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Happy National Day Belgium!
On the occasion of Belgium's national day this Saturday, July 21, let’s
summarise Belgium’s economic picture

As we know, the economic recovery gained traction in 2016, which is reflected in a better growth
performance, a strong labour market and improving public finances. The risk of deflation is gone,
and inflation is close to normal levels. Beyond this observations, what are the strengths and
weaknesses of the Belgian economy in these four areas? What are the projects to be carried out?

Growth: the new normal?
With economic growth around 1.6%, we certainly cannot say that Belgian economic activity is
weak. However, between 1995 and 2010, the normal level of growth was just over 2% per year.
The Belgian economy seems to be struggling to come back to this past level. The consolidation of
public finances (see below) can partly explain this, but there are other elements: Belgium could be
missing the fourth industrial revolution?

The "+":

+ Diversified economy, open to the world

+ High level of productivity
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The " - " :

- Rigidity of economic and social structures

- Labour market: Attention to mismatch

2.1% The 1995-2010 average economic growth
in Belgium

Labour market: Mismatch needs attention
The evolution of the labour market was a nice surprise in recent years. More than 168,000 jobs
have been created in the past three years and the unemployment decreased from 8.5% of the
workforce in early 2015 to less than 7% today. However, several problems remain: more and more
companies are complaining about not finding the people that meets their needs. While there are
still nearly 500,000 job seekers in Belgium, this is an inadmissible paradox. furthermore, the
employment rate of people over 55 years is increasing, but remains one of the lowest among
OECD countries. This shows that end-of-career management still needs to be improved. Raising the
employment rate of people over 55 will be a crucial element for future economic growth.
Otherwise, the lack of manpower will weaken potential growth.

The "+":

+ High productivity of workers

+ Good level of higher education

+ Ability to transform growth into jobs

The " - " :

- High unemployment of the unskilled

- Inadequacy between supply and demand for work (large group of non-qualified)

- Employment rate of 55+ very low

168,000 New jobs created over the last 3
years

Inflation: more competition
Inflation reached 2.1% in June, which remains higher than the euro area average. However, the
gap has narrowed significantly compared to a year ago. Different factors can explain the gap



THINK economic and financial analysis

Article | 20 July 2018 3

between Belgian and European inflation. Some elements, such as tax increases, are temporary.
But two elements are likely to maintain a stronger pressure on prices in Belgium: (i) the automatic
indexation of wages, which in particular circumstances (shock on oil prices or on taxes) remains a
problem, and (ii) the lack of competition in some sectors.

The "+":

+ Better consideration of price developments thanks to “big data” provided by the retailers.

The " - " :

- Automatic indexation of wages, in certain circumstances

- Lack of competition pushes up prices

2.1% Inflation in June 2018

Public finances: further efforts needed
As the sharp decline in public spending (as % of GDP) has been greater than the decrease in
revenue, the public deficit has been largely reduced in recent years, from over 3.0% of GDP in 2014
to just 1.0% of GDP in 2017. However, a balanced budget will still require many efforts, and it is
unlikely that it will be achieved before 2020. The combination of a more sustained growth of
nominal GDP and the continuous decline of the interest burden (as % of GDP) has nevertheless
reduced the debt ratio to 103.4% in 2017 (107% in 2014). The improvement should continue in the
coming years.

The "+":

+ Interest rates should remain low

+ The average maturity of the debt has been greatly increased in recent years, which will allow
longer enjoyment of low rates

The " - " :

- Efforts of nearly € 3 billion will have to be made to remain on the path toward a balanced budget.

- The high level of debt remains a problem in the event of an economic slowdown

Happy National Day to all Belgians!
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103.4% The debt ratio in 2017
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