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MACROECONOMIC DEVELOPMENTS
BUSINESS CYCLE INDICATOR AND GDP
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Due to slackening external demand, that pressed down exports, but also
investments and inventories, and to subdued private consumption,
activity in Belgium declined in the course of 2001. In the fourth quarter,
y-o-y change in real GDP fell to -0.7%, the first negative growth figure in
over than 5 years. According to the flash national account estimate, real
GDP started to bottom out in the first quarter of 2002, attaining a 0.5%
q-o-q growth; for the first time since the end of 2000 quarterly real GDP
growth thus could clearly escape negative territory.
The latest business and consumer surveys' results also point in the
direction of a recovering economy. During the last months, the overall
synthetic indicator of the NBB sharply rose and now reaches a level well
above the turning point of October 2001, suggesting that activity is likely
to gradually gain strength in the course of the year. However, because
of an unfavourable carry-over effect, GDP is expected to grow by 1.3%
on average in 2002. Following the consolidation of activity, business
investments and private consumption should accelerate in 2003,
supporting an expected 2.8% GDP growth rate.

Sources: NAI, NBB.

Following a sharp increase in consumer prices early this year, the
inflation rate fell from 2.6% in January to a moderate level of 1.4% in
May 2002. Besides a decreasing unprocessed food inflation, the main
part of the reduction can be ascribed to the abolishment of the radio and
television license fees in the Flemish Region and the Brussels-Capital
Region. Half of the adjustment of the price index for that specific factor
has been made in April and a second correction of the same magnitude
will follow in October, i.e. the months at which the fees used to be paid.
Therefore, total inflation for 2002 is expected to slow down. Also
forwarding this slowdown are the still well below potential GDP-growth,
albeit increasing, and the lower import prices due to a strengthening of
the euro. The consensus forecast anticipates an increase of 1.7% in
Belgian consumer prices over the year 2002 and 1.5% in 2003, against
2.4% in 2001.
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Public finances should show a slight 0.2 % GDP deficit for the year
2002. This favourable outcome can be attributed to lower interest
payments and to the efforts made by the government to alleviate the
negative impact of a sluggish economic growth on the primary balance.
Public debt is expected to fall below 100% of GDP in 2003.

SPECIAL TOPIC
FEATURES OF THE CURRENT BUSINESS CYCLE
The latest economic data suggest that the economic activity in Belgium has reached a crucial turning point. After 4 quarters of negative or
close to zero quarterly growth rates (q-o-q), GDP growth was significantly positive during the first quarter of 2002 (+0.5%). This confirms the
picture outlined by the main business cycle indicators which showed a clear upward trend over the past months, indicating that the economy
is improving and that we have had the worst. Whether the current upturn will last and how strong it will be seems more uncertain.
Comparisons with previous business cycles in Belgium and in the euro area, including signals drawn from the confidence indicators and the
contribution to real GDP growth made by the main expenditure components, could help to get a better view on the current economic
dynamics.

1. Comparison or of business cycles and the signals provided by
confidence indicators.
Over the past ten years, four downturns and upturns can be
identified in the real y-o-y growth rate of the Belgian economic
activity, with troughs reached in 1993-Q1, 1996-Q1, 1998-Q4 and
most recently 2001-Q4. The timing of the Belgian and euro area
turning points does roughly coincide, but the euro area is lagging
behind by one or two quarters in the four most recent cases.
Another difference is that the swings in economic activity are much
more pronounced in Belgium than in the euro area.
The comparison between downturns shows that the last one stands
out by both its magnitude and its length. It was relatively sharp, with
the second highest fall in economic growth rates since 1993
(-6.6 percentage points), and the decline in growth rate persisted for
eight consecutive quarters, that is twice the length of the 1993 and
1998 downturns. These features also hold for the euro area,
although it is not yet clear if the y-o-y growth rate already reached its
low in the first quarter of 2002. Since the euro area economic
activity tends to lag the Belgian economic activity it is expected that
the first will shortly display the same signs of recovery.
On comparing the acceleration of the growth rate during the first
quarter of the recovery, it becomes clear that the current upturn in
its initial phase is the least powerful of all (+0.4 percentage point).
Probably, the recovery will be spread over a longer time period than
usual, following a longer than usual downturn.
In order to gain some more insight in the current economic recovery
we examine the signals provided by the confidence indicators. As
is shown by the second chart, all indicators displayed a considerable
decrease during the 2001 downturn and, just as was the case for
growth rates, the drop in the confidence indicators was greater for
Belgium than for the euro area. Overall, the fall in the industrial
confidence indicators was comparable with the fall in previous
downturns whereas the fall in consumer confidence in Belgium was
sharper.
More interesting for the immediate future is the improvement in the
various confidence indicators during the first months of economic
recovery. First, the sharp increase in the different confidence
indicators sharply contrasts with the modest improvement in the
quarterly growth rate of GDP during the first quarter of the recovery.
Moreover, for the first time all indicators have improved, which was
not the case during previous economic upturns. The reason why
the lagging feature of the euro area activity now does not show in
the development of the confidence indicators has probably to do
with the unique circumstances characterising the period after
September 11th. Confidence indicators dropped steeply in the
aftermath of the terrorist attacks, but much of this movement was
reverted in the beginning of this year. So the improvement in the
confidence indicators during the current recovery is likely to
overstate the improvement of activity. However, the rapid increase
of all indicators, in particular for industrial confidence in Belgium and
in the euro area, suggests that the current recovery is likely to gain
momentum during the course of the year.

2. Contributions of the various expenditure components to real
GDP growth.
CONTRIBUTIONS TO GDP GROWTH
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During the last downturn, the contribution of domestic demand to
growth was weak compared with the two previous downturns. At
the same time net exports contributed positively to GDP growth,
while in all other recessions the external balance made a negative
contribution. However, this can surely not be attributed to a
supportive external demand, as the level of real exports declined in
2001. It was merely a consequence of the steeper drop in imports.
Another feature of the 2001 downturn was the huge depletion of
stocks that took place. The growth contribution of stocks was highly
negative compared with a positive contribution of stocks during the
1996 and 1998 downturns. The negative growth contribution of
inventories seems to be related to the more severe downturns, as in
1993.
Taking a look at the boosts for the different recoveries, it appears
that generally the cause of the recession also triggered the revival.
Following the troughs of 1996 and 1998, the external balance
showed a positive growth contribution to real GDP, compared with a
negative contribution before. In the recovery following the trough of
1993, stocks provided a high contribution to real GDP growth. For
economic activity now to resume as it did in the previous upturns,
stocks should quickly make a positive contribution to GDP growth,
following the massive destocking last year. A second element that
could steer the recovery is a higher growth contribution of exports
driven by a recovery of the world economy. Afterwards, as demand
resumes, investment should accelerate.

TREASURY
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1. The Kingdom syndicated 5 billion euros of its inaugural 15-year benchmark bond (5.50 p.c. OLO 40, due 28.09.2017) with a yield spread
of 14 basis points vis-à-vis the OAT maturing October 2016.
The allocation of the bonds was the following:
Belgium 23.2 %;
Euro non-Belgium 45.9 %;
Europe non-Euro 20.6 %;
US 4.6 %;
Other Americas 0.6 %;
Non Japan Asia 2.8 %;
Other 2.2 %.
Demand amounted to 8.4 billion. The Kingdom however is committed to keep the auction size at attractive levels for investors.
The liquidity of the issue is being ensured by its initial size, its listing on electronic platforms such as MTS Belgium and Euro-MTS and
by subsequent auctions.
The syndication included all primary dealers, while recognised dealers joined forces in the selling group.
Rationale for a 15- year issue are:
to meet a growing structural demand for paper with longer duration in the eurozone;
to diversifie Belgium’s investor base by reaching a new range of investors who are natural buyers of long dated assets;
to add strategic value to the OLO-curve and
to fit well into Belgium’s redemption schedule.
As a result of chosing a 15- year maturity instead of a 5 year tenor, the OLO 26 ( 6.5 %, 28.03.2007) will be the new 5 year benchmark
until at least the first quarter of 2003. Its outstanding is 9.7 bn euros. The intention is to further increase its liquidity by offering it at each
regular auction in July, September and November. It is expected that it will have reached by then a total size between 12 and 13 bn
euros. This “jumbo size” will ensure that it will be regarded as one of the most liquid 5 year alternatives in the euro zone.
2. The Kingdom also issued a new FRN ( OLO 39, 2 bn, due 28.03.2006, 6 months Euribor – 10 bp) the proceeds of which have been
used to refinance the successful reverse auction of one of the few remaining classical bonds. The proceeds of that operation amounted
to 2.3 bn euros. Moreover, the timing of this transaction coincides with the maturity date of the existing OLO FRN issued in April 1999.
Finally, the Kingdom wanted to benefit from the currently strong demand ( particularly in the UK) for top-quality FRN products. The lack
of supply coupled with heavy redemptions in the FRN market has provided an excellent backdrop for Belgium’s return to the floating rate
note sector.
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