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LUXEMBOURG

BACKGROUND: A founding member of the European Union in 1957 and the eurozone in 1999, the Grand 
Duchy of Luxembourg continues to promote European integration. Prime Minister Xavier Bettel of the 
Democratic Party was elected in December 2013, defeating the Christian Social People’s Party that had 
been in power since 1979. Luxembourgers have one of the world’s highest income levels, although the 
global economic crisis provoked the first recession in 60 years in 2009. Growth is strong, and unemploy-
ment remains well below the EU average. During the 20th century, Luxembourg evolved into a mixed 
manufacturing and services economy with a strong financial services sector.

Luxembourg’s economic competitiveness is sustained by solid 
institutional foundations for an open-market system. The 

judiciary, independent and free of corruption, protects prop-
erty rights and upholds the rule of law. The economy is open 
to global trade and investment, and high levels of regulatory 
transparency and efficiency encourage vibrant entrepreneur-
ial activity.

The fiscal environment remains characterized by high public 
spending on social programs. Relatively stringent employment 
protection tends to undercut job mobility and dynamic employ-
ment growth. Fiscal consolidation and enhancement of Luxem-
bourg’s status as a global financial center are among the coali-
tion government’s main policy objectives. The recent tax reform 
package has lowered the top corporate tax rate.

NOTABLE SUCCESSES:
Rule of Law, Open Markets, and 

Monetary Stability

CONCERNS:
Labor Freedom, Government 

Spending, and Tax Burden

OVERALL SCORE CHANGE 
SINCE 2013:

+1.7

POPULATION: 
0.6 million

GDP (PPP): 
$55.7 billion
4.5% growth in 2015
5-year compound 
annual growth 2.9%
$98,987 per capita

UNEMPLOYMENT: 
5.9%

INFLATION (CPI): 
0.1%

FDI INFLOW: 
$24.6 billion

PUBLIC DEBT: 
21.8% of GDP
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Private property rights are well protected, 
contracts are secure, and steps have been taken to 
implement and enforce the World Trade Organization’s 
TRIPS (Trade-Related Aspects of Intellectual Property 
Rights) agreement. The judiciary is independent, and 
the legal framework strongly supports the rule of 
law. Luxembourg has laws, regulations, and penal-
ties to combat corruption effectively, and they are 
enforced impartially.

The top individual income tax rate is 42 percent, 
and the top corporate tax rate has been reduced 
from 21 percent to 19 percent. Other taxes include 
a value-added tax. The overall tax burden equals 
37.8 percent of total domestic income. Government 
spending has amounted to 42.4 percent of total output 
(GDP) over the past three years, and budget surpluses 
have averaged 1.0 percent of GDP. Public debt is equiv-
alent to 21.8 percent of GDP.

The overall freedom to start, operate, and close a 
business is relatively well protected under the trans-
parent regulatory environment. However, labor reg-
ulations are costly, unemployment benefits are quite 
generous, and the minimum wage is high. Monetary 
stability has been well maintained. Luxembourg has a 
highly subsidized agricultural sector and the highest 
rate of fuel subsidies per citizen in Europe.

Trade is extremely important to Luxembourg’s 
economy; the value of exports and imports taken 
together equals 391 percent of GDP. The average 
applied tariff rate is 1.5 percent. In general, foreign and 
domestic investors are treated equally under the law. 
The sophisticated banking sector is well capitalized, 
competitive, and supported by transparent and effec-
tive regulations. Many of the world’s leading banks 
have subsidiaries in Luxembourg.
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