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1. 	Things are (or soon will be) looking up:  
Expectations for the Luxembourg economy are clearly becoming more positive

 LBC in view of the next 6 months = +1.0 

LBC in view of the next 12 months = +1.3

By and large, Luxembourg entrepreneurs already expect to see moderate economic growth over the course of the next six 
months, which is the first time that short term expectations have been positive since the initial survey was conducted in  
April 2009. Similarly, expectations for the next 12 months have also continued to improve.

Executive Summary 

Short-Term Expectations for the Luxembourg Economy
Continue to Develop Positively

© IfD-Allensbach

On a scale of +5 to -5, average step chosen by respondents to indicate
how they expect the Luxembourg economy will develop –

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2009, Oct./Nov. 2009, April 2010, Oct. 2010)

“Grow very strongly”

“Stagnate”

“Contract very
 strongly”

-1.4

-2.1

+0.2

-0.4

April 2009 Oct./Nov. 2009 April 2010 Oct. 2010

In view of the next 12 months
In view of the next 6 months

±

+  5

+

+

+

+

-5

-4

-3

-2

-1

0

1

2

3

4

+0.5
+1.3

+1.0
±0.0

Base: Total respondents

2.	Optimism on the rise within Luxembourg companies: 
Increase in the number of employees expected over the next 6 months within Luxembourg companies. 

3.	Widespread skepticism when it comes to Luxembourg’s development in terms of competitiveness: 
2/3 of the entrepreneurs consider that competitiveness is worse than 2 years ago.

4.	Tendency towards expansion  
With increased budgets being allocated for development of new products/services, a geographic extension, as well as related 
marketing/promotion and training.

5.	Tripartite as a balancing instrument and its various stakeholders lost in credibility

6.	Skeptical assessments of the Government’s new tax measures

7.	 To reduce the health funds’ deficit,  
entrepreneurs favor increasing co-payments, encouraging the use of generic drugs and reducing the sickness allowance.
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Interview with Mr. Pierre Leyers

Things are looking up, but not for all
The recently released results of the 4th edition of the “Luxembourg Business 
Compass“ clearly demonstrate that Luxembourg’s economy has recovered from 
the crisis.

Decision makers at the helm of the economy view future development with 
increased optimism. Nonetheless, the economic wounds caused by the crisis 
(also) in Luxembourg are not yet fully healed, and excessive optimism would be 
misplaced: “one swallow does not a summer make”.  The upswing is distinguishable, 
but there are sectoral differences. 

In the industrial sector, demand has improved since January 2010. In the financial 
sector, the carthorse of the Luxembourg economy, the outlook is however much 
more hazy. The balance sheet total of banks is depressed and the number of 
employees is decreasing. Tax revenue generated from the financial and service 
sector forms an integral part of national revenue and budgetary latitude of 
authorities should not increase in the foreseeable future. In turn this will lead to a 
slowdown of activities in the construction sector. Statistically, growth has not yet 
reached pre-crisis level. 

To a certain extent, the speed of Luxembourg’s return to growth will be dictated by 
the general international climate. Although the forecast is tentatively positive as yet, 
dark clouds over Ireland, Portugal and Spain threaten to create stormy conditions 
across the rest of Europe. In the coming weeks it will be clearer whether we have 
really overcome the crisis.

The next edition of the Luxembourg Business Compass that will be published in 
April/May 2011 is already highly anticipated.

Pierre Leyers
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The expectations of Luxembourgish entrepreneurs have developed in a very 
positive way. Is the crisis over?
An upward trend can be seen, however, sectorial differences remain. For example, 
the demand in the industrial sector has strongly increased since early 2010.  
The banking sector, on the other hand, remains below pre-crisis levels of 
development: total assets have decreased by 1.7% in September compared to 
August. The retail sector is increasing slightly, while the construction sector and 
services sector have developed in a dynamic way. The answers collected from our 
LBC-questionnaire have therefore to be interpreted with caution as the first edition 
of the survey was realized in April 2009, right in the middle of the crisis. It is easy 
to understand that the economic expectations are more positive compared to the 
lowest point attained during the crisis. Statistically, the growth level reached before 
the crisis has not yet been recovered. At the same time, many other different risk 
factors increase in the global economy, on which Luxembourg has no influence. 
The uncertainty prevails, and many of our businesses continue to struggle with the 
consequences of the crisis. 

The development of the competitiveness of Luxembourg is being widely 
viewed with pessimism. If this trend continues, is there cause for concern?
Export-orientated companies in particular are suffering greatly from the increasingly 
weaker competitiveness of our economy. Unit labor costs have increased by 34% in 
Luxembourg between 2000 and 2009, in the Euro Zone by 21 % and in Germany by 
only 8%. But these are our main trading partners! With increasing competition and 
declining competitiveness, it is more difficult for the Luxembourg based firms to 
sell their products and services abroad. This has serious consequences on our open 
and export-driven economy: rising unemployment, lower investment, higher budget 
deficits of the government and social security. Such a trend is highly dangerous 
and not sustainable for a small country like Luxembourg. Even more astonishing is 
the fact that the current slight economic recovery serves to some observers as a 
pretext to postpone or abolish the required structural reforms.

The fiscal measures proposed by the government are met with a skeptical 
view of entrepreneurs. Do you share their standpoint?
Absolutely! With regards to nominal corporate tax, Luxembourg is at best average  
in international comparison. The original intention of the government to decrease 
the rate of taxation from 29 to 25.5 % is probably not enforceable in the medium 
term. That our budget deficit leads to tax increases for businesses, is a wrong signal 
to foreign investors. 

Of course, the budget deficit must be brought back into balance, but this should 
be done on the basis of more efficient spending due to a reduction of the current 
government costs. Furthermore, there should quickly be a long term hedging/
protection of our social security system (pensions, health care), so that the lowest 
social contributions can be secured – one of the few competitive advantages that 
Luxembourg managed to maintain so far. In a global economy, higher taxes and 
charges on companies lead in the medium term to less growth and less tax revenue.

Carlo Thelen

Interview with Mr. Carlo Thelen 
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Findings

Just as entrepreneurs’ assessments of the general economic trend in Luxembourg are becoming increasingly optimistic, the 
share of business leaders who say that their companies are affected “very strongly” (6 percent) or “strongly” (33 percent) by 
the global economic downturn is also declining.

Entrepreneurs Generally Stand by Their Assessments 
As to When the Economy Will Start Recovering Again

© IfD-Allensbach

Question:

It has already started to recover/
in the second half of 2010

"When do you expect the economy in Luxembourg will start recovering again, 
 when will the economy have bottomed out and start to rebound?"

April 2010

28

24

26

21
1

%

Oct. 2010

31

15

24

29

1

%

In the first half of 2011

In the second half of 2011

Later than that

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2010, Oct. 2010)

No response

Fewer and Fewer Luxembourg Companies Are Very Strongly or  
Strongly Affected by the Economic and Financial Crisis 

© IfD-Allensbach

Question: "How strongly is your own Luxembourg company affected by the global 
 economic downturn?"

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2009, Oct./Nov. 2009, April 2010, Oct. 2010)

x = less than 0.5 percent

© IfD-Allensbach
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2009, Oct./Nov. 2009, April 2010)
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17

30

35

17
1

13

46

26

8
7

April 2010
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2
1

April 2010

6

33
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14

5 1

%

x x x

x = less than 0.5 percent

Optimism on the rise within Luxembourg companies
In contrast to the last survey, Luxembourg entrepreneurs have hardly revised their expectations as to when the economy will 
start recovering, that is, they generally have not adjusted their forecasts downwards.
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The business leaders interviewed are also becoming significantly more optimistic when it comes to several key economic 
indicators at their own companies. Over the next 6 months, entrepreneurs expect, on average, to see substantial increases in 
business volume (+5.2 percent), investments (+5.0 percent) and profits (+3.8 percent). Only a year ago, a negative trend was 
expected with regard to both business volume and profits. When it comes to the number of employees, expectations are still 
relatively cautious. For the first time in the past one and a half years, however, entrepreneurs anticipate an increase in the number 
of employees at their own companies (+1.5 percent on average) - so here too, it would seem that the worst point has already been 
reached and the situation is now beginning to improve.

Nevertheless, more than one out of three Luxembourg business leaders expect it will take two years (26 percent) or more  
(11 percent) before their company’s turnover returns to pre-crisis levels. At the same time, however, an almost equally large share 
of entrepreneurs report that their company’s turnover was not affected by the crisis at all (18 percent) or, respectively, that their 
turnover has already reached its pre-crisis level (16 percent).

Expectations for Entrepreneurs' Own Companies: 
Clear Increases in Turnover, Investments and Profitability, 
Along with a First-Time Increase in the Number of Employees

© IfD-Allensbach

Question: "How do you expect the following areas or indicators will develop at your Luxembourg
 company over the next 6 months?"

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2009, Oct./Nov. 2009, April 2010, Oct. 2010)
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When Will Turnover Return to Pre-Crisis Levels?
Entrepreneurs Have Mixed Expectations

© IfD-Allensbach

Question:

Our company's turnover has already
reached its pre-crisis level

"When do you expect your company’s turnover will return to its pre-crisis level?"

April 2010

12

32

16

15

16
1

8

%

Oct. 2010

16

9

19

26

11

18
1

%

It will return to its pre-crisis level
within 6 months

within 12 months

later than that

within 24 months

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2010, Oct. 2010)

No response

Our company's turnover was not
affected by the crisis
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Widespread skepticism when it comes to Luxembourg’s development in terms of competitiveness
On the whole, the business leaders interviewed assess Luxembourg’s competitiveness as a business location “only” as 
fairly good that is 50 percent say it is “good” and an additional 35 percent choose “average.” In comparison to assessments 
of Luxembourg’s image as a business location in the prior survey, entrepreneurs are clearly more cautious when assessing 
Luxembourg in terms of competitiveness.

When asked to assess Luxembourg’s competitiveness from the presumed perspective of clients, along with that of their 
parent companies or, respectively, shareholders, entrepreneurs’ responses are quite similar: in each case, the majority assess 
Luxembourg’s competitiveness as “good” or “average.”

Entrepreneurs' Assessment: Luxembourg Is Less Competitive
Now Than It Was Two Years Ago

© IfD-Allensbach

much better

Compared to the situation two years ago, Luxembourg's competitiveness as a business
location today is assessed as –

3
9

24

56

71

%

somewhat better

the same

somewhat worse

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

much worse
No response

Luxembourg's Competitiveness from the Entrepreneurs'
Perspective: Fairly Good

© IfD-Allensbach

Question: "How do you assess the competitiveness of Luxembourg as a business location?"
"From your own personal perspective?"
"From the perspective of your shareholders/mother company?"
"From your clients' perspective?“

Base: Total respondents 
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

x = less than 0.5 percent

© IfD-AllensbachSource: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2009, Oct./Nov. 2009, April 2010)
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Luxembourg's competitiveness as a business location
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Entrepreneurs'
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In comparison to the situation two years ago, entrepreneurs now tend to view Luxembourg as weaker in terms of 
competitiveness: about two thirds say Luxembourg’s competitiveness is “somewhat worse” now than it was two years ago 
(56 percent) or even “much worse” (7 percent).
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When it comes to location factors, entrepreneurs tend to perceive that the situation has become worse for the following 
factors:

•	 �Cost of labor, how competitive wages are in Luxembourg (69% of responses)

•	 �Socially stable environment in Luxembourg (49% of responses)

•	 �Tax environment (46% of responses)

•	 �Regulatory environment (46% of responses)

When It Comes to Many Location Factors, Entrepreneurs 
Tend to Perceive a Negative Trend in Luxembourg 
Question: "Thinking of Luxembourg's competitiveness as a business location: which of these areas 

 have improved over the past two years, in which areas has the situation gotten worse, and
 in which ones has the situation basically stayed the same?"

© IfD-Allensbach

The cost of labor, how competitive 
wages are in Luxembourg

The socially stable environment 
in Luxembourg
Government policies that adequately 
consider business interests

Abolishment of bureaucratic hurdles

Availability of work permits

The stable and coherent 
political environment

The tax environment

The regulatory environment

The Luxembourg economy's innovative 
power when it comes to introducing 
new products and services and developing 
new markets

The transportation system, 
infrastructure

Access to political decision-makers
Availability of a skilled, high quality workforce

Base: Total respondents

Improved Stayed the same Gotten worse No response
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4
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5
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42

29
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11
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15

10
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33

44

x

x

x

x

1

1

2

1

x

x

x

x

x

x

%

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

x = less than 0.5 percent

Promotion of Luxembourg 
as a business location

Cost management by Luxembourg
companies
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Investment plans: Tendency towards increased budgets in all areas of operations, with more money being allocated 
especially for the introduction of new products and services, for marketing and for training.

In the next 6 months, the largest Luxembourg companies are primarily planning to increase expenditures for the introduction of 
new products or services, for marketing and sales, as well as for employee training.

Compared to the investment plans reported in the prior three surveys, Luxembourg companies’ willingness to invest in the 
introduction of new products or services, marketing and sales, and promotion has continued to grow.

Planned Investments: Areas Where Luxembourg
Companies Will Increase or Decrease Expenditures
Question: "In which of the following areas will your Luxembourg company increase or, respectively, 

 reduce its expenditures in the next 6 months?"

© IfD-Allensbach

Introduction of new products 
or services

Training

Information technology

Marketing and sales

Promotion

Research and development

Staff

Business acquisitions

Expanding facilities

Geographic expansion

E-commerce

Advertising

Base: Total respondents

Increase No change Decrease No response

55

54

53

45

43

39

35

32

32

24

21

21

43

37

41

47

47

40

59

59

59

59

72

66

1

3

5

4

4

4

2

6

4

5

6

3

% 1

6

1

4

6

17

4

3

5

1

10

12

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)



9 |  Luxembourg Business Compass - Edition II / 2010

Assessments of measures relating to economic policy:
The unsuccessful conclusion of the Tripartite this past spring has obviously strongly shaken entrepreneurs’ confidence that 
this is an effective way to involve employers and labor representatives in economic policy-making aimed at addressing the 
economic crisis.

The vast majority of entrepreneurs currently consider the Tripartite to be “not very valuable” (51 percent) or even “not valuable 
at all” (19 percent).

Instead, a majority of the most important Luxembourg entrepreneurs advocate bilateral talks between the government and 
employers or, respectively, labor representatives (51 percent). A large share of entrepreneurs (30 percent) even think the 
government should make its own decisions without conferring with employers and labor, rather than convening a new round  
of Tripartite talks (19 percent)

Entrepreneurs Are Much More Skeptical about the Value of   
the Tripartite Today Than They Were in April

© IfD-Allensbach

Question: "In your opinion is the Tripartite a valuable instrument for managing the current economic crisis?"

6

48

38

6 2 x

%

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (April 2010, Oct. 2010)

x = less than 0.5 percent

The Tripartite is –

April 2010 October 2010

very valuable

valuable

not very valuable

not valuable at all
No response

3

27

51

19

A Majority of Entrepreneurs Think the Government Should 
Initiate Bilateral Talks with Employers and Labor Representatives

Question:

© IfD-Allensbach

Base: Total respondents

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

"Given the current economic situation, how do you think should the government involve
 employers and labor in its decisions?"

30%
19%

51%

The government should – initiate bilateral talks with
employers and labor representatives

convene a new
Tripartite

make its own decisions
without any further talks with
employers and labor
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Nevertheless, a large share of entrepreneurs are critical of the compromise that was negotiated by the government and labor 
unions in late September during the course of such bilateral talks.

About Two Thirds of the Entrepreneurs Criticize the Compromise Reached 
between the Government and Labor Unions in Late September

Question: "On September 29, 2010, the government and the major union leaders negotiated a
 compromise in which the union leaders agreed to suspend all wage increases based on
 the wage indexation mechanism until October 1, 2011 and, in return, the government
 agreed not to cut the tax deduction for commuting expenses in half, as planned.  
 What do you think: Is that a good compromise or is it not a good compromise?" 

© IfD-Allensbach

Base: Total respondents

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

25%

64%

1%

10%
Undecided

Good compromise

Not a good
compromise

No response

About Three Fourths of the Entrepreneurs View the Compromise between 
the Government and Labor Unions as a Wasted Opportunity to 
Fundamentally Reform the Indexation Mechanism

© IfD-Allensbach

Base: Total respondents

Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

"By making this compromise, the government wasted an opportunity
to change the indexation mechanism altogether"

21%

5%

74%

Undecided

Would agree with that

Would not agree
with that

In this connection, about three quarters of Luxembourg business leaders criticize the compromise as a wasted opportunity to 
fundamentally reform the wage indexation mechanism in Luxembourg.
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Entrepreneurs Think That the Failure to Take the Opportunity to Abolish 
the Indexation Mechanism Will Weaken Luxembourg's Competitiveness

© IfD-Allensbach

The fact that the indexation mechanism has not been abolished but only suspended until next
October means that Luxembourg's competitiveness as a business location will be –

15

52

1

31

1

%

47

31

20
1 xx

%

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

x = less than 0.5 percent

in the short-run in the medium-run

significantly weakened

slightly weakened

no impact

slightly strengthened
significantly strengthened
No response 1

In the eyes of the majority of entrepreneurs interviewed, simply suspending wage increases until October of next year will 
have a negative impact on Luxembourg’s competitiveness as a business location in both the short run and, even more so,  
in the medium term.

Practically none of the entrepreneurs interviewed thinks the compromise will have a positive impact, regardless of whether in 
the short or medium run. 
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To reduce the health funds’ deficit, entrepreneurs favor increasing co-payments, encouraging the use of generic drugs  
and reducing the sickness allowance. 

When asked what measures should be implemented in order to reduce the health funds’ deficit, Luxembourg entrepreneurs 
primarily favor increasing patients’ co-payments for medical services and drugs (53 percent), creating incentives to encourage  
the use of generic drugs (50 percent), along with reducing the sickness allowance in the event of illness (48 percent).

To Reduce the Health Funds' Deficit, Entrepreneurs Favor
Increasing Co-Payments, Encouraging the Use of Generic 
Drugs and Reducing the Sickness Allowance

© IfD-Allensbach

Question:

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

Increase co-payments for medical services 
and drugs

Reduce coverage offered by the public health
funds, with services increasingly being covered 
by private supplementary insurance

Increase or abolish the contribution ceiling

Compensate for the deficit via tax moneys

Increase health insurance contributions

Create incentives to encourage the use of
generic drugs

Reduce the sickness allowance

53%

50%

48%

31%

19%

11%

8%

"Which of the following measures should be implemented in order to reduce the health
 funds' (Gesondheetskees) current deficit?"

Skeptical assessments of the Government’s new tax measures
When it comes to the new tax measures the government is planning to implement in order to reduce the budget deficit,  
opinions are split among entrepreneurs, although they do generally tend to be somewhat skeptical.

Luxembourg Entrepreneurs Give Sceptical Assessments
of the Government's New Tax Measures

© IfD-Allensbach

Question: "How do you assess the new tax measures as a tool for balancing the national budget?"

45

42

13

x

Base: Total respondents
Source: Luxembourg Business Compass by KPMG and Luxemburger Wort (Oct. 2010)

x = less than 0.5 percent

As a tool for balancing the national budget, 
the new tax measures are –

very valuable

valuable

not very valuable

not valuable at all
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