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Executive Summary

The Dublin Chamber of Commerce represents 1,400 companies, both large and small in the Greater Dublin Area. The recommendations made in this budget submission focus on improving the competitive position of Dublin.

We believe that economic and social infrastructure will be arena within which the competition for business investment, economic growth and jobs will be fought. Whilst access to markets, a favourable tax environment and other national competitiveness factors are necessary for future development, schools, universities, roads, rail and even cultural facilities are the new criteria by which successful cities will be judged. In order to deliver that essential investment in social and economic infrastructure, we will need clear strategic leadership, integrated implementation procedures and guarantees that projects are being delivered on time and within budget. A summary of our recommendations is outlined below.

Government should:

· Ensure that Gross Non Supply Services Expenditure does not increase by more than the nominal growth in GNP (7-8%);

· Increase the level of capital spending as a percentage of GNP above the present target of 5% and encourage the greater use of private sector financing and expertise in order to tackle the country’s €140bn infrastructure deficit;

· Increase the level of management expertise within the public service;

· Ensure open recruitment is used more extensively, particularly for posts requiring management expertise;

· Ensure that the Budget does not lead to an increase in the Consumer Price Index;

· Conduct and publish an independent evaluation of the current proposals for decentralisation; 

· Discontinue certain tax reliefs that have outlived their usefulness;

· Use the resources from the expansion of the tax base to maintain low tax rates, ensure adequate indexation of income tax credits and bands and increase the level of capital expenditure for infrastructure;
· Maintain the rate of corporate tax at 12.5%;
· Improve the effectiveness of the R&D tax credit for the SME sector;

· Increase the supply of childcare places in order to provide a comprehensive early childhood integrated education and care service;

· Provide financial support to working parents to help towards the cost of child care;

· Refund the vat on legitimate corporate expenditure in hotels and restaurants for conferences, incentive travel and corporate meetings; and
· Redirect spending towards overseas tourism marketing and training.
1.
Context for Budget 2006

On the face of it, the economic backdrop against which the forthcoming budget is set looks very positive. Compared to many of our trading partners and to the slowdown in 2002, the economy is performing well in 2005, with expectations of continued strong growth in 2006. Living standards are rising and unemployment remains close to full employment at just over 4%. Ireland has come a long way culturally, economically and socially over the last twenty years or so and the past decade in particular. The Greater Dublin Area has performed particularly well, accounting for just under half of all output in the economy and accommodating just over four out of every ten people in the population.

Table 1: Components of Economic Growth (% increase) 

	
	2001
	2002
	2003
	2004
	2005 (e)
	2006

(f)

	Consumption
	8.6
	5.6
	3.5
	3.4
	5.0
	5.5

	Government spending
	8.2
	10.6
	7.4
	3.5
	3.8
	4.0

	Investment
	7.3
	-0.2
	3.7
	5.6
	7.5
	4.8

	Exports
	20.2
	9.3
	4.0
	0.8
	3.5
	5.0

	Imports
	21.6
	7.3
	1.8
	-1.4
	4.0
	4.8

	GDP
	9.2
	6.2
	6.1
	4.4
	4.6
	5.1

	GNP
	9.5
	3.9
	2.7
	5.1
	4.8
	5.0


Source: IBEC
Economic growth has provided its own challenges and we have often been less than successful at tackling them. An inefficient planning system and capital underinvestment in the 1980s has led to a suburban sprawl across Dublin and the surrounding counties, with low population densities and an underdeveloped public transport system increasing the reliance on car transportation. Increased car usage and the high cost of housing has driven many people out of Dublin, leading to relentless traffic congestion, lengthy commuting times and a very poor quality of life for some. Four out of every five persons who wish to buy a home in Dublin cannot afford to do so.

The Dublin Chamber of Commerce recognise that the government policy of pursuing a low tax environment has been supportive of business and the growth in output and employment in the economy. The principal challenges facing the economy now are related to supporting and enhancing the capacity of the economy to grow. We estimate that over €2.5bn is lost in Dublin every year as a result of traffic congestion alone. And there are other forms of congestion that restrict the economy in areas such as broadband, waste facilities, childcare and education. 

The problems of congestion must be tackled. Milestones need to be put in place and publicly monitored. If congestion is not tackled, then the future competitiveness of the economy will be damaged. Ireland can no longer compete on cost grounds alone. Investment in social and economic infrastructure, whilst maintaining a low tax environment is the key to our future success. 

Government must address these challenges if we are to build on the prosperity that we have achieved. While the economy is expected to perform well over the next couple of years, the budget needs to put in place measures, which will increase the sustainability of growth going forward. Budget 2006 should seek to underpin economic growth with agile, flexible government. Government must seek to make good use of the opportunities presented now to tackle some of the serious impediments to future competitiveness by providing economic and social infrastructure, by maintaining a low tax environment for businesses and workers and by boosting the capability and efficiency of the public service. A major priority is to continue the reform of the public sector. Particular emphasis needs to be placed on recruitment of specialist skills in areas such as project management in order to build such competences in the core public sector.

2.
Principles for Public Spending

The Exchequer results up to the end of September show that tax revenue is ahead of expectations by €1 billion due to buoyancy in VAT and excise receipts, stamp duty revenue and receipts from special investigations by the Revenue Commissioners. Capital spending is below budget target for the third year in a row; with a considerable underspend by the Department of Transport, the Health Service Executive and the OPW. The Exchequer Borrowing Requirement for the first nine months of 2005 was almost €2bn below forecast, at €1.1bn.

The fiscal outlook for 2006 is broadly positive. Government have pursued a prudent fiscal policy in recent years and this has supported growth. We concur with the Central Bank’s recommendation that an increase of current spending of 7-8% is possible without increasing borrowing or increasing taxes. This level of current spending will provide for a real improvement in public services. Ongoing reform in the public sector has the capacity to deliver even greater improvements and this is discussed later in our submission.

Although the target for capital spending of 5% of GNP has been in place for a number of years, there has been a consistent underspend on the capital side for the past three years. The Dublin Chamber of Commerce believe that there is clear scope in the fiscal arithmetic to allocate a greater level of resources towards infrastructure projects, subject to clear project management and value-for-money criteria. This financial allocation should be specifically tied in with the development of the next National Development Plan. The capital spending envelopes set out in the Budget should cover the duration of the Plan and allocations towards it should be specifically earmarked in the budget documentation. 

At the time of writing this submission, inflation has risen to 3%, largely as a result of the rise in energy prices filtering into energy and transport costs. We believe it is essential that fiscal policy do nothing to add to inflationary pressures, either on the spending or the tax side. We believe that capital spending can be raised without a resurgence of inflation in the construction sector and recent procedural improvements in project appraisal and the move towards fixed-price contracts by the Department of Finance supports this. There should be no increase in indirect taxes in the Budget and, indeed, some modest reductions in indirect taxes are warranted.

Recommendations

· Net Capital Expenditure should be increased from the present target/limit of 5% of GNP;

· Gross Non Supply Services Expenditure should not increase by more than the nominal growth in GNP (7-8%); and

· The Budget should not lead to an increase in the Consumer Price Index.

3.
Public Sector Reform

The remarkable performance of the economy over the past twenty years has been led by an entrepreneurial private sector and the Government and public sector that have supported it. The public service has undergone significant change, reform and modernisation since the report, Delivering Better Government, published in 1995. The Dublin Chamber of Commerce acknowledges the effort and commitment involved in achieving this and the wide range of reforms that are underway. However, it does believe that insufficient emphasis is given to the changing role of the public service and the skills required to deliver it.

Evidence from OECD economies shows that the role of the public service is moving from that of traditional service provider to one of project manager, legislator and regulator. A new set of skills is required for these roles, requiring changes in HR practices and improvements in training and education. The Evaluation of the Strategic Management Initiative by PA Consulting in 2002 showed that whilst there had been significant improvements in “externally-focused” reforms such as customer service orientation, improvements in “internally-focused reforms”, such as human resources, have proceeded at a much slower pace. This is mirrored in the more recent reviews of the public service provided by the Performance Verification Groups under the Benchmarking process, which emphasise customer service improvements, IT and the efficient use of resources.

The Dublin Chamber recognises that differences in the nature of private and public services makes it more difficult to monitor performance and introduce private sector employment techniques. However, further consideration should be given to individual performance assessment and reward, the development of management expertise and the open recruitment of public sector posts. Essential in all of this, is the role of training and education – both to act as a host for knowledge on best practices in public sector management and as an imparter of that knowledge to both the public and private sector. 

There has been some progress in promoting competition for places within the public service but progress towards more open competition has been slow. Sustaining Progress provided for the introduction of arrangements for open recruitment of staff in a number of specialist and professional disciplines, where such skills were not available in the civil service. However, the number of posts identified to date has been very low and a much smaller number has been filled. The taxpayer has a right to expect that the best-qualified person to do a job in the public service is recruited. Accordingly, the more extensive use of open recruitment, particularly of those with management expertise, is required.

Recommendations

· Increase the level of management expertise within the public service; and

· Ensure the more extensive use of open recruitment, particularly for posts requiring management expertise;

4.
Cost-Benefit Analysis of Decentralisation

In December 2003, Government announced a plan to disperse 10,300 civil and public service jobs from Dublin to 53 different locations throughout 25 counties over a three-year period. To date, progress towards implementing this surprise plan has proved problematic. The Dublin Chamber of Commerce believes that the plan must be reassessed. 

Concerns have been expressed that the program is over budget and will greatly exceed its original costing. Only 1,000 public servants will have moved by the end of 2006, many to locations within the Greater Dublin Area. Additionally, the Government will have to provide for the creation of over 6,000 new state jobs in Dublin for civil servants and semi-state employees who do not wish to transfer to new offices outside of the capital.

In addition to the question of cost, there are concerns over duplication, efficiency and loss of institutional memory that must be addressed as, what are termed “pork projects” in the US, are brought to over 50 locations throughout the country, with no hard evidence as to how they will improve the quality of the public service. Whilst it is possible that relocation can provide a spur to the adoption of new business practices, processes and technology, as well as improvements in organisation culture, it is not at all clear that this is the goal of decentralisation or indeed will be an outcome of it. 

Recommendation

· Government should conduct and publish an independent evaluation of the current proposals for decentralisation. 

5.
Review of Tax Expenditures

The Dublin Chamber of Commerce welcomes the review of all tax reliefs announced by the Minister for Finance at his Budget speech last year. It is entirely appropriate that all reliefs - as well as spending by government departments - are reviewed in the normal course of events to ensure that the goals of these reliefs and spending programmes are being met and that the conditions requiring them remain. 

Tax reliefs have played a vital part in providing a pro-enterprise, pro-employment business environment in Ireland. They have encouraged the development of Irish jobs and investment and are generally recognised as having worked well. It is important that this pro-enterprise, tax policy continues to ensure that business in Ireland operates under the best conditions that will preserve or increase competitiveness, encourage high income activity and promote research and development.

We understand that in any taxation system reliefs and exemptions narrow the tax base and can result in unwelcome high rates under some tax headings and lower rates in others. The role of the consistent general policy of low direct taxation (income tax, corporate tax and capital gains tax) has been important in supporting very positive economic and social outcomes for Ireland. However, many specific targeted tax reliefs and expenditures have had a positive impact on economic and/or social outcomes, often by correcting for a market failure of one kind of another.

If the tax relief is desirable in the first instance, then we should not be unduly concerned with the average tax rates of individuals or companies who avail of such reliefs. In addition, if a tax relief is considered necessary from a policy point of view, in general, it should be made available at the full marginal rate of tax and should not be limited to the standard rate. The desirable policy outcome must be the focus - and tax incentives often offer a more direct and efficient means of achieving policy goals than when the money is allocated through the public purse. Equally, if a tax relief no longer serves the purpose or achieves the same outcome as when first introduced, it should be discontinued. 

We welcome the Minister’s statement that the low tax regime should be protected and believe that in order to support this view, the tax revenue recouped by the discontinuation of any individual relief should be earmarked to maintain an overall low tax environment for businesses and employees or to supporting other reliefs. The savings must not be simply used to add to the base of current spending.

We believe that many of the incentives listed for specific review have probably run their course and in some instances may now even have counterproductive effects on the economy.  A number of property schemes have expired at the end of 2004 (with some further criteria to be completed in 2006). We believe it is appropriate to let these reliefs expire and are of the firm view that these reliefs should not be renewed. We consider that the following reliefs fall into this category:

· Urban, town and rural renewal schemes;

· Capital allowances for holiday cottages;

· Sports injury clinics;

· Hotels;

· Multi storey car parks; and 

· Countrywide refurbishment scheme.

There are pressing requirements for the supply of much needed facilities essential to the future social and economic development of Dublin and Ireland. These include transport, healthcare, and childcare. The provision of such facilities would benefit Dublin businesses, employees and the community generally and can be greatly enhanced by the introduction of appropriate tax reliefs We believe that in the case of childcare facilities and possibly others, that the regulatory difficulties surrounding the provision of such facilities has served to undermine the tax incentive measures aimed at increasing their provision. It is important that if such reliefs are continued or if new reliefs are proposed, other elements of the regulatory environment do not impede the achievement of the intended economic outcome.

The review of tax expenditures and the completion of the tax-incentivised savings account scheme will increase the level of tax revenue available to the Exchequer. It is important that this additional revenue is not used to increase current spending above the rate of nominal growth in GNP. Public sector reform and measures to pursue greater value-for-money will deliver far more by way of real improvements in public services.  The Dublin Chamber believes that any additional revenue from this expansion of the tax base should be used to maintain low tax rates, ensure adequate indexation of income tax credits and bands and increase the level of capital expenditure for infrastructure. 

Recommendations

· Certain tax reliefs have outlived their usefulness and should be discontinued; and

· The expansion of the tax base from the ending of such reliefs should not be used to increase current spending. It should be used to maintain low tax rates, ensure adequate indexation of income tax credits and bands and increase the level of capital expenditure for infrastructure.  

6.
Business Taxation

The introduction of a single 12.5% rate of corporation tax is a cornerstone of the successful growth of the Irish economy. The Dublin Chamber recognises the important role Government have played in introducing and supporting this single low rate. 

The R&D tax credit announced in Budget 2004 is a welcome tax initiative that goes some way towards promoting Research and Development (R&D) activity in Ireland. The Dublin Chamber of Commerce would therefore support a formal structure to monitor and assess the effectiveness of tax credits (in particular for the SME sector), along the lines outlined in the Enterprise Strategy Report. 

Recommendations

· The rate of corporate tax should be held at 12.5%; and
· Consideration should be given to improving the effectiveness of the R&D tax credit for the SME sector. 
7.
Childcare

It is clear that the absence of any comprehensive childcare strategy at present is increasing the financial strain and time pressures on parents.  This is more acutely felt in Dublin and surrounding counties where people commute longer distances and spend more time in traffic.  The question of childcare is a complex one, and will require a number of complementary measures targeted at differing forms of childcare provision and different age groups of children.  It will also need to take cognisance of differing care and working arrangements among parents.     
The problems employees are encountering in sourcing and paying for appropriate childcare and balancing work and family life is a key concern for employers.  Companies do not want to see valued members of staff leaving the workforce because they cannot find or afford appropriate childcare.  Nor is it good for a work environment to have employees who arrive at work stressed and to be constantly under time pressure.  These are not the conditions, which contribute to employees or their colleagues enjoying a healthy work environment.

In a knowledge economy, the retention of skilled workers is of critical importance to companies.  Accordingly, Dublin Chamber supports initiatives that help working parents. However, any proposals to address the gaps in childcare provision should not undermine the cost competitiveness of companies.  It is essential therefore that the cost burden of any changes to support structures for childcare which impact on employer costs (for example increases in paid maternity leave and extension of paternal leave) should not be borne solely by employers.  

Recommendations

Clearly significant investment in the childcare arena is needed.  The priorities of the Chamber are:

· The supply of childcare places with particular emphasis on the development of a comprehensive early childhood integrated education and care service; and

· Financial support for working parents to help towards the cost of childcare.

8.
Indirect Taxation

The tourism industry in Ireland is facing considerable challenges as competition for discretionary tourism at a global level increases, key overseas markets weaken, the Euro strengthens (making Ireland more expensive to overseas visitors) and the domestic cost base rises. Tourism is an important contributor to economic growth and employment, employing over 140,000 persons and accounting for €4.1bn in foreign exchange and non-domestic earnings. 

High levels of indirect taxes distort trade, lead to a loss of revenue to the Exchequer and have a direct negative impact on the competitiveness of the tourism sector. Ireland has the sixth highest rate of accommodation VAT in the EU, the highest wine and beer excise duty in the EU (25) and the second highest on spirits and cider. Competitor countries with high rates of VAT allow VAT on hotel expenditure as a business input. Therefore, the effective VAT rate on legitimate hotel expenses for corporate customers is zero in Germany, Denmark, the UK, Hungary and Slovakia, compared to 13.5% in Ireland. We believe that the VAT on legitimate corporate expenditure in hotels and restaurants for conferences, incentive travel and corporate meetings should be refundable. Failure to allow this is an insidious form of double taxation. 

There is an enormous level of competition facing Ireland as a tourist destination. Promotion and marketing of Ireland and high quality skills are essential to have a realistic chance of increasing numbers. As a result, Government should redirect spending towards overseas tourism marketing and on training. 

Recommendations

· VAT on legitimate corporate expenditure in hotels and restaurants for conferences, incentive travel and corporate meetings should be refundable; and
· Government should redirect spending towards overseas tourism marketing and training.
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