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Malgré plusieurs chocs majeurs et le ralentissement récent, le
Luxembourg a connu une croissance vigoureuse au cours des
dernieres décennies. Le niveau de vie y figure parmi les plus
élevés de 1'0OCDE. Un cadre institutionnel stable, une
réglementation réactive et un régime fiscal relativement
favorable ont permis d’attirer les investissements étrangers
ainsi qu’une main-d’euvre internationale.

Toutefois, le modele de croissance fondé sur une expansion
rapide de la population active montre aujourd’hui ses limites.
La productivité stagne depuis pres de 15 ans, la congestion
augmente et le logement devient de moins en moins abordable
pour de nombreux résidents. Par ailleurs, les dépenses de
retraite devraient croitre rapidement dans les décennies a
venir, avec un triplement du nombre de retraités entre 2024 et
2070.

Dans ce contexte, des politiques visant a favoriser une
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transition vers un modele de croissance plus durable, axé sur
les compétences et 1’innovation, doivent étre prioritaires,
tout en assurant la soutenabilité du systeme de retraite et en
répondant aux défis climatiques.

L'Enquéte économique de 1’0CDE 2025 sur le Luxembourg met en
avant trois messages clés

* Une réforme d’ampleur du systeme de retraite est nécessaire
a court terme, combinant modération des dépenses et hausse des
recettes, afin de garantir sa viabilité pour les générations
futures et éviter des ajustements plus perturbateurs
ultérieurement.

e Relancer la productivité suppose de renforcer 1les
compétences via une offre de formation plus qualitative, de
recentrer les aides publiques a l’'innovation et d’intensifier
la concurrence, notamment dans les services.

* Poursuivre le développement des transports publics et des
solutions de mobilité alternatives, tout en rapprochant les
prix des carburants de ceux des pays voisins et en rendant la
fiscalité moins favorable aux véhicules thermiques,
permettrait d’avancer vers les objectifs climatiques.

Assurer 1’'équilibre du systéme de retraite tout en préservant
L’équité intergénérationnelle et la compétitivité requiert une
approche globale et une mise en w®uvre rapide. L’'horizon
d’évaluation de 1’équilibre du systéme devrait étre étendu de
10 a 50 ans. Fixer un taux de cotisation stabilisateur a long
terme et le mettre progressivement en place permettrait de
répartir plus équitablement 1la charge entre générations et de
laisser au fonds de réserve de retraite le temps de croitre
grace aux rendements financiers.

Relever l1'age effectif de départ a la retraite, actuellement
le plus bas de 1'0CDE, renforcerait également la viabilité du
systeme. L'acces a la retraite anticipée devrait étre
restreint en excluant les années d’études du calcul des années
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contributives et en alignant les prestations sur les carrieres
réelles. Parallelement, les ages de départ anticipé et 1égal
devraient évoluer avec 1’espérance de vie.

Les niveaux de pension devraient étre rapprochés de ceux des
autres pays de 1'OCDE, car le revenu relatif des personnes
agées au Luxembourg est le plus élevé de la zone. Accélérer la
transition vers les taux de remplacement plus faibles prévus
par la réforme de 2012 - en passant de 40 a 25 ans -
contribuerait a ralentir 1'’épuisement du fonds de réserve.
Remplacer l’indexation des pensions sur les salaires nominaux
par une indexation sur l’inflation, comme c’est l’usage dans
la majorité des pays de 1’'0OCDE, permettrait aux retraités
actuels de participer a 1’'effort d’ajustement.

La transition vers un modele de croissance reposant sur les
compétences et 1’'innovation passe par des réformes de la
politique d’innovation, de formation et de concurrence. Mettre
en place un mécanisme de coordination entre les principaux
acteurs du soutien public a l’innovation, privilégier les
aides orientées vers des projets plutdt que vers les
institutions, et renforcer les partenariats public-privé
favoriserait 1’investissement privé en R&D.

La qualité de la formation pourrait étre renforcée via la
création d’un organisme national d’'accréditation et un
controle plus strict des prestataires. Mieux cibler les
incitations financieres a la formation continue et proposer un
accompagnement plus actif encouragerait la participation des
travailleurs peu qualifiés et des seniors. L’obligation de
divulguer 1’'identité des groupes d’'intéréts et des
responsables publics impliqués dans les activités de lobbying,
ainsi que l’instauration de sanctions pour les lobbyistes non
enregistrés, permettraient de 1limiter 1’influence
disproportionnée des acteurs dominants sur la réglementation,
au détriment des PME. La qualité de la réglementation pourrait
aussi étre améliorée par la généralisation des évaluations
d’impact ex-ante et ex-post sur la concurrence, et par l’usage



d’un langage clair dans la rédaction des lois.

Le Luxembourg a fait d’importants progrés dans la réduction
des émissions, mais des efforts supplémentaires sont requis
pour réduire de 55 % d’'ici 2030 les émissions hors Systeme
d'échange de quotas d’émission de 1’Union Européenne et
atteindre la neutralité carbone a 1’horizon 2050. L'expansion
des infrastructures de transport public, l’augmentation de la
fréquence et de la capacité des trains contribueraient a
réduire la congestion et a accroitre la capacité globale du
systeme. D'autres mesures sont nécessaires pour fluidifier les
déplacements aux heures de pointe, notamment un meilleur lien
entre aménagement du territoire et développement du transport
public.

La dépendance élevée aux véhicules thermiques est soutenue par
une fiscalité avantageuse sur les carburants et les voitures.
Définir une trajectoire claire et ambitieuse pour la fiscalité
des carburants au-dela de 2027, afin de rapprocher le prix
final de celui des pays voisins, réduirait le tourisme a la
pompe et l'usage de la voiture individuelle. Relever la taxe
d’immatriculation des véhicules neufs en fonction des
émissions, introduire des péages routiers et réserver
certaines voies aux bus et au covoiturage contribueraient a un
basculement vers des modes de transport plus durables.

Pour plus d’informations, visitez la page de 1’ économie du
Luxembourg en un coup d’ceil.
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Despite several major shocks and the recent slowdown,
Luxembourg has grown vigorously over recent decades. Living
standards are among the highest in the OECD. The stable
institutional framework, responsive regulation and a
relatively favourable tax regime have attracted foreign
investment and foreign workers.

Yet, the growth model based on rapid labour force expansion
has reached its limits. Productivity has stagnated over the
past 15 years, congestion has increased and housing has become
less affordable for many residents. Moreover, Luxembourg faces
rapidly rising pension expenditure over the next decades, as
the number of pensioners will more than triple over 2024-2070.

Policies fostering the transition to a more sustainable growth
model based on skills and innovation need to be prioritised,
while ensuring the sustainability of the pension system and
addressing climate change.
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In this context, the new 2025 OECD Economic Survey of
Luxembourg contains three main messages:

. A comprehensive reform to curb pension
expenditure and raise revenue is needed in the near term to
secure the system for future generations and prevent more
disruptive changes at a later stage.

. Boosting skills by upgrading training,
refocusing public support for innovation and strengthening
competition, especially 1in services, would help to
reinvigorate stagnating productivity.

. Continuing to develop public transport and
alternative mobility options, while bringing fuel prices more
in line with neighbouring countries and making the tax regime
less advantageous for cars with internal combustion engines,
would help Luxembourg reach its climate targets.

Balancing the pension system in the 1long term while
safequarding inter-generational fairness and competitiveness
requires a multipronged approach and fast implementation. The
horizon over which periodic reviews assess the balance of the
system needs to be extended from 10 to 50 years. Setting a
steady-state contribution rate that balances the system over
50 years and phasing it in early would ease the burden on
future generations by allowing larger working-age cohorts to
contribute more, while the pension reserve fund would grow
through financial returns.

Raising the effective retirement age, which is the lowest in
the OECD, would further help to put the system on a
sustainable footing. Eligibility for early retirement should
be tightened by removing educational years from the
calculation of contributory years, aligning benefits with
actual work history. At the same time, early and statutory
retirement ages should be raised to match gains in life
expectancy.
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Pension benefits need to be brought more in line with other
OECD countries, as the relative income of older people is the
highest in the OECD. Shortening the transition to the lower
replacement rates of the 2012 reform from 40 to 25 years would
contribute to a slower depletion of assets in the pension
reserve fund. Switching from nominal wage indexation of
pensions in payment to inflation indexation — as 1s common 1in
OECD countries — would ensure that current pensioners
contribute to the reform effort.

Transitioning from a growth model based on rapid labour force
growth to a model based on skills and innovation requires
reforms to innovation, skills and competition policies.
Establishing a coordination mechanism between the main actors
providing public innovation support, shifting more from
institution to project-oriented support and strengthening the
role of public-private partnerships would crowd-in more
business R&D 1investment.

Quality standards for training providers could be strengthened
through the creation of a national accreditation agency, as
well as the tightening of quality control on training
providers. Enhancing the targeting of financial incentives for
adult learning and more proactive guidance would increase the
participation of low skilled and older workers. Requiring full
disclosure of the identity of interest groups and public
officials that were involved in 1lobbying activities and
introducing sanctions for lobbyists who do not enrol in the
dedicated public register would limit the scope for incumbents
and larger firms to shape regulation in their favour at the
expense of smaller firms. The quality of regulation could be
further improved by introducing ex-ante and ex-post
evaluations of the impact of regulation on competition and
requiring the use of plain language in drafting new laws.

Luxembourg has made substantial progress in reducing
emissions, but further efforts are needed to reduce emissions
in sectors not covered by the EU Emissions Trading System by



55% by 2030 and to reach net zero emissions by 2050.
Continuing to expand the public transport infrastructure and
increasing the frequency and capacity of trains would help to
ease congestion and boost overall system capacity. Measures
are also needed to limit congestion during peak hours,
including by better linking land planning and public transport
development.

The reliance on combustion engine cars is high, supported by
low taxes on cars and fuel. Setting a clear, forward-looking
trajectory for the taxes on motor fuels that goes well beyond
2027 and brings the final fuel price more in line with that of
neighbouring countries would reduce fuel tourism and the use
of private cars. Increasing the registration tax on new cars
and making it dependent on emissions, while introducing road
tolls and reserving road lanes for buses and carpooling would
encourage the transition to more sustainable commuting
options.

For more information, visit the Luxembourg snapshot page.
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Luxembourg has weathered the twin shocks of the pandemic and
the energy crisis provoked by Russia’s war against Ukraine. By
the end of this year, we forecast GDP will be over 8% higher
than in 2019. Its key policy issue is to support current and
future citizens’ well-being by addressing the country’s long-
term challenges.
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Luxembourg’s economy has been buoyant — robust growth has
strongly outpaced the euro area average over most of the past
decade. However, this success creates new problems, in
particular in the housing market, which the 2019 Economic
Survey of Luxembourg [link] analyses in detail. Strong
population growth, mainly reflecting the number of foreign
workers attracted by a buoyant economy, has kept housing
demand growing for many years. When coupled with supply-side
restrictions, such as limited use of land available for
construction and cumbersome zoning restrictions, the imbalance


https://oecdecoscope.blog/2019/07/10/making-access-to-housing-more-affordable-to-all-in-luxembourg/
https://oecdecoscope.blog/2019/07/10/making-access-to-housing-more-affordable-to-all-in-luxembourg/
https://oecdecoscope.blog/2019/07/10/making-access-to-housing-more-affordable-to-all-in-luxembourg/

between demand and supply stokes rising house prices (Figure
1). Increasing mortgage debt also raises the debt service
burden for a larger share of households than in other
countries and a tight rental market impedes housing
affordability for poorer parts of the population.

Figure 1. Real house prices are growing strongly
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Note: For Luxembourg City, nominal annual values were linearly interpolated and deflated using a house price deflator calculated from the
OECD Analytical House Price Indicators database.
Source: OECD (2019), Analytical house prices indicators (database); and Observatoire de ['Habitat.

As the housing stock has not expanded in line with growing
demand for many years, the essential part of the solution is
an increase 1n

construction of new housing. Although the land available for
housing

construction seems sufficient, it is mainly in private
ownership and many

landowners do not have a strong incentive to sell or develop
their land. In

order to reduce the practice of land hoarding, where
constructible land is kept

undeveloped to capitalise on continuing land price increases,
the opportunity

cost of holding land for construction should be increased.
Possible ways of

doing so include introducing land value taxes on land zoned
for housing



construction or 1imposing sanctions on landowners and
developers for non-use of

building permits. Higher recurrent taxes on immovable
property, based on

up-to-date valuations reflecting the market price of the
property, could also

help to incentivise the owners to sell vacant dwellings
(Figure 2).

Figure 2. Recurrent immovable property taxes are low
Share of recurrent immovable property tax revenue in GDP, 2016
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Source: OECD (2019), OECD Global Revenue Stafislics (database).

Both municipalities and the central government could improve
the situation in this area. Municipal autonomy in spatial
planning decisions is

high and the current framework has not delivered sufficient
supply of housing.

Some instruments exist in the law, but are simply not used.
This is the case of

an annual tax on constructible land not developed for more
than three years,

and also of a tax on unoccupied housing. Other instruments,
such as a special

property tax on building land for residential purposes, were
introduced more

broadly, but they are based on obsolete cadastral valuations
and provide



negligible revenues.

Given the high level of urban sprawl, which has important
environmental costs, new housing construction should aim at
increasing

residential density, namely by constructing higher buildings,
in particular

around transport hubs. To soften municipal resistance to
densification, the

targets on new housing construction agreed between the
municipalities and the

central government in the Housing Pact could be extended to
include numerical

targets for densification measures or social housing
construction. It is clear

that a lot remains to be done by the central government, too.
For example, a

reduction of mortgage interest deductibility could help reduce
demand for

owner-occupied housing, while financing for new land
acquisition by public

providers of social housing would help expand the stock of
social rental

housing. Measures reducing demand for owner-occupied housing
would also help

reduce the build-up of already high household indebtedness,
which creates risks

for poorer households (Figure 3).



Figure 3. The share of over-indebted households is high,
in particular for those with low wealth
Share of households with debt-to-income ratio exceeding 300%, 2014
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Note: Computations of these shares only include households with mortgage on their main residence. The debt-to-income ratio calculates total
outstanding debt on main residence divided by annual household gross income.
Source: HFCS database, LWS database, OECD (2019), OECD Affordable Housing Database .

The stock of social rental housing is small in international
comparison, despite recent efforts by social rental management
companies, and often allocated to tenants who are not those
most in need. The low stock reflects many factors, including
the historical policy of building affordable housing for sale,
which could later be re-sold on the private market. This
practice has now been phased out and the public housing
providers focus on building social housing for rental, rather
than for sale. The allocation of social housing also needs to
be improved. The admission criteria for social housing are
often flexible and with low transparency. Recurrent means-
testing should be combined with tailored plans for re-entering
the private rental sector, similar to those used by social
rental agencies. Housing allowances and rents in the social
housing sector could also become more geographically
differentiated, reflecting the differences in market rents
across municipalities: for example, Luxembourg City has
clearly higher market rents than the north of the country.
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Strong economic performance, comfortable fiscal situation and
well-run institutions make life good for most residents of
Luxembourg. Average earnings are the highest in the OECD,
while labour market insecurity and income inequality are low.
Yet, the development of the digital economy is constantly
expanding the domain of tasks that can be automatized and
affecting both jobs and the skill sets need to perform them.
The recent long-term strategy of the government develops an
ambitious vision for a smart green digital society, but in
order to equip workers with adequate skills, this
modernisation strategy will also require improvements in
education outcomes and better upskilling of workers over their
lifetime (Figure 1).

Figure 1. Upskilling of the labour force is lagging behind the
best performers
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Figure 1. Upskilling of the labour force is lagging behind the best performers
Per cent of persons who have received on-the-job training in the past year'I
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1. Share of persons responding positively to the question "Have you had on-the-job training in the past year?".
Source: Eurofound (2015), "Sixth European Working Conditions Survey: 2015", European Foundation for the
Improvement of Living and Working Conditions.

The recently released OECD Economic Survey of Luxembourg 2017
argues that improvements in the education and training system
should focus on lowering the high rate of grade repetition and
improving the mobility between various education programmes.
Grade repetition 1is internationally high and concentrated in
vocational secondary education, often reflecting language
handicaps. Although it is sometimes still regarded as an
assurance of quality, the empirical evidence shows that grade
repetition is costly and ineffective in raising educational
outcomes. More productive strategies focus on providing early,
regular and timely support during the school year and limiting
repetition to subjects and modules failed.

Vocational education and training should equip young people
with technical and professional skills that meet labour needs,
but also open opportunities for further learning. Programmes
imparting similar generic skills as in more academic upper
secondary programmes, better linked to the other parts of the
education system, would help closing the skills gap between
graduates of academic and vocational tracks.

The world of work is changing fast and in ways that are
difficult to anticipate. Flexibility in re-skilling and
lifelong learning is likely to become key for successful
careers in the future. In Luxembourg, like in many countries,
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those in employment and with better skills tend to profit most
from lifelong learning. To improve participation in lifelong
learning, providers should make more use of online and
distance learning, along with part-time and modular courses.
Individual learning accounts and expanded individual study
leave could also enhance access to lifelong learning for low-
skilled adults and employees from small firms.

Finally, to make better use of existing skills and to reduce
the number of long-term unemployed, the disincentives to work
should be reduced further. Inactivity traps are high,
especially for part-time workers and low income earners,
complicating increases in work effort and transitions from
unemployment to employment. Furthermore, the system of joint
taxation of spouses and registered partners discourages work
of second earners, who are often women. Recent changes 1in
policy, such as the introduction of optional individual
taxation and the reform of the minimum income scheme, go in
the right direction and should be complemented by further
adjustments to the tax and benefit system, and pension system
to reduce disincentives to work for low-skilled youth and
older workers.

References

OECD (2017), OECD Economic Surveys: Luxembourg 2017, OECD
Publishing, Paris.


http://www.oecd.org/economy/economic-survey-luxembourg.htm

