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Belgium: the public finances challenge

As in many other countries, the coronavirus crisis represents a huge
challenge for public finances. This is all the more true for countries
that already had a high level of debt before, which is the case

for Belgium

Spending on the rise

In the urgency of the last two months, the priority of governments has been to deal with the
shock, by making the necessary spending to acquire missing equipment, activate social safety
nets, particularly in terms of temporary unemployment, or by granting tax or charge deferrals to
companies. This obviously has an enormous cost: apart from the deferrals, the bill for the state as
a whole is likely to reach more than €13 billion, if not much more. It is a significant expense, but it
should be remembered that in 2019, total state expenditure was €250 billion. All things
considered, this seems manageable.

Plunging revenues

This being said, in the case of a crisis, public finances suffer a double blow: on the one hand,
expenditure increases, as we have just shown, but on the other hand, revenue is reduced. In fact,
since most taxes are a proportion of consumption or corporate expenditure or income,
government revenues evolve in parallel with economic activity, and therefore with GDP. Therefore,
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when GDP contracts, so do government revenues. In the present case, an unprecedented
contraction in GDP is expected. The estimates will probably be revised, but over the year as a
whole, it would not be surprising to see Belgium's GDP contracting by more than 5% in nominal
terms, or by €25 billion. Given that government revenues in Belgium correspond to around 50% of
GDP, this represents a shortfall of no less than €12.5 billion. It should be added that, due to the
progressiveness of the tax, the fall in activity will also lead to a slight reduction in the share taken
by the state, reducing the tax revenue even more.

The public finances canyon

Taking into account lower revenues, increased expenditure and of course the public finance
imbalance that was already expected before the crisis, Belgium's public deficit could reach
almost €38 billion this year, or 8.4% of 2020 GDP. These figures are likely to change in the coming
months, depending on the economic situation, but also on possible additional spending. Indeed,
some political parties are advocating further increases in spending to accelerate the economic
recovery.

In the short run, debt financing at low cost is being ensured by the European Central

Bank's intervention, but this will not last forever. Therefore, after the crisis has passed, as in other
euro area countries, the state of public finances will require reflection in terms of

their sustainability long term. This will also be at the heart of discussions in the formation of the
next government. But in today's context, who would dare to utter the word "austerity"?

The Belgian public finances canyon
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
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purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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