RIZaVD.

RESEARCIINETWORK ON PUBLI(
AUTHORITIES AND FINANCIAL DISTRESS

(o

The Brussels Region: A Federated Entity in Serious Difficulty

Guillaume Delvaux!

1. Introduction

The Brussels Region, which is part of the Belgian federation, is facing a dual political and
budgetary crisis. It has in fact been without a fully functioning government for more than
a year. For several years, it has run significant deficits that have caused its debt to
skyrocket. The absence of a government prevents the adoption of measures necessary to
control the budgetary deficit. At the same time, the scale of the budgetary adjustment
required makes participation in government less attractive. The two crises are locked in a
feedback loop, each one worsening the other.

After outlining the institutional framework of the Brussels Region, | will discuss the current
financial situation and the projections for the path ahead. | will then conclude with a
forward-looking section that explores the possibility of a liquidity crisis in a federal state.

2. The Institutional Framework and Political Situation

It would take dozens of pages to fully explain the Brussels institutional framework, given
its extreme complexity. Brussels is home to a large number of public authorities. In
addition to the federal state, there are the Brussels Region, the Flemish Community, the
French Community, the Joint Community Commission (Cocom), the French Community
Commission (Cocof), the Flemish Community Commission (VGC), and 19 municipalities. The
Brussels Region is responsible in particular for mobility, spatial planning, employment, the
economy, waste management, and the environment. The communities and community
commissions are in charge of education, culture, health, and social matters. Competences
are allocated based on the language used by public institutions.

This blog piece focuses on the Brussels Region, but it should be kept in mind that the
Cocom, Cocof, and VGC depend financially on the Region through grants. It is also worth
noting that a large part of the competences of the Brussels Region are managed by semi-
autonomous bodies.

The Brussels Region is the meeting place of Belgium’s two linguistic communities, namely
the Flemish and French Communities. Its creation was the subject of considerable debate,
as Flemish parties opposed granting it full autonomy. Indeed, although Brussels is the
capital of both Belgium and Flanders, Dutch-speakers are an overwhelming minority there,
representing less than 10% of the population. The Flemish parties, therefore, demanded
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protective mechanisms, which are embedded in the Brussels institutions. The Parliament
consists of 72 French-speaking and 17 Dutch-speaking members. The Government
comprises a French-speaking minister-President, two French-speaking ministers, and two
Dutch-speaking ministers. There are usually two French-speaking and one Dutch-speaking
Secretaries of State (junior ministers). The government is elected by the parliament, but
only if it secures the support of both a majority of French-speaking members and a majority
of Dutch-speaking members.

The elections of 9 June 2024 resulted in a parliament made up of 13 political parties, with
no majority on either the left or the right. This is particularly striking within the Dutch-
speaking group, where the 17 seats are distributed among 8 different parties. Some parties
have refused to govern with certain others. For over a year, no dual majority of French-
and Dutch-speaking parties has been willing to negotiate a coalition agreement.

In the meantime, the Brussels Region is operating under “caretaking”. This means the
outgoing government remains in place but with highly restricted powers, given the
absence of a parliamentary majority. It cannot, therefore, adopt a budget. Instead, the
Region relies on the mechanism of provisional twelfths, under which the parliament
authorizes credits each quarter equivalent to three-twelfths of the previous year’s budget.

3. The Financial Situation

The financing of the Brussels Region has been debated since its creation. Its revenues are
partly fiscal, including a share of federal income tax, inheritance and registration duties. It
also receives transfers from the federal state, calculated largely on the basis of residents’
income. Since Brussels is the Region with the poorest inhabitants in Belgium, this results
in weaker revenues. In addition, it bears certain costs linked to its role as capital, such as
mobility. In 2012, it received a special refinancing package to offset these additional
expenses, although many consider it insufficient and its effects are very limited.

Until 2018, Brussels’ finances were relatively sound, especially compared to other Regions.
From 2018 onwards, major infrastructure projects, notably tunnel renovations, caused
financial strains on public finances. The COVID-19 crisis, as everywhere, resulted in
additional expenses, thus worsening the Region’s deficit. This period (2018-2022),
characterized by low interest rates, encouraged the public authority to take in loans for
investment purposes. For instance, a decision was made to build a new metro line, now
estimated to cost €5 billion—almost equivalent to an entire year of the Region’s revenues.
Unfortunately, spending levels did not decline when interest rates rose again, since this
period had also locked in higher structural expenditures, particularly personnel costs.

According to areport from the Brussels Debt Agency, real revenues (adjusted for inflation)
grew by only 0.6% between 2017 and 2024, reaching around €5.5 billion. Expenditures,
however, have increased across all categories, amounting to about €7 billion. The wage bill
rose in real terms by 34%, from €1 billion in 2015 to €1.6 billion in 2022. Operating costs
increased even more sharply, by 107% in real terms between 2015 and 2024 from €388
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million in 2015 to €922 million in 2024. Transfers to private actors grew by 67%, reaching €1.4
billion in 2024 compared to just under €800 million in 2014. Investments increased by 75%
between 2015 and 2024, reaching €900 million. In short, revenues are stagnating while
expenditures are rising steeply.

Since 2022, the Region’s deficit has been around €1.5 billion each year. Debt at the end of
2024 stood at just under €15 billion, equivalent to a debt-to-revenue ratio of almost 250%.

As a result of this fiscal situation, Brussels’ credit rating has been repeatedly downgraded.
Until 22 March 2024, it held an AA-rating with negative outlook. It was then downgraded
to A+ with stable outlook. On 13 June 2025, Standard & Poor’s further downgraded it to A
with negative outlook. A new assessment is scheduled for September 2025. The agency
noted that both the deficit and debt in 2024 were much higher than expected, while the
absence of a government created uncertainty for the future. For the first time, Standard
& Poor’s also emphasized that the Belgian system of regional financing disadvantages
Brussels.

4. Forecasts

At present, it is very difficult to predict the Brussels Region’s deficit for 2025. Caretaking is
supposed to limit spending, since the government can no longer launch new policies and
the Region operates in a “slow mode.” The provisional twelfths system should also cap
expenditures at levels comparable to 2024. However, revenues are expected to decline by
about €150 million compared to 2024, while certain costs, such as wages, continue to rise
due to automatic indexation. Debt servicing costs are also increasing. Moreover, many
competences—and thus large parts of the budget—are managed by autonomous public
bodies, some of which are not pursuing budgetary consolidation. Their autonomy means
that they have less control over their spending by the government. What's more, there are
no clear rules on how these autonomous public bodies are to function in times of
caretaking.

The outgoing government has tried to cap the deficit at €1.2 billion. It attempted to draft a
budget by asking all administrative bodies to submit their funding needs. Aggregated
requests amounted to €600 million more than 2024, which would push the deficit above
€2 billion. Faced with this, the government abandoned attempting to draft a budget. In
any case, the limited powers of a caretaking government prevent the adoption of
significant savings measures. A new coalition agreement and a fully empowered
government will therefore be necessary to implement deficit-reduction policies.

As mentioned above, Standard & Poor’s will reassess the Region starting in September
2025. The formation of a government and the adoption of a multi-annual budgetary plan
containing deficit-control measures will be decisive in avoiding another downgrade. A
further downgrade would likely increase borrowing costs and could push Brussels into the
“lower medium grade” category.
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Another key factor will be the reaction of Belfius and ING, the two banks that manage the
Region’s operational finances. Both have already reduced their credit lines several times
and have renegotiated periodic renewals instead of granting normal multi-year facilities,
raising the risk of non-renewal. A non-renewal would deprive the Region of its main credit
line and disrupt the day-to-day functioning of its institutions. More importantly, it would
send a highly negative signal to financial markets and could trigger a liquidity crisis.

5. Can a Belgian Region Default?

A central question looms: what happens if the Brussels Region can no longer finance itself
on the financial markets? One might assume that the federal state would intervene and
guarantee Brussels’ obligations. This is indeed the reasoning of both the banks and
Standard & Poor’s, and it explains why Brussels still retains an A rating despite its debt
burden.

Belgian federalism is based on the principles of autonomy and equality—meaning there is
no hierarchy between the federal state and the Regions. The possibility of a federated
entity facing a liquidity crisis has never been anticipated in Belgium’s federal design. Yet, if
such a situation were to arise, Brussels could not simply cease performing its public service
missions. Theoretically, the state structure could be reformed and the Brussels Region
abolished, but this prospect is politically unacceptable and would lack sufficient political
support. This means that, should Brussels Region default on its debt, the government
would need to bail it out. Since Brussels is not recognized by international institutions such
as the IMF, ECB, or EU, it would logically have to turn to the federal state, which has the
resources to assist it—though, in theory, it could also appeal to the other two Belgian
Regions.

However, setting up a bailout plan within the current institutional framework would be
complex. Several constraints exist.

The first is the principle of exclusive competences, which prohibits one level of
government from exercising the competences of another. This also underpins Belgium’s
system of “financial federalism,” whereby one level of government cannot finance the
competences of another. Moreover, the financing of federated entities is set out in a
special law that requires a two-thirds majority in the federal parliament, including
majorities within both linguistic groups, to be amended. In other words, the federal state
cannot fund regional competences or increase Brussels’ financing without changing the
special law.

A second limitation is found in Article 15 of the Special law on institutional reforms, which
states that “the State does not guarantee any commitments entered into by a Community
or a Region”. The parliamentary works make clear that “by not providing any guarantee
of the State for the commitments of a Region or Community, the legislator intended to
underline that they must conduct spending policies only insofar as they are able to raise
the necessary financial resources themselves”. This is a “no-bailout clause,” similar to
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Article 125 TFEU, intended to enforce fiscal responsibility. The parliamentary works further
emphasize that Communities and Regions define their own spending priorities, manage
their debts in order to balance revenues and expenditures, and cannot involve the federal
state in their obligations.

What are the limits of this no-bailout clause? In the Pringle case, the Court of Justice of the
EU has held that Article 125 TFEU “prohibits the Union and the Member States from
granting financial assistance that would undermine the incentive for the recipient Member
State to pursue a sound budgetary policy.” However, it also held that “Article 125 TFEU
does not prohibit the granting of financial assistance by one or more Member States to
another Member State, provided that the recipient remains responsible for its own
commitments to its creditors and that the conditions attached to such assistance are
designed to induce sound fiscal policy.” The same reasoning could be applied in Belgium.
As in the case of Greece, the federal state could grant loans subject to strict conditions
that Brussels would have to implement. Alternatively, an intermediary structure, for
example the SFPIM (Sovereign Wealth Fund of Belgium), could be used to purchase
Brussels’ debt securities.

In practice, the Region’s autonomy would be significantly curtailed. Although the Brussels
authorities would remain formally sovereign, they would effectively be forced to
implement measures decided at the federal level. Prime Minister Bart De Wever and the
president of the MR (the leading French-speaking party) have already indicated that any
federal conditions would be very strict.

The coming weeks will therefore be decisive. If no political agreement is reached, the
conclusion that the Brussels Region is no longer able to function may prevail, potentially
leading to its placement under federal supervision.
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