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OR I G I N A L A R T I C L E

Interregional fiscal transfers resulting from central
government debt: New insights and consequences
for political economy

Geert Jennes

KU Leuven Centre for Regional Economics

and Hochschule Osnabrück
Abstract

The political geography of central government debt has

hardly been investigated. We propose a method for calcu-

lating implicit interregional transfers stemming from central

government debt.

We apply this method to Belgium over the 1970-2016

period. The share of poorer Francophone Belgium in debt-

financed central government spending was persistently

larger than its share in central government revenue used to

pay the resulting interest bills. The opposite holds for richer

Flanders. Also, a primary deficit in one particular year leads

to an interest bill in each of the following years as long as

debt caused by that primary deficit is not repaid. All the

above caused debt-related transfers from Flanders to

Francophone Belgium of over 7% of Flemish GDP during

many years.

Interregional interest transfers may also be large in the

many other democracies suffering from both high central

government debt and considerable geographic income

disparities.
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The size of these transfers may in turn explain the size and

persistence of central government deficits. This is also

because poorer, less densely populated regions such as

Francophone Belgium tend to be overrepresented within

central governments. This strengthens their ability to cause

deficits.

We recommend more fiscal decentralisation or at least

smaller central government deficits.

1 | INTRODUCTION

“The Belgian public debt has automatically arisen and will automatically disappear.”

Claim ascribed to Guy Mathot, Federal Minister of the Budget and Vice Prime Minister from October 1980 until

December 1981 for the Francophone Belgian party PS

Net fiscal transfers to/from a particular region are defined as the difference between that region's revenue paid

to the central government and its expenditures received from the central government. In most democracies, any cen-

tral government causes net fiscal transfers to happen between its regions. This is because in democracies typically

the average inhabitant of a richer region pays more revenue to and/or receives less expenditures from the central

government budget than the average inhabitant of a poorer region. This is in turn because –in particular rich- democ-

racies are characterised by both sizeable social spending and sizeable taxation that is broadly proportional and to

some extent even progressive with respect to income. A type of interregional net fiscal transfers that has so far been

largely overlooked is transfers caused by the payment of the annual interest bill on the central government debt. This

is probably because such net transfers are less visible and/or harder to calculate. However, while in rich democracies

the extra spending made possible by deficit financing tends to benefit the poorer regions, the subsequent interest

payments tend year after year mainly to be borne by the richer regions.

In what follows, we will present a methodology for the calculation of interregional interest transfers. Next, we

will apply this methodology to the case of Belgium and we will find that interregional interest transfers have been

very sizeable in Belgium. Their size stems from the large disparities between (1) the extent to which the two main

geographic parts of Belgium, i.e, poorer Francophone Belgium resp. richer Flanders, benefited from the annual extra

spending made possible by the central government's debt build-up, and (2) the extent to which Francophone Belgium

resp. Flanders provide revenue to the central government to shoulder the annual interest payments resulting from

that debt build-up.

Francophone Belgium should provide most of the revenue for the annual interest payments given the larger part

of the central government debt that it caused -–i.e. given the larger part of this debt that “originated” in Francophone

Belgium. But Francophone Belgium actually year after year shoulders less interest payments than that it should. This

is because it year after year provides a smaller share of the revenue to the central government than that it should on

the basis of the debt-financed spending that it received. The interest transfers from Flanders to Francophone

Belgium precisely concern the difference between the part of the interest bill that Francophone Belgium should pay

and the part of the interest bill that Francophone Belgium actually paid. In combination with the persistently high

central government debt of Belgium, and with the fact that a primary deficit in one particular year leads to an interest

bill in each of the following years in which the debt caused by that primary deficit is not repaid,1 the abovementioned

1As is well known, the primary balance equals revenue minus primary spending, i.e. revenue minus non-interest spending.
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difference has caused sizeable implicit fiscal transfers from Flanders to Francophone Belgium. These amounted to

annually between 4 and 5% of Belgian GDP –i.e. to annually between 7 and 8% of Flemish GDP- over much of the

past decades. Interregional fiscal transfers in Belgium –and possibly also in other democracies- are therefore much

larger than has mostly been assumed.

The uneven geography of the central government debt is not only important because of its short-term

distributional consequences. It is also important because the uneven geographic distribution of central government

debt creates geographically different incentives for the running of central government deficits. This uneven

geography may therefore precisely provide an explanation for the large size and chronic nature of central

government deficits not only in Belgium during past decades, but also in many other countries with a high central

government debt and considerable regional income disparities.

In recent years no less than 10 OECD countries were characterised by both a central debt ratio and regional

income disparities that are higher than the OECD median, and therefore probably also by high interregional interest

transfers. These 10 countries include Italy, Spain, the UK and the US, which are large countries, and which because

of their sheer geographic size run a higher risk of having large geographic income disparities. But these 10 countries

also include a number of geographically small countries, such as Belgium.

In several of these 10 democracies, poorer regions tend to be overrepresented within the central government,

such as in Belgium, Italy, and the US. (also see below) This makes that these poorer regions’ ability to create or main-

tain a central government deficit is rather strong.

Moreover, we can expect a high number of countries to keep combining a high central debt ratio and large

regional income disparities also in the foreseeable future. Additionally, also a geographically very unequal confedera-

tion of countries such as the EU since recently plans to incur confederal debts for financing expenditures mainly in

its poorer geographic parts. Especially if interest rates start increasing again, the potential for sizeable interregional

interest transfers will remain high in many countries.

The existing political economy literature appears to largely neglect the size, the consequences and the causes of

interregional interest transfers. The bulk of the existing political economy literature explains the presence and the

size of deficits and debt only by non-geographic political economy factors. This is remarkable, as in most democracies

each central government politician is elected in a geographically limited constituency. This seems to facilitate the

channelling of the benefits of debt financing towards a politician's electorate, while avoiding to make this electorate

bear the full costs of debt financing.

2 | THE LITERATURE ON THE POLITICAL ECONOMY OF CENTRAL
GOVERNMENT DEBT

Our investigation of interregional fiscal transfers resulting from the central government debt speaks to no less than

five strands within the existing literature on the political economy of the central government budget.2

Firstly, an incumbent political party's incentive for government spending is stronger, the better it can target the

expenditures concerned at its electorate and the better it can spread the revenue for financing it over the entire elec-

torate, including over the electorate of the opposition parties. This is the traditional common pool problem.

Olson (1965) already described it and Weingast et al. (1981) formalised it. Weingast et al. (1981) moreover predicted

2A somewhat less related strand in the literature of the political economy of debt concerns the political geography of subcentral government debt. It mainly

concerns the so called soft budget effect problem, i.e. the fact that subcentral governments may strategically accumulate debt (or threaten to do so) in

anticipation of extra transfers (bailouts) from the central government. Strategic debt accumulation seems to be practised particularly:

• by subcentral governments that are grant-dependent (e.g. Pettersson-Lidbom, 2010; Baskaran, 2012),

• by subcentral governments that are poor, small and/or in charge of important social spending (e.g. Inman, 2003),

• by subcentral governments that are soon to be merged (e.g. Jordahl & Liang, 2010; Saarimaa & Tukiainen, 2015 and Fritz & Feld, 2020),

• and/or by subcentral governments that are politically aligned with the central government (e.g. Sorribas-Navarro, 2011).

We will not discuss in any further detail the subcentral soft budget effect literature, since our paper only deals with the geography of central

government debt.

198 JENNES



that government spending would increase in the number of relevant political actors (e.g. in the number of governing

political parties). This effect is also known as “the Law of 1/n”. This effect would hold because more political actors

implies that the number of supporters per actor is on average smaller. The smaller the share of an incumbent political

actor's supporters in total revenue raised is, the larger this actor's net benefit of steering government spending

towards his supporters is. E.g. Brooks et al. (2011) empirically find that larger city councils make US cities spend

more. But a number of other studies find no effect of the number of politicians on spending.

Secondly, an established theoretical finding in political economy is that a political party in power benefits a priori

even more from debt-financed spending than from spending financed with tax revenue. See Alesina and

Tabellini (1987), Lizzeri (1999, p. 909-912), Persson and Tabellini (2000, p. 345-372), and Besley (2006, p. 210-211).

Indeed, deficit spending allows the incumbent political party to avoid financing part of its expenditures with revenue

generated during the current legislature. Deficit spending thus creates a common pool problem not between groups

of taxpayers benefiting from, resp. paying for extra spending during the current legislature, but between taxpayers in

the current legislature benefiting from extra spending and taxpayers in future legislatures paying for it. Persson and

Tabellini (2000, p. 345-351) hypothesise that the more a governing party is uncertain that it will still be in power after

the next elections, the more it will overspend in the current legislature by means of running a budget deficit.

Pettersson-Lidbom (2001) tests the hypothesis of Persson and Tabellini (2000) for Swedish municipalities. He finds

that a rightwing party that is certain of being voted out of a Swedish municipal government increases debt with 15%

compared to when it is certain of being voted into government again, but that a leftwing party decreases debt with

11% in such a situation.

Thirdly, political economy motives for debt financing may not only result from conflicting interests between an

incumbent party and an opposition party or between the current and the future government. Such motives may also

result from conflicting interests within the current government itself. Interests may typically conflict within a coalition

government, i.e. a government consisting of more than one party. This dimension of the political economy of central

government debt is analysed by a third strand of the existing literature on the political economy of central govern-

ment debt. Velasco (2000) established the theoretical result that the larger the degree of fragmentation in pol-

icymaking –i.e. the larger the number of interest groups represented within a single coalition-, the greater the deficit

bias. In fact, also Weingast et al. (1981) already predicted this outcome theoretically. I.e. he predicted that the com-

mon pool problem is worse if there are more “veto-players”. And indeed, typically each member of a government

coalition has veto power.

With respect to OECD countries, Roubini and Sachs (1989) find empirical support for their hypothesis that pub-

lic debt is higher the more political parties there are in a coalition government. They find that the common pool prob-

lem worsens the more parties a coalition is composed of. Relatedly, Ashworth et al. (2005) find for Flemish

municipalities that governments comprised of more parties cause larger debts. Artés and Jurado (2018) come to a

similar result for Spanish municipalities. See also Alesina and Tabellini (1992, p. 342), Alesina and Perotti (1994,

p. 22-26), and Huber et al. (2003). Moreover, Perotti and Kontopoulos (2002 p. 213-214) find that the number of

parties is an even stronger determinant of the budget deficit in times of economic crisis (“difficult times”). But a num-

ber of other studies find no effect of the number of parties in a coalition on debt and deficits.

It is notable that an investigation of the geographic causes and consequences of central debt accumulation is miss-

ing from the above three strands of the literature on the political economy of central government debt. An exception

are Lago-Peñas et al. (2017), who start out from the observation that in all countries political parties’ electoral support

is geographically concentrated, or at least geographically unevenly spread. They then find empirical cross-country

evidence for the negative impact of such geographic concentration of electoral support on the central government's

fiscal performance. They find that the more numerous political parties are whose electoral support is geographically

concentrated, the larger the common pool problem is and the higher the central government's budget deficit is.

This latter finding speaks to a fourth strand within the existing literature on the political economy of the central

government budget. It is the literature on institutional congruence, also called fiscal equivalence, as pioneered by

Olson (1969). Olson (1969) recommends institutional congruence, i.e. a setting in which the citizens who benefit
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from spending are those same citizens who pay the taxes to finance that spending, as well as those same citizens

who elect the politicians who raise those taxes. Geographic concentration of a governing political party's electoral

support as studied by Lago-Peñas et al. (2017) in fact weakens the strong link between taxpayer, receiver of public

spending and voter that is recommended by Olson (1969). This link is particularly weakened if a governing party's

electoral support is concentrated in poorer regions. Indeed, in democracies poorer citizens on average pay less taxes

than the spending they receive, and political parties that concentrate their electoral support in poorer regions hence

tend to be held less accountable by their voters for a large part of the taxation they raise, i.e. for the taxation that

they raise in richer regions.

The Lago-Peñas et al. (2017) study points at a gap in the literature on the political economy of debt. I.e. it points

at the importance that the political geography of debt should have within the political economy of debt literature.

Our study aims at contributing to narrow this gap as it is to our knowledge one of the first attempts to quantify the

size of the fiscal incentives of certain regions to make the central government run a deficit, given that in each country the

electoral support of political parties is geographically unevenly spread. Apart from Van Gompel (2004) and

Algoed (2009), our study is to our knowledge the first comprehensive calculation of the regional fiscal incentives to

make the central government run a deficit, i.e. of the size of interregional fiscal transfers resulting from central

government debt.

The deficit incentives resulting from geographic concentration of electoral support could be considerable not

only for our case-study country Belgium but also for several other countries. Indeed, as said, in recent years 10 OECD

countries combined relatively large interregional disparities with a high central government debt. Moreover, in sev-

eral of these countries poorer regions are less densely populated and mainly therefore they are overrepresented in

the central government. (see e.g. Dragu & Rodden, 2011; Jennes, 2019) Belgium is an extreme case of overrepresen-

tation of poorer, less densely populated areas, as Lago-Peñas et al. (2017) point out. This is not only because in Bel-

gium many parties obtain their electoral support exclusively in poorer and less densely populated Francophone

Belgium. It is also because in Belgium the central government's coalition is permanently composed of a number of

these parties. (see further in subsection 4.1)

Finally, there is a fifth, more general strand in the literature to which our paper speaks. I.e. many empirical studies

demonstrate that those geographic constituencies that are better represented within the central government receive

more central government spending per capita for the same amount of revenue per capita contributed. Such overrep-

resentation of particular geographic constituencies –which is a characteristic of every democracy- hence weakens

institutional congruence. I.e. it weakens the link between taxpayers and beneficiaries of public spending, irrespective

of the question if this spending is debt-financed or not, and irrespective of the question if the constituencies con-

cerned are poorer or less densely populated. An example of such a study of overrepresentation with respect to politi-

cians belonging to the Belgian central government executive is Jennes and Persyn (2015). They find that Belgian

electoral districts represented by a federal government minister receive extra social spending, whether they are

poorer or not. An example for American states that are better represented in the US Senate is Lee (1998). More

recent examples for the US federal government level are Knight (2008) and Albouy (2013). Golden and Picci (2008)

and Carozzi and Repetto (2016) are examples for the Italian central government. Baskaran and Hessami (2017) and

Kauder et al. (2016) are examples for the German state level.

3 | METHODOLOGY FOR CALCULATING INTERREGIONAL INTEREST
TRANSFERS

The debt game between successive governments and the debt game within the same government have so far largely

been analysed without taking geography into account. However, in rich democracies deficit spending tends to allow

current taxpayers in poorer regions to benefit from extra spending at the expense of future taxpayers in richer regions.

We aim at contributing to the understanding of the debt game between different regions of a particular country by
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proposing a methodology for calculating the size of the fiscal incentives of certain regions to make the central gov-

ernment run a deficit. I.e. we will propose a methodology for calculating annual interregional net fiscal transfers

resulting from the interest bill on central government debt.3 In what follows we will call these transfers more briefly:

(net) interest transfers.

3.1 | Methodology

We start by giving the definition of (annual) net interest transfers:

A particular region's net transfers resulting from the interest bill on the central government debt EQUAL

the part of the central government interest bill that a particular region actually pays, i.e. corresponding to

that particular region's share in central government revenue, MINUS the part of the central government

interest bill that that particular region would pay if it corresponded to its share in the central government

debt, i.e. to its share in the successive primary balances run by the central government in the past.4

On the basis of this definition we propose a methodology for calculating interregional interest transfers essen-

tially consisting of following steps: (1) calculate the part of the interest bill that a region should pay on the basis of its

debt share, (2) calculate the part of the interest bill that this region actually pays, and (3) subtract the former from the

latter.

3.2 | A numerical example for a country with only two regions

We now demonstrate the potentially large size of interest transfers by applying our methodology to a simplifying

numerical example for a country with two regions A and B of the same size.

Table 1 describes the starting year y1 with the central government running a primary deficit. (A necessary condi-

tion for any government debt and hence for debt related fiscal transfers is a primary deficit.) Values for all variables

in tables 1-3 concern the end of the year except the values of the debt stock (row 1), which concern the start of the

year. In year y1 the two regions contribute –for reasons of simplification of presentation- the same amount to cen-

tral government revenue (row 2). But both benefit from a larger –but different- amount of central government

expenditure (row 3). As a result, each region “runs” a –central government- primary deficit, but of a different size.5

As debt at the start of year y1 is zero, interest payments in year y1 are zero (rows 5 and 6).6 Because there is no

interest bill in year y1, of course also net fiscal transfers caused by the interest bill are zero in year y1 (row 7). And

3In fact, our methodology could also be used to calculate interest transfers between other social groups than regions, e.g. between young and old

inhabitants of a country, or between rich and poor inhabitants of a country, irrespective of the region they live in. This would also be relevant, as political

parties’ electoral support is not only geographically speaking unevenly concentrated but also demographically and economically speaking.
4This definition is used in Van Gompel (2004) and explained in Algoed (2009). As a consequence of this definition, we will present net transfers “leaving” a

region as a positive amount and net transfers “entering” a region as a negative amount. Nevertheless, the first region “pays” transfers and the second

region “receives” transfers. (Here, we put a number of words between quotation marks because transfer payments from one region to another are never

actually made in the context of this paper. The transfers are implicit within the central government budget.)
5 Officially it is of course only the central government that runs the central government fiscal policy, and not the regions. It is the different regional primary

balances that are essential to our reasoning, not whether they are both deficits nor whether they are due to different primary expenditure received or to

different revenue contributed. If –as opposed to table 1- the different primary deficits would be due to different revenue provided, rather than to different

primary expenditure received, or to both, our reasoning would fundamentally stay the same.
6We assume in this paper for the sake of simplicity that all interests to be paid on the debt that is caused by the primary deficit run in year y, start

becoming due only in year y+1. This assumption hardly impacts the size of the interregional interest transfers over our entire period considered.
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because there is no interest bill in year y1, the budget balance7 (row 8) simply equals the primary balance (row 4) in

year y1.

Now suppose that in year y2 regional primary balances stay the same as in year y1, a situation shown in table 2.8

The difference with year y1 is that the central government debt at the start of year y2 (row 1) is of course not zero

anymore. At the start of year y2, debt is simply the opposite of the budget balance (row 8) in year y1. This is because

at the start of year y1 debt is zero. Because debt at the start of year y2 is not zero anymore, interest charges have to

be paid during year y2. For the sake of simplicity, we assume that in our example the interest rate remains constant

at 10% in every year considered.9

At the start of year y2, the –implicit- share of region B in the central government debt is the higher one (row 1).

Therefore region B would pay a larger share of the interest bill than region A if this share corresponded to region B's

share in the central government debt (row 5). However, as both regions again contribute the same amount to gov-

ernment revenue in year y2, they actually pay an equal part of the interest bill (row 6). The difference between these

two shares translates into interregional interest transfers (row 7). Note that the sum of interest transfers is zero by

definition. Also note that shares in interest actually paid (row 6) are only a function of the fiscal situation in the cur-

rent year, while shares in interest to pay given the share in the debt (row 5) are a function of the fiscal situation in all

previous years.

We assume in this paper that the central government first uses non-borrowed revenue available to finance its

spending. This implies that the interest bill is paid with non-borrowed government revenue, as the interest bill is evi-

dently a priority public expenditure. For reasons of simplicity of presentation, in tables 1-3 we also assume that inter-

est expenditure does not crowd out existing primary expenditures, but simply adds to it. (Note that therefore rows

3 stay the same in tables 1-3.) However, if we would assume that interest expenditure would happen at the expense

of existing primary expenditures, the amount of interregional interest transfers would stay the same.

As a consequence of our assumption of “non-crowding out”, in year y2 the budget deficit (row 8) simply

increases with the interest bill (row 5) compared to year y1. As another consequence of “non-crowding out”, central

government debt during year y2 not only increases with the primary deficit (i.e. with the opposite of row 4 in table 2),

but of course also with the interest bill (row 5 in table 2). This can be verified by comparing the last column in row

1 in table 2 with the last column in row 1 in table 3. This can also be noticed from the formula shown in the first

column in row 1 in table 3. Indeed, debt at the start of year y3 is the sum of debt at the start of year y2, the opposite

of the primary balance run in year 2, and interest due in year y2.

TABLE 1 y1: Interest transfers when both regions “run” a primary deficit, but of a different size

At end of year y1
(except row 1: at start of y1) Region A Region B

Whole
country

1 Debt stock 0 0 0

2 Revenue provided 50 50 100

3 Primary spending received 55 60 115

4 = 2−3 Primary balance −5 −10 −15

5 Interest to pay given share in debt 0 0 0

6 Interest actually paid 0 0 0

7 Interest transfers 0 0 0

8 = 4−5 Budget balance −5 −10 −15

7As is well known, the budget balance equals the primary balance minus the interest bill.
8That in our example each year the difference in regional primary balance is the same is due to simplification but it is not essential to our reasoning.

Essential is that the primary balance of one region is persistently worse than that of the other region.
9The size and variation over time of the interest rate is not important to the explanation of our methodology for calculating interest transfers.
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Now suppose that in year y3 regional primary balances again stay the same as in years y1 and y2, a situation

shown in table 3. The increase in debt during year y2 in turn leads to another increase both in the interest bills

due and in the interest bills actually paid. (Compare rows 5 in tables 2 and 3 and rows 6 in tables 2 and 3.)

Although the gap between the two regions’ shares in the primary balance stays the same, the gap between the

two regions’ shares in the debt widens. (Compare the numbers for regions A and B in rows 1 in tables 2 and 3.)

Therefore, also the gap between the two regions’ interest bills due widens. (Compare the numbers for regions A

and B in rows 5 in tables 2 and 3.) Therefore, interest transfers increase compared to the previous year. (Compare

rows 7 in tables 2 and 3.)

To sum up:

• The worse primary balance of region B compared to region A in years y1 to y3 –in combination with the existence

of an overall primary deficit and thus an overall debt burden- creates net transfers resulting from the interest bill on

the debt from year y2 onwards.

• Although the primary deficits of regions A and B (and the interest rate) stay constant in years y1 to y3, in our

example interest transfers persistently increase. This is because of the persistently more negative primary balance

of region B in years y1 to y3 compared to region A, in combination with a persistent overall primary deficit and

hence a persistently increasing overall debt burden.

• Otherwise stated: interest transfers persistently increase in our example because inevitably a primary deficit in one

particular year increases the interest bill in each of the following years in which the debt caused by that primary defi-

cit is not repaid.

4 | THE GEOGRAPHIC DEBT GAME APPLIED TO THE CASE OF BELGIUM

We now apply the above to Belgium, as a case-study. We will first show that Belgium is one of the countries where

certain members of each central government coalition see their incentives and their ability to make the central gov-

ernment run deficits strengthened by the geographic dimension that is present in each Belgian government coalition.

Next we will calculate the size of net fiscal transfers between the Belgian regions resulting from the central govern-

ment debt. We will find that their size is large. This suggests that in Belgium the incentive and/or the ability to make

the central government run deficits may indeed be particularly large for coalition members representing the poorer

regions of Belgium.

TABLE 2 y2: Interest transfers when both regions “run” a primary deficit, but of a different size (bis)

At end of year y2
(except row 1: at start of y2) Region A Region B

Whole
country

1 = (1 in y1 – 4 in y1 + 5 in y1) Debt stock 5 10 15

2 Revenue provided 50 50 100

3 Primary spending received 55 60 115

4 = 2−3 Primary balance −5 −10 −15

5 = (10% of row 1) Interest to pay given share in debt 0.5 1 1.5

6 = e.g. for Region A (50/100)*1.5 Interest actually paid 0.75 0.75 1.5

7 = 6−5 Interest transfers 0.25 −0.25 0

8 = 4–5 Budget balance (incl. interest to

pay given share in debt)

−5.5 −11 −16.5
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4.1 | The Belgian debt game as a game between different regions represented in the
same government

We will now make the argument that in any Belgian central government coalition, coalition members representing

poorer and smaller Francophone Belgium have relatively speaking a stronger incentive and a better ability to make

the central government run a deficit than coalition members representing richer and larger Flanders.

Between 1969 and 1978 the three then major Belgian political parties -Christian-democrats, socialists, and

liberals- all split into a Flemish and a Francophone Belgian party.10 Almost all parties represented in the federal par-

liament collect almost all of their votes in either Flanders or Francophone Belgium since then. The Flemish majority

overwhelmingly lives in the northern part of Belgium, the Flemish region (6.6 million inhabitants in 2017 or 58% of

the population). The Francophone Belgian minority (4.8 million inhabitants in 2017 or 42% of the population) over-

whelmingly lives in the south of Belgium, the Walloon region (3.6 million inhabitants). But a considerable part of this

minority lives in the centrally located Brussels capital region (1.2 million inhabitants).

The cultural-geographic split of the major Belgian political parties implied that more parties were needed for a

central government coalition to be able to obtain the support of a majority of MPs in the central government's parlia-

ment. But this split also implied that from the 1970s onwards the ruling coalition needed to consist of both Flemish

and Francophone parties. This is because the constitutional change that had been voted in 1970 prescribes that as

many central government ministers have to be backed by French-speaking MPs in the central government's parlia-

ment as by Flemish MPs. As a consequence, since the 1970s most government coalitions have consisted of at least

four parties -two Flemish and two Francophone-, of which each party has veto power. (As said, the latter is typical

for coalitions.) Coalitions mostly consisted of two Flemish and two Francophone parties for two reasons. Firstly,

since the 1970s no single party commanded either the majority of Flemish seats or of French-speaking seats of the

parliament. Secondly, as said, since 1970 as many central government ministers have to be backed by French-

speaking MPs in the central government's parliament as by Flemish MPs.

The 1970 constitution in combination with the cultural-geographic split of all major parties therefore increased

the number of veto rights over fiscal policy, in the wording of Persson and Tabellini (2000, p. 345). Possibly there is a

relationship between Belgian central governments consisting of more and of cultural-geographically split political

TABLE 3 y3: Interest transfers when both regions “run” a primary deficit, but of a different size (ter)

At end of year y3
(except row 1: at start of y3) Region A Region B Whole country

1 = (1 in y2 – 4 in y2 + 5 in y2) Debt stock 10.5 21 31.5

2 Revenue provided 50 50 100

3 Primary spending received 55 60 115

4 = 2−3 Primary balance −5 −10 −15

5 = (10% of row 1) Interest to pay given share in debt 1.05 2.1 3.15

6 = e.g. for Region A (50/100)*3.15 Interest actually paid 1.575 1.575 3.15

7 = 6−5 Interest transfers 0.525 −0.525 0

8 = 4–5 Budget balance (incl. interest to

pay given share in debt)

−6.05 −12.1 −18.15

10In each party, it were mainly Francophone politicians who demanded such a split. In the federal parliament the Flemish majority several times voted

proposals into law against the Francophone minority during the 1960s. A salient example was the establishment of language borders between Flanders,

Brussels and Wallonia in 1962. They caused Dutch to be the only government language in Flanders, but their establishment was opposed by Francophone

politicians. Perhaps having been outvoted several times contributed to the Francophone demands to split up until then country-wide parties.
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parties since the 1970s and the sharp increase in the central government deficit since then.11 (see column 9.1 in

table 4 in the next subsection) More in particular, the 1970 constitution in combination with the cultural-geographic

split of Belgium's major parties shortly thereafter seems to have increased both the ability and the electoral incentive

of governing parties collecting their votes in poorer Francophone Belgium to make the central government run a

deficit.

Firstly, this combination seems to have increased the ability of Francophone Belgian governing parties to make the

central government run a deficit. This is because from the 1970s onwards at least two Francophone Belgian parties

were needed to form a Belgian central government, in combination with the fact that in every coalition government

each party has veto power. Secondly, this combination also seems to have increased the incentive of Francophone

Belgian governing parties to make the central government run a deficit,12 because the cultural-geographic split of

Belgium's major parties created major political parties only collecting votes in poorer Francophone Belgium. At the same

time mainly Francophone Belgium a priori benefits from a central government deficit. This is because such a deficit

enables poorer Francophone Belgium to receive disproportionally more (social) spending, while the revenue needed to

pay the interest charges on the resulting debt is disproportionally paid by richer Flanders.

As said, Lago-Peñas et al. (2017) characterise Belgium as a case of extreme geographic concentration of political

parties’ electoral support. But Belgium is by far not the only country characterised by geographic concentration of

electoral support of parties that are powerful at the central government level. Belgium is not the only country either

combining this characteristic with a high central government debt and large geographic income disparities. (see table

6 in appendix 1) Important other countries showing or having shown to some extent the characteristics of Belgium

are the US and Italy:

• US: For most of the past decades the Republican party held a majority of seats in the US Senate. This majority

was consistently elected by states that were on average poorer than the Democratic states. Moreover, the states

electing the Republican majority were during several terms inhabited only by a minority of the US population. At

the same time, the US senate majority has veto power of important parts of federal policy. Because of the filibus-

ter option, the states that elected Republican senators even had de facto veto power in most terms during which

they did not provide the majority of senators. (see e.g. Gailmard & Jenkins, 2007) Relatedly, e.g. Atlas et al. (1995),

Lee (1998) and Knight (2008) find that less densely populated US states receive more federal spending per capita

thanks to their political overrepresentation.

• Italy: Democrazia Cristiana was the main party in Italian government coalitions between its inception in 1944 and

its collapse in 1994. In the 1980s its most powerful MPs were elected in the poorer south of Italy, where only a

minority of the population lives. This made public spending favouring the south of Italy even larger than before.

(Alesina & Perotti, 1994, p. 20 and Golden & Picci, 2008, p. 269)

4.2 | Calculating interregional net interest transfers for the case of Belgium

Applying the methodology proposed in section 3, we will now calculate net fiscal transfers between Belgian regions

resulting from the central government debt. Because we only have all the necessary data for Belgium from 1970

onwards, we can only calculate interregional interest transfers in Belgium from 1970 onwards. Our main data

11The fiscal worsening during the 1970s of course cannot be considered in isolation from the economic crisis that in Belgium also started early on in that

decade. Probably political factors and economic factors interacted during that period, with a severe worsening of fiscal outcomes as a result. This reminds

of the “difficult times” concept used by Perotti and Kontopoulos (2002, p. 197).
12One cause of the chronic federal deficits in Belgium over the decades have been a number of expansions of social security coverage and benefits without

corresponding increases in social security contributions to finance such expansions. Over the decades, this has been one of the reasons that social security

spending in Belgium had to be funded increasingly with existing government revenue other than social security contributions. This existing government

revenue therefore could not be used anymore for regular federal expenditures, and hence its diversion to social security spending ceteris paribus increased

or at least maintained the federal budget deficit.
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sources are Van Gompel (2004) for the 1970-1999 period and Decoster and Sas (2017) for the 2000-2016 period.

The two datasets concerned importantly comprise a disaggregation of central government primary expenditure and

revenue over Belgium's three regions (summarised by columns 2 and 3 of table 4).

For the years preceding the starting year 1970 we assume –due to lack of data for those preceding years- that

regional shares in the central government debt simply equal regional shares in government revenue. This assumption

leads to the absence of interest transfers in 1970 and in the years before, because by definition interest transfers

are the result of regional shares in debt that are different from regional shares in revenue. This assumption is a con-

servative/prudent assumption with respect to the size of the resulting interest transfers from Flanders to

Francophone Belgium for our entire 1970-2016 period. This is because we have shown in our numerical example

above that a particular amount of interest transfers in year y tends to go together with an even higher amount of

interest transfers in year y+1. Moreover, e.g. Dottermans (1997) finds that Flanders paid more revenue to the central

government than that it receives spending from it already from 1964 onwards, the reverse holding for Wallonia. The

Dottermans findings imply a share of Flanders in the public debt that was probably already well before 1970 lower

than its share in revenue. Indeed, the build-up of the Belgian central government public debt already started well

before 1970, albeit rather slowly compared to the years after 1970.

Table 4 summarise the steps of our calculation and show its results.13 For reasons of comparability over time,

we express the bulk of the numbers in table 4 as a share of GDP. We had to complement the abovementioned

different datasets for the period 1970-1999 resp. the period 2000-2016 with NBB data14 and Ministry of Finance

data on the total central government debt and on the interest bill (columns 1.1, 5.1, and 6.1). In the Belgian reality, of

course total and regionalised primary spending, total and regionalised revenue, GDP, and the interest rate all vary

from year to year, as opposed to our numerical example of subsection 3.2. Therefore, interest transfers will now vary

for more reasons than only the annual changes in total and in regionalised central government debt, as opposed to

our numerical example. Also, as opposed to our numerical example, we will calculate interest transfers not for two

regions of the same size but for three regions of very different sizes. These are the three Belgian regions Flanders

(FL), Wallonia (WA), and Brussels (BR).15

As a first step in the calculation of interest transfers, we have to calculate the overall primary balance for Belgium

(BE) (column 4.1). We obtain it by simply adding the interest bill (column 5.1) to the overall budget balance (column

9.1). For reasons of simplification, we obtain the overall budget balance in year y simply by subtracting the central

government debt (column 1.1) at the start of year y+1 from the central government debt at the start of year y. Note

that because we make the above calculations starting from debt expressed in euros, in several years the budget defi-

cit as a share of GDP in year y is larger than the increase in debt as a share of GDP at the start of year y+1. This is

because in those years the decreasing effect of (nominal) GDP growth on the debt/GDP ratio partly offsets the

increasing effect of the budget deficit on the debt/GDP ratio. Sometimes debt at the start of year y+1 even

decreases as a share of GDP while there is a budget deficit in year y. (However, note that there is a budget deficit in

almost every year of our period considered, irrespective of the business cycle.)

Having calculated the overall primary balance (column 4.1), we have to calculate as a second step the regional pri-

mary balances (columns 4.2-4.4). Starting from the overall primary balance, we obtain the regionalised primary bal-

ances by taking into account the differences between regionalised government revenue provided (columns 2.2-2.4)

13Note that in table 4 (and also in tables 5a-b) numbers do not always exactly add up, due to rounding.
14https://stat.nbb.be/?lang=nl
15As said above, Wallonia is the major part of Francophone Belgium. Francophone Belgian parties not only collect all the votes in Wallonia but also collect

the bulk of the votes available in the Brussels region. Therefore, the relevant “regions” from a political economy point of view are Flanders and Francophone

Belgium, not Flanders, Wallonia, and Brussels. There have rarely been important Wallonia-only or Brussels-only political parties during the 1970-2016

period that we consider.

However, Belgium legally and politically consists of three full-fledged regions, Flanders, Wallonia, and Brussels. Regional data for Belgium and earlier

calculations of interregional fiscal transfers on the basis of them also respect this fact. Therefore, table 4 show three regions and not two. Because of the

relatively limited size of the Brussels region, we will not discuss the numbers in table 4 for the Brussels region. This does not change the thrust of this

paper.
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and regionalised primary spending received (columns 3.2-3.4). We notice over our period considered that Flanders

consistently has a larger share in total revenue (column 2.2) than in total primary spending (column 3.2).,16 while the

reverse holds for Wallonia17 We also notice that over our period considered Flanders increases its –larger- share in

total revenue much more strongly than that it increases its –smaller- share in total primary spending. In contrast, the

negative gap between the share of Wallonia in total revenue (column 2.3) and its share in total primary spending

(column 3.3) remains about constant over our period considered. These very different combinations of regionalised

revenue and spending result in very different regionalised primary balances, as shown in columns 4.2-4.4.18

As a third step, we can now calculate central government debt on a caused basis per region, i.e. according to

region of “origin” of the debt (shown in columns 1.2-1.4). We first calculate these regional caused debts in euros, and

then express them as a share of Belgian GDP. As we showed in table 3 of our numerical example, a region's caused

debt at the start of each year19 is calculated as the sum of:

1. its regionalised caused debt at the start of the previous year (columns 1.2-1.4),

2. minus its primary balance “run” during the previous year (columns 4.2-4.4), and

3. plus its regionalised caused interest payments that were due during the previous year (columns 5.2-5.4).

The 3rd term simply corresponds to the total interest bill due in the previous year, multiplied by the region's debt

at the start of the previous year (the 1st term in the above sum) expressed as a share of total debt. Hence, when

having calculated the caused regional debt at the start of a particular year, we can easily calculate the caused

regionalised interest bill due in that same year (columns 5.2-5.4).20

Note that over the entire period considered the Flemish regionalised debt as a share of total central government

debt decreases. (This share can be calculated by dividing column 1.2 by column 1.1.) This decrease is a consequence

of the widening gap throughout most of our period considered between the Flemish and the Walloon primary

balances (columns 4.2-4.3). This gap not only widens as a share of GDP but also as a share of the overall primary

balance. Therefore, over the entire period also the Flemish caused interest bill as a share of the total interest bill

decreases. (This share can be calculated by dividing column 5.2 by column 5.1.) By 1998 the Flemish share in the

central government debt even has become negative, and hence also the Flemish caused interest bill. This means that,

according to our calculations, the successive primary surpluses of Flanders since 1985 enabled it by 1997 “to pay

down its entire central debt” accumulated before 1985. From 1998 onwards, these surpluses enabled Flanders “to

accumulate savings” within the central government budget. These savings generated implicit interest income “to be

received by Flanders” rather than an implicit interest bill “to be paid by Flanders” within the central government

budget.

This fiscal situation of Flanders is to a large extent mirrored by the fiscal situation of Wallonia. We calculate that

Wallonia's regionalised debt (column 1.3) is from 2001 onwards even larger than total central government debt. This

fact is due to the persistent primary deficits of Wallonia over our entire period, combined with the primary surpluses

of Flanders from 1985 onwards. As a consequence, the Walloon caused interest bill (column 5.3) is from 2001 onwards

even larger than the total central government interest bill (column 5.1). It is precisely the offsetting Flemish “interest

income” that makes that the total central government interest bill is not as large as the interest bill caused by Wallonia.

16Note that this fact did not prevent Flanders either from "running" a primary deficit during many years before 1985 (column 4.2).
17Note that of course regional shares in revenue and in primary spending sum up to 100% in each year.

Columns 2 and 3 also show that Flanders is in fiscal terms by far the largest region of Belgium, followed by Wallonia, while the Brussels capital region is by

far the smallest region of Belgium.
18Brussels has been the richest region of Belgium for most of its history, but it remarkably even “overtook” Wallonia as the poorest region of Belgium in

the course of the 1990s. It is as remarkable that the Brussels regional government from its creation in 1989 onwards increasingly received extra federal

grants because of its capital city function. However, the Brussels region particularly after 2000 shows primary balances that are more positive than

Wallonia's. (Compare columns 4.3 and 4.4 in table 4.) One reason for this may be that in Belgium revenue from the -100% federal- corporate income tax is

traditionally regionalised according to company headquarters. These headquarters are concentrated in the Brussels capital region.
19Except, as explained, in 1970.
20For reasons of simplification, in each year we assume that the implicit interest rate is the average interest rate against which the entire debt at the start

of that year had been contracted. In reality of course, the entire debt at the start of each year had been contracted throughout the preceding years against

a large number of very differing interest rates. We can safely assume that this inevitable simplification does not substantially affect our results.
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After having calculated regional caused interest bills (columns 5.2-5.4), we can now calculate as a fourth step the

regional budget balances (columns 9.2-9.4). To this effect, we simply subtract the regionalised caused interest bills

(columns 5.2-5.4) from the regionalised primary balances (columns 4.2-4.4).

The last but one step is then to calculate regional interest payments not on a caused basis, but on a paid basis

(columns 6.2-6.4). Interest paid per region simply equals the total interest bill (column 6.1), multiplied by the regional

share in government revenue (columns 2.2-2.4). Note that the Flemish interest bill on a paid basis as a share of the

total interest bill increases over our entire period considered. (This share can be calculated by dividing column 6.2 by

column 6.1.) This increase contrasts with the steadily decreasing Flemish share in the caused interest bill. However,

the latter decrease is larger than the former increase. Logically, the opposite holds for Wallonia: the increase of its

share in the caused interest bill is larger than the decrease of its share in the paid interest bill. As a result, from the

1990s onwards the regional differences shown by columns 5.2-5.4 (interest caused) are much larger than the

regional differences shown by columns 6.2-6.4 (interest actually paid).

The final major step is then to calculate interregional net interest transfers (columns 7.2-7.4). These are for each

region simply the difference between its paid part and its caused part of the interest bill. Note that of course interest

transfers of all regions summed up are zero. Interest transfers out of Flanders (column 7.2) keep increasing as a share

of GDP from 1970 until 1993.21 After a dramatic increase in the implicit interest rate and in the interest bill in 1990,

interest transfers out of Flanders reach a maximum of 5.3% of Belgian GDP in 1993. Expressed in terms of 2016

euros -2016 being the last year of our period considered-, this amounts to 22.5 billion euros. Expressed per inhabi-

tant of Flanders, this amounts to about 3,500 euros in terms of 2016 euros. Interest transfers stay more or less at

their very large 1993 level until 2001. Nevertheless, the overall Belgian fiscal situation started improving already in

1984, as witnessed by the evolution of the overall primary balance (column 4.1) and of the overall budget balance

(column 9.1). This improvement was also thanks to the December 1981 elections, which brought a –centre-right-

government coalition to power that undertook a prolonged fiscal consolidation effort that started showing up in the

fiscal data in 1984. Average interest transfers out of Flanders over our entire period amount to 2.9% of Belgian GDP

annually. Expressed in terms of 2016 euros, this is 12.5 billion euros. Expressed per inhabitant of Flanders, this

amounts to about 2,000 euros in terms of 2016 euros.

The cause of the persistently large and increasing interest transfers is that the effect of the positive overall evo-

lution of the Belgian fiscal situation since 1984 is more than compensated by the combined effects of (1) also after

1984 persistently very different regional primary balances (columns 4.2-4.4) and (2) the until 1990 increasing and

until 1993 very high total interest bill (column 5.1). This increasing total interest bill in turn is the combined result of

(1) the increasing overall debt ratio also after 1984 (column 1.1) and (2) the interest rate remaining high also after

1984. An indicator of the latter is the implicit interest rate, shown in column 10, which is the interest bill as a share

of total central government debt. Interest transfers stop increasing as a share of GDP after 1993 because then the

total interest bill as a share of GDP starts to decrease. This decrease is the combined result of a decreasing interest

rate and a decreasing overall debt ratio.22

Columns 8 simply express columns 7 as a share of the total interest bill. Columns 8 allow better to compare inter-

est transfers over time. Indeed, the size of the interest transfers as a share of GDP depends to an important extent

21Note that the annual increases in interest transfers in table 4 are smaller than in our numerical example above. However, in contrast to our numerical

example the difference between regional primary balances even widens throughout most of our period considered in table 4. Also, in contrast to our

numerical example Flanders over time starts running a primary surplus while Wallonia keeps running a primary deficit in almost all years of our period

considered. These smaller increases in interest transfers in table 4 compared to our numerical example are due to the fact that (nominal) GDP growth partly

offsets the increasing effect of the persistently different regional primary balances on interest transfers. Indeed, while we express interest transfers in

absolute numbers in our numerical example, we express interest transfers as a share of GDP in columns 7 of table 4.
22However, table 4 shows that also after years of persistently decreasing interest rates –i.a. thanks to Belgium's accession to the eurozone in 1999-

interest transfers remain considerable. At the end of our period considered, in the year 2016, the Belgian federal government was able to borrow against

an interest rate of only 1%. (see https://www.debtagency.be/sites/default/files/content/download/files/xx_adjuolo1998-2018_1.pdf) But in that same

year the implicit interest rate on the total federal debt was still 2.7% (column 10), the total interest bill was still 2.4% of GDP (column 5), and interest

transfers out of Flanders still amounted to 3.2% of GDP (column 7).

212 JENNES

https://www.debtagency.be/sites/default/files/content/download/files/xx_adjuolo1998-2018_1.pdf


on the total interest bill, and the total interest bill in turn depends to an important extent on the interest rate. But

the interest rate in turn can be assumed to evolve to an important extent exogenously to the central government's

fiscal policy. True, as a share of GDP interest transfers decrease from 1994 onwards. But interest transfers as a share

of the total interest bill keep increasing over our entire period considered, just like absolute interest transfers do in our

numerical example. Therefore, relatively speaking, in table 4 interest transfers are larger after 1993 than before 1993.

In political economy terms, relative interest transfers are a more important phenomenon than absolute interest

transfers. Interest transfers out of Flanders are from 2004 onwards even larger than the total interest bill. This is

because the gap between the implicit interest income that Flanders generates since 1998 and the part of the interest

bill that it actually pays only widens over time. This situation is mirrored by interest transfers into Wallonia that are

from 2005 onwards even larger than the total interest bill.

The sizeable interest transfers that we calculate in table 4 may even be an underestimation. This is because cred-

itors charge a higher interest rate the higher the debt ratio is, ceteris paribus. Therefore, the (very) high debt ratios of

Wallonia (column 1.3) justify even higher interest bills caused by Wallonia than those shown in column 5.3. Hence,

simply using the implicit interest rate on the total Belgian central government debt for the calculation of the Walloon

interest bill caused may lead to an underestimation. Likewise, the low debt ratios of Flanders (column 1.2) justify

even lower interest bills caused by Flanders than those shown in column 5.2.

The interregional interest transfers that we calculate are far larger than interregional net fiscal transfers

resulting from more conventional calculations. These more conventional calculations assume a balanced budget

and hence no government debt nor an interest bill that results from it. They simply define net fiscal transfers as

the difference between primary expenditures actually received and primary expenditures that would be received

if they would be in perfect proportion to revenue contributed. E.g. Decoster and Sas (2017) calculate conventional

fiscal transfers out of Flanders to be close to only 1.5% of Belgian GDP for each year of the 2000-2016

period.23 Decoster and Sas (2017 p. 85-91) moreover explicitly deny the relevance of calculating interregional

interest transfers compared to calculating interregional fiscal transfers in the conventional way. In contrast, we

calculate interest transfers of between 3 and 5% for each year of that period. A high interest bill tends to make

interest transfers substantially larger and more increasing over time than conventional net fiscal transfers. As said,

this is basically because regional shares in the primary deficit that differ from regional shares in revenue

contributed in one particular year generate interest transfers in each of the following years in which the debt

caused by that particular primary deficit concerned is not repaid. (We already showed this in our numerical

example.) Such repeated regionally different shares in the primary deficit then cause large and increasing interest

transfers.

Figures 1-2 present the major numbers of table 4 for Flanders. See appendix 2 for the graphs with the major

numbers for Wallonia. First, graph 1 mainly shows the evolution of the overall fiscal situation of Flanders within the

central government budget. We notice that the interest bill caused by Flanders -the long-dashed line (in purple)-

turns negative over time. This is thanks to the succession of primary surpluses achieved by Flanders -the dotted line

(in light blue). Therefore also, over time the Flemish budget balance –the short-dashed line (in dark blue)- not only

becomes positive, but eventually even larger than the Flemish primary balance.

Next, figure 2 mainly shows interest transfers out of Flanders, the long-dashed line (in dark red). This line simply

shows the difference between the interest bill paid by Flanders, the chain dotted line (in orange), and the interest bill

caused by Flanders, again the long-dashed line (in purple). Figure 2 also shows that from shortly before the year

2000 onwards interest transfers out of Flanders are even larger than the interest bill paid by Flanders, because in

that period the interest bill caused by Flanders becomes negative. Shortly after the year 2000 interest transfers

become even larger than the total interest bill on the central government debt of Belgium, shown by the solid line

(in green).

23An example of such a conventional calculation for the US is Dubay (2006).

JENNES 213



4.3 | Robustness of calculating interregional net interest transfers for the case of
Belgium

A possible weakness in our calculations concerns data quality. To an important extent, our results depend on the

quality of the regional disaggregation of central government revenue and primary spending data as performed by

Van Gompel (2004) for the 1970-1999 period (columns 2 and 3 of table 4). This is the first part of our total period

F IGURE 1 Consecutive large primary and budget surpluses of Flanders within the central government budget of
Belgium over time result in an annual interest bill on the central government debt caused by Flanders that is even
negative (% of Belgian GDP) [Colour figure can be viewed at wileyonlinelibrary.com]

F IGURE 2 An ever larger gap between the annual interest bill caused by Flanders and the annual interest bill paid
by Flanders eventually makes annual interest transfers out of Flanders larger than the total annual interest bill on
Belgian central government debt (% of Belgian GDP) Source: of figures 1-2: table 4 [Colour figure can be viewed at
wileyonlinelibrary.com]
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considered. With respect to the second part, we relied on the dataset compiled by Decoster and Sas (2017), i.e. for

the 2000-2016 period (columns 2 and 3 of table 4). But we assume the Decoster and Sas dataset to be of better

quality because it covers a more recent period. With respect to this period, central government revenue and spend-

ing data are not only of better quality overall but they had also become available in a regionally more

disaggregated way.

In contrast, Van Gompel (2004) had to pioneer criteria on the basis of which he had to distribute several non-

disaggregated central government revenue and spending data over the three Belgian regions. Indeed, the Belgian

government back then did not routinely compile let alone publish such data. The quality of the Van Gompel dataset

is an important matter, because it covers the part of our period that was characterised by the catastrophic central

government fiscal policies of the 1970s and early 1980s. These culminated in a budget deficit of 18% of GDP in

1983 (see column 9.1 in table 4), although a turnaround government was already in power by then. These cata-

strophic fiscal policies importantly contributed to laying the basis for the persistent, sizeable, and increasing interest

transfers of the subsequent decades.

We are of the opinion that the Van Gompel dataset is of good quality for three reasons. First of all, regional

shares in central government revenue and in central government primary spending differ remarkably little between

the Van Gompel dataset and the Decoster and Sas dataset. (Compare columns 2 and 3 in table 4 resp.) The differ-

ence between those two shares in the two datasets much less explains the evolution of interest transfers over time

than that the evolution of the overall Belgian fiscal situation does, such as the implicit interest rate (column 10), the

primary balance (column 4.1), and the debt ratio (column 1.1). Secondly, regional economic evolutions make Van

Gompel's finding of a larger Flemish and smaller Walloon share in revenue than in spending already from the very

start of his dataset onwards plausible. Already during the 1960s, Flanders became richer than Wallonia for the first

time in Belgian history. Also, the 1970s worldwide economic crisis translated itself into important further down-

sizing of the steel factories that had been a core part of the Walloon economy for decades, and hence further

impoverished Wallonia. Thirdly, authors such as Dottermans (1997) find that Flanders paid more revenue to than

that it receives spending from the central government already from 1964 onwards, the reverse holding for

Wallonia.

Additionally, we wish to highlight that the objective of this paper is mainly methodological. We mainly aim to

demonstrate that interregional fiscal transfers can increase vastly in size if they are calculated on the basis of the

regional differences in debt-financed spending received as well as in revenue contributed to interest payments, They

can increase vastly compared to when they -as usual- are calculated on the basis of regional differences in spending

received in general and revenue contributed in general. This holds true irrespective of the dataset and the country

considered.

However, the robustness of the Van Gompel dataset complemented by the Dottermans findings does not

exclude that until 1970 Flanders may have had a larger share in the Belgian central government debt than a share

corresponding to its share in central government revenue. Therefore, we have implemented two robustness checks

by changing the –already prudent- assumption that we made for our baseline calculations above, namely that until

1970 regional shares in central government debt simply equal regional shares in government revenue. As said, this

baseline assumption leads to the absence of interest transfers from Flanders to Francophone Belgium in 1970 and in

the years before. It therefore reduces the size of the interest transfers for our entire 1970-2016 period compared to

when we would have based ourselves on e.g. the Dottermans findings.

The two robustness tests that we implement make even more prudent assumptions with respect to the size

of interest transfers. As a first robustness check, we assume that in 1970 the share of Flanders in central govern-

ment debt was 100%. Appendix 3 shows the graphical results of our interest transfer calculations based on this

even more prudent assumption. This alternative assumption of course reduces interest transfers out of Flanders

since 1970, as this assumption of course increases the interest bill caused by Flanders over the entire period con-

sidered. However, interest transfers out of Flanders remain very considerable and reach a maximum of 3.5% of

GDP in the year 2000.
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As another robustness check, we assume that in 1970 central government debt was zero. I.e. we assume that

the central government only started building up debt in the first year for which we have all the necessary data

available, so that we do not have to make any assumption about the pre-1970 regional distribution of the primary

balance. (For reasons of simplification, to this effect we subtract year after year the pre-1970 debt stock (row 1 of

column 1.1 in table 4) after applying the implicit interest rate (column 10) of the year concerned to it, from the total

debt stock (column 1.1).) Appendix 4 shows the graphical results of our interest transfer calculations based on this

second even more prudent assumption. Under this assumption interest transfers out of Flanders are of course again

lower than under our baseline assumption. This time this is of course because of a lower central government debt

over the entire period considered on which interests have to be paid. But then interest transfers still reach a

maximum of 4.9% of GDP in 1993.

4.4 | Calculating the joint present value of the net costs/benefits of debt per region of
Belgium

As shown above, Flanders annually de facto pays a considerable part of the interest bill annually resulting from the

debt-financed expenditures received by Francophone Belgium. However, these interest bills seem to make over time

debt-financed expenditures more expensive than expenditures funded with non-borrowed government revenue also

for Francophone Belgium. Indeed, of course also Francophone Belgium year after year contributes revenue to the

central government of which a considerable part is used to pay the interest bill resulting from past deficit-financed

expenditures that it enjoyed. (see columns 6.3-6.4 of table 4) Therefore, although Francophone Belgium has received

sizeable interest transfers out of Flanders, it may still have ended up as another net loser from debt accumulation,

albeit a smaller one than Flanders.

In this respect, Roubini and Sachs (1989) view the debt game within a coalition government as a prisoner's

dilemma. Each party has an incentive to expand its part of the budget, resulting in an overall deficit, but this deficit

may over time damage all parties belonging to the coalition (assuming the coalition stays the same). Velasco (2000)

theoretically comes to a similar result: all groups borrow,24 eventually resulting in lower utility for all players.

In tables 5a-b we answer the question if not only Flanders but all Belgian regions eventually lose from the

central government debt. To this effect, we calculate the present value of past primary balances and interest

payments per region. In table 5a we take as the interest rate to calculate these present values the implicit

interest rate that held at the end of our sample period, i.e. 2.7% in 2016. (see column 10 in table 4) This is also the

lowest implicit interest rate that held over our sample period. As a sensitivity analysis, in table 5b we repeat the

calculations of table 5a using a higher interest rate, i.e. the average implicit interest rate over our sample

period, i.e. 6.7%.

First, in columns 1 of tables 5a-b we calculate the joint present value –more precisely the joint value in 2016- of

the consecutive primary balances of Flanders (FL), Wallonia (WA), and Brussels (BR) over our 1970-2016 period. (see

columns 4 of table 4) (After calculating the joint present value of the regional primary balances in euros we express

it as a share of 2016 Belgian GDP.) We show a primary deficit in net present value terms for a particular region with

a positive sign in columns 1 of tables 5a-b. This is because a regional primary deficit of course counts as a benefit for

a particular region, as it enables this region to receive more expenditures than that it pays revenue. Similarly, we

show a primary surplus in net present value terms for a particular region with a negative sign25.

24We indeed notice from table 4 that in most years between 1970 and 1984 all three regions, including Flanders, “run” a primary deficit.
25For reasons of simplification, we assume that 1 euro of primary surplus (deficit) has the same cost (benefit) to every region. In contrast, Knight (2004)

calculates a lower marginal utility of public spending in US districts receiving a lot of spending compared to marginal utility of public spending in districts

receiving less spending. This would imply a lower benefit of 1 euro of public spending in Wallonia (high spending) than in Flanders (low spending).

However, the fact that Wallonia is poorer than Flanders implies a higher marginal utility of public spending, as marginal utility of income received increases

as income decreases.
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Next, in columns 2 of tables 5a-b we calculate the joint present value –more precisely the joint value in

2016- of the consecutive interest payments resulting from debt-financed spending and shouldered by each of the

three Belgian regions over our 1970-2016 time period. (After calculating this joint present value of the regional

interest payments in euros we express it as a share of 2016 Belgian GDP.) To this effect, we recalculate columns

6 of table 4 while ignoring interest payments on debt incurred before 1970. I.e. we assume that public debt was

zero in 1970. A regional interest payment obviously counts as a cost for a particular region. Therefore, we show

interest payments by a particular region in net present value terms with a negative sign in columns 2 of

tables 5a-b.

Finally, the addition of columns 1 to columns 2 of tables 5a-b results in the net benefits of debt-financing

(columns 3).26 We notice that both when using the low interest rate and the higher one there are net costs of debt

for Flanders and Brussels, but not for Wallonia. Like Wallonia, Francophone Belgium (FR) as a whole benefits from

the central government debt on a net basis. This benefit amounts to 32 resp. 92% of 2016 Belgian GDP depending

TABLE 5 a-b: Columns 3 show that the 2016 present value (PV) of the net benefits (in % of 2016 Belgian GDP)
of central government debt is much more negative for Flanders than that it is positive for Francophone Belgium, and
that it is therefore negative for Belgium as a whole

a) Assuming an interest rate of 2.7%:

PV of primary deficits enjoyed (+)
/surpluses suffered (-) (1)

PV of
interest
paid (-) (2)

PV of net benefits of debt=
(3) = (1) + (2)

Flanders −92% −44% −136%

Wallonia 58% −20% 38%

Brussels 1% −7% −6%

Francophone Belgium
(WA+BR)

59% −27% 32%

Belgium (FL+WA+BR) −33% −71% −104%

b) Assuming an interest rate of 6.7%:

PV of primary deficits enjoyed (+)
/surpluses suffered (-) (1)

PV of
interest
paid (-) (2)

PV of net benefits of debt=
(3) = (1) + (2)

Flanders −169% −112% −281%

Wallonia 154% −52% 102%

Brussels 8% −17% −9%

Francophone Belgium
(WA+BR)

162% −69% 92%

Belgium (FL+WA+BR) −8% −181% −189%

Source: of tables 5a-b: table 4.

26 The net benefits of debt accumulation per region therefore contrast with interest transfers per region, as the sum of the latter is zero. For reasons of

simplification, we also assume that the benefit of 1 euro of primary deficit to a region is neutralised by the cost of 1 euro of interests paid by that region in

that same year. As most of the deficit financed spending by the central government over the period considered concerned consumption spending

–i.e. social transfers- and not investment spending, this assumption seems reasonable.
27Of course we could take an even higher interest rate to calculate the present value than the average implicit interest rate, e.g. the highest implicit interest

rate over our period considered. Then net benefits for Francophone Belgium and net costs for Flanders would increase further.
28Of course apart from Francophone Belgium also the Belgian private holders of government bonds could be winners of the debt game.
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on the interest rate chosen. This contrasts with a net cost for Flanders amounting to 136 resp. 281% of GDP

depending on the interest rate chosen.27

In sum, tables 5a-b show that Francophone Belgium not only benefits on a gross basis from the central govern-

ment debt –i.e. in terms of debt-financed expenditures received- but also on a net basis –i.e. when taking into

account the part of the resulting interest bill it paid. Tables 5a-b hence suggest that in financial terms it has been

rational for Francophone Belgium to “push” for extra expenditures that were debt-financed, assuming that it has

done so. The Belgian debt game therefore does not seem to be a prisoner's dilemma, as it does not produce only

losers but also winners. However, the central government debt leads to net costs for Belgium (BE) as a whole. Indeed,

the net costs for Flanders are in both interest rate cases far larger than the net benefits for Francophone Belgium.28

Nevertheless, Flanders possesses just like Francophone Belgium veto power over any central government policy.

This Flemish veto power appears not to have prevented Francophone Belgium's accumulation of primary deficits,

nor to have prevented Flanders from paying the bulk of the resulting interest bill. We see four possible explanations

for this. Firstly, in the short run also Flemish politicians have an electoral interest in debt financing, albeit a smaller

one than Francophone Belgian politicians. Until 1984, also Flanders “ran” a primary deficit most of the time (see

column 4.2 in table 4). Secondly, Francophone Belgian politicians may have found that extra expenditures financed

with debt met with less resistance of Flemish politicians than extra expenditures immediately funded with non-

borrowed government revenue generated in Flanders. This may have been the case because the costs of debt-

financed expenditures are less visible and less immediate. Thirdly, perhaps it was Francophone Belgium that used its

veto with a view to maintaining a deficit, i.e. with a view to postponing or weakening fiscal consolidation. Fourthly,

with respect to the latter a “war of attrition” (Alesina & Drazen, 1989) may have occurred and may have been won

by Francophone Belgium.

During this “war of attrition” the fiscal and/or economic costs of postponing or weakening fiscal consolidation

eventually may have become very high for Flanders. These costs may have become so high for Flanders that

Flanders may have decided to start running primary surpluses within the central government budget while it may have

allowed Francophone Belgium to continue running primary deficits within the same central government budget. The

“war of attrition” hypothesis may i.a. explain why –as said- the December 1981 elections brought a –centre-right-

government coalition to power that undertook a prolonged fiscal consolidation effort that came mainly at the

expense of Flanders fiscally speaking. Indeed, the difference in primary balances between Flanders and Wallonia

widens from 1984 onwards as a result of this consolidation effort, as shown in columns 4.2 and 4.3 of table 4. This

suggests that this government's consolidation efforts were not spread evenly between the regions. (Also, it can be

noticed from columns 3.2 and 3.3 of table 4 that the widening difference between regional primary balances from

1984 onwards is thanks to a widening difference between the Flemish and the Walloon shares in revenue contributed

to the central government, instead of in primary spending received from the central government.) Flanders even

started running successive primary surpluses from 1985 onwards, while Wallonia kept running primary deficits

(although smaller ones than before).

Ironically or not, the government coming to power in December 1981 was exceptionally only supported by a

majority of Flemish MPs in the central government's parliament, i.e. it was only supported by a minority of French-

speaking MPs. The December 1981 turnaround government however consisted as usual between 1970 and 1999 of

two Flemish parties and two Francophone parties, with each party having veto power.

5 | CONCLUSIONS AND POLICY IMPLICATIONS

On the basis of a rigorous methodology, we have calculated that persistent differences in regionalised primary bal-

ances over the 1970-2016 period increased net fiscal transfers due to the central government debt from Flanders to

Francophone Belgium to between 2 and 5% of Belgian GDP for every year between 1985 and 2016. They even

increased to between 4 to 5% of Belgian GDP for every year between 1990 and 2012. 4 to 5% of Belgian GDP
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amounts to 7 to 8% of Flemish GDP.29 Expressed in terms of 2016 euros, this is between 17 and 21 billion euros

annually. Expressed per inhabitant of Flanders, this amounts to between 2,600 and 3,300 euros annually in terms of

2016 euros. Average interest transfers out of Flanders over our entire period 1970-2016 amount to 2.9% of Belgian

GDP annually. Expressed in terms of 2016 euros, this is 12.5 billion euros annually. Expressed per inhabitant of

Flanders, this amounts to about 2,000 euros annually in terms of 2016 euros.

For Wallonia as the largest region of Francophone Belgium and as the largest receiving region of interest trans-

fers, the numbers are of course even more dramatic, as Wallonia is much smaller than Flanders. 4 to 5% of Belgian

GDP amounts to 18 to 22% of Walloon GDP.30 Expressed per inhabitant of Wallonia, interest transfers amount to

between 4,700 and 5,900 euros annually in terms of 2016 euros. Average interest transfers over our entire period

1970-2016 amount to about 3,500 euros annually per inhabitant of Wallonia, expressed in terms of 2016 euros.

Central government debt causes much larger interregional fiscal transfers than has been assumed thus far. This

is not only the case in Belgium, but also in the many other democracies suffering from both high central govern-

ment debt and important geographic income disparities. The reason is that, applied to Belgium, interest transfers

precisely concern the difference between the interest bill that Francophone Belgium should pay and the interest

bill that Francophone Belgium actually paid. This difference is very sizeable, also because of the persistently high

central government debt of Belgium, and also because inevitably a primary deficit in one particular year leads to an

interest bill in each of the following years in which the debt caused by that primary deficit is not repaid.

We also calculated that central government debt accumulation between 1970 and 2016 has made Flanders

lose in total between 136 and 281% of Belgian GDP by 2016, depending on the interest rate used. This is between

231 and 477% of Flemish GDP. We obtained these numbers by calculating the joint value in 2016 of the succes-

sive primary balances (mostly surpluses) that Flanders “ran” within the central budget as well as the joint value in

2016 of the parts of the successive central government's interest bills that Flanders paid. The corresponding net

benefit for Francophone Belgium in 2016 was considerably smaller, i.e. between 32 and 92% of Belgian GDP,

depending on the interest rate used. So thanks to interest transfers out of Flanders, Francophone Belgium has been

a net beneficiary of the central government's debt financing while Flanders has been a –much larger- net loser.

The geographically very unevenly spread net benefits of Belgian central government debt are not only interest-

ing because of their size. Their size and uneven geographic distribution in turn make that the incentives for central

government debt-financed spending are geographically strongly different. Therefore interregional interest transfers

may in turn precisely provide an explanation for the large central government deficits and debt in past decades, in

Belgium but also in other countries. Not only Belgium but also several other rich democracies were characterised by

very poor fiscal policies and fiscal outcomes in the 1970s and early 1980s. In other words, interregional net fiscal

transfers resulting from the central government debt may not just be important because of their geographic distribu-

tional consequences, in Belgium but also in other countries. Additionally, they may be even more important because

they may in turn have been a cause of the large overall size of deficits and debt that characterised Belgium and also

other countries in the past decades.

Also, the potentially large size of interest transfers may fuel incentives for particular regions to break away from

the country they belong to. Therefore, they may as well shape demands for compensation in the cases in which a

breakaway would materialise.

The strongly diverging incentives of poorer resp. richer regions for central government budget deficits in several

countries add a so far hardly investigated geographic dimension to the political economy of the central government

debt. This dimension seems important, as in most democracies every central government politician is elected in a

geographically limited constituency. This fact seems to facilitate channelling the benefits of debt financing towards a

politician's electorate, while avoiding to make this electorate bear the costs of debt financing. Moreover, in many

democracies, poorer, less densely populated regions tend to be overrepresented within central government. This

29See https://stat.nbb.be/?lang=nl
30See https://stat.nbb.be/?lang=nl
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makes that not only these regions’ incentive but also their ability to create or maintain a central government deficit

is strong. In this sense, our study is a strong confirmation of the general Lago-Peñas et al. (2017) finding that geo-

graphic concentration of political parties’ electoral support increases central government debt.

We can draw a number of policy implications for Belgium and other countries from our findings. The first one is

the need for more decentralisation both of spending and of revenue raising, and hence more institutional

congruence. Decentralisation is particularly needed in those countries with little fiscal equivalence due to important

geographic income disparities and/or due to important geographic concentration of political party support. Central

governments are well placed to implement net fiscal transfers across their geography. Indeed, the more a country is

centralised, the larger the geographic distance that net fiscal transfers can “travel”, ceteris paribus. Otherwise stated:

the more decentralised a government is, the smaller geographic net fiscal transfers are, ceteris paribus. This of course

also holds true for the less transparent net fiscal transfers stemming from the central government debt. The very

large interest transfers that we have found between the regions of Belgium are hence an argument in favour of more

decentralisation and regional revenue autonomy. More generally stated: they are an argument in favour of a smaller

common pool and in favour of more institutional congruence.

Without a fiscally powerful Belgian central government, central government politicians would not have been

able to “exploit” the consistently better primary balance of richer Flanders within the central government budget

compared to poorer Francophone Belgium. Instead, thanks to the persistent fiscal preponderance of the central

government in Belgium, central government politicians were able to exploit this better primary balance of Flanders

to make the central government run the persistent and considerable overall primary deficits that enabled the

subsequent persistent and considerable debt-related transfers from Flanders to Francophone Belgium.

Remarkably, even at the end of our 1970-2016 period considered, spanning no less than six Belgian

decentralisation rounds, Belgium is revenue-wise still a centralised country. Indeed, in 2016 some 80% of total

Belgian government revenue was still raised by the federal government, and the federal government is still causing

the bulk -about 80%- of the annual total Belgian public deficit.

This first policy recommendation is of course even more relevant for large and hardly decentralised, heavily

indebted countries with large geographic disparities, such as Italy. It is even more relevant for e.g. Italy than for small

and already more decentralised, heavily indebted countries with large geographic disparities such as Belgium.31 It is

also very relevant for the debt-and-transfer union that also a geographically very unequal confederation such as the

EU is planning to become. (see also Sinn & Sinn, 2015; Jennes, 2020)

We argue in favour of more fiscal decentralisation also because we see two main arguments for doubting the

positive welfare effects of the considerable interest transfers occurring in Belgium. Firstly, arguably no region would

democratically agree to transfer up to 8% of its GDP to another region for many successive years –amounting to up

to 477% of its GDP cumulatively speaking. Flanders nevertheless has done so. It is not surprising that our “back of

the envelope” cost-benefit-calculation in subsection 4.4 demonstrates that the costs of these transfers for Flanders

are far larger than their benefits for Francophone Belgium.32 Secondly, geographic fiscal transfers have been demon-

strated to generate moral hazard behaviour on behalf of the transfer receiving region. Indeed, Wallonia's economic

growth has never substantially caught up with Flanders’ since Wallonia fell behind Flanders in the course of the

1960s. This is in spite of –or possibly precisely because of- the large transfers received since then out of Flanders.

Geographic net transfers –and particularly geographic net transfers implicit in central government debt

accumulation- are to some extent a self-fulfilling prophecy. The larger geographic income disparities in a democracy

are, the larger geographic net transfers tend to become. But precisely these transfers may contribute to perpetuating

31Belgium is weakly decentralised at the revenue side, but it is since 1988 strongly decentralised at the spending side (and even more so since 2015). The

Belgian federal government accounts for only slightly more than half of total public spending in Belgium.
32Also, because of the limited economic integration of Flanders and Francophone Belgium, economic “payback” effects of the fiscal transfers out of

Flanders to Francophone Belgium can be argued to be limited for Flanders. In recent years, Francophone Belgium only bought about 13% of total exports

out of Flanders. (Federaal Planbureau, 2019) Moreover, only about 2% of people employed in Flanders consist of commuters from nearby Wallonia,

although Wallonia has been characterised by high unemployment for decades. (https://www.steunpuntwerk.be/) Interregional fiscal transfers have

precisely been argued to reduce geographic labour mobility. (see e.g. Albouy, 2009 for the US and Henkel et al., 2018 for Germany)
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geographic income disparities (see e.g. Persyn & Algoed, 2009 for EU member states), as well as to hampering coun-

trywide economic growth (see e.g. Albouy, 2009 for the US).

A second policy recommendation concerns the limits of deficit-spending. The political geography of debt is in

many countries a strong political economy argument against deficit-spending with a view to stabilising economies in

times of economic crises. Well-meant macroeconomic concerns about stabilisation threaten to be “captured” by the

“political economy on the ground”, and this political economy is always also geographic. The political economy of debt

-including the political geography of debt- is more constraining at the central government level than at decentral

government levels. E.g. in federal countries such as Belgium, Germany, and the US, it is at the federal government

level that a geographic minority of the population has important permanent veto rights. These are exerted via the

legislative –i.e. via the senate- in Germany and the US, and via the executive in Belgium. (see Jennes, 2019)

Particularly central government budget deficits therefore always have a geographic incidence, and also therefore

their costs and benefits are always to some extent geographically unevenly spread. This unevenness in turn has

non-neutral consequences for the economy as a whole. (Macro)economists arguing in favour of debt-accumulation

over the short term with a view to stabilising an economy should be aware of the sizeable geographic net fiscal

transfers that may over the longer term result from this debt accumulation. In the context of the ongoing economic

crisis, these transfers would in particular become sizeable when interest rates would start increasing again.

A final policy recommendation is of course that more research into the political economy of debt -and more in

particular into the political geography of debt- should be undertaken.
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