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A Review of Irish Government Economic Policy for he Enterprise Sector since Independence

In an informative review of economic policies irrtRepublic of Ireland, since the granting of
independence to the country from British rule i229two noted Irish economists, Walsh and Leddin
(2000), pp. 32 conclude:-

" An important lesson to learn from [Irish] econarhistory is that policies matter'.

During the first decade after Independence, agticeilwas viewed as the engine of economic growth
and a free trade environment operated, allowinggliports of raw materials and open access to
export markets. The role of the state in the ecgneemained relatively limited during this time. Wi
the Great Depression and the collapse of the globaltrade system in the early 1930's, liberaicpes
were abandoned not just in Ireland, but througtioeitworld. A period of protectionism and inward
looking policies began, with high tariffs being ioged on imports ( to protect anyone willing to
manufacture products in Ireland) and foreign invesit was virtually excluded through the Control of
Manufactures Act (1932-1934).

' the fact that between 1932 and 1966, the Irisinemy was one of the most heavily protected in the
world is probably the single most important reakmrthe country's relatively poor economic
performance over these years.'

Walsh and Leddin (2000). pp. 34.

After 1932, numerous state-sponsored bodies (roi-seite companies) were created to fill what was
regarded as gaps left by enterprise. The areakichwhey operated included radio and TV
broadcasting, turf development, air, sea, roadraihdransport, hotels and food processing,
manufacturing steel and chemical fertilisers. Ehemmpanies enjoyed significant monopoly power
and eventually became overmanned and inefficidmyTwere also asked to achieve a variety of
political and social objectives, which burdenechthsith high-cost operations. A commentary on this
era of protectionism is illuminating :-

' by the 1970's, the role of the state in the lésbnomy was probably more extensive than in any
country that had not adopted socialism... the resa#t a high tax burden on the economy and a
deterrent to private enterprise.'

Walsh and Leddin (2000), pp. 34.

A start was made on dismantling tariffs with thgnéng of the Anglo-Irish Free Trade Area Agreement
(1966), which led to the elimination of tariffs eten Ireland and Britain. The phased elimination of
tariffs with European countries was negotiatedaas @f Ireland's accession to the European Economic
Community (EEC) in 1973. Effectively, a return ted trade was made in the 1960's and there is
agreement among most economists that this factderiee most important contribution to turning the
Irish economy around and opening it up to expaitgeowth. Given that as late as the 1950's, almost
90% of Irish exports went to the U.K. ( mainly cistimg of live animals and foodstuffs) and that the
banking systems and financial markets remainedjiated with their British counterparts, it was not
surprising that the growth rate of the Irish ecogamas closer to that of Britain than that of the
continental European countries.

Furthermore, the structure and level of investn@atcountry is a strong determinant of growth and
due to the low savings rate in the 1950's in Ir@aa high proportion of the funds available for
investment was used by the government to build émasd hospitals, resulting in a low rate of
investment in productive assets. In the 1970'srdteeof investment rose, but the government direct
or indirectly controlled it and its productivity wdow. This was to change for the better, with the
incentives introduced by the government to attFaceign Direct Investment (FDI). FDI was to
improve the productivity of the industrial sectmdastimulate the economic growth rate. It is disedgls
below.

As tariffs were dismantled in the 1960's, an elat®system of industrial grants and tax incentives
were introduced. Instead of giving priority to liswned firms willing to substitute for imported



goods, the emphasis of economic policy was swittbexdtracting export-oriented FDI. The Industrial
Development Authority (IDA) was established in 194igh this remit. The incentives used for this
purpose included fixed asset grants, generousatatibwances, export sales tax relief ( introduiced
1958) but then superceded by a 10% rate of tgprafits in manufacturing and some traded services
in 1981. The sectors that were initially earmarf@d-DI were high technology electronics,
pharmaceuticals, chemicals, software and medistaiiimentation to be followed by financial services,
teleservices and high tech food industries.

The success of the IDA is notable as shown indhewing statistics, adapted from Walsh and Leddin
(2000), pp. 40.

» In 1996, it supported 1,040 companies, employing BZ people, accounting for 44% of total
manufacturing employment.

» In 1996, IDA expenditure ( funded by the Irish gowveent and by transfers from the EU
budget) amounted to £136 million, resulting in atqeer job sustained, of £11,920, a
decrease from £24,952 in 1983.

» 1n 1996, sales by multinational companies locateithé Republic, amounted to £13.058
million (30% of GDP). Of this, £12,570 million (9§%vas exported. These firms spent
money on sourcing supplies etc in the Irish econdmyhe tune of 33.7% of their total sales.
This indicates considerable spin-off effects far ttomestic economy.

» Productivity (output per worker) in the FDI sect@snuch higher than in the rest of Irish
industry, but earnings per employee are slightlydo The FDI sector is thus very profitable
and the profits repatriated from the foreign-owsedtor amount to about 5% of the value of
Ireland's domestic output.

By the nineteen eighties, it was however clear tiaexpansion of the role of the state in the eoon
since the nineteen thirties had not promoteddhg-un development of the economy and with an
accompanying attitudinal change in Britain and Aiceetowards the economic role of the state in these
countries, deregulation and privatisation was ohticed. Some Irish state companies (e.g. the hiigh L
Assurance Company, the Irish Sugar Company ) vpeieatised and the monopoly privileges of those
in areas such as health insurance, TV and radadoesting and inter-city bus transport were reduced
European Union (EU) regulations for liberalisatafreivil aviation, insurance and banking have
however, been delayed in their implementation.

The Emergence of the Celtic Tiger Economy of the9B0's

The foundations of the Celtic Tigdeconomy were put in place gradually over the nieetsixties and
nineteen seventies, so reversing the stagnatitmeafineteen fifties. As discussed above, outward-
looking free trade policies, an elaborate systemadidstrial grants and tax incentives disbursedthiey
IDA (to attract foreign-owned export-oriented firnand Ireland's reputation for a highly educated a
a young skilled workforce, all contributed to befpee-conditions, as the nineteen eighties dawned.

Ireland joined the European Monetary System (EMS)979, so breaking the link with sterling, just as
that currency began to be seriously overvaluedmihis fortuitous development, extending all the
way to 1998, the country maintained a competitivehange rate, " through a mixture of good fortune
and good policy management”, Walsh and Leddin (2088 47. In particular since the devaluation of
sterling in 1992, the Irish currency within the EM@&s kept at a level, which enhanced the country's
international competitiveness.

In the first half of the nineteen eighties, thewtto of the economy was weak. Gross National Product
(GNP) grew by 0.2% per year on average in the yE284-1986, compared to an EU growth average

! The phrase "Celtic Tiger " was coined in 1996 byeaonomist, Kevin Gardner, who worked with
London-based stockbrokers, Morgan Stanley Deantéfhivhen comparing Ireland's growth with that
of the successful economies of East Asia. The wdEsapublicised ilNewsweek23/12/1996).



of 1.7% per year. Employment levels fell and the &f unemployment accelerated. The balance of
payments was in persistent and substantial defibie. effects of uncompetitive price performance,
high interest rates and a large and unsustainggi@ imbalance were reinforced by a generally weak
economic environment. The country was facing wsety due to the rising debt/GDP ratimd the
exceptional current account balance of paymenisitiéfhe result was a flight of capital from the
country and a reluctance by foreign firms to lodatkeland.

The policy response to this crisis was constralmethe actions needed to rectify the effects of
inappropriate economic policies of the ninetearesties, which were reactive and driven by an gverl
short-term perspective. These latter policies douted greatly to a public expenditure burden with
substantial carry-over effects up to recent times.

The crisis in public finances reached a peak imtitenineteen eighties and forced radical reactive
change in a range of public policies to containdtigis. The need to meet the criteria in relatmn
public debt, public sector deficits, exchange sttbility and inflation, required for membership of
Economic and Monetary Union under the Maastricleiaty, which Ireland signed in 1992, disciplined
the country's economic policies, finances and btatgeneasures. Moreover, the substantial financial
transfers to Ireland, under the EU Structural ande&Sion Funds, which accounted for circa IRE900
million or circa 2.7% of GNP in 1995, also assisteowth. It is unlikely that the same level of
transfers will continue to be available to Irelafter 1999°

The impact of EU aid is often cited as a reasonrfdand's improved economic performance in the
1990's; the timing of the increased inflows was/\farvourable, because they helped counter the
impact on the Irish economy of the world recessibthe early 1990's. The money was spent on roads
and railways, telecommunications and in aid to sty agriculture and tourism.

This aid was expected to spur Ireland’'s growth aatklead to a convergence in living standards with
the richer EU countries, and Ireland did indeedelthis gap. Economists may debate about whether
foreign aid does really boost investment, as opgphéeeonsumption and about whether its long-term
contribution to growth is non-zero, but Walsh aratitin (2000), pp. 45 note from a recent study that:

a high correlation between aid and investment leas llound among a few small countries
that have received an exceptionally large volumaidf{generally more than 15% of GDP).
Such a high level of aid cannot be diverted fromsu®r which it was provided and is
therefore likely to produce the required efféct.

In 1988, the standard rate of income tax was 35&la@ higher rate 58%; by 1998, these rates had
been lowered to 24% and 46% respectively, andhitesiolds at which they were applied had been
raised in real terms. The reduction in the ratda@ime tax and corporation tax since the mid-1980'
especially in a small open economy, acted as@mntive to economic development. Since the mid-
1980's, Ireland has enjoyed a " virtuous circlenviéister growth leading to lower tax and publictdeb
burdens, which in turn has reinforced the econopgtéormance”, Walsh and Leddin (2000), pp. 47.
Cause and effect may be difficult to disentangbzause faster growth can facilitate tax reductions,
while by the same token, lower income tax ratesawp the incentive to work and additionally, lower
corporate tax rates boost profitability, output,péoyment and growth.

Rapid reductions in the fiscal imbalance were agdefrom 1987. These, together with favourable
international developments, supported a fall irli@st rates and in inflation. Strong economic ghowt
recommenced, averaging 4.5% per year and significaigher than the EU average of 3.0 %.

2 |n 1987, public debt was 130% of national incomarig from 65% in 1977. In 1997, it was less
than 80% of GDP.The Economist, May 171997).

% During the 1980's the level of aid under the Saaial Regional Funds increased significantly and in
the 1990's, a new Cohesion Fund was establishedrtow the gap between rich and poor countries.
Net receipts reached a peak of 7.3% of GNP in Eogiltotal net receipts over the period 1973-1997,
amounted to £21,505 million, an annual average @¥dof GNP. See Walsh and Leddin (2000), pp. 43
for further details.

“ Boone, Peter, "The Impact of Foreign Aid on Sasiagd Growth", London School of Economics,
Working Paper, June 1994,



Employment in the non-agricultural sectors of ther@my rose by an average of 13, 200 per year. In
the private sector, the rate of increase was easterf, at 18,000 per year in the period 1988-1991.
These developments were in sharp contrast to t8&-1986 period when non-average agricultural
employment fell by 5,670 per year on average. Tte,dhese positive developments have been
sustained. Growth in GNP has averaged 4.4.% pemamiuring the period 1992-1995, compared with
an EU-15 average of 1.5% over the same periodcatlafi remains low and the balance of payments is
in substantial surplus. Ireland's annual fiscalaitss now one of the lowest in the EU Member 8sat

a major turnabout from the unsustainably high dsfiwhich persisted for much of the 1980's.

Sensible economic policies and centralised waggatiring? pursued by successive Governments with
the support of the social partners ( trade unitarspers, employers and the community and voluntary
sectors) since 1988, but on a generally more sygterfpasis than was previously the case, have
brought about a fundamental strengthening of tim@wy. A sustained rise in living standards has
been achieved and the gap with the rest of Eurapenarrowed. GNP per capita has risen from 56.3%
of the average of EU Member States in 1980, to%5r21995 ( Forfas Report (1996), pp. 6) and to
111% in 1999 (Sweeney (1999), pp. 56). It is nopssing therefore that the 1990's eventually yéeld

a net migration to Ireland, as some of the bestaiedd Irish who had emigrated in the bleak 1980's,
returned as experienced workers ( see Figure 2).

Over the past fifteen years ( 1980-1995), expaatgetbeen the main driving force of economic growth.
Their impact however, has been eroded by otheigoteansactions, notably interest payments on the
foreign component of the national debt and preifitatriations by foreign-owned enterprises. It is
estimated that because of this "enclave " of fare@vned firms within the national economy, that th
national economy has been transformed -each yeas sbits GDP must go to foreign owners in the
form of remitted profits, so as a result Irelar@NP is about 12% lower than its GDP.

Much of the growth in exports has come from thenktigchnology sectors of industry, generated
mainly by the subsidiaries of multinational comganivhich have successfully invested in Ireland in
the past and have provided a net increase of 130@@&ployment in the course of the past fifteen
years. These firms have also provided a substaimivease in technology transfer and management
know-how to the Irish economy, together with sigraft sub-supply opportunities for Irish-owned
industry. Many of the jobs in traditional, indigers firms disappeared, to be replaced by jobs with
much higher value -added in new high-tech secfosnaller, leaner Irish-owned industrial base
survived and expanded both inside Ireland and abiMvalsh and Leddin (2000), pp. 49.

Over the next fifteen years, the number of newaangr annually to the labour-force is projected to
reduce from 23,000 in 1995 to 21,000 by 2000, @9 by 2005 and to 8,000 by 2010. The general
level of educational attainment will increase. Istveent in R and D, as a proxy for innovation,
although low by international standards, is incirgslowly throughout the economy, and particularly
in the private sector towards the norms of smatleveloped economies. A partnership approach
between employers, trade unions and Governmentage nestraint has continued. This has
contributed to a significant reduction in disrugtimdustrial disputes, moderate wage increases, the
first steps of a moderate tax reform programmeauadall policy stability conducive to investment
decisions. The new organisational structures foustrial promotion are working effectively and
already achieving improved results in promoting Etyment in both foreign-owned and Irish-owned
industry.

Recent economic progress cannot be viewed with @apcy, in view of the quite different
experience for most of the present century. To gdhg extent of progress without looking at
emigration figuresvould be dishonest - see Figure 2 below. In tinfedeep recession and high
unemployment, emigration to the U.S, the U.K. angtfalia, has provided a safety valve for an Irish
economy, when grappling with a burden of debt @aadrsant growth.

® The return to centralised wage bargaining or Naid®vage Agreements (NWA's) in the second half
of the 1980's were an attempt to moderate wagatiofi, as the economic recovery gained momentum.
In return, the government promised reductions éome tax, improvements in social benefits -for
example see the Programme for National Recove88:1990), Walsh and Leddin (2000), pp. 46.



Figure 2. Net Emigration from Ireland, 1850-1998.

1850's (gross outflows ) 800,000
1860's (gross outflows) 697,000
1870's net outflows 502,000
1890's ditto 396,000
1900's ditto etc. 262,000
1910's 116,000
1920's (estimate) 136,000
1930's 101,000
1940's 250,000
1950's 409,000
1960's 135,000
1970's (104,000)
1980's 208,000
1990's (20,000)

Extracted from Sweeney (1999), pp. 37. based orr&leStatistics Office and NESE1991) reports.

Since the Famine ended in 1848, a gross total@f® million people have left in over 150 yearghw
the net figure being over 450 million. In the 1$5@migration was extraordinarily high at 409,000
(out of a population of 3 million people) peopleigrating between 1951 and 1961, compared to a
population of 6.5 million people in eighteen fikie

Between 1986 and 1996 alone, emigration amountetbte than 180,000 people, with a huge exodus
between 1986 and 1991. Population growth resum#étki 1990's and is now estimated to be running
at 1% a year. If this is maintained, the popalatwill reach 4 million by the year 2010, Walsh and
Leddin (2000), pp.23. Even with this massive losgopulation, the rate of unemployment had
remained higHf,at 12.9% (1995) of the labour force, compared aittEU average of 11%. In 1996,
more than 60% ( of the unemployed total ) had hewmployed for more than a year and over 41%
for more than two years.

Over the next 15 years ( by 2010), the governmésties to more than halve the present rate of
unemployment to about 6% and to reduce the nunmtdeng term unemployed from 127,000 in 1995
to no more than 50,000 in 2010. It also wishesitodase living standards in terms of GNP per capita
to achieve average EU-15 levels and raise thetgudliife.

Sustaining the economic and social achievemergadyrgained so far and reaching the ambitious
objectives set out above by the year 2010, willhexjadynamic enterprise culture and the further
evolution of public policy for enterprise promotjdogether with a consistent and systematic
implementation of these policies over time.

The Contribution of the Enterprise Sector to the lish Economy:

The enterprise sector is defined as the set dfidoiwned and foreign-owned enterprises, based in
Ireland, engaged in the manufacture of productmdhe provision of marketable services.

It has been central to achieving a level of scam economic progress in future years, greaterttiatn
achieved in the past. The sector has faced ungeeted change due to two impacting forces - the
presence of technological evolution and the intiionalisation of competition.

The manufacturing sector in Ireland is dominated synall number of sectors ( chemicals, computers,
instrument engineering and electrical engineeramgpunting for over 50% of manufacturing output
(gross value added). The indigenous sector (igh bwned) accounts for one third of gross
manufacturing output but about 53% of manufactugngployment. (NDP (2000), pp. 37). The

® The figures are all for the island of Ireland U824, after which they are for the Republic of
Ireland.

" The National Economic and Social Council (NESC).

® The unemployment rate peaked at 17.1% in 198@tendet emigration rate at 1.25% in 1989.
Walsh and Leddin (2000), pp. 27.



indigenous sector is said to be less productive tha foreign owned plants, with gross output per
person in Irish owned manufacturing plants beinguald5% of that for workers in foreign owned
plants. The average size of plant in terms of persmployed is about 5 times greater in the foreign
owned plants, than in the indigenous ones. Theérdius firms tend not to be engaged in the
production of high-technology products or use higthnology processes, devote very little resources
to research and product development and are théndatrsources of employment in the less
developed regions of the Republic.

While most of the traditional indigenous firms tleaberged under the umbrella of protectionism have
contracted or gone out of business, a core of gthash firms have survived and expanded. (Walsh
and Leddin (2000), pp. 41). Firms such as Sm@RH, Ryanair, Kerry Group, Guinness Group,
Fyffes, Glen Dimplex, Waterford-Wedgewood, Watedf@rvonmore, Independent Newspapers have
become increasingly multinational by nature, irirtbbevn right and non-Irish investors own signifitan
proportions of their equity. Thus, the Irish ecoryohas become to some extent internationalised, in
sharp contrast to the largely self-sufficient, eraign- drained, inward-looking economy of the
nineteen fifties.

The growth in employment and in output has lardpegn in the enterprise sector and specifically, in
the internationally traded sectbrThis can be seen in the following chart - FigBre

Figure 3.

Sector of 1989 1995 1998 % Change
Employment 1989-1998
Agriculture 162,000 142,000 129,000 -20.3%
Manufacturing:

Irish 120,169 129,230 139,687 +16.2 %
Foreign 93,266 110,666 124,480 +33.5 %
Internationally

Traded Services

Irish 4,135 7,705 14,881 259.9%
Foreign 5,482 15,001 31,441 473.3%
Local Services 608,383 729,294 847,678 +39.3%
Total Services 618,000 752,000 894,000 +44.7%
Other Industrie$ | 95,000 105,000 170,000 +80.8%

Of the increase of 24% in manufacturing jobs (pe&in increase of 51,000, from 213,000 in 1989 to
264,000 in 1998), foreign companies provided 61d%his increase (31,200 jobs) and Irish- owned
companies provided 38.5% (19,500 jobs). Irish-owimeldistry consists almost entirely of small and
medium-sized enterprises.

There is a difference in the export propensityngiggenous manufacturing versus foreign firms. The
Operational Programme for Industrial Developmer&4t9999, on pp. 28/9, reported that in 1990,
"only one-third of all indigenous firms were expog compared to 86% of non-indigenous firms".

The Forfas (2000) report, pp.vi also states

° The internationally traded sector includes ad#sisuch as information and telecommunications,
software, training, financial, healthcare and desigd entertainment services.

19 Other industries include mining, quarrying and production; building and construction;electricity
and gas and water.



'the export propensity of Irish-owned industry rémsasulnerably low and highlights the need forhris
owned companies to develop non-traditional expauntkets, particularly if they are to build the scale
of operation, needed to compete in an increasigiglyalised environment'

Most indigenous firms are in the traditional mamtifising industrial sectors, such as food, clothand
footwear, timber and furniture, paper and printiclgy products, metals and engineering, whereas
foreign firms predominate in drink and tobaccotfiteg, chemicals, and in the services area, they
predominate in electronics (software developmedtlmardware production), telemarketing and
international financial services.

The Operational Programme (OP) also notes on pphablrish -owned companies must focus on
improving their competitiveness, before they campete successfully on a long-term basis, with
international firms both on the domestic and onceixmarkets. The policy effort will be directed at
firms in those sectors where "improved competitegmnis expected to yield most in terms of incréase
output, value added, profitability, employment avehlth generation in Ireland”, The deficiencies of
indigenous industry noted in the OP, on pp. 36ewesearched by Deloitte and Touche consultants
and were identified as relating to marketing, tedbgy, skills and finance.

The economic policies that guided the growth treaquizarent in Figure 3 above are reviewed in the
next section, by means of a content analysis ofitbandbreaking Culliton Report (1992) and of the
two most recent Forfas reports, of 1996 and 20@0tlae National Development Plan (2000). Forfas is
thepolicy advisory and co-ordination body for induatrdevelopment and science and technology in
Ireland. It is also the body in which the State's legal pewer industrial promotion and technology
development have been vested. Two other bodiesimgtt the Forfas policies, namely Forbairt, a
state body for the promotion fdigenous industrand the Industrial Development Authority (IDA
Ireland) is the state body responsible for the potbon ofinward investment by foreign firms

Much remains to be done, to improve the size amfibpeance of indigenous industry, to international
standards.

Review of Culliton (1992) Report

The Culliton (1992) Report was a review of the igitiial policy of tax breaks and grants and of the
outcome of the FDI policies of the IDA, during thimeteen eighties. At the time of writing the
Report, unemployment stood at roughly 260,000 pedalrthermore, the spending approach of the
1980's had not tackled the problem of unemployntarit|eft the Government with a legacy of debt
and growing interest payments.

Instead of trying to create jobs directly througtge-scale spending programmes, the Report was
radical in suggesting that the approach had togdhémone of creating trenditions in which ability
and enterprise could be translated into employnegpiortunities. It provided a frame of reference for
the subsequent Forfas report of 1996. The maimmesendations of the Culliton Report in regard to
the promotion of economic development were to redetiance on tax breaks and grants and put
greater emphasis on creatinéagourable cost and production environment for frin particular, the
latter involved four pillars :

» the formation and evaluation of policy needed aabes strategy, to take account of all
relevant factors, including taxation, infrastruetueducation and training

» the need for more market-led and production-oreteterprise

» the need to build Irish industrial performance ational sources of competitive advantage

» the need to deliver industrial policy interventiang more integrated and cost-effective
manner

A recognition of the crucial role that economicpaxistrative and infrastructural environment could
play in the development of the enterprise sectakathanew broader approacto industrial strategy
in Ireland and this change was first called fotha Culliton Report and later referred to the



Government's new approach to industrial policyhiem ©perational Programme for Industrial
Development 1994-1999, pp. 4 :-

The formation of industrial policy will in futureencompass all areas of public policy which
have a significant impact on the creation and neaiahce of competitive enterprises in the
industrial sector, including internationally tradiservices in Ireland. These include not only
the traditional instruments of policy in the formdirect incentives and advice from State
agencies but important areas like : taxation, siftecture (ports, roads, telecommunications,
postal services and environmental services), ettucahd training, competition policy and
monetary, fiscal and Government budgetary poligexserally.

No simple policy action could ensure a quick arglyesolution to the problem of unemployment; there
was a need for a structured effort to improve fifiecéveness of the economy and to promote active
involvement in enterprise throughout the economygtiblic and private sectors alike.

The Culliton criticisms of the generous tax andngs package, which was the main focus of previous
industrial policy, led to a subsequent reductiostate aid for FDI ( through cuts in fixed assetnys

and tax concessions) so that the level of statpatiper job created, fell steadily and is now lgnsm

the EU average ( Walsh and Ledden (2000), pp. B@lso recommended a decisive shift by State
agencies to equity and venture capital financéherahan grants, for indigenous industry. THis, t
authors claimed, should foster a more market-fetoduct-oriented indigenous enterprise, rather
than encouraging a hand-out mentality, CullitorS@) pp. 10.

The Report states on pp. 22 :

in an attempt to boost economic performance ovey#ars, the proliferation of tax breaks
and grant assistance has had some unintendedveegiali-effects, on the structure of
industry, on the level of Government borrowing amdthe self-reliance of Irish entrepreneurs.
In particular, the competitive edge of Irish indydtas been blunted as effort and energy have
been distracted from the proper emphasis on sethimgnarket and on achieving high
productivity, into maximising the grant or tax béhelax avoidance and grant maximisation
are directly unproductive activities or "rent-seeKiin the economists' jarggrar excellence

. tax reform and a reduced emphasis on indligtdats ... should help focus
entrepreneurial effort.

Culliton Report (1992), pp. 22.

An important factor in entrepreneurial effort istlit involves taking risks and therefore the ploitisy
of failure, in that many risky ventures fail. Apdmvm the above-mentioned point that too littleoeff
was going into directly productive activities, tReport also mentionedaaltural factor, namely a
negative Irish attitude towards enterprise andgarst attaching to business failure :-

Our experience leads us to conclude that an impotastacle to progress on this front is the
negative attitude towards enterprise that is pextah the country. An important example is
the attitude to industrial start-ups and what well@erceive as a deep-rooted prejudice
against failure in business. The stigma that aéac¢b a failed enterprise very often inhibits
the individual from ever trying again. We find thgscontrast unfavourably to attitudes in, for
example, the United States - where many emigramte Bhown that to be Irish is in no way
inconsistent with an entrepreneurial flair. In theited States, not only is business success
respected, but the unsuccessful entrepreneur, @ftisas to accept defeat, is given due respect
- and represents indeed a kind of folk hero.

Culliton Report (1992), pp. 22.

IDA policy had in the past been directed at captyforeign high-tech and pharmaceutical firms and
persuading them to invest in Ireland. It was thdubat as these segments were international growth
areas or "winners", that linkages would form betwéhe high-tech foreign multinational's Irish
branch and local indigenous suppliers. Governmep¢eations that domestic firms would supply
most of the service inputs required by the foresgmed firms, did not materialise and most of the
foreign firms sourced most of their materials aldraad "it is only a mild exaggeration to say thaisin
of the newer foreign firms operate [in the Repytdis an industrial enclave”, Culliton (1992), pf. 3



As a policy response to this situation, the redugredht-aid budget was to be re-focussed on promotin
clusters of foreign and indigenous firms in nicbésational competitive advantage. The logic was
that it was better to promote industry segmenthvibuld yield sustainable national advantage, than
to simply make the choice based on the criteriobrinfging in high-technology "winners".

The high-tech and pharmaceutical "winners" didmdltd on pre-existing Irish strengths or natural
advantages. From this perspective, " the disapipgitinkages that have resulted with pharmaceutical
and electronics were not surprising” , Culliton423® pp. 74.

Industrial development in successful economiesulsaally been preceded by the development of
clusters®. First, one industry emerges from the local envinent; soon supplier industries develop to
serve it. Investment in education, training, R &nand infrastructure reinforce the process. As
expertise further develops, it is spread to othdustries that require similar skills, technologesl
infrastructure. This process of growth and sucoéasdividual firms spills over to other firms and
related industries. More effective linkage betwtdenlead firm in the cluster and other small-scale
suppliers should follow. There were also regidmadlications from this cluster policy, as a region
with educational institutes and good infrastrucitwald more readily foster a new cluster of firrms,
geographical proximity to these institutes; suabxpnity often could be decisive to the success of a
cluster.

The cluster policy recommended in the Culliton (2PBeport has already been a success in other
European countries and on pp. 73, several exam@es quoted. Most of Denmark's world class
industries relate to agriculture. It is competitimebarley, beer and fermentation equipment, imydai
products and in dairy processing equipment, inlinsand industrial enzymes, which are relatedo it
agricultural industries. The Swiss and German phasutical industries both came out of the
corresponding dye industries and the Swedish atidritpackaging machinery industries grew up
near, or were closely related to, the food proogssidustry in each nation.

A Review of the Forfas (1996) Report

Based on Central Statistics Office (CSO) data,ratyais of GDP by sector in 1960 can be compared
to GDP by sector in 1994 as shown in Figure 4 beldve nature of trade, work, employment and
production has changed , because the industriabamnitces sectors accounted for over 90% of ndtiona
output in 1994, compared with 75% in 1960. Inte fiture, the determinants of economic success
will be different to those that were relevant ie fhast or those that were required as at 1994.

Figure 4. Sectoral Composition of GDP 1960 versuL.994.

1960 1994
Agriculture 25% 9%
Industry 30% 38%
Services 45% 53%
Total GDP IRE8,313m (at constant 1994 prices) £8R,831m. (at constant 1994 prices)

Forfas (1996), pp. 3.

Forces of change that are international and evavedjin character will impact upon Ireland's
enterprise sector over the next 15 years and hese identified in the Forfas Report (1996), pp:-15

The impact of technological change.

Trends in the international pattern of economicalig@ment and trade.
The structure and organisation of the workforce.

The pattern of demographic change.

The movement towards EMU.

VVVVYVY

1 See for example some research evidence of tliagabson, D. and Mc Donough, T. (1996/97).
"Irish Industry. International Trade and Europeategration”, Dublin City University Business School
Research Papers, No.27, pp.6-9..



» The competitiveness of the Irish economy.

Wisely, the steering committee for the Forfas Reff#96) concluded that there was a need for a
longer-termframework for the development of economic and gmise policies for the next 15 years.
The framework required was one that

systematically monitors and anticipates changéisdrglobal markets in which Ireland
competes and that identifies the actions requimguliblic policies to support the
competitiveness of thenterprise sectoin the face of these changes. A reactive apprtach
domestic and external forces of change as theg aiiisnot be adequate in future, if the
economic and social progress of recent yearshe tsustained over the prolonged period
necessary to deal decisively with the unemploymesiblem and to continue closing the gap
in living standards with other EU countries.

Forfas Report (1996), pp.9.

Following a wide consultative process, consensusr@ached on a proposed 7-point long-term
strategy for enterprise promotion.

Forfas (1996) 7-point Long-Term Strategy for the deelopment of economic and enterprise
policies for the 15 years to 2010.

» Recognise fully the importance of thervice sectoin the generation of employment and in
the development of an enterprise culture.

» Transform Irish industry so it can innovate, reipos and compete.

» Bearing in mind the competition for inward investihedevelop Ireland's attractiveness for
this, in terms of skills availability, infrastruciand incentives.

» Achieve a reform of the tax system and in natiateddt, so as to promote private enterprise| by
establishing an environment conducive to innovaéind commercial risk-taking.

» Undertake a major drive to raise the skills profifgoeople through education and higher
investment by firms in training and human resouteeelopment.

» Introduce measures to support an Information Sypciet

» Take early and decisive action to provide a wottbss transport and logistics infrastructure|in
Ireland

Forfas (1996) Executive Summary, pp.2.

Review of the Forfas (2000) Report

Unprecedented high growth rates in the period 12888 with average GNP growth of about 7.5% per
annum in real terms, an increase of 370,000 imtimbers at work and an unemployment rate of only
6% in 1999, compared to 15% in 1993 provided trekdap to the Report.. The Government deficit
was 2.3% of GDP in 1993 and the debt to GDP ratis 93.1%. The deficit fell between 1994 and
1996, while the budget has been in surplus sin@8.18s a result, Government debt fell to 56% of
GDP in 1998. NDP (2000), pp. 27. The country i&rmxperiencing significant net inward migration,
with the population growing at almost 1% per anrasya result. (Forfas Report (2000), pp. 4.

As a small open economy, Ireland is more exposaa tither economies, to changes in the
international environment. While the external eaoimenvironment has been relatively benign for the
past decade, this cannot be assumed for the flNlajer changes in technology, markets and business
models will lead to considerable structural chariggke decade ahead. Ireland will be particularly
affected by these changes as it is highly depermieitdustries such as information and
communications technologies, pharmaceuticals, iemie, food and internationally -traded services,
where the greatest changes are expected.

These changes include the use of e-business aedlnformation and Communications Technologies
(ICT's). World trading systems are also being timmsed with the virtual elimination of tariffs, the
gradual opening up of service sectors to internaticompetition and the increasing ability of even



small operators to service global markets, esdgaidth the aid of e-business development. This
emerging new business model is leading to a netenpadf international investment, with corporations
selecting the best location for each particulaivigt rather than necessarily putting integratedj@cts
in a single location. It will also lead to a newfid#ion of peripherality - integration into global
information networks will increasingly measure aictry's accessibility as much as its links to trade
routes and physical market access. Ireland's antry\EMU in 2000 re-inforces the need to remain
competitive, since the option of adjusting excharages to offset short-term losses in competitigsne
is now no longer available. Responsibility for mtamg policy has been transferred to the European
Central Bank (ECB). Greater flexibility will be remed in the economy as a whole and prices and
wages must be more responsive to changing econmmititions and fiscal policy must seek to offset
excess demand in periods of strong growth and stigpmwth in less favourable times.

There will be a decline in E.U. Structural Fungsorts for Ireland, as it embarks on a new century,
because of the progress achieved in the last dettate will also be greater competition from Easte
Europe for mobile FDI funds. The advent of the &riguropean Market led to significant growth in
investment into Europe, particularly from the U.S..

In the period 1986 to 1991, FDI inflows into Eurapeeraged $63.2 billion with an average of $368
million invested in Ireland (0.6%). By 1997, inflevto the EU had risen to $108 billion, of which
Ireland took $4.15 billion (3.8%) ... in particuleland has been successful in recent years at
capturing up to 20% of U.S. manufacturing FDI petgento the E.U. (Forfas (2000),pp.13)

Forfas (2000), pp. 21, anticipates the future ¢féthese changes on the Irish economy:

the emergence of global value chains will fadiéitthe relocation of low

value-added, low-skill manufacturing and mobilevems jobs to lower wage countries. This
will increase the rate at which existing jobs a®t,| not just in "traditional” sectors, but also
within what are today perceived as high-technoleggtors. The jobs that will replace them
will be knowledge-based, requiring highly-skilleneative and flexible people, in operations
that are managing global value chains and thaglaiteally competitive. These jobs will be
located only where there is a high-quality commatians infrastructure, competitive
services, and an environment that is attractiveréative people.

A Role for Services in the 2% Century.

As Figure 3 shows, the growth in employment andutput has largely been in the enterprise sector
and specifically the internationally-traded sergisector. Services comprise local services and
internationally traded services, as per Figurd8tween 1992 and 1997, productivity in manufacwrin
grew by 41.2%, whereas that in services grew by br3%. Forfas (2000), pp. 27 noted that in 1997,
the average GDP per person engaged in the ovemibeny was IR £26, 260, at constant prices, but in
manufacturing it was IR£46,410, in services it WR621,040 and in agriculture, IRE17,700. Service
exports comprise 11 % of total exports, while irs&ia it is estimated at 42% and in Denmark at 21%,
Service exports have grown in recent years, prigndriven by the growth in software exports and
other internationally- traded services exports.

Services remain the largest part of the Irish eagnand the main source of employment growth, but
are more labour intensive than other industry sectolicy must focus on realising the full potahti

of the services economy for further employmentdpmtivity and export growth. Regulatory reform
and increasing competition in all services markeeguired’?

The Forfas (2000) Report on pp.10, mentions a paliift in the support provided to projects and
firms (in all sectors) by development agenciesyft'capacity building” support (i.e. financial gt

12 Many services markets remain sheltered from imtiiznal and in some cases, effective local
competition, so "this may be a factor in the lowells of internationalisation of Irish service pradeis

and lower productivity; similarly while open markmtlicies have been pursued over the last twenty to
thirty years in most industrial sectors, high levet market regulation remain in a number of key
business and consumer services markets." Forf@))2pp. 35.



for capital investment and employment grants) spability building” support (i.e. support for
management development, training, marketing anebrel and development).

In the case of Irish-owned industry, the developnagencies will work to overcome inherent
weaknesses, including lack of scale, low levelgrotess and product development, low
levels of participation in high-growth activitiggoor design and innovation capability, and
relatively low export propensity. The identificatiand support of high-potential start-up
firms in different areas of the country will be arficular focus of promotional activity.

In the case of foreign-owned industry, the ageneiéigoromote both new, high-quality firms
and the development of foreign -owned enterpritesdy located in Ireland that provide high
value-added employment in manufacturing, servicesRand D activities.

Forfas (2000) Report, pp.10

A Possible Research Agenda

It would be an interesting research exercise tofees cultural difference between the U.S. and
Ireland in regard to attitudes to business stast-tipk and business failure among university sttgle
from which cohort many entrepreneurs eventuallyrgeeThe research could then be extended into a
pan-European study, to test whether Irish univeitdents studying a Business degree, would have
different attitudes to business start-ups andttisk say Danish, German or French university stisden
of business degrees, assuming that the studengsdmiy been educated in their home country.

The existence of many links between Irish, Northe&ican and European Business Schools, allows for
the exchange of students on Business degrees, dretivese schools, to form multi-cultural universit
classes and as such, could provide a convenierniledar contrasting those students educated solely
in a university in their home country, with thoskieated in a university in their home country ad we

as in a foreign university. Does this variatioregfucational experience and exposure to anotharreult
influence the student's attitude to starting ujir then enterprise and to the risks attaching toesam

It might also be possible to research the quesito whether Irish students who have gained
accounting, business or law degrees, eventualystte greater proportion of new Irish-owned
enterprises or whether Irish students who haveegascience or engineering degrees, in fact out-
perform their non-scientific counterparts in entegeurial endeavour.?

Conclusions - Towards the Future :

Over the first sixty-four years of Independence22-9 986), little progress was made towards closing
the gap in living standards between Ireland anditier countries of Europe. It is clear that tleeipd
since 1986 has been unique in Irish history, bexaeser before did so many favourable factors
combine and make it possible to attract a stedfttywrof high-quality FDI. The inflow of new firms
transformed the country's economic base and raiggarts, productivity, living standards and
employment to heights that could never have betnipated in earlier decades.

In the period to 2010, the enterprise sector wafittihue to be " the main engine of economic growth"
Forfas (2000), pp. 24. The forecasted annual fageawth in GNP over the period 2000 to 2010, will

average 5% per year, compared with almost 8% et hetween 1994 and 2000. In order to achieve
these growth rates,

» the level of employment in the internationally-tealdsector of the economy ( manufacturing
and internationally-traded services) needs to amzdrom an estimated level of 310,000 in
1998 to 400,000 in 2010.

» employment in locally-traded services should inseefiom an estimated 847,000 in 1998 to
over 1,150,000 in 2010.



As Ireland embarks upon the2Century, it must avoid a dependant mentality :rtfwst productive
sector in the Irish economy is composed of depdro@mches of foreign multi-nationals as opposed
to the indigenous sector, which is less produdive less dominant. This situation cannot be allowed
to continue. Irish indigenous industry must seekdoome more competitive, through cost reduction,
quality improvements and improved product techngliogexisting firms and segments and move
progressively into higher productivity industriesdasegments. A national evolution in home-managed
firms, with deep roots in the Irish economy, to timational status must be encouraged.

To manage this transition, the lessons of Irismeatc history briefly profiled in this chapter, aae
indication that "policies will matter."
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