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A polarising five years

Luxembourg’s finance minister came to his positio
unexpectedly, and, over the last five years, has ma
polarising decisions. The Luxembourg Times take
at Pierre Gramegna

E

uropean Union reforms can be a double-edged sword
for Luxembourg. The country’s international outwardfacing finance centre thrives on EU-wide rules – yet, in
the wake of both the financial crisis and the LuxLeaks
scandal, some changes have been harder to swallow. Asset managers, banks, insurers, law firms, auditors and other advisory
firms have all grappled with waves of new regulation – including
the introduction earlier this year of MiFID II and GDPR. Yet there
could be more to come. With less than a year before EU Parliament
elections in May 2019, the clock is ticking for European legislators
to complete any unfinished business.

Enough is
enough?

By Barbara Tasch

T

o say Luxembourg’s finance minister elicits
strong reactions is as much of an understatement as saying Porsches are not unpopular
in the country. Everyone in the industry has
something to say about Pierre Gramegna, from those
who say they cannot imagine a better finance minister
to those who accuse him of putting his persona before
the country. Whether they have endless praise or aspersions for the minister, everyone seems to agree on
two things: his temperament and his being resolutely
“Italian”.
Gramegna grew up in Luxembourg’s south, in Esch/
Alzette, where he also went to high school before studying in Paris. He then joined the Foreign Affairs Ministry and worked as an adviser at the Luxembourgish
Embassy in Paris before becoming director of the Board
of Economic Development in San Francisco.
He was then appointed ambassador to Japan and
South Korea before moving back to Luxembourg in 2003
to become director of the Chamber of Commerce, while
also sitting on the boards of several Luxembourgish
companies. He became minister 10 years later. Asked
whether the learning curve was steep, Gramegna says
in a previous interview with the Luxembourg Times,
that, luckily, he was already quite familiar with the
financial issues at hand. Other areas, however, were
harder to grasp.
“The learning curve was the political balance, the
institutions and public opinion. That’s what is the
hardest for politicians and for everyone, but you tend
to underestimate that. As a diplomat, for example, it’s
not a priority to wonder how you are going to convince
the public.”

“They will want to finish all the projects that are
open before the recess of the Parliament and the
Commission – that will happen by the end of April,”

By Hannah Brenton

A number of new
EU reforms are
expected to come
into effect
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The 10 upcoming EU reforms
to watch for Luxembourg

says Benoit Sauvage, senior manager at Deloitte Tax & Consulting.
New rules on sustainable finance, a revamp of European regulators’ powers, a tax on digital giants’ revenues and a
corporate tax overhaul all remain on the table. For fund managers, a change to fund marketing rules across the EU and plans
to set up pan-European pension products could have a big impact – potentially for the better – while a review of the directive
governing alternative investments funds is also on the horizon.

“More and more, especially with Brexit, you have
alternative asset managers coming to Luxembourg
– so whatever happens in that space is going to have

an impact,” says Charles Muller, a fund industry expert who
runs his own legal practice.
EU directives that have already been agreed in Brussels also
pose a challenge for businesses. In particular, anti-tax avoidance
rules that will come into effect next year could push up effective
corporate tax rates in the Grand Duchy. Intermediaries like
consultants are also already grappling with new tax disclosure
requirements, while insurers are preparing for the imminent
introduction of tougher transparency rules.
While some initiatives may fall by the wayside, some may be
subject to a final push in the months to come.
“I hope we have come to the end of the cycle now
because you cannot continue to balloon the rulebook
beyond a certain level before it becomes really
destructive,” adds Wim Piot, tax leader at PwC Luxembourg.
“We have had enough of it.”
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What does he eat?
Part of the reason Gramegna’s appointment came
as a surprise to so many people lies in the fact he was
not part of any political party prior to joining the Democratic Party, after he accepted the finance minister
position. Now, almost five years after he entered the
Finance Ministry, reactions to his tenure have been
mixed.
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The EU’s Digital Services Tax:
Lessons from 2003
Rick Minor sees value in business support
of the European Commission’s controversial tax

T
International Creative Media Award 2018
in bronze for business Magazines
(Worldwide Competition for Corporate Medias, Books,
Corporate Design and Magazine)

Rick Minor
is the former
head of tax and
government affairs
at AOL Europe in
Luxembourg. He
became an adviser
to the government
of Jean-Claude
Juncker and
is a member of
the OECD tax
technical advisory
group
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he public perception is well-established digital tax would outweigh any revenues generatnow that international rules are unfit ed. Many opponents point to the possibility that it
when it comes to taxing digital compa- will violate treaty obligations, while others simply
nies such as Amazon, Google or Apple in oppose any ‘new’ tax on business.
Interestingly, neither member-state tax authorEurope. In light of this consensus, the European
Commission published in March three significant ities nor the Commission consider VAT revenue
proposals to advance the global policy debate on generated on electronically supplied services in
this issue. Included among these proposals is the the EU as relevant to the digital-tax policy debate.
Both US and European groups began to pay VAT
so-called Digital Services Tax (DST).
According to the proposal, the DST would be on electronically provided services sold to EU
a tax on gross revenue, imposed at a 3 % rate on consumers in 2003. The few US businesses selling
certain categories of income earned in the EU by into the EU bloc at that time, such as AOL, were
put into the position of having to absorb or
companies that meet fairly large reve‘eat’ the cost of the VAT, at least initially,
nue thresholds globally and in the EU.
‘A handful to remain price-competitive with their
Brussels has said it considers the DST
an “interim” solution to collect some tax
of member European rivals.
The loss in revenue for these suppliers,
revenue from the digital sector until new
states,
due to the added cost of the VAT, was douinternational rules can be proposed and
including
ble digit. The economic impact of a VAT
adopted by members of the Organisation
for Economic Co-operation and Develop- Luxembourg, on digital services then was significant,
ment (OECD). Austria, which holds the have resisted especially for the US suppliers. The addithis type
tional VAT cost, as much as possible, was
rotating European Council presidency,
eventually passed on to the consumer, and
has pledged to get EU member states to
of tax in
the real beneficiaries were member state
agree to the DST proposal during its term
principle’
treasuries.
through the end of this year.
In contrast, the DST, given its relativeA handful of member states – includly small percentage, is unlikely to have
ing Luxembourg – have resisted this type
of tax in principle, at least until global consensus such a disruptive impact on digital business modcan be reached on the open policy options now un- els. As a consequence, there may be some member
der OECD consideration as part of its ongoing BEPS states – and even one or more impacted companies
project. The OECD will not deliver its recommen- – that will withdraw opposition and let the DST
dations before 2020, however, well past the end of process run its course. Indeed, there may be even
the Juncker Commission’s term. This timing may some public policy benefit for those companies that
well be another reason the Juncker Commission decide to support the DST publicly.
A corporate first-mover on the DST could estabis striving to pass some form of DST legislation
lish itself as a legitimate contributor to the greater
before the end of this year.
Another aspect at odds with the EU proposal and more significant digital tax project. There is
is the opposition of the US government, which is precedent in US corporate strategy with the launch
obliged to represent the US tech sector. The US is a of the 2003 VAT regime on electronically supplied
meaningful stakeholder in the OECD’s digital tax services. US groups were motivated to expand in
policy project, but it is clearly not a direct stake- the EU, and that, in turn, created a meaningful
boost to member state economies, which allowed
holder in the EU legislative process.
Some of the smaller EU states are worried the these business models to grow at a quicker pace
implementation and administrative costs for a than any normal evolution.
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decessors he once criticised and stopped doing anything
that would displease people.”
Another former friend and colleague, who has
known the minister for more than 20 years, says he
expected Gramegna to have done more for the interests
of Luxembourg’s financial sector, especially considering his background. “For someone who came from the
Chamber of Commerce, he isolated himself. He did not
seek enough contacts.”
Nicolas Mackel, director of lobby group Luxembourg
for Finance (LFF), says there is “no definitive answer”
when asked about the overall impression of Gramegna’s
work within the sector. But he did say there was no
doubting that the minister was an “excellent salesman
of our financial centre”.
The answer, he concedes, is likely to depend on who is
asked. If they have more of a fondness for international
matters, they will rave about him. If they don’t care
that much about international issues and concentrate
more on technical aspects, they might be disappointed
he didn’t give as much importance to specific areas as
they would have wished.
“Altogether, if you did a survey among all the professionals working in Luxembourg’s financial centre,
I think the report he would get would be extremely
good,” Mackel says.
Gramegna has tirelessly and with great success
defended Luxembourg’s financial place abroad,
according to the head of the LFF. The two have often travelled together over the last five years, and
Gramegna’s energy has made an impression.
“What does he eat?” is something his crew would
sometimes wonder, given the minister’s energy. Mackel
adds that, on more than one occasion, he travelled with
Gramegna when the minister had seven or eight meetings in one day, all tackled with the same enthusiasm.
What is clear, however, is what Gramegna doesn’t
eat, Mackel reveals – sandwiches. “He is a very civilised
man who also likes to eat in a very civilised way,” he
says. “It doesn’t have to be complicated, but it has to
be sitting down. It’s something I understand. I also
prefer this, but, among ourselves – those who travel
with him – the running joke is whether there will be
sandwiches or not.”
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‘For someone
who came from the
Chamber of Commerce,
he really
isolated himself’
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Everything that is beautiful
In certain ways, his disdain for sandwiches reflects
a trait that has been pointed out by many. He’s Italian.
“Pierre Gramegna is a very intelligent man,” Becker
says. “He’s a man with passion. Everything he does, he
does passionately and with commitment. He has a very
high level of energy. He is from Southern European
descent, and that explains his person – he’s passionate
and dynamic, and he doesn’t exactly accept everything
and defends himself.”
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EU
institutionworkers
post-Brexit

British nationals on permanent and fixed-term
contracts at EU institutions are left in limbo
over their jobs after the UK withdraws
from the European Union

By Heledd Pritchard

Many of th e E U
institutions are
based in the
Kirchberg area of
Luxembourg

W

ith just six months to go until the UK is expected to leave
the European Union (EU),
thousands of people remain uncertain about their futures post-Brexit. For
those working at European institutions,
being a national of a member state is a
criterion for employment, which leaves
British citizens in limbo about what
the future holds for their careers after
29 March next year. Some of the institutions in Luxembourg have held meetings
with their British staff in an attempt to
offer reassurances. But questions remain,
and employees are still seeking clarity on
several contract-related issues.

Permanent staff
Staff regulations for EU officials state
that an official may be required to resign
if he or she does not fulfil the condition of
being a citizen of one of the EU member
states. But the European Commission,
which employs 900 British staff, has said
it will not use its discretionary power
to request that British officials resign,
except “in specific cases such as conflicts
of interest or international obligations”.
The European Parliament has confirmed it will not dismiss any officials
on the grounds of nationality and said it
“wants to continue to offer them meaningful career perspectives”.
A spokeswoman said the Parliament’s
Bureau – consisting of the president, all
14 vice-presidents and the five quaestors
– are “against dismissing UK officials on

the sole ground that they are no longer EU
nationals”.
The EIB stated that – assuming a withdrawal agreement is reached – it “intends
to preserve the rights of its British staff
members on permanent contracts”.
According to Catherine Barnard, a professor of EU law at the University of Cambridge, “exceptions” are likely to gravitate
around a certain expertise others might
lack, or specific skills required to work on
a given project. She confirmed rules on
termination would be governed by staff
regulations as well as EU law.

Fixed-term contracts
Rules and conditions vary according to
contract types, and many employees are
hired within the institutions as contractual
or temporary staff.
At the European Parliament, assistants
to UK MEPs will see their contracts terminated at the end of the month when Brexit
becomes effective – making 31 March next
year their last day. But contracts of British
nationals working for non-UK MEPs will
also end “unless exceptions are decided on
a case-by-case basis and in the interest of
the service”, a spokeswoman for the parliament confirmed.
European Parliament rules outline that
fixed-term contracts will come to an end,
but exceptions can be made. The spokeswoman added that, as a matter of principle,
an extension of a contract will never be denied on the sole ground of nationality. For
those working in political groups, an assessment will be carried out to determine
whether an exception should be authorised.
At the Commission, the Conditions
of Employment of Other Servants of the
Union (CEOS) states that fixed-term contracts will end if the employee is no longer a
national of a member state unless a derogation is granted. According to the Commission, exceptions to the nationality requirement would be “considered generously and
transparently”.British staff on fixed-term
contracts at the EIB will be able to serve

out their contracts, even if the end date is
post-Brexit. Depending on the agreement
reached and in line with decisions taken
by other institutions, the bank may extend
or convert fixed-term contracts of British
staff using the same criteria as for staff
with EU nationality.

Nationality
Some British staff have raised the question of whether gaining another nationality
could guarantee them job security amid the
uncertainty surrounding Brexit.
Last year the Luxembourg government
relaxed the nationality law, making it easier to become a Luxembourgish citizen.
But a number of EU institution staff are
concerned that becoming Luxembourgish
would deprive them of their rights to the
expat allowance of up to 16 % on their salaries. A spokeswoman for the European
Court of Justice (ECJ) said staff’s expat allowance “could, in some circumstances, be
removed – but not necessarily”.
The expat allowance is dependent not
only on nationality but also on the country the employee worked prior to being
recruited and whether a relocation was
necessary. The ECJ confirmed that, if any
EU institution terminates an employee’s
contract as a result of Brexit, the decision
could be legally challenged before the court.
Professor Barnard said the only precedent addressing such staff concerns involved employees from Norway. “There
were a number of Norwegian staff working for the EU institutions in preparation
for the Norwegian accession, and then, of
course, it didn’t happen, and a number still
stayed on,” she said.
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