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FOREWORD

Ireland's society and economy have been
transformed over the past 15 years or so. This
country is now one of the wealthiest in the world
and the standard of living of its inhabitants has
significantly improved. Business has flourished
and Irish entrepreneurs are at the cutting edge of
global enterprise. Ireland has become a modern
and forward looking nation, confident to compete
on the world stage across all aspects of business
and society.

Despite our recent prosperity, however, many
challenges remain. The economy is now facing an
uncertain period as the domestic sector (housing
and consumer spending) is starting to slow while
the traded sectors remain stifled by years of lost
competitiveness. The next government must
quickly confront this threat and recognise an
important element in maintaining our future
prosperity is to foster a recovery in the traded
sectors in order to compensate for the pending
slowdown in domestic activity.

The next government must also grasp the
challenge of addressing an important range of
quality of life issues. Economic recovery has failed
to result in a sufficient improvement in the
planning and provision of public services and the
well-being of our citizens. Our transport
infrastructure, health and education and the
quality of public services generally all remain
suboptimal. Inadequate housing availability and
affordability continue to curtail the economy's
potential and place a significant burden on young
people, in particular. These are all issues that
impact on Ireland's ability to attract and retain
high quality mobile labour and investment.
Notwithstanding the considerable progress that
has been made in the fight against poverty, more
needs to be done to ensure that all members of
society, in particular those on fixed incomes,
share fully in the fruits of economic success.

A prosperous enterprise
sector has been at the
core of Ireland's
transformation. The
rapid growth in
employment and
incomes has been
central to improved living
standards. The subsequent surge in tax revenues
has allowed government to invest in much needed
infrastructure and help the less well-off in society.
Enterprise has been a critical ingredient in
ensuring that Ireland optimises the potential of all
its physical, natural, social and human resources.
IBEC understands the challenges facing the next
government. Our members experience on a daily
basis how difficult it is to stay ahead in an
increasingly competitive global market. The
challenge for the next government in maintaining
Ireland's economic prosperity in the face of
growing international competition is equally
difficult.

IBEC has carefully considered the nature and
extent of these difficulties and has a clearly
thought-out vision and strategy on how they can
be overcome. The first section of this document
provides a succinct analysis of the difficulties and
challenges currently facing Ireland's economy. The
second section sets out the strategic framework
needed to ensure that Ireland's prosperity is
maintained. It explores the need to restore
competitiveness; improve quality of life; and
ensure that all members of society share in the
benefits of Ireland's success. The essential
component in making all of this happen is a
strong enterprise sector. Finally, the last section of
the document provides the detailed policy
priorities which the next government must take
on board in order to ensure that Ireland's
prosperity is maintained in the coming years.

Turlough O'Sullivan 
Director General

TURLOUGH O'SULLIVAN 
DIRECTOR GENERAL
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1. ECONOMIC CONTEXT AND
CHALLENGES

1.1 MACROECONOMIC OUTLOOK

The past decade has been one of unprecedented
economic growth and prosperity. The economic
recovery has been made up of two very distinct
eras, however. The first - from the mid 1990s to
2000 - was one of strong economic growth
primarily based on a buoyant manufacturing
sector and a strong contribution from the traded
sectors of the economy. Since 2000, however, the
components of economic growth have changed
significantly with housing activity and consumer
spending now the main drivers of growth.

Another significant difference between the first
and second phases of economic recovery is
inflation. Cumulative inflation in the seven year
period from 1993-1999 was 14.3%, while over
the following seven year period from 2000-2006 it
was 30.7%. Over this period wage inflation has
been more than double that in our main trading
partners. The impact of higher inflation and
falling competitiveness on the traded sectors of
the Irish economy has been stark. Merchandise
exports have remained stagnant for the past five
years as Ireland's rising cost base has meant that
manufacturers have struggled to compete in
international markets. This has occurred at a time
when the global economy has performed
exceptionally well and international trade has
expanded rapidly. Ireland's share of global
merchandise trade has declined each year since
2002. Given the current slowdown in the US
economy, the coming years could well prove even
more challenging for Irish firms looking to
compete in international markets.

While most of Europe experienced a rapid
slowdown in economic growth since the
technology downturn and the 2001 terrorist
attacks, Ireland was well poised to benefit from
the resultant cut in euro area interest rates.
Accommodative monetary policy, favourable
demographics and a strong labour market
performance all combined to ensure a rapid
expansion in housing activity. While the rest of
Europe remained in a slump, strong domestic
demand in Ireland compensated for the downturn
in the traded sectors and maintained high
economic growth rates.

As the euro area is now recovering, monetary
policy is tightening and the housing boom is

coming to an end. The past five years, in
particular, have seen unsustainable growth in
housing activity. Ireland's economy is now more
reliant on the housing sector than that of any
other OECD country - the sector currently
accounts for about 10% of GNP. While strong
demographics will continue to result in higher
than the EU average demand for new housing,
medium-term housing demand is in the region of
20%-30% below the 2006 output level.

Over the lifetime of the next government, the
housing sector is therefore likely to be a drag on
economic growth. Ireland's economic prosperity
can of course be maintained but only if this
decline in domestic demand is compensated for
by a recovery in external demand. Restoration of
Ireland's traded sectors is thus the greatest
economic challenge facing the new government.

1.2 COMPETITIVENESS TRENDS

Ireland's competitiveness is a function of both its
cost base and productivity performance.
Strengthening competitiveness helps Irish
companies trade in international markets and
ultimately improves living standards. Falling
competitiveness on the other hand damages the
traded sectors of the economy and is a threat to
Irish jobs. Throughout much of the 1990s
Ireland's unit cost performance compared very
favourably with that of our main trading partners
and our productivity performance was one of the
strongest of developed economies. The 'win-win'
impact on competitiveness meant that enterprise
prospered, taxes on labour and investment were
cut and living standards improved. Strong
competitiveness delivered an improved quality of
life for all.

Since the start of this decade Ireland's
competitiveness has been substantially eroded.
Wage growth well in excess of that in the
countries with which we compete and higher than
average inflation over a number of years has
driven up Ireland's cost base. Around the same
time as our costs started to accelerate, our
productivity performance began to wane. In fact 
when the impact of the high-tech multinational
sector is excluded, the productivity performance
of the Irish economy has been decidedly ordinary
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government does more to help Irish
businesses compete in international markets it
is inevitable that economic growth and living
standards will decline

Controlling inflation: the recent rise in inflation
has been damaging for workers and business.
Workers have seen much of their pay
increases given up in the form of higher prices
while businesses are finding themselves under
further pressure internationally as Ireland
continues to price itself out of the market. The
government has a key role to play in ensuring
that it does not add to inflation through
excessive price growth in the services it
provides itself, through the wages it pays to
the public sector or through excessive growth
in public expenditure generally

Maintaining a competitive taxation regime: the
competitiveness of Ireland's corporation tax
regime is under pressure on a number of
fronts. The proposed harmonisation of EU
corporation tax systems could damage
Ireland's ability to attract and retain
multinational investors and could ultimately
result in a shortfall in the public finances. A
second threat is also emerging in the guise of
increased tax competition from other
jurisdictions. Innovative and proactive tax
policy is therefore required in order to ensure
Ireland does not fall behind its competition

Managing globalisation: globalisation brings a
range of threats and opportunities to the Irish
economy. Irish firms can now compete in a
greater number of international markets and
increased capital and labour mobility enhances
Ireland's ability to secure foreign direct
investment. Ireland has also seen the negative
impacts of globalisation, however, as greater
job churning leads to higher redundancies. It
is not possible to prevent all future company
closures and job losses but the next
government must ensure that appropriate
labour market supports are provided to help
those who are made redundant to quickly
become re-integrated into the labour market

Addressing infrastructure gaps: despite a
decade of record investment levels and the
recent completion of the last NDP,
considerable infrastructure gaps remain. Our
transport network remains under pressure and
congestion continues to limit the efficiency of
the economy and reduce quality of life. The
next government must stay true to recent
commitments on infrastructure investment
irrespective of any deterioration in the public
finances.
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Social inclusion structures and procedures
across government, at national and local
levels should be fully integrated and adequate
monitoring mechanisms for all programmes
put in place.

3.8  EDUCATION AND TRAINING

Investment in education and skills, both by
individuals and society, will return significant
economic and social benefits. Globalisation and
new technologies bring change; human capital,
acquired by education and training, is required to
meet this challenge. Social equity and economic
arguments suggest that renewed efforts are
required to address the problem of early school
leaving and to broaden participation in third level.
This requires long term investment in primary
education, strengthening careers guidance in
schools, increasing the proportion of part-time
students and treating them on the same basis as
full-time students in respect of fees, and
stimulating the demand for lifelong learning.

More investment in pre-school education is
required and a more holistic approach to
addressing the needs of children at risk is
needed. Investment at this stage is more
successful at addressing educational
disadvantage than later interventions

Achieving substantial increases in student
participation in science, mathematics and
technology subjects at second and third level
must be a national priority. Particular attention
should be paid to reviewing assessment and
teaching methods, together with improved
laboratory and IT infrastructure

Given the rapid and fundamental changes in
the population, integration, and particularly
language training, should be given a high
priority in all language and training
programmes

A variety of responses are required to
encourage lifelong learning including
investment in training for those at work,
measures to address adult literacy and flexible
options for adult learners. Accreditation of
prior learning outside the formal system must
also be addressed.

3.9  REGULATION AND BUSINESS
ENVIRONMENT

The regulation of business is a key
competitiveness issue. Both overregulation and
underregulation can stifle investment and market
activity. Getting the proper balance requires
analysis and consultation in order to make it fair
and workable. IBEC's principal concern in this
area is with the lack of analysis manifested too
often by reactive and rushed regulation and
inadequate scoping of responsibility.

IBEC's key priority is the adoption of an effective
regulatory impact analysis for all new legislation
to ensure that the consequences and structures of
the proposed legislation are properly thought
through in advance. This means looking at issues
including:

what the problem is that the legislation seeks
to address
the effectiveness of current enforcement
mechanisms
what alternatives are available
a cost benefit analysis of the proposal
the results of the consultation with those
impacted by the proposal.

It also entails publishing the results of the
analysis and allowing an informed debate to take
place on the draft legislation. We believe this is
the proper basis for better regulation in a
developed economy such as Ireland's.

While regulatory impact analysis has been
formally adopted by government we have yet to
see any significant delivery or activity on it within
the public service. We need to see greater
impetutus towards tackling what is a significant
competitiveness issue.

3.10 IMMIGRATION AND INTEGRATION IN A
MULTICULTURAL SOCIETY

After 15 years of pronounced inward migration,
there are now over 420,000 non-Irish nationals
living in Ireland. They are a vital source of labour
for businesses in Ireland and skilled migrants
have contributed positively to the continued
growth of the economy. The government's
decision to concentrate on upskilling the
workforce, maximising the potential of EEA
nationals and putting in place an employment
permit strategy that attracts highly skilled
migrants to Ireland is what is needed. However,
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for this to be effective, processes have to be
practical as well as strategically planned for the
longer-term:

The effects of the recently enforced
Employment Permits Act, 2006 and the related
schemes need to be kept under review to
ensure that they are the most appropriate and
efficient possible

Efforts should be made to increase the
transparency of information around the
various permits and visas in operation so that
individual users and their prospective
employers are clear as to the terms and
conditions of their permission

The expected Immigration, Residence and
Protection Bill needs to ensure that a clear
and coherent legal framework is put in place
that is suitable for its purpose and does not
place undue burdens on future users

A comprehensive integration policy needs to
be developed.

3.11  PENSIONS

The priority is to have a responsible and efficient
pensions system that encourages individuals to
supplement a decent state system. The current
state pension support is inadequate and this
results in a disproportionately heavy reliance
placed on supplementary pensions including
occupational pensions. Defined benefit schemes
are especially costly for employers and, for most,
simply bridge the gap between a low State
pension and an adequate retirement income. With
longer retirements this will increasingly cost more
to provide for. For this and other market and
regulatory issues, companies offering defined
benefit schemes have seen their pension costs
rise significantly in recent years and this is
leading to the demise of such schemes. IBEC
believes a better state pension together with
focussed tax incentives, would help stem this and
would also help support and encourage employers
more generally to provide good occupational
schemes. In particular, we believe the following
initiatives are necessary: 

Increase the State pension
Retain the current voluntary occupational
pensions system
Amend the current funding standard by
removing its reliance on annuity rates and/or

breaking the link to a wind-up standard
and/or remove indexation from it
Standardise pensions tax relief at the higher
tax rate for all taxpayers
Provide state support for small companies
offering pensions to employees
Independently review the sustainability of
public service pensions costs

In conclusion, IBEC welcomes the government’s
Green Paper as the beginning of a much-needed
national debate on pension policy and looks
forward to a pro-active response from the next
government.

3.12 DEVELOPING THE ALL-ISLAND
ECONOMY

Over a period of more than fifteen years, IBEC
has supported the Joint Business Council strategic
partnership with CBI Northern Ireland. The
Council's overall objective is to champion business
co-operation and to promote a climate conducive
to competitive business and prosperity for both
parts of the island, on a sustainable basis.

The Joint Business Council welcomed the 2006
comprehensive study on the All-Island Economy
from the British Irish Intergovernmental
conference. This sets out a blueprint for
collaborative investment in areas including
infrastructure, science and technology, trade and
tourism promotion and labour market and skills
development.

The Joint Business Council calls on the next
government to support the co-operative approach
to economic growth and development as set out
in the comprehensive study.

More importantly, however, the formation of a
new devolved Executive in Northern Ireland from
May 8th next provides the context for a
reordering of business and wider economic
relationships on this island – and between these
islands. Accordingly, JBC asks all political parties
in the Republic to abandon any remaining vestiges
of the partitionist psychology which has
undermined community and business relationships
on this island for over eighty years. We call on the
parties to embrace policies in the economic and
social spheres which are fully inclusive in respect
of the development needs of both parts of this
island.
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