
1 
 

 

17 Kildare Street, Dublin 2 
Tel: 01 6622755 

Fax: 01 6612157/6610517/6627812 
Email: info@isme.ie  www.isme.ie 

 

 

 

ISME  

2013 Pre-Budget 

Submission   

 

 
November 2012 

 

 

mailto:infor@isme.ie
http://www.isme.ie/


2 
 

 

BUDGET 2013. 

The following is submission to the Minister for Finance on the National Budget 2013 from ISME, the Irish Small 
& Medium Enterprises Association. 

While there are many issues and wish lists which the Association could promote to Government, the National 
Council has focussed on a number of main items relevant to the SME sector, which could make a difference to 
the sector. 

In framing the Budget for 2013, the minister must take into account the confluence of negative issues 
combining to create an ongoing difficult economic environment, with low growth, high unemployment, reduced 
consumer demand and a huge lack of confidence in the future of the economy, for both businesses and 
consumers. The prospect of further austerity measures that, if handled incorrectly, will potentially do further 
damage and create further uncertainty to an already fragile economic situation, must be factored into the 
equation. 

SUMMARY RECOMMENDATIONS 

ISME’s priorities for Government are as follows: 

 A 75/25 breakdown between expenditure and revenue raising measures would be most 
appropriate for Ireland at this juncture. 

 Reduce government influenced business costs, including commercial rates, unrealistic rents, 
uncompetitive labour costs and tax-laden transport costs.  

 No change to PRSI or sick pay schemes. 

 Develop the alternative bank – a Strategic Investment Bank to introduce competition and 
investigate other sources of finance that can be made available to viable cash starved SMEs. 

 Introduce a form of warehousing of non-core property loans, allowing viable business to trade. 

 Tax incentives should be offered to home owners who use tax compliant verifiable trades 
people, tackling improvement of housing stock and the black market in one initiative. 

 The discrimination against Directors and the self-employed with regard to availability of the 
P.A.Y.E. tax allowance needs to be stopped. 

 Capital invested by family members for the purpose of establishing or expanding a new or 
existing family business should receive favourable tax treatment. 

 Allow the self-employed to avail of social welfare entitlements immediately. 

The priority for the Government in the upcoming Budget is to stabilise the public finances and ensure that the 
economy is not overburdened by exchequer deficits to an extent that will cause irreparable damage for years 
to come. The Government also needs to introduce policies that will underpin competitiveness, support 
enterprise and instil confidence, both domestically and internationally, in an economy that continues to 
contract. 

The Irish economy has gone through a very significant and painful adjustment since 2008 and there are few 
compelling arguments to suggest that the worst of the pain has been experienced. The fiscal adjustment 
process still has a long and painful distance to go; the labour market remains in a very weak situation; credit 
conditions both at the personal and small and medium business level are still very difficult; domestic demand 
is still very weak and the external environment is becoming more difficult and more uncertain.  

Conditions remain very challenging for the SME sector in 2012. Demand conditions remain very weak both at 
home and in the most important overseas markets for the SME sector, credit conditions remain very tight, and 
while cost competitiveness has improved, Ireland remains an expensive country in which to do business.  

The SME segment of the Irish economy is very diverse, including as it does many different sectors and 
activities. However, it is a very important component of the overall economy and is a major employer, 
particularly around the country. In an environment where jobs are being lost and where job creation is not very 
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common, it is essential that policy makers make the environment for entrepreneurial endeavour and job 
creation as strong as possible. The costs of doing business must be reduced.  

In the context of the overall business environment in general and Budget 2013 in particular the following 
suggestions would create a better environment for job creation and business activity: 

Expenditure cuts and Taxation  

The IMF has recently admitted that the process of fiscal consolidation and austerity has had a more negative 
impact on economic activity than it originally envisaged. Notwithstanding this fact, the Irish government is still 
committed to and obligated under the terms of the ‘Troika’ deal to bring the Irish borrowing requirement under 
3 per cent of GDP by 2015. This entails a fiscal correction of a further €8.6 billion between 2013 and 2015.  

Revenue raising measures are targeted to achieve €3.05 billion, or 35 per cent of the total adjustment; current 
expenditure €4.9 billion or 57 per cent of the adjustment and capital spending €650 million or 8 per cent of the 
total adjustment.  

It is doubtful that the 65/35 breakdown is appropriate in the current circumstances. Any further increase 
in the tax burden would be likely to do more damage to the business sector than even greater cutbacks in 
current expenditure. The overall magnitude of government current expenditure is still too high and is not 
affordable in the short or longer-term. Ireland is facing a significant ageing of the population over the coming 
decades, which will have serious implications for the cost of state pension provision and the provision of health 
services. In addition, many young, highly educated, productive people are being forced to leave the country 
due to the lack of employment opportunity.  

A further increase in the tax burden will only serve to further undermine the environment for job creation. 
Consequently it would be more appropriate to focus more heavily on reducing current expenditure. The size of 
the social welfare budget is larger than Ireland can afford; public sector allowances are costing over €1 billion 
per year; universal payments are no longer affordable or appropriate, and the public sector pay and pensions 
bill is too large. Government needs to be brave in addressing these issues and remain focused on the fact that 
growth and employment creation are the two things that the economy now needs more than anything else.  

A 75/25 breakdown between expenditure and revenue raising measures would be most appropriate for 
Ireland at this juncture. 

SMEs – the KEY TO THE FUTURE 

There are almost 230,000 small and medium sized enterprises in the Country contributing over €10 billion to 
the Exchequer on an annual basis and employing 900,000 people, more than the numbers employed in larger 
companies. It is an extremely important component within the economy, and there will be an increasing 
reliance on these companies for future growth and employment creation. 

Recognition of the contribution that entrepreneurs make to the economy of Ireland is long overdue. In addition 
to providing a range of goods and services to all sectors of the economy, they are a vehicle for economic 
growth, job creation, competitiveness, innovation and social cohesion.  

For too long the attitude towards the small business sector at official level has been based on short termism, 
with very little interest in supporting the sector over a sustained period of time. This policy is fundamentally 
wrong and is instrumental in undermining the contribution of a key component of a modern economy. 

It is fundamentally important that the crucial role of the sector is supported in their endeavour to grow and 
prosper. The Government has a vital role to play in encouraging and promoting smaller businesses, ensuring 
that SMEs are at the centre of the Government's decision making process, leading to a stronger indigenous 
sector and an economy that is not over-reliant on foreign direct investment. 



4 
 

COST REDUCTION 

The constant theme among businesses struggling to survive is the increasing cost of doing business in this 
Country. This is having an adverse impact on the ability of companies to trade, is undermining competitiveness 
and costing jobs. 

The level of cost increases that have impacted on businesses have consistently over the years eclipsed the 
rate of inflation. What is most noticeable, is the impact that Government controlled costs are having on small 
businesses, in particular the costs of rates, rents, energy, transport, labour and local charges 

There also needs to be a system of ensuring that recommendations coming from the National 
Competitiveness Council and other bodies, who make recommendations on reducing costs to business, are 
treated seriously, with actions taken to implement appropriate recommendations, within a reasonable 
timescale.  

SPECIFIC SME ISSUES 

The largest cost for the majority of small & medium enterprises is wages. The Government’s efforts to increase 
jobs in the economy will continue to flounder unless the overall wage cost is reduced. The threat of increased 
PRSI and a mandatory sick pay scheme is adding to uncertainty and fear and must not be allowed to be 
introduced. An increase in employers’ PRSI and forcing the burden of sick pay on employers would just serve 
to increase the cost of employment and the overall cost of doing business and should be avoided. 

   No change to PRSI or sick pay schemes. 

The cost environment and the subsequent erosion of competitiveness is one of the biggest immediate threats 
to business. It is vitally important that the root causes of the dramatic increases in production costs witnessed 
over the last number of years, including Government controlled costs, are brought under control or else we run 
the risk of continuing to price ourselves out of the market. 

 Reduce government influenced business costs, including commercial rates, unrealistic rents, 
uncompetitive labour costs and tax-laden transport costs.  

The tax code currently discriminates against Proprietary Directors, preventing them availing of the PAYE tax 
allowance.  Again, this indicates reluctance on the part of the authorities to recognize the significant 
contribution of entrepreneurs and acts as a disincentive for individuals to set up their own companies. 

 The discrimination against Directors and the self-employed with regard to availability of the P.A.Y.E. tax 
allowance needs to be stopped. 

Another anomaly of the system, that needs to be urgently addressed, is not allowing the self- employed social 
welfare entitlements, in the event of the closure of their business and they become unemployed. The failure to 
provide supports to entrepreneurs, who have lost their livelihoods, sends out the wrong message in promoting 
an enterprise culture and disregards the significant contribution that these individuals have made to the 
economy. 

 Allow the self-employed to avail of social welfare entitlements immediately. 

One of the keys to maintaining economic growth and the economy’s competitiveness is to recognise the vital 
role that indigenous business plays in the development of the economy.  SMEs have consistently 
demonstrated that if provided with the right economic conditions, they have the ability to deliver us out of the 
current economic situation as employment and wealth creators, with a loyalty to the local economies that they 
serve. The Government therefore must shift their focus from the ‘multinationals at all costs’ approach to 
adopting a policy that assists in the promotion of indigenous enterprise and in particular the development of 
SMEs. 

The Minister therefore needs to create a supportive environment for indigenous SMEs, not only to assist them 
to survive and trade during the current downturn, but also to start introducing policies to assist in stimulating 
these businesses to develop and grow, taking advantage of the economic upturn when it arrives. 
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 Capital invested by family members for the purpose of establishing or expanding a new or existing 
family business should receive favourable tax treatment. 

The ‘nixer’ culture is very much alive and well and there has been a definite shift towards a ‘cash only’ shadow 
economy. This is particularly evident in the construction and maintenance sectors, where there are increased 
incidences of ‘jobs for cash’, completely undercutting legitimate companies, who in many instances report that 
potential clients are demanding that they pay ‘off the books” to save VAT. It is imperative therefore policies are 
implemented providing tax incentives for householders who use the services of legitimate operators. This will 
greatly assist in reducing the level of black economy activity. 

  Tax incentives should be offered to home owners who use tax compliant verifiable trades people, 
tackling improvement of housing stock and the black market in one initiative. 

ACCESS TO FINANCE 

In the programme for government, a pledge was made to create a new Strategic Investment Bank. This pledge 
has not been delivered upon. Irish business needs a bank without any negative legacy on its balance sheet 
that will be in a position to lend to small business. The existing banking system is being forced to de-leverage 
and while this continues, it is inconceivable that the existing banking system can assume the role of credit 
creation in the economy. Alternatives must be explored. 

 Develop the alternative bank – a Strategic Investment Bank to introduce competition and investigate 
other sources of finance that can be made available to viable cash starved SMEs. 

SME RESTRUCTURING & WAREHOUSING 

Given the critical role SMEs are expected to play in the economy, measures to increase new bank lending to 
the sector are important. However the debt overhang from property purchases during the last decade now 
threaten the survival of otherwise viable businesses and this debt overhang is interfering with the banks’ risk 
picture on lending. A form of restructuring, whereby the property debt is isolated and warehoused in some 
manner would allow the viable business to trade and revive.  

 Introduce a form of warehousing of non-core property loans, allowing viable business to trade. 

SUMMARY RECOMMENDATIONS 

ISME’s priorities for Government are as follows: 

 A 75/25 breakdown between expenditure and revenue raising measures would be most appropriate for 
Ireland at this juncture. 

 Reduce government influenced business costs, including commercial rates, unrealistic rents, 
uncompetitive labour costs and tax-laden transport costs.  

 No change to PRSI or sick pay schemes. 

 Develop the alternative bank – a Strategic Investment Bank to introduce competition and investigate 
other sources of finance that can be made available to viable cash starved SMEs. 

 Introduce a form of warehousing of non-core property loans, allowing viable business to trade. 

 Tax incentives should be offered to home owners who use tax compliant verifiable trades people, 
tackling improvement of housing stock and the black market in one initiative. 

 The discrimination against Directors and the self-employed with regard to availability of the P.A.Y.E. tax 
allowance needs to be stopped. 

 Capital invested by family members for the purpose of establishing or expanding a new or existing 
family business should receive favourable tax treatment. 

 Allow the self-employed to avail of social welfare entitlements immediately. 

 

ISME November 2012. 


