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Executive summary and conclusions

Construction confidence at an all time low

This submission reflects the grave concerns of the Construction Industry Council about the future
prospects for construction. It proposes a plan for national economic recovery which will save 70,000
jobs. Involving minimal state borrowing, it will deliver necessary infrastructure for the public benefit
and maintain a highly skilled productive workforce.

The current economic situation is severely impacting on an already very weak construction sector.
Confidence is at an all time low and job losses continue to accelerate. Despite the rescue package
announced for banks, a CIC survey suggests that a lack of finance is the primary reason for the
delay/postponement of projects by the private sector, which is forecast to decline dramatically.
Without public sector investment therefore the industry will fall to 43% of its sustainable level by
2011 and 385,000 jobs will be lost.

A sharp adjustment is underway

The construction industry was a key driver of economic growth over the decade to 2007. By the end
of 2007 the industry had reached a value of €38.5bn, 24% of GNP, and employed around 400,0001.
This was equivalent to 19% of total employment. The CIC recognises that an industry of this size had
become unsustainable but a very sharp adjustment is now well underway.

Optimum size suggests output at €18bn

The CIC strongly believes that in the medium term Ireland should have a construction industry which
is larger than the EU 15 (c 12% of GDP) because of its infrastructure deficit. Construction output
should be at least €18bn for a number of years, equivalent to 12% of 2008 GNP. Otherwise Ireland
will continue to fall behind the rest of the EU.

Infrastructure deficit remains to be addressed

The National Competitiveness Council has stated that our infrastructure deficit still places Ireland at a
material disadvantage to other EU countries. NDP 2007-2013 was designed to address this deficit.
However, the serious deterioration in the Exchequer finances is now making it difficult to deliver on
the NDP.

In a recent survey of 14 EU economies, The 2009 European Growth and Jobs Indicator, Ireland has
moved down from 4" to 13™ place in one year. The removal of infrastructure deficits in an economy is
essential in our efforts to raise competitiveness and boost economic growth. Doing nothing will
damage our competitiveness further.

Ample anecdotal evidence exists for the infrastructure deficit, in particular the poor quality of our
schools and hospital buildings. Our third level institutions need investment if they are to build a
knowledge based economy. There are water quality issues throughout the country. The CIC believes
that it is essential to plug this infrastructure gap.

! Direct employment plus 40% indirect employment.
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Industry to shrink to 43% below its optimum size by end 2011

Without a Government stimulus, output in the construction industry looks set to record the biggest
contraction in thirty years. Projections suggest the industry will already be below its optimum size of
€18bn by the end of 2009. The industry could shrink to €12.3bn by the end of 2010, 33% below its
long-term optimum size, and to €10bn in 2011, 43% below it optimum size.

Figure 1: The most severe contraction in thirty-years
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The CIC believes that a decline in the industry below €18bn will result in unnecessary job losses and
an erosion of essential long-term productive capacity and further undermine our national
competitiveness. Action is required immediately to stem this unprecedented loss of output.

Economy could lose 20% of its workforce by end 2011

Total employment in construction was down 33% by February 2009 from a year earlier. Total
employment (direct plus indirect) in construction could decline to 126,000 by the end of 2011, back to
1994 levels. In the absence of a Government stimulus, job losses could reach 385,000 by the end of
2011, equivalent to 19% of total employment in the economy - taking the ‘induced’ impacts of
construction expenditure across the wider economy into account.

A narrow window of opportunity exists

Tender prices are down 20% from the peak in 2007. There is now a window of opportunity to roll out
infrastructure projects given the excellent value for money which is available combined with high
productivity and an abundance of skilled resources. This would secure construction jobs and retain
skills across the country.

Improving infrastructure generates additional benefits to competitiveness and economic growth as
well as providing an important public benefit. The ESRI has calculated the positive long-run effects on
GNP are that for every €1bn spent on infrastructure GNP increases by €0.4bn per annum in the long-
run. The quality of infrastructure is improved for the population as a whole, while the positive effects
persist in the economy long after the money is spent.

Employment intensity of construction projects

A CIC survey shows that one job is created for every €93,220 of turnover in construction. The net cost
to the Exchequer of investing €93,220 in infrastructure is €56,508 or 61% of the original investment,
based on an analysis of earnings and tax paid plus the social welfare costs of unemployment.

CIC Submission to Government March 2009
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Information collected from CIC members on a range of projects suggest that the employment
intensity of projects ranges from 8 jobs per €1m invested for civil engineering projects to 10 jobs per
€1m invested in a hospital, 12 jobs per €1m invested in a school, and 13 jobs per €1m invested in an
office block. For the purposes of considering the impact of a Government stimulus, an average of 10
jobs per €1m is used in this report.

A Government stimulus package of €5bn per annum for next three years for infrastructure

The CIC believes that a stimulus package of €5bn per annum over three years will save 70,000 jobs
and maintain an important skills base. This €5bn is additional to the Public Capital Programme in each
of the next three years and should not be seen as an opportunity to reduce existing capital
allocations.

The options available to Government are either to ‘do nothing’ and lose 70,000 jobs, which is
equivalent to half the number employed in the foreign direct investment (FDI) sector; or to ‘provide a
stimulus’ equivalent to €5bn per annum for three years.

The CIC believes that it is essential to provide a stimulus now so that design, planning permission
and tenders can be advanced in 2009 in order to ensure projects reach construction in 2010.
Moreover a Government stimulus will help to restore confidence to the private sector and the
indirect and induced impacts will generate substantial benefits for the economy over the medium-
term, well in excess of the €5bn.

CIC Submission to Government March 2009
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Table 1: Stimulating construction activity with a €5bn

per annum stimulus

Option 1 ‘Do Option 2 'Do
nothing' something'

Stimulus package €0.0 bn €5.0 bn
Direct and indirect jobs lost # 50,000 | Direct and indirect jobs # 50,000
Induced effects (*1.4) 20,000 | Induced effects (*1.4) 20,000
Total job losses 70,000 | Total jobs created 70,000
Social Welfare cost Social Welfare saved (based

(based on €18,254/ person) 1.3 bn | on €18,254/ person) 1.3 bn
Total tax lost Total tax take (based

(based on €18,458/ person) 1.3 bn | on €18,458/ person) 1.3 bn

Total avoided cost 2.6 bn

Total cost to Government of  'do

nothing' 2.6 bn | Net additional cost €2.4 bn
As a % of stimulus package 51% | As a % of stimulus package 49%
Thus cutting PCP by €1bn still cost €510m. Net cost of funding €5bn is only €2.4bn.
funded by

Government borrowing 2.6 bn

Currently 80% invested

Private Pension Funds outside Ireland 1.3 bn
Other financial institutions (e.g. EIB) 1.1bn

# Based on our estimate of 10 jobs per €1m. (see Section 3.5).

Tax and Social Welfare calculations set out in Table 3.4.

In summary the figures above show that

» In a ‘do nothing’ scenario, for every €1bn cut from the Public Capital Programme, the

Government has to spend €510m but no infrastructure will be built.

» For every €1bn invested in infrastructure, it only costs the Government €490m plus the

infrastructure is put in place, jobs are protected and the competitiveness of the economy is

improved. In addition, the positive effects persist in the economy long after the money is

spent.

» The net cost to the Exchequer of the stimulus package is €2.4bn or 49% of the €5bn.

Structures exist to provide funding which are "off balance sheet"

The source of part of the funding suggested is a combination of private pension funds and other "off

balance sheet" structures. We believe the Pension Funds of Ireland will fund up to €1.3bn, which in

the absence of the scheme proposed would likely follow their current allocation of 80% to assets

outside of Ireland. Thus of the €2.4bn net cost to the Exchequer, an estimated €1.3bn could be

CIC Submission to Government
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provided by Irish pension funds with the remaining €1.1bn “off balance sheet” funding coming from
financial institutions like the European Investment Bank.

Further advantages which are worth highlighting:
1. The Government would not have to raise any upfront additional funding.

2. The €2.6bn of funding required in the “Do Nothing” scenario has to be funded directly by the
Government in any event.

3. On the other hand, the net cost of €2.4bn associated with the stimulus package could be
funded externally, off balance sheet.

Fund infrastructure as long as the cost is less than the returns
The CIC believes that an additional stimulus package can be achieved at a fraction of the cost of the
total investment and a modest additional cost to the "do nothing" scenario.

From an economic point of view, investing in infrastructure makes sense as long as the return on that
investment is greater than the cost of funding it.

The CIC proposed funding solution presents a unique opportunity to increase the productive potential
of the economy and add to our long-term economic growth while maintaining the PCP at a high level
in absolute terms.

Priority infrastructure projects

In terms of this €5bn stimulus package the CIC has provided an indicative list of capital projects, based
on our consultations with the main infrastructure spending departments, which should now be
considered for funding. However, given the rapid economic downturn, the CIC is keen to ensure that
the best projects are selected/prioritised on the basis that they:

0 Are employment intensive.

0 Generate an economic rate of return above their costs.

0 Add to the productive potential of the economy, and

0 Minimise the external leakage of funds.
Recommendations

The CIC recommends as a matter of urgency that the following actions be put in place immediately to
progress the stimulus package:

1) Agree the Stimulus package in principle by end March 2009.

2) Urgent prioritisation of public infrastructure projects by end April 2009, on basis that:
i. Projects with planning and already tendered to proceed immediately i.e. emphasis on
construction ready projects.
ii. They are employment intensive.
iii. They generate an economic rate of return above their costs.
iv. They add to the productive potential of the economy.
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v. They minimise the external leakage of funds.
3) Consultation with Pension Funds to conclude by May 2009.

4) High level Implementation Group to standardise procurement and contractual
arrangements, to conclude by May 2009.

5) Fast _track planning and procurement in line with recommendations in Section 5 and
Appendix 3.

Construction Industry Council

The Construction Industry Council was established in February 1991 with the objective of dealing with
issues of common interest for the construction industry in relation to overall policy issues. The
Council acts only on the basis of consensus and all decisions and policy statements published are
agreed by the member organisations.

Membership of the Council consists of:
e The Society of Chartered Surveyors (SCS)
e The Royal Institute of Architects in Ireland (RIAI)
e Engineers Ireland
e The Association of Consulting Engineers of Ireland (ACEl)
e  The Construction Industry Federation (CIF)
e The Building Materials Federation (BMF)

The CIC represents approximately 43,000 members.

SCS Membership Figures:
e 2,200 fully chartered members
e 1,000 probationers (those undergoing the process to become chartered)

RIAI Membership Figures:
e 600 architectural practices with 60 branches
e The practices represent 3,172 members of whom 3,172 are architects and 400 are
architectural technicians

Engineers Ireland Membership Figures:
e 18,000 fully qualified members
e 5,000 students

ACEIl Membership Figures:
e No. of company members: 106
o Number of employees represented through these companies: 4,905

CIF Membership Figures:
o No of company members: 3,000 members across all sectors of the construction industry,
including civil engineers, commercial and residential developers, and specialist contractors
and sub-contractors.
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BMF Membership Figures:
e No. of company members: 40
e Number of employees represented through these companies: 5,000 (approx)
e Member companies are in Cement, Concrete Products, Paint, Insulation, pipes, roofing
products, Adhesives; chimney Systems; Cladding Products; Plasterboard, etc.

CIC Submission to Government March 2009
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Section 1 Introduction

The changed economic realities which have unfolded at a rapid pace over the past eighteen months
have placed the Irish economy in an extremely weak position. Although a rescue package has been
announced for the main banks which may reduce the difficulties securing credit, there is no doubt
that there is less scope for consumers and businesses to borrow.

The serious deterioration in the Exchequer finances is generating significant budgetary pressures for
Government. As a result, the Government announced a series of measures in the Budget last October
and again in February, each of which was expected to raise €2bn. Following the significant reduction
in tax revenues in the first two months of 2009, the Government is to announce a further package of
tax increases and spending cuts in a new Budget on 7t April. Already just two months into the year
the projected tax shortfall looks set to reach €4bn compared with Budget 2009 projections. Part of
the February savings were to be achieved through a €300m across the board reduction in the 2009
Budget Exchequer capital allocations, but the likelihood now is that there will be much greater
pressure to reduce the capital programme when more up to date figures are announced with the
revised spending estimates.

The unprecedented economic challenges, which are showing no signs of abating, are further
impacting on an already severely dented construction sector. The current economic situation
combined with the difficulties securing finance do not augur well for building projects over the next
two years. Confidence in the sector is at an all time low as new business continues to weaken, the
pace of employment losses accelerates and companies remain pessimistic about the future outlook.

The construction industry was a key driver of economic growth over the decade to 2007. By the end
of 2007 the industry had reached a value of €38.5 billion, 24% of GNP and employed around
400,000 persons’, 19% of total persons employed. Output in the industry accounted for 21.4% of
GNP on average over the last decade, of which 9% (on average) originated in new housebuilding.

The concern now in the industry is that, as the economic recession gathers momentum in 2009 and
2010, the prospects for public and private non-residential building will be extremely weak over the
next two years leading to a severe contraction in construction output. This will have serious
consequences for construction employment and wider economic activity as well as for the Exchequer
finances. It will ultimately result in a deeper and longer economic recession. Moreover, the skills and
experience of the construction industry, built up over the last decade, will be lost and will take
considerable time to build up again.

This submission, from the Construction Industry Council (CIC), reflects the grave concerns amongst all
its stakeholders about the short and medium-term prospects for construction. Specifically, in respect
of public sector infrastructure projects, the CIC is keen to see public sector projects proceed to
construction as soon as possible, in particular those projects which are very labour intensive.

® This figure of 400,000 includes 287,000 persons directly employed plus an estimated 115,000
persons employed indirectly in construction (see Section 2.2).
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The Council also believes that there are solutions to the current funding difficulties. Firstly, any
additional funding over and above the cost of social welfare can be found from the private sector and
not the Exchequer. Secondly, by opting for an "off balance sheet" structure, more of the funding can
be raised from the private sector. The lack of liquidity in the project finance banking market can be
addressed using a combination of the EIB and pension funds. Thirdly, a stimulus package will have its
maximum effect if procurement and planning difficulties are addressed immediately.

The CIC believes there is now a real opportunity to deliver badly needed high quality infrastructure
projects over the next three years, while saving 70,000 jobs and achieving excellent value for
money. The solutions proposed will ensure that those highly skilled productive resources, which
were built up over the past decade at a considerable cost by investment in education and training,
will be maintained in Ireland, thus helping to keep economic activity at a more sustainable level.
Moreover investment in infrastructure benefits the population as a whole while at the same time
protecting jobs in the wider economy.

Objectives of submission
The objectives of the submission are to:

1) Demonstrate the need to invest in public infrastructure which generates a return and
improves the competitiveness of the economy, while at the same time laying the foundations

for the next economic upturn.

2) Accurately predict where the industry is heading and the implications for employment in the
absence of a Government stimulus.

3) Ascertain the employment intensity of investment in infrastructure projects.

4) Highlight the need to protect jobs and retain skilled resources in the economy.

5) Demonstrate the value for money that now exists in construction.

6) Define the optimum level for construction output over the long-term.

7) Propose funding solutions for the urgent delivery of much needed public infrastructure.

8) To work with Government and financial institutions to ensure the recommendations of this
report are immediately acted upon.

Structure of submission
The submission is set out as follows:

Section 2 reviews the cyclical nature of the Irish construction industry, outlines where we are now in
the construction cycle and examines the current and future employment situation in the absence of a
Government stimulus.

Section 3 addresses Ireland’s infrastructural deficit and considers the main benefits of investing in

construction projects in terms of Value for Money, Economic Rate of Return and Employment
impacts. The employment intensity of construction projects is also examined.

CIC Submission to Government 2 March 2009



Jobs and Infrastructure - A Plan for
National Economic Recovery

Section 4 considers the prospects for activity levels in the construction industry over the period to
2011. It presents an analysis of the Public Capital Programme as well as an indicative list of projects
which might not proceed in each department due to funding difficulties. The results of a CIC private
sector survey are also presented. It also considers what the long-term sustainable level of
construction output should be.

Section 5 shows that there are solutions to the current funding problems in the construction industry
and proposes a series of innovative “off balance sheet” solutions whereby the Government could
raise money to fund infrastructure in the medium-term which does not require additional upfront
funding from the Exchequer.

Section 6 combines the earlier sections in regard to the prioritisation of public infrastructure projects
and the key funding solutions and presents an analysis of the options available to Government in
terms of ‘doing nothing’ or ‘doing something’ to stimulate construction activity. It demonstrates that
a positive stimulus of €5bn which focuses on labour intensive construction projects will also generate
many economic benefits for the economy and return the industry to a more sustainable growth path.

The Executive Summary contains our conclusions and recommendations.

We wish to acknowledge the assistance of the CIC Members, the Department of Finance, other
Government Departments and State Agencies in the compilation of this report. The Appendices
contain further information and statistics which support, and are referred to throughout, the main
report.
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Section 2 The construction industry — where have we
come from?

2.1: The construction industry cycle — a review

Construction industries, just like the economy, generally tend to be subject to fluctuations in activity
levels. Such fluctuations give rise to cycles which can involve shifts over time between periods of
relatively rapid growth in output and periods of relative stagnation or contraction. These fluctuations
tend generally to be measured using GNP but they can also be measured using output in the
construction sector. The fluctuations do not follow any predictable periodic pattern but will be
influenced at any point in time by a number of factors, including Government policy, the state of the
public finances, trends in interest rates, income and employment, demographics, the level of public
and private sector investment and the level of confidence in an economy.

The Irish construction sector is no exception. The cyclical nature of the Irish construction industry is
evident from the next chart which shows construction output and real economic growth (GNP) over
almost a thirty-year period.

Figure 2.1: The Construction and GNP Cycle 1980 to 2008e
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Source: CSO National Accounts, DEHLG Annual Construction Review and Outlook

The construction sector is made up of three main sub-sectors: residential, general contracting and
civil engineering. The cyclical nature of the industry over time reflects the contributions from each
sub-sector, which are determined by the scale of investment by the public and private sectors. During
the period 1994 to 2006 activity levels across all sub-sectors of the industry increased at exceptional
rates, making it the longest boom phase over the last thirty years and probably the longest on record.
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Looking briefly at other periods in the construction cycles:

1)

2)

3)

4)

5)

6)

1980 - 1981: construction industry peaked in value terms in 1981 with output up by 5%

The industry benefited from an expansion in the Public Capital Programme in 1981.

1982 - 1988: average decline of 7.5% per annum in construction output

A sharp decline in construction investment materialised over this six-year period (average of -
7.5% per annum) due to low levels of economic growth. Average GNP grew by less than 1% per
annum. Interest rates were high in both nominal and real terms over this period, thereby
adversely impacting on private sector investment in particular. Housing demand also declined
sharply due to high emigration and relatively static population levels.

1989 - 1990: output growth of 12.5% per annum

In contrast to the previous period, the much improved economic growth performance in 1989
(+5%) and 1990 (+7%) led to a short recovery in construction industry output in each year,
equivalent to volume growth of 10% and 15% respectively in each year.

1991 - 1993: average output decline of just over 2% per annum

Despite the growth in the Public Capital Programme in real terms over this three-year period,
partly due to the provision of generous EU funding over the period 1989 to 1993, there was a
decline in total construction output due to a fall off in private sector investment.

1994 - 1999: industry volume expanded by 13% per annum on average culminating in the
most vigorous growth period in the history of the State

This period of spectacular growth in construction output in Ireland was unique in that all of the
broad categories of work consistently contributed to the industry’s strong performance since
1994, with residential investment leading the upturn in 1994.

The period 1994 - 1999 was associated with a cumulative growth in real GNP of almost 50% or
8.4% per annum. This vigorous economic growth path facilitated a positive climate for
construction investment over the period. The construction sector benefited considerably from
the low and stable interest rate environment, which generated a high level of consumer and
business confidence, and the very strong increase in employment of around 5% on average per
annum since 1994. All of these factors contributed to the recovery in private sector construction
investment, particularly in the housing and non-housing sectors. The strong growth in foreign
investment also boosted private non-residential construction, while the continued availability of
EU financial support for public sector investments continued to sustain public investment
activity.

2000 to 2002: period of moderation in construction activity
The three-year period 2000-2002 was characterised by a deceleration in output growth, due to

the slowdown in economic growth as the Irish economy began to lose competitiveness and our
exports weakened. The construction industry problems of the excesses of the late 1990s, in
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terms of the sharp increase in building cost inflation and lack of competitive tendering, led to a
weakness in demand from the private sector in the early years of the decade.

2003 to 2007: phenomenal acceleration in construction output growth again

However, private sector building activity expanded again at an unprecedented rate over the
period 2004-2006 as interest rates fell to historically low levels and the easy availability of credit
became a worldwide phenomenon. The economy and construction sector went out of control
as lax lending policies exacerbated an already unsustainable situation. Meanwhile the public
sector benefitted from the substantial funds allocated each year to infrastructure projects in
Public Capital Programmes (PCPs). The total PCP had doubled in value terms, which was
equivalent to an average annual increase of 10% in nominal terms. As employment and
disposable incomes continued to increase across the economy, the demand for housing and
credit seemed to be unrelenting at least until 2006. Although the volume of construction output
continued to rise modestly in 2007, a substantial correction in the housing market began around
the end of 2006, and the volume of residential investment subsequently declined in 2007.

However, by the end of this period, it was clear that the Irish economy had become too
dependant on construction as the value of output reached a record level of €38.5bn in 2007 or
24% of GNP. Meanwhile the sector was responsible for employing one in every 5 persons
working in the economy, either directly or indirectly in construction.

2008 to date: the most severe contraction in thirty years

Construction peaked at 24.5% of GNP in 2006 and total investment in the economy, including
building and construction, peaked at around 31%°. Both had become unsustainable and an
adjustment was inevitable.

Thus after an extraordinary period of output growth, demand for construction was expected to
contract in some years. The severity of the economic recession suggests that, without a
Government stimulus, the industry looks set to contract sharply for a number of years,
undershooting its long-term optimum size from the end of 2009". A further decline beyond
2009 is essentially eroding the economy’s long-term productive capacity.

2.2: Where we are now in the construction cycle

Construction output has contracted sharply
The current phase of the construction industry will require a rebalancing across the individual sectors.

The substantial share accounted for by residential construction — close to 65% at the peak - will need

to be taken up by other sectors, at least in part, as housing falls back well below its long-term
sustainable level before it eventually recovers.

The latest estimate for construction output in 2008 suggests that the volume of output is likely to

have declined by around 22%. Current indications are that the industry this year could contract by

around 40%, which would imply an output level of €17.6bn. In the absence of a major stimulus

package to reinvigorate construction activity, the size of the construction industry will shrink to

? Total investment in the economy captures all capital investment in building and construction plus
investment in machinery and equipment.
* We look at the construction industry’s prospects over the medium-term in Section 4.

CIC Submission to Government 6 March 2009



Jobs and Infrastructure - A Plan for
National Economic Recovery

around €12.3bn by 2010 - 33% below its long-term optimum and 68% below the peak only three years
earlier’.

This will have serious consequences for tax receipts, direct and indirect construction employment and
wider economic activity. The result will be a deeper and longer economic depression, which will delay
any recovery. Moreover it is difficult to come to terms with such a serious scaling back of the industry
at a time when Ireland continues to have a low infrastructure stock compared to its trading partners.
The importance of continued investment in infrastructure for building a competitive economy is well
acknowledged by many, including the Taoiseach®. There will undoubtedly be significant negative
repercussions for the country’s competitiveness if capital investment plans are curtailed at this point
in time.

Construction confidence at an all time low

The most recent Ulster Bank Purchasing Managers’ Index (PMI) for the construction industry recorded
an unprecedented decline in activity in February 2009, continuing the consistent decline in the PMI
index which commenced in June 2007. The decline is evident across all sectors of construction, with
activity in the commercial sector displaying the sharpest contraction. The overall message from the
PMI survey is that new orders are contracting, clients are postponing spending decisions and the
accelerating pace of job losses is a major cause for concern.

Acceleration in pace of job losses

Construction is one of the most labour-intensive forms of economic activity in the Irish economy. As a
result of the economic recession and the contraction in construction activity the industry is now
shedding labour at a rapid pace. This loss of labour has serious repercussions for the wider economy
as the total impact of the construction industry on the economy works on a number of different
levels, three in total:

1) Inthe first place, there is the direct addition to economic output generated by the output of
the industry, which can be measured by the earnings of those employed in construction, i.e.
payroll plus profits earned. This comprises the employment generated by all jobs created by
construction firms that work directly on projects. The typical professional, trade and craft
occupations which are included in the measure of ‘direct’ employment in construction are
included in Appendix 1.

2) Secondly there is the indirect employment generated by the firms that provide the inputs to
the project in question plus the employment generated by those firms who supply the firms
providing the inputs and so on. These are sometimes called ‘second generation’ suppliers
and include, for example, persons employed in concrete manufacturing, joinery workshops
and steel fabrication.

Estimates of indirect employment in construction are typically estimated at 40% of direct
employment’, implying that for every ten persons directly employed on a construction
project there are a further four ‘indirectly’ employed in supporting industries.

> A detailed medium-term projection for construction output is included in Section 4.

® In the foreword to the most recent National Competitiveness Report from the National
Competitiveness Council (January 2009) the Taoiseach states that “it has never been more important
to identify clearly those issues which are key to underpinning national competitiveness” and “we
must continue to prioritise investment in our productive capacity and to secure greater value for
money across all areas of public spending...”

” This is broadly in line with the methodology used by the EU Commission, The Competitiveness of the
Construction Industry [Com (97) 539 Final], 4™ November 1997, Page 2.
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3) There are further induced employment impacts which include all of the jobs created by those
directly and indirectly employed in construction spending their wages and profits throughout
the wider economy. These would include the additional jobs (and income) in retail and other
sectors that are created as a result of the various consumer purchases made by those
households employed at the direct and indirect stages.

Payroll and profits are often referred to as the direct effect of economic activity, and demand for
domestically produced inputs as the indirect effect. In addition, these generate further benefits, as the
recipients spend their money elsewhere in the economys. This third benefit is generally referred to as
the multiplier effect. There are no up to date measures of such multipliers in the Irish context but US
evidence suggests that the induced multiplier in regard to road construction projects varies between
1.5 and 2.0.° These values refer to a closed economy where there would be little or no import content
in construction projects, unlike in the case of a small open economy like Ireland. We estimate that
multipliers in the Irish case are somewhat less and we use an estimate of 1.4 throughout this report.

Direct employment in February 2009 is already down 33% from the peak

According to the QNHS, the numbers directly employed in construction had already fallen by 52,400
in Q4 2008 (Sep-Nov quarter) to 233,800 persons from the peak recorded in Q2 2007 (March-May
2007) or by almost 20%. Over the last three months, there have been further significant increases in
the numbers becoming unemployed in construction as indicated by the Live Register performance.
The total on the Live Register reached 352,800 (seasonally adjusted) in February 2009, up 87% from a
year earlier. Construction related job losses continued to dominate the Live Register increase with
males accounting for over 18,000 of the February increase of 26,700 (68%). If an estimated 65% of the
66,600 males who joined the Live Register since October 2008 had previously worked in construction,
this would imply a further 43,300 became unemployed since October 2008, bringing the total jobs lost
in construction to around 96,000 since the peak in Q2 2007. This would imply that the total number of
persons directly employed in construction at the end of February was 190,500.

Total employment in construction looks set to fall back to 1994 levels

The wider repercussions on the economy, in terms of the indirect employment impacts, suggest that
the total (direct plus indirect) number of persons employed in construction has already fallen to
around 267,000 in February 2009, compared with 400,000 at the peak. Employment estimates for
2010 and 2011 (based on output projections presented in Section 4) suggest that total employment in
construction will decline back towards 147,000 by the end of 2010 and will fall further to only 126,000
by the end of 2011. This level would bring employment in construction back to 1994 levels.

These figures imply a serious shedding of labour in construction and in other areas dependent on
construction, with almost 254,000 jobs lost by the end of 2010 or 275,000 by end of 2011, in the
absence of any immediate Government stimulus for infrastructure projects.

The next Chart puts the current situation into context, showing the phenomenal growth in total
construction employment over the period since 1994 and the rapid acceleration in the pace of job
losses since the peak in 2007.

® Albeit profits of foreign-owned firms are repatriated and there would be some leakage due to the
purchase of imports.

° US Department of Transportation Federal Highway Administration (FHWA).

' The latest data (seasonally adjusted) available published in February 2009. At that time 84% of all
construction workers were Irish citizens, and 16% were from the EU Accession States.
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Figure 2.2: Total employment in construction 1994 to 2011F

(Q2 each year)™
450
400 & ----- @ Indirect employment | - _ _ ____ __________ _____________________
350 -~ B Directemployment [~~~ """~ """ """~ "= -~ |-
300 f------mmmmm e

Optimum employment level

< n (Y] ~ <) D o i (o] o < N Y] ~ o]
D D [ea) D [e2) [ea) o o o o o o o o o
(<)) [e)] )] (=] )] (<)) o o o o o o o o o
— — — — — — ~N o~ ~ ~N o~ o~ ~N o~ o~
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The chart illustrates the exceptional growth in construction employment over the period 2000-2007.
Aligned with the growth in output are higher standards and new methods of construction, a more
rigorous regulatory environment and new areas of activity, which have all generated a demand for
more construction skills and new occupations.

No jobs for graduates

As well as the impacts of serious job losses which are now in train, there are further repercussions for
the industry. The first is the lack of jobs for current and future graduates over the next two/three
years across the wide range of disciplines associated with construction. The second is the reduced
potential to attract leaving cert students into the construction professions, which will damage the
industry and reduce the ability to replace workers as they retire over the long-term. The final
development is the reduced opportunity to preserve the base of construction trades/craft workers in
the industry. We understand that on 14" February 2009 there were a total of 25,641 apprentices of
which 4,000 were redundant.

Including ‘induced’ employment impacts, the economy looks set to lose almost 20% of its employed
workforce by end 2011 based on the current and projected decline in construction volumes alone
Table 2.1 sets out the projected employment numbers out to end 2011 which are consistent with the
medium-term projection for construction output presented in Section 4. The latter predicts that the
volume of construction output will have declined by 72% between 2007 and 2011 to around €10bn.
The employment projections presented in Table 2.1 suggest that 2011, implying almost 275,000 jobs
will be lost in construction and in areas dependent on it.

! Data Sources: The data for the period 1994-1997 relates to the old Annual Labour Force Survey
carried out in April each year. The data for the period 1998-2008 represents Q2 seasonally adjusted
data from the Quarterly National Household Survey produced by the CSO. The 2009 estimate is
derived based on recent trends in the Live Register. Estimates for 2010 and 2011 are based on the
medium-term projections for construction output presented in Section 4.
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Table 2.1: Estimated Job losses in construction

Direct Indirect Total
Numbers employed

Peak Q2 2007 Mar-May'07 286,200 114,480 400,680
Q4 2008 Sep-Nov'08 233,800 93,520 327,320
Current estimate Feb-09 190,500 76,200 266,700
Forecasts y/e Dec:

2009 150,000 60,000 210,000
2010 105,000 42,000 147,000
2011 90,000 36,000 126,000
Relative to peak:

Total jobs lost to date -95,700 -38,280 -133,980
Total jobs lost by end 2010 -181,200 -72,480 -253,680
Total jobs lost by end 2011 -196,200 -78,480 -274,680

* In the absence of a Government stimulus.

The above analysis has not considered the induced employment losses which will arise in the
economy as a result of the direct and indirect job losses in construction. Based on an_estimated
multiplier of 1.4 to capture the induced employment impacts, this would imply a total of 384,552
jobs lost throughout the economy as a result of construction alone, which is equivalent to 19% of

the latest estimate for total employment across the economy (2.06m at Q4 2008, seasonally
adjusted).

Table 2.2: Estimated Job losses in construction after counting ‘induced’ impacts

Total jobs Including As % of total
lost relative  multiplier employment
to peak of 1.4 at Q4 2008
By end 2009 190,680 266,952 13.0%
By end 2010 253,680 355,152 17.3%
By end 2011 274,680 384,552 18.7%

While these figures may be difficult to comprehend in the context of where the industry got to at the
peak in 2007 there is ample evidence on the ground of unprecedented job losses right across the
sector. Estimates of the numbers employed in design offices suggest that employment will be down
to 60% of peak levels by the summer this year and 40% by the end of the year.

The main implication of the above is that the industry will already be below its optimum level by
the end of 2009, and 43% below it by the end of 2011, in both output and employment terms.

Essential to retain the skills base of the industry

Having built up these substantial skills in the sector over the past ten to fifteen years, it is imperative
that the skills are retained in construction to add to the productive potential of the economy. They
are required to address the infrastructure deficit which still exists in the Irish economy but are also
necessary to ensure that the economy is well placed to meet the needs of the FDI sector and the
sophisticated technical and building requirements of the next generation of new enterprises which
Ireland Inc. is keen to attract for its next development phase. Thus action is required to stimulate both
private and public sector construction activity if the shedding of skilled jobs is to be minimised.
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In this regard recent statements by the Taoiseach'? about plans to ‘prioritise projects that generate
more jobs’ and ‘commit considerable expenditure on roads, school infrastructure, home insulation
and energy efficiency measures’ are encouraging. The CIC welcome these initiatives but stress that
it is essential that these projects proceed to construction as quickly as possible.

'2 See speeches by the Taoiseach Mr. Brian Cowen T.D. to Dublin Chambers of Commerce AGM and
his announcement of measures taken as part of the Government’s Implementation of the Framework
on Stabilisation, Social Solidarity and Economic Renewal, 5/2/2009.
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Section 3: The benefits of investing in infrastructure

Construction is a labour-intensive form of economic activity, with labour costs accounting for in
excess of 50% of turnover. Because of its labour intensity, there is a high level of immediate economic
return through personal tax receipts. This section reviews the impact of construction on the wider
economy. It begins with evidence of Ireland’s infrastructural deficit.

3.1: Does Ireland still have an infrastructural deficit?

The National Development Plan (NDP) 2007-2013 represented the plan to address lIreland’s
infrastructure deficit and plug the gap compared with our trading partners. The current NDP,
prepared in 2006, is associated with a record level of investment in infrastructure over a seven year
period. Now just three years into the plan, the economy is facing major challenges which are making
it difficult to deliver the NDP. Indeed the CIC would strongly recommend that infrastructure projects
are reprioritised based on the benefits they generate in terms of employment, rates of return and
their capacity to add to the productive potential of the economy.13

Despite the considerable investment in the public capital stock over the boom years, as reflected in
the escalation in the Public Capital Programme from €6bn in 2000 to an estimated €13bn in 2008,
Ireland still lags other countries in regard to its level of public capital stock.

In a recent survey of 14 EU economies, The 2009 European Growth and Jobs Indicator, Ireland has
moved down from 4™ to 13" place in one year. The removal of infrastructure deficits in an economy is
essential in our efforts to raise competitiveness and boost economic growth. Doing nothing will
damage our competitiveness further.

Evidence of Ireland’s infrastructure deficit is available from the Annual Benchmarking Report from the
National Competitiveness Council. The following Chart summarises the position in relation to the
capital stock per person in 2004 based on an IMF methodology.

3 See Section 6.2.
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Figure 3.1: Public Capital Stock per Person (€000s), 2004
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Source: Kamps, C., 2006, "New estimates of government net capital stocks for 22 OECD countries: 1960-2001," in IMF Staff Papers (53)1,
pp120-150.

Based on the above chart, it is clear that an infrastructure deficit existed in 2004. While Ireland may
have moved up a few places in the rankings since 2004, we suspect that Ireland would still be at a
material disadvantage in relation to other countries today. Thus from a competitiveness perspective it
is essential that spending on plugging this gap continues and that alternative funding mechanisms are
explored.

There is ample anecdotal evidence of the infrastructure deficit in Ireland in 2009 which remains to be
addressed:

» In primary and post-primary schools there remains a significant deficit in regard to the
quality and quantity of mainstream accommodation with many schools in need of
refurbishment and operating out of portacabins - a temporary arrangement that still persists.

» While some investment has been made under various funding initiatives, the quality of some
third level educational institutions is considerably below what is required if Ireland is to be
successful at building a research and innovation based economy and educational facilities for
areas of national strategic importance, such as biomedical, health and environmental
research.

» Many hospitals require an upgrade of their facilities, due to the poor standard of their
existing building stock. Some were 1800s workhouses, refitted as hospital wards, but not fit
for purpose. A number have wards and consulting rooms in prefabricated accommodation -
again a temporary arrangement which still persists. Facilities and capacity in Accident and
Emergency departments are still a cause for concern.

» Notwithstanding the major investment in the national road network, which has substantially
improved journey times, commuting times in the main urban areas still need to be improved
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with investment in good public transport. Moreover, the significant improvements in the
major inter-urban routes highlight the inadequacies of investment in other roads.

» Investment in water quality in the major urban areas in particular, notably Galway, needs to
be considerably increased. In regard to water networks, there are also issues around leaks
and mains replacement.

3.2: Value for money

The concept of ‘value for money’ is one which received considerable attention after the capacity
constrained period in the construction industry in the late 1990s when construction inflation was
running at 12% per annum on average. As a result subsequent National Development Plans included it
among their key programme objectives. The NDP 2007-2013 specifically included Value for Money
Management and Assessment Frameworks which provided for the appropriate appraisal and
management of capital projects including cost benefit analysis for all projects over €30m. Just this
month, the requirement was introduced that all capital projects worth more than €5m must be
sanctioned by the Department of Finance.

Figure 3.2 displays the change in average tender prices according to SCS data. The value for money
during the capacity constrained years of the late 1990s is evident from the chart. That period was
followed by reductions in tender prices in 2002-2003. Over the four year period 2003-2007 average
tender prices increased by 19%. However that trend was quickly reversed in the second half of 2007
as the construction sector began to slow down. As a result, by the end of 2008, tender prices had
fallen by 15% since they peaked in the second half of 2007. The view in the industry is that they will
be down by 20% by the summer of 2009. Thus tender prices are back to where they were in 1999,
ten years earlier (Figure 3.3).

Figure 3.2: Trends in Tender Price Inflation
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Source: Society of Chartered Surveyors
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Figure 3.2: Trends in Tender Price Index
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Thus the current contraction in construction output has probably generated the best value for money
that has been available for a decade. The contraction in new orders and the acceleration in job losses
have generated considerable competition for the work that is put out to tender. This is evident from
the recent trend in tender prices from other sources as well as the SCS. The next Table shows the
dramatic decline in tender prices during 2008, which is expected to continue at a more moderate rate
in 2009.

Table 3.1: Recent trends in tender prices for general contracting work*

2007 2008 2009E Cumulative

2007-2009

Society of Chartered Surveyors (SCS) -4.3% -10.5% -5.0% -18.6%
Bruce Shaw 0.0% -12.0% -5.0% -16.4%
Davis Langdon PKS -1.0% -13.5% -4.0% -17.8%
Average -1.8% -12.0% -4.7% -17.6%

* % change year to December.

The latest Tender Price Index from the SCS shows that tender prices fell by 7.6% between June and
December 2008, and by 10.5% over the full year to December 2008. The most recent Annual Reviews
from Bruce Shaw and Davis Langdon PKS estimate that tender prices fell by between 12% and 13.5%
in 2008, although in some cases declines of over 20% were recorded. Without any doubt, tender
prices from 2007 will be down 20% by the end of 2009.

A ‘window of opportunity’

The fall in tender prices comes despite increases in the cost of labour and material inputs and reflects
the situation where contractors are bidding at or below cost in order to secure a share of the ever
diminishing market. It is likely that there will be a further reduction in tender prices during 2009 but
perhaps at a slower rate, as below cost tendering can only be a short term solution.

Thus the very competitive environment which currently exists presents an ideal window of
opportunity to roll out infrastructure projects:
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» The industry has capacity and unemployed resources.

» There is a need to secure construction jobs which will ultimately generate other jobs across
the economy through indirect and induced impacts.

» There is excellent value for money with tender prices back to where they were at the
beginning of this decade.

» There is a significant infrastructure deficit.

Combined with the innovative funding solutions proposed in Section 5, these should allow much
needed public infrastructure projects to proceed to construction as quickly as possible.

We understand, that prices for recently tendered hospital projects (e.g. Mater Hospital, National
Rehabilitation Hospital) are 20% down on Budgets prepared in 2008. Similar reductions are reported
for school buildings, a number of which were retendered this year to get the best value for money.
We also understand from the National Roads Authority that tender prices for roads fell by 3% in 2008.
Road construction is now 20% cheaper than it was 10 years ago. Taking land costs into account, we

can now construct 5km of motorway at the same cost as 3km were in 2006.

3.3: Economic returns

There is an economic return on investment in construction through improved physical infrastructure
stock. In 1999 the World Bank calculated that the average economic rate of return for World Bank
infrastructure projects between 1983 and 1992 was 11% for electricity projects and 29% for road
building projects.14

Ireland has traditionally suffered from a deficit in the quality of its physical infrastructure in
comparison to competitor EU economies. Despite high levels of investment from both the Irish
Exchequer and the EU, deficits in the Irish road network, water infrastructure and rail network are still
evident. As a result investment in infrastructure should yield higher returns where a significant deficit
exists.

According to the ESRI, the long run effect of investment in infrastructure is a permanent increase in
GNP. For every €1bn spent GNP goes up by €0.4bn per annum in the long run.

National primary roads — GNP around 3% higher than it would otherwise be
The ESRI calculated that investment in road infrastructure in the first two years of the NDP raised the
level of GNP by over 7% above what it would have been in 2002 without any investment. More
significantly, the ESRI concluded that, in the long run, the level of GNP would be around 3% higher
than it would otherwise be. This represented a real rate of return on NDP/CSF investment of around
14% for road investments (real i.e. after adjusting for inflation) at that time ™.

 World Bank (1994) World Development Report 1994; Infrastructure for Development (New York:
QuP).

> Mid-Term Evaluation of the National Development Plan (NDP) and the Community Support
Framework (CSF) for Ireland for the period 2000-2006, ESRI October 2003; and NDP/CSF 2000-2006
Review (Page 30).
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Health infrastructure - internal rates of return of over 13%

Health projects potentially confer some of the most significant socioeconomic benefits of all public
projects, over and above the pure financial benefits of revenue generation. DKM has performed a
number of CBAs for major capital investment in hospitals over the last two years. Of the benefits that
it was possible to value, its findings suggested internal rates of return of over 13% for all projects,
with three estimated at 25% or over (for an evaluation period of 30 years). A number of qualitative
benefits were also noted in each of the CBAs.

The most significant non-financial benefit comes from the improved health of future patients. While
this is difficult to value, due to the non-commercial nature of public health service delivery, health
economists have developed the measure, ‘Quality Adjusted Life Years’, or QALYs. In essence, these
represent the additional years of healthy living gained from treatment (compared with the situation
without treatment). To the extent that the patient’s remaining life is not lived in full health, QALYs are
discounted. They are then valued at €45,000 per QALY (based on the National Centre for
Pharmacoeconomics estimate'® and international norms). DKM’s CBAs estimated considerable
benefits based on the QALYs gained by future patients of the health services in Ireland.

In many of the facilities examined a range of health and safety guidelines (including fire safety) have
not been complied with because of the limitations of existing buildings. More recently, infection
control (SARI) guidelines have required greater space in wards and isolation rooms, but existing
buildings are not large enough to accommodate these without severely constricting capacity. It is
clear that, as medical and health care best practice guidelines emerge, older hospital buildings
become increasingly unfit for purpose and are in need of replacement.

The CBAs were carried out under the assumption that the economy was fully employed. Thus, any
resources that are used by the project carry an opportunity cost, as they might have been used in a
different area of the economy. In the context of a less than fully employed economy, the rates of
return would be higher still, as it is assumed that any job or enterprise creation is directly attributable
to the project. The economic impact of increased purchasing power is also multiplied across the rest
of the economy.

This point is particularly relevant to health projects, both during and post-construction:

e Health project construction can be more resource-intensive than other construction. For
example, buildings generally require a range of fittings to ensure accessibility, safety and
hygiene.

e Post-construction, health service delivery is very labour-intensive. Payroll typically makes up
more than 50% of operating expenditure in a hospital project.

Primary and post-primary school building - internal rates of return are more difficult to measure

Returns to investment in education are less clearcut as they tend to be amalgamated with the returns
to investment in human capital (i.e. education), which in turn is a key driver of economic growth.
Mankiw, Romer and Weil'” conducted research which stated that there is “clear evidence of the
importance of human as well as physical capital accumulation in explaining the cross-country
variation in standards of living and rates of growth”. Achieving high participation rates in first and

'® See NCPE evaluations — e.g. http://www.ncpe.ie/u_docs/doc_165.pdf.
7 Reference to Mankiw, N, Gregory, David Romer and David N. Weil, 1992 “A Contribution to the
Empirics of Economic Growth”, Quarterly Journal of Economics, 107 (2) 407-437.
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second level education is a prerequisite for the attainment of higher living standards. It is for this
reason that the investment in primary and post-primary infrastructure needs to be accelerated in
order to provide an attractive environment to allow the maximum level of participation at this level of
education.

The most recent documents on Building Ireland’s Smart Economy™ recognises the gains to be made
from investment in third level education and in research and development. This investment cannot
take place in isolation and requires an adequate level of infrastructure to implement it.

Without investment in educational buildings, there is a real danger of damaging our future economic
growth.

3.4: Employment impact of construction projects

Investment in construction has a significant payback in terms of job creation. Each category of
infrastructural investment gives a different return, depending on the employment intensity of
construction projects.

Demand side impacts

While the number of jobs created through investment in any particular job varies, in excess of 50% of
the total cost is accounted for by employment (direct plus indirect). In addition, a further four jobs are
created in the wider economy. In 2006, it was estimated by Government that one quarter of all small
and medium sized enterprises (SMEs) in Ireland were in the construction industry.

We previously considered the contribution of the construction industry to the economy in terms of
the demand side - direct, indirect and induced - employment impacts in Section 2.2.

3.4.1: Employment intensity of construction projects

Based on information received from the CIC members we have ascertained the amount of turnover
required in each of the five years to 2007, based on actual hours worked on and off-site including
design hours, to generate one job. The overall employment generated reflects the direct and indirect
jobs on the project. The information provided is set out in Table 3.2 for the period 2004-2007.

'8 Building Ireland’s Smart Economy, A Framework for Sustainable Economic Renewal, Department of
the Taoiseach, January 2009.
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Total man Number of
Total man Number Number of man Number of hours . Client investment .
. Total man years Value of projects jobs per
Year hours worked of hours worked design hours worked on generated per
. . . . worked * (excl VAT) . €10m of
on site projects off site worked and off site working year .
. . investment
incl. design
2007 13,683,082 197 2,528,183 824,820 17,036,085 8,573 €998,948,213 €116,523.83 86
2006 13,117,070 166 2,572,721 839,350 16,529,141 8,318 €1,016,546,535 €122,213.32 82
2005 11,803,898 155 2,204,375 719,177 14,727,450 7,411 €871,003,740 €117,526.02 85
2004 9,936,977 128 1,656,188 540,331 12,133,496 6,106 €654,401,393 €107,176.57 93
2009 - 2010 Projection = €93,219.06 # 107

Based on direct
staff and sub-

Based on value
of Irish work off

* Based on Q2
2008 CSO figures:

# Value for money
adjustment =2007

contractors. site [Rate based 46 weeks per year price less 20%
(No off site on gross average and 43.2 hours per
persons earnings] week [1,987.2 hrs
included) per year]
Source: CIC Members
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Based on the information provided in Table 3.2:

e The turnover required to create one job in 2007 was €116,524, which implies 9 jobs per €10m
investment.

e The 2007 figure adjusted to 2009 levels, based on the 20% reduction in tender prices from
2007, is €93,220. This is equivalent to 11 jobs (direct and indirect) per €1m investment.

While the above reflects the ‘average’ for a basket of projects, the labour intensity of projects will
vary depending on the type of investment. We have therefore obtained further information from CIC
members in regard to individual projects. Table 3.3 provides comprehensive information on actual
hours worked on and off-site including design hours, to generate one job for a range of projectslg.

It is important to note that four of the projects were carried out in 2007 and tender costs for civil
engineering projects have declined by around 5% since 2007. If we adjust the last three projects by
5%, the 2007 office block by 20%, and the 2008 school and hospital projects by 5%, we derive an up to
date estimate for the cost per job in 2009.

The table illustrates the variation in the labour intensity of the different projects, ranging from

» 8 jobs per €1m invested in civil engineering projects (waste water treatment, sewerage
schemes, inter-urban road) to

> 10 jobs per €1m invested in a hospital,
> 12 jobs per €1m invested in a school, and

» 13 jobs per €1m invested in an office block.

Hence we use an average of 10 jobs per €1m when considering the impact of a Government stimulus
(Section 6).

' Further information is available if required from the CIC.
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Table 3.3: Employment intensity for a range of infrastructure projects

Project Hours Hours Hours Hours Total Equivalent Client Year which Reduction 2009 Number of
worked worked off worked worked hours working investment  investment in tender investment jobs per
on site site by the  off site by offsiteby worked years # generated relates to prices to levels €10m of

primary design Head per working reflect investment
supply chain staff Office year 2009
in Ireland staff investment
level

Secondary

School 277,135 46,619 26,100 7,200 357,054 180 €89,407 2008 -5% €84,937 118

Hospital 1,460,433 487,042 181,998 46,390 2,175,863 1,095 €105,936 2008 -5% €100,639 99

Office Block 532,033 154,862 39,587 15,897 742,379 374 €98,010 2007 -20% €78,408 128

Waste Water

Treatment 300,000 86,781 21,894 18,900 427,575 215 €125,485 2007 -5% €119,211 84

Sewerage

Scheme 103,050 55,931 5,766 9,965 174,712 88 €132,231 2007 -5% €125,619 80

Inter Urban

Road 2,300,103 588,760 77,000 121,212 3,087,075 1,553 €128,743 2007 -5% €122,306 82

Source: CIC Members

# Based on Q2 2008 average weekly hours worked from CSO of 46 weeks.

CIC Submission to Government 21 March 2009



Jobs and Infrastructure - A Plan for
National Economic Recovery

The ‘average’ figure of €93,220 from Table 3.2 is used in the next Table to derive the net costs to the
Exchequer from investing in public infrastructure.

Table 3.4: Net Cost to Exchequer from Investing in Infrastructure

Project A Project B Weighted
Average #
Project Cost (2007 excl VAT) 116,524
Turnover required to create one man
year of labour (direct and indirect) 2009 93,220 93,220
Made up of:
Labour cost/worker * 59,890 64% 59,890
Materials plus plant (excl VAT) 28,669 31% 28,669
Profit 4,661 5% 4,661
93,220 93,220
Tax take on labour after employee pension of 3%
Gross salary 53,000 53,000
Income tax 9% 4,792 18% 9,774
Employee PRSI 4% 2,056 4% 2,056
Employer PRSI 10% 5,300 10% 5,300
Health levy 2% 1,028 2% 1,028
Income levy 1% _ 514 1% _514
13,691 18,673 17,876
Other Taxes:
Corporation Tax on profits 12.5% 583 583
Total all taxes 14,273 19,255 18,458
Estimate of Social Welfare savings 33,428 15,385 18,254
Net cost to Exchequer 45,519 58,580 56,508
Net cost as % of Turnover 49% 63% 61%
€56,508 or 61% of original investment -
Average cost to Exchequer Ignoring the “induced effects” in the wider economy

Note: Project A employs a married construction worker and Project B employs a single construction worker.
* The labour includes the direct and indirect employment generated by the projects.

# The last column shows the weighted average based on the methodology used to derive the cost of social welfare.

The example assumes gross average earnings of €53,000 and takes a weighted average (last column),
based on the methodology used to derive the cost of social welfare®. The gross salary of €53,000 is
based on a consensus across CIC members for the average across all persons employed on a project.
This is 23% higher than the average CSO figure for earnings of construction workers in 2008 of
€43,000 (based on clerical and operatives only).

Thus based on the original investment of €93,220, the average tax (weighted) generated by the
project is €18,458. Assuming the person employed was previously unemployed or was just finishing
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up on another project and facing the prospect of unemployment, the average (weighted) social
welfare and other savings as a result are estimated at €18,254 per worker®.

Thus the net cost to the Exchequer of investing €93,220 in a construction project is €56,508 or 61%
of the original investment.

Thus based on the above an investment of €1m generates 11 direct and indirect jobs and would
cost the Exchequer €610,000.

Section 6 examines the impact of a €5bn stimulus by Government which would generate 50,000
direct and indirect jobs in construction plus a further 20,000 or 40% through the induced
employment effects across the wider economy.

Supply side impacts

Over the longer-term, there are additional benefits to competitiveness and economic growth from
significant levels of investment in physical and social infrastructure. Moreover the quality of
infrastructure is improved for the population as a whole, generating an important public benefit,
while the investment generates other jobs across the economy for the wider workforce, not just in
construction.

Specific benefits also arise depending on whether the investment is in a civil engineering project, such
as a road, airport, power station or water treatment plant, or in a public building, such as a hospital,
school building, third-level research building, garda station or cultural building.

While the previous discussion dealt solely with estimating the demand side employment effects of
expenditure on major infrastructure projects, there are also supply side impacts. The supply side
impacts of investment under the Operational Programme for Transport for the period 1994-1999
were considered in a study by DKM and the ESRI over ten years agou. That study reviewed the main
quantifiable savings from investment in the national road network, which related mainly to time
savings by private cars and commercial vehicles but also included reduced maintenance and capital
costs for commercial fleet owners and reduced accident costs.

3.5: Conclusions

There are many benefits from investing in public infrastructure and these benefits will be higher in an
economy like Ireland, which has an infrastructural deficit. ESRI research shows that over the long-
term the effect on GNP is that it stays higher by almost one-half of the investment.

There are also significant demand and supply side impacts in terms of the employment generated,
which in turn generate induced employment impacts and further economic activity through multiplier
effects.

2 These figures are derived based on actual payments made in 2007 from the publication Social
Welfare Statistics 2007. The weighted average figure of €18,254 reflects the fact that 84% of those in
receipt of social welfare payments were single and 16% of those in receipt had dependent children.
The calculations also take account of the proportion in receipt of rental support/mortgage interest
supplement and other welfare entitlements (e.g. medical cards).

2! The Macro-Economic Effects of the Transport Investment under OPTRANS, DKM Economic
Consultants and the ESRI, April 1998.
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We estimate, based on information from CIC members, that an investment of €1m generates 11
direct and indirect jobs and costs the Exchequer €610,000.

Based on further information received from CIC members on specific projects we estimate the
employment intensity of projects ranges from

> 8 jobs per €1m invested in civil engineering projects (waste water treatment, sewerage
schemes, inter-urban road) to

» 10 jobs per €1m invested in a hospital,
> 12 jobs per €1m invested in a school, and
> 13 jobs per €1m invested in an office block.

Thus we use an average of 10 jobs per €1m in considering the impact of a stimulus package in Section
6.

It has also been established that the current contraction in construction output has generated the
best value for money that has been available for a number of years, with tender prices expected to be
down by 20% by the end of 2009 from 2007 levels.
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Section 4 The prospects for construction

This section presents a review of the Public Capital Programme. It begins with a discussion on the
current review of capital spending and makes the case that any reductions in the capital programme
will erode confidence in the construction sector.

The focus in what follows is on the PCP estimated provision for 2009 as announced at the time of the
2009 Budget. The purpose is to identify the priority areas for capital investment in infrastructure. An
indicative list of projects is presented, following consultations with the main infrastructure spending
departments, which includes projects which might not proceed in each department due to funding
difficulties. The CIC considers that it should now be possible to progress these projects, given the
proposed funding solutions outlined in Section 5.

The second part of this section considers the prospects for activity levels in the construction industry
over the period to 2011 using the results of a private sector CIC survey. It goes on to demonstrate the
critical role that Government plays in driving construction activity in these challenging economic
times, when private sector activity levels are weakening at an accelerating pace. It ends with a
discussion on what the optimum size of the construction industry should be over the medium-term.
The analysis clearly demonstrates the urgent need for a stimulus package from the Government.

4.1: Capital spending — under review

The analysis of the Public Capital Programme (PCP) which follows is based on the PCP estimated
provisions and the multi-annual capital investment framework published with the 2009 Budget. We
understand, from our consultations with the main spending departments, that these allocations are
likely to be significantly lower when the 2009 Revised Spending Estimates are publishedzz.

On this basis the allocations in the multi-annual capital investment framework can, at best, be only
indicative, as they will be reduced further. Indeed we understand from our consultations with the
Department of Finance that the existing multi-annual capital framework is subject to review and will
not be published with the Revised Estimates in March. In the current climate, the expectation has to
be one of substantial downward revisions to the capital provisions over the medium-term, which does
not augur well for construction. However, it should be pointed out that there have also been
reallocations within the PCP for 2009, following the Taoiseach announcements that a sum of €150m is
being reallocated, half each, to labour intensive spending on school building projects and energy
saving measures. These measures are welcomed by the CIC.

Any reductions imply that there will be projects which will not proceed to construction this year and
will be delayed due to funding difficulties. Appendix 2 contains the Budget 2009 capital provisions for
the main infrastructure spending departments. Following our consultations with the individual

?? The Taoiseach stated that €300m would be cut from the 2009 Budget Exchequer capital allocations
but the general expectation is that the next set of figures published will show a greater reduction.
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departments, we were in a position to ascertain what projects are included in the capital allocations
and what projects are now unlikely to proceed but would be ready to proceed if an alternative source
of funds was available. Our analysis excludes any carry-overs from 2008 as this information is not
available.

That said, the Government has indicated that despite expenditure pressures which have arisen this
year, capital expenditure will remain a top priority. In response to falling revenue pressures, and as
part of the current Budget/Estimates process, the Government has decided to review all capital
expenditure proposals for 2009 to 2011, in order to ensure that constrained resources can be
targeted at priority investments in core economic infrastructure which add to the productive capacity
of the economy and generate jobs. This should enable Ireland to recover quickly, when the present
economic downturn abates.

In this regard the Department of Finance has issued an instruction to all other departments which
prevents them from signing any contracts for capital projects worth more than €5m without its direct
sanction. The CIC would be keen to maintain the PCP at a high level in the current environment, with
spending devoted to projects which earn an economic return and address the infrastructure deficit,
but would be concerned that this requirement could delay projects and much needed jobs.

Commitment to 5% of GNP can be exceeded

In the Budget 2009 statement, gross capital spending was projected at 5% of GNP for this year,
equivalent to €8.2bn in absolute terms (8.4% below the 2008 provision). Moreover Government is
committed to maintaining this rate of investment in 2010 and 2011 on core capital investment
priorities which add to the productive potential of the economy. However, there is no economic rule
which suggests a cap on expenditure of 5% of GNP, particularly so in the context of a construction
environment where tender prices are falling, job losses are accelerating and there are positive returns
to investment in infrastructure. Moreover, in a situation in which GNP in the economy is expected to
contract by around 6% in 2009 and a further 4% in 2010, the commitment to capital investment will
fall in absolute terms when the fixed percentage formula is used. Thus the overall planned capital
commitment to the construction sector would be lower than it should be in an economy which is
losing competitiveness and which continues to have an infrastructure deficit.

Government needs to make a serious commitment to spending on infrastructure which is dictated,

not by an arbitrary percentage of GNP, but by the capacity to add to the productive potential of the

economy and generate jobs.

Planning for further reductions will erode confidence in the construction sector

Notwithstanding the likelihood of further reductions, the total reduction in the multi-annual capital
investment framework over the 