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. Itis no exaggeration to say that the ongoing economic recovery is timid and tentative. But
~ weagreed long ago at the European level that we have to look beyond the short termand -
= :..-g'i.v_.é;:pr'i'qir'jit.jyftd.:.l'avi._ng_.t'_h'é’ff_ﬁu'nda_ﬁ.ons-if_.o'r;sus'tafﬁ'e'd.-'éc'ohbirﬁi.c?sir.dimh;fThi's'_is:-'th'e_.-fatfio.rié!ef--?
~ behind the introduction of the European semester a couple of years ago. The economic -
 part of the Semester is built on two main pillars: sound public finances and structural

 The strategy of the new Belgian government is to achieve both, since in the medium term
they are mutually reinforcing and the only credible way

unemployment and sustainability of our welfare,

 The new federal government is acutely aware that budgetary efforts ‘without strong
 structural reforms provoke a very real risk that at the end of the day no new sustained -

-~ economic growth will emerge on the.horizon,

 budgetary consolidation.

It'is for this reason that the new government, while respecting sound public finances,

 Semester. The most recent ones were adopted in the spring of thisyear.

towards a sustained reduction "6f'-__ S

‘while at the same time endangering the .

. decided to strongly intensify structural reforms. As the Commission is well aware, the
: main reference Ppoint of these economic reforms are the ones contalned in the specific
country recommendations which are adopted within the framework of the European ..

+ The Belgian government is in a position to inform you that as part of the so called L
~“overnment policy agreement” and the recent draft budget, the federal government has
laid out in sufficient detail the content, scope and time frame for the implementation of

- these economic reforms tied to the European Semester recommendations, S

1t would not be feasible to enumerate all the decisions. Therefore the government

- confines itself to a concise enumeration of _the main relevant country specific
- recommendations to Belgium in the framework of the European Semester and the main = -~

~ measures and decisions of the Belgian authorities to implement them, s
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 allow shifting taxes away from labour towards more growth friendly bases”, The federal

_ deductabilities will not be.adjusted for inflation during the present governing period,
_ Furthermore, loopholes are being closed, such as making the corporate Income tox
* applicable to intermunicipal entities. We apply new rules like more restrictive VAT regimes .~

 The first relevant recommendation invites the Belgian authorities to “improve the balance
 and fairness of the overall tax system and prepare a comprehensive tax reform that will

 government has already taken measures “to make work pay’, contained in the 2015
budget. In this respect the so called lump sum allowance for professional expenses hos
been raised considerably. The federal government will take consistent measures in orderts
 finance the funds needed to lower the taxes on labor. For example, a whole series of tax

to certain activities such as certain medical services, building renovations and electronic

 withholding tax. The government will in this legislature assess how a further tax shift can

~ public expenditure growth related to ageing, in particular from pensions and fong-term
- care..”. The government policy agreement mentioned above foresees several concrete
. measures in this respect. The legal retirement age will be raised from 65 to 67 years, early -
 retirement is being made considerably more difficult, the minimum age for several pension

strategically, it has been hat ¢
_ system that is more explicitly tied to life expectancy.

heen decided that the general pension system will evolve towards a

- The third. relevant recommendation invites the Belgian authorities to I _
- market participation, notably by reducing financial disincentives to work, increasing labour -
_ market access for disadvantaged groups such as the young and the people with  migrant
. background, improving professional mobility and addressing skills and shortages and

_ services and a tax on off-shore constructions to broaden the taxable base of the VATand =

T second relevant recommendation invtes the Belgon government to Gontan fuwre

 categories {such as surviving spouse pensions) is being raised, Especially for public
pensions certain equi valence periods. and pension bonuses are being curtailed, Evenmore -

increase labour

 mismatches as well as early school leaving”. One should remark that in this area that the

 Regions and Communities have recently taken important steps to strengthen active labour

 measures mentioned above “to make work pay” are the main contribution (and probably
- the most powerful one) to increase labour market participation. But in addition to this, the -~ .-

- market possibilities and improve general education and skills, especially for specific: =~

se_ryic_es, to '_be framedm j!_‘h_é_éb:n't_e_)(t.@f_a_re_in te'g!:'a'i_'f?n' path into the _'Iab_ou_f market

 groups. In this context long term employed will provide two half days per week community

" The fourth relevant 'rféc‘bnimehdqtfbp'_ mwteSBelgmmforemostto ”restorecompet:tlveness G S
- by continuing to reform the wage-setting system, including wage indexation...”. In this = '
- respect It has been decided that the normal inflation adjustment of wages, foreseen in

2015, will be cancelled. To protect and increase the purchasing power without raising

. labour costs, the government raised the lump sum allowance for professional expenses -

~ with a focus on low and middle-high wage. The above. mentioned government policy
" -agreement document foresees ‘that wages will be moderated in’ 2016 ‘as well until

 competitiveness (mainly vis & vis our three main trading partners) Is restored. Inthis

 ' . respect the Competitiveness Law will be adapted to give it more bite-and make it more R




operatlonal to claw back temporary competrtlveness losses Also the government wrll_-_.j?'______ o
further reduce employers soc.'al contrlbutlon to reach a target_of 25/ before the end of the = .
3:-'-_legrslature' e R : . '

SR The European semester recommendatlon also prowdes trengthemng competrtron m'__'_-_ : S
; ':': .retall sectors, removmg excess:ve restrlctlons in serwces and addressmg the. nsk of further;_. S
i 'ﬁ_rtses of energy drstrlbutlon costs” The fact of the matter is that. compet.-t.'on in the retail - S
'_"f_;-sector is already strengthenmg consrderably by new entrants and the . restructurmg of
: g ex:stmg chams The Mmrstry of the Economy and the Compet.'tlon councrl are momtormg
S the :mplementat:on ‘of the’ European services d.'recttves In_some sectors ‘and subsectors,_ ek
- this has already led to a fierce increase of competition from non-Belg.-an firms. Asfaras -
" energy drstrlbutlon costs are. concerned: one has to admit that the risk of higher costsis =~
indeed very. real These d:strrbut.'on costs have in the meantrme largely become a regronal i L
: '-r’_";"competence and the regrons are well. aware of the rmpact However thrs has to be seen in- . S
L g the broader perspect.'ve_of enwronmental and_energy secur.'ty ob;ectrves e et

S The recommendatron 01’50 mentrons Promotmg mnovatron throug'h streamlmed mcent.-ve_j_.:- o
L schemes and. reduced admmrstrat.-ve barrters” ‘These innovation schemes are now. ‘mainly -
"-:ffpursued by the Regrons, Wthh means that overlappmg with the. federal level has been'f;;'
sharply reduced, . At the same time the government .. pohcy agreement foresees o
. Consrderable reductron of admtmstratlve charges for the corporate sector especrah'y SMEs : B
: At the : same time there will be more regulatory stabthty, a srmphﬁcat.'on of tax and soc:al_.-“'-'-
securrty re' 'ulat:on an makmg electromc mvorcmg the norm. :

R As we mentloned above the alm 'of.thls'ietter is to demonstrate that structural reforms in :
'accordance wnth the country SpECIfIC recommendatlons are not loose adeas but decmons
= "_that are. as yet concrete enough to glve thelr follow-up max:mum plau5|b|l|ty Act|on IS"

:'-already very much reflected in the: 2015 draft budget The government will contmue to'

_._:p_ursue the. essentlal elements of its reforms iTH is as yet not possuble to attach a detalled

. '_t:me table to each of the measures, because they are very numerous and because the newf '

S government has had up'tlll now_ to focus on the 2015 budget SR

' '_'j'-i_'.;:'Afl th|s bemg sald about structurai reforms, Belglum conflrms that |t also wants to respect PR

S the Stabtllty and Growth Pact whlch is to be consu:lered the. second economic plllar of. the_'_f RS

_ s European Semester Our country wants to achleve a balanced structural budget by 2018, 2 L

~~while at the same time frontloadmg the flscal efforts Our budget is based on a reduction
- of the structural deficit by 0,7 % of GDP in 2015 (W|th decisions detailed) and a further =~
[ERt reductlon by 0,6 % by 2016 tis lmportant to know that more. than 2/3th of these efforts i o
L -_-.:_'are achleved on the expendlture side, thereby 1mprov1ng the quallty of flscaf adjustment Moo : '
. j:we based on the Autumn Forecast compare the lmprovement of the structural deficit ln_" S
= 3_-_*2015 ws-a vis_our. European partners, it shows we are among the best : performmg e

iy countnes “This clearly demonstrates the engagement of the new federa! government to

“cope decrswely w1th the problem of the structural budget def|c1t and to make publlc L
"_"'.-fmances healthy S : R i




It has to be recognized that all this is being pursued during a period of very low nominal
and real GDP-growth, not only in Belgium but throughout the whole euro area. This
creates considerable headwinds for fiscal adjustment (especially for respecting the debt
criterion).This even apart from unforeseeable methodological statistical revisions which
have emerged at a moment when budgets are drafted, making in the process the whole
exercise even more onerous and making retro-active adjustment realistically speaking
impossible and in our eyes undesirable. Moreover we all know from experience, it is not
excluded that structural reforms can have costs in the short term. We shall provide you
with an overall assessment of the impact of the reforms on the main budgetary
parameters by the end of next January 2015.

At the end of the day we trust that the Commission in its overall judgment will accept that
our policy is, in the given circumstances, a sensible and sound mix of structural adjustment
and fiscal consolidation. The Belgian government is fully committed to putting its fiscal and
structural reform strategy into practice. We hope that the Commission will allow us the
necessary serenity to be able to focus entirely on the implementation of its strategy.

Yours sincerely

b

Hervé Jéh’ﬁf, Minister of Budget
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