Independent Review of Economic Policy

Call for Evidence

InterTradeIreland Response

InterTradeIreland welcomes the opportunity to respond to the call for evidence issued by the Independent Review of Economic Development Policy. InterTradeIreland is the cross-border body established to ‘co-ordinate and exchange information on trade and business development’. Our response focuses on outlining how and why closer cross-border co-operation can be a source of mutual competitive advantage for Ireland and particularly for Northern Ireland.

InterTradeIreland’s vision is of a “globally competitive enterprise environment in which Ireland and Northern Ireland co-operate to ensure the optimal utilisation of economic resources, particularly knowledge resources, to drive additional trade and wealth creation”. The pursuit and achievement of this vision can deliver both supply side and demand side benefits for the Northern Ireland economy.

Borders evidently represent the interface between national or regional economic and social systems. On each side distinctive institutional supports for economic development and business activity emerge. The difference in the institutional architecture and accompanying regulation imposes additional transaction cost on firms wishing to expand across the border. As a consequence of the Irish border, markets became fragmented along territorial lines and the opportunity to develop economies of scale and strong indigenous industries based on co-operative alliances and a large home market was forgone. This deflated level of economic interaction decreased the ability to develop networks: the input-output linkages, labour skills and knowledge transfer which are the building blocks of an innovation led economy. Furthermore, firms were more likely to shun border regions as locating there would curtail their market or supply area. Instead, economic activity gravitated towards regions that are more central relative to domestic markets. Poor links to national infrastructure served to compound the problem. In essence, the two jurisdictions on this island developed back to back. In economic terms the political border was allowed to generate a market failure. 
The Belfast Agreement (1999), the St. Andrews Agreement (2006) and the subsequent restoration of devolved government in Northern Ireland, along with the various institutions of the Belfast Agreement, have created a new more stable and confident political landscape. 

In a bi-jurisdictional island economy, the two jurisdictions turn to face each other. The fractured economic system is replaced with a myriad of connections across all spheres of public life, voluntary organisations, academia and most particularly in the private sector. Networks of trust develop; information and knowledge exchanges open doors and new opportunities are exploited. 

The economic benefits of such a process of co-operation and engagement will be apparent first in gains in trade as new markets are opened and exploited. The Republic of Ireland is an important export market for Northern Ireland. Total sales to the Republic of Ireland in 2007/08 were £1.7 billion, up £150 million (10%) over the year. These sales account for 30.4% of Northern Ireland exports.
 However, forthcoming research by the ESRI for InterTradeIreland using a gravity model approach shows that trade in both directions is considerably less than what could be expected.
 This is true across almost every merchandise sector. Further research at the sectoral level is required to explain the gap between actual and expected trade and therefore to tailor the relevant interventions.

Cross-border trade has grown strongly since the late 1990s, up 16.7% since 1999 to €3.1bn
. Latest figures, however, show that in 2008 quarter 3 total manufacturing trade fell by 6.6% compared with 2007 quarter 3
. Nevertheless, the fall occurred only in South-North trade, down 14.7%, while North-South trade, showing a degree of resilience in the current recession, actually rose by 5%, on the back of weak sterling
.

The potential for more trade gains supports the expansion of InterTradeIreland trade development programmes such as ACUMEN, Network+Getwork and Go-2-Tender. To date over 250 companies have been supported through the ACUMEN programme, which has generated £44 million in business development value and created 392 jobs.  InterTradeIreland’s Go-2-Tender programme, which mentors companies tendering in the public procurement market, has generated over £15 million in business development value for almost 300 companies who have participated.
Networks and clusters help firms to achieve critical mass and economies of scale and compete in larger, more diverse and more competitive markets than they could if they were to continue to act alone. By concentrating on core competencies and creating a network of specialised suppliers and partners, firms can develop their unique assets, stay flexible and adaptable and at the same time be able to respond to the demands of the global market. Networks allow firms to share costs and risks which have become too high for firms working in isolation.

Networks and clusters are powerful motivators of innovation. Competitiveness is the overarching goal of public policy. Innovation is the critical element that drives competitiveness. Those businesses that can quickly adapt and incorporate new research and technologies into their operations are most likely to enjoy greater productivity and prosperity. Working in collaboration with others enables them to achieve competitive advantage faster, cheaper and with less risk and disruption to operations. The exposure of products and processes to a wide range of demanding customers also sharpens the competitive edge and ultimately improves productivity.
Given the size of the island, it is unrealistic to expect Northern Ireland and Ireland to be world leaders in all sectors. However, collaboration provides the potential to develop scale and international competitiveness in priority areas, the second key economic benefit of cross-border economic cooperation. InterTradeIreland is promoting this collaborative approach through the cross-border interaction of knowledge institutions with either individuals or networks of businesses. For example, InterTradeIreland has developed an all-island technology transfer (FUSION) programme.  To date FUSION companies have reported value of more than £46 million from the products and processes they have developed. The FUSION programme supports partnerships which allow companies to engage in formal innovation activity, often for the first time, and to develop new products and processes which increase their competitiveness and profitability. 200 companies from across the island of Ireland have already participated in the programme, coming from areas as diverse as biotechnology, animal products, chemicals, electronics, engineering consultancy, food and drink, information technology, environmental services, printing, healthcare and textiles.  Of these over 90% report the FUSION project as their first formal innovation linkage with a third level institution.
It therefore makes sense that we work together to optimise the use of the economic resources that are at our disposal transforming North/South economic collaboration into a source of mutual competitive advantage. By adapting a more collaborative approach to the use, attraction, development and retention of economic resources, both jurisdictions can avoid wasteful policy duplication, leverage better investment outcomes and reduce costs. This has  the potential to deliver more efficient and effective public services, and to deliver more balanced regional development.

In the Comprehensive Study on the All Island Economy, the British and Irish Governments made it very clear that the starting point for North/South collaborative action is cost effectiveness and mutual benefit. From a purely economic perspective co-ordinated Government action in any area should occur only if the border itself is the cause of a market failure and / or the provision of a public good can be more efficiently or effectively delivered on a co-ordinated island basis rather than by each Government acting independently. Thus, collaborative North/South actions must satisfy the following two tests:-

· There must be evidence of market failure or evidence that the good or service is a true public good;

· There must be evidence that the market failure arises from the existence of the border or, in the case of the public good, the provision of the public good (or service) could be more efficiently provided on a co-ordinated basis.

If the first test is satisfied but not the second then the two Governments are better acting independently within their proper jurisdictions to address the market failure or to provide the public good. 

The Comprehensive Study on the All Island Economy study goes on to identify a number of areas where co-ordinated policy intervention would prove beneficial to the citizens in both jurisdictions on the island. These include intervention in the education and training systems to enhance human capital; intervention to support research and development and the development of the knowledge economy; co-ordinated provision of key infrastructure; enhanced co-operation in the provision of health and educational services; enhanced co-operation in the provision of electricity and telecommunications infrastructure; an improved regulatory environment (including fiscal measures).

There is much scope to develop North/South policy co-ordination through the existing mechanisms and institutions. With regards to infrastructure, in 2006 InterTradeIreland commissioned a study, Spatial Strategies on the Island of Ireland from the International Centre for Local and Regional Development (ICLRD). The development of this report was overseen by a Steering Panel comprising InterTradeIreland, the Department for Regional Development (Northern Ireland), the Department of the Environment, Heritage and Local Government (Ireland), the IBEC/CBI Joint Business Council and the North South Ministerial Council and recommended a frame-work for collaborative action in spatial planning and closer alignment of the regional Development Strategy and the National Spatial Strategy.  
In 2008, InterTradeIreland commissioned the Freight Transport Report for the Island of Ireland, in association with the IBEC/CBI Joint Business Council. The development of this report was overseen by a Steering Group comprising InterTradeIreland, the Department for Regional Development (Northern Ireland), the Department of Transport (Ireland), Dublin Port, DHL, the Freight Transport Association and IBEC/CBI. The report puts forward a number of priority options for consideration in improving the provision of freight and logistics services across both jurisdictions. The departments are currently preparing a paper for submission to the NSMC covering regulation and the development of the freight industry with regards to sustainable transport. 
In 2008, InterTradeIreland commissioned the Regulatory Barriers to Cross-Border Trade and Business report. The development of this report has been overseen by a Steering Group comprising InterTradeIreland, Forfás, Department of Enterprise, Trade and Investment and Department of Enterprise, Trade and Employment. The report is forthcoming and has found that various different regulations, from employment law to consumer protection, have a potential cost for cross-border trade. The report recommends better “border-proofing” in future regulatory impact assessments and a first stop shop to assist information provision and awareness raising.
Both Northern Ireland and Ireland recognise Science, Technology & Innovation (STI) as an area of vital importance to economic development and competitiveness. The recent report from Matrix, the Northern Ireland Science Industry Panel, states that ‘a sustained means must be found to assist Northern Ireland become more connected within the UK, with the Irish Republic, across the EU and ultimately globally – especially with regards to its research base’.  

In 2008 InterTradeIreland published a report entitled Mapping Study of Research and Technological Development Centres on the Island of Ireland. This report was commissioned by InterTradeIreland in association with a steering group comprising representatives from the Department of Enterprise, Trade and Investment, Department of Enterprise, Trade and Employment, Department for Employment and Learning, Invest Northern Ireland, Enterprise Ireland and Science Foundation Ireland.

This Mapping Study identifies a strong degree of complementarity in the research base in both jurisdictions but a sub-optimal level of cross-border collaborative activity.  Research centres have a key role to play in creating a critical research and technology mass to support the development of a knowledge-based economy and scale can be developed in key technology areas through cross-border collaboration. The InterTradeIreland report emphasises that opportunities to develop North/South partnerships were not being realised because of a lack of awareness of partners in the other jurisdiction and the non-availability of suitably targeted funding schemes. The report identifies the wider demand for North/South research collaboration and this is borne out in the over-subscription to the recent Department for Employment and Learning ‘Cross-Border Research and Development Funding Programme – “Strengthening the All-Island Research Base’. 

There are also opportunities for Northern Ireland universities to have increased access to complementary research infrastructure in Ireland, through the Higher Education Authority’s Programme for Research in Third-Level Institutions (PRTLI) initiative or Science Foundation Ireland. In May 2008 sustainable energy and energy-efficient technologies was added as a third pillar to Science Foundation Ireland’s remit. Science Foundation Ireland’s Energy Strategy makes specific reference to the fact that in this area ‘joint or related projects between Ireland and Northern Ireland are often necessary and logical’. Given the all-island energy market, this is another area where it makes sense to work on a North/South basis.

In October 2008 InterTradeIreland and Forfás published the Environmental Goods and Services Sector on the Island of Ireland report, with a view to developing business opportunities within this sector. A High Level Action Group, comprising representatives from all the relevant government departments and agencies has been established in Ireland to implement the recommendations from the report in the areas of skills, R&D and public procurement.

In terms of skills, InterTradeIreland is currently finalising the Management Skills Benchmarking in Ireland and Northern Ireland report with its partners in the Department for Employment and Learning (Northern Ireland), the Department of Enterprise, Trade and Employment (Ireland) and Forfás. This report compares the levels of managerial skills in Ireland with those in the UK and other countries, identifies areas of weakness in the management practices of firms and indicates where targeted improvements could improve performance. It is anticipated that this report will identify common issues that could benefit from a common policy approach.

In conclusion, Ireland is Northern Ireland’s largest export market, with potential for further growth. However, gains from trade go well beyond this market widening.  InterTradeIreland believe that policy co-ordination, better alignment of economic development interventions and the avoidance of duplication are critical in securing the optimal use of resources on the island, for the mutual benefit of Northern Ireland and Ireland. Much progress has already been made. In the private sector many SMEs are reaping the benefits of market expansion across the border on the island. Marlborough Engineering for example, a family-run light engineering firm from East Belfast that participated in the InterTradeIreland Acumen programme has grown from employing 23 to 35 people as a result of new business opened up across the border with companies such as DELL in Limerick and LVP OKURA in Dublin. Other companies are gaining access to technology resources that are driving them to new levels of competitive advantage. Companies that participated in the InterTradeIreland Fusion initiative are reaping average increases in profits of £250,000. 

The development of an all-island energy market offers opportunities to maximise market size on the island and to create economies of scale that will benefit businesses and consumers on both sides of the border. In infrastructure the Irish Government has announced that it will invest €580m to help fund major roads programmes providing dual carriageway standard on routes within Northern Ireland serving the North West gateway and on the eastern seaboard corridor from Belfast to Larne. All these initiatives are based on the pragmatic principle of collaboration for mutual benefit which is the foundation stone of North/South economic engagement. Based on this principle a model of economic collaboration on the island of Ireland is emerging that delivers efficiencies to Government, competitive advantages to business and a better quality of life to citizens in both jurisdictions. The political border on the island is no longer a cause of economic disadvantage and market failure. 
In the period 2004 to 2007, more than 1,300 companies from across the island of Ireland have participated directly on InterTradeIreland programmes in areas such as cross-border sales and marketing, all-island technology transfer, collaborative research and development, buyer-supplier networks, public procurement tendering and sector specific business networks. An analysis of project completion reports indicates the following:

· 204 companies report their first time formal innovation activity with a 3rd level research institute. 100% of these companies confirm that they will continue with formal innovation activity.
· 209 companies report their first time participating in export/cross-border markets. 150 of these companies confirm that they will continue with export/cross-border activity.

· 230 companies report the development of new products, services or processes.

· 379 companies report new market opportunities exploited.
· 277 jobs have been created through the Acumen sales and marketing programme to date, and an additional 550 are anticipated from current projects. The Economic Appraisal for the third phase of the programme now being mobilised indicates a further 1,120 jobs during the four-year life of this phase.
· 15 high-end collaborative R&D partnerships have been established between major firms through the Innova programme.
In total we estimate that these 1,300 companies have benefited from almost £400m of value-added as a result of their participation on an InterTradeIreland programme.  Beyond those companies who have directly participated in our longer term programmes we have engaged with more than 14,500 companies to whom we have directly provided  information, advice and services. This has been delivered through initiatives such as equity finance awareness seminars, public procurement briefings, best practice visits, buyer-supplier briefings and events, micro-enterprise networking events and conferences addressing those topics which inform business thinking on competitiveness issues.

The results of InterTradeIreland’s activities show that InterTradeIreland specifically and North/ South cooperation in general have a clear role to play in achieving a more competitive and outward-looking economy a key objective of NI economic policy
To optimise the overall economic outcome and value for public spend from cross- border cooperation it is critical that the respective remits of the various economic development organisations are clearly understood..  While there are many examples of successful cooperation between the main economic development agencies the issue of real or perceived duplication and overlap has to be addressed.  InterTradeIreland believes that this will require an up front agreement on how best to deliver the respective remits and the agreement of effective working arrangements with ongoing coordination and review meetings.  
We hope these comments will prove useful.

� DETI, Northern Ireland Manufacturing Sales & Exports Survey 2007/2008


� InterTradeIreland, A gravity model approach to estimating the volume of North/South trade (2009). 


� It should be noted that there are difficulties in measuring cross-border trade, because the three sources of relevant statistics (DETI, HMRC & CSO) disagree regarding trends. For further information see the forthcoming report: Investigation into North/South Trade Statistics  


� Figures taken from � HYPERLINK "http://tradestatistics.intertradeireland.com/" ��http://tradestatistics.intertradeireland.com/� 





