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EXECUTIVE SUMMARY

Structural reforms and targeted investment employed in 2019, the highest figure in the past
should contribute to more sustainable and 10 years. Recent employment growth is mainly
inclusive growth in Belgium. Reforms in the concentrated among older workers and in the high
areas ofpensions, corporate and labour taxationskilled andi to a lesser extent low-skilled
wage indexation, the labour market and th@rofessions. Wage and labatosts are expected to
business environment have been introduced itontinue to grow moderately in the coming years.
recent years. Nevertheless, Belgium is still midwagombined with a drop in unemployment, wage
in this process and adopting and implementingncreases are expected to support growth in
further reforms is needed ift is to address househol dsé di sposabl e i ncome
remaining challenges, especially in the context adluggish in recent years.

population ageing and subdued productivity

growth.  Addressing skills shortages, lowThe high level of publicdebt, combined with the
innovation diffusion, as well as barriers tostructural budget deficit, limits the fiscal space
competition in the product and services marketvailable in case of an economic downturn.
will help to boost productivity growth. Increasing According to the Commission's 2019 Autumn
the still relatively low labour participation, will Forecast, under a mmlicy-change assumption,
also have a positive impact on public financegshe general government headline deficit is
Improving the composition and efficiency ofexped¢ed to widen to 2.6% of GDP in 2021,
public spending, notably through spendindgollowing a notable improvement in 2017 and
reviews, could create room fan increase in the 2018 when the deficit was at 0.7 % of GDP. Some
share of growtkriendly expenditure, such as tax reforms adopted in recent years are expected to
public investment. However, while reforms can beveigh on revenues. Rising agalated expenditure,
pursued at regional and communities level, thaotably due to highergmsion, longerm care and
protracted situation of a caretaker government hdeealth expenditure, will further worsen the
led to an almost complete stop of the refo headline deficit. Public debt is set to remain high at
process at the federal levé).( around 100% of GDP.

Economic growth is set to gradually slow down. Belgium has significant investment needs in
The economy grew at an average rate of 1.8% peducation, sustainable transport, energy, digital
year in the wake of the financial crisis although iinfrastructure such as 5G and social housing
has been trailing behind the euro area averagge | gi umd s commi t ment t o full
since 2015. In 2019, GDBrowth is expected to nuclear energy by 2025 means there is a need for
have stood at 1.4% of GDP against 1.2% in theajor investment in power generation, as well as
euro area. Economic activity is forecast tdnterconnection capacity, smart grids and storage.
moderate further to just above 1% in the neafAddressing labour shortages, espégi of
future. According to the Ilatest Commissionemployees with backgrounds and skills in science,
forecast, private consumption is set to continugechnology, engineering and mathematics, will
driving economic growth, supported by robustequire investment in the training and education
fundamentals and offsetting a slowdown insystem. Important investments are-going in
investment growth. Net exports are forecast tsuburban rail infrastructure and signalling.
weigh negatively on growth, amid subduedRrenovating he old building stock, which predates
prospects of growth in world trade. the introduction of energy norms, will help
Belgium meet its 2020 and 2030 emission
Employment growth remains robust.Almost 4.9 reduction targets. There are important needs in
million people are expected to have beeterms of social infrastructure (early childhood
education and care, social housinghauls) and
() This report assesses Bel gyorkeds ineth® secil séctor. ! Digitalisatiorn oft h e
European ~Commissionbs  An ;bﬂtﬁil: servitestahd JLBRL, fand TelrlihfBrecement

Strategy published on 17 December 2019. In thi ) . .

document, Commission setstaunew strategy on how to Of certain key enforcers and public bodies, would
address not only the shadrm economic challenges but improve institutional governance.

also the economy's longrm challenges. This new

economic agenda of competitive sustainability rests on four

dimensions: environmental sustainability, productivity

gains,fairness and macroeconomic stability.




Executive summary

Overall, Belgium has made limited(?) progress specific groups. Moreover, the share of individuals
in addressing the 2019 countryspecific living in low work intensity households continues
recommendations, due in part to the lack of to be high. Participation in adult learning is
government with full powers at the federal relatively low. Educational outcomes show
level. considerable variation linked to soegonanic
and migration background, but also between
There has been some progress in the followingchools. Compared to other countries, people with
areas. disabilities are more at risk of poverty or social
exclusion. Child poverty is high, in particular in
1 After remaining low for several years, Brussels.
government entities have designed and
launched major multiannual investment plankegar di ng Bel gi umds g@rogr ess
in transport infrastructure. targets under the Europe 2020 strategy, the
employment rate target of 7322, although the
There has been limited progress in the followingountry is getting closer, is still out of reach.
areas. Belgium has reached the targets for reducing early
school leaving and increasing tertiary educational
1 There is still ample room to improve theattainment By contrast, additional efforts are
composiion and efficiency of public spending, needed to meet the targets for greenhouse gas
at all levels of government. emissions, renewable energy, energy efficiency
and reducing the risk of poverty.
1 Disincentives to work remain and there is still a
need to strengthen the effectiveness df n t er ms of t he United Nati c
activation measures, in particular forDevelopment Goals (SDGs), Belgium is
vulnerable groups. Reforms have been initiategrogressirg relatively well. While performing
to improveeducational outcomes and make thavell in relation to good health and wléing
education and training systems more inclusivg(SDG 3), and reduced inequalities (SDG 10),more
but there is still a significant amount of workefforts are  needed to progress  on
ahead. There have been initiatives to addres#derachievement in reading, maths and science
skills mismatches, but more needs to be done.(SDG 4).6)

1 There are still barriers to comp@ih in Key structural issues analysgdthis report, which
services. point to particular challenges for the Belgian
economy are the following:
There has been no progress in the following area:
Regulatory barriers and insufficient investment
1 Coordination of fiscal policies of all levels of in infrastructure networks have weighed on
government. productivity growth. Weak labour productivity
growth can be observdibth in manufacturing and
Belgium performs well on a number of services sectors,  where Belgium  has
indicators of the Social Scoreboard supporting underperformed. Exit and entry rates of firms are
the European Pillar of Social Rights, altough among the lowest in the EU, in particular in
challenges remain. Belgium scores well on services sectors, which are affected by high
gender equality, childcare and fair workingregulatory burden. The combination of high
conditions. Nevertheless, a number of Pillar
principles merit attention. The employment ratd?) Within the ope of its legal basis, the European Semester
. . can help drive national economic and employment policies
continues to be well below the EU average, mamly towards the achievement of the United Nations Sustainable

driven by poor labourmarket outcomes for Development Goals (SDGs) by monitoring progress and
ensuring closer coordination of nationaffoets. The

@ Information on the level of progress and actions taken to present report contains reinforced analysis and monitoring
address the policy advice in each respective subpart of a On theé SDGs. A new annex (ANNEX E) presents a
countryspecific recommendation is presented in the statistical assessment of trends in relation to SDGs in

overview table in the Annex. Bel gium during the past five years,
SDG indicator set.




regulation, high wage costs and labour market
rigidities weighs on the retail sector's performance.
In spite of recent reforms, professional and craft
services continue to be highly regulated. Belgium
risks lagging behind in 5G. Weak competition in
the telecommunicain sector, in particular in fixed
network, leads to higher prices. Belgium performs
well in railway freight, port and rail infrastructure,
but scores low in road quality. Growing traffic
volumes boosted by commuting subsidies like tax
advantages create rgestion and are putting land |
transport infrastructure under pressure while inland
infrastructure investments remain low. Uncertainty
remains over the opening of passenger rail services
to competition.

1 Administrative  burden, weak policy
coordination and highly concentrated
innovation are weighing on investment and
productivity growth. Belgium performs well
in innovation, but the efficiency of the high
level of public support for business R&D is not
proven, as overall investment is high but
remains concerdted in a limited number of
large firms. The gap between the best and the

least performing firms is widening, which
might signal an insufficient diffusion of
technological advances. Ineffective

coordination between government levels and,
ineffective evalations processes combined
with understaffing of key enforcers weigh on
the regulatory environment and the delivery of
a certain number of policies. The State's slow
payments to businesses has significantly
deteriorated. In addition, long delays for
building permits, a costly property registration
procedure and lengthy judicial proceedings are
perceived as obstacles hindering business
investment. Despite gradual improvements,
insufficient digitalisation and a lack of
resources remain a challenge for thetiges
system.

In spite of recent reforms, some structural
challenges in the labour market remain
unaddressed Recent economic growth has
been job intensive. The employment rate
reached a longime high of 69.7% in 2018 and
the unemployment rate fell at acord low of
5.5% of the active labour force. Nevertheless,
the labour market remains characterised by a
relatively low participation rate and remaining
regional disparities in unemployment. The

Executive summary

employment rate is particularly low for some
groups such asoWw-skilled, older workers,
people with a migrant background (in
particular norEU born women) and people
with  disabilities. Disincentives to work
stemming from the taxation and social benefits
systems further weaken the effectiveness of
active labour marke policies, including for
those with a low earning potential.

A shortage of adequate skills hampers
potential growth. There are considerable
shortages in professional, technical and
scientific occupations. The mismatch between
the skills demanded by empiers and those
offered by jobseekers leads to one of the
highest vacancy rates in the euro area.
Education and training systems may not be
delivering all the skills needed in the labour
market, in particular basic, language and digital
skills. The sharesfdow and high achievers in
basic skills show that the Communities have
difficulties combining both equity and
excellence in their education and training
systems. The shortage of wagllalified
teachers is increasing and the need for
professionalisation isa growing concern.
Reforms promoting efficiency and
effectiveness could release resources for
urgently needed investment. Reforms, such as
t he 6Pact e d6Excel l
FrenchCommunity, to reverse the decline in the
educational outcomes are progresssigwly
and will take time to achieve their full impact.
However, participation in adult learning
remains low, with a potential adverse impact
on the skills mismatch. Seniority pay, among
other elements, contributes to low job mobility.

There is room to make the taxation system
greener, fairer, simpler and more
sustainable. Belgium has a high level of
taxation, but also substantial tax expenditures.
Their extensive use makes the tax system
complex for businesses. The high level of
taxation on labour weaks labour participation
and discourages lifelong learning. The
existence of the &dmari
work disincentives for second earners. Some
features of the taxation system for real estate
hinder labour mobility and contribute to distort
invedment choices and overinvestment in real
estate. Environmental taxes have increased but

encebod

t al



there is scope for further alignment with carbon
emissions. The company car scheme continues
to provide adverse incentives in terms of
mobility.

There is room for improving the
composition and efficiency of public
spending, in order to better support

economic growth The structurally low level
of public investment, considered key in
boosting longterm economic potential, has
resulted in a deterioration of the public net
capital stock. The low level of public
investment calls for an idepth reflection on
the quality of public finances through the
implementation of spending reviews across all
levels of government. Moreover, budgetary
coordination is not sufficiently efféwe yet, as 1
the 2013 cooperation agreement has not been
fully implemented. Fiscal rules are scarce at
subnational level, while Regions and
Communities have important expenditure
recurring tasks.

Belgium faces substantial challenges in
relation to the medum- and longterm
sustainability of its public finances.Concerns
related to the high level of public debt and
large agerelated liabilities are compounded by
t he deterioration in
situation. The effective retirement age remains
well below the statutory retirement age, in
particular for civil servants. Spending on leng

Executive summary

and to ensure the lowcarbon transition. .
The Belgian National Energy and Climate Plan
has low ambition in terms of energy targets.
Large public and private investment needs have
been identified and will be required to adapt
mobility solutions, energy production and
housing quality. Despite proactive policies, the
building sector is responsible for a fifth of
emissions in Belgium, notably due to the old
age of the building stock and still low
renovation rates. Road users pay arouBt 4
(passenger) and 27% (freight) of their external
and variable infrastructure costs .Intensive
agriculture, especially in Flanders, and
relatively high population density exert strong
pressures on land and biodiversity.

The low-carbon transition may impact
vulnerable consumers, notably through
energy prices, and employees in energy
intensive industries. The energy bill remains
high for low revenues households, partly due to
di stribution costs. The
for a Just Transition Mechanism der the
next multitannual financial framework for the
period 20212027, includes a Just Transition
Fund, a dedicated just transition scheme under
InvestEU, and a new public sector loan facility
with the European Investment Bank. It is
deBignédgd angui@ ghthe dranditpre toveardy
EU climate neutrality is fair by helping the
most affected regions in Belgium to address the
social and economic consequences. Key

term care is also projected to increase priorities for support by the Just Transition

substantially over 2018070. Fund, set up as part of the Just Transition
Mechanism are identified in Annex D,

Banks©o vul nerabil it i e sbuilding onrtbel analysis rof the otrangitibhne

residential real estate market have deepened
in a context ofdeteriorating credit standards
and rising household debtFaced with intense
competition on prices, which squeezed their
margins, banks have loosened their credit
standards to increase lending volumes. The
National Bank of Belgium has urged the
financial sector to exercise more caution in
granting risky mortgage loans. Though
measures have been taken, the design of the
Belgian macroprudential framework could
hamper the decisiemaking process.

Belgium faces important investment and
regulatory challenges br sustainable growth

challenges outlined in this report.

Comr



1 « ECONOMIC SITUATION AND OUTLOOK

Economic growth on exports while rising domestic demand supports
imports.
Growth is forecast to have eased to 1.4% in
2019 after a robust economic expansion of 1.5% The recent revision(*) of national accounts
in 2018. After growing at an average rate of 1.8%shows that domestic consumption played a
per year from 2014 to 2017, economic activitystronger role in the recent economic expasion.
remained robust in 2018. The expansion wak 2019, the Belgian Institute of National Accounts
driven exdusively by rising domestic demand, aspublished (Institut des comptes nationaux, 2019) a
household consumption increased by 1.5% arlgenchmark revision of its national accounts which
investment by 4%. Net trade weighed negativelglightly revised up average annual economic
on growth, explaining most of the slowdowngrowth (+0.1pp of GDP per year between 1995
compared to 2017. According to the Commissiomand 2017). Puiate consumption was revised up,
2020 Winter Forecast, economic adiviin among others due to a better estimate of financial
Belgium is forecast to have eased to 1.4% in 201%ervices, housing expenditure andcagnmerce
due to weaker domestic demand compounded bysaending.
drag from net export and inventories (Graph 1.1).
This is mostly due to more moderate private;raph 1.2:  Potential growth estimates and components
consumption growth and to a large negative .

change in invetories.
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Real GDP growth The moderate growth outlook isconsistent with
the current estimate for potential growth. In
recent years, actual economic output has exceeded
potential growth, estimated at around 1.5% over
Economy activity is forecast to moderate 20172019 (Graph 1.2), bringing the output gap to
further in 2020 and 2021. According to the g positive 0.8% of GDP in 2018. Potential wtb
Commission 2020 Winter Forecast, economigottomed out at around 0.8% in 2013 and has since
activity in Belgium is forecast to slow down peen trending upward, although it remains below
further to 1.2% in 2020 and to 1.0% in 2021ihe pre2009 estimates. This is a feature Belgium
(Graph 1.1). Domestic demand growth is forecasihares with several Member States and, in general,
to rise slightly compared to 2019 as householghe euro area as whole. Potential growth is
consumption picks up pace, offsetting a slowdown
in investment growth. Net trade is projected t@") In line with the recommendations issued by Eurostat,
make a negative contriban to growth in 2020 Belgium, like most other EU countries, carried out a

; benchmark revision of its national accounts in 2019,
and 2021, as subdued world trade growth weighs covering statistical series dating back to 1995. In principle,

this kind of revision takes placevery 5 years and falls
under normal procedures for improving the statistics.

Source: European Commission




1. Economic situation and outlook

projectedto broadly stabilise at 1.5% until 20212019 (1.8%), in line with the electoral cycle. It is
and then decrease to about 1.1%. This is due tof@ecast to grow by 6.2% in 2020 and 8.2% in
much weaker contribution from labour, as2021.
population ageing weighs on the growth of the
labour force. External trade is forecast to weigh negatively on
growth, amid subdued world trade growth
Private consumption, supported by robust prospects. Net trade has made a negative
fundamentals, is set to continue driving contribution to growth on average since 2010,
economic growth. Private consumption grew by most notably in 2016 and 2018. The recovery of
1.5% on average in 2013018, broadly in line the goods balance in volume since 2009, though
with the trend observed since the early 2000s. Thimtable, has been insufficient to fully offset the
was achieved despite modest increases in resttady decline in the atance of services in
disposable income until 2016, which reflected aolume, which became negative in 2018. The
wage moderation policy aimed at correcting fosubdued growth of world trade, notably among
past losses in cost competitiveness. Income growihe | gi umds main trading
has picked up since 2016 and is expected to risentributed to these developments. In addition,
further as wages are being adjusted for the cost Belgium has lost export market shares over the
living through indexation. Some real wagepast decade (Graph 1.3), both in goods and
increases havebeen agreed between socialservices, notably due to the lower dynamism of
partners, while income tax cuts have also beemports in its relevant export markets (see Section
introduced since 2016 as part of a multiannual ta3.4). This trend is expected to continue in 2020
reform. A relatively strong labour market2021 and be compounded by rising unit labour
performance is expected to continue contributingosts, which might negatv el v af f ect
t o gr owt h in h ous e o Iptte ddmpetitivenesh asi ng powe
However, deteriorating consumer confidence is
estimated to have slowed down householdraph 1.3: Changes in merchandise export market share
consumption growth in 2019 to 1%. Combined 6%
with a rise in disposable income, this has led to a 4,
pick-up in the households saving rate. Household
consumption is foreast to rise by 1.86 in 2020 0%
and 2021, which will stabilise the saving rate 2%
-4%
Investment growth has been strong in recent 6%
years, but is forecast to moderatelnvestment -8%
grew by 4.0% in 2018, slightly above the yearly -10%
average growth of 3.6% observed since®0ind  -12%
is expected to have grown by 3.4% in 2019. 4%

SRS ISR I I

. . \) N
Business investment growth has been bioaskd, PP PP PR P
underpinned by favourable financing conditions = Gains within extra EU
and substantial corporate liquidity reserves. It also == Gains within intra EU
. . Exposure to extra EU
refl_ect(_ad the need to address high capacity Exposure to intra EU
utilisation rates. However, the investment cycle is —o— Total market share change

forecast to turn amid deteriorating confidence, ce: European Commission
indicators and weaker order books, despite a
recovery in January 2020. Household investment

growth has remained relatively contained in receritabour market and social developments

years with an average 2.2#nnual growth rate gn0yment growth remains robust in spite of
between 2013 and 2018. It is estimated 0 havgq|oydown in economic activitythroughout the
picked up significantly to 6.5% in 2019 amid very|,st year. In 2019, employment growth remained
favourable financing conditions, and is forecast t9y st at 1.4%, but is likely to be restrained by a

_return to its past growth trend in 292021. Public  gjowdown in economic growth due to a weakening
investment increased markedly i®1B (13.3%) of the world economy. More than 4.7 million
and is estimated to have grown very moderately in

partne

Bel
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1. Economic situation and outlook

people are expected to be employed in 2019, thHeacome inequality and poverty are below the
highest figure in the past 10 years. EmploymenEU average.The income quintile ratio (S80/S20)
growth is mainly concentrated among oldeiin 2018 remained constant at 3.8, well below the
workers, in the high skilled aridto a lesser extent EU average of 5.1 in 2017. The inequality

- low skilled professions (Graph4). reducing impact of the tax and benefit system is
high, substantially redimg market income

Graph 1.4:  Employment growth by occupation, inequality. An effective tax and benefit system also

cumulative, thousands keeps the risk of poverty or social exclusion under

350 the EU average (19.8% in 2018 compared to EU

average of 21.9%), though the impact of social
transfers keeps decliningChallenges reain in
inequality of opportunity: the risk of poverty or
social exclusion for children with low educated
parents (65.1%) remains very high especially in
comparison with children of higher educated
parents (5.6%). Opportunities are also hindered by
challengs in education and healthcare (see Section
3.3).
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Inflation decelerated in 2019 and is expected to
rise moderately in 2020 Headline inflation
measured by the harmonised index of consumer
Source: Eurostat prices fell from 2.3% in 2018 to 1.2% in 219,
driven by lower energy and food prices. The prices
Despite the overall improvement in the labour Of services and neenergy industrial goods grew
market, outcomes vary widely across at a slightly higher pace, supporting core inflation.
population groups and regions. Strong job According to the Commission 2020 Winter
creation combined with a limited increase in thé-orecast, headline inflation is expected to pigk
working-age population, increased theslighty to 1.4% in 2020 and to 1.5% in 2021,
employment rate to 70.7% in 2019Q3, one of theeflecting higher food and services prices. Core
highest levels ever. However, the employmerinflation is also expected to pick up from 2&in
rate, which is held back by a low activity rate, 2019 to 1.®%6 in both 2020 and 2021. The inflation
remains below th Europe 2020 objective of gap compared to the euro area average has
73.2%. Despite recent improvements for someontinued to narrow,rém 1.6 pp in 2016 and
groups, employment rates remain particularly lovglosed in 2019, but is forecast to increase slightly
for the lowskilled, people with migrant to 0.1 ppin 2020 and 2021.
background, older workers and people with
disabilities. The unemployment rate has continueBe | gi umdés real effective
to decrease and reached 5.2% in 2019Q41 2018,  suggesting  weaker  price
However, there remain large regional disparities igompetitiveness The real effective exchange

® High skilled Medium skilled = Low skilled

exch

labour market outcomes. In 2018, theate (°) aimsto assess countryds price

unemployment rate ranged from 3.4% in Flanderéompetitiveness relative to its main competitors in

to 13.2% in Brussels. Further disparities exist witfinternational markets, which depend not only on
regard to longerm unemploymet. In Flanders €xchange rate movements but also on cost and
33.9% of all unemployment is loigrm price trends. Efforts to
unemployment, compared to 56.9% in Brussel§ompetitiveness, notably through veagoderation

and 56.2% in Wallonia. The share of temporarypolicies, helped decrease the real -effective
contracts increased to 9.8% in 2018, which is 1.gxchange rate from 2014 to 2016. However,

pp. higher than in 2014, but below the EU average
of 13.2% (® Deflated by the unit labour cost 37 trading partners
’ ’ industrial countries.

10

i mp1



1. Economic situation and outlook

Bel gi umds price c¢ompetadndhayheEenansgatively pfipated bysthe telativelya v e

weakened as the rate increased in 2017 and 201#ak trade balance. The goodalamce improved

amid rising inflation and unit labour costs. gradually and was positive from 2015 to 2017,
although changes in oil prices go a long way in

Wage growthis expected to remain moderate in explaining this. In contrast, the services balance

the coming years In the period 201:2021, labour has recorded a steady deterioration. The primary

costs are expected to grow on average by 1.9% pecome balance remained positive despite a

year. The most important driver is inflation, whichsignificant deterioration in the net investment

is passed on to wages via the system of automatiwwome balance, the latter stemming partly from

wage indexation. laddition, it is assumed that the higher revenue paid to foreign direct investors than

maximum margin of 1.1% for negotiated wagehat received from the rest of the world. From a

increases in the period 202920 will be fully sectoral perspective, the deteriorating savings

used (see Section 3.4). Real wage growth hamsition of @rporations, in particular nefinancial

increased slightly by 0.3% in 2018, from 0.1% incorporations, was the biggest reason for the decline

2017, in contrast with the negative ogith of the net lending balance in 2018.

recorded between 2013 and 2016. Combined with

a decline in unemployment, wage increases araph 1.5 External accounts developments

expected to enhance growth in disposable

household income, which has been sluggish in the

past years. According to the Commission autumn

Forecast, unit labowosts are expected to continue 2 |

growing by 1.8% per year on average, slightly ﬂ

above that of the euro area (1.6%).

6

I

-

-

“4 LB

% of GDP
N

The slowdown in  productivity growth
continues. Large private capital accumulation, a

highly skilled workforce and strong innovation 09 10 11 12 13 14 15 16 17 18 19
performane in some sectors (pharmaceuticals, m Capital account

minerals, chemicals) have contributed to a _iﬁ‘r’;’:de‘i;yci)“;mgelbi'a”*

relatively high level of productivity. However, as — Trad;yba,anci_ijvffes

explained in previous country reports (European Trade balance - goods
Commission, 2019) labour productivity has grown —#— Trade balance

Current account balance (CA)

very little in the past decadéroadly flattening
since 2015. As in other advanced economies, th§gurce: European Commission

is largely due to the growing importance of

services in the economy and to policies to increadgelgium has a net creditor position in relation

the participation r at eto tlfeirescdf thel warldy Thé lyalantehbetweéns er vi c e
voucher sd measur eoalfactBro bxtemal dnancibl @ssetsugndg lmbilities accounted

productivity growth are therefore expected to playor 41.3% of GDP in 2018, one of the highest

an important role. Productivity is discussed irfigures in the EU. This surplus has decreased

Section 3.4. compared to 2017, when it reached 56.7% of GDP,

mostly due to valuai o n ef fects. Bel gi u
creditor position has its origin in the private sector,

in particular Belgian households, which owned

The current account balance is expected to have gross assetsd foreign and domestic &

remained negative in 2019.Be | gi u md s repcegenting 280% of GDP in 2018, with a net

account balance feftom 1.2% of GDP in 2017 to financial asset position of 225% of GDP.

-1.0% of GDP in 2018, and is forecast to remain

negative at-0.8% of GDP in 2019 (Graph 1.5).

The current account balance is below its n(ﬁ),n countrieg with simila_r characteristics. For a de_tailed
explanation, see Coutinho et al. (2018): "Methodologies for

External accounts

. ) ) the Assessment of Current Account Benchmarks",
(®) The 'CA norm', or benchmark, of a country can be European Economy Discussion Paper 86.
considered as the usual CA balance that gilevin
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1. Economic situation and outlook

disposable incomeHousehold debt has increased
slightly to 59.7% of GDP, from 58.9% of GDP in
. i i 2017. It accounted for 104.1% of gross disposable
GDP in 2018.The bulk of it is constituted by nen income in 2018, up from 102.7% in 2017. This

financial corporate debt, at 1188 of GDP in . .

. remains below what fundamental drivers would
2018 (Graph 1.6), a much higher level than Whastu est is suainable (see Section 3.2). However
fundamental drivers would suggest. Niimancid 99 P '

if continues to rise above the level of the prudential

corporation debt is also above the prudenti : . .
. . -benchmark (i.e. the level generally associated with
benchmark (i.e. the level generally associated with . : . e
. : - o eightened risks of banking crisis). In contrast,
heightened risks of banking crisis). Most of then A .
ousehol dso debt still

increase since 2007, when Rfimancial corporate modest sharefdheir financial assets, at 21.2% in

debt accounted for a more moderate28®f GDP,
has been linked to crossorder intraarou 2018, due to a very favourable aggregate net asset
agroup 0position.

lending, which is included in the consolidate
figures in national accounts. The liabilities
. . . . Grap!
stemming from intragroup lending are estimated
at around 62.86 of GDP in 2018 and therefore
push up the dedb-GDP ratio. However, these
liabilities are matched by an almost equivalent
amount of assets and thus bear minor risks.
Excluding intragroup lending, the debt of Belgian
nonfinancial corporations is actually close to the
various benchmarks, at about &0 of GDP in

Private indebtedness

Private debt was relatively high at 1796 of

accou

h 1.7: Deflated house price index, index 2002Q1=100
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2002

2018 (National Bank of Belgium 2019, p 110), v 4

suggesting that deleveraging needs are actually *%

more modest. Crogsorder intragroup lending has 80

been stimulated by the notional interest deduction,

an allowance for corporate equity within corporate % _ . L Lo ooy
income taxation Nevertheless, recent changes g § g g g g § % §988838REY
made to the notional interest scheme are likely to B s -
render it less interesting for corporations. o1 oF R BE

Source: European Commission

Graph 1.6:  Private indebtedness
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Source:

Household debt increased slightly and remains

moderate, both as a share of GDP ral of

12

recent years.Real hoge prices, as measured by
the house price index, have increased by 1.1%
yearonryear as of 2019 Q2, broadly in line with
their evolution in recent years (1.2% per year since
2015). This moderate expansion follows a period
of strong growth of about 5% peegr from 1998

to 2007. Over the past few years, Belgian housing
prices have grown much more slowly than those in
neighbouring countries (Graph 1.7). Nevertheless,
some indicators point to overvaluation risks in the
Belgian residential real estate marketgsSection
3.2).

Credit growth has remained robust and broad
based.Total net credit to the nefinancial private
sector accounted for 4.5% of GDP on a yearly
basis as of 2019 Q2, slightly below the level
recorded in 2018 but above the average annual



1. Economic situation and outlook

credt growth of previous years (see Grapl8). worsened the headline deficit. Under apuadicy-
Credit growth is predominantly driven by change assumption, the headline deficit igested
corpomte lending, although credit to householdso further widen to 2.3% of GDP in 2020 and to
registered a robust growth in 2018 before slowing@.6% of GDP in 2021, respectively.

down in the first half of 2019. The cost of credit in

Belgium has continued to diminish and ha$ublic debt is forecast to stabilise at close to
gradually aligned with that registered in the eurd00% of GDP. After peaking at 107.0% of GDP
area, both for arporations and households (sedén 2014, public debt fell gradually to 100% of GDP

Section 3.2). in 2018. According to e Commission 2019
Autumn Forecast, the det-GDP ratio is
Graph 1.8:  Monetary and financial institutions lending to expected to have fallen to 99.5% of GDP in 2019
the non -financial private sector and to hedge up to 99.6% in 2020 (see Section
15 3.1).

[y
o

Regional disparities

(53]

Inter- and intra-regional disparities remain
high in Belgium. They concerrvarious economic
dimensions including GDP per head and GDP
growth, employment and unemployment as well as
competitiveness (see Section 3.4).
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Sustainable Development Goals.

= Domestic corporate bonds Belgium is overall an average performer in
Domestic NFC loans achieving the Sustainable DevelopmenGoals.
According to Eurostatds
Goals (SDGs) indicators (see Annex E), over the
Source: European Commission past 5 years Belgium has been making uneven
progresses. Belgium performs well with regard to
industry, innovation and infrastructure (SDG 9)
thanks to tk relatively high R&D expenditure as
The government deficit is expected to share of GDP and the share of employment in high
deteriorate. According tothe Commission's 2019 gnd mediurvhigh technology manufacturing and
Autumn Forecast, the general government deficknowledgeintensive industries, despite going
is expected to have increased to 1.7% of GDP ilightly backwards in sustainable transport.
2019, following a notable improvement in 2017Belgium is also good performer frealth and well
and 2018 when the fiscal deficit was recorded ajeing (SDG 3) in line with the high standard of its
0.7% of GDP. The deterioration is expectd health system, where all indicators apart one are
have been driven both by a decrease in revenue giove the EU average and in reduced inequalities
0.9% of GDP and an increase in expenditure qEDG 10) thanks to its tax and benefit system.
around 0.2% of GDP. Some tax reforms adopted iRowever, in relation to waste generatiomda
recent years are expected to have weighed @hanagement, Belgium performance is mixed as
revenues. Corporate income tax revenue igood indicator for the recycling and circular
expected to decrease 2019 as it reverts to trend material use are offset by a larger (than EU
after a temporary peak in 2017 and 2018. laverage) production of waste per capita. Finally,
addition, a cut in personal income tax has takeBelgium has well abovaverage nitrates and
effect as part of measures to shift taxation awayhosphate pollution prééms.
from labour. Furthermore, weaker macroeconomic
conditions are expected to weigh e growth of
the tax base. On the expenditure side, rising social
benefits and transfers in kind, notably due to
higher pensions and health expenditure, further

mmmm Domestic HH loans

total lending & corporate bonds acquistions

Public finance
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1. Economic situation and outlook

Table 1.1: Key economic and financial indicators d Belgium
forecast
2004-07 2008-12 2013-16 2017 2018 2019 2020 2021
Real GDP (y-0-y) 3.0 0.7 14 2.0 15 1.4 1.2 1.0
Potential growth (y-o0-y) 21 14 1.2 1.3 15 15 15 15
Private consumption (y-0-y) 1.6 15 1.8 1.8 1.5
Public consumption (y-o-y) 14 1.3 0.5 0.3 0.9
Gross fixed capital formation (y-0-y) 6.0 0.2 3.6 13 4.0
Exports of goods and services (y-0-y) 5.7 0.8 4.9 5.3 1.2
Imports of goods and services (y-0-y) 5. 1.3 5.2 4.4 21
Contribution to GDP growth:
Domestic demand (y-o-y) 2.4 11 15 1.3 1.9
Inventories (y-o-y) 0.5 0.0 0.1 -0.1 0.3
Net exports (y-0-y) 0.2 -0.3 -0.1 0.7 -0.7
Contribution to potential GDP growth:
Total Labour (hours) (y-0-y) 0.5 0.5 0.4 0.6 0.7 0.7 0.7 0.6
Capital accumulation (y-0-y) 0.6 0.5 0.5 0.6 0.7 0.7 0.7 0.7
Total factor productivity (y-o-y) 0.9 0.5 0.3 0.2 0.1 0.1 0.1 0.2
Output gap 1.2 -0.4 -0.4 0.9 0.8 0.4 -0.1 -0.6
Unemployment rate 8.2 7.6 8.3 7.1 6.0 55 5.4 53
GDP deflator (y-o-y) 2.0 1.6 1.7 1.7 1.5 1.6 1.9 2.0
Harmonised index of consumer prices (HICP, y-0-y) 2.1 25 1.0 2.2 2.3 12 1.4 15
Nominal compensation per employee (y-0-y) 2.7 25 1.0 1.8 1.9 1.7 1.8 21
Labour productivity (real, person employed, y-0-y) 1.7 -0.1 0.8 0.3 0.1 .
Unit labour costs (ULC, whole economy, y-0-y) 0.9 2.6 -0.1 15 1.8 18 1.7 19
Real unit labour costs (y-o0-y) -1.1 0.9 -1.7 -0.2 0.3 0.2 -0.2 -0.1
Real effective exchange rate (ULC, y-0-y) 0.2 0.3 -2.0 1.7 1.2 -1.4 -0.7 0.1
Real effective exchange rate (HICP, y-0-y) 0.3 -0.3 -0.5 16 2.3 -1.2 -0.7 -0.5
Net savings rate of households (net saving as percentage of net
disposable income) 10.7 9.9 6.0 5.2 4.8
Private credit flow, consolidated (% of GDP) 9.3 11.7 10.5 0.1 0.8
Private sector debt, consolidated (% of GDP) 125.2 176.2 174.0 185.0 178.5
of which household debt, consolidated (% of GDP) 44.1 53.0 57.3 58.9 59.7
of which non-financial corporate debt, consolidated (% of GDP) 81.1 123.2 116.7 126.1 118.8
Gross non-performing debt (% of total debt instruments and total loans
and advances) (2) 2.6 4.2 3.6 2.3 2.0
Corporations, net lending (+) or net borrowing (-) (% of GDP) 1.3 15 24 0.9 -1.1 -0.1 0.4 0.8
Corporations, gross operating surplus (% of GDP) 24.2 23.6 24.4 25.8 25.6 25.7 26.1 26.3
Households, net lending (+) or net borrowing (-) (% of GDP) 3.6 3.8 1.6 11 0.9 11 1.0 0.9
Deflated house price index (y-0-y) 6.8 0.8 0.4 17 1.0
Residential investment (% of GDP) 5.9 6.1 5.8 5.7 5.8
Current account balance (% of GDP), balance of payments 2.3 0.1 0.9 1.2 -1.0 -0.8 -0.9 -1.0
Trade balance (% of GDP), balance of payments 25 -0.2 0.7 14 -0.2 . . .
Terms of trade of goods and services (y-0-y) -0.5 -0.6 0.6 -0.6 -1.0 0.1 0.3 0.3
Capital account balance (% of GDP) -0.2 0.0 0.0 0.1 0.0
Net international investment position (% of GDP) 35.6 49.9 46.9 56.7 41.3
NENDI - NIIP excluding non-defaultable instruments (% of GDP) (1) 58.4 53.5 46.5 36.6
IIP liabilities excluding non-defaultable instruments (% of GDP) (1) 241.1 197.5 191.4 185.9
Export performance vs. advanced countries (% change over 5 years) 0.4 -2.8 -8.4 -1.7 -3.4 .
Export market share, goods and services (y-0-y) -2.5 -3.3 0.3 -0.3 -1.0 -0.7 -1.8 -2.0
Net FDI flows (% of GDP) -2.0 -3.0 1.7 5.6 1.9
General government balance (% of GDP) -0.7 -3.9 -2.7 -0.7 -0.7 -1.7 -2.3 -2.6
Structural budget balance (% of GDP) 5 5 -2.8 -1.7 -1.8 2.1 -2.4 -2.2
General government gross debt (% of GDP) 92.8 100.4 105.6 101.8 100.0 99.5 99.6 100.0
Tax-to-GDP ratio (%) (3) 45.6 46.2 47.4 46.7 46.9 46.0 45.8 45.7
Tax rate for a single person earning the average wage (%) (4) 42.0 42.6 419 40.6 39.9
Tax rate for a single person earning 50% of the average wage (%) (4) 25.8 27.3 24.7 215 20.1

(1) NIIP excluding direct investment and portfolio equity shares.
(2) Domestic banking groups and stand  -alone banks, EU and non
foreign -controlled branches.

(3) The tax -to-GDP indicator includes imputed social contributions and hence differs from the tax

section on taxation.

-EU foreign -controlled subsidiaries and EU and non  -EU

-to -GDP indicator used in the

(4) Defined as the income tax on gross wage earnings plus the employee's social security contributions less universal cash

benefits, expressed as a percentage of gross wage earnings.

Source: Eurostat and ECB as of 4-2-2020, where available; European Commission for forecast figures (Winter forecast 2020 for

real GDP and HICP, Autumn forecast 2019 otherwise).
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2 « PROGRESS WITH COUNTRSPECIFIC RECOMMENDATONS

Since the start of the European Semester in The continued declire in total factor

2011, 60% of all countryspecific  productivity is an obstacle to potential growth.
recommendations addressed to Belgium have Limited progress in lifting restrictions on
recorded at | ea(d.t6o6ds onimenepgttion gnr sersice®y, in alleviating a rather

or 6no progressod has beawnadmnsthive lurden 408 %ompahies,t im e
recommendations (see Graph 2.1). Substantibfoadening the diffusion of technological
progress has been achieved by reforming the wagevancesgcombined with a low resource allocation
bargaining framework to safeguarding and restoreave constrained the growth contribution of total
the costcompetitiveness of the economy, and théactor productivity. By contrast, the
recommadation on increasing the resilience of themplementation of various labour cost moderation
financial sector has been fully implementedpolicies has been successful in stimulating job
Important measures were adopted as well in thereation, leading to an incrgag labour
areas of pensions, labour market (Jobs deal) aparticipation rate and a recelow unemployment
taxation, including the reform of the corporaterate. Similarly, the contribution of capital
taxation &mdttthe OTax deepening to the potential growth estimate
remained stable compared to the-prisis years
Since 2011, Belgium has made some progress inthanks  to  resilient  private  investment
strengthening public finances.However, a more counterbalancing # low level of public
structural budget consolidation could have beemvestment.
undertaken, as a significant share of the
improvement stemmed from a reduction in intereStraph 2.1:  Overall multiannual implementation of 2011
spending thanksot low interest rates. In the 2019 CSRs to date
absence of additional measures, the general a%
government deficit is projected to widen in the
near future. Meeting the target of a structurally
balanced budget has been repeatedly postponed
now to 2021 by the Federal Governmette
public debtto-GDP ratio peaked at 107.06 of
GDP in 2014 and is forecast to have declined
below 100% in 2019. However, it remains high
and is not expected to decrease further in the near
future, contributing to fiscal sustainability risks.

mNo Progress
R Limited Progress
= Some Progress
Substantial Progress

= Full Implementation

* The overall assessment of the country -specific
. recommendations related to fiscal policy excludes
Measureshave been introduced to address the compliance with the Stability and Growth Pact

projected increase in age'elated expenditure7 *x 2011-201?: Different CSR assessment categories.
t th tainabilit f th . t *** The multiannual CSR assessment looks at the
ye . € sustaina ”y_ 0 € pension system implementation since the CSRs were first adopted until the
remains a challenge Since 2012, age and career2020 Country Report.
length requirements for early retirement have beep .
) R . ource: European Commission
repeatedly increased. In ZB1 legislation was
assed increasing the statutory retirement age . .
P o 9 y 9 ?r)(vestment is crucial to ensure longeterm
two years : it will increase from 65 to 66 years

from 2025 and will increase to 67 as of 2030, ngroWtn- Although “overall investment did not

addition, the option of leaving the labour markef Penence the steep decline observed in other

countries in the wake of the financial crisis, the
prematurely through the system of undoyment .~ = "~ - i
. . Situation is far less positive when it comes to
with company allowance has been progressivel

. : . public investment. The latter has been structurally
tightened. Smaller pension reforms concerned civ,

. : ow for severaldecades, as a result of policy

servant pensions, for example the reduction of . s X
. choices within a context of prolonged fiscal
preferential accrual rates and the way years 0 o . o
. . : consolidation. Sustained cut in investment budgets

study are taken into consideration. ) o .
have resulted in net public investment averaging
zero since the 1990s, eroding the quality of public

() For the assessment of other reforms impleteet in the INfrastructure (see Sectio8.4). The political

past, see in particular section 3.
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2. Progress with country -specific recommendat ions

agreement on a national pact for strategicongestion through a more efficient use of rail and

investments, the announcement of an iféeleral waterways. Moreover, the Service provided

energy pact in 2017 and calls to agree an -{ntesupport for the introduction of spending reviews in

federal mobility strategy could provide renewedrlanders through a pilot project and technical

impetus for investment, including in energydan advice on how to systematically introduce

transport infrastructure. spering reviews in the budgetary process. This
has i nformed the FIl emish

Belgium has made limited progress in carry out regular spending reviews In 2019, work

addressing the 2019 countrnspecific  started on exploring the use of spending reviews at

recommendations.There has been no progress orthe federal level, strengthening the fiscal

distributing fiscal targets among the various levelsoordination betweenthe different levels of

of government in a way that can be enforcedyjovernment, and reducing the administrative

Limited progress has been also made on improvinigurden for citizens and businesses in the Brussels

the composition of public expenditure, althoughRegion.

regional governments are making progress in

introducing spending review mechanisms in their

budgetary process. Meanwhile, some progress was

made in fostering investme in transport through

the National Pact for Strategic Investment, an

increase in infrastructure investment is projected.

There has also been limited progress on vocational

education and training, quality of education

reforms with regard to performance dan

inclusiveness, although the Communities are

phasing in education reforms (e.g. reforms

covering several sectors in the Flemish

Community and the French Community's O0Pacte

d'"Excell enced) . There i s l'imited progress on

reducing the financial disincentiveso work,

implementing labour market reforms with regard

to disadvantaged groups and addressing skills

mismatches. Limited progress has been made in

fostering investment in knowleddmsed capital,

even if measures vary in scope at regional,

community anddderal level. Limited progress has

been made in lifting barriers to competition in

services. For certain professional services,

regulatory restrictions continue to hamper

competition. Also, limited progress has been made

in improving the functioning of theetail sector for

the benefit of businesses and consumers. Finally,

limited progress has been made in improving

mobility.

Upon request from a Member State, the

Commission can provide tailonade expertise

under the Structural Reform Support Programme

to help design and implement growg&mhancing

reforms. Since 2018, such support has been

provided to Belgium for more than 20 projects. In

2019, several projects were delivered on the

ground. The Commission, for example, supported

t he Port of Ato address pdad efforts
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2. Progress with country -specific recommendat

TabTe—%i—PrUgTesswrth-the-rrrmfenrema‘non of the 2019 CSRs

8

Belgium

Overall assessment of progress with 2019 CSRs:
Limited progress

CSR 1: Ensure that the nominal growth rate of net
primary government expenditure does not exceed 1.6 %
in 2020, corresponding fo an amnual structural
adjustment of 0.6 % of GDP. Use windfall gains to
accelerate the reduction of the general government debt
ratio.  Continue reforms to ensure the fiscal
sustainability of the long-term care and pension
systems, including by limiting early exit possibilities
from the labour market. Improve the composition and
efficiency of public spending, in particular through
spending reviews, and the coordination of fiscal
policies by all levels of government to create room for
public investment.

CSR 2: Remove disincentives to work eand strengthen
the effectiveness of active labour market policies, in
particular for the low-skilled, older workers and people
with a migrant background. Improve the performance
emd inclusiveness of the education and training systems
and address skills mismaic hes.

CSR 3: Focus investment-related economic policy on
sustainable  tremsport,  including upgrading  rail
infrastructure, the low carbon and energy tramsition
and research and imnovation, in particular in
digitalisation, faking into account regional disparities.
Tackle the growing mobility challenges, by reinforcing
incentives and removing barriers to increase the supply
and demand of collective and low emission transport.

CSR 4: Reduce the regulatory and administrative
burden fo incentivise entrepreneurship and remove
barriers to competition in services, particularly
telecommunication, retail and professional services.

Belgium has made limited progress in addressing the
fiscal-structural part of CSR1(*

e Limited progress in containing the projected
increase in long-term care expenditure.

e Limited progress in pursuing the envisaged
pension reforms.

¢ Limited progress in improving the composition
and efficiency of public spending, by carrying out
spending reviews.

e No progress in coordinate fiscal policies of all
levels of government.

Belgium has made limited progress in addressing
CSR2

e Limited progress in removing disincentives to
work and strengthening the effectiveness of active
labour market policies.

¢ Limited progress in improving the performance
and inclusiveness of the education and training
systems.

¢ Limited progress in addressing skills mismatches.

Belgium has made limited progress in addressing
CSR3

e Some progress in fostering investment in rail
infrastructure.

¢ Limited progress in promoting energy transition
and a low carbon economy

¢ Limited progress in promoting R&D.

¢ Limited progress in reinforcing incentives to use
collective and low emission transport.

Belgium has made limited progress in addressing
CSR4

¢ Limited progress in reducing the administrative
burden.

e Limited progress in removing barriers to
competition m services, in  particular
telecommunication, retail and professional services.

() This overall assessment of CSR1 does not include an assessment of compliance with the Stability and Growth

Pact.

ions

Source: European Commission

For CSR3 the regulatory framework underpinning the programming of the 2021 -2027 EU cohesion policy funds has not yet
been adopted by the co  -legislators, pending inter alia an agreement on the multiannual financial framework (MFF).
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2. Progress with country -specific recommendations

Box 2.1: EU FUNDS AND PROGRAMMES TO ADDRESS STRUCTURAL CHALLENGES AND TO
FOSTER GROWTH AND COMPETITIVENESS IN BELGIUM

The financial allocation from the EU Cohesion policy funds®)f or Bel gi u m bi#lioninuhet s
current Multiannual Financial Framework with a nationafco nanci ng of 02.6 bil
of U4.7 billion i $ oftgeuGDR anhually.tBy theogdn aorf o u2n0dl 90,. 2s o n
(around 91% of the tot al amount planned) were
as spent by the selected projg@sshowing a level of implementation below the EU average.

EU Cohesion policy fundng supports structural challenges in Belgium. The Cohesion Policy
programmes for Bel gi mim lhiaovne fadlrl o< randlliendfor gsusabmablh |
growth and sust ai nhllod fer intlusieergowtin int201% folldwig@a petforrhance
review(®) G miflighthave been made available for Belgium.

EU Cohesion policy funding is contributing to major transformations of the Belgian economyy
promoting growth and employment via investments, among others, in research,dgidahalevelopment
and innovation, competitiveness of enterprises, sustainable transport, employment and labour mobility
2019, investments driven by EU Funds have already led tmé®5esearch projects supported to market
products. Support was alreaddecided for 20,38@nterprises including 5,348artups, generating
9,845new jobs. ESI funds contributed to the reduction of greenhouse gas emissions bydris358CQ.
The ESF provided specific and talorade support for young people not in ediocg employment or
training. Thanks to the European Social Fund (ESF) and Youth Employment Initiative more tl
150,000young people have benefitted to date from targeted support for their integration in the lak
market. The ESF also reinforced improatess to and development of training support, including throug
dual learning. To make skills and qualifications more relevant to the job market, the ESF improved acce
dual training for more than 222,0p@ople.

For instance, in order to address fhsue of youth unemployment, the Public Employment Service i
Brussels implements a specific action, the Youth Guarantee Service, dedicated to assist young people
end of their studies with a job, a traineeship or a training within four months thérregistration.
Benefiting from a miliant(a Wwhicls 50popESF),t this csérvicel has3 acebmpanied
17,500young people between 202018. Likewise, TechnoCampus is a training center for future jobs i
HainautNamur. With a total costfo U mi2l. I7i on ( BEIRdI) it propo%es & wide range of
trainings covering the most important competences for the enterprises of the industrial sector.

Agricultural and fisheries funds and other EU programmes also contribute to addressing the
investment needsThe financial allocations from theuropean Agricultural Fund for Rural Development
(EAFRD) and the European Maritime and Fisheries Fund (EMFF) in the current Multiannual Finan
Framewor k ammuhti 6o dbilio®réspeddviel7y (a1.4 billion
cost respectively). In addition, Belgium also benefits from other EU programmes, such as the Conne
Europe Facility, which allocated EUR 688llion to specific projects on strategic transport networks,
Horizon 2020, which allocated EU funding of EUR BiBion (including 496SMEs with about EUR
359.3million).

EU funding contributes to mobilization of private investment ESI funds supported programmes alone
mobilise additional 28anllon imthe fdonyof laand, guarantedas angl eqaity. Asl
of end of 2018, 6 of the ESI funds were paid in a form of financial instruments.

EU funds already invest on actions in line with the Sustainable Development Gog&B8DGs). In Belgium
European Strctural and Investment Funds supportol? of 17 SDGs and up to 9% of the spending is
contributing to those goals.

() European Regional Development Fund (ERDF), European Social Fund (ESF) and Youth Employiaéve. Ini

(® Available at:https:/cohesiondata.ec.europa.eu/countries/BE

(® Under the performance review (Article 22 of Regulation (EU) No 1303/2018) 6f overall resources allocated are
released to performing priority axes of the operational programmes, which includes natifimahciog.
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3 « REFORM PRIORITIES
3.1. PUBLIC FINANCES ANDTAXATION

The bulk of the debt and of its recent decrease
3.1.1. FISCAL POLICIES is at federal level. The decomposition of debt
across the different government tiers shows that in
The Belgian general government deficit is 2018 85.2% of the overall debt was held by the
projected to increase. The headline deficit is federal govenment. The social security sector has
estimated to have increased from 0.7% of GDP ialmost no debt (0.4% of total debt). The regions
2018 to 1.7% in 2019 and is projected to increasand local governments debt have reached 13.2%
further to 2.3% of GDP in 2020 according toand 5.1% respectively (see Graghl.l). The
Commission 2019 Autumn Forast. Revenue decrease in public debt since its peak in 2014 was
growth is expected to be affected by a drop imostly due to the efforts of the federal government
corporate and personal income taxation as well and of the social security sector.
by a lowering of social security contributions in
t he cont ext of t year taX t @aph 3.1.8 Brdakfiovth dgyoss pusic debmu | t i
reform reducing the tax pressure on labour. 1200
Expenditure growth is expected to be driven by _ -
rising social benefits and social transfers, in line 14y, —
with the trend observed in previous years.

80.0
The fiscal stance is expected to have become
expansionary in 2019, with the structural  °%°
balance deteriorating. From a deficit of 3.9% of
GDP in 2011, the structural balance improved to a
deficit of 1.8% of GDP in 2018. However, this 59
improvement is expected to have come to a halt in
2019 with the structural balance deteriorating by 00

0.3 pps of GDP. This is forecast to tEpeated in 1 o 1 1 18
2020, resulting in an expansionary fiscal stance. Central government State government
Up to 2018, more than half of the structural Local government  mmmmm Social security funds
balance improvement stemmed from a reduction in General government

interest spending, thanks to low interest rates. Inifs ,

o X ; ote: Figures for general government deb t are consolidated
stability programme of April 2019, Belgium across all entities. This explain why the sum of the debt of all
confirmed its target of a balanced structural budgeantities does not equal the level for the general
b t t d .t hi t b overnment.

ut postponed Its ac Ievemer_] y. one year urce: European Commission
2021. Due to the protracted period with a caretaker
government, no measures were undertaken in 2019

to resume the consolidation effort. 312 COMPOSITION OF PUBIE SPENDING

Public debt has decline further, but is  1ota) public expenditure as a share of GDfhad
expected to stabilise at its currently high level. ecreased, but remains among the highest in the
Debt decllnetoti to 100% of GDP in 2018, from &y;r5 area.While decreasing since its peak in 2012
peak of 107% of GDP in 2014. Public debt isy 56 504 of GDP, it still stood at 52.1% of GDP in

expected to have decreased further in 2019 18 compared to 47.0% of GDP in the euro area.
99.5% of GDP, but is forecast to rise again in 2028, ,1ce and Finland were the only earea

to 99.6% of GDP according to the Commission,, ntrieswith a higher level of public spending,

2019 Autumn Forecast. Combined with thgegpectively at 56.0% and 53.1% of GDP. Interest

structural budget deficit, high debt limits thegpenging contribute to the higher level of total
au_'thrltleso scope fof)ub'\ei"\é 8§<pecn°d“inttuerrC,ycoldecatjo B e
policies in case of a downturn. The projectedien: primary expenditure (total public expenditure

increase  in ageelated spending if left et of interest ayments) stood at 50.0% of GDP in

unaddressed, would amplify those risks. 2018, also well above the euro area average of
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3.1. Public finances and taxation

45.2% of GDP. Only France, Finland andGraph 3.1.2: Evolution of primary expenditure
Denmark recorded a higher level of primary o
expenditure in 2018.

% of GDP
Expenditure started to increase again in 2018t 52
increased from 51.8%ni2017 to 52.1% of GDP.
Public investment increased by 0.2 percentageso
point of GDP in 2018 compared to the previous
year. As the increase was not financed by saving in,_
other spending items, this halted a downward trend
that started in 2013. Total spendimtgcreased
steadily from a peak of 56.5% of GDP in 2012 to “°
51.8% in 2017. The consolidation benefitted from
lower interest spending thanks to low interest rates.4
The implicit interest rate on public debt shrank
from 3.5% to 2.3% of GDP over the same period
Of tlme 00010203040506070809101112131415161718

Source: European Commission

The recent expenditure consolidation only
partially counterbalanced previous increasesln A prolonged policy of low public investment has
2018, primary expenditure stood 7.3 percentagre X : . :

; . ) . esulted in a depletion of the public net capital
points of GDP higher than its level in 2000 (Seetock Public investment in Belgium has merely
Graph3.1.2. Primary expenditure increased by 2. '

pp. in the euro area over the same period of timgompensated for the depreciation of thestng

) ) ) . : Capital stock since 1995 (see Graph.3. As a
The increase in social spendiffy explained more . : .
. result, the public net capital stock has declined by
than half of the increas (around 4 percentage

points of GDP). The remaining share stems frorrl15. .percentag_e pomtf@[.)P. since 1995' Germgny
itially experienced a similar evolution, but since

. . . I
an increase in compensation of employees (+1£006 the drop has halted. By contrast, France

percentage points) and in subsidies (+2. ) . . .
. . . anaged to slightly increase its capital stock over
percentage points). Belgium spends comparative ;

e same period.

more than the euro area average on public wages
and subsidies to the private sector (see Europe

Commission, 2019). e operationalisation of the National Pact for

Strategic Investment could help increase the

overall level of public investment by improving

the coordination, including budgetary, of the

: different investment plans. The regions and

below the eurcarea averageBelgium has - . I
communities plan to increase their investment

importa_mt investm_ent needs in . social housinq,ates_ Almost 90% of public investmeist ¢arried
education (se&ection 3.3), sustainable transport, ut by the federated entiies (regions and

energy and digital infrastructure (see Section 3.4), . . .
- . : ."Communities) and local authorities, reflecting the
However, in line with previous electoral cycles, in,. .. . .
(?lstrlbutlon of competences across the different
. . iers of government. Neverthel heir overall
2.6% of GDP from 2.4% in the previous year. Thee S Of governme t. evertheless, t €lr overa
; . . investment has remained rather stable since 2000,
increase is mostl due the regional and local

L hoveing at around 2% of GDPB®. Regional
governments, while investment from the federal overnments have announced maior investment
government barely changed. At 2.6% of GDPg )

o . - : lans in their programmes. However, th r
public investment in Belgium remains below thepa y their programmes. However, these are

level in France (3.4%) and the Netherlands (3_3%5e’xpected to be defieincreasing as they do not

but above Germany (2.4%).

Despite significant investment needs, public
investment barely increased and remained

(*9 It slightly increased in 2018 line with previous electoral
cycles.

(® Social spending is measured as the sum of social benefits
other than social transfers in kind and social transfers in
kind supplied to households via market producers.
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appear to be financed by an increase in revenués a better exchange of data as basis for proper

nor by a decrease in otherpenditure (*) evaluations.
Graph 3.1.3: Evolution of public net capital stock Important expenditure-incurring tasks have
0 - been devolved to regions, communities and local
' ' authorities. The sixth state reform in 2016
. devdved some competencies and related resources

500 to the regional authorities. In 2018, about 32.6% of
total public expenditure was spent at regional and

2.
a ’ 450 o community level and 13.2% at local level with
“8_1.5 8_ health care and social protection being the biggest
° 200 ° items(*?. It is the responsibility of each level of
10 government to make efficient use of public money,
in particular as Belgium has no hierarchy of horms
05 0 between its different levels of government. The
devolution of an increasing share of spending
0.0 30.0 responsibilitiesfrom the Federal Government to
%9799 0L s e O 0 1 8 e the Federated entities combined to the need for the
ross fixed capital formation (Ihx) )
Consumption of fixed capital (Ihx) latter to upgr a de the regiltons
Net capital stock (rhs) a continued scrutiny of their expenditure in order

to identify potential efficiency gaind

Source: European Commission

Subnational fiscal rules ae scarce.According to
the Commission databagé) existing fiscal rules
in Belgium cover the general government, the
social security sector and the local authorities.

the composition and the efficiency of public There are 20 fiscal .rules co.veringl the regional
spending and make it more growth friendly. governr_nenf. Of the dlﬁereqt kind ofiscal rules, _
Bel giumds high 1 evel Oe]xperﬁltblrﬁ quleé fors e%lolj?"ﬂ ig%"%’”mﬁ”&se'@( i sts
with a low level of public investment. Spendingf.e<jer es .COUId be casier to be“envisaged in
reviews could serve as a key tool for reprioritisin%?(ht of_thelr higher share in general government
expenditure towards spending outlays that bett penditure.
me et the countryds ecoHomic..and_societ?I |
oy uloking effciency g, they can generaid 1, SECTTEY e O Souee b
savings without constraining growth. the National Bank of BelgiurtCornille, D. et al.,
2017) pointed to education (see Section 3.3),
health (see infra) and mobility (see Section 3.4)
d policies as area where further efficiency gains

spending reviews. Budgets of the federal an Id b 4 Th i al 0 i
federated entities tend to presepésding without could be pursued. There 1S aiso room 1o Improve.
Belgi umé s rank i n certain pub

making a link to policy objectives and therefore

hamperlng their evaluation. With the excem,lon 0[12) Source: Eurostat; total spending net of transfers to other
Flanders, annual budgets rather than multiannual’ government tiers as a share of general government
budgets are produced. More collaboration between spending.

budgetary and policpriented departmentsta () ?:rg‘.g tgf Lﬁtgsi State regorm, thetfed.e’ateq egtitlies' for
. - . i ransferred competemsciereceived less

different administrative levels would notably allow  resources from the federal Ievgl than originally used,
requiring certain efficiency gains on behalf of the federated
(*) The Court of Auditor pointed out this behaviour in its  entities.

recent report on the 2020 budget of the Walloon region(*¥) Fiscal rule database, available at:
available at: https://ec.europa.eul/info/publications/fiscales
https://www.ccrek.be/FR/Publications/Fiche.html|?id=b088 database_en.

674b983£442851¢:31f0ce0b19cc This is also true for (*°) Flanders has approved a defstrm at the end of 2016.

3.1.3. SPENDING REVIEWS

Spending reviews could contribute to improving

%oal S .

Budgetary processes currently does not fully
satisfy the prerequisites for introducing

the Flemish Region, for the French Commuminhd for the Accordingly, the debt should be limited to a maximum of
Brussels Region. 65% of current revenues.
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businesses (see Section 3.4.2) digital publio increase (see Tabl8.1.1) (**) given the
services to citizens and justice (see Section 3.4.4rojected increase in ageing cost (see Section
Belgium performs well in health, but strengthene@.1.5) and in particular of pension and health care.
prevention (see section 3.3) and a more appropriate

use of serices and pharmaceuticals(see infrakanie 3.1.1:  Government size by subsector in 2021, (% of

could improve overall efficiency, and reduced GDP)
inequalities- Federal SOC@ Regions Local Total
security government
Total revenues 24.8 219 19.2 7.1
Flanders announced its intention to roll out — pemenes 2:'72 174'27 181'02 zj %06
Spend?ng revi_ews <'.;1ftel’ haVing garried out a Tg?e‘llle;ir;ieer:!imre 267 221 19.6 7.1
spending review pilot exercise in 201:2019.  Finalexpendiure 4 198 169 69 51.0
. . . . Transfer§ to other 177 23 25 01
With the support of the @nmission a spending govem. tiers : : : :
. . Interest payments 1.6 0.0 0.2 0.0 1.9
review on services VOUChETS Ticadine batance S 02 04 01 24

(dienstenchequesttitres servicead a technical source: European Commission
analysis of how to systematically introduce
spending review in the budgetary procg§pwere Budgetary coordination is not sufficiently
finalised in 2019. The new Flemish governmenggtective yet, as the 2013 cooperation agreement
announced its iention to roll out spending has not been fully implemented As described in
reviews further with the aim to conduct at least ONBrevious country reports, Belgian federated entities
in every policy domain within every legislature.gnd the federal government signed apEation
The Federal level, Brussels and Wallonia haVﬁgreement in 2013 to ensure effective budget
recently shown interest in introducing spendingoordination. The Concertation Committee did not
reviews, even if at different eant.(") The French 4 pprove but merely o6took
Community has currently no plans to introducrajectory presented in the 2019 Stability
spending reviews. Programme and the postponement of the
achievement of fisl target to 2021 by all
government levels. Although this is a step back
3.1.4. FISCAL FRAMEWORK compared to the formal approval of the fiscal
trajectory expressed in 2018, this is explained by
The current budgetary framework put the the national and regional elections in May 2019. A
burden of the fiscal consolidation on the federal |5ck of agreement on the targetseaich level of
government Final expenditure by the federalgoyernment may undermine the viability of the
governmentrepresents only a limited share of itsgyera]l trajectory towards the meditterm
total expenditure. The service of the debt and t'\?ojective. It also prevents the Public sector
transfers to the other government tiers represent%rrowmg requirements section of the High
the bulk of it in 2018 (respectively 1.9% andcouncil of Finance from effectively monitoring

17.1% of GDP). Large transfers to the sociatompliance wittthese targets (see High Council of
security sector, to copensate for insufficient own Finance, 2018, pp 184).

revenues, put an additional strain on the federal
government budget. These transfers are expectgfe 2013 Cooperation Agreement entrusted the
High Council of Finance to advise and supervise

(*% Available at: .
https://fin.vlaanderen.be/sites/defauIt/fiIes/atoms/files/MC_aII government levels on their bUdget

Flanders- trajectories in order to effectively implement

not e

Technical_Assistance_Mission_Report_%20Master%20\the European Un i onods Fi s cThé Compact

5.pdf. ; ; ; ;
(*) The Federal level has studied the possibility of introducingHIgh Council of Finances (HCF) aims to promote

spending reviews in the Hgetary process with the support coOrdination and discipline in the design and
of the European Commission. The Bruxel@spital implementation of fiscal policy in the context of a
Region announced steps to increase the quality anggerg| state structure. In this regard, the 2013
efficiency of its spending, including the possibility to . by ’
introduce spending reviews in its budgetary processcooperation Agreement entrustednith a double
Similarly the Walloon Region decided to operationalise &
budgetzeGboads eby not | ater t {3 Basell@rR2fdrecasts from the Federal Planning Bureau as in
@Perspectives économiques 2€8® 2 4 6 .
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role.(*) First, the Public Sector Borrowing flag a significant risk. This low shetérm risk is
Requirement section of the High Council HCFc onsi st ent with the OAA stab
PB) contributes to the budgetary policy through it8elgian government deltty the three major credit
recommendations for the budget targets of generedting agencies.
government and its sedectors, including
subnaibnal government?f) Second, the HGPB | n the medium term, Bel gi t
is entrusted with an important supervisory andustainability risks are high. According to the
advisory role in the area of budgetary policy thabaseline scenario in the debt sustainability analysis
extends beyond the central government. (see Annex B), at unchanged policies, the public
debt ratio is projectedbtremain high at 97.4% of
However, the reinforcement of the autonomy of GDP in 2030, the last projection year. The
the High Council of Finance (HCF) has not favourable snowball effect (i.e. the difference
been fully implemented yet.The Royal Decree of between the implicit interest rate on government
23 May 2018 provided for a reinforcement of thedebt and the nominal growth rate of the economy)
staff of the High Council of Finance. It increaseds expected to more than counterbalameeimpact
the number of fultime staff to 10, equally from the negative primary balance. The S1
representing the federal state and the federatsdstainability indicatoff), indicates a high
entities (regions and communities). However, duenediumterm risk, mainly due to insufficient fiscal
to the presence of a caretaker government, tlefort. This indicator implies that a cumulative
measure has not been implemented yet. gradual improvement in the Belgian structural
primary bahnce of 4.1 percentage points of GDP,
relative to the baseline scenario, would be required
3.1.5. DEBT SUSTAINABILITANALYSIS AND over 5 years (starting from 2022) to reduce the
FISCAL RISKS debt ratio to 60% of GDP by 2034. Specifically,
3.4 percentage points of the required fiscal
Bel gi umds rapidly agei adystpeatpwollca bei dué oi st heex pdebed r at i
to put increasing pressure t h e c o u distange drem the 60% reference value, and 1.1
budgetary situation. The most recent projections percentage points to the projected increase in age
of the Study Committee on Ageing (High Councilrelated public spending. This would be only
of Finance, 2019) point to ageinglated partially counterbalanced by the favourable initial
expenditure items increasing by 5.6 percentagsudgetary position (defined as the gaphe debt
points of GDP by 2070. The 2018 Ageing Reporstabilising primary balance). Adhering to the
(European Commission, 2018b), projected aexisting fiscal rule§®®) would significantly reduce
comparable increase of 5 percentage points tiie public debto-GDP ratio compared to a
GDP. baseline scenario of unchanged fiscal policy
(Graph3.1.4.
Short-term sustainability challenges are limited
in spite of the high public debt ratio. Shortterm  Over the longterm, Belgium is deemed to be at
sustainability is assessed by the indicator*$0( medium fiscal sustainability risk. The longterm
Both the fiscal and # financial competitiveness fiscal sustainability indicator S?{) shows that an
subrindexes stand below their respective criticalmprovement in the structural primary balance of
threshold, so that the overall SO indicator does ndt8 percentage points of GDP would be required to

stabilise the debib-GDP ratio over the longerm.

(* The 2013 Cooperation Agreement of 13 December 2013 is
available at:  (? The S1 indicator measures the required fiscal adjustment
http://www.ejustice.just.fgov.be/mopdf/2013/12/18_3.pdf needed between 2022 and 2027 to bring the public debt

) ) . ) ratio down to 60% of GDP by 2034.

(*) Recommendations by the HEB Section are typically (23 pefined as full compliance with the qeirements of the
limited to budgetary targets. No advice is given on specific preventive arm of the SGP and convergence with the
consolidation measures aimed at reaching these targets, nor mediumterm objective).

does the Section provide estimates of the budgetary @ The S2 indicator shows the adjustment to the current

s, Tacroeconomic impact of such measures. ) structural primary balance required to fulfil the infinite

() The SO indicator aims at an early detection of fiscal stress  pqiz0n intestemporal budget constraint, indimg paying
stemming from risks within a orgearhorizon, making use for any additional expenditure arising from an ageing
of the signalling power of its components. population.
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This is mostly due to the projected increase dhcrease in pension spending is already kicking
ageing cost (contribution of 4.0 percentage pointsin. () According to the report, pension outlays
of GDP, mainly from higher spending on pensiomwill increase by 22.6% between 2020 and 2024,

and longterm care) and to a lesser extent to th
unfavourable initial budgetary position (0.8

and over the same period health care spending will
increase by 23.9%.

percentage points of GDP). Moreover, under more

adverse scenarios invohg more dynamic

The effective retirement age remains

agerelated expenditures, the sustainability gap S&ubstantially below the statutory retirement
indicator would increase to 6.5 percentage pointsge, in particular in the public sector. At 61.7

of GDP, thus pointing to high lorgrm fiscal
risks. Vulnerabilities linked to the high debt
burden, as captured by the debt sustairtgbili
analysis, already result in overall high
sustainability risks in the long terrf?y,

Graph 3.1.4: Public debt medium -term projections and
scenarios (% of GDP)
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Pension

Pension expenditure is projected to increase by
almost 3 percentage points of GDP by 2070.
Over the same time span, pension expenditure

years for ren and 60.1 for women in 2017 the
effective retirement age was substantially lower
than the statutory retirement age of 65 yé&)s
Despite of recent reforms tightening eligibility
criteria for early retirement which resulted in an
increase in the employent rate of older workers
(see section 3.3), in 2017 a substantial share of
pensioners was younger than 65 years. In the
public sector, 53.8% of civil servants draw a
pension at the age of 60 or earlier (58.8% for
women). In the private sector, even iethhare of
people leaving the labour market with a pension
before the age of 60 is lower (15.1% of employees
and 9.6% of selémployed people), a significant
share of employees (34.4%) and satiployed
(37.7%) leaves before the age of 85)

An agreementon t he reform of
could not be reached.The previous government
attempt to find an agreement on a definition of an
6arduous jobé covering
public sectors failed. However, social partners
drew up a detailed list with aagories of arduous
professions in the civil service. The current system
in the public sector of preferential career fractions
and preferential schemes (with lower early or
statutory retirement age) would have been replaced
by the new system for arduous hunder which
fewer civil servants would qualify (about 50%
instead of more than 60%).

in

the EU is projected to decrease by 0.2 pp. ohhe build-up of complementary pension

average. (European Commission, 2018b).

The bulk of this increase will materialise in the
short to medium term with an increase of 2.4
percentage point of GDP by 2040 (European
Commission, 2018b) The latest projections of the
Monitoring Committeg?®) confirm that the steady

(*® For a detailed discussion of the approach to the over

Sustainability Monitor, 2020).
(*® The Monitoring Committee ia technical committee of the

Belgian Federal administration in charge of monitoring the
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remains low, in spite of recent government
measures. In 2018, measures were adopted to
promote supplementary pension schemes. Qe

execution of the budget and providing updated fiscal
projections.

(*") Comité de monitoring : estimation de la situation
budgétaire pour 202024, page 142.Available a:
https://bosa.belgium.be/fr/actualites/corrdigmonitoring
estimationde-la-situationbudgetairgpour20202024

b . ‘
longrterm sustainability challenges see the 2019 Dezds) Recent eforms have increased the legal retirement age to

66 years as of 2025 and to 67 as of 2030.
(*) Federal Pension Service, as provided by Cellule
Strategique Pension/Beleidscel Pensioen.

6ar du
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the measures allows independent workers to builchng -term care

up a supplementary pension, similar to the existing ending on lonaterm care is expected t
possibilities for selemployed company managers.. P 9 9 P N

. . . increase significantly in the long term
A second measure introduced mixed pensions 9 y ong ‘e

| .

. oo ; . uropean Commission, 2018b)lt stood at 2.3%
the public sector, atltrlbutlng pension rights as ag}é GDP in 2016 (above the EU average of 1.6%)
empoyee for the period as a contractual agent an

: ; . : o
a public sector pension for the period as a statutog/ngI ;S OprOJeactCedC tg :mzaisensteadliy ;0 4.t0 ﬁ ’Ian
civii servantf). A third measure allows 9

employees, ~who dp not bepeflt from qmore significant (up to 5.8%) according to the
supplementary pension organised by theig . .
employer or sector or whose suppkartar CAgeing Working Group

ploy PP y accounts for additional cost drivers in terms o

pension plan is insufficient, to ask their employer
to make deductions from their salary in order téjemography and health status.

build up a (higher) supplementary pension. The underlying pressure coming from ageing

still challenges longterm fiscal sustainability in
Health care the current structure of service delivery.

Total public health spending has increased

slowly in recent years and there is room to years old is among the highest hetEU. This has

; : . ; s decreased from 2011 to 2014, but went up again
improve its efficiency in specific areas, notably from 2015 to reach 68 beds (per 1,000 65+ years

prevention (*Y). Health spending accounted for : . |
10.3% of GDP in 2017, up from 8.9% in 2006°'%) IN 2018, and the need is projected to further
ncrease in the future. Whereas Belgium has

which is above the current EU average 0* Iready started to strengthen the use of home care
9.8%(%3). Public spending accounted for 77% of oY 9

overall health spending (closettee EU average of and a process to ensure that onl){ thqse who
ctually need it have access to residential care,

0 - : )
79%). The remaining sper:)dlng comes from d'rec&ere seems to be room for additional efficiency
outof-pocket spending (18%) and voluntary health ains, based on available indicators, to respond to

insurance (5%). Population ageing will continue t X o
exert pressure on health and | care he future fiscal sustainability challenge. To assess
9 the curent use of resources, KCE, the Belgian

systemg*). The reduction in the ceiling fdrealth
public spending growth since 2013 has contribute'fj'ealth Care Knowledge C(_entre, has developed an
Indicator (ELD5) to monitor whether/to what

to keeping the growth rate in line with GDP ; i
. e . . xtent independent users and those with low levels
growth. While efficiency gains have been achieve .
; . . X f dependency (category O and A respectively on
in hospitals, promoting more appropriate use g T T
) . the Katz scale), for whn institutionalisation may
services and pharmaceuticals could help to free

. ‘B unnecessary or at least premature, are currently
resouces to respond to these growing needs. . . : . I
Networks of hositals are being created. while & cceVing residential care. Though on a positive

P 9 ' tfrend, with a steady decline from 32% in 2011 to

prescriptions and mecﬁcal data exchange are be"}%% in 2018, these data indicate that there is still

Qeveloped (see Seguon 3.4.4). Anot.her Ch‘fjlllem‘jlr%om for improvement inight of differences

IS to -stre.ng"th.en primary care and 'MPTOVE €Al served between the regions. In Brussels, more

coorQ|_nat|orI in paticular for people with chronic than one third (34%) of elderly people Iivin,g in
nditions. . . .

conditions residential structures still have some autonomy. In

() Moreover, the legal framework has been adapted tt'):IanderS’ this proportion does not exceed 28%

encourage admirtigtions, including local authorities and
public enterprises to develop a supplementary pensiofhe current governance model seems ot

regime for their contract agenhe federal government ; ;
has already committed itself to establish a suppIementar%uarantee spendlng OverSIth but not control.

pension for its contractual staff.
(Y Belgium allocates 2.2% of overall health expenditure to ) Devos C, Cordon A, Lefévre M, Obyn C, Renard F,
organised prevention programmes, which is less than the Bouckaert N, Gerkens S, Maertens de Noordhout C,
EU average of 3.1%. Devleesschauwer B, Haelterman M, Léonard C, Meeus P.
(®) State of Health in the EUCountry Health Profile 2019. Performance du systéme danté belgé Rapport 2019
(® The reduction in the ceiling for health public spending ~ Synthése. Health Services Research (HSR). Bruxelles:

growth shce 2013 has contributed to keeping the growth Centre F®d®ral doExpertise
rate in line with GDP growth. 2019.KCE Reports 313B. D/2019/10.273/33.
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3.1. Public finances and taxation

Most of the competences for logrm care have t he exi stence of Omarital qu
now been almost devolved to the regions, meaningork disincentives for second earners (see Section
budgetary and quality control mechanisms are no®.3). Moreover, most tax expenditures, like the tax
decentralized too. Federal institutions retainedeductibility of service suchers and housing loans
responsibiliy for overarching activities related to interest deductibility on secondary residence,
the social protection system, e.g. managingisproportionally benefit higincome earner&
statistics to monitor and report on current andlortgage tax deductibility has contributed to drive
projected dynamics of spending and participatinthe increase in private debt (see Section 8°9).

in international reporting activities in this regardWhile well-designed tax expertdies can be
(Federal Public Servic Social Security, Federal justified and enhance positive spill overs and
Planning Bureau), however the lack of awelfare, they may cause economic distortions and
centralised approach may weaken the effectivenesst be the most cogffficient means of achieving

of overall expenditure control. For the part whicheconomic and social policy goals.

is still a federal competence, there are different

monitoring systems in place. Differebodies are Some tax expenditures also lead to undesirable

involved in the elaboration and execution of thenvironmental consequences.  Although

budget, and there are checks built in into thal t er nati ve tax exfgeaddt ures
system (e.g. a budgetary control commission); iand O6mobil ity budget 6) wer e
addition, corrective action is foreseen in the everand 2019, recent data from the human resources

of general budget overrun. provider from the social secretariat show that very

few taxpayers opted for the cafr car system

(%, which in the meantime has been ruled
3.1.6. TAXATION unconstitutional by the Constitutional Court and is

therefore annulled®)). The favourable company
Belgium has a high level of taxation, but also car scheme therefore continues to provide adverse
substantial tax expenditures.In 2017, Belgium incentives in terms of road travel. The dedudtipi
tax revenues represented 44.8% of GDP (EOf fuel costs is particularly harmful, since it
average 39.2%), however the share of tainduces employers to cover the cost of fuel
expenditure in most tax categories is high (23.1% on s ume d for private pur pose
of personal income tax receipt 13.4% of Employerpurchased fuel encourages the use of
corporate income tax receipts; 32.3% of valuecompany cars for private purposes and runs
added tax receiptsfj, which reduces the counter the incentives gvided by energy and
efficiency of the tax system. Some 47% of thevehicle taxation to reduce fuel consumption
foregone tax revenue resulting from tax(European Commission, 2017).
expenditures supports social measures (e.g.
pensions). The rest coveesnployment (13.5%),
real estate (15.9%), R&D (8.3%) and specifid36) In Flanders, the tax deductibility of service vouchers was
sector provisions (64%). I _additon, tax ) SeCased fodve o Z0v i ey 2020
expenditures are not subject to spending reviews 2020 the mortgage deductibiliyoonbonuscheme.
and do not appear to undergo impact assessmerit3,268 employees for the last quarter of 2018 and 407
resulting in a low efficiency for some of themge 4, STPloyees in the first quarter of 2019. .

. . ) (®) The cashfor car scheme. The judgment maintains the

R&D tax scheme$ see section 3.4), while others” * consequences of the scheme until new legislation is
create economic, social or environmental introduced, at the latest until 31 December 2020.
distortions (cf. infra). The complexity of tax law,
also because of tax expenditures, weights in the
business environment (see Section 3.4.1).

Some tax expenditues create a certain number
of economic and social distortionsFor instance,

® Inventory of feder al tax expendituresdé available at
https://finance.belgium.be/en/figures_and_analysis/figures/
federal_tax_expenditures_report
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3.1. Public finances and taxation

2.5% of GDP to 2.7% of GDP in 2018thanks to the

Graph 3.1.5: Tax wedge on average wage, single earner

(2018) alignment of excise duties on diesel with those on
55 petrol. However, energy taxes do not reflect the
50 carbon content of fuels and therefore do not foster
45 the most energefficient fuels and technologies
40 (see Section 3.5.1). In particular, excise duties on
35 fossil fuels used for heating (gas oil, natural gas,
30 etc.) are low and set at the EU minimum le{/8l.

Beyond the company car scheme, there are gaps in

vehicle taxation Wich do not allow to fully

address negative environmental externalities and
congestion, and to raise revenues (see Section
3.5.1). Professional transporters and agriculture
still benefit from a reduced excise rates on diesel.
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m— |ncome tax s Employer contributions In spite of recent measurestransaction taxes on

Employee contributions EU average immovable property remain high in Belgium,
hindering amongst other negative effects,
labour mobility. These taxes are among the
highest in the EU at 2.3% of GDP (1.0% average
in the EU) in 2018*). According to the 2020
World Bank Eae of Doing Business Report, the
process of transferring a property has become the
reform that took place in several steps betwee ost expensive among the EU Member States at

2016 apd 202¢") reduced the_ tax wedge for the12.7% of the property value (Luxembourg being at
lowest income earners. In particular, the labour 8% cond place with 10.1%). High transaction taxes
wedge for those earning 50% ofthverage wage

. on immovable property contribel to hamper the
ggtl:;eazed by 6.2 fper::ﬁntage po!nts ILom 2015 nctioning of the real estate market, increase
’ thovtvever, dor ose etirnlrr:g h et .a\;ﬁragifmmuting and appear to have an effect on labour
wage, the tax wedge remains the highest in the obility. Moreover, reliance on transaction taxes

(Gr?phS.#a. Althouglhtthe bperiort]al t'ﬂcolmg taX[g(?]enerates a more volatile revenue stream. Further
System ofiers several tax brackets, the latter a ifing away from transaction taxes todsr

rather narrow. As a consequence, even averag€eurrent property taxes would maintain a constant
income earners are subject to the highest iNCOM& el of revenue while reducing economic

tax rats (45 and 50%), limiting the real yigqiong ang commuting congestiohy(
progressivity of the system. Moreover, tax brackets
are not systematically indexed to inflation. Overall,
high labour taxation not only contributes to the
financial disincentive to work, it also discourages of more than 3.5 tonnes. The annual revenues of this levy
participation h lifelong learning, since an ,, ' n 2018 were estimated at 4

. . : . ) The Energy Taxation Directive 2003/968EC (ETD) lays
Important Share_ of the additional income is taxe& down the EU rules fothe taxation of energy products used
away (see Section 3.3).

as motor fuel or heating fuel and of electricity. It sets
minimum levels of taxation and lays down the conditions
for applying tax exemptions and reductions. The ETD,

Source: European Commission

The high level of taxation on labour weakens
labour participation and discourages
participation on lifelong learning. The tax

for heavy goods vehicles with a maximum authorised mass

712.

Environmental taxes have increased, but there
is still scope to better aligning taxation to
carbon emissions, possibly also increasing tax

however, does not require taxation to be based on the
carbon dioxide emissions and energy content of the
different fuels covered.

revenues 1(1) Environmental taxes increased from(B) Other taxes on property. Taxation trend in the European
’ Union, 2020.
(44

) ] - ) o ~ (") The Walloon and BrussefSapital regions increased the
(*) Taxes on labour, including social contributions, are being ~ transaction tax deduction for first dwellings 2017, while
reduced in several steps between 2016 and 2@B0e

) ] . keeping the tax rate at 12.5%. Flanders reduced the
others, mainly consumption taxes, have been increased, transaction tax rate for the purchase of the first dwelling
partially compensating for the labour tax cuts.

" | ) ¢ ] from 10% to 7% in 2018 and to 6% in 2020 (and even to
(*) Excise duty rates on diesel have been aligned with those on 59 for very important energetic renovations) and abolished
petrol. Moreover, since 1 April 2016 onwards the three

the Woonbonus (nrtgage tax relief).
Belgian Regions have startéelying a kilometre charge
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3.1. Public finances and taxation

The current tax rules governing housing as compared to income from other types of
contribute to overinvestment in real estate as investment. Rental income from housingperty
compared to other types of inveshent (see located in Belgium is taxed based on the outdated
Section 3.2) Differentiated tax rates and taxcadastral income (indexed value of 1975 estimated
expenditures for several types of capitaincome), which is on average substantially lower
investment, make the tax system complex and ledldan the actual rental income received. Calculation
to misallocation of capital. While mortgage taxboy t he European Commi ssionods
deductibility for primary residences is nowCente have estimated that taxing the net rental
abolished in allregions except Wallonia, it still income would have a positive budgetary and
applies for secondary residences and renteddistributive impact (see Bax1.1). Any reform
housing(*>. In addition, income from rented should, however, be carefully considered against
housing benefits from a favourable tax treatmerthe background of (rental) housing market policies,
of the overall country taxation system and the

(*) The mortgage tax deductibility for primary residences iSpossibIe impact on the real estate market.
governed at the regional level, while the deductibility of
interests on buyo-let housing loan is a federal matter.
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3.1. Public finances and taxation

Box 3.1.2: Unequal tax treatment of rental income taxation

Unlike in most EU Member States, rental income is taxed based arfictitious amount rather than the
received housing renin Belgium. (%) The tax treatment of rental income depends on the purpose for whi
the property is used. When immovable property is rented out for professional purposes, the actual |
income received is added to the personal income tax base. Relathex@re estimated to 40% of the
rental income received and tax deductible. When immovable property is rented out for housing purpose
the actual rental income but 140% of the indexed cadastral value (since 1991) is used to calculate tf
base. Tk cadastral value is on average approximately 20% td® 25%he actual rental income received.
Incurred related expenses are not tax deductible but a standard deduction of 40% applies.

A substantial amount of tax revenue is lost due to the current tax &atment of rental income Based on
EUROMOD, the budgetary and redistributive effect of the current tax treatment of housing rents |
qguantified by comparing it to a scenario in w
income tax. Redts show that taxing actual rents under the personal income tax system, would geneg
additional tax revenue of approximately 0.15% of GDP on an annual basis.

Moreover, the overall distributional effects of the current tax system seem regressivé&iven hat some
properties are overalued while others are undealued, the use of outdated cadastral values also entai
distributional concerns. Since higlhcome earners own relatively more immovable property thanr low
income earners, they benefit most frdme favourable tax treatment of rental income. Moreover, given th
progressive tax rate schedule in Belgium, they benefit proportionally more thambéghe earners. Hence,
taxing actual rental income would mainly affect the highest income groups.

Finally, the current tax treatment does not incentivise property owners to invest in the maintenance of
their rented property. Currently only financing costs for acquiring rental housing can be deducted from t
tax base. Other expenses related to the rentalitgctlike maintenance costs, are not tax deductible.
Granting tax deduction to maintenance and renovation costs could stimulate the building sector. Moreoy
could help reduce the informal economy, as invoices would be needed for the tax deduafiply.tdn
addition, deductibility of renovation costs could improve the quality and the energy efficiency of the hous
stock and help easing the energy transition.

(Y Only Greece, Croatia, the Netherlands, Slovenia, Romania, Finland and Sweden tax rental income separately from
other personal income, often aflat rate. Italy, Latvia, Malta and Poland have a two track system where the taxpayer
can chose whether the rental income is taxed separately at a flat rate (without any deductions) or under the personal
income tax system.

(® European Commission, « PreReleases Taxation: European Commission asks Belgium to revise its taxation of
property income from abroad”, 22 March 2012, https://europa.eu/rapidfptease_IPL2-282_en.htm?locale=en

(® EUROMOD simulations are based on survey Statistics on Incamhéiging Conditions (EUSILC data) and cover a
sample of the household population. Using administrative data may provide different simulation results.
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3.2. FINANCIAL SECTOR

3.2.1. BANKING SECTOR AND NSURANCE differences in approach and maturity between
banks. Banksd biggest weaknes

The financial sector appears relatively sound, systems, which make it difficult to implement

but its profitability is under pressure. Banks changes. It is ifficult for bank to attract the

solvency is good, with a capital adequacy ratimecessary staff resources, which leads to a lack of

relatively stable at 18.5% in June 2019. Crediin-house skills that are needed to evolve. Smaller

quality is high, with low nosperforming loans Belgian banks are being forced to act as

ratios. Nevertheless, banks apaely moderately 6 f ol | ower sd on the mar ket as

profitable, with a return on equity ratio of 8.2% incapacity to experiment wit the abundance of

2018, in continuous erosion since 2016. Bankd$intech solutions that are being developed.

challenges remain largely the same as last yedwtoreover, fintech companies are somewhat

persistently low interest rates, a ctsincome reluctant to collaborate with smaller banks due to

ratio among the highest in the EU, aatalely high their limited customer base to test innovative

banking tax, the obligation to pay a minimumsolution, despite the will and interest shown by

interest rate (0.11%) on regulated savings accourttsesebanks to establish such partnerships.

which puts net interest margins under pressure in

the current low interest rate environmentThe contributions to the Belgian Deposit

digitalisation, compliance costs and intens&Suarantee Scheme (DGS) are not invested into

competiton. a segregated and diversified portfolio of low
risk assets. As explained in previous country
Table 3.2.1: Domestic banking groups and standalone reports (European Commission, 2018al 24) and
banks, foreign (EU and non -EU) controlled in t he | MF 06 s 2017 Fi nanci al

subsidiaries and foreign (EU and non -EU)

controlled branches Program, the absence of a rifemced and

autonomous DGS is not optimal from a financial

2016 2017 2018 2019g1 201992

Non-performing loans 32 27 23 21 2.0 stability perspective. The annual contributions to
o/w foreign entities 2.6 23 2.2 2.0 2.0 H H

o e e e 42 e by 59 57 the Belgian DGS directly epter the fgderal budget
olw NFC sector 48 43 37 36 34 as tax reveues and contribute to improve the
o/w HH sector 3.7 3.0 2.3 2.3 2.1 H H
Coverage ratc w57 w27 a1 ads asa government headlln_e balance. However, if the
Return on equity® 8.9 8.8 8.2 55 8.6 DGS needs to intervene and compensate
Return on assets® 0.6 0.7 0.6 0.4 0.6 H H ] 1 i
Total capita ratio 88 190 188 182 188 depositors, Belg_lum will have to finance the entire
CET 1 ratio 157 162 156 150 152 cost of the intervention from the budget.
Tier 1 ratio 16.2 16.9 16.5 16.0 16.3

Moreover, in light of the delayed privatigat of

Loan to deposit ratio 88.0 90.2 93.2 89.1 90.5 . ) ) ) R

(1) Annualised data for q1 and q2. Belfius, ;tate pwnersh|p in the financial §ector
Source: ECB- CB2 - Consolidated Banking data - European (namely in Belfius, BNP Paribas, prSt, Dexia and
Commission calculations Ethias) remains substantial and aggravates- spill

over risks between the sovereign and the financial
In order to maintain profitability and sector. Dexia still constitutes a sizeable, but
productivity, the financial sector has rel ati vely stabl e contingent
significantly reduced its headcount, its number billion (7.4% of GDP) for the Belgian state.
of branches and invested in digitalisation.The
total employment in the financial sector has beem nsur er s 6 average solvency
declining from 144,200 employees in 2001 tadeteriorated due to an interest rate curve lower
117,800 employees in 2018, and this trend hahan ever, but remains broadly satisfactoryThe
accelerated since 2015. Likewise, the number Giverage Solvency Capital ggrement coverage
branches has dropped continuously from 7,358 iratio dropped from 219% in December 2018 to
1997 to 2,983 in 2018. lparallel, banks have 196% in June 2019, but some individual players
embarked on digitalisation. A survey (Bégasse, Ppresent much lower ratios, close to 100%, or even
2018)shows that Belgian banks have a relativelyoelow 100% without the volatility adjustment.
positive outlook on the way they will manage theLike in other Member States, this ratio may
challenge of digitalisation. On average, large banksometimes benefit significantly from particular
tend to have more developed apgrhes towards adjustments of the LoAfierm Guarantee
the new business models and supporting
technologies, although there are significant
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3.2. Financial sector

packagg*® and may overestimate the actuaBan k s &  Mities nire medation to the
solvency since the shock for negative basic-riskesidential real estate market have deepened in
free interest rates is assumed to be(*ijl As a a context of deteriorating credit standards and
consequence of the low intergste environment, rising household debt. The Belgian mortgage
life insurers have expanded further their dimk  market is characterised by strong competition on
business. They have also increased their exposiypdces, where any individual attempt to
to the real estate markets, which might have beedgnificantly increase the commercial margin is
partly encouraged regulatory arbitrage, sincénmediately sanctioned by a decline in market
capital requirements for counterpartyskr can share. Faced with squeezed margins, banks have
sometimes be lower for insurers than for bankdoosened credit standards like the ldgasvalue
Several (re)insurers have recently received matio or the maturity to increase their volumes (for
license and opened an office in Brussels in order ttetails see N@nal Bank of Belgium, 2019, pages
facilitate their access to the single market. Thi24-25). As a consequence, lending to households
relocation of activities led to an increase in nhonhas grown dynamically for several years around
life gross premiums of about 25% in 2019 an®% yearornryear, which is significantly above
represents a sizable additional workload for th&DP growth(*®) Furthermore, the exposure of
National Bank of Belgium which has scaled up itdanks to companies active in thenstruction and
resources accordingly. Furthermore, the new tathe commercial real estate has increased
advantage granted to legal protection insurance aggnificantly in recent years.

of 1 Septembe2019 is expected to have a positive

impact on the profitability of those insurers activeBe | gi an banks6 exposures to
in this line of business. estate and construction sector has increased
significantly in recent years The strong
dynamism in the residential real ast market is
reflected in the significant increase of bank credit
Lending to nonfinancial corporations has to companies in the real estate sector. Between the
continued to grow in 2019 at a much faster rate end of 2007 and the end of 2018, the share of
than GDP. Although it has decreased since lasBelgian mortgage loans in total assets increased
year, the yeaonyear growth of loans to euro areafrom 8% to 21%. At the same time, the imjamce
nonfinancial corporations corrected for sales andf loans to companies active in the construction
securitisation has been consistently the highest and real estate sector increased from 2% to 5.5%
the euro area for a while (7.2% in December 2016ver the same period of tinf&). Belgian banks
compared to 2% in the euro area). Against thisare also indirectly exposed to the commercial real
background, on 28 June 2019 the National Bank @fstate market. For instance, they also grant laans t
Belgium decidedto increase the countercyclical companies active in other sectors for which
buffer rate for credit risk exposures to the Belgiamommercial real estate (such as offices, shops, etc.)
private norfinancial sector as from 1 July is provided as collateral.

2020(9).

Access to finance

Banks may have become more vulnerable to an
increase in interest rates. According to the
(* The longterm guarantees (LTG) measures were introduceNational Bank of Belgium, by redirectintheir

in the Solvency Il Directive to ensure an appropriat . .
treatment of insurance products that include d{tergn aoalance sheet to more (ﬂxedte) Iendlng and

guarantees. (retail) deposit funding, banks might have widened
(") In the standard formula of Solvency II, the Solvencytheir exposure to interest rate risk. Although they

Capital Requirement for interest rate risk is calculated og,,.; ; ot
the basis of tw scenarios: one in which the interest rate[f‘lyplcany use interest rates derivatives to hedge the

curve goes up, and the other in which the interest rate curve

goes down. However, in this latter scenario, if the interesf) In the last months of 2019, there has been an exceptional
rates are already negative for some maturities (which is the surge in the number of new mortgages, partly explained by
case today), the negativeast on the curve is assumed to the decision by the Flemish government to abolish the

be 0 for those maturities. In other words, the standard Owoonbonus®o scheme in 2020.
formula assumes that a currently negative interest rate https://www.nbb.bef/fr/articlesAbanquenationale
cannot become even more negative in the future. enregistreen-octobre61-de-creditshypothecairesle-plus
(“® https://www.nbb.be/en/articles/natioraankbelgiumsets quun
countercyclicabuffer-rate05 (®» National Bank of Belgium, Financial stability repo@1®,
page 24.
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interest rate r i shanks, imi The Befgiamvertureeapital macket is closh tot
their search for yield in the current low interesthe EU average in terms of volumesVenture
rate environment, have been inclined to increasmapital might benefit from the launch of the
their duration gaps by leaving a larger share dBelgian Growth Fund in June 2019 and from a
their positions unhedgad Geutral tdeation dramework. B'leenBelgiao f
Belgium, 2019, page 65). By doing so, theilGrowth Fund launched in da 2019, is a fund of
transfornation margin and net interest income carfunds, and focuses on later stage venture capital
increase when interest rates remain low. Howeverather than stamips. The first closing of July 2019

this strategy is risky because a larger durationgape | i vered 0213 million, but
makes banks more vulnerable to a large and abruptl t i mat e €00 m#ionoThe goal & hed
interest rate increase. Belgian Growth Fund is to inease the size of the

funds and to provide diversification and leverage
On 25 October 2019, the National Bankof to participating institutional investors. The
Belgium urged the financial sector to exercise remaining major obstacle to equity financing
more caution in granting risky mortgage loans. remains the biased tax framework, namely the
The European Systemic Risk Board concluded opersistence of a dekquity tax bias, although
10 July 2019 that the macroprudential measurgsartially corrected with the new incremental
that are in place in Belgium are partiallyNotional Interest Deductiof®), the existence of a
appropriate and partigl sufficient to address the tax incentive for savings and the rigid design of the
vulnerabilities on the residential real estate markelong-term savings and pension schemes.
Therefore, on 23 September 2019 it
recommended’) the activation of legally binding Green finance has received more attention from
borrowerbased measures targeting the neuwhe investors, the fhancial industry and the
production of loans, in complement to theésting regulators. Sustainable investments are estimated
capitatbased measures targeting the existing stodko have i ncreased from 0a47.7
of loans (see (European Commission, 2019a) fduillion in 2017 (Van den broeck, R., et al., 2018).
details on the existing national measure unddfebelfin(*®) launched a quality standard for
Article 458 of the Capital Requirementsustainable and socially respins financial
Regulation). As a first step, the National Bank oproducts on 7 February 2019, in order to
Belgium decied(*) to establish new prudential qualitatively and quantitatively increase the level
expectations based o n oftstcially @spansitipel apd sostainakdex findneial n
principle, asking banks and insurers to be morproducts, and to mainstream its principles towards
cautious about granting loans with a very highraditional financial products. From a prudeahti
loanto-value ratio particularly for buyo-let loans, perspective, the National Bank of Belgium sent, at
and setting out expectatis for certain the end of 2018, a questionnaire to banks on the
combinations of specific risks. These supervisoryarious risks associated with climate change.
expectations came into force on 1 January 2028ccording to their replies, although financial
Activating binding borrowebased measures will institutions seem to be aware of the potential risks,
only be considered envisaged as a potential secotitty tave so far made relatively little progress in
step should these supervisory expectatipreve quantifying and integrating them into their risk
insufficient. However, the introduction of suchmanagement. The share of green investments in
binding measures could be complicated byheir portfolio also seems very limited.
Bel gi umds design o f  Navdrtleeless,mimatitutions r aned mdichtinga ttheir
framework, which requires the government towillingness to contributeto a more sustainable
impose binding borrowdbased measures (oneconomy (National Bank of Belgium, 2019).
recommendation by the National Ban

o

(*® However, in the current incremental system, the Notional

(Hhttps://mww.esrb.europa.eu/news/pr/date/2019/html/esrb.prl  Interest Deduction is limited to the average annual increase
90923~75f4b1856d.en.html in equity over a period of five years.

() https://www.nbb.be/en/articles/natiorzankurges (*) The Belgian federation of the financial sector.
financiaksectorexercisemore-cautiorgrantingrisky-
mortgageloans
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3.2.2. PRIVATE DEBT

3.2. Financial sector

by 2.2% on average annually in nominal terms

since 2008 and by 0.7% per year in real terms.
The level of private debt (as per cent of GDP) Steadily incrasing house prices might explain part

declined compared to its peak in 2016, o f

ratio set at 178.5% of GDP in 2018, dorom

t he i
nevertheless it remains high.The private debt mostly mortgagdased. Traditional
(price to income, i.e. affordability and prite-rent

ncrease in househol ds

indicators

194.8% in 2016. Household debt accounted fare. dividend) signal a potential 20% overvaluation

59.7% of GDP versus 118.8% for néinancial

gap of Belgan house prices. However, a more

corporations. The decline was on the back of sophisticated indicator developed by the European

al
ds 6

in noff i nanci
househol

reduction
whi | e

¢ o r pCommassionPhiligodnet, i.eeb al., 2017), which
d e b takescimion dcéounu lodsing tdemand arw rsepplys e

steadily. High corpate debt is mainly driven by fundamentals like interest rates shows no evidence

the intragroup debt of multinationals (see Sectiorof overvaluation, whereashé National Bank of

1). Belgium valuation model only finds a moderate
overvaluation (5.9%) (National Bank of Belgium,

Mortgage debt is the main driver of household 2019).
debt, accounting for 86% of total household

debt in 2018 At the end of 2018, outstanding Graph 3.2.2: Households indebtedness, selected indicators

mortgage loans amounted to moreath 0 %28%0
billion, about four times the amount at the
beginning of 2000. This increase is explained botqoo%
by a rise in the number of outstanding contracts

and by the constant increase in average amount%O%
borrowed, which is correlated with the increase in
hous prices. Between 2000 and 2018, the average. .
amount borrowed for the purchase of a house
increased from | ess tgo%
160, 000.

- 20%
Graph 3.2.1: Evolution of households debt

70 0%

60

early

Debt/GDP

Debt/disposable
household income

Source: European Commission

a
o

% of GDP
B
S

w
o

The tax framework might also have played a
role in the increase in housing prices and in
mortgage debt by providing borrowers with

several significant tax incentives(see Section

N
o

=
o

3.1.6). The decision of the Brussels and the
Flemish regions to phasmit their mortgage tax

advantages is a step inetlgood direction as it
o reduces incentives to borrow. However, there still
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Source: European Commission

remain tax incentives for borrowers at fedér3

regi onathalbevalt 6( 6 mh Wpud on

(*® «Réduction d'impdt pour épargne a lonigrme /

Belgian house prices currentlypresent signs of

a limited overvaluation. After a period of
dynamic growth between 1998 and 2008 (5%
average annual increase) house prices have risen
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Labour market (4.9%). At the same time, the number of
jobseelers decreased (in line with lower

unemployment rates), leading to a substantial drop
in the number of jobseekers per vacancy. While in

0.8 percentage points to 74.5% (2019Q3 014, there were five jobseekers for one vacancy,

compared to 2017, driven in particular by his dropped to only two jobseekers per vacancy in

) S 2018. Labour shorteg are most pronounced in
increased labour market participation among oldqfIanders where in 2018 there was a-tmene

workers (Graph3.3.1), but remained well below ; )
the EU average (78.7%). Employment growthratlo of jobseekers to vacancies (Gr&n8.2.

continued to be strong, pushing the employment : :
rate up to 70.6% in 2019Q3, one of the highes(%raph 3.3.2: Number of jobseekers per vacancy, by region
levels ever. In 2018 and the first half 2019,
unemployment fell faster than predicted, reachin
5.2% in 2019Q3 (European Commission, 2019b’ ., ... N ...
A decline in the unemployment rate was alst 6 -~ N
recorded for some of the vulnerable groups s
including the young (down from 18.5% in 2017Q3 +4
to 13% in 2019Q3and the longerm unemployed 3
(down from 3.1% in 2017Q3 to 2.2% in 2019Q3). *
Further improvements in labour market outcome
are held back by a gradual increase in labot 2014 2015 2016 2017 2018
shortages_ — BE BXL FL WAL
Source: Eurostat

Despite a slowdown in economic growth, the
labour market continued to improve, although
at a slower pace.The activity rate increased by

L0 -

Graph 3.3.1: Key labour market indicators
% % Population ageing and a low level of labour

% ®  market participation worsen the tightening of
- 74 the labour market. Only three out of four people
20 J | of working age (2664) are active on the labour
market (74.5%), which is below the EU average of
s —— SN ER - 78.7% in 2019Q3. Activity rates are particularly
-7 low for young people and older workers. The low
10 gl Lm0 activity rate among  young  pea@pl (2624) is
EENRRRRED L AEETEED 1| explained by high enrolment in tertiary education,
-SSR EEEENEEEEEEE but also by the fact that the time students take to
""""""" Rk TS e complete higher education is relatively long
HEENNSESENENEEEEEEEER (OECD, 2019a). Past reforms that strengthened
EE858588c88E8E8E8¢EE conditions for early retirement resulted in a
Activity rate 20-64 (ths)  weeseeees Unemployment rate 15-74 (Ihs) gradual increase in the employment rate for older

— = = Long-term unemployment rate 15-74=fsy= Youth unemployment rate 15-24 (|| WorkeI’S (503% in 2018) and the effective
NEET rate 15-24 (lhs) .
retirement age (61.7 years for men and 60.1 years
Source: Eurostat for women in 2017). However, the gap with the
employment rate of primage workers (30.1 pps)
The labour market is tightening as reflected by and the gap with the atutory retirement age (3.3
the high vacancy rate and the record low vyears for men and 4.9 years for women) remain
unemployment rate. After reaching a record high among the largest in the EU.
level of vacancies in the first quarter of 2019, the
vacancy rate (i.e. number of vacancies perhe share of the private sector salaried
occupied job) declined slightlpt3.4% in the third employment that is absent from work as a
quarter of 2019. There are large disparitiegesult of long-term illness continues to increase
between sectors and occupations, with the higheglbeit at a lower rate. Between 2001 and 2019,
vacancy rates in ICT (6.2%), technical andhe share of private sector salaried employment
administrative professions (6.5%) and constructiothat was ill for more than 1 year increased from
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1.36% in 2001 to 2.95% in 2019 (GraptB.3. In Fanders, the employment rate for workers aged
Only part of this increase can be explained bg554 years old exceeded 86% in 2018, which is
population ageing and increased female labourigher than the levels in the Netherlands and
market participation (which increased eligibility Germany (Graph3.3.4. However, the overall
for social assistance) (g 2017). In past years, employment rate (264) was lower, held back in
the federal government introduced a new reparticular by the low employment rates of the fow
integration trajectory and increased financiakkilled, norEU born and older workers (also
incentives to work for beneficiaries of disability impacting pension expendituresee section 3.1.5).
benefits if they took up patime employment. In Brussels and Wallonia, labour market outcomes
Furthermore, the use of formal and infotrme-  are significantly worse for all these groups, also as
integration trajectories increased, as well as theompared to neighbouring countries. Addressing
share of longerm ill workers who take up unequal labour market outcomes would be an
employment progressively (Verlinden, 2019;important step to make further progressSipG 8
Acertaf®). A drawback of the current system is(decent work) and 10 (reducing inequality).

that the formal réntegration trajectory requested
by the employe can only start after 4 months of Graph 3.3.4: Employment rates, by population groups and
continuous absence, while studies have shown that regions (2018)

the chances of successful integration decline wit
the length of the absence (Belin et al., 2016
Moreover, figures on the rising share of employee
that report psycholgical fatigue (‘stress at work’)
(from 28.8% in 2007 to 36.8% in 2019 N \ueubomeos
Flanders) point to the importance of preventing
sickness absenteeism among those who continue
work but are at risk of future sick leave
(Bourdeaud'hui et al. 2019).

S Prime age (25-54)

Low skilled (20-6 "’ Older workers (55-64)

Graph 3.3.3: Share of private sector salaried employment
that is ill, by duration of the illness

R ——BE BXL ——DE —FL NL ——WAL

Source: Eurostat

Despite some progress, the neBU born
continue to face poor labour market outcomes.
In 2018, the employment rate among the -&h
born was on the rise (53.9%, compared to 52.0% in
2017), in particular in Flanders (+5 pps) and
2 388588323 33388533 among those that arrived recently (less than 5
””””””””””””””””””” years) in Belgium (+6.8 pps). Despite this recent
(1) Data refer to the first six months of every year and Improveme_m’ theemployment rate of nGEU,
include only employees of companies with fewer than 1000 born remains 18.1 pps below the level of natives
employees. (compared to 19.0 pps in 2017). In particular,-hon
Source: Securex EU born women face a very low employment rate
_ o (44.9%) and a high gap compared to native women
There are large inequaities in labour market (23.8 pps). The overall low emplogmt rate for
outcomes between population groups and poney hom is driven both by high unemployment
regions.In 2018, the overall employment rate {20 (5104 (three times as high as for natives) as well as
64) for Belgium was 69.7%, well below the EU, very low activity rate among neEU born

average (73.2%). There are, moreover, largGqomen (5296). This impacts strongly on the social
disparities between population groups and regiong;; ,ation of norEU born (see below).

— -1 month 1 month - 1 year

(*® Available at: https://www.acerta.be/nl/ovacerta/inde- . . .
pers/opvijf-jaartijd-hervatterbijna-dubbelzoveelbelgen 1€ labour market situation also remains

hetwerk-gdeidelijk-na-ernstigeziekte of-ongeval unfavourable for native-born with foreign-born
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parents. This group has higher rates ofincrease the labour market participation of women
unemployment and people not in educationby 1.6%, while the impact on the labour market
employment or training, explained partly by theirparticipation of men is expected to be negligible.
on average lower educational outcomes, bub alsThe abolition of the marital quotient would
by other factors including discriminatory practicegarticularly affect takaip of work by noraworking
(FOD Werkgelegenheid, Arbeid en Sociaakpouses and second earners working relatively
Overleg, 2020; 2014 ADM LFS). Moreover, whenlittle hours (less than 16 hour¥)( while having a
in employment, they are more often affected bgmall negative ééct on the disposable household
overqualification and precarious contracts. Inincome in all income decile§?)
particular, for the cidren of two norEU born
parents, the chance to succeed on the laboUihere remain financial disincentives to work
market is lower (Piton and Rycx, 2020). for beneficiaries of social benefits with a low
earning potential. In particular, beneficiaries
The employment rate of people with disabilities living in a single household receiving disalyilit
remains well below the EU averageln 2018, the income support, unemployment (at the minimum
employment rate of people with disabilities {20 level) and minimum income benefits face financial
64) was 31.6%, ranging between 46% in Flandedisincentives to increase their hours worked. This
and 31.1% in Brussels. According to the Belgians reflected by the flat curve up to a labour
labour force data, more than one in four (27%participation of at least 15 days per month (Graph
nonemployed people with disabilities indicate that3.3.5. In contrast, there are no financial
they would be able to work if they would receivedisincentives for thebeneficiaries of disability
some supporteasures, in particular they indicatesocial insurance benefits to take up garte
that adjustments to the type of tasks or workloadmployment after the 2018 reform of the benefit
are still lacking. Another 27% indicated that theysystem. There are differences in the level and
do not need additional support to take uginancial incentives provided by the various social
employment. This underlines the importance obenefit schemes, which do not alwga reflect
adopting, in cooperation witthe social partners, differences in needs. For example, beneficiaries of
effective and comprehensive integration strategiamemployment benefits who do not work receive
across the different levels of competency. ua170 (or 19 %) mor e t han t ho
minimum income, while income positions are
Labour income is highly taxed, affecting reversed from the moment that the beneficiary
incentives to work and to participate in adult works more thar8 days per month. In order to
learning (see Section 3.1.6). In its governmenteduce unemploymentand inactivity traps, the
agreement, the Flemish government announced tHdemish government plans to make social benefits
introduction of a | ed fuolly meome dedendemband mouongeridép@nd on
month for a fulltime worker earning up to someone's employment status.
U 1 7 Opér month and phased out for earnings up
to G 2 ped nonth . The effects on work Furthermore, while unemployment benefits
incentives still have to banalysed, in particular decrease ovetime, Belgium remains the only
the effect on existing lowage traps. High tax Member State in which they are unlimited in
rates on labour may reduce incentives to invest itime. While this enables the Public Employment
lifelong learning as they reduce the return orservices (PES) to monitor more closely those who
investment. For second earners, disincentives tre both without a job and not eligible for
work are aggravated by the existenoé the minimum income support, it may poteritya
dmar it al(®)duecal, catculatiahs by the reduce the effective activation of jobseekers when
European Commi ssionds —Jeint—Research Centre

show that abolishing the marital quotient could™ Household type simulations were performed using the
OECD tax and benefit model.

(®) This feature of the personal income tax calculation fonzsg) Calcul ations by the European Cor

couples assigns part of taxable earned income from the Resarch Centre. based on the EUROMOD model. show
partner with the highest earned income to the partner the impact is expected to be the largest for households with

without a low or not earned income. The tiensd a disposable income between the secoAd’%) and the
amount is capped to 30% of the couple's total earned g decile (0,4%
b oh

, leading t Il in the at
income and to 11110 u for 20, Q)fpV&&&f@df&é%ﬁﬁﬁg@(aelgcregsﬁﬁlgu%?)
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combined with relatively lenient benefit eligibility The introduction of a system to determine a

(OECD, 2018). Moreover, unemployment benefit§ obseeker 6s di stance to the |
for longterm unemployed are not meatested. strengthen the provision of individualised

The announced reform of the unemploymensupport. In Flanders, the Public Employment

benefit system (i.e. making benefits more Service (PES) has rolled out a pilot project to

degressive) has been put on hold and will need tssign a profiling score to each jobseeker using

be monitored in terms of work incentives. Indatami ni n g techniques, so cal
addition, no information is available on thepr of i | i ng6. This score measur
potential spillovers to the minimum incomea jobseeker will find emloyment in the next 6

scheme if unemployment benefits were limiied months. It can be used to strengthen the provision

time. of individualised guidance and the type of action
required to ensure a swift ()entry to the labour

Graph 3.3.5: Low wage traps for different social benefits (for market (Desiere et al. 2019). In Wallonia, the
a single earner household working at the Forem is planning to further strgthen its

minimum wage), (2019))

provision of individualised support by 2021.

Graph 3.3.6: Correlation between the transition rate (2018)
and participation in ALMPs (2017)
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Number ofdays worked in amonth

Disability social insurance

Unemployment

Poverty threshold

Disability income support
Minimum income

Source: Mimosis micro simulation model

0 10 20 30 40 50 60 70
There are concerns about the effectiveness of LMP participants per 100 persons wanting o vork
activation measures.This is reflected by the fact Source: DG EMPL LMP database and Eurostat
that despite high participation in active labour
market policies, the transition rate fromPublic employment services offer a wide variety
unemployment to employment remains low (Graplof measures, suggesting that there may be scope
3.3.9, in particular for the most vulnerableto streamline the offer. There is a lack of
jobseekers. As a result, loigrm unemployment systematic and publicly available impact
remains relatively high, at around 48.7% of totakvaluations of key programmes in all regions (see
unemployed people in 2018.oMever, there are for example Desiere et al., 2019). Increasing
large regional differences. In Flanders, 33.9% dgabour shortages will further strethgn the need
all unemployment is lonterm unemployment, for a comprehensive approach coordinated across
while in Brussels and Wallonia it accountspolicy domains to target those that are the furthest
respectively for 56.9% and 56.2% of allfrom the labour market and help them to get back
unemployment. Flanders has announced thato work.
introduction of comrmanity work for those actively
looking for employment while unemployed for The regions continued to take measures on the
more than 2 years despite having followed integration of recently arrived third-country
guided trajectory to employment. However,nationals. In Flanders, on the one hand some
several studies have pointed to the negative effeatseasures provided for in the new coalition
of similar measures, including crowding oaf agreement may make the integration process more
regular employment and low transitions to thedifficult (e.g. by making the newly arrived pay for
regular economy (e.g. Schepers and Nicaiséhe integration courses and delaying their access to
2015). cerin longterm care allowances or social
housing). On the other hand, measures announced
in the new coalition agreement such as the
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automatic registration with the PES and increasetharket. There are considerable shortages in
provision of language training are likely toprofessional, technical and scientific occupations
improve the chances for migrs to find a job. In due to the low number of graduates in science,
Wallonia, the Forem has put together a number ¢échnology, engineering and mathematics (STEM)
services available to migrants (including skills(see Section 3.3.2). Shortages are also observed in
screening, language training, recognition antiealth care, educatiomnd training. However,
validation of qualifications) and improved capacityincreasing shortages in some sectors are not
building as well as collaboration witither public reflected in wage developments. In 2€A®18,
organisations. In Brussels, Actiris will deploythere was no correlation between the change in the
specialised job coaches to support recently arrivachcancy rate and the change in hourly wages
migrants, improve access to language training, pacross sectors. In STE{#) occupations in
in place 6sod® andpaitneships pariailaratheiwage premium is among the lowest
with civil society organisations torpmote the inthe EU (Grap!8.3.7).
recognition of foreign diplomas or to support
mentoring. The overall level of basic skills is good in
Flanders, but skills are underused in the
Further measures to fight discriminatory workplace. Adults in Flanders are more proficient
practices are being implemented Actiris is in literacy, numeracy and problem solving in
tackling discrimination based on a regionatechnologyrich environments than adults in most
6di ver sity -dsdrimimation desk#) atmet OECD countries. Howeyeparticularly in
supportng jobseekers facing discriminatorysmall and mediursized enterprises (SMEs), the
practices and a reform of the regional diversityse of literacy and especially numeracy skills at
instruments will come into effect on 1 Januarywork is relatively weak (OECD 2019b). The lack
2020 focusing on raising awareness amongf PIAAC (%) data for Brussels and Wallonia does
businesses about diversity, tackling discriminatiomot allow for these regions to be assessed.
and taking corrective action ithe event of a
conviction. There is no evidence yet about the
i mpact o f t he Aimyst &9 STEM tp@f%ﬁﬂiqp]s gre defipeg by zsfﬂa(sése Wogking in
. BN ocgupations cqQae; Ienc n
Inspectorate S.O m.e as .u re enéirf'leeringt o%ssio?ﬁs? %?Zé I (Inforr‘ﬁaﬁor% |aa d®
(approved end 2018) regarding positive actions by communications technology professionals), 31 (Science
employers. and engineering assiate professionals) and 35
(Information and communication technicians) cfr Caprile et
. al. (2015) and De Coen et al. (2018). The STEM premium
Graph 3.3.7: STEM wage premium (as% of the wage o fa measures the adjusted wage premium based on the monthly
non - STEM worker; average 2014 -2017) earnings of a fultime employed worker controlling for
age, gender, education level and sector. Non -<cash
payments are included in the analysis, while managers and
parttime workers are excluded from the RSWEM
workers.
(®® The Programme for the International Assessment of Adult

CompetenciesRIAAC) is a progranme of assessment and
analysis of adult skills.

Wage premium (%)

NL EL SK DK BE FR SE IT AT FI ES IE CZ LU UK PL HRCY LT ROHU LV BG PT

Source: Commission calculations based on EU SILC
microdata

Education and training systems may not be
delivering all the skills needed in the labour

(*» Enables the jobseeker to be accompanied by an interpreter
during his first facdof ace contacts with PES® job coaches
(Actiris).
(®) Guichet antidiscrimination / Antidiscriminatieloket
http://www.actiris.be/  diversite/tabid/959/language - /fr
BE/Guichet-anti-discrimination.aspx.
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Graph 3.3.8: Potential wage and productivity growth by that would benefit the most, such as the -low
sector from increased training (2008  -2017) educated and older workers (OECD, 2019b).

0.4
The 2017 Law on Workable and Agile Work
L changed the training obligations for employers,
but it is still too early to evaluate its impact.
Before the introduction of the Law, private
companies needed to invest 1.9% of the yearly
wage mass in training. The 2017 Law replaced this
system by a traininghigation of minimum 5 days
on average per fulime equivalent at the sectoral
E level (target to be achieved through a growth path).
However, the Law does not include an enforceable
individual entitlement (except in some cases) nor
0 01 02 03 os  the guarantee that theaining will be provided for
Impact Training on Wages those most in need. Small and medisized
Note: The letters refer to the NACE codes . companies (fewer than 10 employees) are

Source: Figures updated based on Konings and .. . .
Vannorme,?ngen (5015) 9 exempted from the training obligation.
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Participation in adult learning remains low. In 1 he Flemish government announced in October
2018, 8.5% of the population (ZB) had 2019 a plan to introduce individual learning
participated in adult learning (compared to 11.19gccounts(individuele leer en looaanrekening
in the EU), despite a large number of trainindt also announced the intention to establish a

courses on offer from a variety of suppliersPlatform for lifelong learning where the
including sector funds. Investment in training,C€Partments of Work, Education and Economy in

however, has a piiive impact on wages and in cooperation with the social partners will develop a
particular on productivity in Belgian firms (Graph €ommon vision, ambitions and goalS-hese

3.3.8. On average across all sectors, increasing tfjgéasures aim to promote a culture of lifelong
trained work force by 10 percentage pointéeam'”g and to stimulate willingness to learn. In
increased wages by 20% and productivity by 230flis sense, these initiatives build upon and further

between 2008 and 2017. The impact is the Iargeg?vebp the reformed Flemish training incentives
in the normanufacturing sector. (including paid educational leave and training

vouchers), which were launched in September
There are seveal drivers, like seniority pay and 2019. They complement the educational database
taxation, which may contribute to the low that gives an overview of all training programmes
participation in adult learning. Evidence from Which can be paid for using the Flemish paid

Flanders suggests that a key driver behind lofducational leave and training vouchers.

participation rates is the large share of the y I )
population not willing to participateni adult "€ recognition of skills is hgh on the policy

education (82% vs. 76% on average across OEcB9enda.The Frenckspeaking part of Belgium has
PIAAC countries). The main barriers toIMplemented new measures to support upskilling
participation are work, childcare and fam”ypathways, including an online tool for validation,

responsibilities, while the cost of training was théréated partnerships with key operators to support

least cited across all OECD countries. In additiorf® mutual recognition of learning outcospend

returns on imestments may be smaller in BelgiumOPened up access to the first certifying pathways.
due to lowwage dispersion, high income taxation In Flanders, measures include the development of
seniority payments and shorter working career& Validation instrument and the creation of a

There is also uncertainty on the returns due to lofdister of all the centres that perform validation.

levels of pay transparency because of the relative[§ec0gnition of skills may be an important channel

large share of inge benefits (such as companyto help workers born outside the EU to integrate in

cars). Moreover, there are concerns that thid'® labour market.

incentives currently provided do not reach those
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Graph 3.3.9: Job seniority by age bracket
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they confirm the londerm downward trend,
especially in the Flemish Community for all basic
skills and all types of achievers. In the French
Community, average outcomes have remained
relatively stable compared to 2015, closing the gap
with the decreasing EU average.

The shares of low andhigh achievers in basic
skils show that the Communities have
difficulties combining both equity and
excellence Nationally, about one out of five 15

— o004 year yearolds is underachieving in science (20%),
15-64 year reading (21.3%) and mathematics (19.7%)
Source: European Labour Force Survey (adaptation (European Commission 2019&). While the

Steunpuntwerk) Flemish Community ranks second in the EU for

the share of top achievers in all three subjects, at
national level low achievers in all three domaiins

contributes to low job mobility. Job mobility is hqse fajling to meet minimum standards required
low as compared to the EU average. The share all three subjects represent 13% (°%) (above

workers 5 years or more in the same job is 64.5%e EU average of 11%%). Reading has

(compared to 59.7% in the EU). The average img,saneq in all three communities, while there
that an employee has spent in the same job h@3.e some improvements for mathematics and
dgcreased in the pas_t_lo years for all ageketac g ionce in the French Commun(fy). However,
with the most significant percentage decreasg,,ihematics and science remain above the EU and
among older workers (5_3@ 64 )_’ (Graph3.3.9_. national averagesn the Flemish®®) and German
However, the average time spentthe same job speaking®) Communities, the share of low
remained constant at 11.3 years as a result of tB@rformers remain below the EU average for
composition effect due to ageing of the workforceye,ying and mathematics. Nationally, the share of
Seniority pay, which is significant for employees,, ,chievers is increasing slightly in reading

in Belgium (see European Commission, 2019), ¢y 505, compared to EU average of 8.9%).eTh
in turn create disincentives to chan@dy. LOW  yocrease in mathematics (15.7% compared to

job _mobility is also ianuc_anced by factors Iik_e 11.2%) and science (8% compared to 10%) is
mobility hurdles (see Section 3.4) and long nOt'C‘?Norrying for future growth and innovation.
periods. Low job mobility in turn contributes to

weaker technology diffusion across firms and]-he gap in educational outcomes linked to
increases the productivity dispersion between th?ocioeconomic and migration background

most and least productive firms (see SeCt'Onremains high in both Communities and has ot

3.4.1). significantly narrowed over the last decade.
Educational inequality linked to soeaonomic
background in the Flemish and French
. . . Communities is among the highest in the EU (gap
The competence level of pupils/students in basic ;, reading of respectively 110 and 107 points on

skills is well above EUaverage but has e pisa scale, equivalento 2.5 years of
decreased in the Flemish Community, while it schooling) (see Grap8.3.10. In the Flemish

remains ground the EQaverage in the French Community the difference in reading performance
Community. International (PIRLS) and

communitylevel assessments show a legBgn (55 pisa (OECD), 2018, table BI.B1.27.
decrease in basic skills.  While nationally theg*) EU average without Spain.

PISA2018 ) average outcomes remain above th€") Ma‘é‘em?ﬂcs (22.8%:1.2 p)ps)' science (22.6%0.5 pps),
. . . . reading (23.8% ; +1.2 pps).
EU average in reading, mathematics and SCIeNCE) Mathematics (17.3%; + 0.4 pps), reading (19.3%; + 2.2
pps) and science (18%; + 0.9 pps).
(*) Programme for International Student Assessment of th€®) Reading (20.6%; + 6.3 pps) and science (20 %; + 5.8 pps),
OECD (OECD, 2019). mathematics (15.1%2 pps).

Seniority pay, among other elements,

Education and training
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between pupils with a migrant and norigrant system to monitor attendance. The new
background after accounting for so@oonomic government will propose new measures to ensure
status is among the highest in the EU (32 PIS#hat all children acquire a sufficient level Bfitch
points), but is low in the French Community (11before entering primary school and to guarantee
points). These results suggest that targeted policiesfficient ECEC staff. The French Community has
and measures are needed to address the diversitiroduced free ECEC for-gearolds, increased

challenges (see below) and promote equity. the number of teachers and support professionals
over 20172019 and will introduce a first
Graph 3.3.10: Average PISA score for reading, by region, curriculum of hitial key competences as of
gender, type of programme and socio - 2020/2021.
economic and migr  ant background
v i - Measures are being taken in all Communities to
vzz Naeson e further reduce early school leaving, which is
5 A Girs closely linked with grade repetition In 2018,
- 1 early school leaving dropped to 8.6% nationally
5" N i (EU average of 10.6%), \ita significant decrease
m:jz yzhkg"”gd' in the Brussels region to 10.7%(2 pps). Higher
< st L - rates_ are nonetheless recorded among people with
" oreanbom a migrant background and from disadvantaged
Average Conder  Sogoeonomic | Moart el socioeconomic groups. Early school leaving is
also closely linked with grade repetitigamong

40 PISA points correspond to one year of schoolin . . .
SoUre: DECD PISA e 2018 9 the highest in the EU at 48% in the French

Community and 29% in the Flemish Community).

The difference in educational outcomes of 15 !N the French Community, a comprehensive plan
year olds between schools is one of the largest!® address early school leaving, supported by the
within the EU in both Communities. This is the EUropean Social Fund, will be implemented as of
case both for schools with a high concentration #02%2022. Inthe Flemish Community, there are
students with a migrant background (41 compareflans to extend a pilot project that links the
to EU average of 22 points) and betweeslatabases of the Ministries of Education and of

advantaged and disadvantaged schools (188MPloyment to allow a better followp of early

compared to EU average of 130 points). The gap If2Vers-

reading pedrmance between general and ) ] ]
vocational programmes is significantly above thd "€ need to better address increased diversity
OECD average (98 compared to 68 points)‘?‘”d complex challenges is high. Belgian

suggesting that vocational education and training [¢@SSrooms are more diverse than the EU average:
not delivering the necessary basic skills and'€y have high numbers of students with a migrant

highlighting the pitfalls of early tring into ©F disadvantaged background, refugees and

academic and vocational education trainin?tUdentS with special needs. The proportion of
strands.  Addressing the abewentioned eachers who report that they are well prepared to

challenges will contribute to progress on SDG jeach in a multicultural and/or multilingual setting
(quality education). is lower than the EU average. School principals are

more likely than in other EU countries to report
shortages of qualified teachers (46.5% versus

compulsory education to five from 2020/2021. 24.6%) and teachers competent to teach students

Although erolment in early childhood educationWith speial needs (55.6% versus 37.8%) (all

and care (ECEC) increased further to 98.7% ifgferences TALIS (2018) (OECD, 2019h)). The

2017, attendance is lower for children with d'9h persistent poverty and child deprivation rate, .
migrant background or with lowkilled parentsin Particularly in the Brusselso
large cities. The Flemish Community has increaseg X t €nt in Wal lonia, require
the budget per child to ¢hsame amount as at2 PP 0acho wi bfhlocal auehoritiess p p o r t
primary level, has introduced an additional childGuic and Vandenbroucke, 2019).

allowance for regular participation and has set up a

Belgium will lower the age of starting

41



3.3. Labour market, education and social policies

The shortage of welqualified teachers is There is scope for improving equity,
increasing and the need for professionalisation effectiveness and efficiency in higher education.
is a growing concern.Despite salaries comparableBelgian universities (11 out of 12) perform
to those with a similar level of education, onlystrongly on research, knowledge transfer,
5.3% of teabers in the French Community andinternational orientation and regional engagement
25.8% in the Flemish Community (compared tdU-Multirank, 2019). Completion rates at
17.7% at EU level) feel their profession islesbachel or 6s l evel (within the
valued. The Communities are taking ad hoare below the OECD average (OECD, 2019b).
measures to address the growing teacher shortagesurse dropout and year repetitioemain high
(European Commission, 2019c). Theresé®pe to (De Witte and Hindriks, 2018), reflecting the lack
strengthen continuous professional developmemtf appropriate student guidance in an open
(European Commission, 2019c); the latter is nadéducation system and the difficulty of excluding
recognised as important for career developmenapplicants with inadequate skills. The development
Administrative tasks are considered as high. Thei graduate tracking is still at an early stagbere
is no attractive career path and the challenges suishalso scope for a (further) development of dual
as very diverse classrooms and temporandgarning and more and better targeted) adult
assignments for young teachers are substantial. lkarning (e.g. STEM, OECD 2019b in both
the Flemish Community, recent measures includBommunities. An evaluation of the higher
intensive initial coaching and quicker permanenée duc at i odécretpaysagee¢ (B8 pl anned i
appointments of young teachers, and collaboratiihe new government pragmme of the French
teacher platforms while the reformed teacher Community. The new Flemish government is
training and the flexible offer for laterahtry into  planning measures to improve graduation time, the
the teaching profession was implemented as oétionalisation of the study offer and the funding
September 2019. The planned reform of the initisdystem.
teacher training in the French Community has been
postponed by 1 year. The Communities are taking action to increase
the uptake of science, technology, engdering
In 2018, Belgium reached its Europe 2020 and mathematics (STEM) studies, but there is
national target for tertiary education scope for more comprehensive strategies to
attainment of 47%, but disparities remain meet future labour market demand. In 2017,
strong between regions and groups{ People Belgium remained 26 in the EU for tertiary
with tertiary-educated parents are nine times morgraduates in STEM (16.7%) and last for female
likely to complete tertiary education thahose graduates in ICT. The lack STEM graduates and
with low-educated parents. The attainment gapdequate STEM skills among the broader working
between people with disabilities and those withouypopulation hampers Belgium's growth prospects,
far exceeds the EU average (25.4% compared o a context of digitalisation and the transition to a
10.2 pps). Although 49.2% of nathern low-carbon economy. In the French Community,
population had completed tertiary education, onlyhough a number of initiatives are beilaynched
35% of the nofEU born population had done so.to promote STEM uptake, but an overall strategic
The gap in tertiary completion rates betweemlan is lacking. In the Flemish Community,
students with a vocational upper secondarimplementation of the STEM action plan for 2012
gualification and those with a general qualificatior2020 is progressing well (Onderwijs Vlaanderen,
is one of the largest among OECD countries (38%®019), but the number of STEM secondary
compared to 64% in the French Commity, 52% graduates in tecleal and vocational paths has
compared to 83% in the Flemish Communitystagnated since 2010, leading to shortages on the
compared to 58% compared to 70% across OECRbour market (see infra). The STEMatform has
countries)(OECD, 2019a). issued recommendations for a new Action Plan
20202030 (Onderwijs Vlaanderen, 2019).
Belgium could face additional shortages I@T

() Nationally 47.6%. In the Brussels regjortertiary graduates by 2030 (Gonzalez Vazquez, I., et al.,
attainment reaches 56.2%, while this is 48.2% and 42.5% 019

in Flanders and Wallonia, respectively.
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Education spending in Belgium is among the implementation of the Pact will depend on
highest in the EU. Public expenditure on continuous political commitment and financing,
education represented 6.3% of GDP in 2017, justut also on finding sufficient and committed
behind Sweden and Denmark. Belgium has theachers, giving them stronger pedagogical
second highest sharef spending on employee support, and on the new initial training prograenm
compensation in the EU (80.9% of publicfor teacher. The first positive reforms of the Pact
education expenditure in 2017 compared to the Ebre currently being rolled out They aim at
average of 62%). The pupil/teacher ratio in schooleinforcing the school and system governance and
is below the EU average at 10.7 compared with theeducing performance gaps between schools, as
EU average of 12.9 (OECD 2017). Theradgem well as measures to strengthen French language
to rationalise the educational offer in secondariearning for newy arrived pupils and vulnerable
education, including in vocational education and-renchspeaking pupils (see also Education and
training, to develop synergies between networkg raining Monitor European Commission, 2019c
t o i mprove teacher sé The Femish &dmmanityahasiingplemerfted posititeh e i r
different tasks and to conduct policy evaluation. reforms in secondary education and in all other
sectors for the 2019/2020 schogear. They
Investment needs for modern education include the decrees on Higher Vocational
infrastructure and digital equipment are high, education and on the reform and financing of
but there is no inventory of infrastructure Adult Education; the modernisation of secondary
(Court of Auditors, 2019b). At 5.5% of public education: new attainment targets should be
education spending, the share devoted to educatigradually rolled out between 2019 and 2024,
infrastructure is below the EU aeme of 6.4%. starting with the 1syear of secondary education
The school population is expected to grow irand better transition to labour market and higher
waves until 2035. Despite significant investmentgducation; full roll out of dual learning in
in school infrastructure in the Flemish Communitysecondary education and special needs education
and the adoption in 2018 of the Digital Strategy fofsee ETM 2019 and Annex A).
Education by the French Community, thereais
further need for innovative learning environment$articipation in work -based learning remains
in all Communities Digital infrastructure, low. In 2017 the employment rate of recent
equipment and related training for teachers areocational educational and training graduates was
particularly needed in the French Community. 76.7%, below the EU average of 79.5%. The share
of learners in worlbased learning in 2017 stood at
Reforms promoting efficiency and effectiveness only 6%, far below the EU average of 27% (UOE,
could release resorces for urgently needed 2017). All regional entitie in charge of vocational
investment(and contribute to progress on SDG 4)education and training in Belgium have initiated
Comparing Bel gi umbs s preforndsitodpvelapi duah leamminghire necend yearg h
spendingd countries s ubug é dstimpotiaatt thab the tqelity of dheseat i onal
outcomes should be possible (see also the 20ittiatives, the adequacy of coaching support
country report). In the French Comnity, provided by companies, guidance proddéy
budgetary plans show that education expendituszhools and the learning outcomes of the
from 2019 to 2024 will increase sharply’)( apprentices are closely monitored, with corrective
suggesting that feedback effects and savings witheasures taken when needed. According to a
be needed to implement successfully the ambitiougcent analysis (Cedefop, 2019), there are concerns
list of priorites of the Community Policy that the reform in the French Community resulted
Declaration (P192024)("). The successful in less flexiblity and more bureaucratic
procedures. The Cedefop analysis makes several
(Zg #ﬁzl;igre,rliféri?ei Otihn- ?Odl? cencthening the Pact frecommendations to improve the dual learning
( Excellenﬁe in Educatcioun;er.efc?rﬁsn%f \?Q(I:ggonaleeduigtioncg§y5tem' The ratio of graduates to enrolment is
and training and workbased vocational training; special much below the EU average (16%mpared to
needs education; the teacher enrolment procedure (decrgd %), suggesting high dropout rates and a need

oTitres et fonctionso): LyufifiHeR 9 inital vOcaioh&l" edfichtich? tdnd "

increased support for principals; adaptation of Initial” " .
teacher training; and sustainabt#sol infrastructure. training.
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Social policies People with disabilities face challenges with
respect to poverty, educational attainment and

Belgium scores well in terms of equality (SDG .
10). The income quintile ratio (S80/S20) in 2018employment outcomes.The transition to a more

remained constant at 3.8, well below the El.gggtzi?gf:g apozr?;?tztiolialisslgtivgn Thesrterat:: no
average of 5.2. The tax and benefit systees a oy,

high impact on reducing inequality. brinain downalthough increased autonomy for people with
9 pact on| 9 Iheq Y, ging disabilities is included in the reform agenda of
market income inequality by 10.7 pps.

every federated entity.

The at-risk of poverty or social exclusion rate is
below the EU average, but pockets of poverty
remain. The atrisk-of-poverty or social exclusion

The Belgian health system performs well in
providing acute care in hospitals, but many

rate  (AROPE) further decreased and reacheaasPeCtS of broader public health and prevention
Policies could be strengthened to improve

o i o
19.8% in 2018, which is below the EU average %health and reduce health inequalitiesLife

0,
21.9%. However, some groups areFxpectancy at birth reached 81.6 year8elgium

disproportionally affected and the impact of social 5017 d remains abovg: |th§ EU average,

n
transfers on poverty r uc"?}[Lon i .
watchd on the Soci althesglﬁaopggbloleslrlo er fap in I Weitern

. ropean countries. 'Inequa?itlres in Iife e{P)gc ar?cy
AROPE rate of notEU born is more than 32pps .

. . in Belgium exist not only in terms of gender but
higher than for natives, the largest gap across t%?so of socioeconomic status. Life expectancy for
EU in 2018. While severe material deprivation is ) P y

) N . men with he lowest level of education at age 30
very low for natives (3.1%) it is rather high for .
was about 6 years lower than for those with the
nonEU born (14.7%). Monetary poverty (AROP), . . ; ;
. . ; . “highest level; the difference was a little smaller
increasedslightly from 15.9% in 2017 to 16.4% in mona Belaian women but still more than 4 vears
2018 for the general population and it shoul g Beld y

remain stable in 2018). The AROP rate is high his educanon gap 1S lower than the EU average
. e for men and similara the EU average for women,
among people with low qualifications (“B3l)

but higher than in most other western European
(32.1%), the noEU born (18+) (42.3%), people : e
with disabilities (1664) (217% in 2017) and countries (European Commission/OECD, 2019). It

L . . . can be explained at least in part by differences in
people living in very lowwork-intensity

households (@9) (72.8%), suggesting a StrongI|vmg standards and exposure to risk factors.

correlation between low employment rates and th . .
revalence of poverty. Addressing these pockets 5‘ stronger and more geordmated prevention
P i olicy could help to bridge some of the health

poverty woulld lead to further progress on SDG Inequalities. Heath inequalities can be explained

(nopoverty) and 10 (reducing inequalities). at least in part by differences in living standards
and exposure to environmental and behavioural
risk factors. Some behavioural risks have been
addessed (e.g. tobacco), but challenges remain
2017).In particular, the risk of poverty for children (e_.g. alcohol, obesity). Preventable T”O”a"ty IS
; X ; - slightly lower than the EU average, while treatable
with foreignborn parerd (39.5% in 2018) is L .
: : . .mortality is much lower. There remains scope for
around four times higher than among children with o
. . -~ . ‘more coordination between the federal level,
nativeborn parents. Child poverty and deprivation . © . . .
. ; S . which is resposible for healthcare and the regions,
is particularly high in Brussels with more thanWhich are responsible for prevention
40% of children living in a poor household and P P '
more than 30% lacking three or more ibatems

The at risk of poverty or social exclusion rate
for children remains high and continues to
increase (23.2% in 2018 compared to 22.0% in

Selfreported unmet need for medical and

(Guio et al. 2019). Moreover, there is a stron% S .
increase in the persistent-rigk of poverty rate ental care are significantly higher for people
P P y ".with a low income. In 2018, 6.8% of the

i i 0, 1 0,
;Vgi%h increased from 9.1% in 2013 to 14.8% Inpopulation (16+) in the lowest income quintile (vs.

2.2% in the total population and 0.5% in the
highest income quintile) reported to have

(" Experimental flash estimates produced by Eurostat fo?xpe.”enced a ser_taported unmet nee_d folr
income year 2018. https://bit.ly/34HOCIG. medical care, mainly because of financial
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constraints (Grapl8.3.1]). This is a dcrease as Social housing remains a concern, in particular
compared to the level in 2016 (8.5%), but arior those on the private rental market. About
increase of 1.5 pps as compared to 2011. The g8p% of the population spends 40% or moretf i
in selfreported unmet medical needs between thHeousehold income on housing, which is below the
poorest and the richest quintile is above the EUIEU average of 10.4%. However, there are large
average and the largest of all western EUifferences between regions and population
countries.The selfreported unmet need for dentalgroups. The housing cost overburden rate is higher
care is even larger (10.8% in the lowest vs. 1.4%or those renting on the private market (33.8% as
in the highest income quintile). SekHported compared to 24% for the EU average) and those
unmet need for medical care in the lowest incomiving in Brussels There are long waiting lists for
quintile is highly correlated with lowork social housing in 2018. In Brussels, the number of
intensity, growing finanial constraints and severe households on waiting lists) even exceeded the
material deprivation. Several recent measures amdtual available social housing stock. The
initiatives aim to limit the total amount of personalgovernment agreements of d#derated entities
contributions that a patient has to pay, and tbave announced investments in social housing. In

improve  the financial accessibility andBr ussel s, for exampl e,
affordability of healthcare for vulmable groups, pl ané wi | | be drawn wup
including by a right to increased health insurancprovide effective housing solutions for 15,000
reimbursement (Van Lancker et al., 2017). households. It will consist of additional
investments in social housing as well as extending

Graph 3.3.11: Self-reported unmet needs for medical the social rental agencies and providing housing

examination by main reason declared (*Too allowances. In Flanders, the government proposes

expensive") and income quintile (2018 data, % . K . .

quintile population, inter -quintile differences to introduce a residence reqUIfemem in the

(Q1-Q5)) municipality (10 years of residence of which 5
7.0 years uninterrupted)for social housing. This
6o . S condition risks reducing access for vulnerable
' = First quintile groups, such as refugees, and having a negative
50 i:icrgnqdu;:;gne impact on labour mobility.
2.0 m Fourth quintile

® Fifth quintile
3.0 +Q1-Q5
20 * PN
1.0 .
00 = = E=* .— I n*
EU BE DE FR LU NL

Source: European Commission calculation based on EU  -SILC
data
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Box 3.3.3: The importance of skills in the Belgian labour market

In a context of a tightening labour market, employers are finding increasingly difficult to find employe
with the right skills (see Section 3.3). Moreovgigbalisation, demographic and technological changes ar
having a profound impact on labour markets across the Member States, including Belgium. A decli
working age population means that, addressing skills shortages will become more and moreraatlengi

also more important for spurring the sluggish Belgian productivity growth, facing digital transformation,
well as enabling the green transition. It is therefore a key lever for sustainable economic and wage grow

In 2018, in spite of recenteforms, Belgium recorded the highest level macro-economic skills
mismatches(®) across the EU (2%). This result is driven primarily by the combination of a low
employment rate of loveducated people and a relatively high share of-ddwcated peoplenithe
population. This result holds across the entire wor&gg population, including for young individuals
(Graph 1). The low employment rate of kskilled people is linked to financial disincentives to work, the
low effectiveness of activate labour rket policies, the poor attractiveness of some-siilled professions

in terms of working conditions, and people lacking the appropriate skills. In addition, the high vacancy
in Belgium indicates that there are considerédteur shortages(?), in particular in some sectors.

Challenges related to macro  -economic skills mismatches

The level of basic and digital skills among young people is worrying\bout one out of five pupils at the
age of 15 (more than one out of five in the French Community asdhan one out of five in the Flemish
Community) failed in 2018 to perform basic mathematics, reading or science tasks (PISA 2018). |
strongly affects indivi dpaced teobnolegita changes and developng &s
citizens (see&ection 3.3). For pupils with a soeswonomic disadvantage or migrant background, this shar
increases to 37.1% and 37.6% in reading. In parallel, results for digital skills across language commuli
also dropped over 201%017, in particular for youngpdividuals.The root causes of some skills mismatches
and loss of talent can be traced back to early education and care. Access to high quality early chilg
education and care and to inclusive and equitable compulsory education reduce the ris&yoinditeracy
competences, grade repetition and early school leaving.

Belgium performs only on EU average in terms of entrepreneurial skillsWhile Belgium has a specific
strategy, entrepreneurial education and training in compulsory schooling ordg 2cO(EU average of 1.9)
on a scale of 5 best(®). The 2018 EU Entrepreneurship Education Survey shows that respondents sct
below the EU average on selfficiency and entrepreneurial activity in the last 12 months.

Overall, while multilingual skill levels in Belgium are above the EU average, a better knowledge of
Dutch outside Flanders would help fill in vacancies in this region and increase job mobilityn 2016,
78.5% of the Belgians know at least one additional foreign language, which is weallthecEU average of
64.6%, while 33% know two or more foreign languages. 88% of students were learning two or n
languages. However, there are large regional disparities. In bilingual Brussels, there has been a gi
decline in the share of the poptiten with a good knowledge of Dutch. This is partly linked to increasec
migration, but knowledge of Dutch is also declining among native Belgians. Moreover, while French is
obligatory second language in Flemish secondary schools, Dutch as a secogdaisgoptional only in
the Frenckspeaking Community, with the exception of Brussels (where Dutch is the obligatory secq
language in all Frenechpeaking schools, just as French is obligatory in all Flemish ones). A bett
knowledge of Dutch outside thelemish region could help address skills mismatches in Flanders al
increase crosgegional job mobility to which also the collaboration between the regional public employme
services (PES) is contributing. In particular in Flanders, the large volumacahcies combining both
technical and language skills remains a challenge.

Shortages persist in professional, ICT, technical and scientific occupations as the number of graduates
in science, technol ogy, engi neer i ng(sealedion a8} h
Moreover, a substantial share of STEM graduates (25%) in Flanders started #$aHEMroccupation (De

Coen et al., 2018). Overall, STEM workers experience lower unemployment rates and higher wages (|
et al. 2013). However, in Belgiumahvage premium for those working in STEM occupations is relatively
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low and those working in STEM occupations work longer hours and experience more stress at W
Information on the potential of STEM studies remains scattered and is mainly limited to sexorglary
school students. Furthermore, previous studies have shown the importance of triggering interest in STE
an early age in prprimary and primary education, which is not systematically the case in Belgium.

ICT has the highest vacancy rates in Blgium, but also outside the ICT sector digital skills are
becoming increasingly important. While there are small improvements in terms of the number of IC
specialists, upskilling and reskilling of workers to meet the challenges posed by digitisationsrama
issue.Also, for several years now there are no real improvements in terms of the basic digital skills (6
and basic software skills (62%) of the population. There is a slight improvement in terms of the above |
digital skills (34%) (DigitalScoreboard).

Forward looking actions

Apart from the current skills mismatches and labour shortages, stock needs to be taken of the challeng
opportunities that lie ahead.

Skills anticipation and foresightin Belgium is fragmented and disperseaioall levels of governance with
little co-ordination at the federal level. At federal level, the Federal Planning Bureau, the High Council
Employment and the FOD WASO are the leading authorities, including for providingesmmomic and
employmenstudies. At regional level, each authority is responsible for the main skills anticipation activit
and dissemination of relevant results. In addition, the regional Public Employment Services and |
Centres provide information designed to supporssthdy choices of prospective students by thakifing

and reskilling of workers and/or jobseekers; the provision of education and training offers; and job sez
activities (Skill Panorama, 2017).

The large number of actors involved and the low levebf cooperation leads to a variety of different
forecasting and intelligence outputs. This makes it difficult for taggaaps to extract relevant information,
especially at the national level. However, in particular in the digital sector, the pacegibrirzation
requires coordinated efforts from all public and private stakeholders to address the growing lal
shortages. There is no evidence that skills anticipation intelligence is used inrmpakiyg at national level,
but it is used to develop regial and sectoral training strategies, and education and training offers
regional and provider levels. In addition, regional campaigns have been launched to raise awareness (¢
where there are shortages (Skill Panorama, 201éxeTis scope to optise further the role of sector funds
in this context, through additional cooperation and exchange of best practices and trainings available
among sector funds and between sector flamk other key lifelong learning actors, such as the PES, th
regions, and competency centres.

The need forenvironmentally sustainable growthand thusa green transition will inevitably have an
impact on the skills required across a wide range of sectors. Such skills relate to knowledge
competences required by resomefficient processes and technologies (Skill Panorama, 2017). It
becoming increasingly important to include such future skill requirements and the policy implications of
green transition in Belgiumds specidly since glimate aciion g
policies are expected to create about 60.000 additional jobs in Belgium (increase by 4pdbtatal
employment) (European Commission, 2019d). This would make Belgium the Member State benefitting
most from climate actio policies.
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Graph 1:Labour market outcomes of young (2535 years by level and field of education, 2017018
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Note. The size of the balloons represents the weight of each group in the population.
Source: European Commission calculations based on microdata from the Labour Force Survey.

() Macro-economic skills mismatchesfer to the relative dispersion in employment rates across pimputabups with
different educational attainment.

(® Labour shortages reflect a market equilibrium where the demand for labour exceeds the available supply, at particular
wage and working conditions.

(® European Innovation Scoreboard 2019.
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Box 3.3.4: Monitoring performance in light of the European Pillar of Social Rights

The European Pillar of Social Rights is a compass for a renewed process of upward convergence to
better working and living conditions in the European Union. It sets out twenty essentglpsrand rights

in the areas of equal opportunities and access to the labour market; fair working conditions; and s
protection and inclusion.

The Social Scoreboard supporting the European Pillar of Social Rights points to some employment
and socid challenges in Belgium In the last years, economic growth as well as reduced possibilities fi
early retirement have contributed to a record high level of employriawever, the employment rate
remains significantly below the EU average. Moreover,etteme large disparities between regions and
population groups. In particular, leskilled people,
older workers, people with a migrant background and
people with disabilities are undegpresented on the
labour market. Tackling low employment rates will
require effective activation of jobseekers as well as
part of the inactive population. Effective activation

Early leavers from
education and training
(% of population aged 18-24)

Youth NEET

Equal (% of population aged 15-24) measures could include addressing remaining
i "": financial disincentives to work, further tightening the
the labour oa— conditions for early retirement, raising job matyil
acket upskilling, and increasing participation in lifelong
ROTRA SRS (e () | prrrr learning On the positive side, Belgium performs
- better than the EU average in terms of gender
At risk of poverty or social 4= . . e .
exclusion (in %) - equality and childcare provision. The gender gap in
Employment rate inactivity due to care responsibilities is below g
ek Bé ot novwiwtion sxed 20.0%) average. However, financial disincentives to work
tabour Unemproyment rate remain, including for second earners.
S —nd (% active population aged 15-74) o 3

fair working Long-term unemployment rate

conditions | (% active population aged 15-74) Low labour market participation contributes to

GDHI per capita growth poor social outcomes for specific groups as well as
Net earnings of a full-time single to inequalities of opportunities. Although declining,
"";'w"'“'m“wm the shareof people living in very lowwork intensity
s v s households (12.1%) is still well above the EU
Social reduction average (9.1%) and the large majority of them

(72.8%) is at risk of poverty. Child poverty remains
high, in particular in Brussels, with one of the
greatest differeres in the EU between children with

Individuals' level of digital skills highly and low educated parents. Educational
: Towatch | ekt - o o outcomes are still strongly determined by the socio
Members States ate, slassdied o0 the Socil Scoreboard according to @ statistical economic and migrant background of pupils.

sgreed with the EMCO and SPC Committ it look s
indicators in comparison with the respective EU averages and classifies Member States in seven
categories. For methodological details, please consult the proposal for 3 Joint Employment

e S S S < e dwiec. Belgium has increased flexibility with regard to
parental leave, leave for medial assistance and
palliative care to support the worklife balance of employeesSince June 2019, more flexibility has been
introduced for parental leaves. This can now be taken in the form of half a day per week or a whole
every two weeks, whereagfore it could only be taken full time, pditne or one day per week. In addition,
employees can take ftime parental leave on a weekly basis, whereas previously this was only possible
a minimum of one month. An employee wishing to take-paré parental leave is able to take leave on a
monthly basis, as opposed to the fmonth minimum applied in the past. Flexibility has also been
introduced on full compassionate leave, which can be taken up on a weekly basis, whereas previou
needed to b&aken in periods of minimum one month.

protection Children aged less than 3 years
and inclusion in formal childcare

Self-reported unmet need for
medical care
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3.4.1. COMPETITIVENESS, PREVCTIVITY AND most other sectors, but mostly in the years before
INNOVATION the onset of the crisis in 2008 (see Gr&ph.2),
and now face the major challenge of transitioning

towards a lowcarbon economy (see Section 3.5).
External trade performance

Bel giumés export ma r k eGtaph 3%.41 @aket@lynaminears comstitveseddof | i s e d
since 2012.As shown on Grap!8.4.1 almost a goods exports for top_-10 sectors (2000 -2018)

fifth of its export market share was lost between

2005 and 2012, as other exporting countries (in

particular China) were emerginddowever, its 3.0 8

export market share has broadly stabilised since

then. While the downward trend has come to a  2° ‘

halt, the accumulated losses remain substantial. - .

&
10
0.0

The trend of falling market shares was driven
by goods exports, with the export performance
of sewices remaining broadly stable As services
account for only a small share of total exports,g
their performance did not offset losses in the goods ~ 2°
balance. The relatively weak growth in goods

-1.0

rket Dynamism (pps.)

. -3.0
exports reflects both volume and price 00 80 60 -40 20 00 20 40
developments (see also Matal Bank of Belgium, Competitiveness (pps.)
2019)' Note: The size of the bubbles indicates the weight of this

destination on total export of the country at the end of the
period. Market dynamism stands for the difference between

the annualized growth rates of World imports (proxied by

World exports) per market and globa | World imports (proxied

Graph 3.4.1: Export market share

8 125 by World exports). Competitiveness stands for the difference
6 120 between the annualized growth rates of the selected
115 country exports per market and World imports (proxied by
4 World exports) per market. 1 chemical products; 2 vehicles,
110 aircraft & vessels; 3 machinery & electrical; 4 mineral
2 e 105 products; 5 metals; 6 plastics & rubber; 7 foodstuffs; 8
™ I precious stones; 9 textiles; 10 instruments & watches; note:

0o @ = i @ m 100 the size of the bubble reflects the relative importance of the

l I I o sector for BE expor ts (only the 10 biggest sectors labels are
-2 I H 95 displayed)

I I 90 Source: Comtrade, European Commission calculations
-4 ®

I ° 85

-6

o . 80 Productivity
-8 75 . L.

05 06 07 08 09 10 11 12 13 14 15 16 17 18 Belgian productivity growth has slowed down
Contribution to EMS: services compared to its neighbouring countries.While
Em Contribution to EMS: goods . .. . .
e Export market share (y-on-y change) Belgian labour productivity is among the highest
EMS (2005=100) in the EU, it has grown at a slower pace since 2010

compared to France, Germany and the Netherlands
(see Grapl8.4.3, particularly since 2015. Labour

productivity dynamics has been less favourable in
the last years in services, where Belgium has been

underperforming compared to France and

products for which world demand has grown at aE—:ermany than in manufacturing. Fnetmore, this
aboveaverage rateThis favourable initial product Iacklustre, labour productivity growth haé been

specialisation - could not prevent heavy rnarkeﬁccompanied by a low total factor productivity
share losses, as Belg|an products were generag¥owth (TFP), which has grown at slower pace
outcompeted, suggesting nronst competitiveness

) . than in the Netherlands, France and Germany since
issues. Important sectors such as the chemical ang; 1

refined petroleum sectors nh@rmed better than

Source: European Commission

Belgium is facing difficulties to take advantage
of its product specialisation. Belgium has
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3.4. Competitiveness and Investment

The Belgian slowdown in productivity can be 23%, respectively) and broadly in line with the
explained both by structural factors, factors Netherlands (25%). The market services used in
common across developed countries, and by Belgian final production of manufacturing are to a
some countryspecific characteristics.According  similar extent domestically produced and imported
to a recent report by the OEC(P? factors (see Grapl3.4.4.

common to other developed economies include the

growing importance of serses in the overall Graph 3.4.4: Services content of manufacturing (in 2015) in
economy, the weaker technology diffusion across percent

firms, the growing dispersion of productivity
performance between the most and the least
productive firms, the structural decline in business
dynamism, and the ageing of the population. 2
Speific national factors include notably the
presence of large skill mismatches (see Section
3.3), the structurally low public investment (see
Section 3.1) and the relatively weak efficiency of
R&D (see below).

30%
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Graph 3.4.3: Productivity growth (2010 = 100)
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110
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108 NLD BEL ITA ESP FRA DEU
EForeign Domestic
106 Source: European Commission based on OECD ICIO tables
<
g 104 Cost developments in both domestic and foreign

/—“ services sectors could weigh heavily on Belgian
competitiveness Given that across countries,
services tend to be characterised by a lower
productivity growth tlan manufacturing sectors,
the high weight of the services sectors in the

102

100

98 economy and their relatively high costs negatively
2010 2011 2012 2013 2014 2015 2016 2017 2018 affect the evolution of the aggregate unit labour
—BE DE e===FR NL cost. While the foreign cost evolution in market

services is an external factorrfdhe Belgian
economy, the domestic labour cost in Belgium has
increased faster than in most of the neighbouring
countries since the 2000s and remained among the
highest in the EUf). High domestic unit labour
costs in the service sectors, partly drivemimrket
rigidities, also indirectly  impacts  the
Gompetitiveness of the manufacturing sectdys(

Note: Real productivity per hours worked
Source: European Commission

Services sectors are particularly important in
the Belgian economy.The share of services in
terms of activity and employment in Belgium is
higher than in the neighbouring coungiiewith
services representing 78% of value added in 20

and 81% of total employment in 2017. Moreover - . .
> ployment 0 oreove Productivity dispersion between the most and

Belgian intermediate use of market servi€€gin : , ) .
g ¢ the least productive firms has increased in

its manufacturing production remained broadly elaium. The performance of the least productive
stable between 2000 and 2014 (from 24% to 25%?, gium. P P

. . o
but higher than in Germany and France (19% an?“’) Reent wage moderation could have contributed to
improve the costompetitiveness of the Belgian firms (see

(") OECD, 2019, Irdepth productivity review of Belgium. also Cheliout S. and oth; 2019).
(™) Market services cover sectors-kGin ISIC Rev. 3 (7)) See Connell et al. (2019) for an application using Belgian
classification. data as to how wholesalers have an important roleen th

export performance of manufacturing firms.
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firms is important in explaining aggregate performance, including the box on ‘'selected
productivity growth given that they account for aissues’).
considerable share of the economy. In Belgium,
labour productivity and the total factorP ductivity at regional level
productivity gap between the top 10% and the roductivily at regionatfeve
bottom 10% of firms have increased in the lasThere are significant productivity gaps both
decale, which might be a signal of weak diffusionwithin and between Belgian regions.The most
of technological advances and/or low resourcproductive region ishe Brussel€Capital Region
reallocation. For example, using Belgian dataf her eaf t er 0Brussel sd), wher e
Dhyne. E. et al. (2018) find that IT investmentper capita reached 164% of the EU average in
explains around 10% of productivity dispersion2017. Among other factors, the composition of the
across firms. Finallythe average share of high labour force (high share of tertiary educated
growth enterprises in Belgium is lower than theworkers) and the economic concentratifinked
average (see infra). to the metropolitan role of Brussels) might help
explain the high productivity in Brussels. Flanders
The churn rates of firms in Belgium are among comes behind, notably with Antwerp as the third
the lowest in the EU, pointing to insufficient most productive province of the country (154% of
market responsiveness.Business dynamism is the EU average). Wallonia has a lower
important for productity-enhancing reallocation, productivty on average. In addition, intregional
which affects the aggrdiespgridigse are r sighificant. i Vort ynstancE,i r ms 6
churn rates in Belgium, i.e. the sum of the birttproductivity in the province of Limburg in
rates and death rates of firms in a given period, afdanders stands only at 117% of the EU average,
among the lowest in the EU. The entry ratesvhile the Walloon Brabant is at 158% of the EU
decreased particularly in the amket service average, ranking as the secondsinproductive
sectors, which are affected by high regulatorprovince of Belgium. The labour productivity of
burden and complexity, including sectpecific the other Walloon provinces ranges between 104
regulation hindering growth in a number ofand 111% of EU average.
services (see Section 3.4%)( In addition, the
increasing number of fTher rBelgiat hradions a mimm 6 d ingelasee s s e d 06

(socal l ed O6zombi esd) h a sproduntivity eand ecompstitiveness thdowgh cr i si s,
pointing to possible bottlenecks in the exit omregional cluster policies, which help create
restructuring of firms. innovative tools and boost the abilities of firms.

Since 2016, Flanders has focused on spearhead
High skills shortages and skills mismatches are clusters and innovative business networks. For its
weighing on potential growth. Belgium is part, Wallonia has presented its 26A®4
characterised by a high vacancy rate, whiglh | nvest ment Pl an (U5 billion)
largely be attributed to the lack of skilledbillion is earmaked for R&I projects. In Brussels,
workforce. According to the OECD, laboursix thematic clusters aim at accompanying
shortages in Belgium arise primarily, but not onlypusiness in their developments.
in  highskilled occupations. These skills
imbalances can affect aggregate IabOU{he reform of the wage norm
productivity, as they slow dowrhé¢ adoption of g
new technologies, delay production and increada 2017, Belgium reformed its process of wage
labour market turnover. Job mobility in Belgium isdetermination (). The principal aim of the
low as compared to the EU average (see Sectioeform was to better safegda cost
3.3). As a result, potential output would be highecompetitiveness and keep wage growth in line with
if skills were usedmore effectively (seecBen 3.3 t ha't i n Bel gi umbs mai n trad
for more details on labour market and educatioMetherlands, France and Germany), and eventually

("® Business dynamism has declined in Belgium between 2000%) At national level, the Loi relative a la promotion de

and 2014 in both manufacturing and services. However,the | 6 e mp | o et - |l a sauvegarde pr®ven
decline in number of companies being set up has been (6 Law of 199606) specifies the basi s
reversed since 2014 and 2019 saw a renardber of new set the oO6wage normbé every two years

companies being set up.
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to recover part of the cumulated pastompetitiveness. The report of the Central

competitiveness losses. Economic Council estimated the wage gap
corrected for differences in e¢hlevel of labour

A preliminary assessment of the wage productivity at 1.2% in 2017, signalling that the

devdopments confirms that the reform has recent wage moderation policies contributed in

largely accomplished its goalsThe official wage almost closing the labour cost gap with the

gap between Belgium and its three neighbouringeighbouring countrie$?)

countries was estimated at 1.2% in 20#%. This

gap is expected to have contracted in 2018 t8 _ . .

0.9%, as the labour cogrowth in Belgium was verview of th.e business _environment and

. . . . _business dynamics

more moderate than in the neighbouring countries.

In this regard, the Interprofessional Agreemenin spite of government efforts, the

covering 20172018, the first one to reflect the administrative burden on firms remains heavy,

new and stricter rules of the revised wage normotably in tax and labour law. While Belgium is

bill (%), set an upper limit of 1.1% feectoral and one of several leading EU Member States where

companylevel wage increases for the following 2only three procedures are required to start a

years. business according to the 2019 World Bafdse
of Doing Business report, the Federal Planning
Graph 3.4.5: Unit labour cost decomposition Bureau estimates the administrative burden at
S 0me a7 billion (1.6% GDP),

resulting from compliance with tax and labour law
(Kegels, C., 2018). The tax system is also
complex, also because f othe various tax
expenditures (see Section 3.1.6) and its burden is
increasing.The payroll management for a company
in Belgium is complex, in particular for companies
that need to manage the various regional systems.
There is room to improve the qualityf dhe
legislation and of the legislative process (Conseil

Rate of change y-0-y (%)
A W N P O R N WD OO

Central de | & Beeoals® sectien, 2020
wn © ~ e [=2] o — N o < Te} © ~ [ee] 3 4 4)
== Inflation (GDP deflator growth)
Real Compensation per Employee ) . . .
= Productivity Contribution (negative sign) Business creation has been eased in the previous
4 Nominal unit labour cost K
Average BE, DE and FR legislature, notably thanks to reforms of the

company law and the digitisation of public
services. A revision of the company cod&)
entered into force in 2019. It simplifies the
creation of companies, substantially reduces the

up of the wagesetting process does not guarante@”_mber of legal forms for companies, removes the

against wage growth outpacing productivity, as th mimal _cap!tal requirer_nents for setting up private
wage norm focuses on nominal wage trend |’m|ted liability companies and cc_)operatlves, yet
linking them to wage trends in neighbourings_treng,thens the prqtgctlon ofcredltqrs (e.g. through
countries. Expanding the monitoring of labour cosf['n‘"InCIaI plfams, I|qq|d|ty tests). The mvolve_ment- of
competitiveness to include unit labour costs a8 notary is required for business registration.

well would ensure that macroeconomic wag Conseil Central de | 6Economi e 201

policies factor in all relevant determinants of cost " ¢ 5 %t s s Ia this regasduitisiworth to note that the

report from the Central Economic Council draws the

® Conseil Central de | 6Economateton pgalds some angthodalogicalt issued i theu e
sur la marge maxi mal e di s p o ®stpationofpredyctivitylagused ithemoieon du ¢ o %t
salarial, pages 112 (®) The new Code of Companies and Associations is

(®) The revised wage norm bill was approved by Parliament in  applicable since 1 May 2019. For existing companies, the
March 2017. The Inteprofessional Agreement was signed ~ new code will apply as from 1 January 2020, with the

by the national social partners and the National Labour possibility to opt in earlier and with a transitional period to
Council in February 2017. adapt companiesdé statutes until 202

Source: European Commission

However, the revised wage norm does not take
account of productivity trends. The current set
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Belgium has launched initiatives to promote eper f or med by SMEG6s i s among t
government and to facdifite businesto- SMEs are strong innovators and have strong
government transactions in some procedures (séekages with their partners according to the EU
infra-section on digital public services). For theinnovation scoreboard. Enterprises pding ICT
year 2019 this reform seems to have created matrgining are also amply represented. Belgium R&D
additional business, principally in the liberalintensity increased remarkably from 1.9% in 2007
professions. Social partners are currentlyo 2.8% in 2018, mostly thanks a growth in
reviewing the system of collective dismissal. business R&D intensity (from 1.3% to 2.0%).
However, non R&D innovation expenditures are
The insolvency framework has undergone a relatively low. The public R&D intensity increased
major reform in 2018, but certain features still too (from 0.54% in 2007 to 0.8% in 2018), but
need to be addressed to facilitate remains slightly below that of most other Member
entrepreneurship. The expansion of the scope ofStates with a similar level of economic
the insolvency framework to all busiss is a development.
positive development. However, there is room to
improve certain features. For example, currentlfhe efficiency of government support for
only debtors can initiate insolvency proceduresusiness R&D could be improvedBelgium has
(not creditors), and most cases continue to requithe second highest level of government support for
court involvement. Furthermore, no speciabusiness R&D among OECD countries. Direct
(simplified) outof-court settlement procedure government funding of R&D is close to OECD
exists for SMEs. average, while indirect R&D support through tax
incentives is especially large. Recent analyses by
The heavy administrative burden, the low Dumont (2@9), the OECD2019b) and the
guality of some public services and late Belgian Court of Auditors (2019a) show that the
payments weigh on entrepreneurshipHowever, efficiency of public R&D schemes could be
overall Belgium ranks only 45th out of 190improved. The OECD points in particular to the
assessed economies, with dondelays for fact that these schemes do not demonstrate strong
electricity connections (171 days), buildingbaddi ti onal ity 6, expenditureer ms o f
permits (212 days, hence ranking 168 see expected to translate in net job creation, new
section 3.4.2.- including 75 days for water investment and innovation. Digitalisation of the
connection), notably because of long duration ofconomy was also identified in the National Pact
appeals (see Section 3.4.4) and low performander Strategic Investment as one of the priority
in registeing property (ranking 143). The processavenues for boosting productivity and innovation.
of transferring a property is the third slowest in the
EU at 56 days and the most expensive in the EU Bhproving R&D governance by increased
12. 7% of the property cooadnatien. and systenthicl] assessmentSdfat e d s
slow payments to businesses deterioratepolicies remain a challenge for the system
compared to the préaus year and is a liability to (Cincera, M. & Kelchtermans, S., 2020he R&l
its business environment. governance system in Belgium is rather
complicated with multiple governments at fealer
regional and community level responsible for
(parts of) R&I policy. This multievel governance
There is room to further improve the already of the Belgian system creates specific
well performing Belgian R&l system. In the challenge¢Boekholt, P. et al., 2011) such as the
2019 European Innovation Scoreboard, Belgium issk of suboptimal scale of publiprivate
part of the o9gnoopatodr sddsstniemsntBat Imay reate disincentives for
place in the EU. Belgium has a very attractivestructural ceoperation between the leading
research system with a strong science base arebearch performers and businesses at an- inter
strong universities (see Section 3.3). R&Dregional level. Cepperation and coordination
expenditure in the private sector is relatively highmechanisms for international issues exist mainly at
although mainly concentrated in a fewoperational level, while coperation and
multinaional companies. On the other hand, atoordination on national issues is more sporadic.
0.7% of GDP the level of business R&D

Innovation and business dynamics
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Bel gi umds weaknesses entefiprises in 2055y Balgium is well under the EU
entrepreneurship and company dynamics do average of 5.2% and ranks 25th in the EU for this
not allow it to draw maximum economic benefit indicator. Moeover employment in all fast
from the strength of its R&l system. The growing enterprises as a share of total employment
renewal of the Belgian company population ign 2015 was 10.2% compared to 15.2% for the
slower than in peer countries. With only 2.8% ofEU28 (see Grap8.4.6.

people employed in fagirowing innovative
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Box 3.4.5: Investment challenges and reforms in Belgium

Section 1. Macroeconomic perspective

The total investment in Belgium in 2018 was above the average of the euro aréa (#33DP compared

to 20.8%) and higher than ireighbouring countries. Moreover, over the last decade investment in Belgiu
increased by 1 percentage point of GDP, while by contrast in neighbouring countries investment as a
of GDP remains below its pierisis level. However, despite the relativ@verall good performance of
private investment, the level of public investment remains low. More specifically, while investment
equipment and construction, as a share of GDP, have remained broadly stable over the past deca
investment in intefictual property increased by 0.9 % of GDP, contributing largely to raising the investm
ratio. Amid benign financing conditions, investment is expected to increase and account for a slightly hi
share of GDP in 2020

Section 2. Assessment of barriers  to investment and ongoing reforms

Regulatory/ administrative burden [0 Financial Sector HESEEU
Public administration | iy Access to finance

Public
administration
Business
environment

1| Public procurement /PPPs Cooperation btw academia, research and business
R&D&I

Judicial system Financing of R&D&I CSR

Insolvency framew ork Business services / Regulated professions CSR

Competition and regulatory framework Retail CSR

EPL & framework for labour contracts Construction

Sector specific
regulation

Labour market/

ST \Vages & wage setting

Digital Economy / Telecom CSR

Education, skills, lifelong learning CSR

Legend

No barrier to investment identified Some progress

CSR Investment barriers that are also subject to a CSR Substantial progress
No progress Fully addressed
Limited progress Not d yet

Even though progress has been made to reduce barriers to private investment in Belgium (for examp
reducing the labour cost handicap), a more ambitious liberalisation of regulated professions and bus
servicess needed in light of the increasing importance of services as input for the manufacturing sector
Section 3.4.2). Furthermore, Belgium low labour participation, limited job mobility and a high degree
skill mismatches result in one of the highedt j@cancy rates in the EU. As a result, job offers for critical
occupations take longer to fill (see section 3.3). In addition, regional disparities are significant and they
to be taken into account (see Section 3.4.3).

Selected barriers to investmen t and priority actions underway

The complex investment decisiomaking process due to fragmentation of competencies regardir
investment between multiple layers of government combined with the need to pursue fiscal consolide
has led to a low level gfublic investment for a protracted period of time (see Section 3.1). In addition
this, the deteriorating quality of the countr
Regional governments plan to boost their investment, hovegvast of loosening their fiscal discipline by
announcing the exclusion of some large investment projects from their deficit targets.

Impact of the Juncker Plan in Belgium

The EU supports investment in Belgium also via the European Fund for Strateggtments (EFSI). By
October 2019 total financing under the EFSI amounted to EUR 1.6 billion, intended to trigger EUR
billions in additional investments. By the end of 2020, EFSI and other EU financial instruments will co
under the roof of the new IegtEU programme that promotes a more coherent approach to financing
policy objectives and increases the choice of policy implementation options and implementing partne
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tackle country specific market failures and investment gaps. In addition, lnwdstEU, Member States can
setup a national compartment by allocating up to 5% of their structural funds to underpin additio
guarantee instruments supporting the financing of investments with a higher level of local specifici
InvestEU will be pdky-driven and focus on four main areas, all relevant for Belgium: Sustainab
Infrastructure, Research, Innovation, and Digitisation, Small Businesses, and Social Investment and
Reflecting the federal structure of Belgium, promotional banks aadcigs have been set up at fedéal(
and regiona(?) levels to support private sector initiatives and implement specific sectoral policies, throug
range of loan and guarantee products using both own resources as well as EU financial instruments
Fl emi sh regionds promotional institution, PMV,
InvestEU.

() Sociétée ®d ®r al e de Participati on et-endnydsterngsmaatschappg.ment /| Feder al e
® Soci ® ® R®gionale dbélnvestissement de Bruxell es, Soci ®t ®
Participatie Maatschappij Vlaanderen.
Graph 3.4.6: Employment in fast -growing enterprises in 50%
most innovative industries and employment in
. ) all fast -growing enterprises, both as % of total
According to a recent analysis, the average employment, 2016
share of high growth enterprises in Belgium is 10
about 9% compared to 11% in the EU
(Flachenecker, F. et al., 2020loreover, in the c HU g
period 20092017, more than half of Belgian firms &£ 8 SK MT
t hat became 6high grow@to\?h firmso |ncle@rUKms of
employment only remained in that category for 3 54 o 6 PSLE v
years. Hence, it is difficult to become a high 8% Y < T
. . . = o
growth firm, but even more challenging to remain gg « LaDk® OF NL
one. This phenomenon could be traced back toggg 4 RO ¢}
several sources, including rigidities in the business g £ 2 EIEBEE R
environment, heavy administrative burden, a t3g - cy &7
.. . . . = [}
limited appetite for private risk as well as t=£
limitations in the availability of highhskilled %g o
profe_ssmnals who could be either recrwte_d bnya_st Eé 0 4 s 12 16 20 24
growing enterprise or themselves create innovative
enterprises_ Employmentin all fast-growing enterprises(1) as
% of total employment, 2016(2)
Source: European Commission
Start-ups lack specific support and face
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personnel shortagesRecent policy schemes to
encourage and support entrepreneurship in
Belgium has been developed, and in the final years
of the current legislature additional policy
initiatives were taken to improve the guidance for
fast growing enterprises. However, theise no
specific policy instrument targeting fast growing
enterprises in Belgium, but numerous policy
schemes to support innovative firms that can grow
at high rates or for high growth firms that often are
engaged in innovative activiti¢€incera, M. &
Kelchtermans, S., 2020). Attracting the right
people seems to be by far the most significant
barrier that impedes firms from growing faster,
followed by increased competition and the lack of
management capacities.

I
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The shortage of highly skilled professionals, Market Regulation 201€°. Among the most
notably in sciences and engineering, and the problematic restrictions are mandatory training
Il ack of 6knowl edge e nmeguirememse nmangdatody chlambarp membership
Belgian growth prospects. The share of the requirements, insurance requirements and
population aged 264 which completed tertiary corporate structure requirements, which could
education was at 47.4% in 2018, which ibstacle investment (see also ur&pean
relatively high compared to the EU amge of Commission, 2019a). The analysis carried out by
40%. However, Belgium lags behind in terms oBelgium to assess potential reforms of
graduates in science, technology, engineering amdquirements specifically imposed on legal persons
mathematics (STEM) (see Section 3.3). Belgiunproviding services has not yet led to concrete
also scores below the EU average in terms a&forms. The 2019 merger between the two
entrepreneurial skills (see Box 3.3.1). professional bodies gelating and supervising
accounting and tax advice services is a welcome
step, however it did not lead to the expected
simplification of rules on access to these
Belgium scores well in the integration of professions. Finally, although notaries seem to
enabling digital technologies into businesses, have a similar degree of regulation to thatrany
but it stagnates in ecommerce.Belgium is one other Member States (except the Netherlands) and
of the best ranked in the EU for the integration oére present throughout Belgium, their regulated
digital technologies into busine€¥). In important fees for real estate transactions are at the very high
areas such as cloudroputing and big data, there end of the scale. Notaries charge regulated fees for
has been a clear increase compared to the previdhe registration of companies.
years: 3% increase in big data and 11% in cloud
computing. In 2019 28% of Belgian SMEs were _
selling online. However, the figures are stagnatingonsnucnon sector
in terms of ecommerce turnoverra online cross Labour shortages and cumbersome building
border sales. permit procedures are holding back growth in

the construction sector.Belgium faces a shortage
Digitisation is actively supported by several of about 20000 construction workers every year.
public and private initiatives (e.g. Digital Posted workers account for up to %0 of the
Wallonia and Radicaal Digitaal in Flanders) construction worldrce. The Ilabour shortage
and there are efforts to make the regulatory hamper the potential important role that the
framework fit for digital transformation. In  construction sector could play in reaching the 2030
order to further promote digitisation for SMEs, artarget for reducing greenhouse gas emission by
awareness raising campaign was launched in 201€ontributing to the renovation of the old and low

energy performing Belgium housingosk (see

Section 3.5). Access to finance does not appear to
3.4.2. MARKET INTEGRATION WD INVESTMENT  be a problem (see Section 3.2). Companies of all

QUALITY sizes perceive credit constraints as low and

according to the latest surveys, financing
conditions are positively assessed.

Digitalisation

Regulated Professions/Services

The regulatory restrictiveness of professional Despite these shortages there are large
services remains fairly high At federal level, discrepancies in reforming the entry
liberal professions continue to be highly regulatedequirements for craft/construction services
(including accountants, tax advisors, real estatacross the regions. Flanders abolished
agents, architects, etc.), as indicated by thgualification requirements for a large range of
Commi ssionds Re st (F)i and i protessiers €7). Wallohia ondy foofive of them. In
confirmed by the OECD Indicators of Prad Brussels there ds been very little reforms on
qualification requirements. Discussions have

(®) Digital Economy and Society Index Report 2619
Integration of Digital Technology.
(¥ COM/2016/0820final.

(®® http://www.oecd.org/economy/reform/indicatart
productmarketreqgulation/
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started between the regions on a cooperatiofhe sector has among the lowest churn rates of
agreement to facilitate the free flow ofall Member States While the merger between
professionals across the regions but this has nbelhaize and the Doh retailer Ahold as well as
resulted in any progress so far. In 2018the market entry of the Dutch supermarket chain
uncollectable receivables were most oftenrJumbo onto the Belgian market had a positive
associated with the insolvency of customers in thiempact on market dynamics in the largeale
construction sector. In 2014, 61% of constructiomrocery retail sectaf?), nonfood largescale
companies wrote off debt, as they were not able tetail still displays a high level of ogentration
collect it. A 2018 survey showed that for 30.4% ofind very low churn rates.
Belgian consuction firms, this was due to the
high costs associated with pursuing a payment. The retail sector remains highly regulated.
According to the OECD Product Market
Long delays to obtaining a building permit are Regulation indicator 2018, Belgium has the fourth
a barrier to investment in construction, notably highest level of retail restrictions in the EU. These
for the renovation of the existing housing stock. results are not far from thogef t he Commi ssi on
On national scale, the avee number of permits Retail Restrictiveness Indicat@¥) where Belgium
issued per month has hardly increased since 2080ored as one of the most restrictive Member State
and has stabilised between 2,000 and 2,500 nduar the operational environment for retailers (but is
homes and buildings to renovate and about 4,5@¥erage for establishment restrictions). Rules on
authorised projects on a monthly basis. In 201&hop opening hours, sales pmtions, discounts
the renovation rate of the housing sto¢&osl at and distribution channels for ngmescription
0.44%.8") In Brussels, the recent reform of themedicines contribute to this score. Regulations
Code on Land Use (CoBAT) has tightened thgoverning the authorisation process to open a shop
deadlines for the administration to respond tare the competence of the regions and have been
building permit requests, while in Flanders thesimplified in recent years. Wallonia has kxaed
digitalisation of building permits is egoing. In the system in place to further amend the rules.
Wallonia, the timeframe for obtaining a building Flanders has planned to set up a monitoring system
permit was reduced by the reform of the land us® assess the efficiency of the 2018 reform.
code.
High prices in retail affect consumers The 2018
report of the Price Observatory showed that retail
prices in supermarkets are significantly higher than
The cumulated effect of a high regulation, high in neighbouring Member States. In addition to the
wage costs and labour market rigidities is identified operational restrictions and structural
weighing on the performance of the retail issues of the Belgian market (its small size), other
sector. In a context of deep technologicalunderlying reasons include Ilabour market
transformation and increasing global competitionrigidities, commercial strategies of main market
cost competitiveness and regulatory flexibility areplayers, the prohibition to sell at loss as well as
crucial factors for retailers to respond to theseerritorial supply constraintS®) (practices of
challenges. In retail, the wage cost handicap iprivate operators resulting in high purchasing costs
Belgium compared tdhe neighbouring countries for retailers). The effects of new market entries on
has i ncreased af f ect i cogsumdr pdes have eat heenrafalysed.e x t er n a l
competitiveness. The low flexibility of labour
regulation as well as discrepancies between rules

; ; %) The 5 biggest players account for 86% of the modern
across regions add to the complex busmeés grocery retail market compared to 66% in France, 64% in

Retail

enVironmen.tv potentially  affecting .innom Germany and 58% in the Netherlands. Modern grocery
capacity and wei ghi ng retailanaket coterhhgpermarigte sitermarkeds, siiscount
performance, in particular productivity. -E stores, conenience stores and forecourt stores.

. . . Euromonitor, 2018.
commerce sales of Belgian firms are stagnatings see Communication from the Commiss
(cf. infra). retail sector fit for the 21st cen
COM(2018)219 final and Commi ssion?d
final of 19.4.2018, p. 101.
®)Conseil Centrale de | 6Ec o (% Beigian auttbitidsSre acBvela garticppatirey inlaiBenalxx e n
matiére de soutenabilité enennementale, page 12. working group on this issue.
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Transport

Belgium has a dense road and rail network,
supported by an excellent port infrastructure,
which is well integrated in European transport
networks. According to the World Economic
Forumés Gl obal C o200 ethei
quality of the transport infrastructure is good.

In

3.4. Competitiveness and Investment

investments to achieve the objective modal

shift towards public transport, collective modes
and active modes. Investments in rail, a federal
competence, remain to be defined in the context of
the formation of a new federal government and a

E\e}/vvmearrl]a%e;gn%nt r NMOBS CB. However,
major invegment in % REFGEN regional

articular, port infrastructure has been highly  Pro>> train network around - Brussels wil
P » P 9 ontinue until 2031, as well as the implementation

regarded over the years and scores high in ﬂ’(lﬁ

Worl d Economic For umé
Belgium scores rather poorly in terms of roa
quality andefficiency of rail services.

Growing commuter and freight traffic volumes
are putting land transport infrastructure under
increasing pressure, leading to congestion and
declining air quality in inner cities. Increasing

the size of infrastructure, howevés, only part of

the answer. Traffic volumes are boosted by lar
commuting subsidies (e.g. company car
advantage- see sections 3.1.6 and 3.5). Polic
options such as congestion pricing in
transport as well as the introduction of smart ro

roa

déignal‘in

9%

tax
Y

i

the _European Rail Traffic Management
agklng. . We\{er,

g System, cohnection to ports and’'new of

upgraded crosborder rail infrastructurprojects.

Bel gi umds rail freight
Bel gi umos rail infrast
institutionally independent of any freight or
passenger railway undertaking. In recent years
Belgium has experienced a significant increase in
the number otompetitors in the rail freight sector,
hich has resulted in Belgium ranking among the
top five Member State in terms of the market share
f norrincumbent freight operators in 2016 (almost
0%). In the passenger sector the most recently
available inform#on shows that in domestic

pricing for private vehicles could be used to reduc«Frafﬁc the market share of the incumbent NMBS

the problem and address negative externalities ENCB s still 100%
terms of environmental impact and cost to the

economy.

The level of investments in inland transport
infrastructure is among the lowest in the EU.In
2017,Bé gi umbés i nvest ment
was the third lowest in OECD. It was below th
level of the neighbouring countries, namely Franc
which invested 0.8% of its GDP in 2017, German
at 0.6% and the United Kingdom at 1.1%
Investment in roads declinedysificantly in 2017
(from 0810 million in

The regions are planning to invest in the road
network, urban transport and inland
waterways, and Flanders has started to reform
its public urban transport. The three regions, in
particular Bussels, have designed and launche
major  multiannual  transport  infrastructure

investment plandn Flanders, the government has

d

lifted the exclusive monopoly of the urban an
urbanrural public transport operator De Lijn on
intercity coach services and hannounced that it
intends to tender some

Investment in urbanural transport is important to :
ensure access to business parks, which are mos{i?)@

only accessible by car. Wallonia has planne
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(2016), indicating a lack of
competition in the market.
The quality of passenger rail services has room
for improvements and uncertainty remains over
thflraotpeenmgotf) po6npe2t|(%n. %e}gllulrrz3 TS_)cig,res
rather poorly in railway services’ efficiency in the
orld Economic Forum 2019  Global
%ompetitiveness Report. The market share of the

¥ncumbent NMBSSNCB is still 100%, while

98.2% of all services are provided under public
vice . obligations _.( ) through . a_ directly
gev@aridésd cc%)nt?actura hgr%tohanmthrgugh' cOmpktitive
tendering like in the Netherlands and Germany.

The PSO compensation per tr&ifometre is the
second highest in the EU, behind France.
Furthermore, a comparatiyelow share (36%) of
g1e PSO compensation is recovered through
passenger fares, weighting on public finances. The
Belgian State and the NMBSNCB have still not
eached an agreement on an updated version of the
management contract, which sets out the difie
PSO and their remuneration. Such contract could
e BT g S, RO o
perator. Finally, there s room fo
rove interconnection between rail and urban
regional public transport (TEC, De Lijn,
IVB -STIB).

mar k e
ructu

t wor k.



3.4. Competitiveness and Investment

Telecom infrastructure, telecommunicatiaperators expect
a saturation of mobile networks in Brussels by

The Belgian telecommunication market remains 2020

characterised by a high level of concentration
and weak competition.In any part of the country,
the combined market share of Proximus (th&nergy market
incumbent operator) and of the regional cabl
operator is higher #n 95% in the fixed
The provision of regulated access to

market.(*}) \ . e
fixed networks on terms permitting sustainabIeChalnge in the present generation capacity mix.
cording to its final National Engy and Climate

competition should also be conducive to enhanceélc

3 . .
competition on the mobile side and could bemgr;asirgNlECdFj ,endBoer:gu;rg an(\jNIr”ene\s\t]aet:Ieefoerﬁer
beneficial for the Belgian market, which is gly dep 9 9y

: . complemented by imports to ensure security of
curently still dominated by bundles. supply. This situation further emphasises the

importance of applying the energyficiency first
principle to counter this trend. As regards the
diversification of energy sources and supply from
Rird countries and the reduction of import
dependency, the NECP foresees an increase in
overall import dependency from 71% in 2020 to
86% in 2030 and an increase in meports of gas

. y about 46%. In order to ensure security of
broadband remains low, although the IeaSelectricit supply following the nuclear phasin
expensive offer in Belgium for a basket of 1 GB Y SUupply 9 P 9

and 300 calls is slightly below the EU average(.DUt’ Belgium intends to introduce a capacity

. H 4,
Consumers seeking datamly subscriptions of femuneration mechanisift.)

5GB and above find prices much more expensivgt the same time. discussions continue on
than the EU average (IBPT, 2019). ’

whether to further extend the operation of a
limited number of nuclear power plants beyond
2025. If Belgian authorities would consider this

a critical enabler for attaining the Green Deal . - .
L i option, such a decision would need to be taken in a
sustainability goals.Coordinated dbrts between ) :
timely manner to allow for the implementation of

the federal level, the Regions and the Communities

easures to ensure continued adherence to the
are needed to roll out 5G. Several factors are
) . N Ighest standards of nuclear safety and to create a
play: the delay in the authorisation of the 5

pioneer bands, mainly due to the lack of consenstaore predictable energy investment environment.

over the auction design, the division of &Gction

%elgium committed to fully phasing out nuclear
energy by 2025, which will cause a major

Belgian households pay higher prices than in
peer countries. Belgium scores relatively low in
the broadband price index, and stabilises at t
19th place, 4 points below the EU averad®.
The Belgian market is theecond most expensive
for triple play bundles including broadband, fixed
telephony and television. Takg of mobile

Belgium risks lagging behind in 5G deployment,

Extended maintenance outages at five of
proceeds between the federal and commumt% el giumbs seven reactors

levels, the strict radiation limits (in particular in
. . . of supply concerns. The outages were offset
Brussels) different in each of the three regions, and _. .

. . . . mainly by imports from Fance and the
the timely delivery of environmental permits for ) . .

Netherlands, with net imports in December

the deployment of antennae governed by the . 9

. . Increasing by 168%). Under the new outage
regions, as well as taxation of antennae b

) ¥chedule presented by Electrabel in January 2019,

nDoeI 3, Doel4, Tihange 2 and Tihanﬁet Sewould all

go t o up t o u$10, 000 er. ear = nna.
According to Belgian authorities, without adequatebg available if the W'ntgridwzg’ providing 4

Investment n the telecommunicationss The Commission will assess, in the course of 2020, the
final National Energy and Climate Plan submitted by

() DESI 2019 - Belgium Telecom Chapters Belgium on 26 December 2019.
https://ec.europa.eu/digitalnglemarket/en/news/2019 (*) On 21 November 2019, Belgium submitted its
destreportelectroniecommunicationsnarketsoverview implementation plan of the capacity remuneration
memberstatetelecomchapters mechanism to the Commission for review.

(*) European Commission, 2019 DESI index, Telecom®) PLATTS Power In Europe, 204®1-28.
chapter.
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GW of baseload capacity to the market, thereb®.02 and 0.13. The Flemish provinces excluding
alleviating security of supply concerns, next to thélemish Brabant, on their side, range between 0.45
commissioning of the NEMO cable, the 1 GWto 0.61. R&D and innovation intensity appear to be
interconnection with the United Kingdom. among the factors explaining the difference in
performance.
Retail electricity prices are above the EU
average.In 2018, the energy supplyomponent Graph 3.4.7: GDP per head, 2017 & Index EU=100
was higher than in 2017, notably due to the nucle:

Huofdstede jk Gewest

plants outages in December, but the pric N W,

difference mainly comes from the distribution . Mm )
costs(*®) which were among the highest in Europe st ners™ ey e ) F}
in 2018. According to CREG, the energy bill dmmmff:f;’;j’sjj; & / 1

remains high for low-revenue households, in
particular singleparent homes, and for those whao

rely on electric heating®”) In addition, the Court

of Auditors found that the flanking measures of the
Flemish region to combat energy poverty, while g .,

Pra{/” Bﬁabant
Prov. /allon
i Prov.
i R Ligge
Prov.
Namur

80

being well supported, only partially reach 0%
vulnerable households and so far lead too rarely 1~ 2% /
housing energy efficiency work®). >125

Source: Eurostat

3.4.3. REGIONAL DIMENSION
3.4.4. GOVERNANCE AND INSTITUTIONAL

Although the average GDP per capita is higher QUALITY
in Belgium than in the EU, disparities between
and within regions are sigificant. GDP per head The fragmentation of policy action is not offset
in Flanders reaches 132% of the EU average whil®y effective coordination, seeking out synergies,
in Wallonia is around the EU average (with largavhich makes the business environment more
differences ranging from the 131% of the provinc€omplex. Policy action is fragmented across the
of Walloon Brabant to 73% of the EU average ofeveral levels of government (see Table 3.4.1
the province of Luxembourg) (see Grapd.7). It  This increases the importance of effective and
is important to highlight the specific performanceoperational cooperation across the different
of Brussels, where GDP per capita corresponds fPvernment tiers. Seeking out and implementing
216% of the EU average (cf. 3.4.3). However, redtossible economies of scale is also rendered more
GDP growth between 2003 and 2017 has beedifficult in this way, because of the duplication of
higher in Flanders (+1.8%) and Wallonia (+1.3%)ptructuresin a context of constrained public
than in Brussels (+0.8%), which GDP growth ratdinances (see Section 3.1). A recent report
is well below the national average (+1.5%)(European Public ~ Administration  Country
According to the 2019 Regional Competitivenes&nowledge, 2018) confirms that Belgium is one of
|ndex(99), the three most quetitive provinces of the Member States that combines a hlgh degree of
Belgium are Brussel€apital, Walloon Brabant fragmentation and a low level of coandtion.
and Flemish Brabant, all scoring 0.67. Hainaut i$ocial partners consider that the lack of
at -0.01, while the three Walloon provinces ofcoordination and cooperation between the different
Namur, Liége and Luxembourg range betweefovernment levels results in fragmented
legislation, where coherence is lacking. This
(°® Eurostat, electricity price components for an annuabituation adds to the complexity of the business
o consumption in the range 2500 to 4999 kWh in 2018. environment (see skan 3.4_2). A recent report of
(°) CREG study 14 Novemb@019. .
(*® Report of the Court of Auditors of October 2018 on resultghe _Central CounC|_I of the_ E‘?O”O_”?y also

and evaluation of energy poverty measures in Flanders. highlighted that businesses find it difficult to
(®® More information about the methodology is available at:

https://ec.europa.eu/regional_policy/en/information/maps/r
egional_competitiveness/
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operate in a context where it is difficult tOTable 3.4.1: Distribution of competences between

determine which rules are applicable to théff).( government tiers - Funding
Federal Regional Local
Economic affairs * *
Defence *
Furthermore, not always effective pdicy  Internal affairs (incl. Police) ~ * *
coordination complicates the delivery of a Justice

certain number of policies and reforms.In the ~ Finance/tax .
Environmental protection

area of public finances and in particular publicg .. iiites
investment there is still no agreement on annua,cia welfare
targets at all levels of government, in spite of thedealth
cooperatio agreement signed in 2013 (see SectioR&D (incl. universities)
3.1). Real estate taxation takes place at federdfducation
regional and local level. Concerning health, scop&Xternal affairs
remains for improving the coordination across théase_d 0.” the note 'Public administration characteristics in

L. Belgium', PPMI EY, 2018
federal and federated entities to Strengtheﬂw "Regional” level also covers Regions and Communities.
prevention. In tharea of digital policy, the federal Source: European Commission
levels, regions and communities need to find
common ground for the roll out of 5G and theThe lack of effective evaluation processes in the
regulation of telecom network and digital contenpolicy-making process further contributes to
(see infra). The municipalities and their taxatioradministrative and regulatory burden. Belgium
power on antennae and smadlls also impact the adopted in the first half of the decade a number of
5G roll-out, as well as the competence of theeforms that strengthened the formal set up of its
regions in the area of radiation standards anfdderal policymaking process (eante and exost
environmental permits (see Section 3.4). Closevaluatiors, consultations with social partners,
cooperation between the French Communitysunset clause$ OECD, 2015). In spite of this
competent for education, and the Brussels an@form, social partners still consider that impact
Walloon regions, competent for vocational assessments and evaluations are performed too late
training, activation and digital infrastructureand incorrectly, weakening their influence in
investments, is essential to address skillpolicy-making. Lackingresources pose challenges
mismatches and labour market needs (see Sectifgr the Council of State in ensuring the quality of
3.3). Similarly, as already indicated in the 2019egislation, given its significant workload and
country report, coordination beeen the federal frequent short deadlines for delivering opinions.
level and the three regions is essential to deliverehe Court of Auditors made concrete
consistent mobility vision, address climate changeecommendations to give a central role wigqy
and implement a comprehensive environmentavaluations in the policy, management and budget
fiscal policy (see Section 3.5). cycle (Court of Auditors, 2018). Social partners
have jointly urged the federal authorities to
introduce a comprehensive strategy to improve the

E
E R A
*

*

()Conseil Central de | 0Eceyfftiof fram&oPkPahd the q&dlty oPregulation
Compétitivité 2018019, pp.8®8. . d d h dmini . d
https://lwww.ccecrb.fgov.be/p/fr/697/ligneklirectrices In order to re L_jce t e administrative an_
pou-faire-faceauxdefis-sociceconomiqueslela- regulatory burden in Belgium (Central Economic
belgique Council, 2020). To ensure independence of

assessments, the OECD has suggested to involve
the competition authority in eante evaluations of
new laws and regulations on régtory restrictions

in services (OECD, 2019b).

Some key enforcers and public bodies are
understaffed to perform their tasks. Belgium
carries an important responsibility in terms of
market surveillance for the whole European Union,
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as it is one of the maimporters of goods in the information officer (ClO) has been created in 2019
Union, representing 7% of all EU product importto pilot the Digital Wallonia Action Plan.
goods. Market surveillance of the single market for
goods is essential to protect consumers and E%Sﬂce
ensure a level playing field for businesses t0
compete. While there have been somémproving the quality of the justice system, in
recruitments, the Belgian Competition Authorityparticular regarding digitalisation, will require
still suffers from inadequate staffing, compared tadditional action. By the end of 2019, a unified
competition authorities in neighbouring coding system for court cases had been adopted by
countries(*®) There are also important staffingthe College of Courts and Tribunals for nearly all
needs in the area of justice (see infra) and radourts. This will enable the first comprehensive
transport reguléon. collection of court data in 2020, thus allowing
dataled management of humaand financial
resources in the judiciary. However, migration to
the unified casenanagement system (MaCH) has
Belgium launched initiatives to promote e not progressed due to delays in public
prescriptions, medical data exchange and procurement. By November 2019, a significant
digital interactions with public administration, = number of courts had not yet moved to MaCH (e.g.
yet the overall value of users of €overnment civil tribunals of first instance, commercial and
reaches only 53% of the populationi there is appeal courts).
certainly room for improvement there. The
relatively average ranking among EU membetacking resources pose a challenge for the
States is due to the fact that while Belgiunfunctioning of the justice system. A joint
performs very well in specific health related areaanemorandum of the Constitutional Court, Court of
such as medical data exchange (70%) and €assation and the Council of State highlights this
prescriptions (79%), tber fields where citizens issue.(**¥ A lack of resources and insufficient
interact with public administration are laggingdigitalisation hampers the efficient functioning of
behind. the prosecution services. The High Council of
Justice continues its efforts to improve the quality
The Digital Transformation Office, at the of the justice system, including by promoting clear
federal level, has introduced services for digital language in court lings, better auditing of annual
identification (itsme) or to facilitate business to reports by court presidents, and developing a
government transactions (Mecurius). The centralised system for complaints on the
recently i-mo x @ d ucae d s efcfnctiening dfithg justice system.
mailbox for all Belgian citizens and companies
could be an important opportunity to furtherThe rate of online publication of judgments is
improve electronic public administration servicecurrently low. Recently adopted legislation
for business (currently 20th among EU Membeprovidesfor the online publication of judgments
States). In addition, the Flemish governmentfrom 2020 onward, which currently remains low
continues to promote digital public services with(2020 EU Justice Scoreboard (forthcoming)).
the second edition of the Flanders Radical DigitaHowever, the modalities of publication remain to
program and continues the development of thee defined in consultation with the judiciary (e.g.
digital platform www.vlaanderenonderneemt.be anonymisation method, sea tools).
The Brussels Region adopted in April 2019 an
operational plan for the application of the "oncd.acking resources for administrative justice
only" principle in the collection by all regional andcause significant delays, in particular for
local administrations through the regional servicduilding permits and procurement procedures
integrator (Fidus). A new funah of chief Judicial review in cases involving building permits

takes about 34 and 28 months for Brussels and

(**) See also the opinion of the Central Economic Council ta
the 2019 report of the National Productivity Board (pagqie3 jgint Memorandum by the Constitutional Court, Court of
34). Cassation and the aoncil of State.

http://www.raadvanstate.be//?action=doc&doc=1095

Digitalisation of public services
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Wallonia, espectively. For Flanders, the length of
judicial review has been reduced to 16 months at
first instance (Raad voor
Vergunningsbetwistingen), and takes about 10
months in appeal (before the Council of State). A
case management reform envisages to allocate
cases before the Raad voor
Vergunningsbetwistingen depending on their
complexity, which could further improve the
efficiency.
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3.5. ENVIRONMENTAL SUSTANABILITY

3.5.1. CURRENT STATE OF PYA phaseout (see Section 3.4.2). Crucial in its success
will be the transformation of enerdgtensive
Whil e Bel gi umbés t ar g eindustries) suehras the peebemital Fole around
Sharing Regulation is to reduce greenhouse gas Antwerp and steel around Liéege and Ghent,
emissions by 35% below 2005 levels by 2030, itdecarbonisation of road transport through
remains not on track to reach its 2020 climate electrification and maa switch, and accelerating
change targetof a 15% reduction below 2005 renovation rates in what is one of the oldest
levels. In sectors not covered by the EU ETSbuilding stocks in Europe. Tapping opportunities
reductions were limited tel0% in 2017. They are in the circular economy can help, where Belgium
expected to go down further t82% or 3 pp. short is doing well despite insufficient efforts in
of the 2020 target of15%. By 2030 Belgium promoting eceinnovation. A stable, pdictable
expects GHG emissions to drop BA% below and coordinated legislative framework will be
2005 levels in the absence of additional measuresssential to mobilise the required private sector
This suggests that significant additional efforts wilinvestments.
be required to reach the Belgian effort sharing
target of-35%. Some regions have put forwardThe employment impact of the Paris Climate
higher levels of ambition. Brussels intends toAgreement is positive and among the highest in
reduce its emissions by 40% and Wallonia has s#te EU. A study that investigates employment
itself an economyvide greenhouse gas reductionimpacts in the EU of the policies necessary to meet
target of 55% below 1990 levels. Meanwhile, thehe 2°C limit by 2050 shows a 1% increase in
20.2% reductions achieved by 2017 relative temployment in Belgium or an additional 60,000
1990 mostly materialised in the electricity and th¢obs as compared to the baseline scenario
industry sedairs. The final Belgian National (European Commission, 2019d). The sectors
Energy and Climate Plan adopted in Decembexhich are expecting to benefite most from the
2019 sets out these measures as well as specifieen transition are manufacturing sectors
energy target, including a renewables share in finproducing renewable technologies, construction,
energy consumption of 17.5% (Ekide target of the circular economy as well as the service sector.
32%) and a 12% improvement inndl energy The greening of the economy will create skills
consumption (EU ambition of 32.5%). These neweeds to be matched by adaptation of existird) an
energy targets are less ambitious than the targdtgure occupations. As such, the transition to a
set out in the draft Belgium National Energy andyreener economy provides opportunities and needs
Climate Plan adopted in December 2018. Théor upskilling and reskilling of the workforce
presence of a caretaker federal government couluropean Commission, 2019d).
delayadoption and implementation of new federal
policy commitments. ETS sectorsd energy production and industry
Achieving emission reduction targés in the
3.5.2. TACKLING CLIMATE CHANGE energy sector will involve substantial
investment. Belgium is committed to phasirmut
Bel gi umbés i nt er #eendciimate e itsarmudearl emergy eproduction by 2025, which
commitments will require political decisiveness would involve developing alternative energy
to work out concrete measures and benefit from generation capacity from renewable sources and
the opportunities in terms of economic growth, from gasfired power sations, as well as
job creation and health benefits. The inter investments to increase energy efficiency and
federal energy pact of December 2017 contains extend cros$®order interconnections. The National
number of preparatory elements for the integrateBact for Strategic Investment estimates the energy
National Energy and Climate Plan, adopted inlate el at ed i nvest ment needs at
2019. In this plan, Belgium reconfisnits period 2017 to 2030 (or around 1% of GIpEr
commitment to implementing the Paris agreemergnnum).
and evolve towards a carb@mee society. This
transition relies heavily on investments in all GHGA significant share of greenhouse gas emissions
emitting sectors, including the share of renewablim Belgium comes from energyintensive
energy in the energy mix, in a context of nucleaindustries, among other the petrechemical
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industry around Antwerp, but also traditional  developing innovative financing mechanisms will
industries in Wallonia. Industrial emissions nen be important, in particular for households that will
related to energgonsumption make up 17.2% ofbe faced with high initial investment cest
emissions compared to 11.8% of industriaFurthermore, the Court of Auditors underlined that
combustion. The petrohemical industry in the prescribed energy norms of new buildings in
Antwerp (the second largest cluster in the world aé/allonia are too low for meeting the renovation
indicated in Section 3.4, and one of the mosbbjectives (Court of audit, 2019). Renovation is
important sectors in the Belgian economgpds also held back by bottlenecks affecting the
the double challenge of substantially reducingonstruction sector like long building permit
emissions (or purchasing emission allowancesjelays and shortages in adequately skilled
while remaining internationally competitive. construction workers (see Section 3.4.3).
Beyond investments in renewable energy anBurthermore, the energy consumption of the sector
improved energy efficiency, in a context of nucleastill mostly relies on fossil fuels.

phaseout importam investments in carbon capture,

hydrogen and biomadsased feedstock might be Graph 3.5.1: Contribution of non -ETS sectors (%, 216)

needed to accompany the transformation of the NOmETS

sector. In parallel, greenhouse gases emissions industry

. . . . . . . 7%

intensity is higher in Wallonia, where traditional

industries are located and wheiere is an on Agriculture

going economic transformation (see infra). The€ ransport 16%

highest greenhouse gas emission intensities are! 35%
Waremme (lime and plaster), Virton (pulp) and

Mons (cement, fertilisers and electricity).
< Waste
6%

Non-ETS sectors & building, transport,

agriculture a nd waste management Others

5%
Renovation of the building sector is moving
slowly in spite of proactive policiesThe building
sector is responsible for more than 30% of -non

. . : : c i
ETS GHGs emissions in Belgium. Belgium ranked ongt{;g“on

low in relation to the energy performance of itbs
existing housing stock®), which is rather old

, o / ; X
with 80% of the stock built before the mtroductlon_l_he transport sector is responsible for 35% of

of energy norms. In the existing plans and

. . -~ on-ETS greenhouse gas emissions in Belgium.
strategies, the renovation of buildings an .

. ; recent study by the European Commis<itn
sustainable construction take a central part, an

: : estimates the total external costs of transport for
renovation rates should gradually increase above

the meagre 0.4% recorded in 2016. The Nation r?ad, rail and infand wateray s i n Bel gi um at

: . ) Billion annually, which corresponded to 7% of
Pact for Strategic Irastment estimated (with someg | gi umé s GDP in 2016. These

significant degree of uncertainty) that total . . .
) . . L2 nclude costs related to accidents, environment (air
required investment for public buildings at abou{

, . . llution, clim n h rel

033 billion by 2040, (P%lf't?ég ac}en@? egt%(o:os'[sa.r?.ategntonual
. energ% e’web-tank anissions,
invest ment of mor e t han ?v

ource: European Commission

rodyction, L.e, t
] me nt

- . . noise, habitat amage)'a?ld1 “only for ol
needs to the complete building sko(including ' ' ’

o L J congestion costs anunt to sc
residential buildings) are an order of magnitud
higher, ar o uld TomehRE thils,,i‘R{Io[ec|>V(ca)r,nHoornaert and Van Steenbergen (2019)

(%% European Commission, June 2019, Study on sustainable

(JAccording to the European yafsBol THirsstubufte) ehirgingt dfifitdralisdtich of

Database of the, in 2014 Belgium ranked 2relation to transport externalities available at:
0 the energy péormance of its building stock. https://ec.europa.eu/transport/themes/sustainable
( “)Energy National Investment Pefinal Report, 2018, p.13 transport/internalisatiofransportexternaicosts_en.
https://www.npsi (*°) Handbook on the external cost of transport, 2019, p.128.

pnis.be/sites/default/files/final_report_energy.pdf

67



estimate the welfare gains from full internalisatiorwell asi nvesti ng

3.5. Environmental sustainability

t o i

mpr ove

of environmental and (road) congestion costs to teatisfaction. It would also involve measures to
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or hybrid electric vehicles remains slow

in

Belgium. The marketshare of new passenger

battery electric vehicles and phirg hybrid electric

vehicles has increased from below 0.5% in 2014 to
more than 2.5% in 2017, but has slightly decreased

in 2018 again. The need for
infrastructure investment to adaptads to soft

considerable

mobility (cycle lanes, park and ride schemes, etc.),
to improve the quality and access to mobility

related data, notably to better allocate demand,

has

also been identified. According to the National

Strategic Investment Pact, total investmereds
in low-c ar bon transport

billion or 0.5% of GDP per year over the next

decade.

There is room to make tax and the carbon

External costs are not reflected in the same way pricing systems and subsidy structures more
environment-friendly. Belgium annually spends

across the different means ofransport. Looking

at taxes and charges paid by transport uses2 . 5
(excluding fixed infrastructure costs), rail userdl 1 . 5

bi Il
bi Il

f ossi
sust

on
on

on
on

coul d
fuel
ai nabl

pay 109% of their total external and variableTaxing fuels according to their carbon content and
infrastructure costs, whereas freight users onltheir full life cycle greenhouse gas intensity would

cover 20% of those costs. Road users pay arouhelp

reduce GHG emissions, sfer energy

43% (passenger) and 27% (freight) of theiefficiency and generate tax revenue. Certain excise

infrastructure
t he

variable
ng to

external and
Accor di

costsduties for fossil fuels do not provide the right
2018 diyaal io terms ofecarbbre emisgioAd and energyi vi t ®

belge(**), 43% of companies think that traffic efficiency (see Section 3.1.6). On the other hand,
congestion has a negative impact on their decisiaectric cars are exempted (Flanders) or fiene
to invest in BelgiumBaert and Reynaerts (2018)from low (BrusselsCapital and the Walloon
find that congestion costs in Brussels and Antwerpegions) purchasing and circulation tax.

start to outweigh the usual agglomeration benefits,

and thus negatively impact firm productivity in Agriculture is responsible for 16% of the non

these regions.

Belgium plans to invest in developing low
carbon transport, but is lagging behind in

ETS GHGs emissions in Belgium The total
emissions of greenhouse gasses from agricul

ture

(including cropland and grasslgnddecreased

between 1995 and 2016 by 13%. However,

the

electric mobility. Belgian regions have announcedshare of agriculture in the total net emissions has
major multiannual investments plans in transporincreased from 8% in 1995 to 9% in 2016. The
(n8+€02)y émissidh ©f CHd bnd &l20t pervhectaret o
increase the share of lewarbon transport will of UAA in Belgium is 7.4 kilo tonnes of CO2
equivalent perl000 hectare in 2015, which is far
strengthening and improving public transport anébove the Ethverage of 2.4
encouraging the use of soft (i.e. zero emission)

(see Section 3.4.3).

involve investing in multimodal mobilitgystems,

mobility. This comprises completing the RER

suburban train network around Brussels by 2031.5.3. ENSURING A JUST TRANTION
and the purchase of the related rolling stock, as
In the absence of mitigating measures, the

(**yEY 2018, pagel7.
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impact vulnerable consumers.A gradual phase together to create a range of "employment
out with long term visillity and adequate flanking environment'c | ust ers (fAallianceso)
measures to ease the transition is likely to beonstruction, renewable energy, agriculture and
necessary to ensure a successful transition. Thisfaod.
particularly the case for vulnerable consumers,
where the impact could be mitigated througlGiven its high emission intensity, and taking
energy poverty measures, includimghere these into account the large regional and productivity
are part of social policy. Higher energy costs couldisparities in Belgium, the likely socioeconomic
also create distributional effects. A study by thémpact of the low @rbon transition and the fact
Federal Planning Buredtf®, on the impacts of that the former industrial transformation is still
respecting the neETS 2030 target of a reduction ongoing, the intervention of the Just Transition
of 35%, projected that energy costs foukeholds Fund would need to be concentrated on the
would rise by 3% per year on average in 2015Hainaut region. Many workers are employed by
2040, compared to 2.4% in the reference scenarithe emissions emitting industries hetprovince of
In the context of the transition towards a lowHainaut. The industrial sector employs 17.7% of
carbon mobility, investments in urban and urbanthe 414,905 employees of the provirt®),
rural mobility are essential to ensure access taotably in metal production, chemical industry,
businessparks, which are mostly only accessibleelectricity sector and extractive industries (8,169,
by car (see section 3.4.2). From its side, the EB,662, 1,734 and 962 employees respectively). The
will monitor the impacts of climate policy on province of Hainaut notably produces tthord of
energy prices and expenditure, and has proposedne Belgian cemer(t'). It should promote
Just Transition Fund designed to ensure that tleconomic diversification and reskiling and
transition towards B climate neutrality is fair by increase the attractiveness of the region for
helping the most affected regions in Belgium tanvestments in line with its smart specialisation
address the social and economic consequences athtegy (RIS3), whichdentifies the sectors and
to alleviate transition costs. activities with most potential. The Wallonia region
(which includes Hainaut) is focussing its RIS3
The transition to a low-carbon economy will investments on industrial processes and materials;
also impact economic activity in regions that health and food; sustainable development;
combine energyintensive industries and higher mobility; and ICTs.
unemployment. This could include such sectors as
energy intensive industries, the oil and gas sector
and more. Regions formerly dependant on steet,5.4. CIRCULAR EONOMY
textile or coal are still undergoing an economic
transformation (@. provinces of Hainaut, Liége Belgium is among the best performers in the EU
and  Limburg), with relatively higher as regards waste managemenand has already
unemployment rates. It will be crucial to anticipate eached the EU&6s 2020 municip
and mitigate these effects e.g. by monitoringarget. However, there are differences in separate
possible distributional effects of climate policiescollection rates between the regions, with the
and by introducing rekilling and upskiling Brussels rgion performing much worst (43% in
measures. For Belgium, an objective formula ir2017 versus Flanders and Wallonia at 70%). This
order to identify a region eligible for the justhas been attributed to governance issues.
transition was based on the following criteria: a)
emissions of regions with high carbon intensityBelgium performs well on resource productivity
(calculated according to an emissions/GVA ratiofhow efficiently the economy uses material
and b) industrial employment in these regions. Theesources to produce wealth). Circular
Walloon government intends to bring stakeholdergsecondary) use of materials in Belgium stood at
including companies, trade unions, associations;

research institutes, citizens and public authoritie§™) Available _ o at
http://www.hainautstat.be/hainautstat/commentaires/Emplo

i.pdf
(**)FPB (D18) WORKING PAPER 88 (9 Available at:  https: : ; ;
) : ps:/iwww.rtbf.be/info/regions/detail- le
https://www.plan.be/uploaded/documents/2018051712450 hainautplus-grosproducteumationatde-

60.WP_1805_11575.pdf. ciment?id=8205512.
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18.9% in 2016, compared with the EA8 average introducing an ambitious carbon and energy
of 11.7%. However, Belgium performs below thetaxation. A reform which would increase energy
EU average for people employed in the circularelated consumption taxes by removing reduced
economy (1.12% of total employment in 2015VAT rates on energy products and differentiate
versus an EU average of7B8%). The lack of excise duty rates based on the GHG and energy
specific skills continues to be an obstacle t@ontent of each energy product has been
innovation and entrepreneurship in the area afimulated™. In the case of Belgium, additional
circular economy. In terms of notable regionabudgetary revenues would range between 0.2%
initiatives on circular economy, Flanders launchednd 0.9% of GDP.
new Green Deals on circular purchasing and
circular  construction. In  Wallonia three A comprehensive and coherent environmental
competitiveness clusters created a commoifiscal policy requires effective coordination
platform for plastic recycling and a Green Deabetween Belgium federatedentities. The three
launched for circular purchasing. The Brusseldifferent regions have made separate declarations
Regional Programme for Circular Economy wagseflecting their plans and ambitions to address
on the outcome of the halftime evdioa. climate change. While the Brussels Capital Region
Furthermore, the Brussels Regional Innovatioplans to achieve a GHG emission reduction of
Plan is supporting innovative projects on greeminimum 40% by 2030 compared to 2005 and
economy, and in this context has funded projectommits to achieve the European goal of carbon
focusing on green chemistry and sustainable foagkutrality by 2050, the Flemish government aims
production. for a GHG emission reduction in the RBAS
sectors of 85% by 2050 compared to 2005. In
Effective price signals can support the Wallonia, the government intends to reduce GHG
inves ment s needed to aemiksiorsvbyg 5598 ley| 2§30 wpaded to 2005.
ambitions in terms of energy efficiency and Both Wallonia and the Brussels region intend to
renewable energy. One of the measures shift environmental taxation to encourage the use
considered in the Belgian NECP is to come to aaof less polluting cars. Flanders intend to further
agreement across the federated entities on fisadiscourage the use of polluting cars, by basing its
reforms to underpin the energy transitoAn t axati on as from 2Wdl
analysis will be conducted together with theHar moni sed Light Vehi cl
federal and regional governments regardingetter measures pollution.
climate energy taxation. This is a positive
ambition, notably given that fossil fuel subsidies _
are still at a substantial level in Belgiu(-)The Other environmental challenges
effectiveness ofsuch initiatives notably dependsRoad transport congestion makes air quality in
on the definition of adequate incentivesBelgium to be a cause for severe concerAs the
accessibility to citizens, and on measures to ensuiiropean Environment Agency report for the year
investment decisions are made also in cases whe&t@l6 shows, there is a significant health burden
only long term returns are expected. To illustratejue to poor air quality with 75,800 years of life
energy efficiency investemts can benefit from loss (YLL) attributable to fine particulate matter
mechani sms in | ine wi tdoncentratonsEwitd6e7 YELM@AOO tesidénish Bon
for Smart Building Initiative and from access t02017, limit values were reported as having been
mechanisms already in place, at European, nationeceededfor nitrogen dioxide in two air quality
or regional level. zones in Brussels and Antwerp. Substantial
progress was made in reducing particulate matter
In budgetary terms, Belgium is among the emissions with no exceedance of target values
countries that could benefi the most from reported for 2017. Measures taken to reduce air
pollution include the estalsliment of Ilow

(**y Commission Staff Working Document Accompanying the.

document "Report From The Commission To The@3gyropean Commission, 2019, Environmental taxes for

European Parliament, The Council, The European " gstainable and inclusive growth, Technical background
Economic And Social Committee And The Committee Of 516 by Commission services for the Tax Dialogue of the

The Regions Energy prices and costs in Europe", Economic Policy Committee.
COM(2019)1, p. 215
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3.5. Environmental sustainability

emission zones (LEZs) with putative fines in theconcentrations of phosphates in Belgian rivers are
Brussels Region and Antwerp and the extension die highest in the EU. Such concerns are
pedestrianised areas. A similar zone is planned fsignificant considering the transition towards a
Ghent for 2020, and one is under consideration fanore sustainable agriculture. The agricultural area
MechelenWillebroek. In Wallonia a legal used for organic farming has increased during the
framework allowing municipalities to propose thelast years and was in 2017 6.3% of utilised
creation of LEZs has been recently adoptedagricultural area which is still below the EU
Regarding the company car regime, progressverage (7.03%2017).
remains limited due to the low takg of the cash
for car system (which in addition has beerlLand is under intense pressure in Belgium and
annulled by the Constitathal Court) and of the had the second most fragmented landscape in
mobility budget (see section 3.1.6). Progress hake EU in 2015(*"3. There is a small Natura 2000
been limited as well concerning the reduction ohetwork comprising 13% of the national territory,
congestion and promotion of more sustainablmainly south of the Meuse where it is a tourist
modes of transport (see section 3.4.2 and infrajttraction. The network is also found in urban
Plans for a Belgiamwide km charge fopassenger areas such as the Brussels Region and Antwerp
cars to follow the kncharge for lorries seem to be providing flood protection and human health
currently frozen due to policy contrasts betweebenefits. The Flemish Government Agreement
the three regions. 201924 indicates that the fbeto
no longer being pursudd), wheeas Wallonia
Belgium has launched several initiatives in intends to stop urban sprawl by 2088).
green financing and adopted a wide range of However, in Flanders, first steps have been taken
tools that raise awareness, promote ral towards the Strategic Vision on spatial planning
systematise green public procurement at the including goals reducing additional land take and
federal and regional levels. In 2018, the federal increasing spatial efficiency within existing
level launched green bonds, Flanders sustainabiligettement area.
bonds, and the Brussels region a fund for the
circular economy.

Agriculture and land use (**% Eurgpean Environment Agency,andscape fragmentation

Belgium receives U 648 million igsreﬁ;gf;e aqg trengls in %;rom@m. The most fragmented

European Agricultural Fund for Rural (**) Flemish Government Agreement 216.

Development (EAFRD) for rural development (*)Walloon Government Agreement, p. 70.

for the 20142020 period. EAFRD funding

|l everages a further 0678 million of public funding
in Belgium. Approximately 0500 million supports
restoring, prserving and enhancing ecosystems

related to agriculture and forestry.

In its government agreement for the legislature
20192024, Flanders has expressed its will to use
funds from its allocation under the Common
Agricultural Policy (CAP) to promote circular
agriculture and ecological programmes.One of

its ambitions is to reduce nitrate and phosphate
concentrations in ground waters and rivers.
Nitrates diffuse pollution from agriculture
pressures is still significant in Flanders and
requires serious effortsto reduce nutrient
pollution. In Wallonia the measures currently in
place to control nitrate levels have not yet fully
achieved their purpose. Furthermore, average
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https://www.eea.europa.eu/data-and-maps/indicators/mobility-and-urbanisation-pressure-on-ecosystems-2/assessment
https://www.eea.europa.eu/data-and-maps/indicators/mobility-and-urbanisation-pressure-on-ecosystems-2/assessment
http://docs.vlaamsparlement.be/docs/varia/regeerakkoord-2019-2024.pdf

ANNEX A: OVERVIEW TALE

Commitments

Summary assessment'9

2019 Country-Specific recommendations (CSRs)

CSR 1: Ensure that the nominal growth rate
net primary government expenditure does
exceed 1.6 % in 2020, corresponding to
annual structural adjustment of 0.6 % of GI[

Belgium has maddimited progress in addressin
countryspecific recommendation 1 (this over
assessment of countgpecific recommendation
does not include an assessment of compliance

Use windfall gains to accelerate the reductior|
the general government debt rati@ontinue
reforms to ensure the fiscal sustainability of
long-term care and pension systems, includ
by limiting early exit possibilities from th
labour market. Improve the composition &
efficiency of public spending, in particulg
through spendig reviews, and the coordinatig
of fiscal policies by all levels of government
create room for public investment.

the Stability and Growth Pact):

The compliance assessment witie Stability and
Growth Pact will be included in Spring when fin
data for 2019 will be available.

1 Ensure that the nominal growth rate of i
primary government expenditure does
exceed 1,6 % in 2020, corresponding to
annual struatral adjustment of 0,6 % d@
GDP.

The compliance assessment with the Stability

Growth Pact will be included in Spring when fin

data for 2019 will be available.

Use windfall gains to accelerate t
reduction of the general government ds
ratio.
Limited Progress. Competences for longerm care
have been devolved to the regional level. Flanc
intends to pursue a strict budgetary follow of

M Continue reforms to ensure the fisg

(**9 The following categories are used to assess progress in implementing the 2015smraiftyrecommendations:

No progress: The Member State has not credibly announced nor adopted any measures to address thepeoffiatry

recommendation. Below a number of raxhaustive typical situations that could be covered under this, to be intemqmeted

case by case basis taking into account cotsggcific conditions:

no | egal, administrative, or budgetary measures have
communication to the national Parliament / relevant padigary committees, the European Commission, or announced in
public (e.g. in a press statement, information on government's website);

n olegislative acts have been presented by the governing or legislator body;

the Member State has t ak e nspdcificirdcomméendasian,epck asicammiastring a sty aor g

setting up a study group to analyse possible measures that would need to be taken (unless tispetifiotrgcommendation

explicitly asks for orientations or exploratory actions), while cleapgcified measure(s) to address the couspacific
recommendation has not been proposed.

Limited progress: The Member State has:
announced certain me asountrysgecific raommendatorste a limited exteng dnd/ore s s

A presented legislative acts in the governing
further work is needed before the courgpecific recommendain will be implemented;

p r e s elegislatide actso yet with no further folleup in terms of implementation which is needed to address the country
specific recommendation.

Some progress:The Member State has adopted measures that partly addeessuhtryspecific recommendation and/or the
Member State has adopted measures that address the apetific recommendation, but a fair amount of work is still needed
to fully address the countgpecific recommendation as only a few of the adoptedsunea have been implemented. For
instance: adopted by national parliament; by ministerial decision; but no implementing decisions are in place.

Substantial progress: The Member State has adopted measures that go a long way in addressing thespeaifiory
recommendation and most of which have been implemented.

Full implementation: The Member State has implemented all measures needed to address thespewiftcyrecommendation
appropriately.

been ani

the <coc

t he

or -legigdagvies | at or bod
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A. Overview Table

sustainability of the longerm care

1 and pension systems, including by limitix
early exit posdiilities from the labour
market.

1 Improve the composition and efficiency
public spending, in particular throug

spending reviews,

91 and the coordination of fiscal policies by
levels of government to create room f{
public investment

government spending based on agei
Furthermore, spending related to ageing
regulated within a framework in which the 'grém|
norm' has been agreed and can be enforced.
Walloon region has put in place actions, includ
the adoption of decrees, to improve preveni
cares. Moreover, it has been introduced
obligation for hospitals to be part of a network fr
1 January @20.

Limited Progress. Measures to contain pensi
expenditure have been adopted throughout
period 20142019. In spite of these measures,
projected increase in pension expenditure is on
the largest in the EU (European Commission 20
Ageing reoort). An agreement on the reform
6arduous j obd coul d
introduction of partial pension, which allow takir
up a part of the pension rights while accumulat|
pension rights for the (partially) continued actuvitif
will be discussed irthe Parliament next year. |
addition, to increase incentives to work, Flander
planning to introduce of a ‘job bonus', which ai
to grant to all workers with a gross wage lower tf
EUR 1700, with an additional income of EUR |
per month, with the bwus tapering off as wag
increase and disappearing altogether for wage
EUR 2500 or higher.

Limited Progress The Bruxelles Capital region he
announced plans to conduct a comprehensive
analysis of its public financial management (PEF
in order to inroduce a multannual approach and |
increase the link between budget, policies, i
results. The completion of the PEFA review
planned by spring 2021 at the latest. Flanders, i
completing a pilot project on spending review,
preparing the strdaral implementation of &
spending review approach in its budgetary proc
The Walloon region plans to start the evaluatior
a number of policy measures, with a view
complete the exercise by 2021.

No Progress No agreement has been fou
between thedifferent entities to coordinate fisci
policies. Flanders investment ambitions have b
reflected in the 2020 budget, where an additic
investment of EUR 100 million has been budget
The Walloon region issued green bonds
finance/refinance projestin favour of the climate
and energy transition in the region. However,

planned increase in regional investment is
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A. Overview Table

covered by additional revenues or saving in of
expenditure, therefore it is expected to translate
higher deficits.

CSR 2 Remove disincentives to work ar
strengthen the effectiveness of active lab
market policies, in particular for the leskilled,
older workers and people with a migra
background. Improve the performance
inclusiveness of the education and train
systems and address skills mismatches.

A

q

1 Remove disincentives to work arn
strengthen the effectiveness of active lab
market policies, in particular for the lev
skilled, older workers and people with
migrant background.

Belgium has madeimited progress in addressing
countryspecific recommendation 2.

Limited Progress. In 2019, some measures hg
been implemented with the aim to increase lab
market participation. However, most of the
measures are part of earlier reforms and are alri
taken into account in previous assessments. At
federal level, the fall of the Belgian feder
governmentin December 2018 and the ongoi
negotiations for the formation of a new fede
government since the elections of May 20
resulted in stangtill of the federal government i
current affairs in terms of the development of n
initiatives to address theSR. Some measures tH
were foreseen in the Jobsdeal, such as the inci
in the degressivity of the unemployment benefit
the discussions to revise the system of senic
payments, have been put on hold. At the regi(
level, several measures haween announced in th
20192024 regional coalition agreements, in whi
all regional governments aim for a substan
increase in their employment rates. However, at
stage it is too early to make an assessmeni
Wallonia, a reform is foreseen to cirease the
effectiveness of the public employment servi
(PES) by further individualising support |
jobseekers. This is aimed to allow the PES
provide a more holistic approach for the mi
vulnerable jobseekers. In addition, a ni
employment incentie will be implemented for ven
long-term (more than 24 months) unemployed.
Flanders, a job bonus for low wage workers will
introduced in 2021 to increase the net return fi
employment. In addition, reduced tariffs for sog
services such as childwe and public transport wi
be made income dependent to reduce the finai
disincentive to take up low wage employme
Furthermore, access to PES services will
expanded to inactive individuals who are I
eligible for unemployment benefits. A segly to
reach these individuals will be developed in |
spring of 2020. To increase labour marl
participation, the potential of lorgrm ill persons
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to return to work will be assessed earlier.
Brussels, the government plans to introducg
"solution guarantee", which should ensure th
every jobseeker is offered a job, a traineeshiy
training or a recognition of competences.
addition, Brussels plans to introduce seve
measures to support the integration of vulnere
jobseekers, including oldamemployed (55+) an
people with disabilities. The ordinance
11/16/ 2017 authorised
inspection service, as of 1/1/2018 and stri(
within the Brussels competences, to use prac
tests and mystery calls as additional sotdl detect
discrimination on the Brussels labour market. Ui
today, no mystery calls have been used yet
2018, four practical tests, which did not deliy
substantial proof of discrimination, were sent out|
post.

Limited Progress. The overall assssnent for
1 Improve the performance and inclusiveng Belgium is "limited progress" in addressing t
of the education and training systems 2019 CSR. The detailed assessment for
Communities is the following: Limited progress
the French Community. Some progress has t
made in adoption (legal framework for the exten(
common curiculum) and (partial) implementatio
of reforms ( early childhood education and ce
governance of schools, principals and work
time of teachers) to improve the performance |
inclusiveness of compulsory education (Pact
Excellence in Educationi the French Community
but a sustained continuous and considerable am
of work is stildl need
Excell enceb, t he Frern
systemic school reform to improve basic skil
efficiency, governance and tacklingequalities.
Elaboration, adoption and implementation
different measures under the different axes of
Pact are still required, including reformir
vocational education and training (VET). Whi
some reforms are still being elaborated, no
limited progress was achieved in the other sec
of education and training. The reform of the init
teacher training has been postponed by one ye
2021/2022. Some progress was achieved in
Flemish Community, mainly throug
implementation from Septemb&019 of measure|
and reforms agreed under the previous governr|
in all sectors of education. These measures sh
show some results in the medium to long term,
a significant amount of work is still needed to fu
address the CSR. No new measuregcept
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increasing the budget for ppimary and primary
education, have been taken since the May 2
elections.

Limited Progress. In 2019, some measures ha
been implemented with the aim to address s}
1 and address skills mismatches. mismatches, including by increasing the numtfe
STEM graduates. However, most of these meas
are part of earlier reforms and are already taken
account for in previous assessments. At the fed
level, the fall of the Belgian federal government
December 2018 and the ongoing negotiations
the formation of a new federal government sit
the elections of May 2019, resulted in stastidl of

the federal government in current affairs in terms
the development of new initiatives to address
CSR. At the regional level, measures have b
amounced in the 20192024 regional coalitior
agreements, but at this stage it is too early to m|
an assessment. In Flanders, the Flemish govern
has announced its intention to introduce

individual learning account and to establish
platform for lifelong learning where th
Departments of Work, Education and Economy
cooperation with the social partners will develoj
common vision, ambitions and goals. The
measures aim to promote a culture of lifelg
learning and to stimulate the willingness léarn.
They complement the educational database

gives an overview of all training programs f
which the Flemish can use educational vouchers
Brussels, the government plans to attract
participants in trainings by strengthening its pol
on the "Poles de formation" and by introducing
“training income", which complements the beng
of the jobseeker with income that is related to
successful completion of the training. Furthermc
Brussels wants to strengthen language compete
in coopeation with the other Communities. In &
regions, the recognition of skills is high on t
policy agenda. The Frendpeaking community
has implemented new measures to sup
Upskilling Pathways, including an online tool fi
validation, partnerships withkey operators tc
support the mutual recognition of learnil
outcomes, and fostered access to the first certif
pathways. In Flanders, measures include

development of a validation instrument and |
creation of a register of all the centres thafqen

validation.

CSR 3 Focus investmentklated economiq Belgium has madé&imited progress in addressin
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policy on sustainable transport, includi
upgrading rail infrastructure, the low carbon g
energy transition and research and innovat
in particular in digitalisation, taking int
accountregional disparitiesTackle the growing
mobility challenges, by reinforcing incentivé
and removing barriers to increase the supply
demand of collective and low emissi
transport.

1 Focus investmentelated economic policy

on  sustainable  transport, cinding
upgrading rail infrastructure,

9 the low carbon and energy transition

countryspecific recommendation 3.

Some ProgressSome progress has been made
investmentrelated economic policy on sustainat
transport, including upgrading rail infrastructure.
federal level, major investment in the REFEN
regional express train network around Brussels
continue until 2031as well as the implementatic
of the European Rail Traffic Manageme
Signalling System, connection to ports and n
upgraded crosborder rail infrastructure project
The three regions, in particular Brussels, hi
designed and launched multiannual $port
infrastructure investment plans. The upda
version of the Brussels mulfiear public transpor
i nvest ment pl an was u
billion for the 20152028 period. The draft Brusse
Sustainable Urban Mobility Plan was adopted
April 2019 and has been submitted for put
enquiry till October 2019. In Wallonia, the mobilif
and infrastructure plan for investment in cycle pg
water transport and increasing the quality ¢
security of the existing road network was adop
in April 2019. In Flanders, the Flemish transpi
administration committ
improving the traffic flow, and in cycling and wati
borne transport. Meanwhile though, Belgium s
scores poorly in terms of road infrastructure.

Limited Progress. Belgium has made limiteq
progress in implementing policies and measure
support of investmerelated economic policy o
the low carbon and energy transition. Latest 2|
verified greenhouse gas inventories data sho)
slight increase in emissions inraparison to the
previous year. This contrasts with the high level
ambition put forward for the medium term and {
commitment to the Paris agreement. The eng
efficiency and renewable energy targets in the fi
national energy and climate plan n@d in
December 2019 are below those that were inclu
in the draft version of the plan the year before i
show a low level of ambition. The law introducir
a competitive tendering for the construction ¢
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operation of production facilities creates a dk|
framework for tendering new windfarm
Significant  offshore wind capacity is i
development in the Belgian Noth Sea. Brussel
investing in photovoltaic systems in publ
buildings in the frame of the Solarclick programn
which will run till end 2020 Belgium also ranks
low in the energy performance of buildings, and
spite of some proactive policies, the renovation
buildings is moving slowly. Brussels has adop|
its longterm renovation strategy in April 201]
Belgium committed to fully phasingut nuclear
energy by 2025, which will cause a major changj
the present generation capacity mix: at the s;
time discussions continue on whether to furt
extend the operation of a limited humber of nucl
power plants beyond 2025, which does |
contribute to a more predictable energy investm
environment.

Limited Progress. Limited progress has been ma
1 and research and innovation, in particulaj on research and innovation, in particular
digitalisation, taking into account region| digitalisation, taking into account region
disparities disparities. Research and development (Rq
expenditues in the private sector is relatively hig
although it is concentrated in a few multinatiol
companies. Despite an increase in public R|
intensity from 2007 to 2018, it remains below {
increase in public R&D intensity in most Memb
Sates with a siitar level of economic
development. The R&D investment could be m
widespread towards smaller firms. The efficier
of the R&D public schemes could be improved
these schemes ar e n ot
principle, in terms of net job creation, we
investment or extra earnings from innovation. T
R&D governance system is complicated w
multiple governments at federal, regional 3§
community level responsible for (parts) of reseal
and innovation (R&I) policy. Cooperation ar
coordination exist mainly at operational leve
regarding national issues. The shortage of hig
skilled professionals, in particular in scienc
engineering and mat h,
entrepreneur o hampers
Finally, regions are conducting&D programmes
to support the lovcarbon transition. In temrs ¢
digitalisation, a policy framework with financin
measures for promoting the uptake and deployn
of Artificial Intelligence have been put in place
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I Tackle the growing mobility challenges, I
reinforcing incentives and removing barrie
to increase the supply and demand
collective and low emission transport.

Flanders and Wallonia and a similaitistive was
put in place in Flanders with regard
cybersecurity. Coordinated efforts between
federal level, the Regions and the Communities
needed to roll out 5G and Belgium risks laggi
behind in 5G deployment.

Limited Progress. Despite somadditional policies
and measures foreseen in the final National En¢
Climate Plan, so far limited progress has been |
to tackle the growing mobility challenges, |
reinforcing incentives and removing barriers
increase the supply and demand of extive and
low emission transport. In Flanders, the governr|
has lifted the exclusive monopoly of De Lijn (
intercity coach services. Environmental taxes h
increased, but there is still scope for better aligr]
taxation to carbon emissions, possiblgliso
increasing tax revenues. Road users pay ar(
43% (passenger) and 27% (freight) of their extel
and variable infrastructure costs. In Flanders,
decree on fABasic Accescs
Flemish Parliament in April 2019, but th
implementation of proposed measures has b
postponed till December 2021. Alternative t

expenditures (s a | | e or-cbacrabs ha n d
budget d) wer e i ntrody
respectively. However, recent data from |

National Social Security Officsuggest that ven
few taxpayers opted for the cash for car syst
which was finally annulled by the Constitution
Court. The favourable company car sche
continues to provide adverse incentives that
counter tackling greenhouse gas emissiq
Profesgonal transporters and agriculture sf
benefit from a reduced excise rate on die|
Deductibility of fuel
High registration rights for immovable properti
discourage commuters to move closer to their pl
of employmentBarriers to the supply of domest
rail services remain as 98.2% of all services
provided under public service obligation (pg
through a directly awarded contract rather tf
through competitive tendering.

CSR 4 Reduce the
administraive burden to incentivisg
entrepreneurship and remove barriers

competition in services, particular

regulatory  ar

telecommunication, retail and professior

Belgium has madeNo progress in addressin
countryspecific recommendation 4.
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services.

1 Reduce the regulatory and administrat| Limited Progress.Limited progress has been ma

burden to incentivise entrepreneurship on reducing the regulatory and administrat
burden to incentivise entrepreneurship. Belgium
introduced services for digital identification(itsm
or to facilitate business to government transacti
(Mercurius). Belgimm has launched initiatives t
promote eprescriptions, medical data exchange ¢
digital interactions with public administrations.
Brussels, the recent reform of the Code on Lij
Use (CoBAT) has tightened the deadlines for
administration to respondto building permit
requests, while in Flanders the digitalisation
building permits is osgoing. Wallonia has
introduced a SME voucher system. Howey
taxation remains complex for financial investme
and property registration continues to be costl |
long. Digitalisation of justice still require
additional action. The coordination of climali
energy, digital and transport policies is still
problem. Key enforcers in regulation, mark
surveillance or competition are still understaff
Impact assesments are not integrated in the polil
maki ng. The Bel gi an N
businesses deteriorated compared to the prey
year and is a liability to its business environme
A draft ordinance guaranteeing the application
t he & o n aieciplein thg éollegtion by al
regional and local administrations through 1
regional service integrator (Fidus) was adoptec
third and last reading by the Government
December 2019. In Wallonia, the timeframe |
obtaining was reduced by the rafoof the land use
code

Limited progress i Limited progress has beg
made in removing barriers to competition
1 and remove barriers to competition | services, particularly telecommunication, retail €

services, particularly telecommunicatig professional services. On 2 May 2019, Belgil

retail and professional services. replaced the Code of economic law in theaaoé
competition law, with the intent to improy
compliance with competition law and tk
functioning of the Belgian Competition Authorit)
The new rules do not foresee a strengthening of
staff or material means of the authority. .
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Europe 2020(national targets and progress)

Employment rate (284):

73.2%.

The employment rate (264) increased to a recol
high level of 69.7% in 2018 (+ 1.2 pp compared
2017), but remains well below the EU averg
(73.1%) and the 2020 target (73.2%). Themain
large regional disparities in the employment w
highest rate in Flanders (74.6%), followed
Brussels (61.4%) and Wallonia (63.7%).

R&D:

3 % of GDP.

Belgium R&D intensity increased remarkably fro
1.9% in 2007 to 2.8% in 2018, mostly thanks
growth in business R&D intensity (from 1.3%
2.0%). The public R&D intensity increased ti
(from 0.54% in 2007 to 0.8% in 2018), but rema
slightly below that of most other Member Staj
with a similar level of economic development.

Greenhouse gas essions:

-15% in 2020 compared to 2005 (in the sect
not covered by the EU Emissions Tradi
System (ETS)).

Belgium is not on track to reach its 2020 clim;
change target. In sectors not covered by the
ETS, reductions were limited to 10%. They ¢
expected to reduce further by 2 or 3 pp., still sk
of the 2020 target of a decline of 15 % below 2(
levels.

Renewable energy:

13%, with a share of renewable energy in
modes of transport equal to &

According to 2017 data, Belgium reached arshof
9.1% of energy from renewable sources in gr,
final consumption.  Currently  implemente
renewable energy policies and already plan
renewable energy policy initiatives are insufficie
to trigger the required renewable energy volur
purely domestally.

Energy efficiency:

43.7Mtoe primary consumption and 32V&oe
final energy consumption

According to the 2017 data [NB: 2018 data will
available at the end of year], Belgium consun
49,1 Mtoe of primary energy and 36,1 Mtoe of fir
energy.Industry is keeping the top position as {
most consuming sector.

Early school leaving:

9.5%.

In 2016, Belgium reached its Europe 2020 natic
target of 9.5% on early school leaving. Since th
the early school leaving rate further declined
8.6% atnational level. There are, however, lar
regional disparities with the highest rate in Bruss
(10.7%), followed by Wallonia (9.9%) and Flandg
(7.3%). The gender gap of 4.1 pps (with the hig
rate of 10.6% for men) has increased and is 1
above theEU average (3.3 pps). The gap betwg
nonEU (19.2%) and nativborn (7.2%) is high ant
increasing. In 2018, the proportion of young peo
not in employment, education or training (NEE
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1524 years old) has decreased to 9.2%. Howe
also in terms ofite NEET rate there are importa
regional differences. It is the highest in Bruss
(13.3%) followed by Wallonia (10%) and Flande
(7.8%).

Tertiary education: In 2018, the proportion of 30to 34year old
tertiary graduates reached 47.6%, surpassing
47 % of the population aged 3 years old. EU2020 target of 47% and well above the |
average of 40.7%. Tertiary attainment is the higk
in Brussels (56.3%) followed by Flanders (48.2
and Wallonia (42.5%). The gender gap of 13.9
(with the hidher rate of 54.5% for women) hi
further increased (10.1 pps in 2017). The (¢
between notEU born (35%) and nativeorn
(49.2%) remains high, although decreasing.

Target for reducing the number of people at f The number of people at risk of poverty or soc

of poverty or social exclusion: exclusion has continuously declined since 20
Despite these improvements, the cumulal
- 380000 compared to 2008. difference from 2008 remains positive in 2018 at

thousand individuals. As a result, it is high
unlikely that Belgium will obtain its target ¢
reducing the number of people at risk of poverty
social exclusion by 380 thousands individuals.
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ANNEX B: DSA STATISIAL ANNEX

BE - Debt projections baseline scenario 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Gross debt ratio 100.0 99.5 99.6  100.0 99.2 98.6 97.9 97.6 97.4 97.4 97.4 97.5 97.4
Changes in the ratio (1+2+3) -1.7 -0.5 0.1 0.4 -0.8 -0.7 -0.6 -0.4 -0.1 0.0 0.0 0.1 -0.1
of which
(1) Primary balance (1+1.2+13) 14 0.2 -0.4 -0.9 -0.9 -1.0 -1.1 -1.2 -1.4 -15 -1.6 -1.6 -1.7
(1.1) Structural primary balance (1.1.1112+113) 0.3 -0.1 -0.5 -05 -0.7 -0.9 -1.1 -1.2 -1.4 -15 -1.6 -1.6 -1.7
(1.1.1) Structural primary balance (bef. CoA) 0.3 -0.1 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5
(1.1.2) Cost of ageing 0.2 0.5 0.8 0.8 11 1.2 1.3 15 15
(1.1.3) Others (taxes and property incomes) 0.0 0.1 0.2 0.2 0.2 0.3 0.3 0.3 0.3
(1.2) Cyclical component 0.5 0.2 -0.1 -0.4 -0.2 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(1.3) One-off and other temporary measures 0.5 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2) Snowball effect @.1+2.2+23) -0.9 -0.7 -1.0 -1.2 -1.7 -1.7 -1.8 -15 -1.5 -15 -1.5 -1.6 -1.8
(2.1) Interest expenditure 21 2.0 1.8 1.7 1.6 15 1.4 13 1.2 1.2 11 11 11
(2.2) Growth effect 14 11 0.9 -1.0 13 1.2 1.2 0.9 08 0.8 07 0.7 0.9
(2.3) Inflation effect -1.5 -15 -1.9 -2.0 -2.0 -1.9 -1.9 -1.9 -1.9 -1.9 -1.9 -1.9 -1.9
(3) Stock-flow adjustments 0.5 0.4 0.6 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
120 - Debt as % of GDP- BE 120 Debt as % of GDP- BE
115 - 115
110 - 110
105 - 105
100 F T m—m————e 100 | e e
95 TSN 95
9 - S~a o TTTme——s 90
85 |- T~ 85
80 - T-< 80
75 - 75
70 L L L L L L L L L L L L L ! 70 L L L L L L L L L L L L L .
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
——— Baseline —— Higher interest rate scenario
———Baseline ==---Historical SPB scenario = = SGP scenario ~  ____. Negative shock onthe SPB~ «eeeees Lower GDP growth scenario
120 - Debt as % of GDP- BE 1%“ of GOP) Stochastic debt projections 262024- BE
115
110 | 110
105 | —
100 | T—e— — — " 100
95 -
90 90
85 -
80 - 80
75
70 70 : : : : : : :
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2017 2018 2019 2020 2021 2022 2023 2024
——Baseline —&—Enhanced lower GDP growth scenario p10_p20 p20_p40 . p40_p60
—— Adverse combined scenario ——Enhanced higher interest rate scenario B3 p60_p80 == p80_p90 ps0 e Baseline
Short Medium o Debt sLllslafnabllny analysis (deléll) S ‘ bsA - Lemy
— — . Historical  Lower GDP Higher choek on  Stochastic P
SPB growth interest rate SPB projections
Risk category MEDIUM
Debt level (2030) [ 974 | 89.9
Low Debt peak year 2021 2021 2021 MEDIUM
(S0=0.2) Percentile rank 67.0% 51.0% (S2=4.8)

Probability debt higher

Dif. between percentiles

Note: For further information, see the European Commission Debt Sustainability Monitor (DSM) 2019.

[1] The first table presents the baseline no-fiscal policy change scenario projections. It shows the projected government debt dynamics and its decomposition between the primary balance, snowball

effects and stock-flow adjustments. Snowball effects measure the net impact of the counteracting effects of interest rates, inflation, real GDP growth (and exchange rates in some countries). Stock-
flow adjustments include differences in cash and accrual accounting, net accumulation of assets, as well as valuation and other residual effects.

[2] The charts present a series of sensitivity tests around the baseline scenario, as well as alternative policy scenarios, in particular: the historical structural primary balance (SPB) scenario (where the
SPB is set at its historical average), the Stability and Growth Pact (SGP) scenario (where fiscal policy is assumed to evolve in line with the main provisions of the SGP), a higher interest rate
scenario (+1 pp. compared to the baseline), a lower GDP growth scenario (-0.5 pp. compared to the baseline) and a negative shock on the SPB (calibrated on the basis of the forecasted change).
An adverse combined scenario and enhanced sensitivity tests (on the interest rate and growth) are also included, as well as stochastic projections. Detailed information on the design of these
projections can be found in the FSR 2018 and the DSM 2019.

[3] The second table presents the overall fiscal risk classification over the short, medium and long term.

a. For the short-term, the risk category (low/high) is based on the SO indicator. SO is an early-detection indicator of fiscal stress in the upcoming year, based on 25 fiscal and financial-
competitiveness variables that have proven in the past to be leading indicators of fiscal stress. The critical threshold beyond which fiscal distress is signalled is 0.46.

b. For the medium term, the risk category (low/medium/high) is based on the joint use of the S1 indicator and of the DSA results. The S1 indicator measures the fiscal adjustment required
(cumulated over the 5 years following the forecast horizon and sustained after that) to bring the debt-to-GDP ratio to 60 % by 2034. The critical values used are 0 and 2.5 pps of GDP. The DSA
classification is based on the results of five deterministic scenarios (baseline, historical SPB, higher interest rate, lower GDP growth and negative shock on the SPB scenarios) and the stochastic
projections. Different criteria are used such as the projected debt level, the debt path, the realism of fiscal assumptions, the probability of debt stabilisation, and the size of uncertainties.

c. For the long term, the risk category (low/medium/high) is based on the joint use of the S2 indicator and the DSA results. The S2 indicator measures the upfront and permanent fiscal adjustment
required to stabilise the debt-to-GDP ratio over the infinite horizon, including the costs of ageing. The critical values used are 2 and 6 pps of GDP. The DSA results are used to further qualify the
long term risk classification, in particular in cases when debt vulnerabilities are identified (a medium / high DSA risk category).
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ANNEX C: STANDARD TALES

Table C.1: Financial market indicators
2014 2015 2016 2017 2018 2019
Total assets of the banking sector (% of GBP) 2734 | 2576 | 256.1 | 2285 | 217.9 | 226.8
Share of assets of the five largest banks (% of total assets) 65.8 65.5 66.2 68.8 73.4 -
Foreign ownership of banking system (% of total as@bts) 50.3 49.2 49.5 49.1 49.7 50.9
Financial soundness indicatd?s:
- non-performing loans (% of total loans) 4.3 3.8 3.2 2.7 2.3 2.0
- capital adequacy ratio (%) 17.6 18.7 18.8 19.0 18.8 18.5
- return on equity (%3) 7.8 10.3 8.9 8.8 8.2 8.6
Bank loans to the private sector (year-on-year % chdhge) 9.9 7.0 6.8 55 8.1 5.9
Lending for house purchase (year-on-year % chélﬁge) 195 12.1 9.2 5.8 8.9 6.4
Loan to deposit ratfd 88.4 88.5 88.0 90.2 93.2 90.5
Central Bank liquidity as % of liabiliti€s 1.6 1.0 1.9 2.9 2.7 2.2
Private debt (% of GDP) 162.2 | 176.1 | 194.8 | 185.0 | 1785 -
Gross external debt (% of GDB) public 67.2 64.6 65.8 60.9 59.1 66.7
- private 102.4 107.3 124.0 108.0 97.9 94.4
Long-term interest rate spread versus Bund (basis points)* 55.0 34.4 38.6 40.5 39.8 45.8
Credit default swap spreads for sovereign securities (5-year)* 31.0 30.0 28.8 14.6 10.7 11.3

(1) Latest data Q3 2019. Includes not only banks but all monetary financial institutions excluding central banks.

(2) Latest data Q2 2019.
(3) Quarterly values are annualized.
* Measured in basis points.

Source: European Commission (long -term interest rates); World Bank (gross external debt); Eurostat (private debt); ECB (all

other indicators).
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Table C.2: Headline social scoreboard indicators

Table C.2: Headline social scoreboard indicators

2014 2015 2016 2017 2018 2019°
Equal opportunities and access to the labour market
Early leavers from education and training
(% of population aged 18-24) 9.8 101 8.8 8.9 8.6
Gender employment gap (pps) 8.7 8.3 9.3 9.8 8.4 8.1
Income inequality, measured as quintile share ratio (S80/S20) 3.8 3.8 3.8 3.8 3.8
At-risk-of-poverty or social exclusion rét(AROPE) 21.2 21.1 20.7 20.3 19.8
Young people neither in employment nor in education and
training (% of population aged 15-24) 120 122 9.9 9.3 9.2
Dynamic labour markets and fair working conditions
Employment rate (20-64 years) 67.3 67.2 67.7 68.5 69.7 70.5
Unemployment rat® (15-74 years) 8.5 8.5 7.8 7.1 6.0 55
Long-term unemployment rate (as % of active population) 4.3 4.4 4.0 3.5 29 2.4
Gross disposable income of households in real terms per
. (3) _ 97.9 98.2 99.1 100.4 101.1

capitd” (Index 2008=100)
Annual net earnings of a full-time single worker without
children earning an average wage (levels in PPS, three-yeg 24355 24772 25082
average)
Annual net earnings of a full-time single worker without
children earning an average wage (percentage change, red 0.16 0.07 0.13
terms, three-year average)
Public support / Social protection and inclusion
Impact of social transfers (excluding pensions) on pover

A ¢ 9P ) on poverty 4356 44.2 411 395 347
reductiorf
Children aged less than 3 years in formal childcare 48.8 50.1 43.8 52.9 54.0
Self-reported unmet need for medical care 25 2.4 2.4 2.1 1.8
Individuals who have basic or above basic overall digital sk|
(% of population aged 16-74) 60.0 610 61.0
(1) People at risk of poverty or social exclusion (AROPE): individuals who are at risk of poverty (AROP) and/or suffering fro m

severe material deprivation and/or living in households with zero or very low work intensity.
(2) Unemployed persons are al | those who were not employed but had actively sought work and were ready to begin

working immediately or within two weeks.

(3) Gross disposable household income is defined in unadjusted terms, according to the draft 2019 joint employment report.
-risk-of -poverty rates

(4) Reduction in percentage of the risk  -of-poverty rate, due to social transfers (calculated comparing at

before social transfers with those after transfers; pensions are not considered as social transfers in the calculation).

(5) Average of first three quarters of 2019 for the employment rate, unemployment rate and gender employment gap.

Source: Eurostat
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Table C.3: Labour market and education indicators
Labour market indicators 2014 2015 2016 2017 2018 2019°
Activity rate (15-64) 67.7 67.6 67.6 68.0 68.6 69.1
Employment in current job by duration

From 0 to 11 months 10.9 10.8 11.2 11.4 11.0

From 12 to 23 months 7.9 8.1 8.1 8.5 8.8

From 24 to 59 months 16.6 15.9 15.1 14.9 15.7

60 months or over 64.6 65.2 65.7 65.1 64.5
Employment growth*
(% change from previous year) 0.4 0.9 13 1.6 1.4 14
Employment rate of women
(% of female population aged 20-64) 62.9 63.0 63.0 63.6 65.5 66.4
Employment rate of men
(% of male population aged 20-64) 71.6 71.3 72.3 73.4 73.9 74.6
Employment rate of older workers*
(% of population aged 55-64) 42.7 44.0 45.4 48.3 50.3 52.0
Part-time employment*
(% of total employment, aged 15-64) 237 24.3 24.7 24.5 24.5 24.6
Fixed-term employment*
(% of employees with a fixed term contract, aged 15-64) 8.6 9.0 91 104 107 108
Transition rate from temporary to permanent employment 38.3 35.6 35.4 378 37.4
(3-year average)
Youth unemployment rate
(% active population aged 15-24) 23.2 221 20.1 19.3 15.8 14.9
Gender gap in part-time employment 32.8 32.3 32.6 31.1 31.0 30.5
Gender pay gdB (in undadjusted form) 6.6 6.5 6.1 6.0 : :
Education and training indicators 2014 2015 2016 2017 2018 2019
Adult participation in learning
(% of people aged 25-64 participating in education and training) 74 6.9 7.0 85 85
Underachievement in educati3n : 20.1 : : 19.7

i i i 0, i -

Tertiary educational attamment (% of populatlon aged 30-34 hav 438 427 45.6 45.9 476
successfully completed tertiary education)
Variation in performance explained by students' socio-economic
statud 19.3 : : 17.2

* Non -scoreboard indicator

(1) Long -term unemployed are people who have been unemployed for at least 12 months.

(2) Difference between the average gross hourly earnings of male paid employees and of female paid employees as a

percentage of average gross hourly earnings of male paid employees. It is defined as "unadjusted", as it does not correct for
the distribution of individual characteristics (and thus gives an overall picture of gender inequalities in terms of pay). Al |
employees working in firms with 10 or more employees, without restrictions for age and hours worked, are included.

(3) PISA (OECD) results for low achievement in mathematics for 15 year -olds.

(4) Impact of socio -economic and cultural status on PISA (OECD) scores. Value for 2015 refers to mathem atics; value for
2018 refers to reading.

(5) Average of first three quarters of 2019. Data for youth unemployment rate is seasonally adjusted.

Source: Eurostat, OECD
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Table C.4: Social inclusion and health indicators

2013 2014 2015 2016 2017 2018

Expenditure on social protection benefits* (% of GDP)

Sickness/healthcare 8.3 8.3 7.6 7.4 7.3

Disability 2.2 23 23 2.4 2.4

Old age and survivors 11.8 11.7 12.6 12.4 12.6

Family/children 2.1 2.2 21 2.1 2.1

Unemployment 3.4 3.4 3.1 25 1.9

Housing 0.2 0.2 0.2 0.2 0.2

Social exclusion n.e.c. 0.7 0.6 0.6 0.7 0.7

Total 28.8 28.7 28.6 27.7 27.2

of which: means-tested benefits 15 1.4 1.4 14 1.4
General government expenditure by function (% of GDP)

Social protection 20.0 19.9 19.7 19.6 19.6

Health 8.0 8.1 7.9 7.7 7.7

Education 6.4 6.4 6.4 6.3 6.3
Out-of-pocket expenditure on healthcare 18.0 17.5 17.5 17.9 17.6
Children at risk of poverty or social exclusion (% of people aged 0-1})* 21.9 23.2 23.3 21.6 22.0 23.2
At-risk-of-poverty rat& (% of total population) 15.1 15.5 14.9 15.5 15.9 16.4
In-work at-risk-of-poverty rate (% of persons employed) 4.4 4.8 4.6 4.7 5.0 5.2
Severe material deprivation r&te(% of total population) 51 5.9 5.8 55 51 4.9
Severe housing deprivation réteby tenure status

Owner, with mortgage or loan 0.2 0.4 0.1 0.8 1.2 0.5

Tenant, rent at market price 3.4 3.0 3.0 55 9.0 8.0
Proportion of people living in low work intensity househfﬁ)c{% of 14.0 14.6 14.9 14.6 135 121
people aged 0-59)
Poverty thresholds, expressed in national currency at constant prices* 11164 11140 11061 11317 11364 11585
Healthy life years

Females 10.9 11.0 11.0 11.4 11.7

Males 10.8 11.0 11.2 10.3 10.4 :
Aggregate replacement ratio for pens@ns 0.5 0.5 0.5 0.5 0.5 0.5
Conne((glwty dimension of the Digital Economy and Society Index 69.3 746 758 779
(DESIY
GINI coefficient before taxes and transfers* 48.7 49.5 49.8 50.3 50.1
GINI coefficient after taxes and transfers* 25.9 25.9 26.2 26.3 26.0
* Non -scoreboard indicator
(1) At -risk-of -poverty rate (AROP): proportion of people with an equivalised disposable income below 60 % of the national
equivalised median income.
(2) Proportion of people who experience at least four of the follow ing forms of deprivation: not being able to afford to i) pay
their rent or utility bills, ii) keep their home adequately warm, iii) face unexpected expenses, iv) eat meat, fish or a prot ein
equivalent every second day, v) enjoy a week of holiday away from home once a year, vi) have a car, vii) have a washing

machine, viii) have a colour TV, or ix) have a telephone.

(3) Percentage of total population living in overcrowded dwellings and exhibiting housing deprivation.

(4) People living in househol ds with very low work intensity: proportion of people aged 0 -59 living in households where the
adults (excluding dependent children) worked less than 20 % of their total work -time potential in the previous 12 months.
(5) Ratio of the median individua | gross pensions of people aged 65 -74 relative to the median individual gross earnings of
people aged 50 -59.

(6) Fixed broadband take up (33%), mobile broadband take up (22%), speed (33%) and affordability (11%), from the Digital
Scoreboard.

Source: Eurostat, OECD
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C. Standard Tables

Table C.5: Product market performance and policy indicators
Performance indicators 2013 2014 2015 2016 2017 2018
Labour productivity per persdgrowth (t/t-1) in %

Labour productivity growth in industry 2.41 5.93 5.03 -1.11 1.03 -2.67

Labour productivity growth in construction -0.15 3.78 4.21 0.71 0.40 2.56

Labour productivity growth in market services 1.06 0.67 0.85 0.32 0.76 1.46
Unit Labour Cost (ULC) inde%(growth (t/t-1) in %

ULC growth in industry 0.64 -3.18 -4.51 1.75 1.62 4.01

ULC growth in construction 0.57 -1.34 -4.49 -0.72 1.14 1.51

ULC growth in market services 0.47 -0.23 -0.19 -0.23 1.11 0.40
Business environment 2013 2014 2015 2016 2017 2018
Time needed to enforce contradtsays) 505 505 505 505 505 505
Time needed to start a businegtays) 4.5 4.5 4.5 4.5 4.5 45
Outcome of applications by SMEs for bank Idhns 0.54 0.36 0.46 0.31 0.37 0.17
Research and innovation 2013 2014 2015 2016 2017 2018
R&D intensity 2.33 2.37 2.43 2.52 2.66 2.76
General government expenditure on education as % of GDP 6.40 6.40 6.40 6.30 6.30 :
Employed people with tertiary education and/or people employ; 50 51 50 51 53 53
S&T as % of total employment
Population having completed tertiary education 32 33 33 33 36 36
Young people with upper secondary educdtion 83 84 84 85 86 85
Trade balance of high technology products as % of GDP 0.33 0.47 0.57 0.53 0.32 0.21
Product and service markets and competition 2003 2008 2013 2018*
OECD product market regulation (PMRpverall 1.64 1.52 1.39 1.69
OECD PMR, retail 4.68 4.56 4.06 2.52
OECD PMR, professional servicks 2.52 2.47 2.47 2.21
OECD PMR, network industri€’s 2.84 2.08 1.84 1.40

Notes:

*While the indicator values from 2003 to 2013 are comparable, the methodology has considerably changed in 2018. As a

result, past vintages cannot be  compared with the 2018 PMR indicators.

1 Value added in constant prices divided by the number of persons employed.

2 Compensation of employees in current prices divided by value added in constant prices.

3 The methodologies, including the assum  ptions, for this indicator are shown in detail here:
http://www.doingbusiness.org/methodology.

4 Average of the answer to question Q7B_a. - "[Bank loan]: If you applied and tried to negotiate for this type of financing over
the past 6 months, whatwa s the outcome?". Answers were codified as follows: zero if received everything, one if received
75% and above, two if received below 75%, three if refused or rejected and treated as missing values if the application is st ill
pending or don't know.

5 Percentage of population aged 15 -64 having completed tertiary education.

6 Percentage of population aged 20 -24 having attained at least upper secondary education.

7 Index: 0 = not regulated; 6 = most regulated. The methodologies of the OECD pro duct market regulation indicators are
shown in detail here: http://www.oecd.org/competition/reform/indicatorsofproductmarketregulationhomepage.htm

Please be aware that the indicator values from 2003 to 2013 are comparable, however the methodology cha nged

considerably in 2018 and therefore past vintages cannot be compared with the 2018 PMR indicators.

8 Simple average of the indicators of regulation for lawyers, accountants, architects and engineers.

9 Aggregate OECD indicators of regulatio n in energy, transport and communications.

Source: European Commission; World Bank fi Doing Business (for enforcing contracts and time to start a business); OECD (for
the product market regulation indicators); SAFE (for outcome of SMEs' applications for ba nk loans).
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C. Standard Tables

Table C.6: Green growth

Green growth performance 2013 2014 2015 2016 2017 2018
Macroeconomic
Energy intensity kgoe |/ 016 0.14 0.14 0.14 0.14 0.13
Carbon intensity kg /| 00.32 0.30 0.30 0.29 0.29 -
Resource intensity (reciprocal of resource productivity) k g /| 00.41 0.39 0.38 0.37 0.39 0.39
Waste intensity kg /| a- 0.15 - 0.16 - -
Energy balance of trade % GDP -4.5 -3.8 -2.7 2.2 -2.4 -3.5
Weighting of energy in HICP % 11.29 10.92 11.02 9.22 9.02 9.94
Difference between energy price change and inflation  p.p. -5.8 -8.0 -5.5 04 7.3 5.7
. % of value
Real unit of energy cost added 16.5 16.2 17.0 17.9 - -
Ratio of environmental taxes to labour taxes ratio 0.10 0.10 0.11 0.12 0.12 -
Environmental taxes % GDP 2.5 2.5 2.6 2.7 2.7 2.7
Sectoral
Industry energy intensity kgoe |/ 010 0.10 0.09 0.09 0.09 0.13
Re_al_ unit energy cost for manufacturing industry exd % of value 240 24.0 253 26.8 ) }
refining added
Share of energy-intensive industries in the economy| % GDP 8.32 8.56 9.14 8.85 8.58 7.95
Electricity prices for medium-sized industrial users a / kwelil 0.11 0.11 0.11 0.11 0.11
Gas prices for medium-sized industrial users a / kwae.os4 0.03 0.03 0.03 0.02 0.02
Public R&D for energy % GDP 0.01 0.01 0.01 0.01 0.01 0.01
Public R&D for environmental protection % GDP 0.01 0.01 0.01 0.01 0.01 0.01
Municipal waste recycling rate % 52.8 53.8 53.5 53.5 53.9 54.5
Share of GHG emissions covered by ETS* % 37.9 38.5 38.1 37.1 38.2 38.2
Transport energy intensity kgoe |/ 051 0.51 0.51 0.52 0.52 0.52
Transport carbon intensity kg /| 0054 0.51 0.55 0.58 0.52 0.52
Security of energy supply
Energy import dependency % 77.1 79.8 83.9 75.4 74.8 -
Aggregated supplier concentration index HHI 16.1 14.5 13.7 14.9 17.5 -
Diversification of energy mix HHI 27.0 27.9 28.2 27.3 27.3 27.7

Note: All macro intensity indicators are expressed as a ratio of a physical quantity to GDP (in 2010 prices)
Energy intensity: gross inland energy consumption (in kgoe) divided by GDP (in EUR)
Carbon intensity: greenhouse gas emissions (in kg CO2 equivalents) divided by GDP (in EUR)
Resource intensity: domestic materi  al consumption (in kg) divided by GDP (in EUR)
Waste intensity: waste (in kg) divided by GDP (in EUR)
Energy balance of trade: the balance of energy exports and imports, expressed as % of GDP.
Weighting of energy in HICP: the proportion of 'energy' items in the consumption basket used for the construction of the HICP.
Difference between energy price change and inflation: energy component of HICP, and total HICP inflation (annual %
change).
Real unit energy cost: real energy costs as % of total value added for the economy.
Industry energy intensity: final energy consumption of industry (in kgoe) divided by gross value added of industry (in 2010

EUR).
Real unit energy costs for manufacturing in  dustry excluding refining: real costs as % of value added for manufacturing sectors.
Share of energy -intensive industries in the economy: share of gross value added of the energy -intensive industries in GDP.

Electricity and gas prices for m  edium -sized industrial users: consumption band 500 3820 00MWh and 10 000 -100 000 GJ; figures
excl. VAT.

Recycling rate of municipal waste: ratio of recycled and composted municipal waste to total municipal waste.

Public R&D for energy or for the environment: government spending on R&D for these categories as % of GDP.

Proportion of GHG emissions covered by EU emissions trading system (ETS) (excluding aviation): based on GHG emissions.
(excl. land use, land use change and fores try) as reported by Member States to the European Environment Agency.
Transport energy intensity: final energy consumption of transport activity including international aviation (kgoe) divided by
gross value added in transportation and storage sect or (in 2010 EUR).

Transport carbon intensity: GHG emissions in transportation and storage sector divided by gross value added in transportation
and storage sector (in 2010 EUR).

Energy import dependency: net energy imports divided by gross inland energy consumption incl. consumption of
international bunker fuels.

Aggregated supplier concentration index: Herfindahl index covering oil, gas and coal. Smaller values indicate larger
diversification and hence lower risk.

Diversific ation of the energy mix: Herfindahl index covering natural gas, total petrol products, nuclear heat, renewable
energies and solid fuels. Smaller values indicate larger diversification.

* European Commission and European Environment Agency - 2018 provisional data.

Source: European Commission and European Environment Agency (Share of GHG emissions covered by ETS); European
Commission (Environmental taxes over labour taxes and GDP); Eurostat (all other indicators).
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ANNEX D: INVESTMENGUIDANCE ON JUST TRAISITION FUND
2021-2027 FOR BELGIUM

Building on the Commission proposal, this AnnéX)(presents the preliminary Commissiene r vi c e s
views on priority investment areas and framework conditions for effective delivery for the2@@Z1Just
Transition Fund investments in Belgium. These priority investment areas are derived from the broader
analysis of territories facing serios®cioeconomic challenges deriving from the transition process
towards a climateeutral economy of the Union by 2050 in Belgium, assessed in the report. This Annex
provides the basis for a dialogue between Belgium and the Commission services as veetebs/amt

guidance for the Member States in preparing their territorial just transition plans, which will form the
basis for programming the Just Transition Fund. The Just Transition Fund investments complement those
under Cohesion Policy funding for whioguidance in the form of Annex D was given in the 2019
Country Report for Belgiuntt?).

I'n Bel gi um, the fAarrondi ssements de Tournai, Mo n s,
highest industrial greenhouse gas emission intensity, caused mainllgebgroduction of cement,

chemicals and electricity. In addition, Hainaut is a province formerly dependent on steel, textile and coal;

it is still undergoing industrial transition, with specific challenges in terms of economic development and

a relativelyhigh unemployment. Finally, the high intensity carbon sectors in the province employs over

13,000 employees. Based on this preliminary assessment, it appears warranted that the Just Transition

Fund concentrates its intervention on that region.

The carbonntensity of the industry in the province of Hainaut highlights the scale of the decarbonisation
challenge, suggesting that the sectors concerned would be likely to undergo by 2030 significant
restructuring in their industrial processes. The smart spediain strategies™{) provide an important
framework to set priorities for innovation in support of economic transformation. Key actions of the Just
Transition Fund could promote economic diversification and reskilling and increase the attractiveness of
the province for investments in line with the smart specialisation strategy, which identifies the sectors and
activities with most potential, i.e. industrial processes and materials; health and food; sustainable
development; mobility; and ICTs.

In order to &ckle the transition challenges, investment needs have been identified for alleviating the
sociceconomic costs of the transitidhyough actions targeting in particular:

A investments in research and innovation activities and fostering the transfer ofcediva
technologies;

investments in the deployment of technology and infrastructures for affordable clean energy, in
greenhouse gas emission reduction, energy efficiency and renewable energy;

productive investments in SMEs, including staps, leading to emomic diversification and
reconversion;

investments in enhancing the circular economy, including through waste prevention, reduction,
resource efficiency, reuse, repair and recycling;

investments in regeneration and decontamination of sites, riestdration and repurposing
projects;

upskilling and reskilling of workers.

To Do o o o

Some industrial sites in these areas, performing activities listed in Annex | to Directive 2003/87/EC,
employ a substantial number of workers and their activity is at risk dtleebo high greenhouse gas
emissions. Support to investments to reduce the emissions could be considered, provided that they
achieve a substantial reduction of emissions (going substantially below the relevant benchmarks used for
free allocation under Dir¢iwe 2003/87/EC) and on the condition that the investments are compatible
with the European Green Deal.

17 This Annex is to be considered in conjunction with the EGppsal for a Regulation of the European Parliament and of the
Council on the Just Transition Fund 262027 (COM(2020)22 and the EC proposal for a Regulation of the European
Parliament and of the Council laying down common provisions on the European &dggwelopment Fund, the European
Social Fund Plus, the Cohesion Fund, and the European Maritime and Fisheries Fund and financial rules for those and for the
Asylum and Migration Fund, the Internal Security Fund and the Border Management and Visa Ing0®hé(2020)23).

18 SWD(2019) 1000 final

119 As defined in Article 2(3) of Regulation (EU) No 1303/2013 (CPR)
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ANNEX E: PROGRESS TWARDS THE SUSTAINABL
DEVELOPMENT GOALS (BGS)

Assessment of Belgium & s  sthrm progress towards the SDGs (120)

Table E.1 shows the data for Belgium and theZBJor the indicators included in the EU Sh@licator

set used by Eurostat fanonitoring progress towards the SDGs in an EU cortéjt As the shorterm
trend at EUlevel is assessed over ay&ar period, both the value at the beginning of the period and the
latest available value is presented. The indicators are regularly updated Slttedicated sean of

the Eurostat website.

Table E.1: I ndicators measuring Belgiumds progress towards the SDC(

(Continued on the next page)

(*9Data extracted on 9 February 2020 from the Eurostat database (official EU SDG indicator set; see
https://ec.europa.eu/eurostat/web/sdi/rraisle3.

(**» The EU SDG indicator set is aligned as far as appropriate with the UN list of global indicators, noting that the UNsidéator
selected for global level reporting and are therefore not always relevant in an EU context. The EU SDG indicators have strong
links with EU policy initiatives.
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https://ec.europa.eu/eurostat/documents/3217494/9940483/KS-02-19-165-EN-N.pdf/1965d8f5-4532-49f9-98ca-5334b0652820
https://ec.europa.eu/eurostat/web/sdi/overview
https://ec.europa.eu/eurostat/web/sdi/main-tables
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