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Chartered Accountants Ulster Society

Consultation Response: Northern Ireland Executive Economic Strategy – Priorities for Sustainable Growth and Prosperity

Introduction

Chartered Accountants Ulster Society represents some 3,300 Chartered Accountants in industry, practice and in the voluntary and public sectors and is a district Society of Chartered Accountants Ireland, the largest professional body of Accountants in Ireland. 

We welcome the opportunity to comment on this consultation document outlining the priorities for the Northern Ireland Executive Economic Strategy.

We believe that a strong and growing balanced economy has the potential in the medium to long term to bring great benefits for all the people of Northern Ireland. For this reason we welcomed the Northern Ireland Executive’s stated willingness to put the economy at the forefront of its thinking.  We would hope that as we plan for recovery from the effects of global financial crisis, our economy will remain a top priority.

However, we would express concern over the period of time taken to reach this stage of the strategy development process 

· The establishment of IREP was announced in December 2008

· IREP reported in September 2009

· This document, the first in a 2 stage consultation, published January 2011

· Draft Economic Strategy expected “later in 2011”

While we recognise the challenges and the work required, compounded by the various other factors under consideration (for example the Rebalancing of the Economy considerations), we would urge a more rapid pace of progress with positive practical actions being taken rather than talked about if the economy is to be developed. Indeed “NI plc” needs to exhibit the nimbleness and rapid decision making characteristics of an entrepreneurial business itself.
We note there are several strands of government work at present which pertain to the economy, (the Budget deliberations, Rebalancing the Economy and Corporation Tax) as well as this document. We would hope that these are being cohesively considered.

Introduction
We have addressed the 21 high level questions set out in the document as an Appendix to this submission, and set out below our views on a range of the key matters, as a constructive, and perhaps thought provoking contribution to the process.

11 years on, the core themes of the Priorities set out remain unchanged from those set out in the Strategy 2010 document (in the preparation of which the Ulster Society of Charted Accountants was heavily involved) ie

· Encourage exports and innovation, including R&D, and

· Invest in skills development

We have drawn some comments from the Strategy 2010 document below;
	Extracts from Strategy 2010 (March 1999) :
	Our comment (Feb 2011)

	“the private sector of the economy is too small compared to the public sector, this balance needs to be addressed”
	This issue remains, and is well documented. In 2010 - 31% of total employment is in the public sector, a position basically unchanged from the mid nineties

	
	

	“[the vision is to create] a fast growing, competitive, innovative, knowledge based economy, where there are plentiful opportunities and a population equipped to grasp them.”
	Between 1997 and 2007 the average rate of growth was only marginally above the UK at 5.6% compared to 5.4%.

NI has a much higher proportion of the working age population (20.3%) with no qualifications compared to the UK average of 10.5%.

	
	

	“the generous Corporation Tax regime [of the Republic of Ireland] has given and still gives it a telling advantage in the attraction of modern high tech industries of the find NI needs to encourage.”
	Despite the financial difficulties of recent years, the ROI economy has continued to enjoy strong exports, driven largely through a considerable base of high value added inward investor businesses. We strongly contend that the favourable corporate tax rate is a key (but not the only) factor, allied with a highly educated, young workforce, similar to NI.

We would also point out the regular success of the IDA, particularly the “bumper year” of 2010 when 11,000 jobs were created


In a 10 year context, the same timeframe as proposed for the current vision, it could be said that against the key performance indicators of growth, public sector reliance and skills development, the outcome of a decade of strategies, plans and expenditure has been to simply keep pace with the rest of the UK in growth terms and make no relative progress against the structural matters.  We make this comment as we believe it is important that this be clearly recognised as part of the Economic Strategy setting process.

Our growth rate, while positively creating 124,000 jobs, pre economic downturn, has been little more than keeping pace with the rest of the UK, but from a smaller base, ie the anticipated “catch up” or growth spurt has not occurred, which could have been expected from such a major economic initiative. We would also observe that an important element of employment growth in the last decade has been migrant workers, with the level of economically inactive actually increasing, and we would highlight that migrant highly skilled workers attracted to Northern Ireland will be a key requirement of the next decade if overall the economy is to grow.

We would observe against this background that “more of the same”, in terms of the  thinking and actions which have characterised the last decade, will be unlikely to “move the economic needle” in the next decade, a decade which starts with, at best, weak global economic growth. Bold, innovative and different steps, capitalising on the unique competitive advantages of our province, rather than simply taking what has worked elsewhere, (especially where the comparables to the unique situation of Northern Ireland are questionable) are required, and we would highlight that a fresh approach to the strategy setting process itself should be considered. 

As part of our submission we offer some ideas below for each of the productivity drivers as real tangible constructive suggestions to the process.

Our Comments in Overview

· In our response we have reflected on the questions set out in the consultation document and have included our response to each of the 21 high level questions as an appendix to this document and set out further comments below.

Research Projects

· We would question the value of yet more benchmarking of NI plc against other regions/countries in the world, especially those where the similarities to Northern Ireland are at best remote. We would encourage those charged with policy responsibilities not to benchmark further but to generate fresh ideas for Northern Ireland and action them promptly. 

· Comparative studies have been a significant feature of all economic analysis and strategy over the past decade, and while comparative analysis has a value, we would strongly advocate the development of a strategy which seeks to capitalise on the Unique Selling Points which NI has to offer, including;

1. A cost advantage over most of the rest of the UK, ROI and Western Europe
2. A young educated workforce, at degree level

3. A tourism offering which contributes significantly less to the local economy than our island neighbours

We believe there is sufficient entrepreneurial talent in Northern Ireland to develop our own economic strategy and we would place much less emphasis on studies in geographically distributed parts of the world, with little obvious comparability with Northern Ireland, as that approach has not yielded results in the past. The physical improvement of infrastructure can only help our economy, and it is of some concern that the wider consideration of the implication on the economy of the usage of the government’s budget appears not to be recognised in this document.
Has our strategic vision changed?: 
· Section 3 of the document highlights the vision for Northern Ireland as;
“Our vision for the Northern Ireland economy of 2020 is for it to be characterised by a sustainable and growing private sector, with a highly skilled, flexible workforce working in high productivity, innovative firms which compete in global markets.”

· While we agree with the broad strokes of the vision, we would point out that it is in meaning precisely the same as the vision set out in Strategy 2010.  It is obvious that exports are critical as is innovation and R&D. The real question in our minds is
“What actions and initiatives will be included in the Economic Strategy itself which will themselves be innovative and different to the policies and initiatives of the past?”

We would highlight education and skills development as the most important of the productivity drivers and an area where bold new thinking and investment we believe will pay dividends;

1. The Executive should consider as part of the Strategy positioning Northern Ireland as the “first choice location in the UK” for UK students seeking to study key economy driver subjects such as STEM subjects - engineering, computer science etc at FE and University level, by making student fees the lowest in the UK, and doubling the number of available places. The availability of greater numbers of educated directly relevant students will of itself, in the medium/long term, help attract overseas investors, when coupled with a tax incentive and financial assistance to locate here. This should be facilitated by greater collaboration between the private sector and the FE/HE sector in identifying the key relevant areas for study and research.
2. More places should be created for overseas students wishing to study in Northern Ireland, as a global market exists for Northern Ireland to provide education, as a tradeable service. Consider the success of the Royal College of Surgeons in Ireland. In Ireland, the college has 3,500 students, 70% of whom are non Irish, and who bring fees to the economy (which provides employment for c 800 staff) and spending in the Irish economy.
3. There is today a skills shortage in Northern Ireland in the ICT sector, which requires governmental thinking to address. The Consultation document itself highlights that most job losses have been in construction, retail, banking etc and NOT in ICT. Comparatively speaking NI ICT has done well in the last 2 years and continues to attract inward investment (CITI, Kana recent announcements). The Assembly could lobby the UK government for a “visa amnesty”/Highly Skilled Workers Programme for Northern Ireland to allow migrant ICT workers into Northern Ireland, over say the next 3 years, with some cap on numbers. This would bring greater supply of talent to the sector (all of which would be above average salary level jobs) and alleviate the wage pressures that exist today and which threaten our long term competitiveness, and in the near term help drive the economy in a sector which is fundamentally reliant on skills availability.
Invest NI could support companies sourcing ICT workers from EC countries where VISA would not be required and indeed collaborate through QUB or UU with HE/FE sector in Eastern Europe.
Education is therefore not only a key enabler of the development of our economy, but also a key exportable product in its own right. We note with encouragement the steps being taken by the Universities, through participation on INI trade missions, to explore overseas opportunities. We believe that further effort needs to be put into creating the environment for entrepreneurs to thrive, culturally as well as the physical environment.

We would also highlight the significant benefits that would accrue to the local economy through the development of business leaders who show the potential to grow significant high tech companies. Three such leaders participated in an executive level coaching and training programme in recent years, conducted on an all island basis, with Stanford University in the USA. Each went on to significantly develop their businesses with substantial benefit to the local economy. We would encourage the inclusion of such targeted and focused programme in the Strategy.

· What does success look like?: We believe that in order to achieve success, and indeed in deciding which actions to take, we must first realise what we want to achieve and what the key metrics for measuring success will be.
Our understanding is that in terms of the Northern Ireland economy, the key measurement to defining problems and evaluating success used in recent times has been productivity and GVA per employee. Using this as a metric will obviously affect how the strategy is implemented and the actions of those tasked with economic development.

We think that some consideration should be given as to whether GVA per employee is the correct measurement of success.  While it is a useful metric in terms of information available and ease of collection, it may not be the best measurement for what we are trying to achieve with the Northern Ireland economy. We would note that a direct comparison between NI and (for example) SE England is not a useful comparator due to the different composition of the economy.

We would suggest that other forms of target (like jobs created in each sector etc) along with GVA need to be taken into account – for example private sector contribution to the local economy/ reduction in figures of economic inactivity. 

We also note that there seems to be no information about employment multipliers available for Northern Ireland, the only region of the UK which does not have this information. We believe that if we can accurately measure the starting point and have a clear idea of the measurements of success it will determine the focus of the strategy.

· Innovation/R&D
It is clear that innovation/R&D needs a continual focus, as evidenced by calls for greater innovation/R&D in most developed economies, including the USA. We would point out that considerable grant funding has been available to companies wishing to undertake product development and/or R&D for some considerable years, plus R&D Tax Credits.

Encouragingly, the Consultation document highlights that expenditure on R&D increased to almost equal the UK rate in 2009. While it would be difficult to say precisely the impact of grant funding on that progress, we would be concerned if the budget or strategy diverted funds away from these critical support measures in the near term.

Taking a medium/long term view however, it is also important that indigenous companies lessen their reliance on grant funding, and we would advocate the movement to a “refundable grant” mechanism, which could recirculate the public sector funds invested in R&D support. 

· Economic Development Activity: We believe that one problem with previous economic strategies for Northern Ireland is that they have adopted a somewhat uncoordinated approach with inevitable cost inefficiencies. 

We very much welcome the document’s assertion that “A key aspect of this strategy will therefore be the identification of specific actions to be taken forward including identification of which orgsanisation(s) will be responsible for delivering those actions”. At present, economic development activities are delivered via;

DETI

Invest NI

Local councils

Intertrade Ireland

FE Colleges

DARD

DEL, DE etc etc

which at best creates inevitable duplication and inefficiency. We would highlight that as part of the strategy setting process a cohesive, efficient “joined up” approach be developed for the delivery of all economic development efforts. We do welcome the cross departmental approach to this document.

We are keen to highlight the need for action resulting from this strategy. In the past we have seen how strong pieces of strategic thinking have created a forum for debate, but it seems that the actions and recommendations from those pieces of work are slow to deliver, if at all. We are thinking of valid strategic work such as the IREP Review and the Review of Public administration.

We believe that there is a need for one overall single body for the strategic development of the economy, which is also prepared to take responsibility for delivering that strategy. We hope that this will see recommendations implemented and timely actions taken, in contrast to the outputs of some of the other pieces of strategic work which we have mentioned. 

It is clear to some of our members that a proactive consideration of the private sector economy by a large department, such as DHSSPS for example, in developing the best ways to provide services could radically change elements of our economy. These influencing factors are considered materially important to the efficient development of the economy here.
· Enterprise/Entrepreneurship: Stimulating entrepreneurship, creating a culture of innovation and addressing the difficult problem of a cultural aversion to business risk must be a key aim of the strategy.

We believe that it is vital that greater consideration is given to creating the right ecosystem for potential entrepreneurs in Northern Ireland. We feel that there is still some way to go in creating the environment where potential entrepreneurs have knowledge in areas such as finding the right networks; getting the right support; knowing the funding options that are available; and building management teams.

For many years, through Invest NI, various programmes have been deployed to encourage and assist start up businesses. Yet despite that support, business birth rate is still reported as the lowest in the UK. Therefore we would conclude that a refreshed series of initiatives be part of the Economic Strategy, if indeed it is concluded that there should be public sector intervention in this area. We would recommend a working group look at this area specifically, including the network of 32 Local Enterprise Agencies as the “on the ground” delivery mechanism, provided they are not being subsidised to displacement private sector businesses in the market.
We welcome the initiative taken by DETI/Invest NI in seeking to have in place a £40m Venture Capital Fund in NI, and we note the tender process is underway. We also note however the difficulties local VC firms have experienced in recent years in raising funds in international markets, in common with many fund managers. We believe an active angel, early stage, venture capital, debt finance eco system is essential, and would welcome a Fund Manager with international reach and credibility. We would therefore encourage close attention be paid to the track record and ability of the selected Fund Manager to raise capital in today’s markets.

· Economically Inactive 

One of the largest challenges lies in the benefits trap where people currently in receipt of benefits see no significant financial advantage from entering employment. The scale of this issue, while being UK wide, continues to be acute in Northern Ireland, and will not be easy to address. Nonetheless, it remains an imperative that this be addressed, as it has not been in the last decade.

Of course not everyone will have the skills to be a software engineer (for example) and so we must make employment a more positive option and provide jobs at a lower skill level which can encourage more of the economically inactive to take the first step on the career ladder. We question though that if the focus is on the GVA measure how strategies to address lesser skilled jobs will be promoted.

We believe that the problem of economic inactivity is a vicious circle. Research has shown that young people growing up in an environment where their parents do not work are less likely to enter work themselves. This engenders feelings of lack of opportunity and, we believe, creates an environment supportive of dissident terrorist activity and political instability, which in turn damages economic development.
Conclusion

We are supportive of the broad themes articulated, but would highlight that in over a decade not a lot has changed and it is disappointing that since September 2009more progress has not been made in forming a strategy. We therefore challenge the validity of the strategy setting process itself. 
We would reiterate our concern over the length of time taken to reach this point, the on-going lack of a practical action plan, and would encourage a greater pace from now.

The strategic themes are clear, it is the development and execution of the strategy which are the imperative. We have highlighted in our response that we feel other major pieces of strategic work such as the IREP Review and Review of Public Administration, along with previous examples of local economic strategy, have put forward recommendations, but relatively few of these have been followed through and implemented. Implementation and action is what counts, especially at this challenging time for the economy.
We believe that under the current fiscal restraints, a broad brush strategy will have limited impact due to a spreading of the available resources. A much more focused and targeted approach addressing the areas of greatest opportunity, whilst perhaps not addressing all the aims of the current discussion document, may just have a better chance of producing real sustainable improvements in the NI economy.

We would reiterate our strong view, documented in other submissions and publicly, that the appropriate utilisation of corporate tax incentives should be a key ingredient in the Strategy to develop the Northern Ireland economy. It is by no means the only necessary ingredient, but we believe an essential one and vital to a “doing things differently” approach.

We are glad to note the phrase ‘sustainable growth’ in the title of the document, as long term sustainability must be a touchstone in the full Strategy. While improving the economy and quality of life for citizens, we must also protect our competiveness in terms of quality and cost if we are to avoid cycles of boom and bust like that currently impacting the Republic of Ireland.

Chartered Accountants Ulster Society is committed to playing its part in creating a sustainable and successful economy and society in Northern Ireland. We are willing to offer the expertise and experience of our membership in assisting with any aspect of the development of the economic strategy. We hope that these views will be welcomed as an honest and constructive contribution to the debate. 

Chartered Accountants Ulster Society

February 2011

Question 1:
Do you agree with the key economic challenges that are expected to influence the performance of the NI economy over the next 10 years?

· Yes
Question 2:
Are there any additional aspects that should have been included and which need to be addressed in the full economic strategy?

· No
Question 3:
Learning from what has worked in economically successful regions across the world and adapting measures to Northern Ireland’s circumstances will be key to meeting the challenges facing the Northern Ireland economy.  Are you aware of other successful initiatives around the world from which we could learn?

· We would question the value of yet more benchmarking for Northern Ireland. We believe that the generation of fresh ideas in a strategy that capitalises on Northern Ireland’s unique selling points (page 4 of our response) would be of greater value.  
Question 4:
What evidence is there that these initiatives were successful and would be appropriate to meet the challenges facing the Northern Ireland economy?

· Again, we would emphasise the need for a strategy which focuses on Northern Ireland’s specific economic advantages and areas of opportunity.

Question 5:
Looking ahead to 2020, do you share the Executive’s long-term vision for the Northern Ireland economy?
· Yes. We welcome the Executive’s prioritisation of the economy and the focus on sustainable growth. Realisation of the strategy will depend on a suitable, practical action plan.
Question 6:
Given the challenges facing the Northern Ireland economy, do you agree that promoting export-led economic growth should be the key economic priority of the Northern Ireland Executive?
· We strongly agree

Question 7:
Do you consider the proposed rebalancing themes to be sufficient to meet the longer term challenges faced by the Northern Ireland economy?
· Yes

Question 8:
Recognising the inter-dependence of these themes, which do you consider to be most important in driving the long –term vision of the Northern Ireland economy?
· We believe that education and skills development, coupled with creating a culture of innovation and entrepreneurship are the most vital strands of the strategy

Question 9:
What is your view on the proposed short to medium term rebuilding themes identified in this strategy?
· We agree with the themes as set out

Question 10:
Are these sufficient to meet the challenges resulting from the economic downturn?
· Impossible to answer without detail of actions to support the themes
Question 11:
Are there other themes which the Executive should consider when preparing its Economic Strategy?

· No

Question 12:
Do you agree with the proposal to redirect resources from the short to medium term measures to rebalancing measures as the economic recovery takes hold and the labour market situation improves?
· Yes

Question 13:
Are there further cross-cutting themes which should be considered in relation to the Northern Ireland Economic Strategy?
· We believe that the principle of a co-ordinated approach to economic development, which takes cognisance of HM Treasury’s plan to rebalance the economy and which creates a joined up approach reducing duplication and inefficiency would be very welcome. We see the Sub-Committee for the Economy as a welcome first step in this process. 

Question 14:
How do you think these cross-cutting themes should impact on the rebuilding and rebalancing themes identified earlier?
· We support the cross-cutting themes as we believe that successful economic development will benefit all of Northern Ireland

Question 15:
Recognising the more constrained public expenditure position in the coming years, do you consider the extent of prioritisation given to the economy to have been sufficient or is there a need to go further in future years?
· Considering the positive trickle-down effects that a strong economy would bring into all areas of local life, we believe that any additional support which could be given to economic development to be a good thing.

Question 16:
Which are the key organisations able to deliver against the Executive’s economic priorities?
· There are a wide range of organisations involved with economic development in Northern Ireland. The vital consideration is that their efforts are co-ordinated and successfully organised by an over-arching agency with a detailed strategic plan in mind.

Question 17:
Are there any areas where roles and responsibilities could be better clarified?
· No

Question 18:
Under the rebalancing themes [noted above], what do you consider to be the key actions to rebalance the economy and ensure sustained improvements in long-term economic growth?
· We hope that our document has outlined some key actions which would help to rebalance the economy and encourage sustained private sector growth

Question 19:
Under the rebuilding themes [identified above], what do you consider to be the key actions necessary to rebuild the economy after the recession?
· Again, we feel that the earlier sections of our response cover this.

Question 20:
In allocating resources to support this strategy, should the Executive prioritise particular sectors of the local economy in order to deliver sustainable improvements in long term growth?

- Yes, we must prioritise the areas which we feel will deliver the best results. A scattergun approach will not deliver the required impetus or improvement.

Question 21:
What sectors should be prioritised and how do these align with the framework and priority themes outlined earlier in the document?

- We believe that the sectors currently identified by Invest NI as areas of opportunity are a fair summary of the key sectors, but we also note that not everybody looking to get back to work will have the skills or ability to find a high-tech job. Consideration must also be given to areas which create the opportunities for a first step into employment.
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