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Political tensions have increased and changes in government have become frequent in 
past years in Belgium, the sixth largest state in the euro area. And the new elections 
that take place this weekend after the recent collapse of the government are unlikely to 
bring political stability quickly. The deep political crisis hits Belgium at a time of 
economic challenges and rising sovereign debt. Without a stable government, 
necessary structural reform and ultimately the return to a policy of reducing debt will be 
delayed even more.   
Belgium is to some extent an economic union of three regions. Political stage remains divided 
along the language border, which has repeatedly led the country into political crises.  

Prime Minister Yves Leterme’s government has recently collapsed again because of a conflict 
of interest between the Dutch and French speaking regions and communities. Belgians will 
elect a new parliament on Sunday, 13 June.  

Belgium: A federal state without federal parties   
The political and federal system in Belgium is complex. Strictly speaking, there are no federal 
parties in this federal state. The parties pursue either the interests of the Dutch-speaking 
Flanders region or the interests of the French-speaking Walloon region.  

Although federalism in Belgium has a forty-year history, the conflicts of interests have not been 
overcome despite several reforms to the system.1 Besides the territorial division of the three 
regions, Flanders, Wallonia and Brussels, there is also a further level of interests comprising 
four cultural and language communities. Governments at local level have a very large number 
of competences, making vertical financial equalisation payments necessary through central 
government.  

Conflict between the regions/communities means frequent 
changes in government; new elections unlikely to bring stability   
The latest collapse of government last month was the result of a conflict growing for some 
years between the interests of the regions and communities.  
 
Belgium: Language border divides the country and the political scene  

Source: Commerzbank Research

                                                           
1 With the first government reform in 1971, the existence of three regions, Flanders, Wallonia and Brussels, 
and three cultural communities (Dutch (also called Flemish), French and German) was recognised in the 
constitution. Further state reforms in which spending and financing of the communities and the regions, 
provinces and communes were newly regulated, followed in 1980 and 1989. With the fourth state reform in 
1993, double-layered federalism was officially established. In 2001, the most recent government reform 
revised the financing and allocation of responsibilities of the Brussels region and the French community.  
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Research Note  
Eurozone: Belgium under pressure  

Result of parliamentary election in June 2007  Votes in % Seats 
CD&V – Christian Democrat and Flemish party (a list merger 
with the N-Va collapsed in summer 2008; both parties are 
now independent again) 

Flemish 23 

N-Va – New Flemish Alliance Flemish 

18.5 

8 
MR – Reform Movement Walloon 12.5 23 
Vlaams Belang (VB) –  Flanders Interests Party  Flemish 12.0 16 
Open VLD – Flemish Liberals and Democrats Flemish 11.8 18 
PS – Socialist Party Walloon 10.9 20 
Sp.a-spirit/SLP –  
Other socialist party and social liberal party  Flemish 10.3 14 

CDH – Humanistic Democratic Centre Walloon 6.1 10 
ECOLO – The Green Party Walloon 5.1 8 
LDD – List Dedecker party (conservative liberal) Flemish 4.0 5 
GROEN – The Flemish Green Party Flemish 4.0 4 
National Front (FN) Walloon 2.0 1 
Other  2.8 0 
Total  100.0 150 

9 June 2010 
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The current conflict essentially concerns a reform of the franchise in the only bilingual 
constituency of Brussels-Halle-Vilvoorde (BHV), which surrounds the capital. Both Walloon and 
Flemish parties are admitted in this constituency. However, the relatively large francophone 
section of the population is calling for more political power, which is rejected by the Flanders 
region. The same dispute was the reason why the last legislative period started in 2007 with a 
month-long political vacuum.   

A survey comparable with the last election result on the new elections this coming Sunday does 
not exist to date. Surveys are only made on the regional level. A clear shift to the right can be 
observed in the economically strong Dutch-speaking Flanders region. The separatist party N-Va, 
whose objective is independence for Flanders, recently achieved most support (slightly more 
than 20% in the region) and has overtaken the liberal political forces.  

That said, this cannot be said in general for the entire country. The Walloon parties, including the 
right wing, largely favour the existing federal system, especially since the region benefits from 
the financial equalisation scheme. In the structurally weak region, the election could reveal a 
shift to the left, on the other hand, which could make it even more difficult for a government to be 
formed. Ultimately, a division of the country, demanded by some extremist forces of the Flanders 
region, is not be seriously considered by the majority of politicians and the population of 
Belgium.  

The internal political dispute is clearly dominating the election campaign. European politics and 
the eurozone debt crisis are not playing a decisive role here. However, ultimately, conservative 
forces are likely to profit from the euro crisis. Clear and stable majorities are unlikely, though. On 
the contrary, the formation of a government should prove a difficult and lengthy process again 
and it is hard to envisage clear and stable majorities emerging in parliament from the new 
elections. 

Strong Flanders supports structurally weak Wallonia 
The federal system has essentially been able to soften political and social differences in Belgium 
so far. The financial equalisation scheme between the regions and communities has required 
regular adjustments, though, as there have been diverse economic developments not only 
between the regions but also within the regions themselves.  

The provinces of the Flanders region are economically strong, while, with one exception, the 
provinces of the structurally weak Wallonia show below-average economic performance within 
the country and also within the EU (see Chart 3).   

Although the gap between the economically strong Flanders and structurally weak Wallonia has 
steadily increased, the OECD has established in a report that the financial equalisation scheme has 
contributed significantly to ensuring that income gaps in Belgium are not particularly large by 
international comparison.2  

 

                                                           
2 OECD (2009): Fiscal Federalism in Belgium: main challenges and considerations for reform. 

CHART 1: Belgium – a divided country
 

 
Source: Belgien-mapped-out.com 
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However, should the country’s economic differences continue to grow, political tensions could 
get greater and the call for a division of the country could get even louder. Future reforms should 
therefore also provide incentives for the Walloon region to increase its competitiveness again. 
This would raise Belgium’s competitiveness overall and expand the scope for budget 
consolidation.   

 
CHART 2: North-South economic gap 
Percentage shares of Belgian regions in GDP, in population and area, 
2008 

 CHART 3: Wealth gap between Belgium provinces  
Per capita GDP in % compared to EU-average  
(Fla = Flanders, Wal = Wallonia), 2007 
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Budget consolidation has started; sovereign debt remains high  
Judging by public debt as a percentage of GDP, Belgium ranks third in the EMU. Only Italy and 
Greece have accumulated more debts (chart 4). If we look back, we see that Belgium had the 
highest debt ratio of these three countries, at over 130%, in the first half of the 1990s. The 
country then steered a course of drastic savings and managed to reduce its debt on a significant 
scale, aided by falling interest rates prior to the introduction of the euro (chart 5).  

Since 2008, debt has been rising markedly again on the back of a softer financial policy, the 
economic slump and government support to the financial sector. This year, Belgium wants to save 
again. Some of the temporary measures implemented during the crisis, will expire. Furthermore, 
the government increases income tax in Flanders as well as corporate tax and cuts public-sector 
wage bill. These measures will help to reduce the total state deficit of 6% of GDP last year to just 
under 5% this year (chart 6).  

 
CHART 4: Belgium has third highest debt level   
State debt ratio in % of GDP, 2009 

 CHART 5: Will Belgium be able to return to a consolidation 
course? 
State debt ratio in % of GDP, forecast for 2010 
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Consequently, Belgium would actually be reducing its new debt at a stronger rate than several 
other EMU countries, but this is by no means enough to stop the rising debt, which looks set to 
exceed the value of GDP in 2010.  

Sources: Global Insight, Commerzbank Research  

Outlook for fiscal policy  
In order to stabilise debt in relation to GDP at the level of 2010, the country would have to reduce 
the deficit ratio adjusted by interest payments and cyclical factors by more than one percentage 
point. This is more than Italy has to do but much less than the task facing Greece. By 2012, 
Belgium intends to cut its budget deficit to 3%, although the measures in the stability programme 
for the next two years are still vague. In order to return to a course of sustainable consolidation, the 
next government has to take control of spending on pensions in particular.3 Reforms so far, for 
example on early retirement, have not been sufficient. Without further restructuring of the system of 
old age provision, Belgium is at risk of experiencing a rise in spending on pensions from 10% in 
2008 to 13.9% by 2030 according to an EU Commission projection. Of all EMU states, only Greece 
risks an even greater rise. Although the average pension level of the Belgians is relatively modest, 
Belgian employees retire earlier than employees in other countries. Only around 36% of the 
population aged between 55 and 64 participate in the labour market, compared with levels of 
between 41 and 57% in nearly all other EMU countries.  

Conclusion 
Most parties in Belgium believe it is necessary, in principle, to consolidate the state budget. 
However, the forthcoming and presumably lengthy process of forming a government should 
make it more difficult for politicians to implement economic policies. It is therefore questionable 
whether far-reaching reforms can still be tackled this year. The political risk in Belgium will 
remain high in subsequent years too. The longer political uncertainties and instability persist and 
block the ability to make reforms, the greater the risk is that the market will reassess the 
medium-term economic and financial soundness of the country or the rating agencies will 
question their currently stable assessments (Fitch/S&P: AA+, Moodys: Aa1). On the positive side, 
however, Belgium has managed to make cuts and reduce debt for many years. We assume that  it 
will succeed again.   

CHART 6: Belgium reduces its deficit 
Public deficit in % of GDP, 2010 and 2011 forecasts 

 CHART 7: The market sees Belgium in the midfield 
Risk premiums for government bonds on German Bunds, maturity of 
10 years, in bps 
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3 See Research Note, 30.3.2010: Rising pension expenditures: How hard will the individual euro countries be 
hit? 

Key macroeconomic figures for 
Belgium  2007 2008 2009 2010e 2011e 

GDP, real, in % yoy 2.8 0.8 -3.0 1.1 1.5 
Unemployment rate (ILO), in %  7.5 7.0 7.9 8.3 8.1 
Consumer prices (HVPI), in % yoy 1.8 4.5 0.0 1.4 1.5 
Budget deficit , in % of GDP -0.2 -1.2 -6.0 -4.8 -4.1 
Sovereign debt, in % of GDP 84.2 89.8 96.7 100.6 101.4
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