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	Basic statistics of Luxembourg, 2016

	(Numbers in parentheses refer to the OECD average)*


    	LAND, PEOPLE AND ELECTORAL CYCLE


	Population (million)
	0.5
	
	Population density per km2
	222.8
	(37.2)

	 Under 15 (%)
	17.0
	(17.9)
	Life expectancy (years, 2014)
	82.3
	(80.6)

	 Over 65 (%)
	15.7
	(16.6)
	 Men
	79.4
	(77.9)

	 Foreign-born (%, 2010)
	40.5
	
	 Women
	85.2
	(83.3)

	Latest 5-year average growth (%)
	-0.5
	(0.6)
	Latest general election
	October 2013


    	ECONOMY


	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	59.9
	
	 Primary sector
	0.2
	(2.5)

	 In current prices (billion EUR)
	54.2
	
	 Industry including construction
	12.3
	(26.8)

	 Latest 5-year average real growth (%)
	3.5
	(1.8)
	 Services
	87.4
	(70.8)

	 Per capita (000 USD PPP) 
	108.3
	(41.0)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	41.2 
	(40.9)
	Gross financial debt
	27.6
	(111.8)

	Revenue
	42.7 
	(38.9)
	Net financial debt
	-50.4
	(72.8)

	EXTERNAL ACCOUNTS


	Exchange rate (EUR per USD)
	0.904
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.858
	
	 Manufactured goods
	37.8
	

	In per cent of GDP
	
	
	 Machinery and transport equipment
	27.0
	

	 Exports of goods and services
	228.1
	(53.9)
	 Chemicals and related products, n.e.s.
	10.4
	

	 Imports of goods and services
	191.5
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	4.7
	(0.3)
	 Machinery and transport equipment
	34.2
	

	 Net international investment position (2014)
	32.6
	
	 Manufactured goods
	15.7
	

	
	
	
	 Chemicals and related products, n.e.s.
	11.4
	


    	LABOUR MARKET, SKILLS AND INNOVATION


	Employment rate for 15-64 year-olds (%)
	65.6
	(67.0)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	6.3
	(6.3)

	 Men
	70.5
	(74.7)
	 Youth (age 15-24, %)
	18.7
	(13.0)

	 Women
	60.4
	(59.3)
	 Long-term unemployed (1 year and over, %)
	1.9
	(2.2)

	Participation rate for 15-64 year-olds (%, 2015)
	70.9
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%, 2015)
	39.8
	(35.0)

	Average hours worked per year (2015)
	1 507
	(1 766)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	1.3
	(2.4)

	ENVIRONMENT


	Total primary energy supply per capita (toe, 2015)
	7.4
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	18.6
	(9.4)

	 Renewables (%, 2014)
	5.2
	(9.6)
	Water abstractions per capita (1 000 m3, 2014)
	0.1
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	99.4
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.7
	(0.5)

	SOCIETY


	Income inequality (Gini coefficient, 2013)
	0.281
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2013)
	8.4
	(11.1)
	 Reading
	481
	(493)

	Median disposable household income (000 USD PPP, 2013)
	38.5
	(22.0)
	 Mathematics
	486
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	483
	(493)

	 Health care (2015)
	7.2
	(9.0)
	Share of women in parliament (%)
	28.3
	(28.7)

	 Pensions (2013)
	8.5
	(9.1)
	Net official development assistance (% of GNI)
	1.00
	(0.39)

	 Education (primary, secondary, post sec. non tertiary, 2013)
	2.9
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
Economic growth is strong
Financial sector is the backbone of the economy
[image: graphic]Source: OECD National Accounts Statistics.
StatLinkhttp://dx.doi.org/10.1787/888933495735

Luxembourg’s economic performance is very strong thanks to the dynamic services sector, business-friendly regulations, predictable tax system, sound fiscal policies and openness to global talent. The pace of job creation is strong and benefits not only residents but also cross-border workers and immigrants. The large financial sector is well supervised, but is not exempt from risks. The linkages between domestic banks and international investment funds should continue to be closely monitored. Domestic banks have exposure to high household indebtedness in a context of rising housing prices; this may justify the introduction of additional macro prudential measures. 

A better skills strategy is needed to make growth more inclusive
Skills mismatch is high
[image: graphic]Note: Workers are classified as underskilled if they report that they need further training to cope well with their duties or overskilled if the report that they have the skills to cope with more demanding duties.
Source: Sixth EuropeanWorking Conditions Survey, 2015.
StatLinkhttp://dx.doi.org/10.1787/888933495745

To reduce reliance on the financial industry, the government has prepared the “Third Industrial Revolution” strategy focusing on new digital technologies and renewable energy. This is welcome and should be followed by policy measures to help it happen, such as supplying the skills needed in these new sectors. Skills mismatches are already high and further improvements in the education system will therefore be important, with a focus on lifelong learning. The supply of skills should be better aligned with labour market needs. This would entail reorienting labour market policies from supporting job creation towards funding training programmes to facilitate the reallocation of labour.

Improving integration of immigrants would boost well-being
Non-EU immigrants face higher unemployment
[image: graphic]Source: Eurostat, Employment and Unemployment (Labour Force Survey) database.
StatLinkhttp://dx.doi.org/10.1787/888933496073

Luxembourg benefits from immigrants, which play a successful role in the economy. Integration challenges remain, though, especially regarding people from non-EU countries, who suffer from higher unemployment. As language proficiency is a key precondition for successful integration, public supply of language courses should be stepped up further. To reduce employment segmentation, access to public sector jobs should be improved. Education reforms seek to make schools more equitable for the children of immigrants, but challenges remain. Equality between men and women is being promoted by easing access to childcare and making taxation more gender neutral.

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Making growth more resilient and greener

	Some banks are exposed to international investment funds. Domestic banks are also exposed to high household indebtedness and increasing housing prices.
	Develop further the capacity to undertake regularly system-wide stress tests of fund-bank linkages and consider publishing their results. 
Introduce additional macro prudential measures, such as limits to loan-to-value or loan-to-income ratios.
Improve access to credit for SMEs by introducing a central credit registry.

	The supply of housing does not meet the increasing demand, mainly due to weak incentives to use land available for construction. 
	Reform land planning and introduce time-limited building permits.
Increase taxation of non-used constructible land.
Limit further mortgage interest deductibility to reduce housing demand.

	Short-term fiscal stance is adequate, but Luxembourg faces high age-related costs that may, in the absence of further changes, become unsustainable.
	Align the legal age of pension entitlement with increases in life expectancy. 
Link more closely the level of pensions to the level of contributions.

	Taxes and excise duties on transport fuel in Luxembourg are lower than in neighbouring countries, adding to traffic congestion and air pollution.
	Increase taxes and excise duties on transport fuel. 
Explore the introduction of a system of congestion charges.
Improve cross-border railway connections and transport infrastructure.

	Better skills for more inclusive growth

	Secondary education involves grouping pupils by ability at an early age and high rates of grade repetition.
	Provide earlier individualised support to students falling behind. 
Improve the mobility between education programmes via curriculum alignment and differentiated teaching.

	The better educated profit most from lifelong learning, while the participation of adults with lower educational attainment remains low.
	Create individual learning accounts and expand the individual study leave to enhance access to lifelong learning. 

	Low conditionality and generous social transfers reduce incentives to work of low-skilled youth, older workers and second earners.
	Adjust the tax and benefit system to increase incentives to work for low-skilled youth, older workers and second earners.

	Improving the integration of immigrants


    
    	Most part-time workers are women, which is not always a choice.
	Improve the availability of high-quality child care 
Provide incentives for fathers to share parental leave.

	Learning several languages is a key precondition for successful integration in Luxembourg’s multilingual society.
	Continue to increase public supply of language courses. 
Diversify language training to take better account of workplace needs.

	Asylum seekers face long periods of inactivity.
	Speed up decisions on asylum applications. While waiting for a decision, ease provisional labour market access for applicants with high prospects of being allowed to stay.

	Immigrants are under-represented in public employment.
	Ease immigrants’ access to public sector jobs.






Assessment and recommendations

Luxembourg is an advanced economy with the highest per capita income in the OECD, reflecting the dynamic services sector, notably in banking and other financial services. Foreign investment is attracted by the business-friendly regulations, predictable tax system and sound macroeconomic policies. Foreign workers are attracted by the abundance of jobs and many cross-border workers commute every day from neighbouring regions. More than 40% of total employment is filled by non-residents, while some 45% of residents are foreigners who do not hold Luxembourg citizenship. Because of the high share of cross-border workers the gross national income (GNI), which excludes factor income from domestic production that accrues to non-residents, is lower than gross domestic product (GDP) by about a third (OECD, 2015a).

Strong economic performance and well-run institutions make life good for most residents (Figure 1). Average earnings are the highest in the OECD, while labour market insecurity and the long-term unemployment rate are well below the OECD average. Income inequality is low and poverty is limited thanks to the redistributive tax and transfer system, making Luxembourg one of the most egalitarian countries of the OECD. Yet, outcomes in education and skills remain below the OECD average and room for improvement exists in other areas, such as climate and energy.



Figure 1. Life is good in Luxembourg

[image: graphic]Note: Each index dimension is measured by one to four indicators from the OECD Better Life Index (BLI) set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 according to the following formula: (indicator value – minimum value) / (maximum value – minimum value) × 10. The OECD aggregate is weighted by population.

Source: OECD (2016), OECD Better Life Initiative 2016, www.oecd.org/statistics/better-life-initiative.htm.

StatLink  http://dx.doi.org/10.1787/888933495750



Since the last Economic Survey, the government has introduced several reforms to further improve Luxembourg’s economic performance. Thanks to fiscal surpluses, a new tax reform will gradually reduce the corporate income tax rate, while making the personal income taxes more progressive and introducing new tax credits for investors and low-income earners. The disability benefit system was reformed to facilitate labour market re-integration of workers with partial disabilities and increase the effective retirement age by limiting transition from disability to early retirement. Some stringent regulations were eased: the fixed tariffs for services of architects and engineers were abolished and the procedure for issuing housing permits simplified. Education sector reforms increased the availability of early childhood education and care and support for university students. 

Against this backdrop, the key messages from the Survey are:


	The fiscal position is currently strong, with a very low public debt ratio, but on unchanged policies, age-related government spending will increase sharply in the long run, especially pensions.


	The modernisation strategy will require improvements in education outcomes, especially for immigrants, to enhance equity and social cohesion, and better upskilling of workers over their lifetime.


	Inclusive growth would also benefit from reducing work disincentives faced by low-skilled youth, women and older workers.





Macroeconomic developments

Economic growth is projected to stay strong

GDP growth has been strong and resilient in the past three years and is projected to remain robust, at 4%, well above the euro area average (Table 1 and Figure 2). The growth of total factor productivity has been strong. The external position remains characterised by a strong current account surplus, stemming from trade in services – mainly exports of financial services, and net international assets of 20% of GDP. The debt of non-financial corporate sector is high, in part due to debt issuance of multinational companies (Figure 2). Exports are projected to strengthen as financial sector activity further expands, thus boosting Luxembourg’s external position. In addition to supportive monetary conditions, fiscal policy is projected to provide a strong impetus to domestic demand in both 2017 and 2018, following the reductions in personal and corporate income tax rates. As a result, the fiscal surplus of the general government is projected to decline in 2017 and remain broadly stable in 2018. With economic activity remaining strong, total employment has expanded fast, helping to reduce the unemployment rate from 7.1% in 2014 to 6.4% in 2016. Inflation rebounded in the second half of 2016, following the reversal in oil prices. With the cumulative increase of consumer prices reaching the 2.5% threshold, the automatic indexation of wages and pensions was triggered for the first time since 2013. The immediate wage increase could provide an impetus to the core inflation and rekindle wage growth that stayed below 1% in both 2015 and 2016.


	
Table 1. Macroeconomic indicators and projections


	Annual percentage change, volume (2010 prices)




	2013 Current prices (billion EUR)

	2014

	2015

	2016

	Projections




	2017

	2018






	Gross domestic product (GDP)

	46.5

	5.6

	4.0

	4.2

	4.5

	4.2




	 Private consumption

	14.8

	2.9

	3.3

	1.0

	3.2

	3.2




	 Government consumption

	8.0

	2.0

	2.4

	3.2

	1.8

	2.7




	 Gross fixed capital formation

	8.9

	5.7

	-0.9

	0.2

	9.2

	4.3




	 Final domestic demand

	31.7

	3.4

	1.8

	1.3

	4.6

	3.4




	  Stockbuilding1

	-0.7

	0.4

	0.8

	-0.2

	0.0

	0.0




	 Total domestic demand

	30.9

	7.2

	3.4

	0.8

	4.5

	3.6




	 Exports of goods and services

	89.8

	11.4

	11.2

	4.3

	5.0

	4.6




	 Imports of goods and services

	74.3

	12.4

	12.1

	4.0

	5.2

	4.5




	  Net exports1

	15.6

	2.2

	2.2

	2.1

	1.5

	2.0




	Other indicators (growth rates, unless specified)




	Potential GDP

	. .

	3.4

	3.2

	3.0

	3.0

	3.1




	Output gap2

	. .

	-2.0

	-1.3

	-0.1

	1.4

	2.5




	Employment

	. .

	2.3

	2.1

	2.2

	2.5

	2.1




	Unemployment rate

	. .

	7.1

	6.8

	6.4

	6.0

	5.9




	GDP deflator

	. .

	1.6

	0.7

	-0.6

	1.6

	2.0




	Harmonised consumer price index

	. .

	0.7

	0.1

	0.0

	2.4

	1.6




	Harmonised core consumer price index

	. .

	1.3

	1.7

	1.0

	1.1

	1.7




	Household saving ratio, net3

	. .

	15.1

	15.6

	16.7

	16.7

	16.6




	Current account balance4

	. .

	5.0

	5.1

	4.7

	4.7

	4.8




	General government financial balance4

	. .

	1.4

	1.4

	1.6

	0.7

	0.6




	Underlying government primary fiscal balance2

	. .

	2.0

	1.8

	1.4

	-0.2

	-0.7




	General government gross debt4

	31.6

	30.8

	27.6

	29.9

	32.1




	General government gross debt (Maastricht)4

	. .

	22.4

	21.6

	20.0

	22.3

	24.5




	General government net debt4

	. .

	-50.3

	-49.6

	-50.4

	-48.2

	-45.9




	Short-term interest rates

	. .

	0.2

	0.0

	-0.3

	-0.3

	-0.3




	Long-term interest rates

	. .

	1.3

	0.4

	-0.2

	0.4

	0.8




	1. Contribution to changes in real GDP.


	2. As a percentage of potential GDP.


	3. As a percentage of household disposable income.


	4. As a percentage of GDP.


	Source: OECD Economic Outlook 101 Database.







Figure 2. Macroeconomic developments are healthy

[image: graphic]Source: OECD Economic Outlook 101 Database; Eurostat, Employment and Unemployment (Labour Force Survey) Statistics; OECD National Accounts Statistics.

StatLink  http://dx.doi.org/10.1787/888933495760



Given the importance of Luxembourg’s financial sector, growth will depend on global financial-market developments. Financial and monetary conditions are supportive of the euro area recovery and hence positive for Luxembourg, although the low level of interest rates may also contribute to strong housing price increases. Aggregate indicators of macro-financial vulnerabilities have receded from the pre-crisis levels (Figure 3, Panel A), but high cross-border financial linkages between domestic banks, their parent or other banks, possibly outside the EU regulatory and supervisory framework, and investment funds could transmit external shocks into the domestic economy. External bank indebtedness, measured as a share of cross-border liabilities in total liabilities of banks, has increased from the 2007 levels (Figure 3, Panel B). 



Figure 3. Evolution of macro-financial vulnerabilities since 2007

Deviations of indicators from their real time long-term averages (0), with the highest deviations representing the greatest potential vulnerability (+1), and the lowest deviations representing the smallest potential vulnerability (-1)1


[image: graphic]1. Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation of the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), difference between GDP growth and productivity growth (productivity gap), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes headline and core inflation (consumer prices), and it is calculated by the following formula: absolute value of (core inflation minus inflation target) + (headline inflation minus core inflation). External position includes: the average of unit labour cost based real effective exchange rate (REER), and consumer price based REER (cost competitiveness), relative prices of exported goods and services (price competitiveness), current account (CA) balance as a percentage of GDP and net international investment position (NIIP) as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: banks’ size as a percentage of GDP, the share of non-performing loans in total loans, external bank debt as percentage of total banks’ liabilities, and capital and reserves as a proportion of total liabilities (leverage ratio).

Source: OECD calculations based on OECD (2017), OECD Economic Outlook: Statistics and Projections (database), February; OECD (2017), Main Economic Indicators (database), February; OECD (2017), OECD National Accounts Statistics (database), February; IMF, Financial Soudness Indicators database; ECB, Statistical Data Warehouse and Thomson Reuters Datastream.

StatLink  http://dx.doi.org/10.1787/888933495778



In the medium term, many mid-skilled jobs, including routine tasks in the financial sector such as accounting, data collection and processing and contract verification, are at risk of automation that does not require substantial capital investment and may occur fast (McKinsey, 2015; Deloitte, 2016). With a specialisation in back-office activities, Luxembourg is particularly exposed. New financial technology (Fintech) is reinforcing pressures on the traditional financial sector. Some 26% of traditional banking business in Luxembourg may be lost to Fintech in the next 5 years, mainly in asset and wealth management and transfer and payments (PricewaterhouseCoopers, 2016), although this loss can be compensated partially by new jobs as Luxembourg is developing its digital financial services. The experience from the outsourcing of iron and steel industry, which slashed production and dismissed two-thirds of workers, underlines the need of preventive measures, in order to avoid the social consequences in case of a major restructuring.

To support the diversification of the economy, the government has formulated a long-term growth strategy centred on digitalisation and renewable energies, the “Third Industrial Revolution” strategy (Rifkin et al., 2016)...
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			Éditions e-pub de l’OCDE – version bêta

			
			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
			sales@oecd.org


			Merci !
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