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Introduction to the National Competitiveness and Productivity Council

The National Competitiveness Council (NCC) was established in 1997. It reports to the Taoiseach and the
Government, through the Minister for Enterprise, Trade and Employment on key competitiveness and
productivity issues facing the Irish economy and offers recommendations on policy actions required to enhance

Ireland’s competitive position.

In accordance with the European Council recommendation of September 2016 on the establishment of
National Productivity Boards by euro area countries, in March 2018, the Government mandated the National
Competitiveness Council as the body responsible for analysing developments and policies in the field of
productivity and competitiveness in Ireland. This expanded mandate underpins the decision to rename the
Council, in November 2020, as the National Competitiveness and Productivity Council (NCPC).

Each year the Council publishes an annual report for Government on the key competitiveness and productivity
challenges facing the Irish economy and suggests specific policy actions to address these challenges.

As part of its work, the NCPC also periodically publishes:
= A Competitiveness Scorecard;
= The Costs of Doing Business report;
= A Productivity Statement; and,
= A series of competitiveness bulletins and other papers on specific competitiveness and productivity

issues.
Objective Sustoinable
Growth
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Taoiseach’s Foreword

COVID-19 has presented unprecedented challenges to our society and
economy. Our people have made significant sacrifices, and nobody has
been untouched by the difficult experiences of the pandemic. The vaccine
rollout is continuing at pace and thanks to the large level of vaccine take-
up we can see the positive impacts on our country as businesses re-open,
people return to work and are able to interact again with one another in
social settings.

| believe it important that we take the time to recognise that the pandemic
has been a watershed experience for Ireland’s economy and society. The
pandemic has changed the way in which we work and the way in which we
live, and there will be lasting implications which are becoming clearer as re-
opening progresses.

We have an opportunity to learn from this experience, to reflect, and to take the steps to build back better. The
Government is committed to recovering and renewing our economy and society, in a balanced, sustainable and
inclusive manner, to the benefit of all our people and regions. This includes not only dealing with the fallout of
the pandemic, but also maintaining the changes that were implemented due to the pandemic that have had a
positive impact on our people and our economy. We now have an opportunity to chart the path to a positive,
sustainable future by laying out a longer-term pathway to tackle the challenges we face and ensure our people
can benefit from the new opportunities ahead.

The Economic Recovery Plan 2021, launched over the summer, outlines how we will not only support our
recovery, address structural and long-term weaknesses in our economy, but also how we will prepare for the
transition to a carbon neutral and digital future. In addition, it will be important that we facilitate workers in
retraining and upskilling, assisting them in the transition from declining to expanding sectors. The recently
announced national employment services strategy, Pathways to Work 2021-2025, will be critical in achieving
this objective.

It is also important that we help those businesses whose business model has been irreparably disrupted as a
result of the pandemic and an appropriate insolvency framework will be a key part of this process. As we move
beyond Covid, we will wind down the unprecedented emergency support measures we have put in place in
responded to the pandemic and refocus investment towards building up the productivity capacity of our
enterprise base.

As the economy continues to recover, the priority will be to support our people in getting back to work and
using the available public resources to stimulate economic activity while addressing key priorities for our people
in housing, health, education and climate action. The ambitious Housing for All Strategy will substantially
increase housing supply over the coming years. Increased supply of affordable housing will in turn ease some
of the broader economic and social challenges people face in their lives.

| warmly welcome the analysis and recommendations put forward by the National Competitiveness and
Productivity Council in the Competitiveness Challenge 2021. The recommendations, covering critical issues such
as supports for workers, climate change, investment, productivity, and long-standing issues such as housing
and the importance of a dynamic business environment, will help to shape our policy choices. A formal
Government response to the recommendations will be published. | would like to thank the Council for their
work in compiling this report, and | look forward to engaging with them over the coming months as we continue
to build the recovery together.

Micheal Martin, T.D.,
Taoiseach
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Tanaiste’s Foreword

Over the last 18 months, the COVID-19 pandemic has dealt a severe blow
to our society and our economy. People have lost their lives and livelihoods,
families and friends have been kept apart, and isolation and loneliness have
taken their toll. Through all this, Irish society has shown strong resolve.
Businesses and employees have demonstrated determination and
flexibility in the face of a highly challenging situation to keep essential
services running. This has led to the current positive environment where the
vast majority of the adult population is vaccinated, and more people have

been able to return to work as we re-open the economy.

Now we can be hopeful that the worst of the pandemic is behind us, and it
is time to take stock of the changes it has ushered in. Perhaps the most profound change will be in how people
can work. The successful transition to remote work in many areas has created new possibilities for certain
people on how, and where, they work. The pandemic has also accelerated the pace of change in other areas

and highlighted the importance of ensuring that we live in a sustainable and inclusive society.

In the short term, as Tanaiste and Minister for Enterprise, Trade and Employment, my main priority is to get
people back to work, and businesses open and prospering again. However, we must also plan for the long term
through increased investment in research and skills, the digital transformation, climate action and public

transport.

In July, the Government launched the Economic Recovery Plan (ERP) that provides a vision of the post-
pandemic economy which is export-oriented, digital, and green. An economy where people can expect better
jobs with better pay, protections, pensions, and flexibility. The ERP is about creating the conditions to create
such job opportunities for people and also to increase the numbers in employment to levels greater than we
had before the pandemic. In many cases, old jobs will come back. Where this is not the case, new jobs in
expanding sectors of the economy will replace the jobs lost. In parallel, the ERP is designed to ensure that
decarbonisation and digital transformation provide opportunities for all our people. Economic growth must

complement the Government’s attempts to improve living standards for all.

Every year, the Government tasks the National Competitiveness and Productivity Council with the
responsibility to make evidence-based policy recommendations on how to improve the competitiveness and
productivity of the Irish economy in the long-term. At this crucial juncture, the Council has set out a welcome
vision for a more sustainable and inclusive Ireland, where improvements in productivity and competitiveness
deliver for all of society. | welcome the Council’s analysis and recommendations set out in the Competitiveness
Challenge 2021. The Government will take these recommendations into consideration in due course and will
respond to the Council on the main points raised. Finally, | would like to thank the Council for their continued

analysis and advice on competitiveness and productivity.

Leo Varadkar, T.D.,
Tanaiste
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Chair’s Preface

This year's Competitiveness Challenge report is the Council’s second annual
report prepared as we live under COVID-1g restrictions. The successful roll-out
of vaccination programmes in Ireland and elsewhere is allowing a gradual
rebound in economic and social activities. While confidence is returning, it is
tempered by a recognition that new variants have the potential to further
disrupt economies and societies around the world. Along with these potential
risks for Ireland, adjustments are needed to handle other major economic issues,
such as the transition to carbon neutrality by 2050, the digital transition,
international tax reform and the full consequences of Brexit.

While these issues can be examined through the lens of ‘challenges’, it is
important that policy makers focus on the opportunities they provide to evaluate how we do things, identify
areas where Ireland is not operating efficiently and consequentially where reforms are required, even when
difficult. COVID-19 has brought about or accelerated changes to economies and societies, such as the ways
businesses operate and the potential for more flexible ways of working. Some of these new ways of working
are also opening possibilities for new ways of living more sustainably and inclusively, which can in turn deliver
real improvements in the lives of people based in Ireland. It is not yet clear what the long-term impact of these
new ways of working will be, but they have introduced new options for both employers and employees which
have the potential to enhance Ireland’s competitiveness.

The Council recognises that, in the short term, policy must continue its focus on supporting workers and their
families, through supplementary income measures. As the economy and society continue to re-open,
additional support will be needed for a time to assist workers from vulnerable sectors to upskill and retrain for
employment in other sectors. Business supports, including loan schemes, grants, vouchers, as well as training
and mentoring programmes, are currently helping businesses recover from the impact of the pandemic. In the
future, these schemes need to pivot to target supports towards those businesses that can demonstrate future
viability but are challenged in the short term. Pivoting in this way is a critical first step to ensuring a sustainable
and inclusive recovery.

Atthe sametime, the Council is clear that these immediate challenges should not deter Ireland from addressing
structural weaknesses that work against long-run competitiveness and more widespread productivity growth.
These weaknesses, which result in Irish businesses facing less favourable operational environments than their
competitors, require urgent policy focus and action, through reforms and carefully targeted investments, over
a sustained period. These polices involve difficult choices, including what should be prioritised and targeted
first, against a challenging fiscal backdrop. The Council strongly believes that a systemic policy approach is
required, with careful sequencing of targeted actions that can generate the greatest impact in the immediate
term and position the economy for medium to long-term sustainable growth. This will require policy makers to
tackle major issues that have proven intractable in the past.

As Ireland emerges from the turbulence of the pandemic, a clear vision is needed on the type of society that we
are driving towards and how that vision is to be realised. For the Council, this vision needs to be underpinned
by a competitive and productive economy that delivers sustainable economic growth and benefits all of society.
To this end, and in line with recent Competitiveness Challenge reports, the Council is limiting itself here to a
number of key strategic areas and to making 20 tangible, actionable policy recommendations to the
Government. Last year the Council welcomed the publication of the Government’s first formal response to the
Competitiveness Challenge 2020 recommendations, and | look forward this year to further fruitful engagement
on the key competitiveness and productivity issues facing the Irish economy.

Dr Frances Ruane
Chair, National Competitiveness and Productivity Council
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Overview

Competitiveness against a backdrop of exceptional uncertainty

The global economic environment continues to be in a state of heightened uncertainty as COVID-19 related
disruptions continue into a second year. High levels of unemployment still persist, and vulnerable businesses
and sectors continue to struggle, with negative consequences for investment. International trade also remains
disrupted with global value chains impacted and travel restrictions negatively impacting on the ability of
investors to initiate new projects.

However, there are hopeful signs, especially evident in greater numbers returning to work. Vaccination
programmes continue to roll out at differential paces across the world with some economies opening up, while
others remain under restrictions as they battle new waves and variants of the virus.

Due to the very high levels of uncertainty caused by the global pandemic, international and domestic
forecasting institutions have been modelling different possible scenarios since early 2020. In 2020, Ireland’s
economic output was expected to record negative growth, with a predicted fall of between 6.8% and 13.8%".
However, the Irish economy defied the predictions of the modelling exercises and was the only economy in the
EU to register GDP growth in 2020, expanding by 5.9% compared to 2019. This is in stark contrast to other EU
states such as Spain and Italy, where GDP fell by 10.8% and 8.9% respectively?.

Ireland’s GDP growth in 2020 was driven by strong exports by multinational enterprises in key sectors such as
pharmaceuticals, medical goods, and ICT goods and services, while imports fell. In effect the strong net export
performance masked a substantial contraction of the domestic economy, with modified domestic demand3
declining by 4.9% in 2020. For 2021, the range of estimates of GDP growth lies between 4.2%* and 11.1%5,
linked to the continued strength in the traded sector, coupled with a solid rebound in domestic activity as the
vaccination programme gathers pace and employment grows. The exceptionally broad forecast range for 2021
highlights the high degree of uncertainty that continues to prevail into the third quarter of 2021.

While encouraged by these projections, the Council recognises that there are also serious external risks to
Ireland’s competitiveness and productivity position. The Council remains concerned about the uncertain
medium- and long-term consequences of the transition to a new trade relationship with the UK, and even more
by the economy’s needs for an agile response to the immediate complexities driven by international tax reform
proposals. The OECD’s Base Erosion and Profit Shifting (BEPS) process could have a large impact on
corporation tax receipts (with the Department of Finance estimating that corporation tax receipts could be
between €800 million and €2 billion lower by 2025 as a result of these reforms). These external risks to the Irish
economy make it even more vital that the Government exercises the levers under its control to improve

Ireland’s competitiveness and productivity position.

* These figures reflect the 2020 low & high points of the scenarios ranging from mild (no return to lockdown) to severe (a return to
lockdown), as predicted by; the OECD Economic Outlook, Volume 2020 Issue 1 & the Central Bank of Ireland ‘Quarterly Bulletin’ July 2020.
2 European Commission Summer 2021 Economic Forecast.

3 Modified Domestic Demand, published by the Irish Central Statistics Office, is a measure of domestic activity that strips out some of the
effects of multinationals.

4 OECD Economic Outlook April 2021.

5 ESRI Quarterly Economic Commentary.
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This year's Competitiveness Challenge report identifies a range of recommendations that address both
immediate competitiveness issues, and more medium-term challenges, aimed at enhancing Ireland’s
competitiveness and productivity performance. Chapter 1 lays out the current economic landscape in Ireland
following 18-months of living with COVID-19 and provides a summary of the immediate issues that need to be
addressed as the economy and society emerges from the pandemic. Chapter 2 details the importance of a
dynamic business environment, where Irish enterprises can access the services they require, with reasonable
costs and choice. The chapter sets out: (i) the evidence of higher costs in Ireland relative to comparator
countries; (ii) the reasons for these cost differences; and, (iii) the policy actions needed to address these cost
issues and improve the competitiveness position for Irish businesses. Chapter 3 explores productivity
developments in Ireland and highlights the importance of boosting productivity growth, especially amongst
indigenous SMEs. Chapter 4 examines how investing efficiently in Ireland’s housing stock, and in the associated
social and economic infrastructure, as well as in other critical infrastructure can help boost the economic
recovery while also meeting specific long-term infrastructure needs that benefit living standards. Chapter 5
discusses how to ensure that the economic recovery is sustainable and inclusive, with consideration for social,
regional and gender equality. And finally, the Conclusion section provides a summary of the NCPC's findings in

this Competitiveness Challenge report.
Immediate Issues Facing the Irish Economy

From the outset of the pandemic, the Government, together with employee and employer groups, mobilised
quickly to support workers and businesses, and mitigate the extreme economic consequences of the health
measures necessary to contain the spread of the virus. In 2020, these support policies resulted in a large
Government deficit, which is expected to be repeated in 2021. This spending was a necessary counter-cyclical

measure to avoid an even more severe economic recession and massive economic hardship.

While the Council recognises the need for supports to remain in place in the immediate short run, it notes that
in the Summer Economic Statement, the Government signalled its intention to continue to run large budget
deficits until at least 2025. This poses two issues: (i) that Government spending may become pro-cyclical and
begin to overheat the economy; and (ii) by not lowering the absolute debt levels when the economy is growing,
deficits may leave the Irish economy in a vulnerable position with regard to future shocks, with less fiscal space
available to cushion the impact of a negative economic shock.

As the economy and society continue to open, workers in vulnerable sectors that may not recover will need to
be supported to upskill and retrain for employment in other sectors. Wide-ranging business supports, including
loan schemes, grants, vouchers, as well as training and mentoring programmes, are currently playing a role in
helping viable businesses get back on their feet. The Economic Recovery Plan (ERP) has outlined the
Government’s plan for phasing out different broad-based supports provided to businesses so that the fiscal
burden of these schemes is sustainable, requiring that any future business supports be targeted at those

businesses that are viable in the medium to long term but challenged in the short term.

As this process begins for withdrawing support schemes, and better targeting others, it is vital that we have the
appropriate insolvency framework in place in Ireland to help struggling businesses restructure®. Ireland’s
existing rescue framework, examinership, has many merits but the commercial reality of the high costs

associated with it means that small companies are not often in a position to access it.

6 Following the global financial crisis and the bursting of the Irish property bubble, corporate insolvencies reached a peak of more than
1,600 cases in 2012.
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This potential high cost has led the Government to recently introduce a new regime that provides an alternative
route for smaller businesses to restructure their liabilities and enable them to continue trading (the Small
Companies Administrative Rescue Programme, SCARP). This is an important development for those
businesses that are impacted due to the pandemic and are now facing the withdrawal of broad-based business
supports. It is important the small businesses under financial stress are made aware of SCARP as a viable option

for them (Recommendation 1.1).
Medium- to Long-Term Challenges

The pandemic has ushered in a new way of working for many people in certain sectors and occupations. Inturn,
this may open up possibilities for new ways of living, improving the lives of people based in Ireland. In the face
of these changes, Ireland must have a clear vision on our collective priorities in the years ahead. Our
competitiveness and productivity performance must deliver for all parts of society, and this will require
concerted effort from consumers, employees, enterprises and Government. The Council recommends to
Government that, over the next decade, the four key competitiveness and productivity strategic challenges
should be to:

e Ensure Ireland has a dynamic business environment that supports entrepreneurs and enhances
employment opportunities and conditions for workers. All businesses face unavoidable fixed costs to
operate, and as Ireland has long been described as a high-cost economy, these high costs limit how
competitive Irish firms (particularly SMEs) can be in international markets.

In previous reports, the Council has focused on three particularly important business costs (insurance costs,
legal costs, and the cost of credit), and these issues are revisited in this document. The Council is concerned
that many of these important issues have not received the urgent attention they require to support

competitiveness and productivity.

On insurance, the Council has been strongly supportive of the cross-Government Action Plan on Insurance
Reform and welcomes the adoption of the new Personal Injuries Guidelines. In this report, the Council calls
for the impact of these Guidelines on award levels to be assessed and monitored (Recommendation 2.2).
On legal costs, the Council is encouraged to see the Government’s recent commitment to actively explore
ways to bring down legal costs and calls for an assessment of the introduction of fixed legal fees to be

published (Recommendation 2.1).

The Council is also aware that more limited competition in the banking sector could have negative
consequences for market interest rates for SMEs and suggests that the Government undertake a review of
banking in Ireland and this review is sufficiently resourced (Recommendation 2.3). Furthermore, on access
to finance, the Council calls for the Government to assess one of its flagship lending policies — the Future
Growth Loan Scheme - to see what works well, and what requires adjustment, so policy makers can take

these lessons onboard in the design of future lending schemes (Recommendation 2.4).

The Council also looks at the initiatives that are currently being considered by the Government to extend
further social protections to employees (pension auto enrolment and statutory sick pay). The Council is
fully supportive of the extension of the welfare state in the interests of a more equitable society.

Furthermore, it recognises that these social protection measures can play a role in attracting talent to

10
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Ireland but also notes that the costs of these measures need to be balanced with the impact that they will
have on businesses. The Council recommends that the Sick Leave Bill 2021 is published and enacted as

soon as possible (Recommendations 2.5).

e Increase productivity growth in Ireland with a focus on ensuring it is as broad-based as possible
throughout the country. In the longer term, productivity is the engine of economic growth, and as such is
key to improvements in living standards, associated with growing and sustainable wage levels, good public
services and improved wellbeing. Despite the global slowdown in productivity growth over the past
decade, aggregate labour productivity figures for Ireland continue to show a strong performance relative
to other advanced economies. However, as the CSO data shows clearly, Ireland’s current productivity
performance is highly concentrated rather than broad based.

To ensure that the Government puts in place the appropriate policies to boost the productivity of
indigenous Irish firms, further robust and policy relevant research is needed in an Irish context
(Recommendation 3.1). In addition, Government should continue to monitor international research that
is uncovering evidence on how changed work practices, including increased digitalisation, is impacting on
productivity. For example, early survey data suggests that remote working has the potential to have a
positive impact on productivity in some sectors. To realise this potential, the Government needs to develop
frameworks that would enable businesses to see more of their employees having flexible employment
possibilities that would see them working part-time from home (Recommendation 3.2 and 3.3). This
framework also includes the timely delivery of the necessary infrastructure (e.g, via the increased pace of
delivery of the National Broadband Plan) to ensure that employees can effectively work remotely from all
of Ireland’s regions (Recommendation 3.4) and that workers are equipped with the necessary digital and
management skills to navigate the post-pandemic recovery and are fully adaptable to the future world of
work (Recommendation 3.5 and 3.6). Finally, the Council recommends that the Government publish the
successor strategy to Innovation 2020 that will articulate the steps required to make Ireland a Global
Innovation Leader, while ensuring research, development and innovation activities are aligned with public

policy goals (Recommendation 3.7).

These actions will allow Irish enterprises to seize opportunities to develop innovative new products and

services to allow them to thrive and not merely survive in competitive domestic and international markets.

e Deliver key housing and associated social and economic infrastructure, together with other critical
infrastructure projects. Housing is an essential part of any society, and housing markets which do not work
well undermine sustainable and equitable growth. While it may not have a direct impact on Ireland’s
international competitiveness, housing affordability affects Ireland’s ability to retain and attract skilled

workers, with rising costs eroding real incomes for all workers and reducing standards of living.

In addition to its direct contribution to national living standards, Ireland’s housing market must operate in
such a way that it does not generate pinch points that could damage long-run competitiveness. The Council
believes a structural shift in the approach to housing policy is urgently needed, as the piecemeal approach
to planning reform in the past has failed to deliver tangible improvements in housing delivery. Following
the publication of the Government’s Housing for All strategy, it will be important that the priority actions
are identified so that the appropriate sequencing of interventions can be established (Recommendation
4.1) and ongoing monitoring of these interventions to limit unintended market distortions
(Recommendation 4.2). Capacity issues in the planning system will also need to be addressed and

11
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planning authorities need to be sufficiently resourced, so these processes do not delay the delivery of

crucial housing and other crucial social and economic infrastructure (Recommendation 4.3).

Housing is not the only vital infrastructure needed and the Competitiveness Challenge 2020 also outlined
that there are bottlenecks in other critical areas such as water and waste-water, electricity,
communications and transport. These facilities will need to be delivered in tandem with new housing and
will also be required to support enterprise expansion and to facilitate growth in the domestic economy and

new foreign direct investment.

The pandemic has accelerated changes to how people live and work. The attractiveness of a location
cannot be focused solely on it as a place to work, but also on it as a place to live. In delivering on the
affordable housing objectives of the Government’s Housing for All Strategy, it will be important to also
address the availability of other essential services in Ireland. For example, it is critical that the needs of

social infrastructure in the areas of childcare, health and social care and in education are not ignored.

It has long been recognised that childcare in Ireland is expensive, with parents paying some of the highest
gross and net costs for Early Learning and Childcare (ELC) relative to the average national wage across a
broad range of European and OECD countries. The Council has examined this issue on several occasions,
most recently in Competitiveness Challenge 2020 which called on Government to implement policies to
make childcare more affordable. It will be important that the Expert Group established to develop a new
Funding Model for Early Learning and Care and School Age Childcare completes its work in November as

planned, and their recommendations are adopted (Recommendation 4.4,).

e Progress sustainability and inclusivity policies as a matter of priority to ensure that the Irish economy is
less vulnerable to economic shocks and plays its part in the global effort to avoid a climate disaster. While
taking the necessary steps to transition to carbon neutrality by 2050, Ireland’s competitiveness and
productivity performance must deliver for all parts of society, something that was in part explored in the
Competitiveness Challenge 2020. Failing to tackle these issues in the short- to medium- term will have
dramatic consequences for Ireland’s social stability, which presents a fundamental risk to the cohesion of

Irish society.

To this end, the Council would like to see research undertaken that explores the link between productivity
improvements and climate action to ensure that Irish businesses can improve competitiveness while
meeting sustainability targets (Recommendation 5.1). Moreover, Government Departments are currently
co-ordinating policy actions in the Climate Action Plan that need to be met to ensure that Ireland meets its
commitment to reduce emissions by 51% by 2030. The National Competitiveness and Productivity Council

supports this policy process and wants to see real evidence of progress made here (Recommendation 5.2).

As demonstrated in Chapter s, the Irish welfare system and Ireland’s progressive income tax regime does
an effective job in reducing inequality. However, it is important to re-examine Ireland’s taxation and
welfare model to ensure that it delivers for businesses and employees in the 21 century. In this regard, the
Council welcomes the establishment of the Commission on Taxation and Welfare. When this Commission
delivers its report, the Council wants to see Departments take forward these actions in a timely way

(Recommendation 5.3).
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Conclusion

Ensuring the continued competitiveness of the Irish economy and seizing opportunities to undertake vital
reforms is especially important in times of heightened global uncertainty. As Ireland emerges from the
turbulence of the pandemic, a vision is needed to indicate where we should be aiming at in the medium- to
long-term. For the Council, this is a competitive and productive economy that delivers sustainable economic
growth and benefits all of society. The Council has made 20 tangible, actionable policy recommendations to
the Government. These recommendations will build towards a sustainable economy that promotes equality
and inclusiveness, underpinned by a highly skilled workforce, adequate infrastructure, a dynamic business
environment, and agile SMEs with strong productivity growth. It is critical that policy makers when considering
the Council's recommendations remain cognisant that, in order to deliver on medium-to long-term targets,

early action is required to begin the process of reform.
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Summary of National Competitiveness and Productivity Council Recommendations 2021

The Competitiveness Challenge identifies a specific range of recommendations that address both immediate
competitiveness issues, and more medium- and long-term challenges that require urgent action, aimed at
enhancing Ireland’s competitiveness and productivity performance. The National Competitiveness and
Productivity Council has a primary focus on competitiveness and productivity, and through this lens it has
singled out four broad areas where reform is needed to support a sustainable economic recovery. The Council
has focused this year's analysis and recommendations on specific issues where reforms are urgently required
and acknowledges that there are other areas that will also need to be addressed but are outside the scope of
this year's report. The 20 tangible, actionable policy recommendations to Government are intended to lay solid
foundations today for a speedy and balanced recovery in order to secure an improvement in the standard of
living for all of society.

It is imperative that progress is made on these recommendations by the relevant Government Departments
and state bodies over the coming year so that Ireland remains competitive, and the economy begins the
recovery process on a sound footing. In recognition of the fact that some recommendations require the co-
ordinated action of a number of bodies, the Council lists all of the key responsible actors. In these cases, the
first mentioned actor is regarded as having overall responsibility for the recommendation. Last year the Council
welcomed the publication of the Government's first formal response to the recommendations in
Competitiveness Challenge 2020 and looks forward this year to further fruitful engagement on the key
competitiveness and productivity issues facing the Irish economy.

Chapter 1: Immediate Issues Facing the Irish Economy

Recommendation 1.1: Ensure that small and micro enterprises are provided with accessible information on
the options available to them under the Small Companies Administrative Rescue Process so that levels of
uptake are such that viable firms are not needlessly liquidated, with a consequent loss of jobs.

Responsibility: Department of Enterprise, Trade and Employment

Chapter 2: Dynamic Business Environment

Recommendation 2.1: Assess the feasibility of lowering legal costs, from the introduction of a scale of legal
costs, by publishing an assessment of this option.

Responsibility: Department of Justice

Recommendation 2.2: Review the early impact of the Personal Injuries Guidelines to establish whether they
are having the desired impact on award levels and publish the findings of the review.

Responsibility: Department of Justice

Recommendation 2.3: Ensure that sufficient resources are committed to the review of the Irish banking
sector and that any actions identified to improve competition in the provision of SME credit are
implemented as a matter of urgency.

Responsibility: Department of Finance
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Recommendation 2.4: Review the Future Growth Loan Scheme by Q3 2022 and take on board findings in
the design of future loan schemes as a priority.

Responsibility: Department of Enterprise, Trade and Employment

Recommendation 2.5: Improve social protections for Irish workers by publishing and enacting the Sick
Leave Bill 2021 in the current Dail term.

Responsibility: Department of Enterprise, Trade and Employment

Chapter 3: Boosting Productivity

Recommendation 3.1: Establish a research programme and collate supporting datasets to assess the
driving factors behind productivity differentials amongst firms, and particularly indigenous firms, in order
to build a broad evidence-base for further enterprise policy intervention.

Responsibility: Department of Enterprise, Trade and Employment

Recommendation 3.2: Expedite the drafting of new legislation on the Right to Request Remote Working in
the current Dail term that ensures that workers are treated fairly and that enterprises do not face an undue
burden, so that the positive momentum of increased flexible working will continue post-pandemic.

Responsibility: Department of Enterprise, Trade and Employment

Recommendation 3.3: Ensure that working from home possibilities are enhanced by simplifying the
process for claiming expenses, and clarifying the calculation of expenses (broadband/heat/etc.) that may be
claimed.

Responsibility: Department of Finance

Recommendation 3.4: To increase certainty for individuals and businesses, publish a timetable that shows
how the National Broadband Plan rollout is being brought back on track as a matter of priority and develop
adequate contingency planning to ensure that further delays are avoided.

Responsibility: Department of the Environment, Climate and Communications; Department of Rural and
Community Development

Recommendation 3.5: Ensure that the training and upskilling initiatives identified in the Economic Recovery
Plan and the National Recovery and Resilience Plan are fully implemented and adequately resourced in order
to ensure that workers have the appropriate skills, including digital skills, to be fully adaptable to the future

world of work.

Responsibility: Department of Further and Higher Education, Research, Innovation and Science
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Recommendation 3.6: Ensure that the EGFSN Implementation Group responsible for delivering the
recommendations identified in Leading the Way carefully monitor and report on the delivery of the agreed
actions, so that SME managers are equipped with the necessary skills to navigate the post-pandemic
recovery and more widespread flexible working.

Responsibility: Department of Enterprise, Trade and Employment; Expert Group on Future Skills Needs

Recommendation 3.7: Publish the successor strategy to Innovation 2020 by end-2021 that will articulate
the steps required to make Ireland a Global Innovation Leader, while ensuring research, development and
innovation activities are aligned with public policy goals.

Responsibility: Department of Further and Higher Education, Research, Innovation and Science

Chapter 4: Infrastructure for a New Way of Living

Recommendation 4.1: The Housing for All governance and reporting groups should identify the priority
actions that will be targeted in the immediate term, so that the appropriate sequencing of interventions can
be established and resources urgently directed to the areas where real change can be delivered.

Responsibility: Department of Housing, Local Government and Heritage

Recommendation 4.2: Establish reporting mechanisms and evaluation procedures so that the impact of
housing market interventions can be closely monitored and schemes can be adjusted if market distortions
arise.

Responsibility: Department of Housing, Local Government and Heritage

Recommendation 4.3: Ensure that the planning authorities are sufficiently resourced, with appropriate
training and accumulation of expertise, to accommodate each stage of the new Large-Scale Residential
Developments approval process, so that the approval process for housing and other critical social and
physical infrastructure is not delayed.

Responsibility: Department of Housing, Local Government and Heritage; Local Authorities

Recommendation 4.4: Make childcare costs more affordable by adopting the recommendations from the
Expert Group currently examining the funding model that will allow for the delivery of accessible, affordable,
high-quality, sustainable ELC and SAC services following the publication of the report in Q4 2021.

Responsibility: Department of Children, Equality, Disability, Integration and Youth

Chapter 5: A Sustainable and Inclusive Economy

Recommendation 5.1: Undertake research on the interaction between competitiveness and measures to
address climate change with the aim of ensuring that Ireland improves competitiveness and productivity
while simultaneously achieving emission reduction targets.

Responsibility: Department of Enterprise, Trade and Employment

Recommendation 5.2: Make substantial and sustained progress on the actions set out in the Climate Action
Plan when it is published.

Responsibility: All Government Departments
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Recommendation 5.3: Ensuring the work of the Commission on Taxation and Welfare has a focus on
making Ireland’s tax and welfare model fit-for-purpose in the 21st century.

Responsibility: Department of Finance; Department of Social Protection
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Chapter 1: Immediate Issues Facing the Irish Economy

1.1 Introduction
Economic Growth Returns in 2021, but Uncertainties Remain

COVID-1g continues to impact all economies, large and small across the world. It also continues to be a catalyst
for change, accelerating many trends that were already in train prior to March 2020. It now appears, at least in
the major developed economies of the world where the immediate impacts of COVID-19 are dissipating, that
economic developments in 2021 and 2022 will be largely determined by how successfully vaccination

programmes will subdue the pandemic and how quickly restrictions will be lifted globally.

In most countries, the initial shutdown of all non-essential business activities saw large numbers unable to work,
particularly those in customer-facing sectors. The scale of the reduction in economic activity, which amounted
to a massive global recession, was moderated by strong government supports for employment, the move to

remote working, and an upsurge in e-commerce.

The gradual deployment of effective vaccines, and better management of COVID-19 and the measures required
to suppress it, has helped improve sentiment with a resulting increase in confidence for global economic
prospects. Despite this improvement in sentiment in recent months, concerns still exist due to the potential for
new virus variants and the impact of the new environment individuals and businesses will have to live and
operatein.

This chapter will lay out the current economic landscape in Ireland following 18-months of living with COVID-
19. This will include the support measures introduced for and the impact on businesses and workers during
those lockdowns, the implications from the removal of those broad-based supports and the resulting fiscal
impact of those supports. Finally, this chapter considers what measures need to be taken in the short-term to

help the economy adjust to the post pandemic environment.
Strong Irish GDP Growth in 2021, but Domestic Economy Slower to Recover

While the Irish economic outlook remains uncertain due to the ongoing COVID-19 related disruption and
precarious international conditions, international and domestic forecasting institutions have projected strong
GDP growth for the remainder of 2021 and 2022. In 2020 and the first quarter of 2021 GDP growth was driven
by strong export volumes from multinational companies. However, progress in vaccinations in the second
quarter has resulted in a relaxation of the restrictions paving the way for an expected pick-up in domestic
demand. Ireland’s GDP in 2021 is estimated to rise by between 4.2% and 11.1%7 with the wide variation due to
the stronger rebound than expected at the start of the year in both the domestic economy and our major
trading partners. This strong growth is forecast to continue in 2022 with GDP estimated to grow between 5.1%

and 6.9% (see Figure 1.1.1).

7 Central Bank of Ireland ‘Quarterly Bulletin’ July 2021.
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Figure 1.1.1: Forecasts for Irish GDP — percentage change
Ireland (GDP) 2021 2022

OECD® 4.2% 5.1%
European Commission 7-2% 5.1%
Central Bank of Ireland 8.3% 5.4%
Department of Finance?® 8.8% 5.1%
ESRI 11.1% 6.9%

Source: OECD Economic Outlook, European Commission Summer Economic Forecast, CBI Quarterly Bulletin,
Department of Finance Summer Economic Statement, ESRI Quarterly Economic Commentary

Overall, Ireland is forecasted to outperform global GDP across 2021 and 2022. Global GDP is forecast to grow
this year by between 5.7% and 6.0% with growth of between 4.2% and 4.9% in 2022 (see Figure 1.1.2). Ireland’s
very strong GDP growth rate is largely due to robust exports arising in a small number of mainly foreign-owned
sectors. These include pharmaceutical and ICT exports, as well as exports of goods produced abroad but under

contract from Irish-resident firms.

Figure 1.1.2: Forecasts for Global GDP — percentage change
Global (GDP) 2021 2022

OECD 5.7% 4.5%
European Commission*° 5.9% 4.2%
IMF** 6.0% 4.9%

Source: OECD Economic Outlook, European Commission Summer Economic Forecast, IMF World Economic
Outlook

The strong performance of the economy in GDP terms has masked a weaker underlying domestic economy,
impacted particularly strongly by public health restrictions. According to the CSO, in 2020, Modified Domestic
Demand (MDD) fell by 3.8% and contracted further in the first quarter of 2021 by 3.1% quarter-on-quarter. This
weaker performance of the domestic economy in 2020 and in the first quarter of this year is unlikely to be
repeated in coming quarters as the easing of restrictions over recent months has improved consumer and

business sentiment.

Figure 1.1.3: Forecast for Ireland’s Modified Domestic Demand — percentage change
Ireland (MDD) 2021 2022

Department of Finance 2.6% 7-4%

Central Bank of Ireland 3.4% 5.6%

Source: Department of Finance, Central Bank of Ireland

Due to this increased confidence as concerns over the pandemic recede, MDD is expected to grow at a more
rapid pace in 2021 between 2.6% and 3.4% with a stronger rebound in 2022 of between 5.6% and 7.4% (see
Figure 1.1.3). Thisimplies that real domestic activity will rise above pre-pandemic levels during 2022. The easing
of COVID-19 constraints will also allow a clearer view of the impact of the new trading relationship between the

8 OECD Economic Outlook September 2021.

9 Department of Finance Summer Economic Statement.
*° Change in World GDP (excluding the EU).

1 World Economic Outlook Update, July 2021.
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European Union and the United Kingdom on Ireland, including the impact on trade flows East-West and North-

South. The data available to date on trade flows is discussed in more detail in Box A.

Box A: Brexit's Effects on Ireland’s Trade

Building an accurate view of the state of Ireland’s trade in 2021 is difficult due to issues of comparison caused
by the impacts of COVID-19 at the start of 2020 and into 2021. However, a picture is beginning to emerge
on the effects of Brexit on Ireland’s bilateral trade with the UK, its effects on cross-border trade between

Ireland and Northern Ireland, and a shift to EU markets by Irish businesses.

The trade data releases so far in 2021 show that Brexit is continuing to have a significant impact on bilateral
trade between Ireland and the UK. Since the transition period ended in December 2020, trade between
Ireland and Great Britain has been governed by the EU-UK Trade and Cooperation Agreement (TCA). This
has led to increased complexity and costs to bilateral trade. Agriculture has been particularly impacted with
Irish agri-food exports to the UK in the period Jan-May 2021 down by 14% compared to 2019. It is not yet
clear whether the reduction in imports from the UK of €1.8bn for the first six months of the year are due to
the dampening effects of COVID-19, stockpiling measures taken by Irish businesses in late 2020 or to the
added complexity and costs, which will result in a lasting change to IE-UK imports.

IE-UK bilateral trade as share of total Absolute volume of IE-NI trade
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UK % of Exports
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Source: Central Statistics Office

The most notable change in Ireland’s trade statistics lies in cross-border trade between Ireland and Northern
Ireland. The Northern Ireland protocol, intended to prevent a hard border on the island of Ireland, has meant
that it stays within the EU Customs Union while simultaneously remaining part of the UK customs territory.
This means checks are required on goods flowing between Northern Ireland and Great Britain, while cross-
border trade between Northern Ireland and Ireland has remained frictionless. According to the Ulster Bank
Northern Ireland Purchasing Managers Index survey, Northern Irish firms increased their prices in 2021 at
the highest rate since the data series began in August 2002 which may be explained by increased costs due
to trade barriers caused by Brexit. Currently, Brexit appears to be acting as a catalyst to increased trade on
the island of Ireland, however, with continued uncertainty around the implementation of the NI protocol the

recent changes in trade flows cross-border could quickly change.
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Imports from the EU have risen substantially due to Irish businesses seeking to broaden their suppliers. Prior
to Brexit, most Irish trade to the EU went through the so called ‘land bridge’ via the UK but with checks and
delays on goods passing through, many businesses have taken to shipping directly to the continent through
new sea routes through Dublin and Rosslare ports. For example, the number of sea routes from Rosslare to
the continent have more than quadrupled compared to 2020, and freight traffic in January 2021 on these

routes had increased by 446% compared to January 2020*.

While it may be easier and cheaper to export into the EU’s Single Market compared to the UK, it will be
challenging for Irish exporters to replace UK customers with continental based customers, given the
different languages, tastes and cultures across Member States, in addition to managing longer delivery
times. The focus needs to be on how to help Irish exporters overcome these obstacles and gain new markets.

Impact of COVID-19 on Irish Labour Market

The COVID-19 crisis caused the sharpest rise in unemployment in the nation’s history and greatly accelerated
the trend of remote working making it a central part of the workplace today and into the future (See Chapter
3). Prior to the pandemic, the Irish labour market was close to full employment. Over 2.36 million people were
in employment, and the unemployment rate was 4.7% in the fourth quarter of 2019%. CSO data for August 2021
shows a non-seasonally adjusted unemployment rate of 7.1% but that rate rises to 12.4% if all claimants of the

Pandemic Unemployment Payment are classified as unemployed.

Figure 1.1.4 Number of Persons on the Live Register Monthly, in receipt of the PUP or EWSS, 2021
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Source: Central Statistics Office

22 |rish freight volumes to EU ports doubled in first month of Brexit | Reuters.
33 CSO Labour Force Survey Q4 2019.
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The labour market recovery is expected to gather momentum once labour-intensive services sectors fully
reopen; a trend already visible since the gradual reopening of the economy began. However, some sectors will
take longer to return to their pre-COVID-1g levels of employment such as those in the tourism, arts & culture,
and travel sectors. As the recovery takes hold in the second half of 2021 and into 2022, there is likely to be a
slower rate of job matching as income supports are phased out. This is due to potential difficulties in finding
work for those who have had prolonged periods of inactivity, the obsolescence of parts of the capital stock
which cannot be redeployed to other sectors or through lower productivity. As a result, the Central Bank
estimate that the unemployment rate will remain elevated at 7.7% in 2022 and 6.6% in 2023, The scarring
effect on businesses and the implications it has for the schemes that are in place to aid businesses is discussed

further in Section 1.2.
While it is clear from Figure 1.1.4 that COVID-19 induced job losses are severe, and the number of people
dependent on COVID-19 payments has been decreasing throughout 2021, there were still more than 600,000

people dependent on welfare and COVID-19 payments in August 2021.

Figure 1.1.5 COVID-19 Labour Market Impact - Sectoral Overview

NACE 2 Economic Employed | % of total Number Number % of Q4 % of Q4
Sector (Q42019) | employment | of people | of people | 2019 2019

(Q4 2019) receiving | receiving | workforce | workforce
PUP35 EWSS3¢ on PUP on EWSS

| Wholesale & retailtrade | 309,300 13% 18859 45852 6% 15%
_ 286,300 12% 6,905 21,282 2% 7%
_ 111,800 5% 13,031 16,834 12% 15%
Artsentertainment™®  NA NA 8279 25144  NA NA
| Financial & insurance | 115,100 5% 4730 8258 4% 7%
[Education 1 190,500 8% 4023 1681 2% 6%
NETE 227,400 5% 2604 5413 2% 4%
" Agriculture T 106,800 4% 1355 1,629 % 2%
_ 116,600 5% 2,211 322 2% 0.3%

Source: Central Statistics Office

4 Central Bank of Ireland ‘Quarterly Bulletin’ July 2021.

*s PUP Data August 1% 2021.

% EWSS Data May 30 2021.

77 The Industry sector encompasses Mining and Quarrying, Manufacturing, Electricity, Gas, Steam and Air Conditioning Supply, and Water
supply and Sewerage, Waste Management and Remediation Activities. Industry is dominated by Manufacturing which employs close to
90% of the persons engaged in that sector. Further details available here.

8 No standalone employment figures available for Arts & Entertainment sector. It is aggregated with four other sectors and classified as
other NACE activities by the CSO.
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The requirement for COVID-19 payments has been greater in sectors where activity has been most curtailed by
the public health containment measures, are generally labour intensive and are not conducive to remote
working. The sectoral share and breakdown in total number of people in employment and on the Pandemic
Unemployment Payment (PUP) and Employee Wage Subsidy Scheme (EWSS), and their share of the Q4 2019
workforce is presented in Figure 1.1.5 highlights this point with accommodation & food services and wholesale

& retail trade employees significant beneficiaries of EWSS and PUP schemes.

The Stage of Budgetary Policy as Economy Starts to Recover

In the Stability Programme Update®, published in April the Government charted a course for an orderly
reduction in the fiscal deficit which has arisen due to the essential programme of spending undertaken in
response to COVID-19. The overarching policy objective has been to maintain a bridge to economic recovery,
shoring-up household income and keeping firms afloat while restrictions remain in place. Prudent management
of the public finances in the pre-pandemic period meant that this rise in public indebtedness has been
manageable thus far and the expectation is for economic growth in the coming years to reduce the debt-income
ratio. Ireland compares favourably to its European peers on a debt-to-GDP basis at 60.3% estimated for 2021,
lower than the euro-area average of 102% and lower than, for example, Germany (73%) and Finland (71%).
However, when viewed via the lens of GNI*2°, the ratio moves to 112% for the same period.?*

In the Summer Economic Statement, the Government, while acknowledging that the focus had to shift to
correcting the fiscal deficit, has indicated that larger budget deficits will be run between 2022-2025 than
indicated in the Stability Programme Update. These higher deficits are a function of both higher projected
current expenditure and planned higher capital expenditure with current expenditure increasing by 20%

between 2021 and 2025, and capital expenditure increasing by 37% over the same period.

There are significant differences between the future deficit levels outlined in April, when the Stability
Programme Update was published, and in July, when the Summer Economic Statement was released.

For the coming years the Government plans to run significant deficits to fund capital expenditure, and this will
be over a period where developments in international tax policy are likely start to impact on the public finances.
The OECD Base Erosion and Profit Shifting has the objective of reaching agreement between 139 countries on
substantial changes in tax policies to address tax challenges from digitalisation and globalisation and to
improve the coherence of international tax rules. It appears this process is moving closer to an agreement on
international tax reform which includes a minimum corporate tax rate of ‘at least’ 15% and changes to profit

allocation rules for multinational companies to where customers are located.

The Parliamentary Budget Office?? has recently noted the potential risks to corporation tax revenues from
these reforms, as their impact will be greatest on smaller export intensive economies such as Ireland. The
Department of Finance has estimated that corporation tax receipts could be between €800 million and €2
billion lower by 2025 due to OECD reforms, and this estimate is factored into the revenue projections set out in

the Summer Economic Statement.

29 Stability Programme Update 2021.

2 GNI" is a supplementary measure of the level of the Irish economy designed to provide greater insight into Ireland's domestic economic
activity. GNI" excludes globalisation effects related to highly mobile economic activities that disproportionately impact upon the
measurement of the size of the Irish economy. For further information, see here.

2 Symmer Economic Statement 2021; European Commission Spring Forecasts.

22 2021-07-27_an-update-on-the-oecd-beps-proposals_en.pdf (oireachtas.ie).
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As can be seen in Figure 1.1.6, corporation tax receipts have grown significantly since 2015 by an average of €1
billion per annum, and the volatility of the tax head can be seen in the consistent differences between what was
forecast and year end receipts. In addition, corporation tax receipts have become a greater part of the State’s
total tax take over the last ten years with 2020 corporation tax receipts of €11.8bn equal to 21% of total

exchequer receipts (see Figure 1.1.7).

Figure 1.1.6 Corporation Tax Receipts Figure 1.1.7 Tax Heads as % of Total Tax Receipts
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Source: Department of Finance, NCPC Calculations Source: Department of Finance, NCPC Calculations

As noted by the Department of Finance in the Stability Programme Update, the Government’s prudent
management of the public finances immediately prior to the pandemic, helped by corporation tax receipts, has
allowed the increase in public indebtedness to be absorbed. The Government's future fiscal approach as set out
in the Summer Economic Statement raises two points for the National Competitiveness and Productivity

Council.

First, the Government is forecasting a rapid return to economic growth and in that scenario there is a risk that
fiscal deficits may lead to the economy overheating (i.e., operating beyond capacity). This also raises the issue
of the capacity of the economy to manage effectively and efficiently such high levels of current and particularly

capital expenditure due to resource constraints which are discussed further below.

Second, not reducing Government debt in absolute terms over the next 5 years could leave the Irish economy
vulnerable to future economic shocks. A combination of high debt levels, and ongoing deficits, would limit the
Government's ability to act to mitigate an economic crisis as effectively as the Government has responded to
the COVID-19 pandemic. Without the required fiscal room to implement counter-cyclical fiscal policies, in the
face of a future economic shock, the Government could be forced into implementing significant adjustments
to balance the budget while the economy is in recession.

Therefore, it will be important that the plan outlined by the Government in the Summer Economic Statement
of slowly reducing and eventually halting the accumulation of debt is followed closely. To achieve this objective,
it will require the Government to manage spending in line with the expenditure ceilings set out in the Summer
Economic Statement. This may require difficult decisions on spending over the coming years, and it will be
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important that the Government prioritises spending in areas that improve Ireland as a location to live and work,

and to ensure that resources are efficiently employed in the delivery process.

1.2 Short-Term Issues
Unprecedented support for Businesses and Workers

The reported first case of COVID-19 in Ireland was reported on the 2gth of February last year, and within a
fortnight the economy was placed into an unprecedented lock-down. This involved wholesale business closures
as public health measures were introduced to prevent the spread of the virus. The State moved quickly to
provide income supports to workers and business owners whose employment and incomes were devastated by
the necessary public health restrictions. The income supports were followed over the coming months by a range
of supports for business to aid them with liquidity and to help cover part of their fixed costs.

This support for employees and employers, initially expected to be short term in nature, has continued through
the additional waves of COVID-19, and the cost has been substantial. Total direct expenditure measures (such
as Pandemic Unemployment Payment, Employee Wage Subsidy Scheme, Small Business Assistance Scheme
for Covid) is currently €38bn or 18% of GNI” for 2020 and 2021.2 The taxation measures taken such as Tax
Warehousing and VAT concessions, amount to an additional €5.25bn or 2.5% of GNI™.

The income supports, PUP and EWSS, have been the highest proportion of the expenditure and have cost
€8.2bn and €6.5bn respectively to date.?* The latter has played an important role in ensuring the maintenance
of the link between employee and employer. The direct expenditure supports for businesses have been lower
and their availability has been broad based, subject to certain criteria, with the objective of keeping businesses
alive during the imposition of public health restrictions.

The unpredictability of the virus and the requirements for the State to re-impose public health restrictions along
with the cost of the different support schemes resulted in the COVID-19 Contingency Fund Reserve of €5.5bn
that was set aside in Budget 2021 being fully utilised by the end of June.

Compared to the situation the country faced last December when the rise of the Alpha variant of COVID-19
required a third lockdown, there is now a more optimistic outlook for the economy due to the vaccination
programme and its effectiveness on current COVID-19 variants. The successful rollout of the vaccination
programme with 89% of the adult population now fully vaccinated?5, means we are now close to a position to
live alongside the virus and thus allow the re-opening of the vast majority of businesses, although in a ‘new
normal’ environment. The Government’s Reframing the Challenge® sets out the steps for the lifting of public
health restrictions over the coming months and how the focus will move to public health advice and personal

judgement and personal protective behaviours in order for us to live alongside Covid-19.

The impact of the pandemic on businesses has been uneven as can be seen in the large level of claimants from
the accommodation & food services and retail sectors compared to ICT or manufacturing (see Figure 1.1.5).
Research by the Central Bank of Ireland and the ESRI??, based on survey data for the period March to October

23 Summer Economic Statement.

24 As at the beginning of May, and EWSS number includes the cost of TWSS.

25 Covid-19 Update (rte.ie)

26 https://assets.gov.ie/197018/eeq3451c-2¢67-4ea4-ad2b-basfba8bfce2.pdf.

27 New survey evidence on COVID-1g and Irish SMEs: Measuring the impact and policy response, ESRI Working Paper No. 608, April 2021.
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2020, shows that over 70% of firms experienced some level of turnover decline, with the average fall 25%. As
with the PUP numbers, the hardest impacted were those businesses operating in the accommodation & food
services sector.

These findings were supported by the CSO Business Impact of COVID-19 on SMEs in 2020 Survey?® on a
forward-looking basis, where more than 50% of respondents to the survey were confident they had sufficient
financial resources to survive for more than 6 months throughout the pandemic. Arts & Entertainment and
Construction were less confident compared to other sectors, with fewer than 40% of respondents from those
sectors confident they had the resources to survive more than six-months. The responses from the Arts &
Entertainment sector are expected due to the fact that the sector has for the most part been closed since March
2020. The responses from the Construction sector are somewhat surprising as it has faced much shorter periods
of closure and has been fully reopened since May 2021, and significant parts of the sector were open prior to
that.

It is unsurprising that public health restrictions which restricted people’s movements and their ability to access
public areas and face to face services has had a negative impact on businesses. The provision of broad-based
supports to almost every business in the country in such circumstances was clearly the appropriate fiscal policy
response.

Easier to Close than to Re-open - Implications of Phasing Out Supports

As the current levels of vaccination rise and public health restrictions are eased, consideration must now turn
to the phasing out of broad-based supports for businesses, and to determining what, if any, targeted supports
need to replace them. The Economic Recovery Plan (ERP) has outlined the Government’s plan for phasing out
different supports provided to businesses, requiring that any future business supports be targeted at those
businesses that are viable in the medium term but challenged in the short term. This will require moving away
from the broad-based supports provided to all businesses in recent months, identifying those
businesses/sectors that will continue to need support but who have the ability to grow in the future, and
designing appropriate support mechanisms for them.

To consider this issue Council see it as useful to examine existing businesses under three headings.

Viable but Vulnerable

These are businesses that have managed the impact of the
Pandemic well and have seen increased levels of turnoverin
2020, or only suffered limited declines, while remaining
profitable. It would also include businesses that were
started during the Pandemic, taking advantage of the
changing demand and tastes of consumers. With the easing
of restrictions, they will see a recovery in their turnover and
profits, exceeding levels in 2019.

This category of businesses have suffered significant
declines in turnover and profitability in 2020. These
declines have been a result of the public health restrictions,
but even with the relaxing of restrictions they will still
require further time before they return to turnover and
profitability levels experienced prior to March 2020.

These businesses have experienced significant declines in
profitability and turnover over the course of 2020 and 2021.
The impact of the Pandemic on these firms has been to
accelerate changes that were negatively impacting their
business model before March 2020. Even with the full removal
of public health restrictions these businesses will not return to
pre-March 2020 turnover and profitability levels.

28 Introduction - CSO - Central Statistics Office.



https://www.cso.ie/en/releasesandpublications/ep/p-bics/businessimpactofcovid-19onsmes2020/introduction/

Ireland’s Competitiveness Challenge 2021

Based on these three broad categories, the firms/sectors that fall into Business as Usual are benefiting from the
reopening of the economy and are exiting or have received little from the different business support schemes,
and those under schemes such as COVID-19 Restrictions Support Scheme (CRSS) are receiving re-opening

bonus payments as they exit them.

The challenge will be for the remaining two categories as we move past September when Employee Wage
Subsidy Scheme (EWSS) payments will decline, and more significantly from end of December 2021 when both

schemes are due to expire.

Central Bank/ESRI research and recent data from the CSO highlight that a cohort of firms have struggled during
the pandemic. The CSO survey?® conducted in 2020 showed a 1/3 of respondents were not confident of having
the financial resources to survive longer than 6-months under COVID-1g restrictions. The Central Bank/ESRI

analysis highlights that in 2019, 24.4% of SMEs were loss making or only breaking even.

The disruption caused to society and the economy as a result of the pandemic would not have improved the
financial position of these firms. The OECD have highlighted the growing concern3® that large financial supports
and regulatory interventions, which have kept many businesses operating that otherwise would have
contracted or closed, may negatively affect resource allocation and productivity growth in the long term if
unviable businesses are kept afloat. The continuation of broad-based business supports or their replacement
with untargeted schemes will only result in unviable businesses failing to close or downsize for longer. Such an
outcome will have negative impacts on the productivity of the economy, as it will prevent capital and labour to
be channelled towards new business opportunities.

Therefore, it will be important that the extensions of any supports post the end of this year are designed to
ensure, as much as is possible, the aid goes to businesses in the Viable but Vulnerable category. It will be difficult
to achieve this through a sector-based approach as not all businesses will fit neatly into a specific sector and
will have activities that overlap with other sectors.

The design of any support schemes would require a focus on pre-pandemic financial performance and viability
of business model. This would be a move away from the blunter tools of declines in turnover and limitations
imposed on businesses due to Public Health Regulations as has been used during the pandemic for schemes
such as Small Business Assistance Scheme for Covid (SBASC) and CRSS.

In addition to SBASC and CRSS over the last year we saw the introduction of a number of sectoral schemes
aimed at helping businesses with their fixed costs. The speedy introduction of these schemes provided
welcome support for businesses with their fixed costs while closed or significantly restricted in their activities
due to COVID-19. The speed at which schemes had to be designed, rolled-out and at times quickly amended to
aid businesses meant certain shortcomings arose.

These sectoral schemes along with CRSS and SBASC resulted in at least eight separate schemes in place to aid

businesses with their fixed costs.3* They had different payment rates, with some paying a fixed amount when

29 Business Impact of COVID-19 on SMEs 2020.

3° OECD (2021), "Business dynamism during the COVID-19 pandemic: Which policies for an inclusive recovery?", OECD Policy Responses.
to Coronavirus (COVID-1g9), OECD Publishing, Paris.

31 CRSS, SBASC, Failte Ireland Business Continuity Scheme Phase 1, Failte Ireland Strategic Tourism Transport Business Support Scheme,
MEBAS, EBCSS, MEAF & Coach Tourism Business Continuity Scheme.
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others made payments to businesses based on turnover levels, with slightly different eligibility requirements.

In addition, they were paid by different agencies or departments.

The planned Business Resumption Support Scheme (BRSS) is a positive step of moving away from multiple
sectoral schemes as it is focused on businesses that are struggling still as the economy re-opens and is not as
restrictive as CRSS. The introduction of so many schemes over the last year, with the same or very similar
objectives raises the need for a timely assessment by the relevant departments of their effectiveness, the data
collected from firms applying for the different schemes and importantly what lessons can be learned to help
improve the design of future support schemes.

The experience of having multiple schemes in place with similar objectives highlights the importance that in
the event of any extension of supports is co-ordinated centrally. Ideally supports would be administered as a
single scheme by a single public body that would have the ability to provide the resources and capability to
examine financial performance and business plan viability. This would reduce the cost of providing the scheme,
reduce complexity for businesses and enable the application of the lessons learned from the departments and

agencies that quickly put in place previous support schemes.

Not all Businesses will Recover

The targeting of supports to viable, but vulnerable businesses does not mean the plight of those businesses
that fall into the Scarred category should be ignored. These businesses in some cases will be able to continue

in operation if they can reduce in size, which will likely mean restructuring of liabilities and reducing workforce.

The need for an examinership framework for SMEs that is cost effective will be important to help achieve in the
restructuring of liabilities. It will also be important that changes to our statutory redundancy regime are also in
place quickly once the employee redundancy rights are reinstated on the 30 September to ensure businesses
that are struggling can pay statutory redundancy to workers, without those payments jeopardizing the
continued viability of the businesses. The COVID-19 Debt Deferral arrangement will be based upon the existing
framework that exists to support businesses unable to pay statutory redundancy and is currently being
developed by the Department of Enterprise, Trade & Employment and the Department of Social Protection.

With the reinstatement of redundancy rights for employees it will also be important that workers are not
disadvantaged due a period of layoff as a result of the pandemic, which could arise in relation to levels of
redundancy lump sum payment. There should be consideration given to the introduction of a COVID-1g related
payment to prevent such an outcome for employees that were laid-off due to the impact of public health

measures.

The impact of the financial strains imposed or exacerbated by the pandemic did not become apparent over the
course of 2020 when examining insolvent liquidations numbers (see Figure 1.2.1). The number of insolvent
liquidations in 2020 remained lower than in 2019. In the early stages of the pandemic, the insolvent liquidation
rate unexpectedly fell due to the temporary inability of company directors to convene creditors’ meetings
safely. This trend then reversed in the second half of 2020 as insolvent liquidations returned to pre-pandemic
trends, but there was no evidence of an increase in insolvencies above previous trends despite the continuing
difficult economic circumstances.
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This trend is even more surprising given that the Central Bank/ESRI research has identified almost 25% of
businesses were only breaking-even or loss making in 2019. The additional financial strain of the pandemic
would imply these businesses would have failed in 2020, but it appears the cumulative effect of Government
wage supports, deferred tax liabilities, loan payment breaks, forbearance from other creditors, highly
accommodative monetary policy and pre-existing financial buffers held down the insolvent liquidation rate. In
the first quarter of 2021, the average level of insolvent liquidations were higher than in the same period in 2019,
but these levels have fallen back again in more recent months.

Figure 1.2.1: Enterprise Insolvent Liquidations
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The surprising lower levels of insolvent liquidation than expected over the course of 2020 and 2021 in Ireland is
not unique. The OECD3? have surveyed 12 OECD countries3? which showed monthly bankruptcies have dropped
by more than 30% on average year-on-year since March 2020 and no significant rebound was seen up to the

end of November last year.

Historically, economic activity together with forward-looking default indicators from equity markets help
predict business bankruptcies in advanced economies. However, analysis by the Bank of International
Settlements3* (BIS) shows a diverging default outlook between these two indicators due to the highly unusual
nature of the COVID-19 shock and the unprecedented policy support for the enterprise sector across the globe.

The BIS analysis suggests that the cumulative predicted increase in the number of business bankruptcies in the
2020-21 period ranges from almost 5% to more than 30% across their sample of advanced economies. While
Ireland is not included in the BIS sample, the analysis provides a useful indicator of the range of potential
insolvencies. By end-2021, the BIS estimates business bankruptcies will rise by an average of about 20%, this
compares to a circa 45% average increase in business bankruptcies observed between the years 2007 and 200g.

32 OECD (2021), "Business dynamism during the COVID-19 pandemic: Which policies for an inclusive recovery?", OECD Policy Responses
to Coronavirus (COVID-1g9), OECD Publishing, Paris.

33 Belgium, Canada, Denmark, Finland, France, Germany, Netherlands, New Zealand, Norway, South Africa, Spain and UK.

34 https://www.bis.org/publ/bisbullzo.pdf.
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A Central Bank of Ireland Economic Letter35, published in October 2020, highlighted the historical link between
the insolvent liquidation rate and current labour market conditions in Ireland. Since 2001, the insolvent
liquidation rate has generally tracked monthly unemployment and the insolvent liquidation rate rose steadily
in late-2007 and early-2008, in line with a rising unemployment rate. This relationship broke down in 2020 but

could signal a future sharp rise in insolvencies when policy supports are eventually withdrawn.

While Government financial supports and amendments made to insolvency law 3 proved successful in
mitigating the immediate impacts of COVID-19 on companies, as supports are tapered back, the pre-existing
financial weaknesses across small companies are likely to be amplified and it may become clearer that the
business models of some firms are no longer viable. Thus, the levels of insolvent liquidation are likely to rise
above pre-pandemic levels. It will be important to have an efficient insolvency regime in place then that can

facilitate the reallocation of productive resources across the economy.

The uncertainty surrounding the level and timing of insolvent liquidations raises a difficult trade-off for policy
makers. If the scope and size of business supports in place is the explanation for low levels of insolvency, any
extension of these schemes could result in firms in the Scarred category holding on for longer resulting in a
significant fiscal burden and dampening productivity of the wider economy. The offsetting risk is the rapid
removal of these supports too quickly before the recovery is embedded which will run the risk that those firms
that are viable, but vulnerable will face a sudden stop in essential liquidity support that could result in an
increase ininsolvencies. The eventual tapering and final withdrawal of such supports must be carefully balanced
to meet the enterprise sector’s requirements for recovery, while being cognisant of the limited resources of the

State and the need to efficiently allocate them.

As this process begins for withdrawing support schemes, it is equally important that we have the appropriate
insolvency framework in place in Ireland to help businesses restructure. Ireland’s existing rescue framework,
examinership, is internationally recognised and successful in its own right. The commercial reality of the costs

associated with it, however, means this important tool was often too expensive for small companies to access.

There have been previous attempts made to reduce the cost of examinership by amending the Companies Act
2014 to allow small and micro companies to initiate examinership in the Circuit Court rather than the High
Court. However, this amendment did not result in a corresponding increase in the use of examinership by
smaller companies. Business representatives had advocated for a bespoke rescue process for small and micro
enterprises to assist them as they transition from Government financial supports to normal operations.

In reaction to the calls from industry and the need to help those businesses that fall into the Scarred category
because of the pandemic, the Government brought forward the Companies (Rescue Process for Small and
Micro Companies) Act 2021, which was signed into law on the 22" of July. The Act provides for the Small
Companies Administrative Rescue Process (SCARP) and will assist viable small companies to remain in business
as the economy is re-opened and pandemic related supports are phased out. By mirroring elements of
examinership in an administrative context (thereby reducing court oversight), the process is more cost efficient

and capable of conclusion within a shorter period of time.

35 https://www.centralbank.ie/docs/default-source/publications/economic-letters/vol-2020-no-13-irish-company-births-and-insolvent-
liquidations-during-the-covid-19-shock-(mcgeever-sarchi-and-woods).pdf.

3 The Companies (Miscellaneous Provisions) (Covid-19) Act 2020 made temporary amendments to substantive insolvency law to support
companies to trade during the COVID-1g crisis. It increased the period of protection afforded by examinership to 150 days and increased
the threshold at which a company may be wound up.
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The introduction of this new regime provides an alternative route for smaller businesses to restructure their
liabilities and enable them to continue trading. This is an important development for those businesses that are
scarred due to the pandemic and are now facing the withdrawal of broad-based business supports. It also allows

the Government to withdraw those broad-based business supports and focus limited fiscal resources to those

firms falling into the viable, but vulnerable category.

It is crucial that SCARP and its benefits to small companies is broadly advertised, to ensure that the limited use
by small firms of the examinership process following previous changes does not reoccur. To avoid such a
situation, it will be important that smaller businesses are made aware of their options when looking to
restructure their liabilities to save their firm and increasing the awareness of SCARP will play a key part in

achieving this outcome.

Recommendation 1.1: Ensure that small and micro enterprises are provided with accessible information on
the options available to them under the Small Companies Administrative Rescue Process so that levels of

uptake are such that viable firms are not needlessly liquidated, with consequent loss of jobs.

Responsibility: Department of Enterprise, Trade and Employment

Support for Workers to Re-Train and Re-enter Labour Force also Key to Recovery

It is important that employees that have either been out of work and in receipt of PUP, or who will lose their
jobs in those businesses that will close or restructure in the coming weeks and months, continue to be

supported.

During the pandemic the State provided significant financial resources to ensure people’s incomes were
protected and to help maintain the link between employee and employer. This was achieved through the
Pandemic Unemployment Payment (PUP) and the Employee Wage Subsidy Scheme (EWSS). The level of aid
provided by the State can be seen by the fact that at its peak, 52% of the workforce or 1.2 million workers was

in receipt of some level of income receipt from the State.

Figure 1.2.2 PUP and EWSS Claimants
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The gradual lifting of restrictions has seen the level of claimants on PUP decline significantly with EWSS
increasing as the economy re-opened. When examined in more detail, the under 25's make a higher proportion

of the EWSS claimants compared to PUP and has increased significantly in certain recent months.3”

Figure 1.2.3 PUP Claimants by age Figure 1.2.4 EWSS Claimants by age
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The high proportion of the workforce still in receipt of PUP or EWSS increases the risk of long-term

unemployment and scarring of the workforce.

The Economic Recovery Plan has, as one of its four pillars, one focused on helping people back to work. The
objective to have 2.5 million back at work by 2024 is welcome, but it is critical that the required actions are

undertaken quickly, and the focus is on those aged under 25.

As the economy re-opens, the changes to the way businesses operate and how we consume goods and services
that have been accelerated as a result of the pandemic will come more and more apparent. Alongside the
reduced and ultimate withdrawal of State schemes that have supplemented incomes and provided liquidity to

companies, this will result in re-allocation of resources.

To successfully manage this process, the Government will need to allocate its resources, both fiscal and
administrative, to aid workers impacted by the pandemic, alongside and in line with the supports for
businesses. This will include the ability for firms to access help to pay mandatory redundancy so that workers
are not disadvantaged from having a break in service due to PUP when their mandatory redundancy is being
calculated. Forthose workers who have lost their jobs or will lose them in the coming months, the appropriate
framework needs to be put in place quickly to enable them to re-enter the labour force and minimise the

number that enter long-term unemployment.

37 It should be noted that the CSO estimate circa 8% of PUP recipients are in full time education and it is likely they will fall out of the PUP
numbers in the September as they are excluded from the scheme as they return to full time education.
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From a competitiveness perspective, it will be important that labour is redistributed to those areas of the
economy that are benefiting from the changes being brought about as a result of the pandemic.3® The
Competitiveness Challenge 2020 outlined the importance of Government action to ensure unemployment did
not become entrenched and that the skills base in enterprises continues to be strengthened.

As sectors struggle to recover from the COVID-19 pandemic, some roles will become obsolete, and demand for
a wide range of skills, including digital skills and managerial skills, is expected to increase across the economy
in the coming years. In addition, the new methods of working induced by COVID-1g are giving rise to additional
skills needs as businesses adapt to the new reality. The Council was clear in the need for businesses to prepare
their workforce for the roles that are predicted to grow in the coming years.

As part of the ERP, the new Pathways to Work 2021-2025 has as its objective to help those people whose jobs
have been permanently lost as a result of COVID-19. It is focusing on preventing long-term unemployment and
younger workers who have lost jobs. The strategy is based around five strands of action with 83 commitments.

Under Pathways to Work, Intreo3® will be provided with increased resources to act as a one stop shop for
jobseekers, the introduction of a new paid work placement experience programme, an increase in the number
of apprenticeships and further education training places available, and improved access to further education
and self-employment opportunities. The strategy also focuses on making it easier to recruit workers including
the payment of recruitment subsidies of between €7,500 - €10,000 under JobsPlus.

The Council welcomes the specific focus on younger workers. This includes ringfencing roles for younger
workers on Workplace Experience Programmes, promoting apprenticeships and incentives for employers when
recruiting younger workers. The focus on apprenticeship as a core skills development option for employers
across all sectors of the economy, and for workers across all sections of society, is one that can make a
significant contribution to addressing Ireland’s skills needs, as it seeks to recover from the impact of the COVID-

19 pandemic.

In particular, apprenticeships can provide a reskilling route to rapid re-employment for those impacted by
structural changes to the economy and labour market and support the digital and green transitions. To achieve
the objective of increasing apprenticeship registrations to 10,000 a year by 2025 the use of financial and non-
financial supports to increase employer engagement with the programme will be key. The lack of focus on such

measures in previous action plans on apprenticeships has been a barrier in reaching targets in the past.

Importantly the Pathways to Work calls for the social welfare system to support people in making the transition
to work. This includes commitments that the Department of Social Protection will, when making changes to
the welfare system of supports, draw on the experiences gained during the pandemic, including the design of
any pay-related short-duration jobseeker payment. There is also a commitment to explore the introduction of
a new short-time work support scheme, building on the experience of EWSS which has played an important
role in helping employers hold onto staff with State support. These proposals would be an important aid to both

employees or employers to offset the shock on income or revenues.

38 The supply of labour of course can be supplemented by net migration, but in Ireland’s case has historically being volatile with periods of
net outflows. The ESRI have estimated net migration from 2021 to be 12,500 per annum, but the impact of the pandemic and the
restrictions on people travelling freely across borders will likely impact on that number (Prospects for Irish regions and counties:
Scenarios and implications (esri.ie).

39 Intreo, the Public Employment Services, is a single point of contact for all employment and income supports. Designed to provide a
more streamlined approach, Intreo offers practical, tailored employment services and supports for jobseekers and employers alike.

33


https://www.esri.ie/system/files/publications/RS70.pdf
https://www.esri.ie/system/files/publications/RS70.pdf

Ireland’s Competitiveness Challenge 2021

The Programme for Government commitment to introduce a pay-related, social insurance based, short-term
jobseeker payment should be progressed over the coming months and ideally should be in place prior to the
ending of PUP, in February 2022. The commitment to explore introducing a short-time work support scheme
should be prioritised over the course of 2022. With both schemes in place, it will provide a more stable working
environment for employees and help keep them closer to their employer in times of short-term stress for a
company.

An important foundation to allow the possibility for these income support schemes to be even considered is
the PAYE Modernisation by the Revenue Commissioners along with the modernisation of the Department of
Social Welfare systems allowing the sharing of information. This should be considered further to see what other
efficiencies can be achieved in the delivery of State services, not only those related to Revenue and Social
Welfare.

The sharing of information between the taxation and social welfare systems also has the opportunity to enable
the State to design a basic form of income guarantee that will ensure individuals, whether in employment, on
welfare or a mixture of both, be assured of a basic income as committed to within Pathways to Work.

1.3 Remainder of the Report

This Chapter has provided a summary of the immediate issues that need to be addressed as the economy comes
out of COVID-19. At the same time, there is a need to deal with outstanding issues which pre-dated COVID-19
and which now require urgent attention. These policy issues, which include digitalisation and SME productivity,
housing, and climate action, require focused consideration now as the responses required are multi-faceted
and progress must be built upon in a stepwise fashion. Many of these actions and reforms will be challenging
to implement and take time to deliver their desired result, so it is vital that a whole of Government policy focus,
similar to the approach taken to tackle the COVID-1g crisis, is established to tackle these difficult issues and
initiate the first crucial steps with a sense of urgency.

The scale of medium and long-term challenges currently facing the Irish economy should not be
underestimated and vital reforms are needed to enhance long-run competitiveness and ensure widespread
productivity growth. These reforms will involve difficult choices around which areas should be prioritised and
targeted first, while acknowledging the fiscal realities of an already stretched general government balance
sheet. The Council believes a systemic approach is required, with careful sequencing of targeted actions that
can generate the greatest impact in the immediate term. It will also be important to identify reforms that do
not require an increase in public expenditure, but instead can be achieved by streamlining existing processes

and procedures and achieving efficiency gains.

Individuals and enterprises will all play their part in the economic recovery and a number of Government
Strategies and Action Plans are already in train to support Ireland’s long-run development. It is essential that
the actions outlined by Government can be delivered in a coherent manner with a view to creating an inclusive
and sustainable economy. The Council’s role is to make recommendations to Government on the best ways to
improve competitiveness and productivity in the Irish economy and this report lays out these recommendations
in the following chapters. Chapter 2 details the importance of a dynamic business environment, where Irish
enterprises can access the services they require, with reasonable costs and choice. This dynamic environment
is essential if Irish businesses are to compete successfully in a globalised world. Chapter 3 explores productivity
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developments in Ireland and highlights the importance of boosting productivity growth, especially amongst
indigenous SMEs. Chapter 4 examines how investing efficiently in Ireland’s housing stock and other critical
infrastructure can help boost the economic recovery while also meeting specific long-term infrastructure needs
that benefit living standards. Chapter 5 discusses how to ensure that the economic recovery is sustainable and
inclusive, with consideration for social, regional and gender equality. And finally, the Conclusion section

provides a summary of the NCPC's findings in this Competitiveness Challenge report.
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Chapter 2: Dynamic Business Environment

2.1 Introduction

The OECD*° have noted that an effective and transparent business environment is key for entrepreneurship at
all stages of the business life cycle, including entry, investment and expansion, transfer and exit. Reducing the
regulatory burden on SMEs can improve productivity and competitiveness. All businesses face unavoidable
fixed costs. As Ireland is a high-cost jurisdiction, it is not surprising that the cost of some essential services is
higher relative to other economies. However, large cost differences between similar jurisdictions can be a signal

that there may be factors in the underlying market that are driving these cost divergences.

In some instances, market failures may lead to inefficient markets driving costs higher. However, in other cases,
markets may operate efficiently, but still may not deliver outcomes that best support the competitiveness of
the economy as costs reflect structural policy settings underpinning these markets (for example, all else being
equal, acommon law legal system is likely to be more expensive to operate than a civil law legal system). Where
this is the case, the Council’s role is to highlight the explicit, or implicit, policy decisions that are driving higher
costs and propose solutions that would address any competitiveness issues, while at the same time serving the

Council’s wider objective of supporting a sustainable economy that delivers for everyone.

In recent years, the Council has highlighted the impact that three key business costs (insurance costs; legal
costs; and the cost of credit) have on the competitiveness of Irish businesses (especially Irish SMEs). The
Government has begun to take action in these areas, with further action planned. Given the importance of
these areas to underpinning Ireland’s business environment, especially in the current context, the Council has
chosen to re-visit these issues in this report. The Council has also decided to examine the impact that certain
social policies (such as mandated sick leave and pension auto enrolment) can have on Irish businesses (and
SMEs specifically). The Council is supportive of ensuring that Ireland is not just a good place to work, but also a
great place to live, and these social policies certainly have a role to play in this regard (See Box C on socio-
economic issues). However, the cumulative impact of these policies may impose an undue burden on
businesses, which could damage competitiveness. In this chapter, the Council sets out: (i) the evidence of higher
costs in Ireland relative to comparator countries; (ii) the key reasons for these cost differences; and (iii) the
policy actions needed to address these cost issues and improve the competitiveness position for Irish
businesses.

2.2 Current Situation in Ireland

Business environment is a very broad term that is designed to capture the whole spectrum of factors that
businesses encounter over their lifecycle (beginning with the ease of starting a new business). It is essential that
Irish enterprises have access to other business services at reasonable costs. Specifically, the vast majority of
businesses will need affordable access to: (i) the legal system; (ii) liability insurance; and (iii) credit for
investment. On top of these costs, there are also areas where Government is expecting business to get on board
and contribute to initiatives such as pension auto-enrolment and mandated sick leave. These socio-economic
policies are designed to create an attractive workplace environment for current and future workers in Ireland,

which will only become more important in a world where certain types of work can be done from anywhere (see

4° 2018-SME-Ministerial-Conference-Parallel-Session-1.pdf (oecd.org)
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Box C). However, the implementation of these measures must not unduly burden Irish businesses, especially
SMEs).

The Legal System

There are numerous points where businesses need to engage with the legal system. Consequently, the cost of
legal services is fundamental to the competitiveness of Irish businesses, especially Irish SMEs, where the cost

of legal services cannot be spread over large revenues.

High legal costs affect the ability of companies to compete and prosper, but higher direct costs of doing
business are just one aspect of the problems that high legal costs create. Litigation also imposes indirect costs
that stem from the uncertainty created by litigation, which may deter investment and affect the ability of

companies to borrow**,
Liability Insurance

Public liability (PL) and employer’s liability (EL) insurance allow organisations to undertake a broader range of
activities by reducing the risk that they face by transferring the risk to specialist risk management
organisations. Without affordable insurance, businesses (particularly SMEs) may face too great a risk if they

expand and consequently miss out on opportunities to grow.

In February 2021, the Council issued a bulletin on insurance costs#?, which set out the latest available evidence
on the cost of liability insurance in Ireland. In the bulletin, the NCPC noted that there were no price indices
(eitherin Ireland or internationally) that track the cost of PL and EL insurance. However, the findings of the Cost
of Insurance Working Group, business organisations, and the Competition and Consumer Protection
Commission (CCPC) study on public liability insurance, all indicated that there had been a slow, but steady, rate
of increase in public liability premiums in Ireland over recent years. These findings were consistent with
anecdotal evidence from the sectors most affected by the cost of insurance to suggest that, before COVID-1g,
the price of insurance had been increasing and that it had become more difficult to secure insurance for certain

types of business.

The bulletin also noted that the Central Bank of Ireland intended to expand the National Claims Information
Database (NCID) in 2021. On 14 July 2021, the Central Bank published the first of this newly expanded NCID,
which provides detailed information on claims and premiums in relation to EL, PL and commercial property. It

also provides information that tracks premium trends by industry type.

The Central Bank report demonstrated that the vast majority (94%) of businesses bundled insurance policies*3
had premiums of less than €5,000, and almost two third of businesses had premiums of less than €1,000. These
average figures need to be treated with caution as liability insurance spans a broad range of business sectors
and activities, so the average may not reflect the reality of a specific sector or the size of its insured business.

4 McKnight and Hinton (2014) ‘International Comparisons of Litigation Costs'.

42 National Competitiveness and Productivity Council 21-1 (2021) Insurance Costs.

43 The Central Bank report found that a material amount of liability business is purchased as part of a package including non-liability
coverages, most notably, Commercial Property. A package policy can include any combination of two or three of EL, PL and Commercial
Property insurance covers under a single policy.
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The report also showed that overall average premiums increased by 4% between 2009 and 2019. However,
there were two clear trends over this period. From 2009 to 2013, the average premium for package policies
decreased by 16%, which was followed by an increase of 24% and from 2013 to 201944. For particular sectors,
the increase in premiums was even more stark. For example, from 2009 to 2019, insurance premiums for the
Arts, Entertainment and Recreation Sector experienced an increase of approximately 105%.

Credit

In normal times, SMEs need financing to fund investment in property and equipment, to build inventories, to
hire and train new employees, and to develop and launch new products and services. In a post-COVID world,
businesses need affordable access to credit to ensure that they can adapt their services in a changing world. If
credit costs are too high, these investment decisions may not make business sense with implications for SME
productivity. As shown below, Irish businesses face higher interest rates to finance investment and working
capital than their euro area counterparts, which holds regardless of the size or duration of the loan period.

Figure 2.2.1: Average interest rates for non-financial ~ Figure 2.2.2 Average interest rates for non-financial
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Irish SMEs have traditionally held a preference for using bank borrowing to fund working capital and investment
activity*5. The latest ECB/EC Survey on Access to Finance of Enterprises (SAFE) (published November 2020),
include responses from 467 Irish SMEs and showed that 67% of respondents identified credit lines, including
bank overdrafts and credit cards, as a source of financing relevant to their enterprise. Bank loans were also
popular amongst Irish SMEs with 57% of respondents identifying this form of financing as relevant to their
enterprise. However, the requirements by many banks for clients to provide personal guarantees may
discourage some SMEs from opting for this form of financing. By comparison equity capital and debt securities
were much less popular, with just 14% and 8% of respondents, respectively, reporting these sources of

financing as relevant to their enterprises.

The SAFE survey results also allow funding patterns for SMEs in Ireland to be compared to their European

counterparts. Irish SMEs were third highest amongst EU member states to identify credit lines as a popular

44 A business’s insurance cost may mechanically increase simply as a result of the business expanding, for example taking on new staff
members. The period between 2015 and 2019 was one of economic growth and this could be a factor in the rising insurance premiums.
45 ESRI (2013) The Importance of Banks in SME Financing: Ireland in a European Context.
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form of financing, with 67% of respondents, compared to 50% of EU respondents. In terms of bank loans, Irish
SMEs were fifth highest in identifying this source of financing with 57% of respondents, compared to an average
of 48% in the EU.

As noted, when Irish SMEs traditionally borrowed, they preferred borrowing from banks and consequently bank
finance remains important for Irish SMEs. However, as mentioned in Competitiveness Challenge 2020, better
financial awareness among business managers could encourage more diverse — and potentially lower cost —
forms of borrowing (such as equity financing).

Social Policies to Support Employees

Social protection policies that promote employee wellbeing can benefit both businesses and employees by
helping to manage the risks that individuals, and businesses, face. Moreover, by enabling employees to feel
more in control of their working lives, such policies can lower absenteeism and increase productivity. The
Council is supportive of these policies, noting that they can have a positive impact on Ireland’s competitiveness
by making Ireland a more attractive place to live (see Box C on socio-economic aspects of competitiveness).
However, it is important to recognise the impact that these policies can have on business costs and ensure that
they are implemented in a way that does not disproportionately impact the competitiveness of Irish SMEs. Two
key policies in this area, that are currently at important points in the policy making process, that the Council
has chosen to examine are: (i) sick pay; and (ii) pension auto-enrolment.

Sick Pay: Currently, employers are not obliged to pay employees for periods of absence due to illness, though
many employers do provide sick pay without a statutory obligation to do so. However, under certain conditions,
employees may be entitled to illness benefit - a short-term Government payment to those who are unable to
work due to illness — which is paid after 3 ‘waiting days'.

The pandemic brought issues with the sick pay system in Ireland into sharp focus. In the absence of a sick pay
scheme, and because of the ‘waiting days’ associated with illness benefit, employees could have faced a
monetary penalty from complying with the health measures required to contain the pandemic (e.g., the self-
isolation requirements). To support people in isolation, the Government temporarily enhanced the illness
benefit scheme by removing the ‘waiting days’ requirement, so that the payment could be made from the first
day of the illness.

In May 2021, the Department of Enterprise, Trade and Employment published a Regulatory Impact Assessment
(RIA)® that set out the intention that statutory entitlement to sick pay will be rolled out as part of a 4-year plan
and will initially be for 3 days per annum in 2022, bridging the gap in coverage caused by the ‘waiting days’ for
illness benefit. The RIA also outlines that — while the 70% rate of gross pay is set to ensure excessive costs are
not placed on employers — the potential cost to businesses could be significant at higher income levels.
Consequently, the Department applied a daily earning threshold figure of €110. The statutory entitlement to
sick pay will be rolled out as part of a 4-year plan and will initially be for 3 days per annum, rising incrementally
to 10 days in 2025.

Pension Auto-enrolment: Ireland, like many developed countries, is facing a demographic challenge on
pensions. In the long term, the ratio of people of working age to pensioners presents a significant challenge for
the sustainability of the pension system.

46 Microsoft Word - RIA Sick Leave Bill 2021 25-05-21 (enterprise.gov.ie).
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In 2018, it was estimated that Ireland’s supplementary pension coverage rate ¥, which includes both
occupational and personal pensions, has remained relatively static over the last 20 years at approximately 50%
of those in employment. When considering the private sector only, this reduces further to just 35%. Without
reform, many individuals may not accumulate sufficient savings to adequately replace their pre-retirement
income level. As a consequence, many retirees may suffer an unwanted reduction in living standards and

increasingly rely solely, or mainly, on State supports.

One of the crucial actions to address this challenge is the introduction of automatic enrolment (AE) system —
where employees will be signed up to a pension scheme by default; rather than having to ‘opt-in’ to a scheme
if they want it, people will have to opt-out if they do not wish to participate. This approach has been discussed
for many years, and the Council is fully supportive, as it facilitates people who would like to begin saving for
retirement but have not done so yet for a variety of reasons. AE will apply minimum contribution obligations
across all employers, with employees and Government also contributing, and will result in many employees in
the private sector without individual retirement savings making contributions into personal accounts.

2.3 Actions Crucial for a Dynamic Business Environment

Given these are areas where there have been long-standing issues and where the Government already have
outlined policy actions, so the purpose of this section is to assess whether these policies are sufficient to address
the issues of higher costs faced by businesses and especially SMEs. While progress in these areas has always
been important for Ireland’s competitiveness, substantive action is even more pressing now as businesses
emerge from the pandemic.

The Legal System

Following on from the Legal Services Regulation Act (2015), there has been several measures designed to
address legal costs. In October 2019, the Office of the Legal Cost Adjudicator (OLCA) was established, replacing
the previous system with the Taxing Master. The OLCA is responsible for the independent, impartial, and

objective resolution of legal costs disputes“®.

More recently and following the publication of the Report on the Administration of Civil Justice, which was
overseen by the then President of the High Court, Mr. Justice Peter Kelly, the Department of Justice? has
committed to commence work to introduce new scales of legal costs that would be independently drawn up,
to reduce legal costs and provide greater certainty to the users of legal services in relation to costs. As part of
this, the Department has committed to complete a detailed examination of the recommendations contained
within the Report on the Administration of Civil Justice, and to carry out a detailed economic and legal

evaluation of these policies.

The Government has also recently approved the General Scheme of the Courts and Civil Law (Miscellaneous
Provisions) Bill 2021. The Bill provides for an amendment to the Legal Services Regulation Act 2015, which will

allow for the introduction of solicitor-barrister legal partnerships. The Competition and Consumer Protection

47 A Strawman Public Consultation Process for an Automatic Enrolment Retirement Saving System for Ireland, Department of
Employment Affairs and Social Protection here.

48 Annual Report of the Office of the Legal Cost Adjudicator gov.ie - Minister McEntee welcomes first report and strategic plan of the
Office of the Legal Costs Adjudicators (www.gov.ie).

49 Justice Plan 2021 Department_of Justice Action Plan_2021.pdf.
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Commission (CCPC) has suggested that this development has the potential to introduce greater competition

and lower costs in the market for legal servicess°.

The CCPC, in a submission to a consultation run by the Legal Services Regulatory Authority5*, have also
highlighted potential competition issues that may affect the market for legal services. In particular, the CCPC
note that national and international research shows that young barristers and solicitors face many barriers
when beginning their careers, and that these market frictions impact the inclusivity and diversity of the sector.

Based on the analysis presented in the Report on the Administration of Civil Justice, the Council believes that the
introduction of new scales of legal costs is the most effective way to address high legal costs and that this should
be accelerated.

Recommendation 2.1: Assess the feasibility of lowering legal costs, from the introduction of a scale of legal

costs, by publishing an assessment of this option.

Responsibility: Department of Justice

Insurance

Over the last 5 years, there have been several policies designed to reduce the cost of insurance. In February, the
NCPC stressed the role of measures that would reduce settlement costs (i.e., the cost that insurers must pay to
settle a claim against them) in bringing down insurance costs. The two major components of settlement costs
for EL and PL insurance are: compensation (the award paid to the claimant to compensate them), and legal
costs. Under the auspices of the Action Plan for Insurance Reform action is underway to tackle both issues.

New Personal Injuries Guidelines have been adopted that have changed the level of general damages to be
awarded by the Courts and the Personal Injuries Assessment Board (PIAB). The Guidelines apply to all cases yet
to be assessed since they were adopted (24 April), and for a significant number of injuries the new levels are
substantially lower than previous levels, while they are higher in a small number of categories. Consequently,
these Guidelines should reduce the overall levels of awards in Ireland and bring them into line with awards in
other countries.

The Council is fully supportive of the Government’s Action Plan on Insurance Reform and is encouraged by the
progress that has already been made (as set out in the Action Plan Implementation Report). The Council’s
insurance bulletin set out that measures to control settlement costs was the priority action to control insurance
costs, and the Council welcome the fact that these Guidelines were adopted earlier than expected. It will be key
to review the impact of the Personal Injuries Guidelines on award levels, and subsequently, on the cost of
insurance. The Action Plan on Insurance Reform sets out that the Department of Justice is to report on the
implementation and early impact of the Guidelines and examine relevant policy responses by the end of the

year (December 2021).

50 https://www.ccpc.ie/business/business/research/submissions/formation-of-legal-partnerships/
5t https://www.ccpc.ie/business/business/research/submissions/barriers-for-early-career-legal-professionals/
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Recommendation 2.2: Review the early impact of the Personal Injuries Guidelines to establish whether they

are having the desired impact on award levels and publish the findings of the review.

Responsibility: Department of Justice

While these Guidelines should also help bring about greater consistency across personal injury awards (which
should in itself encourage people to use the PIAB service), further action is also underway that should impact
legal costs associated with settling personal injury cases.

The National Claims Information Database shows that the average legal costs associated with settling an EL or
PL claim varies greatly depending on where the claim is settled. For employers' liability insurance, average legal
costs are: €2,790 when the claim is settled directly; €902 when the claim is settled in PIAB; and, €35,268 when
the claim is settled through litigation. For public liability insurance, average legal costs are: €2,706 when settled
directly; €1,734 when settled at PIAB; and, €24,421 when settled through litigation.

As noted in the Council’s insurance bulletin, the Department of Enterprise, Trade and Employment (DETE) is
undertaking a review of PIAB with a focus on ensuring that more cases are being settled in PIAB (where costs
are lower) rather than proceeding to litigation. The Council welcomes this development and is hopeful that
appropriate reforms can be identified, and implemented, quickly.

Credit

As set out in Competitiveness Challenge 2020, the higher cost of bank credit reflects several factors, including
higher risk weighted asset requirements, as banks are required to treat loans to Irish businesses as riskier (and
consequently hold more capital against these loans) because of higher historic default rates. Recent research
also points to reduced competitive pressures in the Irish market as a possible factor in higher costs>233. The
limited competition within the domestic banking sector following the exit of several international players in the
aftermath of the global financial crisis (Bank of Scotland, Danske Bank and Rabobank) is likely to be further
exacerbated by the withdrawal of Ulster Bank and KBC 5 from the Irish market resulting in a greater
concentration of the Irish SME lending sector.

Low levels of market competition limit SME funding options and can also lead to higher interest rates on
borrowing as a small number of players dominate the market. This is an issue that needs to be considered as a
matter of urgency. The Council welcomes the comments of the Minister of Finance>5 when it was outlined that
it is necessary to examine the Irish banking sector and consider how it can best support society and economic
activity. The Council welcomes the commitment that the Department of Finance has made to undertake a
review of the banking sector, and the fact that this review will assess the availability of credit to SMEs from both
banks and non-banks. Due to the recent announcements by NatWest on the sale of parts of the Ulster Bank
loan portfolio which are due to complete by the end of this year, it will be important that this review is
adequately resourced and completes its work quickly. The resulting recommendations, especially those on
improving competition in the provision of SME credit in Ireland, must also be actioned quickly.

52 James Carroll and Fergal McCann (2018) ‘Observations and Residuals: Exploring Cross-Border Differences in SME Borrowing Costs'.

53 James Carroll and Fergal McCann (2016) ‘Understanding SME interest rate variation across Europe’ Quarterly Bulletin Articles, Central
Bank of Ireland pg. 60- 76.

s4 While primarily a retail bank, the exit of KBC could cause an issue for SMEs, who may use personal overdrafts or personal loans as an
initial source of credit.

55 Opening statement on the Future of Banking in Ireland,
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Recommendation 2.3: Ensure that sufficient resources are committed to the review of the Irish banking
sector and that any actions identified to improve competition in the provision of SME credit are
implemented as a matter of urgency.

Responsibility: Department of Finance

The Government has also adopted policies that are designed to improve the flow of bank credit to SMEs. In
2014, the Strategic Banking Corporation of Ireland (SBCI) was set up to ensure that SMEs in Ireland have access
to stable, lower cost, long-term funding options. As a state-owned promotional institution, the SBCI provides
wholesale finance and guarantees to SMEs through its on-lender partners, ensuring that the benefit of its
support is delivered to the ultimate SME borrower and not to its on-lending partner.

The SBCI currently utilises two primary offerings to deliver benefits to the SME market, namely: loan and risk
sharing schemes. The SBCI sources low-cost financing using an Irish Government Guarantee and makes this
low-cost funding available to on-lenders in the Irish market. The SBCI also provides guarantees to on-lenders
to underwrite a significant portion of the SME debt thus de-risking the loan for the on-lender.

Figure 2.3.1 Future Growth Loan Scheme

Total Amount Allocated to Scheme Value of Approvals Made

Future Growth Loan Scheme €800 million €706.91 million

Source: Department of Enterprise, Trade and Employment (as of 25 June 2021)

One of the key schemes offered by the SBCl is the Future Growth Loan Scheme (FGLS), which plays an
important role in providing access to finance for Irish businesses, and it is important to evaluate the
effectiveness of these schemes. The Council supports the Department of Enterprise, Trade and Employment
undertaking a review of the FGLS.

Recommendation 2.4: Review the Future Growth Loan Scheme by Q3 2022 and take on board findings in

the design of future loan schemes as a priority.

Responsibility: Department of Enterprise, Trade and Employment

Another aspect of the Government’s approach on the issue of SME access to finance is to stimulate the
development of non-bank sources of SME finance. For SMEs and small midcaps, equity financing options can
be explored via the Halo Business Angel network, the European Angel Fund, Enterprise Ireland’s Seed and
Venture Capital Scheme and Development Capital Scheme, and the Irish Strategic Investment Fund. For micro
enterprises, local enterprise office grants are available for start-ups and for business expansion.

However, equity financing remains limited among SMEs, with 14% only of respondents to the SAFE survey
identifying this form of financing as relevant to their enterprise. In Competitiveness Challenge 2020, the Council
recommended that SMEs were made aware of all the financing options available to them by progressing the
launch of the Business Finance Advisory Hub that would signpost learning options for SMEs to improve financial
knowledge. The National SME and Entrepreneurship Growth Plan recommended an evaluation of the
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effectiveness of existing tax incentive schemes aimed at increasing equity investment, such as the Employment
Investment Incentive Scheme (EIIS), the Key Employee Engagement Programme (KEEP) and the Start-up
Relief for Entrepreneurs (SURE) to ensure that equity financing is being fully supported and utilized as an
alternative to debt financing.

Social Policies

The Council welcomes the expansion of measures designed to help workers manage risks. These measures
make Ireland an attractive place to work and are an important part of our overall competitiveness offering for
companies considering locating in Ireland (see Box C on Socio-Economic factors and competitiveness). Over
the last five years, several measures have been introduced to improve social protections for workers, including
paternity benefit, parental leave benefit, and the extension of social insurance benefits to the self-employed
and those in the gig economy.

As noted in the previous section, the Government is continuing to expand risk-sharing social protection
measures with the introduction of a statutory sick pay scheme and pension auto-enrolment. The incremental
approach as outlined in the RIA on statutory sick pay, and the daily earning threshold, demonstrate the efforts
to ensure that the scheme delivers for employees and does not put excessive costs on employers (in relation to
employees who are on high salaries). These are welcome additions, but their introduction should not overly
burden Irish businesses (in particular, SMEs).

Recommendation 2.5: Improve social protections for Irish workers by publishing and enacting the Sick
Leave Bill 2021 in the current Dail term.

Responsibility: Department of Enterprise, Trade and Employment

2.4 Summary

All businesses face unavoidable fixed operational costs for necessary services such as legal advice, insurance
cover and financing for investment. In these areas, high costs can curtail the ability of Irish firms, especially Irish
SMEs, to operate successfully domestically and internationally. As demonstrated above, in some cases, the
Council believes that high costs may reflect underlying structural factors (for example, high insurance costs
reflect historically higher levels of compensation for personal injury claims). To bring costs down to a more
reasonable level for Irish businesses, these structural factors need to first be identified and then need to be
addressed.

On the insurance issues, the Government has implemented several policy initiatives that first identified the
issues in the insurance market, and subsequently tackled the most likely causes of higher insurance premiums.
The process of addressing higher legal costs is moving somewhat more slowly. Through the Review of the
Administration of Civil Justice report, a similar process of identifying the reasons underpinning high legal costs
in Ireland and potential measures to address these costs have been identified and the Department of Justice

has committed to act to address legal costs on the back of this report.
Regarding access to finance and the cost of credit, the Department of Finance will shortly undertake a review
of the Irish banking sector that will result in a report that the Council hopes will set out the best way forward to

tackle credit issues for SMEs. The Department of Enterprise, Trade and Employment will review how one of the
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Government’s major loan schemes —the Future Growth Loan Scheme — operates, with the intention of applying

the learnings in this area to the design of future loan schemes.

The other set of costs mentioned in this chapter relate to the non-wage costs associated with employing staff
that are part of the welfare state (see Chapter 5 on inclusivity). The Council strongly supports these measures
to improve the quality of life of employees and recognises that these measures can play an important role in

Ireland’s competitiveness (see Box C on the socio-economic factors of competitiveness).
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Chapter 3: Boosting Productivity

3.1 Introduction

Across all advanced economies, there has been a growing focus on productivity in the past decade, as the pace
of productivity growth has slowed considerably despite technological advancements. Ultimately productivity
is the engine of economic growth in the longer term, and as such is key to improvements in living standards,
associated with growing and sustainable wage levels, good public services and improved wellbeing. As Ireland’s
National Productivity Board5®, the National Competitiveness and Productivity Council is responsible for

analysing developments and policies in the field of competitiveness and productivity in Ireland.

The Council has acknowledged in previous publications >’ the need to design policies to enhance Irish
productivity growth that are comprehensive and tackle the many related elements within enterprises (e.g.
digitalisation, upskilling, innovation and knowledge-based capital), between enterprises (e.g. knowledge
diffusion, resource allocation) and across industries (e.g. infrastructure, diversification) to ensure more
widespread and sustained growth of productivity in Ireland.

Impact of COVID-19

The COVID-19 pandemic has caused significant disruption to societies and economies across the globe and
could potentially scar long-run productivity growth through multiple channels, including lower investment,
erosion of human capital because of unemployment and loss of schooling, and a possible retreat from global
trade and supply linkages®®. However, there is also potential to seize productivity-enhancing opportunities in
the wake of COVID-19 disruptions. A sustained shift toward more flexible working (including remote and
blended working), the incorporation of digital technologies in manufacturing, finance, health, and education or
the onshoring of production (with greater capital intensity) of certain essential products, could be direct
outcomes of the COVID-1g recession, with important consequences for productivity and welfare>s.

Strategic investment, by the public and private sector, in digital skills and technology as well as organisational
changes and process innovations, will enable Irish firms to seize opportunities offered by future blended
working arrangements. Investment in management skills will also be vital to enhancing the productivity of Irish
firms as they adapt to the new market conditions and navigate the dual climate and digital transitions. Investing
in research and development is also essential for Irish enterprises in order to foster innovative new products

and services to allow them to survive and thrive in competitive domestic and international markets.

3.2 Current Situation in Ireland

Despite the global slowdown in productivity growth over the past decade, aggregate labour productivity figures
for Ireland continue to show a strong performance relative to other advanced economies. This finding holds
(though to a lesser extent) even when globalisation activities are excluded from the calculations; this is done by

using the CSO's adjusted Gross National Income (GNI*) rather than Gross Domestic Product (GDP) to measure

56 NPBs across EU countries are independent institutions responsible for providing their governments with recommendations on how to
achieve more sustainable economic growth and improved societal wellbeing. The Boards are required to be objective and neutral, and to
publish findings and recommendations, based on high-quality economic and statistical analysis of national and international evidence.

57 NCPC (2020): Bulletin 2020-1 Productivity.

58 https://thedocs.worldbank.org/en/doc/723561593465321031-0050022020/0riginal/GlobalProductivitylntroduction.pdf

59 Dieppe, A. and Ayhan Kose M. (2020) The global productivity slump: What policies to rekindle? (brookings.edu).
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economic activity. According to the latest OECD® and CSO data available, Ireland’s GDP per hour worked in
2020 was significantly above the OECD average and some of the world’s most advanced economies (Figure
3.2.1). On a GNI* basis, Irish labour productivity remains above the OECD average and above the UK, but below
the USA, France, and Germany.

Figure 3.2.1: Labour Productivity, GDP and GNI* Per Hour Worked (USD 2010 PPP)
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CSO Productivity in Ireland 2019

On 25 June 2021, the Central Statistics Office (CSO) published its latest productivity report: 'Productivity in
Ireland 2019°%*. This is the CSO’s fourth productivity report, and it provides a valuable in-depth analysis of
productivity developments in the Irish economy. The report presents a wide variety of productivity statistics,
ranging from basic labour productivity to productivity measures based on experimental but comprehensive
KLEMS (Capital, Labour, Energy, Materials and Services) and QALI (Quality Adjusted Labour Input) related
output. The new report also includes additional analysis on innovation in Ireland looking at expenditure on
Research and Development. The Council welcomes the CSO’s commitment to expanding the publication of
essential productivity statistics which contribute to the analysis of productivity issues in the Irish economy.

The CSO report also confirms that Ireland’s strong productivity performance can, for the most part, be
attributed to the operations of a small number of large enterprises in specific sectors®2. This finding was also
highlighted in previous NCPC publications®3. The latest CSO data show that the manufacturing sector made by
far the largest contribution to overall labour productivity growth over the period 2000-2019. This was followed
by Information and Communication; Professional, Scientific, Administration and Support services; and

Wholesale and Retail activities (Figure 3.2.2).

60 OECD (2020) GDP per hour worked. doi: 10.1787/1439e590-en.

61 CSO (2021) Productivity in Ireland 2019.

52 Papa et al (2018) Patterns of Firm Level Productivity in Ireland.

8 NCC (2019) Productivity Statement 2019 ; NCPC (2020) Bulletin 2020-1 Productivity.
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Figure 3.2.2: Sectoral Contribution (avg percentage) to Labour Productivity Growth: 2000-2019
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A key feature of the Irish economy is its internationalisation. This is reflected in the ownership of production.
The CSO data on labour productivity are presented for two ownership sectors: the ‘Foreign MNE-dominated’
sector and the ‘Domestic and Other’ sector®. The labour productivity growth rate of the Foreign MNE-
dominated sector was on average 8.8% per year between 2000 and 2019, significantly above the European
Union average of 1.0% per year. However, the labour productivity growth rate of 0.8% per year during the same
period for the Domestic and Other sector was just below the EU average (Figure 3.2.3).

Figure 3.2.3: Labour productivity annual growth rate, 2000-2019, foreign and domestic sectors
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% Foreign-owned Multinational Enterprise (MNE) dominated NACE sectors occur where MNE turnover on average exceeds 85% of the
sector total. These sectors are Chemicals and chemical products (NACE 20), Software and Communications sectors (NACE 58-63) and
Reproduction of recorded media, Basic pharmaceutical products and pharmaceutical preparations, Computer, electronic and optical
products, Electrical equipment, Medical and dental instruments and supplies. The domestic and other category includes all sectors
excluding those listed as part of the Foreign-owned Multinational Enterprise (MNE) dominated sectors. These include the Wholesale and
Retail sector including the sale and repair of motor vehicles; Administrative and support service activities; Construction; Accommodation
and food services; and the Manufacture of Food, beverages and tobacco.
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The Foreign or Domestic and Other sectoral classification used by the CSO entails some simplifications in terms
of the actual divide between foreign-owned and domestic-owned entities operating in the Irish economy?®.
Nevertheless, the CSO’s approach delivers a mechanism whereby the productivity performance of these two
ownership groups can be compared. When the CSO undertook detailed micro analysis in the compilation of the
Institutional Sector Accounts®®, a key finding was that, for a number of critical economic indicators, the
performance of these foreign-dominated sectors was highly correlated to the performance of all foreign-owned
entities operating in Ireland. This finding supports the use of the foreign dominated groupings as proxies for all

foreign owned activity in the economy.

However, it should be noted that the productivity performance of the Domestic and Other sector is also likely
to be influenced by a number of traditionally domestic industries (e.g. Food & Beverages) which over time have
shown an increasing share of foreign value added or turnover, according to the CSO Structural Business
Statistics®. Since these foreign-owned enterprises have relatively higher productivity than the Irish-owned
enterprises in this broad sector, the productivity growth of Irish-owned enterprises in the ‘Domestic and other’
sector could be even lower.

A new chapter in the CSO’s Productivity in Ireland publication this year highlights the importance of innovation
in explaining productivity growth. Innovation is a multi-stage process whereby organizations transform ideas
into new or improved products, services or processes, in order to advance, compete and differentiate
themselves successfully in their marketplace®. This transformation of new ideas into products, services or
processes can be achieved through various activities, such as research and development, acquisition of external
knowledge or through acquiring additional machinery and equipment (see Investment in Innovation on page 62
for further discussion). The CSO used data from their Business Statistics publications® to explore the linkage
between research and development and innovation and how these activities are related to productivity results
in certain sectors over the last few years.

Total innovation spending in the Irish economy in 2018 stood at €5.5 billion, with the largest expenditures
arising in the Manufacturing sector and ICT sector, which spent €2.3 billion and €1.6 billion, respectively?. The
Electricity, Other Utilities and Construction sector spent the least on innovation in 2018 with expenditure
reaching just €45 million, while Agriculture, Forestry, Fishing, Mining and Quarrying reported the second lowest
level of expenditure of €82 million. Unsurprisingly, the sectors devoting the largest resources to innovation
expenditure have been the main drivers of productivity growth in Ireland over the past two decades while the
sectors with more limited expenditure have not contributed meaningfully to productivity growth over the same

period (see Figure 3.2.2 above).
Indigenous SMEs
While there is no doubt that aggregate productivity in Ireland is strong (compared to other advanced

economies) and that its strength primarily derives from a highly concentrated group of high-productivity MNEs,

there is less known about the productivity performance of the increasingly diverse domestic sector, where both

65 Foreign-owned Multinational Enterprise dominated NACE sectors occur where MNE turnover on average exceeds 85% of the sector total.
6 CSO (April 2020) Institutional Sector Accounts.

67 CSO (September 2020) Structural Business Statistics 2018.

8 Baregheh, A., Rowley, J. and Sambrook, S. (2009) Towards a multidisciplinary definition of innovation | Emerald Insight.

69 CSO (April 2020) Innovation in Irish Enterprises 2016-2018 and CSO (March 2021): Business Expenditure on R&D 2019-2020.

7° Innovation spending in the Manufacturing sector amounted to 42% of total spending, while the sector accounted for 35% of Gross Value
Added in 2018. Innovation spending in the ICT sector accounted for 30% of total innovation spending, much higher than the 13% of Gross
Value added that the sector contributed in 2018.
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high- and low-productivity performing Irish SMEs co-exist?. Further research and analysis is needed to
understand more fully how policies can be designed to enhance productivity growth in all sectors of the Irish
economy. Supporting closer economic links between MNEs and SMEs across and within industries (via trade
linkages, labour mobility and innovation cooperation) could help raise productivity levels in SMEs. Stronger
links between research institutions and SMEs could also enhance productivity growth, and lessons can be
learned from past experience with interventions such as the Regional Technology Cluster Fund”*. The
Disruptive Technologies Innovation Fund’ and Science Foundation Ireland’s Challenge Funding?* are further
examples of how collaboration between enterprises and researchers can be cultivated.

Recommendation 3.1: Establish a research programme and collate supporting datasets to assess the
driving factors behind productivity differentials amongst firms, and particularly indigenous firms, in order

to build a broad evidence-base for further enterprise policy intervention.

Responsibility: Department of Enterprise, Trade and Employment

The NCPC is committed to supporting research on the drivers of productivity in Irish enterprises, so that we
have solid evidence on which to base recommended actions to improve enterprise productivity. By providing
increased access to data, the CSO will continue to support research which can provide further evidence for

policy development in this area.
Impact of Remote Working on Productivity

The COVID-19 pandemic has forced enterprises and employers, in both the private and public sector, to adapt
their operations at record speed, and in many cases transition to online working platforms and more flexible
service delivery. While the abrupt move to new ways of working came with many technical and organisational
challenges, there were also opportunities to adopt new work practices and methods of providing services to
consumers in innovative and efficient ways, which have the potential to boost productivity in some sectors.
Many enterprises were able to adapt to COVID-19 related social distancing measures through wholescale
remote working, allowing them to continue operating throughout the pandemic. However, other industries and
occupations were unable to make this adjustment as the nature of the job itself was unsuitable for remote

working’s.

According to OECD research”® published in September 2020, remote working can improve or hamper firm
performance, with its overall effect depending on two main channels (see Figure 3.2.4). The first direct channel
can affect firm performance through changing the efficiency, motivation, and knowledge creation of the
workforce. The second indirect channel is for remote working to facilitate cost reductions that free up resources

for productivity-enhancing innovation and reorganisation.

7+ OECD (2019) SME and Entrepreneurship Policy in Ireland.

72 The Regional Technology Cluster Fund was administered by Enterprise Ireland with an ambition to build sectoral clusters of SMEs at
regional level. It involved connectivity with, and engagement between, enterprise and regionally based knowledge providers, such as the
loTs / TUs, to drive productivity and competitiveness in and across regions.

73 The Disruptive Technologies Innovation Fund is a €500 million fund established under Project Ireland 2040 and is run by the Department
of Enterprise, Trade and Employment with administrative support from Enterprise Ireland. The purpose of the DTIF is to drive collaboration
between Ireland’s world-class research base and industry as well as facilitating enterprises to compete directly for funding in support of the
development and deployment of disruptive and innovative technologies on a commercial basis.

74 Challenges | Science Foundation Ireland - Challenge funding sets out a specific issue to be addressed at the outset — the challenge —and

focuses on delivering solutions. The funding supports close collaboration between researchers and solution beneficiaries so that relevant,

meaningful and important challenges can be identified and validated.

75 OECD (2021) Measuring telework in the COVID-19 pandemic.

76 OECD (2020) Productivity gains from teleworking in the post COVID-19 era: How can public policies make it happen?
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Figure 3.2.4: Telework and Productivity: The Main Channels
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The NCPC has previously explored the implications of increased remote working on the productivity of Irish
firms and the competitiveness of the Irish economy?. It is important to note that changes to work practices can
take time to manifest in measurable impacts on productivity at the individual or firm level and can depend on
multiple interrelated factors. Furthermore, since official statistical measures of productivity are typically
published with a time lag, objective measures of the impact of the shift to remote working on aggregate

productivity in Ireland over the past year will not be available for some time.

There is, however, some existing evidence from academic papers and firm specific case studies that have
analysed the impact of remote working on individual and firm level productivity prior to the pandemic. A
landmark study by Bloom et al. (2013)7® found that home working for a sample of call centre employees led to
a 13% performance increase, and that home workers reported improved work satisfaction and the firm
experienced less employee turnover compared to the control sample. On the other hand, the promotion rate
of home workers, conditional on performance, fell. Following the success of the experiment, the option to work
from home was rolled-out to the whole firm and the employees involved in the original trial were allowed to re-
select between the home or office. Over half of these employees switched, which led to the gains from working
from home almost doubling to 22%. This highlights the benefits of learning and selection effects, so that
individual preferences can be accommodated, and business practices can be adapted to maximise the gains of

alternative working arrangements.

Research published in October 2020, commissioned by Microsoft with Boston Consulting Group and KRC
Research?, polled 9,000 managers and employees in large firms in 15 European countries. The study found that
82% of senior executives reported productivity levels either held steady or increased as people shifted to
remote work during the pandemic. Many senior executives also viewed hybrid working as a way to boost
employee engagement, with over half saying it will be a powerful way to retain top talent. However, business
leaders also reported a decrease in innovation around core products and services. Likely factors identified as
leading to a decline in innovation included less close-knit teams, workers feeling more distant from company

77 NCPC (2021) Bulletin 2021-3 - Remote Working: Implications for Competitiveness and Productivity.
78 Bloom et al. (2013) Does Working from Home Work? Evidence from a Chinese Experiment | NBER.
79 Microsoft News Centre Flexible ways of working are here to stay.
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culture and less collaboration. By looking at companies that maintained both productivity and innovation
throughout the move to more hybrid ways of working, the study found that more innovation was found in firms
that empowered individuals and teams to make meaningful decisions about how they structure their work and
encouraged employees to proactively offer solutions for addressing challenges. The study also found that
training and coaching opportunities were crucial to middle managers supporting their remote and hybrid teams
in feeling connected and collaborative. This further highlights the importance of investing in relevant
management skills in order to maximise the productivity of teams while working remotely.

In Ireland, survey evidence to date is promising. The National Remote Working Survey®® published in April 2021,
reported that 54% of respondent employees agreed/strongly agreed that working remotely made their job
easier, and 65% of respondents agreed/strongly agreed that remote work enables them to accomplish their
tasks more quickly. In total, 68% of respondents agreed/strongly agreed that working remotely increased their
self-reported productivity. A March 2021 CIPD (Ireland) survey® found that nearly three-quarters of HR
managers said productivity either increased or remained steady once remote working became the norm.

Meanwhile, the Government continues to develop its policy response, building on a Guidance for Working
Remotely®? advice portal, launched in July 2020. In January 2021, the Government published its National Remote
Working Strategy — Making Remote Work® which outlines a vision for the future of remote working in Ireland.
An Inter-Departmental Group continues to work on the steps required to implement the Strategy. The
Government is committed to ensuring that remote work is a permanent feature in the Irish workplace into the
future when public health considerations are no longer the driving force.

The National Remote Working Strategy also committed the Government to drafting legislation to provide
employees with the right to request remote work. Introducing the right to request remote working will provide
a clear framework around which requesting, approving, or refusing remote work can be based and will also
provide legal clarity to employers on their obligations for dealing with such requests. A public consultation®
was held in the second quarter of 2021 and a total of 175 submissions were received from a diverse range of
stakeholders including trade unions, employer representative bodies, individual employers and employees and
political parties. It is recognised that not all occupations, or particular roles within an enterprise, will be suitable
for remote working and the Government has committed to taking a balanced approach with the new
legislation. In order to build on the momentum of increased remote and blended working over the past 18
months, it is important that this legislation is introduced without delay.

Recommendation 3.2: Expedite the drafting of new legislation on the Right to Request Remote Working in
the current Dail term that ensures that workers are treated fairly and that enterprises do not face an undue
burden, so that the positive momentum of increased flexible working will continue post-pandemic.

Responsibility: Department of Enterprise, Trade and Employment

In a public consultation® to inform the delivery of guidance on remote working for both employers and
employees, hosted by the Department of Enterprise, Trade and Employment in the third quarter of 2020, the

8 NUI Galway & the Western Development Commission: Remote Working in Ireland - Whitaker Institute for Innovation and Societal
Change | NUI Galway.

81 CIPD (2021) Businesses plan a future with remote working.

82 Guidance for Working Remotely - DETE.

83 Making Remote Work - National Remote Work Strategy.

84 Report on the submissions received from the Consultation on Right to Request Remote Working - DETE (enterprise.gov.ie).

85 Public Consultation on Guidance for Remote Working - DETE.
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topic most commonly mentioned was the inadequacy of the tax system to deal with the costs and expenses
incurred by employees in the course of their ‘working from home’ experience. Most proposals centred around
easing the claiming process and the inadequacy of the current reliefs. If remote and blended working are to
remain widespread when public health advice no longer specifies this requirement, then it will be important
that cost factors for employees do not create a barrier.

Recommendation 3.3: Ensure that working from home possibilities are enhanced by simplifying the
process for claiming expenses and clarifying the calculation of expenses (broadband/ heat/etc.) that may be

claimed.

Responsibility: Department of Finance

The Government is also committed to developing models of flexible working within the public service to ensure
the public sector continues to be an employer of choice while delivering quality public services. Forsa, the
largest public sector trade union, have called for a consistent approach across the public service, and a
commitment to transparency and fairness on access to remote working, as the issue of equal access had
emerged as the number one issue for public servants in a large opinion survey conducted by Forsa in 2020. In
July 2021, the Civil Service Management Board published an overall policy statement to guide individual
organisations in the civil service in the development of tailored policies that are appropriate to them and their

employees.

New opportunities for more flexible working have the potential to convey economic, social, and environmental
benefits and could offer a better quality of life to those living and working in Ireland (see Chapter 5 for further
discussion). New ways of working can deliver improvements in work/life balance and increase social inclusivity
in the labour market, while also reducing environmental costs by lowering commuting times and transport-
related carbon emissions and air pollution (see Box B). Remote and blended working also has the potential to
boost regional development and alleviate pressures in large urban areas for accommodation, schools, and other

constrained infrastructure.

Box B: Remote Working: Implications for Equality and Inclusivity

Remote working has the potential to further promote equality in the workplace by providing flexibility to
people with caring responsibilities, in particular women, to participate in the workforce, by empowering
people with disabilities to take up employment, and by helping older workers to stay in employment longer.
In terms of regional equality, flexible working needs to be reflected in future spatial planning, in particular
with regard to the sustainable development of our regional towns and cities.

On a cautionary note, concerns have been raised around the potential impact of reduced visibility of remote
workers on equality in the workplace, with remote workers potentially missing out on career development,
training and promotion opportunities®®. While the widespread adoption of online communications platforms
and video conferencing software has facilitated the interaction of teams regardless of geographic location,
there are concerns that employees attending onsite may have an advantage by being physically visible on a
day-to-day basis.

86 Working from home: From invisibility to decent work — International Labour Organization (2021).
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Remote work practices and procedures must be designed in a way to promote equality of treatment among
workers, and an employee working remotely must have equal access to learning and development
opportunities as those working on-site. Employers and people managers will also need to be supported as
they learn to assess an individual’s contribution to their team using new measures of productivity.

For those with caring responsibilities, be it parents or individuals caring for elderly or ill family members,
remote working can have a positive benefit, allowing them greater flexibility in their work to accommodate
both their personal and professional lives. Remote working can facilitate access to the workplace for people
who would otherwise struggle to manage caring responsibilities with a lengthy commute time or physically
working outside the home. In particular, remote working can make it easier for women with families to stay

in, or re-join, the workforce.

It is well documented that low employment rates among people with a disability are linked to the many
barriers to employment they face, including payment disincentives, as well as transport and physical access
challenges. Currently Ireland has the lowest rate of employment amongst persons with disabilities of all
European countries (32.3%) and the highest employment gap between people with disabilities and the
general population (42%)%. Widespread adoption of flexible working provides new opportunities for people
with a disability or chronic illness to join the workforce and develop successful careers. For older workers,
remote working arrangements have the potential to act as a way of easing employees into retirement and
could encourage longer working. Access to adequate training in new digital work platforms is important for
all workers, and additional supports for older workers should be made available where needed.

Remote work could help achieve some of our spatial planning targets by encouraging more individuals and
enterprises to operate outside of the traditional urban areas, supporting balanced regional development.
The extent to which remote working becomes part of future work practices will have a long-term impact on
Irish cities and the way workers and residents utilise urban areas, which could have a considerable knock-on

impact on the small and medium size enterprises located in city centres that service commuters.

Remote working provides the opportunity to relieve accommodation pressures in cities where demand has
caused rent and house prices to increase significantly above the national average®, and could help to
revitalise villages and towns across Ireland where the cost of living, and in particular, the cost of housing, is
lower. The widespread availability of high-speed broadband across all regions will be essential to facilitate
regional remote working (see Digital Infrastructure section on page 56). There is significant social and
economic value in regional towns and cities being supported to become vibrant places in which to live and
do business, where development occurs in town centres, avoiding the replication of patterns of urban sprawl
in the major cities. Under the Government'’s new rural development policy, Our Rural Future®, published in
April 2021, €75 million in funding has been allocated to 24 regeneration projects of vacant town centre

buildings to be repurposed as remote working and hot-desking facilities.

Remote working has the potential to improve work/life balance through improving child and family

wellbeing, reducing the amount of time spent commuting, and reducing transport-related carbon emissions

and air pollution. However, remote working is also linked to negative effects on mental health, with workers

87 European Disability Forum (2020): Poverty and Social Exclusion of Persons with Disabilities — European Human Rights Report- Issue 4.
8 Daft-Rental-Price-Report-Q2-2021.pdf and 2021-Q2-houseprice-daftreport.pdf.
89 gov.ie - Our Rural Future (www.gov.ie).
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experiencing feelings of isolation, loneliness, and stress*°. Furthermore, employees experience difficulty
switching off and keeping regular working hours*. Previous research in 2007 on the impact of flexible
working arrangements in Ireland on work-life conflict and work pressure found that while part-time work
and flexi-time tend to reduce work pressure and work-life conflict, working from home is associated with

greater levels of both work pressure and work-life conflict92.

OECD Viewpoint

To help maximise the potential productivity gains from effective remote working, while protecting workers
from negative side effects and assuring innovation in the long run, the OECD® has highlighted a number of
areas where cooperation between policy makers and social partners will be crucial. These guiding principles aim
to ensure that policies introduced in the area of remote working are efficiently designed so that the economic

benefits of remote working can be enjoyed by employers, employees, and the economy as a whole.

The OECD analysis suggests governments should focus on policies that can assist employees and employers
adjust to the likely more widespread use of remote working into the future and should include:

= Policies to boost training for those with poor digital skills, especially for socially or regionally disadvantaged
groups,

= Policies to ensure that remote working remains a choice so that individuals, firms, and sectors can find the
optimal level of remote working for their specific circumstances,

=  Support arrangements that provide workers with an appropriate remote working environment, including
investments in home office equipment,

=  Promotion of managerial best practices through information campaigns and stimulating investment in
management training, and

= Policies to support the provision of fast, reliable, and secure ICT Infrastructure for firms and workers across

regions.

According to the OECD, by focusing attention on these areas, policy makers can help to maximise the gains for
productivity and innovation of more widespread remote working, while minimizing the risks of decreasing
worker wellbeing. This also points to the need for new data to monitor impacts on productivity in a timely
manner. Elements of the OECD framework have been addressed earlier in this Chapter and work is underway
to ensure that remote working remains a choice%. Building on this OECD framework, the following section
explores the role of digital infrastructure, digital skills, and management skills in supporting the widespread

adoption of remote and blended working post-pandemic.

3.3 Actions Crucial for Boosting Productivity

As highlighted in the proceeding sections, boosting productivity is key to ensuring the competitiveness of Irish
enterprises. By supporting investment, by the public and private sector, in digital skills and technology as well
as organisational changes and process innovations, enterprises can seize opportunities offered by future

%° NUI Galway Whitaker Institute & Western Development Commission (2020) - Remote Working during COVID-19: Ireland's National
Survey - Phase Il Report.

9* Consultation on Remote Working Guidance 2020: Summary and analysis of submissions received - DETE (enterprise.gov.ie).

92 The Impact of Flexible Working Arrangements on Work-Life Conflict and Work Pressure in Ireland (researchgate.net).

93 OECD (2020) Productivity gains from teleworking in the post COVID-19 era: How can public policies make it happen?

94 Tdnaiste publishes views on right to request remote work - DETE (enterprise.gov.ie).
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flexible working arrangements. Investment in management skills will also be vital to enhancing the productivity
of Irish firms as they adapt to the new market conditions and navigate the dual climate and digital transitions.

Of course, digital and managerial skills are not the only essential skills required by Irish SMEs. The Irish SME
Association (ISME) believes at least some of the productivity gap among indigenous enterprises could be
bridged by providing all business owners with a basic grounding in employment law, health and safety, financial
management, marketing, and digital skills. ISME has proposed the introduction of a certification process to
professionalise the SME sector, the '‘Blue Cert’ qualification, which aims to increase the SME sector’s resilience
and equip it to drive productivity in the Irish economy. The Small Firms Association (SFA) also recognises the
importance of having the right skills, tools, and competencies to enable SME owners and managers to
successfully develop Irish businesses. The SFA’s MentorsWork programme provides mentorship and training
across four learning pillars: People, Finance & Growth, Digitalisation & Automation, and Business Processes.
By increasing the participation of SME staff and managers in relevant training, the productivity of indigenous
SMEs can be enhanced.

Investing in research and development is also essential for Irish enterprises in order to develop innovative new
products and services to allow them to survive and thrive in competitive domestic and international markets.
The remainder of this section will explore the areas where gaps have been identified in infrastructure and skills
and where progress is needed in order to boost productivity in Ireland.

Digital Infrastructure

In order to effectively harness the potential productivity gains from more flexible ways of working, and in
particular remote working, further investment in digital infrastructure and digital skills will be needed. In last
year's Competitiveness Challenge report, the Council highlighted the shortcomings in Ireland’s digital
infrastructure compared to the top performing economies globally. While some progress has been made in the
past year, the gap remains sizeable in a number of areas. In 2020, 22% of enterprises in Ireland with fixed
internet access had access to high-speed internet, while 90% had speeds of at least 2 megabytes per second.
These figures are broadly in line with the EU average but are significantly below the top performers (see Figure
3.3.1). Ireland also has one of the lowest proportions of fibre broadband connections in the OECD (see Figure

3.3.2).

The rapid shift to remote working by a significant proportion of the labour force following the onset of COVID-
19 and the proposed future of more flexible working, including blended working, has highlighted the need for
quality, high speed broadband across the country, as we have seen the challenges forindividuals and businesses
working in areas where the quality of connectivity is low. The National Broadband Plan (NBP) has been
designed to address the shortcomings in Ireland’s digital infrastructure and the digital divide between urban
and rural areas and previous Council reports have identified the continued roll out of this plan as being
important for competitiveness. In November 2019, the Government signed the contract for delivering the NBP
with National Broadband Ireland (NBI) and work commenced in early 2020. Nearly 300 Broadband Connection
Points (BCP) % were due to be rolled out in 2020, providing high-speed wireless connectivity in local

communities, with the potential for digital work hubs in every county.

9 MentorsWork - Your Pathway to Business Success.

9 Broadband Connection Points (or BCPs) are public locations which have been selected to receive high-speed connectivity in the first year
of the National Broadband Plan. The locations of the BCPs have been selected by the Department of Rural and Community Development
and include public areas such as community halls, libraries, GAA facilities, enterprise hubs, tourist locations and other public spaces.
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Figure 3.3.1 Enterprises” with broadband access by  Figure 3.3.2 Percentage of fibre connections in total
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The COVID-19 pandemic has had a significant negative impact on the delivery of the NBP fibre network over
the course of 2020 and 2021, resulting in delays on delivery of aspects of the programme. Challenges with
mobilisation of key contractors when public health restrictions were in operation, supply chain and logistic
delays (both nationally and internationally), as well as delays in the recruitment of key personnel as NBl and its
contractors scaled up (including challenges associated with on-boarding and training new staff), all contributed
to the missed targets. The 2021 target of reaching 115,000 premises has been almost halved, while the rollout
of BCPs has also been affected, with 363 locations connected by August 2021, against a target of 512 by end-

January 2022.

The Department of the Environment, Climate and Communications is also engaging with NBI to explore the
feasibility of accelerating the roll out of the NBP, as committed to in the Programme for Government. This
work will investigate the possibility of bringing forward premises which are currently scheduled in years 6 and
7 of the current plan to an earlier date. Exploring the potential to accelerate the network rollout is being
undertaken in parallel with the measures required to mitigate delays arising as a result of COVID-1g.

The COVID-19 pandemic has highlighted the importance of good reliable broadband to ensure that citizens and
businesses across Ireland can avail of remote working, education, and other essential online facilities. It is vital
that the NBP be brought back on track and safeguarding measures put in place to ensure further delays are
avoided. The BCPs are particularly crucial to support more flexible working at digital hubs across the regions
and are an example of critical infrastructure that must be delivered throughout the regions in conjunction with

housing (see Chapter z).

97 All enterprises, excluding financial sector (10 or more persons employed).
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Recommendation 3.4: To increase certainty for individuals and businesses, publish a timetable that shows
how the National Broadband Plan rollout is being brought back on track as a matter of priority and develop

adequate contingency planning to ensure that further delays are avoided.

Responsibility: Department of the Environment, Climate and Communications; Department of Rural and

Community Development

In last year's Competitiveness Challenge report, the Council recommended a comprehensive mapping exercise
of the types and capacity of remote working facilities be undertaken and a single classification, website and
central directory created to inform individuals and enterprises of the facilities available in their locality. In May
2021, a €5 million Connected Hubs Fund® was launched to support the development of Ireland’s first National
Hub Network. The Fund will expand existing hub facilities, providing additional hot desks, office spaces and
meeting rooms for remote working. The Fund can also be used to install electric car charging points, upgrade
disability access and improve IT facilities located within hubs or BCPs and to assist in making hubs more
compliant with social distancing guidelines.

An online booking and payment portal — ConnectedHubs.ie — has been launched and is managed by the
Western Development Commission in conjunction with the Department of Rural and Community
Development. The Council welcomes the timely progress made in this area over the past year and
acknowledges that the connectivity and services provided by these hubs have the potential to deliver a wide
range of transformative impacts. By supporting individuals and businesses working in remote areas, these
facilities can significantly reduce commuting times, traffic congestion and the associated carbon and air
pollution, as well as acting as key economic assets for towns and villages across Ireland.

Digital and Managerial Skills

Last year, in the Competitiveness Challenge 2020 report, the Council highlighted a number of emerging skills
gaps brought about by rapid changes in the nature of work, the adoption of new technologies, and Brexit.
Demand for a wide range of skills, including digital skills and managerial skills, is expected to increase across
the economy in the coming years as the digital economy grows in importance and automation and artificial
intelligence change the world of work. In addition, the new methods of working induced by COVID-1g are giving
rise to additional managerial skills needs as businesses adapt to the new reality and seek to meet the challenges
of an evolving labour market. In order to ensure robust productivity growth across Irish enterprises, it is

essential that workers and managers avail of relevant training and development opportunities®.

The need to expand the digital skills of workers is especially important as our ways of working have evolved in
light of COVID-19 and there is scope for improvement in Ireland in this area. According to the EU Digital
Economy and Society Index (DESI)**° — which monitors the performance of Member States in digital
connectivity, digital skills, online activity, and digital public services — Ireland has consistently remained just
ahead of the EU average in terms of the proportion of the overall workforce with ICT Specialist skills over the

past five years, with 4.3% of Irish workers having these skills in 2020 compared with 3.9% of EU workers (see
Figure 3.3.3).

98 gov.ie - Connected Hubs Fund (www.gov.ie).
99 The Human Side of Productivity - Organisation for Economic Co-operation and Development (oecd.org).
10 Eyropean Commission (2020) Digital Economy and Society Index (DESI).
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Figure 3.3.3 Human Capital Dimensions, DESI, Ireland, EU
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In terms of ‘above basic digital skills’, Ireland has improved steadily in the last five years, growing from 25.0%
of workers in 2016 to 34.1% in 2020, slightly above the EU average of 33.3%. However, the gap between Ireland
and the EU average is greatest in the category of ‘at least basic digital skills’ among the work force. While
progress has been made in this category in recent years, reflecting the prioritisation of the key skills issues
within the education and training system, the proportion of people in Ireland with *basic digital skills’ was 53.4%,
below the EU average of 58.3%.

As part of the Economic Recovery Plan** and the National Recovery and Resilience Plan*°?, the Government has
committed to addressing the digital divide and enhance digital skills, by developing a new 10-year Adult
Literacy, Numeracy and Digital Literacy Strategy** (launched September 2021) and a new Digital Strategy for
Schools. The Skills to Compete initiative is the Further Education and Training activation and skills response for
those who have been impacted by the COVID-19 pandemic, and this initiative also includes a digital skills
component and recognises these skills as being key to improving participants’ employability in the modern
workplace. To keep pace with future change and to ensure people return to sustainable jobs, a higher and
further education model centred on apprenticeships, transferrable skills and flexible education responding to

evolving skills needs, and lifelong learning is required.

Recommendation 3.5: Ensure that the training and upskilling initiatives identified in the Economic Recovery
Plan and the National Recovery and Resilience Plan are fully implemented and adequately resourced in order
to ensure that workers have the appropriate skills, including digital skills, to be fully adaptable to the future

world of work.

Responsibility: Department of Further and Higher Education, Research, Innovation and Science

11 gov.ie - Overview of Economic Recovery Plan 2021 (www.gov.ie) June 2021.
12 gov.ie - Ireland's National Recovery and Resilience Plan 2021 (www.gov.ie) June 2021
103 Home | Adult Literacy for Life Strategy September 2021
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Phase Ill of the National Remote Working Survey, published in May 2021, included a new section assessing the
views of survey respondents with people management responsibilities. The report found that 44% of people
managers said it was more difficult to manage their team remotely compared to being onsite, 47% said there
was no difference and 9% said it is less difficult. The top three challenges identified by survey respondents of
managing a team remotely were the onboarding of new team members, difficulty ‘reading the room’ on a
certain topic and trying to navigate more complex issues. With regards to remote team management training,
45% indicated that they did not believe their organisation had provided them with the required training, while
36% indicated that they received basic training. This survey evidence highlights the challenges currently being
faced by people managers and the appetite for further specialised training. As the economy gradually re-opens
and a more widespread return to offices begins, a new set of issues will emerge for people managers as they

navigate new blended working arrangements.

Recommendations in Competitiveness Challenge 2020 in the area of digital and managerial skills are currently
being actioned by a number of government Departments and agencies **4. The Council welcomes the
publication in January 2021 of the Report of the SME Growth Taskforce: SME and Entrepreneurship Growth
Plan®s which sets out a wide range of recommendations with long-term strategic relevance for SMEs and
entrepreneurs, including measures to assist companies to start up, scale up, enhance their digital capabilities,
and increase export activity. Another positive development in the area of SME upskilling was the publication in
October 2020 of the Expert Group on Future Skills Needs (EGFSN) report on management skills in SMEs
entitled ‘Leading the Way'°5. This report contains six recommendations designed to improve the management
skills and practices of SME managers. The Council fully supports the EGFSN recommendations and urges the
Implementation Group that has been established to drive coordination and cooperation between the key
organisations relevant to the delivery of the agreed actions.

Recommendation 3.6: Ensure that the EGFSN Implementation Group responsible for delivering the
recommendations identified in Leading the Way carefully monitor and report on the delivery of the agreed
actions, so that SME managers are equipped with the necessary skills to navigate the post-pandemic

recovery and more widespread flexible working.

Responsibility: Department of Enterprise, Trade and Employment, Expert Group on Future Skills Needs

Digitalisation Policy

While further investment in digital infrastructure and digital skills are crucial as the digital economy grows in
importance and advanced digital technologies (such as artificial intelligence, robotics, and big data and
analytics) continue to have a growing impact on Ireland’s economy, it is also important that the surrounding

digital ecosystem is supportive.

Ireland currently performs well in international metrics of digitalisation. The Digital Economy and Society Index
(DESI) 20207 shows that Ireland is ranked as the 6™ most advanced digital economy in the EU. The DESI shows

that Ireland continues to rank number one in the Integration of Digital Technology by Businesses category and

14 Numerous programmes are coordinated by SOLAS and Skillnet Ireland, under the Department of Further and Higher Education,
Research, Innovation and Science. The Department of Enterprise, Trade and Employment, the Education and Training Boards, Higher
Education Authority, Enterprise Ireland and Local Enterprise Offices are also involved in delivering training initiatives.

195 gov.ie - Report of the SME Taskforce: National SME and Entrepreneurship Growth Plan (www.gov.ie).

16 gov.ie - Leading the Way (www.gov.ie).

17 DESI | Shaping Europe’s digital future (europa.eu).
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has maintained a leading position in the use of eCommerce by SMEs. Overall Ireland’s performance has steadily

improved since the DESI's inception in 2014.

However, Ireland’s strong performance in the aggregate DESI score masks areas of weakness in the sub-
indicators, such as Connectivity, where Ireland ranks 23™. The National Broadband Plan (NBP) (see page 56)
aims to rectify some of Ireland’s connectivity issues and is the largest infrastructure project in rural Ireland since
rural electrification, encompassing 96% of Ireland’s land mass with the goal of providing high speed broadband

services to all premises in Ireland.

The European Union has set out key objectives and targets in the 2030 Digital Compass*® to achieve the EU’s
vision for the digital future. It uses the four points of the compass to identify the main goals to reach over the
next decade: (i) a digitally skilled population and highly skilled digital professionals; (ii) secure and substantial
digital infrastructures; (iii) digital transformation of businesses; and (iv) digitisation of public sectors. Key policy
areas to ensure these goals are met include cloud computing, artificial intelligence, digital identities, data, and

connectivity.

The EU’s commitment to the digital agenda has been further reinforced by ringfencing grants under the
Recovery and Resilience Facility**® for reforms that support the digital transition. In July 2021, the Commission's
assessment®® of Ireland's Recovery and Resilience Plan finds that it devotes 32% of its total allocation to
measures that support the digital transition. This includes measures enhancing connectivity, supporting the
digitalisation of the public administration and of enterprises, and contributing to up-skilling in the educational
system. The recent changes brought by the COVID-19 pandemic to the way we work, learn, do business and
interact with each other have increased the risk of widening the digital divide** and leaving those without the

necessary digital skills at a disadvantage.

The European Commission has highlighted the need for Member States and the EU as a whole to increase its
strategic autonomy in tech in order to engage at a strategic level with global developments and reduce
dependency on other players. At the same time the European Commission has also focused on the need to
develop new rules and technologies to protect citizens from counterfeit products, cybertheft, and
disinformation. Itis also important that more is done to address the digital divide, both within Ireland and across
the EU, so that the economic recovery and digital transition over the coming decade is inclusive and
sustainable.

Digital issues are relevant to many areas of Government, leading to responsibilities spread across many
Government Departments and there is currently no overall strategic policy coordination across Government
Departments and agencies to ensure a holistic and coherent approach to digitalisation. International best
practice shows that highly digitalised countries base their success on a national and well-coordinated
strategy™*. In order to maximise cost competitiveness and productivity so that Ireland remains an attractive
location to live and do business, it is important that Government’s digital programmes and policies are
coordinated.

108 The Digital Compass | Shaping Europe’s digital future (europa.eu).

109 NextGenerationEU: Questions and answers on the RRF (europa.eu).

1o Commission endorses Ireland's plan (europa.eu).

11 The digital divide refers to the gap between demographic groups and geographical regions that have access to modern information and
communications technology and those that don't have access.

12 The digitalisation of small and medium enterprises in Ireland - Models for financing digital projects - Executive Summary.
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The COVID-19 pandemic has increased digital dependency for people around the world. It has also drawn
attention to the need to address a new digital divide emerging from the rapid adoption of digital technologies
in the delivery of many services, with some people less equipped in terms of skills, equipment or connectivity
to use these technologies. Companies are accelerating their digital transformation and are facing a greater
exposure to cyber risk and ransomware. The increasing centrality of network connected devices to the
operations of businesses and critical infrastructure in turn means that the consequences of cyber enabled
attacks are far more serious than in the past. In May 2021, a cyber attack on the Health Service Executive (HSE)
resulted in the theft of confidential personal and medical information and a ransom demand from the hackers
for its return. The ransomware attack resulted in severe disruption to HSE computer systems and patient
services and highlighted the vulnerability of large organisations, in both the public and private sectors, to
attacks by sophisticated criminal hackers.

The National Cyber Security Strategy**3 was published in December 2019 with a vision to allow Ireland to
continue to safely enjoy the benefits of the digital revolution and to play a full part in shaping the future of the
Internet. The forthcoming National Security Strategy (that will have a broader focus including terrorism, cyber,
and hybrid threats) is being compiled by the National Security Analysis Centre (NSAC)*# and will further build
on the National Cyber Security Strategy. These developments are crucial to sustaining our competitiveness and

productivity, and to the safe use of data in the provision of services.

The multifaceted nature of digitalisation and the need for widespread protections against cyber threats further
highlights the need for a whole of government approach that brings together key Government Departments,
agencies, and stakeholders. The first phase of the National Digital Strategy was launched in July 20135, This
strategy focused on digital engagement and how Ireland can benefit from a digitally engaged society. It set out
a clear vision and a number of practical actions to help increase the number of citizens and businesses engaging
online through industry and enterprise, citizen training, schools, and education. However, the fast-moving
digital landscape, more recent technological changes and the rising importance of digital in light of the COVID-
19 pandemic, and the range of opportunities and challenges this presents to Irish society, has made the 8-year-
old strategy obsolete. In order to build successfully on Phase 1, the new National Digital Strategy, needs to
ensure a holistic and coherent approach to digitalisation and cyber security across all of Government, and the
Council urges the publication of the updated strategy without delay.

Investment in Innovation

There is a rich international academic literature examining the role of innovation in explaining aggregate
economic performance ¢ and firm level productivity *7. Commonly used measures of innovation are
expenditures on research and development or patent counts. While both are useful as crude measures, they are
limited insofar as research and development is a simple measure of inputs and takes no account of the
productivity and effectiveness of effort, while patents are a crude measure of outputs, capturing only some

sorts of invention, and being of very differing values*®. As noted by the CSO analysis earlier in this chapter,

113 gov.ie - National Cyber Security Strategy (www.gov.ie)

14 The National Security Analysis Centre sits with the Department of An Taoiseach with staff seconded from relevant departments —
Foreign Affairs, Justice, Defence and Communications, Climate Action and Environment, An Garda Siochana, and the Defence Forces.

115 gov.ie - National Digital Strategy (www.gov.ie).

16| ycas (1988) On the Mechanics of Economic Growth. Journal of Monetary Economics 22: 3- 42; Romer (1990) Endogenous Technological
Change. Journal of Political Economy 98: 71-102; Schumpeter (1962) The Theory of Economic Development, Berlin: Springer.

17 Griliches (1979) Issues in assessing the contribution of R&D to productivity growth. Bell Journal of Economics 10; Griliches (1986)
Productivity, R&D, and basic research at the firm level in the 1970s. American Economic Review 76; Crepon, Duguet & Mairesse (1998)
Research, Innovation and Productivity: An Econometric Analysis at the Firm Level. Economics of Innovation & New Technology 7: 115-158.
18 Griffith et al. (2006) Innovation and Productivity Across Four European Countries.

62


https://www.gov.ie/en/publication/8994a-national-cyber-security-strategy/
https://www.gov.ie/en/publication/f4a16b-national-digital-strategy/
https://www.nber.org/system/files/working_papers/w12722/w12722.pdf

Ireland’s Competitiveness Challenge 2021

there is evidence that the sectors devoting the largest resources to innovation expenditure have been the main
drivers of productivity growth in Ireland over the past two decades while the sectors with more limited
expenditure have not contributed meaningfully to productivity growth over the same period. The domestic
academic literature® indicates that innovation is positively linked to productivity at the firm level.

The EU Innovation Scoreboard**® shows Ireland** is considered a strong innovator, now ranked eleventh in the
EU, reflecting a fall of two places from 2020 (see Figure 3.3.4). Over the last three years, performance relative
to the EU has decreased, Ireland has lost its place as EU leader in both employment impacts of innovation and
sales impacts of innovations. Ireland performs well in Linkages, Human Resources and Attractive research
systems, having achieved overall scores above 125% of the EU average in each of these categories.

Figure 3.3.4 EU Innovation Scorecard
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The returns from public investment in innovation can be difficult to assess and take time to measure. However,
public investment is crucial to stimulate private investment and to facilitate enterprise-led innovation creation
and the diffusion of innovations. Data on gross R&D expenditure expressed as a proportion of GNI*, a measure
which excludes the distorting effects of globalisation on Ireland’s economic data, confirms that the overall R&D
intensity has fallen from 2.08% of GNI”in 2013 to 1.93% in 2018. In the same time period, Government budget
allocations for R&D (GBARD) have fallen from 0.53% of GNI* to 0.39% (see Figure 3.3.5).

For a globally comparative picture, it is necessary to look in terms of GDP. In 2018, Irish expenditure on R&D as
a percentage of GDP (1.14%) was below the EU average (2.18%) and the UK (1.73%). Business expenditure on
R&D (BERD) was 0.85% of GDP. In 2018, Gross expenditure on R&D (GERD) increased to €3,716 million and is
at its highest level in the period 2008-2018. Estimated as a share of government budget outlays on R&D,
expenditure in Ireland was 0.91% in 2016, behind the UK (1.33%) and the EU average (1.43%).

19 Dj Ubaldo M. and Siedschlag | (2017) The impact of investment in innovation on productivity: firm-level evidence from Ireland | ESRI;
Crowley F. and McCann P. (2015) Innovation and Productivity in Irish Firms. Spatial Economic Analysis, Vol 10, Issue 2.

120 Eyropean innovation scoreboard | Internal Market, Industry, Entrepreneurship and SMEs (europa.euv).

121 A degree of caution is warranted when interpreting Ireland’s relative position in international indices due to the distortionary impact of
using Gross Domestic Product as a measure of economic activity.
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Higher education spending on R&D (HERD) saw an increase reaching €876.1 million in 2018, an increase of 17%
since the last survey in 2016. However, Ireland's position relative to other OECD countries has been
deteriorating in the last decade, although it improved somewhat in 2018. HERD as a percentage of GNI* has
fallen from 0.48% in 2013 to 0.44% today. Ireland now ranks 23rd for HERD as a percentage of GDP (GNP for
Ireland). Improving our performance in the public and private R&D expenditure represents a significant
challenge for Ireland.

Despite the increase in the overall levels of investment in R&D in recent years (Government expenditure on
R&D increased from €736 million in 2015 to €802 million in 2019), GNP*/GDP levels have increased at a faster
rate. Innovation 2020 set out a commitment to increase combined public and private investment levels of R&D
to 2.5% of GNP by 2020. The levels of Government R&D expenditure as a percentage of all Government
expenditure have remained around 1% since 2011. In 2019, 0.92% of total General Government Expenditure
was spent on R&D. However, it is expected to fall to 0.82% in 2020 due to the increased public spending in
response to the COVID-19 pandemic. The decline in research intensity as a proportion of GNI* and GDP poses
a threat that R&D investment may be insufficient to support future productivity growth. Currently the
Department of Further and Higher Education, Research, Innovation and Science, in conjunction with other
departments, are in the process of undertaking a national engagement on research and science in order to
develop a renewed national strategy to succeed Innovation 202o0.

Figure 3.3.5 Expenditure on Research and Development and Innovation
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Private investment continues to be the main source of investment in R&D. The CSO biannual survey Business
Expenditure on Research and Development (BERD) 2019 - 2020 shows that €3.25 billion was spent on R&D
activities by enterprises in Ireland in 2019, an increase from €2.23 billion in 2015. The research expenditure of
the indigenous business sector is small relative to the foreign owned sector but growing. Irish owned
enterprises reported an increase in R&D spend from €810 million in 2015 to €962 million in 2019. Ireland’s BERD
expenditure continues to be dominated by a small proportion of multinationals, although their share in the
BERD spend is decreasing. Foreign owned enterprises accounted for 70.4% of all R&D expenditure. The largest
100 enterprises in terms of R&D spend accounted for almost €2.7 billion, or 81.8%, of the total R&D expenditure

in 2019. Irish companies are undoubtedly benefiting from the presence of foreign owned MNE's in Ireland, in
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terms of the spillover of skills from the foreign firms to domestic enterprises and the sub-contracting
opportunities that have arisen for Irish firms.

As well as expenditure on Research and Development being dominated by large, foreign owned enterprises it
is also dominated by a few sectors. Total innovation spending in the Irish economy in 2018 stood at €5.5bn. Of
the total innovation spending in the Irish Economy more than half comes from the Foreign controlled
enterprises in the Manufacturing and ICT sectors. The Foreign Manufacturing sector spent €1.6bn, while the
Foreign ICT sector was the next largest, spending €1.2bn on innovation in 2018.**

Recommendation 3.7: Publish the successor strategy to /Innovation 2020 by end-2021 that will articulate
the steps required to make Ireland a Global Innovation Leader, while ensuring research, development and

innovation activities are aligned with public policy goals.

Responsibility: Department of Further and Higher Education, Research, Innovation and Science

The Innovation 2020 strategy also acknowledges that higher levels of investment are not always enough and
attention must be paid to the whole innovation ecosystem to ensure results benefit enterprise, society and the
economy as a whole. The strategy envisages a coherent joined-up innovation ecosystem, responsive to
emerging opportunities, delivering enhanced impact through the creation and application of knowledge. This
ecosystem, when properly supported, will sustain a strong innovative and internationally competitive
enterprise base, growing employment, sales, and exports. The new national research and innovation strategy
will be launched laterin 2021 and the strategy will build upon the key research and innovation priorities outlined
in the Economic Recovery Plan and the National Development Plan.

3.4 Summary

Boosting productivity is key to ensuring the long-run competitiveness of Irish enterprises and is especially
important as Ireland seeks to reinvigorate the domestic economy in the wake of the COVID-19 related shock.
The pandemic has resulted in unprecedented disruption to the global economy, with the potential for
investment, labour market, and trade channel scarring effects to negatively impact on long-run productivity
growth. However, times of great upheaval also present opportunities to evaluate the status quo and find
innovative solutions which could help re-invigorate global productivity growth.

By supporting public and private sector investment in digital skills and technology, management and financial
skills, research and development and innovation, Irish enterprises can seize opportunities to develop innovative
new products and services to allow them to survive and thrive in competitive domestic and international
markets. More widespread and sustained productivity growth is key to improvements in living standards. The
Council acknowledges the importance of further research and analysis to more fully understand how policies
can be designed to enhance productivity growth, especially amongst the increasingly diverse domestic sector,
where both high- and low-productivity performing Irish SMEs co-exist.

One direct outcome of the COVID-19 related public health measures is the more widespread shift toward more
flexible ways of working. Looking forward, new opportunities for more widespread blended working have the
potential to convey economic, social, and environmental benefits and could offer a better quality of life to those

living and working in Ireland. New ways of working can deliver improvements in work/life balance and increase

122 Chapter 6 Innovation - CSO - Central Statistics Office.
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social inclusivity in the labour market, reduce environmental costs and potentially boost regional development.
The Council believes that policy actions to support investment in key areas such as skills, IT equipment and
digital infrastructure have the potential to maximise the gains for productivity and innovation of more

widespread remote and blended working.
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Chapter 4: Infrastructure for a New Way of Living

4.1 Introduction

Housing is an essential infrastructure in any society, but also one that has been the source of economic
vulnerabilities and crises in many countries, and notably in Ireland in the past two decades. At present, the
primary challenge is to deliver housing supply sufficient to meet demand at a price level that is affordable and
sustainable. While housing does not impact on competitiveness directly, affordability of housing is a key
component of competitiveness, given its share of household expenditure. It impacts directly on the
attractiveness of Ireland as a location for both mobile skilled manpower and investment. It also directly impacts
enterprise costs through wage effects, which are important factors in determining the price of Irish goods and
services. Housing affordability directly impacts Ireland’s workers, with rising costs eroding real incomes and
reducing standards of living. In addition, the cost of housing contributes to an economy’s ability to adjust to
adverse shocks.

In effect, a well-functioning housing and construction sector is critical to the overall health of society and the
economy. In Competitiveness Challenge 2020, Chapter 4 on Invest Strategically in Ireland’s Physical Infrastructure
discussed the importance of investment in high-quality, productive infrastructure for sustainable economic and
social development. That Chapter also discussed the housing market, but the Council believes that the urgency
of the current housing crisis warrants further consideration of housing in this year's Competitiveness Challenge.

Ireland’s housing market has experienced exceptional volatility in the past two decades*3, with new housing
supply ranging from more than 100,000 units in 2006 *24 to virtually zero between 2012 and 2014. The
construction sector was particularly hard hit following the global financial crisis and the bursting of Ireland'’s
property bubble, with house prices plummeting and activity in housing construction grinding to a halt. As house
prices stabilised a tentative recovery began, but housing completions increased only very gradually and fell far
short of the estimated demand for 33,000 additional units per annum to accommodate a growing population
and household formation preferences*?.

The prolonged undersupply of new housing has led to chronic shortages of properties in both the rental and
home ownership markets, resulting in house price increases, rental market pressures and increased
homelessness, as households are priced out of local markets. The dysfunction in the housing market has spill-
over effects on private enterprises as firms struggle to recruit skilled labour, and face wage pressures as
employees demand higher compensation packages in order to afford the cost of living, particularly in urban

areas.

The Council acknowledges that housing is not the only area where further investment in infrastructure is
needed. For the Government’s Housing for All strategy to succeed, the Government must simultaneously invest
in Ireland’s social infrastructure, such as the healthcare system, education, and childcare. The Phase 1 report on
the Review of the National Development Plan (NDP) recognises the importance of these social infrastructures,
noting ‘access to quality primary education, health services and childcare ... is a defining characteristic of

attractive, successful and competitive places’. These public services have always been crucial to delivering a high

123 McQuinn K. (2017) Irish house prices: Déja vu all over again? QEC Special Article, ESRI.

124 Poor planning practices & a distortionary tax system resulted in the wrong types of dwellings being constructed in the wrong locations,
with insufficient local demand. Gurran N. and Bramley G. (2017): Planning Practice, Housing Oversupply & Ireland’s Housing Boom & Bust.
125 Regional demographics and structural housing demand at a county level (esri.ie).
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quality of life for Irish workers, and they will need to be adequately resourced to meet the evolving demands of
Irish workers. Moreover, there are currently bottlenecks in critical associated areas, such as water and waste-
water, electricity, communications and transport. Itis essential that productive public investments continue to
be made at a robust pace in order to address these bottlenecks, provide capacity for future needs, and boost
competitiveness. The Council will explore these broader infrastructure bottlenecks in greater detail in future

publications.
4.2 Current Situation in Ireland

The COVID-19 related disruptions negatively impacted on activity in the construction sector, with new dwelling
completions falling sharply in the middle of 2020 (see Figure 4.2.1). Although the construction sector was one
of the first sectors to resume activity as pandemic-related restrictions were eased, ongoing social distancing
requirements hampered the delivery of additional housing stock last year, although the fourth quarter did
perform above expectations. Further public health related restrictions in early 2021 once again disrupted
construction sector activity, curtailing the completion of new dwellings and delaying the commencement of

new projects, which is likely to impact on output over the remainder of the year.

Figure 4.2.1 New Dwelling Completions 2011Q1-2021Q2
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The interim review of the National Development Plan, published in April 2021, acknowledged that delivering the
right kind of housing in the right locations is critical to the successful delivery of Project Ireland 2040**°. The
disruption to the construction sector and hampered supply due to COVID-19 in 2020 and 2021 is adversely
impacting on the availability and the cost of housing, both for purchase®*” and to rent*?®. House prices and rents
have been increasing across the majority of OECD economies®?®, driven by low interest rates and additional

savings accumulated during the pandemic. For Ireland to remain competitive compared to other countries and

126 Phase 1 Report - Review of the National Development Plan.

127 Residential property prices (houses and apartments) increased by 6.9% nationally in the year to June 2021. RPP Index June 2021 - CSO
128 Rents grew by 4.5% nationally in Q1 2021 compared to the same period last year. In Dublin, in Q1 2021, the standardised average rent
stood at €1,820 per month, a 2.0% increase year-on-year. https://www.rtb.ie/research/ar.

129 House Prices 2020 (oecd.org).
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to be an attractive base for mobile skilled workers and investing multinational enterprises, it is critical that

housing supply is increased over the coming years.

Spatial Planning and Apartment Delivery

Furthermore, to avoid urban sprawl and the pressure that it puts on both the environment and infrastructure
demands, increased residential densities are required in our urban areas*3°. However, there are concerns about
the viability and affordability of apartment delivery. The Society of Chartered Surveyors Ireland’'s Cost of
Apartment Delivery Report®3*, published in January 2021, provides figures on the costs of delivering various
categories of apartments to market. The report features a breakdown of costs, affordability and viability
analyses, and recommendations for the future. The total construction costs (i.e., bricks and mortar) and the
total development costs (i.e., bricks and mortar including site, levies, finance, infrastructure costs, VAT, etc.)
are generally similar for a build-to-sell or a build-to-rent apartment schemes, except for the addition of private

amenity space.

The report finds that hard construction costs of apartment schemes have increased over the past three years,
driven by general wage and tender price inflation, as well as further changes to standards around nearly zero
energy buildings (NZEBs). However, the report also noted that policy changes implemented in 2018 in relation
to less onerous design regulations, which increased the maximum number of apartments per core, reduced the
number of car parking spaces needed in certain locations, and also changed dual-aspect ratios, have helped to
reduce overall construction costs. Because of the expensive nature of apartment development, it is often
difficult to ensure the viability of new units for the private sales market. This has led to build-to-rent models
being adopted to allow investors and developers reap a long-term yield from the development in order to

increase the viability of the investment.

In terms of affordability, the SCSI report examines multiple affordability scenarios to take account of the wide
variety of household incomes and assess their capability of purchasing an apartment in Dublin. The analysis
found that affordability of apartments to purchase in Dublin remains challenging, with a joint income of more
than €110,000 required for a lower-range, medium rise, suburban apartment, which remains out of reach for

many couples and young families.

National Economic and Social Council Analysis

Housing infrastructure can be delivered by both the private and public sector and addressing supply bottlenecks
is crucial to ensuring a well-functioning housing market. As part of the National Development Plan Review, the
secretariat of the National Economic and Social Council (NESC) was invited to examine and recommend policy
options to facilitate the delivery of public and private housing in line with the compact growth targets set out
in the National Planning Framework and related policies in the new Programme for Government. Drawing on
significant previous research and analysis in this area, undertaken by numerous researchers in Ireland, the
report, Housing Policy: Actions to Deliver Change*, reaffirmed NESC's view that Ireland must bring about a
fundamental change in its system of urban development, land management and housing provision and evolve
from a speculative and highly cyclical system to a permanently affordable, stable and more sustainable system

of housing.

13° Project-Ireland-2040-NPF.pdf
132 Real Cost of New Apartment Delivery Report | Society of Chartered Surveyors Ireland (scsi.ie)
132 Housing Policy: Actions to Deliver Change | The National Economic and Social Council - Ireland (nesc.ie).
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The NESC report acknowledges that housing must be approached as a system, with interrelated and connected
parts, where change is complex and takes time. Reform will require a coordinated, action-orientated approach
to bring about a structural shift in the approach to housing policy rather than isolated actions. The Council
agrees with NESC's analysis and acknowledges that isolated policies have to date failed to materially improve
the delivery of sustainable housing. Due to the multi-faceted and complex reforms needed to address the
challenges in the housing market, the Council believes it is essential that the first steps of these reforms are
undertaken with an immediate sense of urgency as it will take time to see results in terms of increased housing
supply from these policy actions.

The NESC report focuses on two related issues: first, bridging the supply gap by actively managing land and
locational value for public good; second, bridging the affordability gap by engineering-in permanent
affordability. By bridging these inter-related gaps, an affordable, sustainable, and socially equitable housing
system can be developed. The NESC report details the steps necessary to bridge these two gaps under three
broad headings: (i) institutional adjustments; (ii) more effective use of existing policy instruments; and (iii)
innovation to enhance the policy options available to the State.

Capacity and Capability

A functioning and sustainable housing system needs a construction sector with the capability and capacity to
deliver the required supply. The Build 2020: Construction Sector Performance and Capacity report*3, published
in July 2020, assessed the construction industry’s current and potential future capacity, as well as highlighting
possible constraints, risks and opportunities. The report found that potential risks and constraints were present
in the construction sector in the form of cost inflation, limited sources of additional labour supply and stagnant
productivity growth. In order to mitigate these risks, a number of Government actions have been put in train,
including communicating for industry confidence, securing the skills pipeline, and driving innovation and
productivity improvements. Specific actions were further outlined in the Phase 1 Report*3* as part of the Review
of the National Development Plan and included a new apprenticeship action plan, recommendations from the
Expert Group on Future Skills Needs (EGFSN), the funding and establishment of the Build Digital Project to
drive digital adoption across the built environment sector and work by Enterprise Ireland to assess the potential
for a Construction Technology Centre.

It is also important to consider capacity issues in the public sector. The Summer Economic Statement, published
July 2021, set out the Government’s revised overall capital expenditure ceilings for the period 2021-2025, with
gross voted capital investment increasing to €13.6 billion, almost 5% of GNI*, by 2025. This represents the
largest projected capital expenditure in the State’s history, and it is imperative that this investment achieves
value for money and delivers for citizens. A key focus of the ongoing review of the NDP is on the capability and
capacity of the public service to support the delivery of the ambitious targets for investment that are set out in
the plan. Building on recent reforms such as the update of the Public Spending Code, including the provision of
resource packs and templates as recommended by the Council in 202035, the NDP Review will set out a suite
of reforms to strengthen the assurance arrangements and public sector capability to deliver Project Ireland

2040. These will include a new External Assurance Process for projects in excess of €100 million in Exchequer

133 gov.ie - Build 2020: Construction Sector Performance and Capacity (www.gov.ie).

134 gov.ie - Minister McGrath publishes Phase 1 Report - Review of the National Development Plan (www.gov.ie).

135 [reland’s Competitiveness Challenge 2020 —Recommendation 4.1: Provide supports such as resource packs and templates to complement
the updated Public Spending Code and support public bodies in meeting their requirements in evaluating, planning and managing public
investments.
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funding, strengthening of the Project Ireland 2040 Delivery Board to include more external membership and
setting out a ‘backbone’ of future reforms to improve public sector delivery capacity and capability through the
Supporting Excellence Action Team.

While the construction sector has been re-opened in Ireland since April 2021, COVID-19 related disruptions are
still impacting on activity and prices in the sector. The Ulster Bank Construction PMI for July 2021%3° reported
that input cost inflation had hit a record high for the third consecutive month, with survey respondents citing
lengthening lead times, driven by significant demand for inputs, global shortages of materials and some
transportation delays caused by Brexit (see also Box A). Copper, plastics and steel were singled out as sources
of cost pressure. While some of these disruptions are likely to be temporary and their effects will fade as global
supply chains come back online, the high level of planned construction activity over the coming years is likely
to result in high demand for inputs and subsequent cost pressures. More broadly, global inflation has picked up
in recent months, mostly reflecting unusual pandemic-related developments and transitory supply-demand
mismatches®7. While global inflation is expected to return to its pre-pandemic ranges in most countries in 2022,
uncertainty remains high and there is a risk that transitory pressures could become more persistent.

Social Infrastructure

Providing adequate places for people to live is about more than physical buildings. For new houses to improve
the quality of life for Irish people, they must be located close to a host of ancillary social infrastructures,
including childcare facilities, healthcare services, schools, and transport links. These are crucial services that
contribute greatly to quality of life, and the productivity of the Irish workforce (in particular in relation to
educational services).

As highlighted in the Competitiveness Challenge 2020, Ireland has the highest average monthly fees for early
learning and care and school-aged childcare (ELC and SAC). This observation was validated by subsequent
research undertaken by Frontier Economics (which is providing research support to an Expert Group convened
by the Department of Children, Equality, Disability, Integration and Youth (DCEDIY) to develop a new funding
model for ELC and SAC). Frontier Economics note that ‘the evidence indicates that parents in Ireland pay some
of the highest gross and net ELC costs relative to the average national wage across a broad range of European and
OECD countries.’

The COVID-19 pandemic has placed extraordinary strain on the public health system over the past 18 months,
with health care workers and front-line staff working tirelessly to deliver essential care under difficult
circumstances. The pandemic has demonstrated weaknesses within the healthcare system, in particular with
regard to a lack of real-time information and data, and a lack of modern acute and community care
infrastructure. It isimperative that these weaknesses are addressed so that the healthcare system can be made
more resilient to future shocks. It is also vital that the learnings and innovations from the response to COVID-
19, in areas such as e-health, telemedicine, vaccinations and enhanced communication with the public about

key health messages, are incorporated into future phases of Sldintecare®® reform.

136 [reland Ulster Bank Construction PMI | 2013-2021 Data | 2022-2023 Forecast | Calendar (tradingeconomics.com).

137 World Economic Outlook Update, July 2021: Fault Lines Widen in the Global Recovery (imf.org).

138 |n 2017 the Oireachtas Committee on the Future of Healthcare set out, in the Slaintecare Oireachtas Report, their vision to deliver safe,
quality health and social care services that meets the needs of our growing population, and attracts and retains the very best healthcare
clinicians, managers, and staff.
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Expanding primary and community care is at the heart of Sldintecare, with a vision of making the vast majority
of healthcare services available in the home or close to home, rather than in hospital settings. The Programme
for Government committed to expanding community-based care by developing Community Healthcare
Networks to support the expansion of services, based on the need and size of local populations. It is vital that
these community-based facilities are delivered in parallel to new housing to improve the health and well-being

of local populations.
4.3 Actions Crucial for Infrastructure for a New Way of Living
Housing for All Strategy

In August 2021, the Government launched a new housing strategy, Housing for All*3%, which set out ambitious
plans for the housing sector over the next ten years. This strategy encompasses a whole-of-Government
approach, delivered in partnership and collaboration with other State bodies, industry and the community and
voluntary sector to tackle the complex issue of housing delivery. Housing for All is organised across four
pathways: increasing new housing supply; supporting home ownership and increasing affordability; addressing
homelessness, protecting tenants and supporting inclusion; and tackling vacancy and under-use of existing
stock. The strategy also acknowledges that housing cannot and should not be delivered in isolation without the
supporting critical infrastructure, including transport, communication services, and utility connections.

The Council welcomes the scale and ambition of the Housing for All strategy and fully agrees that an overarching
and joined-up whole of Government approach to housing reform is warranted. Quarterly progress reports will
be submitted to the Cabinet Committee on Housing, providing political oversight and will be supported by a
cross-Department Secretary General Delivery Group and a Programme Delivery Office within the Department
of Housing, Local Government and Heritage. The strategy proposes that the commitments identified will all be
initiated, and in many cases they are proposed to be completed, within the first 12 months of the plan. However,
the Council has concerns that the Housing Policy Objectives (HPOs) and the large number of related actions
identified in the strategy will be challenging to deliver in the timescales outlined. Difficult, and sometimes
unpopular, decisions will need to be made and resources directed to areas where they can have the greatest

impact.

Recommendation 4.1: The Housing for All governance and reporting groups should identify the priority
actions that will be targeted in the immediate term, so that the appropriate sequencing of interventions can

be established and resources urgently directed to the areas where real change can be delivered.

Responsibility: Department of Housing, Local Government and Heritage

The Council also has concerns about the sequencing and timing of the rollout of demand side measures before
supply side reforms have time to deliver results, with likely adverse consequences for house price inflation. The
Council urges the Department of Housing, Local Government and Heritage to conduct a comprehensive
assessment of the proposed demand-side housing policy initiatives to determine the appropriate scheduling of

their rollout taking into account the length of time required for supply side measures to take effect.

138 gov.ie - Housing for All - a New Housing Plan for Ireland (www.gov.ie)
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Recommendation 4.2: Establish reporting mechanisms and evaluation procedures so that the impact of
housing market interventions can be closely monitored and schemes can be adjusted if market distortions

arise.

Responsibility: Department of Housing, Local Government and Heritage

As part of the Government’s housing reforms, changes have been made to the planning process over recent
months. The changes have focused on the judicial review process and a review of planning legislation to ensure
that it appropriately reflects a planning system which is principles led, with greater public acceptance and a
replacement for the strategic housing development (SHD) process. This new arrangement for Large-Scale
Residential Developments (LSRD) will apply to applications for 100 housing units or more, or student
accommodation bed spaces of 200 or more, and will comprise three pillars:

= Pre-application consultation stage- planning authorities will be required to complete the final
consultation meeting aspect of the pre-application consultation stage - including the
provision of an opinion as to whether the proposals constitute a reasonable basis for moving
to the next phase and submitting a planning application - within 8 weeks of receipt of such
meeting request from the developer/ project promoter.

- Planning application stage - planning authorities to determine LSRD planning applications
within 8 weeks of receipt, with limited scope for “further information requests” in the light of
the pre-application consultation phase.

= Appeal stage - An Bord Pleanala will be required to determine LSRD appeals within 16 weeks
of receipt, again with similar limited scope for “further information requests”.

These streamlined LSRD arrangements, involving mandatory timelines, have the potential to be almost as time
efficient as the SHD arrangements they are replacing, while also returning the primary decision-making
function to the local level, with the associated gains in terms of public participation. It will be vital that local
planning offices are adequately resourced in order to make achieving these ambitious targets realistic in the
medium term.

While it is hoped that these new arrangements will help to speed up planning applications for new housing and
reduce the likelihood of judicial review and lengthy delays by involving the public at the initial stage, the Council
is concerned that the explicit prioritisation of housing over other forms of social infrastructure, such as the
healthcare system, education, and childcare and other critical physical infrastructure, such as water and waste-
water, communications, electricity and transport, could result in delays in granting planning permission for
these other vital structures.

Recommendation 4.3: Ensure that the planning authorities are sufficiently resourced, with appropriate
training and accumulation of expertise, to accommodate each stage of the new Large-Scale Residential
Developments approval process, so that the approval process for housing and other critical social and
physical infrastructure is not delayed.

Responsibility: Department of Housing, Local Government and Heritage; Local Authorities
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Further Construction Demands

Of course, new housing and infrastructure are not the only areas of the construction sector that will face
demand pressures and skills bottlenecks over the coming years. As part of the Climate Action Plan*4, Ireland
has committed to retrofitting approximately 500,000 existing homes to upgrade to B2 Building Energy Rating
(BER) or cost optimal or carbon equivalent and to install 400,000 heat pumps by 2030. In September 2020, the
Expert Group on Future Skills Needs (EGSFN) published its analysis of the Skills Needs of the Built Environment
Sector4*, encompassing construction, engineering and architecture. The report identifies the skills required by
the Built Environment sector over the next decade to deliver on ambitions around housing, infrastructural
development and climate change mitigation. In the coming months, the forecasts in this report will be revised
to reflect additional analysis commissioned by the EGFSN in 2021. The forthcoming Labour Demand Estimates
for Ireland’s National Housing Targets, 2021-2030 Report estimates that total labour demand from housing
construction will need to rise from approximately 40,000 full-time equivalent workers at present, to 67,500
workers by the middle of the decade, to achieve an annual average of 33,000 homes over the decade. As the
backlog of housing output has built up, a further increase, possibly up to 80,000 workers may be necessary. The
second forthcoming report on the Skills to Enable the Low Carbon Economy to 2030 estimates a further 17,500
workers will be required in relation to the Climate Action Plan’s retrofit targets. There will further demand for
construction skills in the construction of renewable energy projects and the retrofitting of commercial and
public sector buildings. The high level of forecast demand for labour in the construction and built environment
sector over the coming decade has the potential to lead to wage pressures as the supply of this labour is limited.

In order to address the skills demand issues identified in their analysis, the EGFSN recommends nine priority
actions, which are for the consideration of built environment stakeholders across industry, education and
training providers, and Government. These recommendations encompass campaigns to promote careers in the
built environment sector, reforms to education, training and qualifications (including apprenticeships), and
further skills development to help the sector adapt to new technologies, climate change and managerial
challenges. The Council welcomes the publication of these recommendations and encourages the cooperation
of all stakeholders, from both the public and private sector, in order to deliver on the EGFSN recommendations

to ensure the skills required are delivered over the coming decade and bottlenecks are avoided.

Social Infrastructure

As noted, the pandemic has underscored the importance of social infrastructure to our collective quality of life.
The National Development Plan (NDP) sets out the Government’s overarching strategy for infrastructure
spending, and a Review of the NDP is expected shortly to update the Government’s approach to infrastructure
spending. However, there are also policy processes in place that address issues with specific social

infrastructures.

For early learning and care (ELC), and school-aged care (SAC), the two main State funding schemes that help
reduce the cost burden of childcare on parents are: the Early Childhood Care and Education (ECCE) programme
and, the National Childcare Scheme (NCS)*2. The budget allocation for ELC and SAC in 2021 is €638m. This
includes €289.3m under the ECCE programme and €205.5 under the NCS.

140 Climate Action Plan 2019.Climate Action Plan 2021 is being prepared for publication in the second half of 2021.

241 Building Future Skills - The Demand for Skills in Ireland's Built Environment Sector to 2030.

242 The National Childcare Scheme will begin to replace existing targeted programmes (e.g., the Community Childcare Subvention Plus
programme and the Training and Education Childcare programme)

74


https://www.gov.ie/en/publication/ccb2e0-the-climate-action-plan-2019/
https://enterprise.gov.ie/en/Publications/Publication-files/Building-Future-Skills.pdf

Ireland’s Competitiveness Challenge 2021

Through the ECCE programme, the State fully funds 15 hours weekly of pre-school education for all children in
the relevant age category for the two years prior to starting primary school. In November 2019, the NCS, the
first statutory entitlement to financial support for ELC and SAC was introduced. The NCS provides both
universal and income-assessed subsidies to offset the fees of ELC and SAC to parents. The highest level of
subsidy is for families on the lowest incomes, with the level of subsidy tapering down as income rises. Parents
who are working, studying or who meet other conditions qualify for up to 45 -hours of subsidy per week. Parents
not in work or study qualify for up to 20 hours of subsidy per week. Parents are required to cover the cost of ELC
and SAC that arises over and above these subsidies, and there are currently limited restrictions on the fees that

providers can charge.

In September 2019, an Expert Group was established to review the current funding model for ELC and SAC and
make recommendations for a new funding model that should (operating alongside the above-mentioned
schemes) deliver accessible, affordable, high-quality and sustainable ELC and SAC services. This Expert Group
will provide the Minister for Children, Equality, Disability and Integration and Youth its report in the fourth
quarter of 2021, and it will be crucial that the Government act swiftly to implement the recommendations for a

new funding model to ensure that ELC and SAC becomes more affordable for Irish parents.

Recommendation 4.5: Make childcare costs more affordable by adopting the recommendations from the
Expert Group currently examining the funding model that will allow for the delivery of accessible, affordable,
high-quality, sustainable ELC and SAC services following the publication of the report in Q4 2021.

Responsibility: Department of Children, Equality, Disability, Integration and Youth

For healthcare, in May 2021, the new Sldintecare Implementation Strategy and Action Plan 2021-2023%3 was
published which sets out the priorities and actions for the next phase of the Sldintecare reform programme,
which aims to deliver a universal health service that offers the right care, in the right place, at the right time, at
low or no cost. The Action Plan contains an Enhanced Community Care (ECC) workstream which aims to
improve the experience of patients by avoiding hospital admission as far as possible through initiatives that will
see care delivered within the community, at or near a person’s home where safely possible and appropriate.
Over the next three years, the workstream will focus on the nationwide implementation of capacity for
enhanced community care through building health and social care services at a community level to meet the
identified health needs of local populations, by establishing 96 new Community Healthcare Networks that will
provide the foundation and organisational structures that will enable integrated care with primary and acute
care partners, and by recruiting up to 7,000 community-based healthcare staff. The Council welcomes the
Government’s ongoing commitment to healthcare reform as it is a key element of social infrastructure that
bolsters the health and overall wellbeing of local communities, contributes to a high standard of living, and

increases the resilience of society to deal with unexpected health events.

Finally, as part of the wider review of the NDP, the Government is examining infrastructure spending in Higher
Education. While part of this infrastructure spending must be focused on policies to improve skills
developments, as discussed previously in Chapter 3, investment in physical infrastructure is crucial. The Council
believe that the revised NDP must recognise: (i) the new educational delivery systems that have shown their
worth over the course of the pandemic; and (ii) the role that Ireland’s physical infrastructure (i.e., the bricks and

mortar of Ireland’s university campuses) will continue to play in educating Ireland’s future workforce.

43 gov.ie - Slaintecare Implementation Strategy and Action Plan 2021-2023 (Www.gov.ie)
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4.4 Summary

The affordability of housing is an important component of competitiveness and can indirectly impact on
enterprises’ costs and influence the competitiveness of Irish goods and services, the quality of life of people
living in Ireland, and potentially could impact on the attractiveness of Ireland as a location for investment.
Adequate housing can facilitate labour mobility within an economy and help economies adjust to adverse
shocks, which is especially important as Ireland recovers from the COVID-1g related disruption.

The Council believes a structural shift in the approach to housing policy is urgently needed, as the piecemeal
approaches to planning reform in the past has failed to deliver tangible improvements in housing delivery.
Investing in sustainable housing is essential to ensure Ireland’s long-term competitiveness, and it will important
that the Housing for all strategy has the appropriate prioritisation and sequencing of actions so that results can
be achieved in the immediate term.

The Council also recognises the potential for Government policy, including the Housing for All strategy, to truly
deliver a new way of living for Irish people in a post-pandemic world. However, this new way of living must be
about more than simply bricks and mortar. To improve quality of life for all, housing must be delivered within a
broader context of investment in Ireland’s social infrastructure. Ireland needs: an affordable childcare system
that empowers parents; social and health care systems that delivers the right care, in the right place, and at the
right time; and, finally, an education system that equips the next generation with the skills necessary to be

productive in the 21 century economy.

There are other vital infrastructures needed and that there are currently bottlenecks in critical areas such as
water and waste-water, electricity and transport. These facilities will need to be delivered in tandem with new
housing and will also be required to support enterprise expansion and to facilitate new foreign direct
investment. It is essential that productive public investments continue to be made at a robust pace in order to
address these bottlenecks, provide capacity for future needs, and boost competitiveness. The Council will

revisit these broader physical infrastructure bottlenecks in greater detail in future publications.
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Chapter 5: A Sustainable and Inclusive Economy

5.1 Introduction

As articulated in the Government's Economic Recovery Plan, sustainability and inclusivity will be at the core of
Ireland’s post-COVID future. This consensus is consistent with what is seen widely across Europe#4, as countries
recognise the need to engage seriously with the climate agenda and to ensure that social cohesion is
maintained by economic and social policies which promote inclusivity. In the Competitiveness Challenge 2020,
the Council explored the enterprise sector’s role in tackling carbon emissions and made a series of
recommendations designed to reduce emissions while maintaining competitiveness. This year, the Council’s
focus is on ensuring that the necessary steps to transition to carbon neutrality by 2050, are taken (including
those recommended by the Council previously) and that competitiveness and productivity improvements
benefit all parts of society. These issues are made all the more pressing in an evolving world where increasing
numbers of people will have greater flexibility to choose where they work. This concept is discussed in greater
detail in Box C below that examines the role of socio-economic issues in making Ireland an attractive place to

live and work. Tackling carbon emissions, while promoting equality, is also a huge challenge.

The recent report of Intergovernmental Panel on Climate Change*# (IPCC) has noted that it is unequivocal that
human influence has warmed the atmosphere and that human-induced climate change is already affecting
weather and climate extremes in every region across the globe. The report notes that limiting human-induced
global warming to a specific level requires limiting cumulative carbon emissions, reaching net zero carbon
emissions, along with strong reductions in other greenhouse gas emissions. Concerted policy actions are
needed to reverse the impact of greenhouse gas emissions on climate disruption. To date, despite efforts to
tackle environmental changes, Ireland has had a relatively poor record with respect to addressing greenhouse
gas emissions, a fact that has been highlighted by the Council previously*®. On a per capita basis, Ireland is the
second largest greenhouse gas emitter in the EU and has had less success in reducing emissions compared to

other EU countries.

A fundamentally important factor in this transition is to be aware that moving to a carbon neutral society will
have a differential impact on different sectors and regions of the economy. Some businesses that would be
profitable in a carbon neutral future may be unable to make the required transition without Government
intervention, while other businesses (that are currently profitable) may not be viable when the necessary
actions needed to address climate change have been put in place. Businesses will also face competitive
pressures to adopt more sustainable production processes to remain relevant and adapt to changing consumer
tastes. In this way, there is a compelling argument that by adopting measure that make production processes

more sustainable, businesses may also improve Ireland’s competitiveness.

Inclusive growth is economic growth that is distributed fairly across society and creates opportunities for all. In
Ireland, levels of market inequality and poverty are relatively high. On some measures, Ireland is the most
unequal society in the EU (e.g., Ireland’s GINI co-efficient before taxes and transfers). However, Ireland has a
progressive income tax and broad social welfare system that, as demonstrated below, does an effective job at
reducing these high levels of market inequality . When the combined impact of Ireland’s tax and social welfare

system is considered, Ireland looks like a much more equal economy, and performs at, or better than, the EU

w44 A European Green Deal | European Commission (europa.eu).
15 |IPCC — Intergovernmental Panel on Climate Change.
146 See Ireland’s Competitiveness Challenge 2020 here.
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average, which is encouraging. However, to ensure that Ireland builds an increasingly inclusive economy, the
social welfare system must continue to evolve, and Ireland needs to re-examine the tax and benefit system to
see how it could be updated to adapt to the broad social changes we are currently observing.

The remainder of this chapter: (i) provides an analysis of the sustainability and inclusivity of the Irish economy;
and (i) a discussion of the actions necessary to ensure that Ireland’s competitiveness and productivity

performance will deliver sustainable and inclusive economic growth that benefits everyone.
5.2 Current Situation in Ireland

Environmental sustainability, and inclusive growth, interact with the Council’s mandate in several important
ways. In the first instance, the reason for seeking to improve Ireland’s competitiveness and productivity is to
deliver sustainable economic growth, higher living standards, and a better quality of life for all in a more
effective way. In this regard, the Council endeavours to ensure that recommendations to improve
competitiveness and productivity strike the appropriate balance with this ultimate objective. However, the
Council believes that there is a further link between competitiveness, and sustainability and inclusive growth.
Regarding inclusive growth, there is an established literature47:24® that notes that the global slowdown in
productivity growth has coincided with rising inequality, suggesting that these two trends may be driven by the
same factors. One potential explanation is the superstar firm hypothesis, which suggests that the fall of labour’s
share of GDP is driven by the rise of ‘superstar firms’, which have high markups and a low labour share of value
added*9.

With regard to sustainability, while there is a clear relationship between productivity (i.e., the efficient use of
resources) and the reduction of waste, the Council believes that further work needs to be done to fully
understand the link between environmental sustainability and competitiveness and productivity before making
recommendations to the Government on specific actions be taken.

Recommendation 5.1: Undertake research on the interaction between competitiveness and measures to
address climate change with the aim of ensuring that Ireland improves competitiveness and productivity
while simultaneously achieving emission reduction targets.

Responsibility: Department of Enterprise, Trade and Employment

Environmental Sustainability

To date Ireland has had a poor record on tackling greenhouse gas emissions. In 2019, Irish greenhouse gas
emissions per capita were 12.8 tonnes of CO2 equivalent, which was the 2nd highest in the EU and well above
the EU average of 8.4 tonnes of CO2 equivalent per capita (see Figure 5.2.1). While this represents a marginal
fallin Ireland relative to 2010 (when the equivalent figure was 14.1) with emissions falling by g% per capita (see
Figure 5.2.2), it also highlights the fact that other EU Member States have been more successful at addressing
their carbon emissions (where emissions per capita have fallen by 13%, with several countries recording declines
in per capita emissions of over 30%%°).

147 OECD Economic Outlook, Volume 2016 Issue 1, Chapter 2 ‘Promoting Productivity and Equality: A Twin Challenge’.

148 Workforce composition, productivity & pay: the role of firms in wage inequality’, OECD Economics Dept Working Paper No. 1603.
149 Autor et al. (2020) ‘The Fall of the labor share and the rise of superstar firms' Quarterly Journal of Economics.

15° Malta, Denmark, Austria, and Cyprus.
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Figure 5.2.1: Greenhouse Gas Emissions (per capita), selected countries, 2019
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Responsibility for decarbonisation falls across all of society and the economy, and not just on the sectors where
it most directly impacts. Given Ireland’s poor performance reducing greenhouse gas emissions, the current
commitment to an average 7% per annum reduction in greenhouse gas emissions from 2021 to 2030 and to
achieving net zero emissions by 2050 will require major effort across all sectors. To put the 7% annual reduction
targetin context, Ireland has only managed to reduce carbon emissions by this amount twice, in 2009 and 2011,
when the economy was either shrinking or growing very slowly. There is also an important sectoral breakdown
of carbon emissions. Taken together, agriculture and transport account for over half of Ireland’s total emissions,

with agriculture accounting for 35% of total greenhouse gas emissions (see Figure 5.2.3).

Figure 5.2.2: Greenhouse Gas Emissions (per Figure 5.2.3: Greenhouse Gas Emissions Share by Sector,
capita), 2010- 2019 2019
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Inclusivity

In Ireland’s post-COVID future, the fruits of economic growth must be distributed fairly across society and
create greater opportunities for all. Due to the challenging nature of quantifying inclusive growth, and progress
towards a more inclusive society, economists have tended to rely on readily available data to give an indication

of inclusive growth, including output measures like GDP per capita.

While these standard measures of economic performance are useful in the right context, they are inadequate
measures of well-being (or quality of life)*s*. One of the major issues with GDP per capita, or average wages, as
a measure of progress is that they fail to capture the distribution of income across society (and cannot
distinguish between a society where economic gains are spread equally, and one where economic gains are

very concentrated, with the majority of people living in poverty).

Before taxes and transfers are considered, Ireland is the most unequal society in the OECD — meaning that there
is a very high dispersion of wages in the country (see Figure 5.2.4 and Figure 5.2.5). However, when taxes and
transfers are considered, the situation becomes much less stark, and Ireland looks like a much more equal

society in an EU context see Figure 5.2.6 and Figure 5.2.7).

Figure 5.2.4: Income Inequality (Before Taxes and Figure 5.2.5: At-risk-of-poverty rate (Before Transfers)
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Ireland’s social welfare system, alongside a progressive income tax regime, has been designed to address

inequality and poverty. Social welfare benefits and allowances include, but are not limited to:

e Social insurance payments, entitlement to which is based on social insurance contribution histories
(which include the contributory State Pension, Jobseeker Benefit, Paternity and Maternity Benefit,
lliness Benefit and Carer’s Benefit),

e Aparallel set of targeted social assistance payments generally governed by means-testing and funded
from general taxation (including Jobseeker's Allowance, the non-Contributory State Pension,
Disability Allowance, and the Student Grant Scheme),

e Universal benefits (which include State funded education, and the Affordable Childcare Scheme).

15t Harvard Business Review, GDP is not a Measure of Human Well-Being, GDP Is Not a Measure of Human Well-Being (hbr.org).
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Figure 5.2.6: Income inequality (After Taxes and Figure 5.2.7: At-risk-of-poverty, after transfers
Transfers)
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5.3 Actions Crucial for Sustainability and Inclusivity
Environmental Sustainability

In the Competitiveness Challenge 2020, the Council focused on enterprise’s contribution to climate action and
how businesses could reduce their carbon footprint. For businesses, decarbonisation — which will increasingly
become a competitiveness imperative - will have a significant impact on operations, affecting logistics,
premises, materials used, and products supplied. In many sectors, it will mean significant changes to
operations, and for certain enterprises, it will require new business models. The challenge identified by the
Councilin last year's report was to establish how to decarbonise in the most efficient manner, while at the same

time putting Irish enterprises in a position to take advantage of opportunities arising from climate action.

In July 2021, the Climate Action and Low Carbon Development (CALCD) Act was passed. This Act recognises
the need for pressing action to put Ireland on a sustainable footing and the Government has committed to
reduce greenhouse gas emissions by 51% by 2030 (reductions of an average of 7% per annum) and achieve net

zero emissions by 205o0.

This CALCD also provides for the establishment of a legally binding framework with clear targets and
commitments set in law and should ensure that the necessary structures and processes are embedded on a
statutory basis to ensure that Ireland achieves our national, EU and international climate goals and obligations

in the near and long term.
Moreover, the process of carbon budgeting has now been embedded into law, and the Climate Change

Advisory Council (CCAC) has been tasked with proposing economy-wide carbon budgets to the Minister for the
Environment, Climate and Communications. This will require the Government to adopt a series of economy-
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wide five-year carbon budgets, including sectoral targets for each relevant sector, on a rolling 15-year basis,
starting in 2021. The first two five-year carbon budgets should equate to a total reduction of 51% emissions

over the period to 2030.

Concrete policy actions to achieve substantive carbon reductions in specific sectors will be set out in the
Government’s Climate Action Plan, which will be updated annually. The Climate Action plan must be published
as a matter of urgency, and progress towards the actions set out in the Action Plan must be tracked to ensure

that Ireland makes real progress to de-carbonising the economy.

Recommendation 5.2: Make substantial and sustained progress on the actions set out in the Climate Action

Plan when it is published.

Responsibility: All Government Departments

In the Competitiveness Challenge 2020, the Council recommended that further actions were taken forward to
facilitate carbon reductions, while maintaining business competitiveness, including: the identification of new
technologies and emission abatement opportunities; an assessment of carbon mitigation incentives and
supports available to enterprises; and the establishment of a one-stop-shop environmental hub and website
that would allow businesses to assess their carbon footprint. The Council welcomes the fact that progress has

been made on these recommendations.

Inclusivity

As demonstrated earlier, the Irish tax and social welfare system does well at reducing income inequality and
poverty in Ireland. However, the National Economic and Social Council (NESC) have noted that as the Irish
system is a hybrid or mixed welfare state, this has resulted in tensions in the system. NESC goes on to say that
a key issue for Ireland is whether, and to what extent, it should converge towards a more fully European model

predicated on social insurance and comprehensive service provision.

The need for a new social contract between the State and citizens was recognised in the Programme for
Government, which set out the ambition of the Government to provide each citizen with accessible and
affordable health care, housing, education, childcare (see Box C) and disability services, as well as a living wage,
upskilling, and a dignified retirement. In terms of social protection, the Programme for Government noted that
every citizen has a stake in a strong, responsive social protection system that assists in the costs of raising
children, helps those in need or who have fallen onto hard times and provides for old age.

Box C: The Role of Socio-Economic Factors on Competitiveness

Impact of an increasing mobility of labour on Competitiveness

For Ireland to be able to compete successfully into the future, we need to adapt to the changing world and
update our competitiveness offering by building on the core of Ireland’s competitiveness and productivity.
In the 21st century, where capital and labour are internationally mobile, the ability to attract high-skilled
workers is vital for a productive workforce. With the need to re-locate countries now less relevant for people
due to the rise of remote working (see Chapter 3 for further discussion) in the new post COVID-19

environment, mobility is now even more important for labour, especially in higher skilled areas. It is therefore
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crucial for Ireland’s competitiveness and sustainability that it remains an attractive destination for people,
both to live and to work.

There are many socio-economic factors which affect the attractiveness of a place to live and work, including
those which impact the cost of living, such as housing (see Chapter 4), utilities and childcare, and those which
impact individual wellbeing, such as healthcare, gender equality and a countries leisure offering (the
Experience Economy). This box focuses on two of these factors, Childcare and Experience Economy, as these
have a large impact on the cost of living and individual well-being for people living and working in Ireland.
Therefore, these must be part of Ireland’s competitiveness strategy if we are to attract and retain a well-

educated, highly productive labour force into the future.

Cost of Childcare

The cost of childcare is a key comparative factor for most workers in their decision on where to live and work.
The attractiveness of a location is not only how much you earn, but what quality of life you can afford on that
salary. The relatively high cost of childcare raises the cost of living for workers with children in Ireland, thus
negatively impacting its competitive position internationally. Frontier Economics?*s? have found that parents
in Ireland pay some of the highest gross and net costs for Early Learning and Childcare (ELC) relative to the
average national wage across a broad range of European and OECD countries. However, the absence of
comparative statistics means that it is not possible to precisely determine the extent to which higher costs
for parents in Ireland are driven by higher delivery costs of childcare providers or by lower levels of public
support in the form of fee controls (regulations which determine the amount that childcare providers can
charge parents for its services) and supply-side subsidies (amounts paid directly to providers from the state).

Further research in this area is vital in order to identify and understand the driving factors behind these high
costs. As part of the First 5 Strategy to improve outcomes for children in Ireland from birth to age five, a
commitment has been made by the Government to at least double public spending on Early Learning and
Childcare (ELC) and School-Age Childcare (SAC) in Ireland by 2028. An Expert Group was tasked to deliver a
report containing proposals for a new funding model which will help ensure that this additional funding can
be used in the best way to deliver safe, high quality, affordable and accessible ELC and SAC. This report is
due in the fourth quarter of this year. This future research is crucial if Ireland is to tackle this high-cost issue
in childcare, which remains a threat to Ireland’s competitiveness and sustainability by negatively impacting
its attractiveness to many workers for whom childcare is a key determining factor of where to live and work.

Positive Impact of Experience Economy

A higher level of labour mobility could translate into workers not needing a permanent base in the country
where their office is located. They potentially can work anywhere in the world, only requiring short-term
visits to their office. In such a working environment, the competitive offering of a country includes what it
can provide workers with, in terms of leisure time options. This means the Experience Economy will become
a more important part of Ireland’s competitive offering, as it will play an important role in creating a vibrant,
culturally-rich and enjoyable living environment; characteristics which are contributing elements towards
ensuring a positive well-being for all inhabitants. The Experience Economy encompasses hospitality, retail,
travel, food, drink, tourism, entertainment, technology, events and organisations in the arts, cultural,

sporting and heritage sectors*3.

152 Frontier Economics Research Paper 1: International Comparisons of Fees, Staff Wages and Public Investment in Early Learning and
Care. Publications — Funding Model (firstsfundingmodel.gov.ie).

153 Spending in the Experience Economy accounts for more than one euro in every three euro spent by an Irish household, in comparison
to the one euro in every four euro in the EU as a whole (Ibec Quarterly Economic Outlook Q2 2020).
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The businesses that form the backbone of the Experience Economy are those that have been most heavily
impacted by COVID-19, and many will be some of the last to re-open in full. Ibec has set out a range of policy
measures to support businesses in this area, which aim at curbing financial pressures on firms, addressing
skill and labour shortages, investing in tourism promotion and marketing, and upgrading attractions and
infrastructure®s. A recent report from The Arts Council’s illustrates the huge negative impact of COVID-19
on the arts, with major current challenges highlighted as ongoing demand for funding, and the professional
and financial impact of the pandemic on artists. The Arts Council experienced a 9o% increase in the number
of applications for funding in 2020 over 2019, and approved funding for 129% more applicants than in
2019, The Event Industry Association of Ireland (EIAI) have also highlighted an urgent need for continued
financial supports, ongoing and meaningful cross-departmental engagement, and a roadmap for the safe
return of event activity. The EIAl submitted their Event industry Recovery Plan to the Government in August
2021, with the intention of contributing industry specific knowledge and expertise regarding next steps and
aroadmap to recovery*®. The Government's recently launched Event Sector Covid Support Scheme has been
designed to help companies in this sector with their fixed costs by providing up to €50,000 for SMEs involved
in concerts, sport, cultural events, conferences or trade shows. Measures like this which are aimed at
supporting the recovery of businesses in the Experience Economy have a role to play in attracting higher-
skilled workers and maintain a productive labour force, a vital ingredient for Ireland’s competitive and

sustainable future.

The role of socio-economic factors is now more important than ever because of the increased mobility of
labour in a post COVID-19 world. Ensuring that Ireland has a competitive offering in these factors,
particularly including in the areas of childcare and the Experience Economy, will be critical in attracting
workers to base themselves in the country and in turn will help lower the cost of living and increase the
wellbeing of workers. This is key if Ireland, and its regions, is to attract a well-educated and highly productive

workforce into the future, an essential ingredient of Ireland’s competitiveness and productivity strategy.

In April 2021, the Government established the Commission on Taxation and Welfare, to independently consider
how best the taxation and welfare systems can support economic activity and promote increased employment
and prosperity, and simultaneously ensure that there are sufficient resources available to meet the costs of

public services and supports in the medium and longer term.

It has been argued that, particularly for lower income workers, the complexity of our tax and welfare system
has resulted in disincentives for people to take on employment or increase their hours worked, especially if
these hours are of an uncertain nature. With lower paid workers having suffered the brunt of the job losses in
the pandemic, there is a need to consider how best to reform the interaction between the tax and welfare
systems so that workers benefit from taking employment or working additional hours. The Pathways to Work
2021-2025 includes the objective that the system of welfare payments supports people to make the transition

to work.

To that end, the Council hopes that the Commission will take into account elements in the current system that
create these employment and poverty traps, such as the thresholds for access to social housing, medical cards,
childcare and local authority rent levels. These are important matters that require a whole of Government

154 Experience Economy - IBEC.
155 Qur Covid Response (July 2021).pdf (artscouncil.ie).
156 E|Al Press Release — 20/08/2021 — EIAI.
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approach and should be well within the remit of the Commission on Taxation & Welfare. Previous Commissions
on taxation have faced resistance so it will be important that any recommendations from the Commission in
this area are prioritised by the relevant department with a high focus on implementation.

Recommendation 5.3: Ensuring the work of the Commission on Taxation and Welfare has a focus on

making Ireland’s tax and welfare model fit-for-purpose in the 21st century.

Responsibility: Department of Finance; Department of Social Protection

5.4 Summary

Ireland, like countries everywhere, has suffered greatly because of the COVID-19 pandemic. With the continued
rollout of vaccines, there is hopefully light at the end of the tunnel. As we progress, it is clear that the pandemic
has thrown up questions about the nature of the society we wish to live in, especially in countries, like Ireland,
where COVID-19 has pointed to inadequate attention having been paid to key areas of social policy, such as
health and social care, and conditions for employees with uncertain income (e.g., zero hours contracts). From
the Council’s perspective, competitiveness and productivity need to support a sustainable and inclusive
economy that respects the environment and delivers for everyone. The Council believes that the best way to
achieve these goals is by taking bold action and deliver the commitments set out in the Government’s Climate
Action Plan, and reviewing (and updating, where necessary) Ireland’s social welfare system — which has been

very successful in reducing inequality in Ireland.
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Conclusion

As outlined at the beginning of this report, this year’s Ireland’s Competitiveness Challenge report is the second
annual report from the Council that has been prepared under COVID-19 restrictions. Despite the positive signs
from vaccine rollouts and increasing numbers returning to work, a high level of uncertainty remains as new
variants and breakthrough infections continue to cause disruptions in economies and societies across the world.
There is also a need for continued adjustments in relation to the ongoing transition to carbon neutrality by 2050,
to the digital transition, to international tax reform and to the implications arising from Brexit.

While the Council recognises these challenges, it also draws attention to the potential opportunities in the form
of a new way of working, such as remote working. These opportunities can open up possibilities for new ways
of living, and potentially deliver real improvements in the lives of people based in Ireland, with sustainability
and inclusivity at the core.

In this year's Competitiveness Challenge report, the Council has identified 20 tangible, actionable policy
recommendations. These address the competitiveness issues necessitating immediate action, such as the focus
on supporting workers and their families through income support measures, as well as the medium and long-
term challenges aimed at enhancing Ireland’s competitiveness and productivity performance, such as
consequences of the transition to a new trade relationship with the UK, and the even more immediate
complexities driven by international tax reform proposals.

Along with the immediate issues facing the Irish economy, the recommendations in relation to medium- to
long-term challenges have been grouped under four themes: a dynamic business environment, boosting

productivity, infrastructure for a new way of living, and a sustainable and inclusive economy.

Immediate Issues facing the Irish Economy

The new regime introduced by the Government provides an alternative route for smaller businesses to
restructure their liabilities and enable them to continue trading (the Small Companies Administrative Rescue
Programme, SCARP). The Council recognises this as an important development for those businesses that are
negatively impacted due to the pandemic and are now facing the withdrawal of broad-based business supports.
The council stresses that the small businesses under financial stress are made aware of SCARP as a viable option
for them (Recommendation 1.1).

Medium- to Long-Term Challenges

The Council has been strongly supportive of the cross-Government Action Plan on Insurance Reform and
welcomes the adoption of the new Personal Injuries Guidelines. In this report, the Council calls for the impact
of these Guidelines on award levels to be assessed and monitored (Recommendation 2.2). On legal costs, the
Council is encouraged to see the Government’s recent commitment to actively explore ways to bring down
legal costs and calls for an assessment of the introduction of fixed legal fees to be published (Recommendation
2.1).

The Council is also aware that more limited competition in the banking sector could have negative
consequences for market interest rates for SMEs and suggests that the Government undertake a review of
banking in Ireland (Recommendation 2.3). Furthermore, on access to finance, the Council calls for the
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Government to assess one of its flagship lending policies —the Future Growth Loan Scheme —to see what works
well, and what requires adjustment, so policy makers can take on these lessons on board in the design of future
lending schemes (Recommendation 2.4). The Council recognises that social protection measures can play a
role in attracting talent to Ireland but also notes that the costs of these measures need to be balanced with the
impact that they will have on businesses. The Council recommends that legislation on statutory sick pay is

published and enacted as soon as possible (Recommendation 2.5).

To ensure that the Government puts in place the appropriate policies to boost the productivity of indigenous
Irish firms, further robust and policy relevant research is needed in an Irish context (Recommendation 3.1). In
addition, Government should continue to monitor international research that is uncovering evidence on how
changed work practices, including increased digitalisation, is impacting productivity. For example, early survey
data suggests that remote working has the potential to have a significant positive impact on productivity in
some sectors. To realise this potential, the Government needs to develop frameworks that would enable
businesses to see more of their employees having flexible employment possibilities that would see them
working part-time from home (Recommendation 3.2 and 3.3). This framework also includes the timely
delivery of the necessary infrastructure (e.g., via the increased pace of delivery of the National Broadband Plan)
to ensure that employees can effectively work remotely (Recommendation 3.4) from all of Ireland’s regions,
and that workers are equipped with the necessary digital and management skills to navigate the post-pandemic
recovery and are fully adaptable to the future world of work (Recommendation 3.5 and 3.6). Finally, the
Council recommends that the Government publish the successor strategy to Innovation 2020 that will articulate
the steps required to make Ireland a Global Innovation Leader, while ensuring research, development and

innovation activities are aligned with public policy goals (Recommendation 3.7).

In addition to its direct contribution to national living standards, Ireland’s housing market must operate in such
a way that it does not generate pinch points that could damage long-run competitiveness. The Council believes
a structural shift in the approach to housing policy is urgently needed, as the piecemeal approach to planning
reform in the past has failed to deliver tangible improvements in housing delivery. Following the publication of
the Government’s Housing for All strategy, it will be important that the priority actions are identified so that the
appropriate sequencing of interventions can be established (Recommendation 4.1) and ongoing monitoring
of these interventions to limit unintended market distortions (Recommendation 4.2). Capacity issues in the
planning system will also need to be addressed and planning authorities need to be sufficiently resourced, so
these processes do not delay the delivery of crucial housing and other critical social and economic infrastructure
(Recommendation 4.3). It is also important that social infrastructure in the areas of childcare

(Recommendation 4.4), health and social care, and in education are delivered in tandem with housing.

The Council would like to see research undertaken that explores the link between productivity improvements
and climate action to ensure that Irish businesses can improve competitiveness while meeting sustainability
targets (Recommendation 5.1). Moreover, the Government currently has policy processes in place to address
climate action and inclusivity. Government Departments are currently co-ordinating policy actions in the
Climate Action Plan that need to be met to ensure that Ireland meets its commitment to reduce emissions by
51% by 2030. The National Competitiveness and Productivity Council supports this policy process and wants to

see real evidence of progress made here (Recommendation 5.2).
As demonstrated in Chapter 5, the Irish welfare system and Ireland’s progressive income tax regime does an

effective job in reducing inequality. However, it is important to re-examine Ireland’s taxation and welfare model

to ensure that it delivers for businesses and employees in the 21st century. In this regard, the Council welcomes
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the establishment of the Commission on Taxation and Welfare. When this Commission delivers its report, the
Council wants to see Departments take forward these actions (Recommendation 5.3).

The Council has outlined these policy actions with the aim of working towards a competitive and productive
economy that delivers sustainable economic growth and benefits all of society. Taken together, these can help
foster a sustainable economy that promotes equality and inclusiveness, underpinned by a highly skilled
workforce, adequate infrastructure, a dynamic business environment, and agile SMEs with strong productivity
growth.
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