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OVERVIEW

The annual InterTradelreland Economic Forum  took place in the Belfast Harbour
Commissioner’s Office, on Wednesday 28th April . The Forum aimed to offer a
unique opportunity to discuss important regional economic issues in an international
context.

The Economic Forum served as a follow-up of last year's event, which analysed the
scope and depth of the global economic downturn as well as placing the island’s
economic agenda in a global context. This time, the focus was on the analysis of the
shape of the economic recovery. The objective of the Forum was to provide a broad
picture of the challenges and opportunities emerging from the economic crisis from
an international and all-island perspective as well as to generate discussion on the
new economic landscape.

The event consisted of 25-minute presentations by four keynote speakers and a
plenary session moderated by Ms. Maeve Donovan, former managing director of the
Irish Times.

The audience of around 100 delegates was composed largely of economists,
economic commentators, business leaders and senior policy makers from Ireland
and Northern Ireland.

The speakers of the event included:

Barry Eichengreen , Prof of Economics, University of California Berkeley
Linda Yueh , Fellow in Economics, University of Oxford

Will Hutton , Director, the Work Foundation

Michael O’Sullivan , Head of UK Research and Global Asset Allocation,

Credit Suisse

The topics covered by the speakers included: the prospects for economic recovery in
Europe and the US, the emerging economies as engines of recovery, the role of
innovation in fostering growth and employment and the opportunities and challenges
for the island of Ireland in the global economic context.

Opening and closing remarks were delivered by Dr David Dobbin CBE, chairman of
InterTradelreland.



KEY MESSAGES
FROM SPEAKERS PANEL

The key messages, which emerged from the presentations and were debated in the
plenary session of the Economic Forum, included:

The premise of “the deeper the recession the stronger the recovery” is not
completely applicable to this recession and recovery.

The monetary and fiscal legacy of the crisis will lead to a slow recovery and
will damage the medium-term growth capacity of the global economy.

The economic recovery in the US is underway but it is fraught with
uncertainties regarding consumer spending and the housing market.
However, the possibilities of a double dip in the US are very low.

Employment and growth prospects in the US will depend on the recovery of
consumer spending and the housing market.

There is a consensus that Europe will underperform the US in 2010.

The recovery has produced a shift in geo-politics as economic growth has
been driven by China and the emerging economies.

There has been a strong performance in Asian economies but there are also
challenges and pitfalls after the crisis.

The main challenges facing Chinese economy are the risk of asset bubbles,
the lack of efficiency in infrastructure investment, and the lack of social
investment stimulus. China needs now to re-orientate towards stimulating
domestic demand.

Export-led developed economies could exploit the Chinese market.

One challenge for Britain is to manage the size of the financial banking
system. Currently the banking sector assets in the UK account for
approximately 500% of the GDP.

Ireland faces one of the most challenging situations of the OECD countries in
terms of de-leveraging, scaling down banks and managing public debt.

The island of Ireland now need to think hard about innovation and investment.

Countries such as Korea and US are taking the lead on investing and
developing innovation eco-systems.

Policies to develop “factory skills” won’t work for a knowledge economy.

In the next decade, innovation ecosystems will be the engines for wealth and
growth generation.



An all-island approach is necessary for the implementation of an eco-
innovation system on the island of Ireland.

Ireland has been a classic case of an asset price bubble, where a false
economic boom and property stock market dislocations took place.

There is the need for big structural changes and more strategic thinking in the
policy-making on the island.

In the past 20 years, Ireland has built an intangible infrastructure comprised
of: rule of law, open and favourable business climate and education. This can
serve as a base of the development of a knowledge economy.

There is a potential for North/South interconnection to bring out new ideas
and models of development.

THE FORUM HAS SUCCEDED IN:

Providing an overview of the shape that recovery is taking and the possible
risks faced by Europe, US, China and the island of Ireland.

Identifying the key drivers for economic recovery at global and regional level.
Outlining some policy options to foster a sustainable economic recovery.
Fostering a high-level debate around key economic and policy issues that will

impact the future economic growth on the island and abroad.

RECOMMENDATIONS FOR THE ISLAND OF IRELAND:

To invest in innovation and put in place an innovation eco-system (right
conditions to create wealth and innovation with enterprise at the centre)
through an all-island approach.

To foster business-universities collaboration and entrepreneurship.

To continue developing a knowledge economy.

To foster professionalization and expertise in the public sector, and think
more strategically.

Increase investment in indigenous business.



OPENING REMARKS BY
INTERTRADEIRELAND’S CHAIRMAN
DR DAvID DoBBIN CBE

VIEW VIDEO

During the opening remarks, Dr David Dobbin, commented on
last year's Forum analysis of the economic crisis and predictions
of the recovery and stated that they had been accurate in that:

There were signs that the recession was bottoming out.
Unemployment will lag significantly behind economic
recovery

In Europe and in the US the recovery would depend on
an increase of consumer consumption

The BRIC countries would play a significant role in the

“We appear to

recovery. be moving into

. i . . ) sluggish, fragil
Dr Dobbin then mentioned the issues and topics that will be and so far
explored by the Economic Forum, such as: jobless rec

Current economic landscape

Greek economic crisis

Recovery opportunities for the island within the global
context

Strength of US dollar

Differences in recovery trajectories (Europe, UK, Ireland,
and BRIC countries)

All these topics will be covered, he said in the context of their impact on the island,
both North and South. One of the expected outcomes of the Forum, according to
InterTradelreland’s Chairman is to explore how greater cross-border cooperation
could maximise the opportunities for economic recovery of the island with particular
focus on exports and innovation.

Dr Dobbin highlighted the opportunity that the Forum represented as debate and
discussion generator around these important issues. He concluded with an invitation
to continue the debate through InterTradelreland’s website and presented the Chair
of the event, Ms Maeve Donovan.

WELCOME
CHAIR OF THE FORUM
Ms MAEVE DONOVAN

Ms Maeve Donovan gave a brief introduction to the Forum and presented it as a
platform to engage with serious issues affecting us at all levels. She commented on
the speakers’ panel and their role as instigators of debate and reflection on the shape
of the economic recovery at the global and regional level. Ms Donovan then
introduced the first speaker, Barry Eichengreen.



OUTLOOK FOR THE US AND EUROPE

BARRY EICHENGREEN
PROF OF ECONOMICS, UNIVERSITY OF CALIFORNIA, BERKELEY

DOWNLOAD PRESENTATION

Prof Eichengreen, made reference to Victor's Zarnowitz's Law,
which states that the deeper the recession the stronger the
recovery, and affirmed that this premise doesn’t apply to this
recession and emerging recovery. Although US capital spending
is beginning to bounce back and recent growth predictions indicate
a positive outlook, there is an
economic and financial hangover
after the policy and fiscal
responses, which require a lot of
adjustment.

" This ‘hangover’ is resulting in:

Heavy debt burdens

The possible need of fiscal consolidation
Weak household consumption growth in UK,
Ireland and US

Continued weakness in the housing markets
Uncertainty in the financial reform
Restraining of growth of bank lending

Dealing with these issues will require an on-going
period of slow growth in Europe and in the US, he
said.

He made reference to the analysis that he undertook
together with Kevin O’Rourke of the Trinity College

Dublin which, started almost two years ago and that
compared the global production index after the Great

Depression (June 1929) and
after April 2008. The analysis
reflected the potential severity
954 of events to come. Prof
Eichengreen mentioned

90 however, that in 2008 and late
2009 policy makers weren'’t
entirely aware of the extent of
80} the recession.

The graph used as a basis of
57 that analysis is being
continually updated by the
economists on the website:
651 http://www.voxeu.org/index.php

?g=node/3421
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According to Eichengreen, after the policy and fiscal responses, recovery is under
way and progress has been made in healing financial and credit markets.
He mentioned some of the emergent positive signs of recovery:

US grew at 4% annualised pace in the first quarter of 2010

Employment growth in manufacturing is expanding

Orders for durable goods in US look quite good (March 2010)

However there are also clear problems in the US such as:
Uncertain outlook for consumer spending
Bank lending is subdued though no longer falling
Decline of fiscal stimulus

Eichengreen sees two main issues as possible obstacles to the recovery in the US:
1) consumer spending; and 2) and housing market development. He mentioned the
most recent numbers of consumer sentiment which appear negative and could have
a negative impact on long term spending. Regarding the housing market, Prof
Eichengreen, mentioned that while housing stocks are beginning to stabilise at a low
level, there is also a presence of shadow inventory of repossessed homes and
adjustable rate mortgages all of which could lead to market uncertainty.

According to Prof Eichengreen, employment and
growth prospects in the US will depend on the
development of consumer spending and the
e are not going to housing market and these two would also depend
have a double dip in on employment. Welcomes to the world of multi-
the US although for a equilibria!  However the firms’ employment
variety of reasons expectations for the future are reasonable
we’'re in for a weak positive, which could have a positive impact on
recovery.” consumer spending and housing market.

Before concluding his presentation, Barry
Eichengreen commented on Europe’s situation and stated that Europe will
underperform the US in 2010 due to a number of reasons such as:

Less restructuring to boost labour productivity in the short run
Continuing real state and bank problems (e.g., Ireland and Spain)

Less progress made in restructuring and re-capitalising banking systems
Monetary stimulus applied earlier in the US

Greece and its implications

The author mentioned the contagion problem and affirmed that Portugal will have
more time to deal with its problems than Greece. He concluded his presentation with
his views on the Greece case and said that European leaders together with IMF
would put together a €50-60bn rescue package and the Greeks would have to cut
costs, budget deficit, and achieve political consensus to avoid risking the entire
European banking system.



ASIA, THE EMERGING ECONOMIES AND THE SHAPE OF
THE RECOVERY

LINDA YUEH
FELLOW IN ECONOMICS, UNIVERSITY OF OXFORD

DOWNLOAD PRESENTATION

VIEW VIDEO

Dr Linda Yueh, started her presentation by highlighting her
main topic, the Chinese challenge of growing too fast and its
implications for the global economy.

Yueh, commented that the world
is changing and the acronym
BRICs don't completely work as
China and India are the ones
driving the economic growth with

- a relatively smaller role for
Russia and Brazil. In this sense, Dr Yueh, also referred
to a shift in geo-politics where the economic growth in
the last decade has been driven by China and the
emerging economies.

She mentioned that China’s economy doubles in size
every eight years.

One of the reasons China has avoided most of the
effects of the economic crisis, according to Yueh, is
that China has very little financial sector exposure and
plenty of reserves. Chinese banking system wasn't
affected by toxic assets. However, she said, China is
experiencing some GDP volatility due to the collapse
in exports. For this reason Yueh argued, there is a
need for internal re-balancing and a re-orientation
towards domestic demand-led growth.

In terms of strategies to tackle some imbalances generated by the economic

downturn in China, Dr Yueh mentioned the Chinese government efforts to replace

consumer spending with public spending. In her words, Chinese centralised state-

own banks issued fiscal stimulus through credit instead of bonds. Dr Yueh also

mentioned that there are certain risks and problems emerging in China related to that

strategy:
- Price asset bubbles (housing)

Inefficient investment in infrastructure

Very little social spending (pensions, health)

Falling Chinese consumption

When referring to the Yuan, she said that is in China’s interest to keep a stable
currency and there are many downsides to the dollar peg. China, is according to her,
accumulating reserves to increase its liquidity, however other strategies to do this are
required. For example, promoting Chinese companies going overseas will result in a



more balanced capital account. Furthermore, China she stated, need to re-orientate
towards creating domestic demand.

To conclude Dr Yueh highlighted some implications of an Asian-led recovery:
Not every emerging economy is immune to the
crisis
Asian economies have relied on China to export
and sell their products
Consumers in emerging economies will remain
poor for a long time even with the high growth
rates of their countries.

Growing competitiveness pressures due to
greater global integration of economies

Commenting on the outlook for China, Yueh noted that
there is a lot of inflationary risk and a potential banking
crisis. Therefore although China can continue as an
engine of recovery there are certain aspects in its
economy that need consideration and reform:

Poor consumption base

Market access restrictions

Institutional instability




THE NEED FOR AN INNOVATION REVOLUTION
WILL HUTTON
DIRECTOR, THE WORK FOUNDATION

DOWNLOAD PRESENTATION
VIEW VIDEO

Will Hutton started his presentation with general views on
the global and regional economies. He said there is the
possibility of first order crisis in Ireland. According to him,
Ireland is facing one of the most challenging situations of
the OECD group.

Hutton noted that to achieve a more stable situation in
Ireland and the UK it is necessary to: 1) de-leverage public
sector, 2) down-scaling banks and 3) manage public debt.
Overall, he said, there is an extremely difficult environment
in Ireland.

He also mentioned that the challenge for Britain is to manage the size of its very
large banking and financial system. Britain needs to break up the banks in order to
avoid an existential crisis.
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Measures such as squeezing public sector pay, scaling back
public sector employment, increasing taxation will get Britain
back on track helped by its diversified economy, according to
Hutton. He also noted that Northern Ireland will have to rely
less on the public sector in the next decade.

On the Chinese economy he expressed scepticism about its
performance, arguing that is quite possible for China to have
a west type banking crisis.

On the European outlook, he argued that the German bail-
out to Greece would be the most important moment in the
European Union history. He was more pessimistic about the
situation in Ireland and argued that the policy challenge
facing Ireland is comparable to the one of Greece and
Portugal, particularly regarding the poor business model in banking.

After this general overview of the impact of the crisis, Will Hutton focused on his main
topic for the day: Innovation and the knowledge economy.



He said that the knowledge economy will play a fundamental role in the sustainability
of the recovery. Knowledge based economy won'’t require “factory skills”. Mr Hutton
noted that Ireland is being forced to think hard about innovation and investment.

QUOTES:

"Market-based
knowledge economy
sectors led us out of
the recession in the
80s they led us out
of the recession in
the 90s and they will
do so in 2010”

“I don’t think
knowledge economy
is just about
technology story, is
about the interaction
of explosive growth
of new technologies

He highlighted the importance of expenditure in
education and health as they are contributors to the
knowledge economy.

Fixed capital investment in the G7 has been falling;
however, Mr Hutton noted that investment in
intangibles such as ICT, R&D (scientific and not
scientific), brand equity, or human capital, has been
holding up. This reflects the emergence of a knowledge
economy.

For Hutton, science and technology growth is
exponential, it builds on success and therefore US and
Europe will continue to be generators of innovation in
the next decade. The concept of innovation eco-system
(see diagram below) was described as a system that
supports the creation of wealth and knowledge through
the private sector. He said that there is a big role for
regulation, for markets of scale, for public procurement
and skills in terms of fostering the market development

with demand” of new technologies. Countries with innovation eco-
systems in place are South Korea, Germany, US and

Finland.

To conclude his presentation, Mr Hutton, outlined some options for fostering
economic recovery in Ireland. He recommended mapping the island’s key elements
(universities, technology transfer institutes, financial institutions, cities etc) of the eco-
innovation system - or the lack of - as a starting point to develop such a system. This
would need to be done with an all-island approach, according to Hutton. Ireland
needs to think much more cleverly about small state strategies, joint ventures, or
state spin-outs, according to the speaker. Focusing on areas with competitive
advantage for the island was mentioned as one possible path of action.
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IRELAND AND THE GLOBAL QUESTION

MICHAEL O'SULLIVAN

HEAD OF UK RESEARCH & GLOBAL ASSET ALLOCATION, CREDIT SUISSE

DOWNLOAD PRESENTATION
VIEW VIDEO

The Irish economy has had a history of underachievement until
recently, according to O’Sullivan. A transformation of the Irish

economy was accompanied by a social

and political

transformation, which fostered economic growth and
development. However, Ireland
has failed the global question
that is surviving in a globalised ]
QUOTES:

world and offsetting outside
effects.

A collusion of markets and states has been seen as a
result of the economic crisis, according to O’Sullivan.

Ireland has done a lot of things wrong, creating a
false economic boom. For example, Dr O’Sullivan
noted that Ireland’s banking sector in terms of share
price has contracted by more compared with other
countries. Nevertheless, he explained that a
reflection on the things Ireland has done right in the
last 20 years is required. Together with a group of
other international economists, this reflection has
resulted in the following consensus: Ireland has
succeeded in the development of:

Intangible infrastructure: rule of law, open

business climate, education.

"Ireland is economists’
favourite case of a
classic asset price
bubbles”

“The reality for our
island is that we have
a few more years of
deflation and hardship
[however] there is still
a residue of
confidence”

Residue of confidence on the sense of what needs to be done (and a strong

desire not to be Greece)

O’Sullivan stated that Ireland and Britain have many things in common: government
indebtedness, the need to move from a consumption-based to an investment-based
economy, clearer position vis & vis Europe’s direction, and reform.

Cumulative change in cyclically adjusted primary ba lance in % of GDP by
country and length of fiscal consolidation

Crisis 4 6 8 10 12 14
years

Country

Sweden, (1991-1994) 7 yrs to 2000

Finland, (1991-1994) 7 yrs to 2000

Turkey (1982-1985) 3 yrsto 1990

Canada (1983-1985) 14 yrsto 1999

Hungary (1991-1995) 3 yrsto 1996

Argentina (2001) 3 yrsto 2004
Denmark (1987-1992) 11 yrsto 2005

New Zealand (1987-1990) 4 yrsto 1995

Source: Reihart & Rogoff, IMF, Credit Suisse

According to
O’Sullivan, in Ireland
and the UK it is likely
to take on average up
to 5 years to bring
government finances
back to normal levels.

Referring to Northern
Ireland, O’'Sullivan
observed that the
public sector
employment in the
region is too high



(29%) and due to the imminent changes in fiscal policy, this would have to be
reduced. Rising unemployment would need to be tackled through the implementation
of a “meaningful and credible vision” for job creation.

To conclude his presentation Dr O’Sullivan made some

recommendations on how Ireland could position itself QUOTES:

through and after the recovery. According to him,

Ireland needs more strategy and less tactics as well as "This time is not
more technocracy in the public sector and more simply going to be
preparation for the global challenges. Ireland needs about a cyclical
adequate institutions to fit the economic environment in recovery, there’s got
which operates (i.e. European Union). to be some really big

structural changes”

“l see the potential
interconnections
between the
economies of North,
the South, and the UK;
there really is a strong
role for bodies like
InterTradelreland to
play here (...) to bring
out new ideas to face
new challenges and
really push those to
the public forefront.”



PLENARY SESSION OF QUESTIONS AND ANSWERS

MODERATED BY MAEVE DONOVAN
FORMER MANAGING DIRECTOR OF THE IRISH TIMES

VIEW VIDEO

The plenary session chaired by Ms Maeve Donovan gave the opportunity to
members of the audience to address questions to the panel of speakers and
participate in the debate. The plenary session served as a platform for dialogue
where ideas and understandings are shared. The key messages of the session are
summarised by topic.

ON THE EURO:

The stability of the euro at the moment depends on having a new mechanism
like a European monetary fund or liquidity stocks. There is disbelief about the
ability of the Maastricht Treaty and of individual countries to impose fiscal
discipline. A mechanism in place to help countries that may get in trouble
would reassure markets. (Linda Yueh)

ON CORPORATION TAX REDUCTIONS:
IS REDUCING CORPORATION TAX (TO 12%) THE RIGHT OPTION FOR NORTHERN
IRELAND (LIAM CLARKE)?

Small states have to encourage FDI and encourage people to stay, and
corporation tax is one necessary but completely insufficient condition. It is not
big enough to address the issue of the recovery. (Will Hutton)

ON GREEK CRISIS IMPACT ON THE ISLAND AND TWO -SPEED EURO:
WHAT ARE THE IMPLICATIONS FOR THE ISLAND OF THE GREEK CRISIS?

If a country is forced to leave the Euro, it is very unlikely that it can re-join
again. It is critical that if Ireland is part of a financial arrangement where the
interest rates - for example - decided elsewhere, it creates other counter-
balancing measures. (Michael O’Sullivan)

The possibility of a country leaving the euro zone is very small. It would be
politically very difficult and technically almost impossible. The debate alone
would create more financial crisis. (Barry Eichengreen)

ON THE BANKING SYSTEM AND FINANCIAL REGULATORY REGIMES:
DOES AN ECONOMIC SYSTEM BASED ON SHAREHOLDER VALUE NEED REFORM (PAUL
SWEENEY)?

Capital ratios and liquidity are not isolated issues; there is a need to consider
how the banks operate in totality and how they are managed and the risks on
banks’ balance sheets. The business model based on re-categorising risks
through securities is broken along with its management techniques. Banks
should be able to understand and measure the risks they are taking and this
can be only done when its size is manageable. That's why Ireland and Britain



need to break-up their banks. This will be very much in the agenda in Britain
particularly if Lib-Dems enter in a government coalition. (Will Hutton)

In this sense, the IMF is suggesting a global flat levy on bank profits to create
a type of self-insurance fund so if they get in trouble they can dissolve avoid
the case of ‘too big to fail'. This proposal has not yet gained international
consensus. Any initiative to regulate financial institutions needs to be
adopted on a common basis, although it is difficult to get agreement on which
measures would be more efficient which can led to policy uncertainty.
Dealing with global regulatory regime is fundamental to the public deficit
issue. (Linda Yueh)

Important to recognise the difference between what people would like and
what is feasible. Many people would like to break-up the banks that are too
big, however breaking them up without nationalising them or taking them over
is extremely difficult. Serious thinking on the measures to make big banks
less dangerous and achieve systemic stability is required instead. (Barry
Eichengreen)

There is the need to learn from others how to regulate and manage the
financial system but also of being careful to indentify concretely what is being
tackled. (Michael O’Sullivan)

In the US the boards of directors played a role in causing the financial crisis
by failing to ensure that compensation schemes gave appropriate incentives
in the financial sector. The lesson of this is that markets can’t self regulate
and the solution is not only to change how boards are constituted but to
embed them in a regulatory framework. (Barry Eichengreen)

No market ever operates without rules and institutions. Regulators should act
as monitoring bodies, and they didn’t. (Linda Yueh)

ON THE CURRENCY VOLATILITY AND FUTURE RESERVE CURRENCIES :
WHAT IS THE FUTURE OF THE DOLLAR AS A RESERVE CURRENCY (DAvID DOBBIN)?

Economists’ models on currency values are unreliable for short-term
prediction. In terms of the structure of the international monetary system we
are moving towards a more multi-polar monetary system. Currencies will be
used on a regional basis for example, the dollar will be used by countries that
trade with US, the euro will be used by the euro neighbourhood and the
renminbi will be used as invoicing and settlement currency in Asia. The dollar
will be first among equals and the euro will be second. (Barry Eichengreen)

Most economic models cannot forecast short term valuations of currencies.
The renminbi is likely to remain a strong currency and will increasingly
become an international currency. (Linda Yueh)

ON THE OPTIONS FOR THE ISLAND OF IRELAND:
WHAT WOULD BE YOUR THREE PRIORITIES TO SECURE THE ISLAND’'S ECONOMY
(SEAN GALLAGHER)?

There is the need for a more mobile labour force on the island, which would
have more to do with political and social issues than with economic ones.
(Michael O’Sullivan)



Currency ‘competitiveness’ is not sustainable (North/South for example); to
be successful competitiveness should be based on technology, innovation
and productivity. (Linda Yueh)

Labour costs need to be adjusted in Ireland. There is also the need to
emphasise the importance of the knowledge economy. Ireland should follow
the example of places like California, where business-universities
collaboration that really works, where university faculty with ideas gets
funding and start business. (Barry Eichengreen)

Ireland needs more competition in the banking sector and alternative plans in
case NAMA does not work in getting lending going. Post office network could
be used as a new national retail bank. (Michael O’Sullivan)



