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1
MAIN RECOMMENDATIONS

· A sustained investment programme in infrastructure is critical for the ongoing competitiveness and sustainability of the economy. Priority areas for investment are transport, communications infrastructure, environmental projects, and housing

· As a means of encouraging R&D activities, state support should be weighted in favour of small and medium sized firms and technology-based start-ups. 

· Linkages between third level collages and universities should be strengthened as a means of supporting and enhancing knowledge based and high value-added enterprises.

· Government should develop an informed and pro-active approach towards ‘knowledge clusters’, especially in the sectors that have the greatest potential for future employment growth: Biotechnology; Educational Services and; Healthcare.

· A cohesive and comprehensive policy framework for research and development establishments across the city region should be developed to address issues of synergy, linkages, shared services and a joint knowledge base. 

· The inclusion of a knowledge forum as part of the Dublin Chamber-proposed Forum for Dublin.
· National economic policy should continue to levy competitive tax rates on business activities where Ireland competes internationally (corporation tax, income tax, capital gains tax and others) and avoid adding to inflation through additional indirect taxes.

· The tax system should support efficient use of resources and innovation, avoiding taxes on technology and innovation. 

· Increased level of taxation resources for local authorities in order for them to facilitate local and regional economic development, possibly property taxes and a share of taxes which are collected locally (e.g. VAT)
· Developing programmes which link the assistance provided by start up support agencies such as County Enterprise Boards before they connect with the support measures provided by Enterprise Ireland.

· An increase in mentoring activity at all development stages, including initial assessment, start-up and early growth mentoring should be part of the overall strategy.

2
BACKGROUND

This report has been prepared by Dublin Chamber of Commerce in response to the request for submissions by the Forfás Enterprise Strategy Group.

Submissions were requested in relation to the following objectives:

· Strengthen the competitiveness of Ireland’s enterprise environment;

· Promote the emergence of an innovation and knowledge driven economy;

· Sustain those industries already providing employment;

· Underpin the industries of the future where Ireland is or can become a substantial player, with particular reference to segments of the ICT, life sciences, food, internationally traded services sectors;

· Encourage business start-ups and companies with potential for growth;

· Examine the scope for increasing the value of sectors to the Irish economy as a whole

These issues are considered in turn in this submission.
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February 2004

3 Origins of the Dublin Chamber of Commerce

Dublin Chamber of Commerce is the largest Chamber in Ireland, representing approximately 1,500 businesses in the Dublin region. The Chamber serves as the premier business network in Dublin while at the same time acting as a strong and independent voice for all sectors of Dublin business. Our committees are engaged in issues such as Transport, Enterprise and city development, e-commerce, Communications and Marketing services for our members. 

The Chamber’s vision for Dublin is of:
…a great world city, a leading centre for new economy industries, an exciting tourism destination, a seamless transport system, a great place to live, a fun city, a place we are proud of..

.
Dublin Chamber has not deviated from this vision. Much of it has already been delivered. 

Each year, the Chamber sets out its priorities, targets and action plans to achieve the vision. 

The Chamber does this by

· Lobbying with national and local government, its agencies and other policy making bodies to ensure that there is a sound economic basis to the major decisions which affect the life of the city 
· Researching the issues which drive economic and social development, identifying the problems which the city is facing, and developing workable and best-practice solutions; 
· Communicating and reinforcing our messages to member companies, media, key influencers and other relevant audiences.
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The Competitiveness Challenge

It is disturbing to note that recent international surveys of competitiveness show that Ireland is slipping down the competitiveness rankings. 

The most recent World Economic Forum Global Competitiveness Report 2003-04 ranks Ireland at number 30 in its overall league table. Ireland’s ranking has fallen from 23 last year and 11 in 2001, and is now ranked just 13 of all 15 EU countries, ahead of only Italy and Greece.

Similarly, the IMD World Competitiveness Yearbook ranking for countries with less than 20 million population shows that Ireland has fallen from 5th position in 2000 to 11th in 2003.
The surveys assesses competitiveness across a number of measures. These include not just the cost base, but also factors such as the business environment and infrastructural support. 

These trends are worrying. The clear signal that they send out is:

“Ireland is losing it competitive edge”

They come also at a time when Ireland will face increased competition from ten new countries joining the European Union, and many of which have developed economic development strategies based on the Irish model up to now.

The objective of this review must now be to develop new strategies for Ireland to build international competitive advantage.
5
Infrastructure

The development of world class infrastructure is critical for Ireland to maintain international competitiveness.

There are two issues that are well recognised:

· Ireland has a significant infrastructure deficit

· Ireland is not delivering infrastructure at a sufficiently fast pace. 

This failure to develop infrastructure at pace to match that of economic growth has been identified as a major weakness in all of the international competitiveness reports. Principally, the surveys point to poor transport infrastructure, a weak R & D base and underdeveloped e-commerce platforms as the areas where Ireland is performing poorly compared to its competitors. 

A number of reports from Dublin Chamber of Commerce have highlighted these deficiencies. The two “Dublin as an E City” reports of 2001 and 2002 showed that Dublin’s e-infrastructure was not sufficiently advanced to lay claims to being a major e-commerce hub.

The reports showed that there is an urgent need to develop a comprehensive and coherent national plan to develop e-commerce and other e-based activities, supported by high quality e-infrastructure. Ultimately, the plan should lead to a video quality broadband e-infrastructure for Ireland, accessible and shareable by multiple competing broadband operators.

Dublin Chamber of Commerce supports and endorses the Government’s vision and aspiration for an e-society, as outlined in the “New Connections” report. Specifically, the Chamber supports these three key aspirations:
· “The availability of adequate bandwidth and of affordable, always-on access to advanced telecommunications services is fundamental to Information Society objectives.  It is critical to our competitiveness in terms of attracting and retaining foreign direct investment, and ensuring balanced regional development.  It is critical to realising the opportunities presented by online provision of government services.  And it is critical to unlocking the potential of ICTs to address issues of social disadvantage and exclusion.
· Ensuring development of the national infrastructure that is necessary for the delivery of advanced telecommunications services is therefore the single strategic priority of greatest underlying importance to our economic and social development as an Information Society.

· In the medium term, we expect that broadband speeds of 5Mbps
 to the home and substantially higher for business users will be minimum standard within 10-15 years for broadband.  We will aim for Ireland to be the first country in Europe to make this level of broadband service widely available for its people.”

There are still significant weaknesses in the national transport infrastructure, particularly in the Greater Dublin area. These are well documented, and it is not the intention of this report to describe them in detail. However, various reports from Dublin Chamber of Commerce and others point to underinvestment (despite funds being available to both government and private sector), poor project management and length delays in the overall planning system as the main contributory factors to underdeveloped infrastructure.

These deficiencies could be accommodated if there was a view that they were being redressed at a sufficient pace. However, that is not a view that is universally accepted.  Dublin Chamber recently surveyed the chief executives of major multinational corporations in the Greater Dublin area on issues which they consider when deciding on locations for investment. Transport was one of the main judging criteria and Ireland consistently finished far behind competitor cities on this criterion.   

A sustained investment programme in infrastructure is critical for the ongoing competitiveness and sustainability of the economy. Priority areas for investment are transport, communications infrastructure, environmental projects, and housing

Additionally, a comprehensive set of measures are required to tackle the lengthy planning delays that affect all major infrastructure projects. These include the early implementation of the Critical Infrastructure bill, and parallel project management to fast track the planning and implementation phases of major projects. 

Priorities for infrastructure in the Greater Dublin area in the medium term are environmental projects (waste-to-energy facility, additional landfill and recycling facilities), transport projects (metro, M50 completion and upgrading, LUAS completion and extensions, rail interconnector) and housing.

If Ireland is to realise the goal of becoming the location where European headquarters of multinationals firms are located it will be of vital importance that air access to Dublin and the airport facilities in Dublin are of the highest European standards. While facilities at Dublin Airport have improved in recent years and the airport now caters for record numbers of passengers, there is still considerable room for increasing facilities at the airport itself and also improving landside access to the airport and the number of direct air services to Dublin.   

6
Taxation strategy
Considerable progress had been made in recent years in bringing Irish taxes, particularly Corporation Tax and Income Taxes, to levels which encourage enterprise and investment. The taxation strategy was successful in encouraging enterprise and resulted in strong economic growth, high levels of inward investment and increased employment opportunities.

However, there is not now clear evidence of the direction of Irish taxation strategy. If anything, there is greater uncertainty in business as to future potential tax liabilities, leading to difficulties in longer term business planning. There is concern that Irish taxation strategy appears to be driven on an ad-hoc basis, with areas targeted for revenues as spending needs arise. Thus, additional taxes and charges are appearing from numerous sources, all adding to basic business costs.

The rise in employers PRSI liability in last year’s budget was felt particularly hard by business with employees in high value-added roles. This would appear to be a short-sighted move given the Government’s stated aim of increasing the numbers of these positions. 

A medium term strategy for the Irish economy should be based on the following tenets:

· The tax regime must underpin competitiveness - this means competitive tax rates on business activities where Ireland competes internationally (corporation tax, income tax, capital gains tax and others). 

· Government should avoid adding to inflation through indirect taxes;

· The tax system should support efficient use of resources and innovation. This would avoid taxes on technology, innovation, and the efficient use of the housing stock. 

· Increased level of taxation resources for local authorities in order for them to facilitate local and regional economic development.   Options here, and which are well used in other countries, include property taxes and a share of taxes which are collected locally (e.g. VAT)

· Confirmation that Ireland’s corporation tax rate will remain at 12.5%.

7
Domestic Competitiveness

A number of recent reports have identified Ireland as one of the most costly countries in Europe in terms of consumer goods and overall costs of living.

The most recent Consumer Pricing Report 2003 carried out by PriceWaterhouseCoopers for Forfas identifies lack of significant competition in the non-traded professional sector as a major contributory factor in costs and inflation. A regime of fair and open competition with reduced barriers to entry in these sectors is required. The internationally traded sector of the economy, which is already subject to such competition, does not suffer the same cost pressures.

There is also, on the grounds of cost competitiveness, a need to address the following areas:

· Implementation of the recommendations for reform of the insurance industry

· Ensuring the public service benchmarking payments are linked to real productivity increases and are accompanied by an embargo on recruitment

7
AN INNOVATION AND KNOWLEDGE DRIVEN ECONOMY

Public planning policy has long recognised that innovation initiatives plays a key role in technology business start-ups, but there is less recognition of the fact that a lack of innovation initiatives is a severe disability, preventing the creation of new business to match the rising pace of destruction of older businesses.

If the Irish enterprise sector is to reposition higher up the economic value chain, business-led R&D must be encouraged as the driver of innovation. A mix of support measures is required to best meet the needs of different types of enterprises. For example, tax credits are particularly effective for large firms and for attracting mobile enterprise R&D activities. Alternatively, funding of R&D by means of grants schemes, BES and the Seed Capital Scheme is a more suitable mechanism for small and medium sized firms and technology-based start-ups. As a means of encouraging R&D activities, state support should be appropriately weighted in favour of this type of operation.  

There is capacity to position Ireland – and Dublin in particular – as a centre of research activity and excellence. Cities such as Boston have levered their strong third-level college and university bases to attract high quality researchers, which in turn has led to spin-offs in new technologies and emerging industries being clustered in the Greater Boston area.

Irish universities are already linked to industry and business, with many joint research initiatives. These generate knowledge that meets industrial and commercial needs. This advantage can be built upon by

· strengthening linkages with third level collages and universities to support and enhance knowledge based and high value-added enterprises.

· developing an informed pro-active approach towards ‘knowledge clusters’: to include “clustering” creativity in science, business and the arts;

· preparing a cohesive and comprehensive policy framework for research and development establishments across the city region to address issues of synergy, linkages, shared services and a joint knowledge base. This should include the establishment of a knowledge forum comprising university level institutions, government agencies and business research centres.
· The inclusion of a knowledge forum as part of the Dublin Chamber-proposed Forum for Dublin.
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SUSTAINING EMPLOYMENT

Key measures required here are:

· Development of infrastructure, as outlined above;

· Recognition of Dublin’s strengths as a centre of excellence in information and communications technologies, international financial services, pharmaceuticals and chemicals, premium branded food and drink and tourism, with more pro-active marketing of Dublin as a location for inward investment, especially in these sectors;

· Avoidance of cost increases;
· Review of employment regulations – to ensure sufficient labour market flexibility exists;
· Encouraging multinational corporations to increase employment levels and move to higher value added activities.

· Further piloting of e-working projects

The current policy being pursued by IDA Ireland to encourage Irish branches of multinational corporations to take on added responsibilities and higher value added activities is encouraging, and should be developed further. 

Examples of this include:

· Xilinx, which makes specialist microprocessors, has added a €52 million extension to its R&D, design and operations centre in Dublin. The Dublin operation, which accounts for 21% of group turnover, has been designated regional headquarters for Europe.

· Intel's new fabrication facility Fab 24, which will implement the world's most advanced 300 millimetre semiconductor manufacturing technology, is expected to begin production by mid-2004. 

· Dublin is to become the operational centre for Microsoft’s original equipment manufacturer (OEM) business for Europe, Middle East and Africa.
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FUTURE INDUSTRIES

While it is accepted that there is a continued need to innovate in new product and sectors, Ireland has developed expertise in a number of high value added sectors in recent years. These skills and expertise can be further developed to gain enhanced competitive advantage in those sectors. Areas which have shown strong growth in recent years include:

· Information and Communications Technologies

· International Financial Services

· Pharmaceuticals and Chemicals

· Premium Branded Food and Drink

· Tourism

There are additional areas where Ireland, and Dublin in particular, has strengths but which are currently underdeveloped. These include:

· Biotechnology

· Educational Services

· Healthcare

There is considerable opportunity to develop these sectors in Ireland and to position Ireland international centres of excellence in the sectors. 
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ENCOURAGING START-UPS AND FAST GROWTH COMPANIES

11.1
Are we entrepreneurs ?

The answer is yes.

Ireland has been rated one of the best countries in the world in which to start a business, according to the 2002 Global Entrepreneurship Monitor (co-ordinated jointly by the London Business School and Babson College, Massachusetts). Ireland was ranked second in Europe and 12th in the world, level with the United States and ahead of Britain, Germany and France, for entrepreneurial activity. One in 11 Irish adults owns or is attempting to establish a company, according to the study published in March 2003, while 5% of the adult population were actively planning to start a new business. 

The issue now is to develop Ireland’s entrepreneurial lskills.

The firs task is to focus on what supports are already available – and there are many. These include State Agencies, Enterprise Boards, Dublin Business Innovation Centre, campus company support programmes, incubators, seed capital and other investment schemes, and various mentoring programmes. (See Appendix 1 for details of one such agency – Dublin Business Innovation Centre).

The strategy now should be to ensure that those measures are realigned and, where possible, extended in order to preserve and develop enterprise.

The following sections identify a number of such measures.

11.2
Support for Microenterprise 
An analysis of the Irish small business sector identifies two categories 

(a) microenterprises (typically defined as less than 10 employees) 

(b) SMEs (defined as between 11 and 50 employees) 

The developmental pattern of these categories shows three broad phases:

1 Pre-start up – going from the idea to business start-up (micro)

2 Post start-up -  survival, typically a two-to-three year period (micro/SME)

3 Growth – if survival has been achieved and a track record developed, aspirations and potential can be converted to growth (SME).

The availability of support measures is primarily concentrated on phases 1 and 3. The gap remains at phase 2.

The range and availability of support mechanisms for companies at the pre-start up phases (i.e pre-trading) is reasonably comprehensive; organisations such as Dublin City Enterprise Board, Dublin Business Innovation Centre and other public and private agencies at regional level provide services which include feasibility study grants, advice and expert advice and services from market research and business planning consultants.  

Similarly, there is an array of support services at the third phase of development. If the company has survived to this stage, it will typically have more than ten employees, will have found market niches and established a definable cash flow pattern. It is then likely to be in a position to fulfil the growth-potential requirements and avail of the support measures of organisations such as Enterprise Ireland, PLATO, banks and other investment agencies.  

However, it is at the interim stage where most businesses are most likely to fail. In the first two or so years of trading, businesses are concentrating on survival. Typically, they are run by owner / managers or a small group of partners, and do not have the required expertise to cover the array of business skills required for survival and growth. Having successfully negotiated the start-up phase and after trading has commenced, many enterprises can enter a post-start-up plateau period. This is a make-or-break phase - the options are slow growth followed by decline, or organic growth followed by significant opportunity for expansion. If the company survives to growth stage, it will be picked up by the existing support agencies. If it fails, its potential is permanently lost.

Evidence shows that a high level of new businesses in Ireland fail in their first five years of starting business. In addition, many of those who survive do not fulfil their growth potential, for a variety of reasons. Frequently, owner / managers are more concerned with survival and cash flow, and fail to achieve a strategic long-term vision for the company.

It is at this critical stage where there is the least level of support available from the agencies and business support centres. This is the gap which needs to be bridged. 

This could be achieved by developing programmes which link the assistance provided by start up support agencies such as County Enterprise Boards before they connect with the support measures provided by Enterprise Ireland. This would provide a smoother transition for companies that are growing in size and moving from one organisation to the other. 

Overall, the strategy from cradle to growth should be to focus on building companies of sufficient scale to compete in international markets.

11.3
Finance for Growth

Access to and availability of ‘early-stage’ finance ranks extremely high on the needs list of both SMEs and start-ups.

The gap in the venture capital market for funds in the category of €0-500,000 needs to be addressed in order to foster growth for green-shoot companies. 

Programmes such as the Dublin Seed Capital Fund, the Irish BICs’ Seed Capital Funds, and the Dublin Business Innovation Centre Business Angels scheme are good examples of innovation and flexibility in providing funding to growing companies. Research in this area has shown that the sustainability, growth in employment and foreign earnings of the assisted enterprises is extremely high. 

The need for “soft” cash aid support by way repayable loans and preference share capital investment is evident and is acceptable to the applicants but it is a re-usable resource and generates future income and return for further investment. These measures do not cover all cases and there is still a need for monetary aid particularly in employment, feasibility study, training and managerial skills development support. 

The developing national policy of reducing grant aid and replacing it with soft loans and investment has merits but is not suitable in every case. 

11.4
Enterprise Training

Although many education providers and business schools in Ireland have introduced courses in entrepreneurship, alongside the need to consolidate on this work, there is a need to invest in all levels of education, pre-school, primary, secondary, third level and life-long learning.  Agencies involved in economic development need to work in partnership with the policy makers and deliverers in training and education sector to broaden the traditional curricula to include a focus on developing entrepreneurial skills. 

There is an obvious lack of balance in management skills in new and growing companies and this is seen as a major barrier to fast growth and development. This lack often precludes these entities from accessing bank, investment or VC type funding.  

Management assistance by way of up-skilling, training and funding for growing enterprises is an area where both sustainability and faster growth could be vastly improved. Many new enterprises have shown in year two or three a deficit in particular management functions such as marketing, sales and project management, which hinders their potential for further growth.  An increase in mentoring activity at all development stages, including initial assessment, start-up and early growth mentoring should be part of the overall strategy.
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VALUE ADDED

This is the challenge which is facing development agencies and national industrial policy makers not just in Ireland but in most of the developed world, as the competition for new investment becomes more demanding. As manufacturing moves to lower cost countries, particularly in Asia, low margin manufacturing and other activities in higher cost countries are increasingly under threat.  

Even within Europe, competition from Central and Eastern Europe poses increased threats to Ireland's ability to compete for greenfield inward investment. Recent reports have shown that while there is a continuation and deepening of the ability of these countries to attract large labour intensive projects, the yare also attracting more high-end, high value-added projects as well. 

Increasingly, higher value added sectors are developing in “clusters” – in almost all cases based around a large urban centre. Examples of these in Europe include London and Frankfurt in financial services, while in the USA, San Francisco and its Silicon Valley hinterland, Austin, Texas, and Washington DC have developed as centres for the ICT industry, while Boston has excelled in education and healthcare services.

To date, a small number of significant clusters have developed in Ireland - led by Dublin as a centre for the ICT industry and international financial services, with the Cork region majoring in the pharmaceutical sector. In turn, these centres are competing for new investment with other centres of excellence across Europe.

The development of a cluster requires critical mass, and a number of supportive factors must be available. These include a high skilled labour pool, access to an international airport, with advanced telecommunications infrastructure, the availability of universities and research institutes, and the availability of high end lifestyle attractions. They also require support measures to facilitate spin offs from existing activities into new products and services.

In order to maximise Ireland's potential for higher value-added activity, the national strategy should be to support and develop Ireland's emerging clusters. It is unlikely that Ireland can sustain more than a small number of such clusters, despite the aspirations of the National Spatial Strategy. The emphasis should be on building critical mass in those centres. This will require concentration of infrastructure development in the cluster areas and the pro-active marketing of those centres for new investment.
Appendix

Dublin Business Innovation Centre.

Dublin Business Innovation Centre for the past fifteen years, with strong support from the private sector, EU funding and part funding from the Exchequer through National Development plans, has been a pioneer in the provision of professional support to embryonic and developing entrepreneurs, accompanying them through the initial idea stage right through to funding and start up, and subsequently accompanying them through the critical first three years.

Dublin BIC is the singular entity in the greater Dublin area which through a working public-private partnership continues to provide support, seed capital and space all under one roof.  At present DBIC has sixty-six start-up enterprises in a 6,000 sq.m. incubation centre built with significant private sector money.

The Dublin BIC over the past decade has raised over 11 million of private sector support which allows Dublin BIC provide soft knowledge inputs directly to start-up enterprises, thus accelerating their early-stage growth.  Dublin BIC has also assisted these enterprises to raise significant additional finance to fund their early stage development.

Some examples of Dublin BIC initiatives include:

· Dublin BIC has fourteen years experience in assisting over 295 start-up enterprises achieve the financial and human resources necessary to start-up their enterprises.

· Campus Company Development Programme: Dublin BIC provided significant resources to this initiative during the period 1995 to 2001.  Sixty potential start-ups participated in the programme, with 18 actual start-ups emerging.

· Dublin BIC launched Ireland’s first ever seed capital scheme in Ireland, the Business Innovation Fund in 1992.  It was established as part of an EU wide programme to foster commercial enterprise creation.  The European Union government pledged €30 million to Ireland as a result of this success. Since then Dublin BIC established the Dublin Seed Capital Fund, the Irish BICs Seed Capital Fund, and also negotiates co-investments for client companies through its Business Angels and network of funding contacts.

· Dublin BIC also developed the first integrated 6,000 sq. m. incubation centre (Dublin Enterprise & Technology Centre Ltd t/a Guinness Enterprise Centre) encompassing professionally managed incubation space with broadband facilities, in-house professional advice and seed funding to encourage start-up knowledge by example.

· The Dublin Enterprise & Technology Centre Ltd was conceptualised, developed, funded and built through Dublin BIC actions in co-operation with Guinness Ireland Group, Dublin City Council, Dublin City Enterprise Board, Enterprise Ireland and the Guinness Workers Employment Fund.  
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