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4.1 Belgium still a long way from
a structurally balanced budget

Further reduction in nominal
government deficit in 2018

seen in 2017. Interest charges, by contrast, continued
their downward movement.

Belgium’s nominal general government overall bal‑
ance stood at –0.7 % of GDP in 2018. The upturn
compared with 2017 was due to the improving econ‑
omy and strong job creation, the low interest rate en‑
vironment as well as a number of temporary factors.
The structural overall balance, a key element of fiscal
policy, deteriorated by 0.2 percentage point of GDP.
General government debt came down further, but at
102 % of GDP is still high compared with most other
euro area countries.

After a marked improvement in 2017, little progress
was made in 2018 towards consolidating public fi‑
nances. Further steps will therefore have to be taken
if the envisaged structurally balanced budget is to be
achieved and the general government debt reduced
at a steady rate. This is all the more pressing given
that, with unchanged
policy, the budget
deficit will rise again
Little progress in 2018
in the coming years as
towards achieving sound
the temporary factors
public finances
that pushed up cor‑
poration tax revenues
gradually disappear and the measures to reduce tax
on employment and the impact of population ageing
on such things as pension expenditure take effect.

Primary expenditure rose on the back of higher so‑
cial security benefits and public investment, halting
the downward trend in expenditure relative to GDP.
Government revenues were also up thanks to higher
corporation tax revenue, continuing the sharp rise

Table 13
General government overall balance and debt
(in % of GDP)

2014

2015

2016

2017

2018 e

Revenue

52.2

51.3

50.6

51.3

51.6

Primary expenditure

52.0

50.7

50.2

49.7

50.0

Primary balance

0.2

0.6

0.4

1.6

1.6

Interest charges

3.3

3.0

2.8

2.5

2.3

Nominal overall balance

−3.1

−2.5

−2.4

−0.9

−0.7

p.m. Structural overall balance

−2.8

−2.3

−2.3

−1.3

−1.5

107.6

106.5

106.1

103.4

102.0

General government debt

Sources : NAI, NBB.
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Chart  58
Improvement in nominal overall government
balance in 2018, but deterioration in structural
overall balance
(in % of GDP)
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The local government fiscal balance in 2018 was
striking, given that local elections were held in
October, which usually heralds an increase in spend‑
ing starting in the year before the elections and
typically reaches a peak during the election year,
with a concomitant negative impact on the local
government overall balance. Although this electoral
investment cycle was visible in 2018, too, it did not
lead to a deficit. Local government finances have
improved systematically since 2012, when the big‑
gest deficit for a long time was recorded, and sur‑
pluses – albeit small – were recorded in 2015, 2016
and 2017. The sound financial position of local
government was aided by the fiscal oversight which
falls within the remit of the Regions.

Nominal overall balance
Structural overall balance
 	
Sources : NAI, NBB.

Chart  59
Federal government, Communities and Regions
in deficit, but local government budgets
virtually balanced
(nominal overall balance, in % of GDP)
1
0

Varying financial positions in the
different government sectors

–1
–2

The general government deficit was attributable to
the federal government and to the Communities
and Regions. The local government accounts were
in balance. Social security also showed a balanced
picture, but this was thanks to the contribution
this sector receives for that purpose from the fed‑
eral government.

–3
–4
2014
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2016

2017

2018 e

Total
of which:
Entity I:

The downward revision of the autonomy factor used
for determining the regional additional percentages
on personal income tax led to a one-off adjustment
in 2018 of the excess taxes paid to the Regions
since 2015. This correction had a positive impact
on the federal government balance but at the same
time negatively impacted the balances of the Flemish
Community, the Walloon Region and the BrusselsCapital Region. All three were in deficit, as was the
French Community. The other, smaller entities were
more or less in balance.

2015

Entity II:

Federal government 1
Social security
Communities and Regions 1
Local government

 	
Sources : NAI, NBB.
1 With effect from 2015, these figures include advance payments
on the regional additional percentages on personal income
tax, although these advance payments are regarded as purely
financial transactions according to the ESA 2010 methodology
and are only taken into account at the time of collection.
This approach is in line with the guidelines for developing
fiscal targets in the recommendations from the Public Sector
Borrowing Requirement section of Belgium’s High Council
of Finance, as well as in the stability programmes.

Deterioration in structural overall
balance – still a long way from
equilibrium

by movements in interest charges, deteriorated by
0.4 percentage point of GDP.

The trend in the nominal overall balance was
helped both by the economic situation and by
a number of non-recurring factors. The structural
overall balance, which is obtained by stripping
out those cyclical and temporary factors from the
fiscal outcomes, declined by 0.2 percentage point
of GDP in 2018 to –1.5 % of GDP, still a long way
from the targeted budget balance. The structural
primary balance, a better reflection of the discre‑
tionary fiscal policy because it is not influenced

Belgium’s fiscal policy was therefore somewhat expan‑
sionary. Against the backdrop of further improvement
in the economy in 2018 and the need to guarantee
the sustainability of public finances, a more restrictive
policy would have been justified.

Chart  60
Deterioration in both the structural primary balance and the structural overall balance in 2018
against the backdrop of continued improvement in the economy
Change in the structural overall balance

Structural overall balance and the
output gap

(changes compared with the previous year, in % of GDP)
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–2.0

–0.6

2010
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2011

–1.4

–1.2

–1.0

–0.8

–0.6

–0.4

–0.2

0.0
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0.4
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Structural overall balance 1
of which :
Structural primary balance 1
Interest charges
 	
Sources : EC, NAI, NBB.
1 The cyclical component of the structural primary balance and the structural overall balance is determined using EC methodology.
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Belgium needs to achieve a
structurally balanced budget
Belgium is still quite some way from a structurally
balanced budget. However, it is important that this
balance is achieved in the medium term, for several
reasons. First, sound
public finances are
Sound public finances essential for securing
are essential for the trust of economic
securing the trust of agents and thus helping
to secure sustainable
economic agents growth conducive to
employment creation.
Second, a structurally balanced budget makes it
possible during periods of normal economic conditions
to build up buffers which can be used to support the
economy in later weak periods in the economic cycle.
Third, the still very high government debt needs to be
brought down. This debt makes Belgium vulnerable to
a rise in interest rates, which may be expected with time
under monetary policy normalisation. The financial
markets also appear to be more alert than they were
in the period prior to the financial crisis to a lack of
fiscal discipline and unsustainable public finances,
and this is reflected in interest rates. A structurally
balanced budget, and the steady fall in the debt
ratio that stems from it, helps avoid upward pressure
on spreads between Belgian government bonds and
government bonds issued in Germany and other euro
area countries that are regarded as low-risk. Finally,
a structurally balanced budget enables margins to be
created to meet future challenges, with population
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ageing as a prime example. Although the pension
reforms aimed at raising the effective retirement age
are making a crucial contribution to the sustainability
of Belgian public finances and the affordability of
social protection, population ageing will nonetheless
drive up the share of social security expenditure over
the coming decades.

The European fiscal framework must
serve as a guideline
It is also important in the context of the European
fiscal framework that Belgium achieves a structurally
balanced budget ; this is the medium-term objective
(MTO) for Belgium in the preventive arm of the
Stability and Growth Pact (SGP), which seeks to pre‑
vent unsustainable fiscal situations arising. The MTO
is set by individual Member States themselves in their
stability or convergence programmes, but it must
meet the minimum target calculated by the EC every
three years. This takes into account the debt ratio,
the fiscal costs of population ageing and projected
nominal economic growth. The EC will publish new
figures in early 2019, and if necessary the MTO will be
adjusted accordingly in the next stability programme.
The European fiscal framework also sets out a path
for adjustments that need to be made by countries
which have not yet met their MTO, with a view to
converging towards the objective sufficiently quickly.
The adjustment path is determined and assessed
using two indicators : the structural overall balance

and primary government expenditure. The minimum
required improvement in the structural balance is
determined on the basis of the economic situation
and the debt ratio of the Member State concerned ;
for Belgium, the minimum target was 0.6 percentage
point of GDP in 2018. The corresponding maximum
nominal increase in the other indicator used by the
EC, primary government expenditure, was 1.6 %.
The April 2018 Belgian stability programme set a tar‑
get for that year of reducing the structural govern‑
ment deficit by 0.1 percentage point. Achievement
of the medium-term objective of a structurally bal‑
anced budget was deferred yet again, from 2019
to 2020.
The budget path was amended once again in the
draft budget published in October 2018. For 2019,
the 0.2 % targeted improvement in the structural
balance was retained, but the starting point was
revised downwards. No targets were set for 2020
or 2021, but according to the explanatory memo‑
randum to the revenue and expenditure budgets

for the fiscal year 2019, unchanged policy would
mean that the structural overall budget deficit
would amount to 1.4 % of GDP in 2021.
Together with the draft budget, the federal
government also submitted a formal request to the
EU authorities to exercise the flexibility provided for
in the SGP. The government was seeking permission
to deviate temporarily, starting from 2018, from the
adjustment path to the MTO in order to make way for
the implementation of far-reaching structural reforms
which would improve the sustainability of public
finances in the long term. However, as this request
had to be submitted in the year prior to application
of the relevant clause, the EC is investigating whether
the criteria have been met from 2019 onwards.
A provisional assessment suggests that Belgium will
be eligible that year for the requested temporary
deviation of 0.5 % of GDP.
Based on the October 2018 draft budget and its own
autumn forecasts, the EC concluded that there was
a risk that Belgium would deviate significantly from

Table 14
Targets for the Belgian general government overall balance
(stability programme targets; unless otherwise stated ; in % of GDP)

2015

2016

2017

2018

2019

2020

2021

−2.5

−2.0

−1.0

−0.2

−2.5

−1.4

−0.4

−0.2

−1.6

−0.7

−0.2

April 2018

−1.0

−0.7

0.0

0.1

October 2018 (draft budget)

−1.0

−1.0

−1.1 1

−1.4 1

Nominal balance
April 2015
April 2016
April 2017

p.m. Actual / Estimate

−2.5

−2.4

−0.9

−0.7 e

−2.0

−1.3

−0.6

0.0

−1.7

−0.8

0.0

−1.0

−0.1

Structural balance 2
April 2015
April 2016
April 2017

0.0

−0.4

0.0

0.0

April 2018

−0.8

−0.6

0.0

October 2018 (draft budget)

−0.9

−0.8

−1.0

p.m. Actual / Estimate

−2.3

−2.3

−1.3

0.0
1

−1.4 1

−1.5 e

Sources : EC, FPS Policy and Support, FPS Finance, NAI, NBB.
1 Estimates if policy remains unchanged as set out in the explanatory memorandum to the federal government revenue and expenditure
budgets for fiscal year 2019.
2 The cyclical component of the structural balance was determined for the line item Actual / Estimate based on the EC methodology, while
Federal Planning Bureau estimates were used for the stability programmes and other budgetary documents.
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the required adjustment path to the MTO in 2018
and 2019. Taking the flexibility on structural re‑
forms into account would not change this assess‑
ment. Additionally, government debt would have to
come down sufficiently, and Belgium would need to
make satisfactory progress towards meeting the ref‑
erence value of 60 % of GDP, taking as a guide an
average annual fall in the debt ratio of one-twen‑
tieth of the difference relative to that reference
value. The EC analysis showed that Belgium would
not meet this criterion in either 2018 or 2019. The
next assessment of Belgian public finances by the
EC will take place in the spring of 2019, based on
the 2019 stability programme and the EC’s spring
economic forecasts.

How can a structurally balanced
budget be achieved ?
The government has two levers at its disposal to
help achieve a structurally balanced budget, namely
revenue and primary expenditure, preferably sup‑
ported by a policy which promotes growth. Interest
charges have already come down substantially due
to the general fall in interest rates in recent years,
and the scope for reducing them further in the
coming years is limited.
Despite increasing in 2018, primary expenditure
has moderated in recent years, after rising sharply
in the first decade of this century. The main pri‑
mary expenditure category, social security benefits,
should also remain under control in the next few
years, despite the up‑
ward pressure result‑
The fiscal effort must ing from population
come mainly from the ageing. A shift within
federal government, the expenditure cat‑
egories should also
including social security enable adjustments
to be made which
prioritise those categories that can stimulate eco‑
nomic growth in the longer term, for example
investment in infrastructure. If such a shift is to be
possible, public services will need to be organised
as efficiently as possible.
The margins on the revenue side are very thin given
the already substantial tax burden. As with expendi‑
ture, the revenue structure needs to boost growth
as far as possible. As box 7 in section 4.2 shows,
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however, the scope for reducing the tax burden on
labour further through a shift to other tax bases is
limited. Continued efforts will, of course, need to be
made to ensure that all tax due is collected.
Achieving a structurally balanced budget and mak‑
ing public finances more conducive to growth will
require input from and cooperation between all
layers of Belgian government. The Communities and
Regions and local government are already well on
the way to a structurally balanced budget or have
already achieved it. The input will therefore have to
come mainly from federal government and the social
security system. In April, the Consultative Committee,
comprising the Prime Minister and the MinisterPresidents of the Communities and Regions, gave
its support to the stability programme budget path,
which is banking on a structurally balanced budget
for the general government by 2020. However, the
Committee was unable to reach agreement on the
annual targets for the individual Communities and
Regions. For this reason, the Consultative Committee
agreement aligns only partially with the fiscal coor‑
dination prescribed by the 13 December 2013 coop‑
eration agreement. The fiscal coordination planned
in the cooperation agreement was also applied
only partially in earlier years, and the Public Sector
Borrowing Requirement section of Belgium’s High
Council of Finance was thus unable to perform its
monitoring task fully. The Ecofin Council therefore
consistently stresses the importance of effective fiscal
coordination between the different Belgian govern‑
ment entities and calls for full implementation of the
cooperation agreement. Good cooperation between
the different entities is also essential in other areas
pertaining to the economy, such as the Investment
Pact and the Interfederal Energy Pact.

4.2 Rise in government revenue thanks to
higher corporation tax revenue

Government revenue rose by 0.3 percentage point
of GDP in 2018 thanks to an increase in corpora‑
tion tax revenues. They reached 4.4 % of GDP,
almost one percentage point more than the high‑
est level ever recorded before 2017. Advance pay‑
ments of corporation tax rose sharply, as they had
done in 2017. The reason for this was the further
increase in the base rate for the tax surcharge in
the event of insufficient advance payments, from

Chart  61
Sharp but temporary rise in corporation tax
revenue 1
(in % of GDP)
5.0
4.5
4.0
3.5
3.0
2.5
2.0
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1.0
0.5

Advance payments
Assessments
Total 2
 	
Sources : NAI, NBB.
1 The data for the 2019-20 period are taken from the Bank
forecasts published in December 2018.
2 Including other taxes, of which withholding tax is the most
important.
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2.25 % to 6.75 % from the 2018 income year. As a
result, companies logically stepped up their advance
payments. The surplus this produced in 2018 is
temporary, because the higher advance payments
will reduce the col‑
lection via assess‑
The sharp rise in
ments in the ensuing
corporation tax
years. The raising of
revenue is temporary
the base rate is part
of the corporation
tax reform which came into force in Belgium on
1 January 2018, but the temporary fiscal surplus
was much larger than anticipated.
The corporation tax reform entails a reduction in
the standard rate from 33 % to 29 % starting from
the 2018 income year (2019 assessment year) ;
from income year 2020 (assessment year 2021), it
will be reduced to 25 %. With effect from 2018,
companies which are classified as small under
Belgian company law also receive a reduction in
the tax rate to 20 % on the first € 100 000 of
their taxable profits. The corporation tax reform
also contained several other stimulus measures,
mainly involving the introduction of a system of
fiscal consolidation, a temporary increase in the
investment allowance for small businesses and an
extension of the exemption for remittance of payroll
tax to researchers with bachelor’s degrees. A number
of compensatory measures were also introduced
to ensure that the reform was budget-neutral.
They included a significant reform of the system of
notional interest deduction, the combination
of several tax deduction items in a “basket” with
limited deductibility, and the transposition of the
EU Directives on combating tax avoidance into
Belgian legislation. More information on the reform
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of the corporation tax system can be found in the
Bank’s Economic Review 1.
Revenue from levies on employment declined by
0.1 percentage point of GDP in 2018. Whilst the
measures taken under the tax shift to lower these
levies reduced the revenue from personal income
tax and social security contributions, the high la‑
bour intensity of economic growth following the
labour market reforms in recent years, including
the tax shift, and the concomitant sharp rise in
employment, had the effect of pushing up this
revenue. Specifically, the revenue from personal
income tax was reduced in 2018 by the further
increase in the fixed allowance for professional ex‑
penses, a further adjustment of the tax bands and
an enlargement of the target group eligible for a
higher personal tax allowance. Revenue from social
security contributions was depressed by the further
reduction in employer contributions.

Levies on other income and on assets rose by
0.1 percentage point of GDP in 2018 thanks to an
increase in the rate of stock market transaction tax
and the coming into effect of the tax on securities
accounts – an annual tax of 0.15 % on the average
value of financial assets held by natural persons in
securities accounts with a value of € 500 000 or
more. By the end of the year, this measure had raised
€ 226 million.
There was also a slight increase in taxes on goods
and services. VAT receipts rose by 0.1 percentage
point of GDP, while revenue from excise duties
and similar levies remained virtually flat. On the
one hand, the excise duty on diesel was gradually
raised through the ratchet system that was in force
1 See B. Coppens., R. Schoonackers, L. Van Meensel & S. Van Parys
(2018), “Recent international trends in corporate taxation : more
competition or more convergence ?”, NBB, Economic Review,
September, pp. 91-124.

Table 15
General government revenue 1
(in % of GDP)

Fiscal and parafiscal revenue
Levies weighing chiefly on earned income
Personal income tax 2
Social security contributions

3

Taxes on company profits 4
Levies on other incomes and on assets

2014

2015

2016

2017

2018 e

45.1

44.6

43.7

44.3

44.5

26.3

26.1

25.0

24.9

24.9

11.7

11.5

11.0

11.1

11.0

14.6

14.6

14.0

13.9

13.8

3.1

3.3

3.4

4.1

4.4

4.5

4.3

4.1

4.1

4.1

11.1

11.0

11.1

11.1

11.2

VAT

6.9

6.7

6.8

6.8

6.8

Excise duties

2.1

2.1

2.2

2.2

2.2

7.1

6.7

6.9

7.0

7.1

52.2

51.3

50.6

51.3

51.6

5

Taxes on goods and services
of which :

Non-fiscal and non-parafiscal revenue 6
Total revenue

Sources : NAI, NBB.
1 In line with ESA 2010, total revenue of general government does not include the proceeds of customs duties transferred to the EU or the
revenues levied directly by the EU.
2 Mainly payroll tax, advance payments, assessments and additional percentages on personal income tax.
3 Including the special social contribution and the contributions of people not in work.
4 Mainly advance payments, assessments and withholding tax.
5 Mainly withholding tax on income of individuals, withholding tax on income from immovable property (including the proceeds of additional
percentages), inheritance taxes and registration fees.
6 Income from assets, imputed social contributions, current transfers and capital transfers from other sectors, plus sales of goods and services
produced, including revenues on guarantees granted by the State on interbank loans.
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between November 2015 and December 2018 as
part of the tax shift. Under this system, half of any
falls in the maximum price of diesel, as set in the
programme contract establishing the retail prices of
oil products, is offset by raising the excise duty until
the government’s target amount is reached. The
resultant increase in duty on diesel was linked to a
reduction in the rate of duty on petrol. On the other

hand, in early 2018, the Flemish Region scrapped
the higher energy levy based on electricity consump‑
tion – though the monthly levy per offtake point
does continue to apply.
Finally, non-fiscal and non-parafiscal revenue rose
slightly in 2018, partly due to the higher dividend paid
to the federal government by Belfius.

BOX 7

The tax structure in Belgium : is there scope for
a shift to promote growth ?
The fiscal and parafiscal burden in Belgium is among the highest in Europe, partly due to relatively
high government expenditure. Tax on earned income is particularly high. According to the EC,
the implicit tax rate on labour, i.e. the total of all levies on income from waged employment,
expressed as a percentage of the total wage bill calculated on the basis of the national accounts,
was 8.6 percentage points higher in Belgium in 2015 than the average for the euro area. Although
the high levies on labour income make it possible to fund social protection, they also discourage the
demand for and supply of labour. While the employment rate in Belgium has risen gradually,
the labour market participation rate remains low in some sections of the population. To address this,
the government has for some time been seeking to reduce the levies on labour and make greater
use of different forms of taxation. It is interesting in this light to analyse the composition of the
country’s tax revenues to gauge how successful Belgium has been in narrowing the gap with other
countries as regards levies on labour, and how a further shift towards more growth-friendly taxation
principles can be achieved.
The tax shift approved in 2015 reduced the levies on labour income with effect from 2016 in a bid
to improve the competitiveness of Belgian companies and boost household disposable income.
Specifically, the tax bands were adjusted to boost the purchasing power of employees, especially
those on low and middle incomes ; the fixed allowance for professional expenses was also raised
and deep cuts were made to employers’ social security contributions. It was predicted that when
the full effect of these measures was felt in 2020, they would lower tax on labour income by almost
2 percentage points.
Despite the sharp fall in levies on labour income, there is a case for a further shift in the tax
burden towards other taxes which have a less disruptive effect on growth. In its country-specific
recommendations of 13 July 2018, the Ecofin Council observed that, despite efforts to narrow the
gap between wage costs and net pay, some groups are still greatly discouraged from working. As an
example, wages earned by single-person households in Belgium on average are among the most

u
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heavily taxed in the EU. Moreover, the unemployment trap for those on low incomes is among the
EU’s highest. There are also considerable tax disincentives for second earners, especially women.
Further – targeted – reforms of personal income tax and social security contributions could therefore
encourage labour market participation by these specific groups, and thus boost the labour potential
and economic growth over the long term.

Levies on employment remain high despite substantial reduction
Marginal ﬁscal and paraﬁscal tax rate
on labour for a single employee without
children, for different levels of income 3

Implicit levy on labour 1

(in % of labour costs)

(in % of labour costs, 2017)
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Euro area 2
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67 %
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2

 	
Sources : EC, OECD, NBB.
1 Defined as the total levies on labour income paid to the government, divided by the total wage bill. Calculation based on the
national accounts.
2 Unweighted averages.
3 Expressed as a percentage of the average wage.
4 Unweighted averages, with the exception of Cyprus, Malta and Lithuania.

Given the need for fiscal consolidation, compensatory measures will be needed to offset a further
reduction in tax on labour income. If the government opts for a shift towards different forms of tax
revenue, it could put greater emphasis on taxes on consumption – especially those forms of consumption
that are harmful to the environment – and on capital.
The EC has calculated that the implicit tax rate on consumption in Belgium was 21.6 % in 2016, broadly
in line with the euro area average. That also applies for the main tax within this category, VAT, where the
implicit rate is 13.9 %. This implicit VAT rate is much lower than the standard rate of 21 %, mainly due
to the reduced rates and VAT exemptions applying for certain purchases. Consideration could therefore
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be given to applying reduced rates more selectively in order to shift the tax burden from labour income
to less distortive sources of tax revenue.

Taxes on consumption
Implicit tax rate on consumption 1

Standard and implicit VAT rate 3

(2016, in % of consumer spending by households
in Belgium)

(2016, in %)

25

30
25

20

20
15
15

0
EA 2

0
EA 2

5

LU
FI
EE
NL
SI
IE
AT
LV
BE
MT
FR
DE
EL
SK
IT
PT
LT
CY
ES

5

FI
IE
EL
PT
IT
SI
BE
ES
LV
LT
NL
EE
FR
AT
SK
DE
CY
MT
LU

10

10

Standard VAT rate
Implicit rate
 	
Sources : EC, OECD, NBB.
1 Defined as total taxes paid on consumption, divided by household final consumption expenditure in the country’s territory.
2 Unweighted averages.
3 The implicit tax rate is defined as government revenue from VAT, divided by household final consumption expenditure in the
country’s territory.

Belgium also has scope to raise more revenue from environmental levies, which are currently among
the lowest in the euro area as a percentage of GDP. Tax revenue from energy levies, in particular,
is relatively low. Yet these taxes internalise the negative impact on the environment of production
and consumption decisions by economic agents, which should ultimately lead to a lower ecological
impact. Seen from this perspective, environmental levies also offer a permanent incentive to continue
seeking out new methods to reduce pollution and carbon emissions further and to implement new
technologies more rapidly.
In this context, the Ecofin Council’s most recent country-specific recommendations alerted Belgium
to the considerable potential for an environmentally friendly tax shift, focused among other things on
eliminating the favourable tax treatment of company cars, which contribute to air pollution, congestion
and greenhouse gas emissions.
Environmental taxes are generally regressive, which means the burden rests more heavily on the
shoulders of the more financially precarious segments of the population. This unintended consequence
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Relatively low revenue from environmental taxes in Belgium
Real implicit tax on energy 3
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Sources : EC, OECD.
1 Unweighted averages.
2 These taxes comprise fuel duties.
3 Calculated as the ratio of total tax revenue from energy to final consumer spending on energy.

can nevertheless be avoided through compensatory measures, for example the targeted reduction of the
levies on labour income referred to above.
Finally, capital is taxed relatively heavily in Belgium. Altogether, the taxes on income from assets of private
individuals, the other levies imposed on assets and asset transactions, and the tax on corporate income
accounted for a total of 8.2 % of Belgian GDP in 2016, significantly higher than the average of 5.6 %
across the euro area.
This can be explained partly by corporation tax revenue, given Belgium’s high corporation tax rates in
a European perspective. In the light of the changed international environment, and more specifically
international initiatives to counter erosion of the tax base, combined with the trend towards lower
nominal tax rates, the Belgian corporation tax system was reformed in 2017, with the nominal
rate being lowered and the tax base broadened. This was based on a recognition that too great
a discrepancy between the tax rate in Belgium and that in the other EU Member States could make
Belgium much less attractive as an operating base for multinationals, which would have an adverse
knock-on effect on economic activity and employment. Compared with a situation in which the
corporation tax system in Belgium was left unchanged, overall the reform might therefore be expected
to deliver positive dynamic effects.
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Taxes on capital
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Sources : EC, NBB.
1 The taxes on capital in Belgium include corporation tax, withholding tax, inheritance taxes, registration fees and gift taxes, taxes
on long-term savings, revenue from tax regularisations, withholding tax on income from immovable property, vehicle taxes paid
by companies and the nuclear tax.
2 Unweighted averages.
3 These are the highest nominal tax rates, including any local or regional taxes levied on company profits.

The high tax on capital is also due to the levies on asset transactions, resulting from Belgium’s
relatively high inheritance taxes and property registration fees. By contrast, tax receipts from levies
on personal income from assets are much lower in Belgium than in other euro area countries, despite
the relatively substantial assets in private hands as a proportion of the country’s GDP. However, the
base rate for withholding tax has been systematically raised in recent years, from 15 % in 2011 to
30 % on 1 January 2017. A tax on securities accounts was also introduced in 2018, albeit with
limited scope and a low rate, and the tax on stock market transactions was raised. On the other
hand, there are still virtually no levies on capital gains for private individuals, whereas several
European countries do impose such taxes, in a wide variety of ways. In an optimal tax system, the
impact of taxes on the various forms of income from financial assets is neutral, unless the intention
is to bring about specific changes in behaviour.
Funding a further targeted reduction in tax on labour income requires fair taxation of capital.
The international agreements signed in the last few years aimed at avoiding the shifting of tax bases and
promoting the sharing of information are important steps in the right direction. The various forms of tax
fraud also need to be tackled effectively.
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There are also various tax allowances in the personal taxation sphere which are primarily aimed at
encouraging home ownership and various forms of long-term saving. These types of tax allowance
may be desirable insofar as they help economic agents to build big enough buffers to maintain their
consumption pattern after retirement and thus reduce the risk of poverty. However, it is important to
ensure that the various allowances are efficient means of achieving these objectives and do not have
unintended consequences.
All in all, the margins for funding a further reduction in the tax burden on labour through a shift in the
tax base are not infinite. Given the efforts still needed to achieve a structurally balanced budget, greatly
reducing taxation on labour would therefore appear to be possible only if margins are created by cutting
government expenditure.
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4.3 Downward spending trend interrupted

Accounting for half of GDP, primary expenditure
was thus well above 2000 levels. Spending growth
has been sharply curbed
since 2013 and has helped
After coming down
to bring down the expend‑
for four years, primary
iture ratio, but this has not
expenditure rose
been enough to reverse
the rises of the preceding
years, particularly during the economic recession that
followed the financial crisis.

The downward trend in primary expenditure rela‑
tive to GDP was interrupted in 2018. After declining
for four years in a row, the ratio of spending rose
compared with 2017, to 50 % of GDP. This figure
reflected the underlying trend in primary expenditure :
adjusted for the impact of temporary factors, the
cyclical effect and the time lag between inflation and
indexation, real primary expenditure in 2018 rose by
2.2 %, an advance that – unlike in previous years –
outstripped GDP growth by volume.

Chart  62
Primary expenditure rose faster than economic growth
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Sources : NAI, NBB.
1 Primary expenditure deflated by the GDP deflator and adjusted for cyclical and non-recurrent or budget-neutral factors, and for the
indexation effect. The latter is caused by the difference between the actual indexation (or the theoretical indexation for 2015 and 2016
in view of the index jump) of public sector wages and social security benefits and the rise in the GDP deflator.
2 Calendar adjusted data.
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Population ageing pushes up
spending
Because of their sheer volume, social security benefits
have a key part to play in this trend, as they ac‑
counted for 25.2 % of GDP in 2018, 0.2 percentage
point more than in 2017. In the previous five years,
demographic pressures on pensions and other social
security benefits were neutralised by a combination of
factors including the rigorous control of health care
spending, the 2015 index jump and falling unemploy‑
ment. In 2018, all key social security budget items
recorded an increase, with the exception of unem‑
ployment benefits.
Spending on unemployment declined for the fifth
year running in 2018, by 6.4 % in real terms, to end
up at a mere 1.1 % of GDP. The downward trend
mostly reflects a favourable economic environment
and excellent labour market conditions, which al‑
lowed many job-seekers to find jobs. Demographics
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are also beginning to reduce unemployment spend‑
ing against a backdrop of gradual outflows of baby
boomers from the labour force and the significant
numbers of positions thus opened up. The govern‑
ment also implemented measures to tighten up ben‑
efits eligibility, which in some cases implied a shift to
other categories of social security benefits, as some
people who were excluded from unemployment ben‑
efit moved onto subsistence benefit.
For public finance, there is also a flipside to the
massive labour force outflows, not least because
they entail a surge in the number of retired people.
Recipients of retirement or survivors’ pensions saw
their numbers swell by 2.2 % in 2018, and this pace
looks set to continue in the years ahead. In 2018,
total pension payments amounted to 10.6 % of
GDP. In fact, the swelling of the retirement-age
population is the key factor behind accelerating
pension spending ; this rose by 2.4 % in real terms,
as it had done in 2017.

Chart  63
Social security benefits, except for unemployment benefits, continue to weigh down the budget
(data deflated by the indexation coefficient of social security benefits1, percentage changes compared with the previous year, unless otherwise
stated)
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Sources : Budget documents, NAI, NIHDI, NEO, SCA, NBB.
1 Because of the index jump, the 2015 and 2016 figures assume a theoretical indexation, as the index jump can be considered to be similar
to a measure influencing real benefits trends.
2 Double-counting between the general system and the public system (mixed pensions) cannot be stripped out, hence the presentation only
of recipients of pensions in the private sector. The upturn between 2010 and 2018 of the number of pension recipients in the public sector
is estimated at nearly 50 000.

Disability benefits, which had staged only subdued
growth in the previous two years, accelerated to
5.6 % in 2018, taking this spending item — i.e. pri‑
mary incapacity for work and disability together –
from 1.3 % to 2 % of GDP over the past decade.
Together with pensions, these benefits paid by the
National Institute for Health and Disability Insurance

(NIHDI) account for a big proportion of the rise in
social security spending. As is the case for pensions,
higher benefits are down to a major increase in the
number of recipients.
Health care spending stayed more or less in line with
the government’s objective since 2015, i.e. curbing
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Chart  64
Health care spending remained moderate
(data deflated by the health index, percentage changes compared
with the previous year)
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real spending growth to an annualised maximum of
1.5 %. The more or less natural advance in benefits
– fuelled by demographics and the cost of new treat‑
ments – had to be offset by new savings, particu‑
larly on the reimbursement of proprietary medicines.
Through continued effort, spending on health care
is being kept under control, as this has clearly been
growing less fast since 2010 compared with the pre‑
vious decade. This expenditure worked out at 6.9 %
of GDP in 2018.
Unlike total social security benefits, other current
spending categories were kept under tight budget
control. At 4 % of GDP, purchases of goods and ser‑
vices remained unchanged compared with 2017. As in
previous years, pay in the public sector did not grow
as fast as economic activity ; it accounted for 12.2 %
of GDP. Slower wage trends did not merely reflect the
significant effects of the 2015 and 2016 index jump,
but also very subdued jobs growth in the public arena
since 2010, which has undoubtedly helped to contain
wage costs in the public sector. That said, these visible
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Public sector employment stabilising

11.0

650

10.5

600
2018 e

700

2016

11.5

2014

750

2012

12.0

2010

800

2008

12.5

2006

850

2004

13.0

2002

900

2000

13.5

Salaries and wages
(in % of GDP, left-hand scale)
Public sector jobs
(in thousands of people, right-hand scale)
 	
Sources : NAI, NBB.

controls mask diverging trends at different govern‑
ment levels : the fall in the number of civil servants
at the federal level is offset by growing employment
in the Communities and Regions, with employment
at local authorities remaining virtually stable.

Boosting public investment should
be a budget priority
Public investment inched up relative to 2017 to 2.3 %
of GDP, but really only because of the electoral cycle
that typically sees local authorities spend more in the
run-up to municipal and provincial council elections.
Ideally, then, any analysis of public investment trends
should compare with the previous municipal man‑
date. Seen from that angle, public investment growth
has fallen below its usual rate for a number of years
now : the relatively strict budget frameworks imposed
by the Regions, now tasked with budget control,
would appear to have slowed their capital spending.

Chart  66
Public investment remains weak
(in % of GDP)
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Although limited public investment may help nurse
public finances back to health in the short term, such
policies have been found to be counter-productive
in the longer term, in view of the positive effect
of capital spending on growth potential. For over
30 years now, new public investment in Belgium has
been barely enough to make up for the attrition of
past investment, the upshot being a net investment
of virtually zero. In fact, public investment is relatively
minor in Belgium compared with other European
countries. Recent initiatives to promote investment
at European, national and regional level have so far
failed to reverse the trend.

Further reduction in interest charges
Interest charges continued to fall in 2018, by 0.2 per‑
centage point of GDP. As in previous years, this re‑
duction was due almost entirely to the fall in the im‑
plicit interest rate. This rate, which is the computed
interest charge as a proportion of outstanding public

sector debt, will continue on a downward trend
as long as the market interest rate on new issues
remains lower than yields on securities and govern‑
ment loans reaching maturity.
In the short term, the government was able to gen‑
erate funds through the issuance of Treasury bills
with maturities between three and twelve months
(with yields varying between –0.99 % and –0.3 %),
as interest rates remained negative throughout the
year. Yields on ten-year reference bonds fluctuated
between 0.6 % and 1 % in 2018.
The difference between market rates and the implicit
interest rate might well narrow soon, or even reverse,
in an environment where financial markets anticipate
higher interest rates under more normalised monetary
policies. As a result, interest charges are likely to
decline less rapidly in the years ahead, as the Bank’s
December 2018 projections suggest. Any further eas‑
ing in the medium term should mainly be realised
through debt reduction.

Chart  67
2018’s lower interest charges again largely due to reduced implicit interest rate
(in %, unless otherwise stated)
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Sources : FPS Finance, NAI, NBB.
1 Interest charges in the current year as a proportion of the outstanding debt at the end of the preceding year.
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However, the baseline scenario in the Bank’s projec‑
tions does not factor in any significant and rapid
yield rises, such as recently seen in Italy. A simula‑
tion exercise shows that a hypothetical shock of an
average 100 basis points on securities yields in 2019
would push up interest charges by around € 500 mil‑
lion in the same year, a little over 0.1 % of GDP.
A 300 basis-point shock would push up interest
charges by over 0.3 % of GDP. Consistently higher

interest rates would cause cumulative effects over
time : if average yields add 100 basis points, this
could push up interest charges by around 0.3 % of
GDP by 2021 ; an increase by 300 basis points would
constitute nearly 1 % of GDP. With the average du‑
ration of government debt having risen in the past
couple of years, the refinancing risk for the Treasury
is limited, but hefty rate rises would eventually hit
the Belgian general government overall balance.

Chart  68
A rapid rise in interest rates would hit public budget
(simulations based on the Bank’s December 2018 macroeconomic projections)

Interest rates

Interest charges

(in %)

(in % of GDP)

5.0

5.0

4.5

4.5

4.0

4.0

3.5

3.5

3.0

3.0

2.5

2.5

2.0

2.0

1.5

1.5

1.0

1.0

0.5

0.5

0.0

0.0
2014

2015

2016

2017

2018 e

2019 e 2020 e 2021 e

2014

2015

2016

2017

2018 e 2019 e 2020 e 2021 e

Ten-year market rates
Baseline scenario

Baseline scenario

Alternative 1 (+ 100 bp)

Alternative 1

Alternative 2 (+ 300 bp)

Alternative 2

Implicite interest rates
Baseline scenario
Alternative 1
Alternative 2
 	
Source : NBB.

NBB Report 2018 ¡ Public finances

167

4.4 Government debt declining only slowly,
while still at a high level

The Belgian government’s debt ratio stood at 102 %
of GDP by the end of 2018, implying only a slight
drop vis-à-vis 2017, by 1.4 percentage points.
This is still high, though. And the gap with the
euro area average has widened as Belgium is slower
to reduce its debt.
The reduction in the debt ratio in 2018 was due
to endogenous factors, specifically the primary

surplus. This impact was intensified by a nominal
GDP growth that was higher than the implicit
interest rate on government debt. Exogenous fac‑
tors, which affect debt but not the overall balance,
accounted for only a slightly upward effect. These
reflect, in particular, social housing loans provided
by the Flemish Region and accounting factors re‑
lated to the fact that interest payments recorded
on a cash basis were higher than on a transaction

Chart  69
Debt ratio continued to fall in 2018
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Sources : EC, NBB.
1 The difference between the implicit interest on debt and nominal GDP growth, multiplied by the ratio of the debt at the end of the
preceding year to the GDP over the period under review.
2 The exogenous factors also include the effect of statistical reclassifications. In October 2018, NAI reclassified Infrabel, the country’s rail
infrastructure manager, and put it into the public sector. This change, which takes effect from 2014, pushes up the debt ratio by around
0.5 percentage point.
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basis, with the latter serving as the reference for
interest charges in the government accounts.
To strengthen debt reduction and make it more sus‑
tainable, the country should pursue a budget path
that quickly leads to a balanced budget. Any delay
slows down debt ratio reduction and makes Belgian
public finances vulnerable to a degree.

The average maturity of government
debt has gone up in the low interest
rate environment

rates. In March 2018, the government issued its
first “green OLO” to the tune of €4.5 billion. Higher
investor appetite for these kinds of assets helped
Belgium to secure a slightly better deal than for
traditional OLO lines.

Chart  70
Average maturity of federal government debt
has risen further
(average maturity of federal government debt, in years)
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The trend towards a higher average maturity of
federal government debt started in 2010 and con‑
tinued into 2018. By the end of the year, this was
nine years and seven months, four months more
than in 2017, while the figure was slightly below
six years in 2009. This strategy reduces the amount
of debt that needs rolling over every year and pro‑
vides a level of protection against the refinancing
risk in the event of higher interest rates. Compared
with 2009, the gross borrowing requirement has
come down by nearly 40 %.

 	
Source : FPS Finance.

The federal government’s gross borrowing require‑
ment covers, on the one hand, the current year’s
deficit and, on the other hand, early debt repay‑
ments and refinancing of debt reaching maturity.
With the exception of the renewal of Treasury bills
in the short term – whose outstanding amount
remained unchanged on 2017 – the requirement
was nearly fully met by the issuance of OLOs (linear
bonds) intended for institutional investors. Just as
in 2017, issuance of State notes targeting private
individuals was insignificant, as there was no de‑
mand for these products at current particularly low
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