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  How Do We Measure Economic Freedom? 
See page 471 for an explanation of the methodology  

or visit the Index Web site at heritage.org/index.
2012 data unless otherwise noted.
Data compiled as of September 2013.

Quick Facts
Population: 0.5 million
GDP (PPP): $42.2 billion
0.1% growth in 2012
5-year compound annual growth –0.1%
$79,785 per capita
Unemployment: 6.0%
Inflation (CPI): 2.9%
FDI Inflow: $27.9 billion
Public Debt: 21.1% of GDP
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Luxembourg’s economic freedom score is 74.2, making its 
economy the 16th freest in the 2014 Index. Its overall score 

is unchanged from last year, with improvements in labor free-
dom and trade freedom offset by declines in business freedom 
and fiscal freedom. Luxembourg is ranked 7th out of 43 coun-
tries in the Europe region.

Over the 19 years since Luxembourg was first graded in the 
1996 Index, its economic freedom score has improved by 1.7 
points. Recording score improvements in half of the 10 eco-
nomic freedoms, including investment freedom, the manage-
ment of public finance, and financial freedom, Luxembourg 
has been rated one of the “mostly free” economies.

Openness to global trade and investment has been the corner-
stone of Luxembourg’s efficient and dynamic economy. A high 
degree of macroeconomic stability minimizes uncertainty, 
and the transparent regulatory framework supports the oper-
ation of private enterprises, making Luxembourg an attractive 
place in which to conduct global business. Financial services 
represent an important economic sector in Luxembourg.

BACKGROUND: A founding member of the European Union 
in 1957, the Grand Duchy of Luxembourg was also a founding 
member of the euro in 1999. It continues to promote Euro-
pean integration. Jean-Claude Juncker of the center-right 
Christian Social People’s Party has been prime minister since 
1995. Luxembourgers have one of the world’s highest income 
levels, although the global economic crisis provoked the first 
recession in 60 years in 2009. During the 20th century, Lux-
embourg evolved from an industrial economy into a mixed 
manufacturing and services economy with a very strong finan-
cial services industry. The government is trying to diversify 
the economy by promoting Luxembourg as an information 
technology and e-commerce hub. The country has a skilled 
workforce and well-developed infrastructure.
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THE TEN ECONOMIC FREEDOMS

The government is largely free from corruption. Anti-corruption laws are enforced effectively, 
and the minimum tolerance for corruption encourages transparency and honest government. 
The judiciary is independent, and the legal framework strongly supports the rule of law. Pri-
vate property rights are well protected, and contracts are secure. Luxembourg adheres to key 
international agreements on intellectual property rights.

The overall regulatory framework is relatively efficient, and the business start-up process has 
been streamlined. Completing licensing requirements is less costly but still takes more than 
150 days. The minimum wage is one of the region’s highest. Monetary stability has been well 
maintained. The agricultural sector is highly subsidized by the state and through the EU’s Com-
mon Agricultural Policy.

EU members have a low 1.1 percent average tariff rate and, in general, few non-tariff barriers 
to trade. Luxembourg generally welcomes foreign investment. As a global financial hub, Lux-
embourg’s sophisticated banking sector is well capitalized and competitive. Regulations are 
transparent and effective.  Many of the world’s leading banks have subsidiaries in Luxembourg.

The top individual income tax rate has risen to 43.6 percent, and the top corporate tax rate 
remains 21 percent. Individuals and corporations also pay a 7 percent to 9 percent surtax for 
the unemployment fund. Other taxes include a value-added tax (VAT) and an inheritance tax. 
The overall tax burden is 37 percent of gross domestic income. Government spending amounts 
to 42 percent of GDP.

LUXEMBOURG (continued)


