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Summary

Budget 2010 is critical to the economic prosperity of Ireland, not just for 2010 but for the next 5 years.  It is imperative that we get it right. The national and international operating environment for tourism will continue to be very weak in 2010. Tourism has been greatly weakened by the economic decline of 2008 and 2009 and by the limited availability of bank credit. All parts of the tourism industry are in a fragile state and Budget 2010 should not make their situation worse. Should it do so, the industry’s ability to bounce back and realise its potential to contribute strongly to economic recovery will be seriously compromised. 
The most urgent priority for the tourism industry - and, indeed, for the wider economy - is the restoration and enhancement of Ireland’s competitiveness. ITIC therefore believes that the Government, in its Budget 2010 strategy, should:

· Prioritise the restoration of national competitiveness: as a small open economy, the only sustainable solution to the recession will be the achievement of growth in exports including tourism.
· Exploit the potential of the Budget to stimulate economic activity and avoid making expenditure cuts that damage enterprise and employment and hinder economic recovery.
· Avoid measures that undermine tourism competitiveness and allow for expenditure that provides essential support to the industry.
· Introduce an accelerated process of public sector reform and efficient service delivery.
In pursuit of this strategy, ITIC strongly recommends the following 6 measures (for further details, please refer to the sections noted): 

1. Ensure that Budget 2010 contributes to the cost adjustments required to restore competitiveness to the Irish economy by (Section 3.1):

· reducing public sector pay

· scrapping the airport departure tax

· imposing a 10% reduction on all public sector and local authority charges and prices including commercial rates
· avoiding the introduction of additional charges, fiscal measures or new regulations that worsen the cost competitiveness of tourism
2. Budget 2010 should initiate a public sector review and reform process to provide for the effective and efficient delivery of public services by a smaller public sector. (Section 3.2).

3. The overseas marketing budget must be maintained at current levels to counter negative trends and influences in the marketplace and particularly to avoid the dangerous risk of losing market share. (Section 3.3).
4. In view of the serious constraint that a shortage of cars for rent poses, ITIC endorses the key recommendations of the Car Rental Council, as follows (Section 3.4):

· Consumers should be incentivised by a scrappage scheme to trade in older cars against 2010 car hire registered vehicles. The cost of any such scrappage scheme will be self-financing due to the VRT and VAT revenues generated by the sale of ex-rental fleet cars.

· Maintain the VRT refund scheme with respect to automatic and larger vehicles favoured by the North American market. 
· Postpone the reduction in the VRT refund scheme for one year for all other cars to facilitate fleet replenishment in 2010.

5. The VAT registration threshold for the suppliers of services should be increased to match the threshold for the suppliers of goods to reduce the costly bureaucratic burden on small/micro operations (Section 3.5).
6. The Government should consider measures to facilitate the restructuring of the hotel sector. Possible measures might include conversion of properties to other uses, and changes in the regulations governing hotel capital allowances to allow investors to exit early and their hotels to close (Section 3.6).
1.
INTRODUCTION 
Following a lengthy period of sustained growth, the Irish tourism industry is experiencing a severe downturn precipitated by the global economic crisis. The recession has curtailed outbound travel demand from Ireland’s major source markets, and the domestic market has also contracted sharply. Tourism enterprises find themselves operating in an exceptionally difficult trading environment and many face an uncertain future.

Despite the tough economic and market conditions, the Irish tourism industry will continue to be an important generator of employment and economic activity throughout the country. It is of substantial economic significance to the Irish economy and it is the sector with the greatest potential for growth and employment creation once the recession has passed. The tourism and hospitality industry
· generated €4.8bn in overseas earnings in 2008 

· attracted 7.4m visitors from overseas in 2008

· employs some 260,000 people either full or part-time 

· generates economic activity throughout the country: 70% of the employment is located outside of Dublin and almost 70% of tourist expenditure is outside of Dublin.
The priorities now are to ensure that the industry weathers the recession and is in as strong a position as possible to compete effectively for business when the global economy improves and the key markets begin to recover. Strengthening our competitiveness as an economy and as a destination is a critical task. 

.

The tourism industry is working hard to improve its competitiveness and to ensure its survival. It is essential that the Government also focuses on competitiveness in Budget 2010.  It is very important for Ireland’s economic recovery that actions that may cause further damage to the tourism sector are avoided. The emphasis in the budget should be on a constructive strategy which combines corrective measures for the public finances with positive action to restore competitiveness of the economy.  

We are pleased to present our recommendations in this submission.

2.
TOURISM TRENDS AND OUTLOOK

2.1 Tourism Performance and Outlook 2009

The indicators for Irish tourism in 2009 are almost universally poor. The number of visitors to Ireland for the first seven months of the year was down by over 10% on the same period in 2008. In total, some 4.06 million trips were made to Ireland during the period to the end of July - the lowest number for this period since 2005 (Table 2.1). The drop in visits in May was particularly large, being 18% below the figure for May 2008. The number of trips to Ireland in July 2009, at 759,600, was 9% below the figure for July 2008 and the lowest number of July arrivals since 2004.
As with the global performance, the downward trend has been accelerating in 2009. All markets have been affected, with a particularly steep drop being recorded by the British market. Indeed, the fall in numbers of tourists from Britain accounted for 67% of the total decrease during the first seven months of the year. The decline in demand from Mainland Europe and North America has been much less severe.

Table 2.1: Tourism to Ireland, Jan-July 2009

	Market 
	J-J 2007

(000’s)
	J-J 2008

(000’s)
	J-J 2009

(000’s)
	Change in ‘09

(%)

	Britain
	2,253.9
	2,214.4
	1,895.7
	-14.4

	Mainland Europe
	1,471.3
	1,520.7
	1,423.6
	-6.4

	North America
	620.7
	605.1
	577.3
	-4.6

	Rest of World
	172.5
	196.7
	167.1
	-15.0

	Total
	4,518.5
	4,537.0
	4,063.1
	-10.4


Source: CSO, Overseas Travel July 2009
At the time of writing, figures for domestic tourism in 2009 were only available for the first quarter. The number of trips in the first quarter was down by just 5% on the first quarter of 2008, but the number of nights was down by almost 9% - see Table 2.2. 
Table 2.2: Domestic Tourism, Jan-Mar 2009

	Market 
	Q1 2008

(000’s)
	Q1 2009

(000’s)
	Change ‘09

(%)

	Total Trips
	1,851
	1,760
	-4.9

	Total Nights
	4,626
	4,221
	-8.8

	Holiday Trips
	890
	739
	-17.0

	Holiday Nights
	2,336
	1,706
	-27.0

	Total Expenditure (€m)
	284.2
	256.3
	-9.8

	Holiday Expenditure (€000)
	181.0
	137.8
	-23.9


Source: CSO Household Travel Survey
The pattern of demand summarised in Table 2.2 shows that there was a much greater reduction in holiday trips and especially, holiday nights which declined by 17% and 27% respectively in the first quarter compared to the first quarter of 2008. The shift of the Easter holidays to April undoubtedly had an impact, but the figures indicate a considerable cut back in spending on holidays.

The following economic trends are influencing the performance of Irish tourism in 2009:

· economic growth is negative in all major source markets

· unemployment is continuing to rise in all markets

· inflation is minimal or negative in all markets

· consumer spending is contracting in Ireland, Britain and the USA

· travel demand and expenditure has dropped sharply in all markets, and is unlikely to improve during the remainder of the year

· consumer confidence is very weak in all major markets, but is beginning to stabilise

· the US dollar and pound sterling are, if anything, likely to weaken a little further

· oil prices are trending very slowly upwards

· air access capacity from Britain, the USA and Mainland Europe in summer 2009 is down by a little over 10% on summer 2008.

Taking these factors into account, a range of projected outturns for 2009 is summarised in Table 2.3.

Table 2.3: Projected Results for Irish Tourism 2009

	
	Overseas
	Domestic

	
	Visitors
	Revenue
	Trips
	Revenue

	Best Case
	-8%
	-12%
	-8%
	-13%

	Central Projection
	-10%
	-18%
	-11%
	-16%

	Worst Case
	-12%
	-21%
	-14%
	-20%


Source: CHL Estimates.
2.2 Outlook 2010

The global market is in a very volatile condition, and this impacts heavily on consumer confidence and, hence, on tourism demand. While this volatility makes it difficult to look ahead with any certainty, it is clear that Ireland is facing into a difficult period as a tourist destination. Key points which highlight the scale of the challenge are as follows:

· Economic Growth: A return to growth in 2010 is forecast for the USA, and this is expected to strengthen in 2011. Modest growth is now forecast for France and Germany in 2010, picking up further in 2011.The UK is also expected to achieve GDP growth of up to 1% in 2010, accelerating a little in 2011.
· Consumer Spending: it seems very unlikely that consumer spending, including the demand for travel, will rebound quickly. High rates of unemployment will persist in 2010 and, in many countries, tax increases are likely to be levied to help improve public financial positions. Wage and salary increases are likely to be minimal, at best. Interest rates and oil prices may tend to rise. In these circumstances, disposable income may be reduced, and the savings rate may increase. Expenditure on tourism and travel will suffer in those circumstances.

· Competitiveness: in a weakened market, achieving and sustaining competitive advantage is critical. However, Ireland’s competitiveness as a tourist destination has diminished in recent years, and the country has lost market share. Aspects of Ireland’s competitive position are outlined in Section 3. It is evident that the challenge is considerable and that it will take time to restore the competitive position that the country previously enjoyed. 

· Access Capacity and Costs: the cuts in capacity being implemented by airlines are likely to accelerate in the autumn and winter of 2009. In combination with rising fuel costs, it is likely that ticket prices will rise in 2010.  Higher prices and reduced capacity will affect travel to Ireland. The imposition of high departure taxes or carbon taxes will exacerbate this position. For example, in Britain, the Air Passenger Duty will increase steeply over the next two years, although this will have a much greater impact on long-haul travel. [It may also encourage more people to consider travelling by sea ferry which would benefit Ireland].

· Domestic Market: the severity of the recession in Ireland means that tourism demand will be adversely affected in 2010 and 2011. It seems unlikely that there will be much improvement before 2012. Even if volumes begin to recover before then, low prices will keep revenue growth to a minimum.

The review of trends and performance in the Irish tourism industry in this section has highlighted the very difficult circumstances that the industry is currently enduring. The outlook for the remainder of 2009 and for 2010 is that the industry can expect little improvement in the trading environment. In this situation, it is vital that the Government avails of the Budget to support tourism and the other productive sectors of the economy and prioritise the restoration of national competitiveness.
3.
DETAILED RECOMMENDATIONS

3.1 Enhance Competitiveness 

Recommendation 1:

ITIC recommends that Budget 2010 should contribute to the cost adjustments required to restore competitiveness to the Irish economy by:

· reducing public sector pay

· scrapping the airport departure tax

· imposing a 10% reduction on all public sector and local authority charges and prices including commercial rates
· avoiding the introduction of additional charges, fiscal measures or new regulations that worsen the cost competitiveness of tourism.

It is generally acknowledged, most recently by the IMF and the National Competitiveness Council, that Ireland has lost cost competitiveness in recent years and that to sustain and generate economic activity our cost competitiveness must be restored. Tourism is an exposed sector competing on international markets for both international and domestic tourists and, therefore, cost competitiveness is of major concern to the industry.

· Prices and Costs
Figure 3.1 shows that, between January 2000 and April 2008, Ireland experienced a 35% loss in international price competitiveness, as measured by the real Harmonised Competitiveness Indicator. This loss of competitiveness reflects a combination of high price inflation and appreciation of the Euro against the currencies of many of our trading partners. There has been some improvement in 2009, but the position remains weak.

Figure 3.2 shows that Ireland’s rate of price inflation, as measured by the Harmonised Index of Consumer Prices, came into line with the Eurozone average in 2004 and 2005. Ireland rose above the average in 2006 and 2007, but has dropped below it in 2009. The trend in recent years has therefore been more favourable. However, it cannot be presumed that deflation in Ireland will automatically guarantee an immediate and sustained improvement in price competitiveness since many of our source markets are also experiencing deflation. 

For the tourism industry, the problem of high domestic costs has been worsened by the strength of the euro against the dollar and sterling. While the industry is actively seeking to adjust to a more competitive level of costs through reduced prices and labour costs, there is a considerable distance to go in restoring the competitiveness of the cost base. Government has a central role to play in this.
Figure 3.1: Price Competitiveness Indicator for Ireland 2000-2009
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Source:  NCC Annual Competitiveness Report 2009

Figure 3.2:  Harmonised Index of Consumer Prices
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· Labour Costs
Labour costs are of particular concern in a labour intensive industry such as tourism. According to the National Competitiveness Council, wage inflation in Ireland was approximately 50% higher than the Eurozone average during the 2004-2007 period. Data from the European Commission show that labour costs in Ireland have moved from being almost 10% below the Euro-15 average in 2000 to being 17% above the average in 2008.

While the recession has led to a fall in labour costs throughout the private sector, they remain high relative to our competitors. There is a dissonance between a labour-intensive industry, such as tourism, and a high labour cost economy, and the risk is that product and service quality will be negatively affected where appropriate staffing levels cannot be sustained in the face of rising costs. It is unlikely that Ireland can gain a competitive cost advantage relative to competing destinations while maintaining the second highest minimum wage in the EU. It is not so much the minimum wage itself that is the problem, but the upward pressure that its rapid increase has put on wage rates above it.
ITIC is very concerned that the overall projected decline in labour costs through 2009 and 2010 is low. The ESRI is forecasting declines of 3% in 2009 and 1.6% in 2010. This is insufficient when compared to the uncompetitive growth in labour costs in the previous few years. The Government regulated minimum wage and Joint Labour Committee rates are a barrier to the necessary downward adjustment of labour costs needed in the tourism sector.
The level of pay prevailing in the public sector is also of great concern. The IMF has stated that the generous increases in public sector pay since 2001 have contributed directly to Ireland becoming less competitive. A recent study by the ESRI¹ 
found that, by 2006, the public sector wage premium had risen to 22%. The premium is even larger if the value of public sector pensions is taken into account and has undoubtedly been further increased since 2006. This unjustifiable premium impacts negatively on recruitment and pay levels in the private sector, and also consumes a very large share of tax revenues and reduces effective productivity levels in the public sector. It is essential that the Government confronts this issue.
· The Departure Tax
The €10 airport departure tax introduced this year on passengers travelling to international destinations is an unnecessary disincentive to tourism. Our competitors are moving in the opposite direction, and are avoiding the creation of barriers to travel. It is notable that Belgium, Denmark, the Netherlands, Spain, Sweden and Malta have all either abolished departure taxes or cancelled plans to introduce them.  Most other EU Member States do not impose such a tax. Indeed, within the EU, only Ireland, the UK and Greece maintain a departure tax, and Greece has suspended its tax for the airports located in its prime tourist destinations.

There has been a sharp decline in tourist traffic though Irish airports, and the departure tax will not realise anything close to the revenue targets suggested by the Government in advance of its introduction. As an island destination, Ireland is particularly dependent on air access. The reduction in access costs, driven by low cost airlines and ferry companies, has been a major contributor to Ireland’s success in tourism during the past 20 years. It is a costly mistake to reverse these gains through the imposition of a departure tax as this will impact on visitor arrivals. This tax should be scrapped immediately.

· Public Sector Charges
Local authority charges have risen continuously and steeply over the past decade. Apart from substantial increases in rates, there have also been steep increases in other areas such as water and waste charges. For example, the Consumer Price Index shows that water supply, refuse and waste charges rose by 130% between December 2001 and August 2009 - overall inflation during the same period was just 20%. In other words, these charges rose by more than six and a half times the rate of inflation. This trend is continuing: despite general deflation, the National Competitiveness Council has projected that the inflation in public services and administered prices will average 13.2% in 2009. This is totally unacceptable and must be corrected immediately by Government.
In the context of the 5.9% reduction in the Consumer Price Index in the year to August, 2009, there have been significant increases in a range of public service and public service-related prices. Examples include: hospital services 9.4%; natural gas (for which a decline is promised) 6.5%; rail transport 8.7%; bus fares 15.2%; motor taxation 4.1%; primary education 7.6% and health insurance 21.0%. Motor car insurance has increased by 14.76% which is a significant problem for the car hire and coach businesses.  These increases have occurred in a period when accommodation prices in tourism have declined by 14.4%. 
The business community already contributes a very large share of local authority revenues. In rural area with low levels of industry, it is often the tourist businesses - hotels, restaurants etc. - that carry the main burden of local authority rates and other charges. Given the circumstances in which the industry finds itself, there is no capacity to bear further increases in local authority rates and charges. Moreover, there should be greater transparency in the structuring of charges on businesses to ensure that there is clarity and equity in their estimation and levying.
Monopoly type price increases by public bodies must not be permitted in the current climate of downward price and cost adjustments. Government may recognise the need to improve cost competitiveness but the public sector, which is directed by the Government, is acting contrary to this objective. The public sector has not been a significant contributor to improved cost competitiveness. There has been no attempt to achieve a substantial reduction in commercial rates, local authority charges or other public sector prices and charges. The Government must take a more active role in restoring cost competitiveness in the economy and must act on the areas directly controlled or significantly influenced by it.
3.2 
Provide for Public Sector Reform and Efficient Service Delivery

Recommendation 2:

ITIC recommends that Budget 2010 should initiate a public sector review and reform process to provide for the effective and efficient delivery of public services by a smaller public sector. This will be an essential process in the reduction of the public sector borrowing requirement. Expenditure reduction rather than tax increases should be the dominant means of adjusting the public finances.

The current structure of the public service, including its scale, range, transfer payments and rates of pay, was designed before the collapse in tax revenues. Maintaining the current arrangements through very substantial increases in taxation is not a feasible option. The scale of the tax increases would massively promote the black economy, substantially reduce the incentive to pursue employment, and greatly reduce the desire to establish and develop businesses. It would also generate a large brain drain from the Irish economy. The outcome of such a policy would be economic and social catastrophe.
Realistically, tax increases will continue to play a part in budgetary strategy, but the primary objective must be to reduce public expenditure. This reduction should not be based simply on cutting the provision of public services but should focus on shrinking the size of the public sector while ensuring transparency, value for money and the efficient delivery of services. 
The McCarthy report has identified a range of wasteful, unnecessary and expensive expenditures and structures. However, it does not deal with the basic need to achieve a more efficient delivery of public services by more streamlined structures. Expenditure reductions are necessary, but Budget 2010 should establish new structures to encourage and assure cost-effectiveness and efficient delivery of services. It is not acceptable if the economy ends up with a reduced public sector but one still containing inefficiencies and ineffective service delivery.
If the economy is to avoid large additional tax increases the required level of expenditure reduction will be higher than identified in McCarthy. This will require a review of the sustainability of existing public sector and other costs. This should be reflected in Budget 2010.

3.3 
Maintain the Overseas Marketing Budget

Recommendation 3:

The overseas marketing budget must be maintained at current levels to counter negative trends and influences in the marketplace and particularly to avoid the dangerous risk of losing market share. 

ITIC recognises the need to reduce public expenditure to match the economy’s tax capacity. The McCarthy report has recommended a substantial reduction of €12 million in the Tourism Marketing Fund but there is little detailed analysis or rationale presented to justify this reduction beyond the point that: ‘in the current climate it should be possible to achieve higher output for marketing resources through more competitive prices including advertising’.
ITIC is firmly of the view that, at a time of more intense competition in the international tourism marketplace occasioned by the economic downturn, it is would be highly damaging to Ireland’s position to cut back on marketing. The budgetary process must take into account the need to stimulate economic activity. In the current difficult market environment, and in the face of rising unemployment in Ireland, it is vital that we maintain our tourism marketing expenditure.
Marketing is a vital driver of tourism growth, since it seeks to shift available international tourism demand towards Ireland. The task of marketing Ireland abroad is becoming progressively more difficult due to:

· the entry of many new destinations to the market

· changes in consumer behaviour, notably, the trend towards late booking 

· the transformation in sales and distribution channels from fixed locations to the Internet
· the continuing need to counteract the characterisation of Ireland as an expensive holiday destination.

It is imperative that in the present down-cycle the commitment to overseas marketing is not just maintained but, if possible, increased.  Any diminution of the commitment will assuredly lead to loss of market share and any such loss will be extremely difficult and expensive to recover.
3.4 
Address the Car Rental Shortfall 
Recommendation 4:
In view of the serious constraint that a shortage of cars for rent poses, ITIC endorses the key recommendations of the Car Rental Council, as follows:

· Consumers should be incentivised to trade in older cars against 2010 car hire registered vehicles in order to reduce the risk for car dealers engaging in the normal sale and buy-back arrangements with car rental companies. The cost of any such scrappage scheme will be self-financing due to the VRT and VAT revenues that will be generated by the sale of cars to consumers.

· Maintain the VRT refund scheme with respect to automatic and larger vehicles favoured by the North American market to protect this market and to minimise the road safety risk if only manual vehicles are available. (The economics of automatic cars for car rental companies are weak due to the poor second hand market for these cars.)

· Postpone the reduction in the VRT refund scheme for one year for all other cars to facilitate fleet replenishment in 2010. Reintroduce a grant scheme similar to that operated by Bord Fáilte in 1992 to stimulate an increase in the size of the car rental fleet.

Car rental is a very important service for tourists. Fáilte Ireland data show that, in 2008, some 21% of all visitors and 34% of holidaymakers hired a car during their stay in Ireland.  These are valuable tourists: 
· they stay for longer than other tourists (over 50% stay for more than 6 nights as compared to 38% of those who don’t use cars)

· they tour around the country, spreading their expenditure around the regions

· they spend more - around 10% more per person and 60% more per party than tourists who don’t use cars.
Unfortunately, the car rental sector is now experiencing serious difficulties arising from the sharp contraction in the domestic used car market. This has undermined the ability of the sector to retire cars and to purchase new cars for the next season. The problem will be exacerbated by the one-third reduction in VRT for car rental operators in 2010.
These difficulties have resulted in a sharp cut in the supply of cars for rent in 2009. In 2008, the car rental fleet comprised 27,971 vehicles, including 18,971 new cars and 9,000 kept from the previous year. In 2009, the total dropped to 17,250 vehicles, a reduction of 37%. Only 6,250 cars were new for 2009. It is anticipated that, in the absence of corrective measures, the fleet will shrink further in 2010 to about 13,500 vehicles, just 48% of the 2008 number. 
The consequence of the reduction in fleet size will be a loss of business for Ireland, arising from a shortage of cars in peak season and a likely substantial increase in prices driven by the shortages. Using data from Tourism Ireland and the CSO, the Car Rental Council of Ireland have estimated that vehicle shortages would mean that one in eight potential renters in peak season will decide to go elsewhere which would result in a loss of €68million in tourist revenues in 2010.
3.5 
Raise the VAT Registration Threshold for Services
Recommendation 5:

The VAT registration threshold for the suppliers of services should be increased to match the threshold for the suppliers of goods to reduce the costly bureaucratic burden on small/micro operations.

The annual turnover threshold for registration for VAT by suppliers of services is €37,500.  This contrasts sharply with the threshold for suppliers of goods which stands at €75,000 - double the level that applies to services. There is no good reason why there should be such discrimination between goods and services, and other countries do not apply a similar distinction. For example, the turnover threshold in the UK for suppliers of both goods and/or services is £68,000 - the equivalent of €75,000 at mid-September 2009 exchange rates.

3.6
Facilitate the Restructuring of the Hotel Sector 
Recommendation 6:

The Government should consider measures to facilitate the restructuring of the hotel sector. 
Possible measures might include conversion of properties to other uses, and changes in the regulations governing hotel capital allowances to allow investors to exit early and their hotels to close.

The hotel sector is the largest employer in the tourism industry. During the past decade, there has been considerable investment in hotels. Encouraged by tax-based incentives, the number of hotels has doubled in the past 13 years, and the bedroom stock has grown from 39,763 in 2001 to 60,148 in 2009, an increase of 51%. This excessive growth in capacity was offset initially by a greater propensity among tourists to stay in hotels, especially on the part of domestic holidaymakers. However, the downturn in demand in 2008 (which was accompanied by a further increase in capacity) led to a sharp fall in occupancy rates to 58% nationally, the lowest level since 1994.

As occupancy rates and prices have continued to fall in 2009, profits have dropped sharply. The outlook for 2010, as indicated in Section 2, is for a further contraction in demand. The Irish Hotels Federation (IHF) has described the hotel sector as being in crisis, and a growing number of properties have gone into receivership. The IHF estimates that there is excess capacity amounting to 12,000 rooms, and that this needs to be taken out of the market. If this reduction is not achieved through an orderly restructuring of the sector, it will happen in a chaotic fashion which will cause lasting damage. 
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