Framework for Making Northern Ireland self-Sufficient
Background

Party Council, in March 2007, passed a resolution calling for Alliance to set the goal of Northern Ireland becoming self-sufficient.

Overarching Objective

· Alliance should aim to create a sustainable Northern Ireland.

· Sustainability can be seen in terms of finance, economy, environment.

· Sustainability is not the same as self-sufficiency, but it means a Northern Ireland society that works.

· Building good relations and creating a shared future is a major part of delivering a sustainable Northern Ireland.

Size of the Economy

· Northern Ireland economy is relatively small, c£25bn per annum.

· To put this in context, the economy of the RoI is worth c£85bn per annum, almost three times the wealth for just over twice the population.

· Alternatively, consider that the annual UK turnover of Tesco is £42bn!! 

· In 1985, RoI GDP per capita as 61% of EU average, now 131% (although enlargement does need to be factored in)

Public Expenditure

· Northern Ireland annual budget is now £16bn per annum. 

· There is a financial subvention from the UK Treasury of £7bn per annum. This means that the Northern Ireland tax base can only fund just over 50% of local services. The subvention equates to over £4,000 for every person each year 

· Northern Ireland would be unsustainable as an independent state. Also, it is much easier for the larger population of the UK as a whole to bear this subvention than for the Republic of Ireland. (which does place the constitutional question in a wider context)

· NI Public Expenditure is 135% of UK average per head

· On needs analysis, may only be justified at 125% of UK average

· Treasury may seek to recover costs, carrying implications for public expenditure in NI, and local taxation. This is the danger of a dependency culture.

· Any squeeze on public expenditure across UK will through the nature Barnett formula will affect NI disproportionately

· Less than 50% of people in NI pay income tax

· Combined with level of subvention, there is no sense of accountability in relations to decisions relating to taxation and spending, and also a sense of entitlement, even when the case for funding is not warranted

· The NI media report demands for additional public expenditure uncritically, with a poor standard of economic analysis

· NI is much more likely to converge economically with RoI (and arguably we should be encouraging this trend), but it is not converging fiscally.





NI


Scotland

Gov’t Exp (£m)


16,011


45,250

Gov’t Revenue (£m)

9,108


34,030

Fiscal Deficit


6,903


11,220

Deficit per capita

4,054


2,219

Deficit as % of GVA

31.04


14.13
Public v Private Sector

· The public sector share of GDP is 71%. This is higher than many command economies, including many Soviet Bloc states during the Cold War and Nazi Germany. This is significantly worse than the next region of the UK economy.

· This situation has actually become worse since devolution in 1999.

· This means that the pure private sector in Northern Ireland is little more than £8bn per annum. This is about the same size as the annual turnover of Marks and Spencer!!

· Many companies survive almost exclusively on government work and contracts.

· In terms of Gross Value Added (the most readily used indicator to measure the size of the economy), the public sector in Northern Ireland amount to c65% of the total

· NI would need to grow at 188.7% to achieve the same UK average public/private sector balance & 43% to catch up with Wales, the next worse region

Regional Variations/Convergence

· The overall GVA of Northern Ireland is only 80% of the UK average

· Current draft Regional Economic Strategy (NI Government, drafted under direct rule) does not see any meaningful regional convergence for NI to the UK average.

· Regional convergence is probably the most effective measurement of change within Northern Ireland

· The British Government is nominally committed in policy terms to regional convergence.

· However, London and the SE England are regarded as the main drivers of the UK economy. Government puts a higher premium on protecting this. Financial subsidy and dependency is tolerated rather than give regions greater autonomy to become more sustainable

· Aim should be to see convergence

· Challenge for Assembly is stand up to this UK Government perspective; Scotland is beginning to do so 

Costs of Division

· Legacy of lost economic opportunities due to Troubles/Sectarian/Segregation – lost inward investment, economic growth; tourism

· UK Government made law and order its public expenditure investment priority at the expense of other areas such as services and infrastructure

· Alliance puts the costs of division at c£1bn per annum

· Deloitte report commissioned by OFMDFM suggests, this may be as high as £1.5bn per annum (Alliance took the lead on the issue, and is actually more accurate)

· This is at least 12% of discretionary public expenditure 

· Major distortion to public expenditure. 

· Both direct costs and also imbedded, indirect costs re: duplication of goods, facilities, and services

· Also, distortions with respect to how private sector does its business

· This does take into account the opportunity costs of lost investment and tourism

Employment

· Unemployment, in terms of official records, is now under 4%. This is the lowest level in NI since 1960s. It is no longer the worst region for unemployment in the UK.

· Northern Ireland has the highest level of economically inactive of any region in the UK, at c26%. Indeed, this is at least 20% worse than the next region. There is therefore a very dependency on non-employment benefits.

· There are major variations in this across Northern Ireland. It is almost 50% in Derry!!

· Most rapid employment growth has occurred in the relatively lower-value added sectors of the economy.

· Public sector employs 29% of the workforce; the UK average is only 20%

· Public sector wages are much higher

· Average private sector wage is only 79% of UK average

· The differential between average public sector wage and average private sector wage in NI is 29.7%. By contrast, it is only 3% in the UK as a whole.

· Public sector crowds out private sector

· Proportion of economically active adults with no qualifications is highest in UK

RoI Context 

· Benefited from fiscal autonomy (not available for NI at present)

· No one single policy intervention in RoI, but Celtic Tiger saw:

· Social partnership, EU funding (infrastructure), favourable demographics, skills, geography, English language, but also taxation policy, deregulation, and reform of public services
Structural Problems

· Four key areas:

· Infrastructure

· Enterprise

· Skills & innovation

· Low level of entrepreneurship

· Infrastructure needs improvement (and also more innovation in the use of public funds)

· Infrastructure now significantly worse than Republic of Ireland

· Low level of R&D in NI

· Low level of investment in transport

· NI invests less in roads per capita than any other region

· Transport in NI is heavily road based
· Cultural problems

· Entreprenuership and running business do not attract sufficiently high esteem

· Public sector often better wages/security and job security

· Lack of labour mobility

· There is a conflict between encouraging mobility to where the most logical place for jobs to be based economically and environmental sustainability, i.e. placing jobs where people live
· Education system produces some real quality (but often these people move on, especially those from west of the Bann)
· Still a brain-drain, especially of the most-talented, but is declining - is more out of choice than necessity
· Lack of critical mass of skilled workers for competitive global economy
· Planning processes are very slow, creating delays and uncertainty for investment decisions, and ultimately deterring them
· Problems with Invest NI – inflexible approach, bureaucratic, limited focus (Alan Castle)
· Absence of one-stop shop for business start-up and business development
Trends

· Progress in NI Economy

· GDP growth since 1990 marginally ahead of UK average

· Employment growth has been significantly quicker, but growth has been focused in low-paid jobs

· falling unemployment, incl. long-term unemployment
· NI GVA grown more than any other region since 1990

· But GVA per head is still some 20% below the UK average

· And is now joint lowest with Wales and NE of England

· GVA per hour worked is the lowest in NI

· Switch to service sector employment drags GVA down!!!

· So employment rises but overall GVA falls
· Overall, official economic indicators are not particularly encouraging

· However, there are more visible signs of wealth. The ancedotal evidence is encouraging

· Is there a timelag over changes?

· Migrant workers filling gaps in workforce

· Helps keep wage inflation down

· Rebalances between public and private sector 

· NI will need to attract more people form overseas if the private sector is to grow in terms of domestic demand, and to fill the jobs that will need to be created as public sector has absorbed much of local workforce

· But to an extent this alleviates the need for major economic reform

Challenges

· UK economy challenges, same goes for NI, include int. competition, climate change, depletion of energy reserves

· Globalisation challenge

· Global economy is becoming more competitive

· Competition

· Demographic downturn within indigenous population

· NI must become more resource efficient

Policy Opportunities

· Regional Economic Strategy

· Programme for Government

· Budget 2008-2009

· Comprehensive Spending Review, 2008-2011

· Investment Strategy for Northern Ireland

Action Points

· Identification of niche areas for Northern Ireland: Tourism; Biotech; Renewable Energy; Green Economy; Pharma; Financial Services (spillover from Dublin); Other?
· Address costs of division, and reinvest resources into improving public services and addressing pressure on local taxation
· Push for local fiscal powers, including differential rate of corporation tax
· Integrate new investment strategy with shared future
· Argue for peace package to invest in creating integrated facilities
· Better match skills, careers advice with the needs of employers
· Economy needs to become more export orientated
· Reform of flawed approach adopted by INI
· Corporation Tax: vital for attracting FDI

· Particularly helpful in ICT and Financial Services

· 12.5% rate could create 180,000 new jobs by 2030

· Attracting high quality, high value added jobs

· Growing size of private sector, relative to public sector

· Healthier and safer communities is good for economy

· Consideration of equivalent of RoI National Development Plan for NI

· Potential integration of this with RoI

· Development of North-South aspects by Alliance

· Development of North-South business opportunities (Alan Castle)

Policy Linkages to be Developed

· Economy/Finance with building Good Relations/Creation of a Shared Future

· Economy with the Environment, Health, Education
Recommendations

· Party Council discusses and agrees this framework document as the basis of further policy development

· Specialist economy and finance policy working group established.

· Presents detailed policy document to future Party Council

Stephen Farry

Finance Spokesperson
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