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For several years now, the world economy has been growing at a very fast pace (by around 5 p.c. 
a year), driven mainly by China and other emerging economies. Among the more advanced 
nations, the expansion has generally been stronger in the United States than in Europe, which 
had for a long time been left lagging behind. In 2006, however, their economic growth rates 
balanced out with the US economy somewhat running out of steam during the course of the year 
while, in the euro area, after a series of abortive revivals, the recovery has at last materialised.

Economic growth in the euro area is estimated to have risen from an average of 1.5 p.c. in 2005 
to 2.6 p.c. in 2006, the highest rate since the beginning of the century. The external environment 
has remained favourable and business investment has fi nally reacted to the strength of the export 
trade, to rising profi ts and to very attractive borrowing conditions. Companies have stepped up their 
recruitment rates, which in turn has shored up household consumption.

As usual, the average for the euro area tends to mask rather divergent performances from one 
country to another. It was favourably infl uenced by the pick-up in economic activity in the zone’s 
biggest country, Germany, after several lethargic years.

Strong economic growth and the pressure it exerted on commodity prices – and especially oil 
prices – as well as on the degree of available production factor utilisation have strengthened infl ation 
risks. As a result, most central banks have raised their interest rates.

In the euro area, the Governing Council of the European Central Bank, in line with its mandate, 
has striven to keep infl ation expectations under control, without, however, undermining growth. 
It continued its policy of raising interest rates begun in December 2005, gradually raising the 
Eurosystem’s benchmark rate from 2.25 to 3.5 p.c. At the end of 2006, all interest rates, whether 
short- or long-term, nominal or real, were nevertheless still at historically low levels and conducive to 
business and household investment. This also helped alleviate the public debt fi nancing burden.

For its part, the European currency saw its exchange rate strengthen, without actually hitting new 
heights against the US dollar, mainly on the back of cyclical developments (with the above-mentioned 
slowdown in activity in the United States and a pick-up in the euro area) and the narrowing of 
short-term interest rate differentials that they brought with them.

Foreword
by Guy Quaden, Governor
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In Belgium, the growth rate doubled between 2005 and 2006, rising from 1.5 to 3 p.c. In this case, 
too, it was the highest rate on record since the year 2000, and even higher than the euro area 
average. Not only did the expansion gain momentum, but it also turned out to be well-balanced, 
fuelled by consumer demand, investment and exports at the same time.

The other main provisional results for 2006 point to a 2.7 p.c. increase in real disposable income 
of households (i.e. average income after tax and adjusted for infl ation) and an estimated rise in 
employment by 46,000 units (just over 1 p.c.), while infl ation (as measured by the harmonised index 
of consumer prices) slowed down somewhat to 2.3 p.c..  Public fi nances closed the books with 
a small surplus of 0.1 p.c. of GDP, bringing a further reduction in the public debt ratio, which fell 
back below 90 p.c. of GDP, and the balance of payments on current account is estimated to have 
stabilised at 2.5 p.c. of GDP.

On the whole, these results are positive. This is good news, but we should not rest on our laurels.

Our exports are growing year by year, albeit at a much slower rate than the volume of international 
trade and our potential outlets. Our enterprises are therefore losing market share, a phenomenon 
that is affecting many other advanced nations but one that Germany in particular has managed to 
counteract by re-sharpening its competitive edge.

Net employment is gaining ground, despite the restructuring operations some companies carried 
out, and the jobless rate started to drop signifi cantly in the second half of 2006. All the same, 
unemployment is still too high, especially in some areas of the country, while in certain segments of 
the labour market, increasing shortages of workers can be noted.

Belgium’s public fi nances are in balance, something that is still not the case in many other countries. 
But this balance was once again facilitated by one-off operations and evidently benefi ted in 2006 
from the sharp cyclical upswing, which took economic growth beyond its medium-term potential. 
Overall, some signs of a structural defi cit have reappeared.

If economic prosperity is to be maintained and, if possible, further boosted, while at the same time 
guaranteeing sustainable social protection, against a backdrop of globalisation of trade and the 
population ageing, Belgium needs forward-looking policies based on a medium- and long-term 
perspective.

Fortunately, there is a fairly broad consensus on the main features of this programme : encouraging 
entrepreneurial spirit and innovation, keeping an eye on competitiveness through costs, raising the 
employment and labour market participation rates, speeding up the reduction of public debt.

The improvement in the economic situation cannot distract policy-makers from pursuing essential 
reforms. Quite the contrary, it should be seen as a golden opportunity to step them up.
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International environment

World economy : strong growth, more evenly balanced, 
but risks persist

1. In 2006, despite a slight slackening of pace during the year, the world economy once again 
produced very robust growth, estimated at over 5 p.c. As in previous years, the Asian countries 
which are in the process of catching up, especially China, made the biggest contribution to 
this expansion. In the advanced economies, growth divergences lessened as activity gathered 
momentum in the EU and slowed down in the United States after the fi rst quarter of 2006.

2. Notwithstanding this strong growth and the resulting sustained pressure on commodity 
prices for much of the year – oil prices, in particular, reached a peak in August – infl ation 
was fairly subdued overall. The credibility of monetary policy, the abundant supply of labour-
intensive goods and services offered by the emerging economies, and the keener international 
competition were contributory factors. However, the risk of infl ation was heightened by the 
possible repercussions of the high cost of energy on prices in general, and the increased use of 
the production capacity. As a result, almost all central banks raised their interest rates.

3. In the United States, where interest rates had been rising since mid 2004, the Federal Reserve 
held its target rate for federal funds at 5.25 p.c. from June 2006, waiting to see whether the 
effect of the previous tightening of monetary policy would be suffi cient to curb infl ationary 
pressure. The deceleration in activity there was due mainly to lower investment in housing, 
and had hardly any impact on the rest of the world, where domestic demand proved robust. 
Thus, in Japan, domestic expenditure continued to grow fairly strongly and in July the central 
bank, considering that defl ation had come to an end, terminated its zero interest rate policy. 
Moreover, Japanese fi rms continued to benefi t from the expansion of their Asian markets, such 
as the strong growth of investment in China.

4. The current account imbalances worsened further in 2006. However, as the emerging economies 
of Asia and the oil-exporting countries maintained their strong propensity to save, and as the 
demographic outlook also bolstered demand for fi nancial assets in Japan and Europe, the 
fi nancing of American households and government continued unimpeded, at persistently low 
long-term interest rates. Yet the external debt of the United States cannot expand indefi nitely. 
The slowing of domestic demand in that country and its acceleration in Europe, the slight 
appreciation of the renminbi plus China’s plans for developing rural regions, and the easing of 
oil prices are all encouraging signs attenuating the threat of an abrupt correction. Concerted 
efforts are still required for the purpose of raising the level of savings in the United States, 
particularly by consolidating public fi nances, for conducting structural reforms in Europe and 
Japan to ensure that domestic demand is based on stronger potential growth prospects, for 
relaxing the foreign exchange regime in China and for stimulating domestic demand in the 
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emerging or oil-exporting economies. The IMF has embarked upon multilateral consultations 
to that end.

Euro area : the revival in domestic demand needs to be consolidated

5. In 2006, the euro area’s GDP growth was estimated at 2.6 p.c., the highest level for six years, 
exceeding the forecasts on this occasion.  Growth was particularly strong in the fi rst half year, 
later subsiding to an annualised rate of about 2 p.c. While the external environment remained 
favourable, growth was also sustained by an acceleration in domestic demand. Fixed capital 
formation by businesses was particularly dynamic. It fi nally responded to the vigour of exports 
over the past three years, which has reduced the unused production capacity, and to the profi ts 
growth and highly favourable fi nancing conditions. Investment in housing also picked up as 
a result of the low level of interest rates and the associated price increases on the secondary 
market ; after years in the doldrums, the German construction industry saw a revival in activity. 
Finally, fi rms stepped up their recruitment, and the fall in unemployment boosted consumer 
confi dence and stimulated household spending. Growth differentials between euro area 
member countries declined as a result of a marked recovery in Germany and Italy. However, this 
last country is still suffering from a deterioration in its competitiveness.

6. In this favourable economic climate, the public defi cit in the euro area dropped from 2.4 p.c. 
of GDP in 2005 to 2 p.c. in 2006. Of the fi ve euro area members engaged in cutting their 
excessive defi cit in accordance with the European rules, Germany, France and Greece are 
estimated to have reduced their defi cit below the threshold of 3 p.c. of GDP in 2006, while 
Italy and Portugal still recorded a defi cit of over 4.5 p.c. of GDP. Major corrective measures 
are planned for 2007 or are already in force in Germany, Italy and Portugal. Though they may 
temporarily dampen demand, they are nonetheless essential to reinforce confi dence.

7. All defi cit countries should make use of the cyclical upturn to speed up the consolidation 
of public fi nances, rather than be tempted to relax discipline, as has happened in similar 
circumstances in the past. They need to restore their structural budget balance, respecting 
the benchmark introduced at the time of the revision of the Stability and Growth Pact, which 
means improving that balance by 0.5 p.c. of GDP per annum. Moreover, greater attention must 
be paid to the sustainability of fi scal policy in view of population ageing, which requires the 
creation of surpluses in most countries.

8. The improvement in the economic climate should also encourage the pursuit of the structural 
reforms mapped out by the Lisbon strategy. The progress already made is most likely beginning 
to produce results, as is shown by the revival in employment. However, there is still much to be 
done to strengthen the resilience of the European economy in the face of a possible downturn 
in external demand, to secure a permanent increase in the employment rate and productivity, 
and to address the challenges presented by globalisation, technological development and the 
demographic outlook. Resolute implementation of national reform programmes is therefore 
vital, while the deepening of European integration should stimulate competition on the goods 
and services markets and encourage the mobility of the production factors.
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Monetary policy and financial stability

Monetary policy : gradually less expansionary

9. The monetary policy of the Eurosystem is designed to safeguard price stability. The Maastricht 
Treaty accords primary importance to this objective because a policy which ensures an 
environment of stability and confi dence in the soundness of the currency is the best way of 
contributing to growth and employment, particularly by reducing the risk premiums included in 
long-term interest rates. It does not preclude a counter-cyclical policy, in so far as the pressure 
on prices is largely linked to the business cycle, nor a gradual response to certain shocks 
affecting prices. The ECB Governing Council has defi ned price stability as an increase in the 
harmonised index of consumer prices (HICP) in the euro area of less than but close to 2 p.c. per 
annum in the medium term. 

10. The HICP rose by 2.2 p.c. in 2006, as a result of a renewed rise in energy prices. Successive 
sharp increases in the most volatile consumer prices, namely energy and food, have caused the 
2 p.c. threshold to be slightly exceeded in recent years. The medium-term perspective adopted 
by the ECB Governing Council allows major shocks affecting certain relative prices or indirect 
taxes, in either direction, to be absorbed by deviations from the target so long as they do not 
lead to persistent derailment.

11. To avoid such derailment, it is essential for price expectations to be fi rmly anchored. The 
Eurosystem’s independence and its monetary policy strategy, especially the defi nition of price 
stability, make a substantial contribution here. However, it is also necessary to act in good time, 
before shocks spread to the whole of prices and incomes,  or before prices are affected by other 
tensions.

12. In 2006, the Governing Council considered that maintaining the short-term interest rate at the 
extremely low level which had prevailed for the three preceding years would have entailed risks 
to price stability in the medium term. It therefore decided to continue the gradual increase in the 
minimum bid rate for the main refi nancing operations, initiated in December 2005, and raised 
the rate in fi ve stages from 2.25 p.c. to 3.50 p.c.

13. Admittedly, the secondary effects of the higher energy prices were remarkably limited, owing 
to the underutilisation of the economy’s production capacity – evident in particular from the 
continuing high unemployment –, the competitive pressure generated by globalisation, and 
the credibility of the Eurosystem. Nevertheless, the consolidation of the cyclical upturn which 
continued during the year attenuated the fi rst factor and required monetary policy to adopt a 
less expansionary stance.

14. The historically low interest rates also contributed towards the strong expansion of credit and 
the monetary aggregate M3, and a rise in property prices, which was particularly marked in 
some countries. The link seen in the past between the movements in M3 and prices seems to 
have weakened, owing to the increasing importance of portfolio considerations in the holding 
of monetary assets, or even perhaps a change in behaviour due to the new environment of 
price stability and low interest rates. Yet rapidly rising debt levels and liquidity combined with a 
strong rise in asset prices, such as the price of property, may also suggest the risk of ‘fi nancial 
bubbles’, liable to cause damage when they later burst.

15. The ECB Governing Council modulated the pace of its interest rate increases in line with its 
assessment of the threats to price stability, as new data became available. It began to give 
signals about future interest rate movements, conditional upon a macroeconomic base scenario, 
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without giving any commitment on the frequency or size of future increases. It thus enhanced 
the transparency and predictability of its decisions while retaining the latitude essential for 
responding to new information.

16. Despite the gradual rate increases, monetary policy continued to underpin the cyclical 
expansion, witness for example the still low level of real short-term interest rates from a 
historical perspective. The effective euro exchange rate gained ground – though without 
attaining an exceptionally high level – primarily because of a time-lag in the economic cycle 
between the United States and the euro area, and the associated narrowing of the short-
term interest rate differential. Long-term interest rates remained very low, and were therefore 
conducive to investment. On the one hand, the monetary policy reaction to the risks to price 
stability certainly contributed towards the reduction in the infl ation risk premium, which 
those rates include, and which had been rising slowly up to May 2006. On the other hand, 
real long-term interest rates showed only a slight increase, as in the United States, since they 
were held down by the relative abundance of global savings and the perception of greater 
macroeconomic stability.

Financial supervision : crisis prevention and simulation

17. The international fi nancial system remained very stable in 2006. That was due primarily to the 
persistence of a highly favourable macroeconomic environment, as the continuing growth and 
the fi nancial health of businesses benefi ted the pursuit of banking activities. The progressive 
tightening of monetary policy, the recent price correction on certain property markets, and 
the rising debts of a number of companies involved in mergers and acquisitions could be the 
fi rst signs of a change in market conditions. So far, however, fi nancial intermediaries, given 
their intrinsically sound foundations, have coped comfortably with these developments. They 
have succeeded in maintaining their profi tability and solvency at high levels, and continued to 
perfect and diversify their risk management techniques, particularly by using derivatives which 
afford protection against loan losses. These new products have already proved their worth in 
individual incidents, but the markets in these instruments have yet to demonstrate their liquidity 
and their capacity to provide effective protection against credit risks in the face of major 
shocks.

18. As well as the efforts made by fi nancial institutions in terms of better risk control, the supervisory 
authorities have taken numerous measures to improve the operation of the fi nancial system 
as a whole. That is refl ected, in particular, in the virtually simultaneous introduction of various 
regulations which will have a signifi cant infl uence on the conditions for pursuing fi nancial 
activity in the EU. The recent introduction of the new IAS / IFRS harmonised accounting rules 
will be followed by new solvency rules applicable to both banks (Basel II) and insurance 
companies (Solvency II). In addition, the EU Directive on markets in fi nancial instruments (MiFID) 
will profoundly alter the way of executing transactions in securities. These successive changes 
demand major efforts and may infl uence certain strategic choices by fi nancial institutions.

19. The complexity of the rules partly refl ects that of the fi nancial institutions, which are tending 
to group together in large multinational entities and diversify their operations. These 
restructurings particularly concern Belgium, where the four leading fi nancial groups serving 
the bulk of the domestic market in banking and insurance have all greatly expanded their 
activities, often organising themselves on functional lines which do not always coincide with 
their legal structures. Like their foreign competitors, these institutions saw their profi ts grow 
in 2006, benefi ting both from the favourable economic climate and from the soundness 
of their fi nancial structure. However, their risk profi les also continued to change as they 
diversifi ed into new markets and new activities, such as dealing in risk transfer instruments. 
These large groups have perfected their risk management procedures, which should help to 
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prevent systemic problems. But their changing structure is tending to alter the channels for the 
transmission of potential fi nancial shocks. The Belgian supervisory authorities need to anticipate 
this by strengthening their capacity to assess and manage accidents affecting large fi nancial 
institutions, in full cooperation with the foreign authorities. In that connection, they participated 
in cross-border crisis simulation exercises, which gave the opportunity to test communication 
and decision-making processes within the euro area and the EU. At national level, these 
efforts must be refl ected in a deepening of the cooperation between the Bank and the CBFA 
and an assessment of the effectiveness of the institutional arrangements set up by the law of 
2 August 2002.

Belgian economy

A general expansion in activity, supported by all the main 
components of demand

20. After the hesitancy of activity from 2001 to 2005, the Belgian economy produced strong 
growth in 2006 : following a vigorous recovery at the start of the year, growth reverted to 
a more moderate but still robust level. Average real GDP growth increased from 1.5 p.c. 
in 2005 to 3 p.c. in 2006, slightly outpacing that of the euro area and reaching its highest 
level for six years. All branches of activity, including industry, contributed to this growth, 
with construction producing a particularly marked rise of around 8 p.c. The Belgian economy 
benefi ted from the buoyancy of foreign demand, but also from the consolidation of domestic 
demand.

21. Despite further losses of market shares, exports of goods and services gathered momentum 
during the year, with volume growth averaging 3.4 p.c. Imports expanded slightly faster. As a 
result of an improvement in the terms of trade, however, net lending to the rest of the world 
remained steady at 2.3 p.c. of GDP.

22. Firms continued to step up their production capacity and increased their gross fi xed capital 
formation by 4.4 p.c.  While the investment revival of the preceding two years had concerned 
the service sector, especially maritime transport and logistical services, in 2006 it spread to 
manufacturing industry, which saw a signifi cant increase in capacity utilisation rates. Apart 
from the outlook for demand, factors supporting investment were a further rise in corporate 
profi tability, the fall in fi rms’ debt ratios since the 2001 peak and the improvement in their 
liquidity. The persistently favourable fi nancing conditions also played a role : despite edging 
upwards, interest rates remained historically low, stock market prices surged except for a brief 
blip in the middle of the year, and tax conditions were favourable to the recourse to own 
funds.

23. Firms maintained their net recruitment, and total employment grew by 1.1 p.c., or 46,000 
units, slightly outstripping the previous year’s expansion. However, since the labour force again 
increased quite signifi cantly, the harmonised unemployment rate, taken as an annual average, 
recorded only a slight decline from 8.5 to 8.3 p.c., though it began to fall sharply in the second 
half of the year.

24. The real disposable income of households was about 2.7 p.c. up, mainly as a result of higher 
employment, the positive impact of the cyclical upturn on self-employed incomes, the growth 
of interest and dividend incomes and the fi nal stage in the implementation of the tax reform. 
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This increase contrasts with the minimal changes seen in the four preceding years. Private 
consumption expanded by 2.4 p.c. The household savings ratio therefore showed only a 
small increase, boosted by the marked rise in incomes but also moderated by the improved 
confi dence in the economic outlook and the labour market.

25. The bulk of these savings was once again allocated to housing construction and renovation : this 
type of investment increased by 4.8 p.c., responding more strongly to house price movements 
than in other euro area countries. However, the rise in mortgage interest rates, up from their 
low average level of 3.6 p.c. in September 2005 to 4.4 p.c. in November 2006, has already 
curbed demand for loans and tempered the rise in property market prices.

26. Consumer prices were relatively stable : having increased from 1.5 p.c. in 2003 to 2.5 p.c. in 
2005, the rise in the harmonised index of consumer prices (HICP) reached 2.3 p.c. in 2006 ; it 
dropped from 2.6 p.c. in the fi rst quarter to 1.9 p.c. in the fourth quarter. This chronological 
profi le mainly refl ects the direct effect of the oil price fl uctuations on consumer prices of energy. 
The fact that the Belgian HICP is more sensitive to these variations, owing to the weight of 
oil products in consumption and the relatively low level of excise duties (a non-proportional 
tax) on these products, also explains why the index has risen slightly faster than the euro area 
index over the past two years. Excluding energy, unprocessed food and administrative price 
changes, “core” infl ation accelerated slightly, rising from 1.3 p.c. in 2005 to 1.6 p.c., the most 
likely cause being the impact of the higher commodity costs on the prices of certain industrial 
products. Conversely, imports of manufactured goods from low-cost countries continued to 
curb prices, and internal infl ationary pressure remained very subdued.

27. In particular, the rise in hourly labour costs in the private sector was modest at 2.4 p.c., 
comparable to the increase in the preceding two years, despite a substantial deceleration in the 
reductions in employers’ social security contributions. The indexation effect was mitigated by 
the reform of the method of calculating the health index, which rose by just 1.8 p.c. in 2006, 
against 2.2 p.c. in 2005. Excluding indexation, negotiated increases were modest, in line with 
the provisions of the central agreement, and the growing international competition continued 
to inhibit pay rises. The cyclical increase in productivity kept the rise in unit labour costs down 
to 0.7 p.c. However, owing to the continued stricter wage moderation in Germany, the increase 
in hourly labour costs outpaced that recorded in the three main neighbouring countries for the 
third consecutive year, thus accentuating the deterioration in the competitiveness of Belgian 
fi rms in relation to those reference economies.

Structural changes and economic policy

28. The Belgian economy did rather well in 2006, and the Bank’s forecasts, like those of the 
international institutions, assume growth of somewhat over 2 p.c. in 2007. However, the upturn 
in the cycle is no cause for complacency, neither in Belgium nor in the other euro area countries. 
On the contrary, it must be used to strengthen the economy’s ability to adapt to the on-going 
structural changes, and to make progress towards sustainable development. The emergence 
of new global economic players such as China, India and the new EU Member States will 
contribute more towards Belgian prosperity if, as well as taking advantage of cheaper imports 
from those countries, Belgium can also respond better to their growing demand for goods 
and services, and, more generally, continue to remodel its production structure and specialise 
more in high value added products. Moreover, the only ways to ensure a rising standard of 
living and the maintenance of social protection, despite population ageing, are by boosting 
the employment rate, raising productivity and setting a budget path based on a suffi ciently 
long-term view.
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29. Progress has already been achieved. For instance, since the solidarity pact between the 
generations there has been greater awareness of the demographic issue ; in the negotiations 
between the social partners, apart from labour cost restraint, special attention has been 
paid to promoting employment and training ; the public employment services are arranging 
more effective guidance for the unemployed ; the process of opening up various sectors to 
competition has continued ; an innovation policy is gradually taking shape. But the scale of the 
challenges ahead demands unremitting efforts.

30. There is a need for a coherent strategy, geared to the medium- and long-term goals, in which 
the various levels of government, the social partners and all those involved in economic life 
have a role to play. The national reform programme, defi ned for the fi rst time for the period 
2005-2008 in the framework of the revised Lisbon strategy, therefore needs to be deepened 
and implemented. In the fi eld of public fi nances, the labour market and structural policy, lasting 
measures need to be taken as soon as possible.

Fiscal policy : building up a structural surplus and enhancing the 
effectiveness of public spending

31. The Belgian general government accounts ended 2006 with a small surplus, slightly surpassing 
the stability programme target. Belgium’s budget position contrasts favourably with the average 
defi cit recorded in the euro area, where only Finland, Spain, Ireland and the Netherlands also 
achieved a balance or a surplus. This permitted a further reduction in the public debt ratio, 
which has dropped below 90 p.c. of GDP, or one-third lower than its 1993 peak, though it is 
still the third largest debt ratio in the euro area.

32. However, one-off measures representing 0.7 p.c. of GDP, some of which will entail a cost for 
future budgets, contributed to the good results in 2006, as did the growth revival and, albeit 
to a lesser extent than in the past, the further reduction in interest rates. The movement in the 
structural budget balance, which excludes non-recurring and cyclical factors, was therefore 
less favourable : having shown a surplus in 2005 (0.3 p.c. of GDP), this balance reverted to a 
defi cit in 2006 (–0.4 p.c.). The structural primary surplus, which furthermore excludes interest 
payments, declined to 3.7 p.c. of GDP, compared to 4.6 p.c. in 2005 and a peak of around 7 p.c. 
in 1998. The erosion of that surplus in 2006 was due mainly to the movement in revenues, 
particularly following the implementation of the personal income tax reform, while the decline 
in the preceding years was caused mainly by the increase in expenditure. After a very strong 
rise in health care spending in 2003-2004, the growth of that expenditure has been better 
contained in the past two years.

33. Attainment of the goal of growing structural budget surpluses from 2007, as specifi ed by 
Belgium’s December 2006 stability programme and prescribed by law, will demand even more 
discipline than in recent years : in fact it entails increasing the primary surplus, since the implicit 
interest rate on the public debt might rise ; in addition, one-off operations will have to be 
replaced by permanent measures.

34. The path laid down by the stability programme should in fact be regarded as a minimum. An 
immediate acceleration of the reduction of the public debt ratio should provide room for the 
expected increase in expenditure on pensions and health care, and will spread the budgetary 
effort more evenly over time, sharing it more fairly between the generations. The authorities will 
need to do still more to reinforce the economic foundations of social protection, by helping to 
raise the employment rate, to augment productivity and to establish a sustainable development 
model, particularly by the judicious management of revenue and expenditure.
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35. On the revenue side, the burden of taxes and parafi scal charges on labour has been cut from 
over 44 p.c. of the wage bill in 1998 to less than 42 p.c. in 2006, but remains among the 
highest in Europe. In the case of further tax cuts, they ought to be specifi cally targeted and the 
effect on the government budget should be offset. It is possible to increase other levies, such 
as taxes on the consumption of products harmful to health or the environment, or to abolish 
certain tax exemptions, but that must be done with due regard for the openness of the Belgian 
economy. Efforts to ensure that taxes are properly collected must also continue.

36. Since there is little scope for raising new revenue, however, it is especially on the expenditure 
side that one should be selective. Assuming that future revenues are only affected by measures 
which have already been taken, attainment of the budget targets entails keeping the growth 
of primary expenditure more than half a percentage point below GDP growth during the 
period 2007-2010, whereas in the past decade that expenditure has grown faster than GDP. 
Government spending must be kept under strict control and every item must be checked in 
the light of the aims in view and the effect on economic growth in the medium and long term. 
Thus, it should be possible to enhance the effectiveness of the resources allocated to health 
and education, and particularly public administration, where the workforce has expanded 
rapidly in the past ten years. Expenditure which has an unwelcome redistributive effect must 
be reconsidered, and priority should be accorded to measures which encourage greater 
participation in the labour market, and to investment in physical and human capital, which 
should improve the economy’s productivity and promote sustainable development.

37. All levels of government share responsibility for maintaining sound public fi nances. As pointed 
out in the recent IMF report on Belgium, whatever the degree of decentralisation in the Belgian 
federal system, there is a need to increase the accountability of its components and to improve 
coordination. In particular, it is essential to avoid inconsistency between the allocation of 
powers and resources, which places some levels of authority under much heavier pressure than 
others : under the current arrangements, that is true of the entity comprising the federal State 
and social security. Any redefi nition of the powers and/or the methods of funding should tend 
to establish a better balance.

Employment policy : safeguarding competitiveness and increasing 
the labour supply

38. In the light of globalisation, rapid technological progress and the demographic prospects, it is 
essential both to support the demand for labour – particularly by a responsible movement in 
labour costs – and to raise the quantity and quality of the labour supply, in order to increase 
the employment rate, which in 2006 stood at 60.9 p.c. of the population aged between 15 
and 64 years, a rate well below the European average.

39. Endeavouring to increase the labour supply while unemployment persists at a high level only 
sounds like a paradox. For one thing, shortages are already emerging in certain occupations, 
and they are not being entirely fi lled by the use of foreign workers, such as those from the new 
EU Member States. Unemployment – the reduction of which is obviously a priority – in many 
cases reveals a mismatch between demand and supply on the labour market. Also, although 
the population of working age is still expanding, it will soon decrease, and it is essential to allow 
for the time which measures take to implement : for instance, Belgium is currently benefi ting 
from the raising of the standard retirement age for women, a measure introduced several 
years ago, which should enable Belgium to achieve the Lisbon target for the EU of a female 
employment rate of 60 p.c. by 2010, whereas the target of an overall employment rate of 
70 p.c. will not be attainable by that date.
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40. However, the employment rate is still particularly low, and unemployment high, for women, and 
especially for the young, persons between the ages of 55 and 64, the low skilled and persons 
of foreign origin. Particular attention needs to be paid to encouraging demand for labour in the 
case of these groups, notably by combating discrimination and by reductions in social security 
charges targeting low wage earners and certain age groups. There is also a need to develop 
work incentives and occupational skills, e.g. by guaranteeing an adequate differential between 
net earned incomes and unemployment benefi ts, by raising the actual age for retiring from the 
labour market – which will be a key factor in the sustainability of the public pension system –, 
by providing guidance for the unemployed, by establishing more care facilities, particularly 
for young children, by encouraging geographical mobility and by organising suitable training. 
Progress has already been made here in various ways, such as the solidarity pact between the 
generations, the reduction in the burden of taxes and parafi scal charges on low incomes, and 
the programme to encourage an active search for jobs. It is essential to maintain that course. 
In particular, the employment rate for persons aged between 55 and 64 years increased from 
26 p.c. in 2000 to 32 p.c. in 2005, and the solidarity pact between the generations will boost 
it further, but the target of 50 p.c. which was set in Lisbon for the EU by 2010 remains a long 
way off. 

41. The disparities in employment and unemployment rates are also geographical. It is good that 
the regional employment services are intensifying their cooperation, to match the labour supply 
more effectively with demand. In addition, the efforts to provide training and monitoring for 
job seekers must be pursued and reinforced.

42. The differential rates of social security contributions mentioned earlier can be regarded as 
a redistribution mechanism in favour of the most vulnerable groups on the labour market. 
Reductions in charges are also justifi ed in the case of key occupations for the development of 
the knowledge-based economy ; they already apply to the salaries of researchers in order to 
encourage R&D activities. But labour costs are determined mainly by negotiation between the 
social partners, and it is crucial that the movement in wages should safeguard the competitiveness 
of Belgian fi rms and encourage them to expand employment. Thus, the indicative wage norm 
for the years 2007 and 2008 – namely an increase of 5 p.c. over two years, the increase in costs 
being cut to 4.85 p.c. via a reduction in the withholding tax on earned incomes payable by the 
employer – comprises a partial correction for the increase in hourly labour costs, which have 
risen faster than in the three main neighbouring countries since 1996. The Central Economic 
Council had estimated this deviation at 1.5 p.c. The rise currently expected in those countries 
for the period 2007-2008 is 5.5 p.c. In addition, the central agreement recommends that the 
sectoral negotiators adopt adjustment mechanisms, adapting the real increases in line with the 
difference between the projected and actual indexations. Apart from the reference to the health 
index (which excludes the prices of road fuel, alcoholic beverages and tobacco), this type of 
agreement reduces the risk that automatic wage indexation, typical for Belgium, may unleash 
a wage dynamic damaging to competitiveness and employment. It is also important that the 
centrally agreed norm should permit suffi cient differentiation in labour cost movements per 
sector and/or fi rm in order to improve the match between the labour supply and demand.

43. While safeguarding competitiveness via labour costs is vital in a small open economy like 
Belgium,  it is a defensive measure which needs to be supplemented by seeking new products 
and striving for productivity gains. From that point of view, it is necessary to ensure constant 
upgrading of the skills of persons in work, and more generally all persons of working age, in 
order to augment their effi ciency and increase their chances of employment, and to develop 
their versatility and creativity.  That is why vocational training has become a key issue in the 
negotiations between the social partners. According to the social balance sheets, the resources 
which fi rms devoted to formal training declined from 1.4 p.c. of the wage bill in 2000 to around 
1 p.c. in 2005, while the 2006 target endorsed by the solidarity pact between the generations 
was 1.9 p.c. The number of working hours spent on this training has also fallen. Conversely, 
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over the same period the proportion of workers taking part in such training increased slightly 
to 36 p.c., though that is still well below the target of 50 p.c. set for 2010. Although these 
data are imperfect and do not cover informal training, which is more common in small fi rms, 
they still highlight the need, acknowledged by the central agreement, to step up efforts in this 
regard.

Structural policy : encouraging entrepreneurship and innovation

44. Under the pressure of technological progress, globalisation and changes to the pattern of 
consumption resulting from growing prosperity, the production structure of the Belgian 
economy, like that of other advanced economies, is undergoing fundamental changes, the most 
striking being relative de-industrialisation. But let there be no mistake : far from disappearing, 
industrial production is actually expanding in volume by almost as much as services. Moreover, 
industrial products still dominate exports, where they account for three-quarters, and R&D, over 
80 p.c. of which is concentrated in industry.  Finally, industrial activity has signifi cant knock-
on effects on the rest of the economy. But the productivity gains in industry are causing a 
downward trend in employment in that sector, and in the relative prices of industrial products, 
so that industry’s share of value added and employment has fallen from around 30 p.c. in 1970 
to roughly 15 p.c. today. Within industry itself, there have been shifts such as the growing 
importance of chemicals, particularly the pharmaceutical industry, and the relative decline of 
metallurgy and textiles.

45. In the face of the growing pressure of competition generated by globalisation – the corollary to 
its contribution to prosperity in countries that, like Belgium, enjoy the benefi ts of cheap imports – 
it would be wrong to try to halt these changes. Instead, it is far more benefi cial to anticipate 
them, to develop new products for which demand is growing and where price competition is 
less fi erce, to make production processes more effi cient and to take advantage of the opening 
up of new markets. While growth in the past resulted largely from the accumulation of 
capital and the use of well-established technologies, it must now, in the advanced economies, 
be based more than ever before on innovation. Moreover, that will not be confi ned to the 
industrial sphere, but will also trigger organisational changes in service companies and public 
administration. Furthermore, Belgium must make use of its strengths to attract exportable 
service activities, e.g. in the fi elds of fi nance, logistics and medicine. The successes achieved 
in specifi c cases, such as in certain pharmaceutical, aeronautical and electronic production 
processes, and more generally the steady rise in the average standard of living, show that 
Belgium is capable of adapting to a fast-changing environment. However, there is still a need 
to promote the development of new activities and reinforce productivity gains.

46. The effi cient operation of competitive markets is vital to such progress. The spur of competition 
and, more particularly, the arrival of new, innovative fi rms on the market, are essential to boost 
overall productivity. Thus, the intensifi cation of competition, e.g. by the strengthening of the 
Competition Council, and the reduction in the administrative burdens on businesses, especially 
in the initial stages, will contribute not only towards reducing monopoly gains but also towards 
enhancing the dynamic effi ciency of the economy. In addition, various rules which still hamper 
the creation of new businesses or the expansion of certain activities, especially in the service 
sector, need to be relaxed.

47. Furthermore, governments have a more active role to play in developing innovation. They 
have at their disposal numerous means of stimulating progress towards a knowledge-based 
economy : education and lifelong training, investment in R&D, the tax environment for 
innovation, the organisation of partnerships and technology centres, policies on intellectual 
property and standardisation, the government’s use of new technologies, etc.  It is important to 
deploy all these levers effectively and to ensure closer cooperation between public authorities, 
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educational institutions, research institutes and the social partners, in order to promote 
innovation at all levels.

48. R&D activities are obviously essential : the public and private resources devoted to them have 
to be augmented, especially in the branches where they are under-represented, and research 
careers need to be made more attractive. However, these activities are only one part of the 
innovation process. Their spin-off effects need to be maximised by organising interactions 
between research centres and fi rms, by improving the spread of knowledge, by encouraging 
the spirit of enterprise and appetite for risk, in order to foster the development of practical 
applications which are also capable of meeting social and environmental needs.

49. In all sectors – including the traditional ones – a spirit of innovation must prevail. The 
environment will be more conducive to that if the policies on education, lifelong training and 
occupational mobility have prepared all the players in economic life accordingly. In that context, 
the social partners recently entered into a commitment to develop a culture of innovation in 
fi rms.

Conclusion

50. Fifty years after the signing of the Treaty of Rome and fi ve years after the introduction of 
the euro notes and coins, the benefi ts of European integration for the population of all 
the participating countries cannot be overemphasised. Thus, the creation of a large area of 
monetary stability has contributed towards growth and employment by cutting transaction 
costs, reducing uncertainty, lowering interest rates, improving the allocation of resources and 
stimulating competition, even if these benefi ts have been partly masked by the incidence of oil 
shocks and structural rigidities. The European integration project now merits a new impetus.

51. In Belgium, in particular, to ensure rising prosperity and sustainable social protection in the 
face of globalisation and population ageing, the economy requires reforms and policies geared 
to a long-term view. Fortunately, there is a broad consensus on the key elements : stimulating 
innovation, maintaining vigilance over cost competitiveness, raising the employment rate and 
accelerating the reduction of the public debt. These good intentions need to be resolutely 
carried out. The favourable economic climate must not tempt policy makers to postpone the 
implementation of such a programme ; on the contrary, it provides the opportunity for taking 
action.

Brussels, 31 January 2007
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1. 

TABLE 1 GDP GROWTH IN THE MAIN ECONOMIES

(percentage volume changes compared to the previous year)

2004 2005 2006 p.m.
Share in the world 

economy (1)

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.9 3.2 3.3 20.6

Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 2.7 2.8 6.5

Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.7 1.5 2.6 15.1

Other EU-15 countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 2.1 2.9 4.4

New EU-25 Member States (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.1 4.7 5.6 1.1

China . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.1 10.2 10.6 16.1

India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.5 8.5 8.0 6.1

Other emerging Asian countries (3) . . . . . . . . . . . . . . . . . . . . . . . . . . 6.1 4.7 4.9 5.4

Latin America (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.0 4.1 4.7 7.2

OPEC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.2 6.2 5.5 4.5

Other OECD countries (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.5 3.8 3.4 4.9

Rest of the world . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.9 6.5 5.5 8.1

World . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3 4.9 5.1 100.0

p.m. World trade (6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.8 7.7 9.6

Sources : EC, IMF, OECD.
(1) Percentages of world GDP in 2005, based on purchasing power parities, i.e. taking account of the difference in absolute price levels between countries.
(2) Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia.
(3) Hong Kong, Malaysia, Philippines, Singapore, South Korea, Taiwan and Thailand.
(4) Excluding Venezuela.
(5) Australia, Canada, Iceland, New Zealand, Norway, Switzerland and Turkey.
(6) Average exports and imports of goods and services.

1.1 Summary

The global economy maintained its strong expansion in 
2006, in a context of vigorous growth of international 
trade. Despite a further rise in commodity prices, the 
growth rate accelerated to 5.1 p.c., thus approaching the 
exceptionally high level recorded in 2004. Once again, 
world growth was driven largely by the emerging econo-
mies, especially those in Asia. While China, where invest-
ments and exports continued to soar, further reinforced its 
role as the engine of global economic activity, there was 
some adjustment to the balance of growth between the 

advanced countries, with a certain loss of momentum in 
the United States during the year and renewed vitality in 
Europe, especially in the euro area. The slowdown in the 
United States was due largely to the weakening of the 
housing market. In the euro area, after a series of aborted 
revivals, the recovery fi nally materialised, the main factor 
being the restored vigour of domestic demand, and par-
ticularly investment. The Japanese economic recovery was 
maintained, although household consumption showed 
occasional signs of vulnerability. Finally, in the oil-export-
ing countries, including Russia, activity was once again 
sustained.

INTERNATIONAL ENVIRONMENT
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CHART 1 PRICES OF BASIC PRODUCTS

 (monthly data, US dollar, indices 1990 = 100)

Source : HWWA.

Total

Energy commodities

Industrial commodities

Food commodities

Taking the average for the year, prices of energy com-
modities expressed in US dollars rose by 19.1 p.c., mainly 
as a result of higher oil prices, while prices of industrial 
commodities, propelled by the increased cost of metals, 
principally aluminium and copper, rose by 32.6 p.c. These 
increases were due primarily to the strength of demand in 
the emerging economies, especially China. Prices of food 
commodities were 10.9 p.c. up, notably in response to 
reduced output. Overall, the global index of basic product 
prices rose by 21.1 p.c. in 2006. 

Crude oil prices were again highly volatile during the 
year under review. After reaching a historic peak of 
over 78 dollars at the beginning of August, the price 
of Brent fell sharply in the ensuing months and for a 
short time dropped below the 60 dollar mark during 
November, before climbing back to an average of 63 dol-
lars in December. As an annual average, the price of Brent 
denominated in US dollars increased by 20.3 p.c. against 
2005. Unlike the oil price rise seen in 2004, which had 
been triggered mainly by unexpectedly strong demand 
for oil and the consequent erosion of unused capacity 
throughout the supply chain, the soaring prices in 2005 
and the fi rst eight months of 2006 were increasingly due 
to concerns about supply at a time when the oil market 
was already tight. Oil production was in fact disrupted in 
a number of regions, notably Nigeria, Iraq and Alaska, 
where one oil fi eld was closed. The geopolitical context 
and resulting anxiety regarding the security of supplies 
was an additional factor aggravating the pressure on 
prices. The easing of oil prices from September onwards 
was infl uenced mainly by the relative waning of tensions 
in the Middle East, the comparatively moderate cyclone 
activity in the Gulf of Mexico, the absence of repercus-
sions on Iran’s production caused by the stand-off in the 
dispute over its nuclear policy, the fact that stocks were 
larger than expected in the advanced economies, and the 
regular downward adjustments to the IEA forecasts con-
cerning demand for oil.

The rise in industrial commodity prices made a larger 
contribution than in 2005 to the increase in the index of 
basic product prices. In fact, it exceeded the increase in 
energy prices, a rather exceptional situation for the past 
ten years. In particular, metal prices jumped by 60 p.c., 
rising three times as fast as oil prices. However, in terms 
of value, industrial commodities still represent a much 
smaller share of the imports of advanced countries than 
energy commodities, at around 5 p.c. compared to 14 p.c. 
Episodes of surging industrial commodity prices are gen-
erally associated with vigorous global growth. In the case 
of metals, there are other factors, too, which explain 
the rising prices in 2006. To a substantial extent, the rise 
can be attributed to the low level of investment in the 

metallurgy sector in the late 1990s and in the early years 
of this century, following a period of falling prices. In addi-
tion, China’s growing importance in the global economy, 
and particularly the rapid expansion of Chinese industrial 
production, constituted a major factor underpinning the 
price of metals.

Despite the vigour of world growth and the renewed rise 
in commodity prices, on average, over the year, infl ation 
generally remained moderate in the majority of the lead-
ing advanced economies. Thus, in the United States and 
the euro area, it held steady overall at the previous year’s 
level. Nonetheless, infl ationary pressures were more acute 
in the United States, where underlying infl ation gathered 
pace signifi cantly up to September, mainly as a result of 
the contagion effects generated by higher oil prices and 
the accelerating increase in rents. In Japan, the rise in 
consumer prices was very small, and was due mainly to an 
external factor, namely the higher cost of oil.

Labour market conditions generally improved once again 
in the advanced countries. Unemployment continued 
to decline overall. Employment expanded further at a 
sustained rate in the United States while continuing 
to recover in Japan ; in the euro area, in particular, job 
creation accelerated markedly, thus contributing to the 
renewed buoyancy of household spending.
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In general terms, the authorities of the leading economies 
adopted a more restrictive stance on macroeconomic 
policy. In the leading advanced countries, the tightening 
of monetary policy continued and became more wide-
spread, but in varying degrees according to the relative 
positions of the economies in the business cycle. Thus, 
in the United States the target rate for federal funds was 
once again raised in the fi rst half of 2006 from 4.25 to 
5.25 p.c., but was held steady thereafter in the light of 
slower economic growth and the expected easing of infl a-
tionary pressures. In March, since the infl ation fi gures had 
become positive and the risk of reverting to a defl ationary 
situation was deemed minimal, the Bank of Japan offi -
cially terminated its policy of granting abundant liquidity 
at zero interest rates, and in July it raised its key interest 
rate to 0.25 p.c. In the euro area, detecting risks to price 
stability in the medium term, the ECB gradually raised its 
benchmark rate by 1.25 percentage points during 2006, 
setting it at 3.50 p.c. in December. The Bank of England, 
fi nding that infl ation was liable to exceed the target for a 
considerable length of time, raised its key rate to 5 p.c., 
its highest level since September 2001. In China, too, 
fears of overheating prompted the central bank to tighten 
monetary conditions.

Although short-term interest rates were rising in the 
leading advanced countries in 2006, fi nancial conditions 
remained favourable overall. During the fi rst half of the 
year under review, long-term interest rates maintained 
the upward trend which had begun at the end of 2005. 
But that movement was subsequently reversed, so that 
long-term interest rates generally remained at a low level. 

Following an almost uninterrupted rise since the begin-
ning of 2003, stock market prices showed a marked fall 
in May and June 2006, but they resumed their upward 
trend during the summer months and continued to rise 
thereafter.

In 2006, the leading economies recorded an improve-
ment in public fi nances. While this was partly due to the 
effects of the automatic stabilisers, the improvement was 
to a large extent structural. However, in many economies, 
and especially in the United States and the euro area, 
the reduction in the structural defi cit has benefi ted from 
favourable composition effects in the bases of taxation, 
and there is no guarantee that these will be permanent. 
The cyclically adjusted US public defi cit declined from 3.6 
to 2.4 p.c. of GDP. Japan’s budget defi cit also recorded 
a structural decline of around 1.5 percentage points of 
GDP, although it remained high by international standards 
at a cyclically adjusted fi gure of 4.6 p.c. In the euro area, 
almost all the Member States saw an improvement in their 
public fi nances, and the number of countries showing an 
excessive public defi cit declined signifi cantly. In the euro 
area as a whole, the structural public sector fi nancing 
requirement thus fell from 2 to 1.7 p.c. of GDP.

The US current account defi cit on the balance of pay-
ments showed a further sharp deterioration in 2006, 
reaching around 878 billion dollars, or 6.6 p.c. of GDP. 
The higher cost of oil combined with the adverse move-
ment in the income item contributed to that deteriora-
tion. That defi cit contrasts with substantial surpluses in 
other regions of the world, particularly in Asia and the 

TABLE 2 CURRENT ACCOUNT BALANCES OF THE MAIN REGIONS OF THE WORLD (1)

(billions of US dollars, unless otherwise stated)

2004 2005 2006 p.m.
2006,

percentages of GDP

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –665.3 –791.5 –877.6 –6.6

Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171.6 168.3 164.9 3.8

Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 80.7 2.0 –31.3 –0.3

China . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68.7 160.8 211.3 8.3

Other emerging Asian countries (2) . . . . . . . . . . . . . . . . . . . . . . . . . . 108.2 95.1 87.7 2.7

Oil-exporting countries (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 217.6 371.5 540.5 20.1

Other countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –55.6 –69.4 –131.3 n.

Sources : IMF, OECD.
(1) In principle, if the balance of payments figures for the various economies are added together, they should be in balance overall, but in practice there is a large net deficit. 

Owing to the scale of the gross flows of transactions recorded in the balance of payments, these figures are frequently tainted by errors.
(2) Hong Kong, India, Indonesia, Malaysia, Philippines, Singapore, South Korea, Taiwan and Thailand.
(3) This refers to the main oil-exporting countries, namely those recording a current account surplus in excess of ten billion US dollars on average over the period 2004-2006. 

Those countries are : Algeria, Islamic Republic of Iran, Kuwait, Libya, Nigeria, Norway, Qatar, Russia, Saudi Arabia, United Arab Emirates and Venezuela.
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Box 1 –  The role of the oil-exporting countries in the balance of payments 
current account imbalances

The rise in oil prices since 2002 has represented a massive transfer of income from the oil-importing countries to 
the main oil-exporting countries (1). Oil revenues more than doubled in three years, reaching 625 billion dollars in 
2005. The increased cost of oil thus exacerbated some existing imbalances, particularly the US current account 
defi cit which consequently worsened by more than 1 p.c. of GDP. That development inevitably raises the question 
of the use of the oil revenues in a context in which the international community is calling on the surplus regions 
to contribute to the adjustment of global imbalances.

The oil bill can be recycled in the global economy via foreign investment (the capital market channel) or via imports 
(the trade channel). The substantial increase in the current account surplus of the oil-exporting countries indicates 
that their imports have risen more slowly than their exports. Decisions on the use of the oil revenues often rest 
with the government, in view of its large stake in the oil sector in most oil-producing countries. Thus, the soaring 
budget surplus in those countries is a sign that their authorities have adopted a more cautious stance than at the 
time of earlier oil shocks. That tendency is also refl ected in the creation of oil revenue stabilisation funds in a number 
of countries, and in the use of oil revenues to repay the foreign debt, as was the case in Russia. The authorities 
of the oil-exporting countries seem to have learnt their lesson from the past, their attitude being determined by 
uncertainty over the duration of the higher oil prices and by each country’s absorption capacity. Countries with a 
low absorption capacity, on account of the structural and institutional characteristics of their economy, may initially 
have found it more expedient to invest their “petrodollars” in the form of fi nancial assets abroad. 

The recycling of oil revenues on the fi nancial markets has changed since the 1970s and early 1980s. In those days, 
the bulk of the excess savings of the oil-exporting countries was allocated to the offi cial reserves and to international 
bank deposits. In recent years, these have given way to portfolio investments, and it is mainly Russia that has 
accumulated reserves of late. Owing to the limitations of the available data and the complexity of international 
fi nancial transactions, it is not possible to identify clearly the destination and nature of the portfolio investments 
made. However, they probably originate mainly from the public sector, with a signifi cant concentration in US 
securities, given that a number of oil-exporting countries have pegged their exchange rate to the US dollar, and 
oil prices are denominated in that currency. On the other hand, the oil-producing countries may have diversifi ed 
their investments to a greater extent than previously, both geographically and between asset categories. Regional 
equity and bond markets, such as those in the Middle East, may have provided a greater outlet for the oil revenues. 
Despite this increased diversifi cation, the growing volume of investments by the oil producers may have supported 
the dollar and played a role in the low level of US long-term interest rates. Another major difference in relation to 
earlier oil shocks, especially the fi rst one, is that the oil-exporting countries received net foreign direct investment 
in 2005. The principal recipients were Russia, the United Arab Emirates, Saudi Arabia and Nigeria.

Imports of goods of the main oil-exporting countries have risen steeply in recent years, doubling in value between 
2002 and 2005. The euro area is a major trading partner for this group of countries, and its share in their imports 
has remained relatively stable since 1995, at around 30 p.c. The proportion of imports from Japan and the United 
States is much smaller, at 5 and 9 p.c. respectively in 2005. In Japan’s case, that share has hardly changed in ten 
years, while the United States has seen a drop of around 3 percentage points. It is imports from China that have 
expanded the most in recent years, with annual growth averaging 47 p.c. over the period 2003-2005. Thus, 
China’s share in the imports of the oil countries tripled between 1995 and 2005, rising to over 7 p.c. Although the 
oil-exporting countries are spending their additional revenues more cautiously, studies conducted by the EC show 
that the recycling of oil revenues via the import channel has become more advantageous for the euro area than in 
the 1970s. Thus, from 2000 to 2005, for each dollar of additional income earned from exports to the euro area, 

(1) Algeria, Islamic Republic of Iran, Kuwait, Libya, Nigeria, Norway, Qatar, Russia, Saudi Arabia, United Arab Emirates and Venezuela.

4
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the oil exporters spent on average 74 cents on imports of goods from that area, compared to 59 cents over the 
period 1973-1981. In contrast, for the United States the direct effect on the current account defi cit of an increase 
in expenditure by the oil countries seems to have been fairly limited, refl ecting a mismatch between the supply of 
products for export and the demand originating from those countries, and also from other regions.
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–250

–200

–150

–100

–50

0

50

–250

–200

–150

–100

–50

0

50

NET CAPITAL OUTFLOWS FROM OIL-EXPORTING COUNTRIES

(billions of 2005 US dollars)

Source : IMF.
(1) Including bank deposits.

Direct investment

Portfolio investment

Other investment (1)

Official reserves

oil-exporting countries. The current account surplus of 
the main oil-exporting countries, swollen by the steep 
rise in oil prices since 2003, overtook the Asian surplus in 
2006 to total around 540 billion dollars. As explained in 
box 1, this development also refl ects the fact that those 
countries are less inclined than in the past to recycle 
their increased oil revenues by expanding their imports 
of goods and services. China’s current account surplus, 
which was still bolstered by the dynamism of Chinese 
exports in the context of a virtually unchanged exchange 
rate policy, continued growing to over 200 billion dollars. 
Conversely, Japan’s surplus hardly changed at all, while 
the euro area recorded a small defi cit, after a current 
account close to balance in 2005. 

The renewed attention which the fi nancial markets paid 
to the persistently high defi cit on the US current account, 
and the associated risks for the dollar exchange rate, 

were an important factor underlying the weakening of 
the US currency up to May in the year under review. In a 
context of temporary turbulence on the fi nancial markets, 
the dollar recorded a marked, widespread fall in April 
and May. The euro was underpinned by better growth 
prospects for the euro area. From June to October, the 
dollar held more or less steady against the euro, despite 
the narrowing interest rate spread between the United 
States and the euro area, but in anticipation of a positive 
impact on the US economy of the decline in oil prices. 
The exchange rate of the pound sterling against the 
dollar was bolstered in the second half of the year by 
the improvement in the economic outlook in the United 
Kingdom. Despite the tightening of monetary policy by 
the Bank of Japan, the yen weakened fairly considerably 
against the dollar from June to October, perhaps because 
of the question mark over whether the defl ation pro-
cess had really come to an end, and the corresponding 
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prospect of interest rates in Japan being raised more slowly 
than expected. However, in November and December the 
dollar weakened further against the other currencies, 
owing to signs of a growth slowdown in the United States 
and because of the concern in the markets about the 
substantial proportion of dollars in the foreign exchange 
reserves of a number of countries, and signs that some 
of them wanted to increase the diversifi cation of these 
offi cial foreign exchange assets. The narrowing of the 
negative interest rate differential in relation to the United 
States and confi rmation of the robustness of growth in 
the euro area also helped to strengthen the euro.

Since the dollar had followed the opposite trend in 2005 
– appreciating for much of the year – there was hardly 
any change in 2006, on average, compared to the pre-
vious year, in its weighted average exchange rate, that 
showed an overall depreciation of just 1.2 p.c. Similarly, 
the euro remained practically steady against the dollar, 
appreciating by only 0.9 p.c. overall. Conversely, the yen 
depreciated against the dollar by an average of 5.5 p.c. 
Since the reform of the Chinese foreign exchange regime, 
announced in July 2005, and the associated modest 
revaluation of the renminbi against the dollar, the Chinese 

currency has appreciated only slightly owing to the main-
tenance of fairly strict fl uctuation margins. Thus, the ren-
minbi gained only 2.8 p.c. against the dollar, on average, 
during the year under review. 

1.2 United States

The US economy recorded growth averaging 3.3 p.c. 
in 2006. Continuation of the preceding years’ vigorous 
expansion pushed GDP slightly above its potential level 
for the fi rst time since 2001, by 0.4 p.c. according to 
the OECD. Almost all the domestic demand components 
supported the expansion of economic activity in 2006, 
except for investment in housing. The latter, which had 
still been rising strongly in 2004 and 2005, weakened 
and thus curbed GDP growth by 0.7 percentage point. 
Infl ation eased slightly, while remaining relatively high, 
the main factors being oil prices and rents. The labour 
market retained its dynamism, and the scope for mobilis-
ing unused labour continued to diminish.

However, the relatively strong growth performance for 
2006 as a whole masks a signifi cant slowdown during the 
year. First, while GDP showed a further marked rise in the 
fi rst quarter, up by 1.4 p.c. against the previous quarter, 
that was due in part to very mild weather conditions at 
the start of the year and to the public expenditure relating 
to the reconstruction which followed the disastrous hur-
ricane season at the end of 2005. By the second quarter, 
economic growth recorded a sharp fall, the main reason 
being the persistent rise in energy prices and the increase 
in interest rates : in the second and third quarters, growth 
averaged only 0.6 p.c. It was in this period that house 
building activity recorded a particularly steep decline.

Spending by American households was less buoyant than 
in previous years, but was still the main engine of eco-
nomic growth overall. Their investment in housing eroded 
after a lengthy and exceptional period of expansion, the 
main reasons being the marked rise in mortgage interest 
rates from mid 2005, the surge in building costs and the 
improvement in the conditions for acquiring apartments 
or houses on the secondary market. In December, the 
number of houses sold and the number of housing starts 
fell short of the highest level reached during the last 
housing market boom by 13.7 and 27.5 p.c. respectively. 
At the same time, the rise in house prices on the second-
ary market slowed down, dropping from around 14 p.c. 
year-on-year in the second quarter of 2005 to 7.7 p.c. in 
the third quarter of 2006. In certain regions, prices actu-
ally fell.
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The property market developments also had an impact 
on the growth of the other component of household 
expenditure, namely private consumption, which dipped 
from 3.5 to 3.2 p.c. In recent years, the strong rise in 
house prices had been a key factor sustaining household 
consumption as a result of the wealth effect, notably 
via “mortgage equity withdrawal”, i.e. the scope for 
obtaining a bigger mortgage loan in accordance with the 
increased value of the underlying asset, in order to cover 
inter alia current purchases. The rise in energy prices also 
depressed household spending. At the same time, the 
faster growth of household disposable income, up from 
1.2 to 3.4 p.c. in real terms, reinforced consumption. It 
was due to the stronger rise in earned incomes, attribut-
able to the robust wage growth and the positive develop-
ments on the labour market. Employment in fact grew 
at close to its long-term rate, and the unemployment 
rate continued to fall, dropping to 4.6 p.c. of the labour 
force, the lowest level since 2001. In addition, rising stock 
market prices also boosted consumption.

The household savings ratio remained negative, as in 
2005 : that situation is totally exceptional, even though 
the downward trend was halted as dissaving declined 
from 0.4 to 0.2 p.c. of disposable income. 

Investment by American businesses remained highly 
dynamic for the third consecutive year, and the rate 
of expansion actually increased, being supported by a 
further improvement in corporate profi tability and by 
favourable fi nancing conditions. It was primarily expen-
diture on non-residential construction that showed a 
marked rise. This growth was mainly apparent in expen-
diture on mining and drilling infrastructures and on offi ce 
buildings and commercial property. Part of the means of 
production released by the residential construction sector 
was used for this purpose. Conversely, the growth of 
expenditure on equipment and software slowed down 
during the year under review, following a sharp rise in 
the previous year.

The growth rate of both exports and imports of goods 
and services speeded up during the year under review. 
Exports, particularly those of investment goods, were 
boosted by the vigour of global demand. The acceleration 
in their growth outpaced that of imports since domestic 
demand growth in the United States decelerated in com-
parison to that of its main trading partners. However, the 
contribution of net exports to economic growth remained 
negative, owing to the persistent difference of levels 
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TABLE 3 ECONOMIC DEVELOPMENTS
IN THE UNITED STATES

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

2004 2005 2006

Expenditure (volume) (1)

Final domestic demand . . . . . . . . 4.0 3.6 3.0

Final consumption expenditure
Households . . . . . . . . . . . . . . 3.9 3.5 3.2

General government . . . . . . 2.1 0.9 1.6

Gross fixed capital formation
Housing . . . . . . . . . . . . . . . . . 9.9 8.6 –4.1

Enterprises . . . . . . . . . . . . . . . 5.9 6.8 7.6

General government . . . . . . 0.5 1.1 4.5

Changes in stocks (2) . . . . . . . . . . . 0.4 –0.3 0.3

Net exports of goods 
and services (2) . . . . . . . . . . . . . . . . –0.6 –0.2 –0.1

Exports . . . . . . . . . . . . . . . . . . . . 9.2 6.8 8.5

Imports . . . . . . . . . . . . . . . . . . . . 10.8 6.1 6.3

GDP . . . . . . . . . . . . . . . . . . . . . . . . 3.9 3.2 3.3

Labour market (3)

Employment . . . . . . . . . . . . . . . . . 1.1 1.8 1.9

Unemployment (4) . . . . . . . . . . . . . 5.5 5.1 4.6

Prices and costs

Consumer prices (CPI) . . . . . . . . . 2.7 3.4 3.2

Unit labour costs . . . . . . . . . . . . . 1.7 2.2 4.3

Prices of imported goods 
and services . . . . . . . . . . . . . . . . . . 5.0 6.3 4.3

Terms of trade . . . . . . . . . . . . . . . –1.3 –2.5 –0.7

Balance of payments
and budget balance (5)

Balance of current transactions . . –5.7 –6.4 –6.6

Financing balance of general 
government . . . . . . . . . . . . . . . . . . –4.6 –3.7 –2.3

p.m. Private savings ratio (6) . . . . . 2.0 –0.4 –0.2

 Gross debt ratio of general
government (5) . . . . . . . . . . . . 61.6 61.8 60.9

Sources : OECD, BLS.
(1) Calendar adjusted data.
(2) Contribution to the change in GDP, percentage points.
(3) According to the household survey.
(4) Ratio between the number of unemployed and the labour force.
(5) Balance or outstanding total expressed as a percentage of GDP.
(6) Net savings expressed as a percentage of net disposable income.

into defi cit, notably because of the further increase in 
the foreign debt of the United States, which thus in turn 
contributed to the worsening of the debt via a snowball 
effect. Overall, the current account defi cit therefore de-
teriorated further, reaching 6.6 p.c. of GDP, compared to 
6.4 p.c. in 2005.

The growth of apparent labour productivity came to 
around 2 p.c., as in 2005. It can be classed as modest com-
pared to the substantial productivity gains achieved from 
2002 to mid 2004. Nonetheless, that is not abnormal for 
the current phase in the business cycle. Labour costs per 
person increased even faster in 2006 than in the previous 
year. As in 2005, that rise was to some extent distorted by 
the exceptional increases in income which some workers 
obtain by exercising options on shares in their company. 
On balance, unit labour costs recorded an increase which 
was more than 2 percentage points higher than in 2005. 

Infl ation, measured by the change in the CPI, averaged 
3.2 p.c. or about the same as in 2005. Nonetheless, this 
relative stabilisation conceals a slight worsening of infl a-
tionary pressure, as underlying infl ation increased from 
2.2 to 2.5 p.c., while the most volatile components, par-
ticularly energy prices – which recorded slower growth, 
down from 16.9 to 11.2 p.c. – saw a decline in their con-
tribution to the increase in consumer prices. Overall infl a-
tion gathered pace during the fi rst half of the year, rising 
from 3.4 p.c. in December 2005 to 4.3 p.c. in June ; it then 
eased, under the infl uence of a downward base effect 
caused by the rise in oil prices in 2005, and their decline 
following the peak reached at the beginning of August 
2006. Underlying infl ation also exhibited a marked accel-
eration during the year, increasing from 2.1 p.c. during 
the fi rst three months to 2.9 p.c. in September, before 
dropping back to 2.6 p.c. in December. The increase in 
rents accelerated, thus making a substantial contribution 
towards the rise in underlying infl ation. The main factor 
here is a shift in demand for housing from the purchase to 
the rental market, owing to the level to which prices have 
risen and the increase in mortgage interest rates. 

In the fi rst half of the year under review, the federal funds 
target rate was raised four times, by 25 basis points at 
a time, increasing it from 4.25 to 5.25 p.c. From July 
onwards, this interest rate was kept unchanged owing 
to the slackening of economic growth and an expected 
easing of infl ationary pressure, in the light of the decline 
in energy prices and the moderating effect on total 
demand of the earlier interest rate hikes.

During the fi rst half of the year, long-term – ten-year – 
interest rates continued the rise which had begun at the 
end of 2005. In the second half, they declined while still 

between exports and imports : in 2006, the former were 
in fact about one-third lower than the latter. 

During the year under review, the terms of trade remained 
subject to the adverse effects of the rise in oil prices, 
while the income item on the balance of payments went 
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remaining above the level of the beginning of the year. 
Nevertheless, long-term rates produced a less pronounced 
rise than short-term rates, so that the slope of the inter-
est rate curve became negative. In the end, long-term 
rates were no higher at the end of the year under review 
than in June 2004, at the start of the latest cycle of rate 
increases by the Federal Reserve. This is a somewhat 
exceptional situation which, as last year, may be due to 
various factors, including the sustained interest among 
Asian non-resident investors in American public loans (for 
more details, see box 5 in the 2005 Report).

The general government budget defi cit declined for the 
third successive year, falling from 3.7 p.c. of GDP in 2005 
to 2.3 p.c. This notable improvement is due mainly to 
the expansion of tax revenues resulting from the cycli-
cal upswing, the capital gains associated with the stock 
market buoyancy, and the increased income elasticity of 
tax revenues. This last development could be due, among 
other things, to greater income inequality.

1.3 Japan

Set in train in mid 2002 with strong export expansion, the 
economic recovery once again demonstrated its durability 
in 2006 : GDP growth averaged 2.8 p.c. and, as in 2005, 
was based largely on domestic demand, especially busi-
ness investment. Although domestic demand did falter 

slightly during the year, the reason lay in temporary fac-
tors : a substantial reduction in stocks in the second quar-
ter and a contraction in private consumption in the third 
quarter following a wet summer. Defl ation seems to have 
been halted, but the rise in consumer prices was again 
relatively insignifi cant, or even still negative according to 
some indicators.

Persistently robust profi ts, the shedding of excess produc-
tion capacity, the gradual expansion of bank lending and 
strong business confi dence, which in 2006 reached its 
highest level for ten years, were all factors which encour-
aged businesses to proceed resolutely with their invest-
ment expansion. Conversely, the government once again 
cut back its gross fi xed capital formation, while household 
investment in housing showed only a modest increase.

For the second consecutive year, the labour market recov-
ery led to an expansion in both part-time and full-time 
jobs. The unemployment rate therefore continued to fall, 
dropping from 4.4 to 4.2 p.c. Although this develop-
ment combined with the increased dividends associated 
with high corporate profi ts had a positive impact on the 
incomes of households, it was nonetheless partly counter-
acted by the effect of the higher prices of petroleum prod-
ucts, so that their real disposable incomes grew by only 
1.3 p.c. overall, against 2.1 p.c. in 2005. The movement 
in household purchasing power remained a weak link, in 
that wage increases did not keep pace with the productiv-
ity gains achieved in a context of constant cost control by 
businesses and a preference for job security among work-
ers. In general, consumer confi dence remained anchored 
at a high level, and private consumption expanded by 
1.3 p.c. in 2006.

During the year under review, exports benefi ted from the 
rapid expansion of world trade, as the negative effect of 
the gradual slowing of the American economy was in 
fact amply offset by the growth of the Asian markets. 
Conversely, the weakening of domestic demand was 
refl ected in the slower growth of imports, so that the 
contribution of net exports to GDP growth increased 
signifi cantly from 0.2 to 0.8 percentage point. The posi-
tive impact of this on the current trade balance was only 
partly offset by the deterioration in the terms of trade, 
caused mainly by the rising prices of crude oil and other 
commodities, and by the persistent weakness of the yen. 
The current account surplus expressed as a share of GDP 
therefore increased slightly to 3.8 p.c.

Although the growth of economic activity has been posi-
tive again since 2000, the defl ation affl icting Japan since 
1998 was not halted until the start of the year under 
review, at least according to the yardstick used by the 
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TABLE 4 ECONOMIC DEVELOPMENTS IN JAPAN

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

2004 2005 2006

Expenditure (volume) (1)

Final domestic demand . . . . . . . . 1.8 2.4 1.8

Final consumption expenditure
Households . . . . . . . . . . . . . . 1.9 2.3 1.3

General government . . . . . . 2.0 1.7 0.6

Gross fixed capital formation
Housing . . . . . . . . . . . . . . . . . 1.9 –0.7 1.0

Enterprises . . . . . . . . . . . . . . . 4.9 7.5 9.2

General government . . . . . . –8.6 –6.0 –9.8

Change in stocks (2) . . . . . . . . . . . . –0.2 0.1 0.2

Net exports of goods 
and services (2) . . . . . . . . . . . . . . . . 0.8 0.2 0.8

Exports . . . . . . . . . . . . . . . . . . . . 13.9 7.0 10.4

Imports . . . . . . . . . . . . . . . . . . . . 8.5 6.2 5.3

GDP . . . . . . . . . . . . . . . . . . . . . . . . 2.3 2.7 2.8

Labour market

Employment . . . . . . . . . . . . . . . . . 0.2 0.4 0.3

Unemployment (3) . . . . . . . . . . . . . 4.7 4.4 4.2

Prices and costs

Consumer prices (CPI) . . . . . . . . . 0.0 –0.6 0.3

Unit labour costs . . . . . . . . . . . . . –3.4 –1.3 –1.0

p.m. Household final consumption
 expenditure deflator . . . . . . . –0.7 –1.0 –0.4

Prices of imported goods 
and services . . . . . . . . . . . . . . . . . . 2.6 7.9 10.9

Terms of trade . . . . . . . . . . . . . . . –3.7 –6.1 –6.5

Balance of payments
and budget balance (4)

Balance of current transactions . . 3.7 3.7 3.8

Financing balance of general 
government . . . . . . . . . . . . . . . . . . –6.3 –5.3 –4.6

p.m. Private savings ratio (5) . . . . . 3.1 2.9 2.9

 Gross debt ratio of general
government (4) . . . . . . . . . . . . 168.1 173.1 176.2

Source : OECD.
(1) Calendar adjusted data.
(2) Contribution to the change in GDP, percentage points.
(3) Ratio between the number of unemployed and the labour force.
(4) Balance or outstanding total as a percentage of GDP.
(5) Net savings expressed as a percentage of net disposable income.

Bank of Japan to measure underlying infl ation – i.e. the 
consumer price index excluding fresh food. The year-on-
year change in that index recorded in January was positive 
for the third month in a row, and has been rising gradu-
ally since then. The fi ve-yearly revision of the CPI which 
took place in July did not alter this trend, even though 
it did give rise to a downward adjustment – the level 
effect came to around 0.4 percentage point – following 
a change in the composition of the basket and an adjust-
ment to the weightings, increasing the weight of goods 
and services which have gone down in price. Taking 
account of this revision, infl ation was running at barely 
0.3 p.c. during the year under review. However, on the 
basis of the more usual defi nition of underlying infl ation, 
which also excludes the movement in energy prices, the 
Japanese economy was still facing slight defl ation. The fall 
in unit labour costs resulting from substantial productivity 
gains in a climate of wage moderation continued to exert 
negative pressure on the movement in certain producer 
prices, particularly in the service sector.

In March 2006, in view of the return to positive infl ation, 
and considering that there was little risk of reverting 
to a defl ationary situation, the Bank of Japan offi cially 
terminated its policy of monetary easing. The excess 
liquidity accumulated by the banks in recent years was 
rapidly eliminated in the ensuing months. At the same 
time, a new framework was announced for the conduct 
of a transparent monetary policy. This stipulates that the 
Bank of Japan’s mission is to support economic activity 
by pursuing the objective of medium-term price stabil-
ity. The members of that central bank’s Monetary Policy 
Committee defi ned price stability as a year-on-year 
increase in the CPI of between 0 and 2 p.c., but that 
defi nition is subject to annual review. Monetary policy 
decisions are based on a biannual analysis of the medium-
term economic outlook and risks, conducted by the Bank 
of Japan. On the basis of its April economic projections, 
predicting a gradual acceleration in infl ation, the Bank 
of Japan stated that it would proceed with a gradual 
increase in the base rate if the economy performed in line 
with expectations. In July, the base rate was thus raised by 
25 basis points for the fi rst time in fi ve years.

In contrast, fi scal policy had already been tightened ear-
lier. During the year under review, the Japanese public 
defi cit was cut from 5.3 to 4.6 p.c., mainly as a result of 
the phasing out of a reduction in personal income tax, the 
impact on corporation tax of the marked revival in corpo-
rate profi ts, and the further contraction of public invest-
ment, as well as the continuing control over other public 
spending. However, no new consolidation measures were 
implemented as the Japanese government did not wish 
to risk jeopardising the economic recovery too soon, as it 

had done in 1997 with an increase in the tax on consump-
tion. Nevertheless, restoring sound public fi nances is a pri-
ority for Japan. The budgetary cost of population ageing 
is becoming evident there sooner than in the majority of 
the other OECD countries. Moreover, Japan is burdened 
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by a substantial gross public debt, in the order of 176 p.c. 
of GDP at the end of 2006 ; this makes public fi nances 
extremely vulnerable to the rise in long-term interest rates 
which will inevitably result from the gradual tightening of 
monetary policy.

1.4 China

China’s economic growth, driven mainly by investment 
and exports, remained vigorous in 2006. Year-on-year 
GDP growth came to 10.6 p.c., slightly outpacing the 
rate recorded in 2005. Fears of an excessive expansion in 
investment prompted the Chinese authorities to tighten 
monetary and administrative policy and, following those 
measures, growth moderated somewhat during the year.

Despite the declared aim of the Chinese authorities to 
switch to growth based more on private consumption 
– one of the key objectives of the eleventh fi ve-year plan 
for the period 2006-2010 –, the expansion of that expen-
diture component accelerated only slightly to 9.8 p.c., 
fuelled by the rising incomes of both urban and rural 
households. Investment continued to expand strongly, 
recording an 18 p.c. rise in 2006. Investment was encour-
aged not only by local government behaviour but also by 
the profi tability of private businesses, which represent a 
growing share of the economy, and by strong demand for 
housing as a result of the rural exodus. 

Export growth remained substantial, at 22 p.c., although 
it was down slightly against 2005. In contrast, imports 
expanded faster than in 2005, at 19 p.c., sustained by 
the vigour of domestic demand. The dynamism of exports 
is due to the robust demand from China’s trading part-
ners combined with a growing diversity in the range of 
Chinese exports. The measures taken by the EU-25 and 
the United States in 2005 to curb textile imports from 
China had only a limited effect on the growth of Chinese 
exports. The current account surplus continued to expand, 
reaching 8.3 p.c. of GDP in 2006. The development of 
economic activity swelled the general government budget 
surplus, despite some acceleration in social spending. That 
expenditure is particularly important in an institutional 
context in which uncertainty about the funding of pen-
sions, health care and education, and the lack of access 
to credit, are helping to boost the household savings ratio, 
which stands at almost 30 p.c. of disposable income.

Infl ationary pressures eased despite the rise in adminis-
tered prices of petroleum products recorded during the 
year. That moderation was due essentially to the expan-
sion of production capacity with, in some sectors, the 
presence of excess capacity leading to price falls, and 

productivity gains associated with the migration of work-
ers from agriculture to industry.

After the reform of the Chinese foreign exchange regime, 
announced in July 2005, and the accompanying modest 
revaluation of the renminbi against the US dollar, the 
Chinese currency appreciated by only around 4 p.c. against 
the American currency up to the end of the year, owing 
to the maintenance of fairly strict fl uctuation margins. The 
substantial accumulation of foreign exchange reserves 
continued during the year under review, stimulated by 
the growing size of the trade surpluses, to reach a record 
level of 1,012 billion dollars in October 2006, an increase 
of around 224 billion in a year. Despite stepping up its 
efforts, the People’s Bank of China was unable to sterilise 
the entire expansion of the foreign exchange reserves, 
and the authorities took a series of additional measures to 
contain the liquidity in the banking system and the growth 
of credit. The one-year benchmark lending rate was raised 
twice by the People’s Bank of China, by 27 basis points in 
April and in August, bringing it to 6.12 p.c. The latter also 
increased the one-year benchmark deposit rate from 2.25 
to 2.52 p.c. Furthermore, the reserve requirement ratio 
applied to banks was gradually increased by 1.5 percent-
age point, to 9 p.c. These measures were supplemented 
by administrative rules applicable to the property sector 
and to new investment projects, and by rather more

TABLE 5 ECONOMIC DEVELOPMENTS IN CHINA

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

2004 2005 2006

Expenditure (volume)

Household final consumption 
expenditure . . . . . . . . . . . . . . . . . . 7.8 9.0 9.8

Gross fixed capital formation . . . 15.1 18.2 18.0

Exports of goods and services . . 24.1 23.8 22.0

Imports of goods and services . . 21.2 13.6 19.0

GDP . . . . . . . . . . . . . . . . . . . . . . . . 10.1 10.2 10.6

Prices

Consumer prices . . . . . . . . . . . . . . 3.9 1.8 1.4

Balance of payments
and budget balance (1)

Balance of current transactions . . 3.6 7.2 8.3

Financing balance 
of general government . . . . . . . . 0.0 0.2 1.5

Sources : IMF, OECD.
(1) Balance as a percentage of GDP.
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TABLE 6 ECONOMIC DEVELOPMENTS IN THE EURO AREA

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

2004 2005 2006

Expenditure (volume) (1)

Final domestic demand . . . . . . . . 1.4 1.7 2.5

Final consumption expenditure
Households . . . . . . . . . . . . . . 1.4 1.4 1.8

General government . . . . . . 1.2 1.3 2.2

Gross fixed capital formation
Housing . . . . . . . . . . . . . . . . . 2.8 2.8 3.7

Enterprises . . . . . . . . . . . . . . . 2.1 3.0 5.5

General government . . . . . . –1.3 1.2 1.9

Change in stocks (2) . . . . . . . . . . . . 0.2 0.1 0.0

Net exports of goods 
and services (2) . . . . . . . . . . . . . . . . 0.1 –0.3 0.2

Exports . . . . . . . . . . . . . . . . . . . . 6.8 4.3 7.9

Imports . . . . . . . . . . . . . . . . . . . . 6.7 5.3 7.5

GDP . . . . . . . . . . . . . . . . . . . . . . . . 1.7 1.5 2.6

Labour market

Employment . . . . . . . . . . . . . . . . . 0.7 0.7 1.4

Unemployment (3) . . . . . . . . . . . . . 8.8 8.6 7.8

Prices and costs

Consumer prices (HICP) . . . . . . . . 2.1 2.2 2.2

Unit labour costs . . . . . . . . . . . . . 1.1 1.0 0.9

Prices of imported goods 
and services . . . . . . . . . . . . . . . . . . 1.5 3.6 4.5

Terms of trade . . . . . . . . . . . . . . . –0.4 –1.0 –1.4

Balance of payments

Balance of current transactions (4) 0.8 0.0 –0.3

p.m. Private savings ratio (5) . . . . . 10.6 10.5 10.1

Sources : EC, OECD.
(1) Calendar adjusted data, except for exports and imports.
(2) Contribution to the change in GDP, percentage points.
(3) Ratio between the number of unemployed and the labour force.
(4) Current balance as a percentage of GDP.
(5) Net savings as a percentage of net disposable income, except for Belgium, 

Spain and Portugal where the concept is on a gross basis.

informal pressure on the banks, encouraging them to 
restrict their supply of credit. 

1.5 European Union

1.5.1 Euro area

ACTIVITY AND LABOUR MARKET

After four years of relatively sluggish activity, economic 
growth showed a marked acceleration in the euro area 
during the year under review, rising from 1.5 p.c. in 2005 
to 2.6 p.c. This strengthening is largely attributable to the 
vigour of fi nal domestic demand, up by 2.5 p.c., against 
1.7 p.c. the previous year. Moreover, in contrast to 2005, 
net exports made a positive contribution to GDP growth, 
in the sum of 0.2 percentage point, owing to particularly 
dynamic foreign sales of goods and services. It was in 
the fi rst half year that activity in the euro area recorded 
an especially strong revival, with growth rates of 0.8 and 
1 p.c. respectively in the fi rst two quarters. However, in 
the third quarter, growth reverted to a more sustainable 
rate, with a rise of 0.5 p.c. against the previous quarter, 
a pace which was broadly maintained thereafter. In that 
context, the labour market was more dynamic than it had 
ever been since the start of the decade.

The investment revival which, until the end of 2005, was 
relatively slow compared to that recorded at the time of 
previous economic recoveries, was one of the main fac-
tors propelling fi nal domestic demand. Gross fi xed capi-
tal formation by enterprises showed particularly strong 
growth of 5.5 p.c., against 3 p.c. in 2005. This upturn, 
which had been long awaited in view of the improvement 
in corporate profi ts and the favourable fi nancing condi-
tions, was accompanied by a marked rise in the capacity 
utilisation rate, to a level not achieved since the cyclical 
peak in 2000. The dynamism of investment, despite the 
slight tightening of fi nancial conditions during the year 
under review, also refl ects the notable improvement in 
the opinion of business leaders regarding the economic 
environment. At the end of 2006, business confi dence in 
both industry and the service sector was above the aver-
age recorded in the past ten years. The robust investment 
was combined with the maintenance of the upward trend 
in lending to non-fi nancial corporations by the fi nancial 
sector.

Private investment in housing also expanded more strongly, 
rising by 3.7 p.c. against 2.8 p.c. in 2005. The secondary 
property market remained highly dynamic, although the 
house price data do point to some slackening of the pace 

of the increases in countries such as Spain and France, 
where prices rose by more than 10 p.c. in 2004 and 2005. 
The continuing very strong growth in lending to individu-
als for housing purchase bears witness to this dynamism, 
although the expansion of this lending also slowed down 
since May of the year under review. The falling investment 
in housing seen in Germany for many years also appears 
to have come to a halt. However, this recovery could be 
temporary to some extent, as German households may 
have brought forward to 2006 some of the house build-
ing planned for 2007, in order to avoid the rise in VAT in 
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January 2007. Moreover, the abolition of house building 
subsidies in that country in respect of building permits 
issued after the end of 2005 probably stimulated demand 
for those permits in 2005, and that must have further 
reinforced construction activity in Germany during the 
year under review. The economic recovery in the euro 
area was also accompanied by a more sustained rise in 
public investment, of 1.9 p.c. compared to 1.2 p.c. in the 
previous year.

As in the previous two years, private consumption 
increased far more slowly than investment in 2006. While 
the real disposable income of households adhered to the 
same trend as in 2004 and 2005, the steady improvement 
in their confi dence encouraged households to make a 
small reduction in their savings ratio and increase their 
consumption a little faster, by 1.8 p.c. against 1.4 p.c. in 
2005. The rise in job creation and decline in unemploy-
ment apparently restored the confi dence of households, 
whereas in the previous two years their morale had stag-
nated.

The euro area’s labour market showed signs of a gradual 
recovery during the year under review. Employment 
growth accelerated from the end of 2005 to reach 1.4 p.c. 
in 2006, the highest rate since 2002. Jobs were created 
principally in the private sector, especially in the service 
branch. All euro area countries posted a rise in employ-
ment : the most pronounced job creation was once again 
recorded in Ireland, with a growth rate of over 4 p.c. The 
employment revival was underpinned by the strengthen-
ing economic growth in the euro area, and was ampli-
fi ed by the improved effi ciency of the labour markets, 
as a result of the policies or reforms implemented by the 
authorities, and by the continued wage moderation.

After peaking at 8.8 p.c. in 2004, the unemployment rate 
of the euro area declined steadily, falling to an average of 
7.8 p.c. : in December, it reached a historically low level of 
7.5 p.c. This improvement was attributable mainly to the 
large Member States. However, the situation is still patchy 
within the euro area, with unemployment hovering 
around 4 p.c. in Ireland and the Netherlands, and running 
at 9 p.c. in Greece and France. 
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CHART 6 BUSINESS INVESTMENT AND BUSINESS 
CONFIDENCE IN THE EURO AREA

 (seasonally adjusted data)

Sources : EC, OECD.
(1) Calendar adjusted data, percentage changes in volume compared to the 

corresponding quarter of the previous year.
(2) Balance of replies to the monthly survey.
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Source : EC.
(1) Trade in goods.
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2006

2000-2005 (4) (annual averages)

falling savings ratio of households. Thus, the pension 
reform in France may have strengthened consumer con-
fi dence in that country. Moreover, the surge in property 
and stock market prices may also have encouraged con-
sumption expenditure by individuals.

Like public investment, public consumption expenditure 
expanded more strongly, by 2.2 p.c. against 1.3 p.c. in 
the previous year.

The growth of the euro area’s exports of goods and 
services accelerated sharply in 2006, rising from 4.3 p.c. 
in 2005 to 7.9 p.c. This occurred in the context of rapid 
growth of the world economy and international trade, 
and of the euro area’s export markets, especially those in 
Asia, the ten new Member States of the EU-25 and the 
oil-exporting countries. As in previous years, the expan-
sion of exports of goods lagged behind that of the export 
markets. However, this erosion of the euro area’s market 
shares masks divergent developments at the level of the 
Member States, owing to the uneven trends in their com-
petitiveness and differences in the composition of exports 
by products and countries of destination. In particular, 
Germany and Italy are at the two extremes : the German 
economy gained market shares from 2000 to 2006, as 
a result of resolute wage moderation and a favourable 
foreign trade structure, whereas the Italian economy 

TABLE 7 GDP GROWTH IN THE EURO AREA COUNTRIES (1) (2)

(percentage changes in volume 
compared to the previous year)

2004 2005 2006

Germany . . . . . . . . . . . . . . . . . . 0.8 1.1 2.6

France . . . . . . . . . . . . . . . . . . . . 2.0 1.2 2.1

Italy . . . . . . . . . . . . . . . . . . . . . . . 0.9 0.1 1.8

Spain . . . . . . . . . . . . . . . . . . . . . 3.2 3.5 3.7

Netherlands . . . . . . . . . . . . . . . . 2.0 1.5 3.0

Belgium . . . . . . . . . . . . . . . . . . . 2.7 1.5 3.0 e

Austria . . . . . . . . . . . . . . . . . . . . 2.3 2.6 3.2

Greece . . . . . . . . . . . . . . . . . . . . 4.7 3.7 4.0

Ireland . . . . . . . . . . . . . . . . . . . . 4.3 5.5 5.1

Finland . . . . . . . . . . . . . . . . . . . . 3.3 3.0 5.0

Portugal . . . . . . . . . . . . . . . . . . . 1.2 0.4 1.3

Luxembourg . . . . . . . . . . . . . . . 3.6 4.0 5.2

Euro area . . . . . . . . . . . . . . . . . . 1.7 1.5 2.6

Sources : OECD, NBB.
(1) The euro area countries are ranked according to the size of their GDP in 2006.
(2) Calendar adjusted data.

Apart from the improvement in the labour market situ-
ation, the structural reforms may also have contributed, 
in some countries, to the strengthening confi dence and 
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suffered a serious decline in market shares, caused by its 
deteriorating competitiveness and inappropriate product 
specialisation. Owing to the strength of fi nal demand, 
imports of goods and services into the euro area also 
increased at a much faster rate, with expansion up from 
5.3 to 7.5 p.c.

Economic growth continued to vary between Member 
States of the euro area (for more details, see box 2). 
During the year under review, GDP growth was stron-
gest in Luxembourg, at 5.2 p.c., while Portugal recorded 

the lowest fi gure at 1.3 p.c. Otherwise, Ireland, Finland, 
Greece and Spain remained among the leaders in terms 
of growth in the euro area. However, the divergences in 
GDP growth in the euro area diminished as a result of the 
marked economic revival in Germany and Italy, the more 
moderate acceleration in growth in Spain and Greece, 
and the slightly weaker expansion in Ireland.

Box 2 – Growth differentials in the euro area : analysis of demand

In recent years, growth differentials between Member States of the euro area have attracted much attention. 
The question was whether the participating countries did not feature institutional and economic differences 
which were too great for the Monetary Union to function properly. For each member country, the creation of 
the single currency meant that it no longer had a monetary policy of its own which it could use in response to 
shocks specifi cally affecting that country. Since the ECB’s monetary policy is indivisible, it can only be geared to the 
economic developments of the euro area as a whole. In such an environment, country-specifi c shocks have to be 
absorbed by other mechanisms, such as the fl exibility of the labour and product markets, or by the operation of the 
automatic stabilisers of fi scal policy. Differences in the movement in GDP in a monetary union are inevitable, and 
even desirable, if they are due to such adjustment mechanisms or if they refl ect a process of catching up in terms 
of standard of living. On the other hand, persistent differences resulting from an inappropriate policy, structural 
imperfections or ineffi cient adjustment mechanisms, pose a threat to cohesion within a monetary union.

Measured by the unweighted standard deviation, growth differentials in the euro area have stood at around 
2 percentage points since the mid 1990s, a level comparable to that in other monetary unions such as the United 
States. On a weighted basis, trend growth differentials have widened slightly, while cyclical differences have 
narrowed in recent years. The improvement in the synchronisation of the cycles may be attributed to the process 
of European integration, which has resulted in stronger trade links and closer coordination of policies.

Furthermore, the differences in the rate of economic expansion in the euro area are tending to persist for the 
majority of the euro area countries. In the past ten years, Spain has always produced stronger growth than the 
other large Member States while, at the other extreme, Germany and Italy have recorded expansion well below 
the average. 

Private consumption is a key factor determining GDP growth differentials. Thus, in Germany, the weaker growth of 
private consumption was due primarily to a disappointing employment picture. This resulted partly from the rising 
labour costs in the fi rst half of the 1990s, following German reunifi cation. Conversely, in the Netherlands and 
Spain, wage moderation triggered vigorous expansion of employment. At the end of the last millennium, however, 
the Dutch economy suffered overheating, and that was refl ected in particular in accelerating wage infl ation and 
a loss of competitiveness. 

Other factors determining consumer spending are confi dence and wealth effects. Consumption expenditure is 
infl uenced by consumer confi dence, or more precisely by consumers’ concerns about their income prospects 
which, in turn, depend largely on their expectations regarding the labour market situation, the sustainability of 
the social security system, and the movement in the public debt. Thus, in Germany, the persistent weakness of 
employment growth, the wage moderation pursued for many years now, the uncertainty over the future of the 

4
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social security system and the deterioration in public fi nances have possibly depressed consumer morale, and that 
may have further reinforced the vicious circle of weak economic growth and high unemployment. In Spain, the 
opposite seems to have happened, with the labour market performing well. A marked fall in the public debt may 
strengthen consumers’ perception of their future purchasing power, and encourage them to reduce their savings 
ratio. Thus, the prolonged marked fall in that ratio in Belgium could be a sign of the emergence of considerations 
of that type, also known as “Ricardian effects”, following the rigorous consolidation of public fi nances in the 
run-up to Stage Three of EMU and the ensuing relatively rapid reduction in the general government debt. Wealth 
effects resulting from stock market and property market developments may also have had an infl uence in some 
countries.

4

SUMMARY OF ECONOMIC GROWTH AND THE MAIN CATEGORIES OF EXPENDITURE (1) (2)

(annual averages for the period ; contributions to the change in GDP in volume, percentage points, unless otherwise stated)

GDP (3) Total 
domestic
demand

of which : Net exports

Private
consumption

Public
consumption

Gross 
fixed capital 
formation

1994-1998

Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 1.7 0.9 0.4 0.4 0.2

France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 1.7 0.9 0.1 0.4 0.2

Italy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.8 1.9 1.2 –0.2 0.6 –0.2

Spain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 3.2 1.6 0.4 1.3 –0.1

Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . 3.4 3.3 1.6 0.4 0.9 0.2

Belgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.4 2.1 0.9 0.3 0.6 0.3

Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 2.2 1.1 0.2 0.6 0.1

p.m. Weighted standard deviation (4) . . . . 1.1 1.2

1999-2005

Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 0.5 0.5 0.1 –0.1 0.7

France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.5 1.5 0.4 0.7 –0.4

Italy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3 1.6 0.6 0.4 0.5 –0.3

Spain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7 4.8 2.4 0.8 1.6 –1.2

Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . 1.8 1.4 0.8 0.5 0.2 0.5

Belgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.8 0.9 0.5 0.5 0.2

Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 1.9 1.1 0.4 0.5 0.0

p.m. Weighted standard deviation (4) . . . . 1.1 1.5

Sources : EC, OECD.
(1) Calendar adjusted data.
(2) The countries are ranked according to the size of their GDP in 2006.
(3) Annual percentage changes.
(4) For the twelve member countries, percentage points.
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The divergent pattern of investment between Member States also plays a major role in the growth differentials. 
It seems that the uneven movements in real interest rates contributed to curbing investment in low growth / low 
infl ation countries such as Germany, and at the same time stimulated investment, particularly in housing, 
in countries experiencing strong growth and rapidly rising prices, such as – among the six largest euro area 
countries – Spain. This pattern may be due to the convergence of nominal interest rates in the run-up to the 
third stage of EMU, while infl ation differentials remained and, moreover, persisted thereafter. In addition, the 
downward trend in investment in building as a percentage of GDP is a characteristic of Germany where, for over 
ten years, this expenditure component has recorded almost constantly negative growth fi gures. This “recession” 
in the German construction sector is generally viewed as a lengthy process of adjustment following the emergence 
of excess capacity problems after German reunifi cation.

Turning to the external sector, the contribution of net exports to GDP growth varied between the large countries of 
the euro area. It was mainly in Germany and to a lesser extent in the Netherlands and in Belgium, that net exports 
provided support for growth. The substantial contribution in Germany is due mainly to the expansion of the 
export volume as a result of the improvement in price competitiveness and a favourable export structure in terms 
of geographical markets and product specialisation. Conversely, in Italy, France and especially Spain, net exports 
made a negative contribution to GDP growth. In Spain, the negative contribution seems to have been caused 
mainly by the vigour of imports, since market shares increased substantially on the export side in the second half 
of the 1990s. The contribution of domestic demand to real GDP growth was also very considerable in the case of 
France, which thus exhibited a strong demand for imports. In Italy, the deterioration in price competitiveness and 
unfavourable specialisation of exports hampered the volume growth of foreign sales. 

The fact that growth differentials are more apparent in domestic demand than in GDP implies that the other 
expenditure component, net exports, played a compensatory role. Italy is in a rather special position, since its 
net exports applied an additional brake to growth. The compensatory effect of net exports via changes in price 
competitiveness is a normal phenomenon, and is the principal mechanism correcting growth differentials in 
a monetary union. All other things being equal, strong expansion of domestic demand boosts imports, while 
pressure on prices and costs has an adverse effect on price competitiveness and export performance, and vice 
versa. After a time, the developments in the external sector gradually have an impact on domestic demand. 
However, in Germany, the restoration of price competitiveness via wage moderation from the second half of the 
1990s has enhanced export performance, but until recently had no visible impact on the dynamics of domestic 
demand. Being so slow, this adjustment mechanism via external competitiveness does not function in an optimal 
way. The Member States therefore need to take structural measures to improve the effi ciency of their markets 
and hence speed up their adjustment.

PRICES AND COSTS

Infl ation in the euro area, measured by the harmonised 
index of consumer prices (HICP), came to 2.2 p.c., just 
as in 2005. During the fi rst eight months of 2006, it 
fl uctuated between 2.2 and 2.5 p.c., a level comparable 
to that observed in the fi nal three months of 2005. From 
September, it dropped below 2 p.c. for the fi rst time since 
February 2005, owing to a base effect caused by the rise 
in oil prices in September 2005 combined with the fall in 
those same prices following the peak at the beginning 
of August 2006. On average, energy prices increased by 
7.7 p.c. in 2006, against 10.1 p.c. in 2005. In contrast, 
prices of unprocessed food recorded a sharper rise than 

in 2005, namely 2.8 p.c. against 0.8 p.c. That acceleration 
was due partly to the hot and dry weather prevailing over 
vast areas of Europe during the summer months.

The infl ation differential between the euro area countries 
respectively displaying the highest and lowest rates of 
price increases diminished, narrowing to 2.3 percent-
age points. Finland recorded the lowest infl ation rate, 
at 1.3 p.c., while the highest rate was seen in Spain, at 
3.6 p.c.

Underlying infl ation, i.e. infl ation excluding unprocessed 
food and energy, increased from 1.3 p.c. at the start of 
the year to 1.6 p.c. in April, subsequently hovering around 
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TABLE 8 PRICE INDICATORS FOR THE EURO AREA

(percentage changes compared to the previous year)

2004 2005 2006

HICP . . . . . . . . . . . . . . . . . . . . . . . . 2.1 2.2 2.2

p.m. Inflation differential
in the euro area (1) . . . . . . . . 3.1 3.0 2.3

Underlying inflation rate (2) . . . . . 2.1 1.5 1.5

GDP deflator . . . . . . . . . . . . . . . . . 1.9 1.9 1.8

Compensation per employee (3) . . 1.8 1.3 2.0

Labour productivity . . . . . . . . . . . 0.8 0.5 1.2

Unit labour costs (3) . . . . . . . . . . . . 1.1 1.0 0.9

Prices of imported goods 
and services . . . . . . . . . . . . . . . . . . 1.5 3.6 4.5

Sources : EC, OECD.
(1) Inflation differential between the countries with the highest and lowest rates 

respectively during the year in question.
(2) Measured by the HICP excluding unprocessed food and energy.
(3) Unlike the item relating to labour productivity, this item does not include 

information with respect to work performed by self-employed persons.
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CHART 10 INFLATION, UNDERLYING INFLATION RATE 
AND ENERGY PRICES IN THE EURO AREA

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

Source : EC.
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1.5 p.c. It averaged 1.5 p.c. during the year under review, 
as in 2005. This relatively stable level indicates that the 
upward pressure on underlying infl ation exerted by oil 
price rises remained modest overall in 2006. Moreover, several factors counterbalanced that effect : labour cost 

increases were relatively restrained ; the strong competi-
tion, generated in particular by the emerging economies, 
continued to exert a moderating infl uence, mainly on 
prices of non energy industrial goods. The latter are in fact 
particularly affected by that competition. The increase in 
the prices of non energy industrial goods was therefore 
relatively small once again, despite a further acceleration, 
from 0.3 to 0.6 p.c. Moreover, in services infl ation slowed 
down, falling to 2 p.c. Finally, the average rise in pro-
cessed food prices remained unchanged overall in relation 
to 2005, at 2.1 p.c.

Overall, the difference between the headline infl ation rate 
and underlying infl ation maintained its 2005 level, namely 
0.7 percentage point, but narrowed considerably from 
September. This is attributable mainly to the fl uctuations 
in the prices of petroleum products and the euro.

Labour costs, measured by compensation per employee 
in the total economy, increased by an average of 2 p.c. 
in the euro area, against 1.3 p.c. in 2005. The disparities 
between Member States remained signifi cant : the small-
est rise (0.5 p.c.) was seen in Germany and the largest in 
Greece (5.2 p.c.). In Ireland, too, labour costs increased 
steeply, by almost 5 p.c.

TABLE 9 UNIT LABOUR COSTS
IN THE EURO AREA COUNTRIES (1)

(percentage changes compared to the previous year)

2005 2006 Average 
1999-2006

Germany . . . . . . . . . . . . . . . . . . –1.7 –1.5 –0.1

France . . . . . . . . . . . . . . . . . . . . 1.8 1.7 1.9

Italy . . . . . . . . . . . . . . . . . . . . . . . 4.1 3.7 3.0

Spain . . . . . . . . . . . . . . . . . . . . . 2.5 2.5 3.0

Netherlands . . . . . . . . . . . . . . . . –0.7 –1.0 2.2

Belgium . . . . . . . . . . . . . . . . . . . 1.9 0.9 1.6

Austria . . . . . . . . . . . . . . . . . . . . 0.3 0.4 0.6

Greece . . . . . . . . . . . . . . . . . . . . 2.0 2.8 3.6

Ireland . . . . . . . . . . . . . . . . . . . . 4.5 5.0 3.6

Finland . . . . . . . . . . . . . . . . . . . . 1.6 –0.6 1.2

Portugal . . . . . . . . . . . . . . . . . . . 4.2 3.2 4.0

Luxembourg . . . . . . . . . . . . . . . 2.5 1.9 2.8

Euro area . . . . . . . . . . . . . . . . . . 1.0 0.9 1.6

Source : OECD.
(1) The euro area countries are ranked in order of the size of their GDP in 2006.
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Since labour productivity rose faster in 2006, by 1.2 p.c. 
against just 0.5 p.c. in 2005, the increase in unit labour 
costs was once again moderate in the euro area, at 
around 1 p.c. as in the previous year. The sharpest rise was 
recorded in Ireland, where unit labour costs were up by 
5 p.c., while in Germany they declined by 1.5 p.c.

During the period 1999-2006, the euro area countries 
continued to display divergences in the movement in 
unit labour costs. Thus, the change in unit labour costs 
recorded in Germany and in Austria was below the euro 
area average in each year. Conversely, in the countries 
which are catching up in terms of their standard of living, 
and in Ireland and Italy, these costs showed a decidedly 
above-average increase. The divergences between move-
ments in unit labour costs are very important, since they 
are one of the key determinants of a country’s infl ation 
dynamics and competitiveness.

BALANCE OF PAYMENTS

Between November 2005 and October 2006, the latest 
twelve months for which statistics are available, the cur-
rent balance of the euro area – calculated here in such a 
way as to include only trade with countries outside the 
euro area, and excluding fl ows between member coun-
tries – showed a defi cit of 21.9 billion euro, or around 
0.3 p.c. of GDP, whereas it had recorded a surplus of 
12.8 billion during the corresponding period of the previ-
ous year.

This deterioration was due essentially to the fall in the sur-
plus on transactions in goods, down by 40.1 billion euro. 
Between October 2005 and September 2006, the volume 
of exports expanded by 7.1 p.c. against the corresponding 
period of the previous year, mainly as a result of vigorous 
global demand. During that period, the volume of imports 
increased by 5.9 p.c. However, this improvement in the 
coverage ratio was largely negated by the 5.7 p.c. dete-
rioration in the terms of trade, caused chiefl y by the rise 
in the prices of petroleum products and other commodi-
ties, even though that was tempered somewhat by the 
euro’s appreciation against the dollar during the period. 
In consequence, the euro area’s trade balance worsened, 
especially in relation to the OPEC countries, Russia and 
Africa. The defi cit vis-à-vis the emerging Asian economies, 
and especially China, also continued to grow. In general, 
the penetration of imports from these countries and from 
the new Member States of the EU-25 has been increasing 
in recent years. Nevertheless, the euro area’s trade surplus 
in relation to the new EU-25 Member States expanded, 
the main factor being growth differentials between these 
two regions.

TABLE 10 BALANCE OF PAYMENTS OF THE EURO AREA

(billions of euro)

From 
November 2004 

to
October 2005

From 
November 2005 

to
October 2006

Current account balance . . . . . . . . . 12.8 –21.9

Goods . . . . . . . . . . . . . . . . . . . . . . 57.9 17.8

Services . . . . . . . . . . . . . . . . . . . . . 32.1 36.2

Income . . . . . . . . . . . . . . . . . . . . . . –11.7 –3.9

Current transfers . . . . . . . . . . . . . –65.3 –72.3

Capital account balance . . . . . . . . . 13.2 9.3

Financial account balance . . . . . . . . 81.6 131.6

Direct investment . . . . . . . . . . . . . –186.9 –118.3

Equity capital and reinvested 
earnings . . . . . . . . . . . . . . . . . . . –160.1 –111.2

Other capital, 
mostly inter-company loans . . –26.8 –7.1

Portfolio investment . . . . . . . . . . . 221.1 120.5

Equities . . . . . . . . . . . . . . . . . . . 179.7 151.3

Debt instruments . . . . . . . . . . . 41.4 –30.8

p.m. Combined net direct
and portfolio investment . . 34.2 2.2

Financial derivatives . . . . . . . . . . . –10.3 –0.5

Other investments (1) . . . . . . . . . . . 46.8 119.2

Reserve assets . . . . . . . . . . . . . . . . 11.2 10.4

Errors and omissions . . . . . . . . . . . . –107.6 –119.1

Source : ECB.
(1) Essentially, the balance resulting from the new financial liabilities of MFIs 

vis-à-vis non-residents of the euro area and from their formation of financial 
assets vis-à-vis these, excluding transactions relating to the reserve assets 
of the Eurosystem.

The current account defi cit was fi nanced by an increased 
infl ow of capital, as the fi nancial account balance grew 
from 81.6 billion euro to 131.6 billion. This more substan-
tial infl ow seems to have occurred mainly in the “other 
investments” item, and was therefore channelled through 
the banking sector.

From November 2005 to October 2006, the net infl ow of 
capital by way of direct and portfolio investment came to 
only 2.2 billion euro, whereas it had reached 34.2 billion 
during the corresponding period of the previous year ; the 
portfolio investment surplus and the direct investment 
defi cit contracted by around 101 and 69 billion euro 
respectively. Yet the scale of these fl uctuations is relatively 
artifi cial since, in the previous year, a shift between these 
two items had amplifi ed the balance considerably. That 
movement had been caused by the July 2005 restructur-
ing of a large multinational enterprise which has its head-
quarters in the euro area, an operation which gave rise 
to an exchange of shares between the parent company 
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CHART 11 TRADE IN GOODS BETWEEN THE EURO AREA 
AND COUNTRIES OUTSIDE THE EURO AREA
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and its foreign subsidiaries. While the infl ow of capital 
in connection with the purchase of debt instruments 
totalled 41.4 billion in the twelve months up to November 
2005, that was converted to a capital outfl ow totalling 
30.8 billion in the following year, the main reason being 
a decline in net purchases by non-residents of securi-
ties denominated in euro. Meanwhile, net purchases of 
equities by foreign buyers remained at a high level of 
151.3 billion, illustrating the relative improvement, during 
the fi rst half of the year under review, in the profi tability 
of fi rms in the euro area compared to those in the United 
States. Investments in marketable securities by euro area 
residents operated mainly in favour of the United Kingdom, 
the United States and offshore fi nancial centres, while the 
principal benefi ciaries of capital outfl ows in respect of 
direct investment were the British economy, followed 
by the United States and the ten new Member States of 
the EU-25.

FISCAL POLICY

According to the European Commission’s autumn 
projections, the general government fi nancing require-
ment declined, on average, in the euro area during the 
year under review, falling from 2.4 to 2 p.c. of GDP.

The benefi cial effects of the business cycle on social trans-
fers were among the factors keeping public expenditure 
under control. The movement in revenue also benefi ted 
from the economic upturn, and from a range of other 
favourable factors. In all, public revenue increased from 
45.1 p.c. of GDP in 2005 to 45.2 p.c., while spending 
declined from 47.6 to 47.2 p.c. These favourable devel-
opments amply compensated for the impact on the euro 
area’s budget balance of the refund of part of the VAT 
revenue on company cars, that Italy had to pay out fol-
lowing the judgement handed down in September by the 
European Court of Justice. 

Almost all the euro area countries posted an improve-
ment in the general government budget balance, and 
the number of countries presenting a budget defi cit in 
excess of 3 p.c. actually declined signifi cantly : only Italy 
and Portugal still had an excessive defi cit at the end of 
2006. The situation in Italy is due partly to the ruling by 
the European Court of Justice mentioned earlier. The EC 
gave Portugal until 2007 to rectify its excessive defi cit, 
and that country has already adopted a series of measures 
to boost tax revenues in 2006, including raising the VAT 
rate from 19 to 21 p.c., and restricting tax allowances. 
Conversely, Germany and Greece succeeded in cutting 
their defi cits below the 3 p.c. mark in 2006, although 
in order to achieve that, Greece had to resort to one-off 
measures equalling 0.4 p.c. of GDP. As for France, the EC 
proposed abrogating the procedure for the correction of 
excessive defi cits during the year under review, on being 
assured that the budget defi cit, estimated at 2.7 p.c. of 
GDP, would remain below the 3 p.c. limit in 2006, with 
no risk of subsequent derailment. The Ecofi n Council 
endorsed this proposal on 30 January 2007. Among 
the other countries, Spain, Finland and Ireland recorded 
budget surpluses, while the Netherlands and Belgium 
fi led budgets which were in balance, or close to balance, 
although in the latter case that was due partly to the use 
of one-off measures once again.

With the exception of Italy, all countries achieved or even 
exceeded the targets set in their stability programmes, 
thanks to the unexpectedly vigorous growth. The dif-
ference between the targets and the projected actual 
fi gures is 1 percentage point or more in Germany, the 
Netherlands, Finland and Ireland. That is attributable to 
the particularly favourable movement in tax revenues. 

In certain euro area countries, the 2006 tax revenues were 
boosted by above-average elasticity of revenues in relation 
to GDP. That high elasticity refl ects a range of underlying 
factors : the strong rise in corporate profi ts, the impact 
on VAT revenues of the rise in petroleum product prices, 
the shift in private consumption expenditure in favour of 
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consumer durables which attract a higher average rate 
of VAT – that effect was particularly pronounced in the 
Netherlands, for example, where consumer confi dence 
fi nally picked up, and in Germany, in anticipation of the 
VAT increase at the beginning of 2007 –, the stock market 
performance, and the surge in house prices in certain 
countries, such as Ireland. However, the experience of the 
2001-2002 recession has shown that the strong growth 
of tax revenues generated by these factors, particularly 
the proceeds of corporation tax, wealth tax and, to a 
lesser extent, the tax on goods and services, cannot be 
regarded as permanent.  

The uncertainty over the durability of these factors compli-
cates the assessment of the efforts made by the Member 
States to achieve a structural improvement in their budget 
position, in accordance with their obligations under the 
reformed stability and growth pact. The preventive arm 
of the pact stipulates that Member States which have 
not yet attained their medium-term objective of a budget 
close to balance or in surplus must endeavour to improve 

their structural public defi cit – i.e. their cyclically adjusted 
budget balance, net of one-off or temporary measures 
and factors – by an annual average of 0.5 percentage 
point of GDP. This benchmark of 0.5 percentage point of 
GDP refers to the medium term, and as a rule the effort 
to be made should be stepped up when the economy 
is doing well, in order to allow the automatic stabilis-
ers to operate fully when economic growth falls below 
its potential. It is also the annual minimum adjustment 
required of countries with an excessive public defi cit.

According to the EC’s calculations, the structural budget 
defi cit of the euro area was reduced by 0.4 percentage 
point of GDP during the year under review, bringing it to 
1.7 p.c. That improvement is therefore slightly below the 
above-mentioned benchmark, a development which is all 
the more disappointing in that the Member States should 
have seized the opportunity presented by the favourable 
economic climate to speed up the rate of consolidation 
of their public fi nances. However, the progress made was 
decidedly variable between the countries of the euro area. 

TABLE 11 FINANCING REQUIREMENT (–) OR CAPACITY OF GENERAL GOVERNMENT OF COUNTRIES IN THE EURO AREA (1) (2)

(percentages of GDP)

2003 2004 2005 2006

Actual
figures

Stability
programme 

target (3)

Difference

Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . –4.0 –3.7 –3.2 –2.3 –3.3 1.0

France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –4.2 –3.7 –2.9 –2.7 –2.9 0.2

Italy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –3.5 –3.4 –4.1 –4.7 –3.5 –1.2

Spain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 –0.2 1.1 1.5 0.9 0.6

Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . –3.1 –1.8 –0.3 0.0 –1.5 1.5

Belgium (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 –2.3 0.1 e 0.0 0.1

Austria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –1.6 –1.2 –1.5 –1.3 –1.7 0.4

Greece . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –6.1 –7.8 –5.2 –2.6 –2.6 0.0

Ireland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 1.5 1.1 1.2 –0.6 1.8

Finland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.3 2.7 2.9 1.6 1.3

Portugal . . . . . . . . . . . . . . . . . . . . . . . . . . . . –2.9 –3.2 –6.0 –4.6 –4.6 0.0

Luxembourg . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –1.1 –1.0 –1.5 –1.8 0.3

Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . –3.1 –2.8 –2.4 –2.0 –2.3 0.3

Sources : EC, national stability programmes, NBB.
(1) The euro area countries are ranked according to the size of their GDP in 2006.
(2) Including, under the rules laid down for the excessive deficit procedure (EDP), net interest gains on certain financial transactions such as swaps or forward rate agreements (FRAs).
(3) On the basis of the stability programme updates at the end of 2005.
(4) The statistics shown in this table for Belgium for the period 2003-2005, like those for the other euro area countries, are the ones published by Eurostat on 23 October 2006. 

According to that source, the Railway Infrastructure Fund (RIF) is deemed to belong to the general government sector, and its assumption of BNRC debt in 2005 is treated 
as a capital transfer from the government to the non-financial corporations sector. This statistical treatment of the RIF has a negative influence on the financing balance of 
general government equal to 2.4 p.c. of GDP in 2005. The 2006 figure is also calculated in accordance with that methodology, but its impact – positive this time – is only 
about 0.05 p.c. of GDP, excluding the effect of a possible reclassification of the RIF in the corporations sector.
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CHART 12 STRUCTURAL FINANCING BALANCE OF GENERAL 
GOVERNMENT IN THE EURO AREA (1) (2) 

 (change in 2006 compared to 2005, percentage points 
of GDP)

Source : EC.
(1) According to the EC, the structural financing balance of general government 

corresponds to the cyclically adjusted budget balance net of one-off or 
temporary measures and factors.

(2) The euro area countries are ranked according to the size of their GDP in 2006.

Of those recording an excessive public defi cit in 2005, 
Greece and Portugal had agreed an adjustment proce-
dure with the EC requiring them to aim at a structural 
improvement of around 1.5 percentage point of GDP in 
2006, which they achieved, while Germany and Italy had 
been given two years to cut their structural defi cits by 1 
and 1.6 points respectively. Germany made the necessary 
effort in 2006, but Italy postponed it almost entirely to 
2007. France, Ireland and Spain also made clear progress 
in consolidating their public fi nances. In contrast, the 
other countries made no improvement in their structural 
budget balance.

In contrast to previous years, the public debt ratio in the 
euro area declined, by around 1.2 percentage points 
of GDP, to 69.5 p.c. With the exception of Portugal 
and Italy, this improvement was evident in all coun-
tries. Nonetheless, seven of the twelve Member States 
recorded a debt ratio in excess of the reference value 
of 60 p.c. of GDP. In addition, the public debt of the 
member countries has remained unchanged overall in 
relation to the year 2000. The main reasons for this are 
the accommodating character of fi scal policy in France, 
Germany and Portugal, where the public debt has risen 
since then, and the slow progress with debt reduction in 
a number of other countries, such as Italy, Greece, the 
Netherlands and Austria. 

In its 2006 study on the long-term sustainability of public 
fi nances in the euro area, based on new estimates of the 
budgetary effects of population ageing, the EC concluded 
that sustainability is not guaranteed at all. On the basis of 
the actual fi gures for structural primary budget balances 
and public debts in 2005, it shows that, even disregarding 
the costs of ageing, almost half of the euro area coun-
tries – Portugal, Greece, Germany, France and Italy – are 
liable to face an uncontrollable increase in their public 
debt unless they revise their fi scal policy. The long-term 
adverse impact of population ageing on public fi nances 
will be most marked in Luxembourg, Portugal, Ireland 
and Belgium. If other factors are taken into account, 
such as the current level of the public debt or the fi scal 
and parafi scal burden, the EC estimates that the risks to 
budgetary sustainability are high for Greece and Portugal, 
moderate for Belgium, Germany, France, Spain, Italy, 
Ireland and Luxembourg, and low for Finland, Austria and 
the Netherlands.

1.5.2  EU-25 Member States not belonging to the 
euro area and accession countries

RECENT ECONOMIC DEVELOPMENTS

With the exception of Malta, all the EU-25 Member 
States not belonging to the euro area recorded economic 
growth which was stronger than the average observed 
in the euro area. This applied in particular to the eight 
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Source : EC.
(1) The euro area countries are ranked according to the size of their GDP in 2006.
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Central and East European countries, which are in the 
process of catching up with the euro area, as per capita 
income there is signifi cantly lower.

After exceptionally slow growth in 2005, the expansion 
of activity regained momentum in the United Kingdom 
in 2006. Private consumption was encouraged by the 
expansion of employment and a revival in the hous-
ing market. Business investment surged, stimulated by 
strong profi tability and low fi nancing costs, while public 
investment maintained its upward trend in accordance 
with the British government’s policy aimed at improving 
or restoring the quality of public services. Apart from the 
rise in crude oil prices, the increase in public utility prices 
and the rising costs of higher education pushed up infl a-
tion to 2.3 p.c. during the year under review, i.e. above 

the 2 p.c. target set by the Bank of England. The opening 
of the borders to workers from the new EU-25 Member 
States prompted large-scale immigration of labour ; com-
bined with the increase in the participation rate of older 
workers, concerned about the amount of their retirement 
pension, this considerably expanded the labour supply. 
Although the British economy is still generating a large 
number of jobs, the unemployment rate increased to 
5.4 p.c., though that level is still well below the fi gure 
for the euro area. Postponement of public investments 
previously approved helped to bring the public defi cit 
just below 3 p.c. of GDP for the fi rst time since 2003. 
On 24 January 2006, the Ecofi n Council decided that the 
United Kingdom was in an excessive public defi cit situa-
tion, and asked it to bring the defi cit below 3 p.c. of GDP 
during the 2006/2007 fi scal year : it looks as if the country 

TABLE 12 ECONOMIC SITUATION IN 2006 IN EU-25 MEMBER STATES NOT BELONGING TO THE EURO AREA (1)

GDP
in volume

HICP Unemployment

(percentages
of the labour

force)

Public finances (2) Balance
of payments

current account

GDP
per capital (3)

(EU-15 = 100)

Financing balance Debt

(percentage changes
compared to the previous year) (percentages of GDP)

United Kingdom . . . . . . . . 2.7 2.3 5.4 –2.9 43.2 –2.5 108.1

Sweden . . . . . . . . . . . . . . . 4.0 1.5 7.1 1.7 47.4 6.3 110.8

Denmark . . . . . . . . . . . . . . 3.0 1.9 3.8 3.0 29.8 1.9 114.5

Average . . . . . . . . . . . . . . . 2.9 2.2 5.4 –1.8 42.5 –1.0 109.0

Poland . . . . . . . . . . . . . . . . 5.2 1.3 14.0 –4.2 49.3 –2.3 47.3

Czech Republic . . . . . . . . . 6.0 2.1 7.2 –3.5 30.9 –3.1 70.5

Hungary . . . . . . . . . . . . . . . 4.0 4.0 7.5 –10.1 67.6 –7.3 59.1

Slovakia . . . . . . . . . . . . . . . 6.7 4.3 13.3 –3.4 33.0 –7.8 53.1

Average . . . . . . . . . . . . . . . 5.3 2.3 11.3 –5.0 47.0 –3.8 55.0

Slovenia . . . . . . . . . . . . . . . 4.8 2.5 6.0 –1.6 28.4 –1.9 76.8

Lithuania . . . . . . . . . . . . . . 7.8 3.8 5.9 –1.0 18.9 –8.9 50.0

Latvia . . . . . . . . . . . . . . . . . 11.0 6.6 6.9 –1.0 11.1 –16.1 47.2

Estonia . . . . . . . . . . . . . . . . 10.9 4.4 5.6 2.5 4.0 –11.5 58.6

Average . . . . . . . . . . . . . . . 9.5 4.8 6.1 –0.1 12.9 –11.7 51.3

Cyprus . . . . . . . . . . . . . . . . 3.8 2.2 4.9 –1.9 64.8 –6.0 76.0

Malta . . . . . . . . . . . . . . . . . 2.3 2.6 7.4 –2.9 69.6 –10.9 64.4

p.m. Romania . . . . . . . . . . 7.2 6.6 7.3 –1.4 13.7 –10.3 32.1

 Bulgaria . . . . . . . . . . . 6.0 7.3 8.9 3.3 25.8 –13.9 30.7

Source : EC.
(1) The countries are grouped according to the size of their GDP in 2006.
(2) Excluding the revenues of defined contribution pension funds, which Eurostat authorised Denmark, Poland and Sweden to consider as public revenues up to 2007.

The public debt of those countries therefore includes the financial liabilities of general government in regard to those funds.
(3) On the basis of purchasing power parities, i.e. taking account of the difference in the absolute price level between countries.
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will achieve that aim, even without the constraint of pos-
sible fi nancial sanctions.

In Sweden and Denmark, the robust economic growth 
was driven mainly by domestic demand, which was 
encouraged by the expansion of employment and the 
low level of interest rates, and by the continuing high 
level of consumer confi dence, resulting from the stability 
of the macroeconomic environment, with low levels of 
infl ation, large government surpluses, a modest and 
declining public debt and a substantial current account 
surplus.

Most of the Central and East European countries which 
joined the EU in 2004 recorded growth rates more than 
double the fi gures achieved, on average, by the euro 
area ; in two Baltic states, GDP growth actually exceeded 
10 p.c. Private consumption and investment were the 
factors driving this expansion. Although there were some 
variations in its dynamism between countries, private 
consumption generally grew strongly as a result of the 
increase in employment and household income, though 
credit expansion and the decline in interest rates were 
also contributory factors. Private investment made a sub-
stantial contribution towards growth, mainly as a result of 
the infl ow of foreign direct investment and a surge in 
house building. In Poland, the growth of private consump-
tion was curbed somewhat by the low level of consumer 
confi dence, due to political instability, while in Hungary 
the fi scal consolidation tempered domestic demand.

In all these countries except Poland, infl ation was gener-
ally well above the 2 p.c. mark, the reasons being dynamic 
domestic demand and relatively large wage increases. 
In Hungary, the fi scal consolidation which entailed an 
increase in indirect taxes and pruning of a number of 
subsidies, combined with the depreciation of the forint, 
also played a role.

As a result of strong economic growth and the emigration 
of workers, the unemployment rate fell signifi cantly in the 
Central and East European countries, with the exception 
of Hungary, and this gave rise to labour shortages, espe-
cially in the Baltic States. Nonetheless, owing to drastic 
economic restructuring, long-term unemployment, which 
varied greatly from one region to another, continued to 
give cause for concern.

The most worrying problem is still the government 
fi nancing requirement of the Visegrad countries, namely 
Poland, the Czech Republic, Hungary and Slovakia, which 
continued to exceed 3 p.c. of GDP. The EU Council had 
already noted an excessive public defi cit in each of these 
four countries in 2004, but the situation has not improved 

in the meantime. In 2006, the position of public fi nances 
continued to show a worrying deterioration, especially in 
Hungary, where expenditure, particularly on health care 
and social benefi ts, seems diffi cult to control, and the 
budget targets are therefore systematically exceeded. The 
draconian economy measures announced by the govern-
ment, such as the civil service cut-backs and the reduction 
in subsidies, together with the increases in indirect taxes, 
restrained the expansion of economic activity and stirred 
up some political unrest. In stark contrast to the Visegrad 
countries, the Baltic States recorded a small public defi cit, 
or even in some cases a surplus.

To varying degrees, all the Central and East European 
countries record a substantial defi cit on the current 
account of the balance of payments. This situation is 
normal, in view of their strong economic growth which 
not only encourages imports but also generates attrac-
tive investment returns, so that many of those countries 
can easily fi nance their current account defi cit by means 
of foreign capital infl ows. In some countries, the current 
account imbalances are nevertheless beginning to cause 
concern, because they are due more to a growing public 
defi cit and are increasingly being fi nanced by volatile 
capital fl ows.

Slovenia is the Member State recording the most bal-
anced growth, with moderate infl ation and sound public 
fi nances. That also explains why it was the fi rst new 
Member State of the EU-25 to join the euro area on 
1 January 2007.

Cyprus and Malta are more advanced new Member States 
and therefore benefi t less from an economic catching up 
process. Malta had a bad tourist season in 2006, which 
accounts for its relatively modest economic growth rate 
and the large current account defi cit. Moreover, Maltese 
public fi nances remained in an excessive defi cit situation.

On the basis of an EC report, the Brussels European Council 
of 14 and 15 December 2006 decided that Bulgaria and 
Romania could join the EU from 1 January 2007, but 
subject to the application of a number of safeguard and 
adjustment measures. The reason for this requirement 
was that the improvement in the corruption situation fell 
short of expectations. These are two countries where per 
capita GDP measured in terms of purchasing power parity 
is one-third below the EU-15 average. Although they 
increase the EU’s population by 6.3 p.c., with 7.7 and 
21.6 million inhabitants respectively, their combined con-
tribution to the EU’s GDP is only around 1 p.c. Agriculture 
and industry are more important there than in the rest 
of the Union, while the private and public service sectors 
are still relatively small. These two economies have been 
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expanding strongly for several years, driven in particular 
by private consumption and even more so by private 
investment, but in the longer term their inadequate infra-
structures, poor quality education and exodus of skilled 
labour could threaten continued growth.

MONETARY POLICY DEVELOPMENTS

The countries which do not participate in ERM II aim 
solely at an infl ation target, sometimes combined with 
an exchange rate target. The Bank of England base rate 
remained set at 4.50 p.c. until the beginning of August, 
but in view of the strength of economic growth and the 
rapid increase in the money supply and borrowing, which 
implied the risk of infl ation remaining above the target for 
a longer period, it was raised to 4.75 p.c. from 4 August, 
and then increased by a further quarter of a percentage 
point on 9 November, bringing it to 5 p.c., its highest 
level since September 2001. For the same reasons, the 
Sveriges Riksbank increased its repo rate during the year 
in six stages, of 0.25 percentage point each, raising it 
from 1.50 to 3 p.c.

Poland has an infl ation target of 2.5 p.c., with a 1 p.c. 
margin. At the beginning of 2006, in the context of 
favourable infl ation expectations, the Narodowy Bank 
Polski was able to continue cutting interest rates, a policy 
which it had pursued throughout 2005. It lowered its key 
rate further by 0.25 percentage point on two occasions, 
reducing it to 4 p.c. from the beginning of March. The 
Czech central bank, Česká národní banka, succeeded in 
achieving its infl ation target of 3 p.c., with a margin of 
1 percentage point, by raising its key rate in two stages 
from 2 to 2.50 p.c. Finally, Hungary has an infl ation target 
of 3.5 p.c., with a margin of 1 percentage point, and 

unilaterally pegged its currency to the euro, at the central 
rate of 282.36 forints to 1 euro. The forint depreciated 
by 4 p.c. against the euro between January and March, 
then fell again by more than 4 p.c. in June after remain-
ing stable for a time. This sharp depreciation, and the 
increased volatility during the year under review, refl ect 
the deterioration in public fi nances and the growing cur-
rent account defi cit. In this context, and in view of the 
worsening infl ation outlook, the Magyar Nemzeti Bank 
was obliged to proceed with a substantial increase in its 
base rate from mid 2006, increasing it in several stages 
from 6.25 to 8 p.c. Since July the forint has recovered, 
regaining its January 2006 level by the end of the year 
under review.

The other countries participate in ERM II. Their currencies 
were stable against the euro, with the exception of the 
Slovakian koruna which appreciated by 9.1 p.c. The cen-
tral banks of these countries adhered to the ECB’s interest 
rate policy during the year under review.

On 11 July 2006, following favourable convergence 
reports drawn up on 16 May by the ECB and the EC, the 
EU Council decided that Slovenia would join the euro area 
on 1 January 2007, bringing the number of members to 
thirteen. The Slovenian tolar remained more or less stable 
against the euro, while the Banka Slovenije brought its 
key rate into line with that of the ECB in the second half 
of the year under review, thus reversing the cut which it 
had made in the fi rst half of the year. Lithuania, which 
also wants to join the euro area, was faced with the 
problem that its infl ation measured by the HICP had aver-
aged 2.7 p.c. in the previous year, slightly exceeding the 
reference value, while the convergence reports pointed to 
a number of upside infl ation risks in the years ahead.
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2. 

2.1  Strategic aspects

In accordance with the Treaty establishing the European 
Community, the principal objective of the Eurosystem’s 
monetary policy is to maintain price stability, defi ned 
by the ECB Governing Council as an annual rise in the 
harmonised index of consumer prices (HICP) in the euro 
area of below but close to 2 p.c. in the medium term. 
Thus, monetary policy makes it possible to keep infl a-
tion anticipations fi rmly anchored, to reduce the risk 
premiums incorporated in long-term interest rates, and to 
preserve as far as possible the signalling function of rela-
tive price changes. Ultimately, all these factors contribute 
towards an economic environment conducive to sustain-
able growth and job creation.

The fact that infl ation in the euro area slightly exceeded 
the objective in the year under review, at 2.2 p.c., is 
not at odds with that strategy, in view of its explicitly 
medium-term perspective. The Eurosystem therefore has 
the fl exibility needed in the event of shocks to relative 
prices : taking account of the long and variable transmis-
sion lags, monetary policy cannot in fact prevent the 
direct impact of such shocks on infl ation. With such 
a strategy, it is possible to prevent these shocks from 
triggering an undesirable level of volatility both for the 
monetary policy instrument itself, namely the key inter-
est rates, and for economic activity. In 2006, infl ation 
was in fact once again strongly infl uenced by the direct 
repercussions of the increase in crude oil prices, which 
resulted largely from the strong expansion of the emerg-
ing economies, even though that infl uence was partly 
cushioned by an opposing effect similarly originating from 
this process of increasing globalisation, namely the impact 
of imports of manufactured products from the emerg-
ing low-cost countries such as China, India and the new 
EU-25 Member States.

Having regard to the forward-looking nature of monetary 
policy, the Governing Council deemed it advisable to 
make gradual increases in its key rates, not so much in 
response to the fact that the threshold associated with 
price stability was once again exceeded during the period 
under review, but because it had become apparent that 

the low level of short-term interest rates implied growing 
risks to price stability in the medium term. The minimum 
bid rate for the main refi nancing operations was there-
fore increased in fi ve stages from 2.25 p.c. – the level 
which it had reached at the end of 2005 – to 3.50 p.c. in 
December 2006. In making these increases, the Governing 
Council took account of the upside risks to price stability 
in the medium term, revealed by the two pillars of the 
analytical framework of monetary policy, namely the eco-
nomic analysis and the monetary analysis.

Economic analysis

Right from the start of the year under review, the 
Governing Council considered that the fragile recovery 
which had begun in mid 2005 would be maintained, and 
more particularly would strengthen to attain a level close 
to potential growth in 2006 and 2007. However, some 
uncertainty over the scale of this recovery still persisted at 
fi rst, one reason being the discrepancy that had emerged 
between, on the one hand, the various confi dence indi-
cators – which predicted a vigorous revival in economic 
activity – and, on the other hand, the GDP fi gures for the 
fi nal quarter of 2005, which pointed to a slight weaken-
ing of growth.

From the second quarter, this uncertainty gradually 
began to wane as indicators such as industrial output or 
retail trade confi rmed the upturn in economic activity. 
Moreover, from the spring, the 2006 growth projections 
produced by the Eurosystem and by various institutions 
were gradually upgraded compared to those dating from 
the end of 2005, in stark contrast to what had happened 
in previous years, when the growth projections had been 
constantly revised downwards. Conversely, for 2007, 
economic activity was still predicted to expand at close 
to its potential level. During the fi rst half of 2006, some 
forecasters did actually make small downward adjust-
ments to their projections for 2007, mainly because of the 
potential impact of Germany’s budgetary consolidation. In 
contrast, this factor had already been taken into account, 
in December 2005, in the projections produced by the 
Eurosystem. 
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The Governing Council considered that the risks relat-
ing to this reference scenario, which predicted economic 
growth close to its potential level, were more or less 
balanced in the short term. Conversely, in the medium 
term this baseline scenario faced serious downside risks, 
connected essentially with the high oil prices, a potential 
resurgence of protectionist pressure and the possibility 
of an abrupt correction of the global imbalances, which 
could trigger a substantial rise in long-term interest rates 
and a sudden fall in the US dollar.

Subsequently, on the basis of the national accounts data, 
it became apparent that economic activity had indeed 
strengthened in the fi rst half year : according to the initial 
estimates, which were later revised upwards, the volume 
of GDP had expanded by 0.6 and 0.9 p.c. respectively in 
the fi rst and second quarters, clearly outpacing the rate 
anticipated by the various institutions in their projections. 
Moreover, the breakdown of GDP revealed that economic 
growth in the euro area during the fi rst half of the year 
had been more broadly based than in the past, as domes-
tic demand, and particularly investment, began to play 
an increasing role. On the other hand, in an environment 
in which wage increases remained moderate, the high 
oil prices continued to hold down the disposable income 

of households, and thus impeded the recovery of private 
consumption, which remained very modest despite a 
slight increase in momentum. 

In this context, the Governing Council considered that the 
conditions remained fulfi lled for a further expansion of 
GDP in the second half of the year, albeit at a rate closer 
to potential growth. Thus, the euro area’s exports were 
set to benefi t from the vigour of global demand, while 
investments should be able to continue taking advantage 
of favourable fi nancing conditions and the improvement 
in corporate profi tability. Private consumption was also 
expected to pick up, as a result of an increase in the real 
disposable income of households, generated mainly by 
higher employment. 

On that basis, the projections for economic growth in 
2006 were once again revised upwards in the second half 
of the year, mainly refl ecting the better results recorded 
in the fi rst two quarters. For the second half of 2006 
and for 2007, however, the revisions were smaller, and 
growth was generally still predicted to come close to its 
potential level. The Governing Council confi rmed that the 
risks surrounding the outlook for GDP growth in the short 
term were evenly balanced, whereas those relating to 

TABLE 13 PROJECTIONS FOR GDP GROWTH AND INFLATION IN THE EURO AREA

(annual percentage changes)

Projections for 2006 Projections for 2007

2nd quarter 
2005

4th quarter 
2005

2nd quarter 
2006

4th quarter 
2006

4th quarter 
2005

2nd quarter 
2006

4th quarter 
2006

GDP (volume)

EC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.9 2.1 2.6 2.1 1.8 2.1

IMF (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 1.8 2.0 2.4 2.2 1.9 2.0

OECD . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.1 2.2 2.6 2.2 2.1 2.2

Economic consensus (2) . . . . . . . . . . . . . . 1.9 1.7 2.1 2.6 – 1.8 1.9

SPF (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 1.7 2.1 2.6 2.0 1.9 2.0

Eurosystem . . . . . . . . . . . . . . . . . . . . . . . [1.5 – 2.5] [1.4 – 2.4] [1.8 – 2.4] [2.5 – 2.9] [1.4 – 2.4] [1.3 – 2.7] [1.7 – 2.7]

Inflation

EC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.5 2.2 2.2 2.2 1.8 2.2 2.1

IMF (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.7 1.8 2.1 2.3 1.9 2.2 2.4

OECD . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3 2.1 2.1 2.2 1.6 2.0 1.9

Economic consensus (2) . . . . . . . . . . . . . . 1.7 1.9 2.2 2.3 – 2.1 2.2

SPF (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.8 2.0 2.1 2.2 1.8 2.1 2.1

Eurosystem . . . . . . . . . . . . . . . . . . . . . . . [0.9 – 2.1] [1.6 – 2.6] [2.1 – 2.5] [2.1 – 2.3] [1.4 – 2.6] [1.6 – 2.8] [1.5 – 2.5]

Sources : EC, IMF, OECD, Economic consensus, ECB.
(1) For the 4th quarters of 2005 and 2006, the IMF projections are the ones published in September of the year in question.
(2) Averages of the forecasts produced by a panel of experts from the financial sector.
(3) Survey of professional forecasters, conducted by the ECB.
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economic activity in the medium term were still oriented 
downwards, and were similar overall to those identifi ed 
previously. In the third quarter, GDP growth came to 
0.5 p.c., just short of expectations, probably as a result 
of a slight correction following the exceptional growth 
recorded in the second quarter. Nonetheless, that devel-
opment did not cast doubt on the Governing Council’s 
reference scenario which assumed that economic activity 
in the euro area would carry on expanding in the fi nal 
quarter of 2006 and in 2007. The majority of the con-
fi dence indicators in fact continued to point steadfastly 
upwards in the fi nal quarter of 2006.

Regarding infl ation, the possibility of the 2 p.c. mark 
being exceeded in 2006 soon became reality during the 
year under review. Thus, the year-on-year rise in the HICP 
remained well above 2 p.c. during the fi rst eight months, 
peaking at 2.5 p.c. in the second quarter, the main reason 
being the surge in oil prices. Conversely, from September 
onwards infl ation declined sharply, on account of the sig-
nifi cant fall in crude oil prices on the international markets 
and a favourable base effect resulting from the soaring oil 
prices in 2005, caused by the bad weather which had hit 
the south-eastern United States. Having fallen to 1.6 p.c. 

in October, infl ation gathered speed again at the end of 
the year, reaching 1.9 p.c. in December. 

During the year under review, the Governing Council 
expressed its growing concern about the risks to price 
stability in the medium term. Since the spring, forecasters 
in general had also been predicting infl ation of over 2 p.c. 
for 2007, one factor being the increase in indirect taxation 
in Germany. The Governing Council stated that the refer-
ence scenario for infl ation, putting the fi gure at slightly 
higher than 2 p.c. in 2006 and 2007, was subject to 
signifi cant upside risks, connected chiefl y with a possible 
continuing rise in oil prices, possible additional increases 
in indirect taxes and administered prices, and the risk that 
the indirect and contagion effects, known as second-
round effects, might be greater than initially predicted. 
A situation in which infl ation exceeds the 2 p.c. mark for 
a lengthy period in fact implies a danger of second-round 
effects and the derailment of infl ation expectations.

The Governing Council also considered that the said risks 
had become more apparent during the year under review, 
as the vigorous economic growth and the accompanying 
improvement in labour market conditions were eroding 
the excess production capacity and were therefore likely 
to encourage excessive wage increases. Thus, infl ation 
expectations measured on the basis of indexed bonds 
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showed a marked rise, peaking at 2.21 p.c. in May, then 
gradually easing thereafter, probably in the light of the 
continued tightening of monetary policy. Conversely, fi ve-
year infl ation expectations measured on the basis of the 
ECB survey of professional forecasters remained steady 
at 1.9 p.c. ; however, the same survey also indicated that 
the probability of seeing infl ation exceed 2 p.c. within 
fi ve years had increased during the year. Having regard to 
the prospective nature of monetary policy, the Governing 

Council accorded more importance to the assessment 
of these risks to medium-term price stability than to the 
simple fact that, during the year under review, there had 
been very little actual sign of the indirect and second-
round effects, as the underlying trend in infl ation rate 
continued to hover around 1.5 p.c. 

However, this relative stability in underlying infl ation does 
not imply that the rise in the price of oil and other com-
modities had no impact on the prices of other goods. 
In that regard, the Governing Council stated that the 
dynamics of industrial producer prices excluding energy 
had greatly intensifi ed in 2006, which suggested that the 
strong rise in the prices of oil and other commodities was 
beginning to affect later stages in the production chain, 
not only for intermediate products but also for consump-
tion goods. The HICP component relating to non-energy 
industrial goods recorded a similar movement, even 
though the infl ation rate for those goods remained below 
1 p.c. at the end of the period, having been curbed by 
the impact of cheaper imports of manufactured goods as 
a result of globalisation. 

However, infl ation of domestic origin also remained 
modest. Measured by the GDP defl ator, it averaged 
1.8 p.c. over the fi rst three quarters of the year under 
review. In particular, the rise in unit labour costs was 
moderate. This may in turn be affected by the strength-
ening global competition and by the impact of the struc-
tural reforms on the labour and product markets. It was 
also refl ected in the reasonable increase in the price of 
 services, which was close to 2 p.c.

Monetary analysis

During the year under review, the acceleration of mone-
tary expansion, which had begun in mid 2004, continued. 
The growth rate of the broad monetary aggregate M3 
increased from 7.7 p.c. in January to 9.7 p.c. in December. 
In the fi rst half year, M3 continued to be driven mainly by 
the aggregate M1, which includes the most liquid com-
ponents, namely notes and coins and overnight depos-
its. The Governing Council attributed this development 
essentially to the low opportunity cost of holding cash, 
combined with the continuing very low level of interest 
rates during the fi rst half of the year. 

Subsequently, despite gradually rising interest rates, the 
growth of M3 was unabated. A key underlying factor in 
this development was the low level of long-term inter-
est rates, which encouraged the holding of shorter-term 
assets, some of which are included in M3, rather than 
fi nancial instruments with longer maturities. However, the 
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increase in the key interest rates began to infl uence the 
dynamism of the M3 components by creating a substitu-
tion effect between them. Thus, the gradual tightening 
of monetary policy did to some extent curb the growth of 
M1, which dropped from an average of 10.1 p.c. in the 
fi rst half year to 7.2 p.c. in the second. Conversely, within 
the aggregate M2 minus M1, the expansion of term 
deposits with a maturity of less than two years acceler-
ated signifi cantly, whereas that of deposits repayable at 
less than three months’ notice slowed down, since remu-
neration of those instruments was not adjusted in line 
with market rates, in contrast to that on term deposits 
(for more details, see box 3). Furthermore, the higher 
interest rates also increased the attraction of debt secu-
rities with a maturity of less than two years, which 
expanded by an average of 38.5 p.c. in 2006. 

In the consolidated balance sheet of monetary fi nan-
cial institutions (MFIs), loans to the private sector, the 
main counterpart of M3, played a dominant role in the 
monetary dynamism in 2006. This lending recorded very 
vigorous expansion, increasing from 8.1 p.c. in 2005 to 
10.9 p.c. in 2006, the highest rate since the start of 
Stage Three of EMU in 1999. However, this marked growth 
rate conceals divergent movements. Thus, household 
borrowing, while maintaining a high level,  moderated 

somewhat in 2006. The gradual rise in mortgage interest 
rates and a deteriorating outlook on the housing market 
in certain countries were contributory factors. Conversely, 
the expansion of lending to non-fi nancial corporations 
was particularly strong, rising from 8.6 p.c. in January to 
13 p.c. in December, with a peak of 13.1 p.c. in November. 
Various factors contributed to this development, princi-
pally the strong economic growth and, more particularly, 
the strong expansion of investment, the dynamism of 
mergers and acquisitions and fi nally, the possibility that 
fi rms deemed it expedient to bring forward the fi nancing 
of their investment projects, in order to take advantage of 
the still favourable lending conditions. The results of the 
Eurosystem’s bank lending survey also indicate that the 
banks eased the criteria for granting loans. In fact, the 
more widespread practice of securitisation among credit 
institutions, the emergence of markets in credit deriva-
tives and the revival of interest in syndicated loans made 
it easier for banks to manage their credit risk.

Thus, the sustained dynamism of the monetary aggregates 
and lending bears witness to a situation of ample liquidity, 
which presents risks to price stability in the longer term 
and amplifi es the risks of imbalances on asset markets. 
As in 2005, the Governing Council expressed concern 
about this, especially in the light of the vigorous economic 
growth and the developments on housing markets in 
certain Member States of the Monetary Union. 
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Source : ECB.
(1) Percentage changes compared to the corresponding month of the previous year.
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CHART 18 LOANS TO THE PRIVATE SECTOR

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

Source : ECB.
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Box 3 –  The transmission of the Eurosystem’s monetary policy to market 
interest rates and bank rates in the euro area

Interest rates are one of the channels through which the central bank infl uences the real economic sphere. By 
adjusting its key interest rates – the reference rates for the interbank market – it steers money and bond market 
rates ; however, its degree of control varies considerably according to the different maturities. A change in the rates 
on these markets also prompts credit institutions to make adjustments, in varying degrees, to their lending and 
deposit conditions, which then infl uence the behaviour of the economic agents as regards consumption, saving 
and investment. These institutions therefore generally play an important role in the effi ciency of the transmission 
of monetary policy impulses, by determining the speed and scale with which they adjust debit and credit interest 
rates following a change in central bank interest rates. This box analyses two aspects : the transmission to the 
yield curve in the euro area of the cycle of increases in the Eurosystem’s main key interest rate, which began in 
December 2005, and the subsequent transmission to the debit and credit interest rates applied by the banks. 

On the money market, the raising of the Eurosystem’s principal key interest rate, namely the minimum bid rate on 
the main refi nancing operations, from 2 p.c. in November 2005 to 3.50 p.c. in December 2006, was accompanied 
by an almost identical increase in interest rates with a maturity of less than one year. The upward movement in 
money market rates actually anticipated the increase in the key rate, from September 2005 onward, when the 
ECB strengthened the tone of its communication. Transmission to longer-term rates was also evident. However, 
their rise, following a particularly steep fall in 2004 and 2005, was weaker in the case of the longest maturities, 
so that the risk-free yield curve became fl atter. Thus, fi ve-year interest rates increased by 123 basis points over the 
period from September 2005 to December 2006, against only 74 basis points for yields on ten-year government 
bonds.
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As is evident from the data on credit and debit interest rates which, when this Report went to press, were available 
only up to November 2006, the increase in the money market rates which began in September 2005 triggered a 
comparable but smaller rise in short-term rates on loans and term deposits. Moreover, the adjustment took place 
very quickly. Thus, when the three-month interest rate increased by 146 basis points between September 2005 
and November 2006, the rates offered to business and households on deposits at up to one year were raised by 
121 and 113 basis points respectively. Conversely, the interest rates on overnight deposits remained more or less 
unchanged, as is usually the case. The conditions for short-term loans to non-fi nancial fi rms exhibited a profi le 
broadly comparable to that of the money market rates. 

In contrast, the transmission of bond market interest rates to longer-term debit and credit interest rates applied 
by MFIs was less complete. Over the period from September 2005 to November 2006, the rate on business loans 
with an initial fi xed-interest period in excess of fi ve years and the rate on mortgage loans with an initial fi xed-
interest period of more than fi ve but less than ten years increased by 63 and 59 basis points respectively, while 
interest rates on fi ve-year government bonds went up by 113 basis points. MFIs also made similar adjustments to 
the remuneration on term deposits at over two years in the case of households. Conversely, in accordance with 
traditional practice, the remuneration of household deposits repayable at less than three months’ notice was not 
aligned with market conditions. The results of the ECB’s Bank Lending Survey conducted among credit institutions 
in the euro area also reveal a reduction in their intermediation margins, on average, during 2006, except in the 
case of the riskiest loans, for which those margins increased. 
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Monetary policy decisions and monetary conditions

Following its December 2005 decision to raise the 
minimum bid rate on the main refi nancing operations by 
25 basis points, bringing it to 2.25 p.c., the ECB 
Governing Council continued to respond, during the year 
under review, to the increased risks to price stability indi-
cated by economic and monetary analysis. Thus, in the 
fi rst half of the year, it gradually adjusted the key rates of 
the Eurosystem, raising them by 25 basis points on two 
occasions, namely 2 March and 8 June. In the second half 
year, it saw a need to speed up slightly the adjustment to 
the accommodating stance of monetary policy by making 
three increases in interest rates, on 3 August, 5 October 

and 7 December. This brought the minimum bid rate on 
the main refi nancing operations to 3.50 p.c. at the end 
of 2006. 

The fi nancial markets clearly anticipated these interest rate 
increases, thanks to the communication by the Governing 
Council regarding its reference scenario for growth and 
infl ation, the associated risks and their implications for 
maintaining price stability in the medium term. Between 
July and November, the Governing Council decided to 
strengthen its guidance given to market expectations by 
announcing a continuation of the gradual adjustments 
to the accommodating monetary policy stance, subject 
to the reference scenario materialising. However, the 
Governing Council did not commit itself to any particular 
interest rate path, in terms of either the frequency or the 
scale of the future increases. This communication strategy 
noticeably reduced the volatility on the fi nancial markets, 
as is evident from the movement in three-month rates on 
the interbank market. 

Despite the gradual tightening of monetary policy, the 
Governing Council considered that its stance remained 
accommodating throughout 2006, in view of the still 
historically low level of real interest rates, the vigor-
ous growth of the money supply and credit, and ample 
liquidity in the euro area. In the fi rst half of the year, 
real short-term interest rates, defl ated by the consumer 
price index, increased only slightly, taking account of the 
surge in infl ation. Conversely, in the second half of the 
year, owing to the easing of infl ation and the continuing 
rise in nominal interest rates, real interest rates increased 
more steeply, rising from 0.3 p.c. in the fi rst half year to 
1.7 p.c. at the end of the period. Thus, real short-term 
interest rates in the euro area were once again positive 
throughout the year, after hovering around zero during 
the three preceding years. However, viewed from a his-
torical perspective, real interest rates remained well below 
their long-term average. Moreover, taking an average for 
the year, they were still below any reasonable estimate of 
the neutral level of real interest rates.  

The analysis shows that, with the exception of relatively long-term bond yields, the upward movement in the 
Eurosystem’s key interest rates which began in December 2005 was transmitted almost entirely to market rates. 
Conversely, MFIs did not adapt their credit and debit interest rates fully in line with market conditions during the 
period considered. However, the adjustment was signifi cantly greater in the case of shorter-term banking products 
than for those with longer maturities. 
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CHART 19 EUROSYSTEM AND MONEY MARKET INTEREST 
RATES 

 (daily data)

Source : ECB.
(1) Fixed rate until 28 June 2000, minimum bid rate thereafter.
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The downward movement in the euro, which had begun 
in the second half of 2005, was halted at the end of 2005 
and gave way to a gradual appreciation of the euro’s 
real exchange rate against the US dollar during the year 
under review. This mainly refl ects the appreciation of the 
euro’s nominal exchange rate against the dollar, which 
increased from 1.18 at the beginning of the year to 1.32 
at the end of December, a rise of 11.4 p.c. As there was 
relatively little fear of a disorderly correction to the global 
imbalances, this rise was due mainly to the divergent 
trend in growth expectations between the euro area and 

the United States, and the associated monetary policy 
outlook. However, when these developments are viewed 
from a historical perspective, it is evident that the level of 
the euro’s real exchange rate against the US dollar during 
the year was not exceptional. Moreover, the impact of the 
euro’s appreciation against the dollar was attenuated by 
the movement in the exchange rate of the other curren-
cies, since the nominal effective euro exchange rate rose 
by only 4.8 p.c. over the period. 

The movements in real interest rates and in the effective 
exchange rate suggest that monetary policy contrib-
uted to the recovery of economic activity in the euro 
area during 2006. Box 4 shows that this also applied in 
Belgium, in that the prevailing economic conditions were 
comparable there.

Moreover, the low level of long-term interest rates also 
promoted the recovery of economic activity. Although 
the rise in short-term interest rates was transmitted to 
some extent to long-term rates, as described in more 
detail in box 3, the latter remained at a relatively low 
level throughout 2006, thus partially consolidating the 
steep fall seen in 2004 and 2005. As monetary policy has 
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CHART 20 INDICATORS RELATING TO MONETARY 
CONDITIONS

 (quarterly averages)

Sources : BIS, EC, ECB.
(1) The real short-term interest rate is calculated as the difference between the 

three-month rate on the interbank market and the annual percentage change in 
the consumer price index.

(2) Nominal exchange rate of the German mark (1973-1998) and the euro 
(1999-2006) against the US dollar, deflated by the ratio between the consumer 
price indices in the United States and Germany (1973-1998) or the euro area 
(1999-2006).
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CHART 21 LONG-TERM INTEREST RATES IN THE EURO AREA 
AND IN THE UNITED STATES

 (monthly averages)

Source : ECB.
(1) Average of the yields on bonds issued by the Member States, weighted by 

the respective outstanding amounts of public debt.
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 succeeded in fi rmly anchoring infl ation expectations in 
recent years, the low level of nominal long-term interest 
rates essentially refl ects the level of real interest rates. 
During the year under review, the yield on indexed bonds 
maturing in 2012 did increase to 1.6 p.c. in December, but 
was still very low in historical terms. In the United States, 
too, the level of real long-term interest rates remained 
relatively low, despite some transmission, during the year 
under review, of the tightening of the Federal Reserve’s 
monetary policy. The increasing fi nancial integration at 
international level in fact implies that bond market rates 
are determined increasingly by global factors.

The low level of real long-term interest rates seems to 
be attributable mainly to a reduction in the risk premi-
ums which investors require in order to hold long-term 

instruments, rather than to a downward adjustment to 
the growth outlook. This decline in risk premiums may 
refl ect the perception of greater macroeconomic stability, 
resulting partly from the credibility and increased transpar-
ency of monetary policy. Although this factor may have 
played a key role in explaining the downward trend in 
risk premiums, it still does not entirely explain the sudden 
acceleration in that reduction between 2004 and 2005. 
The low level of real long-term interest rates which per-
sisted in 2006 therefore also refl ects other factors, such 
as the strong demand for long-term bonds on the part 
of insurance companies and pensions funds, and more 
specifi cally, in the case of the United States, the recycling 
of the substantial surplus savings recorded by the emerg-
ing economies of Asia and the oil-producing countries in 
recent years.

Box 4 – The Belgian economy and the monetary policy of the Eurosystem

The primary objective of the Eurosystem’s monetary policy is to maintain price stability in the euro area as a whole. 
Monetary policy decisions are therefore based on the economic and monetary situation in the whole of the euro 
area and are not geared to the situation in individual countries. The Eurosystem’s monetary policy therefore cannot 
be used to rectify any national economic imbalances. If a Member State’s performance in terms of economic 
growth or infl ation is disappointing, that State has to take appropriate action, particularly in regard to fi scal policy, 
incomes policy or structural policies. 

In a monetary union, the effi cient operation of product, labour and capital markets plays a vital role in so far 
as it facilitates the adjustment to asymmetric shocks. Conversely, in the presence of wage or price rigidity, the 
adjustment mechanisms may prove particularly slow, thus prolonging the effects of the shocks. Furthermore, 
divergences in the functioning of national markets may mean that, for varying lengths of time, countries taken 
individually may react differently to common factors, such as monetary policy. In addition, dysfunctions in certain 
Member States may lie at the root of wage and price movements which are out of step with underlying economic 
fundamentals, and may thus lead to a loss of competitiveness and a decline in economic activity and employment. 
Fiscal policy may also be a source of asymmetry, particularly if it adopts a pro-cyclical stance giving rise to 
undesirable movements in growth or infl ation. Conversely, in countries where the budget balance conforms to the 
medium-term objective adopted in their stability programme, the automatic stabilisers are an adequate instrument 
for counteracting the purely cyclical infl uence of idiosyncratic shocks.

This box aims to assess whether the common monetary policy has been appropriate from the point of view of the 
Belgian economy.

In a monetary union, it is considerably easier to conduct the common monetary policy when the business cycle 
among the various countries is synchronised. As a rule, the macroeconomic developments occurring in the 
Belgian economy are broadly similar to those in the euro area as a whole. Thus, the GDP growth rate is decidedly 
comparable, be it in terms of the trend or the synchronisation of the economic cycles. The year 2006 was no 
exception, since Belgium and the euro area both enjoyed a strong recovery in economic activity (see chapters 1 
and 3).

4
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For infl ation, the profi les are again very similar if one excludes temporary differences due to the greater short-term 
sensitivity of the Belgian HICP to fl uctuations in oil prices, and those due to primarily administrative price changes. 
Taking account of cyclical movements, the risks to price stability were broadly similar in Belgium and in the euro 
area during the year under review (see chapter 5). 

These macroeconomic fi ndings were recently corroborated by more specifi c analyses produced by the Eurosystem 
Infl ation Persistence Network (IPN). This temporary research network set up by the Eurosystem examined the 
degree and sources of infl ation persistence, as well as price setting practices. The results showed that during 
the recent period the degree of infl ation persistence in Belgium has been relatively modest, and comparable to 
the level seen for the euro area. Moreover, in regard to pricing, these analyses indicate that the frequency of price 
adjustments, which is a key determinant of the transmission of monetary policy, is not fundamentally different 
from that observed in the euro area as a whole. However, it is considerably lower than in the United States. 
In particular, the service sector seems to exhibit a lower level of price fl exibility both in Belgium and in the euro area 
as a whole. The reason could be a degree of wage rigidity in so far as wages represent a signifi cant proportion of 
that sector’s production costs. The role of wages as a source of rigidity is examined by a new temporary research 
network created by the Eurosystem, the Wage Dynamics Network (WDN), which was set up during the year under 
review.

The evident similarities between Belgium and the euro area, in terms of both macroeconomic developments and 
price setting, show that the single monetary policy has been appropriate if it is examined from the point of view of 
the Belgian economy. That is due mainly to the close integration of the Belgian economy into the Monetary Union 
and the establishment of economic policies compatible with the operation of EMU, more particularly in regard 
to wage setting and public fi nances. However, these fi ndings do not mean that there is no longer any challenge 
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2.2  Operational aspects

In setting the key interest rates of the Eurosystem, and 
more particularly the minimum bid rate for the main 
re fi nancing operations, the ECB Governing Council decides 
the stance of monetary policy. In operational terms, mon-
etary policy aims to steer the overnight market interest 
rate (Eonia) so as to keep it close to the minimum bid rate. 
The Eurosystem achieves that by determining the frame-
work and conditions under which the banking system 
can refi nance its structural liquidity requirement. That 
requirement is due to “autonomous factors”, i.e. factors 
independent of monetary policy, such as movements in 
the banknotes in circulation, foreign exchange reserves 
or government deposits with the Eurosystem. This defi cit 
is also enlarged by the obligation on credit institutions to 
maintain remunerated reserves in the form of deposits on 
accounts held with the national central banks.

In conducting the operational liquidity management 
in order to cover the needs of credit institutions, the 
Eurosystem assigns a key role to the main refi nancing 
operations. In practice, these take the form of weekly 
allotments of one-week credit, whereby the Eurosystem 
temporarily makes funds available for the euro area bank-
ing system against collateral provided in the form of assets 
classed as eligible. These operations are crucial because, 
apart from the fact that the minimum bid rate signals 
the monetary policy stance, these allotments are also 
intended to cover the bulk of the refi nancing needs of 
credit institutions in the euro area. The amounts allotted 
in these operations are based on the so-called reference 
amounts estimated in such a way as to ensure that the 
market is balanced in the subsequent week.

In the event of unforeseen fl uctuations in liquidity, due for 
example to unexpected changes in autonomous factors, 
the reserve requirements play an important stabilising 
role. In fact, compliance with the obligation to maintain 
these reserves is only assessed on the basis of the average 
amount of the assets held on reserve during the reserve 
maintenance period which, on average, extends over four 
weeks. The daily balances can therefore fl uctuate freely, 

giving credit institutions the chance to absorb temporary 
liquidity shocks. However, on the last day of the reserve 
maintenance period, the stabilising potential of the 
reserve requirements disappears.

In order to cope with contingencies arising on the last 
day of the reserve maintenance period and/or if recourse 
to the interbank market is no longer possible, the stand-
ing facilities system enables credit institutions to borrow 
or deposit funds overnight with the Eurosystem at pre-
announced rates which create a symmetrical corridor of 
100 basis points on either side of the minimum bid rate 
and represent the limits for the movement in overnight 
interest rates. 

During the year under review, the liquidity required by 
credit institutions averaged 421.7 billion euro, a rise of 
around 12 p.c. against the previous year. After oscillating 
around 405 billion during the fi rst half of the year, the 
liquidity requirement surged at the start of the summer, 
to reach an all-time high of 462 billion in July. Thereafter, 
while remaining fairly volatile, it declined slightly, then 
fl uctuated around 430 billion euro in the fourth quarter 
of 2006.

While short-term variability is due mainly to government 
deposits, the upward trend in the liquidity requirement was 
still driven mainly by the growing demand for banknotes 
and the rising outstanding amount of the reserve require-
ments. The latter in fact increases in proportion to the 
expansion of the balance sheet of the banking institu-
tions which are subject to the reserve requirement. Since 
the introduction of the euro notes and coins, the euro’s 
increasing status as a reserve currency and the ever closer 
links with the neighbouring countries are both factors 
which may have contributed to the growing demand for 
banknotes on the part of non-residents. The existence of 
denominations with a much higher face value than that of 
the old banknotes in the national currency in the majority 
of the euro area countries also amplifi es demand for cash. 
In addition, the opportunity cost of holding currency was 
still small in a context in which interest rates remained 
fairly low. 

ahead as regards public fi nances or the effi cient functioning of product, labour and capital markets, be it with a 
view to making the Belgian economy more capable of absorbing shocks or to supporting its long-term growth 
potential. In fact, as demonstrated by the experience of the past eight years, the common monetary policy does 
not prevent certain countries from recording growth rates well in excess of those of the euro area as a whole, 
while still keeping control over price developments.
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The increase in the average outstanding amount of net 
assets in gold and foreign exchange during the year 
under review essentially refl ects the quarterly accounting 
revaluations resulting from movements in the price of 
gold and the euro exchange rate. These have no effect 
on liquidity needs since they are neutralised by the revalu-
ation accounts, which are recorded under the “miscel-
laneous (net)” item in the simplifi ed fi nancial statement 
of the Eurosystem. Excluding revaluations, the average 
outstanding amount of the net assets in gold and foreign 
exchange declined, the main reason being the repayment 
of claims by the IMF and sales of gold conducted under 
the agreement on gold assets concluded on 8 March 
2004 by fi fteen European central banks.

In accordance with the principle of neutrality which the 
Eurosystem applies to its liquidity management policy, 
with the aim of avoiding any systematic bias in the use 
of the marginal lending facility or the deposit facility, the 
open market operations covered more or less the whole 

of the refi nancing needs of the euro area’s banking sector, 
essentially via the main refi nancing operations and to a 
lesser extent via the longer-term refi nancing operations. 
The purpose of the latter is to offer a stable source of 
fi nance, particularly for credit institutions of modest size. 
Twelve operations of this type, which take the form of 
monthly allotments of three-month credit, were con-
ducted in 2006. The Governing Council also decided to 
increase the amount allocated under these operations 
from 30 to 40 billion euro with effect from 26 January 
2006. This increase was designed to take account of the 
larger refi nancing requirement of the euro area’s banking 
system in 2006, but without calling into question the key 
role played by the main refi nancing operations.

From the beginning of January to the end of December, 
The Eurosystem conducted fi fty-two main refi nancing 
operations for an average volume of just over 307 bil-
lion euro. With the aim of reducing the spread between 
the overnight rate and the minimum bid rate, while 

TABLE 14 CONSOLIDATED AND SIMPLIFIED FINANCIAL STATEMENT OF THE EUROSYSTEM (1)

(average of daily outstanding amounts, billions of euro)

2004 2005 2006

Liquidity needs of credit institutions . . . . . . . . . . . . . . . . . . . . . . . . –310.7 –376.6 –421.7

Operations unrelated to monetary policy (2) . . . . . . . . . . . . . . . . –174.2 –230.1 –257.9

Notes in circulation (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –450.5 –519.6 –578.0

Gold and foreign exchange assets . . . . . . . . . . . . . . . . . . . . . . 302.8 296.6 329.1

p.m. Net change resulting from operations during the year (4) –15.1 –12.9 –9.6

Government deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –53.4 –58.2 –55.6

Miscellaneous (net) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.0 51.0 46.6

Average reserve requirement . . . . . . . . . . . . . . . . . . . . . . . . . . . . –136.5 –146.5 –163.7

Open market operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311.7 377.4 422.4

Main refinancing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 241.6 289.8 307.0

Longer-term refinancing operations . . . . . . . . . . . . . . . . . . . . . . . 70.2 87.6 115.5

Structural operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0

Fine-tuning operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.1 0.0 0.0

Total : residual money market surplus . . . . . . . . . . . . . . . . . . . . 1.0 0.8 0.7

Standing facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0

Marginal lending facility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.2 0.1 0.1

Deposit facility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.2 –0.1 –0.2

Difference between current account deposits and the average 
reserve requirement : surplus (–) or deficit . . . . . . . . . . . . . . . . . . . –1.1 –0.8 –0.7

Source : ECB.
(1) A plus sign indicates a Eurosystem asset, which is a factor expanding liquidity ; a minus sign indicates a Eurosystem liability, a factor reducing liquidity.
(2) Including debt certificates issued and securities acquired before 1 January 1999.
(3) Excluding old national currency banknotes still in circulation, which come under “miscellaneous (net)”.
(4) Difference at the end of the year compared to the situation as at 31 December in the previous year, in billions of euro. Excludes quarterly revaluations.
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CHART 22 OPERATIONAL CONDUCT OF THE EUROSYSTEM’S MONETARY POLICY IN 2006

 (daily outstanding amounts, billions of euro, unless otherwise stated)

Source : ECB.
(1) Daily data.
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 maintaining the money market in balance, the Eurosystem 
continued its generous allotment policy between January 
and April, allocating a liquidity volume slightly greater 
than the reference amounts announced prior to each 
weekly tender. From 27 April until 30 August, this policy 
was accentuated and extended to all the main refi nanc-
ing operations, including the last one in each reserve 
maintenance period, which had not previously been the 
case. Thereafter, this policy became gradually less gen-
erous once again, and was then suspended at the end 
of September before being re-applied from November, 
always in accordance with the ECB’s assessment of the 
movement in the interest rate differential in question and 
the market liquidity situation.

Furthermore, in 2006 the Eurosystem had systematic 
recourse – except in November – to fi ne-tuning opera-
tions on the last day of each reserve maintenance period, 
in order to improve the stability of the overnight rate. 
The Eurosystem had made use of this tool on only nine 
occasions in 2005 and three in 2004. This development 
is due to changes made in March 2004, which extended 
the time between the settlement day of the last main 
re fi nancing operation in a reserve maintenance period 
and the end of that period. That extension implies a 
greater risk of an accumulation of unexpected imbalances 
in money market liquidity conditions, which, at the end of 
the reserve maintenance periods, may lead to a marked 
difference between the overnight rate and the minimum 
bid rate. To avoid that, the Eurosystem intervened on 
eleven occasions during the year : it injected 7 billion euro 
into the market on 17 January, 6.5 billion on 7 February, 

26  billion on 11 April, 9.5 billion on 10 October and 
2.5 billion on 12 December. On six occasions, it withdrew 
liquidity : 2.6 billion euro on 7 March, 11.5 billion on 9 May, 
4.9 billion on 14 June, 8.5 billion on 11 July, 18 billion on 
8 August and, fi nally, 11.5 billion on 5 September.

The implementation of the operational framework of 
monetary policy was successful in that the interest rate 
differential mentioned above only very rarely exceeded 20 
basis points in absolute terms. Historically speaking, this 
is a very small spread, especially as there were a number 
of changes to the key rates in 2006 ; before the March 
2004 reforms, such changes were often accompanied 
by periods of volatility in the interest rate spread well in 
excess of that value. Moreover, in 2006 the spread never 
exceeded 18 basis points, in absolute value, on the last 
day of the reserve maintenance periods, a time which is 
by defi nition far more sensitive to unforeseen fl uctuations 
in liquidity conditions. In the past, and in the absence of 
systematic fi ne-tuning operations, that was precisely the 
day on which any imbalances had the greatest impact 
on the rate differential, since they could no longer be 
smoothed out by the stabilising function of the reserve 
requirements, so that operators had little choice : make 
use of the standing facilities at rather unfavourable inter-
est rates, or go to the market where the rate was adjusted 
accordingly, thus diverging from the minimum bid rate. 
During the year under review, there was also a decline in 
the use of the net standing facilities on the last day of the 
reserve maintenance period, whereas on average, the use 
of the two facilities combined tended to increase slightly 
over that period as a whole.
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3.
3.1 Summary

In Belgium, the notable strengthening of activity at the 
end of 2005 was consolidated during the year under 
review. Thus, GDP growth doubled in relation to the pre-
vious year, reaching 3 p.c. This was the highest growth 
since the start of the decade, and also outstripped the 
average for the euro area, as it had from 2002 to 2004.

This dynamism was fostered by a buoyant external 
environment. First, Belgium benefi ted from the vigorous 
growth of its main export markets, namely that of the 
euro area, a region which made a greater contribution 
than in 2005 to the expansion of the global economy, and 
of the other EU-25 countries. The Belgian economy, like 
that of the other European countries, was less affected 
than in previous years by adverse shocks. As an annual 
average, the euro exchange rate hardly changed during 
the year under review, while the rise in oil prices slowed 
down, amounting to around 20 p.c. in 2006, following 
the correction after the summer. Finally, on the fi nan-
cial markets, long-term interest rates remained at a low 
level, and stock market prices rose resolutely, with little 
 volatility.

In this favourable context, activity growth was broadly 
based. For two years, in the aftermath of the cyclical 
downturn in 2001, businesses had been very reticent in 
their recruitment and investment decisions, in order to 
maintain their productivity and improve their profi tability 
and their fi nancial position, but were now the fi rst to 
participate fully in the recovery. Following a temporary 
dip at the end of 2004 and the beginning of 2005, when 
industrial activity and exports had faltered for a short time 
in the euro area, business confi dence as refl ected in the 
overall synthetic business survey indicator staged a strong 
recovery in the second half of the year, in line with the 
general upward trend of the last four years. In 2006, con-
sumer confi dence strengthened in its wake, though it was 
dented temporarily in December by the announcement of 
a major company’s restructuring.
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CHART 23 THE BROADENING BASIS OF GROWTH

Sources : NAI, NBB.
(1) Overall synthetic business survey curve, gross series.
(2) Annual percentage changes.
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Thus, the growth of value added was spread across 
the various branches of activity, with demand of all the 
Belgian economic agents providing balanced support. 
Business and household investment which, together with 
public investment, had already played a substantial part in 
economic growth in 2004 and 2005, once again made a 
signifi cant contribution in 2006. Households and general 
government also stepped up their consumption expendi-
ture. Finally, as in the previous year, the contribution of 
the change in stocks was considerable. Conversely, that 
of net exports of goods and services was negative, though 
much less so than in 2005.

3.2 Activity

After four quarters of weak economic activity, a situation 
also seen in the euro area and connected both with the 
earlier currency appreciation and the soaring prices of 
energy and industrial commodities, GDP growth acceler-
ated sharply at the end of 2005 and in the fi rst quarter of 
the year under review. Year-on-year, the activity expansion 
then came to around 3 p.c. On a quarterly basis, the rate 
of expansion was sustained throughout the year, although 
it did ease slightly, reverting to a level close to the econo-
my’s potential, as the cyclical catching up effects waned.

The robustness of the growth was endorsed by the 
movement in business confi dence, as measured by the 
Bank’s overall synthetic indicator. After a low point in 
June 2005, that confi dence increased steadily. Twelve 
months later, the gross indicator actually reached the 
highest value ever attained since the current method of 
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CHART 24 GDP AND BUSINESS SURVEY INDICATORS

 (seasonally adjusted data)

Sources : NAI, NBB.
(1) Calendar adjusted data.
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TABLE 15 VALUE ADDED IN THE BRANCHES OF ACTIVITY

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

p.m.
Weight (1)

2002 2003 2004 2005 2006 (2)

Agriculture . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 4.4 –7.5 7.2 7.7 –3.0

Industry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.4 –0.9 –1.3 3.0 0.1 2.0

Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.9 –1.5 1.2 4.6 1.8 8.2

Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74.6 2.1 2.1 1.7 1.8 2.6

of which : market services (3) . . . . . . . . . . . . . . . . 51.3 2.5 2.4 1.7 2.3 3.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.0 1.3 1.2 2.1 1.5 2.7

p.m. GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4 1.0 2.7 1.5 3.0

Source : NAI.
(1) Percentages of total value added in 2005.
(2) First nine months of 2006, compared to the corresponding period of the previous year.
(3) Trade, transport and communication, financial and insurance services, and real estate and business services.

calculation came into use, i.e. since 1980. In the ensuing 
months, it still remained at a high level, refl ecting favour-
able conditions in the branches which it covers, namely 



OUTPUT, EXPENDITURE AND CURRENT TRANSACTIONS 
IN BELGIUM

47

industry,  construction and trade. The business services 
confi dence indicator, which is not included in the overall 
synthetic indicator, also shows a constant strengthening 
of activity in that branch from mid 2005. However, the 
cyclical downturn had been less pronounced there than 
in industry.

Excluding agriculture, all branches contributed to the 
recovery and the vigour of activity in 2006. In contrast 
to the previous year, industry made a signifi cant positive 
contribution to economic growth, with value added up by 
2 p.c. during the fi rst nine months, whereas it had stag-
nated in 2005. The acceleration persisted during the year, 
so that the capacity utilisation rate rose sharply.

In 2006, construction was the most dynamic branch of 
activity since its value added increased by 8.2 p.c. over the 
fi rst nine months of the year. Thus, having already made a 
modest contribution to the economy’s expansion in 2005, 
with volume growth of 1.8 p.c., it was one of the drivers 
of the acceleration in 2006.

Services, which represent around three-quarters of value 
added in Belgium, also played a part in the upswing, 
recording growth of 2.6 p.c. for the fi rst three quarters of 
2006, against 1.8 p.c. for 2005 as a whole. Market serv-
ices were particularly dynamic : trade, transport and com-
munication activities, which had seen an overall decline 
in value added in 2005, were back in growth, while the 

rate of expansion in fi nancial, real estate and business 
services, which had hardly been affected by the weakness 
of economic activity in 2005, was maintained throughout 
the year under review.

3.3  Real developments in the main 
sectors

Enterprises

Having made signifi cant adjustments following the burst-
ing of the stock market bubble and the widespread 
slowdown in economic activity in 2001, leading to an 
increase in the gross operating surplus of 3 percentage 
points of GDP over the period 2002-2006, enterprises 
gradually expanded their production capacity from 2004. 
That process was consolidated in 2006, with a further 
increase in their gross fi xed capital formation of 4.4 p.c. in 
real terms. The gross investment ratio of enterprises thus 
improved by 1.1 percentage point of GDP from 2004 to 
2006, following a 0.9 point decline overall in the previous 
two years, to reach 13.6 p.c., a high level close to that of 
the early 1990s.

While in 2004 and 2005, the investment recovery had 
been started by service enterprises, mainly large com-
panies active, in particular, in the maritime transport 

TABLE 16 GDP AND MAIN CATEGORIES OF EXPENDITURE

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

2002 2003 2004 2005 2006 e

Final consumption expenditure of individuals . . . . . . . . . . . . . . . . 0.7 1.0 1.6 0.8 2.4

Final consumption expenditure of general government . . . . . . . . 2.9 2.2 2.1 –0.6 1.3

Gross fixed capital formation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –1.5 –0.7 6.9 5.2 3.8

Housing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.8 3.6 9.0 3.5 4.8

Enterprises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –1.9 –2.3 6.7 4.8 4.4

General government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.7 2.9 13.5 –3.0

p.m. Total final domestic expenditure . . . . . . . . . . . . . . . . . . . . . . . 0.8 0.9 2.8 1.4 2.4

Change in stocks (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 0.0 0.1 0.6 0.8

Exports of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.8 2.9 5.7 3.3 3.4

Imports of goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 2.8 6.2 4.1 3.7

p.m. Net exports of goods and services (1) . . . . . . . . . . . . . . . . . . . 0.6 0.2 –0.1 –0.4 –0.1

GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4 1.0 2.7 1.5 3.0

Sources : NAI, NBB.
(1) Contribution to the change in GDP.
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branches, and more generally in logistical services, the 
majority of the branches of activity contributed to the 
vigour of investment in 2006. According to the informa-
tion contained in VAT returns and the results of the Bank’s 

half-yearly survey, manufacturing industry was no excep-
tion to this trend, whereas its gross fi xed capital formation 
had contracted by over 15 p.c. between 2000 and 2005.

With the waning of the factors of uncertainty which 
had undermined the economic environment in preced-
ing years, investment responded fully to the favourable 
demand conditions. In manufacturing industry, capital 
replacement and expansion were encouraged by the 
steep rise in capacity utilisation rates, which increased 
from 78.2 p.c. in the second quarter of 2005 to 84 p.c. a 
year later, the highest level since the end of 2000, before 
dropping back to around 83 p.c. in the last two quarters 
of 2006. The proportion of fi rms mentioning a shortage 
of demand as a factor explaining the under-utilisation of 
capacity fell sharply over the same period, reaching a low 
point in the third quarter.

Generally speaking, apart from demand, fi nancing condi-
tions also stimulated investment during the year under 
review. As regards external fi nancing, stock market prices 
once again increased, as an annual average, with the 
Belgian All Shares index recording a rise of 24.1 p.c. in 
2006. For their part, nominal interest rates remained at 
historically low levels, despite edging upwards slightly.

Turning to internal fi nancing, the gross operating surplus 
of companies grew faster than GDP for the fi fth year in 
a row. Its share of GDP, which had ranged between 20 
and 21 p.c. from 1995 to 2002, thus increased steadily to 
reach 23 p.c. in 2006. According to the information avail-
able in the national accounts since 1995, and on the basis 
of comparable information extrapolated back to 1980, it 
thus surpassed, from 2004 onwards, the previous peak of 
21.8 p.c. reached in 1989.

This movement parallels the general improvement in cor-
porate profi tability and solvency in recent years, evident 
from the accounting data. As described in more detail 
in box 5, the movement in the ratios for the situation of 
Belgian non-fi nancial corporations shows that their bal-
ance sheets and profi t and loss accounts have noticeably 
improved since 2002.

After a temporary loss of momentum in 2005, the 
growth rate of the gross operating surplus returned to 
a sustained level of 8.1 p.c. in 2006. The upturn in eco-
nomic activity was refl ected in an increase in the volume 
of sales and the restoration of labour productivity, which 
had deteriorated in 2005, so that the rise in unit labour 
costs was limited. In addition, the increase in import 
costs, propelled in particular by the rising commodity 
prices, was accompanied by a faster rise in export prices, 
leading to a slight  improvement in the terms of trade 
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CHART 25 INVESTMENTS BY ENTERPRISES

Sources : NAI, NBB.
(1) Value data, not calendar adjusted.
(2) Percentage changes compared to the previous year.
(3) Proportion of firms which did not mention a shortage of demand as a factor 

explaining the under-utilisation of production capacity in the Bank’s quarterly 
survey of manufacturing industry.
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during the year under review, after a deterioration in the 
three preceding years.

While the expansion of their gross operating surplus ena-
bled companies to increase their capacity to fi nance the 
other sectors of the economy from 2002 to 2004, that 

TABLE 17 COMPANIES ACCOUNT:
MAIN COMPONENTS AND DETERMINANTS OF THE GROSS OPERATING SURPLUS, AT CURRENT PRICES

2002 2003 2004 2005 2006 e

Determinants of the gross operating surplus of companies
(percentage changes compared to the previous year)

Gross operating surplus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3 5.6 12.2 3.3 8.1

Gross operating margin per unit of sales (1) . . . . . . . . . . . . . . . . 4.5 3.5 7.0 0.9 4.1

Unit selling price (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 –0.3 2.6 3.1 3.1

On the domestic market (1) . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 1.7 2.7 2.3 1.7

Exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.5 –2.2 2.5 3.8 4.4

Costs per unit of sales (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.4 –0.9 2.0 3.4 2.9

Imported goods and services . . . . . . . . . . . . . . . . . . . . . . . . –1.2 –2.0 2.8 4.6 4.0

Costs of domestic origin per unit of output (1) (2) . . . . . . . . 0.8 0.2 0.3 1.4 1.0

of which : unit labour costs . . . . . . . . . . . . . . . . . . . . . . . . 1.3 –0.1 –0.8 1.9 0.5

Final sales in volume . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.8 2.0 4.9 2.4 3.8

On the domestic market (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 1.1 3.8 1.9 3.9

Exports . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 2.9 5.9 2.8 3.7

Main components of the companies account
(percentages of GDP)

Gross disposable income

Gross operating surplus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.4 21.0 22.3 22.4 23.0

Other components of gross disposable income (3) . . . . . . . . . . . –8.2 –7.2 –7.7 –8.8 –9.2

Uses

Gross capital formation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.2 12.2 13.2 13.5 14.1

Capital transfers (4) (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.4 0.7 (6) –0.2 –0.4 (7) –0.8

Financing balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 0.9 (6) 1.6 0.5 (7) 0.5

Sources : NAI, NBB.
(1) Including changes in stocks.
(2) Apart from compensation of employees, this item covers indirect taxes net of subsidies and gross mixed income of households.
(3) Net property incomes and net current transfers, including changes in the net claims of households on pension funds.
(4) These are net amounts, i.e. the difference between transfers paid to other sectors and those received from other sectors.
(5) Including net acquisitions of non-financial non-produced assets. These comprise, for example, land or patents and goodwill.
(6) Including the capital transfer of 1.8 p.c. of GDP effected by Belgacom in return for the government’s assumption of its pension liabilities.
(7) In accordance with the data published by the NAI, excluding the capital transfer of 2.4 p.c. of GDP effected by the Railway Infrastructure Fund (RIF) in favour of the BNRC

in respect of the assumption of its debt, as these two entities come under non-financial corporations. According to Eurostat, the RIF is part of the general government sector,
and this debt assumption should be recorded as capital received by non-financial corporations from the government sector.

has not been the case in the past two years, as enter-
prises have devoted more of their additional resources to 
the payment of taxes and dividends and to expenditure 
on gross fi xed capital formation. Their fi nancing capacity 
thus declined from 1.6 p.c. of GDP in 2004 to 0.5 p.c. in 
2006.
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Box 5 – Improvement in the fi nancial situation of enterprises

The strong economic growth in 2006 was founded partly on the rapid expansion of business investment, in line 
with the trend seen since 2004. The investment revival was encouraged, in particular, by the improvement in 
the fi nancial situation of companies. Companies’ debt levels and their results, which had worsened slightly from 
the late 1990s to 2001 and 2002 respectively, subsequently improved.

According to the fi nancial accounts data, the debts of non-fi nancial corporations increased from 1997 to 2001, in 
which year they slightly exceeded the total of their value added. Since then, non-fi nancial corporations have cut 
their debt levels in relation to their value added.

This reversal in corporate debt was accompanied by an improvement in fi rms’ accounting ratios, as indicated by 
the fi gures published on the basis of the data from the Bank’s Central Balance Sheet Offi ce (1). That is true for 
both large fi rms and SMEs, although in the latter case the movements are less marked. Developments concerning 
results, profi tability, solvency and liquidity will be discussed in turn below.

From 1999 to 2002, the share of value added represented by the net result after tax virtually halved, falling from 
18.8 to 9.8 p.c. This deterioration, especially in 2001 and 2002, was caused partly by the growing proportion of 
staff costs, up from 59.5 to 60.7 p.c. of value added, and by large reductions in the value of the fi nancial fi xed 
assets owned by the fi rms. From 2003, the share of staff costs declined steadily, reaching a low point in 2005, 
at 56.4 p.c. This control of labour costs contributed to the strong rise in the net result after tax as a percentage 
of value added, which almost tripled in three years from 9.8 to 28.4 p.c. Moreover, the net result after tax grew 
faster than the gross operating surplus, owing to the substantial contribution made by other components of the 
profi t and loss account to the improvement in the net profi t, such as net fi nancial income and net exceptional 
income, especially in 2005.
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(1) Lagneaux F. and D. Vivet (2006), Trend in the fi nancial structure and results of fi rms in 2005, Economic Review, NBB, December, pp. 31-53. The results were updated 
for the year 2005.
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Financial profi tability, measured as the net result after tax as a percentage of the equity, had also reached a low point 
in 2002, for both large fi rms and SMEs. It subsequently bounced back, regaining in 2005 the level of the late 1990s 
in the case of large fi rms, and actually exceeding it in the case of SMEs. For the latter, which are traditionally less 
profi table than large fi rms, the return on equity thus exceeded the gross yield on a ten-year government bond.

Solvency indicates the ability of companies to honour their short- and long-term fi nancial commitments. A fi rst 
measure of solvency relates the equity to the total liabilities ; a high ratio therefore indicates that the fi rm is 
independent of borrowings. In general, large fi rms and SMEs increased their fi nancial independence over the 
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Individuals

In 2006, continuing a movement which had begun in 
2003, a year before the business investment revival, 
households once again increased their expenditure on 
housing construction and renovation, by 4.8 p.c. in 
volume, outpacing GDP growth. As in previous years, 
this was encouraged by the still low level of interest rates 
and by the steep rise in property prices on the secondary 
market (for more details, see box 6).

In addition, during the year under review, household 
purchasing power increased signifi cantly, whereas in 
cumulative terms it had hardly risen at all between 2001 
and 2005. This led to an almost equivalent expansion in 
household expenditure on consumption, with volume 
growth up from 0.8 to 2.4 p.c. This was therefore the 
main factor driving the acceleration in GDP growth in 
2006.

Overall, the household savings ratio increased slightly, 
from 13.2 p.c. of disposable income in the two preced-
ing years to 13.5 p.c. Two factors exerted an opposing 
infl uence on the saving behaviour of households in 2006. 
On the one hand, households gained confi dence the 
more they believed that the improvement in the general 
economic situation, particularly employment, would be 
maintained, and that led them to reduce their precaution-
ary saving. On the other hand, signifi cant changes in their 
real disposable income, such as those observed during the 
year under review, tend to be refl ected only gradually in 
their consumption expenditure.

ten-year period considered. Moreover, that trend should have accelerated in 2006, as a result of the capital 
contributed that year in order to take advantage of the new tax rules on notional interest. Another measure of 
solvency is the degree to which borrowings are covered by the cash fl ow : it indicates the fi rm’s ability to repay its 
debts. That ratio, which had reached a low point in 2002, improved steadily and in 2005 came near to the high 
level reached in 1997, in the case of large fi rms, and in 2000 in the case of SMEs. Overall, corporate solvency has 
therefore improved signifi cantly in recent years.

Finally, liquidity offers an indication of the ability of fi rms to mobilise assets which are realisable and available 
(cash, etc.) in order to meet their short-term commitments, namely debts maturing during the year. For both SMEs 
and other fi rms, the liquidity ratio in the broad sense was higher than one throughout the period ; that corresponds 
to positive net working capital. While the ratio had fallen slightly from 1997 to 2002 for both categories of fi rms, 
it has since recovered strongly, particularly in the case of large fi rms, whose liquidity reached a record level in 
2005.

The consolidation of the fi nancial situation of non-fi nancial corporations is not specifi c to Belgium, since it was also 
seen throughout the euro area, where it was a prerequisite for the revival in business investment.
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Real disposable income increased sharply, by 2.7 p.c., 
as a result of the implementation of the fi nal stage in 
the reform aimed at reducing the burden of personal 
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taxation. The increase was all the stronger in that infl ation 
measured by the defl ator of private consumption slowed 
down in 2006. Gross primary income in nominal terms 
also contributed, but to a more modest degree : after a 
sharp acceleration in 2005, to 3.6 p.c., it increased slightly 
faster, by 3.8 p.c.

Overall, compensation of employees – which represents 
around 70 p.c. of the primary income of individuals – 
increased by 3.8 p.c. in nominal terms, against 3.4 p.c. in 
2005, owing to a stronger rise in compensation per person, 
but also to a slightly higher rate of paid employment 
growth. Stimulated by a favourable economic climate, 
the income item comprising the gross operating surplus 
and gross mixed income expanded further, growing by 
4.3 p.c. in 2006, against 3.2 p.c. in the previous year. 
That  improvement was concentrated on self-employed 
incomes, which were 5 p.c. up, while rents imputed to 
owner occupiers – recorded under the gross operating 
surplus – increased more slowly than in the previous year. 

TABLE 18 GROSS DISPOSABLE INCOME OF INDIVIDUALS, AT CURRENT PRICES

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

2002 2003 2004 2005 2006 e p.m.
2006 e, 
billions
of euro

Gross primary income . . . . . . . . . . . . . . . . . . . . . . . 1.4 0.4 2.3 3.6 3.8 230.2

p.m. In real terms (1) . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 –1.2 –0.1 0.7 1.6

Compensation of employees . . . . . . . . . . . . . . . 3.9 1.9 2.8 3.4 3.8 161.2

Paid employment . . . . . . . . . . . . . . . . . . . . . . . –0.1 0.0 0.6 1.0 1.1

Compensation per person . . . . . . . . . . . . . . . . 4.0 1.8 2.1 2.4 2.7

Gross operating surplus and gross mixed income –1.4 2.1 2.1 3.2 4.3 41.4

of which : income from self-employed activity –1.7 3.8 2.7 1.4 5.0 22.2

Income from movable property (2) . . . . . . . . . . . . –6.5 –9.2 0.0 5.5 3.7 27.6

Current transfers (2) . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 –1.4 2.2 2.8 –1.4 –40.5

Current transfers received . . . . . . . . . . . . . . . . . . 5.0 3.5 4.2 3.6 3.4 67.7

Current transfers paid . . . . . . . . . . . . . . . . . . . . . 3.6 1.5 3.4 3.3 1.6 108.1

Gross disposable income . . . . . . . . . . . . . . . . . . . . . 1.4 0.9 2.4 3.8 5.0 189.7

p.m. In real terms (1) . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 –0.8 –0.1 0.9 2.7

Final consumption expenditure . . . . . . . . . . . . . . . 2.1 2.6 4.0 3.8 4.7 166.1

Savings ratio (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.8 14.4 13.2 13.2 13.5

Sources : NAI, NBB.
(1) Figures deflated by the private final consumption expenditure deflator.
(2) These are net amounts, i.e. the difference between incomes or transfers received from other sectors and those paid to other sectors, excluding transfers in kind.
(3) Gross savings, as a percentage of gross disposable income, these two aggregates being taken inclusive of the change in the net claims of households to pension funds.

The rise in net incomes from movable property slowed 
from 5.5 p.c. in 2005 to 3.7 p.c. This was due to weaker 
expansion of property incomes allocated under insurance 
contracts and dividends received by households. The rise 
in those dividends was nonetheless sustained, since the 
increase recorded in the previous year could be regarded as 
exceptional, comparable to a catching up movement after 
the continuous falls from 2002 to 2004. In contrast, the net 
interest income of households increased slightly against the 
previous year, for the fi rst time since 2001.

Net current transfers paid by households declined by 
1.4 p.c., mainly as a result of the moderate increase in 
current transfers paid. That increase was only 1.6 p.c., 
compared to 3.3 p.c. in 2005, owing to the movement 
in taxes on earned and property incomes. The growth 
rate of transfers received, which essentially correspond to 
social security benefi ts excluding health care, decelerated 
slightly, from 3.6 to 3.4 p.c.
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Box 6 – Property prices and investment in housing

Since mid 2002, the economic situation has improved steadily in the construction sector, whereas in the other 
sectors the business climate was subject to greater uncertainty. The expansion of the construction sector continued 
in 2006 and was a signifi cant factor underpinning the acceleration of economic activity in general. In the third 
quarter of 2006, the growth of this sector’s value added peaked at around 9 p.c. against the corresponding quarter 
in the previous year.

The favourable conditions in the construction sector are attributable to various factors. A breakdown of 
construction-related investment shows that residential investment, which represents around 55 p.c. of the 
total, formed the main basis. In addition, in 2005 and 2006, the expansion of local authority investment 
also provided substantial support for the building industry, owing to the electoral cycle. However, that is a 
temporary factor.

After a long period of weak growth in the 1990s and the early years of this century, investment in housing 
expanded by 18.2 p.c. in total over the period 2004-2006. Other indicators, such as the number of housing starts 
or the number of building permits issued, which may be regarded as advance indicators, confi rm the revival in 
house building activity.

These noteworthy results for expenditure on residential construction and renovation coincided with a period in 
which real house prices recorded a relatively sharp increase on the secondary market. The two movements are 
not unconnected, and may be attributed both to structural factors, such as socio-demographic trends, and to 
macroeconomic variables, such as the disposable income of households and interest rates. Tax considerations, 
changes in the conditions applied to mortgage loans, or restrictions imposed by new environmental or planning 
regulations, may also have affected these movements.

Furthermore, the price rises recorded on the secondary market may themselves have an impact on residential 
investment, and hence on real economic activity. This box aims to explain the importance of this connection in 
the case of Belgium.

In the main, the literature describes two channels through which property prices may exert an effect on economic 
activity. The fi rst channel, which generally receives the most attention, operates via private consumption : the 
wealth effects – due mainly to the realisation of capital gains on property and the use of property as collateral 
for obtaining credit – imply a positive link between house prices and private consumption. The other channel, 
important for building activity, operates via investment in houses or apartments. It is based on the comparison 
between the market value and the replacement cost, also known as Tobin’s Q effect, which applies to all types 
of investments. All other things being equal, a rise in the price of existing buildings makes new housing relatively 
cheaper, which means in other words that price rises on the secondary market may stimulate new property 
construction. The strength of this response is, of course, also determined by other factors, such as supply rigidities 
resulting from the availability of building land, so that the reaction of investment to house prices tends to be 
limited and delayed.

Empirical research shows that the wealth effect on consumption is relatively weak in Belgium. That is evident from 
the very low correlation observed in Belgium between the increase in real house prices and the growth of private 
consumption : on the basis of annual data relating to the period 1980-2006, it was only 0.2. One explanation for 
this relatively low fi gure is the absence of fl exible formulas on the Belgian fi nancial markets enabling households to 
increase their mortgage loan in accordance with the rising value of their property, in contrast to what is available, 
for example, in the Anglo-Saxon countries or the Netherlands. Conversely, the correlation between real house 
prices and investment in housing over the same period comes to 0.6, which suggests that the infl uence of the 
Tobin’s Q effect is greater.

4
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Overall, the positive link between housing prices and investment is considerably more signifi cant in Belgium than in 
the other euro area countries (1). Since 1980, price falls on the secondary market have been accompanied by lower 
investment, while price rises have generally triggered an increase. However, the response of investment to prices is 
not stable over time. Thus, in the 1980s, the apparent elasticity was relatively high, while in the 1990s and in the 
initial years of this century, investment hardly reacted at all to the rise in prices on the secondary market.

Tobin’s Q, which indicates the degree to which investment responds to price movements on the secondary market, 
can be calculated as the ratio between nominal house prices and the housing investment defl ator. Following the 
sharp fall in property prices in the early 1980s, that ratio declined so that new building became less attractive 
in comparison with a purchase on the secondary market. As a result of price increases on that market in the 
second half of the 1980s, the attractiveness of new property increased, causing a surge in investment. Conversely, 
although Tobin’s Q increased almost constantly during the 1990s, owing to the continuous price rises on the 
secondary market, investment in housing hardly expanded at all during that period. More recently, the acceleration 
in the rise in property prices has once again made it more attractive to build new property, which could explain 
the revival in residential investment.

However, the situation in the 1990s shows that Tobin’s Q is not the only determinant of investment’s reaction to 
house prices, since that reaction is infl uenced by a multiplicity of other factors such as the movement in the price 
of building land, which itself depends in particular on the availability of such land. However, instead of depressing 
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(1) See European Commission (2006), Economic situation in the euro area, Quarterly Report on the Euro area, Vol. 5 N° 1, pp. 5-25. For Belgium, this estimates elasticity 
at 1.4, which is well above the average for the euro area (0.4). The elasticities of the other euro area countries range between 0.0 (Spain) and 0.8 (Germany).
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General government

The fi nal consumption expenditure of general govern-
ment increased by 1.3 p.c. in real terms, following the 
exceptional 0.6 p.c. decline in the previous year. All cat-
egories of public expenditure grew faster than in 2005, 
including civil service pay and health care. In 2005, health 
care spending had practically stagnated in volume, after 
two years of exceeding the norm of 4.5 p.c. set by the 
government. In 2006, it began rising again, but growth 
was limited to 1.3 p.c.

In contrast to consumption expenditure, public invest-
ment, which had grown by 13.5 p.c. in 2005, fell by 3 p.c. 
However, these movements are greatly infl uenced by 
sales of government buildings, which – according to the 
accounting conventions - are regarded as disinvestment 
by the general government sector. In fact, as in 2004, 
these transactions represented around 0.2 p.c. of GDP 
during the year under review, six times more than in 2005, 
when admittedly they had been negligible. Leaving these 
aside, the volume of public investment actually increased 
in 2006 by 5.9 p.c., a rate almost 2 percentage points 
higher than the previous year’s fi gure. This acceleration 
was due to the expenditure of the federal government 
and of the communities and regions, the level of which 
had fallen in the previous year. However, the biggest con-
tribution to the growth of public investment came from 
the local authorities, on account of the municipal and 
provincial elections, even though the rate of expansion 
was lower than in the year preceding the elections, as is 
usually the case.

Rest of the world

In the year under review as a whole, the volume of 
exports of goods and services grew by 3.4 p.c., practically 
equalling the 2005 growth rate. However, this relatively 

similar movement masks the signifi cant recovery of 
exports during 2006, supported by the revival in activity 
in the euro area, following their sluggishness for much 
of the previous year.

Nonetheless, the export growth appears limited in com-
parison with the expansion of the markets relevant to 
Belgium which, according to the OECD’s calculations 
grew by 9.7 p.c. overall, compared to 7.2 p.c. in 2005. 
However, these fi gures are affected by the presence of 
VAT carrousels in the United Kingdom, which have the 
effect of infl ating that country’s export and import statis-
tics. As these fraudulent transactions probably expanded 
in scale during the fi rst half of the year, British imports are 
likely to have risen by around 12 p.c. in 2006, or almost 
twice as fast as in the previous year. Since the United 
Kingdom accounted for 8.1 p.c. of Belgian exports of 
goods in 2005, the contribution of this factor to total 
market growth is not inconsiderable.

The potential external demand addressed to Belgium was 
nonetheless vigorous, especially that from neighbouring 
countries. In consequence, the losses of market share 
seem to have been substantial once again, in the order of 
5.7 p.c. compared to 3.6 p.c. in 2005. The losses appear 
to have accelerated for the third consecutive year, even 
disregarding the overvaluation of imports by the United 
Kingdom. Since 1995, the volume of market share lost is 
estimated at a total of around 24 p.c., a weaker perform-
ance than that of most other advanced countries.

However, the greatest caution must be exercised in exam-
ining Belgium’s market shares. In value terms, Belgian 
exports are in fact as dynamic as the European average ; 
combined with the relatively low volume growth, this 
indicates a systematically stronger rise in export prices. 
A purely statistical explanation of these divergences 
between the movements in volume and value cannot be 
ruled out, as they are diffi cult to reconcile in the light of 

the total volume of property investment, that factor may prompt a reallocation in favour of the construction of 
apartment blocks, as has been seen in recent years. Finally, exogenous factors, such as the construction of social 
housing, tax incentives or tax amnesty measures (e.g. the one-off declaration of fi nancial assets) also play a role.

The way in which property investment responds to prices on the secondary market is not only important for 
assessing its effect on economic activity, but also because it may in turn dampen the rise in property prices by 
expanding the supply. Thus, the fact that, as mentioned earlier, investment is more responsive in Belgium than 
in the other euro area countries, may be part of the reason for the generally more moderate rise in house prices 
in Belgium compared to those in other countries.
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CHART 27 EXPORTS AND IMPORTS OF GOODS AND SERVICES

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

Sources : OECD, NAI, NBB.
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the information available for other indicators relating to 
domestic prices and costs.

In particular, the cumulative scale of the losses of market 
share in terms of volume cannot be attributed entirely 
to changing cost competitiveness. Measured by the real 
effective exchange rate of the BLEU, this appeared to 
be relatively stable over the past three years, a period 
in which losses of market share have been accentuated. 
Moreover, the recent movements in competitiveness were 
largely dictated by the nominal effective exchange rate 
of the euro, following a perceptible improvement in the 

relative costs in local currency in 2003. Also, in relation 
to its main competitors, namely the countries of the euro 
area, the competitiveness of the BLEU remained stable in 
2006, following a slight deterioration in 2004 and in the 
fi rst half of 2005.

In an international context featuring the rapid emergence 
of new centres of activity and intensifi cation of the glo-
balised character of trade, the relative loss of market 
shares is to be expected in the case of economies in an 
advanced state of development. In fact, by participat-
ing to a greater extent in world trade, the emerging 
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economies are contributing to the expansion of the global 
volume of trade, including via the mutual links which they 
are developing. It is therefore logical that the old industr-
ialised countries should hold a less prominent position in 
a rapidly expanding world trade. Although Belgium has 
not been spared, in value terms the share of its exports in 
world trade has not contracted excessively in relation to 
neighbouring countries or the United States over the past 
eleven years.

Belgium’s import growth rate slowed slightly, declining 
from 4.1 p.c. in 2005 to 3.7 p.c. in 2006. The appar-
ent contrast with the accompanying acceleration in fi nal 
demand is due to the fact that, in 2006, economic growth 
was supported to a lesser extent than in 2005 by busi-
ness investment (excluding purchases of public buildings), 
which has a high import content.

Altogether, net exports of goods and services made a 
slightly negative contribution to GDP growth of around 
0.1 percentage point.

For the second year running, the rise in the prices of 
exports and imports of goods and services outpaced the 
volume growth. Under the combined impetus of the 
higher commodity prices and the still vigorous expansion 
of the world economy, import prices rose at a sustained 
rate of 4 p.c. in 2006. Export prices were up by 4.4 p.c., 
climbing even faster than in the previous year when the 
rise came to 3.8 p.c. This acceleration was probably due 
to the fact that the earlier increase in the cost of imported 
components was incorporated in producer prices of 
manufactured goods. In these two years, there have been 
signifi cant movements in exchange rates, but their overall 
infl uence on these developments has been minimal since, 
as an annual average, the euro has remained relatively 
stable. In view of the relative movements in the prices 
of foreign transactions, the terms of trade improved by 
0.3 p.c., following a cumulative deterioration of 1.2 p.c. 
during the three preceding years.

The improvement in the terms of trade in 2006 almost 
entirely offset the deterioration in the export / import 
volume coverage ratio. Expressed at current prices, 
Belgium’s trade balance was practically stable at 8.3  billion, 
whereas it had shown a marked fall from 2003 to 2005. 
This stabilisation appeared to apply to both the balance of 
transactions in goods and that of trade in services.

In regard to the balance of transactions relating to services, 
the increase in the surplus seen in the fi rst nine months 
of 2006, totalling 0.2 billion, resulted from contrasting 
developments among the various transaction categories. 
The increase in revenues from land freight transport and 
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from other  investment categories. The surplus generated by 
earned incomes, which is determined mainly by salaries paid 
by the European institutions to resident offi cials, remained 
stable.

While the defi cit on current transfers by households and 
enterprises dropped below its 2005 level, that gener-
ated by general government increased signifi cantly, one 
factor being a large reduction in transfers received from 
the EU, due to expiry of the 2000-2006 planning period 
for the Structural Funds, from which the federated enti-
ties received funding. This brought the defi cit on current 
transfers to 5.4 billion.

Following the sale of the Belgian embassy site in Tokyo 
at the end of the year under review, the defi cit on the 
capital account was cut from 0.7 to 0.4 billion euro. 
During the fi rst nine months of 2006, that balance had 
deteriorated slightly owing to the effects of the system 
of trading greenhouse gas emission quotas, set up by 
the EU under the Kyoto agreement. Implemented by the 

TABLE 19 NET LENDING TO THE REST OF THE WORLD

(balances ; billions of euro, unless otherwise stated)

First nine months

2002 2003 2004 2005 2006 e 2005 2006

1. Current account . . . . . . . . . . . . . . . . . . 12.4 11.4 10.2 7.5 7.7 6.4 4.4

Goods and services . . . . . . . . . . . . . . . . 12.3 11.3 10.7 8.4 8.3 6.3 4.1

Goods . . . . . . . . . . . . . . . . . . . . . . . . . 10.2 9.7 7.8 4.7 n. 4.5 2.1

Services . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.6 2.9 3.7 n. 1.8 2.0

Transport . . . . . . . . . . . . . . . . . . . . 1.0 0.8 1.6 1.3 n. 0.9 1.0

Travel . . . . . . . . . . . . . . . . . . . . . . . –3.4 –3.6 –3.9 –4.0 n. –3.4 –3.7

Other services . . . . . . . . . . . . . . . . 4.6 4.4 5.2 6.5 n. 4.3 4.7

Factor incomes . . . . . . . . . . . . . . . . . . . 4.7 5.7 4.6 4.2 4.8 4.2 4.7

Earned incomes . . . . . . . . . . . . . . . . . 3.3 3.5 3.7 3.8 n. 2.8 2.8

Incomes from direct and portfolio
investment . . . . . . . . . . . . . . . . . . . . . 1.4 2.2 1.0 0.4 n. 1.4 1.8

Current transfers . . . . . . . . . . . . . . . . . . –4.6 –5.7 –5.2 –5.1 –5.4 –4.0 –4.4

Transfers of general government . . –3.7 –4.1 –3.8 –3.8 n. –3.0 –3.6

Transfers of other sectors . . . . . . . . –0.9 –1.6 –1.4 –1.4 n. –1.1 –0.8

2. Capital account . . . . . . . . . . . . . . . . . . . –0.6 –0.9 –0.4 –0.7 –0.4 –0.5 –0.6

3. Net lending to the rest
of the world (1 + 2) . . . . . . . . . . . . . . . 11.8 10.4 9.8 6.8 7.2 5.9 3.8

p.m. Idem, percentages of GDP . . . . . 4.4 3.8 3.4 2.3 2.3 2.7 1.6

 Financing capacity
of the domestic sectors
as a percentage of GDP . . . . . . . 4.8 4.4 3.6 2.5 2.4 n. n.

Sources : NAI, NBB.

business consultancy services contributed to this growth, 
as did the increase in royalties and licence fees received 
by residents and the reduction in expenditure on fi nancial 
services. However, that growth was limited by renewed 
expansion of expenditure on travel and air transport, and 
by a decline in revenue generated by services to related 
companies located abroad.

The increase in the surplus payments of factor incomes, up 
from 4.2 billion euro in 2005 to 4.8 billion in 2006, con-
tributed to the expansion of the balance of current transac-
tions. This growth was due, in particular, to an increase in 
interest income on loans granted by resident enterprises 
to associated companies. It was also reinforced by a rise 
in dividends generated by portfolio investments, follow-
ing acquisitions by residents of numerous shares in foreign 
mutual funds. The improvement in the balance of factor 
incomes was nevertheless attenuated somewhat by, among 
other things, a rise in interest rates on money market instru-
ments, whereas net liabilities to the rest of the world in this 
form increased, and by a decline in net incomes obtained 
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member countries from 1 January 2005, this system is 
intended to encourage industrial fi rms to limit their emis-
sions of carbon dioxide – or of any other gas having an 
equivalent effect – by allocating them a limited number 
of emission rights. Depending on the quantities of gas 
which they generate, they can resell their surplus quotas 
or buy quotas from other fi rms via trading platforms, 
so as to be able, in the fi rst four months of each year, 
to make up a number of quotas corresponding to their 
emissions in the previous year. In net terms, Belgian 
companies bought more quotas than they sold to the 
rest of the world.

Overall, in contrast to the three preceding years, Belgium’s 
net lending to the rest of the world, which – according 
to the balance of payments concepts – corresponds to 
the sum of the current and capital account balances, 
increased, rising from 6.8 billion in 2005 to 7.2 billion in 
2006, which meant that it remained steady as a percent-
age of GDP, at 2.3 p.c.

3.4 Structural developments

Belgium’s vigorous GDP growth in 2006 was founded 
primarily on the excellent performance at the start of 
the year. The subsequent loss of momentum brought 
the expansion of activity back to a rate more compatible 
with the economy’s potential, i.e. the output growth 
which can be sustained, taking account of the availabil-
ity of the production factors – labour and capital – and 
productivity gains, without generating imbalances on 
the product and labour markets, particularly in the form 
of infl ationary pressure.

A country’s potential growth determines its level of eco-
nomic development and the average prosperity of the 
population. According to the OECD’s calculations, per 
capita GDP in Belgium is higher than in the largest EU-25 
countries. However, the fi gures for the Nordic countries, 
the other Benelux countries, Austria and Ireland are 
higher.

Belgium is particularly noted for its high hourly produc-
tivity, well above that of the other countries considered, 
except for Luxembourg ; it even exceeds that of the 
United States, though per capita GDP there is signifi -
cantly higher. This performance is partly attributable to 
the fact that the production process is more capital 
intensive. Conversely, the mobilisation of the labour 
force, measured by the number of hours worked per 
capita, is lower in Belgium. That position is due both to 
a number of hours worked per employee which is below 
the European average, and to the low employment rate 

of the population, especially in the case of persons aged 
over fi fty-fi ve and the low skilled. As a corollary, this last 
characteristic tends to boost the average apparent pro-
ductivity of labour in the economy.

An economy’s potential growth cannot be directly meas-
ured, it has to be estimated. The method preferred by the 
Bank, following the example of the EC, is based on the use 
of a production function which can measure the contribu-
tion of the various determinants, namely the production 
factors and total factor productivity (TFP). With due regard 
for the uncertainty inherent in this type of estimate, the 
potential growth of the Belgian economy is assessed at an 
average of 2.1 p.c. over the past ten years. However, it has 
not remained constant during that period : in fact, after 
hovering around 2.3 p.c. from 1999 to 2002, it declined 
temporarily to 1.8 p.c. in 2004, before reverting to an 
estimated level of 2.3 p.c. in 2006.

These fl uctuations in the rate of expansion of potential 
GDP were determined mainly by changes in the contribu-
tion of the capital stock. In particular, in 2002 and 2003, 
fi rms cut back their investment and, given the rising trend 
in depreciation, the expansion of the net capital stock 
slowed sharply. The contribution of the capital stock of 
fi rms to potential growth was thus reduced by 0.6 per-
centage point between 2001 and 2003. Since then, it 
has recovered by 0.3 percentage point, as a result of the 
investment revival.

For its part, the contribution of the factor labour has 
tended to edge slowly but almost constantly upwards 
over the years. Taking the period 1996-2006 as a 
whole, it tripled from 0.2 to 0.6 percentage point. The 
principal factor contributing to this acceleration is the 
faster growth of the population of working age, notably 
because of an increase in net immigration, especially after 
the year 2000. The contribution of the factor labour has 
also increased in the other European countries, so that 
the employment rate in Belgium has remained below the 
European average.

The contribution of TFP remained stable. TFP is an indi-
cator of the effi ciency with which the production fac-
tors are combined. It refl ects a range of elements such 
as the effi ciency of the organisation of the production 
processes or the quality of the production factors used. 
Thus, TFP is infl uenced by many variables which can 
be linked to a number of dimensions, such as macro-
economic stability, the operation of the markets, 
education and training, basic infrastructures, research, 
innovation and tech nology.
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Assessment of the movement in TFP and its potential 
growth in the medium term therefore entails a detailed 
analysis of these various dimensions, which is often dif-
fi cult to achieve with traditional statistics. To overcome 
this problem, it is possible to use various sources of 
information. Thus, one can refer to the indicators and 
recommendations published by the EC and the OECD 
respectively in connection with the revised Lisbon Strategy 
and the “Going for Growth” process. Another source of 
information consists in the composite indicators of com-
petitiveness, developed by bodies such as the Institute 
for Management Development (IMD) and the World 
Economic Forum (WEF). These receive fairly widespread 
media coverage, their attraction lying in their relative 
simplicity and the fact that the countries are ranked 
according to their apparent performance. The use of such 
composite indicators can indeed supply useful informa-
tion, provided that they are interpreted with a degree of 
caution, as explained in box 7.

More detailed analysis of the IMD and WEF indicators 
reveals that Belgium is in an intermediate position in 
the EU-15 in the general rankings drawn up on that 
basis, and that its position declined from 2001 to 2006. 
This relative decline concerns a large number of under-
lying determinants and variables, in particular those 
relating to the effi ciency of the government (quality 
of public institutions, etc.), of fi rms (their productivity, 
etc.),  innovation performance, and the macroeconomic 
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 (difference in relation to the United States in 2004, percentage points)

Source : OECD.
(1) Based on purchasing power parities in 2000.
(2) In the case of Luxembourg, the population includes frontier workers in order to take account of their contribution to GDP.
(3) The EU-15 countries and the four new Member States which are also members of the OECD, namely – in descending order of per capita GDP – the Czech Republic, 

Hungary, Slovakia and Poland.
(4) Ratio between the number of hours worked and the population.
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 environment. Conversely, Belgium added further to two 
of its strengths, namely the basic infrastructures and 
higher education.

A number of these fi ndings can be corroborated by refer-
ring to specifi c indicators. For example, according to the 
composite innovation indicator developed by the EC’s 
Community R&D Information Service (CORDIS), Belgium 
is in an intermediate position in the EU-15 in terms of its 
overall ranking. That position is the outcome of an above-
average effort in the fi eld of research and innovation, but 
shortcomings in the application of the research results in 
new products and processes.

In the future, action to remedy the weaknesses high-
lighted by these composite indicators could boost TFP 
and, taking account of the high level of investment 
in 2006, combat the expected erosion of potential 
growth resulting from demographic changes, and par-
ticularly population ageing. Another way to speed up 
the increase in potential growth is to raise the employ-
ment rate. The EC’s structural indicators regularly point 
to Belgium’s employment rate, which is still much lower 
than that of other countries, particularly for persons 
aged over fi fty-fi ve.

Box 7 – Composite indicators of competitiveness

The use of composite indicators can help to identify the elements requiring action in order to safeguard the future 
growth of an economy and preserve its competitive advantages, particularly by infl uencing total factor productivity 
or the availability of the production factors labour and capital.

These indicators aim to incorporate the information obtained from a generally large number of variables considered 
relevant, and summarise it by means of statistical aggregation processes. Since they are, in principle, calculated in 
similar ways for a large number of countries, by a system of benchmarking, they thus make it possible to rank an 
economy’s performance in various spheres related to its competitiveness by means of an international comparison. 
In addition, the component variables offer detailed information on the various factors promoting the economy’s 
effi cient operation, and on the way in which they change over time.

Composed of quantitative variables, collected from a range of statistical sources, and qualitative information, 
generally obtained via questionnaires sent to business managers, the indicators published by various institutions 
differ in the aspects which they aim to cover. In the case of the global competitiveness indicators, the best known 
are the ones calculated by the Institute for Management Development (IMD) and the World Economic Forum 
(WEF). The aspects taken into account by these indicators are both numerous and varied ; the indicators are 
also very complicated to produce, since performance in some of the spheres relating to productivity potential is 
sometimes diffi cult to measure accurately. Thus, the limitations in terms of the availability of standardised statistics 
often mean that certain variables have to be omitted, even though they are relevant for assessing an economy’s 
dynamism. Other limitations common to the various indices include the small number of persons polled, the choice 
of the weightings accorded to the different variables, which may have a signifi cant infl uence on the resulting 
rankings, and the frequent changes of method which, though helping to improve the indicators’ quality, may also 
distort the comparison of the rankings from one year to the next.

In view of these limitations, these indices and the resulting rankings should be interpreted with a degree of caution. 
Thus, rather than attach too much importance to the exact results, it is preferable to cross-check the information 
offered by the rankings produced by various institutions, and consider them as a set of indicators which may 
provide a picture of a relevant economic reality. In this regard, it is worth noting that the information incorporated 
in these indices helps to explain the differences in the level of prosperity observed between various nations. In 
particular, the countries which head the ranking produced by the WEF on the basis of its global competitiveness 
index are generally also the countries with the highest levels of per capita GDP.

4
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Regarding the position held by Belgium, a number of fi ndings relating to the factors underlying the IMD and WEF 
scores merit attention. Ranked 26th in 2006 according to the Global Competitiveness Indicator calculated by the 
IMD, and 20th according to the WEF reference index (the Global Competitiveness Index), Belgium is in both cases 
in an intermediate position among the EU-15 countries.

A detailed examination of the variables included in the composition of these two indices shows that Belgium has 
a number of strengths. These concern in particular the quality of the basic infrastructure, higher education and 
further training, the high level of business productivity, and the country’s international openness.

Conversely, Belgium is placed at a disadvantage by weaker scores in regard to the high fi scal and parafi scal 
charges, its results in terms of innovation, and the employment rate. Despite the efforts made to consolidate 
public fi nances, the still high public debt ratio and the quality of the institutions, which seem to suffer from a 
negative image with business leaders, also depress the scores achieved by Belgium.

Both the global indicator of the IMD and the various indices calculated by the WEF indicate a gradual decline in 
Belgium’s position since 2001. However, this deterioration is only relative ; although progress has been achieved 
in a number of spheres, it is still less than in some countries which Belgium still outperformed fi ve years ago. 
In the case of the Growth Competitiveness Index calculated by the WEF, the lower score accorded to Belgium 
can also be attributed in part to the inclusion in 2005 of the level of public debt among the variables used in its 
composition.

Apart from purely methodological aspects, a more detailed analysis of the variables determining the level of the 
indices calculated by the IMD and the WEF reveals a decline in the effi ciency of government institutions and 
businesses. The former appear to be considered more bureaucratic, and attract greater criticism regarding the 
quality of the policies implemented, e.g. in terms of clarity, transparency and ability to adapt to economic changes. 
The loss of business competitiveness appears to relate mainly to productivity, and to certain factors concerning 

4
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labour market developments, such as labour costs, labour relations and standards of training. Furthermore, while 
Belgium’s position in terms of basic infrastructures and education improved from 2001 to 2006, the aspects 
connected with innovation performance and potential seem to have taken an adverse turn.
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CHART 31 ACTIVITY AND THE LABOUR MARKET

 (data adjusted for seasonal and calendar effects, percentage 
changes compared to the corresponding quarter of the 
previous year)

Sources : NAI, NBB.
(1) Total number of hours worked by employees and self-employed persons.

GDP, volume (left-hand scale)

e

Domestic employment
(right-hand scale)

Volume of labour 
(1) 

4.1 Labour market

The strengthening of economic activity observed during 
2005 was refl ected, after the usual time lag of two to 
three quarters, in an acceleration in employment growth. 
While that growth had slowed from the third quarter of 
2005 until the beginning of the year under review, drop-
ping to 0.8 p.c. year on year, the increase in the number 
of jobs subsequently systematically gathered pace, reach-
ing 1.5 p.c. at the end of 2006. As an annual average, the 
expansion of domestic employment in 2006 was therefore 
slightly greater than the previous year’s fi gure, at 1.1 com-
pared to 1 p.c.

The volume of labour – i.e. the total number of hours 
worked in the Belgian economy – expanded more strongly, 
by 1.4 p.c. on average in 2006, than the number of per-
sons in work, in contrast to the situation in 2005. It is in 

fact normal for working time per person to diminish in a 
period of weakening economic activity, as was the case 
that year. When the economy picks up, the labour avail-
able is again used more intensively, before the workforce 
employed can be adjusted to the new activity conditions. 
However, the cyclical character of the volume of labour is 
not fully refl ected in the data published by the NAI, since 
they do not contain any information on the amount of 
overtime worked by full-time employees.

The ratio between movements in economic activity and 
movements concerning the production factor labour, 
expressed in terms of persons employed or hours worked, 
measures the change in apparent labour productivity, 
which is subject to relatively large fl uctuations caused by 
cyclical movements in activity, since it takes time for the 
number of jobs to be adjusted. Conversely, the number 
of hours worked is adjusted more promptly, in particular 
by recourse to more fl exible ways of managing human 
resources, such as changes to working time regimes or 
temporary lay-offs, in sectors where that is possible. In 
principle, therefore, the changes in productivity per hour 
worked are smaller.

The integration of new technologies into the capital stock 
and improvements to the qualifi cations and skills of the 
labour force cause an upward trend in labour productiv-
ity. All other things being equal, the quantity of labour 
necessary to produce one unit of goods or services is thus 
tending to decline steadily. The job intensity of growth, 
which can be defi ned as the ratio between the expansion 
of employment and activity growth, is therefore changing 
in inverse proportion to apparent labour productivity.

The job intensity of growth varies according to the nature 
of the activity : it is relatively high in the service branches, 
and especially in personal services ; conversely, in the pri-
mary and secondary branches it is lower, and shows a clear 
downward trend. Where industry is concerned, the sub-
contracting of supporting activities, in which productivity 
gains are harder to achieve, is reinforcing the productivity 
growth brought about by the integration of technological 
progress and leading to a shift in employment towards 
the service branches. At the level of the economy as a 
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CHART 32 JOB INTENSITY OF GROWTH 
(1)

 (data adjusted for seasonal and calendar effects ; ratio, in 
percentages, between the average quarter-on-quarter 
change in domestic employment and the corresponding 
average change in the volume of GDP)

Sources : NAI, NBB.
(1) The various periods considered in the chart correspond to complete economic 

cycles, extending from one peak to the next.

TABLE 20 LABOUR SUPPLY AND DEMAND

(annual averages, thousands of persons ; year-on-year change, unless otherwise stated)

2002 2003 2004 2005 2006 e 2005,
level

Population of working age (1) . . . . . . . . . . . . . . . . . 31 30 30 44 49 6,879

Labour force . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 48 66 61 38 4,860

National employment . . . . . . . . . . . . . . . . . . . . . –6 1 27 41 46 4,264

Frontier workers . . . . . . . . . . . . . . . . . . . . . . . . 0 1 1 0 0 51

Domestic employment . . . . . . . . . . . . . . . . . . . –5 1 27 41 46 4,212

Self-employed . . . . . . . . . . . . . . . . . . . . . . . . –7 –5 –1 7 8 685

Employees . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 5 27 34 38 3,527

Public sector . . . . . . . . . . . . . . . . . . . . . . . 17 10 12 –2 6 786

Private sector . . . . . . . . . . . . . . . . . . . . . . –15 –5 15 36 32 2,742

Unemployed job seekers . . . . . . . . . . . . . . . . . . . 22 47 38 20 –8 596

Sources : BREO, FOREM, NAI, NEMO, VDAB, NBB.
(1) Persons aged from 15 to 64 years.

whole, job intensity depends on the structure of the activ-
ity and is boosted by the gradual shift towards a service 
economy. Government measures aimed at increasing the 
employment of persons with low skills, who are therefore 
less productive, e.g. by reducing contributions in the case 
of the lowest wages or by subsidising the service voucher 
system, in practice bring about an increase in job inten-
sity. That intensity is also likely to rise as a result of the 
wage moderation efforts, as a more favourable relative 
movement in labour costs contributes towards curbing 
the substitution of capital for labour. Finally, the move-
ment in the job content of growth also depends on the 
economy’s rate of expansion : in view of the rising trend in 
productivity, a minimum of economic growth is needed to 
create jobs. That does not depend exclusively on the scale 
of the growth but also on the economy’s current phase of 
the business cycle. When activity regains momentum, job 
intensity tends to decline, as the expansion of production 
is fi rst absorbed by increasing the working time and/or 
productivity of existing staff. Conversely, the additional 
labour which may be required at a later stage may prove 
less productive at fi rst, thus bolstering the job content of 
growth.

The interaction of these various factors has been refl ected 
in relatively large fl uctuations in the job intensity of growth 
over the past twenty years. Examination of those develop-
ments over the periods between two successive peaks in 
the cycle since the second quarter of 1988 reveals that job 
intensity ranged between about 15 and 55 p.c. whereas, 
leaving aside the period 1997-1999 when GDP growth 
had averaged 0.7 p.c. per quarter, the various economic 

cycles thus defi ned featured a relatively similar average 
rate of expansion in activity, of 0.5 to 0.6 p.c. per quar-
ter. During the two cycles observed from 1988 to 1997, 
the number of jobs had risen, on average, by 0.1 p.c. 
per quarter, so that the employment content of growth 
was in the order of 20 p.c. During the next cycle, which 
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lasted until the end of 1999 and saw stronger expansion 
of activity, a much steeper rise in employment pushed job 
intensity up to 55 p.c. Job intensity remained at a high 
level during the period 2000-2002, although the growth 
rate of activity was lower. At that time, fi rms which had 
struggled to recruit suffi cient numbers of skilled workers 
to meet their needs during the preceding cycle probably 
preferred to retain their workforce, pending the restora-
tion of more sustained growth, in order to avoid the sub-
sequent adjustment costs. However, this had the effect 
that, during the period 2002-2004, fi rms did not need to 
recruit on a large scale, and the employment content of 
growth more than halved to around 20 p.c. In the most 
recent cycle, which began in 2004, employment growth 
has averaged 0.3 p.c. per quarter, boosting the job inten-
sity of growth to 51 p.c., a rate comparable to the high 
levels recorded in the late 1990s and at the beginning of 
the present decade.

In this context, around 46,000 additional jobs were cre-
ated in Belgium in 2006, outstripping the 2005 fi gure and 
representing the strongest expansion since 2001, when 
employment grew by 58,000 persons. As in 2005, this 

expansion was due to the rise in the number of both self-
employed persons and employees.

From 1996 to 2004, the number of self-employed work-
ers declined continuously, dropping from 711,000 to a 
low of 678,000, according to the NAI census. This series 
of falls was interrupted by an upward movement in 2005, 
which continued in 2006 : the number of self-employed 
persons increased by 7,000 and 8,000 respectively during 
those two years. That revival is due in part to the govern-
ment measures taken to encourage entrepreneurship 
and to make self-employed activity more attractive, par-
ticularly for young people. Examples include the loans 
granted on favourable terms by the federal government’s 
Participation Fund to young people and job seekers, 
among others. But the number of self-employed workers 
recorded was also augmented as a result of the interest 
shown in that status by the nationals of countries join-
ing the EU since 2004. From 2004 to 2005, the number 
of such persons registered with the Belgian National 
Institute for the Social Security of the Self-employed 
(NISSE), mainly of Polish nationality, increased by 1,400 
units, or one-fi fth of the total rise recorded by the NAI ; 
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CHART 33 SELF-EMPLOYED ACTIVITY

Sources : NAI, NISSE, NBB.
(1) A breakdown by nationality is not available for 2006.
(2) Since the directors of industrial companies also include those active in construction, their number has been allocated between these two branches of activity on the basis of 

the ratio observed for other self-employed persons.
(3) Agriculture and fisheries, liberal professions, services and miscellaneous occupations.
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it had already risen in 2004, while the overall number of 
self-employed persons was still falling. In 2004 and 2005 
respectively, around 500 and 700 new self-employed 
workers of Romanian or Bulgarian nationality were also 
registered. Although those two countries did not join the 
EU until 1 January 2007, under the European Association 
Agreements with the Central and East European countries 
their citizens had already been exempt, since 1995, from 
the obligation to hold a work permit in order to pursue a 
self-employed activity. In total, 3,480 Polish self-employed 
workers were recorded, on average, in Belgium in 2005, 
with fi gures of 1,166 and 657 respectively for the other 
two nationalities mentioned. Foreign self-employed work-
ers are mainly active in the construction industry. At the 
end of 2005, half of the self-employed workers originat-
ing from Member States which joined the EU in 2004 
and one-third of the Romanian and Bulgarian nationals 
registered as self-employed in Belgium were in fact work-
ing in that branch, compared to barely 8.4 p.c. of Belgian 
self-employed persons.

The fact that the increased supply of labour from those 
countries mainly concerned self-employed activities is due 
largely to the restrictions imposed on the principle of 
free access to the labour market applicable within the 
EU. In fact, at the time of the accession of the ten new 
Member States in May 2004, in order to avoid a distor-
tion of the labour market caused by an infl ux of cheap 
labour, the Belgian authorities – like those of the majority 
of other countries in the EU-15 – decided, in the case of 
 nationals of these new Member States, to make use of 
the option offered by European law of maintaining the 
measures restricting direct access to paid employment for a 
two-year transitional period, which could be extended until 
2011 at the latest. However, these exceptional rules did 
not apply to workers from Cyprus or Malta. There were 
no such restrictions applicable to self-employed workers, 
so that recourse to that status enabled nationals of the 
eight Central and East European countries to start work-
ing, perfectly legally, in Belgium. At the beginning of 2006, 
the government decided to extend the transitional period ; 
however, the restrictions were relaxed, both in favour of 
those eight countries and for Bulgaria and Romania, in the 
case of a number of occupations considered critical, i.e. jobs 
for which few suitable candidates are available on the local 
labour market. Lists of these critical occupations were drawn 
up per region, in consultation with the social partners. 
These rules will continue to apply until the establishment of 
a system of registration which will record all foreign workers 
active in Belgium. That register will also record workers on 
secondment from foreign fi rms who, in principle, are only 
working in Belgium for a limited period, under freedom to 
provide services within the EU, and must therefore not be 
included in the Belgian employment statistics.

The relaxation of the rules on access for employees origi-
nating from the new Member States, whereby a number 
of construction industry occupations were classed as 
critical, could tend to make self-employed status less 
attractive, and thus weaken the dynamism seen in the 
past two years in the expansion of self-employed activity, 
in favour of employee status.

During the year under review, the number of employees 
increased by 38,000 units, against 34,000 in 2005. In that 
year, owing to a decrease in civil service staff, the growth 
of paid employment was due exclusively to the private 
sector. In 2006, the number of public sector employees 
increased again, by around 6,000 persons. However, 
these are not necessarily regular staff. In fact, a gradual 
shift is taking place in the composition of the public sector 
workforce : in 1999, the ratio between regular staff and 
contract workers was 60 p.c. compared to 40 p.c. ; fi ve 
years later, this latter group represented 43 p.c. of public 
sector employees.

Despite the marked rise in the number of jobs, the har-
monised employment rate, which indicates the proportion 
of persons in work among the population of working age, 
namely persons aged between 15 and 64 years, declined 
slightly, to 60.9 p.c. The calculation of the harmonised 
activity, employment and unemployment rates is not based 
on administrative data but on the results of the labour 
force surveys, harmonised at European level. Consequently 
the level of these rates and their movement may differ 
from those calculated on the basis of administrative data. 
The labour force survey offers the great advantage of sup-
plying internationally comparable data, as well as numer-
ous details on the socio-economic characteristics of the 
persons polled. However, as with any survey, the results are 
subject to a confi dence interval. Minor fl uctuations from 
one year to the next, like those recorded in 2006, should 
therefore be treated with  caution.

The socio-economic status of the survey participants, i.e. 
their exact situation in relation to the labour market (in 
work, seeking work or inactive), is determined on the 
basis of a series of criteria drawn up by the International 
Labour Offi ce (ILO). Thus, persons are considered to 
be in work if they have performed at least one hour’s 
remunerated work in the week preceding the survey. To 
be recorded as job seekers, the respondents must satisfy 
three criteria simultaneously : not in work, actively seeking 
employment and available for the labour market. Persons 
who are neither in work nor unemployed according to the 
ILO defi nition are recorded as inactive.
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TABLE 21 HARMONISED LABOUR MARKET INDICATORS (1) FOR THE 15 TO 64 AGE GROUP

(annual averages)

2002 2003 2004 2005 2006 e (2)

Harmonised activity rate (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.8 64.9 65.9 66.7 66.4

Brussels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63.9 63.1 64.3 65.7 64.8

Flanders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66.8 66.8 68.0 68.6 68.0

Wallonia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.4 62.2 62.6 63.7 63.4

Harmonised employment rate (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59.9 59.6 60.4 61.1 60.9

Brussels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54.5 53.2 54.1 54.8 53.4

Flanders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63.5 62.9 64.3 64.9 64.4

Wallonia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54.9 55.4 55.1 56.1 55.9

Harmonised unemployment rate (5) . . . . . . . . . . . . . . . . . . . . . . . . . . 7.6 8.2 8.4 8.5 8.3

Brussels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 15.8 15.9 16.5 17.7

Flanders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.9 5.7 5.4 5.5 5.2

Wallonia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.6 10.9 12.1 11.9 11.8

Sources : EC ; FPS Economy, SMEs, Self-employed and Energy ; NBB.
(1) Based on the labour force survey data.
(2) Annual estimate for Belgium, and average of the first three quarters for the regions.
(3) Labour force (i.e. persons in work and job seekers) as a percentage of the total population of working age.
(4) Persons in work as a percentage of the total population of working age.
(5) Job seekers as a percentage of the labour force of working age.

The results of the labour force survey illustrate the wide 
variations between the regional labour market situations. 
Thus, during the fi rst three quarters of 2006, 64.4 p.c. 
of the population of Flanders aged between 15 and 
64 years had a job, compared to 53.4 and 55.9 p.c. 
respectively in Brussels and Wallonia. These differentials 
are relatively stable, refl ecting the absence of any con-
vergence between the three regions.

Furthermore, in comparison with other countries, Belgium 
has a relatively low employment rate for women, the 
young, older people, the low skilled and persons of 
foreign origin. Mirroring the respective situation on the 
labour market in the three regions of the country, the 
proportion of persons in these risk groups who are in 
work is almost always lower in Brussels and Wallonia 
than in Flanders : in the case of women, the young and 
persons who are not EU-15 nationals, the differential 
between those two regions and Flanders numbered or 
exceeded on average 10 percentage points during the 
fi rst three quarters of 2006. It should also be noted that 
the employment rate of young people, except in Brussels, 
and that of the low skilled has fallen since 2000, despite 

the measures taken in their favour in the recent past. That 
is due partly to the fact that the year 2000 was in a more 
advanced phase of the economic upswing than the year 
under review. Although still low, the employment rate of 
non EU-15 nationals has increased overall since the start 
of the decade, showing a much stronger improvement 
than for the population as a whole.

The situation of persons in the 55-64 age group on 
the labour market has also improved : since 2000, 
their employment rate has risen in all regions, by 2 to 
6 percentage points. In contrast to the other risk groups, 
their relative position is considerably more favourable in 
Brussels, where 37 p.c. of these persons were working 
in 2006, than in Wallonia or Flanders, where around 
31 p.c. had a job. Despite that improvement, on aver-
age less than one in three persons in Belgium between 
the ages of 55 and 64 had a job. This is far from the 
target of 50 p.c. by 2010 set at the Stockholm European 
Summit in 2001 for the EU-25 as a whole, where the 
employment rate of older workers came to 44 p.c. 
in 2006.
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Box 8 – The labour supply : recent developments and medium-term outlook

In Belgium, as in most of the EU countries, the decline in the birth rate after World War II will ultimately be 
refl ected in a smaller population of working age, namely persons between the ages of 15 and 64 years. According 
to the population forecasts for 2000-2050 produced by the NSI and the Federal Planning Bureau, it will continue 
to expand until 2010, before declining in absolute terms by a total of almost 600,000 units up to the projection 
horizon in 2050.

Population ageing is already evident in a rise in the proportion of the oldest age group. In 2006, persons aged 
between 55 and 64 years represented 17 p.c. of the population of working age ; that fi gure is predicted to rise to 
around 22 p.c. from 2020, then drop to 21 p.c. in 2050.

The consequences of population ageing are particularly signifi cant in Belgium because the employment rate for the 
over fi fties is still low from a European perspective, the main reason being the greater use of schemes permitting 
a fi nal exit from the labour market before the statutory retirement age. Ultimately, all other things being equal, 
the rise in the proportion of persons aged between 55 and 64 years in the population of working age, who have 
the lowest employment rate, will lead to a reduction in the labour supply and in the economy’s growth 
potential.
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Population ageing therefore presents some major challenges for Belgium’s economy, in common with the 
economies of most other advanced countries. A sharp increase in participation in the labour market will be essential, 
simply to maintain the growth rate of activity in the future. One can hardly expect a large contribution from the 
25-49 age group, whose employment rate is already high : at 80.5 p.c. in 2006, it was 1.5 percentage points 
above the EU-25 average. As regards the youngest age group, most of whom are still pursuing their education, 
which will have a positive infl uence on their subsequent participation in the labour market and increase their 
chances of fi nding work, one might consider doing more to combine work and study, in line with the practice 
in various EU Member States. This often involves part-time jobs. The main source of signifi cant support for the 
increase in the employment rate must therefore be the over fi fty age group.

In its Annual Report in May 2006, the Study Committee on Ageing (SCA) shows that, assuming annual growth 
of labour productivity averaging 1.75 p.c. up to 2050, the overall employment rate needs to increase by around 
8 percentage points between now and 2030, just to maintain the annual average growth of economic activity at 
2 p.c., i.e. the fi gure recorded since 2000.

This SCA simulation takes account of the measures which the government decided to implement in order to curb 
early retirement from the labour market under the solidarity pact between the generations, excluding those aimed 
at reducing the attraction of the so-called Canada Dry arrangements for which the SCA did not have suffi cient 
information. The effects of the pact appear to be relatively modest since, by 2030, employment will have expanded 
by only 45,000 units, with the overall employment rate up by 0.7 percentage point and the employment rate for 
persons in the 55-64 age group up by 2.6 percentage points. 
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Apart from a cohort effect, due to the increased participa-
tion of women in the labour market with each succeed-
ing generation, the observed growth of the number of 
older workers is due partly to the tightening up of the 
conditions for access to a number of early retirement 
schemes. Overall, the impact of these measures should 
not be underestimated, as is evident from the trend in the 
number of benefi ciaries between 2000 and 2006.

From 2002 to 2004, the age for qualifying for the status 
of an older unemployed person not seeking work was 
gradually raised from fi fty to fi fty-eight years, so that new 
unemployed persons in this age group must remain avail-
able for the labour market. As a result, the numbers claim-
ing the status of an older unemployed person have fallen 
sharply : during the year under review, 116,000 persons 
were granted exemption from seeking work under these 
rules, whereas the 2000 fi gure was 141,000. One p.c. of 
persons aged 50-54, all of whom were existing claimants, 
were still granted that status, compared to around 8 p.c. 
in 2000. A fall was also recorded among the 55-59 age 
group, but it was less marked since new unemployed 
persons aged 58 or 59 years can still claim the status. 

Moreover, those who, prior to 2002, were eligible for 
exemption from age fi fty and retained that status after 
the qualifying age was raised, have meanwhile almost 
all joined the 55-59 age group. Conversely, among 
the over sixties, who were unaffected by the reform, 
the proportion of older unemployed persons increased 
further by around 3 percentage points from 2000 to 
2006.

There was also a slight fall in the number of full-time 
early retirements. In 2000, 6.6 p.c. of persons aged 50 to 
64 years received a full-time early retirement pension ; 
during the year under review, that applied to 5.8 p.c. 
This decline concerns all age groups over 50 years, even 
though, since 2003, there has again been a small increase 
in the numbers taking full-time early retirement. 

In Belgium, as in many other countries, it appears that 
when measures are taken to discourage the use of certain 
schemes permitting an early exit from the labour market, 
there is a shift towards other systems. That probably 
explains why persons over the age of 50 have opted more 
frequently for a total career break or a full-time time credit 

15
-1

9

20
-2

4

25
-2

9

30
-3

4

35
-3

9

40
-4

4

45
-4

9

50
-5

4

55
-5

9

60
-6

4

0

10

20

30

40

50

60

70

80

90

0

10

20

30

40

50

60

70

80

90

EMPLOYMENT RATE PER AGE GROUP IN BELGIUM AND IN THE 
EU-25, IN 2006 

(1)

(percentages of the corresponding population of working age)

Source : EC.
(1) Based on the second quarter data of the labour force survey.

Belgium

EU-25



LABOUR MARKET AND LABOUR COSTS

75

TABLE 22 DEPARTURE FROM THE LABOUR MARKET BY PERSONS AGED FROM 50 TO 64 YEARS

(thousands of persons, annual averages, unless otherwise stated ; in brackets, percentages of the population of the corresponding age group)

2000 2006 (1)

50-54 years 55-59 years 60-64 years Total 
50-64 years

50-54 years 55-59 years 60-64 years Total 
50-64 years

Older unemployed, not seeking work . . . 55 58 28 141 7 64 45 116
(8.1) (11.1) (5.3) (8.2) (1.0) (9.5) (8.4) (6.0)

Full-time early retirement . . . . . . . . . . . . . 9 38 68 114 5 42 64 111
(1.3) (7.2) (13.0) (6.6) (0.7) (6.3) (12.0) (5.8)

Total career breaks / full-time time credit 2 1 0 3 2 5 0 7
(0.3) (0.3) (0.0) (0.2) (0.3) (0.7) (0.1) (0.4)

Pensions

Private sector (2) . . . . . . . . . . . . . . . . . . . . 1 4 201 206 3 3 138 144
(0.2) (0.7) (38.2) (12.0) (0.4) (0.4) (27.2) (7.6)

of which : without mixed 
public /private
sector career (3) . . . . . . . . . . n. n. n. n. 3 3 111 117

(n.) (n.) (n.) (n.) (0.4) (0.4) (21.9) (6.1)

Public sector (4) . . . . . . . . . . . . . . . . . . . . . 7 16 54 78 8 20 62 89
(1.1) (3.1) (10.4) (4.5) (1.1) (3.0) (12.3) (4.8)

Invalidity (5) . . . . . . . . . . . . . . . . . . . . . . . . . . 40 40 35 115 44 53 37 134
(5.8) (7.6) (6.7) (6.6) (6.2) (7.8) (7.2) (7.0)

Sources : BREO; FOREM; FPS Economy, SMEs, Self-employed and Energy ; NEMO; NPO; NSDII ; PSPS ; VDAB; NBB.
(1) In the case of public sector pensions and invalidity, the data relate to 2005.
(2) Total for persons receiving a private sector retirement pension (scheme for employees and /or self-employed persons), including persons combining that pension 

with a public sector pension. Situation as at 1 January.
(3) Total for persons receiving a private sector retirement pension (scheme for employees and /or self-employed persons), excluding persons combining that pension 

with a public sector pension. Situation as at 1 January.
(4) Total for persons receiving a public sector retirement pension, including persons combining that pension with a private sector pension. 

The latter cannot be isolated from the available figures. Situation as at 1 July.
(5) Situation as at 31 December.

in recent years. However, in 2006 this concerned only 
7,000 persons, compared to 3,000 six years earlier. 

Since 1997, there has been a gradual increase in the 
statutory retirement age for women in the private 
sector. It will go up from 60 to 65 in 2009, the same age 
as for men ; in general, that is also the retirement age in 
the public sector. However, it is possible for both women 
and men to opt for early retirement after working for 
a certain number of years. Between 1997 and 2005, 
that period of activity has been gradually increased 
from 20 to 35 years. These reforms have led to a very 
sharp fall in the numbers under the age of 65 taking 
retirement. Thus, at 1 January 2006, 144,000 persons 
aged between 50 and 64, or 7.6 p.c. of the popula-
tion in that age group, were  receiving a private sector 
 pension, whereas six years earlier that fi gure was 12 p.c. 
or 206,000 persons. In both cases, the over sixties 
represent the vast majority of these pensioners under 
the age of 65. These statistics include persons who, 
having worked in both sectors, combine a private sector 
pension, as a former employee and / or self-employed 

person, with a public sector pension. As at 1 January 
2006, this applied to 27,000 people.

In the public sector, the normal retirement age is 65 years, 
but civil servants may be eligible for an early retirement 
pension from the age of 60, provided they have held their 
post for a minimum of 5 years. Nonetheless, as in the pri-
vate sector, there are schemes specifi c to certain groups, 
permitting earlier retirement. Overall, the number of 
persons aged between 50 and 64 years receiving a public 
sector pension has increased since the beginning of the 
decade : in 2000 this applied to 78,000 people, or 4.5 p.c. 
of the population group concerned ; in 2005, this fi gure 
had risen to 89,000 pensioners, or 4.8 p.c. of the total 
number in the 50-64 age group. This increase occurred 
solely in the 60-64 age group, where the proportion was 
up from 10.4 to 12.3 p.c.

Although the invalidity scheme is not commonly used in 
Belgium as a means of early departure from the labour 
market, the number of invalidity benefi t claimants has 
also risen in recent years. At the end of 2000, claimants 
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numbered 115,000 persons, whereas in 2005, 134,000 
persons were receiving an invalidity pension, i.e. 7 p.c. of 
residents aged between 50 and 64 years.

In 2006, taking all these schemes together, almost one 
person in three aged between 50 and 64 years and resi-
dent in Belgium had left the labour market. Although the 
majority were over sixty, one person in four between the 
ages of 55 and 59 years was concerned, and one in ten 
between the ages of 50 and 54 years.

In December 2005, in order to prepare the country more 
effectively for the shock of population ageing (for more 
details, see box 8), following consultation with the social 
partners, the federal government adopted the solidarity 
pact between the generations. This restricted access to 
the ordinary early retirement scheme. The conventional 
early retirement age, previously set at 58 years for workers 
with a career spanning 25 years, will be raised to 60 years 
in 2008, subject to 30 years’ seniority for men. From 2012 
onwards, the required seniority will be gradually increased 
to 35 years for both men and women. There are still 
some exemptions available for certain arduous occupa-
tions, yet to be defi ned, and in the construction industry, 
for night work and for long careers. The defi nition of an 
enterprise undergoing restructuring was also changed 
to limit the use of early retirement schemes in the event 
of mass redundancies. The fi rms concerned must set up 
an employment unit for six months, to assist redundant 
workers in their search for a new job. 

More generally, the pact established a framework which 
encourages persons reaching the end of their career to 
keep their job or return to work. Financial incentives have 
been introduced, such as new cuts in employers’ contri-
butions for fi rms employing or recruiting older workers, 
a new bonus system granting a pension supplement for 
persons continuing to work after the age of 62 years, 
greater scope for combining a pension with an earned 
income, and more generous tax treatment of second pillar 
incomes under pension systems in the case of persons 
resuming work or remaining in employment up to the 
statutory retirement age. 

The number of job seekers recorded in the administrative 
statistics declined during the year under review. This was 
the fi rst decrease since 2001. It is due not only to the 
expansion of employment, but also to the slower growth 
of the labour force than in previous years. However, the 
fall in unemployment, which showed a marked accelera-
tion in the fi nal quarter of 2006, was limited, averaging 
only 8,000 units over the year.

The harmonised unemployment rate also showed a 
marked fall in the second half of 2006, and its annual 
average is estimated to have dropped from 8.5 to 8.3 p.c. 
of the labour force. That contrasts with the movement for 
the EU-25 as a whole, where the harmonised unemploy-
ment rate for persons aged 15 to 64 fell more sharply 
in 2006, from 9.1 to 8.3 p.c. According to the labour 
force survey fi ndings, the reason for that difference was 
that employment expanded less rapidly in Belgium, while 
the population of working age increased more strongly. 
Moreover, the activity rate in the EU-25 rose slightly from 
70 to 70.4 p.c., unlike in Belgium, where it dropped, from 
66.7 to 66.4 p.c.

In the regions, the more favourable labour market situ-
ation in Flanders is also refl ected in the unemployment 
fi gures. On average, during the fi rst three quarters of 
2006, the harmonised unemployment rate in that region 
was 5.2 p.c., whereas it stood at 11.8 p.c. in Wallonia and 
17.7 p.c. in Brussels. In 2006, the residents of Flanders, 
who make up 58 p.c. of the Belgian population of 
 working age, represented around 37 p.c. of the 588,000 
unemployed persons included in NEMO’s administrative 
statistics, while 46.6 p.c. lived in Wallonia and 16.5 p.c. in 
Brussels, where the population of working age accounts 
for 32 and 10 p.c. respectively of the total. The structure 
of the unemployed population also exhibited marked 
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TABLE 23 UNEMPLOYED JOB SEEKERS IN 2006

(annual averages, percentages of the total per geographical area)

Belgium Brussels Flanders Wallonia

Breakdown by sex

Men . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47.4 50.8 46.5 46.9

Women . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52.6 49.2 53.5 53.1

Breakdown by age

Under 25 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.5 16.7 21.8 22.9

25 to 54 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73.2 79.1 71.2 72.8

55 years and over . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3 4.2 7.0 4.4

Breakdown by educational level

Primary and 1st level secondary . . . . . . . . . . . . . . . . . . . . . . . . . . 26.5 23.8 28.6 25.9

Higher secondary levels (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58.5 51.2 56.5 62.6

Higher education . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.4 16.0 14.9 11.3

Other (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 9.0 0.0 0.2

Breakdown by duration of unemployment

Under six months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.5 23.5 35.8 24.6

Six months to two years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.1 33.0 35.5 31.2

Over two years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.4 43.6 28.7 44.2

p.m. Total number unemployed (3) . . . . . . . . . . . . . . . . . . . . . . . . . . 588 97 217 274

 Percentages of the total number of unemployed . . . . . . . . . 100.0 16.5 36.8 46.6

Sources : BREO, FOREM, NEMO, VDAB.
(1) Including apprenticeship contracts.
(2) Qualifications not recognised in Belgium, or educational level not known.
(3) Thousands of persons.

differences between regions. In regard to the duration 
of unemployment, some 36 p.c. of Flemish unemployed 
persons were seeking work for less than six months, and 
fewer than 30 p.c. for more than two years. In contrast, 
in Brussels and Wallonia, over 40 p.c. had been unem-
ployed for a long time, and only a quarter for less than 
six months. As regards the breakdown by age, sex and 
educational level, Brussels is different from the other 
regions. While the structure of unemployment in Flanders 
and Wallonia is fairly comparable to that for Belgium 
as a whole, in relative terms the capital had more male 
unemployed persons, fewer young job seekers and fewer 
unemployed persons with a medium level of education. 
Brussels also had more unemployed persons who, accord-
ing to the NEMO statistics, hold qualifi cations not recog-
nised in Belgium, the reason being the high proportion of 
persons of foreign origin in that region.

To respond more effectively to the regional disparities 
on the labour market, the regional employment ser-
vices re inforced their cooperation : the agreement of 
24 February 2005 between the regions and communities 

concerning the interregional mobility of job seekers was 
incorporated in the respective regulatory frameworks. 
Under that agreement, information on vacancies notifi ed 
to one of those services is automatically passed on to the 
others if the job offers concern another region or if they 
are on the list of critical occupations. The cooperation also 
extends to other areas such as vocational training.

Since July 2006, the programme to encourage active job 
seeking, implemented in July 2004, whereby assistance 
with the job search is combined with monitoring of fulfi l-
ment of the criteria for claiming unemployment benefi t, 
has applied to all persons under the age of fi fty who are 
wholly unemployed and claiming benefi ts, except for 
persons who are unfi t for work. It aims to monitor job 
seekers individually, to help them in their efforts to fi nd 
work or to initiate a vocational training project offering 
the prospect of satisfactory reintegration into the labour 
market. Nevertheless, specifi c characteristics are taken 
into account, i.e. age, educational level, aptitudes, social 
and family background, ability to travel and any form of 
discrimination which might work against the job  seekers. 
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The labour market situation in the sub-region where the 
unemployed person is resident is also taken into consid-
eration. To supplement the information obtained from 
the regional employment services on participation in 
the action organised in the course of their work, NEMO 
invites job seekers to one or more personal interviews in 
order to assess their efforts to fi nd work. If those efforts 
are deemed inadequate, an action plan is imposed which, 
if not respected, leads to sanctions. These may consist in 
the temporary, or even permanent, suspension or reduc-
tion of benefi ts. 

This scheme is still expanding, since job seekers aged from 
40 to 49 years were not included until July 2006. The 
number of persons given an initial interview is therefore 
continuing to rise. According to the statistics available as 
at 31 December 2006, of the 96,634 persons questioned 
in an initial interview, 53 p.c. were making an adequate 
effort to fi nd a job. The efforts made by the others were 
deemed inadequate and a personal action plan was 
arranged. The percentage of persons fulfi lling the NEMO 
criteria has declined since the results published previously. 
At the end of June 2005 it was 69 p.c. This decline is due 
in part to the greater heterogeneity, particularly in terms 
of age, of the job seekers questioned as the programme 
is phased in.

In all, since the system was introduced, from July 2004 to 
December 2006, 4,774 persons have been penalised by 
loss of part of their entitlement to benefi ts, namely 1,507 
in Flanders, 2,766 in Wallonia and 501 in Brussels. Around 
4,600 other job seekers – 1,550, 2,143 and 884 respec-
tively according to the region – also had their benefi ts 
suspended, in most cases for unjustifi ed failure to attend 
the interviews. This type of sanction can be lifted as soon 
as the unemployed person attends the appointment with 
NEMO. Conversely, 1,055 persons (or 1.1 p.c. of those 
attending an initial interview), namely 318 in Flanders, 
595 in Wallonia and 142 in Brussels, had their benefi ts 
totally suspended, or in other words, they were disquali-
fi ed from claiming unemployment benefi ts.

4.2 Labour costs in the private sector

The movement in labour costs in the private sector is 
largely determined by the central agreements concluded 
every two years at national level between representatives 
of employers and workers. For the period 2005-2006, 
however, the draft central agreement providing for an 
indicative norm for the increase in nominal labour costs 
per hour worked of 4.5 p.c. failed to secure unanimous 
approval. In the absence of a consensus between the social 
partners, the government – pursuant to the law of 1996 

on the promotion of employment and the safeguarding of 
competitiveness – passed a royal decree at the beginning 
of 2005 making the norm binding. In practice, the norm 
was probably slightly exceeded, as hourly labour costs in 
the private sector increased by a total of 4.6 p.c., rising by 
2.2 and 2.4 p.c. respectively in 2005 and 2006.

After two years of moderate indexation, labour costs 
came under stronger pressure in 2005 and 2006 owing 
to the movement in the health index of consumer prices. 
Taking account of the higher than expected infl ation, the 
impact of wage indexation, which represented a total 
of 3.9 p.c., exceeded the 3.3 p.c. anticipated by the 
Secretariat of the Central Economic Council (CEC) in its 
November 2004 technical report and assumed for the 
purpose of calculating the maximum scope available for 
real labour cost increases, used as a basis for the central 
negotiations. It was this steeper increase in indexation 
that caused the wage norm to be slightly exceeded. 

The marked rise in oil prices in fact drove infl ation higher, 
and that was passed on in wages via the automatic 
indexation mechanism. However, it was not passed on 
in full, as petrol and diesel are not included in the health 
index basket. Moreover, there was a time lag which varied 
according to the indexation mechanism used by each 
joint committee. The method of applying automatic wage 
indexation is specifi ed in the sectoral agreements, and 
may therefore differ signifi cantly from one committee to 
another. The broad range of indexation methods can be 
divided into two main categories of linking mechanisms. 
In the fi rst, e.g. in the joint sub-committee for private hos-
pitals (JC 305.01), indexation applies when the moving 
average of the health index exceeds a central index. In 
the second – steadily growing – category, indexation takes 
place at fi xed intervals, namely monthly (e.g. in the joint 
committee for the gas and electricity industry, JC 326), 
every two months (e.g. in the joint committee for banks, 
JC 310), every three months (e.g. in the joint commit-
tee for construction, JC 124), every four months (e.g. in 
the joint committee for persons employed by notaries, 
JC 216), every six months (e.g. in the joint committee 
for cleaning and disinfection fi rms, JC 121) or annually 
(e.g. in the joint committee for the food industry, 
JC 118). Generally speaking, the movement in the four-
month moving average of the health index, after a two-
month time lag, is a good approximation of the rate of 
pay indexation applied in practice in the private sector as 
a whole.

On the other hand, during the year under review, two 
factors attenuated the impact of the wage indexation. 
First, as described in detail in box 12, the introduction of 
the new national consumer price index in January 2006 
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TABLE 24 LABOUR COSTS IN THE PRIVATE SECTOR

(data adjusted for seasonal and calendar effects ; percentage changes compared to the previous year, unless otherwise stated)

2001 2002 2003 2004 2005 2006 e

Gross wages per hour worked . . . . . . . . . . . . . . . . 4.0 3.1 1.4 2.8 2.5 2.4

Collectively agreed wages (1) . . . . . . . . . . . . . . . . 3.5 3.7 1.8 2.3 2.5 2.3

Real agreed adjustments . . . . . . . . . . . . . . . . . 0.9 1.4 0.4 0.9 0.4 0.5

Indexations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.3 1.4 1.4 2.1 1.8

Wage drift (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5 –0.6 –0.4 0.5 0.0 0.0

Employers’ social security contributions (3) . . . . . . . 0.4 1.2 0.2 –0.5 –0.3 0.0

Social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.6 0.0 –0.2 –0.2 0.0

of which: impact of reductions in contributions 0.0 –0.1 –0.2 –0.5 –0.3 0.0

Other contributions (4) . . . . . . . . . . . . . . . . . . . . . . 0.4 0.5 0.2 –0.2 –0.1 0.0

Labour costs per hour worked . . . . . . . . . . . . . . . . 4.4 4.1 1.5 2.4 2.2 2.4

Sources : NAI ; NSSO; FPS Employment, Labour and Social Dialogue ; 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 contributions which are not paid to the government and imputed contributions.

exerted a moderating effect on the health index – which 
can be estimated at 0.5 percentage point in 2006 – and, 
consequently, on the automatic wage indexation. Next, 
in recent years many joint committees have inserted a 
so-called all-in clause in their biennial agreements. This 
makes the scale of the real increases dependent on the 
actual wage indexations : if the latter exceed the fi gures 
based on the infl ation forecasts produced at the time of 
the preparation of the central agreement, the difference 
is deducted in whole or in part, depending on the case, 
from the real wage increases granted in the second year 
– i.e. 2006 in the case of the agreements concluded 
in 2005 – or during the ensuing agreement period. 
According to the FPS Employment, Labour and Social 
Dialogue data relating to the sectoral agreements con-
cluded in 2005, one-fi fth of private sector workers are 
covered by a collective labour agreement which contains 
an all-in clause.

Combined with the wage moderation efforts agreed 
between the social partners, the all-in clauses partly 
explain the small real increases in 2006, which came to 
only 0.5 p.c. after an already meagre 0.4 p.c. in 2005. 
Such small increases had never been recorded since the 
beginning of the decade, except in 2003. Another point 
worth remembering is that, in the biennial wage agree-
ment cycle, the second year increases are systematically 
higher, in view of the time taken to conclude and imple-
ment the agreements by the joint committees.

In contrast to 2005, the impact of employers’ social secu-
rity contributions on the movement in labour costs was 
neutral during the year under review. That situation is due 
to administrative factors and developments concerning 
 reductions in the social security contributions paid to the 
government by employers ; the share of those reductions in 
the total wage bill remained unchanged at 3.9 p.c. The main 
reason for this stabilisation is that the reductions granted 
to employers are fi xed amounts, not indexed to prices, and 
this counteracted the positive effect of the introduction, on 
1 July, of a new measure to reduce the employers’ contri-
butions, namely the “young person’s bonus”, intended to 
encourage the hiring of low-paid workers under the age of 
thirty years. This was in addition to the existing reductions 
in favour of target groups on the labour market, namely 
older workers, long-term job seekers, the fi rst employees 
recruited by a fi rm, young workers, workers affected by a 
collective reduction in working time and the four-day week, 
and fi nally, workers affected by restructuring. The budget 
set aside for these groups increased by almost 200 million 
euro in 2006, to 498 million, or one-eighth of the funding 
for the general reductions in social security contributions, 
known as the structural reductions.

Other measures intended to cut labour costs also gained 
in importance during the year under review. This concerns 
the support in the form of reductions in the payroll tax, 
to encourage specifi c forms of working such as shift work 
and overtime, and also research. Under this scheme, 
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in order to prevent the reductions granted from being 
refl ected in higher net wages, the employer is required to 
deduct the whole of the payroll tax due on taxable pay, 
except in the case of overtime, when half of the rebate is 
handed over to the workers. In the end, after deduction 
of the said reductions, the balance of the payroll tax is 
paid over to the Treasury. In view of these specifi c charac-
teristics, the part which the companies retain is recorded 
as a subsidy in the national accounts, rather than as a 
direct reduction in charges. This system of wage subsidies 
has expanded greatly in recent years : having totalled 
barely 25 million euro in 2004, these subsidies amounted 
to 121 million in 2005 and 335 million in 2006, or 0.1 and 
0.3 p.c. respectively of the total wage bill.

In 2006 the employers’ other social contributions also 
exerted a neutral effect on the movement in labour costs. 
These consist of the imputed social contributions, such as 
redundancy pay, and the payments made by employers 
under a supplementary pension plan. In view of the eco-
nomic upswing in 2006, redundancy pay did not generate 
any additional pressure.

Nor did the wage drift contribute to the increase in labour 
costs during the year under review. Traditionally highly 
volatile, the contribution of this factor has been slightly 
negative, on average, since the start of the decade. Its 
tendency to exert ever less pressure is also observed in 
the euro area. 

The wage drift comprises the part of the movement in 
hourly labour costs which is not explained by the move-
ment in collectively agreed wages or employers’ social 

–2

–1

0

1

2

3

4

5

–2

–1

0

1

2

3

4

5

CHART 36 WAGE DRIFT IN THE PRIVATE SECTOR

 (data adjusted for seasonal and calendar effects ; 
percentage changes compared to the previous year, unless 
otherwise stated)

Sources : NAI ; FPS Employment, Labour and Social Dialogue ; NBB.
(1) Contribution to the change in labour costs, percentage points.
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TABLE 25 REDUCTIONS IN EMPLOYERS’ SOCIAL SECURITY CONTRIBUTIONS

(totals, millions of euro)

2003 2004 2005 2006 e

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,451 4,073 4,547 4,697

p.m. Percentages of the private sector wage bill . . . . . . . . . . . . . 3.2 3.6 3.9 3.9

of which :

Structural reductions (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,944 3,423 3,822 3,872

Target groups . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 201 309 498

of which :

Young workers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – – – 65

Older workers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – 98 103 111

p.m. Reductions in payroll tax (2)

 Millions of euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 25 121 335

 Percentages of the private sector wage bill . . . . . . . . . . . . . 0.0 0.0 0.1 0.3

Sources : General notes on the budget, NSSO.
(1) Including those targeting either low wages or high wages.
(2) Except the reductions granted to universities and colleges.
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structure of employment have had a similar effect, such 
as the increased participation of women in the labour 
market, since they are less well paid, on average, than 
men, and the expansion of part-time working and tem-
porary employment contracts, arrangements which may 
curb wage dynamics in the course of working life.

Although the wage negotiation mechanism is based on 
a single norm, defi ned under the central agreements 
concluded at national level, it nonetheless permits some 
differentiation, both in the level of agreed wages and in 
the components of wages refl ected in the wage drift. In 
this regard, there is little point in comparing annual wage 
adjustments between branches of activity, since wages do 
not necessarily respond simultaneously to the economic 
cycle or to price fl uctuations ; it is therefore more appro-
priate to compare the annual average rise over a specifi c 
period. This shows that, during the period 1996-2005, the 
movement in gross hourly wages was certainly not simi-
lar in all branches of activity. While the average increase 
in gross hourly wages in the private sector came to 
2.5 p.c. per annum, it varied between 1.9 p.c. in the real 
estate, rental and business services sector, and 3.3 p.c. 
in  transport and communications. This differentiation 
between branches of activity is due to divergences in both 
collectively agreed wages and the wage drift.
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CHART 37 GROSS WAGES PER HOUR WORKED IN THE PRIVATE SECTOR, BY BRANCH OF ACTIVITY: 1996-2005

 (average annual percentage changes from 1996 to 2005, unless otherwise stated)

Sources : NAI ; FPS Employment, Labour and Social Dialogue ; NBB.
(1) I.e. the “health and social work”, “community, social and personal services” and “domestic services” branches.
(2) Average annual contribution to the change in labour costs, percentage points.
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contributions. In particular, it includes increases and 
bonuses granted on top of the agreed increases, extra 
pay for working overtime, the impact of changes in the 
wages of the small group of workers not covered by any 
sectoral agreement, or the impact of wage agreements 
concluded at fi rm level and diverging from the sectoral 
agreements. More and more joint committees include in 
their agreements explicit provisions allowing fi rms to con-
clude specifi c agreements, since that is the level at which 
it is possible to adopt wage policies which most faithfully 
refl ect the conditions of activity and competition confront-
ing employers in practice. However, there are no sources 
permitting systematic monitoring of company agreements. 
In general, it is evident that variations in the wage drift are 
linked to some extent with the economic situation. 

Beyond these developments, there are various factors 
which might explain the tendency of the wage drift 
to decline in relative importance. First, the competitive 
pressure resulting from the increasing globalisation has 
prompted fi rms to continue their policy of wage mod-
eration, despite the more favourable economic climate. 
In addition, certain measures relating to employment 
which allow companies to hire staff at lower gross wages, 
such as the service voucher system, have exerted a down-
ward infl uence on the wage drift. Other changes to the 
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Box 9 – Empirical studies on labour cost differentiation 

A number of empirical studies, presented at a symposium held by the Bank in October 2006 on the subject of 
wage and price rigidities, conclude that the Belgian economy’s wage diversity is comparable to that of other 
advanced countries. A wide dispersion of wage changes and wage levels is also evident.

One of these studies, conducted as part of an international project on wage fl exibility (International Wage 
Flexibility Project – IWFP) (1), analyses annual wage changes in sixteen advanced countries, including Belgium, over 
various periods. It fi nds that, almost everywhere and for all the periods considered, wage changes are heavily 
concentrated around an annual average. It therefore appears that, each year, a substantial proportion of workers 
receive a wage increase which is close to the average. On the other hand, there is considerable dispersion around 
that annual average, with a signifi cant number of large, small and even negative wage changes. That is true in 
Belgium, as it is in the fi fteen other advanced countries studied. These fi ndings emerge from the administrative 
data studied by the IWFP for the period 1978-1985, but also from the data obtained by the Panel Study of Belgian 
Households (PSBH) for the period 1994-2001. Preliminary research conducted on administrative statistics analysed 
by the Bank for the period 1990-2002 confi rms these fi ndings.

Another study, conducted by a group of ULB researchers (2), examined the level of wages in Belgium over a number 
of years, the persistent differences observed and their causes. It reveals that the wages of Belgian workers are 
determined largely by the workers’ individual characteristics – such as their educational level, age, seniority, 
occupational category, sex and contract of employment –, and by the characteristics of their employers, such as 
the size of the fi rm and the region. Thus, there are still signifi cant differences between workers who have the same 
characteristics but are employed in different branches of activity. Wage differentials at sectoral level are therefore 
due only partly to differences in the structure of employment. More profi table fi rms are shown to pay higher 
wages, on average, and that practice explains a substantial part of the wage differentials at sectoral level. When 
the wage-setting process is decentralised, one would expect workers in more productive, more profi table fi rms to 
receive higher pay for the same work. Sectoral wage differentials in Belgium seem to be around the average for 
the advanced countries, the dispersion being greater in the Anglo-Saxon countries and smaller in the Scandinavian 
countries. A coordinated wage-setting mechanism like Belgium’s therefore does not appear to prevent wages from 
being adjusted in line with the microeconomic reality.

The sectoral wage differentials in Belgium are confi rmed by a study conducted by KUL researchers (3). This shows 
that workers are in a stronger bargaining position, and can therefore obtain relatively higher wages, in the 
branches of activity exposed to less competition. In those branches of activity, fi rms are not necessarily more 
productive, but they have greater market power so that it is easier for them to set their selling prices higher 
than their unit costs. Such an adjustment of wages to competitive pressure is also evident from the fi nding that 
the bargaining position of workers and the market power of the fi rms are less in the branches of activity with a 
higher import penetration rate. Wages in Belgium therefore seem to adapt to some extent to the international 
competition confronting many fi rms. 

(1) Dickens W.T., L. Goette, E.L. Groshen, S. Holden, J. Messina, M.E. Schweitzer, J. Turunen and M.E. Ward (2006), How wages change : micro evidence from the 
International Wage Flexibility Project, National Bank of Belgium, Working Paper no.96.

(2) Plasman R., F. Rycx and I. Tojerow (2006), Industry wage differentials, unobserved ability, and rent-sharing : evidence from matched worker-fi rm data, 1995-2002, 
National Bank of Belgium, Working Paper no.90.

(3) Abraham F., J. Konings and S. Vanormelingen (2006), Price and wage setting in an integrating Europe : fi rm level evidence, National Bank of Belgium, Working 
Paper no.93.

Thus, while the indicative wage norm agreed at national 
level is taken into account by the joint committees at 
sectoral level, the specifi c characteristics of the branch of 
activity, such as competition conditions, market prospects, 

operating results or the power ratio between employ-
ers and workers, obviously play an important role in the 
negotiations. In fact, while collectively agreed wages 
increased by an annual average of 2.4 p.c. during the 
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period 1996-2005 for the private sector as a whole, the 
increase came to 2.7 p.c. in construction and 1.9 p.c. in 
fi nancial services and the other services branch, a 0.8 
percentage point difference.

Much larger differences are evident between branches in 
regard to the wage drift, which refl ects in particular the 
wage adjustments made at the level of the fi rms, though 
this says nothing about any changes made to the pay 
structure within fi rms. While the wage drift contributed 
an average of 0.1 percentage point per annum to the rise 
in labour costs in the private sector from 1996 to 2005, 
its contribution came to 1.1 point in other services and 
–0.7 point in real estate, rental and business services, a 
difference averaging 1.8 percentage points per annum.

Finally, labour cost differentiation does not occur only 
between sectors and fi rms, but also at the level of individ-
ual pay. An examination of the empirical literature on this 
subject, summarised in box 9, reveals that wage changes 
in Belgium and in other countries display signifi cant dis-
persion, and that Belgium’s wage diversity is comparable 
to that of other advanced countries.

If productivity variations between branches are taken into 
account, even greater differentiation is apparent at the level 
of unit labour costs. Overall, their rise for the private sector 
as a whole has slowed, dropping to 0.7 p.c. in the year 
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CHART 38 LABOUR COSTS AND LABOUR PRODUCTIVITY 
IN THE PRIVATE SECTOR

 (data adjusted for seasonal and calendar effects, percentage 
changes compared to the previous year)

Sources : NAI, NBB.
(1) Value added, by volume, per hour worked for employees and self-employed 

persons.

2001 2002 2003 2004 2005 2006 e

Labour costs per hour worked

Labour productivity (1)

Unit labour costs

under review, as the movement in hourly labour costs cor-
responded more closely to the movement in productivity. 
The slackening pace of economic activity combined with a 
more favourable movement in employment had in fact sig-
nifi cantly reduced the productivity gains in 2005, whereas 
the rise in hourly labour costs hardly slowed at all. 

During the period 1996-2005, certain branches, such as 
industry, construction, and transport and communications, 
though recording an above-average increase in gross 
hourly wages, achieved labour productivity gains in line 
with the rise in hourly labour costs, so that the increase in 
unit labour costs was below the already moderate aver-
age for the private sector. Conversely, that increase was 
relatively higher in other services where hourly labour 
costs were rising faster than in the rest of the private 
sector but there was no accompanying stronger produc-
tivity growth. In real estate, rental and business services, 
the wage moderation efforts were insuffi cient during the 
period mentioned to compensate for the movement in 
productivity, implying a steep rise in unit labour costs. 
Conversely, in fi nancial services, the moderate wage 
increases were accompanied by  substantial  productivity 
gains, so that unit labour costs showed a marked fall from 
1996 to 2005.

Analysis of the relative dynamism of exports by Belgian 
industry compared to world trade developments reveals 
the role played by market conditions in wage setting. 
If the industrial branches are divided into two categories, 
progressive or regressive, according to whether their 
export markets measured by volume are more or less 
dynamic than the average, it is evident that, during the 
period 1996-2005, unit labour costs declined, on aver-
age, by 0.2 p.c. per annum in the progressive branches, 
while the rate of decline came to 0.6 p.c. in the regres-
sive branches. The activities which are, a priori, the most 
vulnerable on the international markets therefore seem to 
have made greater efforts to adapt their unit labour costs 
to the pressure of international competition.

Maintenance of Belgium’s competitive position is an 
essential concern in the determination of the indicative 
wage norm, which is in fact based on the maximum 
margin calculated by the CEC Secretariat for the rise 
in hourly labour costs in the private sector, according 
to the expected movement in those costs in the three 
main neighbouring countries for the ensuing two years. 
As explained in box 10, this mechanism has steered 
the movement in wages in Belgium for the past ten 
years.
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According to the CEC Secretariat, the wage handicap 
in relation to the three main neighbouring countries, 
calculated using 1996 as the base year in accordance 
with the law on the promotion of employment and the 

safeguarding of competitiveness, had been eliminated 
in 2003 but subsequently built up again. The increase 
recorded in the years 2005-2006 is due to the fact that 
wage indexation outstripped the fi gure expected at the 
time of the negotiations, and the rise in other countries’ 
labour costs fell short of the forecasts made at the time. 
For that period, according to the CEC Secretariat, hourly 
labour costs increased overall by 4.7 p.c. in Belgium, 
compared to 3.6 p.c. in the three main neighbouring 
countries. Since 1996, the cumulative handicap in terms 
of labour costs – excluding wage subsidies in Belgium 
or in the three main neighbouring countries – came to 
1.5 percentage points.

In view of the commitments given under the central 
agreement for 2007-2008, all other things being equal, 
that handicap should be reduced by 0.5 percentage 
point by 2008. The social partners have in fact agreed 
a 5 p.c. norm, whereas, according to the estimates of 
the CEC Secretariat, hourly labour costs are set to rise, 
on average, by 5.5 p.c. in the three main neighbouring 
countries over the period 2007-2008, with an increase of 
4.3 p.c. in Germany, 6 p.c. in the Netherlands and 7.1 p.c. 
in France.
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CHART 39 UNIT LABOUR COSTS IN THE PRIVATE SECTOR : 
1996-2005

 (average annual percentage changes, 1996 to 2005)

Sources : NAI, NBB.
(1) I.e. the “health and social work”, “community, social and personal services” and 

“domestic services” branches.
(2) Excluding housing services.
(3) The breakdown into progressive and regressive branches is only possible for 

twenty branches of activity covering more than 80 p.c. of industry’s value added. 
It is based on the progressivity coefficients calculated for all products recorded in 
the foreign trade statistics for the period 1995-2005. Those coefficients are 
defined as the ratio between the volume growth of trade in the product and the 
average volume growth of trade for all products in the reference region, namely 
the EU-15.

(4) For a more detailed explanation of the progressivity and regressivity concepts, see 
Melyn W. (2004), Characteristics and development of Belgium’s foreign trade, 
Economic Review, NBB, no.3, pp. 7-28.
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(1)

 (percentage points, difference compared to the index for 
Belgium, 1996 = 100)

Source : CEC.
(1) CEC data for labour costs per worker and working time.
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Box 10 –  Ten years of central agreements on the defi nition of the wage 
norm

Until 1996, labour cost developments in Belgian fi rms were monitored under the law safeguarding the 
country’s competitiveness, adopted on 6 January 1989. That law gave the government the right to intervene 
if competitiveness was threatened and if the social partners failed to agree on the action to be taken. Various 
criteria were used to assess Belgium’s competitive position in relation to that of the seven main trading partners. 
Since the introduction of the law of 26 July 1996 on the promotion of employment and the safeguarding of 
competitiveness, the role of the social partners has been reinforced, in that they determine a margin for wage 
increases at the time of the biennial negotiation of a central agreement ; this has introduced a prospective 
dimension into the wage-setting process. 

That margin, which concerns nominal labour costs per hour worked, is agreed with due regard for the movement 
in labour costs in the three main training partners – Germany, France and the Netherlands – and with adjustment 
for any slippages occurring in the preceding two years. It is used as a norm for the wage increases negotiated at 
branch and fi rm level. The wage norm always includes at least the predicted indexations, which are based on the 
expected movement in the health index of consumer prices, and the estimated scale increases. The social partners 
set this norm on the basis of the anticipated movements in labour costs for the three main trading partners, as 
calculated by the CEC Secretariat in accordance with the OECD’s forecasts of labour costs per worker and its own 
forecasts of changes in working time. Any derailment in previous years is also calculated by the CEC Secretariat 
which, for that purpose, takes as a basis the data relating to the movement in labour costs per worker according 
to national sources and the movement in working time according to the Eurostat labour force surveys. Since the 
entry into force of the law of 26 July 1996, six wage norms have been adopted, including the one agreed on 
21 December 2006 for the period 2007-2008. The concept of a norm evolved from a maximum margin specifi ed 
by the fi rst agreements, and became an indicative norm from the period 2001-2002 onwards. Apart from the 
defi nition of the wage norm, the agreements comprise employment promotion measures. More specifi cally, 
commitments are given concerning training, the employment of risk groups, the elimination of unemployment 
traps, the retirement issue, the balance between working and private life, equality of opportunity for men and 
women, mobility, etc. In addition, these agreements contain provisions on organisation and working time, health 
and safety at work, the alignment of the status of manual and non-manual workers, sustainable development and 
measures to stimulate innovation and R&D. In concluding the 2007-2008 agreement, the social partners added 
to these topics four new anchorage points relating to the abolition of the clauses linking pay scales to age, the 
granting of staff incentives linked to the fi rm’s results, the issue of diversity and non-discrimination at work, and 
the policy of preventing the use of alcohol and drugs in the workplace. New measures on all these subjects will 
be negotiated between the social partners during 2007.

4

The average divergence in labour costs compared to the 
three main trading partners masks signifi cant bilateral 
differences. Thus, up to and including 2001, labour cost 
increases in Belgium roughly paralleled those in France ; 
subsequently, Belgium actually enjoyed a more favour-
able trend. In comparison with the Netherlands, there 
was a considerable divergence in Belgium’s favour, espe-
cially since 1999. Belgium’s wage handicap is therefore 
attributable solely to the very moderate movements in 
hourly wages in Germany. In that country, in response 
to a protracted period of weak economic growth and 
high unemployment, and growing fears of a relocation 
of production to other countries, the maintenance of 
employment gradually became an increasing focus of 

attention during the collective bargaining. Wage modera-
tion was also encouraged by the relocation or develop-
ment of activities in the former East Germany. In addi-
tion, it was accompanied by a clear tendency towards 
decentralisation of the wage negotiations, particularly by 
the use of the so-called opt-out safeguard clauses. More 
and more fi rms also took measures to cut costs, such as 
increasing working time without fi nancial compensation, 
reducing bonuses, or linking additional pay to perfor-
mance. Finally, as part of the employment promotion 
measures, the rapid expansion of the number of low-paid 
jobs in Germany also exerted downward pressure on 
hourly labour costs.



86

Following the conclusion of the central agreement, real agreed adjustments are adopted at sectoral level, more 
precisely at the level of the joint committees, and supplemented, if appropriate, by agreements at the level 
of the fi rms, a practice which has been gaining ground in recent years. Even though the maximum/indicative 
wage norm is always taken into account, there is nevertheless evidence of the norm being exceeded ex post. 

Although respect for the norm was good during the periods 1997-1998, 1999-2000 and 2003-2004, labour cost 
increases in 2001-2002 and in 2005-2006 exceeded those set by the wage agreements for the corresponding 
years. In both cases, the reason was that the indexations were higher than anticipated at the time of the wage 
negotiations. Thus, the central agreement for the period 2001-2002 assumed that the indexation would come 
to 3.1 p.c., whereas in reality it amounted to 4.8 p.c. For the period 2005-2006, allowance had been made for 
indexation of 3.3 p.c. whereas in practice the indexation came to 3.9 p.c. In regard to the agreement for the period 
2001-2002, mention should be made of a special provision relating to the branches which had performed 
particularly well : while the indicative wage norm was set at 6.4 p.c., the overall rise in labour costs in these 
branches could be up to 7 p.c. Finally, turning to the central agreement for 2007-2008, a 5 p.c. norm was 
agreed for the increase in the average hourly labour costs in the private sector ; from October 2007, fi rms will 
also benefi t from a structural reduction in charges equivalent to 0.15 p.c. of labour costs, in the form of a subsidy 
corresponding to non-payment to the Treasury of payroll tax representing 0.25 p.c. of gross wages. Under the 
new agreement, the social partners also call on the sectors which do not yet have an adjustment mechanism for 
avoiding any wage derailment to introduce such mechanisms.
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Source : CEC.
(1) Calculations based on data from FPS Employment, Labour and Social Dialogue.
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While ex ante respect for the wage norm is important, actual ex post compliance is crucial for the competitiveness 
of Belgian fi rms. That was achieved in 1999-2000 and in 2003-2004. Conversely, in the other three periods, labour 
costs in Belgium rose faster than those in the three neighbouring countries, placing Belgian fi rms at a disadvantage 
in relation to their foreign counterparts. That was due not only to the effect already mentioned of the higher than 
expected indexations, but also to the fact that the hourly wage increases expected in the three neighbouring 
countries were almost systematically overestimated at the time of the negotiations. That was the case in all 
periods, except for 2001-2002. This shows that it is diffi cult to set the wage norm on the basis of forecasts, and 
that in order to maintain competitiveness it is desirable to be able to make prompt adjustments, a facility offered 
by the all-in agreements in the event of unexpected developments in the price indexation of wages.
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5. 

TABLE 26 HARMONISED INDEX OF CONSUMER PRICES FOR BELGIUM

(percentage changes compared to the previous year)

Total p.m.
Health index (3)

Energy Unprocessed 
food (1)

Underlying
trend 

in inflation (2)

Processed 
food

Non-energy
industrial

goods

Services

2000 . . . . . . . . . . . . . . . . . . . . . 2.7 16.3 0.2 1.1 1.3 0.0 2.3 1.9

2001 . . . . . . . . . . . . . . . . . . . . . 2.4 1.4 6.9 2.1 2.2 2.0 2.0 2.7

2002 . . . . . . . . . . . . . . . . . . . . . 1.6 –3.6 3.2 2.1 1.5 1.7 2.6 1.8

2003 . . . . . . . . . . . . . . . . . . . . . 1.5 0.2 1.7 1.7 2.8 1.0 1.9 1.5

2004 . . . . . . . . . . . . . . . . . . . . . 1.9 6.6 0.9 1.4 2.2 0.3 2.1 1.6

2005 . . . . . . . . . . . . . . . . . . . . . 2.5 12.7 1.7 1.4 2.0 0.3 2.1 2.2

2006 . . . . . . . . . . . . . . . . . . . . . 2.3 7.3 3.3 1.6 2.1 0.9 2.1 1.8

Excluding primarily administrative price changes (4)

2000 (5) . . . . . . . . . . . . . . . . . . . 3.0 16.8 0.2 1.5 1.2 0.7 2.4

2001 . . . . . . . . . . . . . . . . . . . . . 2.6 1.9 6.9 2.2 2.1 1.9 2.5

2002 . . . . . . . . . . . . . . . . . . . . . 1.9 –2.7 3.2 2.4 1.5 1.6 3.3

2003 . . . . . . . . . . . . . . . . . . . . . 1.8 1.0 1.7 2.0 2.1 1.0 2.7

2004 . . . . . . . . . . . . . . . . . . . . . 1.7 4.8 0.9 1.5 2.2 0.3 2.3

2005 . . . . . . . . . . . . . . . . . . . . . 2.6 13.4 1.7 1.3 1.6 0.3 2.1

2006 . . . . . . . . . . . . . . . . . . . . . 2.5 8.3 3.3 1.6 2.2 0.9 2.1

Sources : EC ; FPS Economy, SMEs, Self-employed and Energy ; NBB.
(1) Fruit, vegetables, meat and fish.
(2) Measured by the HICP excluding unprocessed food and energy.
(3) National CPI, excluding products considered harmful to health, namely tobacco, alcoholic beverages, petrol and diesel.
(4) That is, measures relating to the radio and television licence fee, tariff changes in the network industries in which liberalisation is farthest advanced, 

namely telecommunications, electricity and gas, and changes to indirect taxes.
(5) Excluding the estimated effect, in January and July 2000, of the fact that prices discounted in sales have been taken into account in the HICP since 2000.

5.1 Summary

In 2006, infl ation measured by the harmonised index of 
consumer prices (HICP) came to 2.3 p.c., against 2.5 p.c. 
in 2005. For the second consecutive year, it thus slightly 
outpaced the rate for the euro area, which was 2.2 p.c. 

in both 2005 and 2006. Primarily administrative price 
changes curbed infl ation by around 0.1 percentage point 
in 2006, as a result of reductions in the excise duty on 
diesel and the abolition, in mid 2005, of a tax which had 
been introduced earlier in the year on non-recyclable 
packaging.
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CHART 41 INFLATION IN BELGIUM AND IN THE EURO AREA

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

Sources : EC, NBB.
(1) Excluding the estimated effect, in January and July 2000, of the fact that prices 

discounted in sales have been taken into account in the HICP since 2000. 
(2) Petrol, diesel and heating oil. 
(3) Contribution to overall inflation, percentage points.
(4) Measured by the HICP, excluding unprocessed food and energy.
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Once again, infl ation was substantially affected by the 
globalisation of the world economy, as that process is 
bringing signifi cant changes in relative prices. Thus, the 
relative prices of commodities continued to climb during 
the year under review. The oil price hit a record level of 
almost 80 dollars per barrel of Brent at the beginning of 
August. However, it later subsided, fl uctuating around 
60 dollars per barrel from October onwards. Whereas 
the energy component had exerted constant pressure 
on infl ation in 2005 and during the fi rst eight months 
of 2006, it thus ceased to make any signifi cant contribu-
tion by the end of the year under review. That is evident 
from the fact that infl ation dropped to 1.9 p.c. during the 
fourth quarter, after having reached 2.6 p.c. in the fi rst 
quarter. Nonetheless, taking the year under review as a 
whole, energy prices still made a signifi cant contribution 
to the rise in the HICP, averaging 0.7 percentage points 
against 1.3 points in 2005. That contribution exceeded 
the fi gure recorded for the euro area over the past two 
years. The small but positive infl ation differential in rela-
tion to the euro area is therefore due to the greater 
short-term sensitivity of Belgium’s HICP to fl uctuations in 
crude oil prices. The rise in the cost of crude oil recorded 
during the year under review also had an indirect effect 
on consumer prices, particularly the prices of non-energy 
industrial goods.

The process of globalisation is on the other hand also exert-
ing a moderating effect on the movement in the relative 
prices of labour-intensive goods and services, particularly 
via imports from low-cost countries. According to a recent 
OECD study, the effect of the latter during the period from 
the beginning of 2000 to the end of 2005 was 0.2 to 
0.4 percentage point per annum for Belgium, thus exceed-
ing the upward infl uence – estimated at between 0.1 and 
0.2 percentage point per annum – exerted by the rise 
in commodity prices attributable to globalisation, namely 
20 to 40 p.c. of the recorded increase in crude oil prices 
and 10 p.c. of the increase in metal prices. Apart from this 
direct channel, stronger international competition is also 
having a moderating infl uence on the movement in costs 
of domestic origin, particularly unit labour costs. In 2006, 
wage moderation limited the transmission of the increase 
in commodity prices to underlying infl ation. Excluding 
administrative price changes, the latter nevertheless gath-
ered pace, rising from 1.3 p.c. in 2005 to 1.6 p.c.

5.2 Volatile components of the HICP

Once again, the movement in infl ation recorded during 
the year under review was greatly infl uenced by the move-
ment in crude oil prices. The latter have an almost imme-
diate impact on consumer prices of petroleum products, 
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such as petrol, diesel and heating oil. The contribution of 
these three products to overall infl ation, which was still 
1.7 percentage points in January, fi rst declined gradually 
before becoming slightly negative from September, largely 
because of the movement in crude oil prices. To a lesser 
extent, the movement in the prices of these products was 
determined by two factors which to some degree offset 
the upward effect of the increased price of crude oil, 
namely the reduction in excise duty on diesel, resulting 
from the reverse ratchet system introduced in May 2005, 
and the fact that consumers obtained larger reductions on 
the maximum prices set under the “programme contract” 
(for more details, see box 11).

Changes in the prices of these three petroleum products 
have a similar immediate, if less pronounced, effect on 
infl ation in the euro area, both during periods when crude 
oil prices are rising, as was the case in 1999-2000 and 
in 2004-2006, and during periods of falling prices, as in 
2001. The greater sensitivity of the Belgian HICP to crude 
oil price fl uctuations is due to two factors. First, petroleum 
products represent a larger share of the consumption 
basket used to calculate the HICP for Belgium, mainly 
because of the larger weight of heating oil. Second, the 
excise duties levied on these products – which, because 
of their fl at-rate character – tend to cushion the effect 
of crude oil price movements – are lower, on average, 
in Belgium than in the euro area. While excise duties on 
petrol are slightly higher in Belgium than in the euro area, 
those on diesel and heating oil are signifi cantly lower. 
As a result, crude oil prices have a greater impact on the 
consumer prices of these three petroleum products in 
Belgium than in the euro area.

Although consumer prices of gas and electricity depend to 
some extent on crude oil prices, they are less sensitive to 
fl uctuations in those prices and take more time to react. 
Thus, long-term gas supply contracts are indexed to the 
movement in crude oil prices after a time lag of around 

six months. The infl uence of this factor is also weakened 
by the signifi cant share of transport and distribution costs 
in the fi nal selling price of gas. The pass-through to elec-
tricity prices is even more limited, since only a relatively 
small proportion of electricity production is based on oil 
and gas. Moreover, domestic production and distribution 
costs have a greater weight in the cost structure of this 
form of energy. In addition, movements in gas and elec-
tricity prices take longer to be refl ected in the HICP since, 
in the case of the market segments which had not been 
liberalised by the end of the year under review – namely 
Wallonia and Brussels – the index is calculated on the 
basis of the annual invoices sent out to households by 
the distributors. The rate of increase in the prices of these 
products therefore only began accelerating gradually from 
mid 2004, and had not yet started to slow down signifi -
cantly during the year under review. The contribution of 
gas and electricity to infl ation came to 0.3 percentage 
point in 2006, against 0.1 point in 2005. In the euro area, 
the movement in gas and electricity prices also tracks the 
crude oil price with a certain time lag, and is also less pro-
nounced there. The transmission of fl uctuations in crude 
oil prices to these products therefore does not appear to 
be a source of asymmetry in the movement in infl ation in 
Belgium and the euro area.

Overall, energy prices increased by 7.3 p.c. on average in 
2006, against 12.7 p.c. in 2005.

Apart from energy prices, the prices of unprocessed food 
are another traditional source of short-term variations in 
infl ation, as those prices are largely determined by some-
times highly unstable supply conditions. Those conditions 
proved to be negative overall during the year under 
review, mainly because of the weather, whereas they had 
tended to be neutral in 2005. The rise in the prices of 
unprocessed food therefore speeded up, from 1.7 p.c. in 
2005 to 3.3 p.c. in 2006.

Box 11 –  Factors which have tempered the direct impact of crude oil price 
increases

In recent years, the soaring price of crude oil has led to a marked rise in infl ation. In May 2005, in order to curb 
the increase in petrol and diesel prices, the federal government froze the original ratchet system which it had 
introduced in August 2003 with the aim of raising the excise duties on petrol and diesel, and introduced a reverse 
ratchet system designed to reduce those duties.

4
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Under the original ratchet system, half of each price reduction resulting from the application of the “programme 
contract” was to be offset by a permanent increase in excise duties up to an annual maximum cumulative amount 
specifi ed by law. In 2004, the ceiling for petrol and diesel was set at the same level, namely 2.8 euro cents per 
litre. While this threshold was retained for petrol in 2005, it was increased to a maximum of 3.5 euro cents per 
litre for diesel. Initially, this system was to remain in force until 2007.
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Under the new reverse ratchet system, each increase in VAT revenues generated by a price increase under the 
“programme contract” is totally offset by a cut in excise duties, so long as the prices set by the “programme 
contract” exceed the thresholds of 1.10 euro per litre for diesel and 1.50 euro for petrol. As a result, the excise 
duties on diesel dropped by around 5 euro cents per litre between July 2005 and the end of August 2006. In other 
words, without this measure, and taking account of the fact that 21 p.c. VAT would also have been payable on 
those reduced excise duties, the price of diesel would have been around 6 euro cents per litre higher at the end of 
the year under review. No decline was recorded for petrol, since the maximum price did not exceed the threshold 
for activating the measure.

In practice, the introduction of the reverse ratchet system therefore led to a further increase in the difference 
between diesel and petrol prices from mid 2005 onwards. The reductions in excise duties thus granted are 
permanent, even if oil prices start falling again as they did from September 2006. The excise duties on diesel are 
therefore again well below the European average, and at the end of August actually came close to the European 
minimum rate. In November, the excise duties on unmixed diesel increased by 1 euro cent per litre, however, in 
order to bring about a differential rate of excise duties on unmixed diesel and biodiesel respectively. 

Another factor which has limited the direct impact of the rise in crude oil prices is that, over the years, the 
distribution sector has granted consumers increasing discounts on the maximum prices for petroleum products 
set by the “programme contract”. The average reduction can be estimated by comparing the average consumer 
price recorded for the HICP with the maximum price charged at the same time. This shows that the difference 
between those two prices has increased systematically in recent years. During the fi rst nine months of 2006, 
the average reduction on petrol and diesel was 6 euro cents per litre, whereas from 1999 to 2002 it had always 
fl uctuated between 1 and 2 euro cents. The average discount granted on heating oil also increased, rising from 
around 1 euro cent per litre between 1999 and 2002 to 2.5 euro cents during the fi rst three quarters of 2006. 
This increase in the discounts could be due to the high oil prices themselves, which make it more diffi cult to pass 
on cost increases because demand has become more elastic. However, it could also indicate that there is now 
increased competition among petroleum product distributors, although the fact that some service stations grant 
much larger reductions than others seems to prove that this market is still highly segmented and that imperfect 
competition still prevails.

Taking account of the weight of the various products in the HICP, the impact of the increased reductions granted 
in petroleum product distribution from 2002 to 2006 can be estimated at 0.15 percentage point. In the case 
of the reverse ratchet system, the cumulative effect comes to 0.06 point. These two factors together therefore 
contributed towards reducing the aggregate level of prices by 0.21 percentage point. The rebate which the federal 
government had granted at the end of 2005 on heating oil bills had no impact on price levels in 2006, since that 
measure was no longer in force. Having regard to the statistical conventions in use for the compilation of the price 
index, the similar rebate granted provisionally during the year under review to households using gas for heating 
had no infl uence on the movement in energy prices recorded in the HICP.
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CHART 42 UNDERLYING TREND IN INFLATION

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

Sources : EC, NBB.
(1) Measured by the HICP, excluding unprocessed food and energy, primarily 

administrative price changes, and the estimated effect, in January and July 2000, 
of the fact that prices discounted in sales have been taken into account in the 
HICP since 2000.

Services

Non-energy industrial goods

Underlying trend in inflation 
(1) 

Processed food
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5.3 Underlying trend in infl ation

Exclusion of the volatile components from the HICP pro-
vides an indicator of the underlying trend in infl ation, even 
though the use of that concept has probably become less 
relevant in the current context, since the method used to 
calculate it implies asymmetric treatment of the effects of 
globalisation. This indicator of underlying infl ation in fact 
excludes the direct impact of the increase in energy prices, 
which is due in part to the strong expansion of demand in 
the emerging countries, whereas the downward pressure 
which globalisation of the world economy exerts on prices 
of manufactured products is not neutralised.

In Belgium, this indicator presents a profi le which corre-
sponds overall to that for the euro area as a whole. Since 
the start of monetary union, it is only certain temporary 
factors, such as administrative price changes, that have 
given rise to occasional asymmetry. Thus, underlying infl a-
tion in Belgium fell sharply in 2002 and 2003, following 
the abolition of the radio and television licence fee in 
Flanders and in Brussels, and its reduction in Wallonia, 
while administrative price changes exerted strong upward 
pressure in the euro area in 2004. Since 2005, the 

underlying trend in infl ation in Belgium has once again 
moved in parallel with that in the euro area. That situa-
tion remained unchanged during the year under review, 
allowing for the fact that the temporary rise recorded 
in Belgium during the summer was due essentially to a 
change in the seasonal profi le of the HICP, which is in turn 
due to the updating of the basket of package holidays in 
the calculation of the index.

To determine the degree to which market forces have 
infl uenced the underlying trend in infl ation, it is prefer-
able to disregard administrative price changes. In Belgium, 
the latter mainly infl uenced the movement in prices of 
processed food. They were connected with the increases 
in tobacco prices, but also with the introduction, at the 
beginning of 2005, of a tax on non-recyclable packaging, 
a tax which was abolished later in the same year. This 
last measure therefore exerted an upward infl uence on 
the annual change in this component in the fi rst half of 
2005 and a downward infl uence in the fi rst half of 2006. 
Leaving aside these administrative price changes, the 
underlying trend in infl ation gathered pace, rising from 
1.3 p.c. in 2005 to 1.6 p.c. in 2006. By the end of the year 
under review, however, that acceleration seemed to have 
ceased. This rise primarily refl ects the transmission of the 
increase in the price of crude oil and other commodities. 
However, its upward infl uence was partly offset by the 
moderating effect exerted by globalisation via imports 
of manufactured products, and the relatively moderate 
movement in wages.

At the level of producer prices, i.e. the stage preceding 
consumption, the transmission of the increased cost of 
crude oil and other commodities is particularly apparent 
for intermediate products. These are in fact products 
comprising relatively little value added, which are there-
fore more vulnerable to changes in commodity prices. 
Producer prices of consumption goods seem to have 
been relatively unaffected, at least until the end of 2005. 
Afterwards a rise set in which continued throughout 
2006. The fact that the share of domestic value added is 
decidedly greater at this later stage in production than for 
intermediate products explains not only the limited degree 
of transmission, but also the fact that the impact made 
itself felt later, given that in this case there is greater lati-
tude for refraining from passing on cost increases imme-
diately in selling prices. This argument also explains why 
consumer prices of non-energy industrial goods recorded 
in the HICP are even less sensitive than producer prices of 
consumption goods. The share represented by domestic 
costs is in fact greater still at the level of consumer prices, 
particularly because the latter include transport and dis-
tribution costs.
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CHART 43 TRANSMISSION OF THE INCREASE IN THE PRICE OF CRUDE OIL AND OTHER COMMODITIES

Sources : FPS Economy, SMEs, Self-employed and Energy ; NAI ; NBB.
(1) Excluding energy.
(2) Changes from January 2003 to September 2006, expressed as annual growth rates. 
(3) Share of energy imports in the cumulative costs, calculated by means of the latest input-output table (2000).
(4) Excluding the estimated effect of prices discounted in the sales in January and July each year.
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(3) 

15 Food products and beverages
17 Textiles
18 Wearing apparel and furs
19 Leather and leather products
20 Wood and products of wood
21 Pulp, paper and paper products
22 Printed matter and recorded media
24 Chemical products
25 Rubber and plastic products
26 Other non-metallic 
 mineral products
27 Basic metals

28 Fabricated metal products
29 Machinery and equipment
30 Office machinery and computers
31 Electrical machinery and apparatus
32 Radio, television and communication
 equipment and apparatus
33 Medical, precision and optical 
 instruments, watches and clocks

 

34 Motor vehicles, trailers and 
 semi-trailers
35 Other transport equipment
36 Furniture and products n.e.c. 
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More detailed analysis of the link between prices and 
costs for twenty non-energy subsectors of manufacturing 
industry also reveals that the cost structure is a key deter-
minant of the transmission observed. Thus, the movement 
in prices since 2003 shows a positive correlation with the 
percentage of production costs represented by energy, 
ascertained by analysing the cumulative costs on the basis 
of the input-output table for the year 2000. However, 
that correlation is relatively low, and there are various fac-
tors which may account for it. First, the cumulative cost 
approach underestimates the real importance of energy 
in pricing, since non-energy imports also usually comprise 
an energy component which could not be identifi ed and 
which may vary from one sector to another. Next, this 
bivariate analysis takes no account of the potential role 
of factors other than energy price movements. Thus, it 
is noticeable that the products which display the largest 
fl uctuations in producer prices – basic metals and manu-
factured metal products – are precisely the ones whose 

prices are also infl uenced by the marked rise in the prices 
of metal commodities. Moreover, the sectors exhibiting 
relatively moderate price movements include some which 
are generally considered to be most affected by globalisa-
tion. That applies to wearing apparel, offi ce machinery 
and computers, and radio, television and communication 
equipment and apparatus.

This compensatory effect of globalisation is also evident 
in the movement in the prices of certain non-energy 
products in the HICP, particularly on account of the 
relatively moderate movement in the producer prices of 
the products mentioned, but also because direct imports 
from low-cost countries account for a growing percent-
age of the consumption of these products. Despite the 
widespread acceleration in the increase in non-energy 
industrial product prices recorded in 2006, the oppo-
site trend was apparent in the case of wearing apparel, 
footwear and household appliances, while the prices of 
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CHART 44 GLOBALISATION AND CONSUMER PRICES

Sources : EC ; FPS Economy, SMEs, Self-employed and Energy ; NAI.
(1) The low-cost countries are all countries outside the euro area except Australia, 

Canada, Denmark, Japan, New Zealand, Norway, Sweden, Switzerland, the United 
Kingdom and the United States.

(2) Data for the first nine months.

Wearing apparel

Footwear

Household appliances

Non-energy industrial goods

Products 
exposed to 
globalisation

Information processing 
equipment

CONSUMER PRICES
(percentage changes compared to the previous year)

Audio-visual, photographic 
and cinematographic 
equipment

SHARE OF IMPORTS FROM LOW-COST COUNTRIES 
(1)

(percentages of total imports from countries outside 
the euro area) 

audio-visual, photographic and cinematographic equip-
ment and prices of information processing equipment 
continued to decrease, albeit more slowly than in 2005. 
It is generally acknowledged that globalisation is exerting 
a signifi cant infl uence on the prices of these products. 
However, fl uctuations in the prices of audio-visual, photo-
graphic and cinematographic equipment and information 
processing equipment are also due to the major techno-
logical progress achieved. Moreover, the movement in 
the prices of information processing equipment recorded 
in the Belgian HICP was depressed to some extent by 
the switch to a new method of adjustment for quality 
changes in 2003.

The underlying trend in infl ation was also modest overall, 
since infl ationary pressure of domestic origin remained 
limited. Consequently, service infl ation remained steady 
at around 2 p.c. for the second successive year, despite 
a temporary rise recorded during the summer, follow-
ing the change in the seasonal profi le of the basket. 
That outcome was due mainly to the wage moderation 
which, as in other euro area countries, is attributable in 
part to globalisation. In Belgium, wage moderation in 
2006 is also explained partly by the introduction of a new 
national consumer price index in January (for more details, 
see box 12). More fundamentally, that result shows that 
the impact of the higher oil prices was confi ned to the 
direct and indirect fi rst-round effects, and that there 
was very little sign of any second-round contagion effects 
in 2006.
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Box 12 – Reform of the national consumer price index

Since the introduction of the harmonised index of consumer prices (HICP) in 1997, two measures of infl ation have 
existed side by side in Belgium for goods and services consumed by households. The HICP is an essential indicator 
for monetary policy, as the Governing Council of the Eurosystem has defi ned price stability on that basis. In 
Belgium, the indexation of incomes is based on the national consumer price index (national CPI) and, since 1994, 
the health index which is derived from it. For that reason, the social partners consult on the design and calculation 
of that index in the Index Committee and the National Labour Council. This involvement of the social partners is 
specifi c to Belgium, and does not apply to the Belgian HICP.
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In January 2006, a new national CPI was introduced owing to the obsolescence of the index in use up to the end 
of 2005. The basket of goods and the weightings used for that index were in fact still based on the household 
consumption structure of the years 1995-1996, and had never been updated since the index was introduced 
in January 1998. Moreover, it proved necessary to adjust the recorded prices of certain goods in order to take 
account of the changes in their quality, by analogy with the HICP. The social partners reached agreement on this 
subject in the Index Committee in December 2005. The obsolescence of the national index had become evident in 
2004-2005 and had affected the infl ation fi gures. During that period, the differences between infl ation measured 
by the national index and that measured by the HICP came to around 0.25 percentage point per annum. Obviously, 
a difference of that size exerted a signifi cant infl uence on the rise in the health index of consumer prices, and 
consequently on the rise in labour costs over the period 2004-2005.

Now that it has been revised, the national CPI is once again very similar to the HICP. Thus, the two indices recorded 
very similar movements in 2006, except that, since prices discounted in the sales are taken into account in the 
HICP and not in the national CPI, the former is systematically dragged downwards in January and July every year. 
This parallelism seen in 2006 contrasts with the years 2004 and 2005, when the two indices gradually diverged 
during the year.

However, infl ation measured by the annual change in the national CPI was signifi cantly moderated in 2006 by the 
way in which the new index was introduced. The conversion ratio for making the transition from the old national 
index to the new one is in fact based on the average levels attained by these two indices respectively in 2004. 
Thus, the excess infl ation recorded since 2004 by the old index was in practice fully offset in 2006. Consequently, 
the annual change in the national CPI came to 1.8 p.c. during the year under review, while infl ation measured by 
the HICP came to 2.3 p.c. In general, the social partners followed the same method in the National Labour Council 
to set the conversion ratio applicable to the health index. The conversion therefore had a marked downward 
infl uence on the annual change in the health index in 2006, which stood at 1.8 p.c. The part of the indexations 
granted in 2004 and 2005 on account of the obsolescence of the index was therefore counterbalanced during 
2006. Since the transition from the old to the new index only infl uences the annual changes in 2006, the fi gures 
for infl ation measured by the two indices should be more comparable from 2007.

It was also decided that, henceforth, the national CPI would be partially updated every two years, a major step 
forward with a view to maintaining its representativeness. However, the HICP remains a more accurate index 
because of its greater fl exibility from the point of view of updating, and its greater effi ciency in adjustments for 
quality changes.

Despite the progress made, there are still a number of challenges ahead. The main improvements to be made at 
European level lie in the treatment of housing costs in the case of owner-occupied housing, costs which are not 
yet taken into account in the HICP, and in the harmonisation and generalised introduction of adjustments for 
changes in quality. These challenges also concern a fortiori the Belgian HICP and, more particularly, the national 
CPI, which still comprises fewer adjustments for changes in quality despite the 2006 reform. For Belgium, more 
specifi cally, other major challenges are the updating of the data on the structure of retail trade and the extension 
to a larger number of products of the elementary aggregation based on the geometric mean. In both cases, the 
HICP and the national CPI should better refl ect the substitution effects between outlets and between products. 
The introduction of the new national index once again illustrated the importance of monitoring the quality and 
representativeness of the infl ation measure.
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6. 

6.1  Revenue, expenditure and overall 
balance

In the year under review, the general government 
accounts closed with a small surplus. The target of a 
balanced budget, set by the December 2005 stability pro-
gramme, was therefore met. The government was aided 
in achieving that by economic growth which was almost 
1 percentage point higher than the fi gure projected when 
the programme was drawn up, and by one-off measures 
which were once again substantial.

For the year 2005, there is a divergence between the 
statistics issued by the NAI and Eurostat. According to 
the general government accounts published by the NAI 
in September 2006, a surplus of 0.1 p.c. of GDP was 
achieved in 2005, and that is the fi gure notifi ed to the EC 
in the framework of the excessive defi cit procedure (EDP). 
In October 2006, however, Eurostat adjusted that fi gure. 

Unlike the NAI, that offi ce took the view that the Railway 
Infrastructure Fund (RIF), established in 2005, formed part 
of the general government sector, and the transfer to that 
Fund of the major part of the debt of the Belgian National 
Railway Company (BNRC) at the time of its restructuring 
on 1 January 2005 should be regarded as a debt assump-
tion by the government, and therefore as expenditure of 
the general government sector. According to this argu-
ment, the assumption of this 7.4 billion euro debt should 
therefore have been recorded under public expenditure as 
a capital transfer, causing the budget to show a defi cit of 
2.3 p.c. of GDP in 2005.

While that debt assumption has no direct impact on the 
budget outcome for 2006, in view of its non-recurrent 
nature, the same is not true of the sectoral classifi cation 
selected for the RIF, since that entity’s interest charges are 
slightly less than its receipts. The latter comprise compen-
sation for making the railway infrastructure owned by the 

TABLE 27 TARGETS FOR THE FINANCING REQUIREMENT (–) OR CAPACITY OF BELGIAN GENERAL GOVERNMENT (1)

(percentages of GDP)

2002 2003 2004 2005 2006 2007 2008 2009 2010

Stability programme 
and successive updates

November 2002 . . . . . . . . . . . . . . . 0.0 0.0 0.3 0.5

November 2003 . . . . . . . . . . . . . . . 0.2 0.0 0.0 0.0 0.3

December 2004 . . . . . . . . . . . . . . . 0.0 0.0 0.0 0.3 0.6

December 2005 . . . . . . . . . . . . . . . 0.0 0.0 0.3 0.5 0.7

December 2006 . . . . . . . . . . . . . . . 0.0 0.3 0.5 0.7 0.9

p.m. Actual figures

 According to the view taken
by Eurostat (2) . . . . . . . . . . . . . . . 0.0 0.0 0.0 –2.3 0.1 e

 According to the view taken
by the NAI (2) . . . . . . . . . . . . . . . . 0.0 0.0 0.0 0.1 0.1 e

Sources : EC, FPS Finance, NAI, NBB.
(1) According to the methodology used in the framework of the excessive deficit procedure (EDP). That methodology differs from that of the ESA 95 which was adapted in 2001 

to exclude from the calculation of the overall balance the net interest gains on certain financial transactions, such as swaps and forward rate agreements (FRAs).
(2) According to the view taken by the NAI, the Railway Infrastructure Fund (RIF), set up in the context of the BNRC restructuring on 1 January 2005, comes under the non-financial 

corporations sector. According to Eurostat, that Fund forms part of the general government sector and the assumption of BNRC debt should be recorded as a capital transfer 
from that sector to the non-financial corporations sector.
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Fund available to Infrabel, and a capital transfer which the 
government pays to the Fund to enable it to progressively 
repay its debt. The budget outcome for the year under 
review is therefore marginally worse according to the 
NAI’s view than according to that taken by Eurostat, but 
– after rounding – the difference is imperceptible when 
expressed as a percentage of GDP, since in both cases the 
result is a surplus of 0.1 p.c.

The new 2006 stability programme confi rmed the com-
mitments made in 2005, i.e. a surplus of 0.3 p.c. of GDP 
in 2007, increasing thereafter by an annual 0.2 percentage 
point up to 2013 to reach 1.5 p.c. of GDP, and maintained 
at that level until 2018. Since 2005, these objectives are 
included in the law of 5 September 2001 guaranteeing a 
continuous reduction in the public debt and creating an 
Ageing Fund, which refers to the budget path set by the 
stability programme up to the year 2012.

Box 13 –  Infl uence of non-recurrent factors on the overall balance of general 
government

Non-recurrent factors can be described as elements which have a signifi cant impact on government revenue or 
expenditure, but whose infl uence is felt only in one year, or over a few years at the very most. Since the reform 
of the stability and growth pact in 2005, the public fi nance situation of the Member States has been assessed on 
the basis of the budget balances after adjustment for cyclical and non-recurrent factors. From now on, attention 
therefore focuses more on the underlying trend in fi scal policy, and the emphasis is on structurally sound public 
fi nances.

When budgets are drawn up in Belgium, it is common to see substantial use of one-off measures to fl atter the 
overall balance. This was done in the 1980s, for example, with the elimination from the budget of aid to the 
national sectors, and in the 1990s with the privatisation of certain public enterprises and the anticipation of 
dividends or shares in the profi ts which they were due to pay out. Many of these operations were later disregarded 
in the calculation of the general government fi nancing balance, following the revision of the accounting rules used 
for compiling the national accounts. The tendency to resort to measures of this type was also evident in recent 
years. That had been particularly true in 2003, when they improved the budget position by 1.2 p.c. of GDP. In 
2006, too, they enhanced the fi nancing balance signifi cantly, by 0.7 p.c. of GDP, a level comparable to the 2004 
fi gure. Conversely, in 2005 they had caused it to deteriorate by 2 p.c. of GDP, owing to the transfer on 1 January 
2005 of the major part of BNRC debt to the RIF. Leaving aside that operation, non-recurrent factors had exerted a 
favourable infl uence in that year on the general government budget balance, totalling 0.4 p.c. of GDP.

In terms of their infl uence on public fi nances, non-recurrent factors can be divided into one-off factors or 
measures, and measures whose effect is neutralised over a number of years.

The one-off factors only have a direct infl uence on the government budget in the year in which they are 
implemented. In Belgium, that applies in particular to the regularisation of taxes, assumption of debts, temporary 
allowances towards the cost of energy consumption and, in 2006, the effect of the structural acceleration of the 
collection of corporation tax.

The other measures, whose impact is offset in the years following their implementation, can in turn be divided into 
two categories, according to whether their subsequent effects are felt in the short or long term. The fi rst category 
concerns shifts relating to the collection of taxes, notably between the withholding tax on earned incomes and the 
assessments, shifts in BNRC Group funding, and the securitisation of tax arrears. The second category comprises 
real estate sales – in the case of government buildings which are sold and subsequently leased by public authorities 
– and capital transfers intended to compensate for the assumption of pension liabilities. These factors trigger a 
“ boomerang ” effect since they are later refl ected in higher primary expenditure or lower revenues.

4
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Revenue

In 2006, the fi scal and parafi scal revenues of general gov-
ernment declined by 0.7 percentage point to 44.2 p.c. of 
GDP. This contraction was due to the overall impact of the 
fi scal and parafi scal measures, the reduction in the share 
of GDP represented by earned incomes, which are taxed 
relatively heavily, and the adverse movement in certain 
categories of taxes, such as excise duties and the advance 
payments made by self-employed persons. The reduction 
in the fi scal and parafi scal burden applies almost exclu-
sively at the level of Entity I, which comprises the federal 

government and social security, since the revenues of the 
communities, regions and local authorities forming Entity 
II remained practically unchanged.

The reduction in fi scal and parafi scal revenues is attrib-
utable mainly to the levies on earned incomes. During 
the year under review, these dropped by no less than 
1 percentage point of GDP. Of the measures designed to 
reduce the fi scal and parafi scal burden, it is mainly the 
application of the personal income tax reform, approved 
in 2001, and the reduction in personal contributions on 
low incomes that had the greatest infl uence. Their effect 

NON-RECURRENT FACTORS (1)

(millions of euro, unless otherwise stated)

2003 2004 2005 2006

One-off factors

Regularisation of taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 498 0 75

RIF’s assumption of BNRC debt . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0 –7,400 0

Heating cost subsidies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0 –145 –97

Accelerated collection of corporation tax . . . . . . . . . . . . . . . . . . 0 0 0 700

Other (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –546 –259 225 0

Measures with a reversible effect

With short-term influence

Shifts in the collection of taxes . . . . . . . . . . . . . . . . . . . . . . . . –227 184 205 0

Shift in BNRC Group funding . . . . . . . . . . . . . . . . . . . . . . . . . . –1,051 1,051 0 0

Securitisation of tax arrears . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0 439 486

With long-term influence (3)

Property sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 195 689 171 953

Capital transfers in return for the assumption 
of pension liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,000 151 481 0

Impact on the overall balance

According to the view taken by Eurostat

Millions of euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,371 2,314 –6,024 2,117

Percentages of GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 0.8 –2.0 0.7

According to the view taken by the NAI (4)

Percentages of GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2 0.8 0.4 0.7

Sources : budget documents, NBB.
(1) A positive (negative) figure indicates an improvement (deterioration) in the general government financing balance resulting from non-recurrent factors.
(2) For 2005, the other one-off factors concern a capital transfer to general government by Aquafin, following a dispute regarding the VAT rate applicable 

(225 million euro). In 2006, a shift in the BNRC Group funding led to a one-off reduction in subsidies (100 million euro), but that effect was offset 
by an exceptional payment by the Flemish Community to the water supply companies and Aquafin (around 100 million euro).

(3) Since the non-recurrent factors are defined as elements which exert a significant influence on public finances for one year or a few years at the very most, 
in the case of measures with a long-term influence the later effects are disregarded ; in any case, they are sometimes difficult to assess reliably. This convention 
avoids the appearance of persistent discrepancies between nominal and structural budget balances over a long period in the absence of new non-recurrent factors.

(4) According to the view taken by the NAI, the Railway Infrastructure Fund (RIF), set up in the context of the BNRC restructuring on 1 January 2005, comes under 
the non-financial corporations sector. According to Eurostat, that Fund forms part of the general government sector, and the assumption of BNRC debt should be 
recorded as a capital transfer from that sector to the non-financial corporations sector.
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was reinforced by the decline in the share of GDP repre-
sented by earned incomes – compensation of employees 
and gross mixed income, excluding imputed contributions 
– down from 56.3 to 55.7 p.c. Advance payments by self-
employed persons were also 3.7 p.c. down, despite the 
increase in their incomes.

Revenues generated by personal income tax fell by 
0.7 percentage point of GDP during the year under 
review. Although the said tax reform had no new impact 
on 2006 incomes, it nevertheless continued to have 
a signifi cant effect since, as planned, the provisions 
concerning incomes from previous years had not been 
fully integrated into the scale of the withholding tax on 
earned incomes. Consequently, the reform made a further 

contribution towards reducing the assessments in 2006, 
totalling 1,245 million euro, or 0.4 p.c. of GDP. It was 
mainly the measures aimed at equalising the treatment 
of the various forms of cohabitation, such as the align-
ment of the tax-free allowance for married individuals 
with that for single people, and individualisation of the 
tax allowances for replacement incomes, which had the 
greatest infl uence on revenues in 2006. The latter were 
also affected by a new measure, namely the raising of 
the percentages and ceilings applied in calculating the 
standard allowance for professional expenses, which cut 
revenues by 77 million euro.

TABLE 28 REVENUE OF GENERAL GOVERNMENT (1)

(percentages of GDP, according to the view taken by Eurostat)

2002 2003 2004 (2) 2005 2006 e

Fiscal and parafiscal revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44.7 44.2 44.4 44.8 44.2

Levies weighing chiefly on earned income . . . . . . . . . . . . . . . . . 27.2 26.9 26.3 26.2 25.3

Personal income tax (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.5 12.3 12.1 12.1 11.4

Social contributions (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.7 14.6 14.3 14.2 13.9

Taxes on company profits (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.0 2.9 3.2 3.4 3.7

Levies on other incomes and on assets (6) . . . . . . . . . . . . . . . . . . 3.4 3.5 3.6 3.7 3.7

Taxes on goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.1 11.0 11.3 11.5 11.5

of which :

VAT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.7 6.6 6.8 7.0 7.1

Excise duties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.2 2.3 2.4 2.4 2.3

Non-fiscal and non-parafiscal revenue (7) . . . . . . . . . . . . . . . . . . . . . 5.1 6.9 4.8 5.1 4.8

Total revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49.8 51.1 49.2 50.0 49.0

p.m. Entity I (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42.1 43.2 41.4 42.1 41.2

Federal government (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.5 28.8 27.3 28.1 27.4

  of which : transfers to the communities and regions (9) . . 9.6 9.9 9.7 9.9 9.7

Social security (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.8 14.5 14.3 14.1 13.9

 Entity II (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.7 7.9 7.8 7.9 7.8

Communities and regions (8) . . . . . . . . . . . . . . . . . . . . . . . . . 4.1 4.3 4.3 4.4 4.5

Local authorities (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.6 3.7 3.5 3.4 3.4

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) In 2004, fiscal and parafiscal revenue was augmented by around 0.1 p.c. of GDP as a result of the shift between VAT and GNI resources following the EU financing reform. 

That factor increased both revenue and expenditure without any significant effect on the overall balance.
(3) Mainly withholding tax on earned income, advance payments, assessments and the proceeds of additional percentages on personal income tax.
(4) Total social contributions, including the special social security contribution and the contributions of persons not in work.
(5) Mainly advance payments, assessments and withholding tax on corporate income from movable property. 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.
(7) The revenue of the general government sub-sectors does not include the transfers which they receive from other sub-sectors.
(8) This consists essentially of personal income tax and VAT revenues which are transferred under the Special Finance Act.
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The burden of parafi scal charges on labour dropped by 
0.2 p.c. of GDP during the year under review. The entry 
into force on 1 July of a new reduction in employers’ con-
tributions for low wage earners under the age of thirty 
years, introduced when the budget was drawn up in the 
context of the generation pact, curbed the increase in rev-
enues by 65 million euro. Employees’ contributions were 
cut by 359 million as a result of the extension of the work 
bonus, which comprises a reduction in employees’ social 
security contributions granted to low wage earners and to 
certain employees affected by corporate restructuring.

Taking account of all these measures, the implicit tax 
rate on labour – i.e. the fi scal and parafi scal levies as a 
percentage of the wages, calculated on the basis of the 

national accounts data – showed a marked fall during 
the year under review, dropping by 1.1 percentage point 
to 41.6 p.c. The latest statistics available from the EC 
show that the implicit tax rate on labour in Belgium was 
still 6.5 percentage points above the EU-15 average in 
2004. Despite the large reduction in that rate in Belgium 
in 2006, there is therefore still a substantial difference in 
relation to the average implicit tax rate in the EU-15, espe-
cially as other countries have also taken similar measures 
in the meantime.

Taxes on company profi ts recorded a steep rise for the 
third year running, up from 3.4 p.c. of GDP in 2005 to 
3.7 p.c. This increase is due mainly to the decision to 
speed up the assessment of corporation tax so that, from 

TABLE 29 MAIN FISCAL AND PARAFISCAL MEASURES

(millions of euro, changes compared to the previous year)

2004 2005 2006

Structural fiscal measures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 489 245 –764

Federal government and social security . . . . . . . . . . . . . . . . . . . 491 260 –643

Personal income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –534 –486 –1,336

Personal income tax reform . . . . . . . . . . . . . . . . . . . . . . . . . –500 –464 –1,245

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –34 –22 –91

Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 89 –149

Taxes on goods and services . . . . . . . . . . . . . . . . . . . . . . . . . . . 692 442 –155

Levies on other incomes and on assets . . . . . . . . . . . . . . . . . 24 –56 516

Evasion control and better collection . . . . . . . . . . . . . . . . . . . 310 270 480

Communities and regions (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –68 –50 –50

Local authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65 35 –71

Additional percentages on personal income tax . . . . . . . . . . –4 –65 –122

Endogenous effect of the federal reform . . . . . . . . . . . . . . –31 –73 –111

Rate increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 8 –11

Additional percentages on the withholding tax 
on immovable property . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 0 0

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 100 51

Structural parafiscal measures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –506 –413 –433

Employers’ contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –622 –364 –75

Employees’ contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 116 –50 –359

Non-recurrent measures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 812 –38 617

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 795 –207 –580

p.m. Percentages of GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –0.1 –0.2

Sources : budget documents, NBB.
(1) This table does not show the corporation tax reform implemented in 2006 – including the tax allowance for venture capital – since its effect is neutral, 

according to official sources.
(2) In 2004, this mainly concerned the abolition of the regional element of the withholding tax on immovable property for firms in the Flemish Region and for households 

with dependants in the Walloon Region. In 2005 and 2006, water charges were abolished in the Flemish Region following the change in Aquafin’s funding.
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now on, the tax is always collected during the tax year. 
For the year under review, the effect on the assessments 
is estimated at around 700 million euro. A total of 0.1 per-
centage point of the increased revenue is also due to the 
rapid growth of advance payments by companies, up by 
7.4 p.c. in a context of rising gross operating profi ts, and 
despite the introduction of the venture capital allowance 
and the deductibility of regional subsidies.

On the international scene, there is a clear tendency 
towards reducing nominal rates of tax on company prof-
its, one reason being that countries are trying to attract 
investment. Thus, the average standard nominal rate in 
the EU-15 has fallen from 46 p.c. in 1985 to just under 
30 p.c. in 2006. In the ten Member States which joined 
the EU on 1 May 2004, it is even around 10 percentage 
points lower than in the EU-15.

In Belgium, the federal authorities have tried in recent 
years to respond to these changes in the international 
context. Thus, the lowering of the standard nominal rate 
to 33.99 p.c. in 2003 did much to absorb the discrepancy 
which had developed between the Belgian rate and that 
of the EU-15 in the 1990s. Since then, however, that 
discrepancy has widened to over 4 percentage points 
as a result of the rate reductions recently recorded in a 
number of EU-15 Member States. To ensure that Belgium 
remains attractive to investors, the government decided 
to introduce a venture capital allowance – also known as 
a notional interest allowance – from the 2007 tax year 
onwards, which applies to 2006 incomes for the majority 
of companies. This measure alleviates the discrimination 
between the tax treatment of capital and borrowings. In 
addition, it provides an alternative which is acceptable 
from a European perspective to replace the preferential 
tax regime enjoyed by the coordination centres. In order 
to offset the resulting loss of revenues, provision has been 
made for a series of compensatory measures, the principal 
one comprising an adjustment to the tax exemption for 
capital gains.

In both Belgium and the EU-15, the downward trend in 
nominal rates currently seems to be accompanied by a 
substantial widening of the tax base, due partly to the 
limitation of preferential tax arrangements. The public 
revenues generated by the corporation tax have in fact 
increased over the past two decades. In Belgium, leav-
ing aside the temporary increase in revenues originating 
from the assessments, they reached their highest level for 
twenty years.

Levies on other incomes and on assets remained steady 
despite the disappearance of the proceeds of the securiti-
sation of arrears of personal income tax and corporation 
tax, which had been carried out in 2005, and the fact 
that the amounts recovered during the year under review 
in respect of the arrears in question were assigned to the 
company which had become the owner of those claims. 
The effect of these transactions was offset by various 
factors. First, as in previous years, there was a particu-
larly favourable movement in certain regional taxes such 
as registration fees and gift taxes : this was due partly 
to reforms in these tax systems in the three regions, 
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although the actual arrangements varied. Furthermore, 
this category of levy includes revenues in the order of 
50 million euro derived from the temporary opportunity 
available to the diamond sector to update the value of 
its stocks. Finally, the introduction during the year under 
review of a 1.1 p.c. levy on premiums paid in respect of 
insurance products in classes 21 and 23, and a withhold-
ing tax of 15 p.c. on the interest on capitalisation funds 
investing principally in fi xed-income securities, generated 
additional revenues totalling 455 million euro.

Taxes on goods and services increased slightly, by 0.1 per-
centage point of GDP, the main factor being the securiti-
sation of arrears relating principally to indirect taxes. That 
operation generated gross revenue of 713 million euro. 
Structural measures exerted a small negative infl uence on 
revenues. The impact of the levies on electricity produc-
tion was more than offset by the disappearance of the 
infl uence of the temporary increase in the tax on bever-
ages in non-reusable packaging in 2005, the operation of 
the reverse ratchet system on diesel, and the phasing out 
of the compensatory excise duty and vehicle registration 
tax. However, the main factor causing erosion was the 
movement in excise revenues, which actually fell short of 
the 2005 fi gure in nominal terms, notably because of the 
decline in consumption of mineral oils prompted by their 
increased cost.

Non-fi scal and non-parafi scal revenues dropped from 
5.1 p.c. of GDP in 2005 to 4.8 p.c. This decline was 
due partly to the fact that, in 2005, these revenues had 
been increased by the payment to the government of 
225 million euro by Aquafi n, the company responsible 
for wastewater treatment in the Flemish Region; the 
capital transfers totalling 481 million from the Autonoom 
Gemeentelijk Havenbedrijf Antwerpen (Port of Antwerp 
Authority) and the BNRC holding company in exchange 
for the assumption of certain pension liabilities were 
another factor.

Primary expenditure

In 2006, primary expenditure expressed as a percentage 
of GDP reverted to a level close to its 2004 fi gure, namely 
44.8 p.c., after peaking at 48 p.c. in 2005. However, these 
fl uctuations do not represent the structural movement 
in expenditure, since they are greatly distorted by the 
infl uence of time lags between the indexation of certain 
expenditure and the movement in the HICP, the business 
cycle and temporary factors. The latter were in fact par-
ticularly signifi cant in 2005, as the assumption of BNRC 
debt – in consequence of the company’s restructuring on 
1 January 2005, in order to conform to the European reg-
ulations – boosted the level of expenditure by 2.4 percent-
age points of GDP. The movement in primary expenditure 
in real terms was affected accordingly, being decidedly 
positive in 2005 and hence strongly negative in 2006.

In order to obtain a better indicator, refl ecting the govern-
ment’s structural policy in regard to primary expenditure, 
that expenditure has to be adjusted for the infl uence of 
non-recurrent factors, the business cycle and differences 
between infl ation and the price indexation of wages and 
social benefi ts.
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In 2006, the effect of the non-recurrent factors largely 
mirrored the same type of factors which had infl uenced 
expenditure growth in 2005. Their contribution to the 
contraction in the volume of primary expenditure thus 
totalled almost 6 percentage points, while in the previous 
year they had infl ated the rate of expansion by 7 points.

At federal government level, the specifi c non-recurrent 
factors associated with the year under review consisted 
principally of sales of buildings and land worth 953 million 
euro – of which 575 million came from the sale of build-
ings located in Belgium as a single lot, and 378 million 
from the sale of the Belgian embassy site in Tokyo –, an 
allowance granted to households using natural gas for 
heating, at a cost of 97 million, and the impact of the 
operations concerning the BNRC. Thus, the subsidies paid 
to Infrabel, the company managing the rail infrastructure, 
were reduced by 100 million in 2006, a correspond-
ing sum being carried forward to 2007. Conversely, the 
Flemish Community decided to allocate part of its avail-
able resources to an advance payment of subsidies to the 
water supply companies and to Aquafi n, in the sum of 
around 100 million.

The growth rate of primary expenditure is also subject 
to cyclical fl uctuations as a result of the movement in 
unemployment benefi ts, which follow the business cycle 
with a certain time lag. Thus, the high rate of activity 
growth in 2004 and 2006 curtailed the upward effect that 

these benefi ts had exerted on expenditure from 2002 to 
2004. Consequently, unemployment expenditure, which 
had already fallen by 0.9 p.c. in real terms in 2005, was 
cut by a further 3.2 p.c. in 2006. The resulting brake 
on the growth of general government expenditure, an 
effect which had been insignifi cant in 2005, represented 
0.1 percentage point.

The indexation mechanism for social benefi ts and civil 
service pay is a third external factor which infl uences the 
real movement in primary expenditure. On the one hand, 
social benefi ts and wages, which account for almost 60 
p.c. of the government’s primary expenditure, are linked 
to the movement in the health index of consumer prices. 
Since 2003, that index has risen more slowly than the 
HICP because – unlike the latter – it was not directly 
affected by the steep rise in road fuel prices or by a series 
of measures to increase indirect taxes. As explained in 
chapter 5 on prices, the smaller rise in the health index 
in 2006 was also due to the effects of the reform of the 
national CPI. This caused the fall in infl ation as measured 
by that index, and hence according to the health index, 
to exceed by 0.5 percentage point the fall indicated by 
the HICP. The impact of these various factors was only 
marginally tempered during the year under review by the 
smoothing of the health index effected for the purpose 
of calculating the reference index used to determine 
the timing of the indexations. In fact, when the rate of 
increase in the health index slows down, as in 2006, the 

TABLE 30 PRIMARY EXPENDITURE OF GENERAL GOVERNMENT

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

Average 
1995-2001

2002 2003 2004 2005 2006 e Average 
1995-2006 e

Level recorded (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.0 44.1 45.8 44.5 48.0 44.8 44.0

p.m. Entity I (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.5 26.3 27.6 26.7 29.8 26.8 26.9

 Entity II (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.6 17.8 18.2 17.8 18.1 18.0 17.1

Real growth recorded . . . . . . . . . . . . . . . . . . . . . . . 1.8 5.3 5.0 0.5 8.5 –4.2 2.3

Influence of non-recurrent factors (3) (4) . . . . . . . . . . –0.1 1.1 1.7 –2.2 7.0 –5.9 0.1

Influence of cyclical factors (3) . . . . . . . . . . . . . . . . . –0.1 0.1 0.3 0.2 0.0 –0.1 0.0

Effect of indexation (3) (5) . . . . . . . . . . . . . . . . . . . . . . –0.1 0.8 –0.1 –0.4 –0.1 –0.5 –0.1

Real growth adjusted for non-recurrent and 
cyclical factors and for the effects of indexation . . 2.1 3.3 3.2 2.9 1.6 2.3 2.3

Sources : EC, NAI, NBB.
(1) Percentages of GDP, according to the view taken by Eurostat.
(2) The entities’ expenditure does not include mutual transfers.
(3) Contribution to the recorded real growth of primary expenditure.
(4) In 2004, the movement in primary expenditure was inflated by around 0.1 p.c. of GDP by the shift between VAT and GNI resources following the EU financing reform. 

That factor boosted both revenue and expenditure without having any significant impact on the overall balance.
(5) Effect caused by the difference between the actual indexation of public sector wages and social security benefits and the rise in the HICP.
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smoothing delays the transmission of that reduction to 
wages. Overall, the indexation mechanism contributed 
0.5 percentage point towards the moderation of the real 
expansion of expenditure.

After adjustment for the effects of these various factors, 
primary expenditure increased by 2.3 p.c. in 2006, a rate 
comparable to the average growth of the past decade, 
but slightly higher than the trend growth of GDP.

The movement in the adjusted primary expenditure of the 
various government sub-sectors was more homogeneous 
than in previous years, with growth ranging between 
2.1 and 2.7 p.c. depending on the level of government. 
Entity I expenditure increased at a rate close to the trend 
growth of GDP. That was not the case for the sub-sectors 
making up Entity II, where expenditure growth has aver-
aged 2.5 p.c. over the past twelve years, mainly as a result 
of the strong expansion of local authority spending.

In 2006, the adjusted primary expenditure of the federal 
government grew by 2.2 p.c. in real terms. This rise was 
due partly to the increase in subsidies granted to enter-
prises, particularly the reductions in the withholding tax 
on earned incomes in favour of certain categories of 
workers. These reductions, designed to encourage the 
employment of researchers, shift working and fl exibility of 
labour via the more favourable tax treatment of overtime 
pay, contributed more than 200 million euro - or 0.8 per-
centage point – to the growth of federal expenditure. An 
additional 0.5 percentage point was also due to invest-
ment grants paid to the BNRC Group and organic fund 
expenditure in favour of the development of the Regional 
Express Network (REN). Expenditure on civil service staff 
pensions also increased signifi cantly, as a result of the 

marked rise in the number of pensioners. Conversely, the 
other major expenditure categories increased at a more 
moderate pace than in the recent past.

The volume growth of the adjusted expenditure of social 
security accelerated sharply in 2006, reaching 2.1 p.c. 
Owing to its signifi cant size – it now represents over 
one-third of total social spending – and volatility, health 
care expenditure generally has a decisive infl uence on the 
movement in social security spending. Its volume increase 
remained modest in 2006, following stagnation in 2005, 
thus remaining for the second consecutive year below 
the growth target of 4.5 p.c., decided at the time of the 
formation of the federal government in 2003 for the term 
of this legislature. The calculation of a moving average, 
which attenuates the impact of fl uctuations caused by 
shifts, accounting delays or short-term measures, indi-
cates that the real growth of health care expenditure is 
currently tending to fall short of the average for the past 
twelve years.

The cyclically adjusted growth of the other social expen-
diture categories as a whole increased in 2006. In part, 
this acceleration was due to social measures which were 
more substantial in 2006 than in the previous two years. 
Of these, the increase in family allowances for children 
between the ages of six and seventeen years – commonly 
known as the schooling allowance – came to over 70 
million euro during the year under review. In addition, 
some major social initiatives were also taken in favour of 
pensions, totalling an extra 51 million. This mainly con-
cerns the adjustment of the oldest pensions in line with 
prosperity, the aim being to counteract the spontaneous 
decline in the relative affl uence of the oldest pensioners, 
and increases in the pensions of self-employed persons, 

TABLE 31 ADJUSTED PRIMARY EXPENDITURE BY GENERAL GOVERNMENT SUB-SECTOR (1) (2)

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

Average 
1995-2001

2002 2003 2004 2005 2006 e Average 
1995-2006 e

Federal government . . . . . . . . . . . . . . . . . . . . . . . . . 1.8 1.1 1.9 2.8 2.4 2.2 1.9

Social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 2.2 4.1 3.4 1.0 2.1 2.4

p.m. Entity I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.9 3.4 3.2 1.5 2.1 2.2

Communities and regions . . . . . . . . . . . . . . . . . . . . 1.9 4.7 2.3 4.0 0.4 2.7 2.3

Local authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 7.5 3.5 0.1 4.4 2.6 2.7

p.m. Entity II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 5.8 2.8 2.4 2.0 2.6 2.5

Sources : EC, NAI, NBB.
(1) The expenditure of the general government sub-sectors does not include mutual transfers.
(2) Real growth adjusted for the influence of non-recurrent and cyclical factors, and for indexation effects.
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particularly their minimum guaranteed pensions. Other 
categories of replacement incomes, such as disability 
benefi ts, were also adjusted once again in line with pros-
perity.

Finally, the subsidies paid to businesses by social security 
increased sharply, principally as a result of intervention 
under the service voucher scheme, which was stepped 
up by around 200 million euro. Expenditure relating to 
the Social Maribel measures in favour of the non-market 
sector and unemployment benefi t activation – measures 
recorded as subsidies under the ESA 95 – also continued 
to rise in 2006.

Following relatively weak growth in 2005, the volume of 
the adjusted primary expenditure of the communities and 
regions increased by 2.7 p.c. in 2006, slightly outpacing 
the recent average, as their expenditure on the consump-
tion of goods and services, investment and investment 
aid in fact returned to positive growth following a decline 
in 2005. These movements – reduction in a post-election 
year such as 2005, following a peak in the election year, 
and a subsequent revival – seem to confi rm the impact of 
the electoral cycle of this level of government on the most 
discretionary expenditure categories and hence on the 
total expenditure of the communities and regions.

The movement in the real primary expenditure of local 
authorities is also greatly infl uenced by the impact of the 
electoral cycle on their investment. Thus, the latter gener-
ally expands most strongly in the years preceding the local 
and provincial elections and, to a lesser extent, in election 
years such as 2006. Growth of investment spending was 
once again seen to slow down during the last year of the 
electoral cycle which has just ended. That is refl ected in 
the total local primary expenditure which increased by 
2.6 p.c., a rate close to the average for the period 1995-
2006 and signifi cantly lower than the 2005 fi gure.
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CHART  47 HEALTH CARE EXPENDITURE (1)

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

Sources : NAI, NBB.
(1) Public spending on health care, excluding sickness and invalidity benefits, 

benefits for the disabled, transfers to institutions caring for the disabled, and 
spending on long-term care insurance.

(2) A real growth figure of 4.5 p.c. in 2007 was assumed for the purpose of 
calculating the 2006 moving average.
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Box 14 – Public sector employment

Public consumption expenditure makes up almost half of total public spending. Since the total amount of wages 
represented 53 p.c. of public consumption expenditure in 2006, employment in this sector is a decisive factor for 
expenditure. That employment does not include the jobs subsidised directly or indirectly by the government, such 
as persons employed by the LEAs or under the service voucher scheme, and jobs in the non-market sector.

In 2006, around 785,000 people worked in the general government sector, excluding the public broadcasting 
companies. That represents an increase of 8.6 p.c. compared to 1995. Owing to the success of the part-time 
working arrangements, the number of hours worked – which is more signifi cant in determining the total amount 
of wages – increased by a slightly lower fi gure of 7.4 p.c., the rise being almost continuous between 1995 and 
2006. That growth is due mainly to public administration in the strict sense – i.e. excluding education, defence, 
transport and related services – and, to a lesser extent, to education, while jobs in national defence declined. 
However, since the volume of private sector employment increased faster, there was a decline in the public sector’s 

4
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4

share of total employment, down from 21.6 p.c. in 1995 to 20.8 p.c. in 2006, a level which was below the average 
for the past ten years.
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PUBLIC SECTOR EMPLOYMENT (1)

Sources : NAI, NBB.
(1) The national accounts figures have been adjusted to avoid breaks in the series. 

Thus, an adjustment was made to neutralise the effect of the reclassification, 
in 2002, of the public radio and television companies from the non-financial 
corporations sector to the general government sector.
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hours worked in the private and public sectors 
(left-hand scale)

The bulk of the employment growth occurred in the local authorities. The police service reform, which led, in 
particular, to a transfer of around 8,500 persons from the federal government to the local authorities in 2002, is 
only a minor component of that, since the main increase took place in the rest of local government in the strict 
sense, but also, to a lesser extent, in education. The local authorities thus increased their share of total public 
sector employment to over 35 p.c. in 2005.

Employment growth was less marked in the communities and regions, which are nonetheless still the largest public 
sector employers, accounting for almost 43 p.c. of public jobs. Education, which represents over three-quarters of 
the staff employed by these entities, practically regained its 1995 level, while administration in the strict sense and 
the regional transport companies contributed to the growth of employment in this sub-sector.

Finally, employment by the federal government and social security represented only just over 22 p.c. of public 
sector jobs in 2005, which was less than in 1995. Administration increased its proportion of employment in this 
entity, while the national defence workforce declined in absolute terms.
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EMPLOYMENT BY GOVERNMENT SUB-SECTOR (1)

(thousands of persons, unless otherwise stated)

1995 2000 2005 p.m.
Percentage

changes
1995-2005

Entity I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173.5 178.6 173.2 –0.2

Federal government (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147.6 150.6 143.8 –2.6

Social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.9 28.1 29.4 13.5

Entity II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 549.9 562.0 606.7 10.3

Communities and regions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320.8 316.9 332.3 3.6

Local authorities (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229.1 245.1 274.4 19.8

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 723.4 740.7 779.8 7.8

Sources : NAI, NBB for the breakdown by sub-sectors
(1) The national accounts figures have been adjusted to avoid breaks in the series. Thus, an adjustment was made to neutralise the effect of the reclassification, 

in 2002, of the public radio and television companies from the non-financial corporations sector to the general government sector.
(2) In 2002, the police service reform led to the transfer of part of the former gendarmery from the federal government to the local authorities. That transfer concerned 

around 8,500 persons. Excluding that transfer, employment in the federal government and local authorities would have expanded by 3.2 and 16.1 p.c. respectively.

Interest charges of general government

Since reaching a peak in 1990, the interest charges of 
general government have declined at an annual average 
rate of 0.5 percentage point of GDP. That is due to the 
combined effect of the systematic reduction in the debt 
ratio from the record high attained in 1993, and the more 
or less continuous fall in the implicit interest rate on the 
public debt.

Owing to the rise in short-term interest rates, the rate of 
the reduction in interest charges slowed sharply in 2006, 
with a decrease of just 0.2 percentage point of GDP for 
the year. That decrease was in fact due exclusively to 
the reduction in the public debt by 4.1 points, since the 
implicit interest rate edged upwards for the fi rst time 
since 2002. The impact of the increase in short-term inter-
est rates more than negated the effect of the fall in the 
implicit rate on the long-term debt; that rate continued to 
decline as a result of keeping a differential favourable to 
new issues. In contrast, the market rate on twelve-month 
Treasury certifi cates, the Treasury’s principal short-term 
fi nancing instrument, rose from an average of 2.3 p.c. in 
2005 to 3.3 p.c. in 2006.

Owing to the gradual exhaustion of the old bond lines 
issued at higher interest rates, the downward trend in 
the long-term implicit rate is set to decelerate sharply in 
the coming years, even if interest rates remain steady. A 
fortiori, if market rates increase, that will trigger a rise in 
the implicit rate on the public debt.

Overall balance of general government sub-sectors

The movement in the budget balance of general govern-
ment is the outcome of developments which vary between 
sub-sectors. The modest budget surplus achieved during 
the year under review resulted from a small surplus in 
Entity I, which comprises the federal government and 
social security, and a balanced budget in Entity II, which 
comprises the communities and regions plus the local 
authorities.

The federal government accounts ended with a defi cit of 
0.1 p.c. of GDP. Excluding the infl uence of the restruc-
turing of the BNRC in 2005, the federal budget balance 
deteriorated by 0.1 percentage point of GDP, despite a 
further 0.1 point decline in interest charges. The deterio-
ration was due to the decline in revenue, which was only 
partly offset by lower expenditure. The fall in revenue is 
due mainly to structural measures reducing the burden of 
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fi scal and parafi scal charges, and the fall in the share of 
value added represented by wages. On the expenditure 
side, the contraction is attributable mainly to the increase 
in the sale of government buildings, which is considered 
as negative expenditure under the ESA 95.

Social security recorded a small surplus for the second con-
secutive year. Its revenues were down by 0.1 point. The 
rise in social contributions lagged behind GDP growth, 
partly because of the decline in wages as a percentage 
of GDP and partly because of the measures designed to 
cut the contributions. This effect was partially offset by 
an increase in transfers from the federal government by 
way of “ alternative funding ”, which is based on sharing 
of the tax revenues collected by the Treasury. Apart from 
an increase in VAT revenues transferred on that basis, 15 
p.c. of the revenue generated by the withholding tax on 
incomes from movable property was also transferred to 
social security during the year under review. Social secu-
rity expenditure fell by 0.3 percentage point GDP, mainly 
because of the favourable movement in unemployment 
expenditure, which is closely linked to the business cycle, 
and to the modest rise in health care spending.
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CHART 48 BREAKDOWN OF THE CHANGE IN INTEREST 
CHARGES

Sources : EC, FPS Finance, NAI, NBB.
(1) Implicit average rate on Treasury certificates.
(2) Excluding the loans issued before 1 January 1999 in currencies other than the 

Belgian franc and excluding variable-rate linear bonds on which the rate fluctuates 
in the same way as short-term rates.

(3) Ratio between interest charges (including issue premiums) and the average 
monthly outstanding amount of the debt.

(4) Average interest rate on public loans with a maturity of six years or more.
(5) According to the methodology used for the excessive deficit procedure (EDP).
(6) Ratio between interest charges in the current year and debt at the end of the 

previous year, according to the Eurostat view of the RIF. An adjustment was made 
in assessing the implicit rate in 2005, to take account of the impact of the 
inclusion of the RIF in the general government sector from 1 January 2005. 

Three-month

Six-month

Twelve-month

Implicit interest rate (3) Market rate (4)

of which :

DECLINE IN INTEREST CHARGES AND EFFECT
OF THE IMPLICIT INTEREST RATE
(percentages of GDP)

Effect of the implicit interest rate (6)

Change in interest charges (5)

INTEREST RATE ON TREASURY 
CERTIFICATES (1)

RATE ON THE TREASURY‘S LONG-TERM
DEBT IN EURO (2)

0

1

2

3

4

5

6

7

8

9

10

11

0

1

2

3

4

5

6

7

8

9

10

11

 

CHART 49 REVENUES OF THE COMMUNITIES AND REGIONS  

 (percentage changes compared to the previous year)

Sources : NAI, NBB.
(1) The data have been adjusted to take account of the change in Aquafin’s funding, 

which is no longer based on water charges but on the fees paid by the Flemish 
Region water supply companies.

2003 2004

Own fiscal and parafiscal revenues

Transfers under the Finance Act

Own fiscal and parafiscal revenues and transfers
under the Finance Act

2005 (1) 2006 (1) e

GDP growth at current prices



114

The communities and regions recorded a surplus of 
0.2 p.c. of GDP. Their revenue declined by 0.2 percent-
age point of GDP. The share of the proceeds of personal 
income tax and VAT, transferred to these entities under 
the Finance Act, increased more slowly than in 2005. 
As in previous years, the movement in a number of 
regional taxes, such as the registration fees and gift taxes, 
was particularly favourable. On the property market, sub-
stantial price rises and the increased number of transac-
tions gave a marked boost to registration fees. In the case 
of gift taxes, the reductions in rates in the three regions 
prompted a very considerable increase in the number 
of gifts recorded. Expenditure growth speeded up com-
pared to the previous year, in line with the electoral cycle 
typical of these entities, but remained below GDP 
growth.

As in 2005, local authorities recorded a defi cit of 0.2 p.c. 
of GDP. That stabilisation is due to the contraction of their 
revenues following the federal reform of personal income 
tax, and to a slight reduction in their expenditure as a per-
centage of GDP. In relation to 1994 – a year comparable to 
2006 in terms of the electoral cycle –, the overall balance 
of local authorities was down by 0.1 percentage point of 
GDP. Over that period, expenditure growth, which largely 

TABLE 32 OVERALL BALANCE OF GENERAL GOVERNMENT AND BY SUB-SECTOR (1) (2)

(percentages of GDP)

2002 2003 2004 2005 2006 e

Primary balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.7 5.4 4.7 2.0 4.2

Entity I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.6 4.9 4.2 1.5 3.9

Federal government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.2 5.3 4.3 1.6 3.8

Social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5 –0.3 0.0 0.1 0.2

Entity II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 0.4 0.5 0.5 0.3

Communities and regions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 0.3 0.4 0.4 0.3

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

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.7 5.3 4.7 4.3 4.1

Overall balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0 0.0 –2.3 0.1

Entity I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.1 –0.1 –2.4 0.1

Federal government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.2 0.3 –0.1 –2.5 –0.1

Social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.5 –0.3 0.0 0.1 0.2

Entity II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.3 0.0 0.1 0.1 0.0

Communities and regions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.1 0.0 0.2 0.3 0.2

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

Sources : EC, NAI, NBB.
(1) According to the methodology used for the excessive deficit procedure (EDP).
(2) The table presents the figures according to the view taken by Eurostat regarding the BNRC restructuring in 2005. According to the view taken by the NAI, as a result of 

the different treatment of that operation, the balances of general government, Entity I and the federal government would be 2.4 p.c. of GDP more favourable in 2005 
than according to Eurostat, and 0.05 p.c. of GDP less favourable in 2006.
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negated the fall in interest charges, was the reason for the 
deterioration in local fi nances, since revenues returned to 
their original level in 2006.

6.2 Structural balances and debt

Cyclically adjusted and structural budget balances

Indicators constructed on the basis of the cyclical adjust-
ment method used by the ESCB show that the economic 
cycle had a favourable impact on the change in the 
budget balances in 2006. Activity growth was well above 
its trend level, and that situation was only partly offset by 
composition effects very slightly unfavourable to public 
fi nances. Overall, the growth of the income and expendi-
ture components which have a major impact on the gen-
eral government account, such as earned incomes and 
private consumption, exceeded its trend rate to a lesser 
extent than GDP. In all, taking account of the movements 
recorded in previous years, the impact of the business 

cycle on the budget balances seems to have remained 
slightly negative, but diminished by around 0.5 percent 
of GDP. The cyclically adjusted primary surplus therefore 
improved by 1.8 percent of GDP.

However, the strong increase in that surplus is due solely 
to the substantial change in the effect of non-recurrent 
factors. In 2005, those factors had caused a further dete-
rioration in the budget balances of 2 p.c. of GDP, essen-
tially because of the transfer of the bulk of BNRC debt to 
the RIF. In contrast, they exerted a favourable effect on 
those balances amounting to 0.7 p.c. of GDP during the 
year under review.

Whereas in 2005 the structural primary surplus had 
shown a marked increase for the fi rst time since 1999, 
it deteriorated again by 0.9 point during the year under 
review. This notable easing of the structural budgetary 
policy is mainly attributable to cyclically adjusted public 
revenues net of non-recurrent factors, whose expansion 
fell signifi cantly short of the trend activity growth and, to 
a lesser extent, the structural growth of primary expendi-

TABLE 33 CYCLICALLY ADJUSTED (1) AND STRUCTURAL BUDGET BALANCES (2)

(percentages of GDP, according to the view taken by Eurostat)

2004 2005 2006 e

Primary balance

Level observed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.7 2.0 4.2

Change observed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –2.7 2.2

Cyclical change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.6 0.5

GDP growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.5 0.6

Composition effects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.1 –0.1

Cyclically adjusted level . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.7 2.6 4.4

Cyclically adjusted change . . . . . . . . . . . . . . . . . . . . . . . . . . . . –2.1 1.8

Impact of non-recurrent factors . . . . . . . . . . . . . . . . . . . . . . . . 0.8 –2.0 0.7

Structural level . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.9 4.6 3.7

Structural change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 –0.9

Overall balance

Level observed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 –2.3 0.1

Structural level . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.8 0.3 –0.4

Structural change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1 –0.8

p.m. Structural level estimated by the EC (3) . . . . . . . . . . . . . . . . . . –0.9 0.2 –0.7

Sources : EC, NAI, NBB.
(1) 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 Series n° 77 (September). A simpler explanation of this methodology 
is supplied in box 6 Cyclically adjusted budget balances : calculation method used by the ESCB in the NBB Report 2003 (Part 1), pp. 83-84.

(2) According to the methodology used for the excessive deficit procedure (EDP), and according to the view taken by Eurostat regarding the RIF. The structural balance levels 
and movements are virtually identical regardless of whether the viewpoint adopted is that of the NAI or Eurostat.

(3) Assuming volume GDP growth of 2.7 p.c., the EC estimated in its Autumn 2006 Economic Forecasts the observed level of the overall balance for 2006 
as a deficit of 0.2 p.c. of GDP.
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ture, which slightly outpaced that trend. Box 15 describes 
in more detail the changes in the structural stance of 
budgetary policy in recent years.

Thanks to a further fall in interest charges, the structural 
fi nancing balance deteriorated by less than the structural 
primary balance. The structural surplus of 0.3 p.c. of GDP 
recorded in 2005 was converted to a structural defi cit of 
0.4 p.c. of GDP.

Structural budget balances have become more important 
for the assessment of budgetary policy since the reform 
of the stability and growth pact in 2005. The reformed 
pact in fact stipulates that, for the purposes of the 

European surveillance procedures, budget outcomes must 
be adjusted for the infl uence of cyclical and temporary 
factors when being checked against the medium-term 
objective for public fi nances, and against the budget 
path set in order to attain it. However, in the framework 
of the European budget rules a different cyclical adjust-
ment method is used instead of that of the ESCB, namely 
the EC method, while the one-off measures taken into 
account are not necessarily the same as those used in this 
analysis. Despite these methodological differences, the 
EC’s assessment of the structural budget balance is only 
slightly different from the Bank’s estimate : for the year 
under review, the EC puts that balance at a slightly larger 
defi cit equal to 0.7 p.c. of GDP.

Box 15 – Analysis of structural budget developments

The assessment of public fi nances accords ever greater importance to structural budget balances, adjusted for 
the impact of the business cycle and non-recurrent factors. The movement in the structural primary balance is 
regarded as an indicator of the structural stance of budgetary policy. However, it is infl uenced by various factors on 
both the revenue and the expenditure side. A recent ECB Working Paper presented a detailed method of analysing 
these structural budget movements (1). This box offers a brief explanation of that method and then applies it to 
Belgium.

The said method calculates structural primary revenue and expenditure by adjusting the main individual categories 
of revenue and expenditure for non-recurrent factors and cyclical variations. The adjustment for the effect of the 
automatic stabilisers is based on the method used by the ESCB and in this Report, as described in box 6 in the 
2003 Report. For the main categories of fi scal and parafi scal revenue, the movement in structural revenues as 
a ratio of trend GDP is explained on the basis of various factors. These include structural measures taken by the 
government, such as tax increases or cuts, the automatic change in the fi scal and parafi scal burden in cases where 
the elasticity of the revenue in question is different from 1 – which is true of personal income tax, for example, 
owing to the progressive nature of the tax scales – and the impact of differences in trend growth between the 
various bases of taxation and GDP. However, these three factors are generally not suffi cient to account for the 
whole of the movement in structural fi scal and parafi scal revenues. Residual factors, such as inaccuracies in the 
assessment of the impact of the measures or of the business cycle, and inconsistencies between the time series 
used to approximate the tax base and the various public revenue categories, may in fact play a role. In the case of 
primary expenditure, only the contribution of the main expenditure categories to the changes in the ratio between 
structural primary expenditure and trend GDP is shown.

In Belgium, the structural primary balance has fallen by 3.4 percentage points of GDP since the start of monetary 
union. This easing of budgetary policy is attributable to a sharp increase in the government’s structural primary 
expenditure and, to a lesser extent, to a decline in structural public revenues.

Between 1998 and 2006, structural revenues fell by 0.9 percentage point in relation to trend GDP. That is due 
mainly to the movement in fi scal and parafi scal revenues, as other structural revenues increased only slightly in 
relation to trend GDP.

4

(1) Kremer J., C. Rodrigues Braz, T. Brosens, G. Langenus, S. Momigliano and M. Spolander (2006), A disaggregated framework for the analysis of structural 
developments in public fi nances, ECB Working Paper Series n° 579 (January).
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The easing of the structural fi scal and parafi scal burden is chiefl y due to the policy of reducing charges. Structural 
measures exerted a negative impact in almost every year, and reduced public revenues by 1.6 percentage point in 
relation to trend GDP over the period as a whole. The structural fi scal and parafi scal burden also fell as a result of 
adverse macroeconomic trends. The components of revenue and expenditure which are the most heavily taxed in 
relative terms recorded a nominal trend growth rate below that of GDP, causing a structural reduction in public 
revenues of 0.3 percentage point during the period considered. The impact of these two factors was only partly 
offset by the automatic increase in the fi scal burden which results from the progressive nature of personal income 
tax. The infl uence of the latter is modest, principally because of the automatic indexation of the tax scales, and 
can be estimated at only 0.2 percentage point for the period under review. Finally, residual factors increased the 
structural revenues by 0.6 point over the same period. During the year under review, however, these last factors 
exerted a negative effect which amounted to 0.3 point, essentially owing to the adverse movement in excise 
revenues (refl ecting, inter alia, certain changes in the composition of private consumption) and the contraction of 
advance payments made by self-employed persons.

MOVEMENT IN THE STRUCTURAL BUDGETARY POLICY (1)

(change compared to the previous year, percentages of trend GDP, unless otherwise stated)

1999 2000 2001 2002 2003 2004 2005 2006 e Change
from 1998 to 2006 e

Structural primary balance (2) . . . . –1.0 0.0 0.0 –0.7 –1.2 –0.3 0.7 –0.9 –3.4

Structural revenues . . . . . . . . . . –0.2 0.1 0.0 0.2 –0.8 –0.1 0.8 –0.8 –0.9

Fiscal and parafiscal 
revenues . . . . . . . . . . . . . . . . –0.1 –0.1 –0.3 0.3 –0.7 0.0 0.6 –0.8 –1.1

Automatic change 
in the fiscal burden . . . . . 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2

Trend growth of tax bases 0.1 0.2 0.0 –0.1 –0.2 –0.3 0.1 –0.2 –0.3

Structural measures . . . . . 0.0 –0.5 –0.1 –0.4 –0.2 0.1 –0.1 –0.4 –1.6

Residual factors . . . . . . . . –0.2 0.2 –0.3 0.7 –0.3 0.2 0.5 –0.3 0.6

Non-fiscal and 
non-parafiscal revenues . . . . –0.1 0.1 0.3 –0.1 –0.1 –0.1 0.1 0.0 0.2

Structural primary expenditure 0.7 0.0 0.1 0.9 0.4 0.1 0.1 0.1 2.4

Wages . . . . . . . . . . . . . . . . . . 0.2 –0.1 0.0 0.4 0.0 –0.2 0.0 –0.1 0.3

Current purchases of goods 
and services . . . . . . . . . . . . . . 0.0 0.0 0.1 0.4 –0.1 0.0 –0.1 0.0 0.4

Social benefits . . . . . . . . . . . . 0.1 0.0 0.2 0.3 0.4 0.2 –0.2 –0.1 0.9

of which :

Pensions . . . . . . . . . . . . . 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0

Unemployment benefits 0.0 –0.1 0.0 0.1 0.0 0.0 –0.1 0.0 –0.1

Health care . . . . . . . . . . 0.2 0.1 0.2 –0.1 0.3 0.3 –0.1 0.0 0.8

Subsidies . . . . . . . . . . . . . . . . 0.1 –0.1 0.0 –0.1 0.1 0.0 0.3 0.1 0.5

Gross fixed capital formation 0.3 0.0 –0.2 –0.1 0.0 0.1 0.0 0.1 0.1

Other . . . . . . . . . . . . . . . . . . . –0.1 0.1 –0.1 0.0 0.0 0.0 0.0 0.1 0.1

Sources : EC, NAI, NBB.
(1) Adjusted for cyclical and non-recurrent factors, as defined in box 13.
(2) Percentages of GDP. Since, according to the ESCB’s method of calculation, the structural primary balance is expressed in relation to observed GDP, the movement 

in the latter does not entirely correspond to the difference between the movement in structural revenues and the movement in structural primary expenditure, 
which are in fact compared to trend GDP.

4
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Debt of general government

In 2006, the general government debt amounted to 
89.1 p.c. of GDP, according to the view taken by Eurostat 
regarding the RIF (87.5 p.c. of GDP according to the 

TABLE 34 CONSOLIDATED GROSS DEBT OF GENERAL GOVERNMENT

(percentages of GDP, unless otherwise stated)

1993 Average 
1994-2002

2003 2004 2005 2006 e Change
from 1993 to 2006 e

Debt level (end of period) according to the view 
taken by Eurostat (1) . . . . . . . . . . . . . . . . . . . . . . . . . 133.5 98.6 94.3 93.2 89.1

p.m. Idem, according to the view taken by the NAI (1) 91.5 87.5

Change in the debt . . . . . . . . . . . . . . . . . . . . . . . . . –3.4 –4.7 –4.3 –1.1 –4.1 –44.4

Endogenous change (2) . . . . . . . . . . . . . . . . . . . . . . . –2.8 –2.7 –5.0 –0.6 –4.6 –37.8

Primary balance required to stabilise the debt (2) 2.9 2.7 –0.3 1.5 –0.4

Implicit interest rate on the debt (3) . . . . . . . . 6.4 5.3 5.0 4.6 4.6

Growth of nominal GDP (3) . . . . . . . . . . . . . . . 3.9 2.6 5.4 3.1 5.1

Actual primary balance . . . . . . . . . . . . . . . . . . . . 5.7 5.4 4.7 2.0 4.2

Change resulting from other factors . . . . . . . . . . . –0.6 –2.0 0.7 –0.5 0.5 –6.6

Transactions with the NBB 
(including capital gains on gold) . . . . . . . . . . . . –0.4 –0.1 0.0 0.0 0.0

Privatisation operations and other financial 
transactions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.3 –2.3 –0.4 –0.1 0.0

Net formation of financial assets 
outside the public sector . . . . . . . . . . . . . . . . . . . –0.3 0.2 0.0 –0.2 0.0

Sectoral classification changes . . . . . . . . . . . . . . 0.1 0.0 0.0 –0.4 0.0

Other (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 0.2 1.1 0.2 0.5

Sources : EC, NAI, NBB.
(1) According to the view taken by the NAI, the Railway Infrastructure Fund (RIF), set up in the context of the BNRC restructuring on 1 January 2005, 

comes under the non-financial corporations sector. According to Eurostat, that Fund belongs to the general government sector.
(2) The endogenous change in the public debt is determined 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 rate of growth of nominal GDP, multiplied by the ratio between the debt at the end of the previous year and the GDP 
of the period in question – and the actual primary balance.

(3) Percentages.
(4) Mainly lending, equity investment, the impact of exchange differences and of issue and repurchase premiums, and statistical discrepancies.

view taken by the NAI). It was thus 4.1 percentage 
points of GDP lower than in the previous year, a result 
slightly above the average for the reductions recorded 
since 1993, when the debt had peaked at 133.5 p.c. of 
GDP.

The sharp structural rise in primary expenditure over the period considered, totalling around 2.4 percentage points 
in relation to trend GDP, can be attributed to several categories of expenditure. Health care spending, which on 
average rises faster than trend GDP, thus contributed 0.8 percentage point to the structural increase in primary 
expenditure, while other social expenditure, taken together, showed a much smaller rise. Subsidies were also stepped 
up considerably during the period. In recent years, that development has been due, inter alia, to the increased 
expenditure for the service voucher system and certain reductions in charges in favour of businesses, such as those 
for shift working, research and overtime. In accordance with the ESA 95 methodology, these items are recorded as 
subsidies in the government accounts. Finally, compensation of public sector employees, current purchases of goods 
and services, and public investment increased faster than trend GDP during the period considered.
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Sources : EC, NBB.
(1) According to the Eurostat view of the RIF. 
(2) Consolidated gross debt of the sub-sector, less the part of the debt of the other 

government sub-sectors which it holds.

General government

Federal government

Communities and regions

Local authorities

Social security

19
9

0

19
92

19
9

4

19
9

6

19
9

8

20
0

0

20
02

20
0

4

20
0

6 
e

19
9

0

19
92

19
9

4

19
9

6

19
9

8

20
0

0

20
02

20
0

4

20
0

6 
e

This renewed fall is very largely due to the endogenous 
change in the public debt, which contributed 4.6 percent-
age points to the debt reduction, compared to an average 
of 2.8 points from 1994 to 2002. Although, in relation 
to that period, the actual primary balance has contracted 
from 5.7 to 4.2 p.c. of GDP, the essential conditions for 
avoiding a snowball effect have eased considerably as a 
result of the downward trend in the implicit interest rate 
and because, during the year under review, nominal GDP 
growth exceeded the level of that interest rate. In fact, in 
this case there is no need to create a primary surplus in 
order to stabilise the debt.

Compared to its 1993 peak, the general government debt 
has fallen by around 44 percentage points of GDP. The 
federal government’s share of the debt, amounting to 
approximately 90 p.c. of the total, has declined more or 
less proportionately, to represent 82.5 p.c. of GDP in 2006.
The debt of the communities and regions had risen to 
7.5 p.c. in 1996, but has since declined, falling to 4.1 p.c. 
of GDP in 2006. That movement is due to generally posi-
tive budget balances accumulated during that period. The 
local authorities saw their debt fall from 8.4 p.c. of GDP in 
1990 to 4.3 p.c. in 1997. Since that sharp reduction, their 
debt has remained steady, oscillating around that level 
and reaching 4.6 p.c. of GDP in 2006. Finally, the gross 
debt of social security has fallen steadily since the mid 
1990s. However, in 2001 it was taken over by the federal 
government. Taking into account the assets which it holds 
on other public authorities, this sub-sector has recorded 
a credit position since 1996, which expanded continu-
ously until 2002, when it reached around 3 p.c. of GDP. 
That position has since been eroded somewhat, falling to 
2.1 p.c. of GDP at the end of the year under review.
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7. 

7.1  Structure of fi nance and 
investments in the Belgian 
economy

Households, which held net fi nancial assets estimated at 
around 626 billion euro at the end of 2005, constitute the 
Belgian economy’s only net creditor sector. They therefore 
fi nance, directly or indirectly, the other resident sectors 
and the rest of the world. As at 31 December 2005, com-
panies formed the largest debtor sector : although they 
held more fi nancial assets than households, their fi nancial 
liabilities were even larger and exceed the assets by about 
276 billion. The net debt of general government came to 
just over 241 billion at the end of 2005, and that of the 
rest of the world totalled around 103 billion. The fi nancial 
corporations sector presented a fi nancial position which 

was more or less in balance, since many of its constituent 
institutions are treated, by convention, as pure fi nancial 
intermediaries.

Once again, the formation of fi nancial assets by Belgian 
households exceeded the new liabilities which they 
incurred during the fi rst nine months of the year under 
review. Consequently, the net fi nancial assets of house-
holds increased by 5.7 billion euro, disregarding fl uctua-
tions in prices and exchange rates. At the same time, non-
fi nancial corporations, for convenience simply referred to 
from now on as corporations or companies, recorded a 
net fi nancing capacity of 6.8 billion, enabling them to 
reduce their net debt level to some extent. In contrast, the 
fi nancial transactions of general government ended with 
a defi cit of 4.3 billion during the period considered.

TABLE 35 FINANCIAL ASSETS AND LIABILITIES BY SECTOR

(outstanding amount at the end of 2005, billions of euro)

Financial assets Total 
financial
liabilities

Households Non-financial
corporations

General
government

Financial
corporations (1)

Rest
of the world

Financial liabilities

Households . . . . . . . . . . . . . . . . . . – – 6.5 129.9 – 136.4

Non-financial corporations . . . . . 94.8 443.3 16.7 118.4 430.7 1,104.0

General government . . . . . . . . . . 13.8 8.8 34.0 126.4 135.4 318.3

Financial corporations (1) . . . . . . . . 504.9 69.1 18.8 328.0 654.4 1,575.1

Rest of the world . . . . . . . . . . . . . 148.9 307.2 1.2 865.7 – 1,323.1

Total financial assets . . . . . . . . . . . . 762.4 828.5 77.2 1,568.3 1,220.5 4,456.9

Net financial assets . . . . . . . . . . . . . 626.0 –275.5 –241.1 –6.8 –102.6

Source : NBB.
(1) Financial corporations mainly comprise the NBB, credit institutions and institutional investors. In the financial accounts, the NBB and credit institutions are treated 

as pure financial intermediaries, whose financial assets equal their financial liabilities.

FINANCIAL ACCOUNTS AND FINANCIAL MARKETS
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7.2  Households

As at 30 September 2006 – taking account of valuation 
effects – Belgian households owned fi nancial assets total-
ling 781 billion euro, an increase of 4 p.c. in one year. 
However, their debts increased faster, by 9.5 p.c., mainly 
because of the continuing strong demand for mortgage 
loans. At the end of the fi rst nine months of the year 
under review, the fi nancial liabilities of households repre-
sented a total of 145 billion euro.

Consequently, as at 30 September 2006, households 
owned net fi nancial assets estimated at 637 billion euro. 
Expressed in nominal terms, that was an all-time record 
fi gure for their fi nancial worth. However, in relation to 
GDP at current prices, the total net assets of households 
remained below the level reached in the year 2000 before 
the bursting of the speculative stock market bubble. As 
at 31 December 2005, the net fi nancial assets of house-
holds represented three and a half times their disposable 
income, or about twice the level of GDP.

TABLE 36 STRUCTURE OF THE FINANCIAL ASSETS AND LIABILITIES OF THE RESIDENT NON-FINANCIAL SECTORS

(billions of euro)

Households Non-financial corporations General government

Outstanding
amount

at the end of 
2005

Flows
of the 

first nine 
months
of 2006

Outstanding
amount

at the end of 
2005

Flows
of the 

first nine 
months
of 2006

Outstanding
amount

at the end of 
2005

Flows
of the 

first nine 
months
of 2006

Financial assets (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . 762.4 14.0 828.5 40.3 77.2 –2.2

of which :

Notes, coins and deposits . . . . . . . . . . . . . . . . 223.2 8.8 78.2 21.7 5.0 1.1

Fixed-income securities . . . . . . . . . . . . . . . . . . 84.6 –6.2 16.3 0.0 15.9 –2.7

Units of UCIs . . . . . . . . . . . . . . . . . . . . . . . . . . . 130.2 5.5 0.1 0.0 1.0 1.4

Shares and other equity . . . . . . . . . . . . . . . . . 145.0 0.2 397.4 8.7 20.1 0.3

Insurance technical reserves . . . . . . . . . . . . . . 175.9 10.4 6.5 –0.2 – –

Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – – 344.7 24.1 20.2 –1.0

Financial liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 136.4 8.4 1,104.0 33.6 318.3 2.2

of which :

Notes, coins and deposits . . . . . . . . . . . . . . . . – – – – 0.9 0.1

Fixed-income securities . . . . . . . . . . . . . . . . . . – – 33.3 1.2 258.9 3.1

Shares and other equity . . . . . . . . . . . . . . . . . – – 655.4 32.1 – –

Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 128.4 9.2 405.6 –0.6 46.3 2.9

Financial balance . . . . . . . . . . . . . . . . . . . . . . . . . . . 626.0 5.7 –275.5 6.8 –241.1 –4.3

Source : NBB.
(1) Apart from the main categories of financial instruments presented in the table and various minor assets not specifically named, this item also covers errors and omissions 

in Belgium’s financial account with the rest of the world, traditionally treated as unrecorded capital movements. When the cumulative flows of these errors and omissions 
are negative, the sum of the outstanding amounts of the main categories of instruments included in the table may exceed the total amount of the financial assets.
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Formation of fi nancial assets

At the end of the fi rst nine months of 2006, credit 
institutions held one-third of the assets of households, 
a proportion which has fl uctuated considerably over the 
past ten years. Assets placed with life insurance compa-
nies and pension funds, which are expanding constantly, 
represented 23 p.c. of the households’ portfolio. They 
now account for a larger share than claims on the rest of 
the world (19 p.c.), which have tended to decline in the 
past few years, notably because of the entry into force 
of the EU Directive on the taxation of savings income in 
the form of interest payments. Disintermediated invest-
ments in equities and bonds issued by Belgian companies 
amounted to 13 p.c. as at 30 September 2006, and units 
in UCIs represented 10 p.c. : these two asset categories 
have accounted for a relatively stable proportion of the 
households’ portfolio for several years. Finally, the liabili-
ties of general government and of the entities included in 
the category “other fi nancial corporations” represented 
only a minor direct counterpart to the fi nancial assets of 
households as at 30 September 2006.

Households formed new fi nancial assets totalling 14  billion 
euro during the fi rst nine months of the year under 
review, against 15.8 billion during the corresponding 
period of the previous year. The majority of these funds 
were invested in assets at over one year, although to a 
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CHART 53 FINANCIAL ASSETS OF HOUSEHOLDS: 
BREAKDOWN BY COUNTERPARTY SECTOR

 (end-of-quarter data, percentages of the total outstanding)

Source : NBB.
(1) Except pension savings funds.
(2) Including pension savings funds.
(3) This category comprises the NBB, financial auxiliaries, the “non-life” sectors of 

insurance companies, and financial intermediaries not included under other 
headings.
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Source : NBB.
(1) Includes transitional items and statistical adjustments.
(2) This item essentially comprises the net claims of households on life insurance 

reserves and pension funds.
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lesser extent than in 2005, mainly because of the fl atten-
ing of the yield curve.

Notes, coins and bank deposits accounted for a large pro-
portion of household savings fl ows. The formation of time 
deposits, still negative in the previous year, was a major 
factor in the growth of this asset category during the year 
under review. The renewed interest of households in time 
deposits is attributable to the gradual rise in credit inter-
est rates on these products ; this was particularly apparent 
for short-term deposits, which quite clearly refl ected the 
tightening of the Eurosystem’s key interest rates (on this 
subject, see box 3). Conversely, interest rates paid on sav-
ings deposits remained relatively low in 2006. Thus, the 
difference between the net fi ve-year yield on linear bonds 
(OLOs) and the interest rate on savings accounts increased 
in favour of government loans, despite rate hikes in the 
middle of the year by a number of banks whose market 
shares are still modest. Consequently, savings deposits 
– on which the interest up to 1,630 euro per taxpayer 
(2007 income) is exempt from the withholding tax on 
income from movable property – recorded weaker growth 
than in previous years. As at 30 September 2006, the 
outstanding amount of savings deposits was a little over 
3 p.c. higher than the previous year’s level.

The systematic decline in investments in fi xed-income 
securities in recent years was evident once again in the 
fi rst nine months of the year under review. The marked 
rise in long-term interest rates, which had begun at the 
end of the previous year but was interrupted in the third 
quarter of 2006, did not appear to encourage bond 
investments on the part of households. The latter effected 
net disposals of fi xed-income securities totalling 6.2 billion 
euro during the fi rst nine months of 2006.

Net fl ows of investments in shares and other equity were 
very modest during the fi rst nine months of 2006. The 
year before, households had continued to favour equity 
investments in the fi rst six months, before a very marked 
decline at the end of the year, due to the Suez take-over 
bid for Electrabel : many small Electrabel shareholders 
responded to the Suez bid for their shares but did not 
keep the proceeds of the exchange in the form of equi-
ties. The fall observed in the fi rst nine months of the year 
under review occurred despite the impetus which share 
issues received from the introduction of the notional inter-
est deduction (on this subject, see box 17), which does 
not appear to have boosted subscriptions by households. 
One reason might be the decline in stock market prices 
recorded in the second quarter since, as demonstrated 
in the previous year’s Report, households evidently rely 
largely on a share’s stock market performance in order to 
assess expected future returns and to decide whether to 
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CHART 55 SAVINGS DEPOSITS OF HOUSEHOLDS AND 
INTEREST RATE DIFFERENTIAL

 (percentage changes compared to the corresponding quarter 
of the previous year, except for the interest rate differential)

Source : NBB.
(1) Implicit interest rate on regulated savings deposits as indicated by the profit and 

loss accounts of credit institutions; quarterly averages.
(2) Net yield on the secondary market in linear bonds with a residual term of five 

years, the movement in which is taken as an indicator of the movement in the 
interest rate on investments competing with savings deposits ; quarterly averages.
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CHART 56 FIXED-INCOME SECURITIES HELD BY HOUSEHOLDS 
AND LONG-TERM YIELD RATES

 (percentage changes compared to the corresponding quarter 
of the previous year, except for the yield rate)

Source : NBB.
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buy or sell. In that context, the rally which occurred in the 
second half of the year may have revived the interest of 
households in investing in equities in the fourth quarter 
of 2006.

In the UCI sector, new contributions – subscriptions minus 
repayments – represented 5.5 billion euro during the fi rst 
nine months of 2006, well below the fi gure recorded for 
the same period of the previous year. Households made 
net withdrawals of capital from bond funds, which had 
recorded a net contribution in recent years despite the 
low level of interest rates. This trend reversal can be attrib-
uted to a new tax rule, applicable since 1 January 2006, 
whereby the interest income on capitalisation units in 
funds with a European passport, directly or indirectly hold-
ing at least 40 p.c. of their investments in claims of any 
kind except bonds issued before 1 March 2001, attracts 
the 15 p.c. withholding tax on income from moveable 
property. This measure was intended to bring the list of 
fi nancial assets generating income subject to the Belgian 
tax on income from movable property into line with the 
list of products covered by the EU Directive on the taxa-
tion of savings income in the form of interest payments. It 
could therefore also explain the net withdrawal of capital 
invested in monetary UCIs, observed in 2006.

Unit redemptions also exceeded subscriptions in the 
equity UCI sector. That sector therefore did not profi t from 
the households’ lack of enthusiasm for UCIs investing in 
 interest-bearing assets, which admittedly do not represent 
the same degree of risk. In the fi rst instance, net with-
drawals of positions in monetary, bond and equity UCIs 
benefi ted funds of funds, UCIs which invest essentially in 
other UCIs and are actively promoted by various fi nancial 
intermediaries. Investments in units of index UCIs, which 
generally offer a capital protection clause, also recorded 
positive fl ows during the fi rst nine months of 2006. This 
category is in fact exempt from the withholding tax on 
income from movable property if the annual return is 
capitalised and paid out at maturity in the form of a 
capital gain.

The infl uence of taxation on the allocation of household 
savings was also manifest in another category of fi nancial 
instruments. Since the start of the year under review, 
premiums paid on individual life insurance policies have 
been subject to a 1.1 p.c. tax. In reality, though the 
amounts which households are investing in insurance 
technical reserves are still substantial, the infl ow has 
slowed signifi cantly compared to the fi rst nine months 
of 2005 : investments in this asset category, which mainly 
covers reserves formed in connection with a life insurance 
policy or a pension fund, totalled around 10 billion euro. 
True, it seems that some households had anticipated this 

measure, by effecting at the end of the previous year 
 payments  originally planned for 2006. But other savers 
clearly preferred to put their savings into alternative 
fi nancial products. That was evident during the year under 
review from the strong growth of class 26 contracts, a 
term denoting pure capitalisation products which guaran-
tee a minimum return but do not offer any life insurance 
cover. In contrast to class 21 contracts, products in class 
26 are exempt from the new tax on contributions, but the 
interest is still subject to the withholding tax on income 
from movable property if the investment has a term of 
over eight years. However, the development of this type 
of tax-effi cient contracts as short- or medium-term invest-
ment instruments has not been suffi cient to offset the 
decline in premiums collected by insurance companies in 
classes 21 and 23, as the outstanding amount of class 26 
products is relatively small at present.
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CHART 57 NET ACQUISITION OF UCI UNITS BY HOUSEHOLDS

 (billions of euro)

Source : NBB.
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New fi nancial liabilities

During the fi rst nine months of the year under review, the 
new fi nancial liabilities of households reached a record 
high of 8.4 billion euro, against 7.7 billion during the 
corresponding period of 2005. Once again, home loans 
accounted for the major part of the debts contracted by 
households, although consumer credit also recorded a 
sharp rise.

It is evident from the results of the bank lending survey 
that the supply conditions for home loans have moved 
in the borrowers’ favour, as banks once again eased 
their lending criteria slightly. On the other hand, credit 
institutions reported a weakening of demand for mort-
gage loans for the major part of the year under review, 
in contrast to the very marked expansion reported in the 
fi rst half of 2005.

The decline in demand for credit began to be refl ected in 
the movement in lending. In the fi rst quarter, lending was 
still well above the fi gure for the same period of 2005, 
but from the second quarter the rate of expansion slowed 
signifi cantly, and new lending reverted to the – still very 
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CHART 58 RESULT OF THE EUROSYSTEM'S BANK LENDING 
SURVEY : MORTGAGE LOAN SUPPLY AND 
DEMAND IN BELGIUM

 (quarterly data)

Source : NBB.
(1) Balance in percentages of weighted replies by credit institutions to the 

Eurosystem’s bank lending survey indicating the degree to which lending criteria 
were eased or tightened (–).

(2) Balance in percentages of weighted replies by credit institutions to the 
Eurosystem’s bank lending survey indicating the degree of increase or decrease (–) 
in demand for credit.
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CHART 59 NEW MORTGAGE LOANS TO HOUSEHOLDS, 
REFINANCING AND INTEREST RATES

 (percentage changes compared to the corresponding month of 
the previous year, except for interest rates)

Sources : PLU, NBB.
(1) Excluding the refinancing of existing loans.
(2) Average of the rates charged on the main categories of mortgage loans, weighted 

by the amounts of new loans contracted in each of those categories.

New mortgage loans  (1)

Refinancing of existing loans

Interest rate (2) (right-hand scale)

(left-hand scale)

high – level of a year earlier. The rise in interest rates 
applicable to mortgage loans is probably the reason for 
this slowdown.

The refi nancing of existing mortgage loans appears to be 
particularly sensitive to the movement in interest rates. 
That is hardly surprising, since the attraction of refi nanc-
ing a loan lies in the more advantageous borrowing 
conditions which can thereby be obtained. Logically, the 
slowdown and subsequent decline in refi nancing activity 
since the end of 2005 can be linked to the rise in interest 
rates over that same period. From the point of view of 
households, it is no longer such a good time to redeem a 
loan : refi nancing accounted for only 7 p.c. of total loans 
granted in September 2006, compared to 18 p.c. a year 
earlier.

The revival of interest in fi xed-rate mortgage loans appar-
ent in 2005 continued in 2006 : this formula accounted 
for 78 p.c. of the contracts signed in September. By com-
parison, in September 2004, around 73 p.c. of borrowers 
had opted for one of the variable interest rate formulas. 
This trend reversal, occurring in the space of two years, 
is due to two factors. First, the relatively low but rising 
level of interest rates may have prompted expectations of 
higher rates in the future. Second, the fl attening of the 
yield curve reduced the differential between fi xed and 
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variable rates. These factors made the fi xed-rate option 
much more attractive to borrowers.

During the fi rst half of the year under review, the outstand-
ing amount of consumer credit increased by 1.1  billion 
euro, twice the growth recorded for the corresponding 
period of 2005. In contrast, the number of defaulting con-
tracts – which mainly concern consumer credit – declined 
slightly to 492,177 as at 31 December 2006, compared 

to 501,102 at the end of 2005. That improvement is 
also evident in the smaller number of defaulting debt-
ors and in the lower outstanding amounts of unsettled 
arrears. These developments confi rm the benefi ts of 
the existing legislation on the prevention of excessive 
debt levels, particularly the wider duties allocated to the 
Central Individual Credit Register in mid 2003, and espe-
cially its conversion to a positive credit register. A recent 
signifi cant amendment to that legislation is discussed in 
box 16.

Nonetheless, this overall improvement conceals recurrent 
problems on certain segments of the consumer credit 
market. This applies to the opening of credit lines, the 
only category to see an increase in contracts in diffi culty 
in 2006. As at 31 December, they represented around 
42 p.c. of all defaulting contracts. Non-bank lenders, who 
account for two-thirds of the credit lines opened, continue 
to dominate in this segment. It is becoming increasingly 
common to open a credit line with these institutions. This 
facility, which is very often linked to a card, authorises the 
holder to draw on credit at will up to a certain amount, 
but the timing and size of the capital repayments are not 
predetermined. These characteristics mean that the credit 
facility harbours potential dangers for the consumer. 
Aware of the risks, the legislation introduced with effect 
from 1 February 2007 a maximum period for “reset-
ting the counter at zero” : in future, borrowers have a 
maximum of fi ve years in which to repay the whole of the 
amount borrowed via a credit line. Although the specifi ed 
period is long, this system should prevent some borrowers 
from becoming permanently trapped in a situation where 
the debit interest is building up to the point where they 
can no longer repay the capital.
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CHART 60 BREAKDOWN OF NEW MORTGAGE CONTRACTS 
BY TYPE OF INTEREST RATE (1)

 (monthly data, percentages of the total)

Source : PLU.
(1) The wording in brackets refers to the period for which the rate is initially fixed.

Fixed

Variable downwards only

Variable (from one year to less than three years)

Variable (from three years to less than five years)

Variable (from five years to less than ten years)

Variable (from ten years or more)

Box 16 –  The new legislation on maximum annual percentage rates

In the early 1990s, in order to increase market transparency, the legislation had defi ned a single method of 
calculating the rate applicable to all consumer credit : the annual percentage rate (APR). This concept takes account 
of all aspects of a loan : the rate of capital repayment, the payment of interest and any charges associated with the 
granting and administration of the loan. All fi nancial institutions asked to grant consumer credit must disclose the 
APR to the potential borrower, who can therefore readily compare the terms offered by various institutions.

The law also stipulates, for each type of consumer credit, the maximum APRs which lenders must not exceed. 
A new royal decree (1) updating these maximum rates came into force on 1 February 2007. It covers two aspects : 
the setting of new ceilings and the introduction of an automatic mechanism for adjusting the maximum rates. 

4

(1) Royal Decree of 19 October 2006, amending the Royal Decree of 4 August 1992 on consumer credit costs, rates, duration and repayment terms, with a view to 
setting maximum annual percentage rates.
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From now on, the maximum APR applied to consumer credit will depend on the type of credit (loan/hire purchase, 
credit line with or without a card, or fi nancial leasing) and the amount borrowed. The smaller that amount, the 
higher the maximum APR, since that rate is defi ned inclusive of a number of fi xed charges which are independent 
of the contract amount. The initial values of these maximum rates stipulated in the said regulations are shown in 
the schedule below.

The intention is to adjust each of these maximum rates in line with the movement in the reference indices 
(short- and medium-term OLOs and three-month Euribor) refl ecting the cost of the credit. Twice a year, at the 
end of March and the end of September, each reference index is checked to see whether it has changed by 
0.75 percentage point or more since the last time the corresponding maximum APR was adjusted. If it has, an 
underlying reference rate, initially corresponding to the starting value of the maximum APR concerned, is increased 
(reduced) by the amount of the rise (fall) recorded in the reference index. A new maximum APR is determined by 
rounding off this adjusted reference rate to the nearest unit or half unit. The new maximum APRs and the new 
indices and corresponding reference rates, are published in the Belgian Offi cial Gazette and enter into force on 
the fi rst day of the second month following publication.

The new system offers many advantages over the previous legislation. First, the maximum rates are now linked 
to the movement in the reference indices via an objective, transparent and systematic procedure, in contrast 
to the old system. Also, the schedule of maximum rates has been considerably simplifi ed : it now contains only 
twelve maximum rates instead of the previous twenty-eight, thus making it easier for lenders and consumers to 
understand. Finally, the new schedule offers maximum rates which are lower, overall, than under the old system. 
The new legislation may be seen as more restrictive, since it may lead to the refusal of certain credit which would 
have been granted at a higher rate : that could potentially impair the well-being of households (perhaps faced with 
the impossibility of fi nancing their requirements) and the profi tability of banks (deprived of the income which that 
credit would have generated). On the other hand, the existence of maximum rates is very effective in performing 
the required role of combating excessive debt. These ceilings protect consumers from exorbitant interest rates and 
from excessive debt levels liable to jeopardise their ability to repay. In so doing, the maximum rates also reduce 
the risk of default on the part of the borrower, and that benefi ts the lender. Finally, it should be stressed that, at 
aggregate level, the new maximum interest rates on consumer credit do not appear to be very restrictive : they 
are still well above the average APR of 7.9 p.c. charged by banks on loans contracted during the fi rst nine months 
of 2006. However, although there are not as yet any offi cial statistics on the average APR charged by non-bank 
lenders, it would seem that the rates which they have been charging up to now on credit lines were generally in 
the region of the maximum rates permitted under the old system. 

NEW SCHEDULE OF MAXIMUM ANNUAL PERCENTAGE RATES

(percentages)

Credit amount Loans and hire
purchase

Credit line
with card

Credit line
without card

Financial leasing

Up to 1,250 euro . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 17 13 15

From 1,250 to 5,000 euro . . . . . . . . . . . . . . . . . . . 16 15 12 12

Over 5,000 euro . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 14 12 11

Source : FPS Economy, SMEs, Self-employed and Energy.
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7.3  Non-fi nancial corporations

During the fi rst nine months of 2006, fi rms contracted 
new liabilities totalling 33.6 billion euro, compared to 
6.5 billion during the corresponding period of 2005. The 
scale of the new fi nancial liabilities incurred by Belgian 
companies in 2006 is due in part to the continuing sus-
tained expansion of their tangible investments, as their 
gross capital formation totalled 41.8 billion euro in 2006 
against 38.1 billion in 2005, an annualised rise of 9.6 p.c. 
at current prices. In addition, Belgian companies effected 
substantial fi nancial investments in 2006. Thus, taking 
account of revaluation effects, the total fi nancial assets 
held by Belgian non-fi nancial corporations at the end of 
September 2006 increased by 6.5 p.c. year on year to 
around 887 billion, a sizeable amount which exceeds the 
fi nancial assets owned by households.

New fi nancial liabilities

The expansion of the new liabilities was driven by the 
strong growth of issues of unlisted shares and other 
equity which, at 30.8 billion euro, became the main 
source of corporate fi nance during the fi rst nine months 
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CHART 61 NEW FINANCIAL LIABILITIES OF NON-FINANCIAL 
CORPORATIONS : BREAKDOWN BY INSTRUMENT

 (billions of euro)

Source : NBB.
(1) Mainly loans granted by Belgian and foreign non-financial corporations.
(2) Includes technical reserves of non-autonomous pension funds and transitory items.
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CHART 62 FINANCING COSTS OF NON-FINANCIAL 
CORPORATIONS IN BELGIUM

 (percentages)

Sources : Thomson Financial Datastream, NBB.
(1) Estimated on the basis of a dividend discount model, monthly averages. 

Long-term dividend growth is deemed to converge with the economy’s potential 
growth.

(2) Yield on a bond with a BBB rating denominated in euro with a maturity of five to 
seven years, monthly averages.

(3) Data from the monthly RIR survey.
(4) Data from the monthly MIR survey, for new loans contracted.

Corporate bonds (2)

Bank loans (fixed-term advances) (3)

Listed shares (1)

Bank loans (loans of over 1 million euro, 
with floating rate and up to one year initial 
rate fixation) (4)

of 2006. The fact that the rest of the world – which can 
be assumed to comprise mainly associated non-fi nancial 
corporations established abroad – was the main counter-
part in these issues indicates a resurgence of intra-group 
fi nancing during the year under review. Conversely, there 
was a sharp fall in fl ows between fi rms in the form of 
non-bank loans. Recourse to risk capital via the issue of 
listed shares, traditionally modest in Belgium, recorded 
lower growth than over the corresponding period of 
the previous year, representing around 1.3 billion during 
the fi rst nine months, against 2.2 billion. A positive fl ow 
of 1.7 billion was recorded in respect of bank loans to 
fi rms : that is the opposite of what happened in the fi rst 
three quarters of 2005 and appears to herald a gradual 
revival in this method of fi nancing. Finally, net issues of 
fi xed-income securities made a small contribution towards 
corporate fi nancing at a total of 1.2 billion, in contrast 
to 2005 when redemption of these instruments came to 
5.1 billion over the corresponding period. In November, 
there was still one large transaction, namely the raising of 
1.7 billion euro by Belgacom.
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One of the major factors determining a fi rm’s chosen 
method of fi nancing is the relative cost of each of the 
available instruments. In this connection, chart 62 illus-
trates the movement in the cost of bank loans, corporate 
bond issues and share issues. This last indicator was 
estimated on the basis of a dividend discount model for 
which the methodology was explained in box 19 in the 
2005 Report. Briefl y, one can state that the cost of equity 
fi nancing is augmented by an increase in dividends (actu-
ally paid and/or expected in the future) and is reduced by a 
rise in stock market prices. The assumption made regard-
ing long-term dividend growth has a major infl uence on 
the level of the indicator, so that attention should focus 
on the respective movements in costs rather than on the 
cost levels. It should also be noted that, although the cost 
of equity fi nancing described here takes account of stock 
market prices, and is therefore more useful for explaining 
listed share issues, it is also applicable to unlisted share 
issues, as issues of these two categories of instruments 
show a relatively close correlation.

In recent times, the movement in the costs of the various 
sources of fi nance for Belgian companies has been partic-
ularly favourable to equity fi nancing. From July 2005 until 
the end of 2006, the cost of equity fi nancing declined by 
more than 20 p.c., while the cost of bank loans and cor-
porate bonds increased by around 45 and 30 p.c. respec-
tively. These higher borrowing costs were due to the cycle 
of increases in the ECB’s key interest rates, which began in 
December 2005, while the cost of equity fi nancing bene-
fi ted from the buoyancy of the stock markets (see below), 
where the favourable outlook for future profi ts drove up 
prices. The optimism displayed by Belgian entrepreneurs 
and investors throughout the year, which may be refl ected 
in below-normal risk aversion, also helped to bring down 
the cost of equity fi nancing.

The enthusiasm of Belgian companies for equity fi nancing 
rather than borrowings in 2006 is nevertheless also due 
to the introduction of a new provision, namely the risk 
capital allowance, more commonly known as the notional 
interest deduction. By allowing the deduction of the 
theoretical interest charges on capital, the new mea-
sure makes equity fi nancing signifi cantly more attractive 
(for more details, see box 17).

Box 17 – Notional interest and fi nancial choices for fi rms

Introduced by the law of 22 June 2005 and entering into force on 1 January 2006, the tax allowance for risk 
capital, more commonly known as the notional interest deduction (NID), will probably have a structural infl uence 
on the fi nancial behaviour of economic agents in Belgium. Intended to reduce the present discrimination between 
debt fi nancing and equity fi nancing, by reducing the tax burden for all fi rms established in Belgium, it should 
also enhance the country’s fi scal attractions for both Belgian and foreign investors. Moreover, since it is by 
defi nition more attractive for the most heavily capitalised companies, it offers a viable alternative to the planned 
dismantling of the coordination centre regime. The advantageous tax rules applicable to coordination centres had 
been introduced in 1982. During the discussions launched in the late 1990s concerning tax regimes which distort 
competition, the Ecofi n Council had eventually concluded that this regime was a harmful fi scal measure, implying 
a form of unfair competition, and should therefore be abolished. The EC Decision in 2003 stating that the regime 
could no longer be considered compatible with the rules on State aid was another reason for abandoning it.

The aim of this box is to explain the mechanisms whereby the NID may infl uence the fi nancing choices of companies 
– other than coordination centres – already established in Belgium. That infl uence may vary according to the type 
of investor : individual or corporate (and assumed to belong to the same group), resident or non-resident.

Before any discussion of the choice between debt and equity (1), it is worth pointing out that the tax aspects, 
or more generally the cost-related aspects, are not the only factors determining the choice of the optimal 
capital structure. In the fi rst instance, the decision on opening up the capital (and hence the control) depends 

4
(1) Equity fi nancing means both the reinvestment of profi ts and the issue of new shares.
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on considerations specifi c to the company, such as its internal organisation, method of governance, size, 
maturity, profi tability, growth prospects, etc. Furthermore, these factors operate in a given institutional (degree 
of competition, market functioning, existence of specialised equity markets, etc.), and legal context (protection 
for creditors versus protection for shareholders, maintenance of existing shareholders’ control mechanisms via 
the issue of shares without voting rights, etc.) which may be conducive in varying degrees to one or other type 
of fi nancing.

To gain an understanding of the impact of the NID on corporate fi nancing choices, two “fi ctitious” companies (1) 
with different fi nancing methods are considered : the fi rst (company A) is fi nanced exclusively by debt, while the 
second (company B) is fi nanced exclusively via its own resources. Their profi ts before taxes and fi nancial expenses 
are the same, at 100. If company A allocates the whole of its profi ts before taxes and fi nancial expenses to interest 
payments, the deduction allowed for interest charges cancels out the whole of the tax. The private Belgian investor 
will receive fi nal interest income of 85, i.e. 100 minus the 15 p.c. withholding tax. In the case of company B, 
fi nanced entirely out of its own resources, there is no question of any deduction, and the profi ts attract the normal 
rate of tax (33.99 p.c., rounded off to 34 p.c. for the purposes of the example), leaving profi ts after tax of 66. 
The private investor will in this case receive a sum of 49.5, in view of the 25 p.c. withholding tax on dividends 
received. Conversely, if no dividend is paid, so that the profi ts are refl ected in a capital gain on resale of the share 
(incorporation of the retained earnings in the share price), the individual will receive the whole of the profi t after 
tax, or 66, since capital gains are not taxed in Belgium.

The discrimination between debt and equity thus operates at two levels : from the point of view of the fi rm, via the 
full deductibility of interest charges, and for the investor (in this case an individual), via the tax differential in favour 
of interest income. Debt fi nancing is thus the fi rst preference, followed by equity fi nancing without payment of 
dividends, and fi nally equity fi nancing with payment of dividends. (2)

The situation is different if the borrower fi rm is fi nanced by another company (3), e.g. one belonging to the same 
group. Company A (subsidiary), which receives funds from its parent company, will have to make recompense by 
paying interest of 100 ; the whole of that interest will be classed as taxable income, generating a net profi t of 66 
for the parent company. For its part, company B will pay its parent company dividends of 66, of which 95 p.c. are 
tax free subject to certain conditions (4), leaving a net profi t of 64.9 for the parent company. If, instead of paying 
dividends, the subsidiary reinvests the profi ts, the group will receive income of 66, as capital gains are also tax 
free within a group. From the group’s point of view, debt fi nancing gives the same outcome as a shareholding 
with retained earnings, while a shareholding with regular dividend payments attracts very slightly less favourable 
tax treatment. (5)

The second part of the table shows the extent to which the NID changes the preferences. Here, too, for the 
purposes of the exercise, a rather extreme case is considered, namely that the self-fi nanced fi rm B has suffi cient 
own resources to deduct notional interest for the whole of its profi ts. It should be remembered that the NID 
permits deduction from the tax base of a part of the equity capital, calculated by multiplying the equity – after 
“adjustment” for certain factors – by a notional rate of remuneration on the capital. The adjustment of the capital 
is justifi ed because it cannot be assumed that the whole capital is allocated to the productive activity of the 
business ; the legislator also wanted to avoid assets being invested artifi cially in a company in order to increase the 
basis for the deduction, and thus take advantage of any cascade effects between companies in the same group. 

4

(1) A business fi nanced exclusively by debt and having no own funds is a totally theoretical example. 

(2) The risk associated with the various operations, and the investor’s preference for or against regular payments (dividends), should be taken into account in the 
calculations since they vary. 

(3) In principle, it is assumed here that the parent company is also a Belgian fi rm, but the tax rules applicable to a foreign parent company are in some cases very similar 
to those for Belgian fi rms.

(4) Under the Participation Exemption Regime (PER), designed to prevent multiple companies from being taxed on the same income. Under this system, if certain 
conditions are respected, the company receiving the dividends is granted a tax exemption of 95 p.c. on dividends on which the paying company has already been 
taxed. Moreover, such provisions are central to the EU Directive on parents and subsidiaries, in force throughout the EU Member States.

(5) No account is taken here of differences in the taxation of the incomes of the investor fi nancing the parent company.
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The deduction rate is the average annual yield on ten-year linear bonds (with a ceiling of 6.5 p.c., which may 
be amended by royal decree). That is therefore a risk-free rate, which is normally less than the effective cost of 
capital, especially if the business has a risky profi le : SMEs, in particular, could be placed at more of a disadvantage 
than large companies, which generally enjoy better conditions for access to the fi nancial markets. That is why the 
legislation provides for a 0.5 percentage point increase in the deduction rate for SMEs. It is also worth mentioning 
that the introduction of the NID was accompanied by the abolition of the 0.5 p.c. registration fee for capital 
contributions.

In the fi rst example, namely fi nancing by an individual, the introduction of the NID, which is assumed to neutralise 
the whole of the tax base, alters the order of preferences by increasing the profi t associated with equity fi nancing 
(with or without payment of dividends), while the profi t associated with debt fi nancing remains unchanged. The 
net position of the private investor is now better in the case of an investment in equities with capital gains on 
resale than in the case of a bond investment. However, bond investments are still more attractive than equity 
investments with dividend payments, although the yield differential between these two alternatives is considerably 
reduced in favour of equity investments.

CHOICE OF FINANCING BEFORE AND AFTER INTRODUCTION OF THE NOTIONAL INTEREST DEDUCTION (NID)

Before the NID After the NID

Company A: Company B : Company A: Company B :

Financed entirely
by debt

Financed entirely
via own resources

Financed entirely
by debt

Financed entirely
via own resources

Loan
with interest

Shareholding
with dividends

Shareholding
with capital gains

Loan
with interest

Shareholding
with dividends

Shareholding
with capital gains

Profit before taxes
and financial expenses . . 100 100 100 100 100 100

Interest charges . . . . . . . . 100 – – 100 – –

Notional interest . . . . . . . . – – – – 100 100

Profit after taxes (1)

and interest charges . . . . 0 66 66 0 100 100

Investor’s income Creditor Shareholder Creditor Shareholder

1. Belgian individual . . . . 85.0 49.5 66.0 85.0 75.0 100.0

(withholding tax
of 15 p.c.
on interest
received)

(withholding tax
of 25 p.c.

on dividends
received) (2)

(no tax
on capital gains) (3)

(withholding tax
of 15 p.c.
on interest
received)

(withholding tax
of 25 p.c.

on dividends
received) (2)

(no tax
on capital gains) (3)

2. Belgian parent company 66.0 64.9 66.0 66.0 98.3 100.0

(all interest
received taxed
at corporate

tax rate)

(5 p.c.
of dividends

received taxed
at corporate

tax rate)
(PER)

(no tax
on capital gains) (3)

(all interest
received taxed
at corporate

tax rate)

(5 p.c.
of dividends

received taxed
at corporate

tax rate)
(PER)

(no tax
on capital gains) (3)

Source : NBB.
(1) I.e. the normal rate of corporate tax of 33.99 p.c. (including the complementary crisis contribution), rounded off to 34 p.c. for simplicity.
(2) This is the commonest case ; the withholding tax may be 15 p.c. in certain cases, e.g. for “new shares”, or 10 p.c. in the case of liquidation.
(3) No account is taken here of any costs entailed in selling shares (such as stock market fees), which may also have tax implications (e.g. share buybacks).

4
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In the second example, which assumed fi nancing between entities within the same group, the introduction of 
the NID also causes major changes. The group’s net position will now be decidedly better in the case of equity 
fi nancing, be it with or without payment of dividends, and debt fi nancing will be relegated to last position. 
However, the Belgian parent company may in some cases also be able to use the NID, in theory even for the 
whole of its profi ts. In that case, the corporate tax, even that applied to the interest income received by the parent 
company, can be recovered in full. The parent company can therefore distribute to its own individual shareholders 
a sum of 100, whatever the chosen method of intra-group fi nancing ; depending on the chosen method of 
remuneration, the shareholders will receive 75 or 100 p.c. of that sum.

A similar exercise conducted for the intermediate, and probably more realistic, case of a fi rm fi nanced half by 
debt and half by equity, does not fundamentally alter, from the investor’s point of view, the nature of the results 
obtained in the two extreme cases.

To conclude, before the introduction of the NID, there was tax discrimination between debt and equity, primarily at 
the level of the taxation of the individual investor’s income, but there was virtually no discrimination if the fi nance 
was arranged within the group. The introduction of the NID effectively enhances the attractions of equity and, by 
reducing the tax burden, enables companies to pay their shareholders a better return. However, even if the NID 
is taken into account, the cost of debt will still be lower for fi rms, in practice, than the cost of equity. The reason 
is that the deductibility of interest charges relates to the total debt, whereas the NID is calculated on only part of 
the equity. In addition, the NID is based on a notional, risk-free rate which is lower than the interest rate actually 
paid on a loan, and, a fortiori, lower than the real cost of risk capital.

Shares

During the fi rst nine months of 2006, share issues totalled 
32.1 billion euro, a huge increase on the previous year 
(3.2 billion). This record fi gure actually exceeded that 
recorded at the turn of the millennium when share issue 
volumes had reached a peak. A more detailed examina-
tion of the available data on changes which fi rms made 
to their capital, particularly those relating to the number 
and size of the operations carried out, indicates that 
the growth essentially concerned large-scale operations 
amounting to 10 million euro or more, while there was no 
particular increase in the volume of smaller-scale opera-
tions. It therefore seems that a good many medium-sized 
and large fi rms changed their capital structure as a result 
of the new tax environment created by the NID.

Of the 32.1 billion euro raised by Belgian fi rms, 30.8 bil-
lion came from issues of unlisted shares and other equity, 
and 1.3 billion via listed share issues. It is therefore mainly 
for unlisted shares that 2006 can be called an exceptional 
year.

There are sometimes wide variations in the motivations 
and circumstances behind the use of unlisted shares. 
Thus, it seems that fl ows from other countries, whether 
associated with direct investment or other types of 

 participation, were behind a large proportion of the 
unlisted share issues during the fi rst nine months of 2006. 
These were probably issues initiated by fairly large fi rms 
established in Belgium, perhaps associated or linked with 
foreign companies which supply funds to them by acquir-
ing shares or other equity. Moreover, the coordination 
centres established in Belgium and used to relay fi nance 
to both Belgian and foreign companies, are fi nanced 
mainly by the issue of unlisted shares.

Purely intra-sectoral fl ows (i.e. unlisted share issues sub-
scribed by the resident company sector itself) are also 
recorded in the fi nancial accounts, and totalled 0.4 billion 
euro during the fi rst three quarters. This may concern 
professional investors, such as non-fi nancial holding com-
panies which acquire shares in traditional companies or 
operate in illiquid markets, in order to take advantage of 
the large growth potential offered by certain companies 
via private equity/venture capital transactions.

Finally, unlisted shares are also issued by small enterprises 
which are less well-known and which therefore have 
greater diffi culty in entering the stock markets. Similarly, 
this instrument is commonly used by family fi rms whose 
shareholders are often reluctant to open up the capital, 
for fear of losing control. However, it seems that unlisted 
share issues subscribed directly by individuals explain only 
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a small part of the aggregate fl ows, by comparison with 
the large volumes subscribed by other companies, both 
Belgian and foreign. As was the case in 2005, households 
actually sold unlisted shares for a total of 2.2 billion euro 
during the fi rst nine months.

As already mentioned, stock market fi nancing condi-
tions proved favourable in 2006, encouraging listed 
share issues. The rise in stock market prices continued 
in Belgium and in the euro area, despite a dip between 
May and July 2006 : the Belgian All Shares index and its 
euro area equivalent, the Dow Jones Euro Stoxx broad 
index, rose by 22.8 and 19.6 p.c. respectively between 
December 2005 and December 2006. Although the gains 
in 2006 were even higher than those recorded for the 
euro area, Belgian shares ended the year under review 
with a price-earnings ratio of 14.4 against 15.5 for their 
European counterparts. The valuation of Belgian shares 
was 1.3 percentage points higher than their average 
 valuation over the past twenty-six years. On the basis of 
the dividend yield, Belgian shares remained more attrac-
tive than European shares ; however, that relative advan-
tage largely ebbed away during the year under review, 
since the dividend yield differential in favour of Belgian 
shares shrank from over 50 basis points at the end of 
2005 to less than 10 points a year later.

Belgian companies were launched onto the stock market 
in rapid succession throughout the year under review. In 
total, taking all the Euronext Brussels markets together, 
nineteen introductions were recorded in 2006 ; taking 
account of the delisted companies, and including fi nan-
cial corporations, that brought the number of Belgian 
companies issuing listed shares to 156 as at 31 December 
2006.

Launched in November 2004 and having already been 
highly successful in 2005, the Free Market segment con-
tinued in 2006 to attract SMEs in a growth phase, wish-
ing to take advantage of simplifi ed access to the capital 
market. In 2006, no fewer than nine Belgian SMEs made 
their debut here, excluding the transfer to the Free Market 
of one company originally quoted on Eurolist : these com-
panies, with an average market capitalisation of around 
7.7 million euro, raised an average of 1 million euro by 
their initial public offering. It should be remembered that 
this market keeps the requirements imposed on new 
entrants to an absolute minimum : no minimum capitalisa-
tion, no obligation to publish interim fi gures, no need to 
conform to IAS/IFRS standards, the only obligation etc. ; 
which still applies concerns a prospectus approved by the 
CBFA and compliance with the usual rules on investor 
protection. Nonetheless, the bankruptcy, at the begin-
ning of December, of one of the companies listed on this 
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CHART 63 STOCK MARKET PRICES, PRICE-EARNINGS RATIO 
AND DIVIDEND YIELD IN BELGIUM AND IN THE 
EURO AREA

 (monthly averages)

Sources : Thomson Financial Datastream, Euronext Brussels.
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advantageous tax status of coordination centres, whose 
responsibilities include the fi nancing operations and cash 
management of multinational groups. Their activities in 
fact developed over the same period, then slackened pace 
owing to the uncertainty over their status and their future. 
The contraction in the fl ows of non-bank loans from 2004 
could be linked to the reduced activity of the coordina-
tion centres, as shown by the change in the receivables 
recorded under their assets.

Non-bank loans granted by the rest of the world to 
enterprises also increased signifi cantly, although less dra-
matically, during the past ten years, rising from 13 p.c. of 
GDP at the end of 1996 to 16 p.c. at the end of the third 
quarter of 2006. This increase is partly a refl ection of the 
internationalisation of corporate fi nancing.

Bank loans

During the fi rst nine months of 2006, bank lending to 
companies expanded slightly, by 1.7 billion euro, whereas 
a fall of 0.9 billion had been recorded during the cor-
responding period of the previous year. Various factors 
infl uenced the pattern of lending, particularly increased 

market highlights the relative riskiness of investing in this 
unregulated segment.

June 2006 saw the launch of Alternext, which is posi-
tioned between Eurolist and the Free Market in terms 
of admission criteria and listing requirements, with the 
aim of attracting mainly large SMEs, as admission to this 
market is reserved for companies proving that they have 
been in existence for at least two years and wishing to 
raise a minimum of 2.5 million euro ; the listing require-
ments are less stringent than on Eurolist, the major dif-
ference being the absence of any obligation to conform 
to the IAS/IFRS standards. So far, four Belgian companies 
have been introduced on this segment : these fi rms, with 
an average market capitalisation of around 21.3 million, 
thus more imposing than the companies listed on the Free 
Market, raised an average of 6.5 million during their initial 
public offering.

Non-bank loans

Flows of non-bank lending declined during the fi rst nine 
months of 2006, whereas they had expanded during the 
corresponding period of 2005. That development con-
fi rms that companies chose a different method of fi nanc-
ing during the year under review and contrasts with the 
substantial activity recorded on this segment in preceding 
years.

Non-bank loans essentially consist of loans between 
Belgian companies, whether or not belonging to the same 
group, and loans received by Belgian fi rms from non-
bank companies located abroad. The scale of these fl ows 
between companies is considerable. Between 1996 and 
2005, they averaged around 21 billion euro a year, or half 
the average new liabilities of enterprises. The presence of 
the coordination centres in Belgium is a major contribu-
tory factor, and so is the presence of non-fi nancial holding 
companies, albeit to a lesser extent.

Between 1996 and 2003, the outstanding amount of 
loans between companies expanded considerably as a 
proportion of GDP, before contracting slowly in the next 
three years. At the end of the third quarter of 2006, it rep-
resented the equivalent of 92 p.c. of GDP, against 40 p.c. 
at the end of 1996.

Loans granted between resident companies make up 
the bulk of the amount outstanding ; at the end of the 
third quarter of 2006, they came to 219 billion euro, or 
76 p.c. of the total. The rapid growth of fi nancial fl ows 
between resident enterprises, seen in Belgium between 
1996 and 2003, was driven by various factors, such as the 
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CHART 64 SECTORAL BREAKDOWN OF NON-BANK 
LOANS (1) CONTRACTED BY NON-FINANCIAL 
CORPORATIONS

 (end of period, percentages of GDP)

Source : NBB.
(1) Loans between enterprises in question here do not include trade credit.
(2) Figures as at 30 September 2006.
(3) The “other” item covers general government and financial corporations other 

than credit institutions, granting non-bank loans.
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Other (3)
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demand fuelled by the strong economic growth, a factor 
whose infl uence was probably partly offset by the increase 
in the cost of fi nancing by bank loans, recorded from mid 
2005.

The Central Credit Register operated by the Bank is an 
alternative source of data on bank lending. The picture 
which it provides varies according to the fi rms’ size. 
However, its data differ from those of the fi nancial 
accounts since they cover only lending by Belgian banks, 
and include loans to non-monetary fi nancial intermediar-
ies except for insurance companies and pension funds.

The Central Credit Register data indicate a modest revival 
in lending over the past few quarters. It is being driven 
by small enterprises, although the expansion of the loans 
extended to them did slow down at the end of the period. 
Whereas from mid 2005 the volume of loans to large 
enterprises had recorded positive growth, that trend was 
reversed in the third quarter of 2006. The contribution of 
medium-sized companies to the credit expansion, which 
had been modest in the fi rst half of the year, later showed 
a stronger rise.

Demand factors seem to have played a dominant role 
during the recent period in the pattern of bank lending, 
according to the fi ndings of the Eurosystem’s bank lend-
ing survey which is one source of information on credit 
supply and demand conditions.

In the fi rst quarter of 2006, credit institutions in the euro 
area once again eased their loan criteria, on average, in 
the case of corporate borrowers ; in Belgium, that easing 
was more pronounced. Subsequently, both Belgian banks 
and their colleagues in the euro area stated that they had 
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CHART 65 LOANS GRANTED BY BELGIAN CREDIT 
INSTITUTIONS TO CORPORATIONS, BY SIZE OF 
ENTERPRISE (1), ACCORDING TO THE CENTRAL 
CREDIT REGISTER

 (contribution to the change in bank lending to corporations, 
percentage points unless otherwise stated)

Source : NBB.
(1) Companies which filed their annual accounts in the abbreviated format are 

deemed to be small enterprises. Those which filed full-format accounts are 
regarded as large or medium-sized depending on whether or not their turnover 
exceeded 37.2 million euro for two consecutive years.

(2) End-of-quarter data adjusted for exchange rate fluctuations and sectoral 
reclassifications ; percentage changes compared to the corresponding quarter of 
the previous year.
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CHART 66 RESULTS OF THE EUROSYSTEM’S SURVEY 
ON BANK LENDING TO NON-FINANCIAL 
CORPORATIONS

 (quarterly data)

Sources : ECB, NBB.
(1) Balance in percentages of weighted replies by credit institutions to 

the Eurosystem’s bank lending survey indicating the degree to which access criteria 
to loans and credit lines were eased or tightened (–).

(2) Balance in percentages of weighted replies by credit institutions to 
the Eurosystem’s bank lending survey indicating the degree of increase or 
decrease (–) in demand for credit.
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kept their credit standards unchanged. At the same time, 
the Belgian banks said that, in the fi rst half of the year 
under review, fi rms’ demand for loans had increased, but 
later stabilised. In the euro area, demand for loans was 
rising throughout the year under review.

The Bank’s business investment survey, conducted in 
November, points to a deterioration in the opinion of the 
fi rms polled on credit conditions ; in 2005, 52 p.c. of the 
fi rms questioned took a favourable view of the current 
conditions for access to new loans or new credit lines, but 
in 2006 that proportion dropped to 35 p.c., because of 
the rise in interest rates.

Formation of fi nancial assets

During the fi rst nine months of 2006, corporations 
formed new fi nancial assets totalling 40.3 billion euro, 
against 12.6 billion during the corresponding period of 
2005.

As in the two previous years, equities represented a 
relatively large proportion of these new assets. During 
the fi rst nine months of 2006, the formation of fi nancial 
assets in the form of listed or unlisted shares, essentially of 

foreign corporations, represented 8.7 billion euro, a fi gure 
close to the 9 billion attained during the corresponding 
period of 2005.

Over the same period, fi rms granted loans to other 
Belgian and foreign companies for a total of 24.1 billion 
euro, compared to 13.3 billion during the corresponding 
period of 2005. This strong expansion of non-bank lend-
ing indicates some recovery following the sluggishness 
on this segment in 2004 and 2005, attributable to the 
slackening pace of activity on the part of the coordination 
centres which at that time were uncertain about their 
future status.

The formation of fi nancial deposits surged by 21.7 billion 
euro during the fi rst nine months of 2006, whereas a fall 
of 4.8 billion had been recorded in the corresponding 
period of 2005. The substantial increase in interest rates 
on these deposits is probably among the contributory 
factors.

7.4  General government

During the fi rst nine months of the year under review, the 
fi nancial accounts of general government deteriorated, as 
the defi cit increased from 3.2 billion euro during the cor-
responding period of 2005 to 4.3 billion. This deteriora-
tion was refl ected in the movement in the fi nancial assets, 
which declined by 2.2 billion, compared to 1.1 billion in 
2005. The liabilities expanded by 2.2 billion, the same 
amount as in 2005.

New issues

As in previous years, most of the new fi nancial liabilities 
took the form of net issues of euro-denominated securi-
ties by the Treasury, for a cumulative total of 1.5 billion 
euro at the end of September, against 3.9 billion a year 
earlier.

Since the introduction of the euro, the Treasury has based 
its issuing strategy on a number of key principles in 
order to minimise the State’s fi nancing costs while taking 
account of the risks. Regularity, transparency and predict-
ability are among those principles, and adherence to them 
is ensured by publication of an issue schedule for both 
OLOs and Treasury certifi cates, and by the announcement 
of issue volumes.

In the medium- and long-term segment, this strategy 
resulted in the issue of two new benchmark loans, via a 
consortium. At the beginning of the year under review, 
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CHART 67 NEW FINANCIAL ASSETS OF NON-FINANCIAL 
CORPORATIONS : BREAKDOWN BY INSTRUMENT

 (billions of euro)

Source : NBB.
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the Treasury as usual placed a new ten-year benchmark 
loan. In May, a fi fteen-year benchmark loan was issued 
by the Treasury in response to investor demand for longer 
maturity instruments.

The OLO lines were topped up during the year by four 
tenders. The thirty-year benchmark loan, issued in 2004, 
was once again offered on two occasions. It continued 
to attract interest from institutional investors (life insur-
ance companies, pension funds, etc.), who subscribed 
2.4 billion euro. Investor demand motivated the choice 
of lines used. Investors are increasingly seeking long-term 
investments, as the counterpart to household savings in 
the second and third pension pillars, in order to match 
the maturities of their assets as far as possible with those 
of their liabilities.

Altogether, the Treasury issued linear bonds for a total of 
20.8 billion euro in 2006, against 23.3 billion in 2005.

Issues of State notes, a public debt instrument reserved 
for private investors, are normally smaller in scale. In 
2006, the Treasury borrowed 0.7 billion euro via State 
notes, compared to 0.6 billion in the previous year. These 
were mainly fi ve-year State notes, with a small proportion 
of eight-year notes. State notes are listed on Euronext 
Brussels, on the fi xing segment. They therefore offer 

constant liquidity and represent a fi nancial instrument 
designed more specifi cally for households seeking security 
for their investments.

Management of the public debt

In 2006, the Treasury’s budget operations ended with a 
defi cit, thus increasing the gross balance to be fi nanced. 
Medium- and long-term issues were insuffi cient to cover 
it, so that the fi nancial assets declined. Short-term debt in 
foreign currencies continued to diminish.

The Treasury devoted a smaller volume than in 2005 to 
the redemption or repayment of loans maturing during 
the year under review. Conversely, there was an increase 
in the volume of redemptions on securities maturing in 
2007 or later.

For the purposes of effi cient management of the public 
debt, the Treasury must be able to guarantee the liquid-
ity of the securities issued and control the risks associ-
ated with its borrowing operations. Those risks include 
currency, refi nancing, interest rate and credit risks. Risk 
control, like the liquidity of the securities, helps to reduce 
the cost of fi nancing the public debt.

TABLE 37 FINANCIAL ASSETS AND LIABILITIES OF GENERAL GOVERNMENT

(billions of euro)

First nine months

2001 2002 2003 2004 2005 (1) 2006 2005 2006

Formation of financial assets (2) . . . . . . . . . 5.1 4.6 –4.3 3.6 2.9 n. –1.1 –2.2

New financial liabilities . . . . . . . . . . . . . . . 4.9 5.7 –4.5 4.1 2.6 n. 2.2 2.2

Securities denominated in euro . . . . . . 5.6 5.8 –2.1 –1.6 2.4 n. 3.7 2.1

of which :

Treasury . . . . . . . . . . . . . . . . . . . . . . 8.5 5.4 –0.9 –1.6 3.1 –0.8 3.9 1.5

At up to one year . . . . . . . . . . . 1.7 –0.5 –0.3 –0.2 0.8 0.1 2.5 3.4

At over one year . . . . . . . . . . . . 6.7 5.9 –0.6 –1.4 2.3 –1.0 1.4 –1.9

Other liabilities denominated in euro (2) 0.7 1.1 –1.2 7.1 0.8 n. –2.7 –0.9

Treasury liabilities denominated 
in foreign currencies . . . . . . . . . . . . . . . –1.4 –1.2 –1.3 –1.4 –0.7 –0.2 1.2 1.0

Financial balance . . . . . . . . . . . . . . . . . . . . 0.2 –1.2 0.2 –0.6 0.3 n. –3.2 –4.3

Source : NBB.
(1) Data compiled in accordance with the NAI’s point of view whereby the RIF is treated as a non-financial corporation, rather than as a public authority in accordance 

with the Eurostat view. In 2005, both the formation of financial assets and the new financial liabilities of general government were influenced by operations connected 
with the assumption of BNRC debt by the RIF. Those operations consist in the refinancing by the State of part of the debt totalling 1.9 billion euro, and the registration 
of a claim of an equivalent amount on the RIF. Consequently, the financial balance was unaffected.

(2) Including “Ageing Fund Treasury Bonds”.
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In regard to the risks, the proportion of the debt in for-
eign currencies has fallen sharply in recent years, so that 
the currency risk on the debt has become negligible. That 
decline continued in 2006, as the debt in foreign curren-
cies represented only 0.52 p.c. of the total debt at the end 
of 2006, against 0.63 p.c. at the end of 2005. The fl uc-
tuations in the foreign currency debt over the years are 
due to the issue of Treasury bills (BTBs or Belgian Treasury 
Bills), short-term securities with a legal and tax status 
comparable to that of Treasury certifi cates but capable of 
being issued in foreign currencies.

The refi nancing risk and the interest rate risk are moni-
tored by four indicators. Since 2005, those have been 
calculated on the basis of a six-month average, in 
order to smooth out sudden movements in the indica-
tors which are not triggered by an increase in the risk. 
For the re fi nancing risk, the fi rst indicator limits the 
amount which can be refi nanced within twelve months to 

22.5 p.c. of the total debt in euro, and the second limits 
the amount to be refi nanced within fi ve years to 60 p.c. of 
the total debt in euro. For 2006, these proportions came 
to 19.4 and 53.7 p.c. respectively. The interest rate risk, 
which expresses the variability of the interest rate on the 
debt, is infl uenced by the refi nancing operations and the 
use of derivatives such as swaps. The limit for the interest 
rate risk at twelve months is set at 25 p.c. of the debt in 
euro, whereas it is 65 p.c. for the risk at sixty months. At 
the end of the year under review, the interest rate risk at 
twelve months was 21.6 p.c. and that at fi ve years was 
57.7 p.c.

The credit risk is determined by the loss which the 
Treasury would incur if one or more of its counterpar-
ties defaulted on its contractual payment obligations. To 
limit the risk, the Treasury deals only with counterparties 
with a minimum credit rating of “A”. For the purpose of 
managing this risk, the Treasury concluded credit support 
agreements with six primary dealers in 2006, whereby the 
Treasury’s counterparties guarantee a favourable outcome 
for the swaps, by paying the amounts concerned into an 
account with the Bank.

Diversifi cation of holders of benchmark OLOs is one of 
the ways of ensuring liquidity. It has a positive impact on 
the pricing of the fi nancial instruments, and hence on the 
cost of the debt.

TABLE 38 FINANCING REQUIREMENTS AND RESOURCES
OF THE FEDERAL STATE

(billions of euro)

2005 2006

Gross balance to be financed . . . . . 23.5 25.7

Gross financing requirements . . . 21.9 23.2

Budget deficit or surplus (–) (1) . . 1.8 3.5

Medium- and long-term debt 
maturing during the year . . . . 20.0 19.7

In euro . . . . . . . . . . . . . . . . . . 19.7 19.6

In foreign currencies . . . . . . 0.4 0.1

Redemptions and exchanges 
(securities maturing 
the next year or later) . . . . . . . . . 1.6 2.5

Other financing requirements . . . 0.0 0.1

Funding resources . . . . . . . . . . . . . . 23.8 21.5

Medium- and long-term issues 
in euro (2) . . . . . . . . . . . . . . . . . . . . 23.8 21.5

Linear bonds (OLOs) . . . . . . . . . 23.3 20.8

State notes . . . . . . . . . . . . . . . . 0.6 0.7

Medium- and long-term issues 
in foreign currencies . . . . . . . . . . 0.0 0.0

Net change in the short-term debt 
in foreign currencies . . . . . . . . . . . . –0.3 –0.1

Net change in the short-term debt 
in euro and in financial assets . . . . 0.0 4.3

Source : SPF Finance.
(1) Excluding transfers to the Ageing Fund. 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.

(2) Excluding issues of “Ageing Fund Treasury Bonds”.
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CHART 68 SHARE OF OLOS AND TREASURY CERTIFICATES 
ISSUED BY THE BELGIAN STATE AND HELD 
BY THE REST OF THE WORLD  
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Source : NBB.
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The holdership of Belgian public debt securities is very 
diverse, as interest in the Belgian public debt among 
foreign investors remained strong in 2006, partly because 
of the pursuit of a relatively sound policy on public 
fi nances. While the proportion of OLOs held by  foreigners 
has  stabilised in recent years, standing at 49.6 p.c. in 
September 2006, foreign holdings of Treasury certifi cates 
have maintained an upward trend for fi ve years, reaching 
80.3 p.c. at the end of that month. This rise refl ects the 
strong foreign demand prompted by the relative scarcity 
of short-term euro-denominated government paper.

During recent years, the Treasury’s efforts to augment 
the liquidity of Belgian public debt securities have had 
a positive effect on fi nancing conditions and costs, thus 
contributing to a partial reduction in the yield spreads 
between the Belgian State ten-year benchmark loan and 
the German Bund of a similar maturity. However, the 
improvement in Belgium’s public fi nances relative to those 
of Germany is still the main reason for the contraction of 
the yield differentials. That situation led two of the three 
main rating agencies to upgrade their assessment of the 
Belgian State’s long-term debt in 2006. In March, Moody's 
Investors Service changed the outlook for the Aa1 rating 
from stable to positive, and in May, Fitch Ratings increased 
the long-term debt rating from AA to AA+, with a stable 
outlook, while in the previous month Standard & Poor's 
confi rmed their AA+ rating with a stable outlook.

However, the differentials have not disappeared alto-
gether, owing to differences in liquidity and credit risk. 
The spread between the yield on the Belgian ten-year 
benchmark loan and that of the German benchmark bond 
averaged 5 basis points during the year under review, 
compared to 7 points in 2005. The yield differentials also 
remained low overall for Dutch (2 basis points), Spanish 
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CHART 69 YIELD DIFFERENTIALS ON TEN-YEAR 
GOVERNMENT BONDS (1) IN RELATION TO 
THE GERMAN BUND 

 (monthly averages, basis points)

Source : BIS.
(1) For Belgium, secondary market yield on government benchmark loans (OLOs).
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(2 basis points) and French (4 basis points) benchmark 
loans. In contrast, in the case of Italian loans, fi nanc-
ing conditions worsened further during the year under 
review, with an average spread of 28 basis points vis-à-vis 
the German Bund. This situation bears witness to the 
problems facing Italian public fi nances during that period, 
which prompted two agencies to downgrade their rating 
for the Italian public debt.
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8. 

8.1 International fi nancial markets

The global fi nancial markets remained decidedly tranquil 
during 2006, with only very brief turbulence caused by 
price corrections on commodity and equity markets in 
May and June. The decline in investors’ appetite for risky 
fi nancial assets did not last, as perceived potential upside 
risks to US infl ation did not materialise to the extent 
initially feared, allowing the US Federal Reserve to leave 
its federal funds target rate unchanged at 5.25 p.c. in the 
second half of the year, after having raised it in seventeen 
consecutive steps of 25 basis points. The continuation of 
strong, and increasingly broadly-based, global economic 
growth and the persistence of accommodative fi nancing 
conditions – notwithstanding the further withdrawal of 
monetary stimulus in Europe, and the Bank of Japan’s 
decision to end its zero interest rate policy – provided the 
backdrop for a strong rebound of global equity markets 
from the temporary correction. At the end of the year, the 
US and euro area stock market return indices (which take 
into account dividend payments) were up respectively by 
15.8 and 25.2 p.c. relative to their level at the end of 
2005, rising above the levels reached on the eve of the 
bursting of the stock market bubble in 2000.

The extent and vigour of the rise in US and euro area 
equity prices since the end of March 2003 – when return 
indices had dropped by around 50 p.c. relative to their 
value in the fi rst quarter of 2000 – brings to mind the 
buoyant stock market conditions in the second half of 
the 1990s. Yet, an important difference between the two 
periods is that price-earnings ratios have remained close 
to their historical averages, in contrast to the earlier period 
when price-earnings ratios were almost double that level. 
Thanks to the very strong growth of corporate profi ts in 
recent years on both sides of the Atlantic, price-earnings 
multiples in the US and the euro area have remained close 
to their long-term averages (17.8 and 15). This may also 
help to explain why investors’ expectations of future stock 
market volatility – as measured by the implied volatility in 
options on stock market indices – dropped again in the 
second half of 2006 to the low levels registered before 
the temporary turbulence in May and June.

The renewed vigour of investors’ search for yield fed an 
appetite for high-yield assets, whether or not supported 
by borrowing to leverage the expected returns on invest-
ments, also helping exchange rates and stock markets 
of emerging market economies to gradually recoup the 
losses sustained in May and June, which mainly affected 
countries with still high external fi nancing needs, such as 
Hungary and Turkey. Following signifi cant improvements 
in emerging markets’ macroeconomic fundamentals and 
economic policies, and given the generally benign global 
fi nancial and economic conditions coupled with the low 
yields available in developed countries’ fi xed income 
markets, the investor base for emerging market assets 
has structurally increased in recent years. This has led 
to growing interest in emerging markets’ local currency 
fi nancial assets and contributed to a narrowing of spreads 
relative to interest rates on US Treasuries on emerging 
markets’ sovereign dollar-denominated bonds. These 
spreads reached historically low levels in 2006, and since 
2005 have decoupled from spreads on high-yield corpo-
rate bonds, with which there was a strong coincidence in 
the years before.

On this last market segment, spreads relative to US 
Treasuries remained close to the low levels that have 
prevailed since 2004, underpinned by the persistence 
of very low default rates on speculative-grade corporate 
bonds. While the average annual global speculative-
grade default rate had peaked at above 10 p.c. in 2002, 
it amounted to only 1.69 p.c. in 2006, well below the 
25-year average of 4.6 p.c. The default rate on US 
speculative-grade bonds remained higher than on non-US 
speculative-grade bonds, as has been the case since 2004, 
but the two converged in the last quarter of 2006.

However, default rates are a “lagging” indicator of corpo-
rate credit quality. More forward-looking indicators, such 
as the balance between up- and downgrades of corporate 
bonds, show that – starting from an exceptionally strong 
position – there was a gradual shift away from fac-
tors improving corporate creditworthiness towards those 
causing it to deteriorate. After years of balance sheet 
restructuring, debt reduction and increasing profi tability, 
US and European corporations appear to be  gradually 
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re- leveraging their balance sheet to fund increases in 
capital expenditures, higher dividends, record levels of 
equity buybacks, and a global surge in the number and 
value of mergers and acquisitions. These developments 
took place at a time when the momentum of corporate 
profi ts – which had continued to grow at rates in excess 
of 10 p.c. for several quarters – was generally expected to 
be reaching its zenith, before slowing down in the course 
of 2007.

The increase in debt fi nancing by the US and euro area 
non-fi nancial corporate sector undoubtedly benefi ted 
from the presence of historically low interest rates and 
the strong appetite of investors for corporate credit. The 
market segment of high-yield bonds and loans, which 
both concern credit extended to fi rms with a weaker 
credit rating, showed high issuance volumes and very 
strong demand on the primary market. While offering 
ample (re)fi nancing opportunities to high-risk borrowers 
(potentially contributing in this way to the low default 
rates), it also stimulated a high number of leveraged buy-
outs, which have been a distinct feature of the corporate 
M&A market in recent quarters.

These leveraged buy-outs are corporate take-overs origi-
nated by private equity funds or fi rms, but backed with 
debt fi nancing. While, in Europe, banks or bank syndicates 
were traditionally the main providers of the debt fi nancing 
backing these buy-outs, there has recently been a rise in 
the prominence of non-bank providers of credit, such as 
hedge funds and managers of collateralised loan obliga-
tions (CLOs). The latter instruments pool several leveraged 
loans together and use them as collateral for issuing new 
debt instruments, with different risk profi les (tranches), 
whereby the most risky tranche fully absorbs the fi rst 
losses on the underlying leveraged loans before the next 
tranche is affected. This tranching of risk by restructuring 
the cash fl ows of the underlying fi nancial assets has facili-
tated the entry of insurance companies and pension funds 
(interested mainly in the low-risk debt instruments) in a 
market previously dominated by banks. At the same time, 
with these “structured” products it is now possible to 
create high-risk / high-return “mezzanine” and “equity” 
tranches, which appeal to less risk-averse institutional 
investors, such as hedge funds.

These changes in the method of fi nancing leveraged buy-
outs in Europe are but one manifestation of the important 
structural changes taking place in the global credit mar-
kets. In recent years, those markets have become deeper 
and more sophisticated, thanks to the introduction of 
new fi nancial instruments, advances in risk management 
techniques and the increased involvement of non-bank 
fi nancial institutions, such as hedge funds. Notable 
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CHART 70 STOCK MARKET DEVELOPMENTS

 (daily data)

Source : Thomson Financial Datastream.
(1) Stock market indices defined by Thomson Financial Datastream, expressed in 

local currency (return indices).
(2) Measures of expected volatility, based on the prices of a basket of options on the 

Dow Jones Industrials and Dow Jones Euro Stoxx 50 stock market indices.
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 developments include the explosive growth in the out-
standing amounts of credit risk transfer instruments, such 
as credit default swaps (CDSs), and the numerous issues 
of structured fi nance instruments such as collateralised 
debt obligations (CDOs).

These structural changes have stimulated increasing inter-
linkages between previously segmented credit markets, 
potentially leading to a more consistent pricing of credit 
risk across various products. By increasing the risk transfer, 
hedging and diversifi cation opportunities for individual 
fi nancial institutions, they also allow a wider dispersion of 
risk throughout the fi nancial system. Yet, the increasing 
complexity of the fi nancial instruments employed to shift 
risk, and the dearth of data about some markets or major 
market participants’ exposures, has tended to increase the 
opaqueness as to where the ultimate risk exposures are 
currently located in the fi nancial system. In this connec-
tion, it remains somewhat uncertain how these markets 
will perform in the face of systemic macroeconomic or 
fi nancial stress, to which many of the recent market seg-
ments have not yet been exposed. An important issue in 
such circumstances will be the behaviour of leveraged 
operators, such as hedge funds, and its consequences for 
market liquidity and asset prices. Two major hedge funds 
(Amaranth Advisors and Vega Asset Management) suf-
fered sizeable losses in September, related respectively to 

long trading positions in the natural gas market and short 
positions in the US, European and Japanese fi xed income 
markets. In comparison with the experience with Long-
Term Capital Management (LTCM) in 1998, these sub-
stantial losses had little impact on the fi nancial markets. 
This low spill-over in comparison with the LTCM debacle 
was related inter alia to the orderly way in which their 
positions could be unwound and their assets could be 
liquidated by selling them to other market participants.

The role of the banks is also changing, as in certain 
market segments it is increasingly limited to credit origi-
nation, with exposures subsequently being offl oaded to 
third parties. This increased tradability of loans will allow 
banks to optimise their risk exposures in accordance with 
their available capital – a process which will undoubtedly 
be fostered by the implementation of Basel II in the EU in 
2007 – but will also lead to a potential exposure to shocks 
affecting the liquidity of these new markets. Moreover, as 
originators and servicers of the assets included in struc-
tured fi nance products, the banks will often be required to 
retain some residual risk exposure to the assets involved, 
so as to minimise agency problems. While these new 
market segments may generate additional sources of 
income, expansion into these “untraditional” activities 
may expose some of the banks concerned to unexpected 
losses in the event of a systemic market shock, especially 
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CHART 71 INTEREST RATE SPREAD AND DEFAULT RATE ON HIGH-YIELD BONDS

Sources : JP Morgan, Merill Lynch, Moody’s, Thomson Financial Datastream.
(1) EMBIG index; spread relative to interest rate on US Treasuries with a corresponding maturity.
(2) Corporate bonds denominated in US dollar with a rating lower than BBB / Baa3; spread relative to the interest rate on ten-year US Treasuries.
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if strong competition on these new markets was associ-
ated with an erosion of risk management standards and 
an underpricing of risks. This may, for example, be the 
case in the provision of fi nance and prime brokerage 
services to hedge funds, where increased competition has 
allegedly contributed to a weakening of risk management 
standards.

However, the ability of the banking system to deal with 
unexpected losses – stemming, for example, from a 
sudden economic downturn, leading to substantial credit 
quality erosion, or from a disorderly resolution of global 
current account imbalances – has presumably strength-
ened, judging by the high levels of profi tability registered 

by US and European banks in 2006. In the euro area, more 
particularly, banks’ profi tability was supported by contin-
ued cost control, continuously low loan loss provisions 
and high fee income, related for example to asset man-
agement and investment banking activities. Households’ 
strong demand for mortgage loans and a pick-up in 
corporate borrowing also appear to have largely offset 
the impact on net interest income of a decline in banks’ 
intermediation margins, which resulted from the low 
interest rate environment, the fl attening (even inversion) 
of yield curves and heightened competition.

8.2 Belgian credit institutions

8.2.1  Composition of the assets of Belgian credit 
institutions

In recent years, Belgian banks have gradually acquired a 
more international profi le. The limited scope for growth 
on the domestic market encouraged credit institutions to 
extend their activities abroad, fi rst in neighbouring coun-
tries, by creating bi-national groups, and more recently 
via acquisitions in Central and Eastern Europe and in 
Turkey. Thus, the KBC group has expanded very strongly 
in Slovakia, the Czech Republic, Hungary and Poland. In 
2005, the Dexia group decided to acquire a Turkish bank, 
Denizbank, the deal being fi nalised in the last quarter of 
2006. The Fortis group is also active on the Turkish and 
Central and East European markets, inter alia as a result 
of the purchase of Disbank in July 2005.

As at 30 September 2006, the balance sheet total of credit 
institutions stood at 1,348.7 billion euro. As a result of the 
above-mentioned developments, the share of the Belgian 
banking sector’s assets located in Belgium has fallen stead-
ily, from 46.5 p.c. in 1999 to 29.6 p.c. in September 2006. 
However, the fi gures as at that last date are not entirely 
comparable with those for the end of 2005 because, since 
1 January 2006, both listed and unlisted Belgian banks 
have been required to adopt the IAS / IFRS (International 
Accounting Standards / International Financial Reporting 
Standards) when compiling their consolidated accounts. 
These new standards change the way in which fi nancial 
assets and liabilities are recorded (for a detailed descrip-
tion, see box 18). The changes in the various balance 
sheet items between December 2005 and September 
2006 are therefore not due solely to changes in the eco-
nomic environment and the behaviour of banks, but also 
to the application of these new accounting rules.
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CHART 72 CREDIT RISK TRANSFER INSTRUMENTS

Sources : Bond Market Association, ISDA.
(1) Only securities guaranteed by claims purchased (funded CDOs).
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CHART 73 BREAKDOWN OF THE ASSETS OF BELGIAN CREDIT INSTITUTIONS

 (consolidated end-of-period data 
(1))

Sources : CBFA, NBB.
(1) The data as at the end of September 2006, compiled in accordance with the IAS / IFRS, concern six large Belgian banks which accounted for 92.5 p.c. of the total 

consolidated assets of the Belgian banking sector at the end of 2005. 
(2) For the data at the end of September 2006, owing to the application of the IAS / IFRS, the “securities portfolio” item corresponds to the securities contained in the 

categories “assets designated at fair value”, “assets available for sale” and “held-to-maturity investments”, while from now on the item “assets held for trading”, includes 
derivatives.
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TABLE 39 BREAKDOWN OF THE FINANCIAL ASSETS (1) OF BELGIAN CREDIT INSTITUTIONS
BY SECTOR AND BY RESIDENCY OF THE COUNTERPARTY

(consolidated data at the end of September 2006 (2) ; percentages of the total, unless otherwise stated)

Billions
of euro

Percentages 
of the total

Breakdown by residency of the counterparty

Belgium Rest of the world

Total of which :
Other euro area 

countries

Credit institutions . . . . . . . . . . . . . . . . . . . . 306.5 27.0 1.5 25.6 14.0

Non-financial corporations . . . . . . . . . . . . 309.4 27.3 7.0 20.3 7.7

Households . . . . . . . . . . . . . . . . . . . . . . . . . 237.8 21.0 11.4 9.6 8.4

Central governments . . . . . . . . . . . . . . . . . 197.5 17.4 6.3 11.2 9.3

Non-bank financial institutions . . . . . . . . . 82.2 7.2 2.6 4.6 0.9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,133.4 100.0 28.7 71.3 40.3

Sources : CBFA, NBB.
(1) Except equities and derivatives.
(2) These data, compiled in accordance with the IAS / IFRS, concern six large Belgian banks which together accounted for 92.5 p.c. of the total consolidated assets 

of the Belgian banking sector at the end of 2005.
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The new accounting system for the consolidated accounts 
provides a more detailed breakdown of the fi nancial 
assets by counterparty sectors and by residency of the 
counterparty. That undoubtedly represents progress in 
terms of prudential information, as those data used to be 
available only on a territorial basis, and consequently did 
not include activities conducted abroad.

The Belgian banking sector’s fi nancial assets display a high 
degree of both sectoral and geographical diversifi cation. 
Credit institutions, non-fi nancial corporations, households 
and general government account for fairly similar propor-
tions, namely 27, 27.3, 21 and 17.4 p.c. Almost the whole 
of the interbank loans, and the bulk of the loans granted 
to non-fi nancial corporations and general government in 
the form of loans or debt securities, are located outside 
Belgium. Thus, lending to enterprises abroad is about three 
times as high as to corporations in Belgium, at 20.3 and 
7 p.c. respectively, the main concentration being in coun-
tries outside the euro area, at 12.6 p.c. That is not due 
solely to Belgian banks’  expansion abroad, but also to the 
low recourse to bank loans on the part of Belgian fi rms in 
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recent years. In contrast to non-fi nancial corporations and 
general government, Belgian households still account for 
a higher volume of outstanding loans than non-resident 
households, at 11.4 p.c. compared to 9.6 p.c. In the case 
of households, mortgage loans continue to dominate, 
representing over three-quarters of the total outstanding 
claims on households in September 2006.

Although the Belgian banks’ international expansion 
recently included the acquisition of banks in Central 
Europe and Turkey, the major part of the assets of Belgian 
credit institutions abroad (69.9 p.c.) is still located in 
six advanced countries, namely Germany, France, the 
Netherlands, Italy, the United Kingdom and the United 
States.

Regarding the share of these foreign assets formed vis-
à-vis the non-bank private sector, the concentration is 
even greater, since at the end of September 2006, the 
Netherlands, the United States and the United Kingdom 
accounted for roughly 62.1 p.c. of these assets. While 
the major part of this business with the United States and 
the United Kingdom takes place via cross-border transac-
tions, most of the assets in the Netherlands were acquired 
through local agencies, highly active in granting mortgage 
loans to Dutch households. The Belgian banks’ transac-
tions with foreign credit institutions are largely effected 
with Dutch, US, British, French and German counterpar-
ties. Belgian banks also hold a sizeable portfolio of Italian 
government securities.

Claims on Central and Eastern Europe are mainly com-
posed of loans to the non-bank private sector (48.9 p.c.). 
Claims on the banking sector and the public sector 
account for 28.2 and 19.7 p.c. respectively.

8.2.2 Credit risk

Lending is still the main source of risk for Belgian banks. 
The stock of unrecoverable loans and those with an 
uncertain future has declined steadily since 2001, falling 
by the end of September 2006 to 2 p.c. of the total out-
standing loans on an unconsolidated basis. On that date, 
the coverage ratio of these loans came to 51.7 p.c., the 
lowest level since 2000.

In recent years, credit institutions have benefi ted from a 
favourable economic climate and the general improve-
ment in borrower solvency. Moreover, among Belgian 
customers, there has been a shift in recent years away 
from corporate lending and towards loans to households 
which, on average, present a lower risk profi le. While 
the total amount of outstanding loans to non-fi nancial 
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Box 18 – Introduction of IAS / IFRS

In accordance with a European Regulation, the IAS / IFRS (International Accounting Standards / International 
Financial Reporting Standards) have been applied since 1 January 2005 to the consolidated annual accounts of 
all listed Belgian companies, and particularly the large bancassurance groups. From 1 January 2006, the Belgian 
legislature extended that obligation regarding the prudential consolidated accounts to all banks, including those 
which are not listed, for the data they have to submit to the prudential authorities.

Although the application of these standards entails major changes to the recording of all balance sheet items, 
those changes are especially important on the assets side. First, they introduce the concept of fair value, defi ned 
as the amount for which a fi nancial instrument could be traded between well-informed, willing parties in a 
transaction effected under normal competition conditions. That is broader than the concept of market value. 
Under IAS / IFRS, the quoted price on an active market is regarded as the best indication of fair value, and should be 
accorded priority if it exists, but it is not the only indicator. In the absence of an active market, the concept of fair 
value may include other valuation techniques, e.g. by referring to the valuation of similar fi nancial instruments.

In addition, the IAS / IFRS introduce a new classifi cation of fi nancial assets, dividing them into separate accounting 
portfolios which are subject to specifi c accounting methods.

The fi rst portfolio contains assets held for trading, namely assets acquired for the purpose of resale in the near 
future, and derivatives other than those recognised explicitly as hedging derivatives. They are recorded at fair 
value, and value changes are recorded in the profi t and loss account.

The second portfolio contains fi nancial assets (other than derivatives) which the banks have irrevocably chosen 
to record at fair value (“fair value option”). Value changes in this portfolio are also recorded in the profi t and 
loss account. Credit institutions may use this fair value option, for instance, as a means of offsetting the volatility 
of results caused by the revaluation of derivatives used for hedging purposes in the course of asset and liability 
management (ALM), but not eligible for recognition as hedging derivatives.

The loans and receivables category includes fi nancial assets (other than derivatives) with fi xed or determinable 
payments, which are, except in some special cases, not quoted on an active market. They are valued at amortised 
cost.

4

METHOD OF RECORDING FINANCIAL ASSETS IN ACCORDANCE WITH THE IAS / IFRS

Classification of financial assets Valuation method Recording of changes in fair value

Assets held for trading Fair value Through profit or loss

Assets designated at fair value Fair value Through profit or loss

Loans and receivables Amortised cost (1) –

Held-to-maturity investments Amortised cost (1) –

Available-for-sale assets Fair value Through equity

(1) The amortised cost is the amount at which a financial instrument was acquired, minus principal repayments, net impairments and amortisation of the difference
between the acquisition price and the maturity value.
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Held-to-maturity investments include the securities and fi nancial instruments which banks intend and are able to 
hold until their maturity. Derivatives and equities are excluded. This category can be used provided that, during 
the current year and the two preceding years, the volume of securities sold before maturity is negligible. Assets in 
this portfolio are valued at amortised cost.

The portfolio of available-for-sale fi nancial assets contains assets not classifi ed in the other portfolios, and 
constitutes a residual category. These assets are recorded at fair value, and in this case value changes are 
recognised directly in the equity.

To provide a clearer idea of the economic reality behind the new method of classifying fi nancial assets, it is 
useful to relate the various portfolios defi ned according to the IAS / IFRS to the breakdown by type of fi nancial 
instruments.

One third of the trading assets held by Belgian credit institutions are derivatives. Previously, these assets were 
recorded off balance sheet at their notional amount. From now on, under the IAS / IFRS, derivatives are assumed 
to be held for trading purposes and are recorded at their fair value on bank balance sheets, gains and losses 
now being reported in the profi t and loss account. However, they may also be designated explicitly as hedging 
derivatives, provided the transaction documentation requirements are satisfi ed and the effectiveness of the 
hedging is proved. Belgian banks have made little use of this option, as the outstanding amount of hedging 
derivatives, recorded at fair value, is only 1.6 billion euro.

Loans and advances to credit institutions and customers, which represent the biggest item in the banks’ total 
assets (65.3 p.c.), are to a very large extent included in the portfolio of loans and receivables valued at amortised 
cost. If all the held-to-maturity investments are added, it emerges that nearly 62 p.c. of the fi nancial assets held 
by Belgian banks are still recorded at amortised cost.

4

FINANCIAL ASSETS OF BELGIAN CREDIT INSTITUTIONS ACCORDING TO THE NEW PRUDENTIAL ACCOUNTING SYSTEM

(consolidated data at the end of September 2006 (1), billions of euro, unless otherwise stated)

Loans
and advances

Debt
instruments

Equities Derivatives (2) Total p.m.
Percentages

Assets held for trading . . . . . . . . . . . . . . . 40.6 53.8 40.7 63.5 198.6 16.0

Assets designated at fair value 
through profit or loss . . . . . . . . . . . . . . . . 18.3 17.7 0.9 37.0 3.0

Loans and receivables . . . . . . . . . . . . . . . . 752.9 752.9 60.5

Held-to-maturity investments . . . . . . . . . . 14.9 14.9 1.0

Available-for-sale assets . . . . . . . . . . . . . . . 0.3 234.9 5.2 240.4 19.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 812.1 321.3 46.9 63.5 1,243.8 100.0

p.m. Percentages . . . . . . . . . . . . . . . . . . . . 65.3 25.8 3.8 5.1 100.0

Sources : CBFA, NBB.
(1) These data, compiled in accordance with the IAS / IFRS, concern six large Belgian banks which together accounted for 92.5 p.c. of the total consolidated assets 

of the Belgian banking sector at the end of 2005.
(2) Including hedging derivatives subject to specific rules, particularly on the recording of changes in fair value in the profit and loss account.
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Belgian banks also hold a sizeable portfolio of debt securities. The majority are classifi ed as available-for-sale assets, 
and changes in their fair value have no infl uence on the profi t and loss account, since they are recorded directly in 
the equity. The rest of the securities are held mainly for trading purposes. Most equities are recorded under assets 
held for trading, and represent only 3.8 p.c. of the total fi nancial assets.

Application of the IAS / IFRS also modifi es the accounting treatment of the liabilities, but to a lesser extent, as 
77.5 p.c. of banks’ liabilities are still valued at amortised cost. These liabilities consist mainly of deposits by customers 
and credit institutions. In addition, fi nancial liabilities contracted for trading purposes, and therefore recorded at fair 
value, represent 9.4 p.c. of the balance sheet total. They consist largely of derivatives and short positions in equities 
and fi xed-income securities. The other liabilities include the own funds and subordinated debts.

corporations has remained relatively stable since 2001, 
at around 80 billion euro, the amount of loans to house-
holds has risen from 81.6 billion in 2001 to 122.6 billion 
at the end of the fi rst nine months of 2006, as – during 
that period – Belgian households expressed a strong 
demand for mortgage loans, encouraged by easier fi nanc-
ing conditions.

However, as already mentioned, Belgian banks conduct a 
growing proportion of their business with foreign coun-
tries, usually via their subsidiaries. This internationalisa-
tion is increasing their exposure to credit cycles outside 
Belgium. Under the new accounting system, this dimen-
sion can be taken into account in pricing the credit risk, 
since the stock of unrecoverable loans and those with an 
uncertain future, now known as impaired loans, is also 
reported on a consolidated basis and therefore includes 
loans granted abroad by subsidiaries. That stock is further 
broken down by type of counterparty.
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CHART 75 UNRECOVERABLE AND UNCERTAIN LOANS OF 
CREDIT INSTITUTIONS GOVERNED BY BELGIAN 
LAW AND COVERAGE RATIO

 (end-of-period data on an unconsolidated basis, 
percentages)

Sources : CBFA, NBB.
(1) Stock of unrecoverable and uncertain loans as a percentage of total customer 

loans.
(2) Stock of value reductions on loans as a percentage of unrecoverable and 

uncertain loans.

Percentage of unrecoverable loans and those 
with an uncertain future (right-hand scale) 

(1)

Coverage ratio of unrecoverable loans and those 
with an uncertain future (left-hand scale) 

(2)
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CHART 76 LOANS BY BELGIAN CREDIT INSTITUTIONS TO 
RESIDENTS

 (end-of-period data on a territorial basis, billions of euro)

Sources : CBFA, NBB.
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On a consolidated basis, the proportion of impaired loans 
came to 2 p.c. at the end of September 2006, the same 
as the level recorded on an unconsolidated basis. Most 
of these loans concern non-fi nancial corporations and 
households, as the proportion of impaired loans is very 
much lower in the case of general government and fi nan-
cial institutions, at 0.2 p.c. Moreover, that percentage 
relates to a far smaller amount of outstanding credit than 
for the other two sectors. Conversely, the coverage ratio 
of 83.6 p.c. is substantially higher, owing to the usual 
absence of collateral for this type of very low risk loans.

The corporate sector has a higher risk profi le than 
the household sector, both because the proportion of 
impaired loans is higher, at 2.6 p.c. compared to 1.9 p.c., 
and because the coverage ratio is about double that for 
loans to households, at 26.1 p.c. The latter consist mainly 
of mortgage loans, so that the banks have signifi cant col-
lateral to cover potential losses on this type of lending, 
and that reduces the need for provisions.

8.2.3  Composition of the liabilities of Belgian credit 
institutions and interest rate risk

The internationalisation of the Belgian banks has not only 
affected the composition of their fi nancial assets. These 
institutions have borrowed more from abroad. Whereas 
in 1999, some 50 p.c. of their funding came from domes-
tic sources, that fi gure had fallen to around 36.5 p.c. by 
September 2006.

The large proportion of liabilities originated abroad is due 
to extensive recourse to the international interbank mar-
kets as a source of funding ; 89.2 p.c. of interbank liabili-
ties, accounting for 28.5 p.c. of the balance sheet total, 
were contracted with foreign counterparties. Conversely, 
in deposit taking, the Belgian market continued to domi-
nate, with 51.8 p.c. of the total deposits. This contrasts 
with the breakdown in the case of lending, where Belgium 
accounted for only 42.5 p.c. The still high percentage of 
deposits collected in Belgium is attributable mainly to 
savings deposits, of which 97.4 p.c. are held by residents. 
For other deposits, the distribution between Belgium and 
the rest of the world was in fact more comparable with 
that for loans.

Savings deposits and sight deposits both play a key role in 
the fi nancing of Belgian banks, which make extensive use 
of these short-term positions to fi nance long-term assets. 
This structure exposes them to interest rate risks. Since 
the rates on a large proportion of the assets are fi xed for 
a fairly long period, a general rise in interest rates affects 
the remuneration of the liabilities sooner than that of the 
assets, causing the intermediation margin to contract. That 
contraction will be especially marked if the rise is accom-
panied by a fl attening of the yield curve, i.e. a narrowing 
of the spread between short- and long-term interest rates. 
This combination of developments occurred during the 
period under review, which explains why the intermedia-
tion margin calculated on an annual basis declined from 
0.94 p.c. in 2005 to 0.90 p.c. in September 2006.

TABLE 40 IMPAIRED LOANS OF BELGIAN CREDIT INSTITUTIONS (1)

(consolidated data as at the end of September 2006 (2))

Percentages 
of impaired loans (3)

Coverage
ratio (4)

p.m.
Total outstanding loans, 

billions of euro

Non-financial corporations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6 53.3 252.9

Households . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 26.1 239.5

Central governments and non-bank financial institutions . . . . . . 0.2 83.6 52.1

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 42.6 544.5

p.m. Idem, on an unconsolidated basis . . . . . . . . . . . . . . . . . . . . . 2.0 51.7 395.5

Sources : CBFA, NBB.
(1) Excluding loans to credit institutions and the securities portfolio.
(2) These data, compiled in accordance with the IAS / IFRS, concern six large Belgian banks which together accounted for 92.5 p.c. of the total consolidated assets 

of the Belgian banking sector at the end of 2005.
(3) Gross outstanding amount of impaired loans as a percentage of total gross outstanding loans.
(4) Amounts of individual impairments as a percentage of the gross outstanding impaired loans.
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CHART 77 BREAKDOWN OF THE LIABILITIES OF BELGIAN CREDIT INSTITUTIONS

 (consolidated end-of-period data (1))

Sources : CBFA, NBB.
(1) The data as at the end of September 2006, compiled in accordance with the IAS/IFRS, concern six large Belgian banks which together accounted for 92.5 p.c. of the total 

consolidated assets of the Belgian banking sector at the end of 2005.
(2) The sight deposit and savings deposit categories include only deposits recorded at amortised cost.
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TABLE 41 INTERMEDIATION ACTIVITIES OF BELGIAN CREDIT INSTITUTIONS

(consolidated data as at the end of September 2006 (1), percentages of the total)

Interbank market Customers

Assets Liabilities Loans Deposits of which :

Savings deposits (2) Other deposits

Belgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.4 10.8 42.5 51.8 97.4 35.7

Other euro area countries . . . . . . . . . . . . . 52.0 40.1 28.9 18.9 2.0 24.8

Rest of the world . . . . . . . . . . . . . . . . . . . . 41.7 49.1 28.7 29.4 0.6 39.5

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.0 100.0 100.0 100.0 100.0 100.0

Sources : CBFA, NBB.
(1) These data, compiled in accordance with the IAS / IFRS, concern six large Belgian banks which together accounted for 92.5 p.c. of the total consolidated assets 

of the Belgian banking sector at the end of 2005.
(2) The savings deposit category includes only deposits recorded at amortised cost.
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CHART 78 MATURITY TRANSFORMATION ACTIVITIES OF 
BELGIAN CREDIT INSTITUTIONS 

(1) 

 (data on an unconsolidated basis at the end of September 
2006, billions of euro, unless otherwise stated)

Sources : CBFA, NBB.
(1) This chart shows the assets, liabilities and off-balance-sheet positions by various 

maturity classes, measured by residual term up to the date of the next interest 
rate adjustment.
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CHART 79 MARKET INTEREST RATES AND IMPLICIT RATE 
ON SAVINGS DEPOSITS

 (quarterly data)

Sources : CBFA, NBB.

Three-month interbank deposit rate (Euribor) 
(averages of daily observations)

Yield of the Belgian State’s ten year bonds (OLOs) 
on the secondary market
(averages of daily observations)

Implicit interest rate on savings deposits with 
Belgian credit institutions (on an unconsolidated 
basis)

The stress tests conducted by the four big Belgian banks 
in consultation with the Bank and the CBFA, in order to 
estimate the impact on net interest income of a general 
rise in interest rates or a fl attening of the yield curve, 
confi rm the negative effect of such developments on the 
intermediation margin. Nonetheless, they also indicate 
that, in the longer term, a general interest rate rise usu-
ally bolsters interest income. On the one hand, once the 
remuneration of the assets has been adjusted, the higher 
level of interest rates in general helps to swell the banks’ 
interest income. Also, the “endowment effect”, i.e. the 
difference between the cost of fi nancing on the interbank 
market and the interest rate on sight deposits, which 
traditionally provide a low rate of remuneration, tends 
to become larger, also helping to boost interest income. 
Conversely, a persistent fl attening of the yield curve 
would maintain pressure on margins.

8.2.4 Profi tability and solvency

Despite the shrinking intermediation margin, which had 
a negative impact on the net interest income of Belgian 
banks in 2006, the banking sector’s overall profi tability 
improved, as indicated by the higher return on equity. 
That increase is largely due to the strong growth of non-
interest income, partly as a result of fee income in respect 
of asset management, securities transactions and the 
sale of insurance products. Moreover, operating expenses 
were down as a percentage of banking income. Finally, 
net value adjustments on loans on an unconsolidated 
basis came to only 0.05 p.c. of the outstanding total for 
the twelve month period ending on 30 September 2006.

The solvency ratio of Belgian credit institutions, cal-
culated in accordance with Basel I, increased from 
11.5 p.c. in 2005 to 12 p.c. at the end of the fi rst nine 
months of 2006. The composition of the regulatory 
own funds also changed slightly, as a large Belgian 
credit institution increased its capital. Thus, the Tier I 
capital stood at 8.9 p.c. at the end of September 
2006, compared to 8.4 p.c. nine months earlier. The 
method of calculating the solvency ratios will change 
on entry into force of the new Basel II rules. This new 
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regulatory framework is intended, inter alia, to refi ne 
the calculation of the regulatory own funds for credit 
risk by making use of the best practices developed by 
banks. From 1 January 2007, banks are permitted to 
use two systems : the standardised approach based on 
external credit risk measures, such as ratings provided by 
rating agencies, and the “foundation” approach based 
on internal models (IRB foundation). The latter permits 
the use of such models to determine the probability of 
default for various bank loans, while the other param-
eters, namely exposure at default, and the loss given 
default, are still determined on an overall basis by the 
supervisory authorities. From 2008, banks will be able 
to use their models as part of a more advanced process 
(IRB advanced) in which all the parameters infl uencing 
loan losses can be calculated via their internal models. 
Implementation of the Basel II regulatory standards 
is likely to confi rm the strong solvency of the Belgian 
banking sector. Impact studies indicate that, on average, 
these standards should lead to a reduction in the capital 
requirements for credit risk of the Belgian banks.

8.3 Belgian insurance companies

The large Belgian fi nancial institutions pursue highly 
diverse activities in both the banking and the insur-
ance sector, as is clear from the breakdown of their net 
results per sphere of activity for the fi rst nine months of 
2006. During that period, insurance activities contributed 
47.5, 29.1, 15.3 and 6.9 p.c. respectively to the consoli-
dated profi ts of the ING, Fortis, KBC and Dexia groups. 
As a general rule, those percentages were lower than 
for the fi rst nine months of 2005, since the growth of 
profi tability in the banking segment outpaced that in the 
insurance segment in 2006.
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CHART 80 PROFITABILITY AND SOLVENCY INDICATORS 
OF CREDIT INSTITUTIONS GOVERNED BY 
BELGIAN LAW

 (consolidated data for solvency and annual profitability 
indicators, on an unconsolidated basis in the case of the 
profitability indicators for the first nine months, 
percentages)

Sources : CBFA, NBB.
(1) End-of-period data as a percentage of the risk-weighted assets.
(2) Own funds in the strict sense, consisting essentially of paid-up capital, reserves, 

minority interests and, as the main deduction item, positive consolidation 
differences.

(3) Mainly subordinated loans.
(4) Owing to the entry into force of the new accounting system, the consolidated 

profit and loss account as drawn up in 2006 according to the IAS/IFRS cannot be 
compared with that for 2005, which was still based on the Belgian accounting 
standards. The return on equity and operating expenses for the first three 
quarters of the year are therefore compared on an unconsolidated basis. 
The data have also been adjusted to neutralise the effect of a change in the 
consolidation scope of a large credit institution during the first nine months 
of 2006.

Tier I capital (1) (2)

Tier II capital (1) (3)

Return on equity 
(annualised) (4) 

Cost-income ratio (4) (right-hand scale) 

(left-hand
scale)

First nine
months

TABLE 42 RETURN ON EQUITY OF BANCASSURANCE GROUPS ACTIVE ON THE BELGIAN MARKET (1)

(annualised figures for the first nine months on a consolidated basis, percentages)

Fortis Dexia KBC ING

2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.5 (2) 17.5 14 25.4

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.3 (3) 19.3 19 26.7

2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.1 (3) 23.0 26 23.1

Sources : figures published by the groups.
(1) According to IAS / IFRS. For 2004, pro forma figures, compiled according to IAS / IFRS as presented by the groups in their financial reports, are provided.
(2) On the basis of the year 2004 as a whole.
(3) On the basis of the last twelve months.
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At the end of 2005, the four large fi nancial groups had a 
market share of 82 p.c. of deposits collected from Belgian 
residents, and 51.3 p.c. of insurance premium income. 
In recent years, these institutions have performed well in 
both the banking sector, as discussed earlier, and in the 
insurance sector, for reasons which will be examined in 
more detail in this section. During the fi rst nine months 
of 2006, the weighted average return on equity of these 
four groups, for their banking and insurance activities 
taken together, stood at 23.1 p.c., compared to 23.3 p.c. 
a year earlier.

8.3.1 Profi tability of insurance activities

The insurance sector, which had been loss-making in 
2002, has since seen a gradual improvement in its results, 
especially in 2005, when profi ts jumped by 39.6 p.c. to 
2.4 billion euro. This strong recovery is due essentially 
to a 49.3 p.c. increase in the results on life insurance. 
The non-technical result, which includes among other 
things investment income not attributed to the life and 
non-life branches and exceptional income, also recov-
ered sharply, becoming positive for the fi rst time since 
2002. Conversely, in the non-life business, results were 

12.2 p.c. down, though that decline is due largely to a 
signifi cant change in the composition of the Belgian insur-
ance sector : at the end of 2004, a major foreign insurer 
relocated its European headquarters, previously based in 
Belgium. The impact of this change is neutralised in the 
remainder of this chapter.

Extrapolation of the provisional fi gures for the fi rst nine 
months indicates that non-life insurance premiums grew 
by only 4.2 p.c. in 2006. As in the previous year, that per-
centage is below the average of 5.8 p.c. recorded from 
2000 to 2004. The keener competition in recent months 
in some product categories, such as insurance against 
motor vehicle damage and fi re insurance, has driven 
down the prices of these policies, which have, admittedly, 
been relatively profi table in past years.

Despite this smaller premium growth in 2006, the pro-
visional data for the fi rst nine months suggest that the 
combined ratio – expressing insurance and operating 
costs as a percentage of premium income – has fallen, 
in contrast to 2005 when it increased slightly from 103.3 
to 104.3 p.c. Cost control in 2006 thus seems to have 
consolidated the structural improvement seen since 2001, 
when that ratio had reached a record high of 117.5 p.c.
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CHART 81 RESULTS OF BELGIAN INSURANCE COMPANIES

 (billions of euro)

Sources : Assuralia, CBFA, NBB.
(1) Estimated premium income in 2006, based on the first nine months of the year.
(2) Includes collected premiums on other types of contracts with a guaranteed yield.
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In life insurance, premium income declined in 2006. 
Estimated on the basis of the fi rst nine months of the 
year, the decrease was about 20 p.c. for both guaran-
teed return products (class 21) and unit-linked insurance 
(class 23). This reduction was probably to a large extent 
linked to the imposition, from 1 January 2006, of a 
new tax of 1.1 p.c. on premium payments in respect of 
class 21 and class 23 insurance contracts. While the fact 
that households anticipated that tax caused premium pay-
ments to increase sharply in 2005, the tax exerted a nega-
tive effect in 2006. The profi tability of these activities was 
not only affected by the decline in premiums, but also by 
the lower entry charges which some insurance companies 
introduced to offset the effect of the new tax. However, 
the impact of this change varies greatly from one com-
pany to another, and was probably less pronounced over 
the year as a whole, since the shift in payments to the 
previous year mainly affected premiums which would 
have been collected at the beginning of 2006.

8.3.2 Sensitivity to interest rate movements

Insurance companies’ incomes are determined not only by 
the premiums collected and the insurance costs, but also 
by the return on their investments. In non-life insurance, 
this investment income is less important, on the whole, 
than in life insurance because the technical provisions 
in the former case are proportionately smaller. The time 
lapse between collection of the premiums and the pay-
ment of the compensation is relatively short, whereas 
in life insurance, the premiums are intended to build up 
the necessary reserves so that the contractual obligations 
can subsequently be met. These differences are refl ected 
in the size of the investment portfolios, and hence in 
the fi nancial income. In 2005, that income represented 
32.2 p.c. of collected life insurance premiums, against 
16.4 p.c. in the case of non-life insurance.

In the latter branch, the favourable movement in invest-
ment income in 2005, following the realisation of capital 
gains on equity and bond portfolios, boosted the techni-
cal result despite the slight fall in the insurance result. In 
2006, the provisional data for the fi rst nine months point 
to a modest decline in investment performance.

In life insurance, there is an essential distinction between 
class 21 and class 23 investment income. In the latter case, 
the entire return on the portfolio goes to the policyhold-
ers, and the insurance company does not incur any invest-
ment risk, obtaining its income exclusively from entry, 
management and exit charges. In contrast, in the case of 
class 21 contracts, the company guarantees a fi xed mini-
mum return each year. That is why bonds make up the 

bulk of the assets covering these contracts. At the end of 
September 2006, bonds represented 70 p.c. of class 21 
investments while equities accounted for 15.4 p.c.

To the extent that the average maturity of these bond 
portfolios is less than the duration of the associated life 
insurance contracts, a decline in interest rates is detri-
mental to the profi tability of the activities. However, this 
impact is not necessarily immediate. As a result, from 
2002 to 2005, the investment results recorded on these 
bond portfolios increased, despite the falling interest 
rates, thanks to the realisation of capital gains on some 
of the bonds. Obviously, such transactions involve the 
replacement of old high-coupon bonds with new instru-
ments at lower interest rates, thus reducing future interest 
income.

The opposite happens if interest rates start rising, as they 
did during the initial months of 2006. Although such 
a trend is favourable in the long run, as it widens the 
margin between market rates and guaranteed returns, it 
initially weighs on the profi t and loss account in class 21 
since it hampers the realisation of capital gains and 
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may even give rise to losses on more recently acquired 
bonds.

In order to cope better with the low level of long-term 
interest rates, insurance companies cut the guaranteed 
rate on their new contracts. That move reduced the aver-
age guaranteed rate on the entire portfolio from 4.3 p.c. 
at the end of 2002 to 3.8 p.c. at the end of 2005. In 
addition, more fl exible contracts were launched, with 
shorter maturities and guaranteed rates which can be 
adjusted at the time of each premium payment. Yet, that 
greater fl exibility of new contracts could, in the short run, 
limit the positive effects of a rise in interest rates. While 
the traditional class 21 policies consisted mainly of long-
term contracts with severe penalties for early redemp-
tion, many of the contracts concluded nowadays have 
a shorter term and offer the policyholder the option of 
early redemption at modest cost. Premium payments on 
capitalisation accounts (class 26) also expanded strongly 
in 2006, albeit from a low initial level. These insurance 
products, which do not attract the 1.1 p.c. tax, are similar 
to traditional savings deposits and expose insurers to simi-
lar liquidity and interest rate risks. A steep rise in interest 
rates could push insurance companies into jacking up the 
guaranteed returns or bonuses in order to avoid large-
scale redemption of class 21 and class 26 contracts, even 
if their investment portfolio contains a large number of 
low-coupon bonds.

8.3.3 Solvency of insurance companies

The solvency of insurance companies declined during the 
fi rst nine months of 2006. On the basis of provisional 
quarterly fi gures, which, inter alia, take no account of 
any redistribution of profi ts to shareholders and policy-
holders, the available regulatory solvency margin came 
to 254.3 p.c. of the minimum requirement at the end of 
September 2006, compared to 274.6 p.c. at the end of 
2005.

The available margin consists of a number of components. 
The main one, namely the explicit solvency margin, which 
essentially comprises the insurance companies’ own funds 
and certain other balance sheet items, rose from 185.2 
to 190.8 p.c. of the minimum requirement, as a result of 
the profi ts recorded by insurers in the fi rst nine months of 
2006. Under the current solvency rules, insurance compa-
nies may also – with the consent of the CBFA – include 
two other elements in their regulatory margin : part of 
the expected future profi ts on life insurance activities, and 
unrealised gains on their investment portfolio.

It is this last element which caused the contraction of the 
available margin in the fi rst nine months of 2006. While 
the decline in interest rates between 2003 and 2005 had 
generated a surge in the capital gains on bonds included 
in the regulatory margin, the recent rate rise depressed 
those gains during the part of 2006 under consideration. 
It should be noted that only part of the unrealised gains is 
included in the regulatory margin, the other part consti-
tuting a hidden buffer. If the latter is taken into account, 
the overall solvency margin available to the insurance 
companies declined in the fi rst three quarters of 2006 
from 423.7 to 374.3 p.c. of the minimum requirement.

In reality, the rise in long-term interest rates is less det-
rimental than it appears for the solvency of insurance 
companies, as it also reduces the present value of the 
liabilities, i.e. essentially the life insurance technical 
reserves. That reduction exceeds the fall in the value of 
the bond portfolio since, as already mentioned in the 
preceding section, the average maturity of the liabilities in 
life insurance is traditionally longer than that of the assets. 
However, these changes in the value of the liabilities are 
not recorded under the current rules, which do not pro-
vide for an adjustment to the discount rate applied to the 
technical provisions in the event of fl uctuations in market 
interest rates. Stress tests conducted by the largest insur-
ance companies on the basis of economic valuations of 
the assets and liabilities confi rm that a rise in long-term 
interest rates in fact has a positive effect on solvency.
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The distortions created by the current method of valu-
ing the technical provisions should disappear with the 
introduction of fair value recording of these provisions 
in accordance with IAS / IFRS. Since 2005, Belgian insur-
ance companies forming part of a listed group have 
been required to compile their consolidated accounts in 
accordance with these international standards, but the 
current version of IFRS 4, which deals with the recording 
of insurance contracts, still permits companies to value 
those contracts largely in accordance with the Belgian 
accounting rules.

Ultimately, however, the new fair value accounting princi-
ple will extend to insurance contracts and will have to be 
applied not only to the consolidated accounts but also to 
the prudential data which all insurance companies supply 
on a company basis. In fact, in order to match the capital 
requirements more closely with each company’s individual 
risk profi le, a new system, known as Solvency II, is to be 
adopted at European level, by analogy with the capital 
requirements imposed on banks under the Basel II agree-
ment. It is similarly based on three pillars. The fi rst pillar, 
concerning the quantitative requirements, allows compa-
nies to use their own internal risk management models 
to calculate their required capital. This pillar also requires 
the valuation of the technical provisions at their fair value. 
The second pillar, relating to qualitative requirements, 
provides that the supervisory authorities responsible for 
reviewing the companies’ internal calculations may, if 
appropriate, impose supplementary capital requirements. 
The third pillar is intended to strengthen market discipline 
by imposing obligations regarding the disclosure of infor-
mation.
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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 describe the development of various important economic data relating to Belgium in the 
year 2006 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 
fi nalised in early February 2007, are marked “e”. They represent mere orders of magnitude intended 
to demonstrate the trends which already seem to be emerging. For the years prior to 2006, the data 
in the Report are those of the offi cial national accounts. On the other hand, the comments on the 
international environment and the international comparisons are based on data from international 
institutions, which for the year under review were generally closed a few months earlier.

The monetary unit used in the Report for the data concerning Belgium or the other countries of 
the euro area is the euro, since, on 1 January 1999, it became the currency of all these countries 
except Greece and Slovenia, for which it replaced the national currency on 1 January 2001 and 
2007 respectively. The amounts relating to the periods prior to its introduction are converted at the 
irrevocable euro conversion rates. Except in the chapters on monetary policy and prices, where the 
defi nition coincides with the historical reality, the euro area is defi ned in this Report as consisting 
of the twelve EU countries which adopted the single currency, excluding Slovenia. Apart from 
Belgium, the area therefore consists of Austria, Finland, France, Germany, Greece, Ireland, Italy, 
Luxembourg, the Netherlands, Portugal and Spain. 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.

Since 1999, the NAI, in accordance with the obligation imposed by Eurostat, has applied the 
ESA 95 methodology for compiling the national accounts, instead of the ESA 79 methodology. 
The ESA 95 gives a more accurate and complete picture of economic developments (1). It also 
provides a better guarantee of the international comparability of the macroeconomic data. As far 
as possible, the Report incorporates the defi nitions and methods resulting from ESA 95. However, 
it still expresses the data in gross terms, as under the ESA 79, although this new system presents 
the main aggregates derived from the national accounts in the form of net results for consumption 
of fi xed 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 
fi xed capital. Furthermore, gross data make it easier to interpret certain movements such as those of 

(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 the ESA 95 for the account of general government are specifi ed in more detail in another 
publication from the same source, entitled Comptes nationaux 1998 – Partie 3 : Comptes des administrations publiques.
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the gross operating surplus. For similar reasons, the sectoral breakdown groups together, under the 
heading “individuals”, households and non-profi t institutions serving households, which constitute 
separate sectors according to the ESA 95 methodology. Nevertheless, the terms “individuals” and 
“households” are used as synonyms.

The Belgian national accounts, like those of other European countries, underwent a series of 
important methodological revisions in 2005 and 2006, affecting the basic data and / or the 
methods of calculation for the majority of the aggregates (value added, consumption, investment, 
compensation, etc.), and the breakdown of price and volume effects. 

One of the main methodological adjustments in 2005 was the change in the treatment of fi nancial 
intermediation services indirectly measured (FISIM). Before this revision, the FISIM output was 
recorded, by convention, as intermediate consumption of a notional branch, and was therefore not 
taken into account for the calculation of GDP. Following the entry into force of a new European 
Regulation, in January 2005, the FISIMs are now divided among the user sectors, reclassifying part 
of the interest payments as service payments. This reclassifi cation had a considerable impact on 
the value of certain aggregate fl ows of goods and services : the output of fi nancial corporations, 
intermediate and fi nal consumption, imports and exports. This has affected the value added of the 
various branches of activity and sectors, as well as GDP.

The 2006 revisions concern the volume estimates and cover three aspects : adjustments to the 
defl ators underlying the series relating to output, intermediate consumption and value added, in 
order to improve the quality of the national accounts ; modifi cation of the methodology used for 
the volume estimates of the output of non-market educational establishments, those estimates 
now being based on a direct volume indicator (number of pupil hours per type of education and 
per region) rather than on defl ators specifi c to each component of production costs (intermediate 
consumption, salaries, fi xed capital consumption) ; and the conversion of the series at prices of a 
fi xed base year (2000, in the 2005 version of the national accounts) into series at prices of the year 
preceding the one for which they were fi rst published. 

The latter conversion 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 2004, as in the offi cial national accounts published in the year under review, that 
provides a measure of the volume change in “chained euros (reference year 2004)”. The choice of 
the reference year has no effect on the growth profi le of the series. The introduction of chained 
indices improves the accuracy of the measure of economic growth and increases the international 
comparability of the data. However, in using chained level series it is necessary to allow for the fact 
that this chaining leads to a loss of additivity in regard to the volume levels (except for the fi gures 
relating to the reference year and the year immediately following it). Non-additivity implies, for 
example, that in the case of chained level series, GDP is not equal to the sum of its components 
(fi nal consumption, investment, change in stocks and net exports).

A more detailed explanation of the changes made to the national accounts methodology was 
supplied by the NAI in the publications entitled Comptes nationaux – Partie 2 : Comptes détaillés et 
tableaux 1995-2004 and Comptes nationaux – Partie 2 Comptes détaillés et tableaux 1995-2005, 
issued in December 2005 and November 2006 respectively.

When this Report went to press, the revised offi cial national accounts were available only for 
the period 1995-2005, so that, to gain a longer historical perspective, it was necessary to make 
estimates by retropolation, e.g. for the calculation of the ratio of the consolidated public debt 
to GDP.
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In the chapter 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, have still not 
been made completely uniform, because the period for which the methodological revision or the 
conversions from one ESA system to the other have been carried out still varies greatly from one 
country to another. 

The breakdown of the fi nancial accounts between individuals and companies is largely based 
on data from Belgian credit institutions. The information making it possible to break down the 
other fi nancial 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 Offi ce, 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
e estimate by the Bank
n. not available
p.c. per cent
p.m. pro memoria

CONVENTIONAL SIGNS
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List of abbreviations

Countries

BE   Belgium
DE   Germany
EL  Greece
ES  Spain
FR  France
IE   Ireland
IT  Italy
LU   Luxembourg
NL   Netherlands
AT   Austria
PT   Portugal
FI   Finland

EA   euro area

DK   Denmark
SE   Sweden
GB   United Kingdom

EU-15 European Union excluding the ten countries which joined in 2004
EU-25 European Union excluding Bulgaria and Romania

JP Japan
US United States
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Other

ALM Asset & Liability Management
APR Annual Percentage Rate

BEA  Bureau of Economic Analysis
BIS  Bank for International Settlements
BLEU Belgian-Luxembourg Economic Union
BLS Bureau of Labor Statistics
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BREO Brussels Regional Employment Offi ce
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CDS Credit default swap 
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CPI Consumer price index
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EC  European Commission
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Ecofi n EU Council of Ministers of Economic Affairs and Finance
EDP  Excessive Defi cit Procedure
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EMU Economic and Monetary Union
ERM  European Exchange Rate Mechanism
ESA European System of Accounts
ESCB European System of Central Banks
ESRI Economic and Social Research Institute, Cabinet Offi ce for the Government of 

Japan
EU European Union

FISIM Financial Intermediation Services Indirectly Measured
FOREM  Offi ce communautaire et régional de la formation professionnelle et de l’emploi 

(Community and regional vocational training and employment offi ce)
FPB Federal Planning Bureau
FPS Federal Public Service
FRA Forward rate agreement

GDP  Gross Domestic Product
GNI  Gross National Income

HICP  Harmonised Index of Consumer Prices
HWWA  Hamburgisches Welt-Wirtschafts-Archiv
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IAS  International Accounting Standards
IEA International Energy Agency
IFRS  International Financial Reporting Standards
IFS Institute for Fiscal Studies
ILO International Labour Offi ce
IMD Institute for Management Development
IMF  International Monetary Fund
IPN Infl ation Persistence Network
IRB Internal Rating Based
ISDA International Swaps and Derivatives Association
IWFP International Wage Flexibility Project

JC Joint committee

KUL Katholieke Universiteit Leuven

LEA Local Employment Agency 
LTCM Long-Term Capital Management

MFI  Monetary Financial Institution
MIR  Monetary Financial Institutions Interest Rates

NAI National Accounts Institute
NBB  National Bank of Belgium
NCB  National central bank 
NEMO  National Employment Offi ce
NID Notional interest deduction
NISSE National Institute for the Social Security of the Self-employed
NPO National Pensions Offi ce
NSA  National System of Accounts
NSDII National Sickness and Disability Insurance Institute
NSI  National Statistical Institute
NSSO  National Social Security Offi ce

OECD Organisation for Economic Cooperation and Development 
OLO Linear bond
OPEC Organisation of Petroleum Exporting Countries

PER Participation Exemption Regime
PLU Professional Lenders’ Union
Pricaf Private Equity Sicaf (Private closed-end equity fund)
PSBH Panel Study of Belgian Households
PSPS Pension Service of the Public Sector

R&D Research and Development
REN Regional Express Network
RIF  Railway Infrastructure Fund
RIR Retail Interest Rates
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SCA Study Committee on Ageing
SHLAF  Social Housing Loan Amortisation Fund
SICAFI Société d’investissement à capital fi xe immobilier (real estate investment fund 

with fi xed capital)
SME  Small and Medium-sized Enterprises
SPF ECB Survey of Professional Forecasters
STADIM Belgian real estate research and advice bureau

TFP Total Factor Productivity

UCI  Undertaking for Collective Investment
ULB Université libre de Bruxelles

VAT Value Added Tax
VDAB  Vlaamse dienst voor arbeidsbemiddeling en beroepsopleiding (Flemish 

employment exchange and vocational training service)

WDN Wage Dynamics Network
WEF World Economic Forum
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