Capital Review 2011

Budgetary Context, Approach and Options Analysis
	TABLE 1
Existing Departmental Allocations Based on National Recovery Plan 2011-14



	
	2011
	2012
	2013
	2014

	 Agriculture, Marine & Food
	269m
	150m
	140m
	140m

	Arts, Heritage & the Gaeltacht
	57m
	60m
	55m
	52m

	Children
	6m
	11m
	11m
	11m

	 Communications, Energy & Natural Resources
	158m
	110m
	110m
	110m

	 Community, Equality & Gaeltacht Affairs
	14m
	-
	-
	-

	 Defence
	12m
	13m
	13m
	12m

	 Education & Skills
	501m
	459m
	462m
	467m

	 Jobs, Enterprise & Innovation
	508m
	558m
	558m
	558m

	 Environment, Heritage & Local Government
	1,048m
	1,023m
	884m
	714m

	 Finance
	5m
	4m
	4m
	4m

	 OPW
	119m
	120m
	120m
	120m

	Public Expenditure & Reform  [Less OPW]
	1m
	1m
	1m
	1m

	 Foreign Affairs  & Trade
	4m
	6m
	6m
	3m

	 Health 
	399m
	390m
	390m
	390m

	 Justice Group
	80m
	80m
	85m
	85m

	 Social Protection
	8m
	8m
	8m
	7m

	 Transport, Tourism & Sport 
	1,502m
	1,397m
	1,131m
	1,054m

	 Unallocated Reserve
	
	
	
	50m

	 Unallocated Adjustment
	
	-78m
	-78m
	-278m

	 Total 
	4,691m
	4,312m
	3,900m
	3,500m

	Total Investment as a % of GNP
	3.7%
	3.3%
	2.9%
	2.5%


1. Background and Budgetary Context

1.1
Purpose of this Paper and Next Steps

This paper presents options for reducing and reprioritising the public capital programme in the years to 2016 in line with far more limited resources and a much lower overall level of activity than previously planned for. 
The purpose of this paper is to set the context in terms of the contribution of capital expenditure to the overall budgetary consolidation and to present options for further reductions and their consequences for investment. 
The structure of this document is as follows: The remainder of Section 1 sets out the budgetary context and the role of capital investment in contributing to the overall fiscal consolidation. A number of issues in relation to existing capacity of infrastructure and potential implications for the construction industry are also noted. Section 2 outlines broad scenarios to be considered in planning medium-term capital investment. Each scenario sets out further potential contributions to fiscal consolidation and associated impacts on a sectoral basis.

1.2
Fiscal Pressures and the need for further Budgetary Consolidation

The existing budgetary arithmetic involves a reduction in capital expenditure of approximately €400 million in 2012 compared to 2011 levels. This is part of the overall proposed expenditure adjustment of €2.1 billion. 
	TABLE 2: Existing Planned Expenditure Reductions to 2014

	
	2011 

(for reference)
	2012
	2013
	2014

	Fiscal Consolidation (tax & expenditure)
	6bn
	3.6bn
	3.1bn
	3.1bn

	Expenditure: 
	3.9bn
	2.1bn
	2bn
	2bn

	Current
	2.1bn
	1.7bn
	
	

	2011 Capital Adjustment & Planned Existing Capital Reduction
	1.8bn
	378m
	
	

	As a % of  2012 Target Expenditure Cut 
	46%
	18%
	
	

	Budgeted Capital Expenditure
	4,690m
	4,312m
	3,900m
	3,500m


Capital expenditure made a significant contribution towards fiscal consolidation in Budget 2011, arguably this facilitated a reduction of the scale of €6 billion. The Stability Programme update contains an adjustment of €3.6 billion in 2012, with an expenditure contribution of €2.1 billion.  Under existing capital envelopes an annual reduction of €400 million is envisaged for each year 2012/13/14. 
In the context of seeking a swifter return to a more sustainable fiscal position however, the contribution of capital expenditure to the overall expenditure adjustment may have to be more significant.  This document sets out a number of scenarios in pursuit of this goal; the Table below summaries the scenarios presented in this document and places them in a Budgetary context, with particular reference to Budget 2012.

	TABLE 3
Scenarios Illustrating Increased Contribution from Planned Capital Expenditure Towards 

Consolidation


	
	2011
	2012
	Capital Contribution to 2012 Exchequer Consolidation
	2013
	2014

	Budgeted Capital Expenditure
	4,690m
	4,312m
	378m
	3,900m
	3,500m

	Scenario 1
	
	4,181m 
	509m
	3,754m
	3,642m

	Scenario 2
	
	4,013m 
	677m
	3,479m
	3,316m

	Scenario 3
	
	3,806m 
	866m
	3,231m
	3,056m

	Scenario 4
	
	3,704m 
	986m
	3,095m
	2,881m

	Scenario 5
	
	3,531m 
	1,158m
	2,855m
	2,501m


The detailed implications of these scenarios are set out in Section 2. Some general points to note include the following:

· Each of the scenarios front-load adjustments in order to assist Budget 2012 targets; 2013 & 2014 annual adjustments are broadly halve that of 2012 in each scenario

· It is worth pointing out the limitations to the Capital Budget’s capacity to contribute towards fiscal consolidation post-2012
· Going below a certain threshold level of annual public investment may involve significant investments to-date not being maintained at sufficient levels

1.3
Existing Condition of Infrastructure – Is there still a deficit?

The context and starting point for this review is the conclusion of a major period of public capital investment in the economy. This process enhanced the stock of public capital and substantially narrowed the infrastructure gap which had previously hampered economic growth.  Annual, public, economic and social capital investment almost quadrupled in the decade up to 2008. The extent of the fiscal challenge faced has meant that allocations have necessarily fallen back since that peak.
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Exchequer allocations will be lower again over the medium-term. Meeting the commitments required to reduce the deficit in a sustainable manner is the primary focus of expenditure policy. To ensure adequate availability of competitive and quality infrastructure, this will demand:

· Sharp prioritisation of exchequer capital;

· Productive investment by the commercial semi-states; and

· Regulatory and policy solutions to maximise efficiency and effectiveness in infrastructure development.

While the necessary reductions in exchequer capital will require deferral of some projects in the short to medium-term, the process of budgetary consolidation and closing the deficit will benefit infrastructure development in the longer-term.
 It should be possible however to maintain a lower level of planning activity of capital programmes so that key projects are progressed to a certain level and can then be delivered once recovery takes place.
In addition the lower level of economic activity being experienced at present means that in many cases there simply is not the demand to justify major new projects. Therefore foregoing capacity enhancing projects in the absence of a compelling business case is the appropriate choice at present. By accelerating the process of budgetary consolidation in the short-term, the prospects for investment in the longer-term – when it is required – can be bolstered. 

The chart below illustrates the point that there is a lower level of economic activity, and hence a lower level of demand for capacity in the economy than when previous plans were drafted.
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Source: NDP 2007-13, CSO and Department of Finance

While the quality of the infrastructure may lag leading economies in some areas, there has been marked improvement in recent years.

	TABLE 4
World Competitiveness Yearbook: Perception of Infrastructure in Ireland, 2005-2011

	Year
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	Score (max 10)
	4.48
	4.93
	4.90
	5.96
	6.75
	7.24
	7.96


Source: IMD World Competitiveness Yearbook 2011, based on executive opinion surveys.
This stands to reason, the substantial investment charted above has succeeded in improving the state of national infrastructure. In particular the national road network is a very visible legacy of the economic boom period, and once maintained, will provide the necessary capacity for some time to come. Forthcoming analysis from the ESRI supports this point and queries the usefulness of perception based measures:

Once objective measures are used in a comparison and relevant factors are taken into account the relative position of Ireland with regard to many infrastructures is considerably better than suggested by the subjective competitiveness rankings. For example once the population density, car ownership and the completion of major roads projects over the recent past are taken into account Ireland now has motorway density that exceeds the expected level
.

In addition the private sector is providing necessary capacity in some sectors. For instance there has been steady growth in broadband subscriptions and the thriving private market now involves revenues of close to €4 billion
.

In most cases then it is unlikely that economic activity is being constrained by the quality of infrastructure. Clearly, however, in a number of cases existing capacity is insufficient, such as water services in some locations or school capacity. While targeted exchequer investment will play a roll in addressing remaining gaps, the potential of using existing assets and / or regulatory and administrative solutions must be exploited. 
For the medium-term, the core focus of capital investment must be the development of existing infrastructure so as to protect the value of previous investments. In many cases, this will represent a better return on investment than new projects
.

1.4
Construction Sector and Employment Impacts
Construction Sector Impacts
Further reductions are not without possible negative consequences however. A lower level of investment will have implications for the construction industry. While it is neither likely nor desirable that the construction industry return to its pre-recession levels, the scale of the adjustment in terms of both private and public sector activity may mean that the sector may have overshot its long-term equilibrium
. In the short-term however, it can be expected that activity will be at a lower level given the scale of development over the past decade or more and the overhang of property in some sectors. 
The likely consequences of this contraction are both a further reduction in employment in the industry and some loss of expertise in the sector. As capital expenditure was ramped up over the last decade, inflationary pressures became manifest and in particular there was a shortage of expertise in the delivery of more complex engineering projects. A loss of expertise may occur again, and while maintaining a higher capital envelope might offset this to a degree, the force of this argument is less immediate and compelling than the over-riding need to reduce the deficit. 

Capital Investment and Employment

Capital expenditure is also often put forward as a stimulus to employment as the delivery of infrastructure can be labour-intensive. However, major construction projects are less labour intensive than often imagined with less expensive re-fit, re-furbish, and up-grade work producing better results. The most important contribution in capital investment is in providing the capacity for the economy to grow. In this regard, as discussed, there is largely adequate infrastructural capacity in the economy. 
Direct supports to industry have proved a more efficient and effective way to promote job creation, and grants through IDA and Enterprise Ireland are protected in all cuts scenarios. In terms of employment creation, these supports represent a better investment than simply pursuing ‘shovel ready’ construction projects
. There is however, a limit to the extent to which further investment through the development agencies can directly lead to new jobs being created. This is determined by the actual pipeline of investment opportunities and the general attractiveness of Ireland as a location in which to do business. 
There will however be employment benefits in the delivery of infrastructure and the more labour-intensive sectors are especially protected from reductions such as local and regional road maintenance and school building. There will also be investment in energy efficiency (either through the exchequer or alternative models) and this will provide further employment in ‘smarter’ construction. Should the planned roll-out of water meters proceed it will also help stabilise the contraction in the sector. 
1.5
Non-exchequer solutions

It is clear that some large scale capital investment projects over the last decade could have been delivered more efficiently. Now, fiscal pressures demand that any scope for more cost-efficient delivery of infrastructure should be implemented as fast as possible.  In addition the reform agenda at the heart of the new Department of Public Expenditure and Reform demands action here.  Regarding infrastructure, it is clear that significant costs are generated in the early project formulation and pre-construction phases.  Apart from the costs generated at these early stages they also serve to delay investment activity.  The current practice of having various local authorities, statutory agencies and Government Departments all separately engaged in project planning is sub-optimal.  It is also accepted also that a wide dispersion of authority and responsibility results in considerable variation in approaches and expertise of different participants in the process. 
Ongoing consolidation of project planning and delivery should be accelerated with the potential for moving towards

a central authority that can takes ownership of large scale projects from the outset.  Such an authority could be tasked with the planning, procurement, and delivery of major projects.           

1.6
Deadweight and Displacement
In its involvement in the provision of infrastructure and supports to the productive sector, the State must ensure that it does not displace potential private sector investment, or waste scare taxpayer’s money by supporting activities that would have taken place anyway. For most large infrastructure projects this danger doesn’t arise, but in certain cases it can pose a threat. For instance as noted above, technological infrastructure is being provided adequately to the majority of areas by private providers in thriving market.  The State must ensure that any proposals to provide services or infrastructure target clear instances of market failure to those who cannot access services from the market. 
2.
Capital Investment Scenarios and Implications

2.1
Approach
Five scenarios have been developed which present various levels of total funding and implications for project and programme delivery. Potential strategies to minimise reductions in cuts are noted where possible. These scenarios can be integrated to show budgetary implications of pursuing different combinations of projects / programmes.

The budgetary and programme-level envelopes are indicative, and arise from D/PER analysis using information provided by Departments. The envelopes themselves have not been verified by Departments. In some cases blunt pro-rata cuts have had to be applied as programme level data has not been provided by Departments.
The major transport projects DART Interconnector and Metro North are not provided for under any scenario. In addition, the Department of Transport has itself ruled out a DART spur to the Dublin Airport. There is also a degree of uncertainty as to whether or not the Grangegorman development can proceed.
Allocations to the Department of Health have been maintained in the present analysis, although this will be subject to further engagement with that Department in relation to specific programme and project spending.

2.2
Constraints

Agreeing reduced allocations with Departments will be complicated by the fact that the aggregate capital envelope contained in the National Recovery Plan (November 2010) includes an unallocated cut. This means that the indicative allocations that Departments are working with are higher than the actual level of capital available. So, in order to just remain at the levels set out in the existing budgetary framework, allocations will have to be reduced by the level of this unallocated adjustment which comes to €78 million in 2012 and €278 million in 2013 and 2014.

The five scenarios are presented below.

Capital Review 2011: What’s in scope

· For illustration, the chart below shows the sectoral components of the envelope for 2011:
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· The capital envelope covers major economic infrastructural development such as roads, public transport, water services and so forth.
· Important social investment such as housing and health capital are covered too.
· It also includes many grant payment schemes
· For instance all of IDA Ireland and Enterprise Ireland’s supports to companies are included, as are grants to researchers and higher education institutes paid by Science Foundation Ireland.
· Grant payments to incentivise such activities as forestry planting and home energy efficiency are included.
Aggregate Scenarios
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SCENARIO 1
Maintain average aggregate investment over 2012 – 16, but bigger cut in 2012,13 and additional funding in 2014,’15
Allocations provide for
· LUAS line BXD (connects existing Red and Green lines and continues to Broombridge) 

· Road maintenance

· Some new road projects

· Bus rapid transport on some routes

· Investment in regeneration a remediation of local authority estates

· New water and wastewater project starts as follows: 80 in 2012; 40 in 2013; 25 in 2014 (incl Ringsend WWTP); 55 in 2015 and 0 in 2016 

· Rural water programme and septic tank grants programme

· Reasonable level of investment in social housing

· Schools investment sufficient to meet demographic demands

· Unprecedented investment through EI and IDA grants programmes with 10% reduction in STI & other programmes  
· Slightly higher allocation than in NRP for D/AF&F on account of contractual commitment pressures

· HSE capital budget maintained 
· Investment through CE&NR for energy efficiency programme until end – 2013 
· Marginal reductions across most other Departments

· A new sports capital programme focused at local level and some tourism infrastructure investment

Scenario 1 

    Departmental Allocations
	
	2011
	2012
	2013
	2014
	2015
	2016
	Total

	€m

	Agriculture
	269
	170 (150) 
	160 (140)
	160 (140)
	160
	160
	1,079

	Arts, Heritage & Gaeltacht
	57
	54 (60)
	49 (55)
	46 (52)
	46
	46
	298

	Children
	6
	11 (11)
	11 (11)
	10 (11)
	10
	10
	58

	Communications, Energy & Natural Resources
	158
	110 (110)
	115 (110)
	114 (110)
	110
	110
	717

	Community, Equality & Gaeltacht Affairs
	14
	
	
	
	
	
	14

	Defence
	12
	13 (13)
	13 (13)
	11 (12)
	11
	11
	71

	Education
	501
	418 (459)
	421 (462)
	506 (467)
	516
	466
	2,828

	Enterprise
	508
	520 (558)
	520 (558)
	519 (558)
	516
	513
	3,096

	Environment
	1,048
	993 (1023)
	860 (884)
	697 (714)
	697
	696
	4,991

	Finance
	5
	4 (4) 
	4 (4)
	4 (4)
	4
	4
	25

	OPW
	119
	118 (120)
	118 (120)
	112 (120)
	112
	112
	691

	Foreign Affairs
	4
	6 (6)
	6 (6)
	3 (3)
	3
	3
	25

	Health
	399
	390 (390)
	390 (390)
	390 (390)
	390
	390
	2,349

	Justice
	80
	80 (80)
	80 (85)
	85 (85)
	85
	85
	495

	PER
	1
	1
	1
	1
	1
	1
	6

	Social Protection
	8
	8 (8)
	8 (8)
	7 (7)
	7
	7
	45

	Transport
	1,502
	1,287 (1397)
	998 (1131)
	977 (1054)
	943
	891
	6,598

	Reserve
	
	
	
	
	31
	137
	168

	Total allocated
	4,691
	4,183 (4312)
	3,754 (3900)
	3,642 (3500)
	3,642
	3,642
	23,554

	
	
	
	
	
	
	
	


Amounts in brackets for 2012, 2013 and 2014 are the agreed envelopes under the National Recovery Plan (November 2010)

SCENARIO 2
Make a total contribution to consolidation of €700 million in 2012, with further smaller reductions thereafter
Allocations provide for

· Road maintenance and Some new road projects

· Bus rapid transport on some routes

· Significant level of investment in regeneration a remediation of local authority estates

· New WSIP project starts as follows: 80 in 2012; 40 in 2013; 25 in 2014 (incl Ringsend WWTP); 55 in 2015 and 0 in 2016 (same as scenario 1)

· Rural water programme 

· Lower level of investment in social housing (30% cut)
· Schools investment sufficient to meet demographic demands on the basis of cost efficiencies being delivered.
· Unprecedented investment through EI and IDA grants programmes with 20% reduction in STI & other programmes  
· Slightly higher allocation than in NRP for D/AF&F on account of contractual commitment pressures

· HSE capital budget maintained
· 15% cut to Justice capital, uncertainty over effect on additional places to partially address prison overcrowding 

· Earlier move to alternative funding model for energy programmes (end 2012 as opposed to end 2013). This could facilitate earlier investment in next generation broadband networks. 

· Roughly 15% reductions across most other Departments

· A new sports capital programme focused at local level and some tourism infrastructure investment

Scenario 2 (Continued)

Departmental Allocations
	
	2011
	2012
	2013
	2014
	2015
	2016
	Total

	€m

	Agriculture
	269
	160 (150) 
	150 (140)
	150 (140)
	160
	160
	1,029

	Arts, Heritage & Gaeltacht
	57
	47 (60)
	43 (55)
	41 (52)
	41
	41
	270

	Children
	6
	9 (11)
	9 (11)
	9 (11)
	9
	9
	51

	Communications, Energy & Natural Resources
	158
	115 (110)
	92 (110)
	98 (110)
	87
	82
	632

	Community, Equality & Gaeltacht Affairs
	14
	
	
	
	
	
	14

	Defence
	12
	11 (13)
	11 (13)
	10 (12)
	10
	10
	64

	Education
	501
	400 (459)
	390 (462)
	415 (467)
	415
	415
	2,506

	Enterprise
	508
	517 (558)
	481 (558)
	481 (558)
	478
	475
	2,940

	Environment
	1,048
	919 (1023)
	787 (884)
	637 (714)
	637
	637
	4,665

	Finance
	5
	4 (4) 
	4 (4)
	4 (4)
	4
	4
	25

	OPW
	119
	102 (120)
	102 (120)
	102 (120)
	102
	102
	629

	Foreign Affairs & Trade
	4
	5 (6)
	5 (6)
	3 (3)
	3
	3
	23

	Health
	399
	390 (390)
	390 (390)
	390 (390)
	390
	390
	2,341

	Justice
	80
	68 (80)
	68 (85)
	72 (85)
	72
	72
	432

	PER
	1
	1
	1
	1
	1
	1
	6

	Social Protection
	8
	8 (8)
	8 (8)
	7 (7)
	7
	7
	45

	Transport
	1,502
	1,257 (1397)
	938 (1131)
	897 (1054)
	863
	841
	6,298

	Reserve
	
	
	
	
	48
	108
	156

	Total allocated
	4,691
	4,013 (4312)
	3,479(3900)
	3,316 (3500)
	3,316
	3,316
	22,131

	
	
	
	
	
	
	
	


Amounts in brackets for 2012, 2013 and 2014 are the agreed envelopes under the National Recovery Plan (November 2010)

SCENARIO 3
Make a total capital contribution to consolidation of €900 million in 2012, with further smaller reductions thereafter 
Allocations provide for

· Road maintenance

· 80% of planned investment in regeneration & remediation of local authority estates

· 10% reduction in new water services investment project starts 
· Rural water program

· Lower level of investment in social housing (30% cut)
· Schools investment sufficient to meet demographic demands on the basis of cost efficiencies being delivered.

· Unprecedented investment through EI and IDA grants programmes with 25% reductions in STI & other programmes from 2013
· HSE capital budget maintained
· 30% cut to Justice capital 

· Earlier move to alternative funding model for energy programmes (end 2012 as opposed to end 2013). This will facilitate earlier investment in next generation broadband networks although at lower level than Scenario 2. 

· Roughly 30% reductions across most other Departments

Scenario 3 (Continued)

Departmental Allocations
	
	2011
	2012
	2013
	2014
	2015
	2016
	Total

	€m

	Agriculture
	269
	150 (150) 
	140 (140)
	140 (140)
	140
	140
	979

	Arts, Heritage & Gaeltacht
	57
	42 (60)
	38 (55)
	36 (52)
	36
	36
	245

	Children
	6
	8 (11)
	8 (11)
	8 (11)
	8
	8
	46

	Communications, Energy & Natural Resources
	158
	99 (110)
	76 (110)
	80 (110)
	79
	77
	569

	Community, Equality & Gaeltacht Affairs
	14
	
	
	
	
	
	14

	Defence
	12
	9 (13)
	9 (13)
	8 (12)
	8
	8
	54

	Education
	501
	380 (459)
	370 (462)
	395 (467)
	395
	375
	2,416

	Enterprise
	508
	514 (558)
	458 (558)
	457 (558)
	454
	451
	2,842

	Environment
	1,048
	862 (1023)
	726 (884)
	575 (714)
	574
	574
	4,359

	Finance
	5
	4 (4) 
	4 (4)
	4 (4)
	4
	4
	25

	OPW
	119
	84 (120)
	84 (120)
	84 (120)
	84
	84
	539

	Foreign Affairs & Trade
	4
	4 (6)
	4 (6)
	2 (3)
	2
	2
	18

	Health
	399
	390 (390)
	390 (390)
	390 (390)
	390
	390
	2,341

	Justice
	80
	56 (80)
	56 (85)
	60 (85)
	60
	60
	372

	PER
	1
	1
	1
	1
	1
	1
	6

	Social Protection
	8
	8 (8)
	8 (8)
	7 (7)
	7
	7
	45

	Transport
	1,502
	1,196 (1397)
	860 (1131)
	809 (1054)
	788
	776
	5,931

	Reserve
	
	
	
	
	26
	63
	89

	Total allocated
	4,691
	3,806 (4312)
	3,232 (3900)
	3,056 (3500)
	3,056
	3,056
	20,898

	
	
	
	
	
	
	
	


Amounts in brackets for 2012, 2013 and 2014 are the agreed envelopes under the National Recovery Plan (November 2010)

SCENARIO 4
Make a total contribution to consolidation of €1 billion in 2012, declining thereafter
Allocations provide for

· Road maintenance

· 80% of planned investment in regeneration & remediation of local authority estates

· With changes in the structure and funding arrangements for the water sector, a halving of exchequer new water services investment post 2014 and 20% reduction in meantime
· Rural water program

· Lower level of investment in social housing (30% cut)

· Schools investment sufficient to meet demographic demands on the basis of cost efficiencies being delivered.
· Unprecedented investment through EI and IDA grants programmes with 30% reductions in STI & other programmes from 2013
· HSE capital budget maintained, except for reduction of 8% in 2012
· 30% cut to Justice capital 

· Earlier move to alternative funding model for energy programmes (end 2012 as opposed to end 2013). No exchequer investment in next generation broadband – private sector will provide
· Roughly 30% reductions across most other Departments

Scenario 4 (Continued)

Departmental Allocations
	
	2011
	2012
	2013
	2014
	2015
	2016
	Total

	€m

	Agriculture
	269
	150 (150) 
	140 (140)
	140 (140)
	140
	140
	979

	Arts, Heritage & Gaeltacht
	57
	42 (60)
	38 (55)
	36 (52)
	36
	36
	245

	Children
	6
	8 (11)
	8 (11)
	8 (11)
	8
	8
	46

	Communications, Energy & Natural Resources
	158
	99 (110)
	28 (110)
	32 (110)
	20
	18
	355

	Community, Equality & Gaeltacht Affairs
	14
	
	
	
	
	
	14

	Defence
	12
	9 (13)
	9 (13)
	8 (12)
	8
	8
	54

	Education
	501
	360 (459)
	360 (462)
	395 (467)
	395
	375
	2,386

	Enterprise
	508
	514 (558)
	440 (558)
	440 (558)
	437
	434
	2,773

	Environment
	1,048
	835 (1023)
	703 (884)
	547 (714)
	457
	457
	4,047

	Finance
	5
	4 (4) 
	4 (4)
	4 (4)
	4
	4
	25

	OPW
	119
	84 (120)
	84 (120)
	84 (120)
	84
	84
	539

	Foreign Affairs & Trade
	4
	4 (6)
	4 (6)
	2 (3)
	2
	2
	18

	Health
	399
	360 (390)
	390 (390)
	390 (390)
	390
	390
	2,319

	Justice
	80
	56 (80)
	56 (85)
	60 (85)
	60
	60
	372

	PER
	1
	1
	1
	1
	1
	1
	6

	Social Protection
	8
	8 (8)
	8 (8)
	7 (7)
	7
	7
	45

	Transport
	1,502
	1,171 (1397)
	823 (1131)
	728 (1054)
	719
	678
	5,621

	Reserve
	
	
	
	
	114
	180
	294

	Total allocated
	4,691
	3,704 (4312)
	3,095 (3900)
	2,881 (3500)
	2,881
	2,881
	20,133

	
	
	
	
	
	
	
	


Amounts in brackets for 2012, 2013 and 2014 are the agreed envelopes under the National Recovery Plan (November 2010)

SCENARIO 5
Make a total contribution to consolidation of just under €1.2 billion in 2012, declining thereafter

Allocations provide for

· Road maintenance in most cases
· 20% reduction to HSE capital budget
· 60% of planned investment in regeneration & remediation of local authority estates

· With changes in the structure and funding arrangements for the water sector, 70% of planned level  of exchequer investment in water services infrastructure in 2012 and 2013 and a  halving of exchequer new exchequer  investment in  water services from 2014 onwards 

· Rural water program

· Lower level of investment in social housing (40% cut)

· Schools investment sufficient to meet demographic demands on the basis of cost efficiencies being delivered.
· Unprecedented investment through EI and IDA grants programmes with 30% reductions in STI & other programmes in 2013 and a 40% reduction from 2014 onward
· 40% cut to Justice capital  

· Earlier move to alternative funding model for energy programmes (end 2012 as opposed to end 2013). No exchequer investment in next generation broadband – private sector will provide – less allocated in 2012 than in previous scenarios

· Roughly 40% reductions across most other Departments

Scenario 5 (Continued)

Departmental Allocations

	
	2011
	2012
	2013
	2014
	2015
	2016
	Total

	€m

	Agriculture
	269
	150 (150) 
	140 (140)
	140 (140)
	140
	140
	979

	Arts, Heritage & Gaeltacht
	57
	33 (60)
	30 (55)
	28 (52)
	28
	28
	204

	Children
	6
	6 (11)
	6 (11)
	6 (11)
	6
	6
	36

	Communications, Energy & Natural Resources
	158
	84(110)
	24 (110)
	21(110)
	25
	25
	337


	Community, Equality & Gaeltacht Affairs
	14
	
	
	
	
	
	14

	Defence
	12
	8 (13)
	8 (13)
	7 (12)
	7
	7
	49

	Education
	501
	360(459)
	360 (462)
	374 (467)
	374
	354
	2,323

	Enterprise
	508
	514 (558)
	440 (558)
	404 (558)
	401
	398
	2,665

	Environment
	1,048
	753 (1023)
	610 (884)
	376 (714)
	370
	370
	3,527

	Finance
	5
	4 (4) 
	4 (4)
	4 (4)
	4
	4
	25

	OPW
	119
	72 (120)
	72 (120)
	72 (120)
	72
	72
	691

	Foreign Affairs & Trade
	4
	4 (6)
	4 (6)
	2 (3)
	2
	2
	18

	Health
	399
	359 (390)
	312 (390)
	312 (390)
	312
	312
	2,006

	Justice
	80
	48 (80)
	48 (85)
	51 (85)
	51
	51
	329

	PER
	1
	1
	1
	1
	1
	1
	6

	Social Protection
	8
	6 (8)
	6 (8)
	6 (7)
	6
	6
	38

	Transport
	1,502
	1,131 (1397)
	793 (1131)
	698 (1054)
	689
	648
	5,461

	Reserve
	
	
	
	
	14
	78
	92

	Total allocated
	4,691
	3,531 (4312)
	2,855 (3900)
	2,501 (3,500)
	2,501
	2,501
	18,580

	
	
	
	
	
	
	
	


Amounts in brackets for 2012, 2013 and 2014 are the agreed envelopes under the National Recovery Plan (November 2010)

Sectoral Analysis Sheet 1:
Water Services Investment






D/PER Priority: High

Programme objectives: complying with environmental standards; providing water services to facilitate economic growth; minimising leakage in the water network.
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Sectoral Analysis Sheet 2:
Roads









D/PER Priority level: High
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Sectoral Analysis Sheet 3:
Schools









D/PER Priority level: High

Programme objectives: to enhance and augment school infrastructure. 
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Sectoral Analysis Sheet 4:
Public Transport





D/PER Priority Level: Medium 

Programme objectives: to provide safe and efficient road network for freight, business and social travel

 [image: image8.emf]Public Transport Investment 2006 - 2016

0

200

400

600

800

1,000

20062007 20082009 2010 20112012 20132014 20152016

€ million

Scenario 1

Scenario 2

Scenario 3

Scenario 4 & 5

Scenario 1 provides for the cross-town 

Luas line and Luas to Broombridge, Line 

BXD, Scenario 4 is basic safety and 

maintenance





Sectoral Analysis Sheet 5:
Energy efficiency

D/PER Priority Level: Policy Issues: High; Spending demands: Low
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Sectoral Analysis Sheet 6:
Communications

D/PER Priority Level: Policy Issues: High; Spending demands: Low
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Sectoral Analysis Sheet 7:
IDA & EI Grants to Enterprise

D/PER Priority Level: High
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Sectoral Analysis Sheet 8:
Science, Technology and Innovation



D/PER Priority Level: Medium
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Sectoral Analysis Sheet 9:
Housing








D/PER Priority Level: Low 

Programme objectives: 
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Sectoral Analysis Sheet 10:
Agriculture Capital
D/PER Priority Level: Policy areas – low / medium, contractual commitments - high
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Advantages:


Maintains a good level of investment with many programmes possible


Maintenance of previous investment possible along with new projects


Smooths the aggregate envelope to allow for more strategic planning


Disadvantages


Does not make as significant a contribution to fiscal consolidation as other scenarios


Is probably not affordable


No delivery of Thornton Hall








Advantages:


Makes larger contribution to bridging budget deficit


Maintains a reasonable level of investment with some programmes possible


Smooths the aggregate envelope to allow for more strategic planning


Moves to alternative funding for energy programmes at earlier stage. 


Facilitates state investment in NG broadband where market failure exists


Disadvantages


Does not make as significant a contribution to fiscal consolidation as Scenario


 No delivery of Thornton Hall  








Advantages:


Makes larger contribution to bridging budget deficit


Smooths the aggregate envelope to allow for more strategic planning


Moves to alternative funding for energy programmes at earlier stage.





Disadvantages


Down to bare maintenance in many areas


Erosion of engineering and construction capacity in the economy – could be costly to build up again in the future


May not be funding for Grangegorman


Delivery of Thornton jeopradised


May be issues with commitments in Ag & RSS





Advantages:


Makes largest contribution to bridging budget deficit


Moves to alternative funding for energy programmes at earlier stage


Encourages bodies to seek investment from private sector/ philanthropic sources to offset reductions





Disadvantages


Down to bare maintenance in many areas (possibly below maintenance levels in least prioritised areas)


Elimination of sports capital grant programme from 2012 to be replaced by philanthropic investment


All third level capital investment to be funded by philanthropy from 2014


Erosion of engineering and construction capacity in the economy – could be costly to build up again in the future


Postcodes programme cancelled


No funding for Grangegorman


May be issues with commitments in Ag & LEADER, and with cultural and sports capital grants








Investment 2012 – 16: 


Given the situation with contractual commitments, no further reductions are planned in the medium-term.


Scenarios 1 & 2 allocate an additional €20 & €10 million respectively; scenarios 3, 4 & 5 maintain the allocation at NRP levels


There may be scope to vire some funds from current to capital to cover commitments (and much of the relevant investment more resembles current than capital in any case). This is currently being explored and may obviate the need for increased funding.





Remaining challenges


The extent of the reductions imposed to date mean that there is insufficient funding in the vote to cover contractual commitments


In particular forestry premiums are not adequately provided for at present.


There is no money at present for new forestry planting


Under NewERA there are plans to merge Coilte and Bord na Móna for the creation of BioEnergy Ireland which may contribute to increased commercial involvement in forestry.


There are also questions as to the case for State investment in forestry





Spending trends and achievements


Achieved compliance with the EU Nitrates Directive 


Continued support for the forestry sector which employs 16,000 and has contributed €1.3bn in exports 


Provision of capital investment grant schemes to the dairy, beef and sheep sectors to promote long term competitiveness  and sustainability. 








Alternative approaches? (In Place)


Impact of reduced capital budget mitigated by accelerated introduction & reliance on leased units for social housing supply. Social housing provision was funded primarily through a combination of capital grants & loans from the Housing Finance Agency (HFA). The social housing capital budget has been reduced by 66.23% since 2008, down from €1.535 billion to just over €500m. The remaining capital is focused on delivery of the most acute needs such as regeneration programmes & housing adaptation grants for the elderly and disabled.


Further reductions in the housing programme could increase pressure for funding in other areas such as health, social protection & justice.








Remaining challenges


March 2008 over 56,000 households were in need of social housing.


2011 Assessment is being compiled but early indications are that there has been further increase


Cost of leasing will need to be monitored as the housing market improves. The use of leasing has facilitated the significant drop in capital expenditure. Current expenditure will rise but greater VfM will be achieved. 


D/ECLG is relying on voluntary & cooperative bodies to increase their provision of housing units. D/ECLG is moving these bodies from 100% capital funding to funding raised from HFA or the banks with a transition phase of some capital funding to leverage loan finance.


Land Aggregation Scheme – Local authorities are having difficulty meeting HFA loan repayments on land for social housing projects which are not going ahead. D/ECLG has begun to pay down these loans & transfer the land to the new Housing Agency. Minister Howlin requested a long term solution to this issue as part of the Capital Review.





Achievements of recent investment:


There are 126,189 local authority housing units, 25,000 units supplied by the voluntary & cooperative sector, & 14,601 private sector units leased by local authorities.


Regeneration projects ongoing in Dublin (Incl. Ballymun), Cork City, Limerick, Waterford City, Sligo, Tralee and Dundalk.


Large investment in Housing Adaptation Scheme for the Elderly & Disabled. Grants paid:


12,000 in 2008, 


11,434 


13,860 paid in 2010.





Investment 2012 – 16: 


All scenarios maintain the enterprise support programmes of IDA and EI, but reductions to EI STI, PRTLI and Science foundation Ireland are required


Scenarios involve varying levels of reductions in STI budgets from 2013 onwards. 


This investment has been positioned as central to the jobs and growth initiative and critical in supporting the work of IDA. In some cases however the link can be tenuous. For example funding professors to undertake original research without a particular commercial application at the outset in some cases can be at a remove from the concerns of MNCs considering Ireland as a location to invest.





Remaining challenges


Suggestion that the increase in domestic funding may be crowding out funding from EU’s FP7. The average Irish applicant secures only two thirds of the euro area average. 


Uncertainty over ultimate economic benefit of this spending. While building a basic scientific capacity is important there are questions as to the affordability of some of the projects funded.


A forthcoming evaluation of PRTLI shows limited commercial return as compared to the scale of investment


At present we fund research across a very broad range of sectors. This poses questions as to whether a country of this scale need be involved so widely. A smaller number of niche areas should be prioritized.





Spending trends and achievements


Spending on STI has been massively ramped up over the past decade


While coming from a low base, this spending has addressed many of the deficiencies previously characterising the innovation system


There is not a linear relationship between spending and impacts and it takes time to build capacity in this area.


Nonetheless this investment should be bearing fruit by now








Investment 2012 – 16: 


All scenarios maintain these programmes at levels requested by D/JEI


This represents a record level of investment 


However we do propose reductions to science research budgets, dealt with on sheet no. 8





Remaining challenges


Much of the factors influencing the performance of the MNC sector related to broader competitiveness rather than direct supports.


Challenge is to foster better performance of indigenous industry.


Outside of agri-food this has been flat


EI HPSUs: very low employment levels given sums invested, need to get value from state investment





Spending trends


Together, these programmes account for one third of JEI capital, the remainder is under the STI programme (much of which is also administered by EI)


Allocations have been protected and increased to record levels over the recession


Exports have held up very well over the recession and the trade surplus is now at record levels








Investment 2012 – 16: Under CENR plans, this investment does not ramp up until after the winding down of the energy programme (which poses questions as to whether this is simply because the two programmes happen to be under one Dept).





Scenario 1 holds the CENR vote at existing levels (plus an allocation for post codes) and so comms investment is not increased until after energy programme runs down.


Scenarios 2 & 3 bring forward the finalisation of the energy programmes and so bring forward the comms investment, (although at lower level in scenario 3). In Scenario 4, investment is left totally to the private sector. Scenario 5 terminates postcode programme.





Achievements of investment:


Broadband subscriptions continue to rise and are now in excess of 1.6 million


Private industry is providing this infrastructure in the main and a healthy market is emerging. Annual revenues are roughly €3.9 billion.





Remaining challenges


Ensuring the availability of enhanced broadband services (in particular in major urban centers) is the key infrastructure priority from an enterprise perspective (Forfás).


Next Generation Broadband Taskforce to report by end-year to include roadmap and specific targets for achieving NGBB in every home and business. 


Need to maximise existing state telecoms infrastructure such as ducting in the roads etc


Forfás argue MANs in Cork and Waterford should be extended to meet need of IDA industrial sites not connected and MANs should be developed in Tuam, Castlebar, Ennis, Shannon and Mallow [ redacted ] 


Need to take care that Govt investment does not crowd out private sector and only takes place where market failures exist





Alternative approaches?


D/CENR plan to cease funding from end – 2013 and move to new model, can this be achieved earlier, say end–2012, which still gives long lead in time


R&D research prioritization exercise ongoing in Advisory Council for Science, Technology & Innovation: may deprioritise energy research?


Carbon Tax & ongoing Education/Awareness programmes through state agencies driving consumer behaviour 





Investment 2012 – 16: 


Scenario 1 leaves funding as CENR propose under NRP total for Vote


Scenarios 2, 3, 4 & 5 bring forward the move to alternative funding models


All scenarios include an allocation for energy research programmes





Achievements of investment:


Low take-up in early stages of schemes but improvement in recent years.


Significant energy savings: 2011 programme targets 


Retrofit of 40,000 homes


Energy savings of 500GWh, worth €400 million to the economy





Remaining challenges


Programme for Government commits to moving to new funding model post 2013: user ‘pay as you save’ rather than direct exchequer grants.


Need to wean sector off exchequer supports





Alternative approaches?


D/TT&S contend €1 billion is required for maintenance, asset renewal and safety – much of what is in rail ‘safety’ programme is simple infrastructure development





€120 million of this is bus replacement


€520 is the railway safety programme which appears high. Scenario 3&4 seeks to cover essential safety requirements from a lower budget (much of the allocation sought is above and beyond safety works)





Investment 2012 – 16: 


Scenario 1 provides for LUAS BXD, full safety and maintenance estimates and [ redacted ] for bus rapid transport. 


Scenario 2 removes funding for LUAS and Scenario 3 removes funding for LUAS and bus rapid transport


Scenarios 4 & 5 reduce the maintenance and safety programme (the present railway programme expires in 2013 anyway)








Policy Issues


The case for Metro North does not hold up in the prevailing climate, nor is there an economic case for a DART spur to Dublin Airport


There may still be a case for DART Underground, but this project is not affordable at present


D/TT&S afford priority to the LUAS Line BXD which connects the existing lines and continues out to Broombridge. Anticipated total cost of this over the period is [ redacted ].





Achievements of investment:


LUAS light rail system delivered


Improvements to quality of rolling stock and bus fleet


Enhanced DART and mainline rail capacity





Investment 2012 – 16: Demand for investment will be highest in 2014 and 2015. Scenario 1 roughly maintains the average NRP allocation to D/E&S, although makes reductions in 2012 which are compensated for by increases in 2014 & 15. E&S say this total level can provide for all demographic growth. Scenarios 2,3,4 & 5 involve reduced levels and can cater for demographic growth provided cost efficiencies can be achieved. We do not have specific cost-per-place data.








Alternative approaches?


Efficiencies to be achieved from NDFA involvement


Changes to planning arrangements which may assist?


Economies of scale from expanding existing schools?


Look at alternative approaches such as Dunkettle example





Achievements of investment:


Progress has been made in enhancing the stock of schools infrastructure but demographic trends will exert major pressures over the medium-term.


�


Pressures will obviously be felt in primary schools initially, feeding though then to post-primary





While prefabs can be used to some extent there will nonetheless be a clear need for a continuing level of investment





Investment 2012 – 16: Scenarios 1 and 2 involves €2.9 billion in road investment in the years to 2016. This provides for the NRP level of funding (which will go on close –out payments for the motorways, maintenance and local and regional roads) plus an additional €100 million to advance a number of smaller projects. Scenario 3 does not provide for this €100 million. D/Trasnport also hope to progress at least one of the major PPP projects noted above








Alternative approaches?


NRA are exploring potential for raising additional funds through expanded tolling


Any proposals would be conditional that any new funds generated would be invested in the toll ‘locality’ so as to aid acceptability





Advantages:


Makes larger contribution to bridging budget deficit


Moves to alternative funding for energy programmes at earlier stage





Disadvantages


Down to bare maintenance in many areas


Erosion of engineering and construction capacity in the economy – could be costly to build up again in the future


No delivery of Thornton Hall


May not be funding for Grangegorman


May be issues with commitments in Ag & LEADER











Remaining challenges


Maintenance of motorway network is critical so as not to lose the value of previous investment


The Regional and local road network has not benefited from the same level of investment as national roads


D/Transport still pursuing two significant PPP projects: Newlands Cross interchange, bundled with Arklow/ Rathnew N11 and Gort/Tuam N20


There are a number of accident blackspots and bottlenecks to be ameliorated and improvements to secondary roads important for tourism





Achievements of investment:


Motorway network is key infrastructural legacy of the boom


Major reductions in journey times on main routes, travel times now are:


Belfast / Dublin: 2 hours


Cork / Dublin 2 hours 30 minutes


Galway / Dublin: 2 hours


Limerick / Dublin: 2 hours


Waterford / Dublin 1 hour 45 minutes


Limerick / Cork 50 minutes








Investment 2012 – 16: Scenario 1 allows for 200 new projects to start in the years to 2016, a programme of grants for sewerage tank remediation and continued investment in the rural water programme. Scenarios 2 & 3 provide for a declining level of projects but do protect water disproportionately. Scenario 4 halves the level of new investment post 2014.














The following sections detail the implications of these scenarios for programme and project delivery across each of the main policy areas





Alternative approaches?


The precise model of the proposed Water Authority will have implications for exchequer capital investment. 


Different regions require different solutions: e.g prioritise conservation over new works in areas of high UFW and roll out meters more promptly in areas of acute shortages and low UFW, e.g. Dublin


Pressure from EU to comply with directives, but also pressure to meet fiscal targets: potential to seek further derogations on compliance from EU?


Prioritise conservation projects over new works





Remaining challenges


Dublin ranks 16th/30 European cities in terms of water consumed per head. As Dublin performs amongst the best local authority areas in terms of water lost through leaks, this indicates the scale of the problem throughout the country


Continued pressure from EU to comply with Directives


Genuine shortages of capacity both in terms of water supply and wastewater treatment. Could threaten enterprise development in some cases, esp Dublin.


Shortages in wastewater treatment capacity evident or predicted for  Dublin, Wexford, Athlone, Leterkenny & Mallow


Shortages in water supply capacity evident or predicted for Dublin, Athlone, Galway and Letterkenny.


Continued underperformance in terms of water lost through pipe network








Achievements in recent years:


92% compliance with EU urban wastewater directive in 2010 compared to 25% in 2000


97% of towns over 1,000 population have secondary wastewater treatment in place


High level of compliance with drinking water standards (but challenges remain)


































































































� According to recent commentary by World Economic forum which has noted that ‘…without a clear commitment to getting spending under control in the medium-term, countries will compromise their future ability to make pro-growth investments in areas such as infrastructure…’ (The Global Competitiveness Report 2010-11)


� Morgenroth E (2011) in Durkan et al ESRI Quarterly Economic Commentary 


� Comreg (2011) Quarterly Buletin. 


� Because the most beneficial projects have been prioritised, at some point the return on new investment declines and maintenance of original infrastructure represents a better use of resources than new project development. This is supported by research internationally by Rioja (2003) and Lee (2002)


� CSO data shows that the construction sector made up 5.9 percent of the labour force in 2011. The average level in OECD countries over the period from 1980 to 2003 was 7.2 percent.


� Morgenroth, E (2009 ) Irish Public Capital Spending in a Recession
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