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1.1 COVID-19 inflicted a massive shock
on economies throughout the world
A year like no other
In December 2019, a lethal, contagious disease
emerged in China, caused by a new coronavirus.
This disease, officially known as COVID-19, rapidly
turned into a pandemic. While China swiftly suc‑
ceeded in containing the spread of the virus within
the country by taking draconian measures, in March
and April 2020, most of the advanced economies
faced a first, strong wave of infections which they
struggled to stamp out. In the summer, the virus
had a severe impact in South America and India,
in particular, while the United States also faced a

resurgence of the virus. At that point, the situation
appeared to be under control in Europe. However,
the start of the autumn coincided with a third wave
in the US and a second wave in Europe. The num‑
ber of confirmed cases in Europe then significantly
exceeded the level recorded in the first wave, al‑
though these figures must be interpreted with due
caution : for example, the average number of tests
carried out in October was three times higher than
in April. Nonetheless, the seriousness of the autumn
wave was also confirmed by other indicators, such
as the percentage of positive samples in the popu‑
lation tested, the number of hospital admissions

Chart  1
The pandemic hit the major economies in waves
(total number of new cases confirmed in the preceding two weeks, per 100 000 inhabitants)
1 800

45

1 600

40

1 400

35

1 200

30

1 000

25

800

20

600

15

400

10

200

5

0

0
Jan.

Feb.

March

April

May

June

July

Aug.

Belgium

Japan

Euro area

China

UK

(left‑hand scale)

Sept.

Oct.

Nov.

Dec.

(right‑hand scale)

US
 	
Source : ECDC.

NBB Report 2020 ¡ Global economy and euro area

41

and the number of deaths. In China and Japan, the
number of cases remained fairly low until the end
of the year.

places and close contact until a vaccine or herd
immunity offered sufficient protection. In contrast
to what happened in China, a single lockdown
nevertheless proved insufficient to contain the virus
in several large economies. Its resurgence led to the
reintroduction of certain restrictions, bringing the
fragile recovery to a premature end.

Almost throughout the world, governments adopt‑
ed unprecedented public health measures at na‑
tional or regional level in order to curb the spread
of the virus, to prevent the available hospital ca‑
For the first time in modern history, a pandemic was
pacity from becoming overwhelmed, and to limit
consequently the sole factor behind a major global
the number of deaths. Broad swathes of economic
economic crisis. This is the
activity and all social and
most synchronised crisis
cultural life were tempo‑
The 2020 global economic crisis
ever seen, with all the
rarily suspended. China’s
unprecedented since World War II
major countries except
experience had in fact
could give way to a strong recovery
China going into reces‑
shown that a strict lock‑
once the pandemic is under control
down was an effective
sion in 2020. This crisis is
way of cutting the number of new cases, enabling
also the most severe since World War II. In 2020,
the most stringent measures to be rapidly eased.
the immediate contraction of global GDP year-onThis tough approach therefore offered the prospect
year was more than twice that recorded at the time
of a prompt recovery. Moreover, it was necessary
of the global financial crisis which, barely ten years
because the human and economic costs of a sce‑
ago, had already beaten all the post-war records.
COVID-19 in fact represents an external shock with
nario with no lockdown would have been even
a direct and almost simultaneous impact on the
more serious in the medium term. The number of
real economy of every country. In contrast, the
patients and deaths would then have rapidly esca‑
global financial crisis had been due largely to global
lated, adversely affecting economic activity because
macroeconomic imbalances which had accumulated
part of the labour force would be unavailable and
over the years, and first affected the financial sector
people would have been induced to avoid crowded

Chart  2
The pandemic drove the world economy into a synchronised deep recession
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Table 1
GDP of the major economies
(percentage changes in volume compared to the previous year, unless otherwise stated)

Advanced economies

p.m.
Contribution to
world growth

p.m.
Share of
world GDP 1

(in percentage
points)

(in %)

2020

2020

2019

2018

2019

2.2

1.6

−4.9

−2.1

43.1

of which :
United States

3.0

2.2

−3.4

−0.5

15.9

Japan

0.3

0.3

−5.1

−0.2

4.1

Euro area

1.9

1.3

−7.3

−0.9

12.5

United Kingdom

1.3

1.4

−10.0

−0.2

2.4

4.5

3.6

−2.4

−1.4

56.9

Emerging economies
of which :
China

6.7

6.0

2.3

0.4

17.4

India

6.1

4.2

−8.0

−0.6

7.1

Russia

2.5

1.3

−3.6

−0.1

3.1

Brazil

1.3

1.4

−4.5

−0.1

2.4

World

3.5

2.8

−3.5

−3.5

100.0

p.m. World trade 2

3.6

1.0

−9.6

Sources : ECB, IMF.
1 According to the IMF definitions and calculated on the basis of purchasing power parities.
2 Average of imports and exports of goods and services.

before the fall-out spread to the real economy.
Nonetheless, in the case of the coronavirus cri‑
sis, there is the prospect that easing of the lock‑
down measures will bring immediate relief for the
economy, whereas the correction of macroeconomic
imbalances takes more time. The recovery once the
coronavirus crisis is over should therefore be faster
than the one that followed the global financial
crisis and, after a few years, that would reduce
the difference in terms of total cumulative impact.
Nevertheless, even when considered over a longer
period, the COVID-19 pandemic will cause the most
serious post-war economic crisis.
In 2020, the world economy contracted by an un‑
precedented 3.5 %, whereas a year previously the
IMF had still predicted positive growth of 3.4 %.
All the major countries except China posted decid‑
edly negative growth, although there are wide vari‑
ations between countries due to a range of factors,

such as epidemiological developments (notably the
intensity of the pandemic), the effectiveness of the
policy response, and the structural characteristics of
each economy and each health system. In addition,
even before the pandemic, many countries were
already facing anaemic growth for reasons that
included the uncertainty surrounding the tensions
between the US and China, Brexit, and Western
sanctions against Russia. These factors continued to
apply in 2020, even though the pandemic pushed
them into the background.
COVID-19 not only had a direct impact on the indi‑
vidual economies, but the resulting shock also spread
indirectly, for instance via the financial markets, com‑
modity prices and trade.
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The financial markets reacted sharply
but recovered fairly quickly
The eruption of the pandemic was accompanied by
extreme uncertainty, as the progress of the virus is
unpredictable and its economic impact remains un‑
clear so long as no effective vaccine is widely avail‑
able. That uncertainty combined with the prospect
of sudden interruptions in economic activity and
the associated unpalatable outlook also affected the
financial markets.
At first, the financial markets remained calm when,
in January, the emergence of the coronavirus in
China was reported around the world. At that time,
on the basis of past experience with SARS, MERS
and the Ebola virus, the markets still assumed that
the spread of the virus could be contained. But that
sentiment was rapidly reversed when a first cluster
of cases was discovered in Codogno (Northern Italy)
at the end of February, and reports of new infection
hotspots emerging in other European countries and
in parts of the US followed in rapid succession. Panic
spread across the financial markets worldwide, and
risky investments were dumped en masse in a flight
to safety and liquidity. Between the end of February
and the end of March 2020, the stock markets of

the main advanced economies dropped by 30 % or
more, the biggest crash since the global financial
crisis. At the beginning of March, the “dash for
cash” actually caused deadlock in the other market
segments essential for funding businesses (such as
the corporate bond or commercial paper segment),
just at the time when firms needed additional
liquidity to tide them over their shutdown period.
However, calm was soon restored on the finan‑
cial markets once the central banks of advanced
and emerging economies alike announced a range
of strong measures which often went beyond the
action taken during the global financial crisis. Those
measures aimed not only to stabilise the markets, but
also to safeguard the flow of credit for businesses,
households and even governments. The stock mar‑
kets therefore recovered steadily in April and May.
Since the virus had been swiftly contained in most
of the advanced economies and monetary policy
was expected to remain extremely accommodat‑
ing for a long period, stock markets rallied from
the beginning of July. In some countries such
as the US and China, stock market prices even
surpassed their pre-pandemic peaks. As actual
developments and reports in the media were only

Chart  3
The selling wave on the main stock markets in March was short-lived
(indices 1 January 2018 = 100)
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Shanghai Shenzhen CSI 300

moderately favourable at that time, there was talk
of a disconnect between the financial markets and
the real economy. However, the share price rally
proved very variable from one branch of activity
to another, and even between firms in the same
branch. Owing to the sudden switch to online
shopping and remote working, it was mainly firms
in various spheres connected with ICT – such as
online retailers or producers of IT hardware and
components – that made substantial gains on the
stock markets. This upward trend was further re‑
inforced by very marked optimism among investors
concerning certain technology firms. Conversely,
stock market quotations of firms in the sectors
hardest hit by COVID-19 – such as energy, tourism,
the motor vehicle industry and banks – languished
well below their pre-crisis value. The unevenness
of the stock market revival is also due partly to
differences in the composition of stock exchange
indices between the main countries.
From September, the extreme severity of the new
coronavirus wave hitting the US and Europe once
again dampened optimism. Some of the countries
and regions which had been relatively spared by
the virus in the spring, such as Greece, Austria
and Eastern Europe, were also severely afflicted.
Nonetheless, successive announcements of the

development of highly effective vaccines gave a fur‑
ther boost to the stock markets in November 2020.
At first, the sell-off wave on the stock markets
at the beginning of March was accompanied by
heightened demand for safe investments such as
long-term government bonds of advanced econo‑
mies, and that was reflected in lower yields on
those investments. Nonetheless, as the virus spread
through Europe and the US and it became evident
that governments would take on huge amounts of
additional debt on the financial markets to support
their economy, government bond yields began ris‑
ing again in the US, the UK and all the euro area
countries. The biggest rises concerned the economi‑
cally most vulnerable countries in the euro area,
namely Italy and Spain, those two countries having
been worse affected by the pandemic and having
gone into the crisis with a higher level of debt.
However, the mass government bond purchases by
all large central banks prompted a rapid reversal.
Government bond yields stabilised everywhere at
historically low levels, while the fragmentation pres‑
sures in the euro area also subsided.
The capital flight to safe-haven assets at the begin‑
ning of March also triggered a general appreciation
of the US dollar and, to a lesser degree, the yen,
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Chart  4
Government bond yields stabilised at a historically low level in the advanced economies
(daily data, in %, ten-year government bonds
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against most other currencies, while the currencies
of most emerging economies plummeted. As on the
other financial markets, the panic was short-lived
and most exchange rates soon stabilised.
The euro started to strengthen again as from May,
on the back of growing confidence in the recovery

of the European economy. Investors welcomed the
May announcements in Germany and France con‑
cerning the creation of an ambitious European re‑
covery fund, and the ECB’s June announcement
that it would maintain an extremely accommodative
monetary policy during the coronavirus crisis. The
optimism was fuelled by the low number of new

Chart  5
The euro strengthened against most currencies in 2020
(nominal effective exchange rate, indices 1 January 2020 = 100)
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infections in most European countries, whereas the
virus was raging unchecked in the US, India and
Brazil and gathering momentum in Japan. The dollar
depreciated against most currencies, but particularly
against the euro, partly owing to the larger rela‑
tive fall in yields on US government bonds. Finally,
the Chinese renminbi saw a controlled apprecia‑
tion in the second half of the year against most
other currencies, against the backdrop of an effec‑
tive economic recovery and positive interest rate
differentials.

The pandemic had an uneven impact
on commodity prices
Following the lockdowns imposed first in China
and then in much of Europe and the US, all com‑
modity markets suffered a negative demand shock.
However, the prices of the various commodities dis‑
played widely differing movements during the year.
Towards the end of the year, the breakthroughs in
the search for a vaccine triggered a wave of opti‑
mism, which also drove up commodity prices.
In the case of oil, demand initially slumped as a
result of the worldwide dramatic decline in indus‑
trial production and mobility, owing to the ban on
non-essential travel. Limited storage capacity at the

main transshipment sites further exacerbated the
shock. Finally, on the supply side, the price war
between Russia and Saudi Arabia was also a key
factor in the collapse of oil prices, which dropped
below $ 20 per barrel of Brent in April. In the face
of this extreme pressure, these two countries and
the other oil exporters agreed on drastic cuts in
their oil production. That led to a partial recovery in
oil prices, which then stabilised at around $ 40 per
barrel, considerably below the level prevailing in
previous years. Demand for oil remained slack, as air
transport had hardly picked up at all and new waves
of COVID-19 impeded the revival of other forms of
travel and economic activity. At the end of the year,
the price per barrel of Brent regained some ground
to approximately $ 50, thanks to the improvement
in the outlook.
The exceptionally low oil prices eroded the foreign
exchange revenues of the oil-exporting countries.
Moreover, for many of them, a price of around
$ 40 per barrel – which prevailed for much of the
year – is considered too low to maintain a balanced
budget, even disregarding the additional expendi‑
ture incurred to combat the virus. In the US, these
low prices meant that many shale oil producers with
higher production costs were driven out of the mar‑
ket. Conversely, oil-importing countries benefited
from the positive impact of the lower oil prices,
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Chart  6
Oil prices remained persistently lower after the initial shock
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although the effect was moderated by the slow‑
down in economic activity.
The prices of most other commodities made a
complete recovery. The trend in prices of industrial
commodities such as iron ore and copper is closely
linked to developments in China. That country is
one of the few to have regained its pre-pandemic
level of industrial production, partly thanks to
a strong government boost in the form of new
infrastructure investment. Interruptions in mining
output due to restrictions in a number of countries
also exerted upward pressure on metal prices.
Finally, the price index of agricultural commodi‑
ties nudged upwards during the second half of
the year.

International trade gradually
strengthened following its collapse
in the spring
The impact of the COVID-19 shock was further
heightened by a steep decline in world trade.
Waning demand in the countries in lockdown,
interruptions in global supply chains following the
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temporary closure of businesses and temporary
transport blockages caused a substantial downturn
in trade in goods in the first half of the year. In
May 2020, at the peak of the first wave, trade in
goods was down by 17 % year-on-year, the big‑
gest decline ever recorded since the Dutch Central
Planning Bureau (Nederlands Centraal Planbureau
or CPB) first began collecting data in 2007. It is
true that, in proportion to the contraction in eco‑
nomic activity, the decline in trade during this crisis
was less severe than during the global financial
crisis : in 2009, the highly trade-intensive industrial
branches were seriously affected, whereas in the
current crisis it is services involving close contact
that suffered the most ; except for tourism, these
services are less likely to be traded internationally.
In addition, as explained below, the expansion of
global value chains has stagnated since the global
financial crisis, reducing to some extent their rela‑
tive importance in total trade.
On average, trade in goods declined more steeply
in the advanced economies than in emerging coun‑
tries, and the recovery was also slower there. Some
emerging economies were able to take advantage
of the economic recovery in China, which – by way

of exception – managed to relaunch its exports
rapidly. The sectoral composition of its exports was
beneficial here : China is in fact a global player in
certain products which were much in demand dur‑
ing this crisis, such as the equipment needed for re‑
mote working and home entertainment, medicines
and personal protection equipment (such as face
masks). The rebound in industry and the broaden‑
ing of the economic recovery also revived demand
for Chinese imports. Conversely, in most of the
advanced countries, the relaunch of international
trade was more hesitant, owing to uncertainty and
the resurgence of the pandemic. In the euro area,
the adverse repercussions on trade were further
exacerbated by the high degree of trade integra‑
tion between Member States specific to European
integration, which has many advantages but also
means greater vulnerability in the event of a trade
shock.
International trade was also affected by new protec‑
tionist measures dictated by national security mo‑
tives. For instance, at the peak of the pandemic,
temporary restrictions were imposed on exports of
medical devices relevant to COVID-19. Moreover,
tensions between the United States and China per‑
sisted, despite the signing of the Phase 1 trade

agreement at the beginning of the year. American
producers and their partners in the global semi‑
conductor value chains faced heavy restrictions on
their exports to China. And China imposed trade
sanctions on Australia, in retaliation for Australia’s
calls for an independent international inquiry into
the origin and initial management of the coronavirus
crisis in China.
The expansion of the global value chains stagnated
after the global financial crisis, owing to structural
factors such as digitalisation, but also growing pro‑
tectionism. The coronavirus crisis gave rise to the
perception that these chains were insufficiently re‑
silient in the face of the resulting disruption to trans‑
port and supplies ; however, these problems were
not directly due to the value chains themselves, but
rather to the lockdowns in a number of countries.
The export restrictions introduced by some coun‑
tries at critical moments heightened concerns about
excessive dependence on a small number of foreign
players for essential products. This caused a grow‑
ing number of countries to adopt a more aggressive
industrial policy aimed at boosting domestic pro‑
duction in “sensitive” sectors. Combined with the
geopolitical tensions, proliferating trade restrictions
and a marked shift from multilateralism to bilateral

Chart  7
World trade collapsed
(monthly data, average imports and exports of goods, annual percentage change)
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and regional trade agreements, this crisis could thus
contribute towards global value chains becoming
shorter or more regional.

on 1 January 2021, the UK – with the exception of
Northern Ireland – left the Customs Union and the
Single Market.

Despite these protectionist tendencies, the EU abid‑
ed by its principles of an open trade and investment
policy. At the end of 2020, after seven years of
negotiations, it concluded an investment agreement
with China. This agreement further opens up the
Chinese market to European investment, notably in
electric cars, financial services and private hospitals.
China is also addressing some of the EU’s con‑
cerns by prohibiting forced technology transfers and
ensuring greater transparency regarding subsidies.
However, the scope of this agreement is limited in
comparison with the trade agreement which the EU
concluded with the UK at the same time.

On 24 December 2020, the British government and
the President of the European Commission c oncluded
a Trade and Cooperation Agreement, determining
inter alia future trade relations between the EU and
the UK. This Agreement came into force provision‑
ally on 1 January 2021, pending its approval by the
European Parliament.

The Brexit process ended with a
trade agreement
The year 2020 ended with the conclusion of a new
trade deal between the EU and the UK, which left
the EU at the end of January 2020. Up to the end of
December, trade relations with the UK were still sub‑
ject to EU rules. At the end of that transition period,
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In commercial terms, this is a free trade agreement.
As regards trade in goods, the Agreement stipulates
that there will be no customs duties or quotas on
any goods except those with insufficient content
produced in the EU and the UK. It also provides
for very open markets, especially for public pro‑
curement, transport and energy, including nuclear
power. In order to ensure fair competition, the par‑
ties undertook to maintain high levels of protec‑
tion for workers, social security, the environment
and climate, and common principles on state aid.
The commitments regarding services are relatively
limited. Nevertheless, there could be further agree‑
ments covering financial services and other aspects
in the future.

China) or even weakened (in the euro area and the
In view of the close economic ties between the UK
UK). At the end of the year, business confidence thus
and the EU and their geographical proximity, the
displayed an obvious dichotomy in the economy :
Agreement goes further in some respects than exist‑
while industry continued to pick up, activity slowed
ing agreements between the EU and other countries,
again in the services sector, particularly in the euro
including those concluded or implemented recently,
area and the UK.
in terms of both market
access and regulatory
Although a broad agreement
alignment. Nevertheless,
This crisis also differed
was concluded, Brexit means the
non-tariff barriers – no‑
from the global financial
reintroduction of trade barriers
tably customs formalities,
crisis in the speed with
between the EU and the UK
health and plant health
which economic activity
controls, and the obliga‑
succumbed, sparing nei‑
tion to respect rules and standards, which may
ther private consumption nor business investment.
evolve in different ways in the UK and the EU – will
During the period when non-essential shops and
be reintroduced, thus increasing the cost of trade
service businesses were closed, consumption took
between the two parties.
an immediate nosedive. Despite catching up to
some extent when businesses reopened, consump‑
To limit the short-term economic damage, provi‑
tion did not regain its pre-crisis level owing to the
sion was made for a five-and-a-half-year transition
continuing restrictions and spontaneous changes
period for fisheries. Furthermore, the EU countries
in behaviour to avoid infection. In addition, the
most affected, including Belgium, will also benefit
great uncertainty surrounding future income and
more from the € 5 billion Brexit Adjustment Reserve
the labour market outlook also led to higher precau‑
managed by the EC, the bulk of which will be made
tionary savings. The restrictions likewise disrupted
available to the Member States in 2021.
business investment projects. In general, investment
recovered more slowly than consumption, as busi‑
nesses chose to bide their time, owing to the high
level of uncertainty over the erratic progress of
The pandemic caused a severe global
the pandemic and potentially permanent changes
contraction, followed by a fragile,
in consumption behaviour once the crisis is over.
uneven and incomplete recovery
For some businesses, investment projects were also
held back by loss of turnover and mounting debts.
The sectoral impact of the COVID-19 crisis differs
However, a slow recovery is not unusual after a vio‑
greatly from experience during the global financial
crisis. At that time, producers of investment goods
lent shock : that pattern was evident at the time of
and consumer durables were hit hardest, while
the global financial crisis, too. Conversely, govern‑
services held up well, except in the financial sector.
ment consumption played a somewhat countercycli‑
In contrast, in 2020, the restrictions necessary to
cal role thanks to the purchase of equipment and
flatten the epidemiological curve had on average
the stability of public sector employment.
a more severe impact on services than on industry.
In many countries, industry was the first to benefit
The outcome was an unprecedented decline in GDP
from the easing of the restrictions and was spared
in the second quarter. That is due mainly to the col‑
in subsequent lockdowns. In contrast, some services
lapse of private consumption during the lockdown,
were unable to reopen in the absence of a vaccine,
whereas in a “normal” recession consumption is less
while the easing of restrictions still left others sub‑
cyclical than investment. A strong rebound occurred
in the third quarter, but the recovery remained
ject to strict rules, such as the obligation to maintain
incomplete.
an adequate physical distance.
This was all clearly reflected in the trend in business
confidence. During the first wave of COVID-19,
confidence collapsed worldwide, particularly in the
services sector. After recovering more or less every
where as summer approached, in the case of the
services sector, it levelled out (e.g. in the US and

The vagaries of the coronavirus had a major influ‑
ence on GDP growth in each country. For instance,
the movements in Chinese GDP preceded those in
the other large economies by three months, as China
was the first country to be affected by COVID-19.
Being spared by the second wave, China managed
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Chart  8
The services sector was hardest hit by the pandemic
(PMI indices   1)
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1 The PMI indices range between 0 and 100. A value of more than 50 indicates a rise in production, while a value of less than 50 indicates
a fall.

to consolidate its recovery in the second half of the
year. In contrast, the virus spread like wildfire in the
US, the UK and the euro area in the autumn, so that
the relaxation measures which had encouraged the
recovery in those countries came to an abrupt halt.
However, the new restrictions imposed in the fourth
quarter were less damaging to the economy than the
spring lockdown. Businesses and workers were now
better prepared for organising remote working, while
schools and nurseries have generally remained (par‑
tially) open, making it easier for parents to combine
work and family life. Finally, the experience of the first
wave had demonstrated that manufacturing industry,
construction and the retail trade could continue to
operate without serious risk of spreading infection,
provided they adhered strictly to the health safety
measures.
The uneven recovery in the main economies is also
due partly to governments’ fiscal response, in terms
of both scale and composition. In the US, poli‑
cies focused on support for household incomes,
to the extent that net household incomes there
actually rose, in contrast to what happened in other
countries. These measures cushioned the decline in
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consumption in America. The Chinese government
once again opted for public investment, in coopera‑
tion with state enterprises, an approach which had
already proved its worth in previous crises. In China,
the rebound was therefore driven more by invest‑
ment than by consumption.
While the Chinese economy still posted 2.3 %
growth in 2020, the other emerging economies
were severely affected by the crisis : on average, ex‑
cluding China, the emerging economies recorded a
contraction of 3.2 %. The spread of the coronavirus
and the associated restrictions had major, direct re‑
percussions on economic activity in those countries,
further exacerbated by external shocks triggered
indirectly by the pandemic via global trade, tourism,
commodity prices and international financial markets
(including foreign exchange markets). During the
global financial crisis, those countries remained the
driving force behind the global economy, recording
2.8 % growth in 2009, as at that time, they were
not at the epicentre of the shock and only suffered
its fallout indirectly.

Chart  9
The quarterly profile of GDP was extreme in all the main economies
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BOX 1

 he emerging countries lost their status as
T
the driving force of the global economy in 2020
At first, the emerging economies felt the indirect effects of the coronavirus crisis, in the wake of
developments in China and the advanced countries. They suffered several external shocks which, though
often similar to those at the time of the global financial crisis, were generally larger. Fears concerning
the repercussions of COVID-19, notably for the growth models of those countries – often based on
trade, commodity exports and/or global value chains – prompted international investors to back off.
In March 2020 alone, those countries experienced a portfolio capital flight of more than $ 80 billion,
far exceeding the amount withdrawn during the global financial crisis. From June onwards, foreign
institutional and private investors returned, but the recovery was limited and patchy. The large initial
capital outflow was accompanied by a marked deterioration in financial conditions : the currencies of the
countries concerned depreciated sharply, stock market prices recorded the biggest falls ever seen, and
interest rates on their bonds and other financial instruments went up.
The pandemic, which also had a direct impact on many emerging countries during the second quarter,
inflicted a new blow on their already struggling economies. This was further exacerbated by the specific
characteristics of their economic structure, growing vulnerabilities in their budgetary and external
positions since the global financial crisis, and their limited room for manoeuvre.
In the emerging countries, the informal economy generally represents a relatively large share of activity,
which aggravates the effects of COVID-19 in various ways. For instance, informal workers often live and
work in densely populated places where the coronavirus can spread more easily. Also, informal businesses
often operate in the services sector which was harder hit by the lockdowns and other restrictions. For
informal workers, remote working is often impossible, so that they suffer even more from the restrictions
imposed. As well as that, they are generally ineligible for government assistance and could only count on
meagre savings to cushion the temporary loss of income due to the lockdowns.
In recent years, the total debt level of most emerging economies has risen. In almost all countries,
government, corporate and household debt expressed as a percentage of GDP has increased, albeit at
varying speeds and from different starting positions. There is every indication that the COVID-19 crisis will
cause a substantial rise in government debt, owing to a sharp slowdown in economic growth, a further
marked deterioration in fiscal balances, and the potential implementation of State guarantees. Higher
debt levels could jeopardise the future debt sustainability of some countries. That applies in particular to
those exhibiting other vulnerabilities, such as a large fraction of debt denominated in foreign currencies
and with a short maturity, or those whose debt is held largely by non-resident investors.
In 2020, the pandemic pushed more than half the low-income countries into a precarious situation,
making them dependent on the IMF and new multilateral initiatives. A first initiative was adopted by
the G20 in April, when it was agreed that 73 of the poorest countries were eligible for a temporary
suspension of capital repayments and interest due on official bilateral loans granted by G20 countries.
In November, members of the G20 also reached an agreement on a common framework for substantial
debt relief. Conversely, they have not yet agreed on an increase in the special drawing rights allocated
by the IMF which could provide additional liquidity as they did at the time of the global financial crisis.

u
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The emerging countries have a large informal economy and a rising debt burden
Prevalence of the informal economy 1
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Sources : BIS, ILO, Medina and Schneider (2019). Shedding light on the shadow economy : A global database and the interaction
with the official one, CESifo, Working Paper, 7981, December, ILO.
1 The informal sector encompasses all economic activities which, for fiscal, regulatory or institutional reasons, are concealed from
the official authorities. Informal employment includes employers and workers operating for their own account in the informal
sector, unpaid family members and workers with no formal contract
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The pandemic caused a major shock
in the euro area, but with varying
consequences for individual Member
States
According to the ECB’s autumn estimates, the euro
area’s GDP contracted by 7.3 % in 2020. There were
wide disparities between Member States. One group
of economies (Finland, the Baltic countries, the
Netherlands) managed to limit the decline to less
than 5 %, while Ireland actually recorded slightly posi‑
tive growth, but economic activity in the southern
countries (Spain, Italy, France and Greece) was down
by 9 % or even more.
One first, obvious explanation for these divergences
lies in the coronavirus itself, which did not hit all
Member States equally hard. The seriousness of the
pandemic in the various countries was quite clearly
affected by a range of structural factors, such as
the proportion of elderly people in the popula‑
tion, population density and household composi‑
tion. However, it was possible to mitigate it. Thus,
governments acted with varying speed to intro‑
duce containment measures, and the population
modified its behaviour to avoid infection. Although

the national authorities of all the Member States
adopted such restrictions, the ones in the worst
affected countries had to impose stricter measures
and maintain them for a longer period. Although
these measures were necessary to keep control over
the public health impact of the pandemic, they also
had a direct economic cost. The countries worst af‑
flicted by the pandemic – evidenced, for example, by
the higher number of COVID-19-related deaths per
100 000 inhabitants – therefore posted a sharper
fall in their GDP in 2020.
A second factor lies in the economic structure of
the countries. As already stated, the effects of the
pandemic on the various branches of activity were
decidedly uneven. The difference is first apparent
between the manufacturing industry and the servic‑
es sector, but there were also wide variations within
the latter sector itself. The containment measures
such as travel restrictions and the social distancing
obligation particularly affected tourism and services
involving close contact. A number of national stud‑
ies following the first lockdown showed that the
loss of turnover in those sectors had amounted
to between 60 and 80 %, or even more in some
countries. When most European countries eased

Chart  10
Several factors contributed to wide variations in growth between the euro area Member States
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Sources : ECB, ECDC, Eurostat.
1 The number of COVID-19 deaths is not entirely comparable between countries.
2 The branches of activity hardest hit by the COVID-19 crisis are “accommodation and food service activities” (NACE code I), “arts,
entertainment and recreation” (NACE code R), “air transport” (NACE code H51) and “travel agency, tour operator and other reservation
service and related activities” (NACE code N79).
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the lockdown, that brought some relief, although
a return to normal was out of the question since
the virus was still circulating and no vaccine was yet
available. Furthermore, in countries where the hardesthit branches of activity represent a larger share of
economic activity, the impact of COVID-19 on GDP
is automatically greater. In view of the importance
of tourism, this factor was particularly relevant for
the southern countries, such as Greece and Spain.
The same applies to other popular holiday destina‑
tions, such as Italy and France, albeit to a lesser
degree as those countries have a more diversified
economic base.

SMEs are generally less well-informed of the relevant
support measures, and they are less capable of ad‑
justing to the new working protocols which had to
be introduced. In addition, they are more likely to
operate in the hardest hit branches of activity.
Finally, among all the other factors which may have
played a role, there is also the available budgetary
margin and the quality of the public institutions,
which affect an economy’s dynamism in the event of
an external shock.

Similarly, the share of SMEs and micro-enterprises in
the economy and in employment may be part of the
reason for the disparity between euro area Member
States. In comparison with larger businesses, smaller
operators were usually only able to bridge a shorter
period before facing a working capital deficit. Also,
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1.2 Resolute and decisive economic
policy measures

In response to the crisis, governments, central banks
and prudential authorities across the world took meas‑
ures which were unprecedented in both their scale
and their speed of implementation. In so doing, they
prevented the recession from turning into a deep and
lasting depression accompanied by a financial crash.
These actions were primarily dictated by the unique
character of the COVID-19 crisis. As the health emer‑
gency forced governments to shut down whole

sections of the economy, the top priorities were to
preserve the economic fabric during the lockdown
and protect the persons most directly affected by the
shutdown of activities so as to ensure the general con‑
ditions for a lasting recovery once the pandemic has
been eradicated. Urgent economic and social meas‑
ures were therefore needed to stabilise the financial
markets and safeguard the funding of the economy
on favourable terms, to maintain employment and
household incomes as far as possible, while providing

Chart  11
The measures taken by the fiscal, monetary and prudential authorities reinforce one another
PRUDENTIAL policy :
support ﬁnancial intermediation
Less strict capital and liquidity buffers
Operational relief (ﬂexibility on deadlines,
procedures, ...).
 Request banks not to pay dividends.



Economic
damage of
Covid-19
MONETARY policy :
Lending capacity

FISCAL policy :
Spending capacity
Mainly national measures but also new
initiatives at EU level.
 Spending / revenue measures, deferrals,
equities and loan guarantees.


Keep interest rates low.
Support market stabilisation (asset
purchases and swaps).
 Provide ample central bank liquidity
and lending.



 	
Source : B
 oeckx J., M. Deroose and E. Vincent (2020), “The ECB’s monetary policy response to COVID-19”, NBB, Economic Review,
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sufficient liquidity for businesses. As the crisis persist‑
ed, it was necessary to prevent permanent scarring of
the economic potential, caused by the failure of viable
businesses or by a rise in structural unemployment.
The main economies deployed similar instruments op‑
erating on the monetary, prudential and fiscal front.

euro), central banks reactivated or concluded swap
agreements with one another. The central banks of
some emerging countries also had to purchase securi‑
ties denominated in local currency on their domestic
markets, in addition to intervening on the foreign
exchange markets in response to the mass exodus
of capital.

Central banks were the first to respond to the
The availability of bank credit was likewise support‑
COVID-19 shock. They used their entire array of instru‑
ed by the easing of the prudential requirements
ments in order to stabilise the financial markets, re‑
with regard to banks’ equity capital and liquidity.
store their smooth operation and avoid any excessively
The prudential authorities thus gave the banking
sudden tightening of financial conditions. In practice,
sector additional room for
they lowered their key in‑
The various governments took
manoeuvre to support the
terest rates wherever the
real economy in their ca‑
available margins still al‑
resolute measures to support
pacity as financial interme‑
lowed rate cuts and they
households and firms
diaries. They allowed the
set up programmes for the
banks to use the capital and liquidity buffers built up
purchase of financial assets or reinforced existing
since the global financial crisis. They also made their
programmes, in particular by expanding purchases of
procedures and deadlines more flexible : for instance,
private sector or government securities. In their com‑
the European Banking Authority (EBA) postponed its
munication about their prospective monetary policy,
stress tests by one year. Finally, the prudential authori‑
so-called forward guidance, central banks reiterated
ties required – or at least recommended – financial
their determination to keep interest rates low until
institutions to refrain from paying dividends to their
their respective inflation targets had been achieved.
shareholders or from equity buybacks, in order to
Central banks also made sure that the monetary
consolidate their balance sheet position.
stimulus actually benefited the private sector, either
via direct business lending programmes, as in the US,
Through the operation of the automatic stabilisers
or by attaching specific conditions to their liquidity
supplemented by massive discretionary impulses,
provision to banks. To address the shortage of interna‑
governments limited or even prevented the decline
tional reserve currencies (mainly the US dollar and the

NBB Report 2020 ¡ Global economy and euro area

59

in household disposable income. The measures also
aimed to alleviate pressure on the cash position of
firms by limiting their financial outlays or making
up for part of their lost profits. Temporary lay-off
schemes, varying in design from one country to an‑
other, played an essential role here by shouldering a
large share of the employers’ labour costs for busi‑
nesses that had to close, while largely safeguarding
the workers’ jobs and incomes. As well as transferring
financial resources, governments also supported firms’
liquidity by allowing them to delay their tax payments
and by setting up various loan guarantee schemes
(sometimes accompanied by private and/or public
moratoria on existing loans). This safeguarded firms’
access to bank credit. To attenuate the corporate sol‑
vency risk, in the case of businesses which had been
viable before the crisis and strategic enterprises the
authorities also sought to strengthen the firms’ own
funds, in particular by means of capital injections and
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subordinated loans. In Europe, the prompt, decisive
action by national governments was supplemented
by major initiatives taken by the European institutions
to address the public health and economic problems
resulting from the crisis and to lay the foundations
for the recovery.
The measures adopted in the various economic policy
spheres interact with one another. For instance, the
State guarantees for loans and the easing of pru‑
dential rules reinforce the effect of the central banks’
liquidity measures designed to support credit for the
private sector. In addition, by exerting downward
pressure on interest rates, sovereign bond purchases
help to increase governments’ fiscal space at a time
when they urgently needed to implement support
policies which were adding to the public debt. These
various measures are described in more detail in sub‑
sequent chapters.

2. The Belgian economy
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2.1 The COVID-19 pandemic dealt the
Belgian economy its most severe
blow since World War II
them, for instance owing to a shortage of staff, lack
The COVID-19 pandemic which spread around the
of demand, or disruption in the supply chain.
world in 2020 afflicted Belgium, too. The public
health situation became extremely concerning on
two occasions, obliging the authorities to resort to
At the beginning of May, after seven weeks of
lockdown measures to curb the spread of infec‑
lockdown, a gradual exit strategy was introduced.
However, there was no
tions. The first lockdown
question of a return to
extended from mid-March
In 2020, the health situation
normal life for the citizens,
to May. It began with the
twice necessitated lockdowns
and public health measures
closure of bars and res‑
remained in force, particularly in certain sectors of ac‑
taurants, followed a few days later by the closure of
tivity. For instance, people going to shops, catering
most non-food shops. There were also severe restric‑
establishments and cultural venues still had to comply
tions on the population’s freedom of movement, with
with a number of health rules such as the obligation
journeys essentially allowed for the purpose of buy‑
to wear a mask and to respect social distancing, along
ing food, for going to work or school, and for medi‑
with limits on the number of people allowed to be
cal reasons. Many businesses had to scale down their
present in the same place at any one time.
activities – sometimes substantially – or even suspend

Chart  12
The COVID-19 pandemic caused two waves of hospitalisations in Belgium in 2020
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Source : Sciensano.
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Nonetheless, the coronavirus epidemic flared up
again after the summer, forcing the government
to order another partial lockdown at the end of
October. Bars and restaurants and non-essential
shops had to close again. However, some shops were
allowed to re-open conditionally from 1 December,
except for contact occupations such as hairdressers.
Travel was still permitted, but subject to a night-time
curfew which could be waived under certain condi‑
tions, e.g. for work reasons. Firms seemed to adapt
more readily to these new constraints, partly thanks
to the experience gained during the first lockdown
and to their familiarity with the protocols enabling
them to organise their business activities safely, such
as remote working, online ordering and “click and
collect” arrangements.

the previous quarter, although the first lockdown
measures were only introduced in mid-March. The
full application of those measures throughout April
followed by their gradual lifting in May and June
naturally had a more severe impact on activity in
the second quarter, when GDP dropped by around
12 %, the biggest fall ever recorded by the National
Accounts Institute (NAI). The strong recovery in the
third quarter (+11.6 %), thanks to some normalisa‑
tion of economic activity when the health situation
became less worrying was, however, insufficient
to regain the pre-crisis level. In the fourth quarter,
owing to the second wave of the coronavirus epi‑
demic, GDP ceased to grow but did not decline as
it had in the first half of the year, since it remained
more or less stable, rising by 0.2 % against the
previous quarter.

The sharpest decline in activity since
the end of the Second World War

Thus, in 2020, in volume terms, GDP was down by
6.2 % against the previous year, the sharpest average
annual fall seen in Belgium since the Second World
War. By way of comparison, during the economic
and financial crisis in 2009, GDP had only dipped
by 2 %. In the autumn of 2019, the Bank’s last pro‑
jections before the outbreak of the pandemic also
predicted 1.2 % growth for 2020. The initial shock

The lockdowns and restrictions on activity intro‑
duced simultaneously in many countries dealt the
most serious blow to the Belgian economy since
the Second World War. In the first quarter of 2020,
GDP was already down by 3.4 % in volume against

Chart  13
Economic activity was in freefall in the first half of 2020
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to economic activity was therefore much greater
than at the time of the economic and financial crisis,
although the difference is expected to diminish sub‑
sequently as a result of a stronger recovery once the
pandemic is under control.
The contraction of GDP in Belgium in 2020 was of
the same order of magnitude as in the euro area
as a whole. According to the autumn 2020 fore‑
casts by the European Commission, activity in the
main neighbouring countries declined more steeply
in France (–9.3 %), whereas in Germany (–5.5 %) and
the Netherlands (–4.3 %) – which did not introduce a
real lockdown in the first wave of the pandemic – the
contraction was less severe.

Shattered business confidence
The impact of the pandemic and its repercussions on
the economy are also mirrored in the Bank’s general
synthetic business indicator. As elsewhere in Europe,
business confidence began to falter back in March,
then in April slumped to its lowest level since 1980.

Despite rising very sharply in June and July, though
subsequently losing momentum, the business indica‑
tor did not regain the level prevailing at the begin‑
ning of the year. Confidence then stabilised overall
in the final three months of the year, despite the
resurgence of the COVID-19 epidemic.
The sharp deterioration in business confidence dur‑
ing the first wave of the epidemic applied to all the
main branches of activity. However, the effect was
more marked in manufacturing industry, trade and
business services, sectors particularly affected by the
slower pace – or even shutdown – of business, while
it was less pronounced in construction. In the third
quarter, the gradual revival of many economic activi‑
ties led to a very strong rebound in the manufactur‑
ing industry. Conversely, opinions on the business
climate remained gloomier than at the beginning of
the year in the trade and business services sectors.
However, the resurgence of the pandemic and new
restrictions introduced in the fourth quarter did not
trigger any further decline in business confidence, the
only reason being that company managers in manu‑
facturing remained more optimistic.

NBB Report 2020 ¡ The Belgian economy

67

Chart  14
Clear revival of activity in manufacturing in the second half of the year, in contrast to other
branches of activity
(balance of responses to the Bank’s survey, normalised over the period 1995-2020)
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Source : NBB.

Services sector particularly affected
by the contraction in value added
The economic fallout from the coronavirus crisis,
caused by a shock of an exceptional nature on an
unprecedented scale, differed from that in most other
recession periods. Recessions are usually due to the
correction of economic imbalances or the bursting of
financial bubbles : since such adjustments take time,
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the recovery is generally gradual. Yet on this occasion,
the decline in activity was the direct consequence of
the pandemic and the lockdown measures required
to combat it : a strong rebound was apparent by the
following quarter, accompanying the improvement in
the public health situation.
Moreover, the recession resulted from a supply shock
combined with a demand shock. On the one hand,

firms had to reduce or suspend their activities owing
to forced closures, health constraints (such as social
distancing measures, which can be extremely difficult
to respect in some businesses), the absence of some
of their staff, and disruption to global supply chains.
In addition, the lockdown measures and the climate
of great uncertainty dampened demand for consump‑
tion and investment. As the pandemic affected all
countries, similar circumstances depressed external
demand among trading partners.
Finally, the services sector was worst affected, al‑
though industry is generally more sensitive to cycli‑
cal movements. Activities involving close contact
between people were hit hard by the lockdowns
and social distancing. Thus, over the first nine
months of the year, value added in trade and the

accommodation and food service activities was 14 %
lower than in the corresponding period of 2019. In
the case of non-market services, it contracted sig‑
nificantly in the arts, entertainment and recreation
sector, as firms operating in these various branches
of activity were forced to close or significantly limit
their activities more than once during the year.
In 2020, value added also declined in the branch
of activity relating to health and welfare, essentially
owing to postponement of operations and consulta‑
tions unconnected with COVID-19, so as to reserve
sufficient capacity in intensive care units for patients
infected with this new virus. Although other service
activities stood up better to the crisis, market services
overall made the most negative contribution to GDP
growth, partly because of their dominant share of
the Belgian economy (49 %).

Chart  15
The services sector made the biggest contribution to the decline in value added
Value added in the ﬁrst three quarters of 2020
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In industry, the fall in activity over the first nine
months of 2020 as a whole was less marked, thanks
to the strong revival in the third quarter, but it
was still quite considerable, with value added down
by 5.9 %. Industrial activity suffered particularly from
the weakness of both domestic and foreign demand.
Disruptions in international supply chains and the
difficulty of obtaining sufficient staff to maintain
activities also contributed to this decline, especially
during the first lockdown. The pharmaceuticals in‑
dustry is an exception : its value added continued to
rise during the first three quarters of the year, owing
to the very nature of its activities which are essential
in such a health crisis.
In construction, value added contracted by 5.5 %
in the first three quarters of 2020. During the
first lockdown, the obligation to introduce health
protocols seriously affected activity in this sector.
In particular, the implementation of social distancing
rules entailed reorganising building sites and team
deployment, while remote working was only appli‑
cable to a very small part of the activity.
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In the fourth quarter, in the surveys conducted by
the Economic Risk Management Group (ERMG) – a
high-level expert group set up by the government to
keep a close watch over the impact of the crisis on the
economy – firms continued to report a small reduc‑
tion in turnover. However, the overall loss reported
was considerably smaller than during the first wave
of the pandemic. Accommodation and food services,
retail and wholesale trade and real estate were still the
branches of activity most affected, while the impact on
other sectors, such as industry and construction, was
less than in the first half of the year. Firms in the latter
sectors seem to have adapted more readily to the new
constraints, thanks to the experience gained previ‑
ously and the existence of protocols enabling them
to organise activities more efficiently. The decline in
business activity in the fourth quarter is not due solely
to the rising number of COVID-19 infections and the
resulting tougher measures. It is also attributable to
persistently weak demand owing to the health situ‑
ation, which had also deteriorated in Belgium’s main
partner countries, and to the highly uncertain context
facing both individuals and businesses.

2.2 The government cushioned most
of the income loss in the economy
By paralysing large swathes of activity, the
COVID-19 pandemic caused considerable impover‑
ishment of the Belgian economy. The cumulative
loss of income for individuals, firms and the govern‑
ment is estimated at around € 41 billion. That figure
is obtained by comparing the updated estimate of
income generated in 2020 with that expected be‑
fore the outbreak of the COVID-19 crisis, according

to the Bank’s macroeconomic projections dating
from the autumn of 2019.
The government absorbed the major part of this
collective loss of income. Apart from receiving lower
revenue in the form of taxes and social contribu‑
tions owing to the decline in labour incomes and
private consumption, the various levels of government

Chart  16
Income amounting to around € 41 billion was lost in 2020
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adopted very substantial support measures, which
are presented in their context later in this 
chapter
and explained in more detail in the chapter on
public finances (chapter 4). The federal and regional
authorities intended these measures to preserve as

far as possible the purchasing power of households
affected by the crisis and to help businesses whose
financial position was impaired by the restriction or
even shutdown of their activities. These measures
considerably alleviated the loss of income caused by
the crisis, especially for households.

Household purchasing power rose
slightly, thanks to a significant
increase in transfers
Despite the coronavirus crisis, household purchasing
power was up slightly in 2020, although the increase
was less than could reasonably have been expected
if there had been no pandemic. In real terms, taking
account of the impact of price movements, house‑
hold disposable incomes actually edged upwards by
around 0.7 %. Per capita purchasing power increased
by 0.3 %.
In nominal terms, disposable income rose by 1.4 %.
Among its main components, the gross mixed incomes

of self-employed workers and the gross operating sur‑
plus of households taken together declined by 4.8 %,
while the gross pay of employees was down by 1.7 %.
These falls are due to the closure of numerous busi‑
nesses and the general slowdown in economic activity,
leading to a sharp reduction in the number of hours
worked in the economy. In addition, individuals’ in‑
comes were also reduced in 2020 by the 10.6 % drop
in net property incomes, due mainly to lower corpo‑
rate dividends. A similar picture emerged in 2009, at
the time of the global financial crisis. The persistently
low interest rate environment also continued to de‑
press net interest incomes in 2020.
The decline in labour incomes was partly offset by the
operation of the automatic stabilisers and by the gov‑
ernment support measures. Transfers paid to house‑
holds by other sectors declined by 1.2 % but, more
importantly, transfers received by households from
the government sector went up by more than 11 %
in 2020. That rise originated mainly from the large
increase in replacement incomes, because many em‑
ployees were temporarily laid off and many selfemployed workers claimed the bridging allowance.
In response to the contraction of activity from the end
of the first quarter and its repercussions on the la‑
bour market, the government adopted measures to

Table 2
Determinants of the gross disposable income of individuals, at current prices
(percentage changes compared to the previous year, unless otherwise stated)

p.m.
In € billion

Gross primary income 1
Gross wages

1

Gross operating surplus and
gross mixed income
Capital income

2016

2017

2018

2019

2020 e

2020 e

2.1

3.9

3.3

3.3

−3.3

260.3

3.1

3.7

3.8

3.7

−1.7

178.0

1.4

3.8

2.5

3.4

−4.8

57.4

−2.8

5.1

2.0

0.7

−10.6

24.9

Current transfers received

2.4

3.6

2.9

3.5

11.3

116.5

Current transfers paid 1

0.0

3.4

3.2

0.6

−1.2

94.9

Gross disposable income

2.9

3.9

3.2

4.4

1.4

282.0

p.m. In real terms 3

1.4

2.0

1.1

3.1

0.7

–

2

Sources : NAI, NBB.
1 Wages received or current transfers paid, excluding social contributions payable by employers.
2 These are net amounts, i.e. the difference between incomes received from other sectors and those paid to other sectors.
3 Data deflated by the household final consumption expenditure deflator.
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the vulnerability of some households in the face of
support individuals’ incomes. For instance, the tempo‑
the coronavirus crisis. A survey which the Bank con‑
rary lay-off system was made more flexible in the con‑
ducted at the height of the crisis revealed that some
text of the health crisis, so that it could be activated
specific groups of households suffered significant loss
more easily and could provide a larger allowance
of income, particularly households comprising selfthan under the normal system. Essentially, this system
employed workers, employees temporarily laid off,
consists in paying partial compensation for the loss of
and students in casual jobs. That survey showed
income of workers whose working time is reduced for
that the loss of income was greater for the least
economic reasons or in cases of force majeure. At the
well-off households, even though the replacement
same time, it relieves firms of the burden of wages
rate of temporary lay-off
while maintaining the em‑
Some more vulnerable groups
benefits is higher for em‑
ployment relationship with
ployees on lower incomes.
the employee. For self-em‑
of households were hit
In fact, those working in
ployed workers, the bridg‑
harder by the pandemic
the branches of activity
ing allowance scheme was
hardest hit by the crisis, namely the events sector, hos‑
also extended. This offers a replacement income via
pitality, tourism and non-food retailing, who there‑
payment of a monthly amount – the level of which
fore faced the longest periods of temporary lay-off,
may vary according to the claimant’s situation – when
generally receive lower pay. The COVID-19 pandemic
the activity is totally or partially suspended as a re‑
also affected many self-employed workers since, on
sult of the health measures taken to deal with the
average, they are more likely to operate in the sectors
COVID-19 crisis.
where the crisis had its biggest impact. In their case,
the bridging allowance scheme pays out a flat-rate
However, the apparent increase in household dis‑
allowance, regardless of their income level.
posable income at macroeconomic level concealed
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Table 3
Determinants of companies’ gross operating surplus 1, at current prices
(percentage changes compared to the previous year, unless otherwise stated)

Gross operating surplus per unit sold

2

Unit selling price
On the domestic market

2016

2017

2018

2019

2020 e

0.7

−0.3

2.7

2.2

0.1

−0.3

2.5

2.6

0.9

−1.2

1.1

2.0

2.1

1.5

0.4

−0.8

2.7

2.6

1.0

−2.2

−0.5

3.0

2.5

0.6

−1.5

−1.6

3.3

3.5

0.1

−2.6

1.3

1.8

0.9

1.4

0.3

Unit labour costs 4

0.3

1.8

1.1

1.8

5.3

Unit net indirect taxes

6.2

2.2

1.3

0.4

−22.1

Final sales at constant prices

4.9

3.5

1.6

1.2

−6.4

Companies’ gross operating surplus

5.6

3.2

4.4

3.4

−6.3

Exports
Unit sales costs
Imported goods and services
Costs of domestic origin per unit of output

2, 3

of which :

Sources : NAI, NBB.
1 Private and public companies.
2 Including the change in inventories.
3 In addition to wages, this category includes indirect taxes less subsidies, and gross mixed income of self-employed people.
4 Unit labour costs are expressed in units of value added of the business sector and are not calendar adjusted.

Business operating revenues came
under pressure
After having generally outpaced nominal GDP growth
in previous years, the gross operating surplus of firms,
i.e. the income that they generate by their activity,
was down by 6.3 % in 2020. That decline slightly ex‑
ceeded the drop in GDP (–5.7 %) and was larger than
at the time of the 2008-2009 economic and financial
crisis. The main reason for this fall is the 6.4 % con‑
traction in the volume of sales on both the domestic
and foreign markets. Conversely, firms’ gross margins
stabilised, with a minimal rise of 0.1 %. They ben‑
efited from a slightly bigger reduction in the costs
per unit sold than in the unit selling price, though
on the domestic market the latter edged upwards.
The cost of imported goods and services declined
while domestic costs stabilised overall as a result of
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the significant reduction in unit net indirect taxes
(–22.1 %). Here, it should be pointed out that firms’
lower net indirect taxes resulted from the substantial
rise in production subsidies paid by the government
to the health sector, since hospitals and other private
care institutions are considered as companies in their
own right for the national accounts. These subsidies
were intended to compensate for the loss of revenue
due to the postponement of non-urgent work at the
peak of the pandemic.
During the year, however, the government provided
assistance for firms with a range of support measures
and transfers. For instance, relaxation of the rules on
recourse to temporary lay-offs alleviated the wage
burden, while deferral of the payment of social secu‑
rity contributions also provided some relief for firms
at the peak of the crisis.

2.3 The fall in domestic demand was
the main factor driving the decline
in economic activity in Belgium
In contrast to previous recessions, the COVID-19 crisis
not only hit market services harder than industry, but
also brought an unprecedented decline in domestic
demand. Domestic expenditure (excluding inventories)
slumped by a record 6.2 % in 2020, equalling or even
exceeding the decline in export and import flows,
which are usually more volatile. With the exception
of public consumption, all domestic demand compo‑
nents were seriously affected by the COVID-19 pan‑
demic. Private consumption and corporate investment,

which on their own account for around two-thirds of
GDP in Belgium, plummeted by around 8 % and 9 %
respectively, while household investment in housing
similarly dropped by around 9 %. Government invest‑
ment declined too, notably on account of the suspen‑
sion of activity in the construction and public works
sector during certain periods of the year. Only govern‑
ment consumption expenditure showed a small rise
in 2020, driven by additional expenditure incurred in
the battle against the pandemic.

Table 4
GDP and main expenditure categories
(calendar adjusted volume data ; percentage changes compared to the previous year, unless otherwise stated)

2016

2017

2018

2019

2020 e

Private consumption

1.6

1.9

1.9

1.5

−8.3

Public consumption

0.5

0.1

1.2

1.7

0.8

Gross fixed capital formation

4.2

1.4

3.4

3.4

−8.3

2.6

1.0

1.5

5.2

−9.0

Housing
Enterprises

5.4

1.6

2.8

3.2

−8.7

−0.6

1.0

11.1

1.2

−3.4

p.m. Final domestic expenditure 1

1.9

1.4

2.1

2.0

−6.2

Change in inventories 2

0.3

0.0

0.3

−0.4

0.6

General government

Net exports of goods and services

−0.9

0.3

−0.5

0.2

−0.8

Exports of goods and services

6.2

5.5

0.6

1.0

−6.3

Imports of goods and services

7.5

5.2

1.3

0.8

−5.4

1.3

1.6

1.8

1.7

−6.2

GDP

2

Sources : NAI, NBB.
1 Excluding the change in inventories.
2 Contributions to the change in GDP compared to the previous year, in percentage points.
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The contraction of domestic demand was accom‑
panied by a negative contribution from net exports
(–0.8 percentage point) to GDP growth, since exports
were down by slightly more than imports. Conversely,
the change in inventories made a positive contribution
to GDP growth, amounting to 0.6 percentage point.

Private consumption slumped as a
result of the health crisis and the
ensuing uncertainty
The health situation and its consequences had a
significant influence on household consumption be‑
haviour. Although household disposable income in‑
creased slightly in real terms, private consumption
slumped in 2020, falling by 8.3 % against 2019. This
marked decline was due both to the measures taken
to combat the spread of the virus, which prevented

households from making certain purchases, and to
the mounting uncertainty over the economic situation
and job prospects. For comparison, at the time of the
economic and financial crisis in 2009, private con‑
sumption did not shrink. Its growth slowed to 0.6 %,
then bounced back in the following year.
Thus, in 2020, household confidence took a hard
knock when the pandemic erupted and the first
measures were adopted to limit its effects on the
population : the consumer confidence indicator lost
17 points in April, the biggest monthly change
since it was first created in 1985, taking it nearly
down to its all-time low. Subsequently, household
confidence improved very slightly before faltering
again during the summer and dropping in August
to the same level as at the time of the initial shock
in April. However, the gradual resurgence of the
COVID-19 pandemic at the end of the year did

Chart  17
The health crisis eroded individuals’ confidence during the year as well as limiting their
consumption opportunities
Consumer conﬁdence
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Source : NBB.
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in a fall in the curve.
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Chart  18
The pandemic and the public health measures depressed private consumption
(volume data adjusted for seasonal and calendar effects ; quarterly percentage changes, unless otherwise stated)
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Sources : NAI, NBB.
1 Annual averages.
2 In % of disposable income in the broad sense, i.e. including changes in households’ supplementary pension entitlements accruing as a
result of an occupational activity.

not do further damage to consumer morale, as
consumers were considerably more optimistic in
the closing months of the year, given the prospect
of vaccination and anticipation of an end to the
health crisis in 2021. During the year, expectations
regarding the general economic situation and the
unemployment outlook were the main factors dent‑
ing household confidence, reflecting the uncertain
economic environment for individuals.
At the same time, the closure of non-essential shops
during the lockdown periods curtailed private con‑
sumption by limiting individuals’ consumption op‑
portunities. Although people gradually adapted to
the situation, notably by adopting alternative ways
of consuming (as is evident from the rise in online
purchases), that only partly made up for the decline
in purchases traditionally made in shops.
Moreover, while private consumption rebounded
strongly in the third quarter following the lifting of
the first lockdown, it remained below the level pre‑
vailing at the end of 2019. This implies that, despite
the gradual reopening of shops, private consump‑
tion was still restrained. In a survey conducted by
the Bank in July, a large proportion of consumers,

especially those over the age of 65, stated that they
went shopping less often, if at all. The reduction in
their expenditure mainly concerned leisure activities
and tourism, clothing and hospitality. Apart from
the partial or total impossibility of making certain
purchases, the main deterrent factors mentioned
were fear of infection and the rules in force in
shops to avoid the spread of the virus (such as the
obligation to wear a mask, compliance with social
distancing, limit on the number of customers, etc.).
The marked recovery of private consumption in
the third quarter is attributable essentially to pur‑
chases of consumer durables, while purchases of
non-durable goods remained below their pre-crisis
level, suggesting that the decline in the first half of
the year was due largely to the postponement of a
number of essential purchases.
The highly uncertain climate prompting the forma‑
tion of financial reserves and the restricted oppor‑
tunities for spending income during part of the
year propelled the household savings ratio to an
unprecedented level in 2020. It escalated from 13 %
of disposable income in 2019 to almost 21 % on
average in 2020, and even reached 27 % in the sec‑
ond quarter, surpassing the peak of 18 % recorded
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during the 2008 financial and economic crisis and in
subsequent years. These substantial additional sav‑
ings came to around € 23 billion, or 10 % of total
household final consumption in 2019. That figure
also corresponds to more than three years’ average
growth of private consumption expenditure as meas‑
ured over the period between 2011 and 2019.

The decline in construction activity
and the slowdown on the property
market depressed investment in
housing
After rising by 5.2 % in the previous year, invest‑
ment in housing was 9 % down in 2020. Although
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the conditions for such investment remained highly
favourable, particularly owing to the persistence of
historically low interest rates, this sharp fall is at‑
tributable to the impact of the COVID-19 epidemic
on activity in the construction sector. The construc‑
tion of new housing and the renovation of existing
buildings, which together account for most of the
investment in housing, were substantially curbed or
even came to a standstill, particularly during the first
lockdown at the end of the first quarter and during
the second quarter.
Registration fees on property transactions – which
are also recorded under investment in housing – did
not make up for this decline. Although real estate
activity began rising again between the two waves of

Chart  19
Investment in housing declined in 2020, partly as a result of the constraints which impeded the
organisation of construction work and real estate activities
(volume data, annual percentage changes)
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Sources : NAI, Statbel, NBB.
1 The growth of the number of transactions in 2020 is based on the results for the first three quarters.

the epidemic, from mid-May to October, the number
of transactions remained below the previous year’s
figure. It is worth noting that the abolition of the
woonbonus mortgage interest relief scheme in the
Flemish Region from 1 January 2020 was also a factor
here, as the announcement of the decision had trig‑
gered a surge in real estate activity in that Region at
the end of 2019. That resulted in a marked fall in the
number of transactions effected in the initial months
of 2020, before the property market virtually ground
to a halt during the first lockdown.

Weak demand and the uncertain
outlook seriously curtailed business
investment
While the unprecedented economic context caused a
significant fall in firms’ operating income, the weak
demand and uncertain outlook – on both the do‑
mestic and foreign markets – combined with serious
risks of insolvency put the brakes on their investment
decisions. In previous years, business investment had

been dynamic, actually rising faster than GDP be‑
tween 2014 and 2019 and thus making substantial
contributions to GDP growth, but in 2020 it declined
by 8.7 % over the year. In the second quarter, busi‑
ness investment slumped by 20 %, but it revived
more strongly than private consumption in the fol‑
lowing quarter.
According to the results of the ERMG surveys, almost
two-thirds of the firms polled reported having post‑
poned or cancelled their investment plans. However,
the situation varies from one branch of activity to
another, the decline in investment being more pro‑
nounced in the sectors hardest hit by the coro‑
navirus crisis, such as event organising, hospitality
and the transport sector. Furthermore, production
capacity utilisation in manufacturing 
industry fell
sharply in 2020, dropping to a low point of 73 %
and not exceeding 74.3 % on average over the
year as a whole, a level close to its historical mini‑
mum. This meant that, in manufacturing industry,
there was less need to embark on investment in
expansion.
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Chart  20
Business investment slumped at the peak of the crisis
(volume data adjusted for seasonal and calendar effects ; quarterly percentage changes, unless otherwise stated)
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Government consumption rose
slightly while public investment
declined
Government consumption corresponds to the re‑
sources used to run public services such as justice,
defence, education and health care. The bulk of
that expenditure concerns the salaries of public
sector employees, the purchases necessary for their
work, and depreciation. Transfers from the govern‑
ment to households and firms to contain as far as
possible the impact of the coronavirus 
pandemic
are not recorded as government consumption
expenditure.
Government consumption rose by 0.8 % in 2020.
At first it was held down by the reduction in health
expenditure relating to operations and consulta‑
tions unconnected with COVID-19, which had been
postponed in order to contain the epidemic and
save sufficient capacity in intensive care units for
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patients infected with this new virus. Expenditure
on these other health care services subsequently
returned to more normal levels, so that government
consumption increased substantially in the second
half of the year.
Public investment declined by 3.4 %, mainly as a
result of the shutdown in the construction sector for
part of the year owing to the health situation, which
led to a reduction in public works.

Belgium’s financing balance in
relation to the rest of the world
remained close to equilibrium
Overall, the large income and expenditure chang‑
es recorded by the various domestic sectors in the
economy had only a limited impact on Belgium’s
financing balance with the rest of the world, which
remained close to equilibrium in 2020 but negative,

Chart  21
The financing balance of the economy as a whole remained close to equilibrium despite substantial
movements for the various sectors
(in % of GDP, unless otherwise stated)
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at –0.6 % of GDP. However, substantial movements
occurred within the various sectors compared to the
previous year.

The current account surplus in
relation to the rest of the world
turned into a deficit

The financing capacity of households expanded
strongly, from 1.5 % of GDP in 2019 to 7.2 %
in 2020. This rise was due almost exclusively to the
growth of household savings, but the decline in
investment in housing was also a factor. The financ‑
ing capacity of companies likewise strengthened
in 2020, from 1.0 to 2.3 % of GDP. This was due
mainly to a small rise in their disposable income,
contrasting with the considerable decline in GDP :
while the operating surplus of companies remained
fairly stable in proportion to GDP, their tax payments
were lower and government transfers expanded
considerably as a result of the support measures.
As for business investment, it declined to the same
degree as GDP. Finally, the general government
borrowing requirement jumped from 1.9 % of GDP
in 2019 to 10.1 % in 2020.

For Belgium, the change from a financing capacity
to a small borrowing requirement is reflected in the
current account balance with the rest of the world.
According to the balance of payment statistics, a sur‑
plus of around 0.3 % of GDP in 2019 turned into a
1.0 % deficit in 2020. That came about because the
trade surplus in goods and services virtually disap‑
peared and the balance of income flows with the rest
of the world deteriorated.
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Table 5
Current account of the balance of payments
(balances ; in € billion, unless otherwise stated)

Goods and services

2016

2017

2018

2019

2020 e

5.1

4.6

−1.2

2.9

0.1

Goods

1.8

2.4

−0.5

3.5

n.

Services

3.4

2.3

−0.7

−0.5

n.

4.1

4.1

4.4

5.9

3.4

Primary income
Compensation of employees

6.5

6.9

7.1

7.4

7.5

Investment income

−1.2

−1.6

−1.4

−0.1

−3.0

Other primary income

−1.2

−1.2

−1.4

−1.3

−1.2

−6.8

−5.6

−6.8

−7.2

−7.9

General government

−4.3

−3.1

−3.9

−3.5

−3.9

Other sectors

−2.5

−2.5

−2.9

−3.7

−4.0

Total

2.4

3.1

−3.7

1.7

−4.4

p.m. Idem, in % of GDP

0.6

0.7

−0.8

0.3

−1.0

Secondary income

Sources : NAI, NBB.

Belgium’s trade surplus dwindled in
a bleak international environment
The loss of momentum in international trade owing
to the COVID-19 pandemic and the accompanying
fall in domestic demand had severe repercussions
on Belgium’s foreign trade. The deterioration in
the international trade climate, already fuelled in
previous years by tensions around trade policy, per‑
sisted at the beginning of 2020. The business survey
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indicator on the opinion of entrepreneurs in manu‑
facturing industry concerning the outlook for export
orders thus continued to fall, notably on account of
the epidemic in China. In April, it dropped sharply
following the introduction of lockdowns in most
European countries and other advanced economies.
The situation then recovered as the lockdowns were
eased and industrial activity picked up. But the
outlook became gloomier in November, following
the emergence of a second wave of infections and

Chart  22
Exports of goods and services suffered a negative impact from the widespread weakness of
demand
(volume data adjusted for seasonal and calendar effects : percentage changes compared to the corresponding quarter of the previous year,
unless otherwise stated)
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1 Export markets based on the latest available estimates of import demand from trading partners.
2 Seasonally adjusted data.

its effects on economic activity in many countries ;
there was then some improvement in December.

exports stood up relatively well to the fall in foreign
demand.

Against that backdrop, the volume of Belgium’s ex‑
ports of goods and services was 14 % down in the sec‑
ond quarter of 2020 compared to the previous year. In
the third quarter, it bounced back, although the level
of exports still remained about 5.8 % below the 2019
figure. During the final three months of the year, the
adoption of new restrictions on activity in a number
of countries slowed the pace of the export revival :
growth in relation to the previous quarter was only
just over 1 %, and the level of exports was still 5.4 %
below the figure for the corresponding quarter of
the previous year. The deterioration in world trade
also depressed demand from Belgium’s main trading
partners, with a decline of around 10.6 % compared
to the previous year. The good performance of chemi‑
cals and pharmaceuticals was the reason why Belgian

This decline in both exports and domestic demand
was also reflected in the figures relating to imported
goods and services. Imports displayed a quarterly
profile fairly similar to that of exports, albeit slightly
less marked, even though expenditure on tourism by
Belgians abroad fell more sharply than expenditure by
foreigners in Belgium.
Trade flows declined significantly year-on-year, with
a 6.3 % fall in exports of goods and services and
a 5.4 % fall in imports. Overall, net exports there‑
fore made a negative contribution to GDP growth
amounting to around 0.8 percentage point in 2020.
In parallel with this volume effect, Belgium’s terms
of trade improved, as the reduction in import prices
(2.6 %) exceeded the drop in export prices (2.2 %),
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Chart  23
Imports of goods and services mirrored the decline in domestic demand and exports
(volume data adjusted for seasonal and calendar effects : percentage changes compared to the corresponding quarter of the previous year,
unless otherwise stated)
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Sources : NAI, NBB.
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mainly owing to the lower prices of imported com‑
modities in the first half of the year. Those prices were
down sharply following the decline in prices of energy
commodities – particularly oil – in the context of slug‑
gish global demand.

The surplus on trade in goods
turned into a deficit despite the
lower energy bill and the support
of net trade in chemicals and
pharmaceuticals

In total, the surplus on Belgium’s trade transactions
dropped to 0.1 % of GDP in 2020, against 0.6 % in
the previous year. This was due to a deficit on trade
in goods, rather than a surplus the previous year,
which totally negated the return to a trade surplus in
services after two consecutive years of deficit.

The COVID-19 crisis had a serious impact on trade
in goods. According to the balance of payments sta‑
tistics, over the first nine months of 2020, the value
of exports and imports declined by 9.7 % and 8.1 %
respectively compared to the corresponding period
of the previous year. In the second quarter, it was
actually down by almost 20 %, and continued to
fall – albeit more slowly – in the third quarter.
According to the foreign trade statistics, this decline
is particularly evident in the flow of energy imports
and exports, as Belgium’s net energy bill was reduced
by lower demand for energy combined with lower
energy prices. Only trade in chemicals and phar‑
maceuticals, which represent over 30 % of Belgian
exports, recorded some growth in 2020. It should
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Chart  24
The balance of trade in goods deteriorated, unlike that in services
(value data : percentage changes compared to the corresponding period of the previous year, unless otherwise stated)
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Sources : NAI, NBB.
1 In brackets, the average share of the categories of goods or services in total exports of goods or services over the period 2017-2019.
2 Differences between the balance of payments and foreign trade figures are due to the specific characteristics of the methodologies used
for these two statistics.
3 Change in € billion between the corresponding periods of 2019 and 2020.

nevertheless be noted that, apart from the increased
activity connected with the public health crisis, trade
in pharmaceuticals recorded considerable growth in
the first quarter as a result of one specific transaction
with the United States by a major pharmaceuticals
company. Exports to China were likewise supported

by the inclusion of Belgian products in the list of
reimbursed medicines in that country. Overall, the
foreign trade surplus in goods was down by around
€ 3.4 billion, turning into a deficit over the first nine
months of 2020 according to the balance of pay‑
ments statistics.
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Net trade in services shows a surplus
thanks to the favourable effect of
net income from tourism
In 2018 and 2019, Belgium’s trade in services with
the rest of the world had posted a deficit, but in the
first nine months of 2020, the balance was back in
surplus. The COVID-19 crisis is a dominant factor
here as international travel – be it for tourism or busi‑
ness – has been subject to considerable restrictions.
While the Southern European countries have suf‑
fered greatly from the decline in tourism, the restric‑
tions have had a positive effect on the net balance
of Belgian travel services : expenditure by Belgians
abroad is generally more than twice the amount
spent by foreigners visiting Belgium, and it recorded
a larger fall. That therefore reduced the usual deficit
in this specific service category. Similarly, the flow of
transport-related services also contracted considerably
from the second quarter of 2020, owing to the reper‑
cussions of the COVID-19 pandemic on the interna‑
tional movement of goods and passengers. As in the
case of travel, expenditure declined more sharply than
revenue so that the deficit in transport services dimin‑
ished. Conversely, the surplus in financial services was
eroded, mainly as a result of a fall in the amounts that
Belgium received from other countries.
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Net investment income remains in
deficit
Transactions in primary incomes with the rest of
the world, which include labour incomes paid and
received by Belgian residents in relation to the rest
of the world as well as income related to direct
and portfolio investment, continued to show a
positive balance in 2020 at around 0.8 % of GDP,
which was slightly lower than the previous year’s
figure (1.2 %). This was due mainly to a further
decline in net investment income received from
abroad, the principal reason being that interest and
dividends received from the rest of the world from
direct investment fell by more than the interest and
dividends paid to other countries. As in the previ‑
ous year, net portfolio investment income posted
a positive balance. The surplus was actually up
slightly because income received declined by less
than income paid out.
Net secondary incomes – mainly transfers from
households and the government to the rest of
the world – recorded a slightly bigger deficit
in 2020 than in the previous year, mainly because
of Belgium’s slightly larger contribution to the EU
budget.

2.4 COVID-19 had varying effects
on consumer prices
The eruption of the COVID-19 crisis coincided with a
slump in oil prices in March and April 2020, dragging
down overall inflation in Belgium. But higher food
prices attenuated that effect against the backdrop of
stronger household demand and more limited sup‑
plies in certain segments.
Inflation continued to fall in 2020, dropping to an
average of 0.4 % over the year, against 1.2 % in 2019.
In the space of one year, energy prices declined by an
average of 11 %, driven down by the fall in oil prices
which had a direct impact on prices of fuel and heat‑
ing oil, and to a lesser extent via the reduction in gas
and electricity prices.
While these price falls were a factor supporting pur‑
chasing power, food inflation in general rose sharply

and almost doubled to 2.6 % in 2020. The steepest
rise concerned unprocessed food, which had recorded
negative inflation in 2019. That figure rose steadily up
to May and even peaked at over 7 % in the summer
– the highest price rises for seven years. On average,
unprocessed food prices were up by 4.7 % in 2020.
In the case of processed food, the price rises acceler‑
ated from the beginning of 2020 but were smaller, av‑
eraging around 0.4 percentage point, and amounted
to 2.1 % in 2020.
These price rises were due to events unrelated to the
COVID-19 crisis as well as to factors directly linked
to the pandemic. For instance, the spread of African
swine fever in Asia caused a shift in demand for pork
– emanating predominantly Asian countries – to the
European market from 2019, driving up prices to a

Table 6
Harmonised index of consumer prices (HICP)
(percentage changes compared to the previous year, unless otherwise stated)

p.m.
Weighting
(in %)

2017

2018

2019

2020

2020

Total

2.2

2.3

1.2

0.4

100.0

Core inflation

1.5

1.3

1.5

1.4

69.8

Services

1.9

1.6

1.8

1.8

42.6

Non‑energy industrial goods

0.8

0.8

1.0

0.7

27.2

Processed food

1.8

2.9

1.7

2.1

16.6

−0.2

1.8

−0.4

4.7

4.1

Energy

9.9

8.9

−0.8

−11.0

9.5

p.m. Health index 1

1.8

1.8

1.5

1.0

Unprocessed food

Sources : Eurostat, Statbel.
1 National consumer price index, excluding fuels, alcoholic beverages and tobacco.
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significant degree, while the prices of fresh products
(fruit and vegetables from the first quarter of 2020)
escalated because supplies were limited as a result of
adverse weather conditions. Transport problems, social
distancing and the coronavirus were also factors limit‑
ing supplies of some goods, such as fruit and vegeta‑
bles and fishery products. The government’s decision
to suspend supermarket promotions temporarily during
the first lockdown, from 18 March to 4 May, in order
to discourage hoarding by consumers, also fuelled
inflation during this period. This all took place in the
context of rising direct demand for food on the part
of households owing to the closure of restaurants dur‑
ing the lockdowns and risk avoidance by consumers,
leading to fewer meals being eaten outside the home.
The sales season was postponed from July to August
so as to enable non-essential shops which had re
opened in May to sell at normal prices for a longer
period. That decision caused a sharp rise in the an‑
nual inflation rate of non-energy industrial goods
(mainly clothing) in July, since a period of “normal”
prices was compared with a period of reduced prices.
That rise gave way to a fall in the following month.
In the case of non-energy industrial goods, inflation

averaged 0.7 % in 2020, against 1 % in the previ‑
ous year. This movement was not apparent in the
national consumer price index on which the health
index is based, since the seasonal sales are smoothed
throughout the year in that index.
Services inflation amounted to 1.8 % in 2020.
Considering that a change in the calculation of rent
from January onwards drove up prices by an esti‑
mated 0.3 of a percentage point in 2020, this was
still a modest figure in historical terms. It should
nevertheless be noted that, because establishments
offering non-essential services had to close during
the lockdowns, some prices could not be recorded
during those periods and the statistical institutes had
to assume that they were unchanged (with a seasonal
adjustment for travel and accommodation). That was
also the case for some non-energy industrial goods
(such as clothing, furniture, cars, etc.). The price
changes recorded in shops and services when the
lockdowns were eased did not show any clear rise,
and some services, such as flights, saw prices fall
as airlines offered special deals in response to the
decline in demand, in a context of travel restrictions
and uncertainty.

Chart  25
Energy prices were the main factor driving down inflation
(HICP, annual percentage changes)
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Source : Eurostat.
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During the lockdowns, measuring
prices was a challenge for the
statistical institutes
Social distancing requirements and the closure of nonessential shops made it difficult to collect the prices
used to calculate inflation. In collaboration with the
national statistical institutes, Eurostat drew up rules to
resolve these measurement problems. The continuity
of the consumer price index was achieved by means
of estimates (necessary for a quarter of the Belgian
consumption basket in April) and digitalisation of
some price observations, particularly in major super‑
market chains which make scanner data available to
Statbel. In other shops which remained open, alter‑
natives to the usual methods were preferred (e-mail,
telephone).

during the pandemic : the weighting assigned to
food (which was close to 21 % before the health
crisis erupted) increased significantly and peaked in
April. Conversely, the weighting of most non-food
categories – such as clothing, restaurants, bars, etc.
– dropped to a low point (despite the possibility of
online purchases for some categories), before ris‑
ing again. Inflation according to an index based on
weightings that vary from month to month proved
to be slightly higher than the official figure with the
weighting fixed for the entire year : the difference
was estimated at 0.4 percentage point in April and
May, i.e. during the spring lockdown. On average,
from February to December, the gap is smaller at
0.2 percentage point, with official inflation at 0.3 %
and estimated inflation at 0.5 % 1.

In addition, the health crisis brought radical changes
in consumption habits owing to the lockdowns, the
reduction in income for people who had lost their
jobs or been temporarily laid off, the population’s
great uncertainty over the immediate future, and
risk avoidance behaviour. There are therefore some
questions concerning the representativeness of the
consumption basket in 2020.

The inflation gap between Belgium
and neighbouring countries
fluctuated during the year

A sample of data on debit card transactions re‑
flects these changes in the structure of expenditure

1 For more information on this, see Jonckheere J. and H. Zimmer
(2020) “Consumer prices in light of the COVID-19 crisis”, NBB,
Economic Review, December.

A comparison between total inflation in Belgium and
in the three main neighbouring countries (Germany,
France and the Netherlands) reveals a common trend
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Chart  26
The inflation gap between Belgium and the three main neighbouring countries fluctuated during
the year
(HICP : annual percentage changes, difference in percentage points)
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in the initial months of 2020, namely falling inflation
between February and April. This was due to the
slump in oil prices, whereas the rise in food prices
accelerated.
In the first half of 2020, inflation in Belgium was
lower than in the neighbouring countries. This gap
was reversed in July owing to postponement of the
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sales in Belgium and the general reduction in VAT
in Germany (up to December). After that, the gap
narrowed in August. From September, the inflation
gap became positive again (at around 0.5 percent‑
age point). Without the lowering of the VAT rate in
Germany, which led to zero inflation in July followed
by negative inflation in that country, the inflation gap
would have remained negative.

2.5 The COVID-19 crisis also had
a considerable impact on labour costs

The coronavirus crisis and the measures taken to
contain the fallout on health and the economy have
had a considerable influence on labour costs in
the private sector. Following the lockdown and the
forced closure of businesses in a number of sectors,
activity and the volume of labour declined sharply.
In these circumstances, the temporary lay-off system
– which was made more flexible during the crisis (see
chapter 6) – played a vital role in avoiding redundan‑
cies. Workers who are temporarily laid off receive
an allowance from the government for the period
concerned, while the employer is largely relieved of
the labour cost burden. Therefore, not only does the
system ensure that the workers concerned still have

an income, it also reduces the wage burden for firms
while safeguarding employment.

Labour costs per employee declined,
but hourly labour costs rose
The unprecedented recourse to temporary lay-offs
greatly reduced the total wage bill in the private
sector. This fall was widespread : for much of the
year, economic activity contracted sharply or was
even suspended in numerous sectors. The sole excep‑
tions were branches of activity such as information
and communication and financial services, where the

Chart  27
The wage bill declined in most branches of activity in 2020
(indices 2000 = 100)
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Sources : NAI, NBB.
1 Average over the first three quarters.
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Table 7
Labour costs
(calendar adjusted data, percentage changes compared to the previous year, unless otherwise stated)

Labour costs per employee in the private sector
Hourly labour costs in the private sector
Gross hourly wages

2016

2017

2018

2019

2020 e

0.1

1.8

1.8

2.1

−2.3

−0.4

1.4

1.5

2.3

4.8

1.3

1.6

2.3

2.4

4.5

Real agreed adjustments 1

0.0

0.2

0.4

0.7

0.6

Indexation

0.5

1.6

1.7

1.8

1.0

Wage drift and other factors 2

0.7

−0.3

0.2

−0.1

2.7

−1.7

−0.3

−0.8

0.0

0.3

−0.3

1.4

1.5

2.3

4.0

2.5

2.1

1.7

2.1

2.2

1.0

2.0

1.5

1.5

1.5

0.3

1.5

1.5

2.3

4.4

Employers’ social contributions

3

p.m. Hourly labour costs according
to the economic concept 4
Hourly labour costs in the public sector
of which : Indexation
Hourly labour costs in the economy as a whole

Sources : FPS ELSD, NAI, NSSO, NBB.
1 Wage increases set by joint committees.
2 Increases and bonuses granted by companies over and above those under interprofessional 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, in percentage
points.
3 Contribution to the change in labour costs resulting from changes in implicit social security contribution rates, in percentage points.
4 Hourly labour costs according to the economic concept take account of the reduction in employers’ contributions for target groups, the
reduction in payroll tax, and other wage subsidies (particularly the COVID‑19 measures). That concept gives a more accurate idea of the
real labour costs for firms.

COVID-19 crisis had little if any influence on the activi‑
ties because they could continue via remote working.
Altogether, the wage bill diminished by considerably
more than at the time of the global financial crisis,
when it only declined in the branches of activity most
sensitive to the business cycle, such as industry and
business services (including agency work).
Since the temporary lay-off system offers a way of
avoiding redundancies, the decline in the number
of employees was much smaller than the reduction
in the wage bill. Consequently, labour costs per em‑
ployee were down sharply in 2020, falling by 2.3 %.
Conversely, labour costs per hour worked showed a
marked rise. Calculated according to the economic
concept, namely the method that best reflects firms’
effective labour costs, they increased by 4.0 %, which
was 1.7 percentage points more than in 2019 and the
biggest rise since 2008. While the influence of indexa‑
tion and negotiated pay rises was less than in 2019,
the coronavirus crisis caused a marked acceleration in
the growth of hourly labour costs.
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The impact of indexation on private sector wages
was only 1 % in 2020, owing to the slower rise in the
health index which is used as the benchmark for wage
indexation. The growth of real negotiated wages
came to 0.6 % in 2020, according to the FPS ELSD in‑
dex, thus totalling 1.3 % over the period 2019-2020.
In the end, the 1.1 % wage norm imposed by the
federal government was therefore slightly exceeded.

Hourly labour costs were driven
up by a composition effect and by
additional labour costs ...
To state that the coronavirus crisis had a major impact
on hourly labour costs at macroeconomic level may
seem counter-intuitive, as recourse to temporary layoffs reduces the employer’s labour costs in proportion
to the reduction in hours worked.
Yet, the COVID-19 crisis had a very disparate impact
on the labour market (see chapter 6). The forced
closures during 2020 mainly affected the branches of

activity where wages tend to be lower on average,
such as hospitality, the events sector, and non-food
retailing. Consequently, it was mainly the lower in‑
come earners who were temporarily laid off. Despite
massive recourse to temporary lay-offs and the provi‑
sion of various support measures, job losses were
recorded. During the first phase of the crisis, these
primarily concerned the suspension or non-renewal
of temporary employment contracts – particularly
agency contracts. Such contracts, which are gener‑
ally less well-paid, are often used for young people
with little or no experience. The greater impact of the
crisis on low-paid workers boosted the share of highpaid workers in employment and in the wage bill, so
that the change in gross wages per hour worked at
macroeconomic level was automatically driven higher.

partially waived for three months in order to encour‑
age the return to work of employees temporarily laid
off. In addition, the amount paid by the Region per
service voucher was temporarily increased, employers’
contributions paid in the third quarter were offset by
an allowance for employers forced to close during the
second lockdown, and a subsidy was granted to fund
the end-of-year bonus in the hospitality sector.
The government also took specific decisions on pay
for health care workers who kept the health sys‑
tem running during the coronavirus crisis but were
thereby placed under severe strain. In 2020, this
mainly concerned a one-off incentive bonus paid to
hospital staff at the end of the year and financed by
the government.

According to the methodology used in the European
As the crisis dragged on, permanent employment
system of national accounts (ESA), hourly labour costs
contracts were also cancelled, leading to a rise in
were up by 4.8 % in 2020. The support measures
redundancy payments due from employers. Also,
mentioned are not taken into account in that figure
some employers made an additional payment sup‑
since, according to the ESA,
plementing the allowance
they are regarded as wage
received by workers tem‑
Wider use of temporary lay-offs in
subsidies. Altogether, the
porarily laid off. That ad‑
the less well-paid sectors contributed
new labour cost support
ditional payment is man‑
to the increase in hourly labour costs measures adopted in 2020
datory if it is included in
amounted to € 1.3 billion,
a collective labour agree‑
representing around 0.8 % of the wage bill. These
ment applicable to the sector concerned. That is the
measures thus significantly moderated the real rise in
case in construction, for example, where a minimum
labour costs for employers (+4.0 % according to the
supplement of € 6 per day of temporary lay-off is
economic concept).
paid. Other employers voluntarily paid an additional
allowance to limit the loss of income for their staff
during the crisis. Finally, in 2020, employers also
granted additional compensation to their workers for
Unit labour costs also rose steeply
work done under these exceptional circumstances,
especially in e ssential sectors. That compensation took
A strong rise in hourly labour costs is not neces‑
various forms, such as paid overtime, bonuses or the
sarily detrimental to the competitiveness of Belgian
consumption v
ouchers created by the federal
firms so long as it is accompanied by an equivalent
government in the summer of 2020 and granted in
increase in apparent labour productivity. However,
addition to the wage norm. All these crisis-related
productivity measured at macroeconomic level de‑
payments also drove up hourly labour costs.
clined in 2020. That fall contributed to a marked
rise in unit labour costs in the private sector amount‑
ing to 4.3 % according to the economic definition.
Although that surge is due mainly to the temporary
... but they were restrained by
impact of the fallout from the COVID-19 crisis, in the
support measures
absence of intervention it will not be entirely offset
in the years ahead.
To soften the impact of the crisis for firms, the various
levels of government in Belgium adopted numerous
measures during 2020 which reduced the labour
This rise in unit labour costs was widespread in the
costs for the employers affected. For instance, it
economy. Nonetheless, it was most pronounced in
was decided that – for the hardest-hit sectors – pay‑
the branches of activity hardest hit by the crisis,
ment of the payroll tax deducted at source would be
such as business services, and especially trade,
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Chart  28
Unit labour costs 1 increased sharply in some branches of activity
(percentage change between the first three quarters of 2020 and the corresponding period of the previous year)
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Sources : NAI, NBB.
1 Unit labour costs are calculated by dividing hourly labour costs by apparent labour productivity. That productivity itself corresponds to real
value added divided by the number of hours worked by employees and self-employed workers.

transport and hospitality. In these two sectors, this
substantial increase was attributable primarily to
the strong rise in hourly labour costs, which result‑
ed partly from the composition effect mentioned
earlier, as temporary lay-offs mainly concerned
low-paid workers in 2020. This development was
further reinforced by lower labour productivity, as
value added declined more sharply than the num‑
ber of hours worked. In all other branches of ac‑
tivity, firms managed to ensure that value added
fell by less than the volume of labour, so that the
apparent labour productivity increased in varying
degrees.

The coronavirus crisis is hampering
assessment of the competitiveness
of Belgian firms
In 2020, labour costs not only in Belgium but also
elsewhere were very strongly influenced by the par‑
ticularly serious repercussions of the COVID-19 cri‑
sis on the labour market, and by the measures
which were adopted in various countries and are
often difficult to compare. That makes it unusually
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difficult to conduct the annual assessment of the
movement in hourly labour costs in Belgium and
the comparison with trends in the three neighbour‑
ing countries, namely Germany, France and the
Netherlands, which – by law – serve as the bench‑
mark for pay negotiations. The Central Economic
Council (CEC) nevertheless estimated the wage
handicap for 2020 and calculated a maximum avail‑
able wage margin, these two elements together
forming the starting point for pay negotiations for
the period 2021-2022.
The wage gap for 2020 is estimated at –0.1 %,
which means that, on a cumulative basis
since 1996, Belgium has built up a very small com‑
petitive advantage over the three neighbouring
countries. The maximum wage margin available
for the period 2021-2022 is assessed at 0.4 %.
Estimated hourly labour costs in the three neigh‑
bouring countries are the starting point for these
calculations, and in the current context, they are
even more extremely uncertain than in normal
times. The CEC therefore indicates that it will be
able to measure the movement in these two indi‑
cators more accurately in its next Interim Technical

Report, on the basis of the statistics and infor‑
mation then available. If, at the end of the first
year of the interprofessional agreement, it should
emerge that hourly labour costs are rising faster in
Belgium than in the neighbouring countries, the
amended 1996 Law would permit activation of
an adjustment mechanism in order to prevent any
derailment of labour costs.

Owing to the asymmetric impact of the COVID-19 cri‑
sis on the branches of activity, it seems appropriate to
provide the maximum scope for wage bargaining at
sectoral and company level, so that pay agreements
can be concluded according to the financial and eco‑
nomic situation specific to each of them. That would
give firms in the hardest-hit sectors the chance to
recover and to maintain employment.
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3. Monetary policy
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3.1 A speedy and massive monetary
policy response on a global scale
Central banks have been confronted
with multiple challenges raised by
the COVID-19 crisis…

crisis in 2008-2009. This time, the shock is exogenous
to the economy and mainly affects non-financial cor‑
porations and households, while the previous crisis
had basically resulted from problems emerging from
the financial sector. Since then, at the instigation of
the prudential authorities, financial institutions have
strengthened their liquidity and solvency positions
substantially.

Faced with the COVID-19 crisis, central banks have
had to meet several major challenges, forcing them
to intervene vigorously and often almost simulta‑
neously. To start with, there was a sudden bout
of turbulence on the financial markets as early as
February, triggering a clear tightening of borrowing
On the monetary front, the advanced economies’
conditions. Some business financing markets, like
central banks were already following a flexible pol‑
those for commercial pa‑
icy before the crisis, in a
context where inflation
per, were even paralysed
Action by the monetary authorities
was still way off target.
completely. More gener‑
prevented
the
crisis
from
escalating
The combined effect of
ally, the reassessment of
into
an
economic
depression
a long period of sluggish
risks by investors led to
growth and low inflation
a flight to quality, to the
in the wake of the financial crisis, on the one hand,
notable detriment of emerging economies and in
and a structurally low natural interest rate, on the
favour of safe-haven assets like US Treasuries, lead‑
other hand, had brought key interest rates down to
ing to a shortage of dollars outside the United
their effective lower bound and stepped up central
States. Consequently, the central banks’ first objec‑
banks’ recourse to so-called unconventional instru‑
tive was to stabilise the markets, which contributed
to preserving the transmission of monetary policy.
ments, vastly inflating their balance sheets as a result.
Secondly, as a result of lockdown, non-financial cor‑
Among the major central banks, only the United
States’ Federal Reserve had started a normalisation
porations have had to face acute liquidity needs. To
process. The challenges that this situation threw up
avoid a credit crunch scenario, which would have
prompted the central banks from several advanced
amplified the economic damage, the central banks
countries to carry out an in-depth review of their
encouraged lending by the banking sector. Thirdly,
monetary policy strategy. Box 2 comments on the
the shutdown or slowdown of business activity risked
way in which the Federal Reserve and the ECB have
turning into an economic depression and generating
dealt with this issue.
downward pressure on prices, pushing inflation even
further away from its targets. The monetary policy
stance was thus relaxed. In a highly uncertain envi‑
ronment, decisive action on each of these fronts was
… and deployed a wide range of
essential to boost confidence among economic and
instruments
financial stakeholders.
The multiple facets of the COVID-19 crisis led central
banks to put all the instruments in their arsenal into
In many respects, these challenges are of a different
practice.
nature from those faced during the global financial
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For instance, in the advanced and emerging econo‑
mies, the central banks have cut their key interest
rates, at least where there was still scope to do so.
That was the case in the United States and, to a
lesser extent, in the United Kingdom and China. In
the euro area and Japan, interest rates were already
at zero or even negative. In their communication,
they have clearly indicated that interest rates will
continue to remain low until the inflation targets
have been met.
With a view to stabilising the markets and increas‑
ing liquidity in the economy, many central banks –
with the notable exception of those in Switzerland
and China – stepped up their (net) purchases of
financial assets, primarily of sovereign bonds. The
Federal Reserve and the Bank of Japan even commit‑
ted themselves to unlimited bond purchases. Some
central banks, including those from around twenty
emerging economies, launched securities purchase
programmes for the first time. In Australia and
India, they were restricted to government bonds,
while the central banks of Canada and South Korea
extended them to corporate bonds and commercial

paper. These last two instruments have also been
acquired en masse by the central banks of the ma‑
jor advanced economies, with a view to facilitating
the financing of large enterprises and SMEs. In the
United States, the Federal Reserve also bought up
debt securities of States and counties. With the
same objective of stabilising the markets, it also set
up a credit line for money market mutual funds, as
these funds were subject to requests for reimburse‑
ment at the beginning of the crisis, at a time when
the money markets were highly illiquid.
And to ensure the continuity of funding for nonfinancial corporations and households, the central
banks resorted to targeted loan operations. This
liquidity, granted at particularly advantageous con‑
ditions, should enable the banks to continue their
corporate lending business. As the crisis has ex‑
acerbated the risk of non-repayment of loans by
companies, governments have mitigated this risk by
providing their guarantees. The Chinese, Japanese
and British central banks, among others, have put
in place new facilities specifically targeted at SMEs.
The Federal Reserve set up programmes for buying

Chart  1
The central banks of the major economies have greatly relaxed their monetary policy in response to
the COVID-19 crisis
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Table 8
Monetary and foreign exchange policy instruments used by central banks
in the major advanced and emerging economies
Instruments

US

Euro area

UK

Japan

China

India

ü

û

ü

û

ü

ü

Interest rates
Rate cuts
Negative rates

û

ü

û

ü

û

û

Loans / Liquidity

ü

ü

ü

ü

ü

ü

Sovereign bonds

ü

ü

ü

ü

û

ü

Corporate bonds

ü

ü

ü

ü

û

û

FX swaps

ü

ü

ü

ü

ü

û

FX intervention

û

û

û

û

û

ü

Asset purchases

Foreign exchange markets

Source : BIS (Annual Economic Report 2020), NBB update.

up loans granted by banks to a wide spectrum of
companies. Thanks to these initiatives, the range of
financial support to the non-banking private sector
has been unprecedented.
The whole range of securities purchase measures
and granting loans and liquidity has contributed to
take the balance sheet totals of the major central
banks to unprecedented levels.
Faced with the shortage of United States dollars on
a number of non-American markets, the Federal
Reserve played its role of international lender of
last resort by stepping up, without limit and at a
reduced interest rate, the swap lines that had been
established during the economic and financial crisis
with five big central banks from advanced nations
(ECB, Bank of England, Bank of Canada, Bank of
Japan and the Swiss National Bank) and by tem‑
porarily restoring swap lines with nine other coun‑
tries with which these lines had been closed (the
three Scandinavian countries, Australia, Brazil, South
Korea, Mexico, New Zealand and Singapore). On
31 March, the Federal Reserve put in place a tem‑
porary repo facility enabling central banks from all

countries to obtain liquidity by depositing Treasury
bonds and US agency securities as collateral. In the
same spirit of providing liquidity in euros, the ECB
(re)activated its swap and repo lines with a series of
central banks.
While the Swiss National Bank had to intervene once
again on the foreign exchange markets to curb the
appreciation of the franc, the central banks of many
emerging countries have had to support their cur‑
rency. That has notably been the case in India, Brazil,
Indonesia and Turkey.
All these different measures have clearly borne fruit.
The financial markets have been stabilised, so as
to ensure monetary policy transmission. The banks
have been able to grant considerable business and
household loan volumes, even when liquidity needs
were enormous. And, lastly, interest rates have
come down across the whole maturity spectrum,
thus helping with the easing of borrowing condi‑
tions, not only for non-financial corporations and
households but also for governments, giving the
public authorities wider margins of manoeuvre to
implement their policy to support the economy.
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BOX 2

 eview of the ECB and Federal Reserve
R
monetary policy strategies
The environment in which central banks operate has changed drastically over the last few decades. One
of the most striking changes lies in the decline of the equilibrium rate or natural rate, in other words, the
interest rate level at which the economy is in equilibrium 1. Over the last few decades, several structural
trends – such as the slowdown in productivity growth or population ageing – have weighed on potential
growth in the developed countries and, consequently, on the real equilibrium rate, too. Together with
this low natural rate, the extended period of sluggish growth and inflation in the wake of the financial
crisis has driven down the policy rates of developed countries’ central banks towards their effective
lower bound. In this situation, the central banks are also facing increasing difficulties in reaching their
targets via their traditional instrument, namely steering short-term interest rates. That is the reason why
they have had to resort more often to new unconventional instruments. The COVID-19 crisis has further
exacerbated these challenges, in that it has exerted extra pressure on growth and inflation, forcing the
central banks to turn even more towards unconventional measures. Moreover, other major changes, such
as globalisation, climate change, digitalisation and the transformation of the financial environment, put
tremendous challenges before monetary policy.
1 See box 1 in the Annual Report 2019, “Extremely low interest rates : a global, structural phenomenon”, pp. 53-57.

The equilibrium interest rate and inflation in the euro area have fallen sharply over the last
few decades
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In this context, several central banks have undertaken a review of their monetary policy strategy. They
intend to submit monetary policy to a critical review, so as to be able to meet their objectives even in
a constantly changing environment. At the beginning of 2020, the ECB launched a reassessment of its
monetary policy framework, while the Bank of England has also announced a similar review around the
same period. The Bank of Canada carries out this exercise every five years. Lastly, in the United States,
the Federal Reserve launched a review of its monetary policy strategy in 2019, which it has meanwhile
completed.
The United States Federal Reserve
The assessment carried out by the Federal Reserve, which started in early 2019, is the first in-depth
review since the monetary policy framework was formally defined in 2012. The process, completed on
27 August 2020, led to a review of several facets of its strategy. It also decided to repeat this exercise
once every five years.
For instance, the content of the Federal Reserve’s dual mandate – which sets both full employment and
price stability as its objectives – has been adjusted on several aspects. More generally speaking, the Federal
Reserve is now targeting full employment, and this objective will be subject to a wide-ranging and inclusive
interpretation, taking account of the situation of all income groups. Inflation now acts as an escape
clause : the quest for full employment will only be suspended when inflation is too high. This practice
breaks with tradition, when policy could also be tightened preventively whenever unemployment fell
below its estimated equilibrium level, so as to nip any future inflationary pressure in the bud. As far as the
interpretation of price stability is concerned, the old monetary framework above all had the characteristics
of a “flexible inflation target”, on the understanding that at any moment in time, an inflation rate of 2 %
was targeted, regardless of the extent to which this objective had been reached in the past, under the
principle of “bygones are bygones”. The new monetary policy strategy is more like a “flexible average
inflation target”. So, after a period in which inflation has continually remained below 2 %, monetary policy
will probably target a slightly higher inflation rate for some time. In so doing, the Federal Reserve is hoping
to anchor inflation expectations more sustainably at 2 % and, therefore, to get inflation more rapidly back
to its target. As the new monetary framework only raises the possibility of compensating for an excessively
low inflation rate, that suggests an asymmetric reaction function. In an environment where the policy rate
is close to its effective lower bound, the Federal Reserve, therefore, believes that a symmetrical result close
to 2 % will above all need a reaction in the event of excessively low inflation.
European Central Bank
The ECB launched the review of its monetary policy strategy on 23 January 2020. Owing to the
COVID-19 crisis, the original schedule of course had to be changed and finalisation of the whole process,
which was planned for the end of 2020, has been postponed until the summer of 2021. Although the
ECB and Federal Reserve monetary policies face the same challenges, the ECB’s starting point differs
somewhat from that of its American opposite number. In the last few years, interest rates and inflation
expectations have generally been lower in the euro area than in the United States. And, as the ECB’s
review was started at the height of the coronavirus crisis, a series of additional focus points have been
highlighted, such as the interaction between monetary policy and fiscal policy.

u

NBB Report 2020 ¡ Monetary policy

103

In the light of the major developments that have taken place since the ECB’s last strategy review, back
in 2003, the institution has intentionally opted for a wide-ranging review. However, the ECB’s mandate
itself, and the price stability objective in particular, is not being questioned, because that would require an
amendment to the Treaty on the Functioning of the EU. Instead, the review seeks to examine how best to
accomplish the ECB’s mandate within the limits of the EU Treaty, but in a radically changed environment.
This question led to a series of themes being singled out, which are being investigated in several working
groups. One of the first themes concerns the definition of price stability used by the Governing Council.
It is currently described as an annual increase in the harmonised index of consumer prices (HICP) below,
but close to, 2 % over the medium term. Other aspects of the definition of price stability are under
review during this exercise, such as any possible downward impact resulting from the current asymmetric
nature of the formulation and what wording will best contribute to anchoring inflation expectations in a
low-interest-rate environment. The composition of the consumer price index (notably whether to include
costs associated with owner-occupied housing) forms an integral part of the debate.
Another theme focuses on how to gain a better understanding of the – often inevitable – trade-offs
with other policy objectives and how to best support these objectives. Without undermining the
foundations of the ECB’s primary objective, the Treaty actually stipulates that monetary policy must
also support the EU’s general economic policy (notably geared towards sustainable development, social
progress, competitiveness and full employment). In this respect, several questions arise, such as : How
to take account of any second-round effects of monetary policy, like its impact on financial stability or
its redistributive effects ? How efficient are traditional and unconventional monetary policy instruments ?
What are their side effects and do they bring more advantages than disadvantages ? How can monetary
policy help stem climate change ?
Lastly, throughout this exercise, particular attention is being paid to inclusion and communication.
For instance, the ECB does not just want to hold a general debate on the most appropriate way of
communicating on the subject of monetary policy, but it is also keen to hear from all interested parties
(citizens, academics, parliaments and civil society organisations) in this process. Like its American
counterpart, it is inviting all stakeholders to air their views at “listening events” organised by the
ECB (in October 2020) as well as every national central bank in the euro area – including the NBB, in
January 2021.
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3.2 The ECB Governing Council rapidly
deployed an arsenal of measures
to cope with the COVID-19 crisis

As the convergence of inflation in the euro area to‑
called for an additional and forceful reaction from the
ECB Governing Council. Just like other central banks
wards its objective – a level below, but close to, 2 %
across the globe, in this way, the ECB was pursu‑
– had already slowed down considerably in 2019, the
ing three principal objectives : stabilising the financial
ECB Governing Council had adopted from September
markets to preserve monetary policy transmission,
that year a series of measures to relax monetary
guaranteeing a generally easy policy stance and sup‑
policy. The deposit facility rate, the main policy rate,
porting lending to the private sector.
had been cut to –0.5 %. A decision had also been
taken to resume, from
The ECB’s action sought to
November 2019, net secu‑
Purchases of private and
stabilise the markets, guarantee
public sector securities
rities purchases under the
constitute the main in‑
Asset Purchase Programme
favourable borrowing conditions
(APP), to the tune of
strument the Eurosystem
and support lending
€20 billion a month. The
has to meet the first two
indications given via the Governing Council’s com‑
objectives. Faced with the rapid deterioration of the
situation on the financial markets from the end of
munication – forward guidance – guarantee that the
February 2020, the ECB Governing Council decided,
accommodative policy stance will be maintained until
at the beginning of March, to raise by €120 bil‑
inflation in the euro area firmly converges to its target.
In order to support the banking transmission channel
lion the amount of net securities purchases under
in a negative interest rate environment, two additional
the APP until the end of the year. With a strong
measures were adopted. On the one hand, the opera‑
contribution from purchases of securities from the
private sector and the extension of eligible asset
tional modalities for the third series of targeted longercategories to non-financial commercial paper, sup‑
term refinancing operations (TLTRO III) were made
looser than originally planned. On the other hand,
port for lending to the private sector was stepped
from the end of October 2019, a two-tier system for
up. As it very quickly became clear that the scale
remunerating reserves had been set up, under which
of the crisis would be far bigger than initially en‑
part of the reserves held by the euro area banks with
visaged, the Governing Council took the decision,
the Eurosystem are exempted from negative deposit
on 18 March, to also launch a new temporary cri‑
facility rates and remunerated at a rate of 0 % 1.
sis programme, baptised the Pandemic Emergency
Purchase Programme (PEPP), with an initial envelope
of €750 billion. The programme was then extended
Despite the already highly accommodating monetary
during the course of the year, in two phases. At the
policy stance at the beginning of the COVID-19 crisis,
beginning of June, the amount was initially revised
the financial and macroeconomic impact of the crisis
upwards, to €1 350 billion, against a backdrop of
a deteriorating outlook for economic activity and
inflation in the euro area. At the same time, the pe‑
1 See box 2 of the Annual Report 2019, “Innovating monetary
riod of the purchases made under the PEPP has been
policy decisions in 2019 : the two-tier system for remunerating
extended, from the end of 2020 to 30 June 2021,
reserves”, pp. 68-70.
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while it was also decided to reinvest, at least until
the end of 2022, the principal of the securities
acquired under the PEPP as they reached maturity.
A second wave of coronavirus across Europe in
the autumn of 2020 and persistently low infla‑
tion prospects drove the Council to further expand
the programme’s envelope in December, to bring
it up to €1 850 billion, as well as extending the
period of asset purchases at least until the end of
March 2022. At the same time, the period for rein‑
vesting the principal of the securities bought under
the PEPP has been extended by one year, until the
end of 2023 at least.
In 2020, the Eurosystem acquired some €330 and
750 billion worth of private and public sector securi‑
ties respectively under the APP and the PEPP. The
Eurosystem thus bought up almost all the additional
debt issued by the euro area countries in 2020.
While both programmes are generally subject to the
same rules, asset purchases under the PEPP – which
is a crisis programme – nevertheless enjoy greater
flexibility. This flexibility takes different dimensions,
notably the distribution over time between the dif‑
ferent asset classes and between the euro area
countries. For instance, purchases made under the

PEPP were on a much wider scale at the beginning
of the pandemic, owing to the severe tension on the
markets, but quite modest in the second half of the
year. Purchases of commercial paper through this
programme were mainly concentrated in the early
months of the crisis. In this respect, the Eurosystem
to some extent served as a safety net for a market
that is an important source of finance for businesses,
but one that the crisis had almost entirely paralysed.
Between the months of March and May, more than
€ 35 billion worth of commercial paper was acquired
through this programme, almost half the entire mar‑
ket. As the market recovered, asset purchases under
the PEPP declined.
As is also the case for the APP, government bonds
account for the majority of purchases made under
the PEPP. For both these programmes, the break‑
down of net sovereign bond purchases between the
different Member States of the euro area is based
on the ECB’s capital key 1. However, purchases made
under the PEPP may temporarily depart from this
key should market conditions so require. A relatively
1 Based on the share of each country in the EU’s total population
and GDP.
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Securities purchases under the PEPP are flexible
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higher volume of sovereign bonds of countries hit
hardest by the crisis, such as Italy and Spain, was
thus acquired, especially in the first few months of
the crisis, marked by high tension on the financial
markets. As these countries’ government borrowing
conditions gradually stabilised, under the very impact
of PEPP asset purchases, these deviations from the
capital key diminished.
Moreover, the flexibility of the PEPP also lies in the
possibility of acquiring Greek government bonds,
which are not eligible for the APP, as they do
not meet the quality requirements that it imposes.
Lastly, the Governing Council can review the limits
that it set itself for purchases of sovereign bonds
issued by a given country or given issue under the
PEPP, insofar as they would constitute an obstacle
to the measures the Eurosystem has to take to fulfil
its mandate.
Flexibility will remain an important feature of the
PEPP in future. In December 2020, the Governing
Council indicated that purchases under the PEPP
would be used to maintain favourable financing
conditions. Depending on market conditions, the

PEPP envelope will be fully or partially used during
the asset purchase period, but it can be increased
again if necessary. The intended favourable financ‑
ing conditions should reduce uncertainty and boost
confidence, so as to tackle the expected downward
pressure from the pandemic on the inflation path.
Right from the start of the crisis, one of the major
objectives of the measures adopted by the ECB
Governing Council has been to support bank lend‑
ing to households and businesses, as the banks are
the source of a large part of private sector financing
in the euro area. In this context, the TLTRO III condi‑
tions were once again relaxed in March, and then
again in April 2020. The TLTROs are targeted in that
they encourage banks to lend more to the private
sector, given that they, in turn, can get liquidity from
the Eurosystem at a lower cost. The borrowing con‑
ditions attached to the TLTRO III were made more
attractive in three ways. First of all, euro area banks
were authorised to borrow more liquidity from the
Eurosystem : the total potential loan amount was
increased by two-thirds, while the bid limit per op‑
eration was removed. Consequently, the maximum
amount of loans that banks can contract was raised
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to half their private sector loan portfolio 1. Secondly,
euro area banks could more easily access the low‑
est rate of interest. This measure also aims to grant
loans during the crisis. All banks that managed to
maintain their loan portfolio at the height of the
pandemic can effectively benefit from this floor rate.
Thirdly, the rates applied to the operations were
lowered by 50 basis points. The loan rate for the pe‑
riod running from June 2020 to June 2021 was thus
cut to 50 basis points below the main refinancing
operations rate in force, to –0.5 %. For banks that
can at least keep up their loan provision level during
the crisis phase, the rate applicable over this same
period was reduced to some 50 basis points below
the current deposit facility rate, i.e. –1 %. Never
before had the banks been able to get funds from
1 Outstanding loans to the non-financial private sector at the end
of February 2019, excluding mortgage loans.
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the Eurosystem at such a favourable rate, that is also
well below the market rate for similar maturities.
With the repercussions of the crisis on the euro area
economy being felt for much longer than predicted,
the Governing Council decided in December to extend
the favourable conditions applied to TLTRO III, so as to
support bank lending over a longer period. The lower
interest rates will remain in force for another year,
until June 2022. All participating banks will therefore
be able to benefit for longer from a 50-basis-point
cut in the main refinancing operations rate in force.
Banks that want to benefit over this extended period
from the minimum interest rate – that is, 50 basis
points below the deposit facility in force – will nev‑
ertheless have to keep their loan portfolio at least
at the same level for a longer period. Furthermore,
three additional TLTRO IIIs were announced, so that
one operation will be held each quarter in 2021. In

finally, the amount bor‑
order to allow banks that
The widening and easing of
have practically exhausted
rowed in 2020 under the
liquidity-providing operations
the loan ceilings author‑
PELTROs remained quite
helped shore up bank lending
small, at just €25 billion.
ised under the TLTRO III
operations to continue to obtain liquidity under these
additional operations, the total loan facility was once
The easing and widening of the Eurosystem refi‑
again raised, from 50 to 55 % of eligible loans.
nancing operations have been backed up by a third
set of measures covering requirements in terms of
collateral. Banks wanting to borrow funds from the
The TLTROs are held every quarter. To cover the pe‑
Eurosystem have to put up sufficient guarantees
riod preceding the June 2020 TLTRO III (the first one
to do so. In a crisis period, the volume of collat‑
being held at the most favourable conditions), the
Governing Council decided at the beginning of the
eral available may suffer from the deterioration of
crisis to set up additional weekly liquidity support
conditions on the financial markets. The measures
operations. These additional longer-term refinancing
adopted by the ECB Governing Council, which will
operations or so-called bridge LTROs all reached matu‑
remain in force until June 2022, have notably en‑
rity on the June TLTRO III settlement date. Finally, with
sured that a wider range of securities can be put up
a view to providing an effective safety net to meet
as collateral and the Eurosystem can accept more
shorter-term liquidity needs after the expiry of these
risky securities onto its balance sheet. These meas‑
additional LTROs, longer-term pandemic emergency
ures come on top of those adopted by the national
refinancing operations (Pandemic Emergency LTRO
authorities and imply, for example, acceptance of a
– PELTRO) were also introduced. Between May and
State guarantee for loans granted to SMEs and the
the end of 2020, seven operations of this type took
self-employed that can be enjoyed in many coun‑
place, at a pace of roughly once a month. All of them
tries, including Belgium.
will reach maturity in the third quarter of 2021. In
December, the Governing Council decided to propose
And finally, the system of swap lines and repo op‑
four extra PELTROs in 2021, with a one-year maturity.
erations between central banks have ensured that
there is sufficient liquidity available throughout the
world. New swap and repo lines have been estab‑
Thanks to the more flexible implementing arrange‑
lished between the ECB and non-euro-area central
ments for the TLTRO III and the additional refi‑
banks, or existing facilities of this kind have been
nancing operations, the banks borrowed a record
reactivated. The Eurosystem has thus been able to
amount from the Eurosystem in 2020. Under the
continue to provide enough liquidity in euros on
four TLTRO IIIs held in 2020, some €1 750 billion
an international scale by exchanging euros against,
worth of liquidity was borrowed, most of which
respectively, another central bank’s currency or euro– around €1 300 billion – in June, in the first of
denominated guarantees. Alongside these bilateral
the TLTRO III operations that offered the most ad‑
swap lines and repo operations, a Eurosystem repo
vantageous conditions. That said, the net liquidity
facility for central banks (EUREP) was set up in June,
injection turned out to be more modest at the time
to which non-euro-area central banks can subscribe
because the additional LTROs and the TLTRO II loans
and which covers their potential liquidity needs until
had meanwhile been reimbursed, respectively to
March 2022.
the tune of some €390 and 370 billion in total. And
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Table 9
The ECB Governing Council has adopted a wide range of measures in the COVID‑19 crisis

What does it
involve ?

What is the
objective ?

APP

PEPP

TLTRO III

Purchases of public
and private sector
securities, including
commercial paper
since March 2020

Purchases of public
and private sector
securities ; same
asset classes as
under the APP, but
including Greek
government bonds

3‑year
liquidity‑providing
operations for euro
area banks, easing
of conditions as the
banks lend more to
the private sector

Guarantee a generally
accommodative policy stance,
and stabilise the financial markets

PELTRO

Short‑term liquidity‑providing operations
for euro area banks

Easing of
collateral
requirements
Easing of
requirements
for collateral that
banks have to
put up to borrow
liquidity from the
Eurosystem

Support lending to
the private sector

Cover the
period before
the June 2020
TLTRO III operation

Emergency solution
for short‑term
liquidity needs
after closure of
additional LTROs

Increase available
collateral for
euro area banks
in times of crisis

What
amount ?

Additional envelope
of € 120 billion
between
March 2020 and
the end of 2020,
on top of net
monthly purchases
of € 20 billion

Envelope of
€ 1 850 billion
between
March 2020
and the end of
March 2022 ;
use of the
envelope depends
on conditions
prevailing on the
market

€ 1 750 billion
borrowed in 2020

€ 390 billion
borrowed in 2020

€ 25 billion
borrowed in 2020

–

What is the
horizon ?

Net purchases
began at the end
of 2014 ; duration
will depend on
the convergence
of inflation in the
euro area towards
its objective

Net purchases
between
March 2020 and at
least until the end
of March 2022

Ten quarterly
operations between
September 2019
and
December 2021

Weekly operations
between
March 2020
and the end of
June 2020

Seven monthly
operations between
May 2020 and the
end of 2020 ; four
additional quarterly
operations in 2021

Measures in force
until June 2022

How long
will this
measure
stay on the
Eurosystem
balance
sheet ?

Reinvestment of
the principal of
matured securities
until there is lasting
convergence of
inflation towards
its objective

Reinvestment of
the principal of
matured securities
at least until
the end of 2023

The last operation
will mature in
December 2024

All operations
reached maturity
at the end of
June 2020

The 2020
operations will
mature in the third
quarter of 2021 ;
the 2021
operations have
a maturity of 1 year

Measures in force
until June 2022

Between the
main financing
operations rate
and the deposit
facility rate, with a
reduction of
50 basis points
between June 2020
and June 2022

Deposit facility rate
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3.3 The crisis measures stabilised the
financial markets and supported lending
In light of the sharp economic downturn triggered by
the COVID-19 crisis and taking account of the likely
prospect of a slow and incomplete recovery, one of
the main objectives of euro area monetary policy has
been to guarantee easy borrowing conditions. Under
the impact of the measures introduced in recent
years by the Governing Council, and notably the
September 2019 decisions, the entire risk-free yield
curve 1 in the euro area, right up to the longer-term
segment, had moved sharply downwards, even before
the coronavirus crisis, while still flattening out. The

crisis measures pushed the curve even further down‑
wards in the course of 2020.
At the start of the crisis, anticipations that govern‑
ments would take on a considerable amount of debt
and the tension reigning on the financial markets had
initially stamped an upward trend in the medium- to

1 A risk-free rate is an interest rate which excludes credit risk as far
as possible and only reflects interest rate risk, i.e. the risk that the
underlying asset falls in value when short-term interest rates rise.

Chart  4
Risk-free rates 1 in the euro area have fallen a bit more
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Source : Refinitiv.
1 Eonia swap rates at different maturities.
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long-term segments of the curve. The crisis measures
that were subsequently implemented, and notably
the establishment of the PEPP, nevertheless managed
to gradually bring the curve down. The short-term
segment of the curve followed an opposite trend :
the possibility of the Governing Council reacting with
a new cut in the deposit facility rate pushed this seg‑
ment downwards at the beginning of the crisis, but
once this anticipation was adjusted, it went up again.
The Governing Council’s forward guidance plays an
important role in anchoring an accommodative mon‑
etary policy : this flexible policy will be maintained
until inflation in the euro area converges firmly on
its objective. Moreover, the different policy measures
are inter-related in the Governing Council’s com‑
munication : inflation prospects dynamics determine
the interest rate path, which in turn defines the
duration of net purchases under the APP, as well as
the period for reinvesting bonds reaching maturity
acquired under the APP. Thanks to the additional crisis
measures adopted by the Governing Council in 2020,

the accommodative financing conditions have also
fed through to the different sectors of the economy,
including those that had been the hardest hit by the
pandemic.
At the beginning of the COVID-19 crisis, the markets
were anticipating that the rules imposed to curb the
spread of the virus would be accompanied by govern‑
ment measures to mitigate its impact on households’
and companies’ income and that they would there‑
fore go hand in hand with a big public debt issue. As
of the end of February, government bond yields then
started to rise in all euro area countries, effectively
disconnecting from risk-free rates. In this regard, the
euro area markets showed growing fragmentation, as
borrowing conditions were not tightening up to the
same extent in all countries. Those that initially had
a higher debt ratio and were more badly affected by
the crisis effectively saw their borrowing costs rise
more rapidly. With its hefty and flexible crisis enve‑
lope, the PEPP appeased both general turbulence and
the fragmentation on the markets : the average yield,

Chart  5
Securities purchases under the APP and PEPP brought calm to the financial markets
Government bond yield spreads in the euro area
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Chart  6
Bank lending to companies in the euro area reaches record volumes
(monthly credit flows, € billion)
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weighted by GDP, of government bonds in the euro
area once again converged to risk-free rates, while the
dispersion of government bond yields in the different
euro area countries has also narrowed.
With these measures, the Governing Council not only
hoped to restore calm to the financial markets, but
also to keep up bank lending. The development of
the crisis showed just how important that was for
euro area firms. When companies were confronted
with a fall in their revenue because of the lockdown,
they started borrowing on a large scale from banks so
as to continue to cover their operating costs. Business
deposits nevertheless also rose sharply in the first few
months of the crisis, which suggests that loans were
also contracted on a massive scale as a precaution,

in order to face any future costs. In March 2020, the
flow of bank lending from euro area banks to compa‑
nies reached an unprecedented level of €120 billion.
In the next few months, these credit flows gradually
tapered off, until they dropped back to around the
level observed before the outbreak of the crisis.
Not only did the banks continue lending on a large
scale to businesses, but they also lent on favour‑
able conditions. Thus, the bank rates charged to
businesses have remained at the historically low
levels already seen for some years. These easy bor‑
rowing conditions are also evident from trends
in the criteria governing lending to companies,
as the banks reported in their responses to the
Eurosystem’s quarterly bank lending survey (BLS).
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While the criteria governing lending to companies
hardly changed during the first few months of
the crisis, they were tightened up more signifi‑
cantly from the third quarter onwards. This trend is
still nevertheless very limited compared with the
situation observed during the global financial crisis.
Furthermore, the tightening of lending criteria was
not attributable to any deterioration of the balance
sheet position or to higher funding costs. The banks’
healthier liquidity and capital positions – thanks to
the tightening of regulations after the global finan‑
cial crisis –, combined with the rapid reaction of the
monetary, fiscal and prudential authorities, have
played a significant role here. As for the factors be‑
hind the easing of credit standards, the banks have
mainly referred to the importance of State guaran‑
tees on loans to companies.
Unlike loans granted to businesses, lending to house‑
holds fell sharply in the euro area in the first few

months of the crisis. Households started to save mas‑
sively, for fear of facing (temporary) unemployment
or because they were in fact forced to save, with the
lockdown measures preventing them from buying
property or consuming certain goods and services,
for example. In addition, criteria for bank lending to
households were tightened up right from the start of
the crisis. In this respect, the banks that took part in
the bank lending survey notably referred to the dete‑
rioration of households’ creditworthiness.
Besides, further tightening of bank lending conditions
in the future cannot be ruled out. Factors like a rise
in default rates among businesses and households,
against a backdrop of a growing number of bankrupt‑
cies or rising unemployment rates, as well as a lower
risk appetite by banks, can be mutually reinforcing
in a negative real-financial feedback loop. Any pre‑
mature winding-down of the support measures may
further amplify such an effect.

Chart  7
Bank rates have remained low, even though lending standards have been tightened
Bank rates on loans to households and businesses
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3.4 The scale of monetary
easing raises questions
A negative real-financial feedback loop of this kind
is likely to continue to put inflation under pres‑
sure in the euro area, in a context where inflation
expectations are already low and have been revised
downwards. The convergence of inflation towards
its objective had already slowed down considerably
in the euro area in 2019 and hit new tensions under
the impact of the COVID-19 crisis. The fall in energy
prices weighed more particularly on headline infla‑
tion. Underlying inflation also continued its decline
in 2020, mainly as a result of the drop in prices for
services, heavily hit by the crisis. Non-recurrent fac‑
tors, including temporary tax cuts in Germany, also
played a role here. According to the Eurosystem’s
December 2020 projections, headline inflation, which
is estimated at 0.2 % in 2020, is only expected to
creep back gradually up to 1.4 % in 2023. So, there
is no prospect of convergence towards the aim in the
next few years.

Longer-term inflation expectations, such as those
drawn from surveys of professional forecasters or
from the financial markets, have remained weak and
below the ECB’s objective. However, the professional
forecasters’ expectations have remained surprisingly
stable, around the low levels observed before the
crisis. By contrast, the markets’ inflation expectations
– which are derived from prices recorded by swap
contracts hedging inflation risk in the euro area –
dropped sharply at the beginning of the crisis. The
improvement in the global macroeconomic outlook
and risk sentiment, combined with the vigorous sup‑
port measures, have certainly enabled some recovery
since then, without however returning to pre-crisis
levels. Also, in the longer term, inflation expectations
for the moment seem to be more strongly influenced
by the downward impact of the negative demand
shock triggered by the COVID-19 crisis than by the
upward pressure resulting from breaks in supply
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Chart  8
Under the impact of the crisis, inflation and inflation expectations continued to come under
pressure
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chains or, more generally, from damage incurred on
the supply side.

are dealt with in more detail in section 5.1 of this
Report.

In the current context of weak inflation and inflation
expectations, the ECB Governing Council measures
will no doubt be kept on for some time to come.
The persistence of very low interest rates over such a
long period may nevertheless pose some challenges.
This situation can effectively trigger undesirable side
effects, like encouraging excessive risk-taking, creat‑
ing bubbles (on the residential property market, for
example), hurting savers or propping up firms that
would not be viable in different circumstances. While
the Governing Council monitors the emergence of
any such developments and strives to limit them as
far as possible, the key role in this domain falls to
prudential policy, which has targeted instruments for
tackling specific financial vulnerabilities. These aspects

For the national public authorities in the euro area,
the monetary easing is opening up wide budgetary
margins. So, in a context where their expenditure
has risen sharply, they can borrow massively at highly
favourable conditions. If this budgetary margin is
used wisely, notably via targeted, temporary and
coordinated measures, it can act as a significant le‑
ver for mitigating the economic cost of COVID-19.
For the sustainability of public debt, the difference
between the interest rate paid by governments on
their debts and the nominal growth of the economy
is particularly important. A negative gap – favoured by
the current slowdown in demand and which should
continue for some time yet – exerts a positive impact
on government debt dynamics. Yet, this situation is
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not set in stone : the ECB’s policy is not actually cen‑
tred on maintaining public debt sustainability but on
preserving price stability. Should the outlook for price
stability so require, the Governing Council will then
gradually reduce its monetary support, in line with
its mandate.
Through these measures, the Governing Council not
only hopes to maintain a globally loose monetary
stance, but also ensure a smooth transmission of
monetary policy, by alleviating any risk of fragmen‑
tation – which would emerge if government bond
yields were to post an overly sharp increase in some
countries. As mentioned above, during the crisis, this
objective has mainly been attained through the acqui‑
sition of government bonds under the PEPP. However,
the role of this crisis asset purchase programme
should not be misinterpreted, and it is certainly not
synonymous with unconditional support for all public
debt issued by euro area countries. So, Eurosystem
interventions cannot lead to excessive public deficits
being tolerated forever.
Although the current circumstances allow a temporary
relaxation of fiscal policy without jeopardising debt

sustainability, it is important for the public authorities
to use this margin responsibly. Monetary policy can
only meet its price stability objective on condition
that the public authorities make the right choices
now and in the future, not least when it comes to
their budgets, and also adopt measures that boost
potential growth and correct any imbalances. In par‑
ticular, they must make sure that their debt remains
at a sustainable level, even in the event of a rate rise.
If not, debt-sustainability-related considerations risk
interfering with the conduct of monetary policy.
So, even in an environment where key interest rates
were already close to their lower bound, monetary
policy, together with fiscal policy, has largely con‑
tributed to stabilising the economy. The fear that
monetary policy is powerless in this kind of situation
was therefore unfounded, but its efficiency will nev‑
ertheless depend to a larger extent on the fiscal policy
implemented. Without any deliberate coordination,
spontaneous synergy emerged during the coronavirus
crisis, as a strong fiscal response was necessary. As
for fiscal policy, it is only efficient if it remains cred‑
ible and does not threaten the sustainability of public
debt.
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Box 4 – Public finances : no prosperity without sustainability,
even when interest rates are negative

4.1 Across the world, fiscal policy
was activated in response
to the COVID-19 crisis

As the COVID-19 pandemic
unfolded, fiscal policy played a
key role in supporting economic
activity…

they will be lifted as soon as the economy shows
signs it has recovered sufficiently.

... much more so than it had in the
global financial crisis
With demand generally supported by highly ac‑
commodative monetary policies, governments
across the world simultaneously and forcefully
In nearly all euro area countries and all other key
rolled out fiscal policies to cushion the pandemic’s
economies, the primary budget balance deterio‑
economic and social impacts – a necessary and
rated more in 2020 than it did in the two years
appropriate response given the nature and extent
of the global financial crisis, plumbing deeper in
of the crisis. In the first
the United States, the
Government response
place, automatic stabilis‑
United Kingdom and
Japan than in the euro
ers will help keep econ‑
justified given the nature
area. With their auto‑
omies on an even keel
and extent of the crisis
without any decisions
matic stabilisers tradi‑
needing to be made. This happens in the event of
tionally limited, these countries introduced excep‑
a drop in tax revenues when households or com‑
tionally large discretionary fiscal impulse.
panies see their incomes fall or when consumption
declines, and when unemployment benefits go up
On the whole, the discretionary measures took the
at a time of economic slowdown. The effects of
shape of additional spending, focusing on health
automatic stabilisers can be bolstered by specific
measures to keep the pandemic under control
discretionary measures to help limit loss of income
and secure health systems, but also on furlough
for households and address the liquidity and sol‑
schemes and subsidies to companies. Measures
were taken to keep self-employed workers afloat
vency issues facing the hardest-hit companies to
and to help people requiring social assistance
keep the economic fabric intact.
because their business activities were halted (hos‑
To be effective and fair and not to jeopardise
pitality, entertainment, culture, etc.).
the sustainability of public finances – even if
the low interest rate environment currently offers
scope – such measures must meet three crucial
preconditions : they must be timely, targeted and
temporary. In other words, they must be taken at
the right time, focus on households and firms that
really need them, and be limited in time, implying
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Chart  37
In addition to automatic stabilisers kicking in, governments provided unprecedented discretionary
fiscal stimulus
(changes in the primary balance between 2019 and 2020, in percentage points of GDP)
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Sources : EC, IMF (for the US, Japan and China), NBB.
1 COVID-19-related discretionary measures for the IMF and NBB, total of discretionary measures for the EC, including measures to keep up
employment in all cases.

Other kinds of government support,
which do not increase the public
deficit, were given to companies
and households
To cushion the squeeze on companies’ and house‑
holds’ cash situations since the implementation of
restrictive measures, governments granted direct
and indirect tax payment and social security con‑
tribution holidays, moving forward their own pay‑
ments from 2021 to 2020 in some cases.
Also, government guarantee schemes supporting
lending to businesses in many euro area coun‑
tries, as well as in the UK, encouraged banks or
regional/federal funds to grant loans more easily.
In Germany and Italy, where the maximum gov‑
ernment-guaranteed amounts for banks exceeded
20 % of GDP, take-up was only limited, with the
proportion higher in Spain and to a lesser extent
also in France.
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In an effort to respond to liquidity needs, govern‑
ments also granted aid in the form of direct loans
to companies. In the EU, state aid of this kind may
only be given to strategic companies or to busi‑
nesses considered viable and healthy before the
COVID-19 crisis, but that saw their financial situa‑
tions deteriorate on account of the crisis. Multiple
countries gave cash to airlines, for instance, which
were entirely floored by restrictions on non-essential
travel, and in many cases also to the tourist industry.
As the economic crisis dragged on, governments
also supplied capital injections to support company
solvency, either directly or indirectly via public in‑
vestment corporations.

Large deficits and falling GDP
pushed government debt to
unprecedented highs
In 2020, government budget balances took a
major hit, and one that was pretty similar in size
for all euro area countries. All Member States

Chart  38
European governments offered huge State guarantee schemes to banks to lend to companies
(in % of GDP)
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recorded deficits well in excess of the 3 % of GDP
threshold – a showing that would normally trigger
an excessive debt procedure. Public deficits re‑
mained more subdued in countries in which public
finances were still running a surplus or which had
nearly reached equilibrium in 2019 (in Germany
and the Netherlands, for instance) than in those
that were already looking at larger deficits (such
as Spain, Italy, France and Belgium).
For the euro area as a whole, the public deficit
worked out at 8.8 % of GDP in 2020. Other ma‑
jor economies allowed their deficits to grow even
higher : well over 10 % of GDP in China, Japan
and the UK, while in the US – in full election
mode – the figure even reached 15 % of GDP.
These sizeable deficits coupled with historic falls
in GDP also pushed up government debt ratios to
unprecedented highs in peacetime in most cases.

as debt ratios were steeper at the end of 2019
than at the end of 2007. Germany was the only
exception as it had been running a surplus in
previous years, whereas governments in the other
countries had barely used the years of better
economic conditions and low interest rates to cut
their national debt after it had ballooned during
the 2008 financial crisis, in part owing to interven‑
tions to prop up certain credit institutions. In the
euro area, some countries, such as Italy and Spain,
but also France and Belgium, were running large
public deficits and significant government debt. As
a result, they were more exposed to economic or
financial shocks.

In most countries, government debt was higher
at the start of the COVID-19 pandemic than it
had been on the eve of the global financial crisis,
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Chart  39
Public deficits surged and government debt frequently reached unprecedented levels
(in % of GDP)
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4.2 Decisive action at European level

When the COVID-19 crisis first hit, EU Member States
quickly agreed to pursue a joint approach and to
collaborate closely with the European Commission
(EC). On 10 March 2020, the European Council iden‑
tified four priorities : curbing the spread of the virus,
providing medical equipment, encouraging scientific
research – into vaccine development among other
things – and addressing the social and economic
impacts of the crisis.

Very shortly thereafter, the Commission announced
a range of measures to help cushion the economic
impact. It would not only use the range of instru‑
ments available to it as soon as possible to support
health systems, households and companies, but
also use the flexibility on state aid rules and the fis‑
cal framework to the maximum extent possible to
enable Member States to offer broad-based fiscal
stimulus.
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European fiscal rules were
temporarily suspended and state aid
rules eased
In view of the expected serious economic downturn
in the wake of the pandemic, on 20 March 2020, the
Commission reported that all criteria had been met
to activate the general escape clause in the Stability
and Growth Pact. The Ecofin Council agreed to this
on 23 March. The clause allows Member States to
temporarily deviate from their medium-term budg‑
etary objective or from the path towards that goal,
with the proviso that this does not jeopardise the
sustainability of public finances in the medium term.
This was the first time this clause had been trig‑
gered since being included in the European fiscal
framework at the end of 2011.
With this clause now triggered, Member States are
able to implement a broad-based fiscal stimulus.
Meanwhile, the Commission has announced that
the clause will continue to apply in 2021, as it reck‑
ons that fiscal policy will need to remain stimulative
to support recovery and as major uncertainty per‑
sists over the pandemic’s economic impact.

Draft budgetary plans, the requirements for which
had also changed, were generally in line with Ecofin
Council recommendations, which were purely quali‑
tative this year. However, for a number of countries,
including Belgium, the Commission made clear that
the implementation of support measures must fac‑
tor in the sustainability of public finances in the
medium term, given the challenges these countries
were already facing before the outbreak of the
COVID-19 crisis. They were also encouraged to regu‑
larly review the use, effectiveness and adequacy of
the support measures, and where necessary adapt
to changing circumstances.
The EC also announced that the trend in economic
activity will determine when European fiscal rules
will be reinstated. In any case, this cannot depend
on the outcome of the talks on the reform of the
European fiscal framework, which were postponed
because of the COVID-19 crisis. The purpose of this
reform is to make the fiscal framework less com‑
plex, and any adjustments are useful if they simplify
and create more transparency. It is also important
that the fiscal framework supports growth-friendly
policies, on investment for instance – a point also
made by the European Fiscal Board in its 2020
Annual Report.

Although the approval of the general escape clause
de facto suspended the application of European
fiscal rules, usual proce‑
On
19
March,
the
dures remained in place, if
Commission
approved
a
Application of European fiscal
modified. Though not
temporary
framework
al‑
rules de facto suspended
having to outline a consol‑
lowing Member States to
idation path in their stability programmes, Member
grant state aid to companies, provided that such
States were asked to explain the measures to coun‑
measures – following formal notification and a quick
ter the economic impact of the coronavirus crisis.
investigation – are deemed to be compatible with
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state aid rules. The Commission later also allowed
other measures, particularly aid to research and de‑
velopment of products needed to combat the pan‑
demic, wage subsidies, recapitalisations and hybrid
instruments to bolster companies’ financial struc‑
tures. The temporary state aid framework initially ap‑
plied to support measures taken between February
and December 2020. It was generally extended to
mid-2021, and to the end of September 2021 for
recapitalisations.
Adjustments to fiscal rules and the state aid scheme
enabled Member States to introduce major fiscal
impulses, while the rapid approval of numerous
– and, in nominal terms, significant – guarantee
schemes by national and regional governments un‑
derpinned the continuity of lending to businesses.

European institutions provided
unprecedented financial support
In addition to the indirect support in the shape of
greater flexibility granted to Member States and
the powerful response in terms of ECB monetary
policy, the EU institutions also launched excep‑
tional initiatives to tackle the COVID-19 crisis. As
box 3 explains, these initiatives have three stages :
a rapid response financed by reallocating the EU
budget for 2020, a €540 billion package agreed
in April and a €750 billion recovery plan for
the 2021-26 period. The year 2020 also saw agree‑
ment on the EU’s 2021-27 multiannual financial
framework, involving a budget of comparable size
to the previous one despite the UK’s exit from
the EU.

Chart  40
Unparalleled response to COVID-19 crisis from the EU institutions
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Source : EC.
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BOX 3

 uropean institutions’ budgetary and
E
financial response to the COVID-19 crisis
March budget reallocations offered immediate support
At the very outset of the coronavirus crisis, the European authorities swung into action immediately to
address the health crisis (purchase of PPE and ventilators, building up reserves of medical equipment,
etc.), the humanitarian emergency (aid to Greece for the refugee camps and to partner, neighbouring
and developing countries) and the economic crisis (cash to SMEs, but also to several hard-hit sectors
traditionally in the EC’s remit, such as agriculture and fisheries). The intervention was financed by
internal reallocations in the EU budget – with 2020 the last year of the 2014-20 multiannual budget –
or by resources, from the Cohesion Fund in particular, that had not been spent by the Member States.
The biggest measure of all came with the Coronavirus Response Investment Initiative (CRII), for which
€37 billion was earmarked.
More sizeable support from April
In April 2020, the European Council agreed a more substantial response, drawing mostly on existing
instruments. This package of measures, for a total maximum amount of €540 billion, encompasses three
safety nets in the shape of loans at favourable interest rates.
The first, a new Pandemic Crisis Support credit facility up to €240 billion to be provided by the European
stability mechanism (ESM) will give a euro area Member State seeking to draw on the instrument access
to credit up to 2 % of GDP. The sole condition is that the money is used to defray direct and indirect costs
for health care and prevention related to COVID-19. To date, no Member State has tapped into the facility.
A second safety net for a maximum of €200 billion is earmarked for companies and is administered by the
European Investment Bank (EIB), which created a Pan-European Guarantee Fund (EGF). On the back of a
€25 billion guarantee by Member States, it was able to raise its liquidity support to companies, more particularly
SMEs, by furnishing loans to businesses. Twenty-one EU countries decided to join. How much is eventually spent
will depend on the extent of borrowing demand from companies or financial or institutional intermediaries.
The third instrument, the Support to mitigate Unemployment Risks in an Emergency (SURE), was set
up by the European Commission. It provides EU Member States with a financing option for measures
taken to provide temporary employment support and to reduce the impact of the crisis in terms of
unemployment or loss of income. Of the available maximum amount of €100 billion, the Ecofin Council
approved financial support to the tune of €90.3 billion in 2020. This was shared between 18 Member
States, including Belgium. The resources will be found in the financial markets through the issue by the
Commission of AAA-rated bonds.
July saw approval of a historic recovery plan
In July 2020, the European Council approved the NextGenerationEU plan, originally proposed by the
Commission and the key element of which is the Recovery and Resilience Facility (RRF). The full recovery
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Countries in Southern and Eastern Europe to receive relatively larger proportion of RRF
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plan is worth €750 billion, €390 billion in the shape of transfers and €360 billion in loans. The plan
is about solidarity with the EU countries hardest hit by COVID-19 and the poorest or least advanced
Member States.
In terms of the RRF subsidies, 70 % of the total amount will be earmarked in 2021 and 2022. This will
be shared between EU Member States on the basis of inverted GDP per capita in 2019, and on
population size and average unemployment rate between 2015 and 2019. For the remaining 30 %,
to be locked in in 2023, the unemployment criterion (pre-crisis) will be replaced by GDP shrinkage
during the COVID-19 crisis (half of which in 2020 and half in 2020 and 2021 together). These transfers
should, as a proportion of GDP, prove especially important for the EU’s least advanced countries, such
as Croatia, Greece and Bulgaria. Rather more advanced countries that were hit hard by the coronavirus
crisis in 2020, such as Spain and Italy, should receive a more significant proportion of these funds than
the EU average. Belgium may count on a transfer of €5.9 billion in the next few years, i.e. 1.2 % of GDP.
Rigorous governance should ensure that subsidies granted are used to encourage investment and
structural reforms in all countries. To qualify for these subsidies, Member States must submit a national
recovery and resilience plan covering the 2021-23 period by 30 April 2021 at the latest. The Commission
will assess whether these plans fit in with country-specific recommendations and whether they will
enhance growth potential, create employment and promote economic and social resilience. An effective
contribution to a green and digital transition is also required to access RRF grants, and a positive
evaluation of the targets and milestones to be achieved is a prerequisite for payments. The European
Council’s agreement, subsequently validated by the European Parliament, also specifies that 30 % of
spending on NextGenerationEU and the multiannual financial framework must go to the green transition,
with countries expected to allocate 37 % of the allotted grants to ecological transition and 20 % to the
digital transition.
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This is the first time that the Commission has raised such a large sum (€750 billion) in the markets on top
of the amount earmarked for SURE. The total amount is the largest ever issuance of euro-denominated
debt at supranational level. A government issuer enjoying the highest rating, the Commission is thus
significantly raising the supply of risk-free securities in euros and is helping to bolster the international
role of the European single currency. The financial resources raised will be partly lent to Member States,
to be repaid at maturity, and will be partly allocated to Member States as subsidies. Eventually, these
subsidies will, at maturity (in 2058 at the latest), be financed by new EU own resources and, where
necessary, by contributions by Member States calculated on the basis of their gross national income.
The recovery plan is a temporary operation. If successful, it might contribute to the creation of permanent
mechanisms, such as a central fiscal capacity.

130

Economic and financial developments ¡ NBB Report 2020

4.3 The pandemic has dealt a seismic
blow to Belgium’s public finances

Belgium’s public finances have
deteriorated sharply
Like many other countries, in 2020, Belgium record‑
ed the worst deterioration of its general govern‑
ment budget balance since the Second World War.
The budget deficit rose to 10.1 % of GDP, its highest
level since the mid-1980s. The debt ratio rose by
nearly one-sixth to 115.1 % of GDP.
The deterioration in the overall balance expressed
as a percentage of GDP in 2020 was almost com‑
pletely attributable to the coronavirus crisis. This was
a two-pronged affair. Firstly, the budget deficit bal‑
looned as economic activity faltered. While fiscal and
parafiscal revenues slid almost as hard as nominal
GDP, spending as a percentage of GDP surged even

without additional measures. Secondly, the various
governments took numerous measures to combat the
health crisis and economic problems, bringing down
the overall balance even further (by 5.0 % of GDP).
The pandemic prompted the government to adopt
measures to help contain the health crisis, meas‑
ures that cost a total € 6.0 billion. However, this
increase in spending on health care was partly offset
by the postponement of non-urgent medical treat‑
ments, the impact of which is provisionally estimated
at € 2.2 billion. In net terms, then, managing the
health crisis caused government spending to rise by
€ 3.8 billion.
By contrast, a number of other factors, which
indirectly also flowed from the coronavirus crisis,

Table 10
General government overall balance and debt
(in % of GDP unless otherwise stated)

p.m.
Nominal
growth
(in %)

2016

2017

2018

2019

2020 e

2020 e

50.8

51.3

51.4

50.1

50.7

−4.6

43.6

44.2

44.2

43.0

43.3

−5.1

50.4

49.7

50.0

50.1

58.8

10.7

Primary balance

0.3

1.7

1.3

0.0

−8.1

Interest charges

2.7

2.4

2.1

2.0

1.9

−2.4

−0.7

−0.8

−1.9

−10.1

105.0

102.0

99.8

98.1

115.1

Revenue
of which : Fiscal and parafiscal revenue
Primary expenditure

Overall balance
Public debt

−7.2

10.6

Sources : NAI, NBB.
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Chart  41
Overall balance deterioration almost entirely due to the coronavirus crisis
(general government budget balance, in % of GDP)
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impacted the overall balance positively. Supply con‑
straints, for instance, acted as a curb on govern‑
ment investment. Non-tax revenues, expressed as a
percentage of GDP, were still climbing somewhat.
The drop in these revenues – resulting from fewer
dividends at financial institutions in which the gov‑
ernment holds stakes – was less marked than that
in GDP, after all.
To a lesser degree, the overall balance was also influ‑
enced by non‑COVID-related developments. For one
thing, the upward trend in spending on pensions and
other social benefits continued.
Interest charges were not pushed up by the financial
markets because of the crisis. In fact, Eurosystem
purchases of government bonds contributed to mar‑
ket yields on ten-year Belgian bonds turning slightly
negative, allowing for the additional and rolled-over
debt to be financed at no cost.
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Powerful fiscal stimulus was
necessary to stabilise the economy
and preserve its potential
As in other countries, fiscal policy in Belgium played
a key part in combating the pandemic’s economic
and social repercussions. The unprecedented public
finances fillip, which worked out at nearly € 36 bil‑
lion in 2020, was vital to manage the health crisis
and help cushion the financial blow to households
and companies.
The automatic stabilisers accounted for less than half
of the financial boost provided by government. The
largest proportion of the government stimulus came
in the shape of discretionary measures, amounting
€ 22 billion. This amount included spending on tem‑
porary lay-off (furlough) schemes for employees and
the bridging allowance for self-employed workers.
Both systems were already in place before the crisis,

Chart  42
The impact of the coronavirus crisis was mitigated by lower government revenues and rising
government spending
(in € billion)
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but their rules were eased and the schemes expand‑
ed. For simplicity’s sake, the full amount attributable
to COVID-19 was considered discretionary. In addi‑
tion to income support to households, the Belgian
government also gave aid to businesses through
targeted additional spending as well as solvencyenhancing tax measures.
Both the federal government, which includes social
security, and the Communities and Regions saw
their budget deficits swell, as each introduced sup‑
port measures in their policy areas. Authorised to
fund hospitals, the federal level shouldered the bulk
of spending on managing the health crisis, albeit
that the Communities and Regions played a key
role in supporting elderly care and contact tracing.
The biggest share of income support to households
fell to the federal government and social security,
while the onus for support to companies was on
the Regions. By contrast, the crisis had but a lim‑
ited effect on local authority finances, thanks to
the financial support that municipalities and public
social welfare centres received from other levels

of government and because transfers from the
Regions and the federal government were unaf‑
fected by the crisis.

Belgium’s various governments
freed up significant resources to get
the health crisis under control
Managing the health aspects of the COVID-19 crisis
was the key priority of all of the country’s govern‑
ments, and they freed up €6.0 billion for the task
in 2020.
Significant amounts were spent on measures to
help curb the spread of the virus and keep health
care up and running. Resources were freed up
at the federal level to purchase personal protec‑
tive equipment (PPE) for the caring professions,
reimburse tracking tests, set up triage centres,
etc. There was also expenditure that immediately
benefited the population, such as the purchase
of face masks for all citizens. The Communities
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Table 11
The federal government and Communities and Regions took far‑reaching measures
to mitigate the impact of the crisis
(impact on general government budget balance in 2020 ; in € billion, unless otherwise stated)

Federal
government

Communities
and Regions

Total 1

p.m.
In % of GDP

Health crisis management

4.9

1.1

6.0

1.3

Income support to households

8.7

0.4

9.0

2.0

Benefits for temporary lay‑offs

4.3

0.0

4.3

1.0

Bridging allowance for self‑employed

3.3

0.0

3.3

0.7

Other social benefits and premiums

1.1

0.4

1.5

0.3

3.1

4.2

7.3

1.6

Premiums for forced closures or massive revenue falls

0.8

3.1

3.9

0.9

Solvency‑boosting tax measures

1.4

0.0

1.4

0.3

Support to companies and self‑employed

Support to specific sectors
Total
p.m. In % of GDP

1.0

1.1

2.1

0.5

16.7

5.7

22.3

5.0

3.7

1.3

5.0

Sources : FPS Policy and Support FPS Finance, FPS ELSD, FPB, Communities and Regions, NBB.
1 Excluding measures taken by local government. Some municipalities decided to abolish, reduce or halt local taxes on businesses
(on outdoor seating, tourist overnight stays, etc.) and / or handed out vouchers and other bonus payments.

and Regions likewise freed up specific resources,
particularly for the purchase of PPE, prevention
campaigns, contact tracing and research projects
on COVID-19. They also allocated additional funds
to hospitals and nursing homes.
In addition, the government decided to provide
some compensation to hospitals for the impact of
the health crisis on their financial situations. After
all, hospitals have incurred extra costs for admitting
COVID-19 patients, while at the same time facing a
general drop in activity at times when non-urgent
consultations and hospital admissions were being
postponed. However, there was barely any catch-up
later in the year for the health care put off in these
exceptional circumstances, leading to a significant
short-term drop in social benefit spending.
In addition, the extraordinary efforts of care staff
were acknowledged by an exceptional end-of-year
bonus, while general practitioners also received fi‑
nancial compensation for the excessive administrative

134

Economic and financial developments ¡ NBB Report 2020

burdens they were facing. On top of these oneoff measures, more structural commitments decid‑
ed earlier were honoured and raised by significant
amounts. These commitments aim to boost employ‑
ment in hospitals by way of the Zorgpersoneelfonds
and to increase pay to the health care professions as
agreed in the social agreement to be implemented
from 2021. Funds freed up for mental health care,
an area sorely tested by the pandemic, will also be
refinanced. In addition, permanent wage increases
were announced for the health care professions
under regional authority, particularly care workers in
nursing homes.

Households hit by the pandemic
were able to access social security
It was not just health care that required immense
resources in 2020 ; so too did other branches of social
security. Social benefits reached extraordinarily high
levels, with the additional expense for discretionary

monthly supplements to their usual benefits. Local
governments, which are typically the first point of
contact for these families, received financial assis‑
tance from other government bodies to help meet
For employees and self-employed workers, two
increased demand. The Regions in turn offered as‑
existing schemes were tapped into, which were
eased and revisited in the
sistance with energy and
Temporary lay-offs and the
context of COVID-19, i.e.
water bills, as well as rent
temporary lay-offs for em‑
payments for households
bridging allowance were key
in need.
ployees and a bridging al‑
support measures in the crisis
lowance for self-employed
Despite the amounts spent to support the popula‑
workers. A specific type of parental leave was
introduced for workers who had no childcare op‑
tion as a whole, some people or groups of people
still slipped through the cracks of the public authori‑
tions for children unable to go to nursery or school.
Job-seekers saw their benefits kept level, as the
ties’ safety nets. And others who did meet the cri‑
federal government decided to temporarily freeze
teria for the support measures failed to avail them‑
their degressive nature.
selves of them for lack of information, or because
the competent services were inaccessible.
At the social assistance end as well, a range of
measures were introduced to help the most vulner‑
able households. Those in receipt of integration
income or other types of social security received
measures to support household incomes estimated
at € 9.0 billion.
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Government support mitigated the
shock to businesses
In addition to temporary lay-offs and the bridging
allowance, other measures also helped businesses
to contain the negative effects of the crisis on their
activities to some degree. For the various govern‑
ment services, these discretionary support measures
implied new expenditure or foregone revenues for
a total amount of €7.3 billion, as well as financial
transactions or contingent liabilities without any im‑
mediate impact on the budget balance.
Measures to meet liquidity requirements

On top of this, companies that had been com‑
pelled to close their businesses in the first wave of
the coronavirus were automatically granted leave
to defer payment of their employers’ contribu‑
tions for the first and second quarters of 2020,
to 15 December 2020. Those who did not have to
close but were able to prove they were hard hit
were also allowed to apply.
Affected self-employed workers were granted pay‑
ment moratoria on their provisional social security
contributions of up to one year for 2020, while they
could also seek a reduction or exemption from these
payments if in trouble.

The crisis caused liquidity problems or other finan‑
cial troubles for many companies, which is why the
federal government approved a series of measures
to strengthen the liquidity positions of businesses
and self-employed workers. These were automati‑
cally given two months extra to pay the withholding
tax and to pay VAT they owed for the months of
February, March and April and for their first-quarter
returns, without fines or interest on arrears. Payment
moratoria also applied to assessments from midMarch 2020 in personal and corporation tax for
the 2019 tax year.

Allowance in the event of forced closure or
steep fall in revenue

Additionally, businesses filing periodic VAT returns
were exempted from the obligation to pay the
December advance in 2020.

Quite early on in the crisis, the Flemish Region was
paying lump sums to businesses that had to close
either partially or fully. If business activities were
closed down for three weeks or longer, this lump
sum was topped up with a daily allowance. Support
was gradually expanded to include businesses see‑
ing a drop in revenue of at least 60 %. The initial
lump sums were replaced by variable payments that
matched a proportion – first 7.5 % and then 10 % –
of the revenue earned in the corresponding period
of 2019, up to a ceiling. The Walloon Region also

Aside from payment deferrals for fiscal and para
fiscal obligations, which were largely granted by
the federal government, the Regions, which have
competence for business support, have provided
other types of emergency assistance to help relieve
pressure on businesses’ cash positions and improve
their solvency.

The Regions allocated damages to a large number
of self-employed workers and companies affected
by the lockdowns, with the hardest-hit sectors,
For corporation tax, the percentages pertaining to
such as accommodation and food services, events
prepayment benefits were raised for the third and
and tourism often qualifying for special compensa‑
fourth maturity dates, making it less detrimental to
delay pre-payments to the
tion. Although this varied
The government took a series
second half of the year.
somewhat depending on
of measures to strengthen the
This measure was specifi‑
the size of the business or
the length of its closure,
cally targeted at compa‑
liquidity positions of businesses
allowances were not di‑
nies facing liquidity issues,
and self-employed workers
so the higher percentages
rectly related to fixed ex‑
did not apply to companies that had reduced their
penses, which, by their very nature, are hard to re‑
capital, engaged in share buybacks or paid out divi‑
duce. As the months progressed, however, regional
support became more targeted and adequate.
dends since the outbreak of the pandemic.

Businesses and self-employed workers affected by
the health crisis were also able to seek a repay‑
ment plan for their tax debts, which came with a
waiver of interest arrears and forgiveness of fines for
non-payment.
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initiatives were launched in corporate and personal
paid out lump sums in the early stages, depending
income tax.
on the situation companies found themselves in.
By the third quarter, they
Self-employed
workers
were receiving 30 % of
Solvency-boosting measures
and
corporations
were
their revenue for the pre‑
also taken
given an opportunity to
vious year, with a ceiling
linked to the number of employees. The Brussels- create a tax-free COVID-19 reserve for the 2020
tax year, allowing them to deduct expected losses
Capital Region kept most of its COVID-19 aid in
for the 2020 financial year from their 2019 taxable
lump sums for most sectors, with the exception of
profits. This carry-back scheme reduces the amount
the accommodation, catering and events sectors.
of tax a company has to pay for the 2020 tax year
(revenue year 2019) or allows it to reclaim advance
In a separate development, the federal government
payments. The tax-exempt reserve will be stripped
decided to exempt from tax the lump sums and other
out of the losses effectively incurred in 2020, with
aid that the various Regions granted because of the
only the remaining losses carried forward to sub‑
COVID-19 crisis.
sequent financial years. The reserve for the 2020
tax year was capped at the profit for the financial
Fiscal measures to boost companies’ solvency
year, up to a maximum of €20 million. A sanction
was also put into place for reserves more than 10 %
In addition to liquidity-enhancing options, payment
higher than actual losses in the 2020 financial year.
extensions and regional support mechanisms, more
structural, solvency-boosting measures were needed
To revive companies’ solvency positions in the me‑
to support businesses and self-employed workers
hit by the coronavirus crisis. To this end, a range of
dium term, corporation tax now also allows for a
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reconstruction reserve, a measure aimed at keeping
future profits within the company in a tax-friendly
way and thus to help it to rebuild equity to precoronavirus levels faster. The reconstruction reserve
may only be created for financial years related to tax
years 2022 through 2024, and its total amount is
limited to the operating losses incurred in the 2020
financial year, up to a maximum of €20 million. As
it is intended to bolster a company’s equity, busi‑
nesses that implement capital reductions, engage in
share buybacks or pay out dividends do not qualify
for this solvency-boosting measure.
To ensure companies’ production potential and en‑
courage productive investment, it was decided to
raise to 25 % the basic investment allowance per‑
centage for small firms and sole traders until the
end of the 2022 financial year. What is more, the
term for moving forward any unused investment
allowance during this period was also extended to
the next two tax years, instead of merely the next
tax year.

and the self-employed were temporarily ratcheted
up to 100 %.
In a separate development, the Belgian national rail
company SNCB received federal support to offset
losses due to the drop in traffic and compensation
for the Hello Belgium card offering twelve free train
rides to the population. Infrabel, which runs the rail
network, and Skeyes, the air traffic managers, also
received support.
The Regions and Communities have provided partial
compensation for the drop in their own revenues of
many a subsidised institution, such as day nurseries
for children, service voucher companies, sheltered
workplaces and cultural sector organisations, on top
of the subsidies they were already in receipt of and
which continued. Regional public transport compa‑
nies also got help.
Loans, shareholdings and government
guarantees

To prop up affected companies and encourage
Both the federal government and the Regions initi‑
the return to work after temporary lay-offs, it
ated or expanded a variety of government guaran‑
was also decided to mitigate the wage bill for the
tee schemes to ease access to lending for business‑
months of June, July and
es affected by the crisis.
A whole series of government
August 2020 via a payroll
The most high-profile
withholding tax exemp‑
measure, included in the
guarantees were either
agreement between the
tion, with 50 % of the in‑
rolled out or expanded
financial sector and the
crease in payroll withhold‑
federal
government
on
23 March 2020, is the
ing tax relative to May 2020 exempt for each of
government guarantee mechanism to which new
these months. To avail themselves of the exemption,
loans and bank credit facilities are eligible under
businesses must have used the temporary lay-off
certain conditions (and which is the subject of
scheme between March and May 2020 during an
chapter 5.1 of this part of the Annual Report). In
uninterrupted period of one month.
addition, the federal government also stepped in to
provide more immediate support to specific com‑
Support for selected sectors
panies, particularly in the aviation industry, where
the federal shareholdings and investment company
Selected sectors that were particularly hard hit
SFPI allowed loans to Brussels Airlines and ground
received specific support. The federal government,
handler Aviapartner.
for example, footed the bill for the end of year
bonus in the accommodation and food service
sector. All businesses that were forced to close in
The Regions have bumped up their guarantee
the second lockdown, and by extension also their
schemes by around €2 billion. In the Flemish Region
suppliers bearing the brunt, qualified for repayment
a total of at least €400 million in loans was ef‑
of employers’ social contributions for the third
fectively secured by the government to help busi‑
quarter. To create some financial margin for food
nesses pull through the crisis. The public invest‑
service businesses, the VAT rate on restaurant and
ment body Participatiemaatschappij Vlaanderen
catering services and on the sale of non-alcoholic
furnished nearly €150 million in subordinated loans
drinks was cut to 6 % until the end of 2020. Tax
to over 350 businesses. In the other Regions, a
breaks for business hospitality costs for companies
wide range of government finance instruments
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© Brussels Airlines

were either rolled out or expanded. The Brussels
government, for one, launched recovery loans for
micro firms, while self-employed workers and small
businesses can increase their cash reserves with
the ricochet loan offered by the Walloon Region, a
hybrid scheme made up of a bank loan that is 75 %
secured supplemented by an interest-free govern‑
ment loan.
Lastly, Flanders and Wallonia decided to expand
the arrangements in their current initiatives to
mobilise savings, more specifically the “win-win
loan” and the prêt coup de pouce, while the
Brussels Region introduced a similar system, its
so-called “proxi loan”. The underlying principle in
all cases is to encourage funding of entrepreneurs
by their friends and families through tax credits for

lenders coupled with a partial regional guarantee
on borrowings.
For budget purposes, these government guaran‑
tees are, in principle, considered to be contin‑
gent liabilities, which will only trigger spending on
amounts that will have to be paid to cover defaults.
The loans and equity investments are considered as
pure financial transactions if their conditions are in
line with market practice, by which time they will
be neutral for the general government budget bal‑
ance but will still affect gross debt.

NBB Report 2020 ¡ Fiscal policy and public finances

139

Government debt has surged

above the euro area average, by some 13.4 percent‑
age points of GDP.

After gradually falling between 2014 and 2019, the
government debt ratio surged in 2020 by 17 per‑
centage points to 115.1 % of GDP – a rise of a
steepness not seen in well over 20 years, even if
it remains below the peak of 134.9 % of GDP in
1993. By the end of 2020, federal government debt
accounted for 80.9 % of total government debt,
while the share of the other government levels rose
by around one percentage point in the course of
the year.

The 2020 record increase in the government debt
ratio is almost entirely down to the coronavirus cri‑
sis. First off, the major GDP contraction more than
wiped out the favourable effect of extremely low
interest rates, making for a significant contribution
from the difference between the implicit interest
on debt and nominal GDP growth (+7.9 percentage
points). In addition, the primary deficit hitting 8.1 %
of GDP also pushed up debt sharply.

Since 2014, when the sovereign debt crisis in the
euro area drew to a close, Belgium’s debt ratio
profile had been similar to the euro area average
debt ratio. That said, its 2020 surge was higher in
Belgium, where the pace of its drop had also been
slightly slower in the five previous years. As a re‑
sult, government debt levels in Belgium remain well

Exogenous factors likewise contributed to higher
debt, to the tune of 0.9 of a percentage point. These
are mostly related to stakes the Belgian governments
took in companies in 2020, the loans they granted to
companies and payment deferrals for contributions
and taxes from 2020 to 2021. The accounting adjust‑
ments for registering debt issues had the opposite

Chart  43
Health crisis costs and recession drove the debt ratio up dramatically
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effect, as the Belgian Debt Agency issued a lot of
debt instruments above par, particularly for issues
at negative interest rates. As a negative coupon is
an impossibility, such a negative rate can only be
achieved by issuing securities at values in excess of
their nominal value, meaning that investors receive
a lower amount at maturity than their initial outlay.
These issue premiums depress debt in the year of
issuance, while subsequent years to maturity will
see this impact offset by an upward effect on the
debt ratio.

Despite steeper debt, exceptional
financing conditions implied that
interest charges continued to fall
The downward trend in interest charges persisted
in 2020, with savings of nearly €700 million made
for general government compared with 2019. Once

again, this was due to lower implicit interest rates,
which counteracted the upward effect of the debt
ratio.
Because of the fall in interest rates and their sub‑
sequent stabilisation at low levels, debt was re‑
financed by issues commanding lower rates than
those on securities maturing. 2020 once again saw
governments tap into extremely favourable financ‑
ing conditions, as the yield on ten-year linear bonds
(OLOs) shrank from 0 % in January to –0.4 % in
December. Despite a temporary upturn at the start
of the crisis, when turbulence shook the financial
markets, this yield worked out at an average –0.1 %
for the year. The federal government was essen‑
tially remunerated for various issues of long-term
securities, especially in the second half of the year.
Three-month and one-year Treasury certificates saw
average yields close to their levels for 2019, i.e.
around –0.6 %.

Chart  44
The fall in the implicit interest rate further reduced interest charges
(in %, unless otherwise stated)
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Unless market rates go up unexpectedly and sharp‑
ly, interest charges look set to come down even
further in 2021 and 2022. After all, the OLOs ma‑
turing in the course of these next two years were
issued at average interest rates between 3 % and
4 %. Refinancing gains are expected to tail off after‑
wards, as the securities maturing beyond 2022 were
issued at relatively low interest rates.

Gross borrowing requirement
bumped up to finance support
measures
At the beginning of 2020, before the outbreak of
the coronavirus crisis, the Belgian Debt Agency’s
financing plan was expecting a gross borrowing re‑
quirement of around € 31 billion for the year, includ‑
ing the refinancing of around €19 billion in OLOs
maturing in the year. To meet the requirement,

some € 30 billion in OLO issues were planned. In the
event, over € 20 billion extra was needed, because
of the impact of the crisis on the budget and the
numerous support measures.
At the federal level, as a result, borrowing require‑
ments totalled € 52.6 billion. As initially planned,
these were mostly met through OLO issues in the
amount of € 44.5 billion. The European Commission
also transferred a first tranche of € 2 billion (of the
budgeted total € 7.8 billion) of the loan it had al‑
located to the Belgian governments as part of the
SURE programme providing temporary support to
mitigate the risk of unemployment in emergencies.
In the secondary market, the Bank’s share of gov‑
ernment debt has been steadily rising since 2015
in the wake of the Eurosystem’s asset purchase
programmes. Whereas this percentage was less
than 2 % of outstanding debt in 2014, by 2020 it

Chart  45
The proportion of NBB-held government debt has been growing since 2015
(debt breakdown by holder 1, in %)
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1 For 2020 : estimate for the situation as at 30 September.
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had gone up to 14.8 %. The share held by other
Belgian residents, meanwhile, has declined to the
same degree. Over half of Belgian government debt
is held by non-residents.

Debt maturity unchanged
Debt issued by the Belgian Debt Agency in 2020
had an initial term to maturity of 13 years and
seven months at an average interest rate of 0.04 %,
the lowest average interest rate for its issues ever.
Very long-dated loans were again issued, a number
of which will mature in 2066.
The remaining term to maturity of total federal debt
remained stable in 2020 : nine years and nine months
by year-end 2020, the same as at the end of 2019.
The steep rise in the borrowing requirements com‑
pared with pre-crisis expectations did not therefore
change the federal government’s debt management
strategy. These long terms to maturity reduce the
risks related to the gross borrowing requirement,
which can be substantial for countries with high
government debt such as Belgium.

Chart  46
Federal debt term to maturity stabilised while average yields on new issues declined further
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4.4 Post-crisis measures will be needed
to ensure the sustainability of
Belgian public finances
years had been insufficiently seized to make the
country’s public finances healthier. Coupled with
the high levels of debt, this structural imbalance
affects Belgium’s ability to handle economic shocks
and market pressures. The coronavirus crisis has
proven beyond a doubt that it is important to have
budgetary scope.

Expected persistent fall in GDP to
lead to lasting deterioration of
public finances
Even before the outbreak of the COVID-19 cri‑
sis, Belgium’s public finances were still far away
from structural balance. In fact, in its assessment
of the country’s 2020 draft budgetary plan in
November 2019, the Commission had observed that
the favourable economic conditions of the previous

Despite this shaky starting position, the public au‑
thorities responded aptly to unprecedented circum‑
stances with concerted, focused and swift action

Chart  47
The deterioration in the nominal budget deficit will only partly fade in the years ahead
(in % of GDP)
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Sources : NAI, NBB.
1 Compared with the Bank’s 2020 December outlook, projections for the government budget deficit for 2020 were revised from 10.6 % to
10.1 % of GDP, but those for the 2021-23 period remained virtually unchanged.
2 The situation without COVID-19 was estimated on the basis of the NBB’s macroeconomic projections from December 2019, adjusted for
the difference between the projections and actual figures for 2019.
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to support the economy, resulting in a sizeable
increase in the nominal budget deficit.
From 2021, the budget deficit is set to shrink
to nearly 6 % of GDP, according to the Bank’s
December 2020 projections, but this is still sig‑
nificantly higher than projections before the crisis
hit. The difference is largely due to an only par‑
tial recovery in GDP, which is predicted to remain
close to 3 % below the levels expected without the
COVID‑19 crisis by 2023. The federal government
and social security are expected to account for some
three-quarters of the deficit, and the Communities
and Regions for the remaining quarter, while local
governments’ overall balance is forecast to remain
roughly in equilibrium. The debt ratio is likewise
reckoned to deteriorate sharply and rise towards
120 % of GDP, around 20 percentage points higher
than before the crisis.
The impact of population ageing must also be fac‑
tored in ; this will continue to depress public financ‑
es in the next two decades and will only worsen
because of the current crisis. The Study Committee
on Ageing (SCA) is currently projecting that, in the
absence of any change of policy, social benefits will

be 5.1 % of GDP higher in 2045 than in 2019, a
significant rise on the projections the SCA posited
in its 2019 report, when it was assuming 3.6 % of
GDP. Over half of this difference is attributable to
the impact of the COVID-19 crisis, and mainly to
its concomitant persistently lower estimated GDP
numbers. Apart from that, the upward revision of
the number of people on disability benefit and,
to a lesser extent, the downward revision of the
projected average number of children a woman has
also play a role. Over the coming years, population
ageing costs can push up government spending
by an average 0.2 of a percentage point of GDP
per annum, mainly caused by higher pensions and
health care spending.
It is hard to predict what turn public finances will
take in the next few years, as the macroeconomic
outlook is surrounded by a good deal of uncer‑
tainty. This calls for a simulation of how public
finances would develop until 2030 in a range of
different scenarios for GDP developments, all else
being equal. A baseline scenario sees GDP develop
as expected in the Bank’s 2020 December projec‑
tions until 2023 ; an optimistic scenario puts GDP
in 2023 3 % higher than the baseline, taking it

Chart  48
Social benefits set to rise sharply over the next decades
(in % of GDP)
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close to what it was expected to be without the
COVID-19 crisis ; a pessimistic scenario puts GDP
as much as 3 % lower than the baseline. All three
scenarios assume that, from 2024, GDP will grow
as predicted in the most recent SCA report, i.e. by
an average 1.3 % a year, that the primary deficit as
a percentage of GDP will rise annually in step with
population ageing costs and that implicit interest
rates on government debt will hold steady at 1.3 %.
The baseline scenario foresees a rise in the budget
deficit beyond 2023 to around 7 % of GDP, on
the back of steadily growing population ageing
costs. At such a deficit, the debt ratio would add
over 2.5 % of GDP per annum, to nearly 140 %
of GDP in 2030. In the optimistic scenario, the
deficit shrinks to 4 % in 2023 before reverting to
a gradual increase. In this scenario, too, the debt

ratio gradually climbs to 120 % of GDP in 2030.
Lastly, the pessimistic scenario sees the deficit go‑
ing no lower than 7 % of GDP and deteriorating
to over 9 % of GDP by 2030. The debt ratio would
then go off the rails towards 160 % of GDP, a level
considered unsustainable.
The simulation exercise reveals that even in the
baseline scenario an important consolidation effort
will be needed to stabilise the debt ratio and then
get it on a downward trajectory. Today’s extremely
favourable interest growth dynamics, which – if
continued – should alleviate the pressure on the
debt ratio beyond 2023 yearly by around two per‑
centage points, are not in any way enough to offset
the upward impact of the primary budget deficit
on the debt ratio. And even the optimistic scenario,
which reflects a macroeconomic environment as

Chart  49
Post-crisis economic recovery will largely determine the risks to the sustainability of government
debt 1, 2
(in % of GDP)
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Sources : NAI, SCA, NBB.
1 The baseline scenario reflects the NBB’s December 2020 macroeconomic outlook, with a projection horizon until 2023. For the 202430 period, the simulation assumes the primary balance achieved in 2023 as a starting point, and factors in population ageing costs and
hypotheses on GDP developments in the July 2020 SCA report. Other assumptions include that the implicit interest rate on government
debt will remain stable at 1.3 % beyond 2023 and that no exogenous factors impact the debt ratio trajectory. The alternative scenarios
posit an increase or decrease in GDP by 1.5 % in 2021, by 2.5 % in 2022 and by 3 % in 2023 ; the impact on public finances is estimated
by applying a semi-elasticity of 0.62.
2 Compared with the NBB’s 2020 December projections, the estimate for the government budget deficit for 2020 was revised downwards
from 10.6 % to 10.1 % of GDP, but the projections for the 2021-23 period have remained virtually unchanged.
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expected before the coronavirus crisis, flags the ne‑
cessity of consolidation measures to bring the debt
back onto a downward path and thus limit the risks
related to the sustainability of government debt.

A step-by-step plan to nurture
Belgian public finances back to
health is vital
The outlook unmistakeably shows that the impact of
the coronavirus crisis will squeeze the sustainability
of Belgian public finances. In time, when economic
activity is fully recovered and the health crisis past,
the debt ratio will inevitably have to be reduced to
safeguard the sustainability of public finances.
It is advisable that a roadmap is drawn up to gradu‑
ally curb the deficit and ensure that government debt
stops rising and instead starts to fall. The best timing
to a large degree depends on the way the health crisis
unfolds and the strength of the economic recovery.

spending came to 52.1 % of GDP in Belgium, com‑
pared with a euro area average of 47.1 % ; in fact, in
the euro area, only France’s and Finland’s percent‑
ages were higher. Spending on general services,
economic affairs and education, in particular, is
relatively high in Belgium, whereas government in‑
vestment is structurally low. In fact, expressed in
percentages of GDP the government’s capital stock
has been falling for years.
High levels of spending are not necessarily effec‑
tive ; as a previous analysis by the Bank showed, the
Belgian government is rather average in terms of
efficiency 2 . A sustained effort to control costs and
improve government performance should therefore
be central to its fiscal policy. A government appara‑
tus that is as efficient as possible at all policy levels
should be the key objective to weather future chal‑
lenges, while trends in the most important spending
category – social benefits – must be taken in hand,
given the sharply upward pressure due to popula‑
tion ageing.

Budget consolidation in Belgium must be guided by
To achieve the requisite consolidation post-corona
the European fiscal framework, once this is back in
crisis, it is essential to secure the commitment
place. These rules should
and strong collabora‑
Belgium’s fiscal framework
be underpinned by robust
tion between all layers
and efficient national fis‑
of Belgian government.
could do with improvement
cal frameworks. An analy‑
Although a detailed le‑
on a number of points
sis of the key elements of
gal framework aimed at
the Belgian fiscal framework reveals it to have a
achieving this is in place, coordination is lacking.
number of strong points as well as some areas for
In the past years, the country’s various govern‑
1
improvement .
ments have proved unable to agree cooperation on
binding budgetary goals for general government
and sharing them out between the various levels
The government has two levers at its disposal to
of power. Such an agreement would create clarity
reduce the budget deficit, namely revenue and
on the various responsibilities and facilitate inde‑
primary expenditure, preferably supported by a
policy which promotes growth. The margins on
pendent monitoring by the Public Sector Borrowing
the revenue side are very thin given the already
Requirement section of Belgium’s High Council of
substantial tax burden, so consolidation will have to
Finance. It is vital that all government levels contrib‑
focus mostly on primary spending. In the past two
ute to fiscal consolidation and that these efforts can
decades, government spending has generally risen
be assessed. After all, all governments will have to
faster than nominal GDP, which is why it was high
observe budgetary discipline if they are to ensure
even before the health crisis. In 2019, government
the sustainability of Belgium’s public finances.

1 For more details, see Bisciari P., H. Godefroid, W. Melyn,
R. Schoonackers, P. Stinglhamber and L. Van Meensel (2020),
“Belgium’s fiscal framework : what is good and what could be
better ?”, NBB, Economic Review, December.

2 For more details, see Cornille D., P. Stinglhamber and
L. Van Meensel (2017), “Public sector efficiency in Belgium”,
NBB, Economic Review, June.
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Chart  50
Primary expenditure – which had been high even before the pandemic – touched record highs and
will probably remain high in future years 1
(in % of GDP)
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1 Compared with the NBB’s 2020 December outlook, projections for 2020 primary expenditure were revised down from 59.1 % to 58.8 % of
GDP, but those for the 2021-2023 period remained virtually unchanged.
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BOX 4

Public finances : no prosperity without sustainability,
even when interest rates are negative
Many governments are currently able to borrow large sums of money at negative interest rates. This raises
the question of whether they should be concerned at all about the current or future level of government
debt. Current interest rates do indeed offer the desired scope governments need to handle shocks such
as the COVID-19 crisis but these circumstances are not here to stay forever, nor are they a carte blanche
to carelessly spend money, as governments ought to be solvent, regardless of the interest rate level.
Budgetary restrictions facing government and sustainability of debt
Just like households and businesses, governments must balance their incomings and outgoings. Not that
equilibrium is a requirement at all times, as part of spending can be financed by loans if economic actors
running surpluses are willing to lend.
Accumulating debt by government can be a good thing for society. At times of economic or financial
shock, for instance, it enables government to spread economic stakeholders’ income losses across time
through taxes and transfers. Conversely, debt should be wound down when economies are at the top
of their cycle – a symmetry that is quite rare in the real world. Government debt does not only serve to
cushion macroeconomic shocks, it can also finance a proportion of productive public spending (such as
on infrastructure), insofar as the expected gains exceed the costs of borrowing.
Even though government debt can make economic and societal sense, certain boundaries should not be
overstepped. After all, the smooth operation of the financial system is based on the confidence of the
lender that the borrower is able to meet their obligations – in their solvency, in other words. In the case of
governments, solvency implies that they are able to meet their current and future financial commitments,
without resorting to dire economic or socially untenable policy measures. If they were incapable of doing
so, lenders would charge unsurmountable risk premiums or even discontinue their lending. Obviously,
then, there is a ceiling to debt, a point beyond which a government’s promise it will repay interest and
principal no longer merits belief.
The sustainability of government debt is judged on economic prospects, including the fiscal implications
of key trends such as population ageing and global warming, which weigh heavily on the credibility of
government commitments. Any such judgement also reflects major uncertainties and assumptions that
require constant re-evaluation 1. The relationship between government debt and GDP is an often-used
indicator for sustainability analyses. After all, a government bond may be considered to be a right for its
holder to share in government revenues, and GDP – the gauge of the totality of income in any economy
– is a reliable approximation of a country’s potential tax base. At the end of the day, debt must not run
up much faster than its ultimate “guarantee”.

1 An operational framework providing the basis on which to gauge the sustainability of government debt is detailed in Debrun X.,
M. Jarmuzek and A. Shabunina (2020), “Public debt : Safe at any speed ?”, NBB, Economic Review, September.
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The importance of sustainable public finances
No government that has repeatedly reneged on its payment commitments has ever been able to ensure
the prosperity of its people in the long term. As soon as the ceiling on government debt is crossed,
lenders run the immediate risk of default and any access to new loans is jeopardised. In situations such
as these, a government only has economically and socially expensive options left, such as official funding
– via the European Stability Mechanism, for instance, or the IMF – which typically come with a repayment
plan to guarantee the future sustainability of debt, full or partial default or a gradual depreciation
through inflation. In any case, the prospect of default or rapidly rising inflation undermines the reputation
of government paper as a risk-free asset, removing a key reference point for setting risk premiums and
thus for the savings and investment decisions of businesses and individuals. More often than not, this
results in massive destruction of wealth, an implosion of the financial sector, a halt to investment and
lastly also job losses, often hitting the most vulnerable the hardest.
Who is responsible for the sustainability of public finances ?
The sustainability of public finances is the responsibility of government. Its decisions must ensure that
the debt ratio does not surge in the long term. Some also believe that central banks could guarantee a
sustainable debt ratio, but that must perforce always be done via inflation, which can get rapidly out of
control if not handled circumspectly.
And yet, in an unprecedented context in which inflation has been languishing below official targets
for years, central banks are playing a more direct role in the financial markets through their purchases
of government paper, which are cutting funding costs for governments. In 2020, this fiscal scope was
largely used to handle the COVID-19 shock. At the same time, the unprecedented urgency to make
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very extensive use of both monetary and fiscal policies to help stabilise the economy has weakened any
concerns about the sustainability of – nonetheless very high – levels of government debt.
These highly unusual circumstances do not, however, change anything about the division of responsibilities
between government and central bank in terms of macroeconomic stability. The sustainability of debt is
the unique remit of governments, while safeguarding purchasing power is the exclusive responsibility of
central banks. This division between monetary and fiscal policies has proved to be effective and remains
the best security against a return to the macroeconomic and financial instability of the 1970s and 1980s,
which continues to haunt some emerging economies.
How to ensure the sustainability of public finances
To manage debt developments, the government must control the budget balance whatever the interest
rate is. This is less difficult when GDP is growing rapidly and interest rates are low. More specifically,
when GDP growth is higher than the interest rate, as has been the case for quite some time now, the
government is able to pay a proportion of the interest charges from additional borrowing without fear
of exploding debt levels. By contrast, when the interest rate exceeds GDP growth, the debt ratio can only
be stabilised when a sufficiently large proportion of interest charges is covered by revenues (and therefore
when primary surpluses are being generated).
Although current financing conditions enable the government to deploy without much stress the
exceptional resources needed to mitigate the coronavirus crisis, it would be careless to conduct fiscal
policy and debt management on the assumption that these conditions will stay in place for ever more.
History suggests that the situation may suddenly turn and that low interest rates, even if they persist for
a long time, do not offer any protection against debt crises 1.
At the end of the day, managing government debt is a challenge similar to containing global warming,
as neglect will have major repercussions for future generations and expose society to calamity if turning
points are breached. And in both cases, those risks must be contained today, robustly and sustainably.

1 See Mauro P. and J. Zhou (2020), “r minus g negative : Can We Sleep More Soundly ?”, IMF Working Paper 20 / 52.
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5.1 The financial sector has helped to
support companies and households
It has not just been monetary and fiscal policies that
have supported the economy since the outbreak of
the coronavirus crisis ; so, too, have financial institu‑
tions, with the help of the measures that prudential
authorities and governments took to widen their
margin for manœuvre.
More fundamentally, the financial sector was able to
play a supportive role because of its robust position
at the start of the crisis, particularly in terms of its
solvency. Thanks to their efforts since the 2008 glob‑
al financial crisis, banks were not at the root of the
economic crisis this time round, but they should serve
as a key lever to help address and weather the crisis.

guarantee scheme. Other measures to support com‑
panies’ liquidity were also put in place, making it less
necessary for them to draw on the guarantee scheme,
a particular case in point being the payment deferrals
for a range of government levies but also for loans.
That said, at the beginning of December 2020, it was
decided to extend the second guarantee scheme until
the end of June 2021 and the maximum maturity to
five years.

Part two of the accord is the payment deferrals
(moratoria) that banks may grant to avoid defaults
by borrowers that are solvent but are facing tem‑
porary liquidity issues due to plummeting incomes
related to the COVID-19 crisis. To be eligible for
such a deferral, they have to meet a set of condi‑
tions, particularly as to the reasons for the fall or
Payment moratoria and loan
loss of income. Businesses were allowed to postpone
guarantee schemes helped economic
repayment of principal only, with interest still due,
actors that came under temporary
whereas households were granted a full payment
pressure
holiday (for both principal and interest). Take-up
of payment deferrals was massive : at the peak by
To ensure funding for households, self-employed work‑
the end of September 2020, it covered 13 % of
ers and companies, the financial sector and Belgium’s
outstanding loans to busi‑
federal government agreed
nesses and 6 % of out‑
a two-part accord at the
Payment deferrals on loans
standing mortgage loans.
end of March.
temporarily eased liquidity pressures
These percentages then
declined, as deferrals were
The first part concerned
initially agreed for a period of six months and could
the implementation of a federal guarantee scheme
only be rolled over to the end of December 2020 if
covering up to € 50 billion in new short-term loans
borrowers still met the conditions. In anticipation
to businesses, encouraging credit institutions to give
of the potential impact of the second wave of the
companies the finance they need to continue their
COVID-19 pandemic, payment deferrals were nev‑
activities. Initially set up for loans with maturities
ertheless extended by up to another three months
of up to 12 months, the scheme was expanded in
into 2021, on condition that cumulative use in 2020
July 2020 with a second one specifically targeting
and 2021 must not exceed nine months.
SMEs and covering loans with maturities of up to
three years. Neither of the two schemes was much
used in 2020, as most borrowing requirements were
The guarantee and payment deferral schemes are
met through loans that are outside the scope of the
discussed in greater detail in box 8 of section B.1 in
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Prudential policy enhanced the
financial sector’s ability to support
the economy

authorities gave the banks additional scope to sup‑
port the real economy. Free capital buffers – i.e.
capital available over and above regulatory capital
requirements – were already sizeable before the
onset of the crisis and were bolstered to accom‑
modate the uncertainties over the eventual impact
of the crisis, standing at slightly below € 20 billion
by the end of September 2020. Belgian banks also
strengthened their liquidity positions in the first
nine months of 2020, in particular by boosting their
liquid assets reserves through the ECB’s TLTRO III
programme. As a result, their liquidity coverage
ratio – that is to say, high-grade liquid assets as a
percentage of short-term outflows as simulated by
worst-case scenarios – nudged over 160 % by the
end of September 2020, well above the regulatory
minimum of 100 %.

A range of prudential measures was put in place
to ensure the banking sector’s resilience and its
ability to continue to carry out its financial in‑
termediation remit, a crucial task at times of fi‑
nancial tension. By temporarily easing capital and
liquidity requirements, micro- and macroprudential

At microprudential level, the ECB, which directly
supervises the euro area’s biggest banks, intro‑
duced a series of measures allowing banks to ob‑
serve liquidity and capital reserves below regula‑
tory requirements. The National Bank of Belgium
took similar measures for smaller banks, while also

this Report’s Prudential regulation and supervi‑
sion part. Insurers joined banks in signing up to
the accord and committed to flexibility about pay‑
ment of certain insurance premiums. By the end of
May 2020, a moratorium on consumer loans was
also introduced, while the government, by way of
Belgium’s export credit agency Credendo, reached
a reinsurance agreement with the credit insurance
sector to help keep loan facilities at adequate levels.
Credendo also developed a new financial guarantee
for short-term bridging loans granted to interna‑
tionally operating Belgian businesses.

Chart  51
Higher free capital buffers and liquidity margins help Belgium’s banks support the real economy
(consolidated data)
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recommending that supervised banks and insurance
companies limit their dividend payments to secure
their capital buffers. The various measures are the
subject of chapter B of this Report’s Prudential regu‑
lation and supervision part.
In terms of macroprudential policy, which is set
at the national level, the Bank proactively released
the full countercyclical capital buffer in March 2020.
Other macroprudential capital requirements were not
eased, but the goal of macroprudential policy contin‑
ues to be to support the real economy and the Bank
will do what it takes. The general macroprudential
policy framework, in which risks related to the prop‑
erty markets still feature highly, is the subject of

box 5, as is the Bank’s forward guidance on the use
of the various instruments.
The key challenge for the prudential authorities is to
encourage banks to efficiently deploy their free capi‑
tal reserves when needed, as these can be proactively
committed and not just used to cushion a later rise
in loan losses. A bank might offer debt restructuring
to viable companies, for instance, with the lender
taking a limited loss to avoid default. However, banks
may prove reluctant to delve into their capital buffers
in the face of uncertainties over the development of
the health situation, and because they perhaps fear
being seen as “weaker“ and being stigmatised if their
general solvency indicators were to deteriorate.

BOX 5

Macroprudential policy measures taken by
Belgium in the context of the coronavirus crisis
As the COVID-19 crisis unfolded, macroprudential policy switched from the preventive and gradual
build-up of capital buffers, which had got underway in Belgium in 2013, to crisis mode targeting
maximum – but responsible – use of capital and liquidity buffers. The aim is to keep up lending to the real
economy despite unfavourable economic circumstances and thus to limit any procyclical effects inherent
to the financial system. Besides microprudential measures, the Bank – which serves as the country’s
macroprudential authority – also made sure the financial sector had sufficient room to support the real
economy, while signalling its preparedness to take additional steps as and when needed.
At the very outset of the COVID-19 crisis in March 2020, the Bank released the countercyclical capital
buffer in anticipation of possible significant loan losses in banking portfolios. This is a buffer created
in times of dynamic lending to give banks’ adequate absorption capacity in the face of loan losses.
By factoring in similar decisions taken by other countries and that apply to foreign exposures on a
consolidated basis, a capital reserve of around € 2 billion was freed up for the Belgian banking sector.
The Bank has already indicated it does not intend to reactivate the buffer before the third quarter
of 2021.
The Bank will continue to keep close tabs on the Belgian property market, a follow-up that is exceedingly
important in the current context in view of persistent vulnerabilities in this market, such as Belgian

u
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households’ high debt ratio and Belgium’s banks’ massive exposure in the shape of mortgage loans.
To date, however, the Bank has seen no signs of increased tensions in this market, although everything
is in place for it to free up macroprudential capital buffers to address property risks should these emerge,
for instance if payment difficulties for mortgage borrowers increase significantly. In the event, these
capital buffers, which amount to some € 2 billion for the banking sector at large, might serve not just
to cushion losses through defaults but also to offer proactive solutions to solvent borrowers, such as
debt restructuring.
In terms of the residential property sector, at the end of 2019, the Bank had made specific recommendations
to banks and insurance companies in addition to the capital requirements mentioned earlier. It urged
them to exercise more caution when granting mortgage loans, especially loans with high loan-to-value
ratios, without jeopardising access to credit for solvent borrowers (for a more detailed discussion of these
recommendations, see box 6 in the 2019 Report). These “prudential expectations” were kept in place
to head off any fresh increase in risks surrounding mortgage lending. The sector would appear to be
heeding the Bank’s expectations, with data on the first half of 2020 suggesting a major improvement in
the risk profile of new mortgage loans granted (see section 5.3).
As the country’s macroprudential authority, the Bank also imposes specific capital requirements on
national systemically important banks, taking into account the high economic and social cost of their
potential bankruptcy. These are relatively major buffers, adding up to a total of over € 5 billion for the
relevant Belgian banks. In view of the structural nature of these buffers, any release must be seen as a
final resort in the event of additional scope being needed.
In addition to the recommendations by the microprudential authorities to the financial sector – to defer
any dividend payments in 2020 and not pay out any for the first nine months of 2021, or exercise
extreme caution when going ahead with them – the Bank also stressed the importance of dividend policy
circumspection at the macroprudential level. It observed that the recommendations, whose aim is to help
create robust capital buffers, applied to all Belgian credit institutions and insurance companies, including
subsidiaries of international groups
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5.2 Companies’ financial health
deeply affected by the crisis
Bankruptcy risk increased in the
wake of liquidity shortages

weeks of lockdown saw businesses swiftly face a
rapid depletion of their cash reserves, with the atten‑
dant risks of suspension of payment and bankruptcy.

For many businesses – both self-employed work‑
ers and non-financial corporations – the shutdown
of large swathes of the economy during lockdown
inevitably caused the loss of a large proportion or
even all of their income. At the same time, they were
expected to make regular payments on their fixed or
variable costs, which did not suddenly disappear –
invoices from their suppliers, for instance, employees’
wages, rents and loan repayments. And so the first

Even businesses that enjoyed perfectly healthy precrisis financial positions found themselves facing cash
deficits when their cash reserves proved inadequate to
overcome a lengthier period without income. After all,
in normal times, businesses do not necessarily need
to run a lot of working capital, as regular payments
by their customers typically provide the resources to
meet a large proportion of their short-term maturities.
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The Bank recently released a study of the impact
of the COVID-19 crisis on cash reserves and, more
generally, on the financial health of Belgium’s busi‑
nesses 1. The analysis covered a population of around
400 000 non-financial corporations, ignoring natural
persons engaging in a business activity in their own
names (self-employed workers and liberal profes‑
sions). It found that a large number of these busi‑
nesses had seen their cash reserves dwindle from the
very first months of the crisis, to the extent that they
were no longer able to meet their short-term obliga‑
tions. Without external financing and the support
measures offered by government, one-third of all
businesses would have been looking at cash short‑
ages by the end of June 2020. This number remained

1 See Tielens J., Ch. Piette and O. De Jonghe (2021), “Liquidity and
solvency of the Belgian corporate sector in the COVID-19 crisis : a
post-first-wave assessment”, NBB, Economic Review, June.

stable in September, when the pandemic reared its
head again.
Estimates suggest that loans granted by credit in‑
stitutions at normal conditions – i.e. outside the
federal government’s guarantee scheme – between
March and September 2020 helped to avoid liquidity
problems for 11 % of non-financial corporations. To
a large extent, this reflects companies – particularly
large firms – tapping existing credit lines, but also
fresh loans being granted.
The various support measures on offer also helped
many businesses to make it through the first wave
of the pandemic and maintain their cash resources.
An estimated 6 % of non-financial corporations
had insufficient bank credit to make up for liquidity
losses but were able to run surpluses on the back
of these measures. This factors in the impact of

Chart  52
Despite bank lending and support measures, businesses continued to face liquidity problems
(in % of total non-financial corporations, situation at the end of the month)
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Chart  53
Liquidity problems were felt most keenly in sectors hardest hit by restrictions
(estimated proportion of businesses facing a cash deficit at the end of September 2020 ; in % of the total per sector, unless otherwise stated)
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the moratoria granted by the financial sector on
the repayment of existing loans, the allocation of
new loans covered by the federal government guar‑
antee scheme, the use of temporary lay-offs and
nuisance and compensation premiums granted by
regional governments. A range of temporary fiscal
measures taken by the federal government – and
discussed in greater depth in chapter 4 – also came
into play, particularly the one-off carry-back regime
for losses, exemption of the withholding tax when
people return to work after temporary lay-off and
the increase to 25 % of the tax deduction rate for
investment.
While payment moratoria on loan repayments and
the government’s first guarantee scheme exclusively
applied to businesses that met certain solvency and
profitability criteria before the crisis, other support
measures, particularly the nuisance and compensa‑
tion premiums, were granted to all businesses hit
by the crisis and which requested these premiums,

regardless of their viability outside the context of the
pandemic. An estimated quarter of businesses that
managed to side-step cash shortfalls thanks to the
various support measures would have used up their
cash reserves even without a crisis.
Although bank lending and support measures were
able to compensate for a proportion of their liquidity
losses, an estimated nearly 20 % of Belgian non-fi‑
nancial corporations were still grappling with liquid‑
ity issues by September 2020, the COVID-19 crisis
being at root of the problem for 80 % of them.
This percentage matches the outcomes of similar
studies for other European countries. The addi‑
tional financing requirement to mitigate the cash
deficits of affected Belgian businesses is estimated
at € 15.6 billion. If businesses are part of a group
where cash management is centralised, intra-group
loans may be assumed to address part of this bor‑
rowing requirement. However, this concerns rela‑
tively few businesses.
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by Belgium’s Council of Ministers on 6 November dur‑
The large number of businesses facing short-term
ing the second wave of the pandemic, aims to provide
payment difficulties suggests a considerably higher
businesses with temporary protection from creditors.
risk of bankruptcy. As ERMG surveys demonstrated,
these risks are obviously higher in sectors hardest
In 2020, the total number of bankruptcies declared
hit by the lockdowns, such as cafés and restau‑
in Belgium was the smallest since 2005. This makes
rants, high-contact professions (hairdressers, beauty
for a very different situation from the one at the time
parlours and wellness centres), sports and recrea‑
of the global financial cri‑
tion, hotels and cultural
sis, when the number of
activities. An estimated
Support measures helped keep
bankruptcies rose very rap‑
over one-quarter of busi‑
bankruptcy numbers low in 2020
idly and remained at high
nesses operating in these
levels well into 2013. That
sectors, almost exclusively
said, if the near closure for certain hard-hit sectors
SMEs, were facing liquidity problems. What is more,
persists, a major wave of bankruptcies in 2021 can‑
these problems more often affect smaller companies,
not be ruled out, particularly if temporary support
particularly those employing fewer than five fullmeasures are wound down too quickly.
time equivalents (FTEs), as well as less productive
businesses.
On the back of the various support measures for busi‑
nesses, but also because of a slowdown in activity
at commercial courts during the general lockdown
and the moratorium on bankruptcies that the federal
government announced by Decree on 24 April 2020,
Belgium’s courts declared an exceedingly small num‑
ber of bankruptcies in 2020. This moratorium, which
remained in place until 17 June and was reintroduced

Financing requirements
Although the number of bankruptcies is still very
small, the COVID-19 crisis has unmistakeably eaten
into many businesses’ balance sheet structures in a
manner that goes way beyond their liquidity issues.
Losses do not just erode available reserves on the as‑
sets side of the balance sheet, they also get deducted

Chart  54
The number of bankruptcies remained low in 2020 thanks to support measures and loan moratoria 1
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from the liabilities side through a reduction in equity.
This could turn into a real problem for some busi‑
nesses if the losses carried forward exceed equity
as invested by the entrepreneurs or shareholders.
Agreeing extra loans could end up creating excessive
debt for businesses and fresh capital injections would
therefore be needed to meet liquidity requirements.

Chart  55
Solvency deteriorated for a large number of
businesses
(in % of the total number of non-financial corporations, unless
otherwise stated 1)
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this means that many businesses with liquidity short‑
ages will not be able to refinance using bank loans,
even if they were financially healthy before the crisis.

was also found that a significant portion of busi‑
nesses with structurally untenable financial posi‑
tions (between 7 % and 10 %, depending on the
definition used 1) continued to operate without their
financial positions improving. The OECD noted that
this happened in Belgium particularly frequently, to
the detriment of both the economy and society. In
economic terms, this gets in the way of the growth
potential of healthy businesses, as structurally unvi‑
able companies absorb financial and production
resources at the expense of better-performing and
possibly new actors. Socially, a continuation of
these businesses’ activities could be construed as
good news for their employees, but their ability to
reorient professionally will decline as they are left
behind in non-performing and technologically lag‑
gard structures.

The sheer extent of the risk of excessive debt and
its potential impact on the economic fabric de‑
mand additional measures on top of those secur‑
ing liquidity – measures to strengthen long-term
financing and improve the solvency of businesses
hit by the crisis. Governments are already under‑
taking initiatives in this direction, with favourable
tax treatments envisaged for building reserves with
any profits earned between 2022 and 2024, while
in July 2020, the federal government moved to
extend the scope of the tax shelter scheme to indi‑
viduals sinking capital in small start-ups or growing
businesses that have seen their revenues fall by
at least 30 % between
mid-March and the end
A situation that should be
The big risk of excess debt
of April. Meanwhile, the
avoided is one in which
demands measures to help
Regions have also come
the support measures for
strengthen businesses’ funding
up with schemes encour‑
liquidity and solvency keep
foundations in the long term
aging loans, including
these non-viable business‑
from private individuals
es alive and do not cre‑
(so-called “proxi loans” in Brussels, prêts coup
ate enough impetus for them to restructure or, if
de pouce in the Walloon Region and “win-win
need be, discontinue their activities. Conversely,
loans” in the Flemish Region). The same applies
businesses that would have been viable if it had not
to the regional public investment companies im‑
plementing government loan schemes, such as the
“ricochet loans” in the Walloon Region allocated by
1 De Jonghe et al. (2021), Bank Specialisation and Zombie Lending :
SOWALFIN in partnership with private banks, “re‑
Evidence from Belgium, NBB Working Paper (forthcoming).
cover loans” by finance&invest.brussels in Brussels
and subordinated loans allocated by PMV in the
Flemish Region.

Supporting businesses hit by the
COVID-19 crisis without disrupting
creative destruction
The commitment of government resources to get
businesses through the crisis should not get in the
way of the creative destruction sparked by that
same crisis. After all, times of crisis often hold out
opportunities to renew a country’s economic fabric
by hastening the demise of under-performing busi‑
nesses and freeing up means for new initiatives with
a greater potential for growth.
While a number of large businesses discontinued their
activities in Belgium in the aftermath of the global
financial crisis or carried out major restructuring, it
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Table 12
Number of unprofitable businesses 1, 2
in Belgium at the start of the crisis
Total

Unprofitable
businesses

Number of businesses
(in thousands)

434.7

41.3

Value added (in € billion)

230.0

2.7

2 066.0

61.8

Employment
(in thousands of
full‑time equivalents)

Source : NBB.
1 Of all businesses that filed annual accounts in 2019 or 2018.
2 A firm is considered financially unviable if it has existed for longer
than five years and recorded a gross operating surplus (EBITDA)
below financial costs in the last three of those years.

been for the COVID-19 crisis should not go to the
wall. Both the substance of the support measures
and their phasing out should be very clearly de‑
fined, as it would be detrimental if businesses that
were fundamentally loss-making before the crisis
survived at the expense of fledgling or established
companies that were merely weakened by the crisis,
because measures were either not properly targeted
or kept in place longer than necessary. Obviously,
the financial sector has a part to play, by focus‑
ing finance on companies that were fundamentally
healthy and that were taking the requisite restruc‑
turing steps to survive in the future, even as the
crisis unfolded.

Banking sector reticence towards
increased liquidity requirements
Against this backdrop, banks have proved quite
reticent on lending to businesses, with some turn‑
ing even more restrictive on borrowing demand,

which was more frequently driven by working capi‑
tal needs. The bank lending survey (BLS) of the
four biggest banks operating in Belgium revealed
that lending criteria were tightened up somewhat
to reflect increased risks. Margins on lending rates
widened and lending amounts were reduced, al‑
though this picture was not true for the majority
of the banks surveyed. That said, BLS outcomes are
confirmed by the Survey on the Access to Finance of
Enterprises (SAFE). In the most recent SAFE survey
of September 2020, SMEs reported they had expe‑
rienced greater barriers to obtaining bank finance
than was previously the case (7.2 % compared with
5.2 % in the previous survey). They also predicted a
major worsening of access to bank lending for the
near future.
Incidentally, the bank lending survey revealed that
credit demand fell across the board in 2020. It may
have been driven by businesses’ growing need for
working capital and debt restructuring requests
related to loss of operating income, but demand
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Chart  56
Bank loan supply turned slightly more restrictive while borrowing demand from businesses
generally fells
(balance of banks’ BLS replies, weighted net percentages 1)
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for longer-dated loans was squeezed by plunging
capital spending, both in physical terms and in the
shape of acquisitions.
Lending to non-financial corporations contracted as a
result, recording growth of 2.4 % by November 2020
compared with 4.1 % at the end of 2019. A brief
surge was noted in March and April, which can
largely be explained by a small number of large busi‑
nesses using existing credit facilities to bolster their
cash reserves at the start of the crisis. Amounts so
borrowed were quickly repaid, however.
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Judging by the financial accounts data, corporate debt
outstanding with resident banks rose by € 4.3 billion
between the end of 2019 and September 2020.
A further € 2.1 billion in total was borrowed from
foreign banks, although this concerned a relatively
small number of businesses. Outstanding amounts
of debt instruments issued by non-financial corpora‑
tions and their intra-group loans fell by € 0.7 billion
and € 10.6 billion respectively in the same period.
Non-financial corporations’ consolidated debt totalled
€ 561.7 billion at the end of the second quarter

Chart  57
Slower growth in lending to Belgian businesses, despite a surge in March and April driven by
strong demand for cash
(growth in lending by resident banks to non-financial corporations, annualised percentage changes and contributions)
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of 2020, i.e. 123.5 % of GDP, a large proportion
(€ 262.7 billion) of which is intra-group funding ob‑
tained through the intermediation of non-resident
entities or captive money lenders in Belgium.
Disregarding intra-group debt and only considering
pure external funding instruments, non-financial cor‑
porations’ debt is estimated at 65.8 % of GDP.
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Chart  58
Higher company debt
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5.3 Households generally saw their
financial situation improve, but some
groups became more vulnerable
Household savings have grown,
mostly for lack of spending
opportunities
The health crisis and its repercussions had an effect
on household finances, in terms of the way both
assets and liabilities developed. Bank data, which
are available monthly and swiftly, brought specific
significant effects into sharp relief, almost in real
time. However, these data do not capture all financial
assets and liabilities of households.
In terms of the assets held by private individu‑
als at Belgium’s banks, the most notable feature

of the outbreak of the coronavirus crisis was the
increase in outstanding deposits. These savings
accruals emerged in April and May, when the
lockdown measures were at their strictest and
household spending opportunities were limited.
This reversed in the summer and when schools
reopened, after the key measures to control the
pandemic had been lifted ; August and September
duly recorded a slight dis-saving. Between January
and November 2020, households deposited a
total additional € 18.1 billion in their bank ac‑
counts – mostly sight and savings accounts – com‑
pared with an average increase of € 12.1 billion in
the 2011-2019 period.
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Chart  59
Household deposits grew and new mortgage loans slowed in the first lockdown 1
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As for financial liabilities, household loan dynamics
sputtered in the first quarter of 2020. By contrast,
the final months of 2019 had seen a robust advance
in mortgage loans taken out, as the mortgage inter‑
est relief scheme in Flanders was scheduled to be
scrapped on 1 January 2020. The weak dynamics in
the first quarter of 2020 persisted into April, when re‑
strictive measures, more specifically the ban on house
viewings and the impossibility of executing notarial
deeds, made it harder to find and purchase proper‑
ties. Lending to households bounced back from May,
as soon as the measures were eased, and quickly re‑
verted to previous years’ monthly averages, even ex‑
ceeding these in September, October and November.
In the first eleven months of 2020, resident banks lent
€ 7.8 billion to households. In the teeth of a very chal‑
lenging and uncertain economic environment, this
was hardly below the average loan amount recorded
between 2011 and 2019 (€ 8.2 billion).
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Residential property prices were
back up while lending criteria
became more onerous
Activity in the residential property market moved
in lockstep with household lending developments.
In the first nine months of 2020, the number of
transactions dipped 20 % below the corresponding
period of 2019, dragged down by the scrapping of
the mortgage interest relief scheme in the Flemish
Region and the pandemic.
Residential property prices in Belgium, by contrast,
picked up in those first three quarters of 2020, to
5.2 % in nominal terms – a growth rate similar to
the euro area as a whole. Higher prices were partly
attributable to a slight decline in housing supply
as a result of the first wave of the pandemic and
increased uncertainty about the economic situation,

while demand remained robust. Household demand
for residential properties as an investment (second
homes and buy-to-let property) would appear to
have driven prices even higher.

of the households contracting loans, but might
also indicate that banks are more likely to lend to
households with better collateral and higher bor‑
rowing capacity.

This rapid rise in residential property prices occurred
despite the slower uptick in household incomes due
to the pandemic and the end to the mortgage re‑
lief scheme in the Flemish Region, two elements
one might expect to depress property price growth.
The value of the residential property market, i.e. the
difference between recorded prices and their funda‑
mental value, rose as a result. The Bank’s model sug‑
gests an average overvaluation of 13.5 % in the first
three quarters of 2020.

In the bank lending survey (BLS), the credit insti‑
tutions reported having tightened conditions for
loans to households in 2020, as the perception
of risk had increased and risk tolerance lessened.
Collateral requirements became stricter, as did LTV
conditions (loan-to-value ratio). All that said, some
households appear to have had fairly smooth ac‑
cess to finance as interest rates were extremely low.
However, banks reported a general fall in demand
in the first and mostly second quarters of 2020.
This was caused for one thing by fiscal or regula‑
tory measures, in particular the discontinuation of
the Flanders Region’s mortgage relief scheme, and
for another by reduced consumer confidence and
lockdown-related restrictions. The credit institu‑
tions reported that demand for residential property
loans was back up in the third and fourth quarters
on the back on generally low interest rates.

In tandem with higher residential property prices,
average borrowing amounts of new loans also in‑
creased. By the end of November, the 12-month
moving average amount of a new residential prop‑
erty loan came to € 133 500, up by around 5 %
compared with the end of 2019. This increase may
suggest a high borrowing requirement on behalf

Chart  60
Robustly higher house prices pushed up property market valuation
Residential property price growth
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The tightening of LTV conditions also clearly reflects
the Bank’s macroprudential supervisory expecta‑
tions for new mortgage loans that came into effect
on 1 January 2020. These encouraged Belgium’s
banks and insurance companies to observe greater
caution when granting mortgage loans with very
high LTV ratios, whether or not these were accom‑
panied by a number of other risky indicators, such
as a high monthly repayment burden.
As a result, the first half of 2020 saw a reversal in
the trend of the past few years, when ever more
new mortgage loans were being agreed at very high
LTV ratios. For first-time buyers, the proportion of

loans with LTV ratios in excess of 90 % (the Bank’s
reference threshold) fell to 35 % from 45 % in 2019,
while it declined to 21 % from 28 % for loans to
other owner-occupiers. This has taken these per‑
centages close to the tolerance margins as set by
the Bank : for these two types of newly granted
loans, 35 % and 20 % respectively may exceed the
90 % LTV threshold. The adjustment turns out to
be harder to achieve for loans taken out to finance
buy-to-let properties : the Bank has put in place
a lower reference threshold and smaller tolerance
margin for these loans, which are considered riskier.
The proportion of such loans with LTV ratios above
the 80 % threshold was sharply down to 24 % from

Chart  61
Lending criteria tightened up further in response to macroprudential policy among other factors
Changes to mortgage loans conditions
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Chart  62
Fewer mortgage loans with high loan-to-value ratios
(distribution of new mortgage loans by loan-to-value ratio, in % of total)
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33 %, but it is still significantly higher than the
10 % tolerance margin set out in these supervisory
expectations.

Households’ net financial positions
are generally healthy, but some
sections of society look vulnerable

In the second half of 2020, for which no data are yet
available, financial institutions may have tightened
the LTV criterion even further : for the loans granted
during this period, they were, for the first time, fac‑
ing accountability to the Bank for not complying
with supervisory expectations, if and when relevant.
The Bank considers it important for the measures to
be maintained in the current economic circumstances,
as these help to keep the markets for residential prop‑
erty and related loans healthy by protecting borrow‑
ers from excessive debt and ensuring that the risks in
financial institutions’ mortgage loan portfolios do not
grow further.

The financial accounts reveal that private individu‑
als bumped up their financial assets by € 24.1 bil‑
lion in the first three quarters of 2020, with new
assets being mostly cash and deposits. This clear
preference for liquid investments is explained both
by major general uncertainty and the need to sud‑
denly deposit unexpected savings surpluses until
catch-up consumption becomes possible or a fi‑
nancial investment project or property investment
goes ahead. In addition, households also bought
equities and investment fund units to the tune of
€ 5.6 billion and € 5.5 billion respectively, whereas
they had just tended to sell off these assets in the
corresponding period of 2019. Just as in previous
years, however, they were singularly uninterested in
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of which reflected the 2017 findings 1, suggest that
Belgian households owning assets whose prices are
subject to short-term changes in the financial mar‑
kets – such as shares, investment fund units or bonds
– typically have a median financial net wealth of
€ 93 600, which is 19 times that of the total popula‑
tion, while their annual incomes average € 58 400,
compared with € 43 500 for the population as a
whole. And lastly, they are typically older than the
median Belgian household.

debt instruments (-€ 3.6 billion). Nor did insurance
products appeal (-€ 1.2 billion).
At the same time as amassing new financial assets,
households incurred € 15 billion in losses on assets
in the first nine months of 2020, as riskier assets
– equities and investment funds – lost ground in the
wake of sharply lower securities prices in the financial
markets in the first quarter of the year. However, the
situation improved in the next two quarters, when pri‑
vate individuals recouped some of their losses. Overall,
households saw the value of their financial assets
climb from € 1 409.8 billion at the end of 2019 to
€ 1 418.7 billion in the third quarter of 2020.

The crisis did not merely influence household wealth,
it clearly also hit already vulnerable sections of the
population harder, particularly those who saw their

It may well be that the wealthiest households
were the hardest hit by these swings in share pric‑
es. Data released by the Household Finance and
Consumption Survey (HFCS), the most recent results

1 de Sola Perea, M. “First results of the third wave of Belgium’s
Household Finance and Consumption Survey”, NBB, Economic
Review, June.

Chart  63
A dearth of investment opportunities and precautions saw households accrue mostly liquid assets
New household ﬁnancial assets
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incomes fall or spending rise. The Bank’s monthly
consumer confidence survey in December 2020 re‑
corded 17 % of respondents reporting a loss of in‑
come of more than 10 % because of the coronavirus
crisis. This percentage rose to 30 % for people not
in remunerated activities – disregarding the retired
– and to 46 % for self-employed workers.
When a household experiences an income shock,
its financial resilience will depend on adequate cash
reserves accumulated in the past, or – in their ab‑
sence – on the possibility of receiving financial as‑
sistance. Indebted households may well have lower
disposable incomes and find it less easy to secure
additional borrowing when facing liquidity issues.
In December 2020, some 26 % of consumers reported
that they had a savings buffer of no more than three
months’ worth of subsistence expenses. This percent‑
age rose to 47 % for people not in remunerated activi‑
ties (disregarding the retired). A total 7 % of consum‑
ers found themselves in a precarious situation, with
declines in income and insufficient savings.

These vulnerable sections of the population may
be broken down further by drilling deeper into the
detailed information provided by the Household
Finance and Consumption Survey (HFCS, see box
6). Although it is impossible to assess changes to
households’ financial situation in 2020 on the basis
of the data collected at the time, these do paint
a picture of household starting positions before
the coronavirus crisis. For one thing, the data re‑
veal that certain sections of the population have
only small emergency savings to handle household
income shocks. Aside from households on low in‑
comes, these are typically households in which the
reference person is looking for a job. Of those in
work, particularly in the hardest-hit sectors, people
working in the hospitality industry are now also in
a more vulnerable position.
It should be noted that specific employment cat‑
egories, which could not be identified in the HFCS
sample, enjoy only limited social protection. They are
the subject of chapter 6.2 of this Report.

NBB Report 2020 ¡ Companies, households and the financial sector

175

BOX 6

Households’ savings buffers prior to the crisis
The Household Finance and Consumption Survey captures information on Belgian households’ savings
and consumption behaviour and facilitates evaluation of household vulnerability to household income
shocks, such as the one caused by the COVID-19 crisis. A household hit by a slump in economic activity
will find it harder to cover their basic outgoings if they have only limited savings.
In 2017, the last year for which survey data are currently available, 52 % of Belgian households
reported that their income exceeded their basic outgoings 1, enabling them to save on a regular basis.
This compares with an average 41 % in the euro area. Of course, household savings capacity depended
on income levels and only 30 % of Belgian households in the lowest quintile of the income distribution
were able to save, compared with 68 % in the highest quintile.
These differences are visible in the varying degrees to which households are able to handle a household
income shock or an unexpected expense : 81 % of Belgium’s households had enough in their bank
accounts to cover at least a month’s worth of basic outgoings, but this percentage was only 66 % for
households in the lowest income quintile. If shocks were to linger longer, most households on lower
incomes would run into trouble, as barely half of those in the lowest income quintile had enough money
in the bank to cover expenses for at least three months, while only 39 % would be able to pay expenses
in the event of a household income shock with repercussions lasting six months, compared with 72 %
of households in the highest income quintile.
Only 30 % of households in which the reference person was looking for work at the time of the survey
had enough money in their accounts to cover three months of expenses ; the median savings buffer for
this group of people represented two weeks of outgoings. Single-parent households and single people
under the age of 65 also had fewer savings. Relative to expenses, savings tended to be slightly lower
when the household reference person was a woman than when it was a man. Lastly, savings buffers
were also smaller for indebted households.
Households of people working in the hardest-hit sectors are more vulnerable
Restrictive measures and social distancing imposed to combat the pandemic meant that services
requiring close personal contact were deeply affected by the COVID-19 crisis, e.g. trade and transport,
the hospitality industry, administrative and support services to businesses – in particular, temporary
employment services, other services activities, such as associations’ activities, hairdressers and beauty
salons, as well as the arts, entertainment and recreation. People working in these sectors run a bigger
risk of loss of income as a result of a deteriorating employment situation, either because they have lost
their jobs or because they are temporarily unemployed for a long time.
Although total gross income in households in which one household member works in one of the hardesthit sectors tends to be comparable to those of households in the least affected sectors, the differences
are greater for specific industries – e.g. a household income that is 29 % lower if at least one household
member works in the hospitality industry.
1 The concept of basic outgoings as used here comprises the cost of food and housing (rent or mortgage loan and bills), as well as
interest and debt repayment on HFCS data.
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Some Belgian households find it hard to build cash reserves
(reference year 2017)

Savings capacity by income quintile

How long can a household cover its outgoings
from its savings 2 ?

(in % of the number of households)

(by income quintile, in % of the number of households)
80

100

Highest quintile

70
80

60

60‑80 %

50

60

40‑60 %

40
30
20

20‑40 %

Lowest quintile

40

20

10
0

0
Lowest
quintile

20‑40 %

Belgium

40‑60 %

60‑80 %

Highest
quintile

1
month

2
months

3
months

4
months

5
months

6
months

Euro area 1

Average in Belgium
Savings buffer by household type

Savings buffer by reference person’s
labour status

90

25

80
20

70
60

90

16

80

14

70

12

60
15

50

10

50
8

40

10

30

40
6

30

0

0

Enough savings to cover at least three months of basic expenses (in %)

Job‑seeker

Single
> 65

Couple
> 65

Single
without children

Single
with children

Couple
without children

Couple
with children

2

Employee

0

0

10

Other (no
remunerated activity)

10

4

20

Retired

5

Self‑employed
workers

20

Number of months’ worth of basic expenses covered by savings buffer (median ‑ right‑hand scale)

Sources : ECB, NBB (HFCS).
1 Euro area data do not include Spain.
2 Basic outgoings include interest and debt repayments and the cost of food, rent and housing. Savings are defined as the sum of
the amounts in the current and savings accounts as reported in the survey. This definition does not factor in any cash reserves or
other assets held by the household.

u

NBB Report 2020 ¡ Companies, households and the financial sector

177

Households with workers in the hardest-hit sectors have lower savings buffers
(in € thousands, reference year 2017)
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In median terms, households with a member working in one of the hardest-hit sectors have fewer
savings at their disposal, both in absolute terms (–30 %) and relative to their income and expenses.
This difference was very pronounced if one household member worked in the hospitality industry,
but also when the household had workers in other services activities or in the arts, entertainment or
recreation industries.
In households whose reference person is a self-employed worker, the ability to cover household
expenses with cumulative savings also tends to be smaller if their self-employment is in the hospitality
industry (fewer than one-third of these respondents could make their savings stretch to six months of
outgoings) or in administrative and support services (52 %). That said, households where the reference
person is self-employed do typically have a larger savings buffer and higher net wealth than those
households with a wage earner as a reference person.
These findings clearly reveal, then, that, although most households are relatively capable of handling
a temporary shock to their incomings or outgoings, a significant percentage of households on low
incomes were very vulnerable indeed. This was especially true when the reference person was a jobseeker, as these households tend to have few cumulative savings. Households that might be potentially
harder hit by the cessation of certain economic activities, especially the hospitality industry, were also
much more vulnerable.
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Rising household debt threatens
to make certain households more
vulnerable
Growth in household borrowing slowed in the first
half of 2020 and stabilised in November at an annual‑
ised 4.5 % (compared with 6.1 % in December 2019).
Mortgage lending showed the same downward
trend, but remained robust, continuing to grow at an
annual rate of 5.4 % by November 2020, compared
with 7.0 % at the end of 2019.
As a result, Belgian households saw their liabilities
grow further in 2020, although at a slower pace than
in the second half of 2019, when they were ratcheted
up by people seeking mortgage loans in the run-up
to the cancellation of the mortgage relief scheme in
Flanders. In the first nine months of 2020, private
individuals took out € 6.7 billion in property loans,
which is around two-thirds of the amount in the cor‑
responding period of 2019. Interest rates remained
exceptionally low : by November 2020, interest on a
new residential property loan for an initial fixed term
of ten years averaged 1.40 %, compared with 1.56 %
at the end of 2019. In the third quarter, savings ac‑
cumulated in the preceding months could at least be
partly used for spending on homes. Mortgage lend‑
ing data suggest a catch-up on some of the fall trig‑
gered by the spring lockdown, but without matching
the previous year’s level.

Other types of long-term lending, including consumer
credit, worked out at € 1.1 billion for the first three
quarters of 2020, compared with € 1.0 billion in the
previous year. This helped to take Belgian household
debt to € 317 billion by the end of September 2020 –
€ 8.8 billion up on the end of 2019. Mortgage loans
account for an ever-increasing proportion of loans to
private individuals ; their share rose from 82.5 % at
the end of 2010 to 86.2 % in September 2020.
Households’ debts also rose in Belgium in relative
terms, as they did in the euro area as a whole. The
debt ratio was driven up by the gross increase in li‑
abilities, but also automatically through the drop in
GDP. On aggregate, debt accounted for 66.4 % of
GDP in Belgium in September, up from 61.8 % in
December 2019. In the euro area, it averaged 61.6 %
of GDP at the end of the third quarter of 2020, com‑
pared with 57.8 % nine months earlier.
The general situation at an aggregate level does not
reveal which groups of households may be vulnerable
when it comes to debt, but vulnerable households
would appear to be further weakened if they must
weather a shock – such as the coronavirus crisis – that
may eat into their incomes or raise their outgoings.
Their unsustainable debts might in turn threaten the
stability of the financial system as a whole, so it is
vital that microeconomic data analyses help identify
these groups.
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Chart  64
The debt ratio for Belgian households keeps rising while interest rates remain extremely low
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The Household Finance and Consumption Survey put
the liabilities of indebted households at a median value
of € 68 000 in 2017, with the median ratio between
debt and gross annual income at 91 %. Households
on lower incomes were looking at debts of some
24 % of their annual incomes, as they agree relatively
fewer mortgage loans (7 % compared with an aver‑
age 37 % for all Belgian households). Households
with smaller savings buffers saw debt at 70 % of
income. On average, these households had median
incomes and net wealth below households with more
in savings. Members of such households were typi‑
cally slightly younger as well.
In 2017, repayments and interest payments ac‑
counted for 12 % of indebted households’ gross
median incomes. For some categories of house‑
holds, the repayment burden was heavier, though :
10 % of households in debt were facing repayments
of over 30 % of their gross income. This percent‑
age was higher for households in which the refer‑
ence person was a self-employed worker and for
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single-parent households. Despite the impact of
the COVID-19 crisis on incomes, the vulnerabilities
identified for selected groups of households did
not manifest as higher default rates on their bor‑
rowings. In fact, defaults remained well contained
throughout the year, in part, perhaps, because of
the measures that were taken to financially sup‑
port households. Repayment deferrals introduced
by banks as part of their pandemic response are
also likely to have contributed, as households most
bogged down by the crisis were able to temporarily
postpone repayment on their loans. Default rates
might start to go up when these payment defer‑
rals end in March 2021 (implying that their effect
will last another three months until the end of
June 2021) and the effects of the crisis start to bite
into household income harder.

5.4 Banking sector in strong position
to support the economy but
also facing key challenges

The Belgian banking sector began the COVID-19 crisis
in fine financial fettle, as it has created robust capital
and liquidity buffers on the back of restructuring ef‑
forts and more rigorous regulation since the global
financial crisis. Consequently, the sector is well placed
to play a key part in weathering the current crisis and
supporting the economy. What is more, the pruden‑
tial authorities have taken measures to help banks
meet their key financial intermediation function (see
section 5.1). At the same time, the coronavirus crisis
confronts the banking sector with a new set of chal‑
lenges on top of the issues it was already facing. The
expected increase in corporate bankruptcies and un‑
employment will probably result in more companies
or households failing to repay their loans or repay
them on time. These loan losses – and the provisions
being made to absorb them – will serve as a drag on
profitability, which had already been under pressure
in the past couple of years due to the low interest rate
environment, cost structures and fierce competition
in certain markets.

Banks are preparing for increasing
loan losses
In the past couple of years, banks have been lending
quite a lot to companies and households in Belgium
and abroad. But the massive economic impact of
the coronavirus crisis is likely to translate into greater
numbers of company bankruptcies and rising unem‑
ployment, potentially jeopardising repayment of those
loans and making it highly likely that the Belgian
banking sector will incur larger loan losses. Thanks
to a whole range of government support meas‑
ures and financial sector engagements, such as loan
repayment moratoria and other income-supporting

measures, the proportion of non-performing loans in
banks’ balance sheets – which had been consistently
falling in recent years – had not yet gone up in the
year to September, coming in at around 2 % of total
outstanding loans, just as it had in 2019. In fact, the
percentage was still well below the average in the
euro area (2.9 % in June 2020).
All that said, the first signs of deteriorating credit
quality are already becoming apparent, as the share
of loans subject to restructuring measures – i.e.
for which a payment holiday or extension of the
term to maturity has been agreed – has clearly
gone up since the start of the coronavirus crisis.
For loans to households, this percentage rose from
1.2 % to 1.6 % between the end of 2019 and
September 2020, while it doubled for loans to
companies, from 1.2 % to 2.4 %. According to the
European Banking Authority’s Guidelines 1, loans
subject to general payment moratoria are not auto‑
matically considered as loans subject to restructur‑
ing measures. The increase identified thus mainly
concerns other, more credit-specific types of debt
restructuring. With the implementation of the new
IFRS 9 accounting standard in 2018, banks must
classify their loans by credit risk in three categories
and make their provisions accordingly. Since the
outbreak of the crisis, the proportion of loans with
a significant increase in credit risk but that are not
yet non-performing has grown, i.e. loans in the sec‑
ond category. This is especially the case for loans to
companies, with the share in the second category
up from 13 % to 17 % between the end of 2019

1 EBA Guidelines on legislative and non-legislative moratoria on
loans repayments (EBA\GL\2020\02, amended by EBA\GL\2020\08
and EBA\GL\2020\15).
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Chart  65
Share of non-performing loans is still stable but there has been an increase in percentage of loans
subject to restructuring measures
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1 Non-performing loans are those that may not be repaid due to their borrowers getting into financial trouble or which are already in
arrears.
2 Loans subject to restructuring measures are loans for which banks have granted concessions to debtors in financial trouble (such as a
payment holiday or an extension of the term to maturity). Loans subject to a general payment deferral (moratorium) are not automatically
considered in the same class as loans subject to restructuring measures according to the guidelines of the European Banking Authority.

and September 2020. As it turns out, however,
there are major differences between banks in terms
of to what extent they classified loans in this sec‑
ond category and what additional provisions they
are making. These differences cannot be entirely
explained by the risk profiles of banks’ lending port‑
folios ; they also reflect diverging use of qualitative
indicators to assign loans to specific categories, the
timeliness of identifying a significant increase in
credit risk and the macroeconomic scenarios used
to model the impact of the crisis.
For now, loan losses facing the Belgian banking
sector remain low, but they threaten to balloon
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when current support measures end. Actively ini‑
tiating debt restructuring plans for solvent house‑
holds and companies – in contrast to the general
payment moratoria in which the borrower takes the
initiative – might prove key for banks to minimise
losses and avoid unnecessary defaults. Meanwhile,
banks should make timely and additional provisions
to absorb future losses. In September 2020, loan
portfolio provisions totalled nearly € 10.4 billion,
compared with € 8.9 billion at the end of 2019.
While the coronavirus crisis unfolded, banks have
booked new provisions to varying degrees, not just
based on the composition of their loan portfolios,
but also on their own assessments of the way the

crisis was developing and the prospects for eco‑
nomic recovery.
In addition to these extra provisions, the solid buffers
created in the Belgian banking sector in past years
and the various initiatives by the supervisory and
regulatory authorities should provide extra scope to
absorb higher-than-expected loan losses. To date,
the sector has not had to call on these buffers, as
generated earnings have proved adequate to cover
additional provisions.
Some three-quarters of new provisions were made to
absorb losses on corporate loans. By September 2020,
the Belgian banking sector had lent a total of around
€ 250 billion to companies, of which € 162 billion to
Belgian companies, indirectly exposing it to the impact

of the crisis on the hardest-hit sectors. However,
outstanding loans to very vulnerable industries – in
particular, the hospitality industry and the arts, enter‑
tainment and recreation sector – are relatively minor :
€ 6 billion, or a mere 0.5 % of total bank assets by
the end of September 2020. Banks also have loans
outstanding to some sub-sectors of the wholesale
and retail trade sector, the transport sector and the
services industry, all of which are feeling the pain of
the crisis keenly, such as non-food retailing, personal
services and people transport. But even here, the to‑
tal amount of loans to all these sub-sectors together
is rather small when compared to the banks’ entire
loan portfolio.
The banking sector may also run into losses because
of its interconnectedness with the property market,

Table 13
Outstanding corporate loans in the Belgian banking sector, by industry
(consolidated data, gross carrying amount in September 2020, in € billion)

Total corporate loans

Total

Belgian
companies

Foreign
companies

249.6

161.8

87.9

of which :
Wholesale and retail trade

39.2

25.9

13.3

Manufacturing industry

37.1

18.1

19.0

Real estate activities

35.0

27.4

7.5

Construction

26.8

19.4

7.4

Professional, scientific and technical activities

18.8

16.1

2.7

Human health services and social work activities

15.3

13.7

1.6

Transport and storage

15.0

7.8

7.3

Agriculture, forestry and fishing

11.3

3.5

7.8

Electricity, gas, steam and air conditioning supply

11.2

5.2

6.0

Administrative and support service activities

10.6

6.8

3.8

Information and communication

6.6

3.1

3.6

Financial and insurance activities

5.5

3.6

1.8

Other services

4.7

2.5

2.2

Accommodation and food service activities

4.2

3.3

0.8

Water supply ;
sewerage, waste management and remediation activities

2.9

2.0

0.8

Arts, entertainment and recreation

1.8

1.5

0.4

Mining and quarrying

1.8

0.3

1.6

Public administration and defence

1.4

1.2

0.1

Education

0.6

0.4

0.2

Source : NBB.
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as the effects of the crisis are likely to be felt particu‑
larly strongly in commercial property, a highly cyclical
market. A number of trends – such as working from
home and e-commerce – have taken off in a big way
that may yet have consequences for the office and
retail property markets. In the past years, the banking
sector’s exposure to the commercial property market
has been continuously growing, through direct loans
to market players or via commercial property serving
as loan collateral. By September 2020, this exposure
stood at around € 60 billion, or 5 % of bank assets.
Meanwhile, losses in the residential property market
cannot be ruled out either, as the expected rise in
unemployment could trigger higher defaults on mort‑
gage loans, which account for no less than 20 % of
total bank assets.

Banking sector profitability to be
squeezed further
In the first nine months of 2020, the Belgian bank‑
ing sector notched up consolidated net profits of
€ 2.7 billion, 40 % below the corresponding period
in 2019. As a result, return on equity fell to 5.0 %,

compared with 8.7 % in 2019. Although sector profit‑
ability weakened, return on equity did remain positive
despite the major repercussions of the coronavirus
crisis. And, just as in past years, it remained well
above the average recorded by banks in the euro
area – where first-half results are showing a return
on equity below 1 %.
The lower profits were mostly down to the ad‑
ditional provisions Belgium’s banks made in ac‑
cordance with prudential rules for the loan losses
the COVID-19 crisis is expected to cause. The first
nine months of 2020 saw them set aside new
provisions to the tune of € 2.5 billion, an amount
significantly higher than the corresponding period
of 2019 (€ 0.7 billion) and the three previous full
years (€ 1.3 billion, € 0.8 billion and € 0.7 billion
in 2019, 2018 and 2017 respectively). The loan loss
ratio – i.e. the ratio between the new provisions
recognised for loan losses and total loan volumes –
clearly widened as a result, from 13 basis points
in 2019 to 30 basis points in the first nine months
of 2020, still well below the 78 basis points seen
in 2009 at the height of the global financial crisis.
The bulk of these new provisions was recorded in

Table 14
Income statement of Belgian credit institutions
(consolidated data, in € billion)

First nine months

2017

2018

2019

2019

2020

Net interest income

14.1

14.4

14.6

10.8

10.7

Non‑interest income

8.9

8.3

8.5

6.3

5.7

Net fee and commission income 1

5.6

5.6

5.6

4.1

4.1

Net realised gains and losses on financial instruments

0.9

1.2

0.5

0.5

−0.2

Other non‑interest income

2.5

1.5

2.4

1.7

1.8

Operating income
Operating expenses
Gross operating result (before impairments and provisions)

23.0

22.7

23.1

17.1

16.4

−13.4

−13.9

−13.7

−10.4

−10.2

9.6

8.8

9.4

6.7

6.2

Impairments and provisions

−0.7

−0.8

−1.3

−0.7

−2.5

Other components of the income statement 2

−3.0

−2.3

−2.0

−1.4

−1.0

5.9

5.6

6.1

4.6

2.7

Net profit or loss

Source : NBB.
1 Including commission paid to bank agents.
2 This item includes taxes, extraordinary results, negative goodwill recognised in profit or loss, and the share in the profit or loss of investment
in subsidiaries and joint ventures.
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banks, as they are heavily reliant on net interest mar‑
gins for their profitability, i.e. the difference between
the interest they receive on their assets (mainly loans
and bonds) and the interest they pay on their liabilities
(such as savings deposits). These margins are under
Losses on financial instruments depressed results a lit‑
pressure as interest rates on loans and bonds persist
tle as well. It was these losses, which mainly occurred
in their downward trajectory, whereas interest on sav‑
in the volatile first quarter of 2020 on the financial
ings deposits has hit bot‑
markets, that took non-in‑
tom. At the outset of the
terest income € 0.6 billion
Support measures have so far kept
crisis, net interest income
below the figure for the
the impact of the crisis on the
managed to hold steady,
corresponding period of
banking sector relatively subdued
partly on higher volumes
the previous year.
of lending, to companies
in the main. Net interest income was also support‑
Although the ongoing low interest rate environment
ed by the measures taken by the ECB’s Governing
continued to dampen the Belgian banking sector’s
Council – the TLTRO III programme has put additional
net interest income, this figure stabilised in the first
liquidity at the banking sector’s disposal, at favour‑
nine months of 2020 compared with the correspond‑
able interest rates, to prop up lending to households
ing period of the previous year and remained the key
and companies. At the same time, a new two-tier
contributing factor to gross operating result. The low
system for remunerating excess reserves came into
interest rate environment is a major challenge for
the second quarter of 2020, but the fourth quarter
may bring further provisioning in the wake of the
partial lockdown from October 2020.

Chart  66
Profitability under pressure from rising loan loss ratios and falling net interest margins
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force at the end of 2019, making it less expensive to
park reserves with the ECB. Expectations are that the
current economic climate, the low interest rate envi‑
ronment and the federal guarantee scheme will fur‑
ther squeeze interest margins as well as net interest
income in the short and medium term. Meanwhile,
company loan growth, the key engine behind the in‑
crease in interest-bearing assets at the start of 2020,
has since slowed sharply.
Backed by a wide range of supportive measures
by central banks, prudential authorities, government
and the financial sector itself, the impact of the
COVID-19 crisis on Belgium’s banking sector has been
relatively limited to date. In effect, most of this impact
came from the anticipation of future loan losses,
which depress profitability. That said, the crisis came
on top of existing (structural) challenges to the prof‑
itability and business models of Belgium’s banks. For
one thing, the sector is hobbled by a relatively heavy
cost structure, with cost/income ratios hovering
around 60 % (62 % in the first nine months of 2020).
What is more, costs savings in the short term are
difficult to achieve, as banks need to invest to keep
pace with the increasing digitalisation of the financial
world. At the same time, however, such investment is
also an opportunity to operate more cost-efficiently
in the future. Some banks, meanwhile, are up against
challenges to the sustainability of their business mod‑
els – such as lack of diversification in sources of in‑
come – which have become even more pronounced
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in the current environment of low interest rates and
fierce competition in some markets. This particularly
applies to small and medium-sized banks focused on
activities where the impact of low interest rates and
intense competition is most notable. A more in-depth
analysis can be found in the Bank’s 2019 Annual
Report (more specifically chapter 4, section 4.5 in the
Economic and financial developments part).
Banking sector profitability is liable to remain un‑
der pressure from the short-term implications of
the COVID-19 crisis and more structural long-term
challenges already in place prior to the outbreak of
the crisis. At the same time, solvency and liquid‑
ity positions remained robust and even improved
in the first nine months of 2020. On the back of
restrictions imposed on dividend payments, aver‑
age common equity Tier 1 (CET 1) ratios rose to
16.1 % by the end of September 2020, compared
with 15.6 % at the end of 2019. In fact, this fig‑
ure was higher than the euro area average (of
15.3 % in June 2020). The liquidity coverage ratio
(LCR), meanwhile, was up at 167 % – the highest
level since the introduction of this prudential ratio
in 2015 – which is comparable to the euro area av‑
erage (166 % in June 2020). Boasting ample capital
and liquidity buffers that may be used for absorb‑
ing loan losses and ensuring lending to the real
economy, Belgium’s banking industry may serve as
a key lever to help ease the consequences of the
crisis for the Belgian economy.

5.5 Insurance industry resilience in the face
of the first impact of the COVID-19 crisis
Belgium’s insurance industry has been grappling with
a low interest rate environment for many years and,
at the behest of the Bank as supervisory authority,
has taken actions to bolster its solvency by way of
adjustment measures. The industry was therefore in
a healthy and robust position to deal with the first
set of consequences when the pandemic broke out.

The COVID-19 crisis is weighing on
insurance industry solvency
The effects of the COVID-19 crisis on the finan‑
cial markets ate into the solvency of the country’s

insurance companies in 2020. The erosion, which
was most pronounced in the second quarter of 2020,
reflected a double-hit shock, affecting both asset and
liability values in insurers’ balance sheets.
On the liabilities side, the shock derives from lower
risk-free rates, raising the updated market value of
liabilities towards policy-holders. These lower rates
likewise affect assets, as they also push up the market
values of bonds, which account for 70 % of insurers’
investment portfolio. What is more, the crisis pushed
up risk premiums, causing – all other things being
equal – a depreciation in the market value of selected
assets in their investment portfolio.

Chart  67
Insurance sector solvency remained relatively robust in 2020, despite a deterioration
in the second quarter
(solvency capital requirement coverage ratio, in %)
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All told, the increase in the market value of the as‑
sets was smaller than that for liabilities, automatically
reducing the value of insurers’ own funds. Liabilities
towards policy-holders increased by 3.6 % in the sec‑
ond quarter of 2020, while the investment portfolio
only added 2.8 % in market value, taking the balance
of assets and liabilities, i.e. eligible own funds, from
€ 36.4 billion at the end of March to € 35 billion by
the end of June.
This double-hit shock drove down the solvency
capital requirement coverage ratio, as apparent
from the quarterly data of the Solvency II regula‑
tory framework, from 206 % in the first quarter
of 2020 to 187 % in the second quarter. In the third
quarter, the percentage was back up to 194 %.
Despite the deterioration in the second quarter,
solvency in the sector at large remained relatively
good in 2020, with the Bank’s recommendation to
temporarily suspend dividend payments helping to
mitigate the negative effects on sector solvency.
That said, solvency differences between individual
insurance companies are wide.

Profitability prospects are overcast
by the COVID-19 crisis, particularly in
view of premiums and claims trends
It may not be possible yet to ascertain the full picture
of the impact of the COVID-19 crisis on the insurance
industry’s profitability, but selected provisional indica‑
tors are pointing to a retrenchment. After all, the sec‑
tor’s income statement is liable to be buffeted by the
pandemic from two angles, i.e. trends in premiums
and claims on the one hand and returns on insurers’
investment portfolio on the other.
At the non-life end of the insurance industry, premium
income in the second and third quarters of 2020 was
unchanged on the corresponding quarters of 2019.
However, the various lines of business were recording
widely different numbers, reflecting the varying de‑
grees to which they were affected by the crisis. Credit
and surety insurance, occupational injuries insurance
and third-party liability motor insurance felt the pain
most keenly in the wake of economic recession and
the impact of the first lockdown. Claims, in turn, lost
some 10 % on their 2019 numbers in the second and
third quarters of 2020, in particular because of the
effects of the first lockdown. Here, too, situations
are very different from one business line to another.
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Fewer claims were received for occupational injuries
insurance, motor insurance and travel cover, whereas
the claims burden surged in other areas, such as
loss-of-income insurance. This combination of stable
premium income and a smaller number of claims
provided a boost to non-life insurance results in the
second and third quarters of 2020.
The life insurance sector saw premium income come
down by 8 % and 6 % respectively in the second
and third quarters of 2020 compared with the
corresponding quarters of 2019. This decline was
more pronounced for guaranteed-return contracts
(class 21) than for those with non-guaranteed returns
(class 23). Claims in this sector rose in the second
and third quarters of 2020 by around 8 %, a more
pronounced advance than in the corresponding quar‑
ters of 2019. As noted, premiums and claims trends
depressed life insurance results, but it is too early to
say whether or not this deterioration is a temporary
phenomenon. Factoring in Belgian households’ risk
aversion and their growing savings since the start of
the crisis, it cannot be ruled out that they will return
to invest in life insurance products.
It should also be remembered that the coronavirus cri‑
sis, in addition to its impact in the first quarters of the
pandemic, may also have repercussions in the rather
longer term, such as an increase in unemployment
and company bankruptcies, or persistent weakness
in investment spending and foreign demand. An eco‑
nomic situation such as this would most likely cause
a drop-off in demand for insurance products in both
the life and non-life sectors.

The investment portfolio is also
exposed to the consequences of the
coronavirus crisis
The COVID-19 crisis does not only spell risks to the
solvency and profitability of insurance companies ; it
may also affect the value of assets held.
As it invests in corporate bonds and equities, the
Belgian insurance industry is exposed to non-financial
corporations in a wide range of sectors, some of
which have been impacted more severely by restric‑
tive measures. The hospitality and events industries
– which are considered especially vulnerable, with
ERMG survey data suggesting they saw the steep‑
est fall in revenues and run the highest bankruptcy

risk – account for around 1 % of the corporate bond
portfolio and less than 0.5 % of the equity portfolio.
Exposures to other industries affected by the corona
virus crisis, such as retailing, personal services and
passenger transport, also remained limited.
In addition to the negative impact any deterioration
in the situation that vulnerable industries find them‑
selves in would surely have on the market values of
these investments, there is another reason for con‑
cern : the risk of rating downgrades by credit rating
agencies. With around 35 % of corporate bonds in
insurance portfolios commanding BBB ratings, even

a small-notch downgrade could push them below
investment-grade status and trigger higher regula‑
tory capital requirements among other consequences.
Simulations by the Bank suggest that this possibility
could have a major negative impact on the insurance
sector’s solvency at large, but particularly on the sol‑
vency of selected insurers.
The banking sector could likewise suffer negative
consequences from the crisis, especially when pay‑
ment deferrals and guarantee schemes underpinning
loans to companies draw to an end and company
bankruptcies start to climb. Insurance companies are

Table 15
Corporate bond and equity portfolios held by the Belgian insurance sector, by industry
(market value)

Corporate bonds

Equities

Exposures

Share in
the relevant
portfolio

Exposures

Share in
the relevant
portfolio

(in € billion)

(in %)

(in € billion)

(in %)

Financial and insurance activities

21.4

34.2

11.5

53.6

Manufacturing

12.1

19.3

2.7

12.7

Production and distribution of electricity, gas, steam and
air conditioning

6.0

9.6

0.4

1.9

Information and communication

5.0

8.1

0.8

3.6

Transport and storage

4.5

7.2

0.1

0.4

Real estate activities

4.2

6.7

4.4

20.4

Construction

2.0

3.3

0.2

1.1

Public administration and defence

1.3

2.1

0.0

0.0

Water supply ; sewerage, waste management and
remediation activities

1.2

2.0

0.0

0.2

Specialist, scientific and technical activities

0.9

1.5

0.3

1.4

Wholesale and retail, car and motorcycle repairs

0.9

1.4

0.4

1.7

Mining

0.8

1.3

0.0

0.1

Administrative and supportive services

0.6

0.9

0.2

0.7

Other

0.6

0.9

0.1

0.6

Accommodation and food service activities

0.4

0.6

0.1

0.2

Human health and social work

0.3

0.6

0.1

0.6

Agriculture, forestry and fisheries

0.1

0.1

0.0

0.0

Education

0.0

0.1

0.0

0.0

Other service activities

0.0

0.1

0.1

0.5

Arts, entertainment and recreation

0.0

0.1

0.0

0.0

Households as employers

0.0

0.0

0.0

0.0

Source : NBB.
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also exposed to banks, either because they invest
As it holds an extensive investment portfolio in
in bank bonds or equities or because they are part
government debt (€ 141 billion, or 47 % of the total
of a bancassurance group.
portfolio), more particu‑
Compared with the rest
larly in domestic govern‑
The sector’s commercial property
of Europe, however, the
ment debt, the insurance
exposures risk being hit by
Belgian insurance sector is
sector is relatively exposed
the effects of the crisis
one of the least exposed
to spread risk in this mar‑
to the banking sector (around 8 % of the investment
ket. In addition to the hedging strategies of insur‑
portfolio, as against 16 % at the European level).
ance companies to protect themselves, this risk may
also be tempered, in the event of volatile spreads, by
the countercyclical volatility adjustment mechanism
Moreover, Belgium’s insurance companies are rela‑
created by the Solvency II regulatory framework.
tively major institutional investors in commercial
property, in which their direct and indirect ex‑
posures have grown year on year and currently
amount to around € 30.3 billion, or 10 % of the
Reinvestment risk is bound to rise
total investment portfolio. This commercial prop‑
further
erty exposure might also be at the receiving end of
pandemic malaise, especially if e-commerce were
As mentioned above, returns on insurance sector
to gain even more ground on shopping in physical
investment portfolio are expected to narrow, while
outlets and if office property prices fall prey to an
they were already under pressure from the low
ongoing working-from-home trend.
interest rate environment, which is also likely to
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persist post-crisis. This is likely to harm those life
insurers that have commitments to meet, taken on
in the past at sometimes steep guaranteed rates.
Thanks to measures they have been putting in place
for a number of years now, insurers have managed
to reduce average guaranteed rates on outstand‑
ing life insurance contracts from 2.62 % in 2016 to
2.16 % in 2019. As a result of the crisis, however,
reinvestment risk is liable to keep depressing future
returns, as maturing assets will be replaced by
lower-yielding ones.

It cannot be ruled out that the COVID-19 crisis is
speeding up the pace of portfolio rebalancing to‑
wards more profitable, but also more risky assets,
potentially fuelling the market, counterparty and li‑
quidity risks the sector is facing.

To mitigate these risks, the insurance sector has
been allocating a proportion of its bond portfolios
to less liquid assets commanding higher returns and
enabling a reduction in regulatory capital require‑
ments due to their beneficial effect on the diversifi‑
cation of the investment mix. This explains the con‑
stant increase in the sector’s exposure to mortgage
loans, which currently account for € 18.4 billion, or
6 % of the total investment portfolio.

NBB Report 2020 ¡ Companies, households and the financial sector

191

6. Labour market

6.1 Favourable labour market dynamics rudely
interrupted by COVID-19 crisis	

195

6.2 Impact on labour varied depending on sectors and
groups of people	

203

6.3 Crisis came on top of the fundamental challenges
facing the Belgian labour market	

211

6.1 Favourable labour market dynamics
rudely interrupted by COVID-19 crisis
By the end of 2019, labour market conditions in
Belgium had massively improved. For four years in a
row, domestic employment had been steadily growing
at an average annual pace of 1.5 %, working out at
net employment creation of around 70 000 jobs per
annum. The unemployment rate had been on a con‑
sistent downward path and had reached a historical
low of 5.4 % in 2019.
But the abrupt and deep recession that took hold in
mid-March completely reversed this situation as whole
sections of the economy were shut down.

Instruments were quickly put in place to adjust the
volume of labour to changes in production. As a
result, sharply lower GDP chiefly caused a significant
drop in average working hours per person, whereas
the impact on employment and productivity remained
modest at first.
The restrictive measures imposed by the government
led to a very marked change in the number of hours
worked. By way of comparison, the 2008-2009 glob‑
al financial crisis saw the fall in economic activity
cushioned more by an apparent decline in labour

Chart  68
Sharply lower economic activity primarily set off a fall in the volume of labour
(breakdown of GDP growth, seasonally adjusted data, percentage change relative to the year-earlier period)
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productivity. From the third quarter of 2020, as the
lockdown was eased following the first wave of the
pandemic, productivity started going down. As with
the return to work, the recovery in economic activity
was only partial and many sectors had to change the
way they operated in order to comply with public
health requirements.

employees received temporary unemployment ben‑
efits – the equivalent of nearly 40 % of private
sector employees. This was four times as many as
the 230 000 claiming benefits at the very peak of
the global financial crisis. That said, most of them
were not out of work full-time but were alternating
between periods of temporary unemployment and
being in work. At the time, around 400 000 selfemployed workers had filed for a bridging allow‑
ance, i.e. 50 % of their total.

In response to the loss of activity, the volume of labour
was chiefly reduced by wide-scale use of the system
of temporary lay-offs for employees and the bridg‑
ing allowance for self-employed workers. In view of
Over the summer, use of these mechanisms
the sheer scale of the crisis, benefits were raised and
dropped off as lockdown measures were eased,
access procedures eased.
while the second wave of
With red tape simplified
Wide-scale use of temporary lay-offs the coronavirus and fresh
and the involvement of
restrictive measures put
and bridging allowances mitigated
staff from the NEO and in‑
in place in October and
loss of activity in the labour market
surance funds for the selfNovember led to a mod‑
employed – both of whom
est increase in financial
faced an unprecedented number of case files to deal
support uptake. By November, 500 000 employ‑
with – benefits were paid out swiftly.
ees were temporarily laid off, while 150 000 selfemployed workers were receiving a bridging al‑
In April 2020, when the first wave of the pan‑
lowance – very high levels still, but below the
April 2020 peak.
demic crashed over the country, over one million

Chart  69
Unprecedented use of temporary lay-offs and the bridging allowance
(in % of corresponding employment, 2020)
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Chart  70
After its April slump, temporary agency work staged a recovery from May
(seasonally adjusted monthly data, thousands of hours)
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Initially set up to last until the end of June, these
relaxed schemes and mechanisms were initially ex‑
tended to the end of the year to allow for the on
going crisis in some sectors. They were also much
better targeted than in the early stages of the cri‑
sis, as simplified access to temporary lay-offs now
only applied to a few exceptionally hard-hit sectors.
At the same time, the bridging allowance was lim‑
ited to self-employed workers whose activities had
been curtailed or prohibited by the government.
From June, this latter scheme was supplemented by
a “recovery bridging allowance”, available for those
whose revenues had fallen by at least 10 % be‑
tween the second quarter of 2019 and that of 2020.
The second wave and fresh restrictive measures in
October and November 2020 triggered renewed ex‑
pansion of support schemes. In October, a double
bridging allowance was implemented to help sec‑
tors forced to halt their activities for a second time.
In light of the persistent health crisis and its risks to
the economy, it was decided in December to extend –
and adjust – these measures to beyond 2020 to keep
up economic activity and employment.
While the temporary lay-off scheme has helped busi‑
nesses to rapidly adjust the volume of labour of
their own employees to economic activity swings,

temporary agency work typically offers additional flex‑
ibility. Agency indicator trends clearly reflect how
powerful and sudden the coronavirus crisis shock was :
temporary agency work volumes slumped in April and
dipped well below the levels seen at the time of the
global financial crisis, while the May bounce-back
was a clear demonstration of how quickly this type
of labour responds to a recovery in economic activ‑
ity. That said, by the end of 2020, temporary agency
work still was not back at pre-crisis levels.

The crisis also triggered a
rebalancing in the organisation of
work
The government implemented a range of other
measures to temporarily increase labour market flex‑
ibility during the coronavirus crisis. For one thing, it
allowed a combination of jobs/certain professions
with claiming benefits – particularly for temporary
lay-offs – so as to mitigate staff shortages and ab‑
sences in essential sectors, making it possible to
second employees to businesses operating in these
sectors. Meanwhile, these sectors were allowed to
hire people on short consecutive fixed-term contracts
for a minimum of seven days, without these contracts
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Chart  71
Organisation of work adapted and changed in keeping with restrictive measures
(in % of the total workforce of businesses surveyed 1, 2020)
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being automatically converted into permanent ar‑
rangements. In addition, the ceiling on student work‑
ing hours was cancelled and time credit for essential
sector workers could be postponed.
Along with measures taken at different policy levels,
public administrations also made sweeping changes
to the way they worked to ensure the continuity of
their activities in the face of the new health rules.
The biggest adjustment was the rapid upscaling
of working from home resources for those jobs
that allowed for this. As a result, there has been a
massive increase in remote workers and telework‑
ing became general practice in businesses that had
barely moved in that direction until the pandemic
hit. In some cases, teleworking was combined with
time at the workplace, while others spent their
entire working time at home. These changes in
the organisation of work clearly show up in ERMG
business surveys gauging the economic impact of
the coronavirus crisis, with successive survey find‑
ings reflecting the implementation of the various
lockdown and easing measures.
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Flexible instruments largely
mitigated job losses
The massive uptake of the temporary lay-off and
bridging allowance schemes helped to keep net job
losses in 2020 at an annual average of 10 000.
These job losses were entirely down to employees
in sectors sensitive to the business cycle, which saw
average job numbers shrink by 34 000 in 2020, com‑
pared with the year-earlier figure. The year-on-year
fall in employment numbers in these sectors started to
emerge from the second quarter of 2020. By contrast,
government jobs (both white-collar and blue-collar),
education and public health care recorded further
increases. The number of self-employed workers rose
again, this time by a net 13 000. In the 2009-2013 pe‑
riod, i.e. the time of the global financial crisis and
the subsequent euro area crisis, self-employment had
proved less sensitive to business-cycle fluctuations,
and no jobs disappeared in net terms. In 2020, eased
bridging allowance conditions, deferral (or in some
cases exemption) of contribution payments, and the

moratorium on bankruptcies temporarily kept selfemployment on an even keel.
Since the outbreak of the COVID-19 crisis, there
have been many more announcements of redun‑
dancies through corporate restructurings or closures.
About a hundred businesses have launched collec‑
tive redundancy procedures due to restructuring or
discontinuation of activities, affecting a total of 8 000
employees. Because of the length of these procedures,
the bulk of their real-life effects on employment were
not yet visible in 2020. Although initially these moves
mostly affected businesses that had been vulnerable
prior to the crisis, other announcements may follow if
health measures continue to curb business activity or
once temporary support measures cease. Job destruc‑
tion might well accelerate as 2021 progresses.

During the first wave of the crisis, i.e. in the second
quarter of 2020, some workers temporarily stopped
looking for a job while waiting for better times.
Employment opportunities were few and far between,
while travel restrictions and health risks made it hard‑
er to apply for jobs and be hired. Most of them do
not receive any unemployment benefits, as they are
either foreigners or young workers with insufficient
professional experience to qualify for such benefits or
people receiving integration incomes for whom com‑
pulsory registration as job-seekers was suspended.
None of these people are registered as workers or
job-seekers and are therefore not counted among the
labour force. This explains the clear slowdown in the
labour force recorded in the second quarter of 2020.
However, this proved a temporary phenomenon and
the labour force re-expanded in the third quarter,

Table 16
Labour supply and demand
(year‑on‑year changes in thousands of people, unless otherwise stated)

Level

Working‑age population

2016

2017

2018

2019

2020 e

2020 e

16

12

13

17

14

7 357

Labour force

33

46

40

58

8

5 462

National employment

58

74

71

77

−9

4 968

Border workers (net)

0

1

1

1

0

84

1

Domestic employment

58

73

70

76

−10

4 884

Self‑employed workers

12

13

13

14

13

832

Employees

46

60

56

61

−23

4 052

28

36

38

39

−34

2 493

Sectors sensitive to the business cycle 2
Public administration and education
Other services 3
Unemployed job‑seekers

p.m. Harmonised unemployment rate 4, 5
p.m. Harmonised employment rate 4, 6

2

8

7

8

5

844

16

17

11

14

6

715

−26

−28

−30

−19

18

494

7.9

7.1

6.0

5.4

5.7

–

67.7

68.5

69.7

70.5

70.1

–

Sources : FPB, NAI, NEO, Statbel, NBB.
1 People aged between 15 and 64.
2 Agriculture ; industry ; energy and water ; construction ; trade ; transport and logistics ; accommodation and food service activities ;
information and communication ; financial activities ; real estate activities and business services.
3 Health care and social work ; collective social, personal and household services.
4 Based on data from labour force survey.
5 Job‑seekers as a percentage of the labour force aged between 15 and 64.
6 People in work as a percentage of the working‑age population aged between 20 and 64.
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once the health situation improved and restrictive
measures were eased.
On the back of the employment-supporting measures
and the temporary effect of halting job-seeking ef‑
forts, there was only a modest rise in the number of
job-seekers given the extent of the contraction in eco‑
nomic activity. Having reached a peak in May 2020
(+38 000 compared with the year-earlier figure), the
annualised change in the number of unemployed jobseekers gradually fell to 20 000 by December.
Overall in 2020, the number of unemployed jobseekers was on average 17 500 higher than in 2019,
an increase of 3.7 %. In Brussels, this percentage was
very low, at 0.9 %, partly due to the composition
of the population using the Actiris service, a signifi‑
cant proportion of whom do not speak the country’s
languages and/or have no digital skills. Job-seeking
registrations by such people were sharply down be‑
cause Actiris’s branches were closed during lockdown.
Wallonia saw the number of unemployed job-seekers
go up by 3 % in 2020, while Flanders – whose
labour market is more sensitive to business-cycle
fluctuations – recorded the biggest rise : 5.8 %.

After the imposition of restrictive measures, fewer va‑
cancies were listed with the country’s public employ‑
ment offices as countless companies suspended their
hiring procedures, with the exception of essential
sectors such as health care and logistics. In view of the
sharp drop in employment opportunities, the federal
government decided to temporarily freeze unemploy‑
ment benefits tapering. From May 2020, the number
of vacancies registered with the public employment
offices picked back up, demonstrating labour mar‑
ket responsiveness. However, the second lockdown
served to dampen these dynamics and employment
opportunities shrank again – albeit that the fall in the
number of vacancies was not as bad as it had been
in the first wave.
Vacancy survey findings also suggest a deterioration
during the first lockdown, when the vacancy rate
declined from 3.4 % in the final quarter of 2019
to 3.0 % in the second quarter of 2020, but even
this indicator bounced back up in the third quarter,
to 3.3 %. Despite the crisis, the number of vacan‑
cies remained high : 131 000 in the third quarter
of 2020. The problem of unfilled vacancies is most
pressing in Flanders, which is looking at a vacancy

Chart  72
Given the extent of the slump in economic activity, the rise in unemployment was modest
(year-on-year variation in the number of unemployed job-seekers, monthly data in thousands)
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Chart  73
Number of vacancies reflected restrictive measures and easing
(monthly data, vacancies reported via the normal channels)
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rate of 3.5 % (85 000 vacancies), followed by Brussels
(3.2 % or 19 000 vacancies) and Wallonia (2.7 % or
28 000 vacancies). Higher unemployment did not
make it easier for businesses to rapidly find employ‑
ees. This reflects one of the structural problems of

the Belgian labour market, i.e. the mismatch between
supply and demand.
The harmonised unemployment rate, which had fallen
to a historic low for Belgium (of 5.4 %) in 2019,
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edged back up in 2020 to an average 5.7 %. This
minor increase masks a downward trend until the
second quarter of 2020, when the percentage fell
to 4.9 %, and a big third-quarter rise to 6.5 %. If
people had not put off looking for work, this upward
reversal in the unemployment rate would probably

have manifested from as early as the second quarter.
Higher job-seeker numbers drove up the 2020 third
quarter unemployment rate to 4.4 % in Flanders,
7.7 % in Wallonia and 15 % in Brussels, compared
with 2.9 %, 7.6 % and 11.8 % respectively in the
fourth quarter of 2019.

Chart  74
The downward trend in the unemployment rate is over
(in % of the labour force aged 15-64)
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6.2 Impact on labour varied depending
on sectors and groups of people
The coronavirus crisis affected economic activity
across Belgium’s economy, to varying degrees de‑
pending on the sector. With the temporary lay-off
scheme finding such wide take-up, it turned into
the most important instrument to cushion the loss
of activity for employees. In fact, there is an almost
linear relationship between revenue losses within
a sector and the degree to which the mechanism
was applied.
The sectors that availed themselves of the temporary
lay-off scheme the most were those that have been

forced to remain closed almost the entire time since
mid-March, such as events and recreation. Others
that were shut for long stretches, such as the hospi‑
tality industry and personal services (hairdressers and
beauty salons) and, to a lesser degree, non-essential
retailers, were responsible for a great deal of the
take-up. Yet other sectors faced dramatic declines
in demand, either because they deliver to shuttered
branches of activity, such as suppliers to the hospital‑
ity industry, or because customers simply withdrew,
cases in point being tourism and travel as well as
suppliers to the airline sector.
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Chart  75
Recourse to temporary lay-offs directly related to production losses in various branches of activity
(averages between April and December 2020)
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In some businesses where the work must neces‑
sarily be done in the workplace, complete over‑
hauls were carried out to help people observe
health rules. Requirements for social distancing
and wearing face masks (initially, there was a
shortage of masks in the first lockdown) compelled
certain branches of activity, such as industry and
construction, to temporarily halt their activities to
restructure their production processes. During the
first wave of infections, construction, for one, am‑
ply used the temporary lay-off scheme, for slightly
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over 50 % of its employees. The number of those
temporarily laid off gradually tailed off as the sec‑
tor resumed its activities. The second wave had
much less of an impact, as construction companies
had by then spent several months complying with
protocols detailing how to conduct activities under
safe conditions.

Chart  76
Overhaul largely dependent on nature of activities
(averages between April and December 2020, in % of the total workforce of businesses surveyed)
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Intensive use of teleworking
Wherever working from home was possible, busi‑
nesses found this an efficient way to maintain their
activity, and employees were able to continue to do
their jobs while observing the restrictive measures
and/or socially distancing. This was very much the
case in such sectors as information and communica‑
tion, financial and insurance activities, education,
and professional, scientific and technical activities,
but also in public administrations. Working from
home had been more common in these sectors even
before the crisis.

But even in the sectors shown above, not all employ‑
ees had equal access to teleworking. Statbel’s labour

force survey revealed that working from home is more
widely accessible to the highly educated. A break‑
down by occupation shows that it is mostly directors,
managers and supervisors, as well as those in the
intellectual and scientific professions, that can work
from home : 62 % of them did so during the crisis,
compared with less than 2 % for basic occupations
held by the low- to medium-educated.
Working from home does not just make it possible
to keep economic activities going during lockdown
but is also a set-up considered quite beneficial for
employees, as it offers greater flexibility and saves
on time spent commuting. For example, Brussels,
Flemish and Walloon commuters to a different
Region travel an average 20, 30 and 43 kilometres
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Chart  77
Not all branches of activity 1 hold out the same opportunities to work from home
(occasionally or regularly working from home, in % of the working population)
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respectively 1. Working from home improves flows in
areas prone to traffic jams and enables businesses to
make more efficient use of available office or com‑
mercial space.
However, there are some concerns about the isolation
of employees, who miss social interaction and feel
less engaged with their companies. Also, to be fully
efficient working from home, employees need their
own space to work and to be able to use the latest
technologies. And some employees find this way of
working more stressful, as they feel – especially at
times of crisis – they need to be always accessible and
available. In 2018, Belgium passed a Law calling on
companies to ensure that new technologies do not
interfere with periods of rest and holiday, nor with
employees’ life-work balance.

1 See Duprez C. and M. Nautet (2019), “Economic flows between
Regions in Belgium”, NBB, Economic Review, December.
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Job losses mainly occurred in specific
branches of activity
Although it remained relatively moderate for the
economy at large, the impact of the crisis on employ‑
ment was significant in specific branches of activity.
In the first three quarters of 2020, workforce num‑
bers contracted particularly sharply in trade, transport
and the hospitality sectors, as well as in business
services (which also includes temporary agency work).
Whereas these same branches of activity had been cre‑
ating most additional jobs by the end of 2019 (nearly
40 000 in a single year) their number of workers
slumped by nearly 30 000 in the third quarter of 2020.
The specific features of the COVID-19 crisis had a
relatively stronger impact on the services sectors.
Of course, the global financial crisis and its aftermath
also saw many jobs destroyed in trade, transport and
the hospitality sectors, as well as in business services,
but employment was hit faster and more abruptly in
manufacturing at that time.

Chart  78
Jobs destruction limited to a few sectors
(annualised changes in employment by sector, in thousands of people 1)
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The financial sector is a special case. Its use of
the temporary lay-off scheme was limited, as it
amply availed itself of teleworking opportunities.
And yet, jobs were still lost in the wake of the suc‑
cessive restructuring plans that have been going
on for years, particularly affecting branch office
networks.
Data exclusively covering employees actually make
it possible to arrive at a more detailed picture of
the branches of activity most affected by the crisis.
The numbers reveal that the arts, entertainment and
recreation sector is running a very high risk indeed :
most major events have had to be cancelled since
the start of the crisis while non-professional sports

events were also disrupted by the two lockdowns
in 2020. The sector shows massive take-up of the
temporary lay-off scheme (50 % during the first
lockdown). What is more, the national accounts are
pointing to job losses of 3 % in the third quarter
of 2020.
By contrast, for some sectors, such as health care
and mass retailing, the coronavirus crisis proved a
major strain on the workforce, putting it under a
great deal of pressure. For these essential sectors,
measures were taken to facilitate hiring or tem‑
porary replacement of absent employees, by the
temporarily unemployed for instance.
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Employees in the most exposed
sectors are themselves also more
vulnerable
The sectors most exposed to the crisis typically use
temporary contracts or other kinds of atypical con‑
tract more than other sectors. Their workers tend to
be less educated and have incomes below the average
wage of employed people. In addition, they are more
often foreign-born (and particularly from outside the
EU). Women and young people are highly represented
in these sectors.
Generally speaking, low wage-earners are more ex‑
posed to cyclical fluctuations on the receiving end
of any ups and downs in economic activity. Any
income losses they suffer does not leave them much
room for exceptional or unexpected expenses. The
Microsoft and NBB online survey of nearly 5 700 peo‑
ple in May 2020 found that the lowest-income
households reported exceptionally large average loss‑
es. These people are even more vulnerable because
they have little in the way of savings : according to the
survey around 45 % of workers on low incomes (up to
€2 500 a month) have savings that would last them
less than a month, compared with under 9 % of those
on high incomes (over €4 000). As noted in box 6 of
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chapter 5, the Household and Financial Consumption
Survey (HFCS) also revealed that households with a
member working in one of the hardest-hit sectors
generally have fewer savings, both in absolute terms
and relative to their incomings and outgoings.

Greater risk for employees on
atypical contracts
Whenever economic activity slows, it is often tem‑
porary employees who are the first to lose their
jobs, as their contracts are simply not rolled over.
The COVID-19 crisis is no exception : less stable types
of jobs were especially affected, such as agency work,
student jobs or flexi-jobs. And this has been even
more pronounced during the crisis, as these types of
employment are extensively used in heavily impacted
sectors such as the hospitality sector and retail trade.
The fall in the number of temporary contracts is cor‑
roborated by the Statbel labour force survey, which
found it to be 6.3 % below the year-earlier figure for
the first three quarters of 2020, and that the num‑
ber of permanent contracts had shrunk by 0.2 %.
Particularly hard hit were service vouchers (-32 %),
occasional work without any formal contract (-30 %),

local employment agency agreements (-16 %), stu‑
dent jobs (–15 %) and agency work (–14 %). What
is more, temporary agreements are much more com‑
mon today : their share of wage-earning employment
rose from 8 % in 2008 to 11 % in 2019. The un‑
der-25s and non-EU citizens are overrepresented in
this category of contracts, accounting for 48.5 %
and 26.4 % respectively.

particularly for those who were at risk even before
the coronavirus crisis. As much as job-seekers, who
have seen their chances of finding work dwindle, new
graduates are facing obstacles and it cannot be ruled
out that this will turn into a permanent handicap for
their future careers.

At times of recession, young employees tend to be
the first to be laid off or not hired, while they have
Some employees were able to seek protection through
the lowest amount of savings salted away and are
the usual system, but for others specific measures
therefore more dependent on their incomes to de‑
were introduced as and when groups were identified.
fray their outgoings. The under-25s are at the start
Yet others failed to receive any compensation for
of their careers and are likely to find work (again)
loss of income at all, because of the specific nature
as soon as the economy picks up, but studies
of their labour arrange‑
have found that entering
Employees on temporary contract or the labour market at a
ments. Their last-resort
safety net is to apply for
time of recession affects
with an atypical job were hit harder
benefits from a public so‑
wage and employment
cial welfare centre. A Federal Public Planning Service
prospects throughout people’s careers. Also, those
for Social Integration (PPS SI) survey of these centres
with less obviously suitable profiles are at risk of
showed the number of people receiving integration
remaining remote from the labour market for a
incomes to have risen by 5 000 between February and
long time.
April 2020. Based on administrative and survey data
and factoring in the extra surge between March and
Young people still attending school, college or uni‑
August, PPS SI, together with the Federal Planning
versity are adversely affected as well, particularly as
Bureau, projected that beneficiaries of integration
it is becoming harder for them to undertake planned
incomes would rise by 9.5 % in 2020, whereas the
traineeships and they run a greater risk of dropping
increase would have worked out at 3.4 % if there had
out, but also because many of them find it impos‑
1
been no COVID-19 crisis .
sible to access remote learning. The situation may
be exacerbated by the loss of income from a student
job, as many of these are found in the hospitality in‑
A growing proportion of new integration income
dustry and retail trade. According to National Social
applications was filed by people who had seen a
Security Office statistics, there were 90 000 fewer
massive slump or complete wipe-out of their pro‑
working students in the second quarter of 2020 than
fessional incomes in the wake of the coronavirus
a year earlier.
crisis. Meanwhile, existing recipients display increased
vulnerability, with shifts from partial to full integra‑
tion incomes. Applications for other types of social
assistance recorded the biggest increases in food aid
Women have been affected in their
requests (since April and peaking in May and June) as
occupational activities as well as
well as in requests for debt mediation services (from
household organisation
June 2020).
While an economic recession typically increases the
risk of job losses for men working in industry or
construction, the coronavirus crisis has impacted
Young people finding it hard to
particularly hard on the services sector, in which
access work and education
relatively more women work. Women are slightly
overrepresented in the hospitality sector (where they
It is not just people in work who are running into
make up 49 % of the workforce according to labour
difficulty ; the current situation also makes it harder
force surveys in 2019, compared with 47 % of total
to gain access to the labour market and find jobs,
employment) and even more in other branches of ac‑
tivity that were ordered to partially or fully shut down
1 See PPS SI (2020), Survey on the social impact of COVID19,
during the first and/or second lockdown or in which
October.
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social distancing was impossible. These are mostly
services-based sectors (58 % women), including ser‑
vice voucher activities and other services such as
social support (63 %). Women are also more numer‑
ous in education (71 %), where the workforce kept
their regular pay even though schools were closed
between March and May, and health care (80 %), an
essential sector during the pandemic. As a result, the
total impact on female employment is hard to gauge
at this point.
Pandemic-driven closures of day nurseries and
schools also impacted on women’s employment, but
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domestic duties were fairly unevenly distributed even
before the crisis. Eurostat figures from 2016 showed
89 % of women to be involved in their children’s daily
care, compared with 75 % of men. The differences
become even more stark for household chores, with
81 % of women cooking the family meal every day
or doing other domestic duties, compared with only
33 % of men. During lockdown, childcare closures
meant that households in which both parents work
had to divide their time between work and raising
their children. As the family obligations typically land
on mothers, they have undoubtedly shouldered most
of the burden.

6.3 Crisis came on top of the
fundamental challenges facing
the Belgian labour market

Crisis-driven working from home on a massive scale
may have kept many jobs safe and secure, but it also
highlighted the digital divide across the population.
Whereas previously the emphasis was on the risks
that digitalisation posed to many jobs, the lockdowns
revealed the opportunities it holds out for new ac‑
tivities. Digital tools do not merely add value through
productivity gains they help to lock in, they also gen‑
erate new jobs and services.
To fully leverage digital technology, but also to absorb
the changes in activity as result of the COVID-19 crisis
without creating permanent damage, the country
will have to address two key challenges : education
and the allocation – and reallocation – of resources,
two areas in which Belgium lags behind its European
counterparts. An educated population and an ef‑
ficient labour market are essential preconditions for
the further development of a prosperous and inclu‑
sive economy.

Acquiring (digital) skills is key
Over the years, required skill levels in the labour
market have been on a steady upward trajectory,
including for low-skilled jobs. Job opportunities for
the low-educated are narrowing, especially now that
a polarisation of employment is causing ever more
competition from medium-educated workers.
On the one hand, a top priority should be to reduce
the percentage of school drop-outs and so limit the
number of low-educated people. The situation has
been improving in the country’s three Regions in
the past few years, but the coronavirus crisis and
more remote learning might well increase the risk

of students falling behind and even leaving school,
especially those from deprived families that failed
to get the right support as they do not have the re‑
quired technological resources (in 2019, some 8.6 %
of school-aged children from low-income households
had no access to the internet at home), but also
because their environment is insufficiently conducive
to learning.
On the other hand, increased demand from busi‑
nesses for highly-skilled people must be met at the
same time as young people are given opportunities to
gain a more sustainable foothold in the labour mar‑
ket. To this end, the young should be encouraged to
continue their studies and attain a higher education
diploma. Overall, Belgium does relatively well on this
metric, with 47.5 % of those aged 30-34 boasting
a higher education diploma in 2019, seven percent‑
age points ahead of the European average. At re‑
gional level, Brussels reports the highest percentage
of graduates (55.6 %), followed by Flanders (48.5 %)
and Wallonia (42.2 %). But the level of education is
not the only thing that matters in securing jobs ; the
field of study is also a key driver. Profiles requiring
an education in science, maths, statistics, informa‑
tion and communication technology, engineering,
industrial sciences or building technology should be
increasingly in demand in the future. Too few stu‑
dents in Belgium graduate in these fields. And this
is not only true for university studies – it generally
also applies to technical and technological pathways,
which are in high demand in the labour market.
The employment rate of youngsters who have taken
vocational courses is much higher than for those with
only a general secondary education ; in fact, it comes
close to the employment rate of those with a higher
education diploma.
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Chart  79
Percentage of early school-leavers falling – but the coronavirus crisis might reverse this trend
(in % of those aged 18 to 24)
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Chart  80
Education and training participation still too low
(in % of those aged 25-64, in the four weeks prior to the survey)
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Digital skills are essential for everyone to acquire.
In 2019, 62 % of Belgians aged 25-64 reported being
able to carry out elementary or advanced IT tasks –
not much more than the European average (58 %) and
significantly below Finland (83 %), the Netherlands
(81 %) and Sweden (77 %). So, there is tremendous
room for improvement.
Access to lifelong learning is crucial to keep digital
skills up to date and ease the transition to emerg‑
ing professions. And yet, labour force survey data
reveal that, in Belgium in 2019, fewer than one in
ten people aged 25-64 (8.2 %) had taken a formal
or informal course or training in the four weeks prior
to the survey, much worse than the best performers,
particularly the Nordic countries, where the number is
well over one in four, and this state of play has barely
improved in the past decade. The country’s low-skilled
would benefit greatly, especially in terms of digital
skills, and yet they are typically the least likely to
engage in lifelong learning (3.4 %). At regional level,
Brussels stands out with a significantly higher percent‑
age of people taking courses or training. Explanations
include the Region’s relative specialisation in sectors
offering their employees comparatively more training ;
a higher percentage of higher education graduates
among its population ; and a relatively young popula‑
tion compared with those in the other two Regions.
After all, those aged 55 and over are the least likely
to attend training (4 %).

with an average 60 % in the EU. In the Nordic na‑
tions, employment is much less stable as less than
half of employees work for the same employer for five
years or longer and nearly one in five has less than a
year of seniority (the latter applying to only 11.6 %
of employees in Belgium). In the neighbouring coun‑
tries, the stability of employment is closer to Belgium’s
own, although a larger number of employees are
recent hires (13 % in Germany, 14 % in France and
15 % in the Netherlands). Such stability of employ‑
ment should, however, be underpinned by economic
criteria, meaning that it should reflect a good match
between employee and employer, allowing the former
to grow in their jobs and the latter to benefit from
competent workers who meet the requirements of
their company.

With wage increases in Belgium being directly linked
to employee seniority – an easy-to-measure indicator
which is supposed to reflect productivity – wages
gradually rise the longer an employee works for the
same employer. In its November 2020 report, the
Central Economic Council (CEC) observed that, al‑
though most joint committees have agreed collective
labour agreements in which pay-scale raises are linked
to seniority or experience, subsequent wage differen‑
tials are significantly higher or lower from one job sta‑
tus to the next, and from one sector to another. This
differential tends to be a lot smaller for blue-collar
workers than it is for white-collar staff and manage‑
ment. The gap is particularly wide in non-market sec‑
tors : the pay-scale differences between the lowest and
the highest seniorities amount to 31.9 % to 42.7 %
Sustained efforts are required to
(for blue-collar workers and white-collar workers re‑
address other challenges facing the
spectively). In market sectors, the differences are very
Belgian labour market
small for blue-collar workers (3.6 %) and quite a bit
larger for white-collar workers (28.9 %). This situation
Generally recognised rigidities in the Belgian labour
is not unique to Belgium, but the CEC does note that
market – e.g. the lack of occupational and geo‑
most countries are increasingly decoupling pay rises,
graphical mobility, too strong a link between wages
promotions and protection
and seniority instead of
Labour market rigidities threaten
measures in the event of
productivity, high taxes on
redundancies from senior‑
wages and financial unem‑
to curb the reallocation of jobs
ity, and that mechanisms
ployment traps, to name
are less automatically applied. In view of this, the
but a few – also get in the way of any optimum al‑
De Croo governing coalition agreement resolved to
location or reallocation of resources post-crisis.
ask the social partners to use this study to engage in
a debate on the link between pay and seniority, and
A stable job may underwrite a high-quality career,
thus contribute to wage reforms.
and on this measure, Belgium holds up relatively well
in the European arena, even if it does not fundamen‑
With seniority a major determinant of wage-setting,
tally stand out. Of the entire working-age population,
employees might at least in part have a reason not
63 % of the country’s workers are employed by the
to move jobs a lot out of fear that they could lose
same employer for five years or longer, compared
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Chart  81
Major wage differences between branches of activity
(differences in % compared with industry 1, full-time salaried workers aged 20-64, 2017)
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1 Based on a model that adjusts for differences in diplomas, job qualifications and seniority between employees of the various branches of activity.

certain wage accruals and that their experience might
not always be equally rewarded by a new employer.
Also, it is more expensive for employers to fire em‑
ployees with a lot of seniority as redundancy expenses
increase the longer employees are in service.
In practice, of course, pay typically varies mostly
depending on the substance of the job, the respon‑
sibilities that go with it and the level of knowledge
required (diplomas/degrees and experience). However,
these factors are not enough in and of themselves
to explain wage differences between branches of
activity. Employees with similar profiles and working
for similar-sized businesses are looking at significantly
higher wage levels in manufacturing, the financial
sector and the water and energy sectors than in trade,
construction, the hospitality industry, technical activi‑
ties and support (including agency work), and health
care and social work.
Those sectors in which businesses enjoy the biggest
market power or in which activities are regulated –
examples being energy and financial services – stand
out for their rather more attractive compensation
packages. These differences adversely affect mobility
between branches of activity, even ignoring issues in
terms of training, ongoing training or retraining.
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Scope for pay differentiation has been laid down in
the 19 March 2017 Law amending the 1996 Law
on the Promotion of Employment and the Preventive
Safeguarding of Competitiveness, which sets the
wage standard on the basis of the accumulative
trend in hourly wage costs compared with Belgium’s
three neighbouring countries. Not until the standard
is applied in the various joint committees structuring
the private sector, however, will sector differentia‑
tion emerge. As a result, such differentiation remains
rather limited.
There are other possibilities at company level, though.
Outside of the 1996 Law, the CCT/CAO 90 salary
bonus rule allows for financial incentives to be given
to employees depending on the collective results of a
company or well-defined group of employees based
on objective criteria. This bonus is free of tax for the
employee receiving it, up to a ceiling. And as it is
performance-based, the award facilitates a remunera‑
tion framework that does not eat into a company’s
competitiveness, while at the same time motivating
employees through profit-sharing in their company.
In this way, a financial incentive can make a busi‑
ness more attractive to the employees it is looking to
recruit, and this bonus thus contributes to a better
allocation of workers. Although it is steadily rising,

the cumulative amount of such incentive payments
remains quite low at around 0.4 % of private sector
compensation, as implementation procedures are very
strict and bonus amounts capped.
The tax shift policy pursued by the Belgian govern‑
ment between 2016 and 2020 has succeeded in
mitigating fiscal and parafiscal pressures on labour
incomes, with the reforms impacting the financial
incentive to work both through a change in personal
income tax and via a reduction in employer contribu‑
tions to social security. For low-wage earners (67 %
of average wages), the tax wedge, i.e. the differ‑
ence between total wage costs for the employer and
take-home pay for the employee, was slashed to
Germany’s levels, yet it is still higher than in France
and the Netherlands.
In a labour market without too many transitions, peo‑
ple in work enjoy relative job security, but the flipside
is that job-seekers find few opportunities to land a
position and they therefore stay out of work for a
proportionally longer time. In Belgium, 44 % of jobseekers have been out of work for longer than a year
and as many as one in four (27 %) have been jobless
for over two years. Of those jobless, 30 % succeed in

finding a job in under a year, which is not just lower
than in Belgium’s main neighbouring countries and
the Nordic countries but also below the EU average.
By contrast, 33 % become inactive (7.5 percentage
points over the EU average), a situation that is hard to
overcome since 88 % of the inactive are still so after
twelve months.
The allocation and reallocation of workers is not
merely hampered by low occupational mobility, but
also by limited geographic mobility, leading to major
regional disparities. Out of all the countries in the
EU, Belgium has the widest geographical spread in
unemployment rates in its sub-regions. This situation
is not new. Against the backdrop of a dynamic labour
market, successive adjustments to the unemployment
regulations – definition of suitable work, benefits
tapering, greater support and guidance for the young
and for those aged 50 and over – and the cooperation
agreements between the regional public employment
services have served to provide improved access to
employment. That said, the geographical mobility
of job-seekers is still limited. The constraint of the
distance between home and place of work is com‑
pounded by the language barrier. Particularly in the
case of low-educated job-seekers, this is exacerbated

Chart  82
Tax wedge on low wages 1 has narrowed but remains steep when compared with France and the
Netherlands
(in % of total wage cost)
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Chart  83
Job security in Belgium goes hand in hand with fewer transitions from unemployment and
inactivity to work
(transitions in the labour market, in % of corresponding group, 2019)
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by the lack of financial incentives to work because of
a relatively high replacement rate, especially at the
start of a period of unemployment, compared with
the expected wages from a low-paid job.
The transitions from unemployment to work, structur‑
ally limited as they are, were marked by the conse‑
quences of the COVID-19 crisis in 2020. The number
of such transitions fell everywhere, but very steep‑
ly in Belgium. In the second quarter of 2020, the
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percentage of unemployed people who found a job
was 28 % lower on average in the EU than in 2019,
but in Belgium the drop worked out at 40 %. The sus‑
pension of benefits tapering – a decision made in the
spring of 2020, when there were few opportunities to
find a job, to protect the incomes of the unemployed –
must be reconsidered when economic activity revives,
so as to encourage people to look for work and be
prepared to accept jobs in sectors and regions that are
still facing serious shortages of workers.

Chart  84
Minor geographical mobility implies wide gaps in unemployment rates
(unemployment rates in municipalities, in % of the labour force aged 15-64, 2018)
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Box 7 – Beyond-GDP indicators

7.1 The COVID-19 crisis has reinforced
the need to transform the economy
transforming the structure of the economy. Some sec‑
In 2020, the top priority was to contain the corona‑
tors will end up permanently weakened by this
virus pandemic and protect people and businesses
transformation, while for others it will offer a source
from the consequences of the ensuing recession.
of future growth. More generally, the development
Exceptional measures were taken in various economic
of new digital and other
policy spheres to steer the
economy through the cri‑ The COVID-19 crisis and the ecological technologies will continue
to alter the structure and
sis as safely as possible.
and digital transitions will require
functioning of the econ‑
Those measures must, by
the reallocation of resources
omy. In addition, there is
definition, be temporary.
the need to progress towards still greener production
As the recovery picks up steam, they must give way
and consumption in order to limit global warming.
to measures designed to strengthen the founda‑
These transformations imply the need for resources
tions of a dynamic, resilient, inclusive and low-carbon
to be readily reallocated within firms, between busi‑
economy.
nesses in the same branch of activity, and between
branches of activity.
A successful exit from the crisis implies limiting the
adverse impact on public finances, the labour market
At the same time as investing in human capital, it
and businesses. In particular, it is necessary to watch
will also be essential to invest in infrastructure and
over the sustainability of public finances, preventing
intangible assets, R&D and databases in order to
any increase in structural unemployment and averting
achieve the technological and environmental transi‑
insolvency for viable businesses rendered fragile by
tions. The ability to make that reallocation in the
the economic shock of COVID-19. These points were
smoothest possible way with the minimum cost to so‑
discussed in previous chapters. Moreover, the Belgian
ciety will largely determine the success of the process
economy still faces certain structural vulnerabilities
of transforming the Belgian economy into a resilient,
which already existed before the crisis. In regard
inclusive and low-carbon economy.
to the economic fabric, that means virtually zero
productivity growth, due in part to a sluggish busi‑
ness demography, problems hampering the efficient
allocation of resources, and the inadequate spread
of technology between firms. The economy must
also address the challenges of the environmental and
digital transitions.
Digital technologies contributed to the economy’s
resilience during the crisis, as remote working fa‑
cilities and online sales and distribution channels
for goods and services made it possible to maintain
some activities despite the constraints of lockdowns
and social distancing. These changes in production
and consumption methods will persist, permanently
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7.2 A more digital economy after COVID-19
Consumers are becoming
increasingly familiar with the new
methods of online shopping

and visits to the physical outlets of retailers and
service providers.

The COVID-19 crisis has overturned consumption
habits. The mandatory closure of some branches
of activity, public health protocols for the easing of
lockdowns, travel restrictions and avoidance behav‑
iour by some sections of the population fearing in‑
fection have had a significant impact on movement

In contrast, online trading, which had already been
expanding steadily for some years, has recorded
exponential growth, bringing with it benefits for
supply, transport and delivery services. For instance,
the volume of packages handled by the Belgian
postal service, bpost, which had risen by 16 % per
year since 2018, recorded quarterly growth of 80 %

Chart  85
In response to the closure of physical outlets in Belgium, consumers turned to online shopping
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Sources : Eurostat, Google mobility data.
1 Median value calculated over a 5-week period from 3 January to 6 February 2020.
2 Distance selling : retail sales in which purchasers place their orders by post, telephone or the internet.
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Businesses also expanded their
digital presence

The exponential growth of online sales since
March 2020 has accelerated a trend already ap‑
parent for a number of years. The wide and var‑
ied range of goods available at competitive prices
may explain the attraction of online distribution for
consumers. This new method of making purchases
chimes with consumers’ preference for more indi‑
vidual, secure and convenient shopping from their
own home. In the past ten years, the number of
online consumers has risen steadily, and – according
to Belgian trade and services representative body
Comeos – exceeded 70 % of the Belgian population
in the second quarter of 2020. While the 45-54 age
group caught up with younger people during that
period, the over-55 age group made less frequent
use of online shopping opportunities, even though
their numbers also increased, as this last age group
has more difficulty in using digital payment and
consumption tools.

Like consumers, businesses also adapted to the new
opportunities of e-commerce. Although the major
international platforms have a dominant position,
other firms also began making more use of these
new selling, communication and production meth‑
ods. In 2019, just over a quarter of Belgian firms
(26 %) already enabled consumers to place orders
or reserve their products on their own websites.
While firms in the northern EU countries were
in a relatively better position (32 %), the Belgian
percentage is well above the figure for the EU as a
whole (20 %). In 2019, firms based in Belgium were
able to generate a larger share of their turnover via
e-commerce (33 %), while the figure was only 18 %
for the average European business. Similarly, for
firms operating in the three neighbouring countries
and in the northern EU countries, online sales rep‑
resented only 17 % and 24 % respectively of their
turnover.

Chart  86
The presence of Belgian firms on digital channels enables items to be ordered and reserved online
(online orders and reservations, in % of firms, 2019 1)
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1 2018 is the latest available year for Germany, Finland and Sweden.
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While digital availability was already widespread
in 2019, the pandemic prompted new firms to speed
up their plans for online selling. The compulsory clo‑
sures, health protocols and stronger demand via alter‑
native channels brought home the need to be visible
on the internet and to use e-commerce for pursuing
their business activities. The crisis also made some of
them realise that digital technology enabled them to
organise themselves more flexibly, both internally and
in relation to customers.

value chains. However, that trade declined overall in
parallel with the general reduction in activity.

New ways of working became more
widespread
In 2020, there was also extensive recourse to remote
working where the nature of the job made that
feasible. During the lockdowns, working from home
was mandatory or strongly recommended wherever
possible and became the norm for many workers.
Not only did it enable firms to continue pursuing their
activities, it also meant that workers could keep their
jobs and their income.

However, e-commerce for consumers only represents
part of the income of firms active online. According
to FPS Economy, 80 % of the online turnover re‑
corded by Belgian firms in 2019 came from sales be‑
tween businesses (B2B) or
The digitalisation of the Belgian
The mobility data bear wit‑
to the government (B2G),
ness to a sharp fall in the
with consumers account‑
economy contributed to its
numbers attending their
ing for the balance (B2C).
resilience during the crisis
place of work and using
At European level, these
public transport, and show that more people stayed
ratios were 60 % and 40 % (B2B/G and B2C respec‑
at home. While the use of remote working had previ‑
tively). While sales to consumers increased in 2020,
ously varied greatly between firms and sectors, the
digital trade between businesses could also have
COVID-19 pandemic and social distancing measures
helped to maintain the domestic and international

Chart  87
Geographical location data show fewer journeys to places of work and people spending more
time at home
(% deviation compared to the reference period 1, seven-day moving average of geographical location data)
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Source : Google mobility data.
1 Median value calculated over a 5-week period from 3 January to 6 February 2020.

224

Economic and financial developments ¡ NBB Report 2020

Sept. 2020

Oct. 2020

Nov. 2020

Dec. 2020

obliged many firms to introduce it or implement it on
a larger scale. According to a study by KU Leuven con‑
ducted jointly with RH Acerta and HR Square, remote
working expanded extremely rapidly in Belgium : the
proportion of workers authorised to work from home
jumped by 84 % during the first lockdown compared
to the situation prior to COVID-19. Nevertheless, re‑
mote working is not available equally to all workers
and depends on their job or their branch of activity,
as it is difficult to apply in the case of most manual
workers and certain contact occupations.

Education and training also went
online
Owing to the spread of the coronavirus, the
Communities and Regions had to close the schools
and training centres and, when reopening them,
they had to introduce attendance restrictions (pupil
rotation, limit on the numbers in class). New forms
of learning and teaching tools had to be developed

quickly to minimise the disruption to education and
ensure its continuity by using the new digital pos‑
sibilities, such as virtual classes or computer-assisted
learning. Despite the welcome government measures
to rectify local deficiencies, the take-up varied be‑
tween educational institutions and according to the
equipment available in families, impeding the largescale uniform application of these tools.
The pandemic disrupted the learning process not
only for schoolchildren and students but also for
adults, workers and job-seekers undergoing train‑
ing. In previous years, some alternative tools had
already become available, such as online courses
accessible to all (MOOC). Some preliminary data
seem to indicate that adult online learning has
made significant progress. For example, in the
Flemish Region, the numbers taking part in the
online training offered by the Flemish public em‑
ployment service (VDAB) during the second half
of March 2020 quadrupled compared to the same
period in the preceding year.
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A high-quality digital infrastructure
made that possible
The fact that the various economic applications of
digital technologies were able to mitigate the effects
of the crisis was due partly to the availability of a suit‑
able digital infrastructure and well-equipped firms
and households.

well with this higher demand, notably thanks to the
good connectivity of the very high capacity fixed
networks (minimum speed of 30 Mbps) in Belgium
compared to the EU28 average. Conversely, in the
case of the mobile internet, there were many delays
in the allocation and deployment of the 5G network
radio frequencies. A coordinated strategy between
the Regions concerning the roll-out is still lacking
but would be a catalyst for the economy’s digital
transition.

As far as digital infrastructure is concerned, Belgium
was in a relatively good position at the start of the cri‑
sis, so that it was able to cope with the increased de‑
Finally, purchases of office equipment (such as lap‑
tops) expanded, reflecting the greater need for re‑
mands on the internet networks. Telecommunications
mote working and online training facilities. However,
networks were under extreme pressure in the first
it should be noted that
lockdown. According to
both the infrastructure
data from the Belgian
Good quality infrastructures
quality and equipment
Institute for Postal Services
made it possible to cope with the
availability
are
prob‑
and Telecommunications
growing use of digital networks
ably not the same for all
(BIPT), between midhouseholds and firms.
March and the end of
Faced with remote working and remote learning,
May 2020, the daily volume of traffic on fixed in‑
the poorest households were in a particularly dif‑
ternet links averaged around 20 % higher than on a
ficult situation which has doubtless exacerbated the
normal pre-crisis working day, with peaks of up to
existing digital divide.
66 % above normal. The digital infrastructure coped

Chart  88
The Belgian population has good connectivity in regard to very high-capacity fixed networks but
the mobile broadband internet is lagging behind 1
(June 2019 data)
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1 The fixed very high-capacity networks are the fibre optic networks (FTTB, FTTH) and cabled networks (DOCSIS 3.1). The mobile broadband
internet refers to 3G networks or higher.
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Chart  89
The surge in computer sales reflects the Belgians’ growing need for digital equipment
(indices 2019 = 100)
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The digitalisation of the Belgian
economy must continue

Encouraging the development of
new production methods

Once the pandemic is over, the consumption be‑
haviour and methods of selling, working and learn‑
ing described above will not continue in digital
form to the same high degree as during the crisis.
Consumers will want to enjoy going out to spend
in public areas again, workers will return to their
place of work, and students and pupils will return
to their university or school. Thus, the data on shop‑
ping trips and the indicators concerning attendance
at the place of work fluctuated in line with the
various stages of lockdown easing between May and
September 2020.

Apart from the contribution made during the
COVID-19 crisis, the development of digital technolo‑
gies continues a trend which has been in progress for
many years. For some firms, these technologies bring
new opportunities for using innovative production
processes and methods of organisation. For others,
the result will be the disappearance or radical restruc‑
turing of their activities. However, the expectation is
that such technologies will become more important
and more widespread in the various sectors and firms.

However, the crisis clearly demonstrated the uses of
digital development for society, even though not all
people and businesses benefited to the same de‑
gree. Current efforts to digitalise the economy and
boost efficiency must therefore continue in order
to maximise the resulting contribution to economic
growth and the well-being of the population.

These technologies are highly diverse, and include
robotics and automation, artificial intelligence (AI),
3D printing, cloud computing and the analysis of
big data. Some of them are already widely used in
a number of industrial sectors, including spheres
not strictly connected with digital technology, such
as biotechnology, the motor vehicle sector and
logistics. But they are increasingly being integrated
into services, with development of the exploitation
of collected data, promotion via targeted advertis‑
ing to online customers, and pricing tailored to the
various customer profiles and segments. For the
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Chart  90
Recourse to remote working could persist after the crisis
(number of remote working days per week)
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Source : ERMG.
1 Weighted average per number of employees in private sector industries.
2 The average number of remote working days for the week beginning 20 October was calculated on the basis of the responses to the
survey question concerning the organisation of labour. It relates to staff currently in work (i.e. excluding those temporarily laid off or
absent) and assumes that partial remote working corresponds to two days per week.

financial sector, the introduction of these technolo‑
gies also has a major impact on the provision of
services and the operations of financial institutions
(see section E of the Prudential regulation and
supervision part).
These technologies offer many advantages. For ex‑
ample, their – sometimes combined – use may
create opportunities for optimising not only pro‑
duction processes but also the internal organisation
of companies. They also make it possible to offer
consumers a wider choice by adding new types of
goods and services to the range available. Ways of
improving production processes include increased
automation and robotisation of some tasks, perhaps
combined with AI, making production chains faster,
more precise and more consistent. 3D printing can
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be used to produce highly personalised products to
order, giving rise to new decentralised production
methods plus scope for relocating some industrial
activities and shortening value chains. The use of
big data offers multiple ways of optimising pro‑
duction processes, distribution and data storage.
Finally, cloud computing gives firms cheaper access
to vast IT resources hosted on an external server.
Belgian firms are among the best performers in
the EU in the use of these tools. In regard to the
use of robots in industry, Belgium ranks behind
Germany, Japan and – especially – South Korea but
is on a par with the United States, France and the
Netherlands. In 2019, Belgian firms also topped the
EU rankings in the use of management software
(Enterprise Resource Planning), they ranked second

Chart  91
Digital technologies are increasingly becoming an integral part of production processes in Belgium
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in regard to Customer Relationship Management
More widespread use of digital tools should there‑
software, and third for the use of big data. In cloud
fore be capable of generating significant produc‑
computing, Belgium retains a strong position, above
tivity gains. However, those gains will only be
the European average and ahead of the neighbour‑
achieved if the digitalisation of businesses is ac‑
ing countries but behind the northern European
companied by the training needed for workers to
countries. Generally speaking, the more sophis‑
make full use of the tools, and a radical transforma‑
ticated the technologies
tion of the ways in which
(such as the exploitation
businesses are operated
Digitalisation must be accompanied
of big data), the lower the
and run. Numerous stud‑
by efforts to train the workforce and
adoption rates. In addi‑
ies show that firms vary
transform the way that businesses
enormously in their abil‑
tion, the degree to which
are operated and managed
the technologies are used
ity to take advantage
also varies between firms,
of digital technologies,
as they are often the preserve of large companies.
depending on such factors as the skills of their
Moreover, their use is frequently confined to a few
workforce and the calibre of their management.
of the production phases, losing some of the poten‑
tial benefits of full implementation.
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Developing digital skills
Digital technology should continue to play a vital
role in the economic recovery. As already men‑
tioned, preparing the human capital for these new
needs is crucial here. The public authorities must
therefore address the continuing gaps concerning
digital skills not only in the education system but
also on the labour market. It is true that there have
been federal and regional initiatives in recent years.
At federal level, the Digital Belgium Skills Fund pro‑
gramme funds projects relating to the acquisition
of digital skills. At regional level, the VDAB offers
training in digital skills according to the needs of
the labour market. In Wallonia, #WallCode Digital
Wallonia targets the development of skills in cod‑
ing, algorithms and robotics. In the Brussels-Capital
Region, “Digitalcity.brussels” is a training and em‑
ployment centre for digital occupations.
Despite these earlier projects and initiatives, the
indicators do not yet show any substantial improve‑
ment in some respects. In Belgium, the propor‑
tion of graduates in information and communica‑
tion technologies (ICT) and AI-related skills are
both below the average for the EU and for the

neighbouring countries. The continuation and im‑
provement of the acquisition of digital skills must
remain a priority. It is necessary to invest still more
in the digital education of the younger generations,
and in training people in work to prepare them for
the future needs of society. That will provide the
Belgian economy with adequate human capital
and make it easier for people currently employed
in obsolescent sectors or occupations to switch to
emerging businesses.

Adapting the rules for controlled
digital development
Since digitalisation will probably continue to play
a central role during the recovery, the rules must
support the digital transformation of firms and in‑
novative commercial models based on mixed, com‑
plementary strategies for online and offline sales.
Just as the pandemic erupted, there were only a
few major online sales platforms based in Belgium,
whereas many others were operating from neigh‑
bouring countries. The boom in online shopping
produced a surge in demand, with escalating sales
via these large, foreign-based platforms.

Chart  92
The efforts to fill in the gaps in digital skills must continue
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language processing and image processing). The value indicates the ratio between the rate of dissemination of AI skills in a country and
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The Belgian regulations were initially stricter than else‑
where, and that may partly explain why those firms
opted to set up their business in neighbouring coun‑
tries. Although there has been some relaxation of the
Belgian labour laws, e.g. in adjustments to the rules
on night work, staggered working hours and Sunday
working, that came at a late stage. Moreover, labour
costs for working these non-standard hours are still
higher in Belgium than in the neighbouring countries.
At the same time, a fair legal framework is needed
for all players in the new online markets. Digital
technologies are inclined to create a dominant po‑
sition for a few major international players, to the
detriment of smaller local operators. The authorities
must therefore take care to ensure fair competition
conditions enabling domestic firms to find their place
and develop by similarly exploiting the potential of
digital technology while also ensuring that Belgium
is attractive to foreign investors.

Promoting confidence in digital
technology
While digital technology has become a vital tool for
most economic stakeholders, some sections of the
general public and some firms exhibit a degree of
resistance to new technologies, possibly owing to a
lack of confidence in them, as new cyber risks and
the associated digital attacks have proliferated in
recent years.
Governments must therefore provide the resources
and an appropriate legal framework to guarantee
that data can be exchanged and stored in a secure
digital environment for citizens and businesses.
Online data management also raises questions con‑
cerning privacy protection and the guaranteed an‑
onymisation of personal data. At European level,
the General Data Protection Regulation (GDPR) is
a step forward. Yet, during the pandemic, some
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operating at the cutting edge of technology and
the rest has been growing wider for many years.
During the crisis, there have been some practical
initiatives aiming both to lessen the digital divide
between firms and to promote short chains, such
as the establishment of online sales platforms
bringing together local goods producers and ser‑
Reducing the digital divide
vice providers, in order to increase their visibility.
Apart from these local initiatives, recovery plans
As illustrated above and in chapter 6, the crisis
should encourage firms which are trailing behind
highlighted the unequal access to IT tools within
in terms of technology
the Belgian population.
to catch up by adopting
There is also a latent
The digital divide affects both
these new technologies
risk of a digital divide
people and businesses
more promptly and by
between firms, accord‑
investing in R&D.
ing to whether or not they exploit the potential
of digital technology, as the gap between firms
people expressed mistrust concerning the use of
the data collected by track & trace apps used to
help manage the COVID-19 health crisis, and that
slowed the distribution of those apps.
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7.3 Full commitment to the ecological
transition of the economy

Alongside the growing digitalisation of the economy,
Belgium has for many years been addressing the chal‑
lenge of the ecological or climate transition. In signing
the 2015 Paris Climate Agreement, most countries in‑
cluding Belgium entered into significant commitments
on limiting global warming to less than 2°C in relation
to pre-industrial levels, by reducing greenhouse gas
emissions, and especially the main one : CO2.
In 2011, the EU was already committed to perma‑
nently cutting greenhouse gas emissions by at least
80 % by 2050, compared to 1990. This long-term
strategic vision was strengthened by the newly in‑
stalled European Commission in its December 2019
European Green Deal and confirmed in the EU’s
“Next Generation EU” recovery plan. The European
institutions want to make Europe the first climateneutral continent by 2050, and that requires much
ambition in the decade ahead. In December 2020,
the European Council endorsed the binding target
of a net reduction in greenhouse gas emissions in
the EU of at least 55 % by 2030, compared to 1990.
The federal government likewise embraced the goal
of cutting Belgian emissions by 55 % by the year
2030 and becoming carbon neutral by 2050.

Even on the basis of the previous, less ambitious
EU28 targets, meeting the Belgian commitments to
cut greenhouse gas emissions by 35 % compared
to 2005 in sectors not covered by the emissions
trading system (EU ETS) still requires a consider‑
able effort in view of the progress made so far.
In regard to both the share of renewable energy
sources in energy production and improvements
in energy efficiency, Belgium falls well short of
its targets. As for the share of renewables in final
energy consumption, Belgium was asked to reach a
figure of 25 % by 2030 in order to do its bit towards
the collective European effort, but the projects
and measures in the National Energy and Climate
Plan 2021-2030 (NECP) will only achieve 17.5 %.
As far as energy efficiency under the NECP is con‑
cerned, primary energy consumption in Belgium is
meant to fall to 42.7 million tonnes of oil equivalent,
which is 15 % down on the reference projections for
2030 and far short of the target of a 32.5 % reduc‑
tion for the EU as a whole.

The efforts entailed are not trivial : the new European
commitments on their own imply reducing future
emissions by around 7.5 % per annum. By way of
comparison, over the period from 2008 to 2018,
emissions were cut by 1.8 % per annum on average
in the EU28, with reductions of 1.1 % in Germany,
1.6 % in France and 1.7 % in Belgium 1.

1 See Burggraeve K., J. De Mulder and G. de Walque (2020),
“Fighting global warming with carbon pricing : how it works,
field experiments and elements for the Belgian economy”,
NBB, Economic Review, December.
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Chart  93
Ambitious commitments for Europe and Belgium
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1 Target for Belgium defined on the basis of the efforts needed to achieve the EU target shared among the Member States.
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Greenhouse gas emissions declined
in 2020, but that had no lasting
impact on the climate

therefore necessary to break the link between emis‑
sions and economic activity and pave the way to a
resilient economy in the long term.

The consequences of the COVID-19 crisis perfectly
demonstrate the heavy economic costs of reduc‑
ing emissions without any ecological transition : it
is estimated that, at global level, the cumulative
CO2 emissions over the first eleven months of 2020
were 5.3 % lower than in the corresponding pe‑
riod of 2019. In Belgium in 2020, according to the
July 2020 economic outlook produced by the Federal
Planning Bureau (FPB), greenhouse gas emissions
were 13 % down against the 2019 figure. That
reduction was due to an unprecedented decline
in economic activity and it will most likely be very
largely or even totally negated when the econo‑
my recovers. It is therefore essentially temporary.
Although an end to the health crisis may be in sight,
the absence of an ecological transition would have
some lasting effects, permanently weakening busi‑
nesses and the population. Considerable efforts are

In Belgium, according to the FPB, structural changes
in energy consumption in favour of less pollut‑
ing products and renewable energy will lead to
a downward trend in emissions by 2025 for ac‑
tivities in general, other than those relating to
electricity generation, which will increase owing
to the closure of the first two nuclear power sta‑
tions in 2022 and 2023 and the last ones in 2025.
Thus, in 2025, Belgium’s total emissions will only
be 5 % lower than in 2019, which is 23 % below
the 1990 reference emissions. That will leave only
five years to achieve the target of a 55 % reduction
endorsed by the federal government.

Table 17
Greenhouse gas emissions in Belgium
by sectors generating those emissions
(in million tonnes of CO2 equivalent 1)

Energy

2019

2020

2021

2025

85.5

75.9

80.1

84.8

Of which fuel
combustion by :
Energy sector

23.5

17.9

19.5

26.2

Industry 2

15.8

14.7

15.7

13.9

Transport

25.5

23.2

24.4

24.8

21.3

15.6

17.2

17.1

Agriculture

9.9

9.8

9.8

9.5

Waste

1.3

1.2

1.2

1.0

118.1

102.6

108.2

112.3

Industrial processes 3

Total

Source : FPB.
1 The greenhouse gases attributable to human activity and taken
into account are carbon dioxide (CO2), methane (CH4), nitrous
oxide (N2O) and fluorinated gases (hydrofluorocarbons (HFC),
perfluorocarbons (PFC) and sulphur hexafluoride (SF6)). These
emissions are expressed in the same CO2‑equivalent units based
on the level of their global warming potential which expresses
the warming effect of the greenhouse gases over 100 years
compared to the effect of an equivalent quantity of CO2.
2 Emissions linked to the combustion of fuel.
3 Emissions linked to non‑energy uses.

While the COVID-19 crisis has temporarily reduced
greenhouse gas emissions, it has also affected the
financing capacity of households and firms, curtail‑
ing or halting their investment plans. Furthermore,
the pandemic has brought greater uncertainty.
In practice, that is likely to slow the replacement
of equipment, the energy upgrading of buildings
and the general deployment of less carbon-intensive
technologies. The low prices of fossil fuels also make
this type of investment less attractive, and that is
prejudicial to the structural transformation of the
energy system.

It is necessary to break the link
between greenhouse gas emissions
and economic growth
In 2018, greenhouse gas emissions of households
and firms in Belgium came to around 117 mil‑
lion tonnes of CO2 equivalent. Since 2000, those
emissions have been cut by 25 %. There was a
steady reduction up to 2014, after which emis‑
sions stabilised. Three-quarters of the emissions
come from business activities. However, it is busi‑
nesses that have cut their emissions the most
since 2000 (–29 %). The improvements vary from
one activity to another : in industry and market
services, emissions were down by more than 30 %,
compared to barely 10 % in agriculture, while in
construction emissions increased. Household emis‑
sions declined by only 10 % over the same period.
The reason for this smaller reduction concerns
transport, which generated more emissions owing
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to the increased number of vehicles and heavier
traffic. In terms of emissions per energy source,
there has been a fall in emissions from coal com‑
bustion, with the switch from solid fuel to gas for
electricity production and in industry.
While the initial cuts in greenhouse gas emissions
were probably the easiest to achieve, the yet more
ambitious commitments and targets for the decades
ahead require the adoption of strong measures
in many spheres and will entail significant costs.
Consumers and firms will need to make new invest‑
ments and adapt their consumption or production
methods to this new situation. The costs will inevi‑
tably be spread very unevenly across the population
and the economic fabric and will vary according to
the way in which the government opts to achieve
these goals.

Table 18
Greenhouse gas emissions in Belgium
by activity and use
(million tonnes of CO2 equivalent unless otherwise stated)

Total emissions
Businesses

Change
20002018

117.4

100.0

−25.4

(in %)

90.0

76.7

−29.2

12.6

10.8

−10.2

Industry

54.9

46.8

−33.3

2.4

2.0

7.3

16.4

14.0

−33.8

3.7

3.2

1.7

Construction
Market services
Non‑market services
Households

27.3

23.3

−9.7

Heating / cooling

13.1

11.2

−27.7

Transport

11.8

10.1

32.4

2.4

2.0

−25.4

Source : Eurostat.
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The transition needs an appropriate
carbon pricing system
The Belgian and European authorities have a wide
range of instruments for addressing the climate
challenge. From a technological angle, government
policy can contribute in various ways, by means of
support for R&D and basic research, public invest‑
ment in infrastructure, and technical requirements.
The road to carbon neutrality will involve an ex‑
tensive array of technologies, but in some cases
their development and availability are still highly
uncertain. The government must not heighten that
uncertainty but, on the contrary, should endeavour
to establish a favourable framework for the vari‑
ous investment needed. The roll-out of low-carbon
technologies will also depend on the price assigned
to carbon.

relative prices would lay the foundations for more
balanced competition between fossil fuels and noncarbon energy. Setting a price per tonne of CO2 emis‑
sions and announcing a credible route towards higher
prices over time would give a clear and direct signal
to businesses and consumers concerning the need
to adapt their behaviour in order to avoid high costs
in the future. That would enable them to draw up
investment plans in full knowledge of the price to
be paid.

The EU emissions trading programme (EU ETS) is one
example of indirect pricing. The Commission chose
this approach in 2005, since it has no fiscal powers.
The distribution of a small number of emission allow‑
ances that are tradable on a secondary market trans‑
lates into a relative scarcity which leads to a market
price. The maximum emissions are also to be reduced
each year from 2013 by
1.74 % of the annual av‑
Economists
increasingly
Steering the climate transition via a
agree that government ac‑
erage volume of quotas
clear price signal is the most effective placed on the market be‑
tion will be most effective
approach in economic terms
if carbon is priced so that
tween 2008 and 2012.
stakeholders take account
However, the system only
of the environmental impact of their consumption
covers the emissions of the most polluting firms and
and investment choices. The resulting adjustment of
does not involve households or smaller businesses.

Chart  94
The carbon price is volatile and not high enough to bring emissions down
(logarithmic scale, in € per tonne of CO2)
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Sources : IPCC, Refinitiv.
1 Interquartile intervals of the distribution of real carbon prices compatible with the commitments under the Paris Climate Agreement and
based on 374 model simulations obtained from the IPCC database.
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Moreover, any cyclical or structural reduction in de‑
mand for allowances affects the carbon price – which
acts as an adjustment variable – and distorts the rela‑
tive price mechanism.
In practice, the resulting carbon price has proved
highly volatile and, for the time being, is well below
the level needed to achieve a substantial reduc‑
tion in emissions. It can be raised by adjusting the
supply of emission quotas as was done with the
implementation of the market stability reserve at
the beginning of 2019 and by raising the rate of
annual reductions in the emissions cap to 2.2 %
from 2021. But more ambitious climate targets for
2030 and 2050 – e.g. in terms of energy efficiency
and renewable energy – also imply reappraisal of
the current calibration of this system : as it stands,
it will not lead to attainment of the goal of net zero
emissions by 2050. On the contrary, if prices are
fixed via a carbon pricing system, the uncertainty
shifts from prices to volumes, i.e. it is no longer
certain when the target level of emissions will be
achieved.
Conversely, a direct tax on fossil fuels would be easy
to administer and could be applied to emissions more
widely, including those from dispersed sources such
as transport and heating. The amount of that tax
and adjustments to it would be predetermined by the
government and would depend not on a market but
on medium-term emission targets.

Nevertheless, that must be
accompanied by appropriate
redistribution measures
Although carbon pricing makes it possible to sched‑
ule the efforts and deployment of technologies in an
economically efficient way, the principle still attracts
criticism since it affects economic activity and living
standards. The resulting higher prices of fossil fuels
could be detrimental to the purchasing power of
households, especially the least well-off, and could
damage business competitiveness, especially if the
tax is not harmonised at international level. The gov‑
ernment must therefore introduce accompanying
measures to limit the impact on the most vulnerable
agents – whether households or businesses – while
avoiding any reduction in the incentive to invest in
equipment that consumes less energy or generates
lower emissions. A redistribution system funded by

238

Economic and financial developments ¡ NBB Report 2020

carbon tax revenues would partly safeguard the pur‑
chasing power of the poorest households and the
competitiveness of vulnerable sectors. Government
support for green investment would also facilitate
the adoption of alternative solutions to fossil fuels.
Alongside a carbon tax at European or Belgian level,
it would be desirable to introduce a fiscal instrument
to protect domestic producers against unfair compe‑
tition from foreign rivals not subject to similar taxa‑
tion in their own country. To ensure fair competition
between domestic and foreign players and avert the
relocation of activities to regions less committed to
combating global warming, the introduction of car‑
bon pricing at domestic level should be accompanied
by a specific tax on imports from countries where
that pricing does not apply. This is an argument for
introducing a carbon price at European level, as EU
member countries cannot individually impose import
taxes and in any case such taxes are prohibited on
imports of goods and services from other Member
States.

A regulatory framework offering
sufficient incentives is also required
In addition to carbon pricing, regulatory instruments
such as the setting of technical standards, energy
efficiency programmes or investment subsidies also
form part of the arsenal of measures for addressing
the climate challenge. For instance, the EU climate
strategy sets binding national targets for greenhouse
gas emissions not covered by the EU ETS and for
renewable energy sources, and indicative targets for
energy efficiency. Since these targets apply to dis‑
persed emission sources, national regulatory mecha‑
nisms were deployed.
In terms of per capita emissions, Belgian households
generate much more pollution than the average for
European citizens, particularly via heating and cool‑
ing. Per capita emissions from transport in Belgium
are close to the European average. Nevertheless,
comparison with the best performances in the
EU shows that there is still scope to reduce house‑
hold emissions regardless of the source.
In order to reduce transport-related emissions, the
government uses various instruments to encourage
changes that make the vehicle stock greener and
more energy-efficient, but also to persuade users to

Chart  95
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enjoying that benefit to receive a mobility budget to
encourage sustainable transport alternatives.
Since 80 % of the domestic stock of buildings was
constructed before the definition of the current en‑
ergy standards, improving the energy efficiency of
the existing buildings presents another major chal‑
lenge, especially as the efforts already made focused
on the easiest and most profitable refurbishments.
Stepping up renovation of the social housing sec‑
tor and the stock of buildings in general presents
funding problems because of the high cost involved
for households and public finances 1. The cost of
upgrading the energy efficiency of the Walloon and
Flemish housing stock in line with the standards for
2050 – a housing stock with an A average rating for
the Walloon regulations on the energy efficiency of
buildings (energy score of 85 kWh/m² per annum)
and alignment of the Flemish housing stock with the
standards of the Renovatiepact 2050 (energy score
of 100 kWh /m² per annum) – is estimated at around
€ 120 billion and € 103-110 billion respectively.
For the Brussels-Capital Region, a figure of around
€ 29 billion has been announced. For the private
housing stock, a recent study suggests that the cost
of thorough renovation of a typical house, with
an average budget of € 60 000, will take between
38 and 64 years to recoup, depending on the move‑
ment in carbon and energy prices. This means that
between 40 % and 51 % of owners would be unable
to finance this type of work or recover the cost on
the basis of the aid currently available 2 .

change their behaviour. The regional authorities have
numerous means of action at their disposal. They de‑
velop measures relating to land use planning and im‑
Compared to setting a carbon price, such a normative
approach directly influences behaviour, but its overall
provements to transport infrastructures with a view
cost-benefit ratio is difficult to ascertain. If this route
to promoting a shift in favour of public transport
is chosen, an assessment
or “soft mobility”. Car
of the costs and benefits
sharing and smart mobil‑
The transition must be accompanied
(in terms of the volume of
ity apps enabling people
by additional measures
emissions avoided) should
to combine all modes of
alongside the carbon tax
be conducted first in order
transport, both public and
to rank the measures in order of priority. From an
private, are encouraged. The criteria for granting
operational point of view, the ease of implementing
permits for the operation of transport services (taxis
and monitoring these measures must also be taken
and buses) are adjusted to encourage the use of less
into account.
polluting means of transport, while more generally,
taxes on vehicle registration and use are revised and
modulated according to the environmental perfor‑
mance of the vehicles. Adjustment of the tax frame‑
1 The condition of the buildings and the need for
improvements also have implications for financial institutions.
work is intended to encourage citizens to make more
See Van Tendeloo B. (2020), “Climate-change-related transition
appropriate choices. In that regard, the federal gov‑
risk associated with real estate exposures in the Belgian financial
sector”, NBB, Financial Stability Report, pp. 141-150.
ernment’s ambition is for all new company vehicles
2 See Aelbrecht J. and S. Hamels (2020), “De financiële barrière
to be carbon neutral by 2026 and for workers not
voor klimaat- en comfortrenovaties”.
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The establishment of an encouraging regulatory
framework, e.g. in the form of subsidies, also suf‑
fers from the problem of giving an appropriate price
signal while supporting the desired developments. In
that regard, experience of schemes supporting the
development of photovoltaic installations shows that
this approach may have windfall effects and cause
the derailment of public expenditure. Although the
imposition of technical standards may facilitate the
deployment of some solutions which are already
sufficiently mature by targeting specific options, it
may also freeze the technological choices and thus
impede the emergence of new technologies. More
generally, it is crucial to ensure consistency between
the instruments used in the form of taxation, regu‑
lation and support, in view of the aim of cutting
greenhouse gas emissions.

management. However, this transformation of the
electricity system implies much more ambition and
speed in adapting energy production, transport and
consumption patterns. It is also important to ensure
security of power supply in order to safeguard the
attractiveness of the economy and the comfort and
convenience of households.

In Belgium, these changes are to take place during
the phasing out of nuclear energy by 2022-2025.
That was confirmed in the government agreement,
but with the option of reviewing this position if it
affects security of supply, to be assessed for the last
time at the end of 2021. The decommissioning of
around 5.9 GW of nuclear capacity represents a major
change in the electricity mix : in 2020, around 40 % of
electricity was produced by nuclear energy, so replac‑
ing that with alternative sources of supply presents a
challenge. It is ambitious to rely solely on the develop‑
ment of renewables by that date, especially as Belgium
Adapting the electricity system is
failed to meet its target of renewable energy account‑
vital to the transition
ing for 13 % of gross final consumption in 2020.
Current and planned renewable energy projects cor‑
In regard to the energy system, wider electrification
respond to 11.7 % of gross final consumption and
of energy use is the preferred option for rendering
are therefore insufficient
activities carbon-free so
long as electricity can be Transformation of the electricity system to achieve the target at
purely national level. Since
generated with less im‑
requires substantial changes in energy
the country has a deficit
pact on the environment.
production,
transport
and
consumption
of around 2 000 GWh, re‑
There are various ways of
specting that commitment
achieving that, such as
will entail buying surplus power generated from re‑
the use of renewables instead of fossil fuels and the
newable sources from other Member States.
development of storage facilities or demand-side
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To ensure security of supply in this context, the
government is counting on introducing a capacity
remuneration mechanism (CRM) to encourage in‑
vestment in adjustable natural gas power stations.
Since market conditions and the profitability situa‑
tion are not very conducive to the maintenance of
existing capacity or investment in new facilities, the
CRM makes it possible to pay remuneration for the
maintenance of production capacity – as well as for
the energy produced – to suppliers selected on the
basis of auctions. These power stations will safe‑
guard the transition until the development of suf‑
ficient renewables and flexible resources (demandside management or storage capacity). However,
the timescale for implementing the mechanism
is tight : the Commission is conducting a detailed
investigation into whether the CRM complies with
EU rules on state aid, while the first auction is
scheduled for 31 October 2021 for delivery in the
year 2025. The implementation of this procedure
and connection of the power stations must not be
left to chance, otherwise the country could face
supply problems.
More generally, the challenge for the electricity
system is to introduce market mechanisms which
can encourage the necessary investment and which
correspond to the energy transition goals. The in‑
creasing flexibility required for integrating renewa‑
bles into the electricity network implies that those
who provide the storage and demand management
solutions must also be able to play an active part in
the market. The government must ensure that the
markets operate in a way that enables the various
stakeholders to secure a fair return on their invest‑
ment, and that there are no barriers to the advent
of new business models and new players.

effective transition. It is at a particular disadvantage
owing to the small proportion of jobs in low-carbon
industries and a skills level less suited to the needs.
Countries with a large stock of human capital can
gain the most from the beneficial effects of R&D
on low-carbon technologies because, even though
some economic activities are already carbon-free,
there is still a need for further development in tech‑
nologies, infrastructure and equipment.
Deployment of innovations in low-emission tech‑
nologies remains a priority for achieving the cli‑
mate goals. A framework favourable to innovation
is therefore also needed in this sphere. Anticipating
developments by investing at an early stage in in‑
novative technologies and equipment and promot‑
ing their commercialisation and the development of
markets, will create scope for businesses operating
in those fields to develop new activities. According
to the International Energy Agency, government
expenditure in R&D on low-carbon energy fields
– expressed as a percentage of GDP – was almost
4.5 times higher in Belgium than the EU28 average
over the period 2014-2018 ; but it was heavily con‑
centrated on nuclear power.

Innovation and government
intervention must benefit the
transition

The initiatives must come from both the private
sector, for mobilisation of the resources to fund
the green transition, and from the government, in
regard to the greening of budgets and tax systems,
carbon pricing and the abolition of subsidies for
fossil fuels. In Belgium, as the responsibilities are
shared among various levels of power, a consistent
approach and efficient coordination are essential to
make best use of the potential synergies in spheres
where there are often no administrative boundaries.
Similarly, it is important to ensure clear communica‑
tion on the strategy adopted and to offer a stable
framework. That reduces uncertainty and gives in‑
vestors some guidelines ; more generally, it enables
all the economic agents to make timely preparations
and adjust their behaviour.

The energy transition is not confined solely to ad‑
justments to the energy mix. It also requires the
government to act in the social, economic and tech‑
nological spheres. According to the World Economic
Forum, Belgium is generally better prepared for
the energy transition than the average in the EU.
However, the country lags behind the three neigh‑
bouring countries and the northern countries in
the various dimensions identified as permitting an

The climate transition will inevitably entail adjust‑
ments to the economic fabric. Carbon neutral‑
ity does actually require indeed radical structural
changes for businesses and workers in numerous
sectors. Carbon-intensive businesses will face im‑
pediments to their development and a fall in de‑
mand for their products. Conversely, low-carbon
activities will be encouraged. To be acceptable
to society, the transition also requires an efficient
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Chart  96
Belgium has some advantages for making a success of the environmental transition
(ranking from 0 to 100, 100 being the top score, 2020)
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reallocation of workers from sectors or business‑
While it is feasible to achieve a significant reduction
in emissions while preserving competitiveness and
es whose technology is unsuited to carbon-free
purchasing power to some extent, uncertainties
production towards more eco-friendly sectors and
remain. For one thing, some technologies are still
businesses. As always in the case of labour real‑
only at a very early development stage and their full
location, a labour market that functions smoothly
potential remains highly questionable. Being riskier,
can only facilitate the necessary transition from the
they are also more difficult to finance. Furthermore,
jobs affected to these new occupations. It is esti‑
their use sometimes depends on the availability of
mated that, during the transition to a carbon-free
scarce resources and com‑
economy,
government
expenditure on renew‑
modities the exploitation
Encourage the efficient reallocation
of which also has an im‑
able energy and energy
of workers so that they can tackle
efficiency matching the
pact on the environment.
these radical structural changes
amount of the current
subsidies for the extrac‑
The ecological transition
concerns all economic players in multiple spheres
tion and processing of fossil fuels would create
(energy, transport, tax, innovation, digital technol‑
roughly three times as many direct and indirect
jobs. Even if such a multiplier cannot persist in
ogy, etc.), and requires numerous means of ac‑
the long term, it should facilitate the reallocation
tion which sometimes have conflicting effects.
of labour necessary for the transition. In addition,
Furthermore, in a complex fiscal context it is ex‑
there is a need to identify the skills required by
tremely important for policies to target the aspects
the low-carbon technologies and adapt the avail‑
where they can have the greatest effect and to be
socially equitable so that all citizens recognise the
able training accordingly, in order to optimise the
changes as feasible, fair and appropriate.
preparations and support for the retraining of the
workers concerned and, more generally, to ensure
that a well-trained workforce is available.
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7.4 Creating the conditions for
a sustainable economic recovery

Belgium’s long-term growth potential had already
been eroded over the preceding two decades, with
productivity gains declining more than elsewhere.
This in itself represented a major structural challenge,
even before the eruption of the COVID-19 crisis.
The current environmental and digital transitions
compound the difficulties caused by that weak po‑
tential growth because they exacerbate the techno‑
logical divide between firms and necessitate signifi‑
cant reallocations of resources.

To pave the way to dynamic, sustainable growth it is
necessary to fulfil a number of mutually complemen‑
tary conditions. They concern the smooth realloca‑
tion of resources and a sound, innovation structure
supported by appropriate regulations. In addition,
both public and private investment – particularly in
infrastructure – are essential to remove certain im‑
pediments to productivity and to lay the foundations
for the recovery.

In addition, the COVID-19 crisis may have further
impaired potential growth and caused permanent
GDP losses. At the very least, it is also liable to
trigger multiple shifts in activities between sectors
or between firms in the same branch of activity.
During the crisis, for example, some firms tempo‑
rarily modified their production processes to meet
the increased demand for equipment for the health
sector. Others, notably restaurants, started provid‑
ing a take-away service. Similarly, the more frequent
recourse to remote working could cause shifts in
demand for certain goods and services away from
the large urban centres where economic activity
was concentrated and towards the areas where
the workers live. This reorganisation and changed
behaviour will be accompanied by the disappear‑
ance or decline of some activities in favour of
others, or the emergence of new activities.

Business demography must become
more dynamic

During the recovery period now in prospect thanks
to the roll-out of the vaccines, the transformation
of the organisation and structure of the economic
fabric should therefore continue. Yet, the crisis has
heightened uncertainty over the scale and speed
of the ongoing technological transformations, dis‑
rupting the investment plans of businesses and
households.
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Business demography contributes to the dynamism
of an economy and seems to be a key factor in
productivity gains and hence in long-term growth.
The ease with which businesses can be set up and
closed down is a decisive factor in the success of
the transformation processes in an economy, e.g. by
facilitating the spread of new technologies.
For some years now, the business landscape in
Belgium has displayed relative inertia. Compared to
the other EU Member States, Belgium had structural‑
ly low birth and death rates for businesses. However,
over the past five years, there have been encouraging
signs of an upward trend in these ratios, suggesting
that the economic fabric has started to become more
dynamic.
The COVID-19 crisis has affected the business de‑
mography and will continue to do so for some time
to come. As stated in chapter 5, various support
measures for businesses and self-employed workers
and the introduction of a moratorium on insolven‑
cies averted a spate of business closures in 2020.
In contrast, the rate of new business start-ups re‑
mained high, and broadly similar to that in 2019.

Chart  97
In 2020, the number of bankruptcies was abnormally low while the number of start-ups
remained robust
(absolute figures)
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If the first lockdown period is excluded, that rate
was actually above the average recorded over the
period 2015-2018.
If this more positive new business dynamic is struc‑
turally maintained in the years ahead, that will help
to revitalise the economic fabric and will make up
for the business closures to come. It is reasonable
to expect that, as in the case of previous crises, a
sequence of business closures will after a time bring
profound changes in the structure and organisation
of the domestic production network.
It is also necessary to be cautious about the growth
potential of the new entities created just before
the COVID-19 outbreak or during the crisis. While
it is generally the case that young businesses are
more likely to close, the closure rate is likely to be
even higher for firms which began operating during
the past two years. These new entities, generally
microbusinesses or small firms, launched their ac‑
tivities under difficult conditions auguring possible

problems in their development, so that speedier
refinancing may be needed. Furthermore, these very
new businesses did not necessarily qualify for the
various forms of government aid, making them yet
more vulnerable.
Another point worth noting is that the rise in busi‑
ness start-ups in recent years has been driven by
the expansion of one-man businesses. Since 2009,
and particularly after 2015, the contribution of this
category to business start-ups has increased, reach‑
ing almost 60 % of the total in 2018, according
to the latest annual data published by Graydon.
The recent growth in the number of businesses
created therefore appears to be due mainly to small
individual entities. Changes to the law and the tax
rules relating to company statutes, such as the new
student-entrepreneur status and the law on the
sharing economy introduced in 2017, have enabled
more people to launch their business and pursue
their primary or secondary occupation on a self-em‑
ployed basis. These changes partly coincided with
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the development of the platform economy (e.g.
Uber, Ubereats, Deliveroo). Some of the operators
registering for VAT for the first time could therefore
reflect the rise of these new, more precarious forms
of working relationship.

Innovation efforts and the spread of
technology must be encouraged

enter into partnerships between universities and to
collaborate with private companies 1.
More specifically in the digital sphere, the investment
required does not only concern the purchase of digi‑
tal technologies : substantial intangible investment is
also necessary, e.g. in order to improve the digital
expertise of the workforce or to acquire the neces‑
sary software or databases. More generally, in the
course of their digitalisation process, firms will also
need to modify their business model and adjust their
costs and internal structure.

Other factors will also influence the future growth
of businesses. For instance, substantial investment
in R&D could well be needed to continue adapting
the production processes and the products and ser‑
Although part of the effort in terms of adaptability,
flexibility and improving the skills of the workforce
vices offered in line with these new requirements.
is down to the firms, the government will obvi‑
While Belgium has for some years been regarded
as a highly innovative EU country, just behind some
ously also have to play a very active supporting role.
of the northern European
In particular, specific train‑
Belgium is an innovative country
countries, the R&D ef‑
ing efforts will be needed
to enhance the ability of
forts of Belgian firms are
but the efforts are concentrated
workers and job-seekers
concentrated on a few
on a few sectors and businesses
to use these new technol‑
sectors and businesses.
Patents, which are the practical manifestation of
ogies. Without that, there is a danger of encouraging
innovation efforts, confirm these findings. Belgium
a dichotomy on the labour market and rejection of
is in a strong position as a patent producer since
the necessary technological developments.
more than 2 000 Belgian patents are filed each year
on the European market, and the number has been
rising steadily in recent years. Although Belgium has
The regulations must not excessively
managed to maintain a good position, the special‑
hinder these transformations
ised fields covered by Belgian patents are confined
to a few branches of activity, including the pharma‑
The regulatory framework can also foster the smooth
reallocation of resources, although of course it must
ceuticals sector. That specialisation has doubtless
not be judged solely in terms of that aim. The primary
increased with the race to find a vaccine against
purpose of regulation is to ensure essential protec‑
COVID-19. Despite the greater uncertainty caused
tion for consumers and workers and to fulfil general
by the coronavirus crisis, firms must not mortgage
objectives such as environmental protection or certain
their future growth by scaling down their research
basic rights. However, the regulatory framework must
efforts. On the contrary, support should be pro‑
not excessively hamper the development of activities
vided for firms’ innovation efforts and as many firms
that meet new needs. For public authorities, de‑
as possible should be encouraged to adopt the new
termining which activities to encourage and which
technologies. However, the innovative fabric of an
to restrain is a delicate exercise. But by establishing
economy is not confined to businesses. The Belgian
rules – e.g. on urban development or the environ‑
universities’ contribution to innovation work and
ment – and production standards, the regulations
patent production is equally remarkable. In com‑
create incentives and lead naturally to the reallocation
parison with other European countries, their share
of resources. In so doing, as already stated, they can
in the filing of patents is one of the highest (along‑
facilitate the implementation of some technological
side Ireland), ahead of the three main neighbouring
solutions enabling certain environmental goals to be
countries. In addition, academics in Belgium are
achieved.
more inclined than those in the latter countries to

1 See Cheliout S. (2020), “Belgium’s innovative capacity seen
through the lens of patent data”, NBB, Economic Review,
December.
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According to the Eurobarometer survey on SMEs’
perception of the business environment, conducted
just before the pandemic erupted, Belgian firms
consider that regulatory barriers and the adminis‑
trative burden are the primary difficulties that they
face. While the same applies to European SMEs,
Belgian firms still find these aspects a little more

burdensome. These problems are nothing new, but
they create rigidities obstructing the reallocation of
resources.
In regard to the operation of the markets, particular
attention should be paid to both entry barriers and
impediments to the cessation or restructuring of

Chart  98
Regulatory obstacles and the administrative burden threaten to impede the resumption of business
activities
(in % of SMEs 1)
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1 Belgian SMEs were surveyed between 19 February and 4 March 2020.
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business activities. Correctly formulated rules govern‑
ing access to and exit from a market can create an
environment favourable to growth via the smoother
reallocation of resources.
In Belgium, insolvency regimes were made easier
in 2019. The aim was to facilitate liquidation and to
reduce the stigma associated with business failures
by offering a second chance. At this stage, it is still
too soon for a full assessment of the effects of this
reform : although insolvency regimes were simplified,
the measures to support businesses and the morato‑
rium introduced during the crisis have so far limited
its outcome.
As regards entry barriers, access to certain occupa‑
tions – architecture and real estate activities, and
to a lesser extent accountancy – is more strictly
regulated than the average in the neighbouring
countries. If such differences are not justified by
other societal aims, they could lead to economic
costs and unnecessary rigidities, not only in those
sectors but also further down the chain. In addition,
the onerous nature of certain obligations concern‑
ing urban development and the environment may
hinder entrepreneurial initiatives. For companies,
the procedures relating to the purchase of property
or the transfer of ownership and the processing
of building permits are among the aspects least

favourable to the business environment, because
the number of procedures, and the cost and time
involved in administrative formalities are relatively
greater in Belgium. For example, some obligations
could be modified to make it easier for buildings
originally intended for certain activities to be con‑
verted for other purposes (such as mixed commer‑
cial and residential use).
It should be noted that certain regulatory powers
now come under the regional authorities, creating a
need to encourage consultation between the feder‑
ated entities in this respect, in order to avoid differ‑
ences in the rules contributing to the fragmentation
of the domestic market.

The recovery plans must make the
economy more resilient, lower
carbon and more digitalised
The efforts to boost the dynamism and adaptability
of firms described in this chapter can only be fully
effective if they are supported by good-quality in‑
frastructure. In Belgium, that need was identified
long ago. Even before the coronavirus crisis, greater
efforts were already necessary following years of
relative under-investment by the government in nu‑
merous spheres.

Chart  99
Procedures for the purchase of property or transfer of ownership are stricter for firms in Belgium
(2019)
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under the European Semester and must be in line
The governments at the various levels of power in
with the key points of its National Energy & Climate
Belgium recognised these needs, and they made public
Plan. The RRP will also need to be green and digital,
investment one of the spearheads of their strategies
since 37 % and 20 % respectively of the total planned
when they took office in 2019 and in 2020. At federal
expenditure must be used for the ecological and digi‑
level, that is one aspect of the recovery and investment
tal transitions. This constraint on the choice of priori‑
plan announced in the government agreement. The
ties for Belgian public investment could foster greater
various Regions have also established their own recov‑
efficiency in the projects selected. And efficiency is
ery plans or are preparing to do so. In Flanders, the
vital in view of the scope
Vlaamse veerkracht (Flemish
The design of the national
in the budget, which will
Resilience) programme is in‑
continue to be limited de‑
vesting € 4.3 billion in digital
Recovery and Resilience Plan must
spite the low interest rates
transformation and sustain‑
be integrated and coherent
for the government and
able development, schools
the temporary, exceptional relaxation of the European
and education, and in research infrastructures and
fiscal framework. The measures chosen must target
roads (Antwerp ring). In Wallonia, the Get Up Wallonia
the spheres which create sustainable value added and
plan aims at restoring and restructuring activities once
achieve the maximum effect.
the emergency phase of the crisis is over. Investment
and public procurement are among the priorities for
helping to restructure the Walloon economic fabric.
The federal government and the federated entities
Finally, the Brussels-Capital Region has also drawn up
have approved a draft RRP. It forms the basis of the
the main outline of a recovery plan which, as well as
final version to be submitted to the EC by the end of
covering urgent expenditure and investment during the
April 2021. It focuses on five strategic aspects (climate,
pandemic (€ 120 million), provides for continuation of
sustainability and innovation ; digital transformation ;
its strategic investments, particularly in public transport
mobility and public works ; society and community ;
and the upgrading of road infrastructure.
productivity). Among the five key themes, public in‑
vestment is planned in strategic areas meeting the
goals of both the Belgian and the European au‑
The instruments used by the EU to support the
Member States in their recovery efforts following
thorities. At federal level, this concerns major projects
the COVID-19 crisis, particularly the Recovery and
promoting sustainable development (production and
Resilience Facility (RRF), were presented in chapter 4.
storage of flexible energy from renewable sources,
They could be a useful catalyst for determining the
energy upgrades and insulation of buildings, clean
priority investments in Belgium and executing them
technologies), digitalisation (connectivity) and mobil‑
efficiently.
ity. In this regard, there will be specific support for
rail transport and intermodality : sustainable, smart
The resources made available under this facility will be
and accessible transport. Finally, the shortcomings
relatively limited, as the allocation key grants Belgium
highlighted by the health crisis are a priority, and there
subsidies amounting to a maximum of € 5.9 billion
are plans for investment in health care.
(1.2 % of GDP) between 2021 and the end of 2026 at
the latest, but these transfers may be supplemented
But the recovery cannot be achieved solely by govern‑
by loans under the RRF of up to 6.8 % of gross
ment investment, especially as public finances need
national income in 2019, representing aid of up to
to return to a sustainable course. Large-scale private
€ 32.8 billion.
investment is also needed to ensure a robust recovery.
The government must therefore take care to send
The national Recovery and Resilience Plan (RRP),
clear signals to investors and minimise the uncer‑
which must first be approved by the EC in order to
tainty. That will open the way for firms to develop
gain access to this funding, must be defined in an
their projects. Apart from the likely multiplier effects
integrated and coherent manner, requiring effective
of public investment on private sector activity, the
coordination between the various levels of power.
State can stimulate private investment by inviting the
This plan will also need to meet a range of criteria :
private sector to join in public-private partnerships
it must give details on all the public investment and
in numerous spheres, or via investment vehicles and
structural reforms addressing the challenges identi‑
financing instruments suited to the risk profiles of
fied in the recommendations made by the EU Council
private investment projects.
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BOX 7

Beyond-GDP indicators
By the Law of 14 March 2014 supplementing the Law of 21 December 1994 containing social and
miscellaneous provisions, the Parliament instructed the Federal Planning Bureau (FPB) to devise a set of
indicators measuring quality of life, human development, social progress and economic sustainability.
Since 2016, the FBP and the National Accounts Institute (NAI) have published an annual report
on Beyond-GDP Indicators, setting out the analyses and methodological considerations governing
the selection of the individual indicators relating to the various themes connected with well-being
– of which there were 69 in the February 2021 edition – and the development of composite wellbeing indicators. These composite indicators concern each of the three dimensions of sustainable
development : the well-being of the current generation in Belgium (“Here and now”), that of future
generations (“Later”) and the impact of Belgian society on the well-being of the population of other
countries (“Elsewhere”). In accordance with the law, a summary of the results is published in the
Bank’s Annual Report.
Composite indicators
So far, composite indicators have been devised for the dimensions “Here and now” and “Later”, and
assessed for the period up to 2019, i.e. before the eruption of the health crisis. An estimate of the
impact of the 2020 crisis on well-being is also being produced on the basis of the results of first surveys.
The current Whn indicator reached its lowest point in 2019 …
The Whn indicator gauges the average current well-being in Belgium. It displayed a significant downward
trend over the period 2005-2019. Following a sharp deterioration in the wake of the global financial
crisis, the Whn continued to fall until 2015. In the ensuing three years the situation improved, but the
indicator did not regain the level reached before the financial crisis : instead, it showed a further clear
deterioration in 2019. For that year, the health indicator – the principal determinant of well-being in
Belgium – was at its lowest. While some of the underlying data have yet to be confirmed, several surveys
point to a deterioration in the population’s physical and mental health. Still on the subject of health, the
indicator concerning long-term incapacity for work is also at a low point, as is the social support indicator,
which had previously been relatively stable. Conversely, the recovery of the socio-economic indicators
partly makes up for these trends, with a gradual fall in the number of persons unemployed or suffering
severe material deprivation and fewer young people dropping out of education.
Since major inequalities in well-being were identified in the Belgian population, eleven composite
indicators were devised in order to measure trends in current well-being according to age, gender and
income. These show that the decline in well-being is statistically significant among men (hit harder by
the financial crisis than women), the 16-24 and 50-64 age groups, and the middle class (third income
quintile). Conversely, the over-64 age group recorded increased well-being between 2005 and 2019.
… and a sharp deterioration is becoming apparent for 2020
Against the backdrop of the COVID-19 crisis, it is even more crucial to try to maintain inclusive,
sustainable growth in view of the manifold detrimental effects of the pandemic on the physical and

u
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Breakdown of the “Here and now” (Whn)
well-being indicator 1 – 2005-2019
(scale of 0 to 1)
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mental health and well-being of individuals, taking account of the impact of the lockdowns and the
decline in activity on employment and incomes, and the effect of the social distancing measures on
social relationships. All these developments directly affect the main determinants of the composite wellbeing indicator Whn. Some of them were already very low in 2019. According to the FPB’s estimate, a
marked deterioration in the average well-being of the Belgian population is therefore expected in 2020,
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far worse than that following the financial crisis. The Whn therefore looks set to fall in 2020 to the
lowest level ever recorded.
The deterioration of the environmental capital is damaging the well-being of future
generations
A society’s sustainable development implies that the lifestyle of the current generation is not at the
expense of the ability of future generations to meet their own needs. To gauge this future well-being

Indicators measuring the sustainability of well-being
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2002

115

2000

120

115

1998

120

1996

125

1994

130

125

1992

130

1994

Social capital

Human capital

 	
Source : FPB.
1 The indicators have been standardised at 100 for the baseline year coinciding with the first year for which all components of the
composite indicator are available.
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(“Later” dimension) the FPB uses an approach based on capital stocks, without prejudging how future
generations may define the concept of well-being. This approach involves measuring changes in the
stocks of resources necessary to create well-being for future generations and considers that a society is
developing sustainably if it ensures that future generations can enjoy well-being at least equivalent to
the current level. In the conceptual framework used in this report, development is also sustainable if it
at least maintains the capital stocks at the same time.
The term “human capital” covers individuals’ health and the qualifications and skills which contribute
to employability and improvements in labour incomes. Since 2005, there has been a general increase
in human capital, thanks to the growing number of higher education graduates, especially since 2015,
while the sufficient literacy indicator has deteriorated since 2012. “Social capital” concerns the quality
of relationships between people, at the level of both individuals and the community. The composite
indicator of social capital has remained fairly stable. Since 2010, there has been a decline in the individual
relationship indicators, whereas in the case of confidence in general and confidence in institutions,
the 2018 levels are considerably higher than in 2005. In regard to natural resources (air, water and
land) and all living species (biodiversity) that make up the “environmental capital”, the four indicators
have been falling for several decades. The “economic capital” indicator, covering all economic assets,
has risen significantly since 1995, even though it diminished slightly in the years following the crisis ;
both the indicator of the physical capital stock and the knowledge indicator contributed to this increase,
albeit in very different proportions (the stock of knowledge represents only about 5 % of economic
capital). On the basis of these composite indicators, and taking account of the worsening environmental
capital indicator, the FPB report indicates that Belgium’s current development is not sustainable.
Moreover, current and future well-being are interconnected and the deterioration in the current state of
health could be detrimental to healthy life expectancy and hence to human capital, especially as it seems
to be particularly pronounced in the case of the working-age population. The deterioration in the literacy
of schoolchildren is also worrying here.
Individual indicators
Since the 2019 report, the individual indicators have been based on 17 sustainable development
goals (SDGs). The trend in those indicators is discussed with reference to the SDGs and corresponding
targets at Belgian, European and global level. In this edition, in order to improve the appraisal of the
state of health of the Belgian population, two indicators concerning mental health have been added
to the list (alongside the one concerning depression), namely the suicide rate and the psychological
stress situation.
Focus on Belgians’ mental health
Apart from the fact that health is a decisive factor in well-being, mental health is also an integral part of
SDG 3 (health and well-being of all people at all ages) and has a cross-impact on other SDGs. The focus
on this aspect and the importance of following it up have become particularly prominent in the current
context of the health crisis and its repercussions on individuals in terms of their social relationships,
relationships at work, their prospects and their confidence in the future.
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An initial analysis of the situation prior to the health crisis shows that, after a slight improvement
between 1997 and 2004, the number of people suffering from psychological stress or depression has
risen particularly sharply since 2008. The rates are systematically higher among young adults, women,
and low-income groups. The suicide figures which complete the assessment have fallen overall but
remain among the highest in the EU. Men are two and a half times more likely to commit suicide than
women.
Another way of assessing the mental health context in Belgium concerns the trend in the numbers
receiving invalidity benefits because they are no longer able to work owing to illness or an accident
(excluding occupational diseases and industrial accidents). The proportion of long-term benefit claimants
grew from 6.5 % in 2005 to 11.1 % in 2019, with mental illness as the cause of long-term incapacity
for work for 36 % of claimants in 2019. The OECD estimates the cost of these mental health problems
at 4.1 % of European GDP and 5.1 % of Belgian GDP in 2015 ; it includes the indirect costs due to lower
productivity and the lower employment rate of the people concerned (2.3 % of GDP in Belgium) and the
direct costs involved in expenditure on replacement incomes charged to social security, and treatment of
the health conditions (1.3 % and 1.4 % respectively).
Trend in individual indicators
Of the 69 beyond-GDP indicators listed, 43 concern the “Here and now” dimension. There is no clear
trend in any particular direction :
¡ education (SDG 4), gender equality (SDG 5), decent work and sustainable growth (SDG 8) and peace
and justice (SDG 16) are progressing towards their objectives ;
¡ in contrast, poverty (SDG 1) exhibits an adverse trend ;
¡ health indicators (SDG 3) present a divergent picture : indicators relating to life expectancy and
premature death due to chronic illness and fatal road accidents are improving and reflect the
fact that people are living longer. Conversely, the indicators obtained from surveys of individuals’
perception of their state of health are deteriorating. The decline since 2008 in the two mental health
indicators – depression and psychological stress – also points to this deterioration in the general
state of health ;
¡ there are also divergent trends in the indicators relating to inequality (SDG 10) and cities (SDG 11),
while no significant trend is apparent in the case of food security (SDG 2), energy (SDG 7) and climate
(SDG 13).
Comparison of these indicators with their European equivalents, where possible, or failing that, with
those of the three neighbouring countries is predominantly favourable to Belgium : 18 of the 31 indicators
concerned show that the situation is better in Belgium.
The “Later” dimension comprises 34 indicators and focuses on Belgians’ ability to maintain or enhance
their well-being in the future. The indicators mainly relate to the environmental SDGs concerning food
(SDG 2), health (SDG 3), education (SDG 4), water (SDG 6), energy (SDG 7), infrastructure (SDG 9),
consumption and production patterns (SDG 12), climate (SDG 13), life below water and on land
(SDG 14 and 15) and the resources to implement the “Global sustainable development partnership”
(SDG 17). Half of these indicators are progressing towards their objective. Two which are not are healthy
life expectancy (SDG 3), which has been relatively stable for ten years, and the one concerning wild bird
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populations (SDG 15) – one of the few biological diversity indicators available over a long period – which
is moving away from its objective.
Compared to the situation in Europe, 12 of the 23 indicators for the “Later” dimension are more
favourable in Belgium, more so in the case of the social and societal indicators than for the environmental
indicators.
The five indicators for the “Elsewhere” dimension assess the impact of Belgian society on the ability of
other countries to develop and on the well-being of their population. They concern the consumption of
natural resources (energy (SDG 7) and commodities (SDG 12)), greenhouse gas emissions (SDG 13) and
official development aid (SDG 17). They are all tending in the right direction.
Belgium’s domestic consumption of commodities and government development aid compare favourably
with the picture for the EU and the three neighbouring countries.
Breakdown of the indicators
Of the 69 indicators used, 40 can be divided into sub-groups of the population according to various
relevant criteria, namely gender, income, level of education and age. A breakdown according to the three
Regions is given tor 39 indicators but without any analysis.
The results are as follows :
¡ For the breakdown by gender (32 indicators), many differences are becoming smaller, although there
are still some substantial disparities and some which are increasing. This edition gives a more detailed
account of the differences between men and women. For women, the labour market situation has
improved, but to the detriment of the work-life balance and with increased long-term incapacity.
The health indicators which have an impact on working life are not so good as they are for men,
and women are more likely to be confronted with poverty. Although they are less exposed to chronic
illness, are involved in fewer road accidents and smoke less, these indicators have hardly changed
whereas in the case of men they have improved. In regard to SDG 5 (gender equality), the income
gap between men and women – considerably smaller in Belgium than the European average – has
narrowed. The proportion of female members of Parliament has risen and is slightly greater than the
European figure. Conversely, a growing proportion of women have given up work for family reasons,
whereas for men that percentage is very low and has remained stable.
¡ According to the breakdown by income (17 indicators), the situation is more favourable for the higher
income groups, which is hardly surprising.
¡ The breakdown by level of education (12 indicators) unsurprisingly confirms that conditions are more
favourable for persons with a better level of education. Persons with no more than a lower secondary
education certificate are at a particular disadvantage. In general, the differences are tending to widen,
notably in regard to the risk of poverty and severe material deprivation.
¡ The breakdown by age (15 indicators) reveals differences of level (health, employment rate, incapacity
for work, unemployment, etc.) but without showing any general trend. In regard to the risk of
poverty, the situation of the over-64 age group improved up to 2015, before slowly deteriorating to
the same level as for the other age groups. The employment rate is rising steadily, particularly for the
labour force over the age of 55. Conversely, long-term incapacity for work has increased in both the
25-49 age group and the 50-64 age group.
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In accordance with its mission, the FPB constantly updates the list of individual indicators selected,
adapting it in line with the progress of knowledge and debates in society. Depending on availability,
the database covers the period 1990-2019 and can be consulted at www.indicators.be. The FPB will
also continue its research on development of a composite indicator for the “Elsewhere” dimension.
In addition, it will endeavour to complete the set of indicators, particularly as regards the carbon footprint
indicator proposed in 2018 and the trend in biodiversity, while continuing to strive for convergence with
the sustainable development indicators. In the research into the effects of the coronavirus crisis, specific
attention will focus on mental health and poverty.

256

Economic and financial developments ¡ NBB Report 2020

