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In the first half of 2002 the world economy seemed to recover from the sharp decline during 2001. This

recovery was not, however, confirmed during the second half of the year.

In this muddled international business climate, the recovery of the Belgian economy is postponed until

the second half of 2003. In annual average terms, GDP should grow this year by 1.3%. For the first
two quarters of this year, positive but very modest GDP growth is assumed. Growth should be higher

during the second half of the year, but clearly not as high as seen in previous economic recoveries in

1996 and 1999. Under these circumstances, the employment rate should fall for the second consecutive

year, thus scoring 0.6 points lower than its previous peak in 2001. Consumer price inflation should

remain rather stable at around 1.4%.

As economic agents are at present spellbound by the growing threat of a war in the Middle East, and

the outcome of that conflict situation is hard to predict, the uncertainty margin surrounding the
international economic context, is of course extremely high.
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Reform of network industries in Belgium

Network industries are in the middle of a process of mar-
ket reform. The essential feature of this reform is the
introduction of competition in markets that have, for
many years, been monopolies at the national level. Its
basic aims are the creation of an EU internal market and
an improvement of market performance. One precondi-
tion is that network industries must serve the public inter-
est. The purpose of this article is to summarise the cur-
rent state of affairs concerning the reform of
telecommunications, electricity, gas, postal services and
railways in Belgium.

Intervention in network industries

Network industries have economic characteristics that
are significant in determining the efficient functioning
of their markets. The first is the existence of network ex-
ternalities. This means that the benefit a user derives
from the network is determined not only by the use of
the network as such, but also by the total number of us-
ers. The second is the possible existence of natural mo-
nopolies in the infrastructure networks. This means that
it is not always efficient to have more than one network,
so that the single network comes to be in a monopoly
position. The third is the delivery of services in the pub-
lic interest. Economically, network industries provide
essential inputs for virtually all other economic activi-
ties. Socially, many network services are considered as
basic needs for all citizens.

Efficient network industries contribute towards the effi-
cient functioning of other industries and hence also to-
wards competitiveness. It is therefore important for eco-
nomic policy to create the conditions under which
network industries will work efficiently. These condi-
tions, however, are strongly influenced by the character-
istics set out above.

In a natural monopoly, a market may, without interven-
tion, behave in such a way that the public interest is not
served. In the past, this has led to the creation of
state-controlled monopolies that produced both the in-
frastructure and downstream activities. In the EU con-
text, however, the existence of such monopolies was no
longer compatible with the internal market. Further-
more, thinking in this area had evolved so that it was
considered that an opening up of network industries
would improve their functioning, which is the aim of
the Lisbon strategy. Finally, for some industries, techni-
cal progress had reduced the cost of infrastructure and
enlarged the number of services on offer. Initiatives
have therefore been taken to reform certain network in-
dustries.

Economic significance

As we have already mentioned, network industries are
important for the economy. The five industries consid-
ered here produced 5.7% of Belgium's value added in
2001 and employed 144,000 persons (Tables 1 and 2)!.
This is their direct economic impact. Since 1995 their
value added growth has been higher than the Belgian
average, but employment growth has been lower. This
implies an increase in productivity, which has been par-
ticularly true in the cases of telecommunications, elec-
tricity and gas.

Table 1 - Value added creation of network industries in
Belgium (mio EUR, current prices)

1995 2001 Real growth
(average per
year)
5 network industries 10,907 13,455 5.5%
Total Belgium 190,125 235,816 2.6%
Share 5.7% 5.7%

Source: INR/ICN (calculation based on national accounts)

Table 2 - Wage- and salary earners in the Belgian network
industries (number of persons)

1995 2001 Growth
(averageper
year)
5 network industries 141,698 143,858 0.3%
Total Belgium 3,138,650 3,465,683 1.7%
Share 4.5% 4.2%

Source: INR/ICN (calculation based on national accounts)

The economic significance of these five industries is not
limited to them but extends to the whole economy. The
backward impact refers to the value added created by
activities that supply inputs to the network industries.
The forward impact refers to the activities that use the
outputs from the network industries, which, in fact, cov-
ers virtually every economic activity, including consum-
er demand.

The state of reforms in Belgium

The economic reforms were initiated by the EU through
anumber of directives that prescribed a calendar for the
gradual opening up of the markets. The reforms mostly
include: separation of infrastructure from downstream
activities; transparent and nondiscriminatory access to
the infrastructure; control of access pricing; adequacy of
investment programmes; phasing of reforms; safe-
guarding of the public interest; and the appointment of
a market regulator.

1. Total value added is closely related but not equal to GDP
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SPECIAL TOPIC

The telecommunications market was fully opened up
for competition in 1998. Entry is allowed into both infra-
structure and downstream activities. In September 2002
there were 48 licensees for public network operations in
Belgium, 32 for voice telephony and 3 for mobile teleph-
ony. Strong competition only exists in the mobile and in-
ternational calls markets. In the remainder the incum-
bent (Belgacom) has maintained a dominant position.
Its market shares remain large, even though they are on
a downward trend. One of the main problems hamper-
ing effective competition is the slow opening up of the
local loop, which is almost completely controlled by the
incumbent. The role of the regulator is therefore crucial,
and is mainly focused on controlling conditions for in-
terconnection, broadband access and unbundling of the
local loop.

The markets for electricity and gas must, according to
EU legislation, be opened up for industrial consumers in
2004 and for all consumers in 2007. This scheme is basi-
cally being followed in Belgium, where several adminis-
trative levels are involved. The transport networks are
an area of federal competence and distribution net-
works are regional. In one of the regions (Flanders) full
market opening will already be achieved this year. At
present, the markets are open for large industrial con-
sumers, who collectively represent more than half of the
sales volume. In practice only a limited number of cus-
tomers have switched suppliers, so that the incumbent
(Electrabel, a private company) still has a high market
share. Legal separations between infrastructure and
purchase/sales activities have been decided upon: sepa-
rate transport network operators are being created,
while the creation of distribution network operators is
under way. The incumbent, however, still owns signifi-
cant shares in network operations, as well as electricity
generation.

In January 2003, in accordance with EU legislation, the
postal market was opened for all items above 100 grams.
Until that time the threshold was 350 grams and free en-
try for express mail was established. This situation led
to the rise of about 700 large and small courier services
and the entry of some foreign postal incumbents. In
2006 the threshold will be lowered to 50 grams. The
large 0-50 grams market segment, however, is still re-
served for the incumbent (De Post/La Poste), at least for
the time being. Through management contracts with the
incumbent, the State safeguards the public interest by
imposing public service obligations while compensat-
ing for the costs involved.

In the railway industry a significant step will be taken in
March 2003 when freight traffic is liberalised on Europe-
an main lines. Until now only limited third party access
had been allowed, leading to the entry of a first compet-
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itor in 2002. Full market opening for freight is expected
in 2008. For passengers no market opening is foreseen
during the next few years. As prescribed by EU legisla-
tion there is a separation of the incumbent's
(NMBS/SNCB) accounts between infrastructure and
train operations. A regulator will be created, who will be
in charge of network access management. The public in-
terest is safeguarded by management contracts that im-
pose public service obligations while providing com-
pensation for the costs involved.

Impact on prices, quality and productivity

Expected outcomes of the market reforms are lower
prices, improved quality and higher productivity. Given
the early stage of market opening, there is limited evi-
dence for this so far. Graph 1 shows price evolutions
from Eurostat consumer price data. In telecommunica-
tions there has been a 15% fall in prices since the open-
ing of the market. In gas and electricity there have been
tariff revisions, more or less in anticipation of the ex-
pected opening of the markets. These were, however,
(over)compensated by recent fuel price increases.

Graph 1 - Price developments in the Belgian network
industries

140

50 /™
/
/-
100_#

920 a———

1996 1997 1998 1999 2000 2001 2002

— Gas e Railways: passengers
e Postal services Electricity
— = Telephone and telefax services

Quality in telecommunications has been improved by
the large scale digitalisation of the network and the de-
velopment of new services. From 1995 to 2001, produc-
tivity in this industry has grown by about 7% per year.
These developments may be related to market reforms,
but also to technical progress. In the other industries
there have also been quality and productivity improve-
ments in some cases, but these were induced by other
developments.

"Network Industries in Belgium: Economic Significance and
Reform” D. Gusbin, C. Kegels, P. Vandenhove, |. van der Lin-
den & M. van Overbeke, 2003, Working Paper 1-03.



Economic forecasts 2003

A promising recovery in the world economy during the
first half of 2002... was not confirmed in the second half
of the year

In the first half of 2002 the world economy seemed to re-
cover from the sharp decline during 2001. This recovery
was not, however, confirmed during the second half of
the year. Both in the US and the euro area it soon became
obvious that the steep climb of yoy growth rates in in-
dustrial production would not be sustained during the
second half of 2002. From last summer onwards, the
stock markets plummeted again. Gradually, the persist-
ent geopolitical instability in the Middle East began to
take its toll. As a result of all this the cyclical revival,
which was initially of a rather technical nature (reduced
destocking) and was stimulated somewhat artificially,
especially in the US, by an expansive monetary and
budgetary policy, did not lead to a lasting improvement
in demand prospects and increasing investment. Al-
though the labour market in the euro area stood firm for
a long time, the muddling international business cycle
during the second half of the year eventually resulted in
a decline in employment.

Hypotheses on the international context in 2003 amidst
extreme uncertainty

At present, economic agents are spellbound by the
growing threat of a war in the Middle East. On an eco-
nomic level, this is currently resulting in higher oil pric-
es, declining stock prices and a cautious attitude among
consumers and investors. Considering the fact that the
outcome of that conflict situation is hard to predict, the
uncertainty margin surrounding the hypotheses on the
international economic context, is extremely high.

The hypotheses on exchange rates, interest rates, and oil
prices in these forecasts are based on prices on the fu-
tures markets at the end of January.

The Brent price should remain over 30 dollars per barrel
during the full first half of the year, dropping to 26 dol-
lars in the last quarter. This implies that the risk premi-
um included in the oil price should disappear during
the second half of the year. Throughout the year, the dol-
lar should recover some lost ground, but should still
lose, in annual average terms, 11% in value compared to
the euro. As a result, oil prices, expressed in euro,
should increase by barely 3% this year. During the first
half of the year, the European money market interest
rate should fall slightly. After a weak start at the begin-
ning of the year, world trade should gradually improve.

In a context of a muddled international business climate,
the recovery of the Belgian economy is postponed until
the second half of 2003

After the decline of the international business cycle dur-
ing the second half of last year, it is not surprising that
the economic indicators for the Belgian economy were
hardly bright during the first weeks of this year. This
was illustrated by the fact that, in January, consumer
and business confidence both declined strongly for the
second consecutive month, thus reaching their lowest
level in the past twelve months.

Graph 1 - Quarterly GDP at constant prices and contribu-
tions of its main elements, seasonally adjusted,
corrected for calendar effects, qoq
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In that context, positive but very modest GDP growth is
assumed for the first two quarters of this year (0.2% of
qoq in Q1 and 0.3% in Q2). GDP growth should not im-
prove until the second half of the year (0.5% in Q3 and
0.6% in Q4). These growth rates are clearly not as high as
those seen in previous economic recoveries in 1996 and
1999. In annual average terms, GDP should increase by
1.3% in 2003.

With a growth rate of 1%, private consumption should
record a moderate increase for the third consecutive
year. Consumption is not expected to keep pace with the
increase in households” purchasing power (1.6%). The
increase in the unemployment rate and the fall in stock
prices are encouraging households to save a larger pro-
portion of their income (the household savings rate
should increase from 15.6% last year to 16.1% this year).
The growth in households’ real disposable income this
year is largely fed by the reduction of personal income
taxes, whereas primary gross income should only grow
very slightly.

After negative growth in 2002 (-3.6%), business invest-
ment should again record limited positive growth (1%)
in 2003 as a result of improving profitability and a re-
sumption in growth during the second half of the year.
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ECONOMIC FORECASTS

The uncertain demand prospects and the stock market
crisis, however, are preventing a quick recovery of com-
pany investment, so that the investment ratio (as a per-
centage of GDP) should remain stable in 2003 and is not
expected to compensate for last year’s decline. Last year,
housing investment also declined in volume (-2.9%) but
it should resume moderate positive growth this year
(1.2%). Just like last year, the smaller reduction in stocks
should lead to a slightly positive contribution (0.3%) to-
wards GDP growth. All in all, total domestic expendi-
ture should grow by 1.4% this year, after growth of 0.4%
last year.

Graph 2 - Belgian export markets
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Trend of Belgian export markets (volume index)

During the first half of 2002, the volume of world trade
resumed positive qoq growth rates after a decline (in
level) during each of the four quarters of 2001. In the last
quarter of last year, however, world trade growth again
collapsed and for the first quarter of this year, no im-
provement whatsoever is to be expected. In the second
half of 2003, world trade should return to its long-term
trend. That should result in growth of 4.4% in our for-
eign markets, compared to an increase of only 0.5% last
year. Considering the structural loss of market share
and a small deterioration of competitiveness, resulting
from a more expensive euro, Belgian exports should
grow by 2.8% in 2003. Assuming that import growth
also picks up (to 3%), net exports should not contribute
to GDP growth this year.

Employment rate declines for the second consecutive year

The sustained growth in domestic employment since
the second half of the 1990s stopped abruptly during the
last quarter of 2001. At the end of 2002, domestic em-
ployment was 23,000 units below its highest level,
reached five quarters earlier. Employment growth
should only resume slightly during the second quarter
of this year. That growth should not, however, be strong
enough to lift the annual average employment level
above last year’s level. On an annual average, domestic
employment in 2003 should more or less maintain the
status quo as compared with last year (slight fall of 1,000
units), after recording a drop of 9,000 units in 2002. The

o

employment rate (ratio of employment to population of
working age) should fall for the second consecutive year
and reach an annual average of 61.6%, thus scoring 0.6
points lower than its previous peak in 2001.

The labour force (FPB’s definition) should keep growing
in 2003 (by 32,000 units). Nevertheless, demographic
shifts hardly contribute to the development of labour
supply and there is no more impetus from the regulari-
zation campaign. On the other hand, the structural
trend towards higher female participation in the labour
market is amplified because, at the beginning of this
year, the female pension age was raised by one year.

Under these circumstances, the increase in unemploy-
ment (FPB’s definition) in absolute terms should be
somewhat higher than last year (i.e. by 32,400 units),
whereas the unemployment rate should grow from
13.3% last year to 13.9% this year. In 2003, the unem-
ployment rate according to the standardized Eurostat
definition should increase to 7.7%, as compared with
7.3% in 2002 and 6.7% in 2001.

Consumer price inflation rather stable at around 1.4% in
2003

This year, inflation, measured by the yoy increase of the
national consumer price index, should fluctuate be-
tween 1.2% and 1.6% and end up at an annual average
of 1.4%. On the one hand, the underlying inflation
should fall during the year, among other things as a re-
sult of the appreciation of the euro and a moderate evo-
lution of wage costs per product. Energy prices should
also have a mitigating effect on inflation during the
course of this year. On the other hand, the effect of the
abolition of radio and television taxes in Flanders and
Brussels should gradually disappear from April on-
wards. Prices of fresh vegetables and fruit (in early 2003,
they were exceptionally more than 10% lower than the
level seen a year ago) should also have an upward im-
pact on inflation during the next few months. These mu-
tually compensating effects should lead to a rather sta-
ble evolution of inflation during the course of 2003.

With an annual average growth rate of 1.3%, the health
index, which is not affected by the higher excise duties
on tobacco introduced early this year, should grow
somewhat less than the national consumer price index.
In accordance with the monthly health index forecasts,
the pivotal index — which is currently 111.64 — should
next be passed in July 2003. As a result, social benefits
should be adjusted by 2% in August 2003 and wages of
public servants in September 2003.

Further detailed comments and graphs on these economic fore-
casts can be found in the section ‘Recent economic develop-
ments’ in this Short Term Update.



Economic forecasts for Belgium by the Federal Planning Bureau

Changes in volume (unless otherwise specified) - Finalised on February 14th 2003

2000 2001 2002 2003
Private consumption 3.4 0.9 0.6 1.0
Public consumption 2.3 2.2 1.5 1.5
Gross fixed capital formation 41 0.5 -2.6 0.5
Final national demand 3.6 0.5 0.4 1.4
Exports of goods and services 8.2 1.1 -1.0 2.8
Imports of goods and services 8.4 0.8 =15 3.0
Net-exports (contribution to growth) 0.3 0.3 0.3 0.0
Gross Domestic Product 3.7 0.8 0.7 1.3
p.m. Gross Domestic Product - in current prices (bn euro) 247.47 254.28 261.83 271.05
National consumer price index 25 25 1.6 1.4
Consumer prices: health index 1.9 2.7 1.8 1.3
Real disposable income households 2.7 0.5 1.5 1.6
Household savings ratio (as % of disposable income) 15.1 14.9 15.6 16.1
Domestic employment (change in ‘000, yearly average) 751 58.6 -9.0 -1.2
Unemployment (Eurostat standardised rate, yearly average) [1] 6.9 6.7 7.3 7.7
Current account balance (BoP definition, as % of GDP) 41 4.0 5.4 5.7
Short term interbank interest rate (3 m.) 4.4 4.2 3.3 25
Long term interest rate (10 y.) 5.6 5.1 5.0 4.3

[1] Other unemployment definitions can be found on page 14

Economic forecasts for Belgium by different institutions

GDP-growth Inflation Government balance Date of update
2002 2003 2002 2003 2002 2003

Federal Planning Bureau 0.7 1.3 1.6 1.4 . . 2/03
National Bank of Belgium 0.7 . 1.6 . 0.0 . 2/03
European Commission 0.7 2.0 1.6 1.4 -0.1 0.0 11/02
OECD 0.7 21 1.6 1.4 0.0 0.0 11/02
IMF 0.6 22 1.6 1.2 -0.1 -0.3 9/02
BBL 0.7 1.4 1.6 1.5 -0.2 -0.4 2/03
Fortis Bank 0.7 1.8 1.6 1.6 0.0 -0.2 2/03
Dexia 0.7 1.4/20| 1.6 1.6 . . 2/03
KBC Bank 0.7 1.6 1.6 1.0 0.0 -0.2 1/03
Morgan Stanley 0.6 1.2 1.6 1.5 -0.2 -0.3 12/02
Petercam 0.7 0.75 1.6 0.75 -0.1 -0.5 2/03
IRES 0.6 1.4 1.6 1.6 0.0 -0.2 12/02
DULBEA 0.75 1.5 1.75 1.5 0.0 -0.75 11/02
Consensus Belgian Prime News 0.7 1.6 1.6 1.4 -0.1 -0.1 1/03
Consensus Economics 0.7 1.6 1.6 1.6 . . 2/03
Consensus The Economist 0.7 1.4 1.7 1.3 . . 2/03
Consensus Wirtschaftsinstitute 0.5 1.8 1.6 1.6 -0.8 -0.8 10/02
Averages

All institutions 0.7 1.6 1.6 1.4 -0.1 -0.3

International public institutions 0.7 2.1 1.6 1.3 -0.1 -0.1

Credit institutions 0.7 1.4 1.6 1.3 -0.1 -0.3

Collaborating institutions for The Economist: ABN Amro, Deutsche Bank, EIU, Goldman Sachs, HSBC Securities, KBC Bank, Merrill
Lynch, J.P. Morgan Chase, Morgan Stanley, Nordea, Decision Economics, BNP Paribas, Royal Bank of Canada, Schroder Salomon
Smith Barney, Scotiabank, UBS Warburg.

Wirtschaftforshungsinstitute: DIW (Berlin), Ifo (Miinchen), HWWA (Hamburg), IfW (Kiel), IWH (Halle), RWI (Essen)

O

SLSVOHIYOd ODIWNONOODH 10 AMVININNS



RECENT ECONOMIC DEVELOPMENTS

General economic activity

Table 1 - GDP growth rates, in %

YoY growth rates, in % QoQ growth rates, in %
o1 02 | 01Q4 02Q1 0202 0203  02Q4 | 0104  02Q1  02Q2 0203 024
Germany 0.6 0.2 -0.1 1.2 0.4 1.0 05 -0.3 03 0.2 03 0.0
France 18 12 04 0.7 12 12 17 -0.3 0.7 0.4 03 0.2
Netherlands 1.3 03 06 -0.1 0.2 0.7 03 -0.1 0.0 03 0.2 0.1
Belgium 08 0.7 -0.5 -0.5 03 14 16 05 05 04 04 02
Euro area 14 05 -0.2 0.7 1.4 -0.2 0.4 0.4 03
United States 03 24 0.1 14 22 33 28 0.7 12 03 1.0 0.2
Japan 04 03 2.3 -3.0 -0.2 18 24 -0.4 0.1 13 0.7 05
Source: INR/ICN, National sources, Eurostat
Graph 1 - gpp-growth (t/t-4), in % The expected strengthening of the world economy in the
second half of last year did not materialise. On the con-
: trary, both soft and hard data pointed to a disappointing
71— I Belgium
Euro area setback. Although some stabilisation was seen in the fi-
I e nelghbouring cauntries nancial markets at the end of 2002, uncertainty among
° l investors and consumers has been exacerbated by rising
1 77‘[ 4vul§l\> geopolitical tensions that continue to exert a drag on do-
8 Y\ \ mestic spending. After strong figures from the US in the
21K | i '\ third quarter of 2002, economic activity slackened in the
1 NS I I | I I h last quarter. The rebound in the Japanese economy from
0 ! I - I ! I ! ! ! i ! ! ! ! | I L] the second quarter of 2002 onwards should be only
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Graph 2 - GDP business cycle
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mained subdued in 2002, dampened largely by the slug-
gish evolution of activity in Germany.

Belgian quarterly GDP growth throughout 2002 was in
line with the average for the euro area, although growth
was slightly higher in the third and the fourth quarter
on basis of the first estimations for our neighbouring
countries. Yoy growth rates turned out to be positive in
both areas from 2002Q2 onwards. The main difference
lies in the composition of growth in the third quarter.
While the contribution of net exports in Belgium turned
out to be negative but was compensated by the rebuild-
ing of stocks, the contribution of net exports to real GDP
was positive in the euro area the contribution from
changes in inventories became negative.

The Belgian business cycle, which used to be considered
as a leading indicator for the euro area economy by one
quarter, is suggesting that the bottom of this downward
cycle might have been reached in the second quarter of
2002. However, the business survey indicator of the Na-
tional Bank of Belgium, which has an average lead of
two quarters with respect to the euro area business cy-
cle, suggests that the upturn may have been hesitating
around the turn of the year.

The FPB leading indicator for Belgium indicates that Bel-
gian quarterly GDP growth should remain relatively
subdued in the first half of the current year and also that
the expected rebound in the second half will be less pro-
nounced than in the previous upturns in 1996 and 1999.



Graph 4 - Business cycle: global evolution
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Graph 5 - Business cycle: sectoral evolution
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Graph 6 - Manufacturing industry: order books
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Graph 7 - Industrial confidence: international comparison
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After a short pick up during the first half of 2002, the
smoothed overall business indicator has been following
a downward trend since mid-2002. So far, 2003 has
brought no change for the better. In fact, the overall syn-
thetic indicator continued its fall in January and the
small recovery in February will probably fail to lift the
average level of 2003Q1 above the level of the final quar-
ter of last year. This should result in the third consecu-
tive quarter with a deterioration in the global business
climate. This overall performance conceals rather diver-
gent sectoral developments.

The fall in the overall synthetic indicator since mid-2002
is mainly due to a deterioration of the business climate
in the manufacturing industry. The indicators related to
foreign order books fell particularly sharply, while do-
mestic orders in manufacturing industry followed a
rather flat pattern. The very volatile pattern of the for-
eign order books indicator during the last few months is
hard to interpret; whether the rise of this indicator in
February is a forerunner of a fundamental improvement
is consequently difficult to assess.

Both the rise and the fall in industrial confidence in 2002
were more pronounced in Belgium as compared with
the euro area. This phenomenon is, of course, related to
the open character of the Belgian economy and its limit-
ed size and has also been observed during past business
cycles.

Contrary to what happened in the manufacturing in-
dustry, confidence in the trade sector remained on an
upward path for the greater part of 2002. During the last
few months the trade sector indicators have shown rath-
er erratic movements. The smoothed indicator should
probably soon reach a standstill, but its future direction
is very hard to foresee.

The building industry shows a different picture. As a
consequence of a downturn in both the residential
(housing investment) and non-residential (business in-
vestment) building sectors, the synthetic building in-
dustry indicator did not pick up at the end of 2001 (con-
trary to what was noted in manufacturing industry and
trade). An upturn in the smoothed building industry in-
dicator was only observed from August 2002 onwards,
at a time when the rest of the economy began its down-
turn. The deterioration in the building sector in January
2003 was partly affected by bad weather conditions and
this effect disappeared in February; the fundamental
trend in the building sector is still pointing slightly up-
wards.

The weakening of the indicator of the business-related
services sector (which is not included in the overall syn-
thetic indicator), which began in June 2002, broadly con-
tinued during the first two months of this year.

I
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RECENT ECONOMIC DEVELOPMENTS

Private consumption

Table 2 - Private consumption indicators

o1 02 02Q1 02Q2 02Q3 02Q4 02M8 02M9 02M10 02M11 02M12 o3Mm1
Turnover (VAT) - retail trade [1] 7.3 . 0.4 6.1 6.3
New car registrations [1] -5.1 -4.3 5.4 -3.6 -10.6 -14.0 -20.8 3.5 -10.7 -18.0 -14.4 -10.2
Consumer confidence indicator [2] 0.6 2.7 -3.0 -1.3 -2.7 -3.7 -3.0 -3.0 -2.0 -2.0 -7.0 -11.0

[1] Change (%) compared to same period previous year; [2] Qualitative data
Source: NIS/INS, Eurostat, Febiac, FPB

Graph 8 - Private consumption cycle

Private consumption cycle: Belgium
Private consumption cycle: euro area Q
1

0.5

o\
AN

-1.5

95Q1 96Q1 97Q1
Source: INR/ICN, Eurostat, FPB

98Q1 99Q1 00Q1 01Q1 02Q1

Graph 9 - Private consumption growth and leading indicator

5 —| N Private consumption growth (annualised 4-quarter moving average) —

45 FPB Leading indicator
4

35
3

25 J

—
allll

02Q1

1
0

96Q1 97Q1 98Q1 99Q1 00Q1
Source: INR/ICN, FPB forecasts from 2002Q4 onwards

01Q1 03Q1

Graph 10 - Consumer confidence: international comparison

20 T T T

Euro area l\/A

10 4

5
’ N
-5 A

=

Belgium

| fV

o

el

-20

-25
96M1 97M1
Source: Eurostat

98M1 99M1 00M1 01M1 02M1 03M1

>

The Belgian private consumption cycle, which began a
downward movement in the fourth quarter of 2000, bot-
tomed out during the third quarter of 2002. Since this is
not yet the case for the euro area consumption cycle, it
seems that the turning point in the consumption cycle
will come earlier in Belgium than in the euro area. This
is in line with past observations, as peaks and troughs in
the Belgian consumption cycle generally occur about
two quarters ahead of those in the euro area.

Private consumption growth is estimated to be 0.6% in
2002. This growth rate was negatively influenced by,
among others, the gloomy starting point due to the de-
cline of consumption during the last three quarters of
2001. Moreover, the savings rate continued to rise in
2002, which dampened the effect of the stronger growth
in disposable income.

A number of consumption indicators reflect the fact that
Belgian consumers have become more reluctant to
spend. On the one hand, new car registrations declined
progressively during the last three quarters of 2002. As a
result, total new car registrations reached their lowest
level since 1998 last year. The development of consumer
confidence, on the other hand, was quite promising dur-
ing the first half of 2002 as it swiftly recovered from its
post-September 11 levels in both Belgium and the euro
area. During the second half of last year, however, it
again started out on a downward trend that was rein-
forced by the threat of a military conflict in Iraq. As a re-
sult of these tensions Belgian and European consumers
have become more pessimistic about the future econom-
ic situation and the evolution of unemployment.

This year, households’ purchasing power should benefit
from fiscal reform. The poor performance of the labour
market and the stock markets in 2003 will, however, lim-
it the upside potential for private consumption as they
will cause a further rise in the savings rate. As a result
private consumption should increase moderately in
2003 (+1.0%), which is confirmed by the evolution of the
leading indicator.



Business investment

Table 3 - Business investment indicators

o1 02 03 02Q1 02Q2 02Q3 02Q4 02M4 02M5 02M6 02M7 02M8
Investment (VAT) [1]
Industrial companies -1.7 -12.3 -7.4 -7.8 -10.7 -4.1 -15.2 -18.2
Non-industrial companies 5.0 -2.8 -6.5 -11.2 -9.3 0.4 2.0 -11.6
Total companies 29 -7.0 -6.6 -9.7 -9.6 -1.1 -4.0 -13.9
Investment survey [1] -1.0 -14.9 8.3
Capacity utilisation rate (s.a.) (%) 80.7 79.9 79.8 80.4 79.9 79.5

[1] Change (%) compared to same period previous year
Source: NIS/INS, NBB, FPB

Graph 11 - Business investment cycle
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The strong downward movement in the business invest-
ment cycle that characterises the current economic slow-
down, has not yet come to an end. Although corporate
investment again rose in Belgium during the third quar-
ter while it stabilised in the euro area, both series are
now 2% or even more below their trend value due to the
negative growth rates seen in 2001 and in the first half of
2002.

The poor performance of business investment during
the last two years should result in a decline of 3.6% in
2002. Several sources confirm that this year will be less
gloomy. Firstly, the latest survey of investment in Bel-
gian manufacturing industry showed that entrepre-
neurs estimate investment growth to be 8.3% (current
prices) this year, which is a lot better than the negative
growth rate of -14.9% they expect for 2002. The figure
for 2003 should be interpreted with caution, however,
since entrepreneurs systematically proved to be too op-
timistic in the November survey concerning future in-
vestment. Secondly, business investment indicators lead
to the expectation of a moderate pick-up of investment.
The rate of capacity utilisation in manufacturing indus-
try declined somewhat during the second half of 2002,
but it remained at a respectable level in view of the weak
economic growth during the past two years. These signs
should be interpreted with caution as indicators from
the NBB business survey related to investment goods
also show some hesitation to invest. They declined
again recently due to tensions in the Middle East.

Our latest forecasts confirm this evolution as they indi-
cate that investment growth should be 1% this year. Im-
proved profitability and the modest upturn in the sec-
ond half of this year should encourage companies to
invest, although there is a risk that poor stock market
performance and the uncertain outlook will dampen
corporate investment. Consequently the investment rate
at constant prices (real business investment as a percent-
age of GDP) should stabilise this year after a decline of
0.6 percentage points last year.

D
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RECENT ECONOMIC DEVELOPMENTS

Housing investment

Graph 14 - Housing investment growth and leading indicator
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Graph 15 - Mortgage rate (%)
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According to the latest quarterly national accounts,
housing investment growth (annualised 4-quarter mov-
ing average) became negative in the first quarter of 2001
and fell back further until the third quarter of 2002. First
estimates for the fourth quarter of 2002 do not suggest
any improvement. As a result, housing investment
should have decreased by 2.9% last year, after a fall of
2% in 2001.

The FPB leading indicator for housing investment is
pointing to a turning point at the beginning of 2003. In
fact the results of the quarterly surveys of architects,
which have a one-year lead, began to improve from the
beginning of last year onwards. Other indicators (with a
shorter lead of 2 to 3 quarters) taken from the monthly
business surveys in the building industry, edged up-
wards from the middle of 2002 onwards. There should
also be some impulse from the financial side, since mort-
gage rates showed a marked fall during the second half
of last year. According to all this, the annual growth rate
of housing investment should again become positive
this year. It should, however, remain limited (slightly
above 1%) because of the continuing gloom in the la-
bour market situation and the low level of consumer
confidence.

Stock building

Graph 16 - Appreciation of stocks
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From 2000Q4 until 2001Q3, stocks fell dramatically. The
slowdown in the business cycle was indeed partly fed
by substantial destocking by firms. As a result, the con-
tribution of stock building towards economic growth
was substantially negative in 2001 (-0.6%).

From the final months of 2001 onwards throughout the
first half of 2002, the number of entrepreneurs who con-
sidered their stocks to be excessive (graph 16) fell con-
siderably. This suggests that the short recovery seen up
to mid-2002, was partly due to the fact that the pace of
destocking diminished, implying a small positive con-
tribution of 0.2% on the whole in 2002.

As the business cycle should gradually improve in the
second half of 2003, the number of entrepreneurs con-
sidering their stocks to be excessive should resume a
downward trend. In this context, stocks are expected to
fall less than last year, implying that stock building
should make again a small positive contribution to eco-
nomic growth this year (+0.3%).



Foreign Trade

Table 4 - Belgium - Trade statistics (goods, intra/extrastat)

00 o1 01Q4 02Q1 02Q2 02Q3 02M6 02M7 02M8 02M9 02M10 02M11
Exports - value [1] 213 4.2 -2.8 2.0 6.9 9.4 2.7 8.3 4.9 143 115 3.2
Imports - value [1] 243 3.8 -5.9 -1.3 1.9 7.8 1.0 6.8 4.2 12.0 115 4.2
Exports - volume [1] 10.4 2.0 -0.2 2.5 9.2 10.4 6.6 10.8 5.5 141 111 3.2
Imports - volume [1] 10.4 15 -1.0 0.6 6.8 11.6 8.5 13.3 8.0 13.2 111 5.1
Exports - price [1] 9.9 22 -2.6 -0.5 -2.0 -0.9 -3.7 -2.2 -0.6 0.2 0.4 0.0
Imports - price [1] 12.6 24 -5.0 -1.9 -4.6 -35 -6.9 -5.8 -35 -1.1 0.4 -0.9

[1] Change (%) compared to same period previous year
Source: NIS/INS, FPB

Graph 17 - Export cycle Due to the deterioration of world demand, exports in
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reach a positive growth rate for Belgian exports for the
whole of 2002. Belgian exports should have declined by
Graph 18 - Export growth and leading indicator about 1% in real terms in 2002, while our exports mar-

kets should have registered a modest increase of 0.5%.
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point to any acceleration. Moreover, the first available
Source: INR/ICN, FPB forecasts from 2002Q4 onwards

figures for the fourth quarter of 2002 indicate a signifi-

Graph 19 - Belgium foreign balances (4 quarters cumul,% of GDP) cant deceleration.
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imports such that real net exports contributed positively

6 to GDP growth (+0.3%), while no real contribution is ex-
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RECENT ECONOMIC DEVELOPMENTS

Labour market

Table 5 - Labour market indicators

o1 02 02Q1 02Q2 02Q3 02Q4 02M8 02M9 02M10 02M11 02M12 o3M1
Unemployment (incl. older) [1] 616.2 657.9 637.3 624.4 689.7 680.4 693.4 690.9 686.1 676.3 678.8 685.3
Unemployment rate (incl. older) [2] 12.8 13.6 13.3 135 13.6 13.9 135 13.6 13.7 13.9 14.0 14.0
Unemployment rate-Eurostat [2][3] 6.7 7.3 71 7.3 7.3 7.5 7.3 7.3 7.4 7.5 7.6

[1] Level in thousands, not s.a.; [2] In % of labour force, s.a.
[3] Recent figures are based on administrative data and can be revised
Source: RVA/ONEm, FPS Employment, Eurostat, FPB

Graph 20 - Evolution of unemployment (incl. older)
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Graph 21 - Harmonised unemployment rates (% of labour force)
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Graph 22 - Evolution of domestic employment
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Broad administrative unemployment soared heavily
during the first two quarters of last year (increases of ap-
proximately 11,000 and 12,000 persons). During the
third quarter, the increase in unemployment slowed
considerably (increase of 5,000 persons), which seemed
to be in line with a scenario of gradual but persistent re-
covery. The subsequent loss in momentum of the recov-
ery, however, did adversely affect unemployment fig-
ures towards the end of the year (an increase of nearly
13,000 persons), putting the yearly average for the broad
unemployment rate at 13.6 % for 2002, up from 12.8 % in
2001.

Changes in registered administrative unemployment
have been mirrored rather well in the recent evolution
of domestic employment. Heavy job losses during the
last quarter of 2001 (-0.24 % in the private sector) and
the first quarter of 2002 (-0.33 %) were succeeded by a
relatively flat development of employment during the
second and third quarters (source: quarterly national ac-
counts). In view of the deterioration in the unemploy-
ment figures, it may be conjectured that renewed job
losses have been incurred during the fourth quarter, ata
rate comparable to those seen early last year. Conse-
quently, at the end of last year private sector employ-
ment may have decreased by as much as 0.75% on a
year-on-year basis. The employment rate (yearly aver-
age) dropped from 62.2 % in 2001 to 61.8 % in 2002.

Employment growth is not likely to turn significantly
positive before the second quarter of the current year,
but is expected to gradually pick up during the second
half of this year. Unemployment may, however, contin-
ue to move upward throughout the year, with the unem-
ployment rate expected to reach 14.2 %. Moreover, due
to an unfavourable starting position after the job losses
late last year, on a yearly average basis employment will
not rise significantly above last year’s level. According-
ly, in view of the gradual growth in the population of
working age (0.35 % in 2003), the employment rate is
forecast to shrink further to 61.6 %.



Table 6 - Inflation rates

: change compared to the same period in the previous year, in%

o1 o02Q1 02Q2 02Q3 02Q4 02m8 02M9 02M10 02M11 02Mm12 03m1
Consumer prices: all items 2.47 2.73 1.34 1.26 1.26 1.26 1.26 1.29 1.10 1.37 1.21
Food prices 4.23 5.08 1.72 1.12 0.98 0.68 1.48 0.86 1.01 1.06 0.09
Non food prices 1.71 0.82 0.03 0.35 1.21 0.42 0.26 1.30 0.98 1.36 1.76
Services 2.46 4.04 2.85 2.51 1.29 273 2.36 1.39 1.08 1.39 1.00
Rent 1.91 2.30 2.43 2.58 2.53 2.62 2.56 247 2.56 2.55 2.42
Health index 274 3.09 1.64 1.34 1.09 1.28 1.34 1.1 0.94 1.21 0.92
Brent oil price in USD (level) 24.4 211 25.0 27.0 26.8 26.7 28.4 275 242 28.7 31.1
Source: FPS Economy, Datastream
Table 7 - Monthly inflation forecasts
02M1 02M3 02M4 02M5 02M6 02M7 02M8 02M9 02M10 02M11 02M12
Consumer prices: all items 110.22 110.69 110.72 110.89 110.58 110.94 110.91 111.22 111.09 111.00 111.06
Consumer prices: health index 109.93 110.33 110.11 110.35 110.09 110.44 110.39 110.62 110.43 110.46 110.55
Moving average health index 109.45 109.90 110.12 110.22 110.22 110.25 110.32 110.39 110.47 110.48 110.52
03M1 03M3 03M4 03M5 03M6 03M7 03M8 03M9 03M10 03M11 03M12
Consumer prices: all items 111.55 112.21 112.21 112.44 112.35 112.53 112.51 112.51 112.45 112.71 112.74
Consumer prices: health index 110.94 111.47 111.48 111.76 111.72 111.94 111.95 111.96 111.92 112.20 112.26
Moving average health index 110.60 111.08 111.32 111.52 111.61 111.73 111.84 111.89 111.94 112.01 112.09

Source: observations (up to 03M1): FPS Economy, forecasts FPB

Graph 23 - Monthly inflation evolution in% (t/t-12)
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The year 2002 was marked by a very sharp decline in
headline inflation in the second quarter and a stabilisa-
tion afterwards. The halving of consumer price infla-
tion, as measured by the yoy change in the national CPI,
from 2.7% in Q1 to 1.3% in Q2 was due to a fall in under-
lying inflation (from 2.9% in Q1 to 2.4% in Q2), lower
electricity prices and the abolition of the radio and tele-
vision license fee in the Flemish and Brussels regions
(half of the effect in April). In the third quarter, underly-
ing inflation fell further (to 2.1%), but this was largely
offset by higher fuel prices (both for transport and heat-
ing). As a result, the decrease in headline inflation came
to an end. In the fourth quarter, headline inflation re-
mained stable at its Q3 level (1.26%), again due to two
neutralizing factors. Higher fuel prices (the yoy growth
rate increased mainly because of the base year effect, in
this case the very low oil price during the last quarter of
2001) made up for the second half of the effect of the ab-
olition of the radio and television license fee (in Octo-
ber).

All in all, average CPI inflation was 1.64% in 2002. It is
forecast to fall to 1.4% in 2003, mainly as a result of
somewhat lower underlying inflation. According to our
monthly forecasts for the 'health index’, the pivotal in-
dex for public wages and social benefits (currently
111.64) should next be crossed in July 2003.
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RECENT ECONOMIC DEVELOPMENTS

Interest rates

Table 8 - Interest rates

o1 02 02Q1 02Q2 02Q3 02Q4 02M8 02M9 02M10 02M11 02M12 03m1
Short-term money market rates (3 months)
Belgium 4.23 3.29 3.34 3.42 3.33 3.08 3.32 3.29 3.23 3.10 2.91 2.81
Euro area (Euribor) 4.26 3.32 3.36 3.45 3.36 3.1 3.35 3.31 3.26 3.12 2.94 2.84
United States 3.69 1.73 1.83 1.83 1.76 1.49 1.73 1.76 1.73 1.39 1.34 1.29
Japan 0.12 0.02 0.04 0.03 0.02 0.01 0.02 0.02 0.02 0.03 -0.03 -0.02
Long-term government bond rates (10 years)
Belgium 512 497 5.18 5.29 4.81 458 4.80 4.60 4.66 4.64 4.45 427
Germany 4.79 4.81 4.94 5.16 4.73 4.43 4.73 4.51 4.27 4.49 4.51 4.22
Euro area 4.99 4.90 5.10 5.23 4.73 4.53 4.7 4.50 4.60 4.59 4.41 4.24
United States 5.01 4.59 5.07 5.08 4.23 3.99 422 3.87 3.91 4.03 4.02 4.02
Japan 1.32 1.24 1.45 1.35 1.20 0.98 1.23 1.11 1.04 0.96 0.93 0.84

Source: NBB. ECB

Graph 25 - Interest rate levels in Belgium, %
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Graph 26 - Yield curves for the euro area and the us
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The Federal Reserve lowered its main official interest
rate from 1.75% to 1.25% at the beginning of November
2002. The Fed’s main objective was more to preserve
confidence in the US financial markets than to stimulate
the economy any further. As indicated by the futures,
this downward move is considered by the markets as
the last one in this cycle.

The weakness of economic activity in the euro area at
the turn of the year persuaded the ECB to reduce its
main refinancing rate from 3.25% to 2.75% at the begin-
ning of December 2002. This decision was also encour-
aged by the dampening impact of the appreciation of
the euro on internal prices in the euro area. In the cur-
rent context of a high degree of uncertainty regarding
geopolitical developments, it is expected that the ECB
will maintain its stance in the coming weeks. Since fi-
nancial markets do still have doubts about the capacity
of the European economy to rebound rapidly, they are
expecting a further easing during this spring.

Due to the reallocation of capital flows to the less risky
bond markets, long-term government bond rates de-
clined further in the last quarter of 2002 both in the US
and in the euro area. During the course of January, how-
ever, they rose in the US while declining further in the
euro area. The upward move in the US can partly be ex-
plained by the fiscal package proposed by the Bush ad-
ministration which could lead to an increase in the issu-
ance of Treasury bonds, but also by some perception of
upward inflation prospects due to the depreciation of
the US dollar, while the opposite is true for the euro area.

As aresult of all these developments, the yield curve be-
came slightly steeper in the US as compared with the sit-
uation that prevailed five months ago.



Exchange rates

Table 9 - Bilateral exchange rates

o1 02 02q1 0202 02Q3 02Q4 02M8  02M9  02M10  02M11  02M12  03M1
BEF per USD 4505 4267 | 46.01 4385 4100 4029 41.25 41.12 41.10 40.26 39.53 37.99
USD per EUR 0.895 0.945 0.877 0.920 0.984 1.001 0.978 0.981 0.982 1.002 1.020 1.062
UKP per EUR 0.622 0.629 0.615 0.629 0.635 0.637 0.636 0.630 0.630 0.637 0.643 0.657
JPY per EUR 108.73 11812 | 11609 11652  117.36 12250 | 116.38 11858 12157  121.71 12422  126.12

Table 10 - Nominal effective exchange rates (1990=100)

o1 02 02Q1 0202 02Q3 0204 02M8  02M9  02M10  02M11  02M12  03M1
Euro 79.7 82.1 79.5 81.1 83.4 84.5 83.1 83.3 83.7 84.5 85.4 87.4
Growth rate [1] 1.8 3.0 -0.5 241 2.8 1.4 -0.7 0.2 0.5 0.9 11 2.3
US dollar 121.2 119.9 125.9 121.3 116.1 116.5 116.4 116.9 117.9 116.1 115.4 112.4
Growth rate [1] 6.8 -1.1 2.8 -3.7 -4.3 0.3 1.3 0.4 0.9 -15 -0.6 -2.6
Japanese yen 147.9 140.2 137.3 139.8 144.0 139.7 144.8 142.7 139.3 140.6 139.1 140.1
Growth rate [1] -8.2 -5.2 -5.8 1.8 3.0 -3.0 0.1 -1.4 -2.4 0.9 -1.1 0.8

[1] Change (%) compared to previous period
Source: BIS. NBB

Graph 27 - Euro-dollar and euro-yen bilateral exchange rates

1.3 160

105 \.VM /‘/\

o i
11 \\/ l\j \\\A + 130
AN

VM\ |
W el M

r\ / 1100
0.9 +— 2\
USD per EUR (LHS) \/ W
190
0.85 +— JPY per EUR (RHS)
0.8 - L L L 80
96M1  97M1  98M1  99M1  OOM1  O1M1  02M1  03M1

Source: NBB. before 1999M1: ECU instead of EUR

Graph 28 - Nominal effective exchange rates (Jan. 96=100)
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The euro appreciated by about 9% against the dollar
from August 2002 to January 2003 and reached its high-
est level since mid-1999. This appreciation was largely
due to the weaker than expected rebound in US econom-
ic activity, as well as to investors’ rising fears regarding
the widening current account deficit and the deteriora-
tion in the US fiscal position. Moreover, stock market in-
stability and geopolitical uncertainty have both exacer-
bated the decline of the US dollar in recent weeks.
During the month of January the euro gained more than
4% against the dollar. According to the futures, howev-
er, the financial markets are not expecting a further fall
in the US dollar in the coming quarters, as economic ac-
tivity and productivity gains are expected to remain
stronger in the US than in the euro area.

The deterioration of the short-term outlook of the Japa-
nese economy at the turn of the year pulled down the
exchange rate of the yen against the euro. Moreover, in
January, the Japanese monetary authorities intervened
on the foreign exchange markets by purchasing the US
dollars in order to prevent a further appreciation of the
yen against the dollar that could dampen the export
competitiveness of the Japanese economy.

From September 2002 to January 2003 the euro appreci-
ated against most major currencies and the nominal ef-
fective exchange rate went 