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EXECUTIVE SUMMARY

The tourism industry is experiencing a very difficult 2008, with prospects for 2009 not materially better. The sudden and substantial domestic economic slowdown has come at a time when the industry has invested significantly in increased facilities and capacity. The international credit crunch and high fuel costs are having a negative impact on the industry here, as in other countries. The strong performance of the euro in the past year has worsened an already weak competitive position in two principal source markets, the UK and the US.

Recent indicators show a further weakening tourism performance as 2008 progresses. June visitor numbers were down, with a substantial decline in UK and US visitors. Most tourism segments report a decline in first half 2008 business. There is evidence of some tourism enterprises getting into commercial difficulty, and air access services are being reduced in some cases. Hotel utilisation rates have declined in the first half 2008, while domestic tourism expenditure is weakening.

Ireland’s deteriorating cost competitiveness of recent years was to some extent compensated for by buoyant national and international markets and by the efforts of the industry. The economic decline has altered that position. Competitiveness must be improved.

ITIC recognises the urgent necessity of addressing the difficult position of the public finances, but urges that this be dealt with by labour cost controls and reduced current expenditure. Commitment to the vital capital projects outlined in the N.D.P. should be maintained.

Investment in tourism marketing must be maintained. Without a strong tourism and enterprise sector the economic and social base of the country will deteriorate further. ITIC recommends that Budget 2009 should:

· impose a freeze on all local and national public sector charges and commercial rates, and ensure that nothing is done which worsens the cost competitiveness position of tourism;

· maintain the real level of support for overseas marketing;

· facilitate credit facilities for tourism enterprises in temporary financial difficulty due to the severity and speed of the economic decline;

· implement a range of fiscal reforms for specified segments of the tourism industry; and

· avoid any new fiscal and regulatory measures which adversely affect tourism.  In particular any proposed carbon tax should be revenue neutral and should be designed so as not to adversely affect the industry.

On a broader basis it is imperative that the Government move rapidly and decisively to address the issue of value, cost, and effectiveness in all areas of the public sector, including State Agencies.  But it is imperative too that this review, recommended by the OECD report, be carried out in a structured and consultative fashion to ensure that optimum efficiency and effectiveness is secured for the longer term.  ITIC recommends that the appropriate structures for the delivery of renewed and sustained tourism growth be addressed in the Mid-term review of the New Horizons for Irish Tourism Report, recently announced by the Minister for Arts, Sport and Tourism.

1. CURRENT PERFORMANCE AND ECONOMIC ENVIRONMENT

Performance of Tourism in 2008

2008 is likely to be the first time since 2001 that overseas visitor numbers will record a decline. The domestic market too will show a marked reversal of the growth rates enjoyed in recent years. As the year progresses and new data emerges it is improbable that any recovery will begin to emerge.

This negative outlook is to be expected because international and domestic economies have declined in 2008, and the industry has been hit by additional significant appreciation of the euro. At the time of last years submission the consensus 2008 domestic growth forecast was in excess of 3.5%. At present the ESRI is forecasting a decline of 0.4% and the decline may be even larger by the end of the year. This large and sudden decline in economic activity has been the deepest of any country in the EU, falling from growth in 2007 of 5.3% to negative growth of at least 0.4% in 2008. 

The international economy also performed much worse than expected. 

Expectations for 2009 are relatively pessimistic. Irish growth may improve, but only marginally, and the euro area growth is expected to be less than 1.5% in 2009, compared to 1.7% in 2008.  In the UK growth of less than 1% is forecast, while the US is hoping for growth of just 1%. In light of current market turmoil even these growth rates are beginning to appear optimistic. 

In recent budget submissions ITIC drew attention to the ongoing decline of tourism competitiveness caused by high labour costs, high domestic inflation, large increases in local authority charges and taxes, more recently higher interest rates, and the ongoing strength of the euro. Despite these competitive difficulties the industry performed well over recent years, aided by a buoyant domestic economy and solid international growth, albeit with declining margins. In 2008 the tourist industry has been hit by additional strong appreciation of the euro against sterling and the dollar to worsen an already difficult situation.

The domestic and international economic decline has removed the market buoyancy support to the industry, and left it very exposed to the accumulated loss in competitiveness. In addition many tourism enterprises have recently invested in increased capacity, improved new facilities and services, and better marketing and technology. The borrowing associated with these investments has generated a substantial short-term difficulty because of the higher interest rates and liquidity pressures. 

The loss in competitiveness was an increasing burden on the industry over several years, the consequences of which are now being acutely felt. This, together with the substantial and rapid economic decline has placed the industry in a difficult situation in 2008, and most probably for most of 2009. Normal economic growth is not expected to resume before 2010 at the earliest. The challenge for many enterprises will be to survive until then.

The speed and severity of the decline in global and domestic economic activity has left some tourism enterprises exposed to short-term financial pressures. Budget 2009 should act to ensure that there is adequate liquidity in the banking system to provide short-term financial facilities for tourism businesses requiring additional short-term finance, but which are otherwise commercially sound.

ITIC recognises that the public finances are in a difficult position but urges that correction of this imbalance be pursued through reduced labour costs and reduced current expenditure. Increases in tax and public sector charges must be avoided because they would worsen the competitive position of the enterprise sector and delay economic recovery. Public investment in tourism must be maintained.

The ITIC submission to the Commission on Taxation identified a range of taxation reforms which would assist the industry to achieve its growth potential including; VAT reduction to 10% - extension of tax relief to all business hospitality expenditure and incentives to encourage long term savings. While recognising the difficult position of the public finances, in this submission ITIC urges the Government:

a) not to do anything in Budget 2009 which would worsen the already weak competitiveness position of tourism; 

b) to continue with investment in tourism in order to sustain it over the period of weak economic activity;

c) to ensure availability of short term financing facilities to tourism enterprises which require it, and

d) to improve certain sectoral tax penalties.
Budget 2009 should impose a freeze on all tourism related taxes and charges and should maintain the real value the Government support for marketing of Irish tourism.

Despite facing a challenging external environment, the Irish tourism industry continues to make a very strong contribution to the Irish economy.  This includes:

· contributing more than 7% to services exports each year as well as accounting for €1 in every €20 spent on goods and services in Ireland;

· contributing nearly €3.0 billion per annum in tax revenues to the Exchequer through expenditure on tourism-related goods and services, income tax earned from tourism-related jobs, etc;

· supporting 250,000 full-time, part-time and seasonal jobs across a range of sub-sectors, and being a major source of jobs in a number of key regions, and

· providing a more balanced spread of economic activity across regions, including in areas where there are few alternative economic and employment opportunities.

Government support has been a key contributor to the success of Irish tourism in the past 20 years, and it has been instrumental in making the sector a substantial component of the Irish economy.

Government support will continue to be crucial, however, if Irish tourism is to prosper in the present more difficult economic climate.  ITIC therefore calls on the Government to maintain its strong commitments to investment in destination marketing.

 In summary, the current operating environment for tourism includes:

· A fundamentally changed cost environment including labour cost, other domestic costs, public service charges, interest rate and unfavourable exchange rate movements.

· Lower interest rates unlikely in the short term.

· High current rates of domestic inflation.

· Prospect of very low domestic economic growth in 2009 following negative growth in 2008.

· Continued low growth and high levels of uncertainty in the international economy in 2009.

· Increased and intense global competition for discretionary tourism with a growing number of tourism destinations in a tighter market.

· Substantial changes in tourist’s expectations and in the tourism product.

· Shorter length of stay, weaker revenues per visitor, and regional imbalance. 

· Visitor concerns with value for money in Ireland.

· High VAT and other tourism taxes such as alcohol excise, by EU standards.

· Substantial impact of dramatic energy cost increases on both access fares and on operating costs in Ireland.

2. THE COST COMPETITIVENESS AND TAXATION POSITION

The industry recognises its responsibility to control its costs, improve efficiency and give value for money to tourists. Its long-term viability depends on it being competitive. However, the industry is being attacked by international and domestic cost increasing pressures over which it has no control. The ITIC report “ Ireland’s Competitive Position in Tourism” (updated in October 2007) identified that competitiveness encompasses a wide range of factors including the critically important issue of taxation. Taxation measures can support price competitiveness and tourism development. The reports of the National Competitiveness Council have emphasised that Ireland is comparatively expensive for business costs, including industrial and office rents, waste management and professional services. Over the past several years Ireland has dropped from fifth to fourteenth place in the IMD Competitiveness Index. 

International factors

International factors affecting the industry include large energy price increases. These energy cost increases affect domestic operating costs and have increased air and sea fares.  

Higher interest rates in the Eurozone continue to have a negative effect on tourism and general business competitiveness. 

Currency disadvantages arising from the recent strength of the Euro, especially against the UK pound and the US dollar, have made Ireland particularly expensive as a destination for visitors from these key markets.

Table 4.1 Euro Exchange Rate (Aug. 2002-2007)

	
	2002
	2004
	2005
	2006
	2007
	2008

	Dollar
	0.9833
	1.2111
	1.2198
	1.2851
	1.3705
	1.4735

	Sterling
	0.63520
	0.67550
	0.68290
	0.67410
	0.67795
	0.80500


Source Central Bank

In August 2008 the value of the dollar had declined by 50% against the Euro, and sterling had weakened by 27% against their 2002 values. The 2008 Euro appreciation relative to 2007 was 7.5% in the case of the dollar and 18.7% against sterling.

These are very substantial competitiveness impacts to absorb in a one year period especially after the ongoing medium term appreciation. In these circumstances it is very difficult to be cost competitive and to maintain market share.

Domestic Costs

The industry has suffered from the high and increasing cost of operating in Ireland.  The Government can not influence the major external cost factors such as the world market price of energy and exchange rates, but it can affect many of the domestic cost increases such as the minimum wage rate and, in particular the very high increases being imposed by local authorities and other public sector bodies. These increases fly directly in the face of national policy to enhance competitiveness and they negate the benefits of low direct taxes. The price changes for certain product/services are shown below for the year to July. Irish inflation, which up to recently exceeded the Eurozone rate, is now below the euro area average because of the deterioration of their inflation rates. The Irish inflation rate to June 2008 is 3.9% compared to 4.0% as the euro area average. This relative movement is to be welcomed.

Price increases July/07 to July/08 %

	CPI
	4.4

	All services
	4.5

	Energy
	13.9

	Accommodation
	-1.3


                         Consumer Price Index

2008 saw some improvement in the rate of increase in local authority charges, but commercial rates continued to increase significantly.  However, it is still the case that there are few measures in place to ensure local authorities improve efficiency and avoid recourse to tax and charges increases. Tourism enterprises constantly face the discipline of competition from fellow Irish operators and from the many alternative competing locations. The industry has benefited from the Government measures to reduce insurance costs but local charges, public service charges, minimum wage increases and the growing cost of compliance with regulations continue to put a substantial and competitiveness- eroding burden on the tourism sector. 

The OECD forecasts that labour costs in the Irish private sector will rise by 3.6% in 2009 compared with 3.2% in the euro area and 3.3% in the OECD. This is a welcome narrowing compared to previous years, but this narrowing does not remove the impact of previous excessive labour cost increases.

The high levels of Irish tourism taxation, VAT and very high excise have been well documented. Ireland has the sixth highest rate of accommodation VAT in the EU, the highest wine excise duty, and the second highest spirits, beer and cider excise.
All of these factors contribute to a strong tourist perception of unsatisfactory value for money.

Marketing and Promotion Resources

Because of the intense international competition for discretionary tourists it is essential that Government continue to support the overseas marketing of Ireland as a tourism destination. The country has invested substantial resources in building up its international tourism image. Any diminution in marketing investment in the short term will reduce the strength of that image in the marketplace, will allow space for competitors, and will require additional resources to restore the market presence in later years. Over the medium term it is more effective and more efficient to maintain a consistent level of marketing and promotional activities.
3. SECTORAL ISSUES

Limit for VAT Registration on Small Enterprises 

Registration for VAT imposes substantial administrative and compliance burdens on small enterprises. They must also charge VAT to the customer. There is of course the advantage of reclaiming VAT on inputs but if the inputs are a small part of the final product this confers a small advantage. Being exempt from VAT registration can therefore confer advantages on small operators.  Budget 2007 recognised this problem and increased the exemption limit for service enterprises to €35,000 from €27,500.  But this is a very small increase relative to full indexation for inflation and earnings. The level should be increased to €60,000 and thereafter adjusted every three years by an appropriate index. Small accommodation operators such as bed and breakfast establishments and farmhouses and other small tourism operators would have a significant reduction in compliance costs if the limit were significantly increased as recommended above.

Coach Operators

Transport service providers, both public and private, have benefited from a rebate on fuel purchased within the State, where the fuel is used in the provision of school transport services, scheduled passenger services and coach tour operators.  However, a recent decision by the European Commission has meant that the rebate is now to be discontinued.  Acknowledging the importance of the tourism industry to the Irish economy and the major challenge now facing Irish tourism in terms of its competitiveness, it is vital that an alternative to the rebate is put in place to allow tour coach operators to continue to provide competitively priced high quality transport services to tourists.

A report by Goodbody Economic Consultants concludes that if the rebate is discontinued, operators of all size will become loss making (with the margin of losses at –3% to –4%), and withdrawals from the industry will result.  This will inevitably lead to increased costs to the wider tourism economy, as the remaining operators struggle to regain profitability by increasing charges.  Quality will also decline, as operators will invest less regularly in replacement vehicles.  The rebate should either be continued, or a suitable alternative should be put in place.

Boat Rental Sector

The foreshore valuation system should be reformed to facilitate and promote the improvement of marine tourism infrastructure.  A review of the Foreshore Act 1933 is long overdue.  This industry has been a major contributor to rural tourism, but has already seen a 30% reduction in the existing boat fleet this year.  The abolition of the “green diesel” in the 2007 Finance Act should be amended with regard to hire boats, and that fuel supplied with the boat continue to be tax free.

Car Rental Sector

The cost effective availability of rental cars is an important element of the overall tourism product and of the regional distribution of tourism.  The sector through the Car Rental Council of Ireland has lodged objections to the provisions of Section 80 of the Finance Act 2008.  On foot of Dail Finance Committee debates on the matter, the Minister for Finance suspended the provisions pending consultations with the industry.  The consultations with the Revenue Commissions have not yet been concluded and the industry remains concerned about the impact of the VRT provisions of the legislation.  Due to the unpredictable nature of a significant percentage of car rental reservations, ITIC believes it is imperative that any time limit measurements imposed as a condition of VRT relief is set at a level that does not inhibit the provisions of a critical tourism product.

ITIC calls on the Minister to delete or amend Section 80 of the Finance Act 2008 to ensure rental cars continue to be provided at affordable rates for tourists.  This is imperative in the context of the current operating environment for tourism, which is outlined elsewhere in this submission.

ITIC also calls on the Minister to:

· allow full VRT refunds for rental cars which are exported directly after the rental period; and

· introduce a mechanism whereby car rental companies are refunded the portion of road tax which is not used when the vehicle is retired from rental use. 

CONCLUSION

The ITIC proposals are sensible because they will stimulate and support a vital national economic resource in a period of low economic activity. They are necessary because of the adverse effects of both domestic and international cost pressures, including interest rates, energy prices, domestic inflation, weaker domestic growth in 2008, 2009 and 2010, local authority charges, adverse exchange rate movements, and labour costs.  The proposals will prevent a further worsening of competitiveness; reduce cost pressures and support growth and development in tourism. The industry has done well in a difficult, competitive and changing market but it needs the continued active support of Government to successfully survive the economic reversal in 2008 and 2009 and be well positioned to take advantage of a resumption of growth in 2010 and 2011.

Government should avoid any measures in Budget 2009 which cause deterioration in the cost competitiveness of, and the operating environment for tourism. This should include the avoidance of any increased regulatory or fiscal measures. All supports currently available to the industry should be maintained, and investment commitments and plans in the NDP should be delivered. 
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