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Section 1 - Realising the importance of SME’s and Entrepreneurs as Key Drivers of the Irish Economy: 
 
ISME’s Budget 2014 submission sets out in detail how we can facilitate the continued regeneration of Ireland Inc 
through renewed growth and job creation, with the benefit of a more stable financial sector while restoring fiscal 
balance. It is time that the Irish Gov. makes it part of permanent Irish Industrial Policy to include a key role for SME’s 
(by far the largest employers in the State), and that while FDI and Exporters play a crucial role in our small open 
economy, they do not play the only role, and all the international analysis suggest that the key drivers of jobs growth 
will be from SME’s. 
 
The recently published ESRI Medium Term Review 2013-20 attempts to map future scenarios and the consequences 
of each, in a way that has never been done before in such detail.  This review sets out Recovery, Delayed 
Adjustment, and Stagnation as the three likely scenarios. Given the difficulties being faced across the EU/globally, 
ISME believes that the Gov. must ensure it exercises great wisdom when plotting its course on the basis of this 
analysis. Whatever course is chosen, given the risks internationally, some not covered in the ESRI report, the Gov. 
must also engage in contingency planning to ensure that we have ready-made contingencies if we make incorrect 
policy assumptions. 
 
ISME puts forward in this document a set of actionable recommendations to benefit SME’s that might inform Budget 
2014, but it also comments on some related macro issues that are believed relevant, and that might inform Action 
Plan for Jobs (APJ). ISME believes the key issues are: 

1. Rebooting Domestic Demand – that the Gov. must engages with the SME community in terms of both job 
retention and growth by ensuring that domestic demand and investment is rebooted, that consumer 
confidence is improved by providing clarity on taxation policy, while at the same time SME’s are rewarded, 
after 5 years of GNP decline, with sustainable levels of consumer demand, a working banking system, and 
sustainable employment taxes.  

2. Entrepreneurship & new Procurement Rules – that new Gov. Procurement rules must not compromise Irish 
SME’s any further, with unrealistic qualifying turnover, and with rules materially different to EU norms. 
Furthermore, Gov. must now, as a matter of urgency, recognise that the recently published Global 
Entrepreneurship Monitor Report for Ireland showing declining rates of company start-ups in 2012, and also 
showing that fewer people aspire to starting business in Ireland than in most peer countries, is serious cause 
for concern and action. Exports by indigenous Irish owned firms are worryingly low.  

3. Public Sector Reform – that Gov. Spending KPI’s be re-defined as a percentage of both GNP and GDP in all 
future policy analysis (GDP in Ireland & Luxembourg is between 20% and 25% greater than GNP and using 
the wrong metric clouds our understanding of efficient public spending comparatives).  Having restated our 
national KPI’s, Gov. must set-out to ensure that Ireland, through reform and productivity gains, develops 
world class education, health and other public services (PISA report clearly states that our education system 
is bottom third of OECD performers, and the Dutch Institute of Social Research shows that of 28 OECD 
countries, Irish health outcomes for comparable spend, produces significantly less output). The Gov. must 
ensure that the vast bulk of deficit reduction comes from inefficient spending cuts, as disproportionate 
taxation increases have already decimated the so called coping classes consumer spend, which are the life 
blood of SME’s and the domestic economy.  

4. National Competitiveness Council (NCC) – it is remarkable that successive Governments have allowed the 
NCC annual reporting process to repeat many of its recommendations year on year since 2008. The Gov. 
must finally deal with State-sponsored and other business costs that are excessive by OECD/EU comparison, 
for otherwise growth will not materialise as forecast. While Action Plan for Jobs (APJ) 2012 & 2013 has 
begun to make real progress in this regard, much work remains to be done, and the APJ process must 
leverage relationships with all employer groups, including all SME employer groups. 

 
 
 
 
 
 
 
 
 
 



Section 2 – Summary Recommendations 
 
Fiscal Policy & Gov. contribution to National Cost Competitiveness: 

1. Implement the National Competitiveness Council (NCC) recommendations across all the headings noted, and 
in particular Gov. influenced business costs, including rates, rent, legal, insurances, energy, uncompetitive 
labour, transport and credit costs. 

2. R&D tax reliefs to be broadened. 
3. Intellectual Property tax relief to be broadened. 
4. Irish Industrial Policy is heavily weighted re FDI and Exporters, give more weighting to SME’s. 
5. Great care to be taken in the breakdown between current spending cuts and tax increases relating to 

consumer demand and struggling SME’s. 
Taxation Issues 

6. No change to sick pay scheme, no increase in employers PRSI, a review of the redundancy scheme, and a 
serious commitment to out-sourcing.  

7. The discrimination against directors and the self-employed regarding the PAYE allowance must end, and 
allow the self-employed and directors to avail of social welfare entitlements. 

8. Business Roll-Over Relief or similar should be re-introduced in the light of recent and significant increases in 
Capital Taxes from 20% to 33%, and incentivise entrepreneurs. 

9.  VAT - reduce the 23% rate back to 21% and retain the 9% rate where applicable for 2014.  
10. A radical review of the tax and welfare system to ensure that the tax wedge does not impede economic 

development, nor inhibit staff committing to full-time employment. 
11. Ensure that all the taxable components of society pay their fair share of tax by group. 
12. Pension reform required – auto enrolment issue and implementation of DB scheme reform.      

Re-Booting Domestic Demand 
13. Employment & Investment Incentive Schemes must be promoted to aid growth. 
14. Infrastructural investment must be promoted, as zero investment equals zero growth. 
15. Tax incentives to be offered to home owners who use tax compliant verifiable trades’ people. 
16. Reduce business crime and black market activity across all headings. 
17. Urgently resolve mortgage issues for home owners & regenerate consumer spending 
18. Create a domestic economy stimulus group – disruptive group within APJ. 

Employment 
19. Create employment incentives that makes employment viable for unemployed persons. 
20. Ensure that Solas engages fully with all employer groups and especially SME employer groups in formulating 

training policy. 
Public Sector Reform and collateral damage impact on SME’s 

21. Procurement policy not to discriminate against SME’s. 
22. Late Payments regime not to burden SME’s. 
23. Update the data collection and reporting capacity of the CSO to bring them up to international standards, 

and create some Irish KPI’s with CSO reporting. 
24. In the event that Ireland does not meet its commitments as a result of lower than expected GDP/GNP 

growth due to EU/global recession, a contingency plan needs to be formulated.  
Banking: 

25. Ensure that confidentiality agreements are not being used to muzzle SME owners involved in debt 
negotiation. Investigate the potential for SME’s to have the option of having the CRO review all such debt 
arrangements before sign-off. 

26. Review all existing bank and financing tools as set out in Action Plan for Jobs and elsewhere, to ensure that 
there are no funding gaps that are compromising SME economic growth and development, by engaging in a 
confidential survey of members of all SME employer groups. 

27. Ensure that SEPA is better designed, and does not lead to potential cash flow difficulties. 
28. Personal guarantees (PG’s) – review the blanket usage of PG’s by banks, as use of PG’s is often termed “lazy 

banking” in other jurisdictions, and consider banning their use. 
 
 
 
 
 
 



Section 3 – Detailed Recommendations 
 
Fiscal Policy & Gov. contribution to cost competitiveness 

1. Implement the National Competitiveness Council (NCC) recommendations across all the headings noted, and 
in particular Gov. influenced business costs, including:  

a. Rates – valuations are being carried out by the Valuations Office based on legislation that pre-dated 
the property crash, at valuation dates that were top of the market, and with unsatisfactory appeals 
and arbitration procedures. Rates remains a major cost issue for SME’s, and it is critical that the 
savings made from ongoing reform of Local Authorities and the new residential Property Tax should 
be passed back to business.  

b. Rent – revisit the issue of UORR clauses regarding legacy leases. The IBRC wind-down legislation has 
proven that Gov. inability to act in this regard citing constitutional property rights issues, has not 
hampered Gov. from enacting IBRC wind-down legislation citing that the common good may require 
permanent or temporary interference with property rights, being the same issue noted above. Some 
have recommended a double tax allowance, but this presumes profit in the first instance.  
Examinership Light will not come quickly enough for many SME’s.  Apologists for UORR retention 
include non-SME interests including the bank, insurance and pension industries.  

c. Legal & Professional Services costs – the new legal services bill must be enacted as soon as possible, 
without any potential to drive up the quantum of court awards (objective of increasing the limits of 
the lower courts), awards already way above international norms. All other professional services 
area with similar cost competitive issues to be dealt with also. 

d. Insurances - where Public Liability (PL) claims against commercial business is concerned, that 
District/Circuit Court verbal and statements of claim evidence are both recorded and available for 
High Court appeals, that the Book of Quantum and Awards be reviewed against current property 
valuations & EU norms, and that generally a review is done of Irish versus EU/UK insurance awards, 
rates and cost components to ensure that the market is competitive.   

e. Energy and utility costs – that Irish utility costs must be reset to being no greater than EU average. 
f. Uncompetitive labour costs – that Irish labour costs are competitive against our EU trading partners, 

and that wage pressure is not created by uncompetitive consumer cost of living factors. Table in 
Item 24f refers. 

g. Transport costs – that exporting costs are monitored so as not to penalise Irish exporters from being 
a small island off the West coast of the UK/EU (competitive fuel & shipping costs). 

h. Credit costs – that personal and business loan margins are comparable to EU norms. 
2. R&D – tax relief regarding R&D was expanded and enhanced in Budget 2013, however: 

a. Loosen up the strict one year deadline for claiming relief. 
b. Expand the relief to go beyond pure research and its focus on Pharma & IT. 
c. Reduce the current audit period from five to two years. 
d. The tax credit be extended to “new projects” which could be vetted in advance or alternatively, a 

business could average its base period over a number of years. 
e. Sub-contract out-sourcing to be allowed between 65% and 100% of the expenditure paid to a staff 

provider (or agency). 
f. Increase the innovation voucher to €25,000.   

 
3. Intellectual Property – currently a company is granted a write-off by way of capital allowances against 

development expenditure of intangible assets. However, the previous regime was more industrious in that it 
allowed both a dividend break for shareholders in the company developing IP, and the company itself had a 
relief entitlement.    

4. Irish Industrial Policy is heavily weighted towards FDI and Exporters. Perhaps it’s time that this weighting be 
adjusted to reflect the importance of SME’s, while not trying to diminish the importance of FDI and 
exporters in a small open economy. The recent G8 Summit will result shortly in a Global Action Plan called 
Base Erosion and Profit Shifting (BEPS), and this may impact Ireland’s current FDI policy, and investing in the 
SME sector may necessarily become of greater strategic importance going forward.  

5. Great care to be taken with the breakdown between current spending cuts and further tax increases, and a 
realisation that in the absence of sufficient private sector investment, that Gov. investment must take up 
some of the investment slack. To date too much of the spending cuts have come from capital spending, and 
not enough from current spending. One could also argue that any additional tax increases are likely to 
negatively impact consumer demand in the economy, with continued pressure on SME’s. 



 
Taxation Issues 

6. No change to sick pay scheme, no increase in employers PRSI, a review of the redundancy scheme versus 
average EU norms, and a serious commitment to out-sourcing.  

7. The discrimination against directors and the self-employed regarding the PAYE allowance must end, allow 
the self-employed and directors to avail of social welfare entitlements, and a commitment to close the 3% 
USC gap by 2015. Despite the official rhetoric of how we treasure entrepreneurs, in practise, Irish 
proprietary directors are treated harshly....relatively higher personal income taxes than their employees, 
higher capital gains taxes than their EU/OECD competitors, and zero entitlements if they go bust.  

8. Business Roll-Over/CGT Relief or similar should be re-introduced in the light of recent and significant 
increases in Capital Taxes from 20% to 33%, and the resultant difficulties in transferring or selling business 
assets, very often where the business asset represents a pension for the SME owner. Historically, when the 
capital tax rate was higher, we had tapering relief, but tapering relief was abolished when rates fell to 20%, 
as applied prior to 2003. Capital invested by family members for the purpose of establishing/expanding 
family business should receive favourable tax treatment, and reward investment. 

9.  VAT - reduce the 23% rate back to 21% and retain the 9% rate where applicable for 2014 and beyond for all 
Labour Intensive Sectors (tourism, hospitality, repairs & maintenance, personal services, entertainment and 
leisure activities). The qualifying amount for cash receipts VAT accounting to be raised to €2.5m.  

10. A radical review of the tax and welfare system to ensure that the tax wedge does not impede economic 
development and enlarge the black economy, and that the system does not inhibit staff committing to full-
time employment, so effective labour activation measures are critical.   

11. Ensure that all the taxable components of society pay their fair share of tax by group, to include big, 
medium, and small business where effective rates of tax are concerned, and public sector/semi-state 
workers where income tax paid and pension benefits received by this group historically/currently is 
concerned relative to private sector workers. Example: a Dail speech by Olivia Mitchell TD on 7/12/11 – Dail 
PQ’s to Dept. of Finance showed that in 2010 the Public Sector, as a group, paid €2.8b in tax, and received 
€2.7b in pension benefits.  

 
 
 

12. Pension reform – legislation/insurance to support (and protect) members paying into insolvent Pension 
Schemes.  Increased responsibility placed on Pension Scheme Trustees to take early action to protect 
member’s interests. Auto enrolment of employees to pension provision and flexibility for members to 
choose investment of contributions (as opposed to State default system).  Auto enrolment to be managed 
and implemented by the private sector.  Huge opportunity to create employment on the private side as 
opposed to increasing costs on the State side (outside of Governance). 

 
Re-Booting Domestic Demand 

13. Employment & Investment Incentive Schemes 
a. Increase promotion and availability of advice for the Employment and Investment Incentive scheme 

(investment down from €152m in 2007 to currently €20m). 
b. Ensure that medium-sized companies in non-assisted areas automatically qualify under the new EU 

risk capital guidelines for this scheme. 
c. Remove the high income earner restriction. 
d. Reinstate the minimum holding period of 5 years. 
e.  Review the impact of broadening the scheme on higher risk and early stage internationally trading 

businesses. 
14. Infrastructural Investment: 

a. A speedy roll out of the National Broadband Plan with no cuts. 
b. The expansion of the Public Private Partnership Program to deliver labour intensive capital projects, 

using internationally acceptable investment appraisal techniques.  
c. Completion of road projects e.g. the N4, M20 (Cork/Limerick), and upgrading the N11.   

15. Tax incentives should be offered to home owners who use tax compliant verifiable trades people, resulting 
in increased private sector investment in national housing stock, while tackling the black economy at the 
same time. 

16. Reduce business crime (e.g. Broken Windows scheme in New York) and black market activity across all 
headings e.g. improve and encourage Business Watch Schemes using Google Documents as a centralised 



data collection device for its members, and create more formal links between Senior Garda management 
and Employer Groups, so that issues can be highlighted (quarterly meetings). 

17. Urgently and sensibly resolve mortgage issues regarding Principle Private Residence (PPR) for people who 
purchased PPR homes in the period approximately 2003 through 2008, those most likely to be in difficulty, 
and ensure that these people are quickly brought back into normal and sustainable consumer spending 
mode, which will activate others in less difficult circumstances to do likewise and reduce savings to normal 
levels, and re-boot the economy.  

18. Create a domestic economy stimulus group (additional disruptive group with APJ 2014) made up from 
representatives from all the Employer Groups and Gov., that will serve to link economic development with 
employment creation with creative fiscal strategies. 

 
Employment 

19. Employment incentives: the recent Jobs Plus announcement to support long term unemployed (12 months 
+) is welcome. However, it is critical that the Welfare & Benefits system is redesigned to ensure it’s not 
impeding those returning to work, and making employment less competitive in certain sectors: 

a. Trade-off between 3 day week versus full-time employment. 
b. Welfare reward system competes against those earning minimum wage or close to minimum wage 

(2nd highest in the EU), and puts pressure on labour intensive commercial sectors. 
c. Enable the fluid movement of people from social welfare to employment by eliminating re-

registration delays. People have to be able to take up seasonal and temporary opportunities of 
employment.   

20. Ensure that Solas engages fully with all employer groups and especially SME employer group to ensure that 
public policy is properly informed in public policy formulation e.g. service, retail and hospitality training.  

 
Public Sector Reform and potential collateral damage impact on SME’s 

21. Procurement – that SME’s are not frozen out of the procurement process by Gov. seeking to maximise cost 
savings from the approximate 20-25% of departmental spend that is not wages, allowances & 
pensions,  while serving to protect pay & pensions at the expense of the wealth creating private sector. 
Public procurement is entitled to seek value for money, but not to design a system that systemically 
discriminates against Irish SME’s, with unrealistic qualifying turnover,  and that is materially different than 
similar systems in other EU countries.     

22. Late Payments – ensure that the SME payments regime is fair & reasonable, and governed by acceptable and 
sustainable standards to meet both side’s needs. Additionally, SME’s need a fast and inexpensive system for 
pursuing slow paying customers legally.  

23. Update the data collection and reporting capacity of the CSO to bring them up to best practise 
internationally, and create some National KPI’s, recommendations include :  

a. Having CSO methodology reviewed against best practise by an internationally respected 
organisation and make its findings public.  

b. Using GNP as the key denominator to measure State costs.  By using GDP as the denominator, which 
is more than 20% greater than GNP, when comparing health, education and other costs, gives 
Ireland (and Luxembourg) a significantly false reading on its public spending KPI measures. Apply this 
GNP benchmarking rule to all Gov. Spend, with EU comparatives, and make it part of CSO quarterly 
reporting.  

c. Having a better understanding of how we measure pay gap, being the excess of public over private 
sector pay. The CSO measure it as being 6%, the ESRI measure it as being 17% (Winter 2012 
Economic Commentary), and Giordino et al (ECB Working Paper Series No 1406, Dec 2011) measure 
it as being 20-30% for PIIGS countries, where in contrast average public sector pay is less than 
average private sector pay in Germany & France (all these measures exclude the employer pension 
accrual). Currently CSO measure pay gap as being public sector pay versus big business pay, when 
ESRI in its 2012 Winter Commentary has clearly stated that this is incorrect.  Have CSO measure pay 
gap accurately and report on it quarterly. 

d. Noting that the CSO Earnings & Labour Costs Report (Table 1) is becoming a useful document as it 
tracks the labour market since 2008, but it could become even better if it applied a pension accrual 
to gross pay to reflect the real cost to employers of employing public & private sector employees. 
Apply a pension accrual to all wages data to reflect the effective cost of employer pension 
contribution, historic and current. 

e. Noting that taxation increases have a disproportionate impact on relatively low paid SME workers? 



f. Table showing CSO Earnings and Labour Costs comparative of Q1 2008 to Q1 2013: 
CSO 
Average Weekly Earnings 

Q1, 2008   Q1, 2013    

Table 1 Weekly Annually (*52 wk.) Employer Pension 
Cost incl. 

Weekly Annually 
(*52 wk.) 

Employer Pension 
Cost incl.  
 

Employer 
Pension  
Accrual 

Public Sector Average 904.80 47,049 58,811 913.25 47,489 59,361 25% 

Private Sector Average 642.54 33,412 35,082 628.26 32,669 34,302 5% 

        

Small Business (<50) 561.06 29,175 30,633 533.08 27,720 29,106 5% 

Medium Business (50-250) 671.01 34,892 36,636 650.11 33,805 35,495 5% 

Big Business (>250) 825.30 42,915 45,060 838.08 43,580 45,759 5% 

        

Note   1   1  

Source: CSO Earnings & Labour Costs Q1, 2013 Preliminary Estimates (Table 1 – average weekly earnings by 
sector). 
Note 1: Estimate of Employer Pension Accrual impact to reflect actual payroll cost (Private Sector: add the 
norm of 5% employer contribution , though the vast majority of SME’s cannot offer blanket DC/DB schemes ; 
Public Sector: add 25% on average employer contribution to cover the State’s actuarial pension cost, 
currently funded out of current expenditure). When measuring Pay Gap, we must compare Gross Pay 
including the accrual of employer pension cost, whether funded now or in 40 years time.  

24. In the event that Ireland does not meet its Troika and other commitments as a result of lower than expected 
GDP/GNP growth due to continued EU/global recession, a contingency plan needs to be formulated which 
will include a detailed review of all national competitiveness inhibiting costs, both public & private sector, 
and create the ability to action necessary change immediately. 
 

Banking: 
25. Ensure that confidentiality agreements are not being used to muzzle SME owners involved in debt 

negotiation, to the extent that there is no transparency on what is happening to SME’s, the largest 
employers in the State. Investigate the potential for SME’s to have the option of having the CRO review all 
such debt arrangements before sign-off, to ensure full transparency of this critical aspect of banking relative 
to the wealth-creating economy. 

26. Review all existing bank and financing tools as set out in Action Plan for Jobs and elsewhere, to ensure that 
there are no funding gaps that are compromising SME economic growth and development, by engaging in a 
detailed confidential survey of the members of all SME employer groups. However, it does seem that an SME 
Development Fund or similar to support growth opportunities in the wealth creating sector of the domestic 
economy through the provision of long term finance may be necessary, given the failure of our pillar banks 
to properly perform their function, and also to provide banking competition. 

27. Ensure that SEPA is better designed and marketed, and does not lead to potential cash flow difficulties. In 
many EU countries, banks are setting up two separate Direct Debit regimes for B2B and B2C consumers, with 
separate and relevant protocols. Irish banks appear unwilling to operate these separate systems, and it is 
believed that this may have negative consequences (e.g. B2B consumers cancelling DD payments 8 weeks 
later).  

28. Review the possibility of restricting or banning the use of Personal Guarantees (PG’s) as standard issue in 
Irish banking, as this is the norm in most OECD countries, and the use of PG’s is often termed ‘lazy banking’ 
in other jurisdictions. How does it promote entrepreneurial activity for an entrepreneur’s business to be 
wiped out in a recession, but to be also threatened with the loss of all personal assets.    

 


