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1. INTRODUCTION

1. As in other countries—notably, in Europe, the east-west divide in Germany and the
north-south one in Italy—Belgium has significant geographical disparitics in economic
performance. Historically, the south of the country was known to be richer and more
dynamic than the north, but in the last several decades that situation has reversed. Output and
employment growth in Flanders have surpassed those in Wallonia and, most starkly, the
divergence in labor market performance has widen continually. This development may have
important macroeconomic implications. The wide dispersion in unemployment rates may
serve as an early break to economic recovery as inflationary tensions pick up first in low-
unemployment areas. Equally important, the existence of high and low unemployment areas
in the same country suggests poor labor market efficiency in matching people to jobs, and,
consequently, a wasteful resource utilization. Finally, the chronically poor performance in
some regions limits the degree to which national employment goals can be successtul.

2. This paper examines labor market performance within Belgium, and argues that a
number of factors—poor worker-job matching, a compressed wage structure, and low
geographical mobility—contribute to economic disparities. The next section describes the
divergences in local labor markets in Belgium. Section Il offers potential explanations for
them, including an analysis of variations in the relationship between regional unemployment
rates and regional vacancy rates—the Beveridge curve. Using a structural VAR framework,
Section I'V describes how labor markets adjust in Belgium and 1n its two main regions, taking
previous work on the U.S., Europe and Spain as reference points. Section V concludes this

paper.

II. A DESCRIPTION OF BELGIAN LABOR MARKETS

3. This section documents regional and provincial labor-market dispersions within
Belgium. On most dimenstons, these disparities have increased substantially since the

early 1980s. Notably, the coefficient of variation of local unemployment rates rose from
43.8 percent in 1990 to 57.8 percent in 2000.' To put this development in an international
perspective, Belgium moved from the fifth to the second position in the list of European
countries in terms of intra-national unemployment rate variation (Figure 1).

4, The most marked disparities across regions are in unemployment rates.
Although they were similar at the beginning of the 1980s, unemployment rates in the three
major Belgian regions—Brussels, Flanders and Wallonia—have diverged increasingly, as the

! The coefficients of variation refer to units of observation at the NUTS3 (nomenclature of
statistical territorial units) level. For Belgium, these are within province-level units of
observation, a definition close to “metropolitan areas.” The order of the countries in Figure 1
is virtually unchanged if aggregation at the province-level (NUTS2) were used.



rate in Flanders fell significantly while those in the other two regions did not (Figure 2).
Within each region, experience has also varied. For instance, unemployment rates in the
Walloon provinces of Walloon Brabant and Luxembourg remained below the national
average throughout the period; and the Flemish province of Limburg left last position

in 1983, with an unemployment rate of 16 percent, to post a 5 percent unemployment rate
in 2000, a remarkable reversal of fortune (Table 1 and Figure 3).

5. Longstanding differences also exist in labor force participation and employment
rates.” Since at least the late 1970s participation rates have risen in Belgium but remained
lower than in France or in Germany (Figure 4). Within Belgium, the participation rate in
Flanders was 3% percentage points above that in Wallonia in 2000. In general, provinces
with above-average unemployment rates also have below average labor force participation
rates (Figures 3 and 5). The Walloon Brabant province stands out by its significant increase
in labor force participation rates in the last few years, which by 2000 was the highest of any
province and equal to the EU average.’

6. Using a more inclusive definition of “unemployed” does not alter significantly
the impression of important and widening dispersion. CREW-IRES (1998) computes an
“unemployment rate” which takes into account pre-retirement and older workers without jobs
for social, family or training reasons.® This definition narrows, but does not eliminate, the
disparity between Flanders and Wallonia, because the former makes greater use of such
measures to deal with joblessness. The disparity nevertheless increased markedly

between 1983 and 1990.

7. Examining various demographic groups also reveals important disparities. The
unemployment rate of women has declined sharply in Belgium since the early 1980s, in
contrast to the experience of France and Germany, though not the Netherlands (Figure 6).
Within Belgium, this rate declined in all three regions, but much more in Flanders than

2 The participation rate is the sum of employed and unemployed people (the labor force)
divided by the working-age population. When referring to participation for Belgium, the
regions, and the provinces, the working-age population is assumed to be between 15 and

75 years old, in line with Eurostat practice. However, for employment rates (the ratio of those
employed to the working-age population), a working-age population of 1564 years old is
used, also in line with Eurostat practice (to match the definition used in European summits).

3 EU averages refer to unweighted averages.

* Eurostat uses a traditional labor force survey-driven definition of unemployment:
individuals without a job that are actively looking for one. Under this definition and using
Eurostat data, the ratio between the Walloon and the Flemish unemployment rates was 1.84
in 1995 and 2.67 in 2000. Under the “broader” definition in CREW-IRES (1998) this ratio
was 1.48 in 1995.



elsewhere (Figure 7). Within Flanders, Limburg stands out as having had the sharpest decline
in women’s unemployment rates, albeit from a very high starting point (Figure 9). Women’s
labor force participation rates trended up strongly in all three regions, if somewhat more so in
Flanders, while men’s labor force participation has trended down, also more strongly in
Flanders (Figure 10). The dispersion in youth unemployment rates is remarkable, with the
difference between Flanders and Wallonia rising from 4 percentage points in 1993 to

18 percentage points in 2000 (Figure 13 and Table 1). Again, there are significant differences
among provinces within each region, especially Wallonia (Figure 14). By contrast, there is
relatively little dispersion in youth participation rates between regions or provinces (Figures
15 and 16). Likewise, labor force participation among older people (55 to 64 years old),
while low by international standards, is very similar between Flanders and Wallonia, and,
once more, the dispersion among Walloon provinces is larger than in Flanders (Figures 17
and 18). In a reversal of the usual ranking, labor force participation of older people has been
lower in Flanders than in Wallonia since 1995 (bottom panel of Figure 17).

8. Finally, long-term unemployment remains a serious national problem, and
research suggests it reflects job-skill mismatches. As a fraction of total unemployment,
long-term unemployment has fallen in Belgium (it remains high relative to other countries),
but has evolved largely in parallel across Belgian regions (Figures 19 and 20). Long-term
unemployment is widely considered an important indicator of labor-market performance, and
a particularly difficult policy problem. There are three key hypotheses regarding employment
persistence at the individual level—the observation that the longer a persen is unemployed
the harder it will be to become employed: human capital decline, signaling, and sorting.’
Dejemeppe and Cockx (1998) and CREW-IRES (1998) find that only observable individual
characteristics matter; that is, the sorting hypothesis is the relevant one. This finding suggests
that a mismatch between labor supply and demand is at the root of the problem,; it also casts
doubt on the efficacy of programs designed to restore human capital or remove the stigma of
unemployment, unless they are related to matching workers’ skills to specific firms’ needs.
The issue of mismatch is taken up further at the end of Section I1I in the context of the
Beveridge Curve.

III. ANALYZING GEOGRAPHICAL LABOR-MARKET DISPARITIES

A. Unemployment, Employment, and the Labor Force

9. Direct evidence on the relationship between nunemployment, employment, and
the labor force can be obtained by a decomposition of changes in the unemployment
rate. The identity (where P = working-age population, LFR = labor force participation ratio,

3 The first would occur if unemployment gradually eroded general job skills; the second if
firms (correctly or not) used the length of unemployment as a signal regarding otherwise
unobservable employability; and the third if those who remain unemployed longer are just
poorer prospects (the better ones having already been hired).



N = employment level, U/ = unemployment level, and the definition for the unemployment
rate, u = UAN+U)):

P*LFR=N+U (1)
yields the following approximate relationship:®

duz LR AN 2)

P LFR N

10.  This decomposition illustrates that the much larger decline in the Flemish
unemployment rate from 1983 to 2000 was mainly due to stronger employment creation
(Table 2). Indeed, the “labor force effect” worked in the opposite direction, as the labor force
grew more in Flanders than in Brussels or Wallonia.” Breaking the sample into sub-periods
of declining (1983-1991, 1996-2000) and increasing {1991-1996) aggregate unemployment
rates shows that Flanders and Wallonia have similar employment experiences on the decline,
but on the upswing Flanders produces more jobs. More formal estimates of regional labor
market dynamics, using structural VAR estimations, are presented in Section I'V.

B. Sectoral Effects

11.  The origin of the poor secular employment performance of Wallonia probably
rests on the large economic shock suffered by the industrialized areas of the region
between 1973 and 1980. Certainly, there is substantial descriptive evidence to this effect.
According to CREW-IRES (1998), between 1973 and 1995 Wallonia lost 50 percent of
industry jobs compared to only 25 percent in Flanders. Eurostat data point to a loss of
industry employment between 1975 and 2000 of about 37 percent in Wallonia, but 24 percent
in Flanders. There is also some evidence that the fall in industry employment in Wallonia
was more widespread than in Flanders, although sharp employment drops in the minerals and

§ This final formula results from, first, using the unemployment definition in (1) to generate

P*LFR =

- Second, by taking the logarithm of this expression and differentiating it,
~u

. dP dLFR dN du
one obtaing — + —w = — +

LFR N (-w
obtained. Note that this approximation yields changes in the unemployment rate which are

sometimes significantly different from the actual change (e.g., the calculations for Flanders
for the period 1983-2000), the relative differences across regions were roughly maintained.

. Given that « is a small number, equation (2) is

7 Labor force growth is the sum of the percent changes in working-age population and labor
force participation rate. For Flanders this was 16.5 percent from 1983 to 2000, while for
Wallonia and Brussels it was 12.1 percent and 3.7 percent.



heavy metals industry (about 70 percent in Wallonia and 30 percent in Flanders between
1973 and 1985) was the biggest contributor to the poor record in the former. It is worth
remarking that industry employment declined proportionately more in Brussels than in
Wallonia.

12. A more formal shift-share analysis suggests, however, that overall employment
performance, rather than an initial adverse sectoral mix, accounts for the relatively
weak history of employment growth in Wallonia. The difference in employment growth
between regions can be decomposed as:

d; = Z oy (Anik —Any, )"' kZ: An g, (’Jm —0l g (3)
k=1 =1

where d;; is the employment growth differential between regions i and j; o and oy are the
shares of sector £ employment in total employment in regions i and j at the beginning of the
sample; and Any and Any are the growth rates in sector £ employment in regions 7 and j. The
first term on the right-hand side of (2) is the aggregate employment growth difference
attributable to different rates of employment growth in each sector (that is, holding sectoral
shares fixed), or the “sector performance” effect. The second term is the difference due to
shifts in the relative sizes of the sectors (holding within-sector employment growth fixed), or
the “structural” effect. The analysis, presented in Table 3, is based on a three-sector
disaggregation (industry, services, and agriculture, forestry and fisheries), although results in
CREW-IRES (1998) suggest the conclusions would largely hold up if more disaggregated
data were used.

13. The better employment record of Flanders relative to Wallonia is attributable {o
higher employment growth within each sector (“sectoral performance” effect), rather
than sectoral shifts (“structural® effect). Indeed, the pattern of sectoral shifts slightly
favors Wallonia. That is, if each sector had had the same employment growth in both regions,
overall employment growth in Wallonia would have been slightly higher. This result
suggests that Wallonia’s initially adverse industrial mix does not explain its relatively poor
employment history, which must be ascribed to more pervasive weaknesses.” The higher
aggregate employment growth in Wallonia relative to Brussels is also mostly explained by
the “sectoral performance” effect.

¥ Total employment growth in each region in Tables 2 and 3 may not match because the
underlying data were obtained differently. In Table 2, total employment was derived from
information for the unemployment rate and the level of unemployment, while sectoral
employment data were obtained directly from Eurostat’s community labor force survey.

? It may have been, however, that the initial industry mix resulted in a larger initial economic
shock, which exposed labor-market weaknesses more in Wallonia than elsewhere.



C. Wages and Employment

14, Notwithstanding the disparity in labor-market performance, wages appear to be
relatively uniform across regions. In particular, Flanders and Wallonia have very similar
levels of wages and salaries and labor costs, with Brussels having somewhat higher levels
(Table 4). Also, the larger variability in unemployment rates within Wallonia has not been
reflected in a larger coefficient of variation in labor costs. These impressions are reinforced
by results, reported in CREW-IRES (1998), that the evolution of labor costs in industrial sub-
sectors were similar across regions between 1975 and 1992, although variations were greater
among white-collar than blue-collar workers. Using data from the Panel Study of Belgian
Households for 1992, Docquier and Laurent (1996) and Docquier, Laurent and Perelman
(1999) report that the probability of finding a job is larger in Flanders than in Wallonia, but
the wage received does not depend on the region of residence. These results were confirmed
by Delhausse and Guio (2001), using microeconomic data for 1995,

15. Four factors may explain this wage compression. First, the small size of the
country makes for easy comparisons across regions. As a result, firms may have difficulty
differentiating wages without generating resentment. Second, there has historically been a
strong sense of social solidarity in Belgium, which tends to limit wage dispersion in all
dimenstons (including geographical) so as not to unduly widen the income distribution.
Third, the wage bargaining process has an important naticnal component, with an eye to
internalizing the macroeconomic effects of wage settlements and, in particular, maintain
international cost competitiveness. National wage norms, generally negotiated through the
so-called Interprofessional Agreement, are meant to set limits on subsequent sectoral and
firm-level labor agreements. Even though flexibility occurs at these lower levels, sectoral
negotiations often span geographical areas and seldom include clauses dealing with
divergences in local labor markets; negotiations at the company level, at least until recently,
seem to not have deviated strongly from the sectoral agreements. Finally, the extensive
benefits system and the minimwm wage may contribute to wage compression by placing a
floor on wages, especially in areas with the weakest labor demand. However, both
unemployment benefit replacement rates and the minimum wage have been declining relative

19 These studies estimate wage equations for Belgium controlling for individuals’ observed
characteristics, including region of residence. They found that the coefficient for the regional
dummy variable is not significantly different from zero and, therefore, that observed
differences in wages across regions are determined by the composition of their labor force.
This result is quite remarkable because the studies mentioned here do not control for
differences in regional business cycles since they are based on a cross-section of data with no
time series variation. In that situation, the regional dummy included in the regression
specification would be also capturing the relative business cycle position of each region.
Given that unemployment rates in Flanders were much smaller than in Wallonia both in 1992
and in 1995, the years used in the estimation process, one would expect a negative premium
for workers in Wallonia.



to market wages in Belgium, and are not especially high by European standards (Figure 21).
On the other hand, statutory income tax rates on low-wage earners remain relatively high in
Belgium, which reduces the reward to work.

16. The general perception is that labor mobility is too low to compensate for the
Jack of wage differentiation. That is, while regional labor markets could clear if those in the
labor force in high-unemployment areas migrated to (or took jobs in) low-unemployment
areas. However, policy makers and researchers believe that there is relatively little
geographic mobility in Belgium. In part, this reflects inguistic and cultural differences
between Flanders and Wallonia, but these would not account for the large variation in
unemployment rates across Walloon provinces. Of course, generous social benefits and lack
of wage dispersion could contribute to low mobility, as they tend to reduce the benefits of
moving.

D. Labor-Market Matching

17.  This sub-section investigates more fully the issue of job mismatch, raised above,
A well-known aggregate measure of mismatch is the Beveridge Curve, the ratio of job
vacancies to the unemployment rate. A rightward shift in the Beveridge Curve—a higher
unemployment rate for the same number of vacancies—suggests a poorer match of workers
to available jobs, as the economy “needs” to generate more vacancies to fill a fixed number
of jobs. By contrast, business cycles ought to generate a negative relationship between the
vacancy rate and the unemployment rate as, for instance, an expansion creates many new
vacancies, some of which are filled from the ranks of the unemployed. Beveridge curves for
Belgium and the three regions are plotted in Figure 22,

18.  The shifts in Beveridge curves in each region are consistent with a larger
mismatch between jobs and skills in Wallonia than in Flanders. Based on national
sources for regional unemployment rates from 1970 to 1983 and on Eurostat data after that,
these curves suggest a deterioration of the vacancy-unemployment tradeoff between the
early 1970s and 1983 in both regions.!! After that, the situation appears to improve
significantly in Flanders, but much less so in Wallonia. The iate 1990s witnessed an apparent
further deterioration in Wallonia, whereas in Flanders vacancies rose to record highs, which
is consistent with a very tight labor market there. The possibility of worse skill-mismatch in

' The series for regional unemployment was obtained by extrapolating Eurostat data
backwards from 1983 with information in CREW-IRES (1998). Vacancies data from 1983
on were obtained from the web page of the Belgian Central Bank (BNB) and extrapolated
backwards using information from CREW-IRES (1998). This exercise should be viewed with
caution because of possible differences in definitions in these different sources of data.
However, the regional graphs of the unemployment/vacancy relationship match charts in
other research papers ending at the beginning of the 1990s.
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Wallonia than in Flanders probably also lies behind the widening regional gap in the share of
long-term unemployment in total unemployment discussed in the previous section.

IV. ESTIMATING THE DYNAMICS OF LABOR-MARKET ADJUSTMENT

19.  This section provides a formal econometric analysis of Belgian labor-market
dynamics using a structural vector autoregression approach. The methodology is the
same as that used by Blanchard and Katz (1992) for U.S. states.'? The vector autoregression
(VAR) has equations for employment growth, the ratio of employment to labor force and the
labor force participation rate. The system 1s simulated to assess the adjustment of these
variables to a local labor demand shock.'® The equations are:

An, =a, +b(L)An,  +c (L)el,  +d,(L)ifp,_ +¢,, 4)
el, =a, +b,(L)An, +c,(L)el, | +d,(LYfp,, +€,, (5)
Ip, = an +b,(L)An, +cy(L)el,  +d; (L), +8 6)

where all variables are differences between province i at time ¢, and the national average, in
order to capture regional dynamics as opposed to regional movements that are caused by
aggregate business cycles; Any 1s the difference of the logarithm of employment; e/ is the
logarithm of the ratio of employment to the labor force; and /fp;, is the logarithm of the labor
force participation rate. The data are pooled across time and provinces, but province-specific
dummies are used to capture long-term level differences. As in Blanchard and Katz (1992),
two lags of each variable are included in the right-hand side of the equations, to capture the
feedback of each of these variables on the others. The specification of the lag structure allows
current changes in employment to affect current changes in the employment/labor force ratio
and in labor force participation, but not vice-versa. Also, current innovations in provincial
employment growth, €, are assumed to capture an innovation in labor demand. This is a
plausible assumpticn as long as these unexpected changes are not due to exogenous changes
in labor supply or migration. With these two assumptions, the effects of a positive local labor
demand shock (an increase in provincial employment vis-d-vis the national average) can be
traced through time using the impulse-response charts based on the estimated parameters of
the system of equations. Here the focus is on the unemployment rate (or minus the logarithm
of the ratio employment/labor force) and migration is obtained by residual using equation (2)
as demographics are assumed not to be affected by the shock.'*

12 This methodology has also been applied by Decressin and Fatds (1995) to Europe, and
Bentolila and Jimeno (1995) and Mauro and Spilimbergo (1999) to Spain.

3 Antonio Spilimbergo provided crucial help with the calculations in this section.

* Many different specifications for the system of equations (4), (5) and (6) were tested. The

use of time-dummies instead of defining each variable as a deviation to the national average

barely changes the impulse-response charts. When higher-order lags for the regressors were
{continued)
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20.  The estimates imply a more muted longer-term employment response in Belgium
than elsewhere. After the short-run dynamics have played out, relative provincial
employment in Belgium is only 0.38 percent above the pre-shock level (Figure 23),
compared to 1.3 percent for U.S. states (Blanchard and Katz (1992)) and 0.6 percent of
European countries (Decressin and Fatads (1995)). The short-run dynamics also point to lower
migration immediately after a labor demand shock than in the United States or Spain, but not
in Europe as a whole. In Belgium, more than 50 percent of the adjustment to the labor
demand shock in the first year occurs through an increase in labor force participation,
perhaps because many of those out-of-the labor force are discouraged workets waiting for a
better opportunity to find a job.

21.  The speed of labor market adjustment is similar in Belgium to the United

States or Europe, and the unemployment rate plays a small role. For the United States,
Europe, and Belgium, the variables studied converge to their steady-state levels after about 5
to 7 years. In all cases, unemployment rates seem to vary little when compared to the other
variables. In the United States most of the adjustment is done via migration in all years, in
Europe the adjustment is done mostly via increases in labor force participation rates in the
first two years while migration begins to play a larger role in the third year, and, in Belgium,
there is an initial spike in labor force participation, but then the employment response falls
off in the second year."* However, the similar speed of adjustment do not necessarily mean
that each of these labor markets is equally flexible, but rather that the speed of adjustment to
regional shocks is similar. As noted above, in Belgium this adjustment involves relatively
little employment response.

22.  Overall, employment in the Flemish region respond more to an initial labor
demand shock than in the Walloon region, which might be related to larger labor
mobility within its borders. To assess the final impact of a temporary labor demand shock
in each region, as well as the relative importance of migration flows in Flanders and
Wallonia, the same methodology can be applied to the provinces within Wallonia and
Flanders separately. In this case, the variables are defined as differences from the regional
averages and should be interpreted as the adjustment in provincial labor markets when
employment in a province grows one percent faster than the regional average. After the
shock, Flemish provinces tend to experience a larger employment increase than Walloon
provinces (Figure 23). After three years, the adjustment dynamics in the two regions are
similar, but employment is 0.45 percent above its initial value in Flanders, and 0.38 percent
above in Wallonia. Since unemployment and labor force participation return to their initial
levels, this higher employment must come through greater migration.

used the results did not change much but labor force participation proved to be a bit more
volatile than shown in Figure 23.

15 After an increase of 1 percent in the first year, employment in the second year of
adjustment is only 0.52 percent above its pre-shock level.
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V. CONCLUSIONS

23.  Labor market performance differs sharply across Belgian geographical areas.

. Differences are especially large among particular groups, and the gaps in general appear to
have widened over time. The labor market performance in the lagging areas accounts for
Belgium’s poor showing in the EU, and if not corrected is likely to prevent Belgium from
achieving its Jabor-market objectives relative to the Lisbon Summit. The main policy issues
are how best to attract firms to high unemployment areas and labor to the low unemployment
areas. Several instruments are potentially available to achieve these goals, including regional
industrial policies, and wage and income policies.

24.  Poor job matching, wage compression, and low mobility are all likely factors
behind persistent regional differences. The labor market impediments facing the poorly
performing areas appear to be pervasive, going beyond unfavorable initial conditions

of twenty years ago. Vacancies evidence suggests a worsening job mismatch problem,
particularly in Wallonia. This suggests the focus should be placed on training and the
educational system more generally. The centralized aspects of wage bargaining contribute to
wage compression, though there are other important factors. Wage reductions in depressed
areas would not raise employment much if there are large disincentives to work in the form
of generous welfare benefits, an issue most acute at low wage rates. Low geographical
mobility is probably partly due to blunted economic incentives, although there are also
important linguistic and cultural influences. Compared to other countries that have been
studied, employment in Belgium tends to be less sensitive to labor demand shocks, although
the overall speed of labor market adjustment to region-specific shocks are similar.
Employment in Flanders is more sensitive to initial labor demand shocks than in Wallonia.



Table 1. Belgium: Latest Labor Market Statistics, 2000

(In percent}
Labor force participation ! Unemployment
Lessthan 25 or more
Total Men Women Ym.mg2 Prime age3 Older” Total Men Women 25years  years of age

Belgium 52.3 61.5 43.6 35.7 82.7 10.9 6.7 54 8.4 16.0 5.7
Brussels 51.6 61.9 424 29.1 80.1 13.9 1.1 103 123 28.1 9.5
Flanders 33.5 62.1 453 g0 85.0 10.5 4.0 31 53 8.9 34
Antwerp 51.8 61.3 42.8 35.5 83.2 9.6 4.6 36 6.0 10.3 4.0
Limburg 52.5 62.5 425 38.2 79.4 10.3 50 3.0 7.8 9.8 44
East Flanders 539 62.2 46.1 39.1 85.9 10.1 43 34 53 10.0 3.6
Flemish Brabant 554 62.2 48.9 32.8 88.3 12,2 2.9 2.4 3.5 7.5 24
West Flanders 544 62.7 46.5 443 87.7 11.2 33 2.4 43 6.4 28
Wallonia 50.3 60.3 41.1 338 79.5 10.5 10.7 8.6 13.5 26.7 8.9
Walloon Brabant 56.0 62.7 49.3 26.1 88.3 12.3 6.5 5.3 7.8 21.7 53
Hainaut 482 59.1 38.4 358 75.5 9.4 13.1 10.6 16.7 29.9 11.0
Liége 49.4 58.6 41.0 330 79.3 9.8 10.9 8.7 13.6 274 9.0
Luxembourg 54.0 64.8 43.6 37.2 8319 12.0 5.5 4.0 7.5 14.7 44
Namur 52.0 63.5 41.4 338 82.1 10.5 10.2 8.1 13.0 26.6 83
Germany 573 667 48.9 50.4 854 21.0 8.1 7.9 8.5 39 8.0
France 55.7 63.0 49.1 35.6 86.4 12.8 9.6 8.0 11.5 18.8 8.6
Netherlands 63.5 73.2 54.1 722 83.6 18.4 2.8 2.1 3.8 5.1 2.4
European Union (I5) 56.0 65.8 46.9 47.5 §2.4 18.6 8.4 7.2 9.9 16.1 7.3

Source: Statistical Yearbook 2001, Eurostat; and Fund staff calculations.
'According to Burostat definition, the relevant age group for the calculation of labor force participation are people between 15 and 75 years of age.
1t is important to remark that Eurostat data for the employment rate (cmployment divided by working-age population) refer to people between 15 and 64 years of age.
Therefore, a direct comparison between the two statistics as reported in Eurostat - Cronos database will show employment rates above labor force participation rates.

?Individuals between 15 and 24 years of age.

*Individuals between 25 and 54 years of age.

“Individuals between 55 and 75 years of age.

_EI_.
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Table 2. Belgium: Decomposing Changes in the Unemployment Rate'
(In percentage points)

Belgium  Brussels Flanders Wallonia

1983-2000
Working-age population 3.9 1.9 5.3 -1.1
Labor force participation rate 10.7 1.8 11.2 13.2
Employment 21.8 6.1 26.7 14.3
Approximate changes in the unemployment rate -7.2 -2.4 -10.2 -2.2
Actual changes in the unemployment rate -5.2 -2.0 -7.3 -1.8
1983-1991
Working-age population 3.8 0.1 55 1.7
Labor force participation rate -1.2 -4.9 -1.7 1.3
Employment 9.3 1.1 11.8 7.5
Approximate changes in the unemployment rate -6.7 -5.8 -8.0 -4.5
Actual changes in the unemployment rate -3.3 -5.3 -6.9 -3.8
1991-1996
Working-age population 0.5 -3.3 1.1 2.5
Labor force participation rate 2.2 1.0 2.6 1.8
Empioyment 1.0 -0.5 2.7 2.5
Approximate changes in the unemployment rate 1.7 4.2 1.1 1.8
Actual changes in the unemployment rate L5 38 1.0 1.6
1996-2000
Working-age population 1.5 4.3 1.4 -2.4
Labor force participation rate 4.9 1.7 5.1 6.3
Employment - 9.9 9.7 10.1 6.3
Approximate changes in the unemployment rate -3.5 -3.7 -3.6 -2.5
Actual changes in the unemployment rate -2.9 -2.9 -3.1 -2.2

Source: Eurostat; and Fund staff calculations.

! Original Eurostat data for the level of unemployment, the unemployment rate and the employment
rate were used to obtain employment levels, labor force participation rate, and working-age population
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Table 3. Belgium: Decomposition of Employment Growth into
Sector Performance and Structural Components, 19832000

Employment growth Difference Sector performance Structural effect
(In percent) (In percentage points)

Wallonia Flanders
Total 17.4 25.6 -8.3 -11.0 2.7
Industry -9.2 -3.9 -5.3
Services 333 472 -13.9

Wallonia Brussels
Total 17.4 0.8 16.5 22.2 -5.7
Industry -9.2 -30.0 20.8
Services 33.3 9.1 24.2

Flanders Brussels
Total 256 0.8 248 323 -1.5
Industry -3.9 -30.0 26.1
Services 472 9.1 38.0

Wallonia Belgium
Total 17.4 20.6 32 -3.9 0.7
Industry -9.2 -7.0 22
Services 333 380 -4.7

Flanders Belgium
Total 25.6 20.6 5.0 6.7 -1.7
Industry -3.9 -7.0 31
Services 47.2 38.0 9.2

Source: Eurostat, Labor Force Survey; and Fund staff calculations. Data for industry and services
subsectors are not readily available. Calculations for agriculture, forestry and fisheries were ommited.
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Table 4. Belgium: Wages and Costs per Hour, 1996

Industry and services {excluding public administration)’

Direct remuneration and Wages and

bonus salaries Labor costs
Coefficient of
variation
(In percent)
Belgium 14.36 17.06 25.00 36.84
Brussels 16.59 19.28 28.71 39.07
Flanders 14.05 16.81 24.43 36.04
Wallonia 13.61 16.17 23.88 33.29
France 12.92 14.99 22.33 41.92
Netherlands 11.5% 15.41 20.39 39.73

Source: Eurostat and Fund staff calculations.

'Estimated from the 1996 structure of earnings survey of the National Statistics Institute as
reported by Eurostat. Levels are expressed in European Currency Units (ECU}. Labor costs =
wages and salaries + employer's social security contributions + training costs +others.

Wages and salaries = direct remuneration and bonus + payments to employees saving schemes,
payment for days not worked and payments in kind.
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Figure 1., Belginm: Geographic Dispersion in Unemployment Rates W ithin Selected Countries
(Unit of observation: NUTS3 Level)
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Figure 2. Belgivm: Unemployment Rates

Across countries
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Figure 3. Belgium: Unemployment rate in provinces
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Figure 4. Belgium: Labor Force Participation Rates

Across countries
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unemployed individuals divided by working-age population. Reference group is comprised of
individuals between 15 and 75 years ofage. Data for 1978, 1980 and 1982 are not readily available.
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Figure 5. Belgium: Labor Force Participation Rates in Provinces
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Figure 6. Belgium: Unemployment Rates by Gender Across Countries
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Figure 7. Belgium: Unemployment Rates by Gender
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Figure 8. Belgium: Unemployment Rates Among Men

Flemish Provinces
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Figure 9. Belgium: Unemployment Rates Among Women
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Figure 10. Belgium: Labor Force Participation Rates by Gender
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Figure 11. Belgium: Men's Labor Force Participation Rates in Provinces
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Figure 12. Belgium: Women's Labor Force Participation Rates in Provinces
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Figure 13. Belgium: Youth Unemployment Rates
(W orkers younger than 25 years)

Across countries
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Figure 14. Belgium: Youth Unemployment Rates in Provinces
{W orkers younger than 235 years)
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Figure 15. Belgium: Youth Labor Force Participation Rates
(W orkers younger than 25 years)

Acrogs countries
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Figure 16. Belgium: Youth Labor Force Participation Rates in Provinces
{W orkers younger than 25 years)
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Figure 17. Belgium: Labor Force Participation Rates of Older W orkers

{(From 55 to 64 years of age)
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Figure 18. Belgium: Labor Force Participation Rates of Older W orkers in Provinces
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Figure 19. Belgium: Long-Term Uncmployment
(Percentofallunemployed)

Across countries
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Figure 20. Belgium: Long-Term Unemployment in Provinces
{Percent ofall unemployed)
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Figure 21. Belgum: Some Determinants of "Poverty Traps"
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Figure 22. Belgium: Regional Beveridge Curves
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Figure 23. Belgium: Response of Employment, Unemployment and L.abor Force Participation to
an Employment Shock of 1 Percent
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Source: Fund staffestimation based on a structural VAR using Eurostat Labor Force data.
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Schematic Summary of Belgium’s Geographical Organization
Regions and provinces
A Region is a geographical entity:
Region of Brussels-Capital.
Flanders comprises the five provinces of Antwerp, Flemish Brabant, West Flanders, East
Flanders and Limburg. The Flemish region and community were merged at the beginning of

the 1980's.

Wallonia comprises the five provinces of Walloon Brabant, Hainaut, Liege, Luxembourg
and Namur.

Note: On January 1, 1993 the province of Brabant was split into the provinces Walloon
Brabant and Flemish Brabant, together with the Brussels Capital Region.

Communities
A Community is a group of people (not a territory):

The Flemish Community is the community of the Dutch-speaking people of the Flemish
region and of the region of Brussels-Capital.

The French Community is the community of the French-speaking people of the Walloon
region and of the region of Brussels-Capital.

The German-speaking Community is the community of the German-speaking people of nine
communes located in the Walloon region, at the German border.,
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