the management and supervision of the financial sector.

12. In order to enhance the resilience of the financial system, the Basel Committee, in which the 
Bank participates, has devised new banking sector regulations. To prevent the risk of certain 
sources of finance drying up in a crisis, liquidity is now subject to quantitative constraints, 
while the requirements concerning the level and quality of capital and reserves have been 
raised. The Basel Committee also wants to combine these new microprudential rules with 
measures to take better account of the systemic dimension of risks. A counter-cyclical 
mechanism could ensure the accumulation of additional capital resources in a boom period, 
resources that could be mobilised during a recession, while specific standards would be 
imposed on banks which, owing to their size or market share in certain segments of activity, 
present risks for the system as a whole.

13. These measures will require considerable adjustment efforts, but their cost should be seen 
in the light of the major benefits expected in the form of a significantly reduced likelihood 
of a crisis. The Basel Committee is aware that an accelerated reduction in balance sheets to 
comply with these new criteria as quickly as possible could cause a sudden contraction in 
bank intermediation, and has therefore specified a fairly long transitional period. Certain ratios 
have yet to be calibrated, but the solvency and liquidity requirements will have been increased 
considerably by 2018. At the same time, the insurance sector will be subject to specific rules 
from 2012, under the Solvency II Directive, which is modelled on the risk-based approach applied 
to banks. To ensure that other financial activities do not escape the prudential obligations and 
that the inadequately controlled development of certain products does not weaken the system 
as a whole, the European Union has introduced additional regulations covering alternative 
investment funds, credit rating agencies and the derivatives market.

14. However strict they are, prudential rules can never totally eliminate the risk of bank failures. It 
is therefore essential to supplement the regulations with a robust crisis management system. 
It must be acknowledged that progress has been slower on this second issue, which involves 
such questions as the sharing of the costs between the private sector and the government. 
Shareholders, but also certain creditors, should be available as the first line of defence in the event 
of problems, via specific financial instruments such as subordinated bonds or bail-in mechanisms, 
converting certain debts into capital where there is an imminent risk of default. Preparations for 
possible government intervention should be made by the leading financial institutions setting 
up organisational arrangements which, in an emergency, facilitate their dismantling or division 
into more homogenous entities, and by legislation which, in extreme circumstances, allows the 
transfer of elements of the assets of credit institutions or securities issued by them. However 
effective these arrangements may be, loss socialisation probably cannot be ruled out altogether. 
To limit the scale of that and make banks take responsibility for their share of the costs, the 
European authorities advocate greater harmonisation of deposit guarantee funds. They also 
want the Member States to create resolution funds financed by bank levies.

15. Greater progress has been made in establishing an integrated system of supervision, with the 
launch of the European System of Financial Supervision at the beginning of 2011. The three 
European Supervisory Authorities are to harmonise the application of the regulatory measures 
and the operational conduct of microprudential surveillance in the Member States, while 
the European Systemic Risk Board has the task of developing a global view of the pattern of 
systemic risks, incorporating in particular the interactions between components of the financial 
system and the correlations between risk categories. This new structure must be deployed 
without delay to ensure financial supervision at European level that is capable of fully restoring 
market confidence. In particular, it is important that the microprudential and macroprudential 
work streams are closely interlinked from the start. That will entail efficient exchange of the 
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information necessary for understanding and analysing risks, effective combination of the skills 
developed in central banks and supervisory bodies, and a focus on targeted recommendations 
and measures, both individual and systemic.

16. Fulfilment of these conditions presupposes that similar arrangements are in place in each 
Member State. It is therefore particularly opportune that the final stage in Belgium’s switch 
to the “twin peaks” supervision model goes with the establishment of the new European 
prudential architecture. Since October 2010, the new Committee for Systemic Risks and System-
relevant Financial Institutions, comprising the members of the Boards of Directors of the Bank 
and the CBFA and a member of the Federal Public Service Finances as an observer, has had 
the power to supervise systemic financial institutions, including monitoring and assessing their 
strategic developments and risk profile. From April 2011, this transitional structure is to give 
way to the integration, within the Bank, of the supervision of individual institutions, while the 
CBFA will become the Financial Services and Markets Authority, responsible for supervising the 
smooth operation of the markets and the protection of consumers of financial services. The 
Bank, hitherto involved in the overall analysis of structural trends and cyclical developments in 
the financial system, will therefore take on a new role, consisting in checking on compliance 
with the rules and the adequacy of risk management procedures. It intends to make full use of 
this multi-faceted assignment in order to join in the effort being made at international level to 
set up a more efficient framework of prudential regulation and supervision.

The Belgian economy : taking advantage of the recovery to 
consolidate public finances, control costs and speed up the reforms 
necessary to secure sustainable growth

17. The Belgian economy stood up relatively well to the crisis, which nevertheless left its mark on 
the banking sector, public finances and potential output. In 2010, it is estimated that Belgium’s 
GDP grew by 2 %, regaining its 2007 level, while the euro area’s GDP remained 2 % below 
that year’s figure. Following a recession which was less severe than for the euro area, thanks in 
particular to the moderate private sector debt and the operation of the automatic stabilisers, 
Belgium enjoyed a slightly stronger recovery. The rebound in foreign demand, which Belgian 
exporters were able to exploit, provided the initial impetus. Private consumption then took over, 
despite the virtual stagnation of the real disposable income of households. Following a strong 
rise in the previous year, due to individuals’ fears concerning their assets and employment, the 
savings ratio declined in 2010. Confidence may well have been bolstered by the labour market 
recovery : employment began expanding again, wiping out the losses of the previous year, 
and the harmonised unemployment rate stabilised at around 8.4 %. Household investment in 
housing continued to fall, as did the gross fixed capital formation of firms. Yet signs of recovery 
did emerge during the year, as a result of cyclical developments and particularly favourable 
financing conditions, bank interest rates having dropped to very low levels in historical terms, 
while corporate profits picked up.

18. After two years of heavy losses, the banks succeeded in restoring their profitability and increasing 
their solvency, but they nevertheless remain vulnerable. The restructuring plans implemented by a 
number of institutions to consolidate their balance sheet also have the effect of scaling down their 
activities, and hence the basis of their income and profits. Reserving profits is one of the main ways 
of accumulating the capital which will be needed both to satisfy the new regulatory requirements 
and to reimburse the government. Moreover, the establishment of a more stable funding base, less 
dependent on interbank and wholesale markets, remains a key aim for some banks.

19. The crisis caused a deterioration in public finances. The general government accounts, which 
had been kept close to balance since 2000, recorded a deficit of 6 % of GDP in 2009 and 
4.6 % in 2010, the improvement having been due largely to the disappearance of non-recurring 
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factors which had degraded the balance in 2009. The deficits of the past three years and the 
measures taken in 2008 to support the financial sector caused the public debt to grow from 
84.2 % of GDP at the end of 2007 to 97.5 % at the end of 2010. It is high time to implement 
a consolidation strategy to ensure the sustainability of public finances and cope with the 
imminent surge in the budgetary costs of ageing. There is no need to fear too great an adverse 
impact on growth in the short term : while the fiscal stimuli managed to prevent a negative 
spiral, the restrictive effect of consolidation in a recovery phase could be offset by additional 
private spending thanks to the improvement in confidence. In any case, foreign demand plays 
a major role in Belgium’s economic cycle.

20. To achieve the aims of Belgium’s stability programme, namely to cut the deficit below 3 % 
of GDP in 2012 and restore a balanced budget in 2015, courageous decisions are needed, 
because it would be futile to hope for a spontaneous recovery or to count on a reduction in 
interest charges comparable to that enjoyed by governments in the past twenty years. Any 
prevarication would inevitably entail higher adjustment costs, precisely because of the interest 
to be paid, especially if there were an increase in risk aversion on the financial markets. It is 
true that the 2010 public deficit was smaller than the figure of 6.3 % of GDP recorded by 
the euro area as a whole, and the gap between the Belgian public debt ratio and that of 
the euro area continued to diminish, dropping to around 13 percentage points. Also, the 
growth outlook for the Belgian economy is not marred by a serious loss of competitiveness 
or excessive private debt levels. On the contrary, persistent current account surpluses have 
created an external credit position : at the end of September 2010, the net financial assets of 
the private sector exceeded the net public debt by around 13 % of GDP. However, owing to 
tensions on the sovereign debt markets in certain euro area countries, and in the absence of a 
new federal government in Belgium, the long-term interest rate differential vis-à-vis Germany 
tended to widen in 2010. To secure the confidence of investors, consumers and businesses 
alike, the measures needed to stick to the stated budgetary path, and even to achieve faster 
progress, must be implemented without delay. It is in fact crucial to halt the self-fuelling effect 
of interest charges on the public debt and then to cut the level of that debt before the costs 
of population ageing become too onerous.

21. A large-scale programme needs to be devised on the basis of an open-minded examination of 
all possible measures, and followed by resolute implementation. Consolidation must be based 
principally on selective spending cuts, targeting expenditure which contributes the least to the 
sustainable development of the economy and employment and to attenuating social inequality. 
Structural measures are needed to break the trend towards expenditure rising faster than 
GDP, and to temper the budgetary costs of ageing in the future. To that end, it is necessary in 
particular to take measures aimed at a further significant reduction in early departures from the 
labour market, in order to achieve an increase in the effective retirement age. Such measures 
would supplement others which should be implemented in order to increase the employment 
rate. Taking account of the scale of the budgetary adjustment required, it will probably also be 
necessary to seek additional revenue, though taking care not to add to the already particularly 
heavy burden of taxes on labour incomes. On the contrary, it would be desirable to alleviate 
that burden, even if it means raising certain taxes on consumption or capital income. The battle 
against tax and benefit fraud must continue, particularly by means of appropriate, effective 
checks. Finally, all corporate and personal income tax exemptions should be reviewed.

22. The proper management of public finances requires a sound institutional structure based 
on the principles of good governance. It is essential that the bodies which supply statistics, 
macroeconomic forecasts and budgetary recommendations are independent. That is true of 
the National Accounts Institute and the High Council of Finance. There is also a need for a 
framework which guarantees policy continuity and consistency. Continuity could be promoted 
by systematic multi-annual planning and by the application of stringent rules. Thus, a new 
federal government ought to act swiftly to establish a budgetary plan which at least covers 
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the legislature. As to consistency, that requires the various levels of government to take on 
more responsibility so that they bear the full consequences of their decisions on both revenue 
and expenditure, an economically rational allocation of powers, improved policy coordination, 
the maintenance of provisions ensuring the country’s social cohesion, and finally, especially in 
the current circumstances, the participation of everyone – from local authorities to the federal 
State – in the consolidation effort, particularly via adherence to specific targets in relation to 
the budget balance.

23. The restoration of sound public finances must also be based on a sufficiently vigorous 
economy. More than ever before, technological changes, the emergence of new players 
on the global economic scene, demographic trends and environmental threats constitute 
structural challenges. Potential output could remain below the previously expected level for a 
long time : in the advanced countries in general, as well as giving rise to greater risk aversion, 
the crisis has shown that, in the past, growth was inflated by excessive debt. The recession has 
therefore accentuated the urgency of reforms to boost that potential and consolidate the basis 
of social protection. The prosperity of a small, open economy is fundamentally dependent on 
its competitiveness in the broad sense, i.e. costs – unit labour costs in particular –, but also the 
quality of its institutions, production factors and product range. In that regard, even though 
the maintenance of a larger current account surplus and higher growth than that of the euro 
area may be reassuring, there are some points which indicate a need for vigilance, such as the 
tendency for exports to expand at a slower pace than those of other European countries, the 
persistence of unemployment and the economy’s great sensitivity to commodity price shocks. 
Cost control and structural reforms on the labour market and product markets are necessary 
to consolidate growth.

24. In the euro area, the new macroeconomic supervision structure will pay particular attention 
to the divergence of prices and costs. While Belgium is generally close to the average in this 
respect, prices react more strongly to commodity cost increases : that was the case in 2008 and 
again in 2010. Thus, in December 2010, the rise in the harmonised index of consumer prices, 
namely 3.4 %, was 1.2 percentage points higher than that for the euro area. Leaving aside 
energy and food, the difference was 0.1 point. The scale of the first-round effects of an increase 
in commodity prices is due not only to the relatively high weight of energy in the index, and 
to the lower rate of excise duty on energy products, but also to the method of setting gas and 
electricity tariffs and the reaction by food prices. There is a need for greater transparency and a 
revision of certain pricing mechanisms. The Price Observatory, the CREG and the Competition 
Council have a role to play here. Also, the automatic wage indexation specific to Belgium 
and the indexation of other incomes and various prices and tariffs in sectors sheltered from 
international competition heighten the risk of second-round effects. The use of the health 
index achieves only a partial correction, since only road fuel, alcohol and tobacco are excluded. 
It is therefore important that the wage negotiations should duly take account of the need to 
correct divergences from developments in partner countries, in accordance with the Law on the 
promotion of employment and the safeguarding of competitiveness. It is from that perspective 
that the draft central agreement for 2011-2012 stipulates that any labour cost increases apart 
from indexation will not take effect until 2012 and will not exceed 0.3 %. The Bank welcomes 
the social partners’ commitment to examining ways of reducing the volatility of the effects 
of the indexation system, particularly where energy prices are concerned. It hopes that this 
will lead to reforms in pricing and income-setting mechanisms which ensure the structural 
attenuation of the vulnerability of Belgian firms exposed to international competition.

25. Labour cost moderation is conducive to job creation, but it would be pointless without an 
accompanying policy to enhance the quality and quantity of the labour supply. Thus, it is 
essential to step up the efforts to assist the jobless in order to prevent the rise in long-term 
unemployment from being reflected in a reduced chance of finding work. The variations in 
unemployment between regions and social groups also call for specific training and mobility 
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policies. Special attention must focus on getting young people into work, especially the low-
skilled ; they are among the main victims of the crisis, because those already in employment 
have been relatively protected by labour hoarding in firms. More generally, progress is vital in 
regard to basic and in-service training, and encouraging greater participation in working life, 
since the labour shortages in certain occupations became more acute as soon as activity picked 
up. In order to boost growth potential and reinforce the social security base, the employment 
rate of the population aged from 20 to 64 years must continue to rise. In 2009, it was 67.1 %, 
i.e. lower than the 69.1 % recorded in the EU and the 75 % or more seen in Germany, the 
Netherlands, Austria, Denmark and Sweden. The EU has set a target of a 6 percentage point 
increase over ten years, under the Europe 2020 strategy.

26. Belgium’s prosperity and its successful involvement in the global economy also depend crucially 
on its capacity for innovation. Competitiveness is not in fact determined solely by the cost 
of labour or energy, but also by the nature of the output and the quality of the goods and 
services offered. It is up to businesses to be dynamic in designing new products for which 
demand is likely to be less price sensitive, on account of their intrinsic qualities, in exploring 
new markets and improving the efficiency of production processes. Belgium still specialises too 
little in research-intensive products which are hard to copy. A climate which fosters the creation, 
spread and implementation of innovations needs to be established, notably by encouraging 
R&D, networks of producers and research centres, entrepreneurial spirit, life-long learning and 
professional mobility. The innovation policy will pay special attention to the development and 
application of technologies which will enable the economy to adapt to the new international 
standards regarding energy use and respect for the environment. Firms must develop a range 
of goods and services that meets the criteria of economic and ecological sustainability and seize 
the resulting export opportunities.

27. In regard to the growth of activity and employment, the external balance or budget outcomes, 
the Belgian economy has recently outperformed the average for the euro area. Belgium still has 
the assets which made it prosperous and enabled it to construct a social protection system that 
helps to reduce inequality and stabilise the economy. However, in the current circumstances, 
in order to maintain and further improve that performance, the political authorities and the 
social partners must take vigorous steps without delay. The consolidation of public finances and 
the strengthening of our economy’s competitiveness are two priorities for the short term. The 
measures taken to achieve them should be structural, and should form part of a longer-term 
strategy which needs to be implemented no less urgently, with the aim of boosting the economic 
growth potential while encouraging social cohesion and respect for the environment. It is a 
question of building a balanced, stable and effective institutional framework, and implementing 
structural reforms in order to boost the employment rate, promote the entrepreneurial spirit and 
innovation, and achieve savings on energy and commodities. The sooner the effort is made, the 
easier it will be to bear. Conversely, the longer it is postponed, the more expensive and painful 
it will be, as is evident from the unfortunate example of other countries.

Brussels, 2 February 2011
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intErnational EnvironmEnt

1.1 Global economy

1.1.1 Summary

Activity and economic policies

The revival of the global economy, which had begun in 
mid-2009 thanks to fiscal recovery measures and a particu-
larly accommodating monetary policy, continued in 2010. 
Boosted essentially by the strong expansion in the emerging 
countries, global GDP grew by 5 % in 2010, thereby restor-
ing the vigorous growth achieved before the outbreak of 
the financial crisis. Thus, while the emerging countries 
represent around one-third of that GDP, they contributed 
almost two-thirds of its growth, with China accounting 
for roughly half of that contribution. Conversely, in the 
advanced economies the recovery was very gradual and 
patchy, and economic activity did not regain its previous 
momentum. The pace of the global recovery slackened 
during the year, especially in the United States.

This slowdown occurred in the advanced economies once 
the temporary stimulus resulting from the turnaround in 
the inventory cycle and the expansionary fiscal policy grad-
ually ebbed away, while the revival in activity was not yet 
sufficiently underpinned by a self-sustaining dynamism. 
The past excesses and the severe consequences of the 
crisis continued to depress domestic demand, and in some 
economies such as Japan and the euro area the recovery 
was largely export-based. Though business investment did 
expand, particularly thanks to the restoration of profitabil-
ity, it was still curbed by the substantial under-utilisation of 
production capacity and the still highly uncertain economic 
outlook. Countries where the construction industry had 
come to represent an exceptionally large proportion of 
activity before the property bubble burst were hard hit by 
the restructuring of their economy. Moreover, the property 
markets still remained fragile in most cases. In addition, 
the labour market situation only improved slightly, so 

that private consumption recorded meagre growth over-
all. Another factor depressing household demand in the 
advanced countries is the effort which households have 
made to rebuild their assets, which had suffered greatly 
from the crisis on the financial and property markets, and 
to reduce their debt levels which had soared in some coun-
tries as a result of excessively easy credit. Finally, the accel-
eration of the consolidation of public finances pursued by 
some countries under pressure from the financial markets 
also curbed the growth of domestic demand.

In the emerging economies, led by Asia, the recovery was 
much stronger overall, and domestic demand made a sub-
stantial contribution. The pre-crisis excesses were more 
limited there, and the consequences of the crisis were 
less severe. Moreover, those countries were often able to 
give a strong fiscal stimulus because, with sound public 
finances, they had sufficient scope to do so. Nonetheless, 
in the second half of the year they, too, faced a slowdown 
in GDP growth, though that was due partly to economic 
policy measures designed to prevent overheating of the 
economy, particularly in China.

Overall, financing conditions continued to improve during 
the year, underpinning the economic recovery. However, 
vigorous government intervention was necessary in the 
spring and in November, to remedy a European sovereign 
debt crisis and to preserve financial market stability. This 
debt crisis clearly demonstrated the need to strengthen 
economic governance in the EU, and especially in the 
euro area.

Inflation increased in 2010 as a result of higher commod-
ity prices, but its underlying trend remained very weak, 
reflecting the under-utilisation of the economy’s produc-
tion capacity. Thus, the central banks of the main advanced 
countries were able to hold their key interest rates at a very 
low level. In the first half of the year, it seemed that they 
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might withdraw all the unconventional measures put in 
place since the outbreak of the crisis in order to sustain 
bank lending and the operation of the financial markets, 
and a number of them did in fact abolish some of those 
crisis measures. In view of the publication of disappointing 
growth figures, the uncertain outlook and the low under-
lying inflation, they decided to make their monetary policy 
more accommodating again from the summer, e.g. by 
arranging additional purchases of securities. Conversely, in 
certain emerging economies, the rapid expansion of lend-
ing combined with overheating on the property markets 
made it necessary to tighten policy.

Regarding fiscal policy, the budget deficits stabilised 
or even declined slightly overall, while the debt ratios 
increased again. The sovereign debt crisis forced a number 
of European countries to act more swiftly to put their 
public finances in order, and only a few countries initiated 
new expansionary fiscal measures.

World trade

Following an unprecedented contraction in the volume 
of world trade in late 2008 and early 2009, the growth 
of international trade in goods began a vigorous recovery 
towards the middle of 2009, in parallel with the revival in 
economic activity. That recovery continued in 2010, but 
began to run out of steam from the second quarter.

From the start of the recovery up to the initial months of 
2010, the trade of the advanced economies expanded at 
well above the average pace of recent decades. Growth 
was even stronger in the emerging economies, mainly 
as a result of fiscal stimuli such as major infrastructure 
projects in China, requiring huge amounts of commodi-
ties and investment goods. During this phase, another 
factor stimulating the rapid expansion of world trade was 
the waning of the extreme uncertainty which, at the time 
of the financial crisis, had caused the postponement of 

Table 1 GDP Growth in the main economies

(percentage volume changes compared to the previous year, unless otherwise stated)

 

2008

 

2009

 

2010

 

 p.m.  
2009,  

share of  
world GDP (1)

 

 p.m.  
2010,  

contribution  
to world GDP  

growth (1)

 

United States  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 –2.6 2.8 20.7 0.58

Japan  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –1.2 –6.3 4.3 6.0 0.26

Euro area (2)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –4.1 1.7 15.2 0.26

Denmark, United Kingdom and Sweden  . . . . . . . –0.3 –5.0 2.2 3.7 0.08

Other EU Member States (3)  . . . . . . . . . . . . . . . . . . . 3.8 –3.7 1.7 1.5 0.03

Other advanced OECD countries (4)  . . . . . . . . . . . . 1.1 –0.7 2.9 3.8 0.11

China  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.6 9.2 10.3 12.7 1.31

India  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.3 5.7 9.7 5.1 0.49

Other emerging Asian countries (5)  . . . . . . . . . . . . . 3.1 0.2 7.3 7.0 0.51

Latin America (6)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.2 –1.8 5.9 8.1 0.48

Main oil-exporting countries (7)  . . . . . . . . . . . . . . . . 4.7 –2.6 3.4 7.9 0.27

World (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6 –0.6 5.0 100.0 5.0

p.m. World trade (8)  . . . . . . . . . . . . . . . . . . . . . . . . .  3.1  –10.7  12.0

Sources : EC, IMF, OECD.
(1) The percentage point contribution to global GDP growth of the country or group of countries considered and their percentage share of global GDP are calculated  

in the same way as global growth, on the basis of purchasing power parities.
(2) Excluding Cyprus and Malta.
(3) Bulgaria, Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland and Romania.
(4) Australia, Canada, Iceland, New Zealand and Switzerland.
(5) Hong Kong, Indonesia, Malaysia, Philippines, Singapore, South Korea, Taiwan and Thailand.
(6) Excluding Venezuela.
(7) Oil-exporting countries recording a current account surplus in excess of $ 40 billion over the period 2007-2009 (Algeria, Angola, Iran, Iraq, Kuwait, Libya, Nigeria, Norway,  

Qatar, Russian Federation, Saudi Arabia, United Arab Emirates and Venezuela).
(8) Average exports and imports of goods and services.
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Box 1 – Specific features of the 2009-2010 economic recovery

From the second half of 2009, the global economy began to climb out of the worst recession experienced since 
the Second World War. In 2010, that recovery continued, but in a number of countries growth slackened speed, 
raising doubts about the recovery’s strength and sustainability.

The IMF considered that the slower pace of the ongoing economic recovery in most of the advanced economies 
was due mainly to the fact that the recession was triggered by a financial crisis. In such cases, past experience had 
shown that it takes almost twice as long for GDP to regain its pre-recession level, because the expansion phase 
which precedes such recessions is often based on excesses such as an unsustainable increase in lending, heavy 
debts, and a bubble affecting certain asset prices. Once that bubble has burst, households and companies have to 
repay their debts and rebuild their assets in order to consolidate their balance sheet. That is generally a protracted 
process which inhibits the dynamism of domestic demand. The modest recovery in 2010 could also be due to the 
fact that the recession was global, so that external demand contributes less to the economic revival than in the 
case of a more limited, regional shock.

In the United States, the great recession came to an end in the second quarter of 2009. In the five ensuing quarters, 
cumulative volume GDP growth came to only 3.7 % so that, in the third quarter of 2010, GDP was still below its 
pre-crisis level. That expansion was moderate compared to other expansion phases in the past, with activity up by 
an average of 5.4 % five quarters after a recession. The movement in the main expenditure components in the 
United States corroborates the IMF’s findings. The weakness of the recovery was particularly evident in household 

volume gdp growth during and aFter a reCession (1)

(indices, level at the end of the recession (period 0) = 100 (2))
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purchases of consumer durables and investment goods, 
products which account for a large share of international 
trade. Finally, a further contribution resulted from the 

consumer spending and investment in housing: households saved more in order to rebuild their assets, which had 
been hard hit by the fall in property prices and share prices from mid-2007 to the beginning of 2009; moreover, 
less easy access to credit granted by financial institutions and the bad labour market situation – whose impact is 
greater in the United States because social protection is relatively less developed there – prompted them to curb 
the growth of their expenditure.

In the euro area, too, the 2009-2010 recovery proved less robust than at the time of previous upswings: five 
quarters after the end of the great recession, cumulative GDP growth was 1.4 percentage points below the 
average recorded in the past, and the level of activity was still around 3 percentage points below the pre-crisis 
level. As typically happens after a financial crisis, final domestic demand was considerably more depressed than 
usual, which was reflected in a weaker revival in private consumption expenditure and investment by households 
and firms, a pattern due, as in the United States, to the rebuilding of the net worth of the private sector and 
the deterioration of the labour market, though to a degree which varied from one country to another. A factor 
specific to the euro area concerned the developments resulting from the exceptional situation of certain peripheral 
countries, where serious imbalances had accumulated before the crisis. Those countries faced new tensions on 
their financial markets, undermining the confidence of households and companies and contributing to a sharper 
deterioration in bank credit access conditions.

Since domestic demand in the private sector failed to pick up sufficiently autonomously in the United States, the 
euro area and many other countries too, the recovery faltered during 2010, owing to a smaller contribution from 
the change in inventories and the withdrawal of certain fiscal measures which had been introduced in the wake 
of the crisis to revitalise activity and even, in some economies, the first steps towards fiscal consolidation.

Chart 1 international trade in goods

(seasonally adjusted monthly data, average volume of exports 
and imports, indices 2005 = 100)
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rebuilding of inventories : commodities in Asia, and partic-
ularly electronic consumer goods in the western countries.

The slowdown in activity during the year was reflected in 
the pattern of international trade, particularly owing to 
the moderation of inventory building. It was primarily in 
Asia that the quarter-on-quarter growth of trade declined 
sharply, dropping from 7.8 % in the first quarter to –0.9 % 
in the third quarter.

Global imbalances

The global imbalances on the balance of payments cur-
rent account were amplified again in 2010, following a 
marked reduction in 2009. This increase was due mainly 
to the world trade revival and the rising commodity 
prices. On a regional basis, the main factor was an 
increase in the surplus of the oil-exporting countries and 
a worsening of the deficit in the United States. Correcting 
the imbalances remains a major challenge. That question 
has been on the agenda of every G20 meeting since the 
launch, at the Pittsburgh summit in September 2009, 
of a medium-term strategy aimed at strong, sustainable 
and balanced growth and the avoidance of future crises, 
outlined in the Framework for Strong, Sustainable and 
Balanced Growth. A key aspect of the Framework is the 
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Mutual Assessment Process, for which the IMF provides 
technical assistance. For the G20 members, this involves 
discussing their economic policy plans and their growth 
prospects. At the meeting of G20 leaders held in Seoul 
in November 2010, it was agreed that multilateral col-
laboration would be further stepped up by adopting 
guidelines, under the Mutual Assessment Process, with 
the aim of identifying and promptly correcting serious 
external imbalances arising in the future.

1.1.2  Commodity prices  
and exchange rates

Commodity markets

In 2010, commodity prices maintained the upward trend 
which had begun in the spring of 2009, driven mainly by 
the global economic recovery. Their year-on-year rise thus 
averaged 29 %, according to the HWWI index expressed 

in US dollars. However, they did fluctuate throughout the 
year, rising until the beginning of May then subsiding as a 
result of the financial market turbulence. Finally, from the 
summer, they increased again in response to the improved 
economic outlook and the weakening of the US dollar. 
During the year, financial investments on the commodity 
markets also recorded renewed growth, which may have 
been partly speculative and may have contributed to the 
increased volatility and upward trend in commodity prices.

Although the increase in commodity prices was practi-
cally universal, there were some significant differences 
between the main product categories.

The average price rise was strongest for industrial com-
modities, at 38.7 %, mainly under the impetus of the 
economic recovery in Asia. The gold price, which is not 
included in the HWWI index discussed here, increased 
by 26 %, reaching an all-time record of $ 1,418 per 
ounce during the year. As in 2009, the surge in demand 
for gold as a secure investment in uncertain times was 

Chart 2 Current aCCount balanCes in the main eConomies

(in % of global GDP)
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a major factor behind the rise. The gold price was also 
underpinned by the weakening of the US dollar during 
the second half of the year, and by purchases made by a 
number of central banks in emerging countries.

Energy commodity prices increased by an average of 
28.7 %. Brent crude oil prices went up by 28.8 % and 
remained within the range of $ 70 to $ 80 for much of 
the year. From the beginning of October, as a result of 
unexpectedly sustained demand combined with a decline 
in inventories and weakening of the dollar, they passed 
the $ 80 mark, reaching $ 93.5 at the end of December, 
or about 20 % above the year-end 2009 figure. Prices of 
other key energy commodities such as natural gas and 
coal recorded a rise similar to that of crude oil in 2010.

Over the year as a whole, the rise in food commodity prices 
did not exceed 10.9 %. Unlike the prices of industrial and 
energy commodities, food prices are much less sensitive to 
the business cycle, as their fluctuations are largely deter-
mined by supply. During the first half of the year, supplies 
were very abundant, and in view of the modest growth of 
demand, that helped to drive prices down. However, that 
decline was halted from the summer owing to the down-
ward revision of the forecasts for a number of crop harvests, 
particularly wheat, following a severe drought in Russia. 
This caused food commodity prices to start climbing again, 
to beyond the record level reached in the summer of 2008.

Exchange rates

In the first half of 2010, the euro depreciated against the 
dollar, owing to the narrowing of the interest rate spreads 
between the two economic regions. In addition, the single 
currency was increasingly affected by the uncertainty and 
nervousness on the sovereign securities markets in some 
euro area countries. After the tensions had reached a peak 
in May, the exchange rate was down to $ 1.1942 per 
€ 1 on 8 June, its lowest level during the year and around 
17 % below the rate at the beginning of 2010.

However, from the second half of the year the euro 
began to rise again, as the tension on the sovereign debt 
markets had eased somewhat, and – following hints 
by a number of Federal Reserve officials at the time of 
the publication of adverse macroeconomic figures – the 
market players considered it increasingly likely that there 
would be a new relaxation of US monetary policy, in 
the form of additional purchases of government bonds. 
As a result, after the announcement of this purchase 
programme, the euro strengthened to $ 1.4244 per 
€ 1 on 4 November, a rise of around 19 % compared 
to the beginning of June. Renewed tensions on the 
European government bond markets and the disclo-
sure of more favourable transatlantic economic figures 
– which encouraged market players to revise upwards 
their expectations regarding the monetary policy stance 
in the United States – caused the euro exchange rate to 
decline during the closing two months of the year, to 
around $ 1.3362 per € 1 on 31 December, which was 
about 7 % down against the year-end 2009 figure.

Unlike in 2009, it was not carry trades that caused the 
appreciation of the yen in 2010. At the beginning of May, 
uncertainty over the Greek debt crisis was at its peak, causing 
a flight into currencies regarded as a safe haven, and driving 
the yen exchange rate higher. A number of weaker than 
expected indicators presaging a slowdown in the US econ-
omy and the subsequent quantitative easing by the Federal 
Reserve contributed to the weakening of the dollar against 
most currencies, including the yen. From April to September 
2010, the yen appreciated by around 11 % against the dollar 
and 16 % against the euro ; in mid-September, this prompted 
the Bank of Japan to intervene directly on the foreign 
exchange market for the first time in six years, by selling over 
2,000 billion yen, in order to support the fragile Japanese 
economic recovery. This one-off intervention immediately 
caused the yen to weaken, albeit only temporarily.

After having fallen sharply against both the dollar and 
the euro during the financial crisis, the exchange rate of 
the pound sterling against those two currencies fluctu-
ated throughout the year at a level close to the 2009 

Chart 3 Commodity priCes
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average, i.e. a depreciation of 23 and 20 % respectively 
against 2007.

Whereas the Chinese renminbi had again been linked to 
the US dollar since mid-2008, on 19 June 2010 the Chinese 
central bank announced that it was going to increase the 
”flexibility” of its currency’s exchange rate. In the wake of 
that decision, the renminbi strengthened slightly against 
the dollar, appreciating by 2.7 % overall by December.

1.1.3  Developments in the  
main regions

Economic activity

In the United States, the revival in economic activity 
which had begun in 2009 continued in 2010, driven by 
the recovery of domestic demand which was still partly 
sustained by the policy of the American central bank 
and that of the federal government. Over the year as 
a whole, growth came to 2.8 % and was based mainly 
on household consumption expenditure and changes in 

inventories ; conversely, net exports of goods and services 
made a negative contribution.

On a quarterly basis, GDP growth slowed, dropping from 
1.2 % at the end of 2009 to an average of 0.5 % in the 
second and third quarters of 2010. That loss of momen-
tum was due to the smaller contribution of the change in 
inventories, the very negative contribution of net exports, 
and the contraction of investment in housing in the third 
quarter. The current recovery of the US economy, like that 
of other advanced countries, can be called relatively feeble 
compared to the past, as is typical of recoveries following 
recessions which are widespread and/or triggered by a 
financial crisis (cf. box 1). The impact of the federal govern-
ment’s measures, which was mainly significant during the 
second half of 2009 and at the beginning of 2010, rapidly 
faded thereafter. The transition from expansion supported 
largely by fiscal policy to more autonomous growth was 
not smooth, primarily on account of the weakness of the 
two main drivers of activity prior to the crisis, namely pri-
vate consumption and investment in housing.

After having contracted for two years, household con-
sumption expenditure grew by only 1.7 %, a key factor 
being that the increase in the real disposable income of 
households was very meagre. The labour market situation 
remained severely depressed, with a very small decline in 
the unemployment rate during the year. Private consump-
tion was also curbed by the continuing effort to save on 
the part of American households aiming to rebuild their net 
assets : at the end of the third quarter, those assets were 
still around 16 % below their 2007 peak. The private sav-
ings ratio averaged 5.7 %, well in excess of the level pre-
vailing before the crisis, and hardly any lower than in 2009.

For the fifth consecutive year, households cut their invest-
ments, which were down by 2.6 % in 2010. The modest 
recovery which had emerged during 2009, under the 
impetus of a number of public initiatives, ran out of steam 
when most of those measures were withdrawn in the 
spring of 2010, while the large number of homes up for 
sale or repossessed, and the prudent attitude of financial 
institutions in regard to mortgage lending, continued to 
depress the property market. Business investment, which 
had fallen sharply in 2009, regained its strength and 
expanded by around 6 %, in the light of the improve-
ment in the economic outlook, more favourable financing 
conditions and strong profits. At the same time, American 
companies began rebuilding their inventories at a rapid 
rate during 2010, thus making a significant contribution 
to growth. On the other hand, in contrast to the three 
preceding years, net exports made no contribution to 
growth, as imports grew faster than exports. Moreover, 
the US terms of trade deteriorated, mainly because of the 

Chart 4 bilateral exChange rates oF the leading 
CurrenCies against the us dollar

(monthly averages, indices January 2005 = 100)
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higher prices of commodities, so that the current account 
deficit on the balance of payments, which had improved 
from 2007, increased again from 2.7 to 3.4 % of GDP.

In Japan, GDP grew by 4.3 % during the year under 
review, whereas it had fallen by 1.2 % in 2008 and 
6.3 % in 2009. The economic recovery ongoing since 
the second quarter of 2009 was mainly export-based. 
The rebuilding of inventories of products relating to 
information technologies in the western economies and 
the vigorous demand for investment goods for infra-
structure projects in Asia, especially China, revitalised 
Japanese exports and output, and caused a surge in 

the profits of export firms. Thus, in the second quarter 
of 2010, growth was actually driven almost exclusively 
by business investment and exports, while household 
consumption hardly expanded at all owing to the persis-
tently high unemployment rate. The assets of Japanese 
households recorded only a negligible improvement, 
partly because of the continuing downward trend in 
house prices.

During the year, the strength of the yen and the weaken-
ing of external demand, mainly from China, began to 
inhibit the volume of exports and corporate profit margins 
so that, in the third quarter, net exports and business 

Chart 5 Quarterly proFile oF gdp and oF the main expenditure Categories in the leading advanCed eConomies

(seasonally adjusted data; contribution to the volume change in GDP compared to the previous quarter, percentage points, unless otherwise stated)
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investment made hardly any contribution to growth. 
However, economic activity picked up thanks to private 

consumption expenditure, which recorded the strongest 
growth rate for more than a year, though there were sev-
eral temporary factors involved, such as a hot summer, the 
scheduled increase in tobacco taxes and the impending 
abolition of the subsidies for the purchase of eco-friendly 
vehicles. The first nominal wage increase in two years, in 
the second quarter, probably also played a role. The other 
expenditure categories remained sluggish during the year. 
In contrast to other countries, the overall change in inven-
tories did not contribute to growth. Investment in housing 
was 7.3 % down against the previous year. Finally, the 
worrying fiscal situation restricted the government’s scope 
for investment.

The recovery in activity in the United Kingdom, which had 
begun in the final quarter of 2009, was maintained, so 
that GDP grew by 1.7 % in 2010, after a 4.9 % decline 
in the previous year. The slackening pace of de-stocking 
and, from the second quarter of 2010, the first signs 
of a trend towards re-stocking, played a major role in 
the growth of GDP during the first quarters of 2010. 
To a lesser degree, activity was also supported by the 
investment revival, and especially housing construction 
which had slumped during the recession. The pattern 
of household consumption was uneven during the year 
owing to the VAT increases in January 2010 and 2011, 
which caused British households to cut consumption in 
the first quarter of 2010 and, conversely, to increase their 
consumption slightly in the last quarter in anticipation. 
Over the year as a whole, consumer spending growth 
was rather sluggish, restrained by the decline in real 
disposable income and the uncertain economic outlook, 
particularly owing to the high unemployment and the 
austerity budget adopted in the autumn ; nevertheless, it 
did contribute to overall growth as a result of a decline in 
the savings ratio of households. That development was 
encouraged by the recovery of their net worth, brought 
about by the rising prices of financial assets and property. 
Public consumption provided only a modest stimulus 
to domestic demand throughout the year, while public 
investment was cut.

Despite the 22 % depreciation in the effective exchange 
rate of the pound sterling since the start of the financial 
crisis, the growth of the UK’s exports remained modest 
as a result of the weak demand from its main trad-
ing partners, the euro area and the United States, the 
increase in the profit margins of British exporters and 
finally, the stagnation of exports of services, which had 
accounted for around 40 % of total UK exports before 
the crisis. Since imports were more dynamic, net exports 
made a negative contribution to GDP growth and the 
current account deficit increased from 1.3 % of GDP in 
2009 to 2.2 % in 2010.

Chart 6 net assets and savings ratio oF 
households in the main advanCed 
eConomies

(quarterly data, in % of disposable income)
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The Chinese economy continued to impress : GDP grew 
by 10.3 % in 2010. After having risen strongly at the end 
of 2009 and the beginning of 2010, however, the expan-
sion of activity began to lose momentum from the second 
quarter, owing to the policies designed to moderate the 
overheating of the economy. In particular, the Chinese 
authorities tightened the rules on mortgage loans in 
order to curb the speculation on the housing market and 
property prices, which had soared in the first quarter, pro-
pelled by easy credit conditions and negative real interest 
rates. At first, sales of property fell sharply and the rise in 
property prices decelerated in a number of major urban 
centres, but from August onwards both prices and the 
volume of transactions began rising again, prompting the 
government to take additional adjustment measures at 
the end of September. The slowdown in economic activity 
continued in the third quarter – even though year-on-year 
growth remained surprisingly vigorous overall, at 9.6 % 
– when the authorities took action against the industries 
causing the worst pollution. Finally, the tightening of 
monetary policy and the gradual withdrawal of the recov-
ery plans towards the end of the year were also factors 
curbing growth.

During the year, retail sales maintained their very rapid 
expansion, one possible reason being the government 
measures to support consumption, mainly favouring sales 
of motor vehicles. Buoyant consumer confidence and the 
accelerating pace of urbanisation and wage increases 
underpinned the persistent vigour of private consump-
tion in the second half of the year, despite the growing 
pressure exerted on real household budgets by the rising 
prices of food and property. Gross fixed capital formation 
played an even bigger role than household spending in 
supporting GDP growth. That support came from private 
investment, principally in the property sector, since public 
investment – particularly in large-scale infrastructure 
projects – contracted with the gradual withdrawal of the 
recovery plans.

Owing to the vigour of domestic demand, the Chinese 
current account surplus diminished slightly, falling from 
6 % of GDP in 2009 to 5.8 % in 2010.

While most other export markets contracted, the con-
tinuing rapid growth in China in recent years gave a clear 
boost to the recovery in other countries, even outside 
Asia. Thus, since the beginning of 2009, for the various 
countries and regions of the world, exports to China 
increased much faster than their exports to the rest of 
the world. Under the Chinese recovery plans, some major 
infrastructure projects were started and investment in 
property was very substantial, augmenting China’s need 
for commodities and investment goods. Demand for the 

latter particularly benefited Japan and the EU (especially 
Germany), in view of their specialisation in the production 
of that type of goods.

China also played a positive role in financing the sovereign 
debt of struggling euro area countries. In October and 
December, it offered to invest part of its foreign exchange 
reserves in the purchase of Greek and Portuguese govern-
ment bonds.

Monetary policy

During 2010, as the economic situation developed, the US 
Federal Reserve adjusted its policy. During the first half of 
the year, in view of the improvement in the financial and 
economic situation, the emphasis was placed on reverting 
to a normal policy by abolishing a number of measures 
adopted to cope with the crisis. For instance, in February, 
following the increase in the discount rate from 0.5 to 

Chart 7 growth oF exports to China and the rest 
oF the world, January 2009 to september 
2010
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0.75 %, the differential between that interest rate and 
the federal funds target rate was partially normalised. In 
regard to the unconventional measures, the first move 
came in late March when the Federal Reserve stopped 
taking over the debts of the American government-spon-
sored mortgage agencies (Fannie Mae, Freddie Mac and 
Federal Home Loan Banks) and buying mortgage-backed 
securities (issued by Fannie Mae, Freddie Mac and Ginnie 
Mae). Over the ensuing months, the Federal Reserve 
allowed its portfolio of this type of assets to decline as 
they reached maturity or were redeemed. Next, at the end 
of June, as the financial market recovery became stronger, 
all the special liquidity programmes created in 2007 and 
2008 to assist financial institutions were terminated alto-
gether. One exception was the conclusion, in May, of new 
dollar swap agreements between the Federal Reserve and 
a number of central banks, as short-term financing in dol-
lars was causing new problems in Europe.

However, from the summer, disappointing growth figures, 
uncertain prospects and low inflation caused the Federal 
Reserve to ease its monetary policy. During the rest of 
the year, the federal funds target rate remained within 
the 0 to 0.25 % range, introduced at the end of 2008, 
and the Federal Open Market Committee of the Federal 
Reserve (FOMC) repeatedly stated its desire to keep it 
at a low level as long as warranted by the economic 
conditions. Monetary policy was eased by unconven-
tional measures : at the beginning of August, the FOMC 
announced that the proceeds from the redemption of 
the government-sponsored mortgage agencies’ debts 
and of the mortgage-backed securities would be entirely 
re invested in government loans, so that the amount of 
the long-term securities recorded on the balance sheet 
would be held constant ; at the beginning of November, 
a series of additional purchases of long-term sovereign 
securities was announced. Those purchases will continue 
until the end of the second quarter of 2011, and should 
increase the balance sheet of the Federal Reserve System 
by $ 600 billion, or around $ 75 billion per month.

During the year, after the Bank of Japan closed most of 
the temporary facilities, the continuing decline in under-
lying inflation and the strength of the yen caused that 
institution to expand the fixed-rate operations supplying 
funds to the banks. At the beginning of October, it also 
decided to cut the key rate, held at 0.1 % since mid-
December 2008, to between 0 and 0.1 % and to acquire 
a broad range of securities, though for a fairly modest 
amount of 5,000 billion yen (or around 1 % of GDP).

The monetary policy of the Bank of England remained very 
accommodating, with its key rate held steady at 0.5 % 
throughout the year under review and maintenance of 

the quantitative easing plan approved in 2009, amount-
ing to £200 billion (or almost 14 % of GDP).

The Chinese central bank also maintained its accommo-
dating policy in 2010, but nevertheless took a number of 
targeted measures to slow the rise in property prices and 
the growth of lending and the money supply. The banks’ 
reserve requirements were increased several times, and 
lending was curbed by new quantitative restrictions. The 
monetary authority thus aimed to limit the amount of 
new lending over the year as a whole to RMB 7,500 bil-
lion (or around 20 % of GDP). Making the renminbi more 
”flexible” was also meant to reduce the inflationary 

Chart 8 inFlation in the main eConomies

(monthly data, changes compared to the corresponding period 
of the previous year)
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pressures. Finally, on two occasions – 20 October and 24 
December – the Chinese central bank raised the deposit 
interest rate by 25 basis points, thus increasing it from 
2.25 to 2.75 %, while it put up the bank lending rate at 
one year to 5.81 %. These were the first tightening meas-
ures in two years.

Public finances

In the United States, the general government budget 
deficit diminished slightly, as some of the fiscal stimuli 
implemented after the crisis came to an end and the 
recovery generated higher revenues. It thus declined 
from 11.3 to 10.5 % of GDP. Though the feebleness of 
the recovery prompted the federal authorities to take a 
new series of expansionary initiatives during the year, 
the scale of those measures remained modest in 2010. 

The gross public debt therefore increased further from 
84.4 to 92.8 % of GDP.

In Japan, on the other hand, the fiscal policy stance 
remained expansionary overall. In view of the hesitancy of 
the economic revival, the government further reinforced 
that policy in September and October, by adopting a new 
set of recovery measures geared to employment, and sup-
plementary emergency measures amounting to 980 and 
5,050 billion yen respectively, or 1.2 % of GDP altogether. 
A substantial increase in public spending drove up the 
budget deficit by 0.6 percentage point to 7.7 % of GDP. 
In that context, the gross public debt continued to rise, 
approaching 200 % of GDP.

In the United Kingdom, there was only a very small 
reduction in the public deficit in 2010, from 11.4 to 
10.5 % of GDP. That improvement was due mainly to 

Chart 9 key interest rates and assets on the balanCe sheet oF the main Central banks
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the expiry of the measure reducing the rate of VAT at 
the beginning of the year and the fact that the public 
investment expenditure which had been approved in the 
wake of the crisis in order to counteract its effects was 
brought forward to 2008 and 2009. In addition, draco-
nian cuts were approved in June. The consolidated gross 
public debt recorded a substantial further rise from 68.2 
to 77.8 % of GDP.

Table 2 General Government budGet balance and debt in the main economies

(in % of GDP)

 

Budget balance (1)

 
Gross debt (2)

 

2007
 

2008
 

2009
 

2010
 

2007
 

2008
 

2009
 

2010
 

United States  . . . . . . . . . . . . . . . . –2.9 –6.3 –11.3 –10.5 62.0 71.1 84.4 92.8

Euro area  . . . . . . . . . . . . . . . . . . . . –0.6 –2.0 –6.3 –6.3 66.2 69.8 79.2 84.2

Japan  . . . . . . . . . . . . . . . . . . . . . . . –2.4 –2.1 –7.1 –7.7 167.1 173.9 192.8 198.4

United Kingdom  . . . . . . . . . . . . . . –2.7 –5.0 –11.4 –10.5 44.5 52.1 68.2 77.8

China  . . . . . . . . . . . . . . . . . . . . . . . 0.9 –0.4 –3.0 –2.9 19.8 16.8 18.6 19.1

Sources : EC, IMF, OECD.
(1) For the euro area and the United Kingdom, under the rules laid down for the excessive deficit procedure (EDP), the figures include net interest gains on certain financial  

transactions such as swaps.
(2) For the euro area and the United Kingdom, the figures concern the consolidated gross debt, i.e. excluding debts which have as their counterpart assets in the general  

government sector.

 

While the fiscal situation in most of the advanced 
economies is clearly unsustainable and will require dras-
tic consolidation measures in the years ahead, China 
maintained sound public finances, despite substantial 
recovery plans : thus, the public deficit in 2010 remained 
at its previous year’s level of around 3 % of GDP, while 
the public debt represented only 19.1 % of GDP at the 
end of 2010.
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1.2  Euro area and the monetary policy 
of the Eurosystem

1.2.1  Main economic developments in 
the euro area

Economic activity and labour market

After the euro area had returned to positive growth in the 
third quarter of 2009, the recovery continued in 2010 : 
GDP expanded by 1.7 %, whereas it had fallen by 4.1 % in 
2009. However, the economic revival was gradual in com-
parison with the average recovery seen following previous 
recessions, or the revival evident in other advanced econo-
mies such as the United States and Japan, even taking 
account of the particularly vigorous growth recorded in 
the euro area in the second quarter. All in all, in the third 
quarter of the year under review the volume of GDP was 
still lower than its average 2007 level.

The economic recovery in the euro area was relatively 
widespread, with most Member States recording a rise 
in their GDP in 2010. That rise was particularly strong in 
certain countries such as Germany, Slovakia and Finland 
where activity had contracted sharply in 2009. In Belgium, 
the Netherlands and France, the recovery was comparable 
to the average for the euro area. Conversely, in other 
economies, such as Portugal and Italy, it lagged sig-
nificantly behind the average, and GDP actually declined 
again in Ireland, Spain and especially Greece. Excluding 
Greece, there was nevertheless a noticeable improvement 
in activity everywhere, compared to 2009.

The revival in activity in the euro area was largely 
export driven. Exports had begun to grow strongly by 
mid-2009, but their expansion was particularly vigorous 
in the second quarter of 2010. The export growth was 
sustained by the recovery of the global economy and 

Table 3 GDP Growth in the euro area countries (1)

(non calendar adjusted volume data,  
percentage changes compared to the previous year,  
unless otherwise stated)

 

2008

 

2009

 

2010

 

 p.m.  
2009,  

share of  
euro area  

GDP
 

Germany  . . . . . . . . . . 1.0 –4.7 3.7 26.8

France  . . . . . . . . . . . . 0.2 –2.6 1.6 21.3

Italy  . . . . . . . . . . . . . . –1.3 –5.0 1.1 17.0

Spain  . . . . . . . . . . . . . 0.9 –3.7 –0.2 11.8

Netherlands  . . . . . . . . 1.9 –3.9 1.7 6.4

Belgium  . . . . . . . . . . . 1.0 –2.8 2.0 3.8

Austria  . . . . . . . . . . . . 2.2 –3.9 2.0 3.1

Greece  . . . . . . . . . . . . 1.3 –2.3 –4.2 2.6

Finland  . . . . . . . . . . . . 0.9 –8.0 2.9 1.9

Portugal  . . . . . . . . . . . 0.0 –2.6 1.3 1.9

Ireland  . . . . . . . . . . . . –3.5 –7.6 –0.2 1.8

Slovakia  . . . . . . . . . . . 5.8 –4.8 4.1 0.7

Luxembourg  . . . . . . . 1.4 –3.7 3.2 0.4

Slovenia  . . . . . . . . . . . 3.7 –8.1 1.1 0.4

Cyprus  . . . . . . . . . . . . 3.6 –1.7 0.5 0.2

Malta  . . . . . . . . . . . . . 2.6 –2.1 3.1 0.1

Euro area (2)  . . . . . . . . 0.3 –4.1 1.7 100.0

Sources : EC, OECD.
(1) The euro area countries are ranked in order of the size of their GDP in 2010.
(2) Excluding Cyprus and Malta ; calendar adjusted data.
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international trade, especially in the countries where 
it had collapsed during the crisis. It could be that the 
weakening of the euro at the end of 2009 and in the 
initial months of 2010 also played a role. Most of the 
euro area countries recorded a revival in their exports, 
but this export engine was clearly particularly powerful in 
Germany. In the second quarter, the marked acceleration 
in growth was essentially due to the progress of exports 
in that country, which benefited from Germany’s speciali-
sation in investment goods and the growing focus of its 
exports on the emerging economies, especially China. If 
import growth is also taken into account, net exports of 
goods and services contributed an average of 0.8 per-
centage point to growth in 2010.

Total domestic demand made a contribution of 0.9 per-
centage point to euro area growth in 2010. However, 
most of that, namely 0.6 percentage point, was due to 
the change in inventories. The contribution of this volatile 
component of expenditure was particularly substantial 
in the first half of the year. Conversely, final domestic 
demand remained weak in comparison with the figures in 
the years preceding the crisis, contributing only 0.3 per-
centage point to GDP growth.

After having fallen by just over 1 % in 2009, private 
consumption showed a very modest rise of 0.6 %. In 
Germany, there was no increase on average, over the year 
as a whole. In Greece and Ireland, the correction of the 
macroeconomic imbalances actually caused a significant 
fall in private consumption. In contrast, in Spain where 
these adjustments were also decisive for economic devel-
opments during the year, private consumption grew fur-
ther. In other countries too, including France and Belgium, 
private consumption exhibited some dynamism.

The sluggishness of private consumption must be viewed 
in the light of the continuing adverse situation prevailing 
on the labour market. Overall, employment in the euro 
area declined by a further 0.5 %, while unemployment 
increased to 10 % of the labour force. Nonetheless, the 
number of job losses recorded during the year was signifi-
cantly lower than in 2009, when employment contracted 
by 1.8 %.

The economic recovery brought ever-increasing signs of 
stabilisation on the labour market during the year under 
review : though employment remained depressed, for the 
first time since the start of the crisis there was a clear 
decline in job losses in terms of the year-on-year change, 
and employment more or less stabilised on a quarterly 
basis. The branches most affected by job losses since 

Chart 10 private Consumption, Consumer 
ConFidenCe and retail sales in  
the euro area 
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Table 4 GDP anD main exPenDiture cateGories  
in the euro area (1)

(calendar adjusted volume data,  
percentage changes compared to the previous year,  
unless otherwise stated)

 

2008
 

2009
 

2010
 

Final consumption expenditure  
of households  . . . . . . . . . . . . . . . . 0.3 –1.1 0.6

Final consumption expenditure  
of general government  . . . . . . . . 2.3 2.4 1.0

Gross fixed capital formation  . . . –1.0 –11.3 –1.0

Housing  . . . . . . . . . . . . . . . . . . . –5.3 –10.7 –3.6

Enterprises  . . . . . . . . . . . . . . . . . 0.3 –14.9 0.7

General government  . . . . . . . . 1.6 5.1 –3.4

p.m. Final domestic expenditure  0.4  –2.6  0.3

Change in inventories (2)  . . . . . . . –0.2 –0.7 0.6

Net exports of goods  
and services (2)  . . . . . . . . . . . . . . . . 0.1 –0.8 0.8

Exports of goods and services (3)  . . 1.0 –13.2 10.7

Imports of goods and services (3)  . . 0.8 –11.9 8.7

GDP  . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –4.1 1.7

Sources : EC, OECD.
(1) Excluding Cyprus and Malta, except for exports and imports.
(2) Contribution to the change in GDP, percentage points.
(3) Non calendar adjusted data.
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mid-2008, namely manufacturing industry and construc-
tion, continued to suffer cuts in employment, but to an 
ever diminishing degree. In contrast, the “financial and 
business services activities” branch has actually been 
generating new jobs continuously since the end of 2009. 
However, the labour market improvement has remained 
fragile overall and is still modest, varying from one euro 
area country to another.

During the crisis, the deterioration of the labour market 
was reflected more in a decline in the number of hours 
worked and hourly productivity, rather than in recourse 
to redundancies, which helped to curb the job losses. 
Conversely, when economic activity picked up, firms 
initially endeavoured to make better use of their existing 
employees, and hence to increase productivity, by step-
ping up the number of hours worked per employee and 
hourly productivity.

Unemployment, which had surged by mid-2008, flat-
tened out at a high level for much of 2010, rising from 
9.9 to 10 % from April onwards, with a 10.1 % spike in 
October. However, this relative stabilisation masks a struc-
tural deterioration in unemployment evident, for example, 
from the rise in long-term unemployment as a percentage 
of the total, which reached 43.5 % in the third quarter.

The employment picture in the euro area in 2010 was rela-
tively varied between Member States, with some countries 
recording a rise while others were still affected by net job 
losses. There were in fact net job creations in some coun-
tries, such as Germany, France and Belgium. Conversely, 
job losses persisted in other economies, such as Spain, 
Greece and Ireland, posing a serious problem in those 
countries where unemployment reached an extremely 
worrying level, for example in Spain where it peaked at 
20.6 % in September and October. A recovery in employ-
ment was noticeably lacking in countries where construc-
tion – a branch which is relatively labour intensive – was 
a very important sectoral component of national output 
(Greece, Ireland, Spain). This is precisely the branch that 
was particularly vulnerable to the crisis and which has 
continued to feel the effects of restructuring.

This geographical disparity is also evident in unemploy-
ment, which maintained its upward trend for much of the 
year, notably in Greece, Spain and Ireland. Conversely, it 
actually began to fall in some countries, such as Germany 
and Austria.

While the employment situation and the resulting meagre 
increase in household incomes were contributory factors, 
the weak growth of private consumption was also due to 
households maintaining their savings ratio at a high level 
compared to that prevailing before the crisis. The uncer-
tainty surrounding the prospects for economic activity and 
employment continued to encourage individuals to accu-
mulate more substantial precautionary savings than in 
normal times. Moreover, the decline in their net worth in 
the wake of the crisis probably also motivated households 
to save more in order to rebuild their assets.

Gross fixed capital formation was down by a further 1 %, 
albeit a much smaller reduction than in the previous year. 
The weakness of investment was due largely to activity in 
the housing construction branch. On average, investment 
in housing declined further by 3.6 %, with a particularly 
steep fall in Ireland, Greece and Spain. Overall, house 
prices showed signs of stabilising in the euro area, though 
there were further sharp falls in certain countries, notably 
Ireland and Spain.

The gradual improvement on the housing markets was 
in line with the improving financial conditions on the 
property market. First, bank lending for house purchase 
expanded continuously during the year. At the same time, 
mortgage interest rates on long-term fixed-rate loans 
continued to fall. While there was a further tightening 
of mortgage loan conditions in the first quarter of 2010, 
lending conditions reached a neutral threshold in the 
third quarter for the first time in more than two years. 

Chart 11 labour market in the euro area

(percentage changes compared to the corresponding quarter 
of the previous year, unless otherwise stated)
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However, in the fourth quarter, conditions reverted to a 
level comparable to that prevailing at the beginning of 
the year. Investment in housing strengthened particularly 
in the second quarter, notably because of a rise in that 
investment in Germany. This improvement was partly due 
to the catching up following the effects of bad weather 
on building activity in the first quarter. Conversely, in 
Spain and Ireland, where the slump in demand which 
occurred when the property bubble burst had not been 
immediately followed by an adjustment in the supply of 
housing, the resulting gradual absorption of the stock 
of unsold homes brought a further steady contraction in 
investment in housing in 2010.

In contrast, business investment edged upwards in 2010, 
by 0.7 %. The improvement seen during the year reflected 
the growing confidence of business managers in industry 
and services. It was also in line with the steady increase in 
capacity utilisation rates in manufacturing industry since 
the third quarter of 2009, and the improvement in corpo-
rate profitability in the euro area.

As explained below in the section on monetary develop-
ments, lending to businesses by credit institutions never-
theless continued to fall in 2010 compared to the situ-
ation a year earlier. However, the decline slowed during 
the year. Moreover, this tallies with the pattern seen in 
other business cycles, where the revival in business lend-
ing tended to lag slightly behind the pick-up in activity.

There was a strong rise in the gross fixed capital formation 
of enterprises in Germany, where the expansion of exports 
was accompanied by a marked increase in capacity uti-
lisation in manufacturing industry, and where business 
confidence was considerably improved. It is also possible 
that some business managers in Germany brought for-
ward investment decisions in view of the withdrawal of 
certain tax incentives at the end of the year, particularly 
the favourable rules on depreciation. The situation also 
improved in other countries during the year, notably in 
Italy, France and Belgium. Thus, in France, measures such 
as the local business tax reform may have had a beneficial 
effect on investment.

In 2009, public investment had expanded strongly in 
the euro area in the light of the infrastructure projects 
launched by a number of countries under the European 
recovery plans. In 2010, owing to the expiry of these 
plans and the start of public finance consolidation in 
a number of countries, public investment receded by 
an average of 3.4 %. This contraction was relatively 
widespread throughout the euro area, with the notable 
exception of Germany, since some major infrastructure 
projects were still being implemented there under the 
fiscal recovery plan.

Constraints on recovery in the euro area

As in other advanced economies, the recovery of domestic 
demand in the euro area was hampered by the ongoing 
correction of the macroeconomic imbalances which had 
arisen before the outbreak of the crisis.

One inhibiting factor was the need for households and 
firms to restore the balance between their assets and their 
liabilities, in view of the substantial accumulation of debts 
during the years preceding the crisis.

In the case of households, their debts as a percentage 
of net disposable income have increased throughout 
the euro area, by around 30 % since the advent of the 
new millennium. In some countries, such as Greece, 
Ireland and Spain, debt levels soared in the space of a 
few years, reaching particularly high levels in Ireland. In 
these countries, that rise was often accompanied by a 

Chart 12 business investment and business 
ConFidenCe in the euro area

(seasonally adjusted data)
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strong expansion of the housing market and a house 
price boom. Consequently, the countries where that 
market displayed clear signs of overheating were the ones 
where the decline in investment in housing first made its 
appearance and was most marked. The effects of the 
substantial correction on the housing market, further 
exacerbated by the financial crisis, had a severe impact 
on households and seriously affected their spending pat-
tern. In view of the importance of housing construction in 
these economies, the property market crisis in Spain and 
Ireland caused a sharp slowdown in economic activity and 
massive job losses. As a result of the greater uncertainty 
and the growing need to consolidate their balance sheets, 
households there increased their savings ratio to a greater 
extent than in the rest of the euro area. In some respects, 
this situation can be compared to that of Germany in 
the aftermath of the reunification with the former East 
Germany. That reunification was similarly followed by 
strong overheating of the economy and the property 
market. The effects of the ensuing correction took a long 
time to fade. Thus, over the past decade the debt level of 
German households has gradually fallen. That decline has 
been accompanied by an almost continuous fall in house 
prices. The savings ratio of German households has risen 
constantly over the past ten years.

While the debt ratio of households increased a little fur-
ther in the euro area as a whole, it has stabilised or even 
fallen slightly since 2007 in some of the countries where 
domestic demand had been overheating. Those econo-
mies could still have a long way to go in the debt reduc-
tion process, in view of the continuing high debt levels of 
their households in 2010.

In the past decade, the debt level of euro area businesses 
as a percentage of GDP has also risen considerably, to 
reach a relatively high level compared to that in the United 
States. In this respect, too, there are significant differ-
ences between countries in the euro area. For instance, 
the corporate debt ratio is relatively low in Germany, 
compared to the figure in most other euro area countries. 
The healthier state of German businesses may therefore 
be part of the reason for the more vigorous investment 
revival in that country, and also helped them to preserve 
more jobs when activity contracted than was the case in 
other countries.

Another factor undermining the recovery of domestic 
demand is the serious deterioration in public finances in 
the euro area, caused by the financial crisis and the eco-
nomic recession. On the one hand, in many countries the 

Chart 13 household debt and real house priCes in the euro area Countries
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government took action to rescue the financial system, 
more particularly the banks. Also, numerous fiscal meas-
ures were adopted in order to contain the seriousness 
of the recession as far as possible by means of recovery 
plans. Moreover, the operation of the automatic stabilisers 
led to a deterioration in budget positions. Consequently, 
the public deficit for the euro area as a whole increased 
from 0.6 % of GDP in 2007 to 6.3 % in 2009. Once 
again, that masks sometimes very significant differences 
between Member States. For instance, there was a dra-
matic deterioration in the budget position and the public 
debt in Ireland and Spain, though the starting position 
there in 2007 had been more favourable than the average 
for the euro area. In those countries, the fiscal deteriora-
tion was due largely to the loss of the revenues which 
the government had been collecting previously on the 
rising asset prices. Conversely, in Greece, the derailment 
caused by the crisis exacerbated an already substantial 
deficit and debt. The adverse impact of these develop-
ments on domestic demand may have materialised in 
various ways. First, households may have increased their 
savings because they expected the consolidation of public 
finances to depress the future growth of their disposable 
income via taxes, additional contributions or cuts in public 
spending, particularly social benefits. Next, the doubts 
which had emerged as to the sustainability of the budget 
position of certain countries contributed to tensions on 
the financial markets. Those tensions depressed domestic 
demand owing to mounting uncertainty and – especially 
in the countries concerned – less ready access to bank 
credit. Finally, many countries speeded up their deci-
sions on the restoration of sound and sustainable public 
finances and announced massive consolidation plans.

Fiscal policy

In view of the existence of excessive public deficits in 
almost all euro area countries in 2009, the Ecofin Council 
decided, in October 2009, that it was time to define a 
substantial fiscal consolidation strategy. To that end, it set 
2011 as the deadline for the correction of the excessive 
deficits in Malta and Finland, 2012 for Cyprus, Belgium 
and Italy, and 2013 for the other countries except Greece 
and Ireland, which were given until 2014 and 2015 
respectively, in view of the severity of the recession in 
those two countries. For Ireland, the original deadline 
was 2014, but it was postponed under an aid plan in 
November 2010. With the exception of France, Ireland 
and Slovakia, all countries with a deficit in excess of the 
euro area average in 2009 reduced it in 2010. Some 
with a below-average deficit, such as Belgium and 
Italy, also achieved a reduction in 2010. Conversely, the 
Netherlands, Austria, Germany, Finland and Luxembourg, 

which had smaller deficits in 2009, allowed those deficits 
to rise slightly during the year under review.

According to the EC’s November 2010 economic fore-
casts, the general government budget deficit in Germany 
increased from 3 % of GDP in 2009 to 3.7 %. That was 
due to a deterioration in the cyclically adjusted primary 
balance of almost 2 percentage points of GDP, partly 
offset by the effects of the sustained GDP growth. The 
deterioration in the primary balance was due to factors 
such as the measures concerning the tax deductibility of 
health care contributions, the reform of business taxes 
and a reduction in the rate of VAT applied to hotels and 
restaurants.

In France, the general government deficit came to 7.7 % 
of GDP in 2010, up slightly against 2009. This dete-
rioration in the budget balance was due mainly to new 
measures taken in 2010, such as the reform of the local 
business tax and the cut in the VAT rate in the restaurant 
sector, the effect of which was only partly offset by the 
gradual phasing-out of the stimuli applied under the eco-
nomic recovery programme.

In Italy, the general government deficit was cut from 
5.3 % of GDP in 2009 to 5 % in 2010, in accordance with 
the budget targets set in the January 2010 update of the 
stability programme. That improvement was due to the 
economic upturn and the expiry of the recovery measures 
adopted in the wake of the crisis.

In Greece, the fiscal adjustment programme adopted in 
May 2010 when an emergency financing plan was set 
up by the EU and the IMF (see below) aimed to cut the 
general government deficit from 13.6 % of GDP in 2009 
to 8 % in 2010. The recommended measures concerned 
both revenue – with an increase in the VAT rate and 
extension of the tax base – and expenditure, with a par-
ticular impact on civil service pensions and salaries.

Up to the summer of 2010, Greece met all the budget 
targets set by this programme. However, the deteriora-
tion in economic activity was subsequently reflected in 
lower than expected revenues. Moreover, in November, 
Eurostat made a substantial upward revision in the 2009 
figures for the Greek public deficit and public debt, rais-
ing them respectively from 13.6 to 15.4 % and from 
around 115 to 127 % of GDP. This revision obviously 
invalidated the budget target for 2010, as the deficit 
amounted to 9.6 % of GDP. It caused the Greek govern-
ment to announce new austerity measures for 2011, for 
an amount equivalent to 2.5 % of GDP, in order to adhere 
to the consolidation path laid down in the joint EU/IMF 
rescue plan.
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Several countries, mainly Spain, Portugal and Ireland, were 
hard hit by the contagion effects of the crisis in Greek 
public finances, which drove them to strengthen the con-
solidation of their budget position during May 2010.

In Spain, the effort to consolidate public finances was 
already well under way in the 2010 budget, partly thanks 
to a rise in the VAT rate planned from July 2010 and the 
withdrawal of many temporary recovery measures. The 
package of supplementary measures in May 2010 related 
solely to a reduction in public spending, particularly the 
cut in civil service pay. It helped to reduce the budget 
deficit from 11.1 % of GDP in 2009 to 9.3 % in 2010, or 
0.5 percentage point less than the original target figure 
under the stability programme.

In Portugal, in line with the targets set out in the stability 
programme, the 2010 budget already made provision for 

cutting the budget deficit from 9.3 % of GDP in 2009 to 
8.3 %, e.g. via the civil service pay freeze. A new plan 
announced in May succeeded in cutting the target for the 
budget deficit to 7.3 % in 2010.

In Ireland, the massive rise in the general government 
deficit, up from 14.4 % of GDP in 2009 to 32.3 % in 
2010, was due mainly to the government intervention to 
rescue the banking system. While the net effect of such 
non-recurring measures on the public deficit amounted 
to 2 % of GDP in 2009, it came to almost 20 % in 2010. 
Excluding these measures and the effect of the business 
cycle, the deterioration nevertheless continued, since the 
structural deficit expanded from 9.8 to 11.1 % of GDP, 
despite the major austerity measures adopted by the 
government as of mid-2008, which implied drastic spend-
ing cuts, particularly via a reduction in civil service pay, 
social spending and public investment. A new austerity 

Table 5 General Government budGet balance and debt in the euro area countries (1) (2)

(in % of GDP)

 

Budget balance

 

Fiscal consolidation efforts recommended  
under the excessive deficit procedure (EDP)

 

Consolidated gross debt

 

2007

 

2008

 

2009

 

2010 (3)

 

Correction period

 

Average annual rate of  
structural adjustment (4)

 

2008

 

2009

 

2010 (3)

 

Germany  . . . . . . . . . . . . . . 0.3 0.1 –3.0 –3.7 2011-2013 0.5 66.3 73.4 75.7

France  . . . . . . . . . . . . . . . . –2.7 –3.3 –7.5 –7.7 2010-2013 1 67.5 78.1 83.0

Italy  . . . . . . . . . . . . . . . . . . –1.5 –2.7 –5.3 –5.0 2010-2012 0.5 106.3 116.0 118.9

Spain  . . . . . . . . . . . . . . . . . 1.9 –4.2 –11.1 –9.3 2010-2013 1.5 39.8 53.2 64.4

Netherlands  . . . . . . . . . . . . 0.2 0.6 –5.4 –5.8 2011-2013 0.75 58.2 60.8 64.8

Belgium  . . . . . . . . . . . . . . . –0.3 –1.3 –6.0 –4.6 e 2010-2012 0.75 89.6 96.2 97.5 e

Austria  . . . . . . . . . . . . . . . . –0.4 –0.5 –3.5 –4.3 2011-2013 0.75 62.5 67.5 70.4

Greece  . . . . . . . . . . . . . . . . –6.4 –9.4 –15.4 –9.6 2009-2014 n. 110.3 126.8 140.2

Finland  . . . . . . . . . . . . . . . . 5.2 4.2 –2.5 –3.1 2011 0.5 34.1 43.8 49.0

Portugal  . . . . . . . . . . . . . . . –2.8 –2.9 –9.3 –7.3 2010-2013 1.25 65.3 76.1 82.8

Ireland  . . . . . . . . . . . . . . . . 0.0 –7.3 –14.4 –32.3 2011-2015 (5) 2 44.3 65.5 97.4

Slovakia  . . . . . . . . . . . . . . . –1.8 –2.1 –7.9 –8.2 2010-2013 1 27.8 35.4 42.1

Luxembourg  . . . . . . . . . . . 3.7 3.0 –0.7 –1.8 – – 13.6 14.5 18.2

Slovenia  . . . . . . . . . . . . . . . 0.0 –1.8 –5.8 –5.8 2010-2013 0.75 22.5 35.4 40.7

Cyprus  . . . . . . . . . . . . . . . . 3.4 0.9 –6.0 –5.9 2011-2012 1.5 48.3 58.0 62.2

Malta  . . . . . . . . . . . . . . . . . –2.3 –4.8 –3.8 –4.2 2010-2011 0.75 63.1 68.6 70.4

Euro area  . . . . . . . . . . . . . . –0.6 –2.0 –6.3 –6.3 69.8 79.2 84.2

Sources : EC, NBB.
(1) The euro area countries are ranked according to the size of their GDP in 2010.
(2) Including, under the rules laid down for the excessive deficit procedure (EDP), net interest gains on certain financial transactions such as swaps.
(3) According to the EC’s economic projections in November 2010, except for Belgium, for which the figures are based on the Bank’s estimate.
(4) Balance adjusted for the influence of the economic cycle and non-recurring measures.
(5) Period as adapted by the Ecofin Council under the aid plan granted in November 2010.
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Chart 14 spreads on ten-year government bonds Compared to the german bund in the euro area Countries

(daily data, basis points)
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programme covering the years 2011-2014 therefore had 
to be approved at the time of an EU and IMF rescue pack-
age in November.

Taking the euro area as a whole, the budget deficit 
was steady at 6.3 % of GDP. However, leaving aside the 
substantial expenditure by Ireland in 2010 to rescue its 
banks, it would have improved by 0.3 percentage point 
of GDP. The general government debt ratio continued 
to rise in 2010, increasing from 79.2 % of GDP in 2009 
to 84.2 %, or at a slower pace than in the previous year 
when an increase of 9.4 percentage points of GDP had 
been recorded. That deceleration is due solely to the 
movement in nominal GDP, which began growing again, 
and the fact that the debt had been swollen in 2009 by a 
large volume of recapitalisation transactions in the finan-
cial sector which, in view of their nature, did not have to 
be included in the calculation of the general government 
budget balance according to the accounting conventions 
used in ESA 95.

Crisis in public finances in the euro area

The substantial upward revision in Greece’s public deficit 
in October 2009 led to mounting concern about the reli-
ability of the statistics and the sustainability of the public 
debt in that country, with a corresponding sharp increase 

in interest rate differentials between Greek government 
bonds and the German Bund. During the first quarter of 
2010, in a still highly uncertain economic context, the 
anxieties spread to the most vulnerable countries in the 
euro area which combined to varying degrees a large 
public debt, chronic current account deficits indicating 
structural problems with competitiveness (e.g. Portugal, 
Spain and to a lesser extent Italy), or a particularly fragile 
banking system which could jeopardise their budget posi-
tion (e.g. Ireland).

The rise in the interest rates at which the Greek State could 
raise finance continued during April, reinforcing fears of 
a sovereign default. This self-fuelling process caused the 
market in Greek sovereign debt securities to dry up alto-
gether, triggering a liquidity crisis which affected a number 
of financial market segments beyond Greece. In addition 
to the contagion effects on the sovereign debt securi-
ties of the countries already mentioned, the exposure of 
European banks to the risk of a sovereign default on the 
part of those countries caused an increase in the cost of 
financing for banks on the interbank markets, a fall in 
stock market prices throughout the euro area, particularly 
for financial sector shares, plus a rise in risk premiums on 
corporate bonds and a depreciation of the euro.

The European authorities and the IMF responded by taking 
various measures to contain the rising loss of confidence 
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in sovereign debts, particularly those of Greece. On 25 
March 2010, the heads of State and government of the 
euro area countries reached an agreement in principle 
on emergency finance for Greece. Following the official 
request by the Greek State on 23 April, the Eurogroup, 
comprising the ministers of finance of the euro area 
countries, granted Greece conditional financial assistance 
on 2 May for a three-year period. Within this time span, 
the country should be able to effect a radical consolida-
tion of its public finances and regain sufficient credibility 

to ensure access to the markets at an affordable cost. 
This emergency plan was financed by bilateral loans from 
the other euro area countries amounting to € 80 billion 
(distributed among them according to the same sharing 
key as the ECB’s capital), and € 30 billion from the IMF. For 
its part, Greece was obliged to take drastic measures not 
only to restore a sound budget, as stated above, but also 
to reform its banking system and to implement structural 
reforms to improve the functioning of its labour market 
and its competitiveness.

Box 2 –  Effects of the public deficits on spreads on government loans in the 
euro area

Since the onset of the financial and economic crisis, spreads on government loans of euro area countries in relation 
to the German Bund have formed the subject of numerous articles in the economic literature. Before the crisis, 
those spreads were attributed mainly to fluctuations in global market sentiment regarding risk and the degree 
of liquidity on national markets (1), while opinions on their link with fiscal performance were somewhat divided. 
Following the crisis, there was a change in the analysis of the determinants of yield differentials between the euro 
area countries, and greater importance was attached to the role of national fiscal indicators as an explanatory 
factor. Thus, an interaction between national and international factors relating to credit risk was demonstrated, 
e.g. the fact that differences in the level of the budget balances play a greater role when a general feeling of risk 
aversion dominates the market. In other words, a deterioration in the situation of public finances leads to a bigger 
increase in yield differentials in periods of uncertainty. According to a study conducted by the IMF in 2009 (2), an 
increase in the budget deficit of 1 percentage point of GDP causes interest rates on long-term government loans 
to rise by between 10 and 60 basis points. The scale of that change depends not only on fiscal performance but 
also on institutional or structural aspects, and on contagion effects.

In practice, the financial markets seem to pay attention to a range of fiscal factors, such as the scope available to 
governments in view of their budget position and the scale of the implicit commitments which they have taken 
on via financial guarantees or social security (particularly the pension scheme). Thus, the higher the initial level of 
the deficit or the public debt, the more limited the government’s scope in the event of a shock. The existence of 
large potential debts, such as government guarantees granted to certain financial institutions, and the presence of 
a fragile financial sector may also threaten the stability of public finances. Moreover, an ageing population means 
the expectation of higher social expenditure in the medium term, which limits the scope for fiscal adjustment. The 
markets’ concerns about the sustainability of public finances also increase when budget imbalances are combined 
with the existence of public institutions featuring weak governance and with economic imbalances, such as a low 
private sector savings ratio, a property market bubble, a high unemployment rate or a weak inflow of foreign 
capital. An increase in the international supply of government securities or in inflationary pressures will also tend 
to heighten the financial markets’ perception of the risk.

The movement in yield differentials between the long-term government loans of the euro area countries at the 
time of the financial and economic crisis can be analysed in the light of the above factors. When the subprime crisis 
erupted in July 2007, the spreads increased on the basis of common international factors : risk aversion was then 
the key factor accounting for the movement in yield differentials. Later, factors specific to the countries gradually 

4

(1) In principle, since the introduction of EMU, the exchange risk between euro area countries has become irrelevant.
(2) IMF (2009), The state of public finances cross-country fiscal monitor, SPN/09/25, November.
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played a bigger role. There was also a change in the perception of the sources of risk itself. Whereas at the start 
of the crisis the focus had been on the countries hard hit by the financial crisis, it later shifted towards countries 
presenting higher risks for the short-term refinancing of their public debt, and raising question marks over the 
viability of their long-term public finances.

Since the rescue of Bear Stearns in the United States in March 2008, the spread between yields on government 
loans has widened between countries, suggesting that the markets have taken account of the deterioration in the 
situation of the financial sector specific to each country. Following the collapse of Lehman Brothers in September 
2008, yield differentials also increased faster for countries with high government debt levels, illustrating the close 
link between the vulnerability of the financial sector and the degradation of public finances. Finally, when the 
Anglo Irish Bank was nationalised in January 2009, the sovereign interest rate spreads in the euro area widened 
substantially, with a more marked differentiation between countries on the basis of the fragility of the financial 
sector and the level of public debt. The announcement of government rescue packages for banks caused investors 
to reassess the sovereign credit risk.

In May 2010, the crisis in Greek government securities reached its peak, putting strong pressure on spreads 
between government loans of the euro area countries. That contagion effect was concentrated mainly on the 
peripheral countries, exhibiting an adverse trend in their fiscal and structural indicators. The risk of Greek default 
concentrated the markets’ concerns on the solvency problems of the euro area countries. During the last quarter of 
2010, the concerns over the fragility of the banks in Ireland and the implications for that country’s public finances 
confirmed the importance of fiscal performance and the soundness of the financial sector in determining yield 
differentials in relation to the German Bund. Those differentials increased for Ireland, but also – by contagion – for 
the other euro area countries. The scale of these divergences reflected the markets’ perception of the degree of 
vulnerability of the public sector of the countries concerned.

The growth of the public deficit therefore had a significant and non-linear impact on the interest rates on 
government loans. The scale of that impact seems to depend in particular on the initial level of the deficit and on 
the institutional and structural conditions, as well as on the contagion effects emanating from the financial markets. 
The financial and economic crisis therefore had a major impact on the interest rates on government securities in 
the euro area, especially in the case of countries with less sound fundamentals. To attenuate the uncertainty over 
the sustainability of public finances and reduce the upward pressure on interest rates, especially for countries with 
a high level of public debt, it is vital to implement a credible fiscal consolidation plan. In particular, for countries 
where significant imbalances have emerged, notably in regard to competitiveness, structural reforms may also help 
to calm the tensions in so far as they aim to increase the economy’s potential and hence the viability of public 
finances. Finally, it is also desirable to strengthen the institutions at both national or European level, and in that 
regard the initiatives taken by the European authorities in 2010 to reinforce the economic and fiscal governance 
and to set up a crisis resolution mechanism are a step in the right direction (for more details, see box 3).

second, the European Financial Stability Facility (EFSF), is to 
issue bonds guaranteed by the euro area Member States 
in proportion to their share in the ECB’s capital up to a 
volume of € 440 billion, and is intended only for euro area 
Member States. In addition, the IMF is closely associated 
with these two mechanisms, making a contribution of 
€ 250 billion and participating in drawing up the condi-
tions for granting credit and monitoring the rescue pack-
ages. At the same meeting, the Council expressly stated 
that the fiscal consolidation and structural reforms would 
have to be speeded up where warranted.

That decision brought only a brief respite on the financial 
markets, so that on 9 and 10 May 2010 the Ecofin Council 
decided to establish two financial stabilisation mechanisms 
for a three-year period, aimed at giving conditional finan-
cial assistance to countries confronted with financing dif-
ficulties following exceptional events beyond their control. 
The first, the European Financial Stabilisation Mechanism 
(EFSM), is intended for all EU countries and supplements 
the existing mechanism providing financial support for the 
balance of payments of countries outside the euro area. 
It is financed by EC borrowing for up to € 60 billion. The 



27

intErnational EnvironmEnt

Despite the establishment of these new financial assistance 
mechanisms, interest rate spreads began widening again, 
especially for Greece, Ireland and Portugal. Spain enjoyed 
a respite until the end of November, also thanks to particu-
larly ambitious fiscal austerity measures announced by the 
Spanish government in May, the good results achieved by 
the large Spanish banks in the European stress tests at the 
end of July, and the government’s determination to tackle 
the in-depth restructuring of that sector.

After the summer, the spreads narrowed significantly 
thanks to an improvement in the overall economic situ-
ation and Greece’s encouraging results in the first joint 
review mission by the EC and the IMF concerning the 
implementation of the adjustment programme.

The European Council of 28 and 29 October decided 
to make the EFSF permanent by amending the Lisbon 
Treaty accordingly. Also, on 28 November, the Eurogroup 
endorsed the principle whereby the EFSF would be 
converted in 2013 into a European Stability Mechanism 
(ESM), with rules similar to those of the IMF in view of the 
possible involvement of private holders of sovereign debt 
in the event of debt restructuring.

The announcement of the possible involvement of the 
private sector triggered a renewed rapid increase in 
bond yield differentials vis-à-vis Germany of the three 
countries with the most fragile financial health, namely 
Greece, Ireland and Portugal. That movement forced 
the Irish government to accept international aid on 
28 November 2010. The aid comprised a financial pack-
age amounting to € 85 billion, consisting of a conditional 
loan for seven and a half years granted jointly by the 
EFSM (in the sum of 22.5 billion), the EFSF (in the sum of 
17.7 billion), the United Kingdom, Sweden and Denmark 
(for a total of 4.8 billion) and the IMF (for 22.5 billion). 
Ireland itself was required to contribute 17.5 billion to this 
package, partly via a loan financed by its national pension 
fund. This package was conditional upon recapitalisation 
of the Irish banking system, structural reforms and the 
introduction of additional budget cuts totalling € 15 bil-
lion over four years, of which 40 % must take effect in 
2011. Finally, at its meeting on 16 and 17 December the 
European Council approved the text of a limited amend-
ment to the Treaty necessary for the creation of the ESM 
as the future permanent mechanism to safeguard finan-
cial stability throughout the euro area, replacing not only 
the EFSF but also the EFSM, both of which would remain 
in force until June 2013. According to this text, the euro 
area Member States may establish a stability mechanism 
to be activated if that is indispensable to safeguard the 
stability of the euro area as a whole. The granting of any 
financial assistance under this mechanism will be made 

subject to strict conditionality. This amendment is to enter 
into force on 1 January 2013.

Towards better economic governance in the 
European Union

These developments show that the loss of confidence pre-
vailing on the sovereign debt markets was not confined 
to the sustainability of the public finances in the countries 
concerned but that doubts also emerged on the financial 
markets over the smooth functioning of the economic 
and monetary union itself.

As already stated, the debt ratio of households and busi-
nesses in the euro area had risen considerably in the years 
preceding the financial crisis. In some countries, such as 
Ireland, Greece and Spain, the rise in household debt 
was accompanied by overheating of domestic demand. 
For the last two countries mentioned, that added to the 
current account deficits on the balance of payments via 
sustained growth of imports. In addition, the failure to 
adjust wages to the decline in productivity gains (in Spain 
and Italy), and the role of other factors such as the com-
position of the basket of exports and their geographical 
focus (in Greece), impaired the competitiveness of those 
countries. Conversely, progress in terms of productivity 
and wage moderation helped Germany and Austria to 
secure substantial gains in competitiveness. These devel-
opments left their mark on the current account balance : 

Chart 15 Competitiveness and balanCe oF payments 
Current aCCount in the euro area 
Countries, 1999 to 2007
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Box 3 – Towards stronger economic governance in the European Union

The economic and financial crisis has brought to light some clear weaknesses in the coordination of economic 
policies in the EU, in regard to both the prevention of macroeconomic imbalances – including public deficits – 
and their correction. Moreover, the Greek debt crisis underlined the need for the EU to acquire a robust crisis 
management framework.

The European Council of 25 and 26 March 2010 decided to strengthen the coordination of economic policies, 
notably in the euro area, by taking particular account of public finances, competitive positions and the balance 
of payments. It agreed to improve the alignment of the timing of the submission and examination of national 
reform programmes and stability or convergence programmes. It also asked its permanent President, Herman 
Van Rompuy, to set up a task force, in cooperation with the European Commission (EC), which would draw up 
proposals for improving the crisis resolution framework and reinforcing fiscal discipline. On 8 May, the heads 
of State or government extended the task force’s mandate to include examining proposals for broadening and 
strengthening economic surveillance and the coordination of economic policies in the euro area, with close 
monitoring of debt levels and competitiveness.

Furthermore, on 25 March 2010, as described elsewhere in this chapter, the heads of State and government of 
the euro area concluded an agreement in principle on emergency aid for Greece. Against the background of that 
country’s debt crisis, a number of measures were taken to guarantee the financial stability of the euro area.

On 21 October 2010, the task force on economic governance, chaired by Herman Van Rompuy, submitted its final 
report to the European Council, which endorsed it at its meeting on 28 and 29 October. The aim is that, on that 
basis, the Council and the European Parliament should reach agreement by no later than the summer of 2011 on 
the legislative proposals which the EC had presented on 29 September with a view to reinforcing fiscal discipline 
and macroeconomic surveillance. The recommendations made by the task force coincided to a large extent with 
those proposals.

The task force recommended improving fiscal discipline by strengthening the stability and growth pact from both 
the preventive and the corrective angles. It first considered that more prominence should be given to the public 
debt and the sustainability of public finances, and notably recommended putting into operation the criterion 
relating to the public debt in the excessive deficit procedure. The preventive arm of the stability and growth pact 
should contain a faster adjustment path for Member States with a debt level in excess of 60 % of GDP or those 
exposed to pronounced risks in terms of overall debt sustainability. Under the corrective arm of the pact, countries 
with a debt ratio of more than 60 % of GDP would be subject to an excessive deficit procedure unless their debt 
declined at a satisfactory pace, even if their public borrowing requirement is below 3 % of GDP. The criteria and the 
method to be used to implement this recommendation are to be laid down in the European Union legislation, and 
its application should also take due account of all the factors deemed relevant, such as the position in the business 

4

for the euro area as a whole, it stayed more or less in 
equilibrium, but that position conceals large divergences 
between surplus and deficit countries. More particularly, 
countries such as Germany, the Netherlands and Austria 
accumulated growing surpluses, whereas Greece, Spain 
and Portugal recorded chronic and mounting deficits.

Against this backdrop of macroeconomic imbalances, 
the Eurogroup had already resolved by 2008 to conduct 
regular reviews of trends in competitiveness within the 

euro area. The financial and economic crisis, and – in its 
wake – the crisis on the sovereign debt markets accentu-
ated the need to prevent and correct these imbalances. 
Under these circumstances, the European authorities took 
some important initiatives during the year under review to 
strengthen economic governance within the EU, with the 
adoption by the European Council on 28 and 29 October 
of proposals concerning this matter formulated by the 
economic governance task force which it had asked its 
President to set up earlier in the year (see box 3).
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Prices and costs

Inflation in the euro area, measured by the change in 
the harmonised index of consumer prices (HICP), rose 
from 0.3 % in 2009 to 1.6 %. Having stood at –0.6 % in 
July 2009, its lowest level since the creation of monetary 
union, it gradually climbed back from the second half 
of 2009 and during 2010, reaching 2.2 % in December. 

The energy component was the main factor driving the 
increase. In the context of a marked rise in food com-
modity prices on the international markets, the increase in 
food prices also accelerated, though it remained modest.

Underlying inflation, i.e. the change in the HICP excluding 
food and energy, averaged 1 %, compared to 1.4 % in 
2009. That fall reflects very moderate domestic inflationary 

cycle, the structure of the public debt, the level of private sector debt and the implicit liabilities of the government 
on account of population ageing, e.g. via their pension or health care system. The task force also proposed that the 
pact be made more effective, in particular by introducing new measures and sanctions of a reputational/political and 
financial nature, to be included in both the preventive and the corrective parts of the pact and to be activated at an 
earlier stage. The financial sanctions would range from an interest-bearing deposit to a straightforward fine – on 
the understanding that, initially, they would apply only to Member States belonging to the euro area. To increase 
the assurance that the thus amended pact would be enforced, the decision-making process would be rule-based 
to a greater extent, a reverse majority rule being introduced in regard to the new sanctions. This means that the 
recommendations would be adopted unless the Council rejected them by a qualified majority. A range of minimum 
requirements concerning the national fiscal frameworks would also have to be met before the end of 2013.

Since stronger surveillance and enforcement mechanisms need to be based on transparent and reliable statistics 
which are produced in good time, the task force also recommended that additional measures be taken to 
strengthen the professional independence of the European statistical system and the auditing powers of Eurostat.

Regarding the macroeconomic imbalances and competitiveness, it recommended introducing a new surveillance 
mechanism supported by a new legal framework, additional to the stability and growth pact and applicable 
to all EU member countries, taking account of the specific characteristics of the euro area. This mechanism 
would imply an annual risk assessment by means of an alert system using a scoreboard comprising a limited 
number of indicators. For countries which, according to this preliminary assessment, seem to display signs of 
vulnerability, an in-depth analysis would then be conducted by the EC. In critical cases, i.e. for countries with 
serious macroeconomic imbalances or those posing a threat to the functioning of EMU, the Council could record 
the existence of an “excessive imbalance position” which could lead to sanctions, at least in the case of Member 
States belonging to the euro area.

From 2011, in order to improve the ex ante coordination of economic policies, the national reform programmes 
and stability or convergence programmes would already be submitted in the spring, within the framework of 
a European Semester. The task force also felt that the euro area needed to establish, in the medium term, a 
credible crisis resolution framework, to cope with problems on the financial markets and avoid contagion. Finally, 
it considered that both national and European institutions should be strengthened to improve the economic 
governance of the EU.

As explained in this chapter, the European Council of 16 and 17 December approved the text of a limited 
amendment to the Treaty concerning the establishment of a future permanent crisis resolution mechanism.

In addition, this Council reaffirmed its intention to reach agreement by the end of June 2011 on the legislative 
proposals relating to economic governance in order to strengthen the economic pillar of Economic and Monetary 
Union. It welcomed the Council’s report on the treatment of the systemic reform of pensions under the stability and 
growth pact, and asked that the report be taken into account in the specifications concerning the implementation 
of the reformed stability and growth pact.
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Chart 16 inFlation in the euro area

(percentage changes compared to the corresponding period of 
the previous year ; monthly data, unless otherwise stated)
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2009, unit labour costs had risen by a further 3.9 % 
against the previous year. The decline in unit labour costs 
is the main factor behind the fall in underlying inflation, 
even if their relatively pronounced cyclical profile is partly 
absorbed by corporate profit margins.

The inflation rate of the euro area masks divergent devel-
opments in the member countries. For instance, since the 
outbreak of the crisis, inflation was well below the aver-
age in Ireland, Portugal and Spain, in particular – countries 
which had accumulated significant competitive handicaps 
but were hard hit by the crisis. Ireland actually recorded 
some fairly steep price falls. The accelerating inflation in 
Greece, Spain and Portugal in the second half of the year 
under review can be attributed to the sharp increases in 
indirect taxes under their respective fiscal consolidation 
plans, and therefore does not imply that the process of 
adjustment in competitive positions is already coming to 
an end. Despite the corrections which have occurred in 
recent years, these countries still suffer from a competitive 
handicap. That is also the case if competitiveness is ana-
lysed on the basis of unit labour costs, although the trend 
in those costs has been particularly favourable in Ireland 
and Spain in the past few years.

The restoration of competitiveness in terms of prices and 
costs is achieved partly by measures designed to have 
a direct moderating effect on domestic costs, e.g. via 
wage moderation in the public sector or labour market 
reforms, as in Spain. It is also achieved more indirectly by 
the recession reducing the power of the economic agents 
to set prices and wages. Although these adjustments 
exert direct downward pressure on inflation in the euro 
area, they are inevitable and even desirable in a monetary 
union, because – for a country belonging to the monetary 
union – wage and price moderation is the only way of 
securing a real exchange rate depreciation and restoring 
competitiveness.

1.2.2  Monetary policy of the 
Eurosystem

The global financial crisis which reached its peak in the 
autumn of 2008 triggered the most serious recession 
since the Second World War and exerted a considerable 
downward influence not only on economic activity but 
also on inflation, the money supply and lending in the 
euro area. In order to respect the primary objective of 
price stability, the ECB Governing Council reduced the 
central key rate in several stages, cutting it from 4.25 % 
in October 2008 to 1 % in May 2009. Money market 
interest rates – the overnight interest rate and three-
month Euribor, particularly important for the transmission 

pressure in the euro area, where production capacity 
was still considerably under-utilised. Moreover, the HICP 
excluding food and energy is an indicator which tends 
to overestimate slightly the pressure exerted on prices 
by market forces, since it is influenced by the effect of 
measures taken by the authorities to adjust indirect taxa-
tion or regulated prices. Thus, in 2010, some countries 
increased their indirect taxes under fiscal consolidation 
programmes : between July and November, the mechani-
cal upward effect of indirect taxes on overall inflation in 
the euro area came to around 0.3 percentage point.

A hesitant recovery and a high unemployment rate mod-
erated the pace of negotiated wage increases and labour 
costs per hour worked. The rise in labour costs per worker 
accelerated slightly, however, to reach 1.7 % on aver-
age over the first three quarters of 2010, against 1.5 % 
in 2009, reflecting an increase in the number of hours 
worked per worker, one reason being the gradual aboli-
tion of working time reduction programmes set up during 
the crisis. As stated earlier, labour productivity increased, 
bringing a decrease in unit labour costs averaging 0.5 % 
between the first three quarters of 2009 and 2010. In 
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of monetary policy – actually dropped below 1 %. The 
reason was the policy of enhanced credit support pursued 
by the Eurosystem which, combined with the support 
given to the bank transmission channel – which is essen-
tial for the economy of the euro area – exerted an addi-
tional downward effect on money market interest rates. 
During the year under review, at each of its discussions on 
the monetary policy stance, the ECB Governing Council 
concluded on the basis of the economic and monetary 
analysis described below that the particularly accommo-
dating character of monetary policy remained appropri-
ate. The central key rate was therefore kept unchanged 
at 1 %, throughout the year.

Conversely, at the beginning of the year, the Governing 
Council decided to phase out certain non-standard 
measures which it deemed no longer necessary in view 
of the evident improvement on the financial markets in 
general and the money market in particular. However, 
it did reverse that move to some extent in May, follow-
ing the outbreak of the sovereign debt crisis. It then also 
launched the Securities Markets Programme permitting 
the purchase of public and private debt instruments on 
the secondary market, in order to address the malfunc-
tioning of the hardest hit securities markets and restore 
an appropriate monetary policy transmission mechanism. 
The Governing Council thus demonstrated the flexibility 

needed to respond appropriately to changing conditions 
on the financial markets, while at the same time reaffirm-
ing the temporary nature of the non-standard measures 
introduced.

Monetary policy stance of the Eurosystem

In the light of a hesitant and uneven recovery, the 
Eurosystem and most professional forecasters continued 
to predict very weak economic growth in 2010 and 2011. 
Their forecasts were also surrounded by a high degree 
of uncertainty. During the year, however, some macro-
economic figures proved better than expected. That was 
the case, in particular, for GDP growth in the second quar-
ter, which came to 1 % on a quarterly basis. These good 
figures prompted the Eurosystem to revise upwards its 
growth forecasts for 2010, but without making any fun-
damental revision to its baseline scenario : it still expected 
a moderate revival in activity with considerable het-
erogeneity between countries. That was also the forecast 
made by other international institutions and professional 
forecasters who, like the Eurosystem, left the outlook for 
2011 practically unchanged.

The expectation was in fact that economic activity would 
continue to suffer from the balance sheet adjustment 

Chart 17 harmonised index oF Consumer priCes and unit labour Costs in the euro area Countries

(cumulative difference in relation to the euro area since 2000, seasonally adjusted data (1))
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Chart 18 proJeCtions oF real gdp growth and inFlation in the euro area

(annual percentage changes according to the projection publication dates)
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which is ongoing for households, firms and governments 
alike. A number of countries were also forced to consoli-
date their public finances faster than expected in order to 
reassure the financial markets and restore their access to 
them. Although it is essential for public finances to be 
sustainable in a long-term perspective, these changes 
nevertheless depress domestic demand in the short term. 
External demand was supposed to support the recovery, 
but that support was uncertain, and the uncertainty 
increased in the second half of the year, in view of the 
growing doubts about the vigour of the economic recov-
ery in the United States and fears that the euro’s appre-
ciation in the third quarter might depress the euro area’s 
foreign demand.

Owing to the slow pace of the recovery, the level of 
economic activity in the third quarter of 2010 was still 
around 3.1 % below its pre-crisis figure, and the economy 
still faced substantial excess production capacity. Having 
averaged 81.5 % since 1985, the capacity utilisation rate 
came to 77.8 % on average in manufacturing industry, 
considerably easing the domestic inflationary pressure. 
While inflation measured by the HICP gathered pace 
during 2010, thus slightly exceeding the upper limit of 
the Eurosystem’s quantitative definition of price stability 
in December, underlying inflation – i.e. the change in 
consumer prices excluding food and energy – remained 
very moderate. Regarding the outlook for inflation, in line 
with the weakness of the expected economic recovery, 
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professional forecasters and financial market participants 
expected inflation of less than 2 % for the horizon rel-
evant for monetary policy.

In conjunction with the economic growth recovery, there 
were encouraging developments in lending by monetary 
financial institutions to the private sector ; however, lend-
ing remained modest, with large variations between 
economic agents.

After reversal of the downward trend towards the 
end of 2009, there was a moderate rise in the growth 
of lending to households, to reach 3 % in December 
2010. Conversely, lending to non-financial corpora-
tions remained negative for much of the year. However, 
having stagnated up to May, it picked up and recorded 
positive figures from October onwards. These develop-
ments were in phase with the slow revival in economic 
activity, and matched the usual profile over the business 
cycle : the turning point for the growth of lending to 
households occurs early in the economic cycle, whereas 
there tends to be a time lag before lending to non-
financial corporations picks up. A key factor here is that 
loans for house purchase enjoy better collateral, while 

firms generally resort to self-financing in the initial stages 
of the recovery.

After having been slightly negative during the first half 
of the year, the growth of the money supply regained 
momentum during the summer, confirming the revival in 
activity. Nevertheless, in view of the risks still depressing 
activity, it remained moderate. That weakness was due 
not only to the persistent effects of the economic gloom 
on demand for loans, but probably also to a correction of 
excess liquidity accumulated previously, and a yield curve 
which still remained steep, favouring investments other 
than those included in the monetary aggregate M3. The 
widening spreads between deposits at less than two years 
and overnight deposits was reflected in a rebalancing 
within M3 itself. In contrast to what had been seen since 
the autumn of 2008, the annual growth of M1, i.e. cur-
rency in circulation and overnight deposits, slowed sharply 
while the year-on-year change in M3-M1 and, especially, 

Chart 19 m3 and loans to the private seCtor in the 
euro area

(percentage changes compared to the corresponding month of 
the previous year, data adjusted for seasonal variations and, in 
the case of loans, for securitisation, unless otherwise stated)

2004 2005 2006 2007 2008 2009 2010
–4

–2

0

2

4

6

8

10

12

14

16

–4

–2

0

2

4

6

8

10

12

14

16

M3

Loans to households

Loans to non-financial corporations (2)

Loans to the private sector (1)

of which :

Source : ECB.
(1) Households, non-financial corporations, insurance companies, pension funds or 

occupational pension institutions and other non-monetary financial intermediaries.
(2) Data not adjusted for securitisation before February 2010.

Chart 20 long-term inFlation expeCtations in the 
euro area

(annual percentage changes)

20
0

0

20
02

20
0

4

20
0

6

20
0

8

20
10

H
H HHHH

HHHHHHHHHHHHHHHHHHHHHH
H
H
H
H
HH
HH
H
HHH
H
HE

E
E
E
EEEEEE

EE
EEE

E

H

E

0.0

0.5

1.0

1.5

2.0

2.5

3.0

0.0

0.5

1.0

1.5

2.0

2.5

3.0

Inflation expectation five years ahead, 
ECB Survey of Professional Forecasters

Five-year forward inflation forecasts five years ahead, 
survey of professional forecasters conducted by 
Consensus Economics

Five-year forward inflation swap rate five years ahead

Five-year forward break-even inflation five years 
ahead (1)

Sources :  Bloomberg ; Consensus Economics ; Ejsing, J., J.A. García and  
T. Werner (2007) (2) ; ECB ; NBB.

(1) Break-even inflation rates correspond to the difference between the yields on 
fixed-interest rate bonds and the yields on inflation-indexed bonds issued by the 
same issuer and with comparable maturities.

(2) The term structure of euro area break-even inflation rates : The impact of 
seasonality, ECB, Working Paper 830.



34

deposits for a term of up to two years, became decidedly 
less negative as the months went by.

Overall, the economic and monetary analysis reinforced 
the diagnosis of a moderate recovery in activity and lim-
ited inflationary pressure in the medium term. At each of 
the meetings held during the year under review, the ECB 
Governing Council therefore considered that the current 
interest rates were appropriate, and decided to leave the 
central key rate on hold at 1 %, the lowest level since 
the start of Stage 3 of Economic and Monetary Union, 
in 1999.

Long-term inflation expectations obtained from survey 
data and financial market data are still firmly anchored. 
Thus, the outlook for long-term inflation according to 
surveys conducted by the ECB and Consensus Economics 
remained more or less stable at around 2 %, or even 
slightly lower. The inflation expectations based on finan-
cial market data were generally heading downwards 
during the year under review, reaching just over 2 % in 
December. As a rule, these readings are more volatile 
and higher than those of the survey data, since they 
include – alongside genuine inflation expectations – risk 
premiums which vary over time and obscure the signal 
which these instruments give for inflation expectations, 
especially in the event of financial turbulence. The swift 
and significant reduction in interest rates therefore seems 
to have avoided a downward de-anchoring of inflation 
expectations, a potential source of deflation, without the 

accommodating monetary policy causing any upward 
derailment in longer-term inflation expectations.

First steps towards the gradual withdrawal of 
certain non-standard measures

The closing months of 2009 and the start of the year 
under review brought a gradual improvement in the situ-
ation on the interbank market. Moreover, the decelera-
tion in the growth of bank lending to the private sector 
seemed to come to an end, and in the Eurosystem’s bank 
lending surveys for the last quarter of 2009 and the first 
quarter of 2010, banks reported an improvement in their 
access to market finance. The Governing Council there-
fore considered that the time had come to phase out 
some of the exceptional measures.

Since the intensification of the financial turbulence in the 
autumn of 2008, the Eurosystem had in fact not only 
significantly eased its monetary policy stance, but also 
taken exceptional measures in regard to the provision of 
liquidity, in order to preserve financial stability and thus 
avoid any disruption in the transmission of monetary 
policy which might jeopardise macroeconomic stability 
in general and price stability in particular. These meas-
ures were termed enhanced credit support. The financial 
crisis had made it more difficult for banks to gain access 
to market financing, so that in the absence of specific 
intervention by the Eurosystem, the economy as a whole 

Chart 21 aCCess to market FinanCe For Credit institutions in the euro area Countries (1)
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was liable to encounter problems in obtaining credit. First, 
the Eurosystem played a key intermediation role on the 
money market by organising all refinancing operations 
from 15 October 2008 in the form of tenders allotting 
the full amount demanded at a fixed rate. Credit institu-
tions short of liquidity were therefore assured of obtain-
ing the liquidity that they needed so long as they could 
put up the necessary collateral, whereas the other banks 
– which had become particularly reluctant to lend them 
their surplus – preferred to deposit excess liquidity with 
the Eurosystem. In this way, the Eurosystem interposed 
itself between commercial banks in surplus and those 
with a deficit, and acted as a substitute for the interbank 
market, paralysed by the great uncertainty over the health 
of the banking system. Next, larger volumes of liquidity 
were granted via longer-term operations. For instance, it 
was decided to conduct one-year refinancing operations 
in June, September and December 2009. The Eurosystem 
also extended the list of assets eligible as collateral for all 
refinancing operations. In order to ensure their refinanc-
ing in foreign currencies, the Eurosystem also offered 
European credit institutions financing in US dollar and 
Swiss franc. A programme for the purchase of covered 

bonds – instruments of great importance for bank financ-
ing – amounting to € 60 billion over the period from 
July 2009 to June 2010 was also set up. Finally, the 
Eurosystem recognised the European Investment Bank as 
a potential counterparty.

At the meeting held in early December 2009, against 
the backdrop of the financial market recovery and the 
improvement in the economic outlook, the Governing 
Council had decided that the first stage in the process 
of gradual withdrawal of these non-standard measures 
would take place in the first quarter of 2010. After the 
final twelve-month refinancing operation was conducted 
in December 2009, the last six-month refinancing opera-
tion was effected on 31 March 2010. In these operations, 
all bids were fully allotted at a fixed rate corresponding to 
the average central key rate over the life of the operation. 
At the beginning of the year under review, the refinancing 
operations in foreign currencies had also been terminated.

With the return to a system of variable rate tenders for 
the three-month refinancing operations, 28 April marked 
a new stage in the process of the gradual withdrawal of 

Chart 22 Consolidated liQuidity need and eurosystem open market operations (1)

(daily data, € billion)
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the non-standard measures. The Governing Council had 
specified that the allotment amounts of these operations 
would be set to ensure the smooth functioning of the 
money markets and would help to avoid any significant 
spread between the bid rates and the prevailing central 
key rate. Although, in view of the weakness of demand, 
only € 4.8 billion was allocated, or considerably less than 
the € 15 billion announced, the weighted average of 
the bid rates paid still came to 1.15 %. This means that 
some Eurosystem counterparties were very willing to pay 
in order to obtain term financing. However, since the 
financial market situation remained fragile and uncertain, 
it was appropriate to continue offering the banks some 
flexibility in regard to access to liquidity. The main refi-
nancing operations and the refinancing operations with 
a term corresponding to that of a reserve maintenance 
period therefore continued to be fully allotted at a fixed 
rate. At the beginning of March 2010, the Governing 
Council decided that this would continue at least until 
12 October 2010. Also, the acquisitions made under the 

covered bond purchase programme continued through-
out the first half of 2010, as announced by the Governing 
Council in June 2009.

The enhanced credit support policy had generated con-
siderable excess liquidity on the money market, espe-
cially from July 2009, following the allotment of some 
€ 442 billion requested at the time of the first twelve-
month refinancing operation. This substantial excess 
liquidity brought down the Eonia overnight interest rate 
to a level close to the interest rate on the deposit facility, 
which had been cut to 0.25 % in April 2009. This is the 
absolute minimum for the overnight rate, since it is the 
rate at which credit institutions can deposit their surplus 
liquidity with the Eurosystem until the next day. It is there-
fore this rate, and not the central key rate, which serves 
as the benchmark for the overnight rate in the case of 
persistent excess liquidity. Financial market expectations 
regarding interest rates imply that, at the beginning of 
the year under review, operators were expecting surplus 

Chart 23 use oF the deposit FaCility and money market interest rates in the euro area
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liquidity on the money market to be mopped up from July, 
the date when the first twelve-month refinancing opera-
tion matured. Only after that did they expect the over-
night rate to return to a level close to the central key rate. 
Consequently, longer-term interest rates on the secured 
interbank market remained well below the central key 
rate. Interest rates on the unsecured market also remained 
low ; they actually dipped further, since the credit and 
liquidity risk premiums which they contain continued to 
decline as confidence picked up on the interbank market. 
As a result, the three-month Euribor – a key benchmark 
for short-term retail interest rates – dropped to 0.63 % at 
the end of the first quarter of 2010.

Sovereign debt crisis

The steady improvement in the situation on the interbank 
market was interrupted at the beginning of May, owing 
to the worsening tensions on the market in government 
debt securities of a number of euro area Member States – 
see section 1.2.1. Thus, the Eurosystem was forced to 
adopt a new set of anti-crisis measures and to reintroduce 
certain measures which it had previously withdrawn.

By the end of 2009, the markets in government debt 
securities of a number of euro area countries were 
becoming increasingly nervous. The tensions reached 
an unprecedented level on 6 and 7 May in a climate 
of uncertainty over the support programme for Greece. 
Those tensions not only spread to the markets in govern-
ment debt securities of other countries, but were also 
accompanied by increased volatility on the stock markets 
and foreign exchange markets. Moreover, in a climate 
of great uncertainty over the exposure of the banks to 
sovereign risk, the interbank market was in danger of 
becoming paralysed again. On 3 May, considering that 
the Greek economic and financial adjustment programme 
was adequate, the Governing Council decided to suspend 
the application of the minimum requirements concerning 
the credit rating of marketable debt instruments issued 
or guaranteed by the Greek government. On 10 May, it 
announced a new package of measures.

Thus, a Securities Markets Programme was set up. This 
permits the purchase of both public and private debt 
securities on the secondary market, in order to restore 
the smooth functioning of securities markets, thereby 
preserving the monetary transmission mechanism. The 
central bank can in fact only exert a direct influence over 
very short-term interest rates, while the transmission 
of monetary policy stimuli to the real economy takes 
place via the financial markets and bank lending. The 
government debt market plays a prominent role in this 

process via three channels, namely, prices, liquidity and 
the balance sheet.

Via the price channel, interest rates on the bonds of 
sovereign borrowers influence the financing conditions 
of the economy, since they generally serve as the bench-
mark for setting the longer-term interest rates applied 
to households and firms. When the risk premiums con-
tained in the interest rates on government debt securi-
ties reach levels which are no longer justified, as a result 
of market malfunction, they threaten to disrupt the 
transmission of monetary policy by generating upward 
pressure on financing costs in the economy. The liquidity 
channel operates because government debt securities 
are the main form of collateral for market financing of 
banks. If the liquidity of these instruments dries up, that 
can paralyse the interbank market as happened at the 
beginning of May, hampering access to market financ-
ing and jeopardising lending to the economy. The bal-
ance sheet channel operates by the fact that a decline 
in government bond prices leads to losses for the bond 
holders. That affects the capital of the banks, and may 
cause them to cut the volume of their lending. Also, this 
situation rekindles doubts about the solvency of certain 
banks, thus making it harder for them to obtain market 
finance. In fact, the Eurosystem bank lending survey 
covering the second quarter of 2010 revealed a further 
significant deterioration in banks’ access to market 
financing. That applied especially to credit institutions 
originating from the countries most affected by the sov-
ereign debt crisis.

Since the Securities Markets Programme was set up 
solely in order to safeguard monetary transmission and is 
not in any way intended to modify the monetary policy 
stance, the liquidity injected into the money market via 
this programme was mopped up : during the year under 
review, weekly fine-tuning operations were conducted to 
absorb liquidity, the amounts systematically correspond-
ing to those of the purchases settled on the preceding 
Friday. The Securities Markets Programme therefore had 
no direct influence on money market liquidity conditions. 
However, on two occasions the amounts reabsorbed fell 
short of the target : first at the beginning of July and again 
at the end of December. These isolated instances occurred 
when the situation was particularly tense, the respective 
reasons being the arrival at maturity of the first one-year 
operation, and the transactions which credit institutions 
traditionally effect at the end of the year in order to close 
their balance sheet.

Under this programme, between 10 May and 
31 December 2010 the Eurosystem bought debt instru-
ments for a total of € 73.5 billion, which corresponds 
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to around 3.7 % of its consolidated balance sheet total. 
Most of these purchases took place during the initial 
weeks of the programme. They declined significantly 
during the summer months, but increased again in the 
final quarter, when the financial turbulence worsened 
again.

In view of the repercussions of the sovereign debt crisis 
on the smooth operation of the interbank market, the 
ECB Governing Council also decided on 10 May that – at 
least until 30 June – the monthly three-month refinanc-
ing operations would again be conducted with full allot-
ment. It also decided to arrange a six-month operation on 
12 May, in accordance with the full allotment system, at 
a fixed rate corresponding to the average of the central 
key interest rate over the life of the operation. Finally, 
Eurosystem counterparties were again offered the oppor-
tunity to obtain liquidity in US dollars against appropriate 
collateral. While the provision of US dollar liquidity by the 
Eurosystem was modest – demand peaked at $ 9.2 bil-
lion on 12 May – demand for liquidity in euro increased 
considerably in May and June ; it originated mainly from 
counterparties of countries seriously affected by the sov-
ereign debt crisis. The surplus liquidity therefore expanded 
again and the deposit facility was heavily used in May 
and early June. In that situation, the Governing Council 

decided at its June meeting to extend the full allotment in 
the case of the three-month refinancing operations up to 
and including the third quarter of 2010.

During the same period, professional forecasters seemed 
to take the view that the debt crisis would affect the 
macro economic outlook and the monetary policy stance, 
since they expected a later increase in the central key rate 
than at the start of the year. Market participants expected 
that the liquidity surplus on the money market would 
remain substantial, even after the first twelve-month 
operation matured at the beginning of July. They there-
fore expected the overnight rate to remain below the 
central key rate for a longer time.

On 30 June, it was announced that the covered bond pur-
chase programme would end – as planned – and that the 
target of € 60 billion had been achieved. The Governing 
Council also stated that the covered bonds which had 
been purchased would, in principle, be held to maturity.

During the summer, the financial market tensions 
remained palpable, even though there were some vis-
ible signs of improvement on the money markets. At the 
beginning of July, the liquidity surplus had in fact con-
tracted sharply, following the arrival at maturity on 1 July 

Chart 24 interest rate expeCtations in the euro area

(quarterly data, interest rate expectations prior to meetings of the Governing Council at the beginning of January, June and December)
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of the first twelve-month refinancing operation – which 
had led to the allotment of € 442 billion. The Eurosystem 
had nonetheless given the banks the opportunity to cope 
more easily with the effects of that due date by arranging 
an additional fine-tuning operation maturing on 7 July, 
the settlement date for liquidity provided by the follow-
ing weekly main refinancing operation. However, the 
counterparties of the Eurosystem renewed only part of 
the finance which they had obtained from it, indicating 
that they wished to be less dependent on the Eurosystem 
for managing their liquidity. Consequently, the liquidity 
surplus on the money market dropped to an average 
of € 113 billion in July, against an average of € 297 bil-
lion in June. In August, the average surplus fell below 
100 billion.

In a still uncertain climate, the Governing Council 
announced at its 2 September meeting that the tender 
system of full allotment at a fixed rate would be extended 
at least until 18 January 2011 for all the refinancing oper-
ations ; in the case of the three-month operations, that 
fixed rate corresponded to the average of the central key 
rate over the life of the operation. Since certain vulner-
abilities were still apparent, it was considered appropriate 
to continue to ensure easy access to liquidity in the fourth 
quarter. Moreover, during that quarter the last twelve-
month refinancing operation and the six-month operation 
conducted on 12 May were both reaching maturity. There 
was a need for particular caution therefore, especially as 
the end of the year usually brings increased nervousness 
on the money market. As had been the case in June and 
September when the first two twelve-month refinancing 
operations matured, a special fine-tuning operation to 
provide liquidity was arranged at each significant due date 
in the fourth quarter, to encourage a smooth transition 
until the next weekly main refinancing operation. In the 
case of the twelve-month refinancing operation maturing 
on 23 December, the period of the special operation was 
actually set at thirteen days so as not to aggravate the 
year-end tensions.

At the end of September, on the maturing of the three 
longer-term operations – for periods of three, six and 
twelve months respectively – credit institutions renewed 
only part of their earlier demand for liquidity. As a result, 
the average liquidity surplus declined to € 36 billion 
in October. In parallel with the reduction in the liquid-
ity surplus during the period from July to October, the 
Eonia followed an upward trend, averaging 0.70 % in 
October compared to 0.35 % between 1 January and 
30 June. It also exhibited greater volatility during that 
period. The financial markets then gained the impression 
that the overnight interest rate would remain closer to 
the central key rate. From October, longer-term secured 

money market rates therefore also increased steadily, 
and the three-month Euribor again exceeded 1 % from 
mid- October, despite a fall in the risk premiums which it 
includes.

Towards the end of October, however, the financial market 
situation deteriorated again, particularly on account of 
the uncertainty surrounding the costs of rescuing the 
Irish banking system. There was a resurgence of fears 
about the public finances of several euro area countries, 
and new tensions emerged on the interbank market. This 
was confirmed by the results of the Eurosystem’s bank 
lending survey for the fourth quarter, which revealed 
that it had become more difficult for credit institutions to 
gain access to market financing. Demand for refinancing 
from the Eurosystem and the resulting liquidity surplus 
on the money market again became more volatile and 
expanded steadily in November, and more particularly in 
December. That exerted downward pressure on secured 
money market interest rates. In those circumstances, 
the Governing Council considered that it was desirable 
to continue offering the banks very flexible refinanc-
ing facilities. At its 2 December meeting, it therefore 
announced that it would extend the existing exceptional 
measures, while drawing attention to their temporary 
nature. In particular, it decided to maintain the current 
arrangements for providing liquidity, at least until 12 April 
2011. In order to preserve the efficient transmission of 
monetary policy, the Governing Council also confirmed 
that it would maintain its Securities Markets Programme, 
while asserting that it would continue to sterilise the 
purchases so as not to influence liquidity conditions on 
the money market.

The developments on the money market in the second 
half of the year under review clearly showed that the 
liquidity surplus obeys a market mechanism. When ten-
sions are rising, institutions in surplus are more reluctant 
to lend on the interbank market. They prefer to place their 
surplus liquidity with the Eurosystem and are prepared to 
pay the price – in the form of meagre remuneration at the 
deposit facility rate. It therefore becomes harder for banks 
in deficit to raise finance on the market, and many of 
them are forced to turn to the Eurosystem to obtain refi-
nancing. That situation leads to an increase in the liquidity 
surplus and a decline in the overnight rate on the money 
market. When the climate improves, on the other hand, 
institutions in surplus are more inclined to lend directly 
to other banks. In that case, the liquidity surplus on the 
money market shrinks and the overnight interest rate 
tends to rise. If these movements in the overnight inter-
est rate are viewed as persistent, they affect the move-
ment in longer-term secured money market rates. That in 
turn tends to compensate for the fluctuations in the risk 
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premiums contained in the unsecured interbank market 
interest rates, and the fluctuations in the overnight rate 
therefore act as an automatic stabiliser for interest rates 
on that market. That explains why the three-month 
Euribor remained close to 1 % throughout the second half 
of the year under review, despite sometimes significant 
changes in the money market situation.

The enhanced credit support which the Eurosystem 
introduced in October 2008 helped to avert a more seri-
ous financial crisis and hence a deeper recession which 
would have threatened price stability. Although the com-
fort thus offered to the banks was intended to enable 
them to effect the gradual consolidation of their balance 
sheets, it was also necessary to give them sufficient 
incentive actually to embark on that process. For that 
reason, the Governing Council systematically underlined 
the exceptional and temporary nature of the enhanced 
credit support, and highlighted the dangers of excessive 
recourse to the Eurosystem by certain counterparties. 

Recourse to the Eurosystem is not problematic in itself. 
On the contrary, it is to some extent inevitable, given 
the existence of a structural liquidity deficit on the 
money market. However, in the case of certain credit 
institutions, that recourse has become systematic and 
disproportionate, e.g. in view of the size of their balance 
sheet. Such behaviour is symptomatic of serious financ-
ing problems facing certain banks. Those problems must 
be resolved at source, possibly with the intervention of 
the prudential authorities and governments, and not 
by perpetuating recourse to the Eurosystem. Moreover, 
having certain counterparties so dependent on the 
Eurosystem may, in the future, complicate the return 
to variable rate tenders. It also increases the risk that 
the Eurosystem faces in its monetary policy operations 
by increasing the concentration of its assets. For these 
reasons, the Governing Council became increasingly 
concerned during the year under review about the heavy 
and persistent dependence of certain counterparties on 
the Eurosystem.
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2.1 Activity and employment

2.1.1 Summary

After a relatively small contraction at the height of the 
global recession in late 2008 and early 2009, activity in 
Belgium subsequently took full advantage of the improve-
ment in the economic environment. In all, following a 
2.7 % decline in 2009, GDP grew by an average of 2 % 
in real terms over 2010 as a whole. Those are better than 
the figures for the euro area, where GDP contracted by 
an average of 4.1 % in 2009 and the recovery in 2010 
amounted to only 1.7 %.

The revival in activity in Belgium was based on the strong 
upturn in foreign demand – due in particular to the end 
of the widespread reduction in inventories –, the easing 
of the financial tensions and, more generally, the restora-
tion of business and household confidence. These were 
precisely the determinants that had deteriorated in 2008, 
reinforcing one another in a recessive spiral. Growth 
therefore became more broadly based in 2010. While only 
final public expenditure – on consumption and invest-
ment – had made a positive contribution in 2009, both 
net exports and domestic demand excluding the change 
in inventories supported GDP growth to varying degrees 
in 2010.

In parallel with the consolidation of the revival in activ-
ity, the negative effects which the crisis had exerted on 
corporate profitability were largely reabsorbed in 2010. 
That improvement was due first to the growing volume of 
sales and the more favourable trend in prices for produc-
ers, two effects directly connected with the strengthening 
of demand. In addition, the gradually increasing use of 
production capacity tended to moderate costs. In particu-
lar, after being driven down by the decline in the level 
of activity in 2009, productivity per hour worked began 
rising again during the year under review, thus curbing 
the increase in unit labour costs. Following a decline 

in 2009, the gross operating surplus in the broad sense 
– including the gross mixed income of self-employed 
 persons – recovered as a percentage of value added in 
2010, whereas the percentage represented by compensa-
tion of employees broadly reverted to its 2008 level.

The relatively favourable pattern of activity in Belgium 
compared to the euro area, both in the recession phase 
and during the recovery, was accompanied and supported 
by the exceptional resilience of domestic employment, 
which has in fact already expanded, whereas there is nor-
mally a longer delay after a revival in activity. That expan-
sion totalled 0.6 %, following a contraction of just 0.4 % 
in 2009. It was all the more remarkable in that the scale 
of the 2008-2009 recession had been unprecedented in 
all the business cycles of the past six decades. Compared 
to those other episodes, the greater labour retention is 
probably due in part to the temporary measures taken 
at the time of the crisis in order to augment recourse to 
temporary lay-offs and facilitate the reduction in working 
time, but another significant factor is that firms are facing 
structural shortages of skilled labour and were in a sound 
financial position when the crisis erupted. In comparison 
with other euro area countries, the labour market was 
also more resistant because Belgium did not have to con-
tend with a property crisis.

Generally speaking, the Belgian economy weathered the 
recent severe turbulence without the handicap of major 
structural imbalances, unlike some of the euro area coun-
tries. Thus, the balance of transactions with the rest of the 
world remained slightly positive, and the indebtedness of 
both households and non-financial enterprises remained 
sustainable. In particular, the property market in Belgium 
did not undergo any severe adjustment, unlike in Spain 
and Ireland, in particular, or, beyond the euro area, the 
United States. In fact, viewed over fifteen years, house 
prices have generally followed a pattern comparable 
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Chart 25 eConomiC reCovery in belgium
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Chart 26 gdp and business survey indiCator

(data adjusted for seasonal and calendar effects, unless 
otherwise stated)
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to that seen in most other European countries, but the 
increase has been steady, with no exaggerated boom and 
no abrupt correction. Even at the height of the financial 
crisis, the fall in house prices was modest and short-lived. 
Prices began rising again in 2010.

2.1.2  Trends in activity and 
employment

As in the euro area, the economic recovery which had 
begun in Belgium in mid-2009 continued and gained 
strength during 2010. Following a year-on-year decline 
of 4.1 % in the second quarter of 2009, GDP picked up 
by the first quarter of the year under review. GDP growth 
peaked at 2.7 % in the second quarter. Subsequently, as 
in other euro area countries, the initial rebound in activity 
lost some of its momentum, and the growth rate stabi-
lised at around 1.9 % in the third and fourth quarters. 
While it contrasts with the previous year’s contraction, 
the GDP growth was therefore nonetheless relatively 
moderate in 2010. Moreover, the quarter-on-quarter GDP 
growth bears witness to an uneven recovery, due partly to 
severe weather conditions which hampered activity in the 
construction industry in the first quarter.

The improvement in the economic situation was also 
apparent in the overall synthetic business survey indicator 
which the Bank produces on the basis of the replies to its 
monthly survey of business leaders. Thus, after a steep 
fall when the economy contracted, the synthetic indicator 
recovered steadily from the spring of 2009, driven by a 
revival in all the branches covered by the survey, regard-
ing both the assessment of the current business situation 
and the outlook. That trend continued at the beginning 
of 2010, thanks to better prospects for demand and more 
favourable expectations regarding employment, taking 
the overall indicator to a level comparable to the aver-
age calculated since 1980. Following a temporary dip in 
business confidence during the second quarter of 2010, 
against the backdrop of increased uncertainty about for-
eign orders, the synthetic indicator resumed its recovery 
during the second part of the year. That recovery was 
supported in particular by a more marked improvement 
for service businesses, construction and trade, in parallel 
with the gradual strengthening of domestic demand. It 
gained momentum at the end of the year, following a 
strong improvement in the outlook for employment and 
demand for manufacturing industry.

At the end of 2010 – seven quarters after the low point 
reached at the beginning of 2009 – and despite the 
rapid revival in economic activity, GDP in Belgium was 
still 0.9 % below the peak level reached just before the 

great recession. From that point of view, the negative 
effect of the shock which hit the economy in 2009 was 
therefore significantly longer lasting than at the end of 
the three preceding recession phases since, on average, 
it had then taken only five quarters after the trough for 
economic activity to regain the level prevailing before the 
contraction. That difference is due mainly to the scale of 
the recession, which – it should be remembered – was the 
most severe for sixty years. The pace of the recovery was 
similar, on average, to that in previous episodes.

Conversely, employment has performed surprising well 
over the past two years. Overall, domestic employment 
proved remarkably resilient during the recession, declining 
by only 0.4 % in 2009 and picking up relatively quickly 
after the crisis, since it has already expanded by 0.6 % in 
2010. Thus, at the end of the year under review, there 
were around 16,000 extra jobs, compared to the peak in 
the fourth quarter of 2008. That limited adjustment of 
employment was due largely to the change in the aver-
age number of hours worked per person and in hourly 
productivity. Faced with the weakening of activity, firms 
had in fact shown a widespread preference for forms of 
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Chart 27 gdp, employment, produCtivity and 
temporary lay-oFFs

(data adjusted for seasonal and calendar effects, 
indices 2nd quarter of 2008 = 100)
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Chart 28 impediments to aCtivity owing to a 
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internal flexibility, such as cutting overtime and making 
greater use of temporary lay-offs and time credit.

The volume of labour was therefore adjusted mainly by a 
reduction in the average hours worked per person. Thus, 

in 2009, while there was only a marginal reduction in the 
number of persons in work in the economy as a whole, 
the volume of labour fell by 1.8 %, reflecting a reduction 
of around 1.5 % in the average working time per person. 
In 2010, contrary to expectations, the average working 
time remained relatively low, increasing by only 0.2 %. 
Recourse to temporary lay-offs and other systems of cut-
ting working time in fact only declined very gradually, so 
that the individual working time still remained well below 
its pre-recession level. Overall, the volume of labour grew 
by 0.8 % in 2010, while activity expanded by 2 %.

Among the options available for avoiding job losses, firms 
also allowed the hourly productivity of their workers to 
fall. In view of the sudden slump in activity, that effect 
had been particularly marked at the start of the recession, 
as labour hoarding led to a decline in hourly productiv-
ity, amounting to 0.6 % in 2008, and 0.8 % in 2009. 
From the fourth quarter of 2009, apparent productivity 
per hour worked gradually recovered year-on-year, but 
increased on average by only 1.2 % in 2010.

Initially, external flexibility, via the non-renewal of tempo-
rary contracts and the dismissal of workers on permanent 
contracts, mainly took the form of a reduction in the 
use of agency workers. The volume of agency work had 
constantly declined up to the second quarter of 2009, 
but began to pick up thereafter. That increase was based 
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manufacturing industry and services. This indicator, which 
illustrates the structural mismatches which have long 
affected the labour market in Belgium, explains the scale 
of the labour hoarding practised by firms through the 
cycle. Its profile in 2010 is due partly to the fact that work-
ers temporarily laid off are not available on the labour 
market to meet the labour needs of firms whose activity 
has already picked up, since they are still under contract 
to their employer. Continued use of this device beyond a 
certain period of time may therefore act as a brake in an 
economic recovery phase.

Box 4 – Management of the workforce during the crisis

When activity declines, a firm has several options for adapting the volume of labour, and hence labour costs. 
Initially, owing to the uncertainty surrounding the scale and duration of the cyclical downturn, firms in a financial 
position to do so limit recourse to redundancies, in particular, by cutting the individual working time of their staff. 
Firms practise labour hoarding because they do not want to compromise their production potential. Redundancies 
entail not only financial costs but also a loss of human capital, plus the expense and difficulty of recruiting skilled 
staff once activity picks up.

The developments seen in the latest cyclical episode illustrate the point. In the second half of 2008, the rise in the 
total number of hours worked by employees in the private sector had weakened as a result of the slowdown in 
activity, while the number of persons in work continued to grow. That means that, at the same time, the average 
working time per employee was falling. It was not until the following half year that employment had begun to 
decline, and then only very slightly compared to the reduction in individual working time. In the second half of 
2009, the adjustment in terms of employment had finally exceeded that in terms of hours worked per employee. 
Altogether, the contraction in the volume of labour recorded had not led to a proportionate adjustment in the 
number of workers. Then, in the first half of 2010, the volume of labour employed in the private sector stabilised, 
reflecting the fact that average working time remained steady while employment ceased to decline. Owing to the 
revival in activity, the number of employees increased sharply in the second half year, whereas the rise in individual 
working time lagged behind.

4

mainly on the revival in the employment of blue-collar 
agency workers, although white-collar workers also made 
a contribution from the second quarter. Nonetheless, the 
share of agency work in total employment still remained 
lower than before the recession.

The Bank’s business surveys also reveal that the propor-
tion of firms whose activity is hampered by a shortage of 
skilled labour, a percentage which had declined steeply 
from the start of the crisis though without disappearing, 
began to rise again in the year under review, especially in 

EmploymEnt and volumE of labour by EmployEEs in thE privatE sEctor

(percentage changes compared to the corresponding half of the previous year)

 

2008
 

2009
 

2010
 

1st half year
 

2nd half year
 

1st half year
 

2nd half year
 

1st half year
 

2nd half year e
 

Volume of labour by employees  . . . . . . . . . . . . . . 2.4 0.6 –2.9 –3.2 0.1 2.0

Number of employees  . . . . . . . . . . . . . . . . . . . . . . . 2.3 1.8 –0.4 –1.7 0.0 1.5

Number of hours worked per employee  . . . . . . . 0.2 –1.1 –2.5 –1.5 0.1 0.5

Sources : NAI, NBB.
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In the first instance, firms can cut the total volume of labour by reducing regular overtime work, getting staff to 
take leave days previously saved up, etc. If that is not sufficient, the ordinary systems for reducing working time can 
be used, and part-time work or time credit may be encouraged. Non-renewal of temporary employment contracts, 
including agency contracts, is another option which enables firms to retain staff on permanent contracts. For 
the latter, the labour laws offer the option of temporary lay-offs. These may be due to various reasons, for 
which different schemes apply. The commonest are temporary lay-offs for economic reasons : if it is temporarily 
impossible to maintain the rate of work, e.g. because of a decline in orders, the employment contract may be 
partially or totally suspended for a certain period. This scheme only applies to blue-collar workers with a permanent 
employment contract, but under the recovery plan it was extended to include temporary workers, including agency 
workers, from 1 January 2009.

In the spring of 2009, a comparable system, the “temporary collective scheme for total or partial suspension of 
employment contracts”, was set up for white-collar workers. At the same time, two other schemes were launched 
to permit individual or collective reductions in working time. The “crisis time credit” was aimed at a temporary, 
individual reduction in the work done. The “temporary adjustment to working time in a crisis” consisted of a 
reduction in working time applicable to all workers in a firm, or to a specific category of workers. These measures, 
described in detail in the Bank’s 2009 Report, are temporary by nature. At the request of the social partners, they 
were extended until 31 March 2011. For the future, the draft central agreement for 2011-2012 concluded on 
18 January 2011 provides for gradual alignment of the rules on blue-collar and white-collar workers. In 2016, a 
single system of temporary lay-offs should apply, based on the system currently applicable to blue-collar workers. 
Harmonisation of the rules also concerns redundancy procedures.

In the last resort, if the firm is forced to cut its permanent staff, it may make its workers redundant, individually 
or collectively. In that case, under certain conditions, it is possible to resort to pre-pensions for older workers. The 
relevant regulations were tightened up following the conclusion of the Generation Pact in December 2005. At 
present, when a firm restructures, it has to create an employment unit or collaborate with such a unit as soon as 
it announces collective redundancies. All the workers made redundant on that occasion, except for those aged 
58 years or more, or those with an employment record of at least 38 years, must be registered with an employment 
unit for the purpose of outplacement. In addition, all workers who, as a result of collective redundancy after 
30 March 2006, receive a full-time pre-pension must remain available to the labour market up to the age of 
58 years or for one year if they have an employment record of at least 38 years.

The available statistics for the measures to reduce working time illustrate the scale of recourse to these schemes 
before, during and after the crisis.

The number of persons covered by temporary lay-offs for economic reasons has increased since the end of 2008, 
reaching a peak in the first half of 2009. At that time, it concerned around 200,000 blue-collar workers, or more 
than double the pre-crisis figure. Their number subsequently declined as activity picked up. In the second quarter 
of 2010, around 130,000 workers were recorded as temporarily laid off. The total numbers drawing temporary 
unemployment benefits (taking all schemes together), for whom more recent statistics are available, have declined, 
suggesting that temporary lay-offs on economic grounds – by far the principal reason – have continued to fall, to 
close to the pre-recession level. The increase seen at the end of the year reflects the impact of the bad weather.

The success of a similar scheme applicable to white-collar workers, launched in mid-2009, has been very moderate. 
At its maximum level, in early 2010, it concerned around 8,000 people. Since then, their number has declined 
steadily, to no more than 1,000 in the fourth quarter.

Even less use was made of crisis time credit, with a maximum of 2,500 beneficiaries in the fourth quarter of 2009. 
By the fourth quarter of 2010, that had already fallen to around 1,000 workers. However, it should be noted that 
recourse to the ordinary time credit scheme had risen sharply from the start of the crisis onwards. The number 

4
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of employees opting for that scheme in order to reduce their volume of work, increased from 106,000 at the 
beginning of 2008 to 119,000 at the end of 2009 and 124,000 at the end of 2010.

At its peak, i.e. in the final quarter of 2009, temporary adjustment to working time in a crisis led to a collective 
reduction in working time for almost 2,000 people. As in the case of the other temporary crisis measures, the 
numbers concerned fell significantly during 2010, to just 300 in the third quarter.

Finally, the numbers drawing full-time pre-pensions have risen only slightly since the start of the recession, up from 
115,000 at the beginning of 2008 to 120,000 in the fourth quarter of 2010. Of these persons, around 3,000 were 
not exempt from registering as job seekers ; at the beginning of 2008, that figure was only 900 workers.

reCourse to working time reduCtion measures
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After suffering the effects of the recession in the previ-
ous year, the main market sector branches all recorded 
an improvement in their activity during 2010. However, 
depending on the case, that improvement was variable in 
scale, and in particular, the response in terms of employ-
ment was specific to each branch.

As usually happens when cyclical developments are deter-
mined mainly by foreign demand, the movements in activ-
ity were most pronounced in industry, a branch which left 
its mark on the profile of the economy as a whole. After 

a cumulative decline in volume of almost 10 % during 
the recession phase, value added in industry picked up 
from the third quarter of 2009 and maintained a rela-
tively sustained growth rate of around 1.2 % per quarter 
during the first three quarters of 2010. In particular, the 
chemicals, metallurgy and transport equipment branches, 
which have a relatively high degree of international open-
ness, benefited directly from the recovery of world trade, 
and recorded better growth rates than the branches more 
dependent on domestic demand. Nonetheless, this con-
solidation of industrial activity was not enough to restore 
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a level of activity comparable to that before the recession. 
In the third quarter of 2010, the volume of value added in 
industry was still 5 % below its previous peak.

Against the backdrop of a sharp fall in output in 2009, the 
adjustment of paid employment in industry initially took 
the form of a reduction in the average hours worked per 
person, and – after a lag of two quarters – a decline in the 

number of persons employed. The cuts in the workforce 
continued during the first three quarters of the year under 
review, albeit more slowly than in the previous year. As 
activity picked up, industrial firms quickly restored and 
improved their productivity and reduced their recourse 
to temporary lay-offs. Therefore, in the third quarter of 
2010, the level of apparent productivity per hour worked 
was almost 7 % higher than in the second quarter of 

Chart 29 value added, paid employment, hourly produCtivity and hours worked per employee in the main 
branChes oF aCtivity

(data adjusted for seasonal and calendar effects, indices 2nd quarter of 2008 = 100)
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2008, while the average number of hours worked per 
person began to pick up from the first quarter of 2010, 
though without yet regaining its pre-recession level.

In market services, which cover trade, hotels and res-
taurants, transport and communications and financial 
services, real estate activities and business-related services, 
activity picked up slightly faster than in industry, since a 
small revival became apparent by the second quarter of 
2009. It continued in 2010 at an average rate of 0.3 % 
quarter-on-quarter. Overall, however, the revival in activ-
ity in this branch was noticeably weaker than in industry, 
even though – taking account of its weight in the econ-
omy – it made the biggest contribution to GDP growth. 
This lesser dynamism is probably due partly to two factors, 
one being that, initially, it was mainly foreign demand 
that led the way out of the crisis, and the other being 
that this branch had been less seriously affected by the 
economic crisis than industry. Mirroring the scale of the 
movements in value added, the changes in paid employ-
ment in market services were much more moderate than 
in manufacturing industry. Indeed, employment was up by 
0.1 % on a quarterly basis by the end of 2009, then grew 
at a more sustained pace of around 0.6 % during the first 
three quarters of the year under review. In contrast, the 
hours worked per person, which had recorded a smaller 
decline at the start of the recession, displayed very weak 
growth from the beginning of 2010, while productivity 
fluctuated little.

In construction, the recovery was far more volatile and 
set in later. After a short-lived rebound of 0.7 % between 
the first and second quarters of 2009, the volume of 
activity contracted constantly thereafter until the start 
of the year under review, as the economic and financial 
crisis depressed the property investments of firms and 
households. Moreover, the harsh winter hampered activity 
during the first quarter of the year under review, so that 
value added in construction declined temporarily by 3.5 % 
at that time. More fundamentally, the downward trend 
seen since early 2009 in the level of applications for build-
ing permits was reversed from the first quarter of 2010. 
That turnaround was due largely to the surge in applica-
tions at the beginning of the year because when the tax 
relief measure which had originally been introduced under 
the recovery plan was extended, it was stipulated that 
building permit applications had to be submitted before 
1 April 2010 in order to qualify for the reduced VAT rate 
of 6 % on a maximum tranche of € 50,000 excluding VAT 
spent on the construction or completion of new housing. 
The fluctuations in activity in this branch were almost 
entirely absorbed by changes in the average hours worked 
per person, as recourse to temporary lay-offs is wide-
spread here, including in the event of adverse weather 

conditions. According to the temporary lay-off figures 
broken down by branch, 27 % of the persons temporarily 
laid off in 2009 were construction workers, representing 
almost 8 % of the number of employees in that sector. 
Employment in construction, which had hardly declined 
throughout 2009, began edging upwards again during 
the first three quarters of 2010. Overall, hourly productiv-
ity remained steady throughout the period of the cycle.

Finally, the recession had no adverse impact on the 
dynamism of non-market services. On the contrary, 
this branch, which represents almost 25 % of the value 
added of the total economy, maintained a positive quar-
terly growth rate throughout the slowdown phase. This 
uncoupling from the economic cycle was also evident in 
the current recovery phase. After the Belgian economy 
bottomed out, the growth rate of activity in non-market 
services remained constant, at 0.4 % quarter-on-quarter. 
These developments were not accompanied by any sig-
nificant changes in productivity or individual working 
time, so that they were largely reflected in employment. 
The increase in the number of persons employed in the 
“other non-market services” branch, essentially in “health 
and social work”, largely subsidised directly or indirectly 
by the government, thus continued steadily at a quarterly 
rate of around 1 % over the first three quarters of 2010. 
Employment in the “general government and education” 
branch was more or less stable during this period, after 
expanding slightly in the preceding years.

Thus, the expansion in paid employment recorded in 
2010 for the economy as a whole was largely sup-
ported by services. Between the last quarter of 2009 
and the third quarter of 2010, the workforce increased 
by 26,000 units in market services and 18,000 units in 
non-market services. It remained virtually unchanged 
in construction. In contrast, industry recorded a further 
9,000 job losses.

2.1.3 Labour supply and demand

Overall, net job creations in 2010 as a whole came 
to 28,000 units. Following a net fall of 21,000 per-
sons recorded in 2009, paid employment expanded 
by 24,000 persons. The growth in the number of self-
employed persons which, despite the rise in the number 
of bankruptcies, was still maintained during the crisis, 
slowed down again in 2010. All in all, the harmonised 
employment rate increased slightly in 2010, though it 
remained below the level seen before the recession : on 
average, 61.9 % of the population of working age was 
in work, compared to 61.6 % in 2009 and 62.4 % in 
2008.
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During the year under review, the labour force – which 
comprises workers and job seekers combined – increased 
by 42,000 units, rising to 5,109,000 persons. It thus grew 
faster than in 2009, despite the further deceleration in 
the growth of the population of working age. The activ-
ity rate therefore increased, following a slight fall in the 
previous year.

The activity rate corresponds to the sum of the employ-
ment and unemployment rates expressed as a percentage 
of the population of working age. On the basis of the 
data from the labour force survey, it is possible to analyse 
the variations per population group during and after the 
crisis by looking at the year-on-year changes in the first 
half of 2009 and 2010.

For persons not in work, the decision on whether or not 
to be active on the labour market depends, for instance, 
on the prospects of finding a job which meets their expec-
tations in terms of pay, working conditions, commuter 
journey, etc. During a recession, there is less chance of 
finding suitable work, and that may discourage some 
potential labour market participants. In 2009, the upward 
trend in the activity rate thus came to a halt. The fall in 
employment following the crisis was then almost entirely 
reflected in a rise in unemployment. When employment, 
and hence the prospects of finding work, picked up, the 
activity rate began rising again. However, net job crea-
tions were not enough to absorb the additional supply of 
labour, so that unemployment recorded a further marked 
rise during the year under review.

Table 6 Labour suppLy and demand

(annual averages ; changes in thousands of persons compared to the previous year, unless otherwise stated)

 

2006

 

2007

 

2008

 

2009

 

2010 e

 

 p.m.  
2010 e,  
level (1)

 

Population of working age (2)  . . . . . . . . . . . . . . . . . 63 70 59 44 40 7.154

Labour force  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47 18 51 36 42 5.109

p.m. Harmonised activity rate (3)  . . . . . . . . . . . . . . .  66.5  67.1  67.1  66.9  67.6

National employment  . . . . . . . . . . . . . . . . . . . . . . . 53 71 76 –15 28 4.545

p.m. Harmonised employment rate . . . . . . . . . . . .

15 to 64 years (3)  . . . . . . . . . . . . . . . . . . . . .  61.0  62.0  62.4  61.6  61.9

20 to 64 years (4)  . . . . . . . . . . . . . . . . . . . . .  66.5  67.7  68.0  67.1  67.4

Brussels . . . . . . . . . . . . . . . . . . . . . . . . . . .  57.9  59.4  60.2  59.5  58.8

Flanders  . . . . . . . . . . . . . . . . . . . . . . . . . .  70.6  71.9  72.3  71.5  71.9

Wallonia  . . . . . . . . . . . . . . . . . . . . . . . . . .  61.6  62.6  62.8  61.7  61.9

Frontier workers  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 2 1 1 0 79

Domestic employment  . . . . . . . . . . . . . . . . . . . . . . . 50 70 76 –16 28 4.466

Self-employed  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 7 10 6 4 725

Employees  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46 63 66 –21 24 3.741

Unemployment (5)  . . . . . . . . . . . . . . . . . . . . . . . . . . . –5 –53 –26 50 14 565

p.m. Harmonised unemployment rate (6)  . . . . . . . .  8.3  7.5  7.0  8.0  8.4

Brussels . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17.7  17.2  16.0  15.9  17.4

Flanders  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.0  4.4  3.9  5.0  5.5

Wallonia  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11.8  10.5  10.1  11.2  11.4

Sources : FPB, DGSEI, NAI, NEO, NBB.
(1) Thousands of persons.
(2) Population aged from 15 to 64 years.
(3) According to the labour force survey, in % of the population aged from 15 to 64 years.
(4) According to the labour force survey, in % of the population aged from 20 to 64 years. The 2010 figures for the Regions concern the average of the first three quarters.
(5) Unemployed job seekers, comprising totally unemployed persons claiming benefits (except older unemployed persons not seeking work), and other job seekers registered  

on a compulsory or voluntary basis. Employees of the local employment agencies who are already included in employment are excluded from this total.
(6) According to the labour force survey, in % of the labour force aged from 15 to 64 years. The 2010 figures for the Regions concern the average of the first three quarters.
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The decline in employment caused by the recession 
affected almost all population groups, but some more 
than others. The movement in the activity rate generally 
reflected this diversity, so that the rise in unemployment 
was more comparable.

The crisis had a greater impact on the employment and 
unemployment of men than of women, because men 
are more strongly represented in the branches of activity 
which are most sensitive to the business cycle, such as 
manufacturing industry. The female employment rate only 
declined slightly during this period, notably as a result of 
the continuing employment growth in the non-market 
sectors. The upward trend in the activity rate of women 
was maintained because of the structural increase in the 
participation of women aged from 55 to 64 years in the 
labour market. This fundamental trend is attributable not 
only to the gradual increase in the statutory retirement 
age for women since 1997 – raised from 64 to 65 years 
on 1 January 2009 – but also to a cohort effect, since 
women with higher skills remain active on the labour 

market until a more advanced age. As the crisis ended, the 
male activity rate picked up, regaining the level recorded 
in the first half of 2008. While the difference between the 
genders has declined in recent years, the male activity rate 
is still significantly higher than the female rate, at 73.2 as 
opposed to 61.4 % of the corresponding population of 
working age in the first half of 2010.

The employment of low-skilled persons, i.e. those with 
no more than a certificate of lower secondary education, 
had already felt the effects of the cyclical downturn at the 
beginning of 2008, so that the decline recorded between 
the first half of 2008 and the first half of 2009 was limited 
overall. Their activity rate had then even increased slightly. 
At the point when the crisis reached its peak, it was per-
sons with medium skills who recorded the steepest fall. 
The number of highly-skilled persons in work increased 
constantly during the period under review, in the context 
of the steady rise in the average educational level of the 
population and of persons in work. However, the employ-
ment rate of highly-skilled persons did decline, as did the 

Chart 30 aCtivity rate : Contributions oF employment and unemployment per population group

(population of working age, percentage point change compared to the corresponding half of the previous year)
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rate for other skill levels, but that was because the growth 
in the percentage of the population with higher education 
qualifications outstripped the expansion of employment 
within this group during and just after the recession.

This demonstrates once again that the sensitivity of 
employment to the business cycle varies according to 
the level of education. Lower-skilled workers are not only 
the first to feel the impact of fluctuations in activity, they 
are also more severely affected. Highly-skilled person-
nel are retained to a greater extent because, since they 
have specific knowledge and skills, they are less easily 
replaced, so that they will only be made redundant in the 
last resort, if the decline in activity is protracted and there 
is no immediate prospect of a recovery. Moreover, it is 
highly-skilled persons who recorded the smallest increase 
in unemployment.

The breakdown by age shows that the situation of young 
people on the labour market is relatively more sensitive 
to the economic cycle, as they often do not yet have a 
permanent job or can only claim little professional experi-
ence compared to other age groups. As in the case of 
persons aged from 25 to 54 years, there was a decline 
in the employment rate of young people aged from 
15 to 24 years both in 2009 and in 2010, but for young 
people, the decline was almost three times as great. This 
is also the population group which saw the biggest rise 
in unemployment during those two periods ; in 2009 this 
also applied for highly-skilled young persons.

The group of persons aged from 55 to 64 years is the 
only one where the employment rate increased during 
the crisis. This upward trend remained strong thereafter, 
once the worst of the crisis was over. Their unemploy-
ment rate according to the ILO definition also declined in 
the first half of 2010. Overall, the activity rate of seniors 
rose significantly, from 35.1 % in the first half of 2008 
to 38.7 % in the first half of 2010. The economic crisis 
therefore did not halt the upward trend which has been 
apparent for several years, and which is due partly to the 
increased participation of women in the labour market, 
the measures taken under the Generation Pact, and the 
use of part-time work, e.g. on the basis of the time credit, 
in order to continue being active to a more advanced age. 
Nevertheless, fewer than four out of ten persons aged 
between 55 and 64 years are active in Belgium, whereas 
the average in Europe is one in two.

As already stated, although employment began expand-
ing again, unemployment continued to rise in 2010. 
According to the NEO’s administrative data, this con-
cerned an average of 565,000 persons nationwide. 
However, the increase amounting to 14,000 persons was 

less than a third of the figure for the previous year. The 
harmonised unemployment rate was up by 0.4 percent-
age point, at 8.4 % of the labour force.

The year-on-year rise in the number of unemployed job 
seekers flattened out from mid-2009, but it did not slow 
significantly until the beginning of 2010, and it was only 
from October 2010 that the number of unemployed 
dropped below the previous year’s figure. The fall mainly 
concerned men and young people under the age of 
25 years. At the end of 2010, the fall in unemployment 
was more pronounced in Flanders, but that was also the 
region where the number of unemployed job seekers had 
risen soonest and most strongly during the crisis, since 
the proportion of employment in the branches of activity 
sensitive to the business cycle is greater there than in the 
other two regions. In 2009, the number of unemployed 
persons there had been more than a fifth higher than in 
the previous year, whereas in Brussels and Wallonia the 
increase had been only 8 and 3.5 % respectively.

The crisis affected not only the number of unemployed 
persons but also the average unemployment duration, 
as is evident from the change in the breakdown of the 
number of job seekers according to this duration. An 
unemployment ratio is used here which links the number 
of job seekers to the total population of working age, 
and not to the labour force as is generally the case. 

Chart 31 unemployment in belgium and in the 
regions

(percentage changes in the number of unemployed job seekers 
compared to the corresponding month of the previous year)
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As illustrated above, the latter is itself influenced by the 
economic cycle, which may distort the conclusions. In 
the first half of 2008, before the crisis started to affect 
unemployment, job seekers represented 4.5 % of the 
population of working age in Belgium. A year later that 
had risen to 5.2 %, mainly because of the influx of new 
unemployed persons caused by the increase in redundan-
cies and non-renewal of temporary contracts, and by the 
arrival on the labour market of young people who had 
failed to find work on leaving education. In fact, the pro-
portion of the population of working age recording a brief 
period of unemployment (six months maximum) grew 
from 1.5 to 2.1 %, while the impact on the other groups 
broken down according to the duration of unemploy-
ment remained limited at first. The situation subsequently 
changed, as the chance of moving into employment 
diminished with the crisis, and job seekers recorded a 
steady increase in their periods of unemployment. This 
situation was reflected in expansion of all groups unem-
ployed for six months or longer. The lengthening of the 
average period of unemployment was therefore the main 
factor accounting for the subsequent rise in the overall 
unemployment ratio, which reached 5.7 % in the first 
half of 2010.

A broadly similar pattern was recorded, on average, for 
the EU but the unemployment ratio – already higher at 
the start – increased more strongly there. As in Belgium, 
short-term unemployment was the first to increase, fol-
lowed by longer-term unemployment. Nonetheless, it is 
noticeable that the percentage of very long-term unem-
ployment, lasting two years or more, which is an indica-
tion of structural unemployment, increased proportion-
ately less there, whereas it was already significantly lower 
than in Belgium. Even when the economy picks up, these 
long-term unemployed experience the greatest difficulty 
in getting back into the labour market, partly because – as 
time goes by – they may have lost certain skills and abili-
ties necessary to meet the labour demand requirements, 
and partly because some employers use long-term unem-
ployment as a de-selection criterion, therefore giving 
preference to other job seekers. That attitude may in itself 
discourage the long-term unemployed and lead them to 
make less effort to look for a job.

Chart 32 unemployment by duration in belgium and in the eu

(data relating to the 1st half of the years considered, in % of the population of working age)
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2.1.4 Demand and incomes

Main components of demand

The severe recession from which the Belgian economy 
has been gradually recovering since mid-2009 was due 
largely to the collapse of world trade and the simultane-
ous drastic reduction in inventories. It was the turnaround 
in the first of these factors that generated the recovery, 
while the effect of the inventory reduction was halved. 
These developments were accompanied by the recovery 
of private consumption in 2010, in parallel with the 
improvement in the general economic situation, while 
investments continued to be scaled down, though at a 
more modest rate than in 2009. In all, the recovery exhib-
ited a relatively classic pattern, except that the scale of the 
movements was exceptional during this economic cycle.

Belgian exporters took full advantage of the recovery in 
world trade which began in mid-2009. Aided somewhat 
by the euro’s depreciation during the first half of 2010, 
exports staged a particularly strong recovery up to the 
middle of the year. The revival was supported mainly by 
the dynamism of demand from the emerging economies, 
particularly those in Asia. Belgian firms capitalised on the 
vigour of those markets either directly, by exporting their 
products there, or indirectly, by supplying partners in other 
countries – particularly Germany – who themselves have 
trade links with Asian customers. The export recovery was 

particularly marked in the case of intermediate products, 
such as those of the chemical and iron and steel industries.

As the effect of the support measures which had been 
set up in many countries to stem the crisis ebbed away, 
foreign demand slowed down during the second part of 
the year. That deceleration, which was soon reflected in 
business leaders’ assessment of their order books, except 
in December, also led to a weakening of the growth rate 
of Belgium’s exports. As an annual average, following 
an 11.4 % slump in volume in 2009, exports recovered 
by 10 % in 2010. These results are largely in line with 
the pattern of foreign demand. According to estimates, 
Belgium’s share of the export market declined by 0.3 %, a 
performance comparable to that of the previous year and 
better than during the period 1995-2008, when the loss 
of market share averaged 1.6 % per annum.

The pattern of imports was fairly similar to that of exports, 
largely reflecting the fact that production processes 
increasingly involve entities located in different countries, 
e.g. via subcontracting. In 2010, however, their annual 
growth rate, at 7.7 %, was significantly below that of 
exports, owing to the less dynamic domestic demand, and 
particularly the further contraction in inventories. In all, 
over the year as a whole, net exports of goods and ser-
vices made a very large contribution to the volume growth 
of GDP, at 1.9 percentage points. That positive contribu-
tion followed a negative result in the two previous years, 
of –1 and –0.5 percentage point respectively.

Table 7 GDP anD main exPenDiture cateGories

(calendar adjusted volume data ; percentage changes compared to the previous year, unless otherwise stated)

 

2006
 

2007
 

2008
 

2009
 

2010 e
 

Final consumption expenditure of individuals  . . . . . . . . . . . . . . . . 1.8 1.7 1.4 –0.2 1.4

Final consumption expenditure of general government  . . . . . . . . 0.6 2.1 2.5 0.4 1.1

Gross fixed capital formation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 6.3 2.4 –4.9 –1.8

Housing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.4 3.4 –0.6 –3.0 –3.5

Enterprises  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 7.9 3.4 –7.5 –1.2

General government  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –11.8 4.2 5.5 10.3 –0.9

p.m. Final domestic expenditure (1) . . . . . . . . . . . . . . . . . . . . . . . . . .  1.5  2.7  1.8  –1.1  0.6

Change in inventories (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.1 0.0 –1.0 –0.5

Net exports of goods and services (1)  . . . . . . . . . . . . . . . . . . . . . . . . 0.5 0.1 –1.0 –0.5 1.9

Exports of goods and services  . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.0 4.3 1.4 –11.4 10.0

Imports of goods and services  . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.6 4.4 2.8 –10.9 7.7

GDP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.7 2.8 0.8 –2.7 2.0

Sources : NAI, NBB.
(1) Contribution to the change in GDP, percentage points.
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The process of destocking by firms, which had particu-
larly depressed activity in 2009, slowed down in 2010. 
Altogether, the contribution of the change in inventories 
to the annual volume growth of GDP was again negative, 
at – 0.5 percentage point in 2010, compared to –1 point 
in the previous year.

The other components of demand played a less dominant 
role than foreign trade in the substantial fluctuations in 
activity during the past two years. However, their move-
ment in 2010 was still, in varying degrees, affected by the 
financial crisis and the recession, even though they made 
a positive contribution to growth overall.

Of those components, public expenditure was the only 
one to expand in volume in 2009. Public consumption 
was up by a further 1.1 %, in 2010, while public invest-
ment declined slightly this time. Households, which had 
drastically reined in their consumption expenditure at 
the end of 2008 and the beginning of 2009, increased 

it again from the middle of that year, albeit at a modest 
rate. In 2010, that trend was maintained so that, on aver-
age, household consumption grew by 1.4 % in real terms, 
after a fall of 0.2 % in 2009. Conversely, business invest-
ment continued to decline during the year under review, 
although far less steeply than in 2009 : it was down by 
1.2 %, compared to a decline of 7.5 % in 2009. Finally, 
housing construction was still seriously depressed in 2010, 
with household investment in housing contracting slightly 
more than in the previous year, by 3.5 %, against 3 %.

Individuals

For individuals, the restoration of normal economic and 
financial conditions was more important than the move-
ment in purchasing power in 2010. Thus, the uncer-
tainty which surrounded their future income prospects 
and which had been at its height in early 2009 rapidly 
faded, as is clear from the household confidence indi-
cator, and more specifically the component which asks 
about household expectations regarding unemployment 
over the coming twelve months. After having fallen very 
sharply from March 2008 to reach a record level of pes-
simism in February 2009, the indicator then improved 
almost continuously. In August 2010, it had regained its 
long-term level, indicating that households took a more 
or less neutral view of their future labour incomes. As 
already mentioned in section 2.1.2, in view of the scale of 
the contraction of activity, the performance in regard to 
employment over the past two years has been a pleasant 
surprise.

Moreover, household assets which had been seriously 
eroded by the crisis have recovered since then, as 
explained in detail in box 9 in section 3.3.2. While indi-
viduals had lost a substantial part of their assets owing 
to the stock market crash, financial market tensions and 
the – albeit small – decline in house prices, those assets 
were subsequently rebuilt by additional accumulation 
of savings, the rising stock markets and the recovery of 
property prices.

The better outlook for employment and the upward valu-
ation of their assets encouraged households to relax the 
curbs on their consumption spending. When deciding 
what resources to allocate to consumption, individuals 
take account not only of current incomes but also of 
future revenues which they can expect, in accordance 
with the “permanent income” theory. That smoothes out 
their consumption over time, while the sometimes irregu-
lar fluctuations in current disposable income are absorbed 
by the savings ratio. Thus, in 2009, when – despite a 
continuing sustained rise in their current disposable 

Chart 33 exports, imports and export markets

(volume data adjusted for seasonal and calendar effects, 
percentage changes compared to the corresponding quarter of 
the previous year, unless otherwise stated)
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income – households anticipated weaker growth in their 
future incomes, in view of the gloomy employment out-
look, the erosion of their assets and the very sharp dete-
rioration in public finances, their savings ratio had jumped 
to 18.3 % of their disposable income. As the economic 
situation returned to normal, the savings ratio dropped 
sharply during the year under review, reverting to 17.2 %, 
or close to its pre-crisis level. In retrospect, households 

considered that in 2009 they had been over-pessimistic 
about their future incomes.

Individuals stepped up their consumption expenditure by 
1.4 % during the year under review, whereas they had 
drastically curbed that expenditure in 2009. The relatively 
buoyant final consumption of individuals materialised 
despite the stagnation of their real disposable income – in 

Chart 34 determinants oF the gross savings ratio oF individuals
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Sources : NAI, NBB.
(1) Balance of replies to the monthly survey ; original series reduced by its average over the period from 1985 to 2010 and divided by its standard deviation.
(2) Non calendar adjusted data deflated by the private consumption deflator. Disposable income and the savings ratio include the change in the net claims of households on 

occupational pension institutions.
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other words their purchasing power – in 2010. These 
developments are in stark contrast to those of the pre-
vious year, when private consumption had dropped by 
0.2 %, while the disposable income of households had 
risen by 1.6 % in volume.

Several factors account for this pattern of real disposable 
income contrasting with the profile of economic activity, 
with an increase at the height of the crisis in 2009, fol-
lowed by stagnation in 2010, against the backdrop of a 
recovery in economic activity.

First, there is generally a time lag between the movement 
in consumer prices and wage indexation. The time lags 
resulting from the wage indexation mechanisms in force 
in the various joint committees imply that wages are only 
adjusted in line with higher inflation after a certain delay. 
Thus, following a surge in inflation in 2008, nominal hourly 
wages had risen by 3.6 % in 2009, of which 2.5 % was due 
solely to automatic indexation whereas, at the same time, 
measured on the basis of the HICP, inflation had dropped 
to 0 %. In 2009, the indexation of wages – and also that 
of social benefits – well in excess of the rise in consumer 
prices had therefore been a major factor bolstering house-
hold purchasing power. In 2010, the indexation mecha-
nisms worked in the opposite direction. The indexation of 

remuneration was very limited, at around 0.5 % year-on-
year, in view of the very small rise in the health index a 
year earlier, whereas – in contrast – inflation surged, thus 
temporarily depressing household purchasing power.

Moreover, as explained in more detail in section 2.2.3, the 
rise in hourly labour costs excluding indexation – which 
had accelerated in 2009 – slowed significantly.

Taxation was another factor which had bolstered house-
hold purchasing power in 2009, but depressed it in 2010. 
Some of the tax cuts which households had enjoyed 
in 2009 were curtailed in 2010. First, the tax reduction 
granted to all workers resident in the Flemish region in 
2009 was only retained for certain categories of work-
ers in 2010. Also, the speedier assessment of personal 
income tax no longer had the same effects in the year 
under review. In 2009, it had led to two tax refunds for 
many taxpayers, because the refund which would have 
been payable in 2010 – without the accelerated assess-
ments – was brought forward.

Taking account of this factor and the influence – discussed 
above – of the fluctuations in the rate of the automatic 
indexation of social benefits, net transfers from individuals 
to general government increased by 1.9 % at current prices.

Table 8 Determinants of the gross Disposable income of inDiviDuals, at current prices

(percentage changes compared to the previous year, unless otherwise stated)

 

2006

 

2007

 

2008

 

2009

 

2010 e

 

 p.m.  
2010 e,  

in € billion
 

Gross primary income  . . . . . . . . . . . . . . . . . . . . . . . 4.9 5.5 5.4 –1.3 2.4 262.7

Compensation of employees  . . . . . . . . . . . . . . . . . 4.8 5.2 5.4 1.3 1.8 187.5

Volume of labour of employees  . . . . . . . . . . . . 1.4 2.0 1.5 –2.1 0.8

Compensation per hour worked  . . . . . . . . . . . . 3.2 3.1 3.9 3.6 0.9

Gross operating surplus  
and gross mixed income  . . . . . . . . . . . . . . . . . . . . . 6.1 4.9 1.4 –3.0 3.6 46.0

of which income from self-employed activity  . . 5.4 2.6 0.3 –1.8 2.3

Property income (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7 8.2 11.3 –13.6 4.8 29.1

Current transfers (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . 0.8 7.3 5.5 –12.3 1.9 –42.0

Current transfers received  . . . . . . . . . . . . . . . . . . 2.3 3.9 5.6 7.1 3.3 81.6

Current transfers paid  . . . . . . . . . . . . . . . . . . . . . 1.8 5.2 5.6 –0.4 2.8 123.7

Gross disposable income . . . . . . . . . . . . . . . . . . . . . 5.8 5.1 5.4 1.1 2.5 220.6

p.m. In real terms (2)  . . . . . . . . . . . . . . . . . . . . . . . . .  2.8  2.2  2.1  1.6  0.0

Sources : NAI, NBB.
(1) These are net amounts, i.e. the difference between incomes or transfers received from other sectors and those paid to other sectors.
(2) Data deflated by the private final consumption expenditure deflator.
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The other determinants of household disposable income 
on which the crisis had exerted significant downward 
pressure did recover in 2010 as economic activity picked 
up, albeit to a limited extent. The volume of paid employ-
ment, which had fallen by 2.1 % in 2009, expanded by 
around 0.8 % in 2010, driven mainly by the rise in the 
number of persons in work. That development was largely 
counterbalanced by the marked slowdown in the increase 
in hourly labour costs so that, overall, compensation 
of employees hardly increased any faster than in 2009. 
Following a 3 % fall in 2009, the total of the gross oper-
ating surplus and gross mixed incomes of self-employed 
persons began growing again, albeit at a modest pace, 
namely 3.6 % at current prices. This revival seems to have 
boosted the incomes of the liberal professions, except for 
building-related occupations, which continued to suffer 
from the weakness of the construction industry. Finally, 
after a sharp fall in their property incomes in 2009, indi-
viduals saw those incomes increase in 2010, by around 
4.8 % in nominal terms. Firms paid out higher dividends 
overall, in a climate of improved profitability. Conversely, 
other investment incomes continued to decline : individu-
als, who are traditionally net lenders of funds to the other 
sectors, were once again particularly affected by the fall 
in interest rates.

After recording average volume growth of over 6 % 
during the period 2003-2007, the household investment 
cycle entered a downward phase. Investment in housing 
had thus fallen in real terms by 0.6 % in 2008 and 3 % in 
2009. The increase in mortgage interest rates and more 
stringent conditions applied to new loans at the outbreak 
of the financial crisis, but especially – at a later stage – 
the erosion of confidence and the deterioration in their 
employment prospects had encouraged households to 
adopt a wait-and-see approach, in the light of the decel-
eration, or even decline, in house prices on the secondary 
market.

In 2010, house building contracted again. As an annual 
average, the reduction in the volume of investment in 
housing, at 3.5 %, is even steeper than in the two preced-
ing years. In view of the time lag between the decision to 
build or renovate a house and the project start date, the 
low level of gross fixed capital formation of individuals in 
2010 probably still reflected the high level of uncertainty, 
including expectations regarding unemployment, which 
had prevailed throughout 2009. However, the quarterly 
data indicate that the decline in investment in housing 
reached its maximum in the first quarter of 2010 and has 
gradually slowed since then. The low mortgage interest 
rates and extension of the reduced rate of VAT on new 
building have probably helped to provide some support 
for household demand for housing.

As already mentioned, this slump on the real estate 
market in Belgium was nothing compared to what hap-
pened in several other European countries. The property 
price correction was very limited in Belgium, since price 
falls persisted for only three consecutive quarters, from 
the last quarter of 2008 to the second quarter of 2009, 
resulting in a cumulative decline of only around 3.5 %. 
Since then, prices have begun rising again reaching 
year-on-year growth of 5.6 % in the third quarter of 
2010. Moreover, though building activity slowed down 
in Belgium, at the time of the 2008-2009 recession, that 
downturn was modest compared to what happened in 
other countries, especially those where construction had 
been the engine of growth during the pre-crisis period.

Companies

While firms had faced an unprecedented decline in 
demand at the end of 2008 and in early 2009, which had 
seriously impaired their operating results, they benefited 
from the revival in world trade and thus posted positive 
results again in 2010. Their gross operating surplus, which 
had fallen by 0.1 % at current prices in 2008, and then by 
6.5 % in 2009, grew by 7.5 % in 2010. This improvement 
was due both to the increased volume of sales and the 
larger gross operating margin per unit of sales. The strong 
growth in their exports, in the context of the recovery 
of global demand, accounts for the rise in the turnover 
of Belgian firms, while sales on the domestic market 
– including the change in inventories – were somewhat 
sluggish, with a slight fall of 0.4 %.

Against the backdrop of strengthening demand, selling 
prices increased in 2010, after a marked decline in the 
previous year. This movement was due partly to the higher 
cost of imports, resulting from the rise in commodity 
prices. Conversely, production costs of domestic origin 
were curbed by the particularly modest rise in labour 
costs : the weak increase in hourly labour costs, already 
mentioned, combined with the rise in productivity caused 
unit labour costs to fall by 0.3 % in 2010.

The improvement in their profitability enabled firms to 
pay out more dividends than in the previous year. Firms 
also paid more taxes on income and capital than in 2009, 
mainly because the tax base – which had been signifi-
cantly eroded by the crisis – was restored during the year 
under review.

The increase in the gross operating surplus of firms also 
implies that firms have more internal resources available 
to finance any necessary investment expenditure. Firms’ 
access to external financing also improved in 2010. As 
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explained in chapter 3.3, the cost of bank credit contin-
ued to fall, and financing via the financial markets was 
facilitated by the buoyancy of share prices and declining 
risk aversion among investors.

Despite the better outlook for sales and improved oppor-
tunities for financing, the volume of business investment 
continued to fall this year, by 1.2 %, though more slowly 
than in 2009 when a 7.5 % drop had been recorded. 
However, the quarterly data indicate a gradual recovery in 
the gross fixed capital formation of firms, with a limited 
revival apparent at the end of the year under review.

It must be said that the very gradual improvement in 
investment is taking place in the context of a noticeable 
recovery in the rate of capacity utilisation by firms, start-
ing from an unprecedentedly low point. The crisis had in 
fact depressed output, and the rate of capacity utilisation 
in manufacturing industry had fallen to a record low of 
70.1 % in April 2009. It then recovered from the second 
quarter of 2009 and throughout 2010. In the last quarter 
of 2010, it reached 80 %, close to the average for the 
past three decades. However, taking firms as a whole, 
the capital-output ratio – defined as the ratio between 
the capital stock and GDP, both expressed in real terms 
– remained high, even though the decline in investment 
which had begun at the end of 2008 was a factor restor-
ing it to its long-term trend. Taking account of the sharp 
fall in output during the recession, the excess production 
capacity was thus not entirely reabsorbed. In the wake of 

a recession, it is logical for business investment to take 
time to recover, since firms generally wait for confirma-
tion of a sustained strengthening of final demand before 
resuming their gross fixed capital formation.

Rest of the world

If the incomes of the domestic sectors are taken into 
account alongside their expenditure on consumption 
and investment, the net result indicates their financing 
requirement or capacity. Aggregation of that net figure 
for all the domestic sectors – i.e. the individuals and com-
panies, discussed above, but also general government 
whose transactions are described in chapter 2.3 – gives 
the financing requirement or capacity of the economy, 
which corresponds to net borrowing from or lending to 
the rest of the world.

The financing capacity of individuals came to 4.6 % of 
GDP during the year under review, against 5.2 % in 2009. 
That decline was due to the contraction of the savings of 
individuals, itself attributable entirely to the fall in their 
disposable income as a percentage of GDP, whereas their 
consumption expenditure remained steady from 2009 to 
2010. Their investments, which mainly concern housing, 
diminished.

The financing balance of companies improved sharply 
in 2009, mainly as a result of the drastic adjustment to 

Table 9 Determinants of the gross operating surplus of companies, at current prices

(percentage changes compared to the previous year)

 

2006
 

2007
 

2008
 

2009
 

2010 e
 

Gross operating margin per unit of sales (1)  . . . . . . . . . . . . . . . . . . 1.2 4.0 –2.0 0.9 2.6

Unit selling price  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.8 2.0 4.1 –3.8 4.7

On the domestic market (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9 1.8 4.1 –2.3 3.4

Exports  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.7 2.2 4.1 –5.3 6.2

Costs per unit of sales (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.0 1.7 5.2 –4.6 5.1

Imported goods and services  . . . . . . . . . . . . . . . . . . . . . . . . . . 3.4 2.0 6.6 –8.5 8.3

Costs of domestic origin per unit of output (1) (2)  . . . . . . . . . . 2.2 1.0 2.6 2.4 0.2

of which unit labour costs  . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.3 4.5 3.7 –0.3

Final sales at constant prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7 4.0 1.9 –7.3 4.8

On the domestic market (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2 3.5 2.2 –2.6 –0.4

Exports  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.1 4.4 1.7 –11.6 10.0

Gross operating surplus of companies  . . . . . . . . . . . . . . . . . . . . . . 5.0 8.2 –0.1 –6.5 7.5

Sources : NAI, NBB.
(1) Including the change in inventories.
(2) Apart from compensation of employees, this item covers indirect taxes net of subsidies, and gross mixed income of self-employed persons.
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Chart 35 investment by enterprises : movement and determinants
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their gross capital formation, but declined slightly during 
the year under review, falling to 2.4 % of GDP, despite a 
small increase in disposable income following their good 
operating results. The decline in net capital transfers is 
the reason for this contraction in their financing capacity.

However, the deterioration in 2010 in the financing 
capacity of households and companies was more than 
offset by the reduction in the financing requirement of 
general government, down by 1.4 percentage points of 
GDP. Consequently, the positive financing balance of the 
domestic sectors as a whole rose from 1.6 % of GDP in 
2009 to 2.4 %.

This increase in the balance has its counterpart in foreign 
trade in goods and services, as the revival in foreign 
demand led to an increase in the volume coverage ratio 
of imports by exports. The terms of trade deteriorated 
by 2 % in 2010, following a 3.4 % improvement in the 
previous year. In the context of the recession, export and 
import prices were down in 2009, but the recovery drove 
them back up in 2010 : they increased by 6.2 and 8.3 % 
respectively.

According to the balance of payments data, the trade 
surplus increased in the case of goods and services, from 
€ 4 billion in 2009 to € 5.7 billion in 2010. This growth was 

a factor in the recovery of the current account balance, the 
surplus increasing from 2.9 to 5.2 billion in the meantime.

This improvement in the balance of payments current 
account confirms the recovery which had begun in 
2009, following the dramatic fall in 2008 caused by the 
combined effects of soaring energy prices, which had 
seriously impaired the terms of trade, and the strength 
of Belgian final domestic demand compared to that in 
neighbouring countries, which had caused imports to rise 
faster than exports. Nonetheless, the level of the current 
surplus was still well down against the figure recorded 
in the late 1990s and in the early years of this century. 
While it had averaged around 4.4 % of GDP during the 
period 1998-2002, it came to only 1.5 % of GDP in 2010. 
Transactions in goods were the main factor behind the 
trend deterioration in the current balance, whereas the 
surplus on trade in services between Belgium and the rest 
of the world tended to expand slightly.

According to the data available for the first nine months 
of 2010, the surplus generated by service transactions 
increased again in 2010. For instance, the surplus on 
transport operations grew in the wake of the revival in 
world trade, and income from licence fees increased. 
These improvements were partly offset by a reduction in 
the surplus on business services.

The surplus of factor income also increased slightly in 
2010. On the one hand, the structural surplus of labour 
income, due mainly to wages paid by European institu-
tions to their staff resident in Belgium, edged upwards. 
Also, the balance of income from direct and portfolio 
investment recovered over the year as a whole, as the 
reduction in the dividend deficit, favoured by the eco-
nomic recovery, was not totally offset by the decline in 
the balance of interest payments. However, that last 
movement masks a noticeable reduction in gross flows, 
as interest received from the rest of the world and that 
paid by Belgian residents declined owing to the general 
fall in interest rates.

Finally, the balance of current transfers, traditionally nega-
tive as Belgium is a net contributor to the EU budget, also 
improved in 2010.

The recovery of the capital account also participated in the 
improvement in the financing balance of the economy as 
a whole. Over the first nine months of the year, capital 
account transactions recorded a surplus of 0.2 billion, as 
opposed to a deficit of around 0.5 billion during the same 
period in 2009. That improvement was due in particular 
to the fact that Belgian firms bought fewer CO

2 emission 
licences.

Chart 36 FinanCing balanCe oF domestiC seCtors as 
a whole
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2.1.5 Structural developments

The structural imbalances have attracted much atten-
tion in recent years, as the economic and financial crisis 
showed that they could have disastrous consequences 
for the macroeconomic stability of the economies. That 
is especially true in a monetary union like the euro area. 
The consequences of these imbalances are felt not only 
by the country in question, but may also – by contagion – 
damage confidence in other euro area countries, particu-
larly owing to the exposure of their financial institutions 
and hence, perhaps, their governments. Ultimately, these 
imbalances are liable to endanger the very functioning of 
the euro area as a whole. Moreover, since the exchange 
rate instrument can no longer be used, the policies to 
be implemented in order to eliminate the imbalances 
between partners in the euro area are essentially struc-
tural, and need time to take effect. It is therefore crucial 
to launch the necessary adjustment measures without 
delay.

Since it is often hard to detect the emergence of struc-
tural imbalances in real time, it is common practice to 
use indicators which can provide an early warning. In 
that regard, the balance of current transactions with the 
rest of the world is an appropriate benchmark, in that it 
reflects not only the competitive position of the country 
in relation to the rest of the world, but also any domestic 
imbalances, such as inappropriate wage movements, 
excessive expansion of lending or seriously overvalued 
property markets. A current account deficit of this type is 
unsustainable in the long term. Such imbalances therefore 
need to be corrected as quickly as possible by means of 
a structural policy designed to control costs and support 
productivity, so as to restore external competitiveness and 
move towards a balanced development between output 
potential and the demand of the population.

Table 10 Net leNdiNg to the rest of the world

(balances ; in € billion, unless otherwise stated)

 

First nine months
 

2007
 

2008
 

2009
 

2010 e
 

2009
 

2010
 

1. Current account

Goods and services  . . . . . . . . . . . . . . . . . . . . 4.9 –8.1 4.0 5.7 2.5 3.9

Goods  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.6 –11.3 –2.1 –1.2 –0.4 0.4

Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.3 3.2 6.2 6.9 2.9 3.5

Income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.2 8.1 5.3 5.6 7.0 7.1

Earned income  . . . . . . . . . . . . . . . . . . . . . . 4.5 4.5 4.9 5.0 3.6 3.7

Investment income  . . . . . . . . . . . . . . . . . . . 0.7 3.5 0.4 0.6 3.4 3.4

Current transfers  . . . . . . . . . . . . . . . . . . . . . . . –4.6 –6.5 –6.4 –6.0 –4.9 –4.7

Transfers of general government  . . . . . . . –4.6 –5.1 –4.8 –5.2 –3.7 –4.1

Transfers of other sectors  . . . . . . . . . . . . . 0.0 –1.5 –1.6 –0.8 –1.2 –0.6

Total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.4 –6.5 2.9 5.2 4.6 6.3

p.m. Idem, in % of GDP  . . . . . . . . . . . . . . . .  1.6  –1.9  0.8  1.5  1.8  2.4

2. Capital account  . . . . . . . . . . . . . . . . . . . . . . . . . . –1.3 –1.9 –1.3 –0.4 –0.5 0.2

3. Net lending to the rest of the world (1 + 2)  . . 4.1 –8.5 1.6 4.8 4.1 6.5

p.m. Idem, in % of GDP  . . . . . . . . . . . . . . . .  1.2  –2.5  0.5  1.4  1.6  2.5

Financing requirement (–) or capacity  
of the domestic sectors, according to  
the national accounts,  
in % of GDP  . . . . . . . . . . . . . . . . . . . . .  3.6  0.6  1.6  2.4  2.8  3.7

Sources : NAI, NBB.
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The current account balance in a medium-term 
perspective

With an average current account balance, according to 
the national accounts data, amounting to 4.1 % of GDP 
during the period 1995-2009, Belgium holds an interme-
diate position in the euro area, particularly among the 
countries which joined in 2001 at the latest. On the one 
hand, there are countries such as Greece, Portugal and 
Spain which, during the period in question, had to cope 
with a substantial current account deficit. On the other 
hand, there are Luxembourg, the Netherlands and Finland 
with a current account recording an average surplus of 
over 5 % of GDP. Although such surpluses seem at first 
sight less problematic than large deficits, they too may 
prove inconvenient since they make adjustments more 
necessary, but more difficult, for countries facing a struc-
tural current account deficit.

However, the analysis cannot be confined to the average 
balance over a long period, as it is hard to estimate the 
optimum current account balance for each individual 
country. Moreover, since it is more important to detect 
structural imbalances in good time, it is also necessary 
to take account of the dynamics of the current account 
balance : for example, a downward trend in that balance 
may point to the emergence of underlying structural 
problems which could ultimately lead to serious and per-
sistent imbalances. In Belgium, according to the national 
accounts data, the balance of current transactions with 
the rest of the world fluctuated between 4 and 5 % of 
GDP over the period 1995-2001 ; after reaching a peak 
of 5.9 % of GDP in 2002, it steadily declined to 2 % in 
2009. Among Belgium’s main neighbouring countries, 
only France also recorded a decline in the current account 
balance, whereas that balance tended to rise in the 
Netherlands, and especially in Germany. Together with 
Austria, those countries therefore gradually strengthened 
their competitive position and augmented their cur-
rent account surplus. The opposite situation was seen 
in Greece and Spain, where the current account deficit 
expanded considerably, and to a lesser extent in Portugal. 
The divergences within the euro area have therefore 
increased substantially over the past fifteen years.

In Belgium, the balance of current transactions with the 
rest of the world therefore followed a gradual but steady 
downward trend during the 2000s. In that regard, the 
limited improvement seen in the last two years can be 
considered mainly as a correction of the deterioration in 
2008, which was due largely to temporary factors. The 
trend reduction in the current account balance is attribut-
able principally to the decline in the balance of transac-
tions in goods. It is important to examine the factors 

behind these developments and, more particularly, the 
extent to which this is a structural deterioration or a suc-
cession of temporary, benign factors.

If imports are considered first as an explanation for the 
movements in the foreign trade balance, a comparison with 
the other euro area countries shows that, in Belgium, their 
growth was not as strong as suggested by developments 
in final demand. A clear positive link can be established 
between these two variables, since final demand can be 
satisfied either by domestic output or by imports. In coun-
tries where final demand is not very dynamic, imports also 
record only moderate growth. Thus, during the period 
2003-2007, when the current surplus declined steadily 
without being affected by the exceptional movements due 
to the widespread recession in 2008 and 2009, the average 
volume growth rate of final demand in Italy and Portugal 
was less than 2 % per annum, and imports there expanded 
by 3.4 and 4.4 % per annum respectively. In contrast, in 
Luxembourg, Ireland, Finland, Spain and Greece, final 
demand grew by an average of around 5 % per annum. In 
those countries, imports were also more dynamic. As shown 
by chart 38, the figures for Belgium come below the regres-
sion line obtained from the results for the various countries, 
indicating that – overall – the growth of final demand was 
absorbed to a greater extent than in the other countries by 
domestic output and to a lesser extent by imports.

Chart 37 international Comparison oF the balanCe 
oF Current transaCtions with the rest oF 
the world (1)
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In Belgium, the decline in the balance of transactions in 
goods is therefore due mainly to insufficiently dynamic 
exports, a feature seen since the mid-1990s. In that 
regard, while the rapid emergence of new economic cen-
tres – such as the BRIC countries and the Central and East 
European economies – had opened up new markets and 
boosted international trade, it has also led to the entry 
of new competitors on the world market. For instance, 
China’s share in total world exports of goods rose steadily 
from 2.9 % in 1995 to 9.7 % in 2009. Meanwhile, the 
new EU Member States doubled their share from 1.9 to 
4.1 %. As a result, most of the economies traditionally 
active in international trade, including Belgium, have 
declined in importance. Nevertheless, they were not all 
equally affected, since the share of countries such as the 
Netherlands and Germany in world exports of goods has 
remained more or less stable.

More specifically, between 1995 and 2007, the average 
annual growth in the value of Belgian exports of goods 
was 1.5 percentage points below the average for the 
other countries which joined the euro area by no later 
than 2001. France alone recorded slower export growth 
than Belgium, while the Netherlands, Austria, Ireland, 
Spain and Germany performed much better.

Chart 39 share in world exports oF goods, by value
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Chart 38 imports oF goods and serviCes and Final 
demand
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Export performance

Of course, exports are not the only means to secure 
economic development. However, for a small, open 
economy in which domestic sources of demand are liable 
to weaken as the population ages, the presence on for-
eign markets is crucial for maintaining and enhancing the 
prosperity of the population. Moreover, the liberalisation 
of trade, the decline in transport costs and progress in 
information and communication technologies are leading 
to increasing fragmentation of the production chain. The 
various phases in production – from the initial develop-
ment, through the actual production itself, to final distri-
bution – are increasingly divided among various countries 
according to their comparative advantages. To secure 
their full place in that system of organising production, 
and to generate sufficient value added, Belgian firms 
must play the biggest possible role in the development of 
international trade. Moreover, exports are a catalyst for 
productivity gains.

Analyses based on data concerning industrial firms have 
shown that exporters are noticeably more productive 
than firms active solely on the domestic market. Not all 
firms are capable of gaining access to foreign markets, 
owing to the high entry costs (market research, distribu-
tion networks, product modifications, etc.). Exports are 
therefore concentrated on a small number of firms which 
are generally bigger, more capital intensive and more pro-
ductive than firms active only on the domestic market. It 
also seems that export firms can have a positive influence 
on the growth of productivity in non-exporting firms. 
Those spillover effects are linked, for instance, to the use 
of more advanced technologies and the establishment of 
higher quality standards. It seems to be mainly geographi-
cal proximity to export firms and the supply of inputs to 
these firms that contribute the most to the increase in 
productivity of Belgian firms concentrating solely on the 
home market (1).

The more modest growth of Belgian exports compared 
to those of other euro area countries is due partly to 
the dynamics of the export markets. The growth of the 
markets deemed relevant for a given country is calculated 
here as the average of the import growth of its trading 
partners, weighted by the share which each of them 
represents in its exports. During the period from 1995 
to 2007, the markets relevant for Belgium expanded by 
an average of 8.2 % per annum, whereas the markets 
relevant for the reference area recorded average annual 
growth of 8.6 %. Although Belgian exports therefore face 

an adverse location effect, that is not the main factor 
explaining why its export growth is less dynamic. Loss of 
market share is the principal reason for the less favourable 
growth of Belgian exports.

That loss of market share is due partly to over-speciali-
sation by Belgium in products for which the competition 
from the new economic centres is strongest. Those emerg-
ing economies have not only abundant labour reserves, 
but also ever-increasing access to sophisticated equip-
ment and technology. Thus, among the various products 
traded internationally, labour- and capital- intensive goods 
are subject to growing competitive pressure. Countries 
which specialise relatively more in that type of products 
are therefore liable to lose their comparative advantages 
and be forced to give up market shares.

This adverse specialisation in terms of products plays a 
considerable role for Belgium, as explained in detail in the 
article entitled “Belgium’s position in world trade” in the 
Bank’s June 2010 Economic Review. On the basis of work 
by the ECB, various product categories were identified 
according to the intensity of the production factors used. 
Between 1995 and 2007, on average 23 % of Belgian 
exports were labour-intensive products, such as precious 
stones, paper, textiles and clothing. In contrast, in Ireland 
these products accounted for only 11 % of total exports, 
and in the three main neighbouring countries for 16 % 
on average. Excessive specialisation in products of this 
type impairs a country’s export performance, not only 
because of the increased competition from the emerg-
ing economies, but also because of the weaker growth 
of global demand for these products. Capital-intensive 
products – such as motor vehicles and steel – are also 
relatively over-represented in Belgian exports, since they 
made up 26 % of the total, on average, compared to 9 % 
in Ireland, 14 % in Finland and 15 % in the Netherlands, 
for example. This specialisation depressed Belgium’s 
export performance as the emerging economies focused 
increasingly on these products.

Next come knowledge-intensive products. Products with 
a substantial research and innovation content – such as 
electrical and electronic equipment, medicinal and phar-
maceutical products, or plastics in primary forms – rep-
resented only 35 % of Belgium’s total exports of goods, 
compared to around 46 % for Germany and France, and 
as much as 69 % for Ireland. Although competition from 
the emerging economies is likely to increase steadily, espe-
cially in the case of products which are easy to imitate, 
exports will continue to benefit from particularly strong 
demand for these products, especially from the most 
buoyant markets. For completeness, mention should also 
be made of the last category comprising products derived 

(1) Dumont M. et al. (2010), The productivity and export spillovers of the interna-
tionalisation behaviour of Belgian firms, NBB, Working Paper 201.
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directly from raw materials, such as energy products, fruit 
and vegetables, and metals which represented a fairly 
large proportion of Belgian exports, except in comparison 
with the Netherlands which still exports considerable 
quantities of natural gas.

Export performance measured on the basis of the market 
share indicator was particularly modest in the case of 
products for which the predominant production factor is 
capital : losses of market share reached 2.2 % per annum 
from 1995 to 2007. For labour-intensive products and 
those derived directly from raw materials, the losses of 
market share were less substantial, at 0.6 and 1.3 % per 
annum respectively over the same period. Conversely, in 
the case of products with a substantial research and inno-
vation content, Belgium’s market share increased.

Taking account of the structure and pattern of Belgian 
exports and the growth of the relevant markets, losses of 
market share are due essentially to products with a low 
research and innovation content. Competition in those 
product categories mainly concerns prices. One possible 
strategy for confronting the growing competition from 
the emerging countries is for firms in advanced countries 
to improve the quality of their products so that they stand 

out from those of the emerging countries, or to extend 
their product range in order to exploit new markets. 
Research based on data for individual firms indicates that 
this last tactic is often adopted by Belgian firms active in 
branches making intensive use of the factors labour and 
capital and exporting standardised products (1). It involves 
improving the characteristics of the products offered, par-
ticularly by innovation.

General conditions of competitiveness

In view of the importance of relatively standardised prod-
ucts, the moderation of production costs remains vital to 
competitiveness. That applies in particular to the cost com-
ponents which are determined in Belgium, rather than by 
the international markets. That is true to some extent of 
energy costs (electricity and gas) and especially of labour 
costs. Cost competitiveness and price competitiveness are 
therefore generally measured by effective exchange rates 
deflated by unit labour costs. While Belgium’s real effec-
tive exchange rate in relation to a large group of industri-
alised countries depreciated by 13.7 % between 1995 and 
2000, it appreciated by 11.8 % between 2000 and 2010, 
indicating a loss of competitiveness. That was due partly 
to the appreciation of the euro against other currencies, 
especially the US dollar. The real effective exchange rates 
of most of the other euro area countries actually appreci-
ated more strongly between 2000 and 2010. In some 
cases, one reason could be a process of catching up, 
even if it also reveals an inappropriate response by labour 
costs to productivity shocks. Germany is the big excep-
tion. Since the second half of the 1990s, that country 
has pursued a policy of wage moderation, in response to 
the steep rise in labour costs following German reunifica-
tion. In addition, productivity has risen more there than 
elsewhere, although in terms of level, apparent labour 
productivity is still higher in Belgium.

On the basis of information obtained from the EU KLEMS 
database, the Federal Planning Bureau compared the 
movement in productivity in Belgium with that in the 
three main neighbouring countries, and concluded that 
the stronger productivity growth in Germany is due 
entirely to the greater increase in total factor productivity 
(TFP). In regard to capital intensity and the quality of the 
labour force, Belgium outperformed Germany.

TFP is regarded as a measure of technological develop-
ment and economic efficiency, since it indicates the extent 
to which more can be produced with a given quantity of 

(1) Abraham F. and J. Van Hove (2010), Can Belgian firms cope with the Chinese 
dragon and the Asian tigers ? The export performance of multi-product firms on 
foreign markets, NBB, Working Paper 204.

Chart 40 struCture oF exports oF goods aCCording 
to produCtion FaCtor intensity (1)
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labour and capital. In practice, however, TFP is obtained as 
a residual figure, and the disadvantage of that method is 
that the result is affected by any measurement or estima-
tion errors and is influenced by the business cycle.

Yet the importance of TFP growth should not be under-
estimated, because a productivity gap explains the dif-
ference seen in terms of not only export performance 
but also value added. Thus, the study by Kegels (2009) 
shows that in manufacturing industry the sub-branches 
recording higher labour productivity than their counter-
parts in the EU15 can increase the percentage which they 
represent in the total value added created by those same 
sub-branches in the EU15 as a whole (1).

In view of the already high level of apparent labour pro-
ductivity in Belgium, there may be little scope for addi-
tional productivity gains. Belgian firms therefore need to 
specialise further in high-technology, knowledge-intensive 
products, putting the emphasis on quality, innovation, 
entrepreneurial spirit and creativity. Such an approach 
will support the economy’s growth potential, estimated 
at 1.5 % for the year under review. Given the impact of 

population ageing on the future expansion of employ-
ment, it is vital to boost labour productivity still further by 
concentrating on higher value added products. Against 
the background of progressive globalisation and the 
efforts needed to combat climate change, it has become 
more important for firms to be able to respond rapidly 
and flexibly to changing circumstances.

A number of conditions need to be met in order to 
foster the spread of innovative products or production 
processes. First, sufficient resources must be invested in 
education and training. In a constantly evolving economy, 
it is crucial – for example – that labour should be able 
to make effective use of new technologies. Belgium has 
performed relatively well in that respect. For instance, in 
2009, around a third of the population aged between 25 
and 64 years had tertiary education qualifications, while 
the average was 29 % in the three main neighbouring 
countries. Finland tops the ranking with 37 % holding 
degrees. Conversely, relatively few students in Belgium 
opt for scientific or technological training. In 2008, those 
disciplines represented only 16.6 % of all tertiary educa-
tion graduates, compared to an average of 22.2 % in the 
three main neighbouring countries, and almost 27 % in 
Finland. Moreover, interest in scientific or technological 
training seems to be waning in Belgium, since between 
2000 and 2004, the figure for graduates in these sub-
jects was 19 %. As regards continuous training, Belgium 
also does less well : only 7 % of the population aged 
from 25 to 64 years followed a training programme in 
2009, against an average of 10 % in the three main 
neighbouring countries, and as many as 22 % in Finland. 
Continuous training of this kind is important to consoli-
date the lessons of basic education. Despite good basic 
training, there is therefore a danger that Belgian firms 
may ultimately encounter problems in finding suitable 
staff, given the structural challenges facing the economy.

The extent to which the economy uses highly skilled work-
ers can be assessed by the share of their remuneration in 
total value added. According to the EU KLEMS database, 
in which the most recent harmonised data available at 
this level for the EU countries relate to 2005, that share 
came to 15.1 % in Belgium, slightly above the average for 
the three main neighbouring countries – which stood at 
13.5 % – but considerably lower than in Finland, where 
it was 30.4 %.

The spread of information and communication technolo-
gies (ICT) also promotes innovation and productivity gains. 
On the one hand, the use of ICT means that production 
and sales can be organised more efficiently, both in indi-
vidual firms and in the economy as a whole. It also makes 
it easier to adopt the know-how and innovations of other 

(1) Kegels C. (2009), Alternative assessment of Belgian competitiveness, Federal 
Planning Bureau, Working Paper 9-09.
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firms. According to the EU KLEMS data, ICT expenditure 
represented 4.3 % of total value added in Belgium in 
2007, exceeding the figure of around 3.5 % in Germany 
and France, and equalling the figure for the Netherlands. 
In Finland, ICT expenditure represented an even bigger 
share, at 5.6 %.

An innovative economy also needs to pay sufficient atten-
tion to research and development (R&D). In terms of 
expenditure on R&D, Belgium’s score – like that of most 
other euro area countries – is not satisfactory. In 2009, 
as was roughly the case in the preceding ten years, R&D 
expenditure represented only 2 % of GDP in Belgium, well 
below the target of 3 % set for the EU as a whole under 
the Lisbon strategy and reiterated in the “Europe 2020” 
strategy. Among the three main neighbouring countries, 
only Germany came close to that target, with 2.8 % of 
GDP. Finland is in the lead, investing 4 % of GDP in R&D 
in 2009. The 3 % target is divided between the private 
sector and the public sector, with the former expected to 
account for two-thirds. In that regard, Belgium is notable 

mainly for a particularly low level of government funding. 
Nonetheless, the differences between the euro area coun-
tries primarily concern the R&D expenditure of the private 
sector. In this respect, too, the figures for Belgium are not 
very good. Moreover, R&D expenditure is concentrated on 
a few branches, or even a few firms, often subsidiaries of 
foreign companies, and that makes the Belgian economy 
especially vulnerable, as the expenditure does not neces-
sarily lead to applications which are productive for the 
domestic economy, and may be affected by changes in 
the location policy of foreign companies.

Apart from adequately trained labour and the efforts 
made in regard to ICT and R&D, performance in terms of 
innovation depends on the degree to which the knowl-
edge developed is passed on to the business world in 
general and leads to practical applications generating 
economic growth. Not all firms are capable of develop-
ing innovative products or processes themselves. There 
must therefore be sufficient cooperation and exchange 
of information within the business community (with 

Table 11 Determinants of innovation anD total factor proDuctivity growth (1)

(in %, unless otherwise stated)

 

Belgium
 

Germany
 

France
 

Netherlands
 

Finland
 

Tertiary education graduates  
(in % of the population aged from 25 to 64 years, 2009)  . . . . . 33.4 26.4 28.7 32.8 37.3

(6.3) (2.6) (7.1) (8.8) (5.0)

Share of scientific or technological graduates in tertiary education  
(2008)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.6 26.4 26.2 14.0 26.8

(–2.3) (–0.2) (–4.3) (–1.7) (–1.2)

Continuous training  
(in % of the population aged from 25 to 64 years, 2009)  . . . . . 6.8 7.8 6.0 17.0 22.1

(0.6) (2.6) (3.2) (1.5) (4.6)

Remuneration of highly-skilled labour  
(in % of value added, 2005)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.1 11.8 15.5 13.2 30.4

(1.0) (0.7) (0.0) (3.0) (2.3)

ICT expenditure (in % of value added, 2007)  . . . . . . . . . . . . . . . . 4.3 3.6 3.4 4.3 5.6
(–0.1) (0.0) (–0.3) (0.1) (0.1)

R&D expenditure (in % of GDP, 2009)  . . . . . . . . . . . . . . . . . . . . . . 2.0 2.8 2.2 1.8 4.0
(0.0) (0.4) (0.1) (0.0) (0.6)

Share of innovative enterprises which cooperate (2006-2008)  . . 48.8 20.7 42.4 40.2 36.9
(27.2) (3.3) (14.0) (16.2) (–13.1)

Entrepreneurial activity recently launched  
(in % of persons polled, 2009)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 7 6 8 14

(0) (1) (4) (3) (10)

Never thought of setting up a business  
(in % of persons polled, 2009)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63 48 53 50 44

(23) (10) (22) (17) (11)

Product market regulation (2) (2008)  . . . . . . . . . . . . . . . . . . . . . . . . 1.4 1.3 1.5 1.0 1.2
(–0.7) (–0.7) (–1.1) (–0.7) (–0.9)

Sources : EC, OECD, EU KLEMS.
(1) The changes compared to 2000, in points of the unit in question, are shown in brackets, except for the last three indicators for which the results are compared respectively  

with the years 2002, 2001 and 1998.
(2) Score of 0 to 6 ; a higher score indicates stricter legislation.
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suppliers, customers and workers), on the one hand, 
and with universities and research institutes on the other. 
Belgium performs better than the average here, and that 
is also in line with the efforts by the regional authorities 
to support such cooperation agreements, at financial and 
organisational level. In Belgium, according to the 2008 
Community Innovation Survey, almost half of the innova-
tive firms cooperated with one or more partners during 
the period 2006-2008. For comparison, that proportion 
was around 40 % in France and the Netherlands, and 
only 21 % in Germany. Moreover, in recent years, it has 
risen more significantly in Belgium than in the three main 
neighbouring countries.

Entrepreneurship acts as a catalyst for innovation. In 
addition, owing to their small scale, new businesses are 
able to respond more flexibly to changes. According to 
a survey of entrepreneurship commissioned by the EC 
in 2009, the proportion of respondents actively involved 
in establishing a business, or who had recently set one 
up, was only 5 % in Belgium. For comparison, that pro-
portion averaged 7 % in the three main neighbouring 
countries, and amounted to as much as 14 % in Finland. 
Conversely, 63 % of Belgian respondents stated that 
they had never thought of starting their own business, 
compared to 50 % in the main neighbouring countries 
and only 44 % in Finland. In the past ten years, a number 
of obstacles to entrepreneurship – as measured by the 
OECD in its product market regulation indicator – have 
been abolished in Belgium, but that appears to have had 
hardly any impact on entrepreneurial activity. According 
to the World Bank’s latest report on “Doing Business”, 
it is now easier to establish a business in Belgium than 
in any other European country, at least from the point 
of view of the number of procedures and length of time 
involved. The entrepreneurship shortfall in Belgium there-
fore seems to have less to do with such obstacles than 
with cultural factors, such as a very marked preference 
for employee status, on grounds of stability and security. 
Education can play a key role in remedying this situation, 
by encouraging the creativity of students and – for exam-
ple – putting them in contact with young entrepreneurs, 
via internships or projects.

Market regulation may also influence the innovative per-
formance of a country. Thus, strict regulations may make 
it difficult for newcomers to enter the market, and restrain 
competition, thereby hampering the development of new 
products and processes. According to the OECD indicator, 
product market regulation in Belgium is roughly as strict 
as in Germany and France, whereas the Finnish and Dutch 
markets do better in that regard. As in France, the gov-
ernment in Belgium still exercises close control. Although 
the government had less control over the pricing of cer-
tain products in 2008 than in 1998, little progress was 
achieved over that period in regard to the other channels 
through which it influences the economy. In that respect, 
the OECD takes account of the importance of public 
enterprises, particularly in the network industries, the gov-
ernment’s stake in the capital of private enterprises, and 
the scope of coercive regulations in the services sector.

Overall, Belgium has a number of significant assets which 
support the economy’s growth potential. First, firms oper-
ate in a relatively stable macroeconomic environment, 
without any notable internal or external imbalances. In 
that regard, apart from the necessary increase in the 
employment rate and reduction in the public debt to safe-
guard the long-term growth potential, it is nevertheless 
vital to pay constant attention to production cost mod-
eration. Next, concerning more specifically the structural 
position, Belgium scores fairly well in terms of human 
capital and knowledge, so that the workers should be 
able to adapt smoothly to technological developments or 
changes in methods of organisation. Belgian firms also 
have a relatively high level of ICT intensity. Conversely, 
Belgium still has plenty of room for improvement when 
it comes to innovation. Thus, firms and the government 
should invest more in R&D, and entrepreneurial spirit and 
creativity should be encouraged. Finally, product market 
regulation should be made more flexible, to strengthen 
competition and offer new businesses sufficient chance 
of success, in order to modernise the economy. Such 
developments would enable a larger number of Belgian 
firms to seize the opportunities which are emerging, 
particularly in the context of globalisation and efforts to 
combat climate change.
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2.2 Prices and costs

Inflation gathered pace during the year to reach an average 
of 2.3 %, whereas it had been non-existent in 2009. This 
acceleration was due entirely to the renewed rise in prices 
of energy and food, which had responded strongly to the 
increase in commodity prices. Conversely, the rise in labour 
costs slowed significantly as a result of the delayed effect of 
the sharp deceleration in the health index in 2009. Hourly 
labour costs in the private sector increased by 0.6 %, fol-
lowing a 3.9 % rise in the previous year. Combined with 
the cyclical upturn in labour productivity, that very moder-
ate rise resulted in a 0.2 % fall in unit labour costs, whereas 

in the previous year those costs had risen by 4.7 %. In line 
with the movement in labour costs, the underlying inflation 
trend subsided to 1.1 %, against 2.1 % in 2009.

While prices and wages displayed a comparable profile, 
on average, in the three main neighbouring countries 
– Germany, France and the Netherlands – they did not 
fluctuate to the same extent : inflation there increased 
from 0.3 % in 2009 to 1.4 % in 2010 and, according to 
the estimates of the Secretariat of the Central Economic 
Council (CEC), the rise in hourly labour costs declined 

Table 12 Harmonised index of consumer prices and labour costs

(percentage changes compared to the previous year)

 

2005

 

2006

 

2007

 

2008

 

2009

 

2010

 

 p.m.  
2010,  

three main  
neighbouring  
countries (1)

 

HICP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.3 1.8 4.5 0.0 2.3 1.4

Energy  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.7 7.3 0.2 19.8 –14.0 10.0 5.4

Unprocessed food (2)  . . . . . . . . . . . . . . . . . . . . . . . 1.7 3.3 3.0 2.8 0.4 3.5 2.4

Processed food  . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.1 4.7 7.8 1.7 1.0 0.7

Underlying inflation (3)  . . . . . . . . . . . . . . . . . . . . . 1.3 1.5 1.4 1.8 2.1 1.1 0.8

Non-energy industrial goods  . . . . . . . . . . . . . 0.3 0.9 0.9 1.3 1.4 0.8 0.3

Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 2.1 1.9 2.3 2.6 1.4 1.1

p.m. Health index (4)  . . . . . . . . . . . . . . . . . . . . . . . . .  2.2  1.8  1.8  4.2  0.6  1.7  –

Labour costs in the private sector  . . . . . . . . . . . . .

per unit of output  . . . . . . . . . . . . . . . . . . . . . . . . 1.1 2.1 1.9 3.8 4.7 –0.2 e –1.4 (5)

per hour worked  . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 3.3 3.1 3.6 3.9 0.6 e 1.3

Sources : EC, OECD, CEC, DGSEI, NAI, NBB.
(1) As in the other tables and charts in this chapter, weighted average based on GDP.
(2) Fruit, vegetables, meat and fish.
(3) Measured by the HICP, excluding food and energy.
(4) National consumer price index excluding products deemed harmful to health, namely tobacco, alcohol, petrol and diesel.
(5) Average of the first three quarters ; business sector (NACE branches of activity C to K).
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from 2.1 to 1.3 %. During the year under review, the 
cumulative gaps in inflation and unit labour costs vis-à-vis 
these three competing countries therefore widened again 
whereas, during the crisis, they had narrowed for a time. 
In contrast, the difference in terms of hourly labour costs 
declined slightly. The three economies mentioned are not 
only Belgium’s main trading partners, they also feature 
a comparable level of economic development. That is 
why the relative movement in prices and costs in relation 
to those economies is still the best indicator of Belgian 
competitiveness in terms of prices and costs, even though 
Belgium has been part of a wider monetary union since 
1999. Moreover, those are the countries which the 1996 
Law on the promotion of employment and the preventive 
safeguarding of competitiveness takes as the benchmark 
for ascertaining Belgium’s competitive position.

2.2.1  Energy and food prices and 
inflation gap

Measured by the harmonised index of consumer prices 
(HICP), inflation in Belgium rose from 0 % in November 

2009 to 3.4 % in December. As has been the case since 
2007, it was thus highly volatile, much more so than in 
the euro area or in the three main neighbouring coun-
tries. At the end of 2010, inflation in those two groups 
of countries came to 2.2 and 1.9 %, i.e. respectively 1.2 
and 1.5 percentage points less than in Belgium. Both the 
rise in inflation in Belgium and the widening of the infla-
tion gap in relation to those economies were attributable 
largely to energy products, whose prices steadily esca-
lated from the first quarter of 2010. In a context of rising 
energy commodity prices, it was the prices of petroleum 
products that first caused the gap to widen, followed a 
few months later by gas and electricity prices. Food prices 
also played a role in this rise, albeit to a lesser extent, as 
a result of bad weather and the increase in food com-
modity prices – from the beginning of 2010 in the case of 
unprocessed foods, and a little later, from the summer, in 
the case of processed products.

The reappearance of excess inflation in 2010 compared 
to neighbouring countries is very similar to the situation 
which had prevailed in 2008. At that time, too, it was 
mainly the direct effects of commodity price increases, 
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known as first-round effects, which had been more 
marked in Belgium. They had subsequently given rise to 
second-round effects – i.e. price increases due to pay rises 
granted in order to compensate for the loss of purchasing 
power resulting from the first-round effects – which had 
caused the prices for non-energy industrial goods and 
services to rise by more than in neighbouring countries. 
Since the presence of an automatic wage indexation 
system tends to favour such effects, there is certainly a 
risk of a recurrence, and that is a major challenge for the 
preservation of the Belgian economy’s competitiveness. 
While underlying inflation had continued to slacken pace 
during the first three quarters of the year under review, 
it picked up again in the fourth quarter. Moreover, the 
excess in underlying inflation in relation to the three main 
neighbouring countries, which had emerged in 2008 and 
diminished slightly in 2009, stopped declining in 2010.

Energy

In 2010, energy prices displayed an upward trend in the 
wake of the rise in crude oil prices on the international 
markets. After reaching a record level of over $ 145 per 
barrel during the summer of 2008, the monthly price of 
Brent crude dropped on average to around $ 40 at the 
end of 2008, then climbed back steadily from $ 45 to 
$ 75 between January and December 2009. In 2010, the 

upward trend was maintained overall, though the price 
increase was more modest than in 2009 and was concen-
trated mainly on the final quarter, when the price of Brent 
reached around $ 87. Thus, taking an average over the 
year, that price was 29 % higher than in 2009. Expressed 
in euro, however, the rise was much larger, amounting to 
37 %, in view of the single currency’s depreciation against 
the dollar during the year. That contrasts with the situ-
ation seen in recent years when the exchange rate had 
tended instead to cushion commodity price fluctuations.

During the first two months of 2010, the energy com-
ponent of the HICP remained below the level which it 
had reached during the corresponding period of 2009. 
Although consumer prices of heating oil and road fuel 
had risen strongly year-on-year by the beginning of 2010, 
reflecting almost instantly the movement in Brent oil 
prices, the prices of electricity, and particularly gas, still 
remained lower than in the previous year. It was only 
from April onwards, in the case of electricity, and from 
June for gas, that the rise in energy commodity prices was 
reflected in a year-on-year increase. Although these prices 
took several months to react to the change in commodity 
prices, the increase was nevertheless much more marked 
than in the three main neighbouring countries. Whereas 
between January and December 2010, electricity prices 
rose by only 2.3 % in those countries, they went up by 
5.9 % in Belgium. At the same time, consumer prices of 
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gas soared by 18.4 %, while in the neighbouring countries 
that increase was no more than 6.2 %. Prices of heating 
oil and road fuel in Belgium increased respectively by 21 
and 13 % on average over the same period. In the case 
of road fuel, the increase was reinforced to a small extent 
– by 1.3 percentage points – by the rise in excise duty on 
diesel, totalling 4 cents per litre excluding VAT, owing to 
the application of the ratchet mechanism.

Taking energy products as a whole, the average year-
on-year price increase in 2010 was larger than in the 
three main neighbouring countries, at 10 % compared 
to around 5 %, contributing to the widening of the infla-
tion gap in 2010. The tendency of these prices to make 
an adverse contribution to the inflation gap when com-
modity prices increase – as was already the case in 2008 
– and to have the opposite effect when they decline – as 
in 2009 – shows that Belgian inflation is more sensitive 

to energy price fluctuations. This greater sensitivity is the 
principal driver of the movement in the inflation gap in 
relation to other countries, and the explanatory factors 
are described in box 5. The effect is symmetrical in the 
case of petroleum products. Conversely, in the case of gas 
and electricity, it is noticeable that the price falls in 2009 
were less marked than the increases in 2008, whereas 
energy commodity prices in those two years – and more 
especially the price of Brent – did not exhibit such asym-
metry. In the case of gas, that asymmetry is due mainly 
to the change which the biggest gas supplier made in 
October 2007 to the constant term in the pricing formula ; 
other suppliers largely followed suit, leading to a price 
increase which can be considered permanent, whatever 
the level of the oil price. In regard to electricity, the asym-
metry is due to strong increases in the network tariffs in 
2008 and 2009, while pricing is symmetrical at the level 
of the energy component.

Box 5 –  What are the factors behind the greater sensitivity of inflation to 
energy commodity prices in Belgium ?

In a number of recent articles in the Economic Review, the Bank has looked at the various aspects involved in 
setting consumer prices of energy and at the contribution of those prices to inflation. It emerges that three 
factors may explain the greater sensitivity of inflation to energy commodity prices in Belgium, namely the higher 
household consumption of energy, a lower level of excise duty on energy than in other countries, on average, 
and certain characteristics of the pricing of energy excluding taxes in Belgium, notably the quicker and more 
pronounced transmission of energy commodity prices to consumer prices of gas and electricity.

The high level of energy consumption by households in Belgium is reflected in a high weighting for energy products 
in the consumer price index. The greater their weight, the more headline inflation will react to changes in energy 
prices. As described in Baugnet and Dury (2010) (1), there are various factors which determine this different level of 
consumption, such as bigger houses, the lower level of insulation in existing housing, and the greater use of cars by 
individuals as a means of transport. Controlling and, as far as possible, reducing the energy intensity of the Belgian 
consumption profile therefore presents a major challenge, not only from an ecological perspective but also from a 
macroeconomic point of view. Encouraging energy-saving investments, particularly insulation, and influencing the 
price signal, e.g. by increasing excise duty – currently at one of the lowest levels in Europe for heating products – or 
other taxes on energy consumption are just two of a range of options. However, it is necessary to ensure that any 
increase in indirect taxes on energy products included in the health index (heating oil, gas and electricity) does not 
have an adverse short-term effect on labour costs via indexation. Moreover, an increase in excise duty would have 
the desirable effect of automatically making consumer prices less sensitive to energy commodity prices.

The second factor explaining why inflation in Belgium is more sensitive to oil shocks is the fairly low level of excise 
duty and other flat-rate taxes on diesel, heating oil, natural gas and electricity, especially in relation to the three 
main neighbouring countries. The mechanism at work can be summarised as follows : owing to the relatively low 
level of excise duty, the (implicit) weight of energy commodities in consumer prices of energy is higher, which 
makes those prices correspondingly more elastic to movements in commodity prices.

4
(1) Baugnet V. and D. Dury (2010), “Energy markets and the macroeconomy”, NBB, Economic Review, September, 61-82.
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The third factor identified results from the characteristics of the transmission of commodity prices to consumer prices 
excluding taxes in Belgium. In the case of petroleum products, that process is generally comparable in the various 
countries, at least when the change is expressed in cents per litre, and it therefore does not account for the greater 
sensitivity in Belgium. Nevertheless, since the average level of prices excluding taxes is slightly higher in Belgium than in 
neighbouring countries for petrol and diesel – but not for heating oil – and in so far as that may be due to differences 
in market structure, there is still a little scope for reducing the level of petrol and diesel prices by increasing competition 
and making greater use of the opportunities for economies of scale in the distribution of these products in Belgium. 
Conversely, in the case of gas and electricity, Baugnet and Dury (2010), Coppens (2010) (1) and Swartenbroekx (2010) (2) 
show that the transmission is faster and more marked in Belgium than in the neighbouring countries. That greater 
sensitivity is due to the very specific character of consumer pricing of gas and electricity in Belgium. The monthly 
indexation based on tariff formulas which refer, in particular, to the movement in energy commodity prices is a very 
widespread practice in Belgium, whereas consumer prices are adjusted far less frequently in neighbouring countries. 
Moreover, some countries such as France and the Netherlands, still have a form of ex ante price regulation, whereas 
in Belgium, since the liberalisation of the market, suppliers are free to set their tariffs.

4
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(1) Coppens F. (2010), “The increased volatility of electricity prices for Belgian households”, NBB, Economic Review, September, 83-110.
(2) Swartenbroekx C. (2010), “Implications of liberalisation for methods of setting retail gas prices in Belgium”, NBB, Economic Review, December, 39-71.
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In addition, the transmission of gas and electricity prices to the consumer price index is faster compared to the 
pre-2007 period, since prices are now recorded by the “acquisition” approach – every month, the tariff applied in 
that month is taken as the reference for recording the prices as close as possible to the moment of consumption or 
acquisition – whereas previously it was the notional annual invoice price relating to the preceding twelve months 
that was recorded each month, i.e. a “payment” approach since it was calibrated on the annual invoices paid 
by consumers receiving their statements in that month. As the “acquisition” approach – which is in line with the 
relevant Eurostat rules – has been applied for much longer in the neighbouring countries, the change of calculation 
method has chiefly highlighted the greater intrinsic sensitivity of gas and electricity prices in Belgium, because the 
smoothing of price fluctuations under the old method had tended to conceal that sensitivity in the pre-2007 period 
(see, for example, Cornille, 2009 (1)).

The principle of transmission to the consumer of lasting changes in commodity prices should not be called into 
question, since it is a key signal which may encourage more rational energy consumption. However, the question 
is whether the tariff formulas faithfully reflect the real movement in the suppliers’ costs, and whether it is ideal 
for every fluctuation in commodity prices to be passed on immediately to the consumer. On the basis of the 
information in the public domain, it is not possible to state whether or not these indexation formulas are fair. 
It therefore seems appropriate for the regulators and competition authorities to play a more active role in the 
matter. In accordance with its price monitoring mandate, the electricity and gas regulator (CREG) has indeed 
been able, since 2008, to react a posteriori against any anomalies on the liberalised market segment, and, when 
required, subsequent investigation has to be conducted by the Competition Council. However, there is room for 
improvement in this model of a posteriori price monitoring. For example, it was only at the end of the year under 
review that the CREG decided that, in view of doubts about the representativeness of the parameters deemed to 
represent fuel costs and other costs in the electricity price indexation formulas, it would no longer publish those 
parameters from February 2012. In regard to consumer prices of gas, the CREG had promptly conducted a critical 
analysis of the unilateral adjustment to the tariff formula, made by the leading gas supplier in October 2007, 
but that did not result in any more thorough investigation by the Competition Council. Since the operation 
of the model of a posteriori price monitoring seems less than perfect, one option that the Belgian authorities 
might consider is the implementation of a system of ex-ante price supervision, e.g. on the lines of the model 
applied in the Netherlands. The Dutch regulator examines the justification for the tariffs set by energy suppliers 
and adjustments to them before they are implemented, and in the absence of a valid justification, it can impose 
maximum prices.

(1) Cornille D. (2009), “Methodology or pricing : how can the greater volatility of consumer gas and electricity prices in Belgium be explained ?”, NBB, Economic Review, 
December, 47-57.

In order to further harmonise the HICP, the EC adopted 
a Regulation in 2009 on the preferred statistical methods 
for the treatment of seasonal products ; Member States 
must conform to the Regulation by no later than the pub-
lication of the January 2011 HICP. While most countries 
introduced this change in 2011 – except for those which, 
like Austria and Ireland, already satisfied these require-
ments – Belgium decided to introduce this measure a year 
in advance, in January 2010. In practice, this means that 
a method in which the weightings of unprocessed foods 
could vary according to the season has been replaced by 
a method in which they are fixed regardless of the season 
– so long as the prices can be recorded. The year-on-year 
movement in prices is therefore distorted by this change 

Food

Unprocessed food prices went up by 3.5 % in 2010, com-
pared to 0.4 % in 2009. The increase gathered pace from 
1.6 % in the first quarter of 2010 to 5.3 % in December. 
That acceleration was due mainly to rather unfavourable 
supply conditions, especially during the second half of 
the year, whereas in 2009, given the exceptionally good 
weather, prices had remained at relatively low levels. 
However, it was also due to a methodological change 
concerning the Belgian HICP, as regards the method of 
recording the prices of products which are subject to 
significant seasonal fluctuations in supply, such as fruit, 
vegetables and, to a lesser extent, fish.
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in 2010. Comparison with the national index, which is 
unaffected by this change, indicates that it had an aver-
age impact of +0.5 percentage point on the component 
concerned : according to the national index, the average 
price increase for unprocessed food was only 3 %, which 
is closer to the 2.4 % change recorded in the three neigh-
bouring countries.

A sharp acceleration in the rate of processed food price 
increases was recorded from the summer, although 
– taking the year as a whole – inflation remained below the 
previous year’s level for this category, at 1 % compared to 
1.7 % in 2009. The acceleration was due to the increased 
price of food commodities from the end of 2009, caused 

mainly by the supply situation (see chapter 1.1). As illus-
trated by the price indices summarising the movement in 
prices of a selection of food products such as cereals, oils, 
meat, cocoa and coffee, particularly the one calculated 
by the IMF, the recent rise was especially marked in euro, 
even significantly outstripping the rise seen at the time 
of the 2007-2008 food crisis. However, the relevance of 
that indicator for analysing the transmission to consumer 
prices in Belgium is limited by two factors. First, the share 
of the various products in household consumption is very 
different from their share in world trade ; moreover, the 
IMF index does not include products such as milk. Next, 
in Europe, the common agricultural policy (CAP) tends to 
protect producers – partially – against prices falling below 
a certain threshold. Consequently, the movement in prices 
prevailing in the EU may diverge from international prices. 
Thus, if we refer to an indicator based on prices on the 
EU’s internal market and weighted by the consumption 
profile of households in Belgium, it is evident that the 
impact of the rise in food commodity prices in 2010 was 
less pronounced, though it reached a level comparable to 
that in the period 2007-2008.

Even though processed food price inflation did not 
exceed 1.8 % at the end of 2010, there is still a need 
for particular vigilance. In 2008, the increase had been 
steeper in Belgium than in neighbouring countries, and 
had therefore made a big contribution to the adverse 
inflation gap seen at that time. Moreover, that contribu-
tion had not been counterbalanced in 2009 when com-
modity prices had fallen, which suggests a relatively high 
degree of asymmetry in the setting of food product prices 
in Belgium. Similarly, in those countries, the first signs of 
transmission of the latest rise in commodity prices only 
appeared at the end of 2010. In the months ahead, it 
is therefore important to keep a close eye on the way in 
which food commodity price increases are transmitted 
for all food products. In its report on the third quarter of 
2010, the Price Observatory undertook to present such 
analyses in its 2010 annual report to be published at the 
end of February 2011.

2.2.2  Health index and underlying 
inflation trend

The developments described above had a substantial influ-
ence on the movement in the health index. Fluctuations 
in food prices are reflected in full, whereas energy price 
movements are only partly disregarded. While the health 
index excludes petrol and diesel, it includes heating oil, 
gas and electricity, which together represent around 60 % 
of the weight of energy products. In addition, as men-
tioned earlier, the movement in gas and electricity prices 
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Table 13 InflatIon and health Index

(cumulative annual percentage changes, unless otherwise stated)

 

1999-2006
 

2007-2010
 

HICP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.2 8.9

HICP, excluding tobacco and alcohol  . . . . . . . . . . . . . . . . . . . . . . . 17.0 8.7
1.7 0.2

Health index (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.3 3.2 8.5 0.8
1.5 0.6

Health index (1), excluding energy  . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.8 7.9

p.m. Idem, average annual percentage changes . . . . . . . . . . . . . .  1.6  1.9

Sources : EC, DGSEI.
(1) National consumer price index, excluding products deemed harmful to health, namely tobacco, alcohol, petrol and diesel.

 

proved far more volatile in the past four years than previ-
ously, partly because of the switch to the “acquisition” 
approach, so that in practice the health index – though 
conceptually unchanged – was less protected against fluc-
tuations in energy commodity prices than before 2007.

Thus, the health index had made it possible to neutral-
ise just over half of the impact of the higher cost of 
energy over the period 1999-2006 as a whole. That is 
evident from comparing the rise in the health index with 
the rise in the HICP, if account is first taken of the fact 
that the health index also excludes tobacco and alco-
holic beverages, as well as certain energy products. The 
cumulative rise in the health index over that period had 
in fact been 1.7 percentage points lower than the rise 
in the HICP adjusted to exclude tobacco and alcohol, 
namely 15.3 % compared to 17 %, whereas a fictitious 
health index excluding all energy products would have 
recorded a cumulative rise of 13.8 %, or 1.5 percent-
age points less than the health index. In contrast, during 
the period 2007-2010, the health index only neutralised 
about a quarter of the rise in energy prices – 0.2 percent-
age point out of a total of 0.8 point.

In addition, the ability of the health index to limit the 
effects of price volatility has been seriously reduced since 
2007. If, as in chart 45, volatility is measured by the stand-
ard deviation over moving periods of forty-eight months, 
it is evident that in recent years the volatility of the health 
index and that of its moving four-month average – the 
smoothing method used in wage indexation mecha-
nisms – have largely mirrored the increase in volatility 
calculated for headline inflation. Only part of that increase 
is attributable to the switch to the “acquisition” approach 
for the electricity and gas components, since the volatility 
of the moving twelve-month average of the health index 

– which may be seen as an approximation for the move-
ment in the health index if the “payment” approach had 
been maintained – also increased considerably. The major 
part of the higher volatility of the health index is therefore 
due to the intrinsic variability of the prices of the energy 
products which it includes, i.e. heating oil, electricity 
and gas, because the volatility of a fictional health index 
excluding those products has only shown a small increase 
in the past few years.

It is therefore unsurprising that the rise in the health 
index accelerated sharply during the year under review. 
Whereas it had been slightly negative in the final quarter 
of 2009, from June onwards it constantly exceeded 2 %, 
and at the end of the year under review it actually reached 
2.6 %.

The health index is the reference indicator for the indexa-
tion of wages and of certain consumer prices such as 
rents, postal services, and transport services, and is 
therefore a key factor accounting for the movement in 
the prices of non-energy industrial goods and services, 
albeit after a certain time lag. Unlike the prices of energy 
and food, these prices are less sensitive to fluctuations 
in commodity prices, and are therefore a measure of 
underlying inflation, attributable mainly to the movement 
in domestic costs. As an annual average, that figure fell 
sharply in 2010, dropping from 2.1 % in 2009 to 1.1 %. 
However, that trend was interrupted during the year. In 
the last quarter, the figure was 1.3 %. While the rate of 
price increases for non-energy industrial goods slowed 
further at the end of the year – amounting to 0.7 % in 
December –, for services it accelerated in the second half 
of the year, increasing from a low point of 1.1 % in July 
to 1.6 % in December. Apart from the movement in prices 
in the hotel and restaurant trade – despite the cut in the 
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VAT rate in that sector – and the end of the decline in 
telecommunications prices, that rise is attributable to a 
number of services for which prices are indexed on the 
basis of the health index itself or another reference index 
such as the ABEX index. Overall, the prices of around a 
quarter of services, or 10 % of the HICP, are subject to 
more or less formal indexation. For these services, it is 
evident that the rise in prices, which had already slowed 
in 2009, declined sharply during the first two quarters of 
2010, but regained momentum from the third quarter, 
mainly because of the rise in the health index. During 
the second half of the year under review, the pace of the 
price increases came to 0.9 %, compared to 0.2 % in the 
first half year.

The fact that underlying inflation declined sharply in 
Belgium from the third quarter of 2009, while remaining 
slightly above the rate recorded in the three neighbouring 
countries, is due largely to the movement in labour costs 
in the business sector. This sector, used for the purpose 
of international comparison as an approximation of the 
private sector, comprises manufacturing industry, con-
struction and market services. The movement in labour 
costs per person employed is less relevant in this context, 
especially as – during and after the crisis – it was largely 
influenced by substantial fluctuations in the hours worked 

per person, which fell in 2008 and in 2009 and increased 
in the year under review. The impact of those fluctuations 
was particularly marked in Germany because firms in that 
country, more so than in Belgium, made extensive use of 
measures such as Kurzarbeit, which make it possible to 
cut working time while retaining the staff employed.

Despite the reduction in the number of hours worked 
per person and, to a lesser extent, the contraction in 
employment in terms of persons, the adjustment of the 
volume of labour during the economic crisis was smaller 
than the fall in output, so that hourly labour productivity 
declined sharply. This led to a steep rise in unit labour 
costs in 2008 and early 2009, which was attenuated from 
mid-2009 as a result of the cyclical upturn in productivity 
and the moderation of hourly labour costs. It was only 
then that the underlying inflation rate also slowed, and 
that deceleration continued for much of the year under 
review. These developments were seen both in Belgium 
and in the three main neighbouring countries, but not in 
the same proportions. At the beginning of 2009, the rise 
in unit labour costs had been higher for a time in the three 
main neighbouring countries ; the fall in hourly labour 
productivity had been comparatively weaker in Belgium, 
compensating for the more adverse movement in hourly 
labour costs. That difference is due largely to the strong 
decline in productivity in Germany where, despite a sharp 
reduction in hours worked per person, the adjustment of 
the total volume of labour was significantly outweighed 
by the particularly substantial contraction in activity.

Such variations in unit labour costs caused by cyclical 
fluctuations in productivity are temporary by nature, and 
are less important for pricing. In fact, short-lived cost 
fluctuations are often neutralised by temporary adjust-
ments to margins, whereas – conversely – the impact 
on prices of changes in costs which are deemed per-
manent is generally rapid and total. The cyclical profile 
of underlying inflation is therefore far less pronounced 
than that of unit labour costs, both in Belgium and in 
the three neighbouring countries. Short-term adjust-
ments to margins also largely explain why underlying 
inflation, though it undeniably declined, remained higher 
in Belgium in 2009 and 2010, while unit labour costs 
there had risen a little less steeply at the beginning of 
2009. Leaving aside the cyclical fluctuations in productiv-
ity, the rise in hourly labour costs discussed below was 
in fact stronger in Belgium up to the end of 2009. It 
was only during the first half of 2010 that the relative 
movement in hourly labour costs was more favourable, 
owing partly to a marked slowdown in Belgium, due to 
the low level of wage indexation following the decline in 
the health index in 2009, and partly to stronger growth 
of hourly wages in France and the Netherlands, which 

Chart 45 volatility oF inFlation

(measured by the standard deviation over moving forty-eight –  
month periods)

20
02

20
0

4

20
0

6

20
0

8

20
10

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

Health index (1), excluding energy

Health index (1) – average of the last twelve months

Health index (1) – average of the last four months

Health index (1)

HICP

Sources : EC, DGSEI, NBB calculations.
(1) National consumer price index, excluding products deemed harmful to health, 

namely tobacco, alcohol, petrol and diesel.



82

more than offset the fall recorded in Germany. However, 
that advantage in terms of hourly wages was more than 
counterbalanced by the relative movement in productiv-
ity, which increased more sharply in the neighbouring 
countries during the first three quarters of 2010, in line 
with the premise whereby the less favourable move-
ment in productivity in 2009 was cyclical and therefore 
temporary. Overall, the decline in unit labour costs was 
therefore steeper there than in Belgium.

2.2.3  Hourly labour costs and wage 
handicap in the private sector

During the year under review, the rise in hourly labour 
costs in the private sector slowed considerably to an 
average of 0.6 %, compared to 3.9 % in 2009. That 
was evident in almost all components of the movement 
in labour costs. The real agreed increases hardly varied, 
remaining at a low level overall, as in 2009.

Chart 46 underlying inFlation trend and labour Costs in the business seCtor (1) in belgium and in the three main 
neighbouring Countries

(percentage changes compared to the corresponding quarter of the previous year)
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For the period 2009-2010, the real collectively agreed 
increases decided by the joint committees at sectoral 
level came under the central agreement concluded at 
the end of 2008, in which the social partners had agreed 
that pay increases other than indexation granted for 
those years would be of fixed amounts in the form of 
payment instruments – in practice, eco-vouchers or meal 
vouchers, in view of the implementing arrangements at 
sectoral level – exempt from employees’ and employers’ 
social contributions. These fixed increases, which could 
not exceed € 125 in 2009 and € 250 in 2010, are not 
included in the pay scales and therefore do not affect the 
movement in the index of collectively agreed wages pub-
lished by FPS Employment, Labour and Social Dialogue. 
From a statistical point of view, these pay components 
come under wage drift. Consequently, the real collectively 
agreed increases had hardly any impact on hourly labour 
costs during this period, at only 0.2 % in 2009 and 0.1 % 
in 2010.

It was only during the year under review that the conse-
quences of the sharp slowdown in the rate of increase 
in the health index in 2009 were fully apparent at the 
level of automatic wage indexation. The effect of the 
latter averaged 0.5 %, or one-fifth of the previous year’s 
figure. There is in fact a certain time lag before wages 

are adjusted in line with purchasing power, regardless 
of whether they are indexed by a fixed percentage once 
the moving average of the health index exceeds a central 
index, or at set intervals ranging from monthly to annual. 
Since wages are indexed annually in the first quarter of 
the year for over a quarter of private sector workers, the 
year-on-year fall in the health index in the second half of 
2009 was not taken into account until the first quarter 
of the year under review in the wages of more than half 
a million workers. It should also be remembered that, 
as described in detail in the Bank’s 2009 Report, the 
application of the indexation system is not perfectly sym-
metrical : some joint committees which use the indexation 
mechanism at fixed and very frequent intervals excluded 
or limited any negative indexations.

The wage drift made a negative contribution to hourly 
labour costs amounting to –0.1 percentage point, com-
pared to +0.8 percentage point in 2009. During the year 
under review, the wage drift was influenced in opposing 
directions. As already stated, the fixed-rate increases of 
€ 250 maximum per worker made a positive contribu-
tion in 2010. More notable was the contribution of the 
non-recurring performance-related benefits which can be 
granted to private sector workers since 2008 for achiev-
ing specific pre-set collective targets. Such a system is 

Table 14 Hourly labour costs in tHe private sector

(calendar adjusted data, percentage changes compared to the previous year, unless otherwise stated)

 

2005
 

2006
 

2007
 

2008
 

2009
 

2010 e
 

 Gross wages per hour worked  . . . . . . . . . . . . .  2.5  3.6  2.5  3.5  3.4  0.5

Collectively agreed wages (1)  . . . . . . . . . . . . . . . . . . 2.4 2.3 1.9 3.5 2.6 0.6

Real agreed adjustments  . . . . . . . . . . . . . . . . . . . 0.4 0.5 0.2 0.5 0.2 0.1

Indexations  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 1.8 1.6 2.9 2.5 0.5

Wage drift (2)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 1.2 0.6 0.0 0.8 –0.1

 employers’ social contributions (3)  . . . . . . . . . . .  –0.4  –0.3  0.6  0.1  0.4  0.1

Social security  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.2 –0.1 0.3 0.1 0.1 0.0

Other contributions (4)  . . . . . . . . . . . . . . . . . . . . . . . –0.2 –0.1 0.3 0.1 0.3 0.1

 labour costs per hour worked  . . . . . . . . . . . . .  2.0  3.3  3.1  3.6  3.9  0.6

p.m. Including the effects of the payroll tax  
reductions (5)  . . . . . . . . . . . . . . . . . . . . . . . . . . .   1.9   3.0   2.8   3.3   3.5   0.1

Sources : FPS Employment, Labour and Social Dialogue ; General notes on the budget ; NAI ; NSSO ; NBB.
(1) Wage increases fixed by joint committees.
(2) Increases and bonuses granted by enterprises over and above those under central and sectoral collective agreements, wage drift resulting from changes in the structure of  

employment and errors and omissions ; contribution to the change in labour costs, percentage points.
(3) Contribution to the change in labour costs resulting from changes in the implicit contribution rates, percentage points.
(4) Actual social contributions which are not paid to the government, including group insurance premiums and pension funds or occupational pension institutions, and imputed  

contributions including redundancy pay.
(5) This concerns the part of the reductions in payroll tax granted to private sector firms. According to the national accounts methodology, the ESA 95, these should be recorded  

as a subsidy and not as a direct reduction in charges. They therefore cannot be taken into account in calculating labour costs.
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introduced under a collective labour agreement concluded 
at company level, or an act of accession in the absence 
of a trade union delegation. These benefits, which 
cannot be granted automatically and recurrently, are not 
regarded as normal remuneration. So long as they do not 
exceed € 2,299 per worker in 2010, they attract a special 
33 % social contribution payable by the employer, and 
are exempt from employees’ social contributions. While 
non-recurring benefits came to less than 0.2 % of gross 
wages in 2008 and 2009, they increased to 0.3 % of gross 
wages in the first three quarters of the year under review. 
Against the background of the crisis, that increase is due 
mainly to new firms gradually joining what is still a recent 
system. However, the upward effect resulting from these 
two factors was more than offset by the downward effect 
of the marked decline in temporary lay-offs and the cor-
responding additional payments. Under the current collec-
tive agreements, employers in most branches of activity in 
fact pay supplements to blue-collar workers who are tem-
porarily laid off, to top up their unemployment benefits. 
The specific measures adopted during the crisis in order 
to extend the system of temporary lay-offs to white-collar 
workers also provided for payment of benefits similar to 
those for blue-collar workers, or a sum of € 5 per day 
not worked, if the latter were not granted any additional 
benefits. The impact of these benefits could not be identi-
fied as a specific factor and is included in the wage drift. 
However, though there are no statistics on the subject, the 
figures for recourse to temporary lay-offs indicate that this 
factor made a positive contribution to the rise in labour 
costs in 2009 and a negative contribution in 2010.

The crisis also affected the social contributions paid by 
employers for their staff, more particularly the redun-
dancy payments which are deemed to come under the 
employers’ other contributions. Those payments, which 
had driven up hourly labour costs by 0.3 % in 2009, con-
tinued to exert upward pressure in the year under review 
of around 0.1 %, which was therefore slightly less despite 
the fact that the closure of the Opel plant in Antwerp 
was taken into account. For their part, employers’ social 
security contributions had a neutral impact on hourly 
labour costs.

The reductions in payroll tax, which according to the 
national accounts methodology – the ESA 95 – are 
recorded as subsidies and are not deducted directly from 
labour costs, expanded again during the year under 
review. They represented 1.7 % of the private sector wage 
bill, compared to 1.2 % in the previous year. That increase 
is due, in particular, to new adjustments to the existing 
measures. The number of overtime hours qualifying for 
a reduction in payroll tax increased from 100 to 135 per 
worker per annum. The general wage subsidy was raised 

from the previous 0.75 % to 1 % of gross wages. If these 
reductions in charges had been taken into account in 
calculating the change in hourly wage costs, the increase 

Chart 47 wage norm and wage handiCap in the 
private seCtor, aCCording to the CeC
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in the latter would have been held down by 0.5 percent-
age point in 2010. The effect of the reductions in payroll 
tax is disregarded in the comparison of hourly labour 
costs conducted by the CEC Secretariat under the 1996 
Law in relation to Germany, France and the Netherlands. 
Those three countries in fact also apply the ESA 95 rules, 
and therefore also do not regard comparable measures 
concerning cuts in labour charges as reductions in labour 
costs. No detailed information is available on such meas-
ures. However, according to the Federal Planning Bureau, 
they are smaller in scale and scope than in Belgium.

Altogether, hourly labour costs increased by 4.5 % in 
Belgium during the period covered by the 2009-2010 
central agreement, which was more than the assumed 
3.9 % by the CEC Secretariat in its November 2010 tech-
nical report. For that agreement period, it is only possible 
to make a comparison on the basis of the actual ex-post 
figures in the three main neighbouring countries, since 
the social partners did not define an ex-ante wage norm, 
the maximum permitted wage increases being limited to 
the fixed amounts of € 125 and € 250 in 2009 and 2010. 
The comparison shows that the increase exceeded that in 
the three main neighbouring countries, where the aver-
age actual rise in hourly wages was estimated by the CEC 
Secretariat at 3.4 % for 2009 and 2010 as a whole. Such 
slippages have been evident on a number of occasions in 
the past, more specifically in 1997-1998, in 2001-2002, 
in 2005-2006 and in 2007-2008.

These excess increases are due mainly to two factors. First, 
in a context of largely unexpected increases in energy 
commodity prices and the high sensitivity of Belgian 
inflation to this factor, the indexations were almost sys-
tematically higher than the forecasts used at the time of 
the wage negotiations, and the corrective mechanisms 
available – more precisely the all-in clauses (i.e. the clauses 
permitting compensation for the effect of quicker than 
expected indexation on the real increases granted during 
the actual period for which they were agreed) – did not 
adequately attenuate the repercussions of the price rises 
on wages. More generally, this shows that, despite its 
inclusion in the overall wage-setting framework by the 
1996 Law, automatic indexation makes it considerably 
more difficult to determine a wage norm on the basis 
of forecasts, and means that rapid adjustments must be 
possible in order to preserve competitiveness. The recent 
increase in the volatility of the health index makes it 
more difficult than ever to accurately predict the impact 
of indexation on wage-setting. Second, the maximum 
margin for an increase based on forecasts of the rise in 
hourly wages in the three neighbouring countries – taken 
as the benchmark for setting the ex-ante wage norm – 
was overestimated for all periods except for 2001-2002.

These overruns are the reason for Belgium’s wage handi-
cap in relation to the three partners ; according to the 
CEC, since 1996 it has grown to a cumulative total of 
3.9 % in the year under review. In comparison with 2009, 
a small 0.2 percentage point improvement was recorded 
thanks to the less marked deceleration in hourly labour 
costs in the Netherlands and France. On the other hand, 
the competitive position of Belgian firms in relation to 
their German counterparts continued to deteriorate, as 
Belgium’s wage handicap reached 13.8 %.

The negotiations conducted with a view to the 2011-2012 
central agreement resulted in a draft agreement on 
18 January 2011. They were based on the recent fore-
casts of the CEC Secretariat, which assumed an average 
increase in hourly labour costs of 5 % in the three main 
neighbouring countries during the period in question, and 
an indexation effect on Belgian wages averaging 3.9 % at 
sectoral level. The social partners agreed that, apart from 
indexation, a margin permitting a wage increase could 
only be considered in 2012, and that it must not exceed 
0.3 %. They also agreed to examine, during 2011, the 
operation of the indexation mechanism in order to reduce 
the disadvantages of price volatility for wage-setting.

2.2.4  Indicators of cost 
competitiveness and price 
competitiveness

To safeguard competitiveness, any faster rise in hourly 
labour costs compared to the main competitors must be 
accompanied by an equivalent rise in labour productivity. 
The calculation of unit labour costs in the business sector 
takes account of the movement in both factors. However, 
since 1996, it is evident that these unit costs have con-
stantly risen faster in Belgium than in the three main 
neighbouring countries, and for the first three quarters 
of 2010, the cumulative handicap since 1996 averaged 
11.2 %, or much more than the handicap in terms of 
hourly labour costs.

Several periods can be identified. The first covers the years 
1996 to 2006, when the movement in hourly labour costs 
in the business sector had been more or less in line with 
that in the three neighbouring countries, but a less favour-
able trend in productivity had led to a faster rise in unit 
labour costs in Belgium. Between the beginning of 2007 
and the end of 2008, the widening of the gap in terms 
of unit labour costs is due, conversely, to the slippage in 
hourly labour costs, as the productivity handicap remained 
relatively stable. In the first quarter of 2009, when the full 
impact of the economic crisis was being felt, the gap in 
unit costs narrowed. The less adverse trend in productivity 



86

Chart 48 indiCators oF Cost- and 
priCe-Competitiveness

(differences in % compared to the index for the three main 
neighbouring countries, cumulative since 1996)
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(4) Latest data: third quarter of 2010 for labour costs and GDP deflator; fourth 
quarter of 2010 for the other indicators.

compared to the three main neighbouring countries – 
explained in detail above – had offset the growing wage 
handicap. But these relative gains in the productivity of 
Belgian firms, being cyclical, subsequently faded so that 

the gap in relation to neighbouring countries began to 
widen again.

Comparison with other wage and price indicators over the 
same period shows that they all point to the same find-
ing : in relation to the three main neighbouring countries, 
Belgium has seen a decline in its competitiveness in terms 
of prices and costs since 1996. As in the business sector, 
the cumulative rise in unit labour costs in the economy as 
a whole outpaced that in the three neighbouring countries 
by around 10 %. The relative movement in the GDP defla-
tor gives the same signal, while the cumulative increase in 
the HICP or underlying inflation was around 5 % higher 
than in the three neighbouring countries. Each of these 
indicators primarily reveals a substantial decline in com-
petitiveness in relation to Germany. The increase in costs 
and prices has been particularly moderate in that country, 
part of the reason probably being the deterioration in 
competitiveness following reunification and the weak per-
formance of the German economy which initially ensued.

On the other hand, looking at the euro area as whole, 
Belgium’s loss of competitiveness is much smaller, or even 
non-existent, for some of the indicators analysed. That is 
even more the case if the cumulative increase in costs and 
prices since the start of Economic and Monetary Union, in 
1999, is taken as the basis.

In the future, it is not very likely that such divergences 
will recur between the trend in relation to the three main 
neighbouring countries and that in relation to the euro 
area as a whole. On the one hand, certain euro area 
countries which had accumulated substantial competitive 
handicaps since the start of EMU have embarked on an 
adjustment process, as described in chapter 1.2 ; also, 
it seems unlikely that the cost and price moderation in 
Germany will continue at the same level in the future. 
In any case, it is still appropriate to continue comparing 
the trend in costs and prices in Belgium with those in the 
three main neighbouring countries. Apart from the fact 
that these are the most important trading partners for the 
Belgian economy, their level of economic development is 
comparable to that of Belgium, implying that the relative 
movement in costs and prices in relation to that reference 
group is not greatly affected by an economic catching-up 
process (Balassa-Samuelson effect) as is true for some 
less advanced Member States, and therefore does reflect 
intrinsic changes in the competitive position.
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2.3 Public finances

2.3.1 Overall balance

The severe recession which raged in 2008-2009 caused 
serious derailment of the general government accounts. 
Whereas the overall balance had been practically in equi-
librium throughout the period 2000-2007 in a favourable 
economic context, it deteriorated in the two ensuing 
years. In 2009, public finances had thus recorded a deficit 
of 6 % of GDP, or twice the threshold beyond which a 
country is in an excessive deficit situation according to the 
current European budget rules.

In December 2009, pursuant to Articles 126 (6) and 
126 (7) of the Treaty on the Functioning of the European 
Union and on the proposal of the EC, the Ecofin Council 
therefore recommended that Belgium should cut its public 

deficit below the 3 % threshold in 2012, provided eco-
nomic growth was no lower than the EC expected in its 
autumn 2009 projections. In the view of the EC, Belgium 
needed to make a structural budget effort averaging 
around 0.75 % of GDP per annum from 2010 to 2012 in 
order to achieve that.

In that context, the stability programme submitted by the 
Belgian government in January 2010 aimed at cutting the 
budget deficit to 4.8 % of GDP in the year under review 
and to 3 % of GDP by 2012. In 2010, the target was 
achieved, since the deficit was just below that figure at 
only 4.6 % of GDP. However, it should be pointed out that 
the government benefited from a more favourable than 
expected economic climate : GDP in fact grew by 2 % 
whereas the stability programme had assumed 1.3 %.

Table 15 TargeTs for The overall balance of belgian general governmenT (1)

(in % of GDP)

 

2007
 

2008
 

2009
 

2010
 

2011
 

2012
 

2013
 

2014
 

2015
 

Stability programme

April 2008  . . . . . . . . . . . . . . . . . . . . . . . . –0.2  0.0 0.3 0.7 1.0

April 2009  . . . . . . . . . . . . . . . . . . . . . . . . –1.2  –3.4 –4.0 –3.4 –2.6 –1.5 –0.7 0.0

September 2009 (complement)  . . . . . .  –5.9 –6.0 –5.5 –4.4 –2.8 –1.3 0.0

January 2010  . . . . . . . . . . . . . . . . . . . . . –5.9  –4.8 –4.1 –3.0 –2.0 –1.0 0.0

Actual figures  . . . . . . . . . . . . . . . . . . . . . . . –0.3 –1.3 –6.0 –4.6 e

p.m. Structural financing balance

According to the EC’s method  . . .   –1.6   –2.2   –4.0   –3.8

According to the ESCB’s method (2)   –0.8   –1.7   –4.9   –4.0

Sources : NAI, FPS Finance, NBB.
(1) As in the other tables and charts in this chapter, including – in accordance with the rules laid down for the excessive deficit procedure (EDP) – net interest on financial  

transactions such as swaps.
(2) According to the methodology described in Bouthevillain C., Ph. Cour-Thimann, G. van den Dool, P. Hernández de Cos, G. Langenus, M. Mohr, S. Momigliano and M. Tujula  

(2001), Cyclically adjusted budget balances : An alternative approach, ECB, Working Paper 77.
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Belgium is one of several euro area countries which 
reduced its public deficit during the year under review. 
However, this reduction is due largely to the disappear-
ance of certain non-recurring factors which had caused 
the budget balances to worsen by 0.9 % of GDP in 2009. 
Thus, the structural financing balance – which is the 
budget balance adjusted for cyclical and similar factors – 
improved by only 0.2 percentage point of GDP according 
to the EC, which in its autumn estimates was still expect-
ing a budget deficit of 4.8 % of GDP in 2010.

Nonetheless, the structural improvement in the budget 
deficit in 2010 is more substantial if account is taken of 
the composition effects in GDP growth, namely the fact 
that certain components of the income and expenditure 
of households which have a significant influence on the 
general government accounts – such as private consump-
tion, and more particularly, labour incomes – grew less 
than economic activity in general during the year under 
review. The ESCB has devised a method which can identify 
these effects and, on that basis, it seems that Belgium’s 
structural public deficit declined to 4 % in 2010, an 
improvement of around 0.9 percentage point of GDP 
compared to the previous year.

2.3.2 Revenue

During the year under review, the fiscal and parafiscal rev-
enues of general government returned to positive growth, 
increasing by 4.5 %, thus outpacing nominal GDP. Their 
share in GDP therefore increased to 43.3 %, which was 
0.4 percentage point higher than in 2009. That increase 
was due to the expansion of the main fiscal revenue 
categories. The bases for the assessment of corporation 
tax, registration fees and VAT in fact increased faster than 
GDP. Social contributions alone declined, by 0.3 percent-
age point of GDP. Non-fiscal and non-parafiscal revenues 
increased by 0.2 percentage point, mainly as a result of 
the payments made by financial institutions.

Total levies on earned incomes as a percentage of GDP 
declined slightly, as a result of the fall in the share of 
GDP represented by earned incomes. While revenue from 
social contributions therefore declined, personal income 
tax revenues increased owing to the effect of structural 
measures and non-recurring factors.

In contrast to previous years, structural measures in fact 
contributed 0.1 percentage point of GDP to the rise in 

Table 16 Revenue of geneRal goveRnment (1)

(in % of GDP)

 

2006
 

2007
 

2008
 

2009
 

2010 e
 

Fiscal and parafiscal revenue  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.8 43.2 43.7 42.9 43.3

Levies weighing chiefly on earned income  . . . . . . . . . . . . . . . . 25.2 25.1 25.8 26.0 25.9

Personal income tax (2)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.4 11.2 11.6 11.2 11.4

Social contributions (3)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.8 13.9 14.2 14.7 14.5

Taxes on company profits (4)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.6 3.5 3.4 2.5 2.8

Levies on other incomes and on assets (5)  . . . . . . . . . . . . . . . . . . 3.8 3.7 3.7 3.5 3.6

Taxes on goods and services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.3 10.9 10.8 10.8 11.0

of which :

VAT  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.0 7.0 6.9 6.8 7.0

Excise duties  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2 2.2 2.0 2.1 2.1

Non-fiscal and non-parafiscal revenue (6)  . . . . . . . . . . . . . . . . . . . . . 5.0 4.8 5.1 5.3 5.5

Total revenue  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48.8 48.1 48.8 48.1 48.8

Sources : NAI, NBB.
(1) In accordance with the ESA 95, total revenue of general government does not include the proceeds of fiscal revenue which the government transfers to the EU.
(2) Mainly withholding tax on earned income, advance payments, assessments and the proceeds of additional percentages on personal income tax.
(3) Including the special social security contribution and the contributions of persons not in work.
(4) Mainly advance payments, assessments and withholding tax on movable property income of corporations.
(5) Mainly withholding tax on income from movable property of individuals, withholding tax on income from immovable property (including the proceeds of additional percentages),  

inheritance taxes and registration fees.
(6) Income from property, imputed social contributions, current transfers and capital transfers from other sectors, plus sales of goods and services produced, including the remuneration  

on the guarantees granted by the State on individuals’ deposits and interbank loans.
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personal income tax revenues. That was due essentially to 
the abolition of part of the standard reduction in personal 
income tax introduced in 2007, and extended in 2009, 
which the Flemish Region had granted to its residents, 
provided they were in receipt of earned income. That 
boosted revenues by € 367 million. Conversely, most of 
the other measures – which were taken at federal gov-
ernment level – eased the tax burden. This concerned in 
particular the 2010 increase in the amount of remunera-
tion exempt from tax and contributions, up from € 125 to 
€ 250, approved under the central agreement for 2009-
2010. This measure, implemented mainly in the form 
of meal vouchers or eco-vouchers, resulted in a loss of 
revenue amounting to € 113 million.

The personal income tax assessments, which had acceler-
ated sharply at the end of 2009, were only moderately 
speeded up in 2010 so that, over the year as a whole, they 
declined. Since they systematically give rise to net refunds 
to individuals, their decline in 2010 led to an increase in 
revenues of 0.3 percentage point of GDP.

Apart from the reduction in the share of GDP represented 
by wages, social security contributions were also affected 
by the arrangements for implementing the wage increases 
granted under the 2009-2010 central agreement, as the 
specified exemption concerned not only tax but also social 
security contributions.

Taxes on company profits picked up slightly, by 0.3 per-
centage point, to reach 2.8 % of GDP, a level which is 
nevertheless rather low compared to the figures for the 
period 1997-2008. During the year under review, this 
revenue category was boosted by the sustained rise in the 
gross operating surplus of companies, which was itself 
favoured by the decline in wages as a percentage of GDP. 
Moreover, according to the general budget statement 
by the federal government, the reduction in the interest 
rate used as the reference for calculating the risk capital 
allowance generated an additional € 172 million in rev-
enues. The more restrictive rules on tax-exempt dividends 
and on the tax allowance for company cars – based on 
their CO2 emissions – brought in 140 and 91 million 
respectively.

Levies on other incomes and on assets increased by 
0.1 percentage point during the year under review, 
mainly as a result of the 14 % rise in registration fee 

Chart 49 personal inCome tax assessments (1)
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Sources : FPS Finance, NBB.
(1) This chart was produced according to the ESA 95 methodology whereby revenues 

are recorded on the date of the notice of assessment, i.e. in principle two months 
before actual payment. As a result, revenues on a cash basis exhibit a two-month 
lag, and revenues relating to January and February are allocated to the previous 
year.

Chart 50 determinants oF the Change in vat 
revenues
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revenues recorded according to the ESA 95 in the general government accounts, 
which are based on transactions and are subject to deduction of the revenues 
transferred to the EU.
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State for the guarantees which it grants on the deposits 
of individuals and on part of their loans ; that remunera-
tion totalled € 333 million more than in 2009. The higher 
dividends paid by the Bank to the federal government 
also generated additional receipts totalling € 586 million. 
Payments in that respect had been very low in 2009, 
owing to the change in the current rules on payments 
under the Law of 3 April 2009. Whereas, up to 2008, 
those dividends were included in the national accounts in 
the same year as the financial year to which they related, 
they are now recorded at the time of the decision on the 
profit allocation, at the beginning of the year following 
the financial year.

The federal government has extensive fiscal powers in 
relation to total Belgian public revenues, as it is in charge 
of VAT, corporation tax and the largest part of personal 
income tax. During the year under review, its revenues 
expanded by 0.9 percentage point of GDP, to 26.5 % of 
GDP. However, it had to pass on a substantial proportion 
of that to the other general government sub-sectors, so 
that the resources at its disposal for its own policies came 
to only 8.9 % of GDP, or barely 0.3 percentage point more 
than in 2009. Social security’s own revenues declined as 
a result of the fall in earned incomes as a percentage of 
GDP, but this sub-sector benefited from a new increase in 
the transfers which it receives from the federal govern-
ment : the final resources at its disposal thus increased 
from 20.6 to 21.3 % of GDP, a historically high level. The 
resources allocated to the Communities and Regions were 
up by 0.2 percentage point of GDP. That enabled those 
entities to offset part of the decline in the transfers which 
they receive from the federal government. Finally, local 
authority revenues dipped slightly, the 2009 revenues 
having been inflated by the acceleration of the personal 
income tax assessments.

revenues. That increase did not entirely offset the reduc-
tion in this type of revenues in 2009. That could be due 
partly to the accelerated purchase of new properties on 
account of the increase in certain taxes, effective from 
2011. The VAT on new properties is now also payable 
on the value of the land included in the purchase, which 
is in principle no longer subject to registration fees. 
Similarly, the forthcoming termination of the tempo-
rary scheme concerning the reduced rate of VAT on a 
maximum tranche of € 50,000 for the construction or 
acquisition of new housing may have speeded up land 
sales at the beginning of the year, and that could have 
boosted registration fees.

Taxes on goods and services, expressed as a percentage of 
GDP, were up by 0.2 percentage point. VAT revenues ben-
efited from the revival in private consumption. They also 
gained from the expansion of exports, which had pro-
duced negative growth in 2009. Firms can in fact reclaim 
the VAT that they have paid on purchases intended for 
the production of exported goods and services, but those 
refunds are made some time after the VAT has been paid. 
The increase in indirect tax revenues would have been 
greater even without the maintenance of the VAT rate 
at 6 % for the construction or purchase of new housing 
and social housing for which building permits were issued 
before 1 April 2010, and without the cut in the rate of 
VAT on restaurant bills to 12 %, which depressed revenues 
by € 150 million and € 255 million respectively. Excise 
duties were also up substantially, the main factor being 
the ratchet system for diesel, which increased revenues 
by 200 million.

Non-fiscal and non-parafiscal revenues again benefited 
from the State’s interventions in favour of the financial 
system, as the commercial banks had to remunerate the 

Table 17 Public revenues Per general government sub-sector

(in % of GDP)

 

Before transfers between sub-sectors
 

After transfers between sub-sectors
 

2008
 

2009
 

2010 e
 

2008
 

2009
 

2010 e
 

Entity I  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41.2 40.2 40.8 30.4 29.2 30.2

Federal government  . . . . . . . . . . . . . . . . . . . . . . . 27.1 25.7 26.5 10.3 8.6 8.9

Social security  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.1 14.6 14.3 20.0 20.6 21.3

Entity II  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.6 7.9 7.9 18.4 18.9 18.6

Communities and Regions  . . . . . . . . . . . . . . . . . 4.4 4.3 4.5 11.7 11.9 11.8

Local authorities  . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 3.6 3.5 6.7 7.0 6.8

Sources : NAI, NBB.
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Box 6 –  Interventions and guarantees granted by the government to financial 
institutions

During the financial crisis, the Belgian authorities took various measures to safeguard the stability of the financial 
system. The government thus intervened in favour of the financial institutions by acquiring shares, granting loans 
and providing guarantees.

From the start of the financial crisis to the end of the year under review, net contributions of funds by the federal 
government, the Regions and the local authorities to financial institutions represented € 21 billion, or 6 % of GDP. 
Most of this aid had been granted during 2008. The federal government had acquired shares in the capital of Fortis 
Bank totalling € 9.4 billion. Three-quarters of this capital injection had then been converted into shares in BNP 
Paribas. Royal Park Investments, the defeasance structure created to take over the portfolio of structured products 
from Fortis Bank, had received a capital injection of 740 million. The government had also injected 2 billion into 
Dexia and 250 million into the Municipal Holding company. Ethias had received a capital injection of 1.5 billion. 
KBC had been granted two loans totalling 7 billion. The federal government had also granted a loan of 160 million 
to the Grand Duchy of Luxembourg for the purpose of intervention in Kaupthing Bank, more than half of which 
has been repaid.

Apart from capital injections and loans, the federal State also granted guarantees to financial institutions. At 
the end of the year under review, the amount actually guaranteed by the State was € 55.7 billion, comprising 
26.9 billion for interbank loans by Dexia, 5.2 billion for Financial Security Assurance Asset Management, Dexia’s 
American subsidiary, 3.9 billion for Fortis Bank, 4.6 billion for Royal Park Investments and 15.1 billion for KBC. 
The guarantee covering Dexia’s interbank loans therefore represented almost half of the guarantees granted by 
the government. The outstanding amount of those guaranteed interbank loans is tending to decline. Only the 
interbank loans contracted by Dexia before 30 June 2010 and maturing by 31 October 2014 at the latest were 
still covered by the guarantee at the end of the year under review.

As a result of these interventions, the government had contracted additional debts which gave rise to extra interest 
charges. The latter declined slightly in 2010, as a result of the low interest rates on the market in government securities.

Impact on the overall balance of the government InterventIons and guarantees  
In favour of fInancIal InstItutIons

(in € million, unless otherwise stated)

 

2008
 

2009
 

2010
 

Dividends  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 121 192

Guarantee premiums  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 508 682

Interest paid (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –96 –655 –622

Other (2)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –10 –7 0

 Impact on the overall balance  . . . . . . . . . . . . . . . . . . . . . . . . . .  –27  –33  252

p.m. Idem, in % of GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   0.0   0.0   0.1

Deposit Protection Fund  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   25   93   251

Sources : FPS Finance, NBB.
(1) In the case of the federal government interventions, the interest charges paid are calculated by the Treasury, which takes account in its estimate of the issues  

effected to finance them. An equivalent implicit interest rate is applied to the interventions of the Regions and local authorities.
(2) This item comprises an estimate of the management costs relating to public interventions in financial institutions (fees for consultancy and legal advice),  

and the interest received on the loan granted to Royal Park Investments (9 million in 2008 and 12 million in 2009).
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Table 18 Primary exPenditure of general government

(deflated by the HICP, percentage changes compared to the previous year, unless otherwise stated)

 

2006

 

2007

 

2008

 

2009

 

2010 e

 

Average  
1999-2010 e

 

Level recorded (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44.6 44.6 46.4 50.5 49.9 45.6

Real growth recorded  . . . . . . . . . . . . . . . . . . . . . . . –4.5 3.3 2.5 7.1 0.0 2.8

Influence of non-recurrent  
or fiscally neutral factors (2)  . . . . . . . . . . . . . . . . . . . –5.8 1.3 –0.3 0.9 –1.3 0.1

Influence of cyclical factors (2)  . . . . . . . . . . . . . . . . . –0.2 –0.3 0.2 0.8 –0.6 0.0

Indexation effect (2) (3)  . . . . . . . . . . . . . . . . . . . . . . . . –0.4 –0.2 –0.4 1.5 –1.1 –0.1

Real growth adjusted for cyclical  
non-recurrent or fiscally neutral factors  
and for indexation effects  . . . . . . . . . . . . . . . . . . . 2.0 2.5 3.0 4.0 3.0 2.8

p.m. Volume growth of GDP (4)  . . . . . . . . . . . . . . .  2.7  2.8  0.8  –2.7  2.0  1.7

Sources : DGSEI, NAI, NBB.
(1) In % of GDP.
(2) Contribution to real recorded growth of primary expenditure.
(3) Effect caused by the difference between the actual indexation of public sector wages and social security benefits and the rise in the HICP.
(4) Calendar adjusted data.

 

2.3.3 Primary expenditure

The primary expenditure of general government, i.e. 
expenditure excluding interest charges, was down by 
0.6 percentage point of GDP against 2009. It thus 
came to 49.9 % of GDP, which is still a particularly high 
level in historical terms. That decline was due to virtual 

stabilisation of expenditure in real terms, compared to the 
previous year.

However, this apparent stagnation does not give a true 
picture of the underlying trend in the general govern-
ment’s spending policy. To ascertain that, it is necessary 
to eliminate a whole range of non-structural elements. 

These interventions also generated revenues. Thus, the federal State received dividends from BNP Paribas. The 
government has not so far received any remuneration on its other shareholdings, or on the loan to KBC. 
The increase in guarantee premiums received by the State is due to the fact that roughly half of those guarantees 
had been granted around mid-2009.

The government interventions therefore led to a substantial increase in the debt of general government, whereas 
their impact on the overall balance was relatively neutral.

As well as the guarantees granted to financial institutions, the government increased the maximum guarantee 
on bank deposits. That amount was raised from € 20,000 to € 100,000 per depositor and per financial 
institution, and the protection was extended to life insurance policies. The remuneration associated with that 
protection had a positive impact on the budget balance. Moreover, following the financial crisis, the banks 
made greater use of the liquidity provided by the Eurosystem and the Bank, and that also indirectly increased 
the revenues in favour of the State.
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These essentially comprise temporary factors, the impact 
of the business cycle on expenditure and, finally, the 
divergences between inflation and the impact on wages 
and social benefits of the automatic indexation in line 
with consumer prices.

In 2010, temporary factors moderated expenditure 
growth by 1.3 percentage points. Expenditure had in 
fact been inflated in 2009 by two substantial tax refunds 
which the State had been obliged to make, as a result 
of court decisions. This concerned taxes wrongly levied 
in the past in the case of companies receiving dividends 
from foreign subsidiaries, on the one hand, and married 
unemployed persons, on the other.

The rate of primary expenditure growth is also subject to 
cyclical variations as a result of the pattern of unemploy-
ment benefits. On the one hand, the number of persons 
totally unemployed and drawing benefits, which tracks 
the economic cycle after a certain time lag, continued 
to rise. On the other hand, the number of temporarily 
laid off, which responds faster to cyclical movements, 
declined significantly. Thus, overall, the cyclical com-
ponent curbed the increase in expenditure in 2010 by 
0.6 percentage point.

The indexation mechanisms for civil service pay and social 
benefits are a third external factor which influences the 
real movement in primary expenditure. Thus, wages and 
social benefits, which account for over 60 p.c. of that 
expenditure, are linked to the movement in the health 
index of consumer prices. In 2010, that index rose by 
0.7 percentage point less than the HICP, the index used 
to deflate expenditure. Also, taking account in particular 

of the smoothing systems and the thresholds applicable 
under the indexation mechanisms mentioned above, 
there was a delay before the higher inflation during the 
year under review was reflected in indexation. Overall, 
the indexation method therefore curbed the real increase 
in primary expenditure by 1.1 percentage points. The 
other effects resulting from time-lags between infla-
tion measured by the HICP and the movement in the 
price factor influencing the other expenditure categories, 
whether they are due to the indexation mechanisms or 
to a divergent pattern in the prices of certain expenditure 
categories, do not give rise to any adjustment in view of 
the absence of sufficient information or the complexity of 
the method to be used.

After adjustment for the effect of these various factors, 
the real growth of primary expenditure dropped from 4 % 
in 2009 to 3 % in 2010, though that is still 0.2 percent-
age point higher than the average increase since 1999 
and well above the trend GDP growth. That decelera-
tion concerned all levels of government, particularly the 
Communities and Regions and local authorities.

The adjusted primary expenditure of federal government 
increased by 3.4 % in real terms in 2010, compared to 
4 % or more in the three preceding years. That decelera-
tion occurred in a context in which various measures were 
still driving up expenditure. The expenditure caused by the 
general reduction in withholding tax on earned incomes 
and by the reduction for shift work and night work, and 
similarly the favourable tax treatment of overtime, recorded 
as subsidies to enterprises in accordance with the ESA 95, 
continued to rise. This further increase contributed 1.8 per-
centage points to the growth of federal expenditure.

Table 19 Adjusted primAry expenditure by generAl government sub-sector (1) (2)

(deflated by the HICP, percentage changes compared to the previous year, unless otherwise stated)

 

2006

 

2007

 

2008

 

2009

 

2010 e

 

Average  
1999-2010 e

 

 p.m. 
2010 e,  

in %  
of GDP (3)

 

Entity I  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.7 3.4 3.4 4.3 3.8 2.8 30.6

Federal government  . . . . . . . . . . . . . . . . . . . . . . . 2.0 4.3 4.7 4.0 3.4 2.7 9.1

Social security  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 3.0 2.8 4.4 4.0 2.9 21.4

Entity II  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.4 0.8 2.3 3.5 1.5 2.7 19.4

Communities and Regions  . . . . . . . . . . . . . . . . . 2.7 1.5 2.6 3.8 1.2 2.6 12.3

Local authorities  . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 –0.1 1.8 3.1 2.1 3.0 7.1

Sources : DGSEI, NAI, NBB.
(1) The expenditure of the general government sub-sectors does not include mutual transfers.
(2) Real growth adjusted for the influence of cyclical, non-recurrent or fiscally neutral factors, and for indexation effects.
(3) Consolidated data, not adjusted and not deflated.
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Chart 52 subsidies granted to enterprises : serviCe 
vouChers and reduCtions in withholding 
tax on earned inComes
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The volume growth of the adjusted social security 
expenditure was down slightly in 2010, at 4 %. That was 
due to a deceleration in disbursements in practically all 
the main social spending categories. Health care con-
tinued to make the biggest contribution, despite a rise 
in real terms which was much more moderate than in 
recent years, at 1.6 %. Owing to its significant size – at 
over one-third of total social spending – and volatility, 
health care expenditure generally has a decisive influence 
on the movement in social security spending. Although 
there is no satisfactory information available on the 
exact impact of this factor in the health sector, it could 
be said that this deceleration is probably due amongst 
other things to a smaller contribution from wage and fee 
indexation than in 2009.

The increase in expenditure on pensions, which had been 
substantial in the preceding two years, also slowed sig-
nificantly. On the one hand, there was only a small rise 
in the average number of pensioners in 2010. This was 
due to the modest growth in both the number of persons 
attaining the age of 65 years and the number of retired 
persons in 2009, as a result of the increase from 64 to 
65 years in the statutory retirement age for women with 

effect from 1 January 2009. Also the social adjustment 
measures taken by the government in favour of certain 
pensioners amounted to around € 180 million, or about 
half the previous year’s figure.

Among the other social security expenditure categories, 
the strong rise in benefits paid by the National Institute 
for Health and Disability Insurance (INAMI-RIZIV) is 
nevertheless noteworthy. That growth seems to con-
form to a trend apparent in recent years. Measures to 
combat the impoverishment of vulnerable categories of 
persons only account for a rather limited part of that 
trend, which is due more to an increase in the number 
of labour market participants, a growing percentage of 
older workers, and the increase in the statutory retire-
ment age for women, which implies that the latter 
are eligible for this type of benefit later and for longer 
periods.

Finally, as in previous years, the subsidies paid by social 
security to enterprises increased strongly, by more than 
€ 200 million, mainly as a result of expenditure on ser-
vice vouchers. The total budget allocated to the latter 
increased to over 1.2 billion. That figure disregards the 
tax allowances which are also granted to users of these 
vouchers when their personal income tax is assessed, and 
which are estimated at about 150 million.

Chart 51 publiC health Care expenditure (1)
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Both the Communities and Regions and the local authori-
ties reined in the growth of their adjusted primary 
expenditure, which slowed to 1.2 and 2.1 % respectively 
in real terms. In both cases, investment expenditure 
contributed to this movement. While the volume growth 
of investment slackened pace in the case of the local 
authorities, the strong acceleration for the Communities 
and Regions in 2009 gave way to a decline, which is due 
at least partly to the effect of the electoral cycle for this 
level of power. Indeed, this investment generally dimin-
ishes in the year following the regional elections, which 
were last held in 2009.

2.3.4 Interest charges

After having peaked at 11.6 % of GDP in 1990, the inter-
est charges of general government declined constantly, 
falling to 3.4 % of GDP in 2010. This strong reduction 
in interest charges is attributable mainly to the steady 
decline in the implicit interest rate on the public debt, as 
a result of loans being refinanced at lower rates of interest 
at maturity or in the event of buy-back. Up to 2007, the 
reduction in the general government debt ratio also had 
a favourable influence on interest charges.

Thereafter, these charges declined at a more moderate 
pace than before. In 2010, they fell by only 0.2 percent-
age point of GDP, the sole factor being the reduction in 
the implicit interest rate, since the general government 
debt ratio increased again.

After having already halved in 2009, the implicit interest 
rate on the short-term debt declined further in 2010. 
In response to the financial and economic crisis, the 
Eurosystem held the rate on its main refinancing opera-
tions at an extremely low level. The downward pressure 
on short-term interest rates therefore continued, so that 
the implicit interest rate on twelve-month treasury certifi-
cates dropped from 2.2 % in 2009 to 0.8 % in 2010. The 
implicit interest rate on the long-term debt also declined, 
reaching 4.3 % at the end of the year. The market interest 
rate on long-term government securities fell to a histori-
cally low level in August 2010.

2.3.5  Overall balance of the general 
government sub-sectors

Following the developments described above, and the 
changes in the mutual transfers between the general 
government sub-sectors, their accounts exhibited a 
divergent picture. Thus, the deficit at the level of Entity  I, 
comprising the federal government and social security, 

showed a marked fall. In Entity II, encompassing the 
Communities and Regions plus local authorities, the 
deficit remained practically stable, at a level considerably 
below that of Entity I.

Chart 53 breakdown oF the Change in interest 
Charges
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Table 20 Overall balance Of general gOvernment, and per sub-sectOr

(in % of GDP)

 

2006
 

2007
 

2008
 

2009
 

2010 e
 

Primary balance  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.1 3.5 2.4 –2.4 –1.2

Entity I  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.0 3.0 2.3 –1.7 –0.4

Federal government  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.8 2.5 2.0 –0.8 –0.1

Social security  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.5 0.5 –0.8 –0.2

Entity II  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 0.6 0.1 –0.7 –0.8

Communities and Regions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.5 0.1 –0.6 –0.5

Local authorities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.1 0.1 0.0 –0.1 –0.2

Interest charges  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.9 3.8 3.8 3.6 3.4

Overall balance  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 –0.3 –1.3 –6.0 –4.6

Entity I  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –0.6 –1.2 –5.0 –3.4

Federal government  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 –1.1 –1.6 –4.2 –3.3

Social security  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.5 0.5 –0.8 –0.2

Entity II  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.1 0.3 –0.2 –1.0 –1.1

Communities and Regions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 0.4 0.0 –0.8 –0.8

Local authorities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.2 –0.1 –0.1 –0.2 –0.4

Sources : NAI, NBB.
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The federal government deficit fell from 4.2 % of GDP to 
3.3 %, as a result of a contraction in the primary deficit 
and interest charges. That improvement would have been 
still larger without a very marked increase in transfers paid 
to social security.

The reduction in the social security deficit, amounting 
to 0.6 percentage point of GDP, is in fact due solely to 
the increase in what it receives in the form of federal 
government allocations plus ”alternative funding”, which 
is based on the tax revenues collected by the Treasury 
being shared with social security. In the past few years, 
the increase in the various forms of transfer has enabled 
social security to cope with the growing needs in the form 
of expenditure or reductions in contributions not covered 
by its own fiscal and parafiscal revenues. The share of the 
latter in the total revenues of this sub-sector thus declined 
from 77 % in 2000 to 67 % in 2010.

The Communities and Regions ended the year with a defi-
cit of 0.8 % of GDP, which was stable compared to 2009, 
as their expenditure and revenue increased to a compa-
rable extent. The shares of personal income tax and VAT 
allocated to the federated entities under the Finance Act 
remained more or less unchanged compared to 2009 in 
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of 0.1 percentage point. Two exceptional transactions con-
cerning the unwinding of swap positions in August and 
October 2010 raised substantial revenues for the Treasury, 
reducing the public debt by 0.6 percentage point.

The increase in the debt ratio in 2010 was therefore essen-
tially endogenous. Even though it improved, the effective 
primary balance was in fact insufficient to halt the way 
in which interest charges themselves fuel the debt ; this 
is more commonly known as the ”snowball effect”. 
However, that effect was considerably less rampant than 
in 2009. It was curbed by the improvement in the primary 
deficit, the restoration of positive growth in the Belgian 
economy and, to a lesser extent, the continued reduction 
in the implicit interest rate on the public debt.

At the end of 2009, the debtor position of Belgian general 
government which, apart from the financial debt, takes 
account of the claims on other sectors of the economy, 
came to 80.1 % of GDP, the highest level in the euro area 
after Italy and Greece. Conversely, the net financial assets 
of the Belgian private sector totalled 106 % of GDP, the 
highest proportion in the euro area. This means that the 
Belgian economy is in a creditor position in relation to the 
rest of the world, fairly comparable to that of Germany, so 
that Belgium is less dependent on the rest of the world for 
financing the debt of its domestic sectors than many other 
Member States, be they peripheral countries or countries 
with sound fundamentals such as France and Austria.

nominal terms, which means that these revenues declined 
as a percentage of GDP. That fall was due to the settle-
ment of the accounts for 2009, a year in which this level of 
power had received excess transfers, since they had been 
calculated on the basis of an over-optimistic estimate of 
economic activity and an exaggerated inflation forecast, 
two variables which largely determine the scale of those 
transfers. However, this fall was more than offset by the 
increase in the Regions’ own fiscal and parafiscal revenues, 
owing to the abolition of a large part of the standard 
reduction in personal income tax granted by the Flemish 
Region. These revenues also benefited from good registra-
tion fee, gift and inheritance tax revenue performance, the 
increase in which counterbalanced their decline in 2009.

Finally, local authorities are the only sub-sector whose 
deficit recorded a further small increase in 2010, bring-
ing it up to 0.4 % of GDP, since revenues contracted by 
more than expenditure. The revenues generated by the 
additional percentages on personal income tax for this 
sub-sector dropped sharply, following an acceleration in 
the tax assessments in the previous year.

2.3.6 Public debt

Debt of general government

From 1993 to 2007, the consolidated gross debt of gen-
eral government had fallen steadily from 134.1 % of GDP 
to 84.2 %. Owing to the government interventions in a 
number of financial institutions at the end of 2008, it had 
then risen back to 89.6 %. In 2009, following the increase 
in the deficit and the decline in GDP, the debt grew fur-
ther to reach 96.2 % of GDP. In 2010, the rise continued, 
but more slowly than in 2009. At the end of 2010, the 
public debt thus came to 97.5 % of GDP.

The factors said to be ”exogenous” – because they 
affect the debt but not the overall balance – had an 
almost neutral influence on the debt in 2010, as various 
operations cancelled one another out. The loan granted 
by the Belgian government to the Greek State under the 
European aid plan for that country increased the debt 
ratio by 0.2 percentage point of GDP. Following various 
court decisions, the Belgian State has to effect tax refunds 
phased over several years. In accordance with the ESA 95, 
the impact of those court decisions had been recorded in 
full in the overall balances for 2007 and 2009, without 
a corresponding impact on the debt in those two years. 
Those court decisions gave rise to further payments in 
2010, which did not affect the overall balance but did 
affect the debt as an exogenous factor, having an impact 

Chart 55 Consolidated gross debt oF general 
government in belgium and in the euro 
area

(in % of GDP)
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Management of the Treasury debt

In 2010, the gross financing requirements for the 
Treasury came to €  43.5 billion, compared to 28.8 bil-
lion in 2009. As well as a net balance to be financed of 
€ 11.2 billion, the Treasury in fact had to renew medium- 
and long-term loans maturing for a total of 25.9 billion, 
whereas it also proceeded to buy back bonds maturing 
in 2011 for 6.5 billion.

For that purpose, the Treasury arranged medium- and 
long-term issues for a total of € 45.3 billion, which was 7 
billion more than in 2009. This mainly concerned issues 
of linear bonds (OLOs). Following a substantial increase 
at the end of 2008 and in early 2009, as a result of the 
urgent need for liquidity for the massive public interven-
tions in certain financial institutions, the share of the 
short-term federal debt then declined and stabilised at 
around 16 % during the first three quarters of 2010.

The refinancing risk is measured by the proportion of 
the loan portfolio which has to be refinanced on a 

Table 21 Determinants of the change in the consoliDateD gross Debt of general government

(in % of GDP, unless otherwise stated)

 

1993

 

Average  
1994-2006

 

2007

 

2008

 

2009

 

2010 e

 

Debt level (end of period)  . . . . . . . . . . . . . . . . . . . 134.1 110.4 84.2 89.6 96.2 97.5

Change in the debt  . . . . . . . . . . . . . . . . . . . . . . . . . –3.5 –3.9 5.4 6.6 1.3

Endogenous change (1)  . . . . . . . . . . . . . . . . . . . . . . . –2.8 –4.1 –1.1 7.5 1.3

Primary balance required to stabilise the debt  . . 2.2 –0.6 1.4 5.2 0.2

Implicit interest rate on the debt  . . . . . . . . . . 5.9 4.6 4.6 4.0 3.7

Change in nominal GDP (2)  . . . . . . . . . . . . . . . 4.0 5.3 3.0 –1.7 3.5

Actual primary balance  . . . . . . . . . . . . . . . . . . . . 5.0 3.5 2.4 –2.4 –1.2

Change resulting from other factors  . . . . . . . . . . . –0.7 0.2 6.5 –1.0 0.0

Equity investment (3)  . . . . . . . . . . . . . . . . . . . . . . . –0.2 0.3 3.5 0.0 0.0

Securities other than shares (4)  . . . . . . . . . . . . . . 0.0 0.0 1.0 1.1 0.2

Deposits and cash (5)  . . . . . . . . . . . . . . . . . . . . . . . –0.2 0.4 1.9 –1.0 0.0

Financial derivatives (6)  . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0 –0.1 –0.7

Other (7)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.3 –0.4 0.1 –0.9 0.5

Sources : NAI, NBB.
(1) The endogenous change in the public debt is indicated by the difference between the primary balance required to stabilise the debt – i.e. the balance equal to the difference  

between the implicit interest rate on the debt and the nominal GDP growth rate, multiplied by the ratio between the debt at the end of the previous year and the GDP of  
the period considered – and the actual primary balance.

(2) Percentage changes compared to the previous year.
(3) Net equity investment, excluding transactions with the NBB.
(4) The securities acquired by the Belgian government in 2008 and 2009 in connection with the refinancing of KBC are considered as loans. In 2010, this item essentially  

comprises the loan to the Greek State.
(5) The exceptional changes in this item in 2008 and in 2009 are due to a deposit placed on a bank account between the end of 2008 and the spring of 2009 by the FPIC,  

which is part of the general government sector.
(6) In 2010, this item corresponds mainly to two exceptional transactions concerning the unwinding of swap positions.
(7) Principally changes in sector classification, transactions with the NBB (particularly capital gains on gold), the net formation of other financial assets, the impact of foreign  

exchange differences and issue and buy-back premiums, the impact of accounts payable and receivable, and statistical discrepancies.

 

particular date. As is evident from the indicators which 
the Treasury uses to assess the risk twelve months and 
five years ahead, it diminished slightly in 2010 : while 
the proportion of loans to be renewed came to 22.9 
and 59.8 % respectively for these two horizons at the 
end of 2009, it was 20.9 and 58.2 % at the end of the 
year under review.

One of the strategies used by the federal government’s 
Debt Agency to control the financing risk and smooth the 
financing requirements from one year to the next consists 
in buying back before they mature. In 2010, the Treasury 
effected the buy-back of bonds maturing in the following 
year for an amount more than double that in the previous 
year. This smoothing of maturities enabled the Treasury 
to avoid being confronted by excessive financing require-
ments over a short period, which might have meant a 
risk of being forced to borrow at an unfavourable interest 
rate. During 2010, the Treasury also revised upwards its 
targets for OLO issues, thus taking advantage of favour-
able interest rate conditions to cover part of its 2011 
financing requirements.
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In 2010, the Treasury made substantial savings on inter-
est by means of receiver swaps which it had concluded in 
previous years, particularly in 2009. As a result of these 
interest rate swaps, the Treasury collected the long-term 
interest while paying the three-month Euribor interest 
rate. In August and October, the Treasury made further 
considerable gains totalling almost € 2.2 billion, by 
unwinding swap positions which it had thus contracted 
for a total of 22 billion.

During the first eight months of the year, the interest 
rate on Belgian ten-year bonds declined significantly, 
from 3.7 % at the beginning of January to 2.8 % at the 
end of August. Despite the low rates offered, Belgian 
debt securities were very popular. That enthusiasm is 
due mainly to the particularly high risk aversion among 
investors during this period, when uncertainty over the 
global economic recovery had generated renewed inter-
est in sovereign securities considered safe. However, from 
September there was a gradual increase in the interest 
rates offered on OLOs ; by the end of the year they had 
reached around 4 %.

In 2010, the spread between the yield on ten-year OLOs 
and German government bonds with the same maturity 
increased strongly again. During the first two months of 

2010, the spread in relation to the German Bund remained 
relatively stable, at around 35 basis points. Thereafter, the 
contagion effect of the Greek crisis had an impact on the 
other euro area countries, particularly those whose public 
finances had suffered a greater deterioration. The Greek 
sovereign debt crisis and concerns about Ireland, Portugal 
and Spain caused investors to seek refuge in better quality 
bonds, particularly the German Bund. Up to the end of 
August, the Bund yield thus declined faster than the yield 
on Belgian securities and those of other euro area coun-
tries. A marked increase in the Belgian yield differential 
was evident at the beginning of June, peaking at 105 basis 
points. That movement coincided with a critical phase in 
the crisis concerning the public finances of the peripheral 
countries. In July and August, there was a period of calm, 
and the spread narrowed again to 56 basis points. From 
September, spreads began widening once more, and the 
Bund benefited from a renewed flight to quality. The 

Chart 56 net FinanCial position oF general 
government and the private seCtor in the 
euro area Countries (1)

(end-2009 data unless otherwise stated ; in % of GDP)
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Table 22 Financing requirements and resources oF  
the Federal state

(in € billion)

 

2008
 

2009
 

2010
 

Gross financing requirements  . . . . 57.3 28.8 43.5

Gross balance to be financed  . . 54.0 25.7 37.0

Budget deficit or surplus (–) (1) 27.5 7.8 11.2

Medium- and long-term debt  
maturing during the year  . . . 26.5 17.9 25.9

In €  . . . . . . . . . . . . . . . . . . . 26.0 17.9 25.3

In foreign currencies  . . . . . 0.5 0.0 0.6

Buy-backs  
(securities maturing  
the next year or later)  . . . . . . . . 3.3 3.1 6.5

Other financing requirements  . . 0.1 0.0 0.0

Funding resources  . . . . . . . . . . . . . 33.8 38.3 45.3

Medium- and long-term issues  
in €  . . . . . . . . . . . . . . . . . . . . . . . 32.4 35.8 42.6

Linear bonds (OLOs)  . . . . . . . 31.8 35.0 40.9

State notes and others  . . . . . 0.7 0.8 1.8

Medium- and long-term issues  
in foreign currencies and / or  
structured products  . . . . . . . . . . 1.4 2.5 2.7

Net change in the short-term debt  
in foreign currencies  . . . . . . . . . . . 4.3 –4.0 –0.0

Change in the outstanding  
amount of Treasury certificates  . . 11.1 –1.4 0.3

Net change in other short-term debt  
in € and in financial assets  . . . . . . 8.1 –4.1 –2.1

Source : FPS Finance.
(1) The budget balance is calculated on a cash basis and, among other things,  

takes account of financial transactions which are not included in the overall  
balance of general government which, in accordance with the ESA 95,  
is calculated on a transaction basis.
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Chart 58 proportion oF Foreign-held olos and 
treasury CertiFiCates issued by the belgian 
state

(end-of-quarter data, in % of the total)
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increase in the yield differentials was also due partly to a 
contagion effect caused by the Irish crisis and by Belgium’s 
slow progress in forming a fully operational federal gov-
ernment, and hence the delay in announcing a recovery 
plan for public finances. The importance of this contagion 
effect varied across the euro area countries, depending 
on investors’ perception of each country’s ability to meet 
its financial commitments. At the end of November, the 
Belgian yield differential reached 136 points, before sub-
siding to 107 points at the end of the year.

The proportion of Belgian government bonds held abroad 
increased again in 2010. In September 2010, the propor-
tion of OLOs held abroad came to around 55 %. In the 
same period, the share of Treasury certificates held by the 
rest of the world came to 90 %. The proportion of these 

securities held by foreign investors has risen constantly 
year on year.

As shown by box 2, in a period of financial market ten-
sions, investors tend to distinguish between government 
securities to a greater extent according to national fiscal 
and structural criteria. Thus, the countries regarded as 
too vulnerable found that their interest rates soared. The 
lower volatility of the Belgian yield differential in com-
parison with the spreads of countries with comparable 
debt ratios is due partly to some of the Belgian economy’s 
characteristics, in particular the low debt level of its pri-
vate sector, the high savings ratio of that sector and the 
substantial outstanding amount of its net claims on the 
rest of the world. In order to maintain market confidence 
in the Belgian public debt, it is nevertheless vital to ensure 
political stability and to take the measures essential for 
fiscal consolidation.

Chart 57 yield on ten-year government bonds (1)
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Financial markets and 
financial stability

3.
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3.1 International financial markets

International financial markets continued to feel the 
repercussions of the serious crisis which followed the fail-
ure of Lehman Brothers in September 2008. Despite the 
exceptional support measures taken by the authorities, 
the markets still experienced periods of turbulence and 
retreat into ’safe-haven’ securities. These developments 
were fuelled mainly by the uncertainty over the pace of 
the economic recovery in certain advanced economies, 
and by fears regarding the sustainability of the public 

finances of several countries. They caused investors to 
postpone their expectations of a normalisation of mon-
etary policy interest rates which contained the rise in 
short-term rates. The benchmark medium- and long-term 
interest rates in the United States and Germany also 
remained very low. They actually continued to fall during 
the year under review, owing to the weak inflation and 
the strong demand for low-risk assets, accentuated in the 
United States by the anticipation of the Federal Reserve’s 
November decision to purchase US Treasury securities 
for a total of $ 600 billion up to June 2011. In the third 
quarter of 2010, the yield on ten-year bonds issued by the 
German federal State thus dipped briefly below 2.25 %, 
before climbing back by around 75 basis points towards 
the end of the year.

In stark contrast to developments on the German Bund 
market, yields on bonds issued by a number of other 
euro area Member States reached levels unheard of 
since the start of monetary union in 1999, so that the 
spread in relation to the Bund increased to an all-time 
high. While the budget situation in Greece and other 
euro area countries had already aroused market fears 
in November 2009, concern over the sovereign risk 
was heightened during the initial months of the year 
under review as new information appeared on the 
Greek budget position and on the substantial scale of 
the adjustments needed in that country to bring down 
the public deficit below 3 % of GDP. During that period, 
other euro area Member States facing a serious dete-
rioration in their budget position and their economic 
growth as a result of the financial crisis – such as Ireland, 
Portugal and Spain – also recorded a marked widening 
of the spreads on their government bonds in relation 
to the Bund. The negative market sentiment regarding 
those countries was also exacerbated by the fact that 
the rating agencies were considering lowering their 
sovereign debt rating.

Chart 59 ten-year government bond yields in the 
euro area and the united states
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In view of the serious deterioration in Greek sovereign 
debt financing conditions – which was also beginning 
to affect the financial soundness and liquidity position 
of the Greek banks – the EU and the IMF announced a 
joint aid programme for Greece on 11 April. However, 
that programme, which provided for potential financial 
aid amounting to € 45 billion, failed to calm the markets, 
and the tensions gradually spread to the bond markets of 
other peripheral states. In April, the European interbank 
markets began to show new signs of tensions, as the 
liquidity of certain government securities used as collateral 
declined or even disappeared. Fears over the counterparty 
risk in relation to interbank transactions also re-emerged : 
the banks regarded as heavily exposed to the most vulner-
able countries had to contend with a tightening of their 
financing conditions, a trend which became widespread. 
The indicators of conditions on the interbank lending 
market in euro – whether guaranteed or not – showed a 
tightening of the term loan criteria and growing problems 
for banks regarding the use of certain categories of securi-
ties for repo transactions. However, thanks to the authori-
ties’ response to the renewed tensions, the widening of 
the spreads between the three-month Libor and the fixed 
interest rate paid by the counterparty of an interest rate 
swap contract receiving the overnight rate for an equiva-
lent period, in euro or in US dollar, remained moderate 
compared to the extreme levels reached following the 
collapse of Lehman Brothers.

The sharpest deterioration in market confidence in the 
euro area came at the end of April, when one of the 
main rating agencies downgraded the Greek sovereign 
debt rating by three levels, after Greece reported a 
bigger than expected budget deficit. The simultaneous 
downgrading of Portugal’s rating, and subsequently that 
of Spain, exacerbated the negative sentiment. While the 
programme of financial aid for Greece was increased 
to € 110 billion on 2 May, investors remained sceptical 
about the outlook for sovereign risk on other bond mar-
kets of peripheral euro area states. Owing to a further 
intensification of the tensions on those other markets 
during the week of 2 May, kindling fears that the Greek 
debt crisis would infect other countries, spreads in rela-
tion to the German Bund reached record levels on certain 
sovereign debt markets. Liquidity on those markets was 
also greatly reduced. In the light of these developments, 
the European Council agreed at its meeting on 9 and 
10 May to establish a European Financial Stabilisation 
Mechanism (EFSM), while undertaking to speed up fiscal 
consolidation in cases where that proved necessary, 
and to reinforce the budgetary surveillance mechanisms 
(cf. chapter 1.1). At the same time, the Eurosystem’s 
Governing Council decided to intervene on the bond 
markets and took other measures to restore liquidity on 
the interbank markets (cf. chapter 1.2).

The interactions which became apparent between the 
worsening of the sovereign risk in a number of countries 
and the resurgence of tensions in the euro area’s financial 
sector are due to several factors. The banks generally hold 
very large portfolios of government securities which they 
can use as collateral for their borrowings. Fluctuations in 
the value of these securities or a reduction in their rating 
may affect the quality and eligibility of the collateral, so 
that external funding becomes more expensive, or even 
less accessible, for the banks. By generating losses on 
financial instruments, reductions in the market value 
of government bonds may also affect the level of their 
capital. As the financial crisis demonstrated, however, 
interactions between the financial sector and the sover-
eign debtor may also apply in the opposite direction, since 
fears about fiscal viability may be fuelled by problems 
arising in the national financial sector, in so far as the 
latter needs support programmes and thus increases the 
potential or actual liabilities of the public sector. These 
adverse interactions between public finances and the 
financial sector were the main factor behind the height-
ened market concerns about the sovereign risk of Ireland 
during the second half of the year, as evidence emerged 
of mounting losses suffered by the Irish banking system 
on property loans, while the Irish State had guaranteed all 
the deposits and unsubordinated debts of the banks since 
the autumn of 2008.

Chart 60 spreads between the libor and the three-
month overnight index swap (ois) rate (1)
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While spreads on Irish government bonds in relation to the 
Bund reached record levels, the risk premiums on bonds 
of other peripheral euro area countries also regained or 
even exceeded the peak levels recorded during the week 
of 2 May. The deterioration in market sentiment even 
extended to non-peripheral euro area countries, as the 
premiums recorded for Belgium and France also climbed 
beyond the previous peaks. In November, the index meas-
uring the average level of premiums on five-year credit 
default swaps referencing the sovereign debt of nineteen 
western European countries thus reached its highest level 
since the second half of 2009, when this series was calcu-
lated for the first time. However, the corresponding index 
for  five-year credit default swaps referencing the senior 
debt of  twenty-five major European financial institutions 
remained below the peak recorded in May. Despite the per-
sistently high degree of correlation in the daily fluctuations 
between the SovX and iTraxx Senior Financials indices, this 
decoupling between risk premiums for financial institutions 
and those for sovereign debtors was evident from August 
onwards. It became apparent shortly after the publication 
of the results of the stress tests on ninety-one European 
banks on 23 July (cf. box 7) and the publication, by the 
Basel Committee on Banking Supervision, of new rules on 
capital and liquidity for the banking system worldwide, 
in which certain arrangements for the implementation of 
those rules were less strict than in previous drafts. These 
two events helped to provide temporary respite from the 

markets’ nervousness about the financial situation of the 
European banks, and contributed to a gradual improvement 
in interbank transaction conditions during the summer. 
After having had to contend with a substantial tightening 
on the primary bond markets at the time of the May and 
June issues, the European banks thus saw a substantial 
improvement in their access to financing via the issue of 
debt securities. Nevertheless, the banks regarded as weak 
or those active in the peripheral countries presenting serious 
sovereign risks continued to depend heavily on Eurosystem 
financing, since access to external financing was limited 
or even non-existent. Although the European interbank 
market became very fragmented during the second half 
of 2010, a widespread and significant deterioration in 
market conditions and risk premiums for Europe’s leading 
credit institutions re-emerged during November, as a result 
of the mounting anxiety concerning both the situation in 
Ireland and the potential spread of these tensions to other 
euro area countries. This nervousness only ebbed away 

Chart 61 Credit deFault swap indiCes For european 
sovereign and senior FinanCials’ debt
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after the announcement of an aid programme for Ireland 
amounting to € 85 billion.

Financed partly by the European Financial Stabilisation 
Mechanism set up in May, this programme comprises a 
large financial assistance package for the Irish banking 
system’s recapitalisation and restructuring. At the same 
time, the Eurogroup ministers of finance defined the 
contours of the permanent European Stability Mechanism 
to be introduced in 2013 when the European Financial 
Stabilisation Mechanism comes to an end. During the 
days which followed these announcements, however, 
market sentiment remained dubious about the pos-
sibility of avoiding a restructuring of the public debt in 
a number of euro area countries. A significant decline 
in risk premiums only came after the meeting of the 
Eurosystem’s Governing Council on 2 December, when it 
was announced that certain non-standard measures for 
the provision of liquidity would be extended for a further 
three months, as described in chapter 1.2, while the 
Securities Markets Programme would remain operational 
as a tool for dealing with market malfunctioning.

The hesitant recovery in the advanced economies and 
the tensions on the bond markets of peripheral euro 
area countries created volatile conditions on world stock 
markets during the period under review, although those 
markets were buttressed by a marked improvement in 
corporate profitability.

Following a rise of 8.7 % in the first four months of the 
year, the S&P 500 index reached a peak on 26 April. 
It then dropped by over 15 % on account of the sover-
eign debt problems in Europe and signs that economic 
growth was slowing down in the United States. That fall 
was followed by a renewed rise due in particular to the 
expectation of a new Federal Reserve programme for 
the purchase of assets, which was actually announced 
at the beginning of November. Since European firms are 
more directly affected by the tough economic condi-
tions facing a number of European countries, the Euro 
Stoxx 50 index recorded a more modest rise during the 
period up to 26 April, and after the 15 % correction in 
May and June. The index thus fell by a total of 5.8 % 
against the end of 2009. Despite the turbulence on the 
sovereign debt markets, the indices of implicit stock 
market volatility, which measure the expected volatil-
ity and reflect investors’ risk aversion, remained well 
below the levels recorded after the collapse of Lehman 
Brothers, although volatility was higher in Europe than in 
the United States.

Since the improvement in profitability in the private sector 
led to a considerable decline in corporate bond defaults 
in 2010, risk premiums on that market increased only 
moderately when concerns about the global economic 
outlook resurfaced in the summer of 2010. At the end 
of 2010, the premium on high-yield bonds in the United 

Chart 63 us high-yield bond spreads (1)
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States even dropped below its long-term average of 5.4 % 
for the period 1987-2010.

Spreads on emerging market bonds also widened slightly 
in mid-2010, though they remained close to the very 
narrow spreads prevailing in 2006 and 2007, before the 
eruption of the global financial crisis. The relatively robust 
economic growth in the emerging markets and the sub-
stantial improvement in the economic fundamentals in 

certain emerging economies compared to the situation a 
few years ago contributed to a reduction in risk premiums 
on bonds issued by those countries. These developments 
were probably also due to the fact that those countries 
received massive inflows of capital, as interest rates were 
particularly low in the advanced economies. Such capital 
inflows sparked fears of domestic overheating, and a 
number of countries adopted measures to try to discour-
age new inflows.

Box 7 – Stress tests on European banks

At its meeting on 17 June 2010, the European Council decided to publish the individual results of the coordinated 
stress tests on European banks. These tests were conducted by the European supervisory authorities and by the 
national central banks of the EU, in cooperation with the Committee of European Banking Supervisors (CEBS), the 
ECB and the EC. The results for the banks participating in these stress tests, which were based on data supplied 
by the banks themselves, were published on 23 July.

The general aim was to inform the markets and the authorities of the European banking system’s ability to 
withstand possible adverse economic developments, particularly in the form of a worsening of the sovereign risk. 
To that end, the tests focused on the banks’ resistance to credit risk and market risk. Another aim was to improve 
the available information on each bank’s exposure to European sovereign debt by publishing detailed figures.

To simulate the credit risks, two types of macroeconomic scenarios were developed. A baseline scenario provided 
for a modest recovery after the severe slowdown in 2008-2009, while an adverse scenario assumed a double-dip 
recession, and European GDP growth three percentage points lower than in the baseline scenario. The adverse 
scenario also included specific shocks per country on the yield curves, based on the assumption of mounting 
concerns about the sovereign risks. The market risk was tested by subjecting the banks’ trading portfolio positions 
to a deterioration in the market parameters, including those concerning sovereign exposures.

The exercise was conducted on an individual basis on ninety-one European banks, using common models, a 
common methodology and common basic assumptions. The national supervisory authorities of twenty EU Member 
States were involved. Altogether, the banks’ assets subjected to the exercise represented almost two-thirds of 
those of the European banking system. The banking institutions tested included KBC, Dexia, BNP Paribas and ING.

According to the adverse scenario including the sovereign shock, the aggregate Tier 1 ratio, used as a uniform 
measure of the banks’ resistance to shocks, dropped from 10.3 % in 2009 to 9.2 % in 2011. The downward 
pressure on capital ratios according to this scenario is due mainly to loan losses (€ 472.8 billion over two years), 
while the losses associated with the additional sovereign shock came to 67.2 billion over two years. Seven 
banks saw their Tier 1 ratio fall below the 6 % mark, with the cumulative shortfall in Tier 1 capital amounting 
to € 3.5 billion. In agreement with their supervisory authority, those banks had to submit a plan to rectify the 
weaknesses highlighted by the stress tests. In this adverse scenario, the ratios remained above the 6 p.c. threshold 
in the case of KBC, Dexia, BNP Paribas and ING.
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3.2 Financial stability

3.2.1 Belgian banks

After having suffered a heavy loss of € 21.2 billion in 2008 
and recording a further – albeit smaller – loss of 1.2 bil-
lion in 2009, Belgian credit institutions became profitable 
again, recording net earnings of € 4.4 billion in the first 
nine months of 2010. This recovery was partly due to 
the restructuring of activities carried out by those institu-
tions in response to the vulnerabilities highlighted by the 
financial crisis.

This restoration of profitability, and its maintenance, are 
essential for consolidating the solvency of Belgian banks. 
Reserving profits is one of the main ways of accumu-
lating capital in a seriously challenging environment. 
For one thing, the banks will have to repay the capital 
injections received from the government in 2008 and in 
2009. Moreover, the new solvency standards, known as 
Basel III, developed by the Basel Committee in response 
to the financial crisis, set considerably stricter require-
ments in certain respects, such as the definition of regula-
tory capital and the risk weight to be applied to certain 
assets. These new standards and their potential impact on 
various macroeconomic aggregates are discussed in more 
detail in box 8 in this report.

Chart 65 proFitability and solvenCy oF belgian 
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and having one or more subsidiaries. For certain entities, such as ING Belgium 
and BNP Paribas Fortis, it may concern a sub-consolidation. In the case of Dexia, 
the data cover only the activities of Dexia Bank Belgium and its subsidiaries, 
i.e. excluding Dexia Crédit Local, Dexia BIL and Denizbank.

(2) Non-annualised amounts.

Box 8 – The new “Basel III” regulations and their potential impact

At the Seoul summit on 11 and 12 November 2010, the leaders of the G20 countries adopted the new standards 
proposed by the Basel Committee on Banking Supervision concerning solvency and liquidity, known as Basel III, 
and supported the development of new mechanisms to improve the management of crises affecting systemically 
important financial institutions. Combined with more effective supervision and control, these measures should 
strengthen the resilience of the financial system.

4
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One of the key aims of Basel III is to improve the quality of the regulatory capital, and to harmonise its definition. 
In order to ensure that the available capital can absorb any losses, is permanently available and offers totally flexible 
remuneration in times of crisis, Basel III stipulates that capital in the narrowest sense, namely common equity 
Tier 1 capital, must consist predominantly of ordinary shares and retained earnings. In addition, the adjustments 
specified for prudential purposes in the form of deductions, such as goodwill, intangible fixed assets or certain 
deferred taxation recorded on the assets side of the balance sheet should be applied to this narrow definition of 
the capital base. Other capital instruments intended to absorb losses – under a going concern assumption – can 
be recognised subject to certain conditions as supplementary elements of the Tier 1 capital. Capital instruments 
which only absorb losses in the event of liquidation remain eligible as Tier 2 capital.

It was also decided to raise the minimum capital requirements in order to boost the resistance of both individual 
institutions and the financial system as a whole. On the one hand, in order to take better account of the 
risks confronting banks, the capital requirements were reinforced for certain risk factors which proved to be 
inadequately covered during the financial crisis, such as market risks, (re)securitisation, counterparty risks incurred 
in derivative contracts, repo transactions and securities financing transactions. This set of rules increases the capital 
requirements for the said exposures and therefore affects the denominator of the solvency ratios. Furthermore, 
raising the regulatory minimum ratios will mean an increase in the level of capital required. The most striking 
change concerns the raising of the minimum requirements for common equity Tier 1 capital, from 2 to 4.5 % 
of the risk-weighted assets, while the minimum level of the Tier 1 capital was raised from 4 to 6 % of the risk-
weighted assets. Including the Tier 2 capital, the minimum total capital requirement is still 8 % of the risk-weighted 
assets, but the proportions of the components are different. The new rules also include a harmonised leverage 
ratio which relates Tier 1 capital to the bank’s total unweighted assets while taking account of off-balance-sheet 
exposures. That ratio, which will be analysed during an observation period, is intended to form an absolute 
minimum for the risk-weighted capital requirements.

minimum regulatory Capital reQuirements under basel ii and basel iii

(in % of the risk-weighted assets)

0

2

4

6

8

0

2

4

6

8

Basel II Basel III

Tier 2 capital

Additional
Tier 1 capital

Common equity
Tier I capital

Tier 2 capital

Additional
Tier 1 capital

Common equity
Tier I capital

Conservation buffer

Countercyclical buffer

Additional requirements
for SIFIs

Source : NBB.

4



111

FinanCial markEts and FinanCial stability

Since the crisis confirmed that the financial system is closely interconnected and tends to amplify the fluctuations 
in the economic cycle, macroprudential tools will be introduced to take better account of the systemic dimensions 
of risks. The tools established for that purpose by Basel III can be divided into two main categories.

The first group concerns the creation of a “capital conservation buffer” which can be supplemented by a 
“countercyclical capital buffer”. The conservation buffer represents a fixed 2.5 % of the risk-weighted assets and 
must be covered exclusively by common equity Tier 1 capital. A “countercyclical” buffer between 0 and 2.5 %, 
again covered by common equity Tier 1 capital, may be added to the first buffer. For a given country, this second 
measure will be activated only in the event of excessive credit expansion leading to an increase in the risks facing 
the system as a whole, and will be relaxed in the case of credit contraction. The two buffers must be built up in 
favourable times, but they can be used if necessary in a crisis. Certain constraints on the discretionary payment of 
dividends by banks will be imposed on those without adequate common equity Tier 1 capital to cover these two 
safety buffers.

The second group, still being developed, aims to reduce the potential contagion effects which could be caused by 
banks which, owing to their size or their market share in certain segments of activity, present risks for the system 
as a whole. This group includes, in particular, specific standards to be imposed on “systemically important financial 
institutions” (SIFIs). It also includes rules promoting the use of central counterparties for private transactions in 
derivatives.

In order to limit the maturity mismatch between assets and liabilities, a major factor fuelling market tension 
during the crisis, two liquidity standards are being introduced. A liquidity coverage ratio obliges credit institutions 
to ensure that they have sufficient high quality liquid assets – capable of being mobilised in repo transactions on 
the money market or with the central banks – to withstand a crisis that severely limits the scope for refinancing 
net outflows of funds for a period up to one month. This measure, intended to contain short-term liquidity risks, 
is accompanied by a net stable funding ratio designed to limit the long-term differences between – on the one 
hand – illiquid assets and the potential absorption of liquidity relating to off-balance-sheet activities and – on the 
other hand – sources of funding considered to be stable. The aim is to limit the excessive financing of long-term 
illiquid assets by very short-term resources.

In order to ensure that the new regulatory framework intended to strengthen the resistance of the financial system 
does not prejudice the economic recovery, two complementary international working groups were given the task 
of examining the macroeconomic costs entailed in implementing the Basel III regulations. The Long-Term Economic 
Impact Group (LEI) concentrated on analysing structural costs and benefits following the transition to the new 
capital and liquidity ratios, while the Macroeconomic Assessment Group (MAG) assessed the macroeconomic 
impact of the transition to the stricter solvency and liquidity requirements. The LEI published its final report on 
16 August 2010, while the MAG issued an interim report on that same date and its final report on 17 December.

The LEI group considered that a 1 % increase in the capital adequacy requirements would depress GDP by around 
0.1 % in real terms. On the other hand, the group’s analysis suggests that an increase in the capital ratios would 
significantly reduce the risks of a crisis and the associated GDP losses, and would curb the scale of the fluctuations 
in output outside of crisis periods. The report’s key message is therefore that, within a broad range of increases in 
the solvency ratios, the positive impact of the reform outweighs the costs, but the net benefit tends to diminish 
or even become negative beyond a certain limit.

The MAG report identified the length of the transition phase as a decisive factor in the banks’ response to the new 
solvency and liquidity standards. If that period is short, the banks could decide to reduce their supply of credit in 
order to boost their solvency ratios and make speedy adjustments to the composition of their assets. Conversely, 
a longer transitional period would give them more time to adapt by allowing them to reserve part of their profits, 
issue shares or modify the structure of their liabilities.

4
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Since the end of 2008, the solvency ratio of Belgian banks 
has risen, despite further losses in 2009. The ratio linking 
Tier 1 capital to risk-weighted assets reached 15 % at 
the end of September 2010. Capital recognised as Tier 1 
consists mainly of issued capital and reserves, including 
income from current year, plus certain hybrid instruments 
which totalled € 57.9 and 7.1 billion respectively at the 
end of September 2010. These were subject to deduc-
tions totalling 8.5 billion, relating in particular to goodwill 

and substantial stakes in other credit institutions. The 
increase in the ratio resulted from the combination of dif-
ferent developments in recent years. Initially, the banks’ 
solvency was strongly influenced by the steep decline in 
their balance sheet total accompanied by a reduction in 
the average riskiness of assets. Apart from this deliberate 
risk reduction policy, in return for payment of premi-
ums, banks benefited from government guarantees on 
certain assets, permitting a decline in the risk weighting 

The leaders of the G20 countries took account of this conclusion by the MAG report in providing for a longer 
transitional period before full implementation of the regulations on capital and liquidity. That will help to attenuate 
any unintended effects, particularly in relation to the new measures such as the leverage and liquidity ratios. 
Implementation will begin on 1 January 2013, but the new framework will not be fully operational until 1 January 
2019.

Taking account of the period of transition to the new Basel III capital adequacy requirements as approved by 
the G20 and the level of those requirements at the end of 2009, the MAG considered that the volume of GDP 
would contract after thirty-five quarters by around 0.2 % compared to the baseline path, equivalent to an annual 
reduction in the growth rate of 0.03 %.
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liabilities other than those recognised as “held for trading” according to the IAS 39 accounting standard.
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applicable to those assets. Finally, in both 2008 and 2009, 
they benefited from government capital injections which 
limited the impact of losses on regulatory capital.

Although profitability improved, it became heavily depend-
ent on net interest income which has been, since the 
crisis, the main source of income for credit institutions. 
In the first nine months of 2010, it represented 67 % of 
banking income, whereas before the crisis there had been 
a fairly equal balance between interest and non-interest 
income. The trading book losses and subsequent unwind-
ing of trading book positions and fee-generating activities 
were major factors in the decline in non-interest income.

The level of net interest income depends mainly on two 
factors, namely the volume of interest-bearing assets and 
liabilities and the interest margin, which measures the 
difference between the average interest rate received on 
the assets and those paid on the liabilities. The decline in 
the average volume of interest-bearing assets, which had 
been particularly steep in 2009, continued during the first 
nine months of 2010 but at a more modest rate of 5.3 %. 
Conversely, the upward trend in the interest margin seen 
in 2008 and particularly in 2009 was reversed in 2010, 
and more specifically in the third quarter. Three factors 
contributed to this turnaround.

First, in 2009, the fall in the volume of intermediation was 
concentrated mainly on low-margin business, essentially 
interbank transactions, which – owing to a composition 
effect – led to an increase in the interest margin. That 
effect ceased to apply in 2010, since the asset reductions 
mainly concerned lending to non-bank counterparties and 
debt securities held in portfolio.

Second, the pattern of interest rates was less favourable. 
At the end of 2008 and in 2009, short-term interest rates 
had been driven to historically low levels as a result of the 
cuts in central bank key interest rates. Consequently, the 
spread between the 30-year interest rate and the over-
night rate had risen from 119 basis points at the end of 
2008 to 354 basis points twelve months later. Since banks 
generally borrow short term to lend at longer maturi-
ties, and since the fall in short-term interest rates rapidly 
affected the cost of deposits, this steepening of the yield 
curve had proved beneficial for maturity transformation 
activity, therefore propelling the interest margin upwards. 
However, in 2010 the yield curve flattened, and the dif-
ferential between 30-year interest rates and the overnight 
rate declined to 196 basis points at the end of September. 
This flattening of the yield curve led to a reduction in the 
margin in 2010, in a context in which the low level of 
short-term interest rates squeezes the profits that credit 
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assets. Finally, in the third quarter of 2010, the increase in the item is due to a change in the methodology of BNP Paribas Fortis consisting in the separate reporting of the 
results of discontinued operations.
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Chart 68 loan loss ratio oF belgian Credit 
institutions (1)

(consolidated data, basis points)
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institutions can make on very cheap resources, such as 
sight deposits.

Finally, to protect themselves against the potential risk of 
a rapid rise in interest rates, banks resorted to derivative 
contracts enabling them to collect payments based on 
short-term interest rates in return for making payments 
geared to long-term rates.

These risk-hedging transactions did not only contribute to 
a fall in the interest margin in 2010, but also led to losses, 
since the long-term interest rates declined in 2010. On 
the balance sheet, that was reflected in the market value 
of the derivatives recorded on the liabilities side rising by 
more than the value of the derivatives recorded on the 
assets side. The Belgian banks also recorded losses as a 
result of the rise in the interest rates applied to the sover-
eign debt of certain euro area Member States.

These losses on derivatives and on certain sovereign 
bonds depressed the non-interest income. Conversely, 
this income category was supported by the stabilisation 
of net commission income and, above all, the positive 
impact of the decline in interest rates which generated 
profits for the banks on numerous assets held in the trad-
ing portfolio.

Operating expenses continued to fall, a clear sign of the 
banking groups’ efforts to refocus on their core activities 
both by selling off or scaling down certain branches of 
activity, and by rationalising certain entities. Operating 
expenses represented 66 % of banking income in the first 
nine months of 2010, which is close to the figure of 61 % 
recorded in 2007, before the crisis.

The movement in impairments and provisions played a 
key role in the growth of the net profit during the first 
nine months of 2010. While these impairments had been 
very substantial both in 2008 – when they had mainly 
concerned securities – and in 2009 – when loans and 
receivables were the principal factor – they declined in 
2010 to well below the level of the previous two years.

In the first nine months of 2010, loan loss provisions 
came to only € 1.2 billion, compared to 3.1 billion for the 
corresponding period of 2009. Expressed as a percentage 
of total outstanding loans, they came to 23 basis points, 
i.e. below the level for the same period in 2009, though 
still slightly above that of 2008.

The sharp fall in provisions for impaired loans may seem 
surprising in a climate still dominated by the economic 
crisis. Yet there are several factors which could explain 
this development. Since the crisis erupted, the banks 

have adopted a more cautious attitude towards lending. 
Belgian households and companies – representing almost 
39 % of exposures in the form of loans, and as much as 
53 % on the basis of exposures to non-bank counterpar-
ties alone – maintained their relatively sound financial 
position (see chapter 3.3). The high coverage rate for 
impaired claims – i.e. the percentage of impaired claims 
covered by provisions – in 2009 may have reduced the 
need to form new provisions in 2010. Finally, the histori-
cally low level of interest rates enabled some customers 
experiencing difficulties in repaying their loan to refinance 
their borrowings at lower interest rates, and perhaps for 
longer periods, and some banks may have used that as 
an opportunity to delay the recognition of certain loans 
as being impaired.

The proportion of impaired loans dropped from 2.9 % of 
total outstanding loans granted by Belgian credit institu-
tions in 2009 to 2.7 % in 2010, and the coverage ratio 
stabilised at around 40 %. A large share of these impaired 
claims is found in the portfolio of loans to non-bank 
private counterparties in foreign countries. Belgian banks 
hold substantial claims on the non-bank private sector in 
the United Kingdom, the Netherlands, Ireland, Germany 
and central and eastern Europe. Exposures to foreign 
public sectors consist mainly of claims on the Italian, 
Czech, French, Dutch and German public authorities. 
Finally, claims on the banking system are concentrated 
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Chart 69 belgian Credit institutions’ Foreign Claims

(data as at the end of September 2010, on a consolidated 
basis (1), in € billion)
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mainly in France, the Netherlands, the United Kingdom, 
the United States and Germany. In the case of the first 
two countries, the exposures include intra-group transac-
tions by Dexia Bank Belgium and ING Belgium respectively 
with sister entities in other countries, since Dexia and ING 
are only partly consolidated in the prudential reporting 
data used to assess the foreign exposures of the Belgian 
banks.

The nature of the credit risks incurred by the banks was 
affected by their restructurings, sales and transfers of cer-
tain of their activities. These operations mainly concerned 
exposures to foreign counterparties, as their principal 
aim was to remedy the vulnerabilities highlighted by the 
financial crisis. The year 2008 had brought the departure 
of Fortis Bank Nederland from the consolidation scope 
of Fortis Bank and a substantial reduction in interbank 
loans. In 2009 and in 2010, credit institutions continued 
to restructure their balance sheet in line with the agree-
ments concluded with the EC, acting in its capacity as the 
competition regulator. They hived off some areas of activ-
ity, closed some – mainly interbank – positions and put 
certain portfolios of loans, debt securities and derivatives 
in run-off. BNP Paribas Fortis also transferred numerous 
foreign entities to its parent company, BNP Paribas, while 
the latter transferred its activities in Luxembourg to BNP 

Paribas Fortis. In the near future, the Belgian banks also 
plan to sell off a significant proportion of their activities, 
mostly in other countries. In particular, between now 
and 2013, KBC will float some of the shares in its Czech 
subsidiary, ČSOB, on the stock exchange and will sell off 
certain activities, mainly in Belgium and central and east-
ern Europe, in order to meet the target agreed with the 
EC of a 25 % reduction in its risk-weighted assets. Dexia 
Group is also planning the future sale of some interna-
tional activities, mainly in Spain and Italy. In the future, 
in connection with the internal restructuring of the BNP 
group, BNP Paribas Fortis will again transfer activities to 
its parent company.

These operations affected the balance sheet structure. 
On the assets side, the geographical distribution of loans 
and debt securities was modified. The share of exposures 
to Belgian counterparties has increased steadily over the 
past three years, reaching 43 % at the end of September 
2010. By type of product, the restructuring mainly led 
to a reduction in interbank loans, down from € 212 bil-
lion at the end of 2008 to € 175 billion at the end of 
September 2010, and a sharp fall in the amount of debt 
securities held by the banking sector, from € 306 bil-
lion at the end of 2008 to € 240 billion at the end of 
September 2010. However, the main component of 
this portfolio, namely government bonds, was stable at 
around € 150 billion. These bonds are made up of 40 % 
Belgian government bonds and 45 % bonds of other 
euro area countries (mainly Italy, France, the Netherlands 
and Germany). The bonds of countries outside the euro 
area represent 16 % of the total and consist chiefly of 
bonds issued by central and eastern European countries, 
particularly the Czech Republic. After having diminished 
in 2009, loans to non-bank counterparties maintained 
their decline, principally as a result of the removal of 
certain entities from the consolidation scope of BNP 
Paribas Fortis and a change in that institution’s report-
ing methodology, consisting in the separate reporting of 
assets earmarked to be sold.

On the liabilities side of their balance sheet, banks are 
endeavouring to rebalance their financing in favour of 
more stable sources, particularly retail deposits, at the 
expense of wholesale, especially interbank, funding. 
Retail deposits, bolstered principally by the success of 
savings deposits, amounted to € 327 billion at the end of 
September 2010, outstripping the figure of € 308 billion 
reached at the end of 2007 despite the sale of certain 
deposit-generating subsidiaries. The outstanding amount 
of interbank debts declined steadily from the end of 
2008 to the end of September 2010, dropping from 341 
to 159 billion, that decline having been speeded up by 
reduced recourse to the Eurosystem. That is reflected in 
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the sharp fall in lending to credit institutions on the Bank’s 
balance sheet, down from more than € 41 billion at the 
end of 2009 to less than 7.5 billion at the end of 2010.

Despite these various reductions, the overall size of the 
banks’ balance sheet remained stable in 2010. That sta-
bilisation was due to derivatives. Following a significant 
fall in 2009, the market value of derivatives – consisting 
mainly of interest rate derivatives whose value depends 
on interest rate movements and their volatility – increased 
again in the first nine months of 2010, to reach € 182 bil-
lion on the assets side and € 203 billion on the liabilities 
side. These developments also influenced other balance 
sheet items, especially interbank transactions, a rise in 
the market value of derivatives increasing the amount of 
collateral that banks are required to provide for those con-
tracts. That collateral often takes the form of interbank 
deposits, but may also consist of government bonds. On 
the assets side, the effect of the change in the market 
value of derivatives on interbank deposits and loans led 
to an increase in interbank claims during the first nine 
months of 2010. There was no corresponding change on 
the liabilities side, as the increase in cash collateral posted 
to cover interest rate derivatives was more than offset by 
a reduction in the banks’ underlying recourse to interbank 
financing.

At the end of September 2010, as a result of these vari-
ous developments, Belgian banks had a net credit position 
on the interbank market, whereas they had previously 
recorded a substantial net borrowing position.

This change was obviously made possible by the sale of 
various assets abroad, which the banks had previously 
financed via net borrowing on the wholesale market and, 
in particular on the interbank market. However, credit 
institutions retained numerous foreign activities which 
they must continue to finance. For that purpose, they can 
use part of the savings collected from Belgian households 
and companies which they recycle in order to finance the 
activities of their subsidiaries and/or their parent compa-
nies abroad.

These intra-group cross-border flows cannot be singled 
out in the consolidated data, but they are clearly apparent 
from the data compiled on a territorial basis. The latter 
make it possible to pick out transactions on the interbank 
market effected solely by banking entities established in 
Belgium by distinguishing between transactions with enti-
ties in the same group and transactions with other banks. 
It is evident that the cross-border intragroup interbank 
net financing granted by Belgian entities has gained in 
importance in recent years. The difference between the 
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Chart 71 Cross-border intragroup and non-intragroup interbank positions

(end-of-period data on a territorial basis, in € billion)
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amounts lent and the amounts borrowed via such trans-
actions expanded from € 102 billion at the end of 2009 to 
€ 111 billion at the end of September 2010. Conversely, 
the amounts of interbank claims and debts formed by 
credit institutions based in Belgium outside their own 
group have been in balance since the end of 2008.

The sharp decline in the banks’ recourse to interbank 
financing was accompanied by a reduction in the use of 
other wholesale funding sources, especially in the form of 
deposits by institutional investors or issues of certificates 
of deposit. The banks made greater use of more funding 
sources, such as retail deposits. After having increased 
in 2008 and 2009, the gap between deposits collected 
from non-bank counterparties and loans granted to the 
latter stabilised during 2010. However, the gap between 
total deposits and loans diminished in 2009 and in 2010 
because the decline in the banks’ interbank transactions 
on the liabilities side outpaced the decline on the assets 
side.

To improve their liquidity position, banks also expanded 
their portfolio of financial assets that can be mobilised 
to generate liquidity, either via repo transactions or – in 
the event of tensions on the private market – via central 
banks. That increase mainly took the form of the expan-
sion in the relative share of government bonds and other 
securities and loans eligible as collateral with the central 
banks, assets which are considered to be the most liquid. 

If these are added to the cash holdings and deposits with 
central banks, the share of these assets in the balance 
sheet total increased from less than 10 % at the end of 
June 2009, to 15 % at the end of 2009 and 16 % at the 
end of September 2010.

Apart from these three categories, credit institutions may 
also resort to other liquid asset classes consisting in par-
ticular of securities and bank loans not eligible with the 
central banks but nonetheless capable of being mobilised 
in private repo transactions ; these represented 7 % of the 
total assets at the end of September 2010.

In response to the financial crisis and in preparation for 
the forthcoming entry into effect of the liquidity ratios 
devised by the Basel Committee, as described in box 8, 
the Banking, Finance and Insurance Commission (CBFA) 
adapted its prudential approach to liquidity risk. In 
September 2010, the CBFA published a circular on the 
management of this specific risk whereby – with effect 
from 1 January 2011 – the trial ratio for the liquidity of 
credit institutions, introduced by a circular dated May 
2009, is converted to a regulatory standard. This ratio 
aims to measure the ability of Belgian credit institutions to 
withstand a liquidity shock caused by exceptional circum-
stances, both at the level of the market as a whole and 
at the level of each institution individually. This ratio can 
be used to assess whether, after application of haircuts 
proportionate to the degree of liquidity of the assets, an 



118

institution holds sufficient liquid assets to cope with the 
outflow of funds that such a shock is likely to trigger in 
the ensuing week and month.

3.2.2 Belgian insurance companies

After having suffered substantial losses of € 3.9 billion in 
2008 as a result of the severe tensions on the interna-
tional financial markets following the collapse of Lehman 
Brothers, the insurance sector in Belgium was back in 
profit in 2009, recording a net result of € 0.9 billion. The 
supervisory data compiled on a quarterly basis show that 
the annualised net profits have continued to rise, reaching 
€ 1.5 billion for the first nine months of 2010, or almost 
double the figure for the equivalent period in 2009.

The three main components of the profit and loss account 
of the insurance sector each contributed to the continu-
ing revival in profitability in 2010. The deficit on the non-
technical account declined as a result of the growth in 
net income from the corresponding financial investments 

– namely insurance companies’ investments not specifi-
cally attributed to life and non-life activities – which more 
than offset the fall in the exceptional result of the sector 
and the increase in its tax payments. A fairly similar devel-
opment was seen in non-life insurance activities, where 
the growth of investment income more than outweighed 
a slight erosion of the net result on insurance activities as 
such. The latter is reflected in the renewed rise in the net 
combined ratio, which compares the total cost of claims 
and operating expenses to net premium income. During 
the first nine months of 2010, this inverted measure of 
the underlying profitability of non-life insurance opera-
tions reached its highest level since 2003. While this ratio 
remained well below the peak levels seen in 2000-2002, 
it probably increased again in the fourth quarter of 2010 
as a result of an increase in claims relating to the floods 
which affected some regions of the country in November. 
After 2002, insurance companies restored a better bal-
ance between insurance costs and premium income, 
thanks to an increase in the level of premiums, better cost 
control and stricter underwriting conditions for certain 
loss-making insurance products and classes. In response 
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to the recent increase in the combined ratio, premiums 
have already been adjusted in a number of insurance 
classes, and that is probably a contributory factor in the 
3.3 % rise in the value of non-life insurance premiums 
collected during the first nine months of 2010, compared 
to the same period in 2009.

On the basis of the developments during the first nine 
months of 2010, the amount of the life insurance pre-
miums collected by the sector increased, according to 
estimates, by over 7 % in 2010, compared to the 2009 
figure, though the latter had admittedly been rather low. 
During that year, the stronger preference of households 
for liquidity, against the backdrop of the economic and 
financial crisis, had in fact eroded demand for life insur-
ance products. Consequently, life insurance premiums 
had fallen below € 19 billion in 2009, their lowest level 
since 2003. From 2004 to 2008, the average annual level 
of life insurance premiums had stood at 21.4 billion.

The great majority of life insurance premiums – for both 
individual and group policies – are collected on contracts 
under which the insurer bears at least part of the risks 
relating to financial market developments. Premiums for 
class 23 contracts, in which the policyholders themselves 
assume the financial risks on the investments, repre-
sented only around 15 % of total life insurance premium 
income in the period 2004-2009. Among the individual 

policies, those in class 21 – which offer a guaranteed 
yield – are still the most common. Although detailed 
statistics are not yet available for 2010, other information 
sources tend to confirm that class 21 policies remained 
by far the main source of new contracts during the year 
under review.

Unlike non-life insurance premiums, which are generally 
collected under contracts renewed annually, life insur-
ance premiums are usually received under long-term 
contracts. In their case, the potential liabilities towards 
policyholders are far in the future. Since the premiums 
collected are invested, the investment portfolios built 
up to cover those future liabilities are much larger in 
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Chart 75 Composition oF the Covering assets per 
insuranCe aCtivity

(unconsolidated end-of-period data, in € billion)

0

20

40

60

80

100

120

140

160

180

0

20

40

60

80

100

120

140

160

180

20
07

20
0

8

20
0

9

20
10

 (1
)

20
07

20
0

8

20
0

9

20
10

 (1
)

20
07

20
0

8

20
0

9

20
10

 (1
)

Life insurance

Corporate bonds

Government bonds

Equities

UCIs

Real estate

Loans

Other

Class 23 Other classes Non-life insurance

Sources : CBFA, NBB.
(1) Situation at the end of September 2010.

the case of life insurance than in non-life insurance. The 
investment portfolio to cover the liabilities relating to 
class 23 policies is much smaller than the amount of the 
financial assets held for the account of policyholders in 
the other classes. In terms of outstanding amounts, the 
assets corresponding to those class 23 contracts, which 
do not imply any market risk for the insurance compa-
nies, make up barely 10 % of the total assets intended 
to cover the life insurance liabilities. The breakdown of 
the assets covering the class 23 contracts shows that 
they are invested mainly in undertakings for collective 
investment (UCIs).

This explains why life insurance business is much more 
sensitive to financial market developments than non-life 
insurance business, as is evident from the steep decline in 
the net result on life insurance activities in 2008. In order 
to manage the associated financial risks, insurance com-
panies have to ensure an asset mix which is geared to the 
structure and characteristics of their liabilities while estab-
lishing a balance between the risks on the asset portfolios 
and the expected yields. In the case of life insurance poli-
cies other than those in class 23, these assets are made 
up mainly of government and corporate bonds which 
represented 48.5 and 29.5 % respectively of the portfolio 
at the end of September 2010. In the case of government 
bonds, that is an increase of around 5 % compared to 
the situation at the end of 2007, even though insurance 
companies did to some extent reduce the proportion of 
those bonds during 2010, in response to the rocketing 
risk premiums applied to a number of sovereign debtors 
in the euro area. At the end of 2009, the sovereign bond 
portfolio held by the sector was essentially invested in 
bonds issued by governments in the euro area, the main 
sovereign exposures being concentrated on Belgium 
(around one-third of all government bonds), Italy (almost 
one-fifth) plus Germany and France (almost one-tenth 
each). The exposures on a number of peripheral euro area 
countries were revised downwards in 2010. The percent-
age of the investment portfolio composed of equities, 
including shares in associated or non-associated compa-
nies, declined from 11 % of the total covering assets at 
the end of 2007 to 6.3 % at the end of September 2010.

The insurance sector’s exposure to market risk was 
thus largely concentrated on fixed-income instruments, 
making it vulnerable to interest rate fluctuations and 
changes in credit and liquidity risk premiums. The great 
sensitivity of the insurance companies’ portfolio to fluc-
tuations in the prices of fixed-income products is illus-
trated by the strong variations in the differential between 
the book value and the market value of the investment 
portfolio as a whole.

At the end of the third quarter of 2008, two weeks after 
the collapse of Lehman Brothers, insurance companies 
announced unrealised losses on bonds totalling € 5.8 bil-
lion. These substantial losses were due to the steep 
fall in the prices of certain categories of fixed-income 
financial instruments at that time, attributable largely to 
the soaring credit and liquidity risk premiums on bonds 
with a high rating. While some of these losses had been 
absorbed in the final quarter of 2008 in the form of sub-
stantial value reductions – downward adjustments in the 
book value of some of these instruments –, the gradual 
disappearance of the unrealised losses on the insurance 
companies’ bond portfolios was due mainly to the general 
decline in risk premiums and the sharp fall in yields on the 
benchmark government bonds in the euro area and for 
the United States and the United Kingdom. These devel-
opments led to the re-emergence of gains on the bond 
portfolio. Those gains actually became very significant, 
since at the end of the third quarter of 2010 the positive 
gap between the market value and the book value of the 
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bond portfolios reached € 8.1 billion. With the unrealised 
gains on other assets, the sector posted total unrealised 
gains of 11 billion on its investment portfolio at the end 
of September 2010.

The regulatory solvency margin consists mainly of an 
explicit margin which includes own funds, subordinated 
debts and certain other balance sheet items, and an 
implicit margin which, subject to the approval of the 
supervisory authority (CBFA), comprises certain specific 
elements, the main one being a part of the unrealised 
gains on investment portfolios. In parallel with the decline 
in unrealised gains on the investment portfolio, the rela-
tive size of the implicit margin in the regulatory solvency 
margin diminished throughout 2008, and in the first 
quarter of 2009. If account is taken of all unrealised gains 
or losses – most of which are not accepted by the CBFA 
as part of the implicit margin, in which case they form a 
hidden reserve – it is evident that the additional solvency 
reserve resulting from the difference between the market 
value and the book value of the investment portfolio 
remained almost constantly negative from the second 
quarter of 2008 to the first quarter of 2009. Though 
the hidden reserve subsequently became positive again, 
thanks to the aforesaid increase in financial asset prices, 
the experience of 2008 and early 2009 shows that insur-
ance companies cannot count on their hidden reserves 
to offset substantial losses on their investment portfolios.

In so far as a large part of the losses incurred in 2008 on 
financial investments had to be absorbed by the explicit 
margin, in the form of a decline in the reserves, a number 

of insurers were obliged to augment their capital in 2008 
and in the first half of 2009. The total subscribed capital 
and issue premiums recorded a rise of € 5 billion between 
the end of 2007 and the end of 2009, before stabilising 
at around 9.7 billion in 2010. This increase in the capital 
base and the reserving of profits generated in 2009 and in 
2010 enabled the sector to maintain an explicit solvency 
margin at least equal to 165 % of the required minimum 
for each quarter since the end of 2007, a level of over 
190 % having been reached in the second half of 2009 
and in the first nine months of 2010.

In accordance with the Solvency I prudential framework 
– to be replaced from 2013 by an entirely revised and 
more risk-centred regulatory framework, Solvency II – the 
calculation of the regulatory solvency margin takes no 
account of the effect of interest rate reductions on the 
discounted value of the insurance companies’ liabilities 
to policyholders. In the case of long-term insurance 
contracts, such as life insurance or invalidity insurance, 
interest rate changes may have a major impact on the 
economic value of those policies, since the potential long-
term liabilities do not have the same maturity as the asso-
ciated financial investments. While it is true that, under 
Solvency I, the prudent valuation rules and restrictions on 
the investment of the assets compensate for the fact that 
the liabilities are not valued at market prices, the current 
regulations on solvency – by taking partial account of 
unrealised capital gains on financial investments, but not 
the valuation of the liabilities at market price – still do not 
accurately reflect the challenges which the low interest 
rate environment presents for insurance companies.

Table 23 Comparison of the market value and book value of the investment portfolio of  
belgian insuranCe Companies

(unconsolidated end-of-period data, in € billion)

 

Difference between market value and book value
 

 p.m.  
Book value  

at the end of  
the 3rd quarter  

of 2010

 

2008
 

2009
 

2010
 

Q3
 

Q4
 

Q1
 

Q2
 

Q3
 

Q4
 

Q1
 

Q2
 

Q3
 

Real estate  . . . . . . . . . . . . 1.5 1.2 1.2 1.2 1.1 1.1 1.1 1.1 1.1 3.0

Participations in associated  
companies  . . . . . . . . . . . . . 0.8 0.8 0.4 0.8 1.0 1.3 1.2 0.9 0.9 17.1

Equities  . . . . . . . . . . . . . . . –1.5 –1.8 –1.6 –0.9 0.2 0.4 0.8 0.1 0.6 11.2

Bonds  . . . . . . . . . . . . . . . . . –5.8 –1.5 –2.5 –0.3 4.3 3.1 5.7 5.0 8.1 162.0

Other  . . . . . . . . . . . . . . . . . 0.2 0.4 0.4 0.3 0.3 0.3 0.3 0.3 0.4 13.3

 total  . . . . . . . . . . . . . . . . .  –4.8  –0.9  –2.2  1.0  6.9  6.2  9.2  7.4  11.0  206.6

Sources : CBFA, NBB.
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The level of guaranteed returns on life insurance poli-
cies is a particularly important parameter for insurance 
companies when the interest rates on risk-free products 
fall to very low levels, as happened during the year under 
review. In the 1990s, insurance companies had tended 
to offer their customers a guaranteed return of 4.75 %, 
which at that time – and up to the end of June 1999 – 
was the statutory ceiling on the guaranteed minimum rate 
of return on individual life insurance contracts. In June 
1999, a change in the law reduced that ceiling to 3.75 %. 
In the case of exit from a supplementary pension plan, 
the current legislation requires institutions to guarantee 
a minimum return of 3.25 % on employers’ contributions 
and 3.75 % on personal contributions. For competition 
reasons, insurance companies offer the same minimum 
return conditions for group insurance contracts.

The profitability of insurance contracts guaranteeing such 
returns was eroded when long-term interest rates began 
to drop below those levels. The sector has gradually modi-
fied that adverse structure by marketing contracts offering 
guaranteed yields which are more in line with risk-free 
interest rates and containing clauses which provide for 

Chart 76 solvenCy margin oF belgian insuranCe 
Companies

(unconsolidated data, percentages of the minimum required 
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(1) The figures reported quarterly are not entirely comparable with the final figures 

reported annually. In particular, they take no account of any redistribution of 
profits to shareholders and policyholders.

(2) This margin is composed of an explicit margin – including the own funds, 
subordinated debts and certain other balance sheet items – and an implicit margin 
which, subject to the approval of the CBFA, comprises certain other specific 
elements, the principal one being a part of the unrealised gains on investment 
portfolios.

Chart 77 long-term interest rate and guaranteed 
rate oF return on Class 21 ContraCts

20
0

0

20
02

20
0

4

20
0

6

20
0

8

20
10

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

Average guaranteed rate of return on existing contracts

2.0

2.5

3.0

3.5

4.0

4.5

5.0

5.5

6.0

Long-term interest rate (1)

Sources : Thomson Reuters Datastream, CBFA, NBB.
(1) Yield on the secondary market in ten-year Belgian government loans (OLOs) 

(weekly data).

revision on the basis of changing market conditions. 
These measures contributed to a reduction in the guar-
anteed average return on class 21 contracts : it declined 
from 4.5 % at the end of 1999 to 3.3 % ten years later. 
This fall in the guaranteed average return on individual 
life insurance contracts was seen throughout the sector, 
since the proportion – measured by the volume of the 
technical reserves in class 21 – guaranteeing an average 
return of 4 % or more dropped from 75 % at the end of 
2000 to less than 2 % in 2008. At the end of 2009, over 
80 % of the sector’s technical reserves were held by insur-
ance companies offering a guaranteed average return of 
3.5 % or less.

The old contracts offering high guaranteed yields still 
represent a substantial and constantly growing amount 
of liabilities. The life insurance reserves associated with 
guaranteed yields of 4.75, 4.5, 3.75 and 3.5 % came 
to € 33.1 billion at the end of 2009. Since these returns 
are usually associated with contracts concluded a long 
time ago – on which premiums are nevertheless still 
being collected – the recent increase in life insurance 
reserves essentially concerned policies offering a lower 
guaranteed yield (including a large number of policies 
providing only a capital guarantee) plus a larger range 
of profit-sharing rates and mechanisms. However, having 
regard to the conditions prevailing up to the late 1990s, 
the biggest reduction in market risk for insurance com-
panies resulted from the introduction of greater flexibility 
in the determination of the guaranteed yield. Whereas 
in the 1990s, the guaranteed yield prevailing at the time 
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of conclusion of the contract generally also applied to all 
future premiums, most of the contracts concluded during 
the past decade have only guaranteed the yield prevailing 
at the time of collection of the premium, it being possible 
to adjust that yield in line with changing market condi-
tions. In return for this increased flexibility for insurers, 
most of these new contracts also offer the policyholders 
more flexibility, allowing them to terminate their policies 
more easily and without incurring heavy penalties. That 
exposes the insurance companies to a greater risk of 
cancellation, especially if interest rates rise strongly. In 
those circumstances, they would face a choice between 
increasing the yield on their contracts or accepting a 

reduction in their volume of business ; in both cases, that 
would impair their profitability.

In order to anticipate possible future losses on guaranteed- 
return contracts due to the low level of interest rates, 
insurance companies have to form an additional provision 
for cases in which the guaranteed return is 10 basis points 
higher than 80 % of the average yield on ten-year govern-
ment bonds on the secondary market over the past five 
years ; when this Report went to press, that threshold was 
just below 3.3 %. Insurance companies can spread the 
amounts to be allocated to this provision over a maximum 
of ten years.

Chart 78 distribution oF Class 21 liabilities
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3.3  Financial assets and liabilities of 
the Belgian private sector

3.3.1  Total financial assets and 
liabilities of the Belgian economy

A country’s overall financial situation is determined by 
the total outstanding amount of the financial assets and 
liabilities of the various domestic sectors. Although those 
amounts may sometimes vary considerably from one year 
to the next, owing to the formation of new assets or 
liabilities, or price fluctuations affecting the outstanding 
amounts, it is possible to deduce a number of structural 
characteristics relating to Belgium’s financial situation.

Individuals, who had net financial assets estimated at 
€ 717 billion at the end of September 2010, form the only 

net creditor sector in the Belgian economy. This means 
that households are directly or indirectly financing the 
other resident sectors and the rest of the world. At the 
end of September 2010, non-financial corporations had 
the highest net liabilities. However, it should be pointed 
out that their gross liabilities consist mainly of shares or 
other equity – representing approximately two-thirds in 
the period under review – the value of which depends 
on stock market prices. Thus, taking account of the stock 
market recovery and the associated new share issues, 
the net liabilities of non-financial corporations continued 
to expand in 2010, rising to € 371 billion. At the end 
of September, the net liabilities of general government 
amounted to around € 284 billion.

Table 24 Financial assets and liabilities by sector (1)

(data at the end of September 2010, in € billion, unless otherwise stated)

 

Total
 

Towards the rest of the world
 

Assets

 

Liabilities

 

Net financial assets
 

Assets

 

Liabilities

 

Net financial assets
 

December  
2009

 

September  
2010

 

December  
2009

 

September  
2010

 

Individuals  . . . . . . . . . . . . . . . . . . . 909 192 690 717 135 – 128 135

Non-financial corporations  . . . . . 1,506 1,877 –313 –371 509 690 –131 –181

General government  . . . . . . . . . . 112 396 –272 –284 10 199 –178 –189

Financial corporations (2)  . . . . . . . . 1,785 1,801 –18 –16 885 605 269 280

p.m. Total of domestic sectors  . .  4,312  4,267  88  45  1,539  1,493  88  45

Idem, in % of GDP . . . . . . .  1,228  1,215  25.9  12.9  438  425  25.9  12.9

Source : NBB.
(1) Excluding monetary gold and special drawing rights.
(2) Financial corporations consist mainly of monetary financial institutions (the NBB, credit institutions and monetary UCIs) and institutional investors (non-monetary UCIs,  

insurance companies and occupational pension institutions). In accordance with the statistical conventions governing the compilation of the financial accounts,  
the net assets of financial corporations are generally very limited.
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As stated in chapter 2.3, Belgium is a net lender to the 
rest of the world : its positive net external position, result-
ing from the accumulation of current account surpluses 
on the balance of payments over the years, stood at 
€ 45 billion at the end of September 2010.

The financial accounts also permit identification of assets 
and liabilities formed directly vis-à-vis other countries. 
They show that Belgium’s positive net external position is 
attributable to individuals and to financial corporations, 
as they hold substantial net assets abroad totalling € 135 
and € 280 billion respectively. The large percentage of 
claims and liabilities on the rest of the world in both total 
assets and total liabilities also illustrates the degree of 
financial integration of the Belgian economy.

An international comparison reveals that Belgium’s exter-
nal position is quite distinctive in relation to other 
EU Member States. Thus, at the end of 2009, in common 
with the Netherlands and Germany, Belgium was among 
the minority of European countries which were net lend-
ers to the rest of the world. This favourable ranking is due 
essentially to individuals who had the highest net finan-
cial assets in the EU as a percentage of GDP. Conversely, 
a number of euro area countries, including Greece, 
Portugal, Spain and Ireland, were at the bottom of the 
ranking. In their case, the government’s net debt is not 
adequately counterbalanced by the net financial assets of 
the private sector. That situation reflects the accumulation 
of external current deficits and, in most cases, a structural 

lack of competitiveness in those countries. As a result, 
they have become structurally dependent on the rest of 
the world – primarily on the other euro area countries – 
for the financing of their overall debt, and they present a 
bigger potential risk to global financial stability.

In the current circumstances in which debt levels are 
attracting greater attention, the statistics on the net credi-
tor position are among the indicators which can identify 
countries in a fragile financial situation. Overall, Belgium 
has a sound financial position despite the high level of its 
public debt.

Even though the balance of payments recorded another 
current account surplus in 2010, Belgium’s net creditor 
position declined from 25.9 % at the end of 2009 to 
12.9 % of GDP at the end of September 2010. That fall 
was due entirely to valuation effects, essentially at the 
level of non-financial corporations. During the first nine 
months of the year under review, the formation of finan-
cial assets by the domestic sectors in fact exceeded their 
new liabilities by € 6.9 billion. It was principally non-finan-
cial corporations and households that formed new net 
assets, amounting to 13.3 and 11.5 billion respectively. 
In contrast, the government increased its net liabilities by 
15.4 billion.

3.3.2 Households

In the first nine months of the year under review, 
households formed financial assets totalling € 20.3 bil-
lion, or slightly less than in the corresponding period of 
2009 when growth of 24.6 billion had been recorded. 
Similarly, over the same period, the financial liabilities 
of households grew by 8.8 billion, against 7.4 billion in 
the previous year. This picture is due, on the assets side, 
to increased investment by households in low-risk assets 
and, on the liabilities side, to the stronger growth of 
mortgage loans. They resulted in a financial surplus of 
€ 11.5 billion, whereas the figure had been 17.2 billion 
in the same period in 2009. Since investment in new 
housing construction or improvements to existing hous-
ing declined in 2010, this development only reflects the 
fall in the household savings ratio. As an annual average, 
that ratio came to 17.2 % in 2010, whereas it had been 
18.3 % in 2009.

Formation of financial assets

The movement in the short-term assets of households was 
similar in structure to that in 2009. During the first nine 
months of 2010, savings in the form of sight deposits 

Chart 79 net Creditor position oF the eu 
Countries (1)
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Chart 80 FinanCial transaCtions oF households

(in € billion)
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and cash grew by € 2.1 billion, while those in the form of 
regulated savings deposits expanded by 16.4 billion.

The outstanding amount of household savings deposits 
therefore continued to exceed what were already his-
torically high levels. On the one hand, this instrument 
gained the full benefit of a number of its associated 
advantages : its liquidity – which individuals value in 
times of great uncertainty –, exemption from the with-
holding tax on movable property applicable to it (up 
to a maximum of € 1,730 in interest – 2010 tax year), 
and the deposit guarantee which includes this product 
in its scope, making it an instrument virtually free of 
credit risk. Also, the interest rate differential between 
term deposits – after deduction of the withholding 
tax – and savings deposits had become negligible, or 
even negative : the interest rate on term deposits, which 
is linked more closely to the market than the rate on 
savings deposits, in fact continued to fall owing to the 
reduction in the Eurosystem’s central key interest rate 
and interbank rates. This situation probably influenced 
the preferences of households, causing them to choose 
savings accounts for their investment, rather than term 
accounts (at up to one year), the outstanding amount of 
which continued to fall by € 8.3 billion.

The success of savings deposits is also due to the marked 
decline in enthusiasm for long-term securities, compared 
to the previous year. On a net basis, households acquired 
fixed-income securities with a maturity of over one year 
for a total of € 1.8 billion during the first nine months 
of 2010, against 6.1 billion in the same period of 2009. 
After seven years of net sales, households began to 
rebuild their fixed-income securities portfolio by the 
second quarter of 2008. That move persisted in the two 
ensuing years, but steadily became more moderate in 
line with the fall in the benchmark long-term yields.

The acquisition of fixed-income financial assets seems to 
be influenced mainly by the level of long-term interest 
rates, and by expectations regarding those rates : net pur-
chases are concentrated on periods when long-term yields 
are high or the interest rate cycle has entered a downward 
phase. The yield curve does not appear to have a decisive 
influence : households reduced their deposits during the 
few periods featuring a flat or inverted yield curve, since 
they then expected long-term yields to decline.

Chart 81 Formation oF FinanCial assets by 
households
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Whereas in 2009 households had mainly acquired savings 
notes at over one year issued by Belgian credit institu-
tions and had disposed of bonds held on other countries 
(euro area and countries outside Europe), the opposite 
trend was seen in the first nine months of the year under 
review. During this period, the bonds which households 
bought were in fact issued almost exclusively by other 
countries, for a total of € 5.5 billion.

The State note – issued by the Treasury and specifically 
intended for individuals – represents only a marginal share 
of household savings, as illustrated once again by the 
result of subscriptions in 2010 : individuals subscribed to 
State notes totalling € 0.2 billion, compared to 0.7 billion 
in 2009 ; these consisted exclusively of securities with a 
maturity of five or eight years. This limited success was 
due to the low yields offered by this type of securities and 
the preference for more liquid investments, pending a 
more profitable alternative.

Households sold more listed shares than they bought. Net 
investment flows in these instruments were € 1.7 billion 
negative in the first nine months of the year, whereas 

purchases had totalled 2.1 billion during the correspond-
ing period in 2009. This was due mainly to net sales of 
shares on the stock markets during the first half of 2010. 
On the other hand, the movement was reversed in the 
third quarter.

Net sales of UCI units had been substantial in 2008 and 
in 2009, owing to the stock market collapse and the fiscal 
measures specifically affecting bond funds and certain 
mixed funds which capitalise their income. During the 
first nine months of 2010, this movement moderated, 
as households effected net sales of UCI units totalling 
€ 0.4 billion. These sales solely concerned Belgian UCI 
units, whereas acquisitions of foreign units continued to 
rise. It was UCIs with capital protection and equity UCIs 
that suffered net withdrawals, while mixed UCIs and 
funds of funds recorded purchases.

Households invested part of the savings built up in the 
first three quarters of 2010 in insurance companies 
and occupational pension institutions, for a total of 

Chart 83 Formation oF FinanCial assets by 
households and short-term and long-
term yields

(quarterly data ; in € billion, unless otherwise stated)
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€ 10.2 billion, against 8.9 billion in the corresponding 
period of the previous year. Certain guaranteed-yield 
products (class 21 products) benefited from high con-
tractual interest rates, and therefore stood out from 
fixed-income securities on which the remuneration is in 
line with the market.

New financial liabilities

The bulk of the new financial liabilities of households took 
the form of mortgage loans. In the first nine months of 
2010, those loans increased by € 8.4 billion, exceeding 
the figure for the corresponding period of 2009 when 
growth had totalled 6.6 billion. This recovery occurred in 
a context in which credit institutions were charging lower 
interest rates while keeping their other lending criteria 
unchanged, following the moderate tightening seen at 
the end of 2008 and in the first half of 2009.

Demand for mortgage loans was underpinned by the 
continuing decline followed by stabilisation of the interest 
rates on these borrowings. The downward trend contin-
ued practically throughout the year in the case of semi-
fixed or fixed interest rates. Conversely, the other types of 
rate (variable with the rate initially fixed for one year, and 
interest rate initially fixed for between one and five years) 
stabilised during the year before edging upwards at the 
end of the period.

The narrowing of the gap between fixed and variable 
interest rates explains why more fixed-rate or semi fixed-
rate contracts were concluded in 2010 in comparison 
with the previous year. At the end of December, those 
contracts accounted for 84 % of the total number of new 
contracts concluded.

According to the results of the Eurosystem’s bank lending 
survey, credit institutions kept their mortgage loan criteria 
unchanged in 2010. This stability applied particularly to 
loan-to-value ratios, collateral requirements and maxi-
mum loan terms, whereas the margins on loans compared 
to the benchmark interest rates, which had risen signifi-
cantly during 2008, were reduced from the second half 
of 2009. At the same time, the banks considered that 
demand for home loans had expanded strongly from the 
second quarter of 2010.

Whereas the average amount of new mortgage loans 
had totalled € 103,300 in 2007, it maintained a gradual 
decline in 2010, from € 92,900 in 2009 to € 92,800. 
Although, following a slight fall in the previous year, 
property prices increased in 2010, the effect of that rise 
was nevertheless entirely offset by the growing propor-
tion of loans for improvements to existing housing ; the 
average amount of such loans is considerably smaller 
than that of loans granted for the purchase of a house 
or apartment.

Another factor supporting demand for mortgage loans 
may have been the temporary reduction in the rate of 
VAT to 6 %, which came into effect on 1 January 2009 
and expired on 31 December 2010, applicable to work 
on the construction or completion of new housing, with a 
cumulative basis of assessment of up to € 50,000 exclud-
ing VAT, so long as the building permit application was 
submitted before 1 April 2010.

Finally, at the end of the year, demand for mortgage 
loans was reinforced by the announcement that, from 
1 January 2011, registration fees would no longer be 
payable on the value of the land included in the pur-
chase price of a new property, and that those fees would 
be replaced by VAT. From that date, a new regime has 

Chart 84 rate diFFerential and breakdown oF new 
mortgage ContraCts by type oF interest 
rate (1)

(monthly data ; percentages of the total number, unless 
otherwise stated)
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Chart 85 results oF the eurosystem’s bank lending 
survey : mortgage loan supply and 
demand in belgium

(quarterly data)
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defaults showed a moderate increase. The rise in defaults 
is attributable mainly to hire purchase and credit lines.

Taking all loans together, 8,253,320 contracts were 
recorded by the Central Individual Credit Register at the 
end of December 2010, of which 448,725 presented 
a non-regularised default, representing 5.4 % of the 
contracts.

Finally, household debt calculated on the basis of home 
loans and consumer credit continued to rise in 2010, but 
at a steadily decelerating pace. Whereas it had totalled 
50.2 % of GDP at the beginning of 2009, it reached 
54.4 % at the end of September 2010, an all-time record. 
Nonetheless, that is well below the figure for the euro 
area, where households recorded debts amounting to 
65.8 % of GDP at the end of September 2010. In the 
past ten years, the debt of households in the euro area 
was rising constantly, before stabilising at the end of the 
period. In Belgium, while individuals had tended to reduce 
their debt levels in the early 2000s, from mid-2004 to 
2008 their debts grew at a rate comparable to that for 
the euro area as a whole, but outpaced it thereafter. The 
rise in Belgian household debt ratios from the end of 
2004 coincided with an acceleration in the pace of price 
increases on the property market, and was subsequently 
sustained by the advantageous tax rules applied to mort-
gage loans concluded from 2005 onwards.

applied to such purchases : 21 % VAT is payable on 
both the land and the new building, whereas up to 
31 December 2010 the land was only subject to registra-
tion fees of 12.5 % in Wallonia and Brussels, or 10 % in 
Flanders. These measures increased the tax bill on the 
purchase of a new property, and that probably speeded 
up the conclusion of some contracts during the second 
half of 2010.

The Central Individual Credit Register statistics show 
that the number of non-regularised payment defaults 
remained stable at 1.1 % of the total number of regis-
tered mortgage loans. Conversely, the average level of 
arrears and amounts due continued to rise, maintaining 
the trend begun in 2009.

During the first nine months of the year, € 0.4 billion 
was granted in the form of new consumer credit, down 
slightly against the previous year’s figure of 0.6 billion. 
In regard to total credit to households excluding mort-
gage loans, the proportion of non-regularised payment 

Chart 86 household debt (1)

(end-of-quarter data, in % of GDP)
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Box 9 – Total household wealth

The outstanding amount of the financial assets of households increased from € 873 billion at the end of 2009 
to 909 billion at the end of September 2010. In 2009, a positive valuation effect of € 47.7 billion had enabled 
households to recoup part of the losses incurred in 2008 as a result of the financial crisis. That movement 
continued, but on a smaller scale, in 2010, with households making gains of 16 billion, attributable mainly to the 
rising stock markets.

The value of the property owned by households increased in 2010, reaching € 1,075 billion at the end of 
September compared to 1,028 billion at the end of 2009. The property portfolio is estimated partly on the number 
of existing homes recorded by the Land Registry, and partly on the average price of property transactions on the 
secondary market. The housing stock continued to expand in 2010, though at a modest pace : in the third quarter, 
the number of homes was estimated to be 1.1 % up against the corresponding quarter in 2009. In view of this 
meagre growth, the rise in property assets essentially reflects the rise in property prices which, on the basis of 
the transactions effected, is estimated at around 5.6 % for houses and apartments over this period. This recovery, 
following a sluggish year on the property market, was due to strengthening demand for housing.

The financial liabilities of households, consisting mainly of mortgage loans, also continued to expand, totalling 
€ 192 billion at the end of September 2010, against 183 billion at the end of 2009. Compared to the 
corresponding quarter of the previous year, that represents 6.4 % growth, whereas in the years 2000 to 2009 
growth had averaged 6.1 % per annum.

In 2010, in view of the respective movement in their assets and financial liabilities, the total net assets of households 
continued the rise which had set in at the beginning of 2009. Whereas the total at the end of 2009 already came 

breakdown oF the Change in the outstanding amount oF FinanCial assets held by households
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to € 1,718 billion, thus exceeding the peak reached in mid-2007 before the outbreak of the international financial 
crisis, by the end of September 2010 it had risen to 1,793 billion.

household wealth

(end-of-quarter outstanding amount, in € billion)
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(1) Sum of the financial and real estate assets of households, less the value of their liabilities.
(2) Estimate based on the number of houses and apartments recorded by the Land Registry in the three Regions of Belgium. The housing stock is valued on the basis of 

the average prices of property transactions (houses and apartments) and per Region. The value of building plots and other real estate (castles, rental property, etc.) is 
not included in the estimate, neither is the value of any property in other countries. Conversely, the estimate is based on the assumption that all the housing recorded 
in national territory belongs to resident households.

3.3.3 Non-financial corporations

Financial transactions

Thanks to the recovery of economic activity and pro-
ductivity, non-financial corporations recorded a positive 
financing balance during the first nine months of 2010, 
which means that firms were able to cover the whole of 
their fixed capital investments and the change in their 
inventories with internal finance. In the financial accounts, 
this financing surplus was reflected in the formation of 
net financial assets totalling € 13.3 billion.

During the first nine months of 2010, firms contracted 
new financial liabilities amounting to € 27 billion. While 

that indicates a break in relation to the corresponding 
period of 2009 when the formation of new liabilities had 
been negligible, that figure is nevertheless well below 
the average for the preceding years. Apart from the still 
rather fragile recovery of fixed capital investments and 
the strengthening of internal financial resources, the 
relatively modest demand for new financial liabilities by 
firms reflected some reticence on their part in regard to 
financial investments such as mergers or acquisitions. 
New financial assets which are, as usual, closely linked 
to the scale of the new liabilities, in fact amounted to 
only 40.3 billion, or less than the average for the past ten 
years. Cash investments were down by 1.2 billion and 
equity investments were 1.7 billion lower, while loans 
– mainly to other firms – and the portfolio of fixed-income 
securities expanded by 29.1 and 2 billion respectively.
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On the liabilities side, share issues and other capital instru-
ments – which in Belgium make up the main source of 
finance for firms, notably on account of the activities of 
non-financial holding companies and the fact that multi-
nationals centralise their cash management in Belgium – 
recorded a further increase of € 34.7 billion during the 
first three quarters of 2010. Fixed-income securities 
gave rise to net redemptions amounting to € 2.6 bil-
lion. Lending to businesses also declined by € 3 billion ; 
however, this contraction was less pronounced than the 
20.5 billion fall recorded in the corresponding period 
of 2009. While non-bank lending, consisting mainly of 
inter-company loans, expanded again by 8.5 billion, bank 
lending was down by around 11.5 billion. However, the 
reduction in bank lending is attributable to transactions 
with banks in other countries. During the year under 
review, lending by resident banks in fact recorded further 
growth.

Financial conditions

The formation of new liabilities and assets, which was 
modest overall, contrasted sharply with the continued 
decline in firms’ nominal financing costs. Following the 
substantial fall recorded in 2009, the weighted financ-
ing cost of non-financial corporations – calculated by 
weighting the nominal cost of the various funding sources 
according to their respective shares in the total outstand-
ing amount of the financial liabilities – showed a further 
decline, dropping to 4.8 % in December 2010, compared 
to 5.1 % a year earlier. While all financing channels con-
tributed to this cost reduction, the steepest decline con-
cerned funds raised on the capital market.

Up to September 2010, the interest rate applicable to 
new bank loans – weighted on the basis of the outstand-
ing amounts of the various categories of lending by 
Belgian banks to firms – declined further from 3.3 % in 
December 2009 to a historical low of 3 %. At the end of the 
year, however, it increased slightly to 3.2 %. Interest rates 

Chart 87 new FinanCial liabilities oF non-FinanCial 
Corporations : breakdown by instrument
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Chart 88 external FinanCing Costs oF non-FinanCial 
Corporations
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Chart 89 loans granted by banks to non-FinanCial 
Corporations in belgium (1) and in the euro 
area

(end-of-month data, annual percentage changes, unless 
otherwise stated)
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on short-term loans, defined here as loans for an amount 
of over € 1 million on which the interest rate is initially 
fixed for a maximum period of one year, remained stable 
at around 1.6 %, at first, before edging upwards towards 
the end of the year, and reaching 1.9 %. The transmission 
process following the reduction in the key interest rate by 
the ECB from October 2008 to May 2009 therefore came to 
a halt during the year under review. Interest rates on long-
term loans maintained their downward trend, mainly as a 
result of the decline in long-term interest rates in Belgium. 
Thus, the interest rate on loans of less than € 1 million with 
a fixed-interest period of five years or more fell by 50 basis 
points to 4.1 % at the end of 2010.

Enterprises – and especially the largest ones – can also 
raise funds directly on the financial markets by issuing 
listed shares or debt instruments. Although the issuance 
of debt instruments by firms is a marginal activity in 
Belgium, the weighted total cost of financing for firms 
also depends to some extent on the conditions prevailing 
on the capital markets, since firms make considerable use 
of share issues, particularly via non-financial holding com-
panies. These financing channels became more attractive 
during the year under review.

In nominal terms, the cost of financing by issuing debt 
instruments continued to diminish in 2010. The yield on 
euro-denominated corporate bonds with a maturity of 
between five and seven years and a BBB rating, i.e. the 
lowest rating for securities not regarded as speculative, 
declined from 6.1 % at the end of December 2009 to 
4.3 % at the end of October 2010 before climbing back 
somewhat to 5 % at the end of the year. However, the 
corporate bond market seems to have recovered, overall, 
from the strong risk aversion which, at the height of the 
financial crisis, had propelled the yields on BBB-rated 
bonds to an average of 10 %. The spreads in relation to 
sovereign loans have narrowed since then, reverting to 
levels comparable to those at the end of 2007, at the start 
of the financial crisis.

The cost of financing by listed shares also continued to 
decline during the year under review, thanks to a favour-
able trend in stock market prices which, as for the euro 
area in general, benefited from the recovery of corporate 
profits. As explained in detail in box 19 of the Bank’s 2005 
Report, the cost of issuing the shares in question here is 
estimated on the basis of a dividend discount model. That 
cost, estimated at 6.4 % in December 2009, remained 
stable overall during the first half of the year. From 
the third quarter, however, rising stock markets caused 
the cost of financing via shares to decline to 5.9 % in 
December 2010, or around 1 percentage point below the 
1996-2009 average of 6.9 %.

Generally speaking, taking account of the limited scale 
on which new financial liabilities were formed, firms do 
not seem to have responded fully to the particularly low 
level of nominal financing costs. There could be several 
reasons for that. First, over the year as a whole, gross fixed 
capital formation by firms contracted at current prices by 
0.3 % compared to 2009. Next, the recovery of activity 
and productivity augmented the financing capacity of 
firms. They probably preferred to tap their own internal 
resources rather than resort to external sources of funding 
to cover their expenditure, in order to continue consoli-
dating their balance sheet. Although financing conditions 
have returned to normal, the financial crisis is therefore 
probably still affecting the behaviour of non-financial 
corporations in regard to investment and financing, be 
it because of the uncertainty over the long-term growth 
prospects or the persistence of a high level of risk aversion 
among investors.

Bank lending

Lending by resident banks to Belgian non-financial cor-
porations nevertheless began rising again during the year 
under review. After dropping to a low point of –2.8 % in 
November 2009, the annual growth of lending increased 
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slowly at first, but clearly gathered momentum in the 
second half of the year, rising to 5.8 % in December 2010. 
Although the credit cycle reached a turning point at about 
the same time in the euro area, the revival in bank lending 
was less vigorous there.

During the first nine months of 2010, lending by resident 
banks expanded by € 5.1 billion, whereas it had fallen 
by 1.8 billion over 2009 as a whole. That development is 
in sharp contrast to lending by foreign banks to Belgian 
non-financial corporations, which was down by 5.6 billion 
over the first nine months of 2010. After having declined 
steadily from 1999 to the end of 2008, dropping during 
that time from around 80 % to a low point of 62.6 %, 
the proportion of resident credit institutions in total bank 
lending to Belgian firms began rising again, reaching 
65.7 % in September 2010, possibly indicating that the 
banks have tended to focus more on their home markets 
since the financial crisis.

Even though, in the wake of the financial crisis, there 
had been fears of a “creditless recovery”, it seems that 
bank lending to firms has followed its traditional path 
overall, lagging slightly behind the revival in economic 
activity and lending to households. The favourable trend 
in bank lending should be viewed in the light of the 
historically low interest rates. In that context, the finan-
cial restrictions on the banks resulting either from past 
losses affecting capital or from the liquidity requirements 
– perhaps exacerbated by the anticipation of the new 
Basel III proposals concerning higher solvency and liquidity 
ratios – do not seem to have led to a significant decline 
in lending. During the period under review, there has in 
fact been hardly any sign that the banks anticipated the 
new regulations by imposing tougher lending conditions. 
After having tightened their lending conditions other than 
interest rates at the time of the financial crisis, they kept 
them unchanged in 2010.

Chart 90 results oF bank lending surveys among banks and Firms
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These were the findings of the Eurosystem’s bank lending 
survey in which the banks supply qualitative informa-
tion on changes in lending conditions, demand for bank 
loans, and the factors which explain these developments. 
During 2010, the four Belgian banks questioned stated 
that they had made no changes to the lending condi-
tions which they apply to firms. That had already been 
the case since the second quarter of 2009, following the 
significant tightening which had applied from the third 
quarter of 2007 to the first quarter of 2009 in response 
to the financial crisis.

In regard to the factors determining developments during 
the year under review, it is evident that the banks’ financ-
ing costs and balance sheet constraints which had made a 
negative contribution during the financial crisis, prompted 
the banks to relax their lending conditions slightly during 
the first three quarters. However, probably in view of 
the tensions on the sovereign debt markets, there was 
some worsening of the balance sheet constraints at the 
end of the year, with again a further adverse impact on 
lending conditions. In the second and third quarters, the 
banks remained rather cautious in view of the economic 
climate, but owing to pressure of competition, conditions 
remained unchanged during the year.

It is therefore notable that the tightening of these criteria 
during the financial crisis has not yet been reversed. On 
a cumulative basis, the unchanged conditions indicate a 
priori that the banks are still applying the more stringent 
conditions introduced at the time of the financial crisis.

The statistics collected by the Central Corporate Credit 
Register also reveal that the credit utilisation rate, which 
shows the degree to which firms draw on their credit 
lines, remained at a relatively high level during the year 
under review, particularly in the case of SMEs (at an aver-
age of around 87.1 % for small firms). This utilisation rate 
is inversely proportional to the firm’s size, and reflects a 
certain reluctance on the part of banks to lend to these 
firms.

Nonetheless, the firms’ assessment of overall lending 
conditions, including interest rates, improved during the 
first three quarters of the year under review, as is evident 
from the survey on the subject conducted by the Bank 
among business managers. From the first quarter of 
2010, a larger number of business managers described 
the conditions as favourable rather than unfavourable. 
The net balance of responses rose from –5 % at the end 
of 2009 to 15 % in the third quarter of 2010. The more 
favourable assessment concerned interest rates, which 
had been falling until then. However, in the fourth quar-
ter, the slight increase in interest rates on bank lending 

seems to have had a noticeable impact on the sentiment 
of business managers, since the positive balance of their 
responses was down to only just over 1 %. In regard 
to the other lending conditions (other costs, credit vol-
umes and collateral), the majority of business manag-
ers remained dissatisfied – as is structurally the case – 
although to a lesser degree. Even though there was some 
deterioration in the last quarter, the other lending criteria 
gradually changed during the year under review, moving 
towards levels which can be regarded as fairly favourable 
in historical terms, and similar to those indicated before 
the financial crisis.

Fixed-income securities

During the first nine months of 2010, non-financial cor-
porations effected net redemptions of debt instruments 
for € 2.6 billion whereas, during the corresponding period 
of 2009, their net recourse to this form of funding came 
to 4 billion. Net redemptions of short-term securities – 
essentially commercial paper – broadly equalled those of 
long-term securities. Although the cost of bond financing 
was significantly reduced, this form of financing is still 
more expensive than bank credit for the great majority of 
firms, and that may have encouraged them to prefer the 
latter channel for their external funding.

In Belgium, firms traditionally make very little use of the 
fixed-income securities market for their external financ-
ing. At the end of September, this form of financing rep-
resented 4.3 % overall of the total outstanding amount of 
capital borrowed by firms, compared to 9 % in the euro 
area. At the end of 2010, in order to encourage corporate 
bond issues, the CBFA set up an accelerated prospectus 
approval procedure. In the case of ordinary fixed-rate 
bonds (including zero coupon) or variable rate bonds 
issued by reputable issuers, it should in future be possible 
to obtain approval of the prospectus within five working 
days. In addition, a range of measures should ensure that 
individuals have better access to this type of instruments.

Shares

During the first nine months of 2010, net issues of 
unlisted shares totalled € 34.4 billion. Although this 
represented a marked recovery compared to 2009, that 
figure is still well down on the amounts placed during the 
period from 2007 to 2008 when new issues of unlisted 
shares averaged 105 billion per annum, particularly owing 
to the success of the risk capital allowance. The issuance 
revival in 2010 is remarkable in a context of generally 
limited recourse by firms to the various sources of external 
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finance. It was mainly other countries that subscribed to 
the shares issued during the year under review. These 
flows consist primarily of direct investments by associated 
non-financial corporations located abroad.

Conversely, recourse to the stock market via net issues of 
listed shares came to only € 0.3 billion during the first nine 
months of 2010, representing a modest recovery after this 
financing channel had virtually dried up altogether at the 
beginning of 2009. This revival is attributable to the better 
stock market performance which led to a normalisation 
of the cost of equity financing. In line with the trend in 
preceding years, listed shares were mostly subscribed by 
foreign investors. Since the beginning of 2005, the pro-
portion of foreign shareholders in the outstanding total of 
listed shares has risen steadily, from around 30 to 50.4 % 
at the end of September 2010.

Debt levels

The low level of firms’ new financial liabilities in 2009 and 
in the first nine months of 2010 caused the debts of non-
financial corporations to contract as a percentage of GDP. 
If the analysis is confined to total lending by credit insti-
tutions in the euro area and fixed-income securities, the 
debt level in fact declined from 46.2 % of GDP at the end 
of June 2009 to 42.6 % at the end of September 2010. 
According to that same definition which, for reasons of 
economic relevance and international comparability, is the 
most appropriate measure of debt levels, the figure for 
firms in the euro area stabilised at around 62 % of GDP. 
During the past decade, the debts of firms in the euro 
area had risen considerably in comparison with those of 
Belgian firms. That is essentially a reflection of the weaker 
growth of bank lending in Belgium, as – during the period 
from 2001 to 2005 – Belgian firms concentrated in par-
ticular on consolidating their balance sheet following the 
bursting of the equity bubble in 2001. Subsequently, the 
possibility of deducting notional interest was especially 
conducive to internal funding.

However, it is hard to assess the extent to which the 
process of deleveraging seen since the beginning of 2009 
is due to firms’ deliberate intention to reduce their debt 
levels, or whether it is due to the investment climate. In 
both a historical and an international perspective, the 
debt ratio of Belgian firms is in fact relatively low, present-
ing few risks to their financial health. Nonetheless, the 
tightening of credit conditions by the banks and wide-
spread fears of a shortage of financial resources owing to 
the vulnerability of the financial sector and the possibility 

of being crowded out by substantial public deficits have 
probably led non-financial corporations to focus more 
attention on their balance sheet structure.

Apart from the decline in the debt ratio, it is also worth 
mentioning the greater proportion of long-term debts in 
the total debts of firms since the financial crisis. Whereas in 
mid-2008 short-term debts and long-term debts both rep-
resented around 20 % of GDP, long-term debts increased 
to 29.6 % of GDP at the end of September 2010, and 
short-term debts declined to 13 %. As a general rule, such 
a financing structure based more on long-term debts can 
be regarded as sounder than funding based mainly on 
short-term resources, as the latter means higher liquidity 
risks, due to a greater financing risk. Moreover, a high 
proportion of short-term financing may indicate that firms 
are only able to attract short-term financial resources, and 
that could be a sign of a higher risk of bankruptcy. An 
improvement in the financing structure of firms in terms 
of maturity was also apparent in the euro area, albeit to 
a lesser extent.

Chart 91 debts oF non-FinanCial Corporations (1)

(end-of-quarter data, in % of GDP)
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(1) Loans granted by credit institutions in the euro area and fixed-income securities. 

For Belgium, bank lending data adjusted for securitisation effects ; for the euro 
area, that adjustment was not made since the necessary data are not available 
(at the end of the third quarter of 2010, the cumulative total of the bank 
securitisations recorded since February 2009 was equivalent to 0.3 % of GDP, 
compared to 3.6 % in Belgium).

(2) Short-term debts have a maturity of up to one year ; long-term debts have a 
maturity of over one year.
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io

ns
 f

or
 o

cc
up

at
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 m
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m
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ra
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g 

in
 p

ar
tic

ul
ar

 i
nt

er
es

t 
ac

cr
ue

d 
an

d 
no

t 
du

e.
(3

) 
Th

is
 i

te
m

 c
om

pr
is

es
 o

th
er

 a
cc

ou
nt

s 
pa

ya
bl

e 
w

ith
in

 t
he

 m
ea

ni
ng

 o
f 

th
e 

ES
A

 9
5,

 s
uc

h 
as

 t
ax

es
 o

r 
co

nt
rib

ut
io

ns
 d

ue
 b

ut
 n

ot
 y

et
 p

ai
d,

 o
r 

in
te

re
st

 a
cc

ru
ed

 a
nd

 n
ot

 d
ue

.
(4

) 
Th

e 
ba

la
nc

es
 o

f 
th

e 
fin

an
ci

al
 a

cc
ou

nt
s 

of
 t

he
 d

om
es

tic
 s

ec
to

rs
 d

o 
no

t 
co

rr
es

po
nd

 t
o 

th
e 

ne
t 

fin
an

ci
ng

 c
ap

ac
iti

es
 o

r 
re

qu
ire

m
en

ts
 a

s 
re

co
rd

ed
 in

 t
he

 r
ea

l a
cc

ou
nt

s,
 o

w
in

g 
to

 t
he

 d
iff

er
en

ce
s 

be
tw

ee
n 

th
e 

da
te

s 
of

 r
ec

or
di

ng
 o

f 
th
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at
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 f
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 c
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ro
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mEthodoloGiCal notE

Unless otherwise indicated, when data are compared from year to year, they all relate to the same 
period of the years in question. In the tables, the totals shown may differ from the sum of the items 
owing to rounding.

In order to provide an update on various key economic data relating to Belgium in the year 2010 
as a whole, it was necessary to make estimates, as the statistical material for that year is inevitably 
sometimes still very fragmentary. In the tables and charts, these estimates, which were finalised at 
the end of January 2011, are marked “e“. They represent mere orders of magnitude intended to 
demonstrate the trends which already seem to be emerging. For the periods for which data are 
published, the sources used are mainly the NAI, the DGSEI and the Bank. The comments on the 
international environment and the comparisons between economies are usually based on the latest 
data or estimates originating from institutions such as the EC, the IMF, the OECD and the ECB.

The monetary unit used in the Report for the data concerning the euro area member countries is 
the euro. Amounts relating to periods before the introduction of the euro, on 1 January 1999 for 
Belgium and for most of the member countries, are converted at the irrevocable euro conversion 
rates. Except in the chapters on monetary policy and prices, where the definition coincides with the 
historical reality, the euro area is defined wherever possible in this Report as consisting of all the EU 
countries which adopted the single currency during the period 1999-2010. Apart from Belgium, 
the area therefore consists of Austria, Cyprus, Finland, France, Germany, Greece, Ireland, Italy, 
Luxembourg, Malta, the Netherlands, Portugal, Spain, Slovenia, and Slovakia. For convenience, the 
term “euro area“ is also used to designate this group of countries for periods prior to the start of 
Stage 3 of EMU. For some analyses, the preferred source was the OECD which includes in the euro 
area only the countries which are members of that international institution, i.e. excluding Cyprus 
and Malta. In view of the small size of those economies, the OECD data present a picture which is 
perfectly representative of the euro area as a whole.

Since 1999, the NAI, in accordance with the obligation imposed by Eurostat, has applied the ESA 95 
methodology for compiling the national accounts (1). As far as possible, the Report incorporates the 
definitions and methods resulting from ESA 95. However, it still expresses the data in gross terms 
although this new system presents the main aggregates derived from the national accounts in the 
form of net results for consumption of fixed capital. Gross data have the advantage of reducing the 
problem connected with the valuation of depreciation, which is based on the assumption of perfect 
knowledge of the stock of fixed capital. Furthermore, gross data make it easier to interpret certain 

Methodological note

(1) For fuller information concerning the ESA 95, see the NAI publication entitled Comptes nationaux 1998 – Partie 1 : Estimation des agrégats 
annuels. The changes caused by the switch to ESA 95 for the account of general government are specified in more detail in another publication 
from the same source, entitled Comptes nationaux 1998 – Partie 3 : Comptes des administrations publiques.
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movements such as those of the gross operating surplus. For simplicity, the sectoral breakdown 
groups together, under the heading “individuals“, households and non-profit institutions serving 
households, which constitute separate sectors according to the ESA 95 methodology. Nevertheless, 
the terms “individuals“ and “households“ are used as synonyms. The terms “corporations“ and 
“enterprises“ are also most frequently used as synonyms, whereas in the commentary from the 
GDP expenditure angle, “enterprises“ also covers self-employed persons, who are included under 
households in the real and financial sectoral accounts.

The Belgian national accounts, like those of other European countries, has undergone a series of 
important methodological revisions in recent years, affecting in particular the breakdown of price 
and volume effects. A more detailed explanation of the changes thus made was supplied by the NAI 
in the publication of the detailed national accounts in December 2005, November 2006 and October 
2009. Thus, since 2006, the volume series have been expressed in prices of the year preceding the 
one for which they were first published, while according to the previous practice they were expressed 
at prices of a fixed base year (2000, in the 2005 edition of the national accounts). This modification 
makes it possible to “chain“ the volume change in the aggregates or sub-aggregates. According to 
this method, their volume growth between two consecutive periods is calculated systematically by 
reference to the previous year’s prices and weights. The changes between consecutive periods are 
linked together (cumulated) to give a chained index. When the chained index of an aggregate or 
sub-aggregate is applied to the amount (level) of a reference year, such as 2008, as in the official 
national accounts published in October 2010, that provides a measure of the volume change in 
“chained euros (reference year 2008)“. The use of chaining leads to a loss of additivity in regard 
to the volume levels (except for the figures relating to the reference year and the year immediately 
following it). This implies, for example, that in the case of chained level series, GDP is not equal to 
the sum of its components.

In the section devoted to the international environment, the presentation is also consistent with the 
ESA 95 or its equivalent, the System of National Accounts published jointly by the United Nations, 
the World Bank, the EC, the IMF and the OECD (SNA 1993). Nevertheless, the statistics from the 
sources to which reference is made in the Report, principally the EC and the OECD, are not always 
uniform, because the period for which the methodological revision or the conversions from one 
system to the other have been carried out still varies greatly from one country to another.

The breakdown of the financial accounts between individuals and corporations is largely based 
on data from Belgian credit institutions. The information making it possible to break down the 
other financial transactions of the private sector, especially transactions with foreign countries or 
purchases of securities, is much more fragmentary. The main statistics which can be used for this 
purpose, namely the globalisation of the annual accounts of enterprises compiled by the Bank’s 
Central Balance Sheet Office, are in fact partial, are produced only annually and are available only 
after a time lag of several months. It has therefore been necessary to introduce some assumptions 
and make various estimates.
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ConvEntional siGns

–  the datum does not exist or is meaningless
n.  not available
p.m.  pro memoria
e  estimate by the Bank
€  euro
$  US dollar
£  British pound

Conventional signs
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EU15 European Union excluding the countries which joined after 2003 

TR Turkey
US United States
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