from David McNarry MLA for Strangford

25 Feb 2011

Sir

I read with interest the comments by Graham Gudgin in your newspaper on 17th February headed 
I agree with the premise that the full cost of cutting Corporation Tax to 12.5% on a par with that in the Irish Republic will not necessarily cost the headline figures set out in the Secretary of State’s paper.

Might I suggest, in the first instance, that banks should be excluded from any reduction in Corporation Tax since they have had more than enough public money already.  This would considerably reduce the £200 million plus per annum headline costs. 

In addition, the reduction in Corporation Tax could be twinned with the concept of establishing and Enterprise Zone. If this was based on the highly successful Chinese model, for example, then the Corporation Tax reduction could be limited to specific types of company which we want to encourage in the rebuilding of our private sector economy.

 These could include knowledge economy companies, companies focused on export, agri-food companies, manufacturing companies and so on. In my view, limiting the levying of Corporation Tax by industrial sector might be a more effective vehicle than reducing Corporation Tax by stages. There is considerable evidence that the headline rate is a key consideration in the decision by international companies to relocate their headquarters operations to the Irish Republic. 

There has also been a great deal of talk about creating a “level playing field” with the Irish Republic. Rather irreverently, might I suggest that we might be better trying to undercut the Irish Republic’s rate with a rate of say 10%. If we really want to make an impact internationally this is the kind of bold move that could make a real difference. 

There needs to be more lateral thinking about this reduction of Corporation Tax proposal which the Ulster Unionist Party overwhelmingly endorsed at their last party conference. There also needs to be more by way of action. Of course, the likelihood of getting action on anything from DUP-Sinn Fein is slim given their record of colossal inaction over the past four years

Yours faithfully,

David McNarry 

David McNarry MLA 

Reference : Original News Letter article 17 Feb 11
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Slashing tax could be cheaper than £300m

Published on Thu Feb 17 17:20:41 GMT 2011 

Politicians must accept the opportunity to stimulate the province’s economy by cutting corporation tax — and it could cost less than currently thought, says GRAHAM GUDGIN
THE war of words on corporation tax is hotting up.

Last week key Northern Ireland ministers met Treasury ministers and the secretary of state, Owen Paterson, to discuss the Treasury’s unprecedented written offer to hand over the taxation of Ulster’s company profits to the Northern Ireland Executive.

The press release following the meeting appeared to indicate that the offer was to be accepted. I say ‘appeared’ because in press releases what lies between the lines is often as important as what is written on them.

The most striking statement in the press release was from Peter Robinson. He said that ‘the possibility of devolving corporation tax is a huge opportunity for us to grow our economy in future’.

Martin McGuiness added: ‘The ability to vary corporation tax is one of those powers that could have the potential to deliver growth’.

All clear enough you might have thought and supportive of this policy shift...but read on. Further down the page Sammy Wilson was much more cautious. He said: ‘There is a lot to clarify in the government paper as it stands.’

Yesterday it appeared that Mr Wilson was being more than cautious. Although what was being discussed was a joint Treasury-Executive paper to go out to public consultation, the DFP minister seemed to have made up his mind.

He was quoted as saying that ‘the terms being offered by the Treasury would be a rip-off’’. He said that the policy would mean a £300 million reduction in the amount of money received from the Treasury each year to pay for public spending here and ‘would not be worth it’. 

The £300 million is what the Treasury estimates it would cost if the Executive were to reduce the rate from the present 28 per cent down to the Republic of Ireland’s exceptionally low level of 12.5 per cent.

This cost involves lost revenues from local firms, but also from mainland firms which manage to shift some or all of their taxable profits into their Northern Ireland branches to reduce their tax bills.

Although appearing to continue his well-known scepticism on this policy, Sammy Wilson may have been establishing a stronger negotiating position. The Treasury say that their figures are non-negotiable, although they have been less than transparent in revealing how the figures are calculated.

There is, though, a major loophole which could save Northern Ireland a lot of money. If a reduced corporation tax attracts as many new jobs into Ulster as expected, new tax revenues will be generated.

The new corporation taxes would go to the Executive, but higher revenues from other taxes, including income tax and VAT, would continue to flow to the Treasury in London.

If these extra taxes were counted into the equation, then the Treasury would need to cut its funding of Northern Ireland by much less than £300.

My own contacts with the Treasury before Christmas suggested that the Treasury might have an open mind on this issue and that it would ultimately depend on European rules on regional subsidies. Their position may have hardened since then but this is clearly what DFP are playing for.

So, what is the bottom line? Will the Executive go for this policy or not? Logic dictates they have to. By 2013 Northern Ireland may be barred by EU rules from giving investment grants to incoming and existing firms. These grants create over 2,000 direct jobs a year and perhaps a further 1,000 in the wider economy. Their loss would lead to escalating unemployment and out-migration.

We urgently need a back-up policy, and reduced corporation tax fits the bill. It is the only alternative that can attract jobs on this scale needed and it would be unthinkable to spurn this historic offer.

It is also now or never. It is against all of the Treasury’s instincts to let go of a major tax and the current secretary of state and prime minister are the only politicians ever likely to make this offer to Northern Ireland.

Why are they doing this? They are reflecting a growing anger at the scale of the English subsidy to Ulster and want to offer a long-term strategy to get the province out of its dependency culture.

There is anger that the Executive uses the subsidy to give its voters a better deal than English voters receive. In a period of austerity they cannot believe that there are no prescription charges or water charges in Northern Ireland or that university fees will be lower than in England.

The average family in South East England pays £2,000 a year in taxes to fund public services and benefits in Ulster at the same time as receiving poorer public services. Schools and hospitals that would have to shut in England through under-usage are kept open here. While English local authorities are facing 25 per cent budget cuts, the Executive has got away with less than 7 per cent.

If the Executive refuses this offer to re-balance and revive the local economy, it seems inevitable that English politicians will take a more jaundiced view of a region that refuses to help itself. Owen Paterson’s battles with the Treasury on things like compensating Presbyterian Mutual investors, or gaining additional funding for policing, will in future be lost.

The shutters will come down and the Executive can expect limited sympathy as economic times get tougher. So as we consultants say, it looks like a ‘no brainer’.

Graham Gudgin is research associate at the Centre For Business Research, University of Cambridge
