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Investing in a Knowledge City Region:

Budget Submission 2008
31st October 2007

Executive Summary and Recommendations
Economic conditions suggest that a prudent approach to the public finances is in order, providing for a more moderate rate of growth in tax revenue and focusing on value for money in public expenditure. Budget 2008 must keep a clear focus on prioritising, and ring fencing, public capital investment as the long term driver of the economy. A particular investment focus is required in the Dublin City Region which, as Ireland’s ‘Knowledge City Region’, acts as the engine of growth for the economy as a whole. Budget 2008, and subsequent budgets, should ensure that proposed infrastructure projects (from public transport to the National Conference Centre) are delivered swiftly, to a high standard and with minimal disruption to the existing economic environment. 
More firm control is required of the growth in public sector numbers and increases in public sector pay. In particular, future benchmarking exercises must fully take into account the comparative values of public and private sector pensions in determining remuneration levels. 

In previous submissions to the Department, we outlined policy proposals in relation to, inter alia, the future of indirect taxation, childcare and the R&D tax credit. We continue to believe that these policy proposals are worthy of detailed consideration, perhaps under the terms of the new Commission on Taxation. However, the recommendations outlined below highlight our policy priorities for Budget 2008.

Recommendations

Expenditure

· The budgetary process should build upon the new ‘Unified Budget’ to extend the ten-year financial envelope approach taken in Transport 21 and apply it to Environment, Health, Housing and Education.
· Capital spending should be increased to 6% of GNP to accelerate the completion of projects under Transport 21 and other strategic infrastructure projects, subject to the appropriate value for money assessment criteria. 
· This higher level of capital spending should be accommodated by restraining the growth in current spending below the nominal growth in GNP and increased efficiencies rather than by resorting to increased taxation levels. 
· The €1bn decentralisation capital spending programme should be redirected towards strategic non-national roads in the Dublin City Region. 
· Government should commit to the delivery of a next generation telecommunications network necessary for the Dublin City Region to compete with other city regions worldwide.


Taxation

· The current corporate taxation environment should be retained.

· The new proposed Commission on Taxation should review local government funding as a priority with a view to broadening the tax base and reducing the burden on business, while having regard to the extra demands placed on local authorities to deliver capital projects.

· A tax measure should be introduced to overcome the difficulty in attracting and retaining key knowledge workers, where the cost of living is prohibitive.
· A national tax incentive scheme to increase PC penetration is required, such as those that have been successfully introduced elsewhere in Europe, including Sweden, Belgium, Italy and Portugal.

1.
Economic Outlook

There is a general consensus that the Irish economy is at a turning point, moving from a rapid period of economic expansion to a more modest and more sustainable level of growth. The Pre-Budget Outlook estimates a growth in GNP of 3% in 2008 and an average growth rate of 3.25% out to 2010. This would still be an exceptional performance compared to other economies in the EU. As the level of activity in the construction sector declines and the rate of growth in consumer spending moderates, we believe that budgetary policy should focus on underpinning the competitiveness of the traded sector of the economy, the export of goods and services, which is the long run driver of growth in income and employment. This suggests a clear priority for investment in economic infrastructure, a reduction in the rate of growth of current spending and the maintenance of a competitive low tax environment for capital and labour. 
Ireland’s share of Foreign Direct Investment (FDI) has declined in recent years. The latest CSO data show a decline in the stock of FDI of €13bn in 2006 to €171bn. No major new FDI projects have been won to date in 2007. A critical factor in improving our export performance is addressing our rising cost base and the cost of public services in particular. 
The Tánaiste and Minister for Finance has acknowledged the importance of improving the economy’s international cost competitiveness, and also recognised the need to prioritise spending on investment – in infrastructure, education, science and innovation – in order to equip Ireland to meet the challenge of a rapidly changing global economy and secure living standards. Dublin Chamber hopes that the Minister delivers upon his pre-election promise to “invest in education, skills and infrastructure to raise productivity, to enhance competitiveness and protect prosperity; reduce taxes to reward work, promote enterprise and spread the burden fairly across society, increase spending on services to improve the lives of citizens; and follow a prudent budgetary policy characterised by balanced budgets and falling debt burdens so that our spending and tax policies will be sustainable in the long run.”

2.
Dublin City Region - Benchmarking Competitiveness
The accelerating pace of urbanisation is increasing the economic strength and importance of cities and metropolitan regions globally. The UN estimates that 3.2 billion of the world’s population now live in cities. These ‘metro-regions’ / ‘city regions’  - as they are referred to by the OECD and European Commission respectively - have become the engines of their national economies, producing a larger percentage of national GDP than their representative population percentage. It is now at the level of city regions, rather than the nation state, that direct competition for international investment and jobs occurs, as it is city regions which can offer a wide range of resources (labour, supply chains and research institutes) and a concentration of specialised business services and infrastructure. 
Given the growing economic and demographic importance of these city regions, and their increasing relations to the worldwide economy, the pursuit of competitiveness in these regions has become a major local and national policy objective. Across our competitor economies, national policy makers are confronting head-on the combination of economic advantages and challenges posed by the rise of competition from these urban centres.  

The Dublin City Region plays this role within the Irish economy, as it is the only region of sufficient size in Ireland to successfully compete internationally as a city region.
 The region currently accounts for 48% of the share of Ireland’s GDP, two thirds of all business, commerce and computer software jobs, and is home to over half of the country’s top executives and managers.
 Consequently, the Dublin Chamber of Commerce believes that ensuring and maintaining the international competitiveness and attractiveness of the Dublin City Region must be a national priority and the central focus of actions taken in all Government departments and agencies. The Dublin City Region’s main competitors are not other regions in Ireland, but rather other international city regions - such as Boston, Bangalore, Singapore or Zurich. 

It is critical that Budget 2008 and subsequent budgets facilitate the transformation of the Dublin City Region into a competitive, knowledge economy by ensuring that proposed infrastructure projects (from public transport to the national conference centre) are delivered swiftly, to a high standard and with minimal disruption to the existing economic environment. It is also critical that the region is prioritised in the Government’s programme of investment in education, science and innovation.
Many other city regions are benchmarking their performance with reference to international competitiveness indicators. These benchmarks inform investment decisions and facilitate the setting of City Region Key Performance Indicators, by which the performance of local authority managers and the future Mayor of Dublin may be measured. There is an urgent need to benchmark Dublin’s performance with other competing cities. The Dublin Chamber is working with Dublin City Council to produce such a report on a regular basis. The usefulness of such an initiative should be recognised in the Budget Statement.
3.
Public Expenditure
Dublin Chamber welcomes the ongoing reforms of the budgetary process, particularly the streamlining of the presentation of the Budget. This reform appears to go a long way towards to increasing accountability by providing clear, accurate information in a timely fashion. Nonetheless, the ‘Existing levels of Service’ increases must not be viewed as automatic. All Departments must continue to pursue greater efficiencies in their operation. Certainly, no private sector business can automatically assume a price and revenue increase to meet their rising costs.

3.1
Spending Targets

With the downward revision of growth forecasts, the Exchequer targets for 2007 will not be met and the opening position for 2008 will be substantially less favourable than in recent years. With slower tax revenue growth generally and negative growth under some tax heads, there will be considerable pressure on resources between requests for current spending increases, capital spending increases and tax cuts. Government faces tough policy choices.
The soft option would be to follow the path of the 1980s and cut capital spending in order to fuel the expansion of current expenditure. We are pleased to note that the Minister for Finance has clearly indicated that he does not intend to take this option: “For its part, the Government will continue to prioritise spending on those areas crucial to the future development of the economy and especially to investment under the National Development Plan 2007 – 2013. As you know, we will spend over 5 per cent of GNP annually over this period to upgrade our public capital stock…The Government’s responsibilities on competitiveness lie in the areas of infrastructure improvement, skills enhancement, low taxation and sustainable fiscal policy.”

It is clear that the Minister is aware of what is needed to effectively address Ireland’s rising cost base and decline in competitive position internationally. So Budget 2008 and subsequent budgets must now deliver on the promise to “re-position the economy in the production of knowledge-intensive goods and services.”
 
Budget 2008 must keep a clear focus on prioritising and ring fencing investment as the long term driver of the economy. The level and quality of Ireland’s capital stock remains low by international standards, according to the National Competitiveness Council. It is barely keeping pace with population growth, despite the acceleration in capital spending in recent years. In many sectors, infrastructure provision is in the lowest quartile when compared with other city regions. One of the main drivers of recent economic growth - the construction sector – will take a less prominent role in 2008. This will take some “heat” out of the sector, allowing for an increased level of capital investment by more competitively priced tenders thereby keeping construction price inflation under control.
Dublin Chamber believes that capital spending should increase to 6% of GNP, up from the present 5% and the 5.4% average outlined in the Programme for Government, with appropriate measures to ensure efficiencies. This should provide an appropriate fiscal stimulus to counter the expected slowdown in the economy. Given the pressure on resources and the need to achieve fiscal balance, Dublin Chamber calls for the strict prioritisation of current spending demands and delivery in the areas most in need. We call for an overall upper limit for current spending (Gross Current Non Capital Supply Services Expenditure) of less than the projected rate of growth of nominal GNP. 
Ireland’s Public Capital Stock as a % of GDP and per Person (2003 prices)
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Source: Annual Competitiveness Report 2006: Volume 1, National Competitiveness Council 

Public Capital Stock per Person in Thousand $ (2006)
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Source: Annual Competitiveness Report 2006: Volume 1, National Competitiveness Council 

3.2
Exchequer funding for local authorities

Dublin Chamber believes that one of the current spending priorities should be that of increased Exchequer funding to local authorities. Under the existing system of local authority funding, there is an excessive reliance on business taxation as a source of revenue. This is a serious concern for the Dublin business community as high levels of commercial rates and charges for goods and services, without commensurate service delivery, curtails the productivity of business and the attractiveness of the Dublin City Region internationally as a centre for investment and jobs. 

Rising demand from sustained population growth is mounting pressure on existing local authority services and facilities. In addition, local authorities face greater pressure from Central Government to improve service levels and standards and maintain projects delivered in their jurisdiction under the National Development Plan. This extra spending has not been met with appropriate increases in financial contribution from Central Government through expenditure-specific grants and the Local Government Fund. Exchequer funding remains the lesser source of funding for local authorities nationwide, accounting for only 43.8% of all funding. 
In 2006, Dublin City Council’s (DCC) contributions from Central Government played an even less significant role in offsetting their expenditure than the national average. Central government funded a meagre 26% of DCC’s expenditure, with 33% of their total gross expenditure funded from income from the collection of commercial rates. The remaining 41% was funded through charging for various goods and services, of which business contributed a further proportion. 

Whilst business is highly supportive of positive economic development, it is a matter of grave concern amongst the business community that business charges continue to increase while at the same time population, and thus demand for services, which are of no direct relevance to business, continues to rise. It is estimated that there will be a requirement by 2010 for additional local authority expenditure of over €2bn per annum if current levels of service provision are to be maintained.
 When existing sources of revenue are taken into account, this equates to an estimated funding gap of approximately €1.5bn by 2010.
 The Government must address this future funding gap/ shortfall in local government financing. Furthermore, it is anticipated that the decline in construction activity may sharply reduce the revenues available to local authorities derived from development contributions. These levies accounted for 13.6% of local authority income in 2005 (€0.55bn). Thus, the Department should allow for such a decline in development levy revenues and increase the level of transfers from the Local Government Fund accordingly. 
Commercial rates and business charges paid by business fund the bulk of Local Authority spending. We note that the proposed new Commission on Taxation will examine Local Authority Financing. We suggest that this element of the Commission’s work is done in the context of the Department of the Environment, Heritage and Local Government’s plan for local government reform. The Programme for Government states that there shall be a directly elected Mayor for Dublin, with executive powers, by 2011. The creation of this new office should coincide with a change in administration of taxes. It is necessary that a direct linkage is created between local service usage/benefits and local taxes, so that revenues raised in an area are spent in the area.
3.3
Public Sector Pay Bill
A significant current expenditure outlay remains the public sector pay and pensions bill. Between 2000 and 2006 the public sector net pay bill increased by 87.5% to €16.2bn, while the 2006 total pensions bill was €1,588mn (10% of the total pay bill).

Whilst we applaud positive moves by Government in responding to the growing public sector pensions’ liability, including the tightening up of early retirement options, the fact remains that the vast majority of existing public servants can still avail of the earlier beneficial pensions package. Dublin Chamber are of the firm view that the 2002 Benchmarking exercise did not fully take into account the comparative values of private sector pensions in determining remuneration levels. 
We call for any future benchmarking exercise to take the recommendations by the Commission on Public Service Pensions in 2001 into account. The Commission stated that “pensions are a major benefit of public sector employment and the value of this benefit should be quantified and be an integral part of pay comparisons with the private sector including those carried out through benchmarking.”
 More recently, this statement is supported by work by Whelan in a 2007 paper, which states that “the market value of public sector pensions is in the order of 25% of salary per annum while the equivalent pension from the private sector is valued at only 10%. If a true market approach is adopted, this difference of 15% or so per annum should be taken into account in benchmarking public sector remuneration against that of the private sector.”
 
The issue of public sector pensions must be taken into consideration by the Department as the Commission report forecasted that the total pensions bill would increase to 30% of the total pay bill by 2030 if current practice is to continue, and many believe that even this figure is under-estimated. The National Pensions Reserve Fund does not meet the cost of this future liability, thus the Government must actively address this deficit by significantly reviewing the current scheme. Dublin Chamber looks forward to reading the Benchmarking Body’s recommendations towards the end of this year.

3.4
Capital Spending Envelopes

Transport 21 provides a clear financial and planning framework over a ten year period. We believe that this type of forward thinking could, and should, be applied in other areas of policy. 
There is a need to provide clear strategies in these areas in order to provide for the substantial projected increase in population. In 2005, the CSO estimated that the population of the Greater Dublin Area would reach 2.1m persons by 2021, some 10 years earlier than was previously forecast. When the CSO last looked at population forecasts four years previously, they expected the GDA population to reach 2.2m by 2031. According to the latest figures, the GDA will reach these numbers by 2021, suggesting that population growth has been seriously underestimated. The continued growth in net inward migration and rising birth rate suggests that even the latest CSO central projection will be exceeded.

Past development plans have been characterised by serious underestimations of population growth. Thus the creation of ten year strategic plans would give businesses and citizens some assurance that waste, water, education and health facilities will be able to meet their future needs and fill the vacuum that currently exists. The ESRI review of the National Development Plan (NDP) argued that 50,000 primary school places will be needed by the end of the plan. It pointed out that it is a simple matter to plan for where additional schools are needed but that no such plan appears to exist. A similar argument can be made in healthcare and other areas. We consider the absence of proper public plans to allow for population change a major failure of public policy. 

The present National Development Plan, as with previous plans, has failed to fully deliver the infrastructure that it had proposed. We believe that the success of the 2007 to 2013 National Development Plan should be measured by the physical delivery of infrastructure rather than measures of expenditure.
As mentioned above, Dublin Chamber strongly recommends that Budget 2008 prioritise investment in capital projects, with a view to securing accelerated delivery of the National Development Plan. We believe that a further improvement should build upon the type of forward thinking provided in Transport 21, providing a clear financial and planning framework over a ten year period. Therefore, in addition to Transport 21, we call on Government to prepare other ten year capital envelopes, preparing for example, an Environment 21, Health 21, Housing 21 and Education 21.
3.5
Decentralisation

Dublin Chamber supports the ESRI in their recommendation that the building programme under decentralisation should not proceed and be reallocated to other projects with a higher return. Dublin Chamber believes that the public service decentralisation programme has failed. We suggest that the €1bn capital spending programme planned by the Office of Public Works for decentralisation should be redirected towards strategic non-national roads in the Dublin City Region. We believe that these projects can clearly demonstrate strong positive returns on investment and are disappointed to note that the funding for non-national roads has been cut by 39% in the Pre-Budget Estimates. We trust that this will be rectified on Budget Day.
4.
Knowledge Economy

4.1
Attracting Key Knowledge Workers
Ireland experienced strong productivity growth throughout the 1990s, largely due to the influence of firms in the knowledge economy and the high level of productivity of workers in those firms. More recently, growth has been driven by increased numbers at work compensating for a decline in average productivity levels.
The high cost of living is a key deterrent in the attraction of international knowledge workers in high tech and R&D sectors to Ireland. If Ireland is to transform into a knowledge economy, then government must focus on improving the attractiveness of country by use of special incentives in the taxation system on the personal side. 
This is already the case in the Netherlands, who are one of the leading locations for R&D in Europe. The Netherlands has ‘the 30% ruling’. This applies to international employees with a specific expertise that is scarce or absent on the job market in the Netherlands. The 30% ruling allows that an employer can pay the international employee 30% of his salary as a tax free allowance.

4.2
Broadband and PC Penetration

We believe that Government should implement PC penetration schemes similar to those that have been successfully implemented elsewhere in Europe, including Sweden, Belgium, Italy and Portugal. These schemes have ensured greater PC usage and penetration. 
International Examples of PC Incentive Schemes 

	COUNTRY
	PROGRAMME

	Sweden
	In 1997, to promote home computer use, employees were encouraged to purchase PCs. These PCs were tax-free (VAT 25%). Home PC penetration increased from 40% to 90%.

	Portugal
	The ‘Virtual Campus’ scheme launched in 2003 used EU funds to co-finance online content and wireless networks in university campuses around the country. In addition, students were offered cheap loans from participating banks to buy state-of-the-art notebook computers provided at special prices. Student Internet usage is now over 90%, whilst general penetration remains at 41%.

	Italy
	Investment into wireless infrastructure and online content in universities.  Since 2003, all Italian 16-years old receive a €175 grant towards buying a computer and €100 towards getting a certificate for basic computing skills. 

	Belgium
	VAT-free, low priced PC packages with broadband and a card reader for e-government purposes for all citizens


Source: Economist Intelligence Unit, ‘At home with IT: How Governments make the information society happen’.
Ireland’s current telecommunications network is reliant on an outdated copper wire system. At present this system is sufficient to supply domestic broadband products. However, the needs of SMEs have outgrown the dated copper wire network. A piecemeal approach to upgrading Dublin’s broadband network is not an option. We believe that Government should commit to the delivery of a next generation telecommunications network necessary for the Dublin City Region to compete with other City Regions worldwide.
4.3
Corporate Taxation
We support the efforts of successive Governments in pursuing a policy of low direct taxation. This policy is one aspect of a broadly pro-business environment that has led to a step change in the Irish economy since the 1980s. A competitive corporate tax regime is a critical element of this pro-business environment. Stiff international competition has meant that many other countries now provide a taxation environment on a par with Ireland. 
Dublin Chamber does not support the introduction of a Common Consolidated Corporate Tax Base (CCCTB), as we believe that this proposal threatens to seriously undermine the pro-business tax environment in Ireland and in Europe. As a small outward oriented state, national discretion in fiscal policy is crucial to our success in Europe and internationally. We agree with the Minister for Finance that “greater tax harmonisation could lead to the creation of a less competitive, high tax economic entity in relation to other economic blocks… The CCCTB would be inflexible. It would hamper individual Member States from taking account of local needs while making it extraordinarily difficult for Europe as a whole to adapt to changes in the international business and technological environment in the global business cycle…The increased mobility of capital throughout the world means that any efforts to harmonise the taxation of dividend and interest income within the Union will result in a movement of capital and of the tax base to countries outside the European Union. A Europe that offers diversity to prospective FDI can yield more in the longer term than a Europe that offers just one option that is inflexible and unresponsive to a rapidly and ever changing global economy.”
 Thus we vigorously oppose any form of tax harmonisation and welcome the statements in the Programme for Government in relation to retaining the 12.5% CT rate.

5.
Summary
Dublin Chamber believes that given economic conditions, a prudent approach to the public finances is in order. We call on Budget 2008 to keep a clear focus on prioritising, and ring fencing, investment in infrastructure as the long term driver of the economy. 
It is acknowledged that it is city regions, rather than nation states, that compete for international investment and jobs. Thus, as the engine of growth of the Irish economy, it is critical that Budget 2008 and subsequent budgets facilitate the transformation of the Dublin City Region into a competitive, knowledge economy by ensuring that: 

· Proposed infrastructure projects are delivered swiftly, to a high standard and with minimal disruption to the existing economic environment;

· Local authorities are given increased exchequer funding to reduce the existing reliance on business taxation as a source of revenue;

· The recommendations by the Commission on Public Service Pensions in 2001 are taken into account in the forthcoming benchmarking exercise;
· The attractiveness of the country to international knowledge workers is increased by using special incentives in the taxation system on the personal side, such as the case in the Netherlands;

· The ten year financial envelope approach taken in Transport 21 is applied to Environment, Health, Housing and Education;
· The €1bn decentralisation capital spending programme be redirected towards strategic non-national roads in the Dublin City Region;
· The Dublin City Region has a next generation telecommunications network that allows it to compete with other City Regions worldwide; and

· A tax incentive scheme to increase PC penetration, such as that in Sweden, is introduced.
� Address by Brian Cowen T.D., Minister for Finance to the Federation of International Banks in Ireland, 24th April 2007





� The OECD categories metro-regions by their population size, and the smallest size considered is 1.5million (OECD Territorial Reviews: Competitive Cities in the Global Economy, 2006). The Census 2006 states that there are 1,662,536 people living in the Dublin City Region: Dublin County (1,187,176), Kildare (186,335), Meath (162,831) and Wicklow (126,194)


� This is significant as an international competitors such as the Paris city region only accounts for 28% of French GDP.


� Address by the Tánaiste and Minister for Finance,  Brian Cowen T.D., at the MacGill Summer School, Monday 16th July 2007


� A Positive Policy Agenda, Speech by the Tánaiste, Brian Cowen, T.D. at the Dublin Economics Workshop Conference, Kenmare, Saturday 13 October 2007





� Compared to 2004.


� See Indecon, ‘Indecon Report - Review of Local Government Financing’. Report Commissioned by the Department of the Environment, Heritage and Local Government. This funding gap is estimated, based on an assumption of continued growth in charges and increases in commercial rates, motor taxation, and increases in government subsidies in line with inflation. 


� O’Brien, F. The Public Sector Pension Premium. Paper from Dublin Economic Workship, Kenmare 2007


� Whelan, S. Valuing Ireland’s Pension System. Special Article in the ESRI Quarterly Economic Commentary. Summer 2007.


� http://www.expatax.nl/30ruling.htm


� A Positive Policy Agenda, Speech by the Tánaiste, Brian Cowen, T.D. at the Dublin Economics Workshop Conference, Kenmare, Saturday 13 October 2007
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