
2014 ECONOMY DAYS

Reinventing Luxembourg

On 4 and 5 February 2014, the Economy Days brought together approximately 500 attendees on the
premises of the Luxembourg Chamber of Commerce. All proceeds from the registration fees were
donated to 1,2,3 GO, an association which supports entrepreneurship. The event's eighth edition
centred on “reinventing Luxembourg” and was attended by entrepreneurs, politicians and decision-
makers.

The first half-day focused on the new government's economic policy and speakers expressed their
standpoint on the policy's adequacy with the country's needs.

On the Wednesday morning, the conference took a more international turn by focusing on “Exports,
clusters and nation branding: three opportunities to build Luxembourg”. The second half-day's talks
were given by Yves Zlotowski, an economist with COFACE, David Brown, a biotechnology expert and
Annika Rembe, Director General of the Swedish Institute.

The new government's economic policy

The Economy Days were opened by Étienne Schneider who gave an outline of the government's
economic policy. The Deputy Prime Minister clearly emphasised the need to modernise government
quickly and thoroughly (“TGV” reform). The government will use performance appraisal systems on a
wider scale through the implementation of agreements on targets and resources. At the same time,
the Ministry of the Economy's teams will be reorganised and optimised. As a result, all ministries and
government agencies are expecting to see a marked improvement in efficiency.
As regards macroeconomics, Mr Schneider highlighted the need to apply a global strategy by
decompartmentalising decisions and coordinating critical projects, particularly as government
spending needs to be curbed and as the government is going to experience revenue losses as a result
of changes to VAT legislation on electronic commerce. Luxembourg can seize opportunities in a
number of areas including green technology, logistics, biotechnology and information technology.
Diversification will also be achieved by a new sector plan for economic infrastructure, which will
focus on innovation and job-creating industries. This will help attract local and global SMEs to
Luxembourg and boost their development. Finally, in an ever-changing world, Mr Schneider wants to
make sure that these far-reaching changes – which are necessary to reinvent Luxembourg – are
discussed with both sides of the industry to encourage a culture of consultation and cooperation.

In the opinion of OECD economist Jean-Marc Fournier, Luxembourg has ample room for
manoeuvre, but the country will need to implement far-reaching structural reforms to manage risk
and improve its economic resilience. Four main areas have been suggested in this context: promoting
employment, controlling government spending, diversifying the economy and focusing on green
growth.
As far as promoting employment is concerned, ADEM, Luxembourg's employment agency, should
continue its overhaul to boost employment. The discussion covered the currently generous benefits
provided by ADEM and hinted at a complete overhaul of unemployment benefits schemes.
With respect to the education system, it was noted that Luxembourg's PISA results were lower than
the EU average, despite the country's very high standard of living. Actions should be taken to ensure
that young Luxembourgers are given all the opportunities to contribute to their country’s ambitious
growth strategy. Business leaders echoed this sentiment and said that they needed the skills acquired
by young Luxembourgers at school to be a better fit with the current and future needs of the business
community.



On the topic of public spending, the entire pension system will also need to be looked into,
particularly given the breakdown of the Luxembourg workforce between resident and cross-border
workers. Based on a detailed analysis of the age pyramid, the high number of cross-border workers
will have an impact on the pension system as early as the years 2020 - 2025. The current system will
not be able to cope sustainably with this influx.
With regard to economic diversification, investment in intellectual capital is quite low. This might
seem like a paradox when you look at the considerable support enjoyed by the public research sector,
with universities and public research centres being funded generously. On the other hand, incentives
provided to businesses in the areas of research, development and innovation (RDI) should make a
distinction between small companies (which do not necessarily require support) and recently created
companies, especially those operating in high-growth markets.
Finally, green growth is in the red, with Luxembourg being the only OECD country to experience an
increase in greenhouse gases in the past decade. While cheap petrol is probably the main reason for
this phenomenon, Luxembourg will have to move from its car-based culture and develop its public
transport system significantly. Making these kinds of changes to land use planning policies will take a
certain amount of political courage.

Panellists pointed to a worrying trend – which is another reason why Luxembourg needs to reinvent
itself – namely, a sustained decrease in productivity combined with higher government debt. Energy
and land prices also compound the high cost of labour.

Participants appreciated that the new government was willing to make significant changes and
applauded its new outlook and drive. Issues regarding the development of the financial sector should
not be left out of the economic diversification debate, particularly at a time where more stringent
requirements are being imposed on the financial sector. Investment in this sector is required, so that
it can be the driver of the Luxembourg economy once again. However, this should not impede the
development of other industries. The Luxembourg skilled trade industry should also receive
incentives as it plays a key role in creating jobs and is a cornerstone of the Luxembourg economy.

Panellists put forward a number of solutions to reinvent Luxembourg, identifying four key areas of
attention. First, modernising government is a fundamental requirement, with a focus on simplifying
administrative processes. Second, labour legislation will need to be revamped in order to help
improve competitiveness. The country's economy will not be markedly more efficient unless greater
flexibility is introduced to working time management. Third, an improved long-term outlook for
Luxembourg should be able to rely on an overhaul of the school system, to ensure that the skills
taught in the curriculum are in line with the future requirements of businesses. Finally, actions speak
louder than words as far as innovation is concerned. The government should implement a solid
regulatory framework to promote and support start-ups, thus boosting entrepreneurship and
decision-making.

Three opportunities to build Luxembourg

During the second half-day, participants looked at the big picture and placed the development of
Luxembourg in a more global context. In his opening address, Carlo Thelen, an economist and the
chairman of the Luxembourg Chamber of Commerce, highlighted how being a gateway to Europe and
the world was part of Luxembourg's DNA.

After a difficult four years, Yves Zlotowski pointed to a long-awaited Europe-wide improvement in
terms of country risks. In both Germany and France, consumers have finally resumed their
contribution to growth. Corporate risk has decreased in the United States and the deterioration has
stopped in Europe. While spending by middle-class households still continues in the BRIC countries
(Brazil, Russia, India and China), investment is down, predominantly in Russia.
Today, a watchful eye should be kept on the countries known as “The Fragile Five” (Turkey, Brazil,
India, South Africa and Indonesia), where an increasing number of companies are in debt. In Turkey,
for instance, companies have large amounts of foreign currency debt with their resident banks, while
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Chinese companies have incurred local currency debt. The shadow banking system has grown
significantly and could compromise the future of China's economy. For the first time in 10 years,
Chinese businesses have voiced concerns about the slowdown of the domestic economy in studies
relating to shadow banking.

Next, David Brown, PhD, presented the benefits that clusters could bring to the Luxembourg
economy. Clusters would help raise the number of funding incentives and systems and enhance the
reputation of cluster companies. Clusters also help develop a culture that is less risk adverse and help
boost entrepreneurship and promote sales expertise. Furthermore, by promoting decision-making
and creativity through a combination of skills and projects, clusters help create technological and
commercial synergies and drive growth. Finally, such an environment can also influence
policymaking at local and national government level. Any cluster must be able to offer an attractive
environment and must keep reinventing itself over time to stay relevant.

Annika Rembe's address presented the work done by the Swedish government to promote Sweden.
Each of the parties involved had a different brand and a different agenda and it took Sweden several
years to find a common denominator. Today, the Swedish brand has a strong visual identity, but it is
mainly successful because the message extolling the country's key positive values has been echoed by
all marketing officers and also by society at large. A bottom-up approach is fundamental in the
Swedish model.

These three opportunities were then discussed by the panel attending the second half-day. Tania
Berchem, the National Branding Coordinator with the Ministry of Foreign and European Affairs,
confirmed the need for Luxembourg to have a consistent brand and message. While this position was
supported by Nicolas Mackel, the CEO of Luxembourg for Finance, it was also necessary to emphasise
the need to diversify the Luxembourg economy. Yves Zlotowski confirmed the risks relating to a
country like Luxembourg: the size of the financial sector in an economy could be to the detriment of
other industries, which may not be given the opportunity to develop. However, other panellists
mentioned that the diversification policy launched over six years ago has started to pay off. Besides,
even though Luxembourg is a small, outward-looking country, it is too reliant on trade with Germany
and France and should continue to build up its trade relations and those of its companies with
northern European countries and emerging countries.

Xavier Buck conceded that Luxembourg is still too little known abroad. The Luxembourg brand
should be improved and continue to be disseminated to help rebuild a dynamic and sustainable
business framework. There is every reason to be hopeful according to David Brown, who concluded
by saying that Luxembourg was a stable, efficient and outward-looking country with a high standard
of living. As a result, it has everything it needs to build a Luxembourg brand.

On behalf of the organisers, we would like to extend our gratitude to our distinguished speakers for
their valuable contributions. We would also like to thank all our guests for their attendance and we
look forward to seeing you again at next year's edition of the Economy Days.
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