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Foreword

This review of industrial performance and policy by
my Department provides an analysis of the evolution
of the Irish economy, enterprise sector and enterprise
environment over the past decade, and also contains an
account of the policies and programmes of the

enterprise development agencies.

Great progress was made over this period in tackling
the problems of unemployment and emigration and in

raising per capita incomes in Ireland to a level above

the European Union average.

The environment for enterprise, globally and domestically, is now markedly less favour-
able than in the boom years of the late 1990s. In this changed context, the challenge is
to consolidate our recent gains while we seek to lay solid foundations for longer-term
prosperity.

As the Review makes clear, we should not underestimate the scale of this challenge. A
number of the factors that underpinned the advances of the past decade — such as a
large-scale labour surplus and a relatively low-cost environment — are increasingly less
applicable. We have a good deal of ground to make up if we are to match the record

of the best-performing economies in key areas such as innovation.

This Review examines the evolution of enterprise policy, but does not set a new direc-
tion for policy or propose any specific policy changes. As the example of the Culliton
Review Group of the early 1990s shows, policy formulation in this field benefits greatly
from the involvement of experienced businesspeople and persons with business-related

expertise.

With this is mind I recently established an Enterprise Strategy Group under the chair-
manship of Eoin O’Driscoll to advise and make recommendations on enterprise strategy
for growth and employment in the period to 2010. This Review of Industrial Perform-
ance and Policy will be a valuable contribution to the work of the Group and to the

wider debate on this vital topic.

g brir

Mary Harney T.D.
Ténaiste and Minister for Enterprise, Trade and Employment






Executive Summary

Preface

This Review has been prepared in compliance with section 13 of the Industrial
Development Act 1993 which provides for the preparation of triennial reviews of indus-
trial performance and policy. It follows previous reviews such as Shaping our Future
(Forfas 1996), Growing our Employment: Sharing our Growth (Department of Enterprise,
Trade and Employment 1997), and Enterprise 2010 (Forfas 2000).

The Review contains a detailed analysis of the main facets of enterprise performance
in recent years. Though it surveys policy developments, it does not enunciate any
major policy changes or set out a new direction for enterprise policy. The Tanaiste
and Minister for Enterprise, Trade and Employment has recently announced the
initiation of work on a new medium-term enterprise strategy. The strategy is to be
prepared by an expert group chaired by Mr Eoin O’Driscoll and supported by Forfis
and the Department of Enterprise, Trade and Employment.

Chapter 1 — Enterprise Performance and Policy in Ireland

Chapter 1 examines the intertwined evolution of the enterprise sector and enterprise
policy in Ireland. It outlines how membership of the European Union and the adoption
of an outward-looking, export-oriented enterprise strategy contributed to the progress-
ive modernisation of the Irish enterprise sector. Though this did not provide a basis for
sustained growth in incomes and employment in the 1970s and 1980s, the 1990s proved
a period of remarkable economic expansion that saw the Irish economy double in size.
Since 2001 the downturn in the global economy and the effects of a prolonged period
of record growth on a number of dimensions of competitiveness have created a climate

of greater uncertainty and challenge.

Under the impetus of the Culliton Review Group on Industrial Policy which reported
in 1992 and other influences, the key development in enterprise policy over the past
decade has been the progressive shift from a narrow approach based on the provision of
subsidies to firms and sectors towards an approach that emphasises the critical importance

of the broad environment for enterprise.

Chapter 2 — The Era of Record Growth and After

Chapter 2 considers the period of record growth during the 1990s and the onset of
slower growth from 2001. It identifies a number of key factors underpinning the excep-

tional growth performance of the 1990s, including:



External
The positive effects of the growth in global trade

and the expansion of the US economy.

The growth of foreign direct investment globally
in the 1990s, and in Europe under the impetus
provided by the Single Market.

Broadly favourable exchange rate trends up to

Domestic

The strategic policy decisions to improve human

capital and encourage foreign investment.

The enhancement of the enterprise environment
created by reform of the public finances,
reductions in taxation, and wage moderation

under the partnership agreements.

Demographic trends that ensured that labour

2002. supply did not act to limit growth potential.

While the Irish economy benefited in the 1990s from a conjunction of favourable
national and international trends, it now faces the challenge presented by a confluence

of less favourable conditions at home and abroad. These include
* Rising costs across a range of factor inputs;
» Significant appreciation of the euro against the dollar and sterling;

» Continued uncertainty in global markets and consequent damage to investor

confidence;

* Increased competition for foreign direct investment from Central and Eastern

Europe, Scandinavia, and Asia.

Chapter 3 — The Enterprise Sector in Ireland

Chapter 3 profiles the main constituents of the enterprise sector in Ireland: (i) foreign-
owned enterprise in manufacturing and internationally traded services; (ii) Irish-owned
enterprise in manufacturing and internationally traded services; and (iii) the domestic

services sector.

Foreign-Owned Enterprise in Manufacturing and International Services

Foreign-owned enterprise plays an important part in the Irish economy, accounting for
three-quarters of manufacturing output, nine-tenths of manufacturing and services
exports, and around half of total employment in manufacturing and international ser-
vices. Much of the sustained growth in output and exports of the 1990s was accounted

for by overseas firms — and US firms in particular — in high-technology sectors.

The foreign-owned sector in Ireland has undergone a major evolution over the past
two decades, and now numbers most of the leading global companies in the ICT and
chemicals/pharmaceuticals sectors. Important new fields of activity have emerged in the
areas of international and financial services, and an advanced biotechnology industry is

now emerging. The educational levels of employees in the electronics and chemicals



sectors in Ireland compare favourably with those in other EU member states, while a
growing number of foreign-owned firms have gradually added strategic corporate func-

tions to their Irish operations.

With some important exceptions, however, much of the foreign-owned sector is, by
global standards, still positioned at a relatively low point in the value chain. The research
and development, marketing and other capabilities that underpin the competitive
strength of these enterprises are not for the most part located in their Irish operations.
Research and development spending by foreign-owned firms in manufacturing and
international services grew from €228m. in 1993 to €598m. in 2001, more than doubl-
ing in real terms. This lagged the exceptional output growth among these enterprises
and, expressed as a share of output, R&D spending halved from 1.2 per cent to 0.6 per

cent over the period, well below the level in leading advanced economies.

An analysis of enterprise survival rates among grant-aided overseas and indigenous firms
that commenced operations between 1980 and 1994 revealed that foreign-owned firms
were more likely to be still in existence in 2000 than their Irish-owned counterparts.
From 1981 to 2000, the rate of job loss in manufacturing and international services firms
was consistently higher in Irish-owned firms. In 2001, the rate of job loss in overseas
firms exceeded that in indigenous firms, while in 2002 it was similar. In view of the
greater resources and market power of foreign-owned firms, however, their survival and
job retention rates could reasonably be expected to be higher than those of domestically-

owned businesses.

The expansion of foreign-owned enterprise during the 1990s led to a substantial increase
in their spending on domestically-sourced goods and services. This totalled €11.76bn.
in 2000, with the expenditure of foreign-owned manufacturing companies on goods
and services purchased in Ireland exceeding that of indigenous manufacturing firms for
the first time. Between 1991 and 1999, the Irish share of materials’ purchases by foreign-
owned manufacturing firms rose from 31.4 per cent to 43.7 per cent. Though the
companies supplying goods and services sourced in Ireland include some foreign-owned
firms as well as many indigenous ones, this is indicative of a greater integration of
overseas firms into the Irish economy and an improved performance by Irish sub-

suppliers.

Indigenous Enterprise in Manufacturing and International Services

Following a difficult decade in the 1980s, the 1990s saw a notable turnaround in the
performance of the indigenous enterprise sector. Most sectors recorded steady output
growth and strong employment growth. Though there was a modest increase in the
number and employment share of large and medium-sized indigenous manufacturing
establishments during the 1990s, Irish-owned enterprise remains predominantly small in

scale. As productivity, export propensity and investment tend to increase in line with



firm size, there remains a need for enhanced scale among domestically-owned
enterprises. A study undertaken for Enterprise Ireland indicated that productivity in
indigenous manufacturing firms was below that in the majority of other countries

surveyed.

The performance of different sectors of Irish-owned enterprise showed significant vari-

ation over the past decade:

* Food, drink and tobacco remains the largest sector of indigenous manufacturing
industry, but its output share fell from 56 per cent in 1991 to 43 per cent in 2000,

while its employment share declined from 29 per cent to 26 per cent.

» Employment in indigenous metals and engineering firms increased by over 40 per
cent between 1991 and 2000. Though the majority of these jobs were in low-to-
medium technology activities, there were significant increases in employment, if
from a low base, in high-tech sectors such as electronics, medical devices, and

pharmaceuticals.

* The most impressive growth performance came from indigenous firms in inter-
national and financial services. These recorded a more than fivefold increase in
employment from 4,469 in 1990 to 25,583 in 2001. The software sector registered
particularly strong growth, with the number of firms increasing from 290 in 1991
to 770 in 2000, while employment grew from 3,800 to 14,000 over the same
period.

The emergence of high-tech niches in the indigenous enterprise sector contributed to
a greater commitment to research and development. R&D spending by indigenous
manufacturing and international services firms more than doubled during the 1990s,
increasing from €118m. in 1991 to €281m. in 1999 to €318m. in 2000. The share of
output devoted to R&D by Irish-owned firms in these sectors rose from 0.7 per cent
in 1993 to 0.9 per cent before falling back to 0.8 per cent in 2001. The number of
indigenous firms spending €1.3m. or more on research and development grew strongly
from 25 in 1997 to 43 in 1999 to 46 in 2001.

The main features of the export performance of Irish-owned firms in the 1990s included:

¢ Indigenous manufacturing exports rose from €4.3bn. in 1991 to €6.7bn in 2000;

¢ The export sales of indigenous services companies grew strongly, reaching €1.7bn
in 2000.

* In the second half of the 1990s, export growth tended to lag the rise in output
and the share of output accounted for by exports fell from 35.9 per cent in 1995
to 31.3 per cent in 1999, before increasing to 33.2 per cent in 2000.
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* The proportion of indigenous manufacturing exports going to the British market
declined slightly from 41.9 per cent in 1991 to 40.2 per cent in 2000, while the
share going to other European Union member states rose from 28.3 per cent to

33.8 per cent over the period.

A striking feature of the performance of indigenous enterprise in the 1990s was the rapid
growth in outward direct investment — this rose from an average of around €400m.
per year in 1988-93 to an annual average of €4,150m. in 1998-2000. Though the bulk
of this investment came from large established firms in manufacturing and banking, a
number of newer technology firms also began to make significant overseas investments

in this period.

The Domestic Services Sector

While the 5,000 or so manufacturing and international services enterprises supported by
the enterprise agencies are critical to our economic performance, they represent a rela-
tively small proportion of the Irish enterprise sector. Though authoritative data on the
number of enterprises are not available, VAT and income tax registrations suggest that

there are in the region of 250,000 businesses in Ireland.

The 1990s saw strong growth in the number of domestic services sector businesses. The
number of employers registered with the Revenue Commissioners rose by over 50 per
cent from 114,471 in 1991 to 176,051 in 2001, while the number of businesses registered
for VAT increased from 117,817 in 1990 to 204,032 in 2000, an increase of 75 cent.
The great body of micro, small and medium enterprises in the services sector made a
major contribution to the record jobs growth of the second half of the 1990s, with
almost 60 per cent of the increase in employment between 1994 and 2002 occurring in

private sector services.

Over the period from 1995 to 2000, Ireland recorded the second highest level of new
business births in the European Union. The rate of new business generation and the
findings of OECD studies of regulatory barriers to entrepreneurial activity suggest that
the environment for enterprise formation in Ireland was a positive one in this period.

Ireland compares less well however for entrepreneurial activity among women.

Chapter 4 — The Enterprise Environment in Transition

As the period ahead is set to see a progressive slowdown in the rate of labour force
expansion, productivity growth will be critical to future increases in output and living
standards. Productivity depends on both the value of a nation’s goods and services and
the efficiency with which they can be produced. The challenge for enterprise policy
and the enterprise sector in Ireland is both to produce goods and services more efficiently

and to increase the value of the goods and services that we produce. Achieving these
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improvements in value and efficiency will require the complementary strengthening of

business enterprises and the business environment.

The need now is to ensure that we have in place a business environment and infrastruc-
ture capable of ensuring that we can sustain our position as one of the best performing
economies globally in the long term. The scale of this challenge should not be underesti-
mated. The results of European Union and OECD benchmarking analyses of the per-
formance of different economies on a range of indicators related to economic perform-
ance and enterprise competitiveness underline that, despite our excellent performance
in recent years, we still have a considerable way to go in a number of key areas if we

are to match the best-performing economies.

There are risks for Ireland during this transition period. Rising costs at home and
increased competition from lower-cost locations abroad could put a sizeable part of our
existing enterprise base, both foreign and Irish owned, at risk before we have fully put
in place the R&D and skills capabilities and advanced infrastructure needed to sustain a
world-class economy. If we are to avert this risk and manage the transition process
successfully, we must preserve the strengths that underpinned the progress made during
the 1990s — a disciplined approach to wage determination, a competitive cost base
generally, and a low rate of corporate taxation — while we seek to develop new sources

of advantage in areas such as innovation and infrastructure.

Science, Technology and Innovation

There is general agreement that knowledge and innovation are now vital factors in
economic growth and development. Despite Ireland’s distinguished scientific tradition,
investment in research and development by both government and business remained at

a low level over most of the period from the foundation of the state.

The 1990s saw a significant improvement in our performance on a number of key
indicators related to science, technology and innovation. These improvements occurred
before the large increase in public funding for research and development provided for
in the National Development Plan 2000-2006. Annual expenditure on industry-related
R&D is scheduled to average almost €350m. between 2000 and 2006 compared with
around €80m. between 1995 and 2000. The main innovation in the Industry Pro-
gramme of the National Development Plan is the provision of €646m. for the Tech-

nology Foresight Fund administered by Science Foundation Ireland.

If this increased expenditure is to be fully effective, strong links and networks will
need to be fostered between the research community and the enterprise sector. Science
Foundation Ireland, IDA Ireland, and Enterprise Ireland and other bodies are actively

engaged in seeking to develop such links and to ensure that the enhanced research
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effort now underway leads, over time, to a steady stream of new products, services and

enterprises.

Education and Skills

Universal second-level education and the expansion of third-level education occurred
later in Ireland than in a number of other industrialised economies. As a result, the level
of educational attainment among the population as a whole is, on some measures, below

that in the majority of European Union member states.

The expansion of second-level education from the 1960s and of third-level education
from the 1980s has led to a sustained improvement in rates of educational attainment.
The marked rise in educational participation at third level saw Ireland ranked 4™ of 26
OECD economies at the end of the 1990s for the proportion of persons aged 25-
34 with third-level education. As there is an upward trend in third-level participation

internationally, this progress will need to be sustained in the period ahead.

From the point of view of the enterprise sector, the main requirement of the educational
system at first and second-level is that it should produce students with levels of pro-
ficiency up to the best international standards in the key areas of literacy, mathematics,
science and languages. A recent OECD study of educational standards among fifteen-
year-old second level students ranked the reading literacy of Irish students as 5* of 27
countries surveyed. Our performance on preliminary assessments of mathematical and

scientific literacy was at, or a little above, the OECD average.

Over the past decade, Ireland has consistently been at or near the top of EU and OECD
rankings for the proportion of science and engineering graduates among the graduate
and young adult populations. This has been vital to our success in developing a strong
high-technology sector. Though the trend is not confined to Ireland, the fall in the
number of students taking physics and chemistry at second level or studying science and
technology courses at third level is a matter of serious concern. An Implementation
Group is due to be appointed to progress the implementation of the recommendations
of the Task Force on the Physical Sciences which reported in 2002 on ways of achieving

a world class system of science education in Ireland.

The fall in the numbers entering second and third level education and the continual
acceleration in the pace of technological and market change require increased emphasis
to be put on enhancing the knowledge, skills and competences of the workforce on an
ongoing basis. A number of important steps have recently been taken to put planning
and provision for lifelong learning on a new footing, including the establishment of the
National Adult Learning Council and the publication of the report of the Task Force

on Lifelong Learning.

13



Infrastructure

The adequacy and quality of infrastructure and the cost of utilities and services in areas
such as transport, energy and telecommunications are matters of critical concern to

enterprise.

(i) Transport

While the share of goods transported by road in Ireland is the highest in the European
Union, the proportion of the road network accounted for by motorways is among the
lowest. In order to tackle long-running inadequacies in the road and transport networks
and help relieve the growing burden of congestion, the National Development Plan
2000-2006 makes provision for record levels of investment in transport infrastructure.
While implementation of this investment programme has been affected by planning
delays and cost increases, the effective delivery of the infrastructural goals of the Plan
remains critical to the enterprise sector’s competitiveness in the short term and growth

potential in the longer term.

(ii) Energy

The record growth of the past decade has put considerable strain on the electricity
network in particular, and the margin between electricity supply and demand is finely
balanced and does not offer a satisfactory level of security of supply. The Commission
for Energy Regulation is currently holding a competition for a contract for the supply

of capacity to ESB from 2005, the outcome of which is expected to be announced in
October 2003.

As well as addressing the issue of capacity in the short to medium-term, there is a need
to ensure long-term security of supply. Following detailed consultations, the Com-
mission has recently undertaken a major review of market trading arrangements in the
electricity industry, and set out new wholesale market arrangements to replace the exist-

ing transitional arrangements from 2005.

While gas costs for industrial consumers are among the lowest in the European Union,
electricity costs for business customers in Ireland are above the EU average, and the need
for additional investment in the industry is likely to exert continued upward pressure on
prices. Close attention will need to be paid in the period ahead to the effect of electricity

costs on Irish competitiveness.

(iii) Telecommunications

Broadband connectivity is the infrastructural foundation of the information society.
Compared with most other OECD economies, the rollout of broadband in Ireland has

been slow to date. The announcement by the main telecoms operators in April 2003 of
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new packages halving the cost of broadband services represents a much-needed step

forward.

With worldwide eBusiness revenues projected to rise from €319bn. in 2000 to €3.5
trillion in 2004, the development of eBusiness capabilities and awareness is vital for the
Irish enterprise sector. As well as being integral to sectors such as software and financial
services in which Ireland has a strong presence, eBusiness can deliver increases in value

and efficiency across a wide range of sectors and activities.

While there is significant room for improvement, studies undertaken for the European
Union suggest that the eBusiness capabilities of Irish enterprise compare reasonably well
on the whole with those in most other member states. As broadband provision improves
and the cost of broadband access comes down, this offers a solid platform for the future

development of eBusiness here.

Competition and Regulation

Concern about high levels of inflation and rapid increases in prices for goods and services
in Ireland have focused attention on the role of competition policy and regulatory
reform in removing obstacles to competitiveness. A number of important steps have

been taken in the recent past to promote greater competition and better regulation:

* The strengthening of the legal framework for competition policy under the Com-
petition Act 2002, and the enhancement of the resources of the Competition

Authority;

* The establishment in 2003 of the Irish Financial Services Regulatory Authority as
a single regulator for the financial services sector with responsibility for both pru-

dential supervision and consumer protection;

* The establishment of an independent office, the Office of the Director of Corpor-

ate Enforcement, with responsibility for the enforcement of company law;

* The planned comprehensive reform of the Companies Acts following the report

of the Company Law Review Group;

e The provision in the Companies (Audit and Accounting) (Amendment) Bill 2003
for the establishment of an independent regulatory body for the audit and account-

ancy profession.

Among the main issues to be addressed in the period ahead are:

» Effective implementation of the programme for insurance reform announced by
the Ténaiste and Minister for Enterprise, Trade and Employment in October 2002
to reduce the cost of insurance for individuals and businesses, including the estab-

lishment of the Personal Injuries Assessment Board;
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* The publication of the forthcoming national policy statement on better regulation;

* The publication of the final reports of the Competition Authority’s studies of
competition in the professions, banking and insurance, and the implementation of

any recommendations arising from these studies.

Regional Development

Though all parts of the country benefited from the record economic expansion of the
past decade, there were significant spatial variations in the nature and pace of develop-
ment over the period. The promotion of more balanced regional development and the
reduction of regional disparities in output and income are among the core objectives of

the National Spatial Strategy.

The Strategy identifies a national framework of ‘gateways’ and ‘hubs’ designed to pro-
vide the necessary scale of infrastructure and services to enhance the economic and social
development of the regions and drive their future development. By developing these
gateways and hubs, it aims to broaden the number of areas that can offer a viable location

for sophisticated, internationally competitive enterprise.

Sustainable Development

Following consultations with a wide range of interests and bodies, the Department of
Enterprise, Trade and Employment launched its first sustainable development strategy
to cover the period from 2003 to 2005. The aim of the strategy is to promote a frame-
work within which the enterprise sector and the Department itself can develop more
environmentally and socially responsible and sustainable ways of doing business. Four
priority areas have been selected under the Strategy: (i) climate change; (if) competitive

sustainability; (iii) corporate social responsibility; and (iv) departmental sustainability.

Chapter 5 — The Enterprise Development Agencies

Chapter 5 deals with the role and functions of the enterprise development agencies

under the aegis of the Department of Enterprise, Trade and Employment:

» Fortas, the advisory body for enterprise and science, technology and innovation
which is charged also with co-ordinating the activities of IDA Ireland and

Enterprise Ireland;

* IDA Ireland which has responsibility for foreign-owned enterprise in manufactur-

ing and internationally traded services;
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* Enterprise Ireland which caters for Irish-owned enterprise in manufacturing and

internationally traded services;

* Shannon Development which has a broad developmental mandate for the Shan-
non area and Mid-West with particular emphasis on enterprise and tourism

development;

* Science Foundation Ireland, which is set to be established on a statutory basis as
an agency of Forfis, is charged with funding investment in science and technology,
with particular emphasis on information and communication technology and

biotechnology;

e City and County Enterprise Boards which deal with micro, or very small,

enterprises;

* The National Standards Authority of Ireland which provides services in the areas

of standards development, certification, and legal metrology.

In addition to these national and regional bodies, InterTrade Ireland has been set up
under the agreement on North-South Implementation Bodies between the Government
of Ireland and the Government of Great Britain and Northern Ireland to exchange
information and co-ordinate work on supporting trade, business and related matters in

a cross-border context.

With the establishment of Enterprise Ireland, Science Foundation Ireland, and
InterTrade Ireland, the period since 1998 has seen a notable degree of change and
innovation in the organisational framework of the enterprise agencies. The priority now
is to maximise the agencies’ contribution to enterprise development, and consideration

of changes to their structure has not formed part of the present Review.

Ireland’s transition in the 1990s from a low growth, high unemployment economy to a
high growth, full employment economy led, in tandem with other factors, to a re-
evaluation of the role of the enterprise agencies. Enterprise strategy could no longer
assume the availability of a plentiful supply of relatively low-cost labour, but had instead
to focus on the development of new capabilities that would enable the Irish economy
and enterprise sector to make the shift to higher value, more knowledge-intensive

activities.

New European Union state aid rules drawn up for the period from 2000 to 2006
following a detailed analysis of national and regional economic performance imposed
significant restrictions on the level of grant aid that could be provided to enterprises in
regions outside the Border, Midlands and West. Unless there is a dramatic reversal of

our comparative economic performance in the period immediately ahead, it is prudent
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to anticipate further restrictions on the level of aid permissible in all regions of the

country from 2007.

Foreign-Owned Enterprise and the Role of IDA Ireland

Following a major review of policies and programmes, IDA Ireland’s medium-term

strategy for the period from 2000 to 2003 gives priority to three main areas of activity:

(1) enhancing the quality of new inward investments, and developing the existing
base of overseas firms by working to raise skill and value levels and to enhance
the strategic position of Irish subsidiaries by the addition of key corporate func-
tions such as research and development, marketing, and supply chain manage-

ment and logistics;

(i) contributing to more balanced regional development generally, and securing
increased foreign direct investment for the Border, Midlands and Western region

in particular;

(1) working with other bodies at national and regional level to influence the agenda
and actions required for the development of a high-quality business environment

and infrastructure.

The enterprise outlook is now considerably less favourable than that obtaining when
the strategy was drawn up. Despite the difficult climate, IDA Ireland reported significant
progress in 2001 and 2002 on the targets set in relation to enterprise and job quality and
regional development. Though conditions remain difficult, the agency has expressed
cautious optimism about the outlook for 2003. It has warned however that inward
investors are again focusing on city locations as their preferred locations and that this

may make it difficult to achieve its target for the regional spread of new greenfield jobs.

Indigenous Enterprise and the Role of Enterprise Ireland and Shannon

Development

Enterprise Ireland’s Business Plan 1998-2001 identified increases in sales, exports and
employment in client companies as the agency’s core objectives, and set targets for a
number of performance ‘drivers’ related to these objectives, including increases in the
number of high potential start-ups, first-time exporters, and significant R&D performing

companies. The various targets set under the Plan were exceeded.

In the agency’s Business Plan for 2001-2004, exports have replaced sales as the key
measure of output, while productivity features for the first time among EI’s core aims.
Improving the export performance of indigenous firms is the most effective way of
overcoming the scale limitations set by the size of the home market and of improving
enterprise performance through competition in demanding markets. With the competi-

tiveness of Irish-owned enterprise aftected by increasing domestic costs and the rise in
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the value of the euro, raising productivity is critical for both the short-term health and
long-term development of the indigenous enterprise sector. Enterprise Ireland has
recently announced the introduction of a competitive scheme that will provide financial

support to companies for measures to improve productivity.

The growth of new indigenous enterprise in high-technology sectors such as software
was a notable feature of the past decade. Because of the difficulties faced by start-up
companies in accessing finance, Enterprise Ireland has a dedicated funding package for
new enterprises with high growth potential under which the agency takes a modest
level of equity participation in return for financial support in the high-risk early stages
of business development. A number of dedicated programmes are also in place to provide

support for academic personnel who wish to commercialise their research findings.

Under the Operational Programme for Industrial Development 1994-1999, Enterprise
Ireland successfully participated with private interests in the establishment of a number
of venture capital funds. Under the National Development Plan 2000-2006, fifteen
funds have been established which have made €416m. available for investment, to which
Enterprise Ireland has committed €99m. The funds are aimed at start-up and early stage
businesses, with over half of the available monies having a regional or sectoral focus.
Their investments to December 2002 totalled €40.4m., of which EI has contributed
€8.2m.

The strategy for the development of the indigenous international services sector adopted
by Enterprise Ireland in 2000 identified informatics, digital media, eBusiness, and health
sciences as sectors with particular growth potential, and set targets for increases in sales,
exports and employment in the period to 2007. Optoelectronics has been identified as

a further sector with growth potential.

Enterprise Ireland and Shannon Development are actively engaged in an enabling role
at regional level with local authorities, higher education institutions, and other bodies
with a view to strengthening regional enterprise environments. EI has developed an
initiative termed Webworks aimed at providing high quality office facilities in the
regions for technology-based enterprise. Phase one of the initiative involving the
development of facilities in Cork, Galway, Waterford, and Sligo is at an advanced stage,

with construction tenders set to issue before the end of 2003.

Micro-Enterprise and the City and County Enterprise Boards

The great majority of business enterprises in Ireland are not among the client base of
IDA Ireland, Enterprise Ireland, or Shannon Development. This gap in enterprise sup-
port structures was one of the main reasons for the establishment of the City and County

Enterprise Boards in 1993. The micro-enterprises that form the client base of the Boards
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face the resource and management limitations associated with small and very small busi-
nesses, difficulties aggravated by the more difficult trading conditions that have emerged
since 2000.

The role of the Boards is to stimulate micro-enterprise and economic activity at local
level through the provision of financial aid and a range of non-financial supports, princi-
pally information, advice, and management training and development. The micro-
enterprise sub-measure of the Local Enterprise Development Operational Programme
2000-2006 has brought about a shift from financial to non-financial supports and from

grant aid to repayable forms of financial assistance.
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Preface

Background

This Review has been prepared in compliance with section 13 of the Industrial

Development Act 1993 which provides that:

The Minister [for Enterprise, Trade and Employment] shall, within three years from the passing of
this Act, and in every third year thereafter, prepare a review of national industrial performance in
respect of the previous three years and of national industrial policy and shall cause the review and the
conclusions arising therefrom to be laid before the Houses of the Oireachtas.
This provision replaced section 6 of the Industrial Development Act 1986 which pro-
vided that a review of industrial performance should be undertaken on a three-yearly
basis; reviews in furtherance of the requirement in the 1986 Act were published in 1987
and 1990. The broadening of the statutory reviews to include industrial policy resulted
from a recommendation of the Culliton Review Group on Industrial Policy which
reported in early 1992. The Culliton Group considered that ‘good policy formulation
is a continuing process, requiring constant adjustment to a changing world.”" In its view,
the previous practice whereby in-depth policy reviews tended to be undertaken by
expert groups established from time to time on an ad hoc basis was not an adequate
foundation for effective policy formulation. The Review Group further contended that
the scope of industrial policy need to be broadened from the traditional focus on grants,
corporate tax incentives and the enterprise agencies to embrace all of the main factors
affecting the environment for, and performance of, enterprise such as infrastructure,
education and skills, and science and technology. Both contentions met with general

acceptance and have had a pivotal influence on the subsequent evolution of enterprise

policy.

Changed Context of Enterprise Policy

As a result of the report of the Culliton Review Group and other developments, the
institutional framework now in place for enterprise policy differs in crucial respects from
that in force prior to the enactment of the Industrial Development Act 1993. That Act
also established Forfis as the national policy and advisory board for enterprise, trade,
science, technology and innovation. In carrying out its role of monitoring trends and
developments and providing advice in these areas, Forfis draws on the specialist assist-

ance of the following expert bodies which operate under its aegis:

* The Irish Council for Science, Technology and Innovation which provides advice
on all matters relating to the strategic direction of science, technology and inno-

vation policy;

"Industrial Policy Review Group. 1992. A Time for Change: Industrial Policy for the 1990s (Dublin: Stationery
Office), p. 79.
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* The Expert Group on Future Skills Needs which identifies skills requirements
generally and in particular sectors and makes recommendations on the measures

required to address any needs and gaps that are identified;

* The National Competitiveness Council which analyses the full range of factors
affecting the competitiveness of Irish enterprise and identifies areas requiring cor-

rective action.

Forfis is also the body in which legal powers for industrial promotion and development
are vested and through which these powers are delegated to IDA Ireland and Enterprise
Ireland. Through their first-hand knowledge of needs and trends in the overseas and
indigenous sectors and their central role in enterprise development, IDA Ireland and EI

make an important contribution to the process of policy development.

The first review of industrial policy and performance undertaken subsequent to the
requirement in section 13 of the Industrial Development Act 1993 was Shaping our
Future which was published by Forfis in 1996. This offered a comprehensive assessment
of the enterprise sector and enterprise environment in Ireland and set out a long-term
plan and policy for their future evolution. Two major reports prepared by the Depart-
ment of Enterprise and Employment in 1996 also dealt with issues with a major bearing
on enterprise performance and policy: Growing and Sharing our Employment: A Strat-
egy Paper for the Labour Market, and the White Paper on Science and Technology.
Forfis followed Shaping our Future with Enterprise 2010 which was published in 2000.
Again this comprised an in-depth analysis of the performance and prospects of each of
the main segments of the enterprise sector, and outlined a wide-ranging strategy for
improving enterprise capabilities and strengthening the enterprise environment so as to
support more innovative and higher-value activity. It was preceded in 1999 by the
publication of the Technology Foresight Report of the Irish Council for Science, Tech-
nology and Innovation which recommended that enterprise and innovation policy
should give priority to the development of world-class capabilities in niche areas of

information and communications technology (ICT) and biotechnology.

Though the establishment of Forfas has been the most important influence for change
in the conduct of enterprise policy, other developments have also played a significant
part. Since the late 1980s, the medium-term framework for enterprise support and for
investment in areas of direct concern to the enterprise sector such as infrastructure has
largely been determined by the provisions of National Development Plans. The Indus-
trial Development Operational Programme of the National Development Plan 1994-99
and the Productive Sector Operational Programme of the National Development Plan
2000-06 have set out a detailed template for the types of intervention to be made, and
assistance to be provided, to promote enterprise development. Because of European

Union support and the need to comply with EU state aid rules, enterprise support
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measures are the subject of detailed consultation with the European Commission. Euro-
pean Union influence on policy-making has also assumed increasing importance in a

number of areas relevant to enterprise such as environmental policy.

Under the impetus of the Strategic Management Initiative and the Delivering Better
Government programme, the policy process in the Department of Enterprise, Trade and
Employment [DETE] is now also more systematic than a decade ago. Like all govern-
ment departments, DETE is required to set broad strategic goals, complemented by
more detailed objectives, for each of its main areas of responsibility. The overall strategic
goal in the Department’s Strategy Statement 2003-2005 is to ‘work for Government
and the people to equitably grow Ireland’s competitiveness and quality employment.’
In the enterprise policy area, this goal is to be advanced by objectives and actions in a
range of areas such as science, technology and innovation; competitiveness; regional
balance; developments in respect of an all island economy; and sustainable development.
The goals and objectives in the Strategy Statement form the basis of detailed annual
business plans prepared by the Department over the time frame of the Strategy. Progress
in respect of the goals and objectives are subject to formal review on a regular basis.
The enterprise development agencies similarly prepare strategies and business plans on a
regular basis and systematically monitor their implementation and outcomes. In 1999
the IDA initiated a wide-ranging review of its policies and programmes that led to the
adoption of a new strategy IDA 2000+ to cover the period from 2000 to 2003.
Enterprise Ireland which was established in 1998 formulated an initial three-year business

plan in 1999 and a follow-up plan in 2002.

As dedicated structures now exist for enterprise policy and the monitoring of policy is
now undertaken more systematically, policy initiatives of a major and minor kind are
more common now than in the past. The past five years have seen a number of

important developments aftecting enterprise policy, including:

e The establishment of Enterprise Ireland in 1998 as a new agency for the support
of indigenous enterprise incorporating Forbairt, an Bord Trichtila and some of

the activities of FAS;

* The restructuring of corporation tax to provide for the phased introduction of a

standard 12.5 per cent rate with effect from 2003;

* The establishment of Science Foundation Ireland in 2000 to administer the Tech-
nology Foresight Fund set up to support world-class research in niche areas of

information and communication technology [ICT] and biotechnology;

* The imposition of significant restrictions on the level of enterprise support that
can be provided to firms in regions outside the Border, Midlands and West under
European Union State Aid rules for the period 2000-2006;
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* The establishment of InterTrade Ireland to exchange information and co-ordinate

work on supporting trade, business and related matters in a cross-border context;

* The adoption of the National Spatial Strategy in 2002 to provide a long-term

framework for strategic planning and development at regional level.

Individually, each of these represents a significant development. Cumulatively they

amount to a major re-orientation of enterprise policy.

At agency level, the past five years have also seen significant developments and shifts in
policy in response to changing conditions and emerging needs. The more favourable
labour market situation in the late 1990s led the IDA, for example, to give greater
emphasis to job quality as opposed to job numbers in evaluating new projects. In
response to the funding needs of growth-oriented firms, Enterprise Ireland has become
increasingly involved, in partnership with the private sector, in the provision of venture
capital. IDA Ireland and Enterprise Ireland both now give a higher priority to regional
development and to the promotion of closer links between the enterprise sector and the

research community than in the past.

Focus of Review

The present Review of performance and policy, the first to be undertaken directly by
the Department of Enterprise, Trade and Employment in furtherance of the requirement
under section 13 of the Industrial Development Act 1993, offers an assessment of the
main facets of enterprise performance over the past decade. Chapter 2 examines the
domestic and external factors that underlay the remarkable growth record during the
period from 1994 to 2000 and shows that some of these factors now apply to a lesser
extent, if at all. Chapter 3 offers a detailed analysis of foreign-owned enterprise in manu-
facturing and internationally traded services, indigenous enterprise in these sectors, and
indigenous enterprise in locally traded services. It notes the progress made in the main
constituents of the enterprise sector over the past decade and assesses some of the weak-
nesses that need to be addressed if that progress is to be sustained and built on in the
future. Chapter 4 looks at a number of key aspects of the environment for enterprise
— research and development, education and skills, infrastructure and utilities, compe-
tition and regulation — and identifies the ground that needs to be made up in a number

of areas if we are to match the best-performing economies.

The Review also examines enterprise policy. Chapter 1 sketches the long-term evol-
ution of policy towards industry and enterprise. Chapter 2 looks, among other things,
at the contribution of policy measures and other factors to Ireland’s economic recovery
from the late 1980s. Chapter 4 considers policy developments and needs over the broad

agenda of the enterprise environment — research and development; venture capital;
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education and skills; science and technology education; lifelong learning; transport infra-
structure; electricity supply; broadband provision; competition in non-traded sectors;
and corporate governance. Chapter 5 surveys the policies and programmes of the

enterprise development agencies.

Though this report surveys policy developments, it does not enunciate any major policy
changes or set out a new direction for enterprise policy. As noted above, there is now
a well-developed framework for policy formulation in this area and recent years have
seen a steady stream of important initiatives. Enterprise policy is now increasingly com-
plex and in some areas highly technical, spans a wide range of fields, embraces a broad
span of interests and viewpoints, and has a sizeable European and international dimen-
sion. In the light of these requirements, it is not considered that a review undertaken
solely within the Department of Enterprise, Trade and Employment offers an adequate
basis for assessing and deciding on future policy options and directions. In an increasingly
globalised economic world in which Ireland aspires to world-class standing in key areas,
there is a need to draw on the best possible expertise nationally and internationally from

the enterprise sector, third level and research institutions, and other organisations.

The analysis in the Review, however, clearly reveals the need to keep the competitive
requirements of the enterprise sector and enterprise policy under continuing close scru-
tiny. It underlines that the policy formula based on the twin advantages of a plentiful
supply of good quality, relatively low-cost labour and a low rate of corporation tax that
served us well over the past decade will not suffice for the coming decade. Labour
supply is not now in surplus; wage levels and expectations have risen; and other countries
have, or are likely to introduce, corporate tax rates close to the level in this country.
New foundations are needed for enterprise policy and these must centre on creating the
conditions that can support a sustained shift to higher skill, higher value, knowledge-
intensive activities. This will not be easily or automatically achieved. With some signifi-
cant exceptions, much of foreign-owned enterprise in Ireland is still positioned at a
relatively low point in the value chain. The research and development, marketing, and
other capabilities that underlie the competitive strength of these firms are not for the
most part located in their Irish operations. Irish-owned enterprise in manufacturing and
international services performed well in the second half of the 1990s, but firms remain
predominantly small with productivity levels below those in a majority of other Euro-
pean Union economies. Rising wage and non-wage costs and the appreciation of the
euro against sterling and the dollar pose a considerable threat to many Irish-owned firms.
While indigenous firms recorded strong growth in a number of high-tech areas, notably
software, over the past decade, firms in these sectors are currently facing difficult trading

conditions and a number have contracted or ceased operating.

The analysis in the Review further shows that Ireland lags behind other advanced econ-

omies on a number of the key foundations of a knowledge-intensive economy. This is

25



in large part a legacy of successive decades of economic under-development and the
resultant under-investment in science and technology, education and training, and infra-
structure. Progress towards bridging the gap between Ireland and leading knowledge-
based economies will have to be made at a time when the prospects for the world
economy remain uncertain and the position of the public finances is less favourable.
There are undoubted risks for Ireland during this transition period. Rising costs at home
and increased competition from lower-cost locations abroad could put a sizeable part of
our existing enterprise sector at risk before we have fully put in place the R&D and skills

base and quality infrastructure needed to support an advanced, world-class economy.

In order to help manage this transition process as effectively as possible and to provide
a strong medium-term foundation for the future development of the enterprise sector,
the Tanaiste and Minister for Enterprise, Trade and Employment recently announced
the initiation of work on a new enterprise strategy for the period 2004-2010 to be
undertaken by an expert group chaired by Mr. Eoin O’Driscoll. The group’s terms of

reference are:

To develop a medium-term strategy to propose and prioritise national policy

responses which will:
(i) strengthen the competitiveness of Ireland’s enterprise environment;
(i) promote the emergence of an innovation and knowledge driven economy;

(i1) sustain, where feasible, those industries already providing significant

employment;

(iv) underpin the industries of the future in which Ireland is, or can become, a
substantial player with particular reference to segments of the ICT, life sci-

ences, food, financial services, and internationally traded services sectors;
(v) encourage business start-ups and companies with growth potential; and

(vi) examine the scope for increasing the value of sectors to the Irish economy.
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Chapter 1 — Enterprise Policy and Performance in

Ireland

I Introduction

1.1 The 1990s, and in particular the period from 1994 to 2000, was a time of unpre-
cedented expansion for the Irish economy. Our growth rate during the second half of
the 1990s was over twice that of the United States — itself enjoying a prolonged period
of high growth in these years — and almost four times that of the European Union
average. The OECD commended the economy’s ‘peerless performance’ in this period,

and termed Ireland ‘a world leader in a number of aspects of economic performance’.!

1.2 2001 proved a turning-point, however, for the world and Irish economies.
Ireland’s GNP growth of 3.8 per cent in 2001 was a little over one-third of the growth
rate of 10.2 per cent recorded in 2000. Real GNP in 2002 was just 0.1 per cent above
its 2001 level cent due, among other factors, to a decline in overseas earnings by firms
headquartered in Ireland. GDP grew by 6.9 per cent in 2002, driven mainly by foreign-
owned enterprise, particularly in the chemical sector. With the prospects for recovery
in the US and world economies remaining uncertain, growth forecasts for the Irish
economy in 2003 and 2004 have been cut significantly. As one of the most open econ-
omies in the OECD, the Irish economy faces new challenges in this changed economic
context. These challenges have been compounded by the effects of a prolonged period

of strong growth on a number of dimensions of our competitiveness.

1.3 Later sections of this Review discuss these challenges, and how they might be met,
in more detail. We can only comprehend where we are now if we understand how we
got there. This chapter briefly sketches the evolution of the Irish economy and enterprise
sector, and the development of enterprise policy, from the 1920s to the 1980s and notes
the relative underperformance of the Irish economy over most of this period. The next
chapter examines the very different experience of the 1990s and outlines how a number
of the critical factors that underlay our exceptional performance over the decade apply

now to a lesser extent, if at all.

II The Evolution of Enterprise and Economy 1920s-1980s

The new Irish state in 1922 consisted of a small, late-industrialising, peripheral economy with a long-

standing labour surplus.

K.A. Kennedy, former Director, ESRI.?

'OECD. 1999. Economic Surveys 1999: Ireland, pp. 25 & 29.
*K.A. Kennedy et al. 1988. The Economic Development of Ireland in the Twentieth Century (London:
Routledge): 130.
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1.4 At independence, the newly-formed Irish state was small, rural and agricultural.
Over half of the workforce was engaged in agriculture, and around two-thirds of the
population lived in the countryside. Trade was almost wholly with Britain which
accounted for over 90 per cent of exports and around 80 per cent of imports. Manufac-
turing accounted for only around one-in-ten of the workforce compared with one-in-
four in other small European economies such as Denmark, Sweden, and the Nether-
lands. Manufacturing activity was heavily concentrated in food and drink which
accounted for two-thirds of output in 1926 and, with live animals, for almost nine-
tenths of exports. The Irish economy had virtually no presence in more technologically
developed industries areas such as chemicals and electrical engineering or in the

developing industries of motor vehicles, telecommunications, and consumer durables.

1.5 In the succeeding decades, a wide range of policies was pursued to stimulate
enterprise and create a strong industrial base in Ireland. Box 1 outlines the main devel-
opments in enterprise policy from the 1930s to the 1990s. The record of these policies
was to show that the difficulties and dilemmas of late industrialisation were not easily
resolved. The task of creating sustainable employment and raising living standards proved
elusive in the face of factors such as the small size of the home market and the resultant
lack of economies of scale; the weakness of the scientific and technological base; the
proximity of a much larger and more developed industrial economy in Britain; and the
high level of inherited dependence on a slowly-growing product — food — and a

slowly-growing market — Britain.

The Protectionist Era 1930s-1950s

1.6 From the early 1930s, a range of protectionist measures were adopted both from
a belief in the merits of self sufficiency, and in an attempt to encourage import substi-
tution and stimulate output and employment in native industry. The policy proved
effective in the short term. Around a thousand new factories were established throughout
the country between 1932 and 1938, while industrial employment rose by over 50,000,
around half the total at the start of the decade.

1.7 This initial expansionary surge was not sustained however. Most of the new firms
were small and confined to a limited range of activities — 40 per cent of the additional
jobs generated were in the clothing industry. Efficiency and productivity were generally
low. By the 1950s the limits of protectionism were apparent with the Irish economy’s
poor performance in providing employment and raising living standards contrasting
graphically with the post-war boom in the rest of Western Europe. By the end of the
decade, the need for a fundamental change in economic strategy was widely

acknowledged.
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Box 1: The Evolution of Enterprise Policy

1930s-1950s

1960s-1980s

1980s-1990s

1932 — Large increases in tariffs
on a wide range of imported
goods.

1961 — Application made to
join the European Economic
Community.

1986 — Industrial Development

Act provides new statutory
framework for enterprise
support.

1932-34 — Control of Manu-
factures Act restricts foreign
ownership of new Irish factories.

1963 — EEC apflication with-
drawn after collapse of talks
between Britain and EEC.

1987 — Financial Services Act
establishes International Finan-
cial Services Centre (IFSC). Pro-
fits from eligible activities under-
taken in the Centre qualify for
10% tax rate until 200%.

1933 — Establishment of Indus-
trial Credit Corporation to pro-
vide finance for native industry.

1965 — Anglo-Irish Free Trade
Area Agreement requires phas-
ing out of tariffs on most British
Goods within 10 years.

1987 Programme  for
National Recovery negotiated
between Govt. and  social
partners.

1950 — Establishment of Indus-
trial Development Authority to
promote industrial development.

1969 — Industrial Development
Act merges the IDA and An
Foras Tionscail.

1987 — First Minister of State
for Science and Technology
appointed, and Science and

echnology Development pro-
gramme initiated.

1952 — Establishment of An
Foras Tionscail to give grants of
up to 100% of cost of land &
buildings and 50% of cost of
machinery to companies setting
up in under-developed areas of
the country.

1969 — Export profit tax relief
extended to 1990.

1989 — First EU-funded Indus-
try  Operational ~ Programme
launched.

1956 — Industrial Grants Act
rovides that grants of up to
S/Srds of cost of land & build-
ings can be given for new indus-
try in all parts of the country.

1973 — Ireland joins EEC. Tar-
iffs on imports of almost all
manufactured goods from EEC
member states to be phased out
over five years.

1993 — Single Market in goods,
services, capital and labour takes
effect in European Union.

1956 — Finance Act gives 50%
remission on tax on profits from
exports. Finance Act 1958
increases export tax relief to
100%. Finance Act 1960 extends
export tax relief for 15 years
with tapering relief for a further
five years.

1981 — Industrial Development
(No. 2) Act enables grants to be
paid for designated inter-
nationally-traded services. IDA
establishes International Services
Programme.

1993 — Industrial Development
Act establishes 3 Agencies: IDA
Ireland for overseas industry;
Forbairt for indigenous industry;
and Forfis as an advisory and
coordination body.

Economic ~ Development 1958
‘sooner or later protection will
have to go and the challenge of
free trade be accepted’.

1981 Export tax relief
replaced by a 10% tax on all pro-
fits in manufacturing sector, but
remains in force until 1990 for
companies already qualifying.

1998 — Agreement with Euro-
pean Commission on 12.5%
standard corporation tax rate
from 2003.

1958 — Easing of restrictions on

foreign ownership of industry in

Control of Manufactures Acts

%8342‘ & 1934. Acts repealed in
64.

1982 — Review of industrial
policy by Telesis criticises
excessive reliance on foreign
industry. Proposes reduction in
grant aid to foreign firms and
greater emphasis on building up
strong indigenous firms.

1998 — Industrial Development
Act establishes Enterprise Ireland
as a new development agency for
indigenous industry incorporat-
ing Forbairt, An Bord Trachtila
and some activities of FAS.

1959 — Shannon Free Airport
Development Company
(SFADCO) established to pro-

1984 — White Paper on Indus-
trial  Policy 1pmpc’ses greater
focus on developing indigenous

1999 Commencement of
Economic and Monetary Union
%EMU) and euro. Changeover to

mote industrial development in | industry. to be completed by February
the Shannon Area. 2002.
2000 — Government approves

€646m Technology Foresight
Fund and sets up Science
Foundation Ireland to manage it.

2000 Establishment  of
InterTrade Ireland to promote
all-island  trade and enterprise
development.
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The Transformation of the Economy 1960s-1980s

1.8 In the four decades from the 1920s to the 1950s, economy and industry in Ireland
changed relatively little in their fundamentals. Over the next four decades, both would
be transformed under the impetus of a new policy direction which saw (i) a shift from
self-sufficiency to economic openness, and from the substitution of imports to the pro-
motion of exports; (ii) the encouragement of foreign firms to set up plants in Ireland
through the provision of tax incentives and grants; and (iii) the dismantling of the
import tariffs and other barriers that had insulated domestic producers from international
competition. Figure 1 outlines the structure of the economy in 1960 and 2000 and
shows how agriculture’s share of GDP steadily declined while, in contrast to most other
European economies, that of industry continued to rise. Agriculture’s share of total

employment also fell sharply, while that of the services sector grew strongly.

1.9 The pattern of Irish trade also underwent major change in these decades. Over this
period, Ireland became the second most open economy in the OECD, with merchandise
exports rising from 27 per cent of GDP in 1960 to 75 per cent in 2000. Figure 2 outlines
the changing composition of Irish trade in 1960 and 2000 and shows the large decline
in the share of exports accounted for by live animals, food, drink and other primary
goods and the corresponding rise in the share of manufactured goods. It reveals also the
related shift in the geographical focus of Irish trade from Britain to other countries of
the European Union and to the United States, with Britain’s share of Irish merchandise

exports falling from three-quarters in 1960 to just over one-fifth in 2000.

1.10  The policy shift of the late 1950s from import substitution to export orientation,
and from reliance on native industry to encouragement of foreign investment, contrib-
uted to sustained growth in industrial output and productivity over the succeeding
two decades. From 1979 to 1986, however, output growth slowed and manufacturing
employment fell, with a loss of almost one-fifth of jobs in Irish-owned industry. Employ-
ment in overseas firms also declined as inward investment fell, and closures increased
among older foreign firms in sectors such as textiles and engineering. Productivity
growth accelerated in this period, however, due among other factors to the shift from
traditional industries to modern sectors such as electronics and pharmaceuticals. Irish
industrial structure took on an increasingly segmented character with a foreign-owned
sector dominated by firms in high-tech industries producing predominantly for export
existing alongside an indigenous sector mainly made up of firms in traditional industries

focused on the home and British markets.
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Figure 1: Sectoral Composition of GDP and Employment 1960 and 2000
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1.11  Over the period from the 1970s to the 1990s, these changes in industrial structure
saw output levels per employee in Ireland gradually move closer to the European Union
average. This did not provide a springboard, however, for improved economic and
employment performance more generally. In 1960, GDP per head of population in
Ireland was 61 per cent of the average among the fifteen countries that currently com-
prise the European Union. At the time of our accession to the European Community
in 1973, this had fallen slightly to 59 per cent, and by 1986 had risen to just under 64

per cent.

1.12  There were three main reasons for the relative lack of progress over the quarter-
century from 1960. First, notwithstanding the shift to foreign direct investment, the
legacy of past protectionist policies was an industrial base that was uncompetitive in
European and global markets. Second, Ireland’s dependency ratio — the ratio of the
non-working-age population to the working-age population — rose sharply from the
1970s to the mid-1980s. Because this country’s baby boom lagged that in other industrial
economies, persons of working age made up a significantly smaller proportion of the
total population in Ireland than in any other EU or OECD member state until relatively
recently. Third, the macro-economic climate over much of the period was not con-
ducive to the achievement of sustained growth. Inflation and government debt were at
a high level for much of the 1970s and 1980s. Wage and price inflation became locked
in a spiral that adversely affected competitiveness and employment. High government
borrowing led to an increased tax burden, particularly on labour, which in turn had a
negative effect on employment and economic activity. For much of the 1980s in particu-
lar, the Irish economy found itself in a vicious circle, escape from which proved very

difficult.

IIT The Evolution of Enterprise Policy

1.13  Debates about the direction of enterprise policy in recent decades have inevitably
been influenced by the fluctuations in the fortunes of the Irish economy. Though even
in the 1970s and 1980s the enterprise sector did not perform particularly badly in com-
parative terms, its employment performance fell far short of the need presented by
rapid workforce growth and high levels of unemployment. The severe economic and
employment difficulties of the 1980s and early 1990s led to searching assessments of
enterprise strategy, and in particular of the emphasis on foreign investment and the
provision of extensive tax incentives and grants. The first such review was conducted
by the Telesis consultancy group for the National Economic and Social Council and

published in 1982.°

*National Economic and Social Council. 1982. Review of Industrial Policy: A Report Prepared by the Telesis
Consultancy Group (Dublin: NESC).
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Figure 2: Destination and Composition of Merchandise Exports 1960 and 2000
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1.14  The Telesis group concluded that, with few exceptions, foreign-owned firms in
Ireland were manufacturing satellites that did not embody the key competitive activities
of the businesses in which they were involved; did not employ significant numbers of
skilled workers; and generated relatively little downstream activity among domestic sub-
supply firms. Its report was critical of existing policies for indigenous industries, partic-
ularly the provision of re-equipment grants and the excessive willingness on the part of
the industrial development agencies to encourage the establishment of large numbers of
firms lacking the scale to become viable. Telesis recommended that a more selective
approach should be taken to the attraction of foreign industry and that there should be
a shift in emphasis towards building up strong indigenous companies in export and sub-
supply activities. It proposed that the share of the industrial development budget devoted
to indigenous companies in traded activities should rise from 40 per cent at the start of
the 1980s to 75 per cent by 1990. The White Paper on Industrial Policy 1984 set out
the Government’s response to the Telesis report. Though the White Paper did not
accept all elements of the Telesis analysis, it endorsed the need for greater emphasis on
the development of indigenous industry. It was followed by the Industrial Development
Act 1986 which put in place a new statutory framework for enterprise support and the
industrial development agencies. From the mid-1980s, a number of steps were taken to
give greater support to indigenous industry and to promote the integration of foreign

firms with the domestic economy. Box 2 outlines the main such measures.

Box 2: Measures to Promote Indigenous Industry in 1980s

1985 — National Linkage Programme established ‘to develop a strong competitive sub-supply base
in Ireland that will maximize local purchases of Irish materials, components, and services by overseas
firms based here.’

1985 — Inter-agency Company Development Programme established to assist in the strategic plan-
ning and development of selected, mainly indigenous companies considered to have growth
potential.

1988 — Industrial Development Authority re-organised to give separate divisions responsibility for

overseas and indigenous firms.

1988 — IDA policy statement indicates that proportion of resources devoted to domestic industry

to increase from 40 to 50 per cent.

Review Group on Industrial Policy

1.15 1In 1991, an expert group under the chairmanship of Jim Culliton was appointed
to review and make recommendations on industrial policy in Ireland and on public
policy generally as its affected industrial development. Central to the Group’s thinking
was the view that industrial policy should go beyond a narrow concern with grants, tax

incentives, and the role of the industrial development agencies to consider the broad
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range of factors affecting the environment for enterprise. The Review Group made a
number of wide-ranging recommendations designed to strengthen the environment for

enterprise, among them that:

e A systematic programme should be undertaken to lower the cost and improve the
quality of infrastructure and public utilities — telecommunications, energy, roads,

and ports — through additional investment and greater competition;

e There should be a fundamental reform of the tax system, including the ‘oppressive

and unfair’ personal income tax system;

* There should be a refocusing of the educational system to give greater priority to
the acquisition of usable and marketable skills and to reduce the bias towards the

liberal arts and the traditional professions.

1.16  As well as dealing with the overall environment for enterprise, the Review Group
also considered a number of more specific issues aftecting enterprise policy. It concluded
that, despite the undoubted benefits from foreign investment, the attraction of overseas
firms to this country would not provide a sufficient basis for the development of the
kind of strong national advantage in advanced industries necessary to sustain high levels
of employment and income. In the Review Group’s view, industrial growth through
dependent branch plants of foreign firms would only take us a limited way towards
achieving these goals. Though Irish firms were more likely to be better integrated into
the Irish economy than overseas companies, the degree to which a company undertook
core business functions from an Irish base, rather than simply origin of ownership, should
in future be the critical distinction for policy purposes. The main recommendations of
the Culliton Group on enterprise development policy and the enterprise development

agencies are outlined at box 3.

Box 3: Recommendations of the Culliton Industrial Policy Review Group

* The grant-aid budget for internationally mobile investment should be squeezed further even at
the risk of losing costlier projects.

» The 10 per cent corporation tax rate had been more valuable to foreign-owned than to Irish-
owned industry. No indication should be given of any continuance of the rate beyond 2010 and
the range of activities to which it applied should not be extended.

* Among indigenous firms, the widespread availability of grants had encouraged a hand-out men-
tality, instead of fostering the market-led, production-oriented enterprise that was needed. There
should be a decisive shift away from grants for indigenous industry in favour of an expansion of
the equity and venture capital activities of the State agencies.

e In assessing which sectors should be accorded priority in the future, the industrial development
agencies should be guided by the desirability of fostering clusters of related industries which could
build upon leverage points of national advantage, such as in the food sector. A change was needed
from the existing over-emphasis on high-tech sectors such as electronics and pharmaceuticals,
neither of which built on pre-existing Irish strengths and national advantages.

* The industrial development agencies should be restructured with one body devoted to the attrac-
tion of internationally mobile investment and a second charged with the development of indigen-
ous industry.
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1.17 Because of the breadth of the Review Group’s recommendations, the Govern-
ment decided in January 1992 to set up a Task Force under the chairmanship of Dr.
Patrick Moriarty to consider their implementation and any further measures considered
appropriate. The Task Force’s recommendations were published in 1993 together with
the Government’s decision on these recommendations and on those of the Review
Group on Industrial Policy.* The Culliton Review Group’s analysis and prescriptions
had considerable influence on policy developments in a range of areas such as the
increased investment on infrastructure and human capital under the National Develop-
ment Plan 1994-99, the re-organisation of the industrial development agencies, and the
greater emphasis placed by the agencies on repayable forms of financial support. On
other issues, such as the long-term continuance of a low rate of corporation tax, a

different view was taken to that counselled by the Group.

The Focus of Enterprise Policy

1.18 The Culliton Review Group widened the traditional agenda of industrial policy
to embrace issues such as the quality of infrastructure, the cost of utilities, and the
orientation of the education system. The persistence of high levels of unemployment
during the 1980s and much of the 1990s led also to a broadening of the scope of
policy from the established focus on manufacturing and internationally-traded services
enterprises to a new emphasis on small and micro business, and the non-traded services
sector. Amidst concern about ‘jobless growth’, the view gained ground that mainstream
manufacturing and international services enterprise, whether foreign or Irish-owned,
would not generate the level of either enterprise or employment needed by the Irish
economy. Greater attention should be paid to other, hitherto neglected sectors which
had the potential both to create jobs and to contribute to objectives such as the creation
of an enterprise culture, the promotion of more balanced regional development, and

the reduction of social exclusion.

1.19  Following the report of the Task Force on Small Business (1994)°, a number of
initiatives were taken to assist small business such as loan schemes providing long-term
finance at attractive rates and a reduction in the rate of corporation tax on profits below
a specified threshold. In the micro-enterprise field, a period of institutional innovation
from 1993 saw the establishment of City and County Enterprise Boards to support
micro-enterprise throughout the country, Leader Groups to stimulate rural develop-
ment, and Area-Based Partnerships to promote development in areas of disadvantage.

Box 4 outlines the role and scope of these bodies.

‘Employment Through Enterprise: The Response of the Government to the Moriarty Task Force on the
Implementation of the Culliton Report. 1993. (Dublin: Stationery Office).
*Report of the Task Force on Small Business. 1994. (Dublin: Stationery Office).
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Box 4: Micro-Enterprise Supports
Agency Number Objectives Scope Supports Provided
City and County 35 To develop National — Business Information &
Enterprise Boards indigenous Advice
potential & stimulate — Preparation of Business
activity at local level Plans
— Mentor Services
— Management
Development
— Grants: employment,
fixed asset, training,
product development,
management
development
Leader 29.5% | To stimulate Designated rural | — Information/Advice
innovative measures areas nationwide |— Grants: capital,
in all sectors of rural marketing, training,
activity employment
— Interest/Rent Subsidies
Area-Based 33.5% | To counter Designated areas | — Information/Advice
Partnerships disadvantage through | of disadvantage | — Mentoring
support for nationwide — Grants:
communities making Start-up Finance
a collective effort to — Loans/Loan Guarantees
maximise their — Training
development potential — Incubation Units
— Secretarial Back-up
*There are 9 joint Leader/Partnership Groups which are treated as 5 of a centre for the purposes of this
outline.

Policy Developments Post-Culliton
1.20

which presaged the introduction of the standardised low rate of corporation tax on

In 1997, the Government published Growing our Employment, Sharing our Growth

trading income and called for a streamlined, client-centred approach to indigenous
industrial development. Under the aegis of the European Union Structural Funds, a
range of evaluations were also published on various components of the Industry Oper-

ational Programmes.

1.21

development and analysis of enterprise policy. Forfis has established a number of advis-

The establishment of Forfis in 1993 has provided a significant impetus to the
ory bodies with representation from business, academia and other fields — the National

Competitiveness Council; the Expert Group on Future Skills Needs; and the Irish

Council for Science, Technology and Innovation — to provide expert guidance on
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specific aspects of its remit. Forfds and the advisory bodies under its auspices have pro-
duced a wide range of reports in recent years on key aspects of enterprise strategy. These
include Shaping our Future (1996), Enterprise 2010 (2000) which analysed in detail the
needs and challenges facing the enterprise sector over the current decade, and the Tech-
nology Foresight report of the Irish Council for Science, Technology and Innovation
which underlined the need to build a strong knowledge base in niche areas of ICT and
biotechnology. The Expert Group on Future Skills Needs and the National Competi-
tiveness Council have produced a range of in-depth reports on skills and competitiveness
issues, while Forfis conducts annual and bi-annual surveys of employment, business
impact, research and development, and trade and investment. Whereas enterprise devel-
opments and trends were once largely subject only to periodic review, there is now an
ongoing process of monitoring and analysis. This Review has drawn substantially on
this ongoing work of research and analysis within Forfas, the bodies and agencies under

its aegis, and the Department of Enterprise, Trade and Employment.
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Chapter 2 — The Era of Record Growth and After

I A Decade of Growth

2.1 The scale of the economic growth recorded during the 1990s marks it out from
all previous periods in our economic history. The growth rate during the period from
1994 to 2000 was around twice the trend rate of around four per cent per annum
achieved — the first half of the 1980s apart — over the period from the 1960s to the
early 1990s. Because growth in the latter part of the 1990s was both high and prolonged,
it had a major impact on many measures of economic and social performance. Within
the space of a few years, sustained progress was made in tackling problems previously
thought to be intractable or to be remediable only over a time-span of decades. The
next section briefly surveys the progress made in the areas of (i) employment and unem-

ployment; (ii) living standards and (iii) taxation and the public finances.

Employment and Unemployment

The outstanding policy success of the last 20 years, indeed of the whole post-Independence era, ...
was the increase in employment between 1993 and 2000 and the corresponding huge reductions in

unemployment and emigration.

J.W. O’Hagan, Associate Professor of Economics, Trinity College.'

2.2 In little more than half a decade during the 1990s, the Irish economy went from
a state of large-scale labour surplus to one of labour shortage. In 1993, unemployment
as measured by the Labour Force Survey stood at 220,000, almost 16 per cent of the
workforce. By the first quarter of 2001, it had fallen to a low of 65,000, just 3.7 per
cent of the workforce. Figure 3 outlines unemployment rates in Ireland and the Euro-
pean Union from 1992 to 2002. Over this period, Irish unemployment went from 180
per cent of the EU average to under 60 per cent of that average. In the process, Ireland
went from having the second highest level of unemployment among the fifteen EU
member states to having the fourth lowest. Major progress was also made in tackling
the problem of long-term unemployment. In 1994, there were 128,000 long-term
unemployed, close to one-in-ten of the workforce. In the second quarter of 2002,
there were 21,600 long-term unemployed, little more than one-in-a-hundred of the

workforce.

2.3 The reduction in unemployment does not adequately capture the scale of the job
creation achievement of the past decade. Figure 4 outlines the rise in the number of
persons in employment from the late 1980s. The number at work increased from
1,111,000 in 1989 to 1,750,000 in the second quarter of 2002, an increase of 639,000,
or close to 60 per cent. Over the two preceding decades from 1966 to 1986, by contrast,

the net rise in employment amounted to just 25,000. Rapid growth in employment,

'J.W. O’Hagan. 2000. ‘Population, Employment and Unemployment’ in O’Hagan, J.W. (ed). The Economy of
Ireland (Eighth Edition): Policy and Performance of a European Region (Dublin: Gill and Macmillan): 176.
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Figure 3: Standardised Unemployment Rate in Ireland and the EU 1992-2002
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Figure 4: Persons at Work 1988-2002*
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together with changes in Irish demographic structures, brought about a major improve-
ment in our traditionally high dependency ratio. In 1991, there were 2.1 persons unem-
ployed or outside the labour force for every one person at work, but by 2000 there
were just 1.2 persons not in the labour force or at work for every one person in employ-
ment. The transformation of the labour market also brought an end to the high level of
involuntary emigration that marked the 1980s. From 1983 to 1990, net outward
migration averaged 25,000 per year. From 1997 to 2002, there was an estimated average
net imward migration of almost 22,000 per year. This was among the factors which
contributed to the rise in population to an estimated 3.917 million in 2002, the highest

level recorded since 1871.

2.4 Since the second half of 2001, however, labour market conditions have been less
favourable. Notified redundancies in 2001 reached 19,828 in 2001, the highest level
since 1987, and an increase of almost 50 per cent on the figure of 13,316 in 2000. In
2002, notified redundancies rose further to 25,358, an increase of 28 per cent on the
number in 2001. As measured by the Quarterly National Household Survey, seasonally
adjusted unemployment rose by almost 20,000 between the first quarters of 2001 and
2003, with the unemployment rate rising from 3.7 to 4.6 per cent. Though the number
of persons in employment rose in 2002, the increase was markedly lower than in preced-
ing years; employment grew by 1.4 per cent compared with 2.9 per cent in 2001, 4.7
per cent in 2000, and 6.3 per cent in 1999. Almost all of the growth in jobs in the year
to the first quarter of 2003 occurred in predominantly public sector activities such as
health, education and public administration, while industrial employment fell by over
7,000. Despite the increase in the number at work, the total number of hours worked
in the economy also fell slightly in 2002. Projections for 2003 suggest that the number
in employment will remain broadly unchanged or increase marginally, while unemploy-
ment is likely to rise to over 5 per cent. This rate of unemployment would compare
favourably with past levels of unemployment in Ireland and current and projected levels
of unemployment in most other European Union economies. As the ESRI and the
OECD have cautioned, however, a continued loss of competitiveness in the Irish econ-

omy would lead to a higher and more sustained rise in unemployment.

Living Standards

2.5 According to the Household Budget Surveys conducted periodically by the Cen-
tral Statistics Office, average disposable household income rose from €357.96 in 1994-
95 to €551.57 in 1999-2000, an increase of 54 per cent.” As the cumulative rise in
consumer prices in this period was in the region of 12 per cent, most households enjoyed

a substantial rise in living standards.

2.6 The exceptional growth performance in these years also saw Irish living standards,

traditionally among the lowest in the European Union, converge rapidly on the EU

>CSO. Household Budget Survey 1999-2000.
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average. Measured on a GDP per capita basis, Irish output levels stood at 123 per cent
of the euro area average in 2001. GDP, however, gives an inflated impression of Irish
output as it includes the substantial profits and royalty, licence and management services’
payments repatriated by the Irish operations of multinational enterprises to their parent
companies. In 2000, Irish GDP was around twenty per cent higher than GNP, a margin
unique among advanced economies. For this reason, the alternative measure of Gross
National Product [GNP] — GDP plus income accruing to domestic residents from
abroad less income earned in the country and transferred abroad — is generally regarded
as a more reliable guide to the resources available for consumption and investment. In
2001, GNP per capita in Ireland was estimated to be around 103 per cent of the euro

arcea average.

Public Finances and Taxation

2.7 The acceleration of growth from the mid-1990s contributed to a marked turn-
around in the public finances. 1998 saw the attainment of a surplus on the Exchequer
Balance — the balance on the current budget plus that on the Exchequer’s borrowing
for capital purposes — for the first time since the 1940s. In 2000, this surplus reached
almost €3.05bn, some 3.5 per cent of GNP, while the surplus on the General Govern-
ment Balance — the fiscal outcome for all arms of government — reached €4.57m. In
1986 by contrast, the deficit on the Exchequer Balance stood at around 13 per cent of
GNP, having peaked at 16 per cent of GNP in 1982. A combination of lower than
projected tax receipts and increased public expenditure led to a deterioration in the
exchequer and general government balances in 2001 and 2002. A small exchequer bal-
ance of €95m. was recorded in 2002, with the general government balance estimated
to be in deficit to the sum of €397m. The Budget of December 2002 projected that
these deficits would to rise to €1869m. and €885m. respectively in 2003, but a shortfall

in tax receipts may see these projections exceeded.

2.8 The improvement in the public finances during the 1990s enabled rapid progress
to be made in tackling Government debt. The debt/GDP ratio which rose to a peak of
over 120 per cent in 1987, and stood at 96 per cent in 1993, fell to 34.1 per cent in
2002. Despite the recent deterioration in the public finances, this remains the second
lowest debt/GDP ratio in the European Union. In the process, the debt service burden
on the Exchequer has been substantially reduced. In 2002, 7.8 per cent of tax revenues

went to service the national debt compared with 27.9 per cent of receipts in 1990.

2.9 The improvement in the public finances during the 1990s facilitated a substantial
reduction in the tax burden, particularly in the tax burden on labour that was identified
by the Culliton Group and others as a major impediment to job creation. Over the
period from 1979 to 2001, the fall in the combined burden of income tax and employee

social security contributions in Ireland was the highest in the European Union and the
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second highest in the OECD.’? In 2001, the tax rate on low-wage earners — defined as
income tax plus employer and employee social insurance contributions less cash benefits
as a percentage of the labour cost for a single person earning two-thirds of average
production worker earnings — was the lowest in the EU at 17.3 per cent compared to
an average of 37.8 per cent across all member states.* For employees in a wide range of
family circumstances and earnings bands, the tax rate on earnings in Ireland is similarly
among the lowest in the EU and OECD.

II Accounting for Irish Economic Growth

Through a combination of good luck, good timing, and good policies, Ireland caught the crest of a
geographical and technological wave, and has ridden it to a prosperity nobody expected.

Paul Krugman, Professor of Economics, MIT.?

2.10  Though there are differences of view about the precise weight to be accorded
specific causes, there is broad agreement that the unprecedented economic advances of
recent years resulted from the interaction of a range of different, and in some cases
mutually reinforcing, factors.® Some of these factors were long-term, others short-term;
some domestic, others external; some amenable to control or influence by Government
and social partners, and others not amenable to such control or influence. Box 5 outlines
the main contributory factors. The key long-term foundations of our progress were the
adoption of a strategy of economic openness through integration with the European
Union and the encouragement of foreign investment, and the improvements in the
educational qualifications and human capital of the workforce that resulted from the
introduction of free secondary education in the 1960s and the expansion in third-level
participation from the mid-1980s.

2.11 From the mid-1980s, a number of important steps were taken domestically to
tackle impediments to the realisation of the economy’s growth potential. These actions
included the achievement of greater macro-economic stability, in particular low
inflation; the start of the process of correcting the imbalance in the public finances; and
the initiation of the agreements between government and social partners which contrib-
uted to wage moderation and industrial peace. The decision taken earlier in the decade
to tackle the poor quality of the telephone network and install a fully digital system
nationwide by the mid-1980s also proved important, particularly in helping to attract

inward investment.

*OECD. 2002. Taxing Wages (Paris: OECD), tables 1-17 et passim.

* Eurostat. 2002. ‘Tax Rate on Low-wage Earners’. www.europa.eu.int/comm/eurostat/datashop/06/12/2002.

*Paul R. Krugman. 1997. ‘Good News from Ireland: A Geographical Perspective’ in A.W. Gray (ed) International
Perspectives on the Irish Economy (Dublin: Indecon), p. 53.

“For accounts of the origins and causes of the ‘Celtic Tiger’ see, among others: F. Barry (ed). 1999. Understanding
Ireland’s Economic Growth (London: Macmillan); J. Fitzgerald et al. 1999. ‘Interpreting the Recent Irish Growth
Performance’ in J. Fitzgerald et al, National Investment Priorities for the Period 2000-2006 (Dublin: ESRI), pp.
29-41; OECD. 1999. Economic Surveys 1999: Ireland, pp. 25-62; D. Dufty et al. 2001. ‘Growth in the 1990s’ in
D. Duffy et al, ESRI Medium Term Review 2001-2007 (Dublin: ESRI), pp. 6-24; C. O’Grida. 2002. ‘Is the Celtic
Tiger a Paper Tiger?” in ESRI Quarterly Economic Commentary Spring 2002, pp. 51-60; P. Clinch, et al. 2002.
After the Celtic Tiger (Dublin: O'Brien Press);. P. Honohan and B. Walsh. 2002. ‘Catching Up with the Leaders:
the Irish Hare’, Brookings Papers on Economic Activity 2002 (1), pp. 1-78.
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Box 5: Factors Contributing to Irish Economic Growth

DOMESTIC

EXTERNAL

Long-Term Foundations

Long-Term Foundations

Potential for less-developed economies such as Ireland to
achieve convergence with wealthier ones through tech-

nology transfer, domestic investment etc.

Globalisation, reduction in barriers to trade, increase in

flows of foreign investment.

A demographic structure which ensured a plentiful sup-
ply of labour by virtue of the age structure of the popu-
lation, increases in labour force participation and the

return of emigrants.

Shift in structure of advanced economies to sectors such

as electronics and pharmaceuticals.

Investment and growth in human capital from 1960s.

Growth in internationally-traded services sector facili-
tated by innovations in technology and telecommunica-

tions and regulatory change.

Commitment to economic openness and integration

with the European Union.

Long-term encouragement of, and provision of tax and
other incentives for, foreign investment and indigenous
enterprise. Strategic focus on electronics, pharmaceuticals

and internationally traded services.

English-speaking country, historical links with United

States.

Medium-Term Catalysts

Medium-Term Catalysts

Achievement of macro-economic stability from mid-

1980’s. Low inflation, falling interest rates.

Expansion of EU in mid-1980’s. Single European Mar-
ket Programme announced in 1986 for completion by

end-1992. Resultant boost to US investment in EU.

Stabilisation of public finances from mid-1980’s. Steady
reductions in levels of government expenditure and

taxation.

Aid from EU Structural and Cohesion Funds.

Contribution of successive partnership agreements to
wage moderation, orderly pay determination, and stable

industrial relations.

Rapid growth of ICT sector during the 1990s.

Improvements in infrastructure and telecommunications.
Reductions in relative cost of telecommunications, elec-

tricity and other utilities for Irish enterprise.

Progress towards peace in Northern Ireland.

Short-Term Boosts

Short-Term Boosts

Devaluations of Irish pound in 1986 and 1993.

Depreciation of punt/euro 1997-2001.

46




2.12  The economic expansion that got underway in the late 1980s was first manifest
in the export-oriented manufacturing sector. Demand was boosted by economic recov-
ery in export markets, while Irish competitiveness was strengthened by low inflation,
devaluation, and the moderate wage terms of the first partnership agreement negotiated
in 1987. These improvements coincided with a number of external developments which
offered opportunities that played to Ireland’s strengths. Global trade and investment
flows grew strongly because of factors such as the reduction in barriers to cross-border
trade under World Trade Organisation agreements, improved global communications
links, and the growth in internationally traded services. Following recovery from the
effects of the Gulf War, world trade grew at an annual average rate of almost 7 per cent
during the 1990s, twice the rate of growth in real GDP. Global flows of foreign direct
investment are estimated to have increased fourfold from $200bn. in 1990 to $814bn in
1999. The establishment of the European Single Market from 1993 spurred increased
interest among U.S. firms in setting up production bases in Europe. The European
market also grew significantly in size in the decade from the mid-1980s with the
accession of Spain, Portugal and Greece in 1986 and Sweden, Finland, and Austria in
1995. The ICT (information and communication technology) sector underwent unpre-
cedented expansion, particularly in the second half of the 1990s, in response to rapid
product change in areas such as personal computers and mobile telephones, and devel-
opments such as the emergence of the Internet and eBusiness, and concerns about Y2K.
From 1995 to 2000, corporate IT spending in the United States grew by 25 per cent
per annum, while capital spending by telecommunications service providers globally on
communications and networking equipment grew by around the same amount. These
developments helped to fuel a new wave of overseas investment by US hardware and
software producers. This was further boosted by the prolonged expansion of the US

economy — the period from 1992 to 2000 was its longest period of growth on record.

2.13 Because of our long-term commitment to the attraction of overseas industry, our
favourable demographic structure, our historic links and common language with the
United States, and our efforts to raise the educational level of young people entering
the workforce, Ireland was able to attract a larger share of the increased volume of US
investment flows to Europe. Annual flows of foreign direct investment into Ireland
increased from an annual average of around $140m. in the 1980s to $790m. in the first
half” of the 1990s and $2,700m. in the second half of the decade. Though Ireland
accounts for just one per cent of the population of the European Union, over one-in-
ten of all foreign-owned green-field manufacturing projects coming into Europe during
the 1990s located here. The fact that a sizeable cohort of young people possessed the
education and skills required in high-tech industries proved of particular importance in
attracting overseas firms. The number of third-level graduates in science and technology

more than doubled over the decade from the late 1980s. By the mid-1990s, science and
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technology graduates formed a higher proportion of the population aged 20-29 in
Ireland than in any other EU member state, the US or Japan. The 1998 World Competi-
tiveness Report ranked Ireland first in the world for the ‘fit’ between the educational
system and the needs of the economy.” The flexibility and adaptability of the Irish
workforce and work environment also proved a major asset in attracting and retaining

foreign direct investment.

2.14 A number of key overseas investments secured or consolidated from the late
1980s made a critical contribution to the growth of output, employment, and exports.
Success in winning these investments established our credibility as a destination for
inward investment and helped to maintain the expansionary momentum of the foreign-
owned sector. Over the course of the decade, Ireland achieved the second highest rate
of growth in export volumes in the OECD, recorded the highest share of high-tech
products in manufacturing exports in the OECD, and became the world’s leading
software exporter. Assisted by rapid technological and regulatory change, the inter-
nationally-traded services sector also registered strong growth, particularly in the latter
part of the 1990s. Employment in the International Finances Services Centre established
in 1987 rose to 8,500 by 2000.

2.15 The rapid expansion of foreign-owned enterprise had a positive impact on the
rest of the economy as overseas firms’ expenditure on domestic materials and services
grew strongly. Indigenous industry also benefited from the improved economic and
business climate and, with other parts of the enterprise sector, from stable or declining
charges for utilities and other inputs. In contrast to the 1970s and 1980s, Irish-owned
manufacturers recorded significant employment and output growth. A sizeable indigen-
ous software industry emerged and grew rapidly to account for half of total software
employment. High-potential indigenous firms also emerged in other growth sectors such
as electronics, medical devices, and consumer foods. The tourism sector also experienced

sustained growth in visitor numbers.

2.16 The upsurge in economic activity and employment strengthened government
finances which, in turn, made possible reductions in personal and corporate taxation
which then gave a further stimulus to employment and economic activity. Aid from the
European Union structural and cohesion funds enabled investments in infrastructure and
human resources vital to maintaining the economy’s growth momentum to be made
without putting a strain on the public finances. From the mid-1990s, domestic demand,
driven by rising employment and falling interest rates and personal taxation, grew

strongly. Private consumption grew by almost 8 per cent per year from 1995 to 2000

"IMD World Competitiveness Yearbook 1999, table 10.
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and contributed to the rapid rise in employment in the retail, personal services, and

hotel and catering sectors.

2.17  As growth rates accelerated in the mid-1990s, the dividend from a demographic
structure markedly different from that in most other European countries made itself felt.
Demographic and labour market characteristics that had been a burden in the 1980s
proved a boon in the very different economic circumstances of the 1990s. The record
growth of recent years could not have been sustained without the large increases in
labour supply made possible by the natural increase in the workforce resulting from the
‘baby boom’ of the 1970s, the relatively low rate of labour force participation among
women, the high level of unemployment, and the existence of a sizeable pool of emi-
grants willing to return home as employment opportunities became available. For most
of the past decade, this growth in labour supply, together with the partnership agree-
ments, also helped to moderate wage increases and maintain competitiveness. In the
final years of the decade, favourable exchange rate movements helped to sustain the
momentum of export growth, though at the cost of some increase in inflationary press-
ures. Over the period from its launch at the beginning of 1999 to the end of 2001, the
euro depreciated by around 26 per cent against the dollar and by around 13 per cent

against sterling.

2.18 In summary, therefore, Ireland’s economic success during the 1990s was strongly
influenced by the conjunction of a broadly favourable external environment; a support-
ive demographic structure; strategic policy choices taken in recent decades to improve
human capital, encourage foreign investment, and develop indigenous enterprise; the
work begun in the 1980s to achieve macro-economic stability and correct the public
finances; and a disciplined approach to pay determination which, though providing
steady growth in real earnings, ensured that much of the dividend from growth was

realised in additional employment.

III' The Changing External Environment

2.19 Given the exceptional openness of the Irish economy, the slowdown in the US
and world economies that began in the second half of 2000 has inevitably had a marked
impact on our economic performance. US growth fell from 3.8 per cent in 2000 to 0.3
per cent in 2001, while that in Japan declined from 2.6 per cent to -0.3 per cent over
the same period. In the European Union, growth decreased from 3.5 per cent in 2000
to 1.6 per cent in 2001. World trade fell by 1 per cent in 2001, the first year of negative
growth since 1982, and a sharp contrast with the 11 per cent increase recorded in 2000.*

Preliminary estimates indicate that it grew by 2.5 per cent in 2002, but this aggregate

®World Trade Organisation. 2002. International Trade Statistics 2001 (Geneva: WTO), pp. 1-4 & 39-42. World
Trade Organisation. 2003. “World Trade Figures 2002’, 23 April 2003.
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increase masked a sluggish trade performance in many regions, including Western
Europe. While the global economy appeared to be on the road to recovery in early 2002,
it faltered thereafter as business and consumer confidence failed to gain momentum. A
gradual improvement in world economic conditions is expected from the latter half of
2003, but this could be affected by a range of downside risks. 2001 and 2002 were very
difficult years in particular for the ICT sector whose prolonged growth during the 1990s
played a critical part in Ireland’s economic expansion. US high-tech exports in 2001
were $189bn. compared with $223bn. in 2000, a drop of 15 per cent.” The global value
of semi-conductor sales fell by almost 30 per cent in 2001, while unit sales of personal
computers fell for the first time in 15 years and sales of mobile phones stagnated globally
and declined in Europe. As discussed in chapter 3, this downturn in the ICT sector led
to a sizeable fall in employment in Ireland. Any revival in the computer sector in 2003
is likely to be modest, and there is little sign of an upturn in the fortunes of the

communications sector.

2.20 The downturn in the world economy since 2000 led to a substantial fall in foreign
direct investment (FDI) worldwide. Between 2000 and 2001, FDI inflows in the OECD
area fell from $1.27 trillion to $566 billion, a decline of 56 per cent." According to
OECD estimates, direct investment flows of all kinds into Ireland fell from $24.1bn. in
2000 to $9.8bn in 2001. As outlined in chapter 3, new jobs in IDA-supported foreign-
owned companies declined substantially in 2001 and 2002, with the fall being most
pronounced in the electronics and engineering sector. Competition for inward invest-
ment has also intensified as a result of increased globalisation and other developments.
In Asia, the emergence of China as a major economic power and the greater openness
of the Indian economy have seen both economies, and China in particular, become
increasingly important destinations for foreign investment. In Europe, the scheduled
accession of ten countries from Eastern and Central Europe to the European Union in
May 2004 has had a major impact on investment patterns. In anticipation of EU
accession, inward investment in the candidate countries grew substantially from the mid-
1990s, rising from 6.5bn ECU in 1995 to €19bn. in 2000."" Over this period, Ireland’s
share of new green-field projects in Europe declined, while the share going to Central
and Eastern European economies, particularly Hungary, Poland and the Czech
Republic, grew substantially. A number of these countries currently have, or plan to
introduce, relatively low rates of corporation tax in order to attract inward investment;
the rate in Hungary is currently 18 per cent, in Poland it is set to drop to 24 per cent
in 2004, while in Estonia a zero rate applies.'”” The accession to the EU in 1995 of

Sweden, Finland, and Austria — countries with a strong technological and research base

” American Electronics Association. Cyberstates 2002. www.aeanet.org/pressroom/idmk—cs2002-US.

'"OECD. 2002. ‘Trends and Recent Developments in Foreign Direct Investment’ in International Investment Per-
spectives 9/2002 (Paris: OECD), pp. 1-3 et passim.

""Eurostat. 2002. The Evolution of FDI in Candidate Countries 1995-2000.

ZKPMG. 2002. Corporate Tax Rate Survey: www.us.kpmg.com/microsite/global—tax/taxfacts.
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and excellent infrastructure — has also led to increased competition for high technology
inward investment. Sweden’s share of investment within the EU in particular has grown
strongly in recent years, while the return on US investment in Finland was, after Hun-

gary and Ireland, the third highest over the period from 1995 to 1999.

IV The Changing Domestic Environment

2.21 Labour supply was pivotal in two main ways to the regeneration of the Irish
economy from the late 1980s. First, the availability of a plentiful supply of young, well-
educated labour was, in a context of increasingly ageing populations in other European
economies, a key advantage in securing inward investment. Surveys of foreign-owned
firms operating in Ireland undertaken in recent years have shown that over half ranked
this as the factor that most influenced their decision to invest here. Second, the growth
momentum that originated in the foreign-owned export sector could not have been
sustained and broadened without the existence of large-scale sources of under-utilised
labour. These additional sources of labour were available because of our historically
low level of female labour force participation and high levels of unemployment and

emigration.

2.22  Though Ireland does not immediately face the prospect of labour force decline
that is already affecting a number of European economies, we will not see a continuation
of the rate of workforce expansion experienced over the past decade. First, the effects
of the steady fall in the birth-rate from 1980 to the late 1990s will lead to a drop in the
annual inflow of young people to the workforce in the years ahead. The number of
students enrolled full-time in second-level schools is projected to fall from around
370,000 in 1996/97 to 320,000 in 2006/07, while FAS and the ESRI have estimated
that the annual inflow of 15-24 year-olds to the labour force will decline from approxi-
mately 59,000 per year in 2000 to 54,000 in 2005."” Second, the rapid rise in female
labour force participation in recent years has taken Irish participation levels to the EU
average and is thus likely to constrain the future rate of growth from this source. Women
not currently in the workforce are concentrated in older age groups and in unskilled
categories, while demand is likely to be highest for younger, more highly-skilled
workers. Since 1999, the contribution of rising participation rates to labour force growth

has fallen significantly.

2.23 The third main source of increased labour supply in recent years has been
migration. In the second half of the 1990s, rising levels of inward migration and falling

levels of emigration were responsible for almost one-quarter of the growth in labour

P]J. Sexton et al. 2001. Estimating Labour Force Flows, Job Openings and Human Resource Requirements
1990-2005 (Dublin: FAS/ESRI), table IV.a.
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supply. Since 1999, annual immigration levels have been relatively stable, averaging
around 45,000, with a decline in the number of returning Irish emigrants and migrants
from Britain and other EU member states being offset by a large rise in the number of
migrants from other parts of the world. Persons of non-Irish, British, EU or US origin
comprised 35 per cent of immigrants in 2002 compared with around 10 per cent in
1999. There has been a related rise over this period in the number of work permits
granted to persons from outside the European Economic Area — the 15 EU member
states plus Norway, Iceland and Lichtenstein. This figure rose from 6,000 in 1999 to
18,000 in 2000, 36,500 in 20001, and just over 40,000 in 2002. A sizeable number of
applications in 2002, however, were for renewals of existing permits, 16,562 compared
with 6,485 in 2001. In January 2003, it was announced that the procedure for issuing
work permits was being tightened in response to changing labour market conditions.
Where it is determined on the basis of experience and local labour market analysis that
there is a sufficient supply of labour with requisite skills, employers will be advised that
applications for work permits will not be considered. Operating arrangements to give
effect to the changes in work permit procedures were announced in April 2003. Under
these arrangements, the Department of Enterprise, Trade and Employment will, after
consultation with FAS, announce on a quarterly basis the occupational sectors ineligible
for work permits. A number of occupational sectors were declared ineligible for permits

for the quarter from April to June 2003.

2.24  As a result of demographic and other factors, the annual rate of growth in labour
supply has been declining since 1999; the labour force increased by an estimated 1.9 per
cent in 2002 compared with increases of 2.5 per cent in 2001, 3.3 per cent in 2000,
and 4.0 per cent in 1999. Table 1 outlines the ESRI’s projections of annual labour force
growth over the period to 2015. It can be seen that growth in 2000-05 is projected to
be around two-thirds of that in 1995-2000, while the rise in 2005-10 is projected to be
just half the level a decade earlier. This decline in workforce growth has two main
implications for enterprise strategy. First, Ireland is no longer in a position to offer
foreign investors the large-scale labour surplus available in the past and must develop
other sources of comparative advantage. Second, future economic growth will depend

more on increasing productivity than on expanding the labour force.

Table 1: Projected Growth in Labour Supply

1995-2000 3.4%
2000-2005 2.2%
2005-2010 1.7%
2010-2015 0.7%

Source: ESRI.
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Cost Competitiveness

Prices

2.25 The improvement in Ireland’s economic performance that got underway in the
second half of the 1980s went hand in hand with the gradual achievement of greater
macro-economic stability. Inflation was reduced to a level at or below the average in
other EU and OECD economies; the Programme for National Recovery and its suc-
cessor Programmes provided for relatively modest increases in nominal wages; and
government borrowing declined steadily as a proportion of GNP. Figure 5 outlines
annual inflation in Ireland and the European Union on a harmonised basis from 1992
to 2002. In the period to 1997 the Irish inflation rate was consistently below the EU
average, but since 1999 it has typically been twice or more the average level in other
member states, and is projected to remain well above the EU average in 2003 and 2004.
While the gap between Irish and EU inflation rates narrowed somewhat in 2001, it
widened again in 2002.

2.26  In the period from 1998 when Irish inflation first began to drift upwards, increases
in the price of imported goods caused by the depreciation of the euro vis-a-vis sterling
and the dollar played a significant part. Since 2000, however, inflationary pressures have
been greater in mainly non-traded sectors of the Irish economy. Table 2 shows the rate
of inflation for the main categories of goods and services in Ireland and the EU for the
year to December 2002. The rate of price inflation in Ireland in this period was substan-
tially higher in the case of goods and services that are mainly provided and sourced
domestically such as health, education, restaurants and hotels, recreation, and mis-
cellaneous services. The gap between Irish and EU price movements was also greater
for these categories of expenditure. The price of education rose by 11.6 per cent in the
year to December 2002, more than twice the European Union average. Health inflation
in Ireland over the period was 7.7 per cent, more than twice the EU average; the cost
of recreational and cultural services in Ireland increased by four times the European
average; while the Irish inflation rate for miscellaneous goods and services was more
than twice the European Union mean. Over the course of 2002, there was some moder-
ation in services sector inflation in Ireland with a decline from a peak of around 9 per
cent at the start of the year to under 6 per cent by its end. This was mainly as a result
of an easing of price pressures in private sector services. The rate of inflation in adminis-
tered services such as education and health that are subject to direct or indirect Govern-
ment control averaged around 10.5 per cent during 2002. In the first quarter of 2003,
the rate of inflation edged upwards, but by the second quarter of the year there were
signs of an easing in inflationary pressures. In May 2003, the annual rate of inflation as
measured by the consumer price index fell to 3.7 per cent, the first time it had gone
below 4 per cent since December 1999. This was due largely to externally-driven factors
such as falling fuel prices and interest rates, and the rise in the value of the euro; if the
rise in the euro is sustained, it should contribute to a continued downward trend in
Irish inflation. Price rises for a range of domestically provided services remain high,

however, compared with those in most other European Union economies.
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Figure 5: Harmonised Index of Consumer Prices Ireland and
European Union 1992-2002

B
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Source Eurostat.

Table 2: Main Categories of Harmonised Index of Consumer Prices:
Annual Changes to December 2002

%
Ireland EU-15*
Food and non-alcoholic beverages 2.8 1.3
Alcoholic beverages and tobacco 10.0 3.6
Clothing and footwear =55 0.5
Housing, water, electricity, gas & other fuels 37 1.9
Furnishings, household equipment, & household maintenance 0.2 1.2
Health 7.7 3.1
Transport 4.3 3.6
Communications* 0.6 -0.9
Recreation and culture 4.1 1.0
Education 11.6 5.0
Hotels, cafés & restaurants 7.1 4.4
Miscellaneous goods & services** 6.8 2.9
Total 4.6 2.2

*Post and telecommunications.

**This covers a wide range of expenditure items including hairdressing; personal goods such as grooming products
and jewellery; childcare and other social protection services; insurance, financial services, and legal and professional
services.

Source: Eurostat
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2.27 The comparatively high rate of inflation in Ireland in recent years has inevit-
ably had an eftect on the relative price of Irish goods and services. An analysis under-
taken by the Central Bank found that the price level in Ireland relative to the average
for the euro area fell in the first half of the 1990s, but rose thereafter from around 95
per cent of the average in Eurozone economies in 1995 to around 112 per cent in
early 2003." A study prepared for Forfas and published in 2002 concluded that Ireland
was, after Finland, the second most expensive country in the Eurozone for consumer
goods and services.” A follow-up study published in May 2003 found that Ireland
had almost reached price parity with Finland and was set to become the most expens-
ive country in the Eurozone in the very near future. In 1995, by contrast, Ireland
ranked only as the eighth most expensive of the then twelve EU member states. In
addition to the eftect of high Irish inflation, the Forfis study found that other factors
responsible for the cost of goods and services here included rates of indirect taxation;
retail structures; geographical location and market size; regulatory factors and compe-
tition; and national preferences. Sustaining Progress: the Social Partnership Agreement
2003-2005 underlines the need to reverse the recent deterioration in some dimen-
sions of competitiveness in order to enable the economy to consolidate and build
upon the advances of the past decade. It provides that proposals for action to slow
down the present rate of domestically generated inflation will be co-ordinated by a
specially convened group which will draw up a detailed action plan and monitor its

progress.

Wages

2.28 Wage trends over the past decade show similarities with price movements.
Figure 6 charts the annual increase in nominal wage compensation per employee in
the business sector in Ireland, the EU and the euro area over the period from 1991
to 2002. During the first half of the 1990s, wage increases in Ireland were generally
below the average in other EU economies. Since 1997, however, wages have been
rising at a much faster rate in this country, approximately twice to two-and-a-half
times the average level across the European Union. The Department of Finance have
estimated that, over the five years from 1998 to 2002, cumulative wage increases in
Ireland totalled around 42 per cent compared with an average of 13 per cent in the
euro area and 16 per cent in the EU as a whole.'
internationally — including the Central Bank, ESRI, OECD, IMF and the European

Commission — have expressed serious concern about the implications of this trend

Economic bodies nationally and

for competitiveness and employment. Though the past year has seen a gradual decline

' Central Bank. Quarterly Bulletin Spring 2002, chart A.1.; Quarterly Bulletin Spring 2003: 6.

"> Forfas. 2002. Comparative Consumer Prices in the Eurozone and Consumer Price Inflation in the Change-
over Period.

' Address by Mr Charlie McCreevy T.D., Minister for Finance to PPF Plenary, 31 October 2002.

55



in the rate of wage growth in Ireland, particularly in distribution, business services
and among clerical and managerial employees in industry, in most cases it remains

well above the level of increase in other European countries.

Figure 6: Increases in Nominal Compensation per Business Sector Employee
in Ireland, the EU and the Euro Area 1991-2002

Euro Area

- EU

Ireland

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Source Eurostat.

2.29 In response, it has been contended that productivity gains in the Irish economy
in recent years have been strong enough to permit historically low Irish wage rates
to be brought up to the level in other European economies without damaging our
competitiveness. It is certainly the case that Irish wage levels, particularly in manufac-
turing, have historically been at the lower end of the EU range. The most recent EU
data on labour costs relate to 2000 and indicate that hourly labour costs in Ireland at
that time were, after Portugal, Greece and Spain, the fourth lowest in the European
Union."” The above-average growth of Irish wage rates since 2000, however, would
have altered our relative position somewhat. The comparatively low rate of Irish
employer social security contributions also contributed significantly to the labour cost
gap between Ireland and other economies. These contributions accounted for 12.4
per cent of total labour costs in manufacturing and services in Ireland in 2000 com-

pared with an EU average of 21.5 per cent and a high of 29.6 per cent in Sweden.

"Nobre, A. 2001. EU Labour Costs 1999. Eurostat. Statistics in Focus: Population and Social Conditions Theme 3
— 3/2001.

56



While hourly manufacturing labour costs in Ireland were around 60 per cent of those
in Sweden in 1999, for example, hourly employee remuneration was around 75 per
cent of the Swedish level. It is also the case that, at the aggregate level, productivity
growth in manufacturing during the 1990s was well in excess of earnings growth
with the result that unit labour costs fell steadily. In 2000, unit wage costs across the
manufacturing sector as a whole were around 30 per cent below their 1995 level, a

performance well ahead of that in competing economies.

2.30 Because of the significant sectoral disparities in Irish industry, however, caution
needs to be shown in drawing conclusions on the basis of aggregate cost and output
trends. Analysis of productivity data for the last decade reveals large variations in the
performance of different sectors. A small number of high-tech sectors have recorded
exceptional rises in output and productivity — notably the chemicals sector which
has seen annual productivity growth of around 25 per cent per annum since 1996.
Because these sectors account for a large proportion of output in Ireland, their per-
formance has significantly skewed the aggregate data. In order to correct for this
factor, the IMF undertook an alternative analysis of trends in Irish unit labour costs
in recent years in which different manufacturing sectors were weighted by their shares
of manufacturing employment rather than output.” The IMF analysis found that,
measured on this basis, gains in competitiveness in the period from 1995 to 2000
were relatively limited with unit labour costs being broadly stable over the period. In
2001, manufacturing sectors with the exception of chemicals and pharmaceuticals
suffered a deterioration in their competitive position. There was, moreover, consider-
able variation in the competitive performance of different sectors over the period
from 1995. The chemical and pharmaceutical industry registered the strongest com-
petitive gains. Within the electronics sector, there was considerable divergence, with
the office machinery and communication equipment sector losing ground and the
electrical machinery and medical and other instruments sectors gaining ground over
the half decade. Unit labour costs in the food, drink and tobacco sector were broadly
stable over the period. A separate analysis by the Central Bank found that, when the
contribution of the chemicals sector was excluded, unit labour costs decreased at a
more modest rate relative to other economies during the late 1990s, and have
increased sharply since 2000."” The outlook for a decline in wage inflation in 2003
have been improved by the terms of the wage increases provided for under Sustaining
Progress. The phasing of the pay increases under the partnership agreement implies an
annualised increase of around 3.5 per cent in private sector pay in 2003, a relatively

low rate of increase compared with the terms of the preceding agreement.

"IMF. July 2002. ‘How Competitive is Irish Manufacturing?” in Ireland: Selected Issues, pp. 5-13.
' Central Bank. Quarterly Bulletin Spring 2003, pp. 54-55 & chart 5.
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2.31 Figures are also available on economy-wide annual earnings and labour costs
in the EU. These data include all forms of employee compensation (including private
pension contributions, benefits-in-kind etc) in all sectors of the economy, and are
thus more broadly based than figures for manufacturing earnings. Table 3 presents
figures for average earnings and labour costs in 14 EU member states in 2002 prepared
by NESC on the basis of Eurostat data. The figures indicate that, across the economy
as a whole, earnings in Ireland were the third highest in the European Union. Irish
earnings were over twenty per cent higher than those in countries such as Germany,
Sweden, the Netherlands, and France, traditionally seen as high-wage economies.
They were 50 per cent higher than earnings in Italy and two-thirds higher than
earnings in Spain. Gross labour costs in Ireland were the fifth highest in the European
Union but, because of lower than average employer social security contributions in
Ireland and other factors, the gap between Irish labour costs and those in the majority

of other member states was significantly smaller than the earnings gap.

Table 3: Average Employee Earnings and Labour Costs in EU 2002
Country Average Employee Gross Labour
Earnings Costs
€ €

Luxembourg 57,580 62,572
Denmark 36,299 38,763
Ireland 33,273 35,644
United Kingdom 32,349 37,687
Belgium 31,202 41,547
Austria 27,294 34,340
Germany 26,651 33,010
Sweden 26,311 35,323
Finland 26,207 33,109
Netherlands 26,160 32,640
France 26,111 35,599
Italy 21,781 30,030
Spain 19,929 25,108
Greece 15,925 20,496
Portugal n/a n/a
Source: National Economic and Social Council. 2003. Investment in Quality: Services, Inclusion
and Enterprise, table 6.5.
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Figure 7: Euro Dollar and Sterling Exchange Rate 1999-2003
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Source: European Central Bank.

Exchange Rates
2.32  The deteriorating competitive position of some sectors of the Irish economy

from 2000 was masked for a time by favourable exchange rate trends. Over the three
years from 1999 to 2001, the dollar appreciated by over a quarter against the euro
while sterling appreciated by around one-eighth. Since the start of 2002, however,
these trends have been reversed as the euro has strengthened appreciably against both
currencies; figure 7 charts the exchange rate trends over the period from January
1999 to April 2003. Over the year to April 2003, the euro appreciated by almost
one-quarter against the US dollar. This effectively brought about a deterioration of
close to 25 per cent in the price competitiveness of the Irish subsidiaries of US firms
relative to that of their American operations. It has had a similar impact on the price
competitiveness of Irish firms selling onto US markets, including the sizeable number
of indigenous software companies which have worked to develop markets in the US
in recent years. In more recent months, sterling has also depreciated significantly
against the euro. Over the year to April 2003, the euro rose in value by almost 12
per cent against sterling, adding to the competitive difficulties faced by indigenous
manufacturing firms on both the home and British markets as well as by businesses
in traded services such as tourism. In May 2003, the euro rose by a further 10 per

cent against the dollar and 5 per cent against sterling, hitting record highs against
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both currencies. While the euro has since fallen somewhat against the dollar and to
a lesser extent sterling, it remains at significantly higher levels than those prevailing
from 2000 to mid-2002. This will create undoubted difficulties for many Irish
enterprises, in the short-term at least, and, in a context of rising domestic costs, almost

certainly have a negative impact on employment.

Non-Labour Costs

2.33 The enterprise sector has also been affected by rising non-wage costs in a
number of areas. This applies particularly to insurance costs which have risen sharply
in recent years. A survey of over 200 companies undertaken by IBEC in mid-2002
showed that the cost of employers’ and public liability insurance had doubled on
average between 1999 and 2002.*" In 2002, the general increase in premiums was in
the region of 60 per cent, with increases in the region of 100 per cent sought in
some cases. Almost half of respondent companies reported that rising insurance costs
had caused trading difficulties, with almost one-fifth of businesses describing these
difficulties as major. Surveys undertaken by ISME found that insurance costs among
respondent member companies increased by 52 per cent in 2003, 71 per cent in
2002, and 50 per cent in 2001.>' The compound increase over the period from 2001
to 2003 was 290 per cent so that a business paying €10,000 in insurance premia in
2001 faced charges of €39,000 in 2003. One-in-five ISME member companies indi-
cated in 2002 that they had reduced their employment levels as a result of insurance
increases. 2002 and early 2003 also saw increases in electricity, fuel, postage and other
costs. As part of its overall remit to assess factors relevant to competitiveness, the
National Competitiveness Council monitors trends in non-wage costs. In its report
for 2002, the Council found that, though the picture was mixed with Ireland faring
well on some indicators and less well on others, overall Ireland’s comparative ranking

in terms of non-labour costs had deteriorated.”

Congestion

2.34 The increased economic activity and employment of the past decade have
given rise to a growing problem of traffic congestion throughout the country but
particularly in Dublin and other major urban centres. The number of new private
cars registered for the first time almost quadrupled from 60,792 in 1993 to 225,269
in 2000. Estimates of the cost of congestion range from 2 to 8 per cent of GDP. Its
practical effects include added costs for business, increased travel-to-work times for
employees, and the impairment of the efficient functioning of the economy in a wide

variety of ways. A survey of 180 firms by IBEC found that 85 per cent nationally

»IBEC. Insurance Survey Results, 1 October 2002.
*'ISME. 27 December 2002. End of Year Statement, & 2 April 2003, ‘Insurance Costs Continue to Rise’.
*National Competitiveness Council. 2002. Annual Competitiveness Report 2002, pp. 13-16.
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and over 90 per cent in Dublin reported that traffic congestion had an adverse impact
on their business.” The most significant impacts were, first, on delivery scheduling
and haulage costs with 87 per cent of respondent firms indicating a negative effect
on these aspects of their operations. The other main impact was on personnel per-

formance and costs. Table 4 outlines the findings of the survey in this area.

Table 4: % of IBEC Member Firms Reporting Adverse Impact of Traffic Congestion on
Staffing Issues

Punc- Labour Recruit- Turnover Absen-

tuality Costs ment teeism
Dublin 94 83 72 69 62
Rest of Country 68 51 35 30 29

Source: IBEC.

2.35 The evidence suggests that the problem of traffic congestion is a good deal worse
in Dublin than in most other major cities. The Small Firms Association has published
data on the average speed of business deliveries for specified journeys in eight capital
cities, including Dublin, London, Paris, Berlin, Tokyo, and Washington DC.** Ireland
was ranked last of the eight countries with an average delivery time of 57 minutes
followed by Berlin at 53 minutes. All of the other cities surveyed had far lower average
delivery times, ranging from 13 minutes in London to 18 minutes in Washington DC.
In summary, therefore, there is little doubt that the rise in congestion in recent years,
and the infrastructural deficits of which it is both cause and effect, has had an adverse
impact on the business sector, and impinges negatively on efforts both to attract new

overseas enterprise and to promote new indigenous enterprise.

Ireland’s International Competitive Standing

2.36  The rise in wage and non-wage costs in recent years and the growing evidence of
congestion and infrastructural inadequacies have affected Ireland’s competitive standing
internationally. Two main comparative studies are published annually which assess
national competitiveness on a range of quantitative indicators supplemented by surveys
of leading business personnel — the IMD World Competitiveness Yearbook and the
World Economic Forum’s Global Competitiveness Report. Following steady improve-
ments in the late 1990s, Ireland’s competitiveness ranking has slipped in both studies

since 2000. Our position in the World Competitiveness Yearbook rankings of countries

ZIBEC. 10 April 2002. Traffic Congestion Survey.
*Small Firms Association 26 February 2001. ‘Speed of Business Deliveries in Dublin’.
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with a population of less than 20 million has fallen from 5" in 2000 to 11 in 2003,
while that in the Global Competitiveness Report declined from 11 in 2001 to 24® in
2002.” While specific aspects of the methodology or results of these studies can be
queried, there is little doubt that these findings are broadly in line with business eval-

uations at home and abroad of recent trends in Irish competitiveness.

»World Economic Forum. 2002. Global Competitiveness Report 2002-2003, chapter 1.1. IMD. 2003. ‘World
Competitiveness Scoreboard 2003’ in World Competitiveness Yearbook 2003.
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Chapter 3 — The Enterprise Sector in Ireland

I Overview

3.1 The enterprise sector in Ireland comprises a mix of businesses of different size,
origin, and complexity engaged in a diverse range of activities. For the purposes of
enterprise policy, two distinctions are of particular importance. First, that between
enterprises producing internationally traded goods and services — those that can be
provided to buyers in one country by firms in another — and enterprises engaged in
locally traded services — those provided by firms or other bodies within national bound-
aries. International trade was once almost exclusively confined to goods but, due to
factors such as improved communications and greater liberalisation, trade in services has
increased significantly over the past two decades. IDA Ireland and Enterprise Ireland
focus their efforts on export-oriented enterprise in manufacturing and international ser-
vices, while other support structures such as the City and County Enterprise Boards
serve small and micro-enterprises engaged in locally traded activities. The second signifi-
cant distinction is between Irish-owned and foreign-owned enterprise. Because of the
distinctive profiles and needs of indigenous and overseas enterprise, dedicated support
structures have been in place for each since 1992. IDA Ireland is charged with the
development of foreign-owned enterprise, while Enterprise Ireland, Shannon Develop-
ment and Udaras na Gaeltachta have responsibility for the development of domestically-
owned enterprise. This chapter surveys in turn (i) foreign-owned enterprise in manufac-
turing and international services; (ii) Irish-owned enterprise in manufacturing and inter-
national services; and (iii) indigenous enterprise in locally traded services. Sectors such
as food and tourism that are the primary responsibility of departments and bodies other
than the Department of Enterprise, Trade and Employment and the development agen-

cies under its aegis are not discussed in detail in this Review.

3.2 Before considering the main constituents of the enterprise sector, it is worth noting
a number of key aggregate trends in manufacturing and international services over the
past decade. Three developments stand out: (i) the very strong growth in manufacturing
output; (ii) the concentration of output growth in foreign-owned high-technology sec-
tors and the sharp consequential rise in their share of total manufacturing output and,
to a lesser extent, employment; and (iii) the sustained increase in employment and output
in both foreign and Irish-owned enterprise in internationally traded services. Figure 8
charts the growth in manufacturing output, exports, and employment from 1991 to
2000. Output rose more than three-fold from around €26bn. in 1991 to €92bn. in
2000. This was, by a wide margin, the highest rate of output growth in the European
Union. Manufacturing employment also grew significantly in these years, increasing
from 196,878 in 1991 to 255,644 in 2000, a rise of thirty per cent.
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Figure 8: Output, Exports and Employment in Manufacturing Local
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3.3 Though output continued to rise, if at a slower rate in 2001 and 2002, industrial
employment fell, on a seasonally adjusted basis, by 26,000, or just over 10 ten per cent,
from a peak of 255,200 in March 2001 to a preliminary estimate of 229,200 in March
2003. This decline was most heavily concentrated in the electrical and optical machinery
sector in which employment fell by 17,000 over the period. The aggregate rise in
output, however, concealed major sectoral variations. Total manufacturing output is
estimated to have increased by 8.4 per cent in 2002, compared with 10.2 per cent in
2001. Output growth in 2001-2002 was driven by the chemicals sector which recorded
an increase of almost 24 per cent in output in 2002. Excluding the chemicals sector,
manufacturing output declined by just over 4 per cent in 2002. In the ICT sector,
output declined by over 5 per cent in 2002. Output in the food and drink sector grew
by 3.7 per cent as the industry recovered from the foot-and-mouth outbreak and other
difficulties experienced in 2001. There was an aggregate decline of 7.6 per cent in
other sectors of manufacturing industry. Monthly or even quarterly figures for industrial
production need to be treated with caution, but those for the first quarter of 2003 show
continued sluggishness with output rising in the first two months followed by a decline
in March. Data on industrial turnover — which measure the value of sales and not just
the volume of production — showed that turnover in the first quarter of 2003 was
down 6.4 per cent on the preceding three months, while that in March was 12.4 per
cent lower than in March 2002. This is an indication of the increased intensity of the

price competition now faced by Irish manufacturers.

3.4 Over the past three decades, foreign-owned firms in sectors such as electronics
and chemicals have assumed an increasingly prominent position in Ireland’s industrial
structure, and this trend intensified during the 1990s. Figure 9 shows the share of manu-
facturing output, exports, and employment in indigenous, US and other overseas firms
in 1991 and 2000. Over this period, the output share of foreign-owned firms grew from
53 to 78 per cent; their share of exports increased from 74 to 91 per cent; while their
share of total employment rose more modestly from 44 to 48 per cent, having fallen
from 49 per cent in 1999. The expansion of the overseas sector was dominated by US
firms. Between 1991 and 2000, their share of output rose from 31 to 64 per cent; their
share of exports grew from 48 to 77 per cent; and their share of employment increased

from 20 to 30 per cent.

3.5 The rise in output and employment over the past decade was also strongly concen-
trated in the chemicals and ICT (information and communication technology) sectors.
Figure 10 charts the contribution of a number of sectors to total industrial output and
employment growth from 1995 to 2000. The chemicals and ICT sectors accounted for
90 per cent of the increase in both output and employment over the period, with most
of the output growth occurring in chemicals firms and most of the employment growth

occurring in ICT firms. The chemicals sector in Ireland comprises roughly 200 firms,
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Figure 9: Output, Exports, Employment in Irish, US and other Overseas-Owned
Manufacturing Units
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and had a workforce of around 23,000 employees in 2000. It has two main sub-sectors,
pharmaceuticals (proprietary, generic, and bulk-active ingredients), and specialty chemi-
cals. The pharmaceutical sub-sector is the larger of the two, accounting for around two-
thirds of total employment in the sector. The specialty chemicals sub-sector manufac-
tures finished products such as adhesives, coatings, printing and photographic materials;
additives for food and other industries; and intermediate products for the pharmaceutical
industry. There is also a sizeable medical equipment industry which employed approxi-
mately 13,000 people in 2000 and is sometimes grouped with the pharmaceuticals indus-
try as part of a broader healthcare sector. The ICT sector in Ireland has four main
segments: computer assembly; the manufacture of electronic components; the manufac-
ture of telecommunications equipment; and software. According to data from the Cen-
sus of Industrial Production 2000, there were around 80 enterprises employing around
20,000 workers engaged in computer assembly; around 35 firms employing 9,500
engaged in the manufacture of electronic components; and around 15 firms employing
4,500 workers engaged in the manufacture of communications equipment. Estimates
from the National Software Directorate suggest that there were close to 800 firms in
the software industry in 2000 producing packaged software or supplying software ser-
vices and with a total employment of around 30,000. Since 2000, employment in the
ICT sector is estimated to have declined by over 15,000.

Figure 10: Contribution of Selected Sectors to Output and Employment
Growth 1995-2000
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3.6 The rapid growth of the chemical and ICT sectors has had a marked impact on
Irish industrial structure. Table 5 outlines the sectoral composition of manufacturing
output and employment in 1991 and 2000. The share of total output accounted for by
the electrical and optical equipment and chemicals sectors virtually doubled from just
over 30 per cent in 1991 to 60 per cent in 2000, while their employment share rose
from 24 per cent to 36 per cent. This trend has continued, with provisional estimates
for 2001 showing that the two sectors were responsible for over 70 per cent of output
and around 40 per cent of employment. The main decline in output share during the
1990s occurred in the food, drink and tobacco sector, once the dominant sector in Irish
manufacturing; its share of output halved from 37 per cent in 1991 to 17 per cent in
1999, though its employment share declined far less sharply. The three largest sectors
— chemicals, electrical and optical, and food and beverages — accounted for over three-
quarters of total manufacturing output in 2000, a relatively high degree of industrial
concentration. The only other sector whose output share exceeded 10 per cent in 2000
was printing and publishing. This sector grew strongly over the past decade, driven by
the expansion of packaged software. As table 4 shows, traditional sectors dominated by
indigenous firms continue to account for a substantially greater share of employment
than output. Over sixty per cent of manufacturing employees in 2000 were in sectors
such as food and beverages, paper and publishing, metals and metal products, machinery
and equipment, and other manufacturing that are generally characterised as low-to-

medium technology activities.

Table 5: Structure of Manufacturing Output and Employment 1991 and 2000
1991 2000
Output Employment Output Employment
Y % Yo %
Food, Drink and
Tobacco 37.4 22.7 17.2 18.8
Electrical and optical
equipment 18.4 16.5 33.8 27.0
Chemicals 12.8 7.5 26.3 9.1
Clothing, textiles,
footwear, leather 3.9 11.3 0.9 4.3
Paper and printing 7.9 8.5 10.8 93
Metals, machinery and
equipment 7.7 12.8 4.0 12.2
Other 12.0 20.7 7.0 19.3
Source: CSO Census of Industrial Production 1991 & 2000.
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3.7 The third noteworthy development in the enterprise sector over the past decade
has been the sustained growth of the international and financial services sector. Figure
11 charts the six-fold rise in employment from around 11,000 in 1990 to 69,000 in
2001. Employment in internationally traded service activities such as software, telemark-
eting, and shared corporate services rose from 10,255 in 1990 to 58,476 in 2001, before
decreasing by over 2,000 in 2002 in the first reversal of more than a decade of unbroken
growth. Under the impetus provided by the International Financial Services Centre,
employment in financial services grew tenfold from under 1,000 in 1990 to almost
11,000 in 2002. Around 63 per cent of total employment in international and financial
services in 2001 was in foreign-owned firms. This was only slightly up on their employ-
ment share in 1990 with Irish-owned firms more or less matching the rate of job growth
among overseas enterprises over the decade. Output data series for international services
are less readily available, partly because of the difficulties in measuring services output.
The most recent Forfis survey of business impact estimates that total sales in international
service companies supported by the enterprise development agencies amounted to
€17.5bn. in 2000, with over three-quarters of this figure accounted for by foreign-
owned firms. Total service exports in 2001 were €23.8bn, up significantly from €20bn.
in 2000, with foreign-owned firms accounting for 88 per cent of service exports in the
latter year. Figure 12 outlines the composition of services exports in 2000. Computer
services, mainly software delivered electronically, accounted for almost one-third of total
exports. The next largest contributors to service exports were other business services,

tourism and travel, and financial services.

3.8 The manufacturing and international services sectors in Ireland underwent rapid
expansion and development over the past decade; during the period from 1995 to 2000,
the rate of change in the structure of the Irish manufacturing sector was the most rapid
in the European Union.' The results of this process of adaptation have been positive for
the Irish economy. As figure 13 shows, the high-tech share of manufacturing value-
added in Ireland was the highest in the European Union in 1999 and on a par with the
United States. Most of the leading global companies in the ICT and
chemicals/pharmaceuticals sectors now have operations in Ireland. In software, Ireland
has become the European manufacturing and distribution centre for many of the world’s
leading firms, accounting for over 40 per cent of all packaged software and 60 per cent
of all business software sold in Europe. In 2000, Ireland was also the leading global
exporter of software services.> On a per capita basis, total Irish services exports were the
highest in the European Union in 2001 and, after Hong Kong and Singapore, the third
highest in the world. The strong performance and real progress to which these figures
attest should not deflect attention however from significant underlying weaknesses in
both the overseas and indigenous enterprise sectors. These are discussed in the next

sections.

" Eurostat. 2002. The EU’s Business Economy, p. 31.
>OECD Information Technology Outlook 2002: pp 6-7.
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Figure 11: Employment in International and Financial Services 1990-2002
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Figure 12: Composition of Service Exports 2000
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Figure 13: High-Tech Share of Manufacturing Value-Added 1999
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II Foreign-Owned Enterprise in Manufacturing and

International Services

In the late 1980s and early 1990s, even the most ardent supporters of branch plant industry would
have conceded that they were ‘second best’, and that industrial policy should concentrate on the
development of indigenous industry ... But renewed success with multinational investors in the mid-

1990s would again temper that view.’

Cormac O’Grada, Associate Professor of Economics, UCD

3.9 Foreign-owned enterprises play an important role in the Irish economy, account-
ing for around three-quarters of manufacturing output and nine-tenths of exports, and
a little over half of total employment in manufacturing and international services. The
OECD and other independent observers have generally concluded that the presence
and growth of a large, high-technology, export-oriented foreign-owned sector was the
single most important factor in Ireland’s economic success over the past decade. The
development of indigenous enterprise remains a core objective of enterprise policy and,

as this chapter will show, significant progress was made in this area over the past decade.

*O’Grida, C. 1997. A Rocky Road: the Irish Economy since Independence (Manchester: Manchester University
Press), p. 122.
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In an ever more globalised economic environment, the key distinction, as the Culliton
Group observed, is less that of the national origin of firms operating in Ireland than that
of the quality of the enterprise and employment they bring to the Irish economy and
the extent to which they are embedded in this country. The profile of the foreign-
owned sector that follows, therefore, focuses mainly on these aspects of the operation

of overseas enterprise.

3.10 In tandem with the increased presence of foreign-owned firms, sectoral concen-
tration has also become a more pronounced feature of Irish manufacturing industry.
Though the increased domination of our manufacturing base by the chemicals and ICT
sectors carries risks, these must be seen in context. A small domestic market such as ours
will find it difficult to support a highly differentiated industrial base and will tend to
specialise in a limited number of sectors. Sectoral concentration is not a new feature of
the Irish economy; as late as 1960, food and drink accounted for three-quarters of Irish
exports. The modernisation of the Irish economy has also substantially lessened the
vulnerability that resulted from our past over-dependence on the British market. While
75 per cent of exports went to Britain up to the 1960s, no single national market now

accounts for more than 25 per cent of Irish exports.

Profile of Foreign-Owned Enterprise in Ireland

3.11 The foreign-owned sector in Ireland underwent a major evolution over the past
two decades. Leading global companies in the field of information technology such as
Intel, Microsoft, and IBM established operations here. The chemicals/pharmaceuticals
sector expanded rapidly, while an advanced biotechnology industry is now emerging.
Major new fields of activity developed in the areas of international and financial services.
These three sectors have increasingly come to dominate foreign-owned enterprise in
Ireland; the combined employment share of the chemicals, metals and engineering, and
international services sectors increased from 44 per cent in 1980 to 55 per cent in 1990

to 78 per cent in 2000.

3.12  Though few dispute the contribution that foreign-owned firms have made to the
Irish economy, concerns continue to be expressed that their undertakings here consist
mainly of branch plants carrying out routine assembly-type operations. While the evi-
dence is not conclusive, the available data on the composition of the workforce in
foreign-owned firms do not support any such blanket characterisation of overseas
enterprise. Table 6 sets out the proportion of technical and administrative staft in differ-
ent sectors of manufacturing industry in 2000. In the modern sectors in which foreign-
owned firms accounted for three-quarters or more of employees (chemicals; office
machinery and computers; radio and communication equipment, and medical and pre-
cision instruments), the skill level of the workforce was significantly higher than in

traditional sectors in which Irish firms preponderate. Between 19 and 29 per cent of
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Table 6: Composition of Employment in Selected Manufacturing Sectors 2000

Sector % Employees in % Employees in
foreign-owned administrative/
firms technical jobs
Chemicals & chemical products 77.0 26.1
Office machinery & computers 88.3 28.8
Electrical machinery & apparatus 62.3 16.8
Radio, tv & communication equipment 85.3 23.8
Medical, precision etc instruments 84.7 18.6
Food, drink, tobacco 27.4 135
Textiles 345 10.1
Wood and wood products 17.8 10.2
Paper, publishing, printing 31.3 18.0
Metals & fabricated metal products 21.0 11.3
Non-metallic mineral products 14.2 12.9
Machinery & equipment 447 13.5
Transport equipment 55.8 12.3
Other manufacturing 255 10.4
Total 48.1 16.8
Source: CSO Census of Industrial Production 2000.

workers in sectors in which overseas firms were predominant were in technical or
administrative jobs compared with between 10 and 14 per cent in most of the sectors
dominated by indigenous firms. Educational levels were also markedly higher in modern
sectors in which foreign firms account for the bulk of the workforce.* Over one-in-five
employees in the chemicals sector and around one-in-six in the electrical and optical
equipment sector in 2000 had a university-level education compared with fewer than
one-in-ten workers in most other sectors. As the higher skill and educational levels of
their workforce would suggest, wages were also higher in foreign-owned manufacturing
firms. In 2000, average wage and salary payments in overseas firms (€28,009) were

almost 25 per cent higher than in indigenous concerns (€22,620). Foreign-owned firms

*Based on unpublished data provided by the CSO from the Quarterly National Household Survey on persons at work
classified by economic sector and highest educational attainment.
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also devoted greater resources to training and staff development. In 2000, overseas
manufacturing enterprises spent an average of €900 per employee, or approximately 2.5
per cent of total payroll costs, on training compared to an average of €400, or 1.5 per
cent of payroll costs, by Irish firms.> While the dominant influence on these disparities
may be that of sector rather than country of origin, the evidence suggests therefore that
a sizeable proportion of employment in foreign-owned firms is not routine or low-

skilled in nature.

3.13 The limited cross-national data available on workforce composition and edu-
cational attainment in high-tech sectors in Ireland and other countries do not give a
clear-cut picture of our relative standing. Figure 14 sets out the proportion of employees
in the chemicals, and electrical and optical equipment sectors with higher educational
qualifications in Ireland and other EU countries. In the chemicals sector, the proportion
of Irish workers with third-level qualifications was the second highest of the fourteen
countries surveyed and was substantially above the EU average. In the electrical and
optical equipment sector, the proportion with higher qualifications in Ireland was the
third highest in the EU, though the gap with other countries was generally smaller than
in the case of pharmaceuticals. Ireland also lagged well behind the best performing
member state, Finland. Though the chemicals and ICT sectors in Ireland fare reasonably
well on these comparative indicators, this may partly reflect the fact that the industries
concerned were established relatively recently in Ireland and have a younger workforce.
A different picture of the relative sophistication of foreign-owned plants in Ireland is
conveyed by the data in figure 15° which show the proportion of employees categorised
as operatives in the chemicals, pharmaceuticals, electrical and optical equipment, and
office machinery and equipment sectors in Ireland and Britain. The operative share of
employment was higher in Ireland in all four industries, suggesting that the Irish high-

tech sector is less advanced in skill and value terms than its counterpart in Britain.

®Expert Group on Future Skills Needs. 2000. Report in In-Company Training.
®O’Grida, C. 2002. ‘Is the Celtic Tiger a Paper Tiger? in ESRI Quarterly Commentary Spring 2002, table 2.
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Figure 14: % of Employees in High-Tech Sectors with Higher Education*
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Sources: Eurostat 2000. Enterprises in Europe, tables 6.1 and 11.5.

Figure 15: Operatives as % of Total Employment in High-Tech Sectors in
Britain and Ireland
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Source: O'Grada, 2002 and CSO, Census of Industrial Production 1999.

77



Strategic Functions in Foreign-Owned Enterprise

3.14 As well as looking at the composition and characteristics of the workforce in
foreign-owned industry, it is necessary to survey the enterprises themselves and to assess
the extent to which they are engaged in the kind of high value, high innovation activities
now prioritised by enterprise policy. There 1s limited direct data on this question, but
the bi-annual surveys of business research and development (R&D) expenditure under-
taken by Forfis provide extensive information on this key business function. Table 7
outlines trends in business expenditure on research and development [BERD] by for-

eign-owned firms from 1993 to 2001.

Table 7: BERD by Foreign-Owned Firms 1993-2001

1993 1995 1997 1999 2001
€ million 228 311 400 500 598
% change from previous
period — current prices +36 +29 +25 +20
% change from previous
period — constant 2001
prices 432 29 425 =Ll

Source: Forfas.

Research spending by overseas companies rose from €228m. in 1993 to €598m. in
2001, more than doubling in real terms. The rate of growth in R&D expenditure was
markedly higher, however, in the earlier part of the period. Between 1999 and 2001,
spending rose by a little over 5 per cent per annum in constant price terms compared

with annual increases of around 15 per cent between 1993 and 1997.

3.15  As outlined earlier, the period from 1993 to 2001 saw very strong output growth
among foreign-owned firms. Table 8 gives details of R&D spending in the main sectors
for overseas companies in both money terms and as a proportion of output in 1993,
1997, and 2001. Despite the substantial rise in research spending in these years, it lagged
the growth in output. In manufacturing as a whole, the share of output devoted to
research and development by foreign-owned firms halved from 1.2 per cent in 1993 to
0.6 per cent in 2001. The decline was most marked in the pharmaceuticals and chemicals
sectors; in the former, the proportion of output spent on R&D declined from 7.2 per
cent in 1993 to just 1.2 per cent in 2001, while in chemicals it fell from 0.4 to 0.1 per
cent over the same period. In both sectors, R&D spending in money terms was lower
in 2001 than in 1999, an unwelcome development in view of their importance to the
Irish economy. In electronics, spending on R&D continued to grow between 1993 and
2001, albeit at a slower rate in the second half of the period, but did not match the rise

in output. In the medical and precision instruments sector, expenditure on research
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almost doubled between 1999 and 2001, though the share of output accounted for by
this expenditure remained lower than in the period from 1993 to 1997. The most
dramatic rise in research activity occurred in software and other services in which expen-
diture increased more than tenfold from €11.3m. in 1993 to €128.4m. in 2001. Almost

all of this increase occurred among firms in software and computer services.

3.16 Comparative data underline the relatively low level of R&D undertaken by for-
eign-owned firms in Ireland. Table 9 gives details of research intensity — expenditure
on R&D as a proportion of output — among foreign and Irish-owned firms in the main
R&D performing sectors in Ireland in 2001, and compares it with the OECD average
and with the performance of the best performing OECD economy in 1997, the most
recent year for which comparative figures are available. As can be seen, R&D spending
by overseas firms in the electrical and electronic equipment sector in Ireland amounted
to just 1.2 per cent of gross output compared with an OECD average of 5.6 per cent
and a figure of 9.8 per cent in the best performing OECD member country, Finland.
In pharmaceuticals, the share of output by foreign companies operating in Ireland was
less than one-quarter of the OECD average; it lagged the best-performing OECD mem-
ber state, Sweden, by over twenty percentage points. As table 7 also shows, the share of
output devoted to R&D by foreign-owned companies in high-technology sectors and
in manufacturing as a whole was lower than that in indigenous firms. In the electrical
and electronic equipment sector, the share of total output devoted to R&D by Irish-
owned businesses was over three times greater than that of overseas firms, while in the
pharmaceutical sector it was almost twice as high. It is relevant to point out, however,
that the performance of foreign-owned firms on this particular measure of research
intensity is influenced by their very high output levels. An alternative measure, such as
R&D expenditure per employee, shows that foreign-owned firms in all sectors had a
higher level of research expenditure than their Irish-owned counterparts. In manufactur-
ing and international services as a whole, overseas firms spent €123,889 per full-time
equivalent employee on R&D in 2001 compared with a figure of €74,306 in indigenous

firms, a gap of around 40 per cent.

3.17 While this qualification needs to be kept in mind, it does not substantially alter
the overall picture of the relatively low research orientation of the foreign-owned sector
in Ireland. In all, sixty-five overseas firms spent €1.3m (IR £1m) on R&D in 2001, up
from fifty-five in 1999 and fifty in 1997. This comprised approximately five per cent of
the total number of foreign-owned enterprises in manufacturing and international ser-
vices supported by the enterprise agencies. The majority of foreign-owned firms in
Ireland are in knowledge-intensive, high-tech sectors, and their output is based on high
levels of sophisticated research and development. All of the available evidence indicates
however that, with a limited number of exceptions, this R&D is being carried out on

a small scale, if at all, in Ireland.
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Table 8: BERD by Foreign-Owned Firms by Sector 1993,

1997 and 2001

Sector 1993 1997 2001
€m % of €m % of €m % of
output output output
Electrical/electronic
equipment 102.1 1.6 206.1 1.5 290.3 1.2
Pharmaceuticals 57.8 7.6 70.1 3.8 62.1 1.2
Medical/precision etc
instruments 16.9 1.7 23.4 1.5 51.1 1.2
Chemicals 14.2 0.4 15.2 0.2 15.1 0.1
Total Manufacturing 216.2 1.0 362.2 1.0 464.8 0.6
Software/Computer &
Other Services 11.3 n/a 37.9 n/a 133.2 n/a
Total Business Sector 227.5 n/a 400.1 n/a 598.0 n/a
Source: Forfas.
Table 9: R&D Expenditure By Sector as % of Gross Output in
Ireland 2001 and OECD 1997
Sector Irish Industry OECD Best
average Performing
Indigenous Foreign Country
Pharmaceuticals 2.3 1.2 11.5 22.6
Chemicals 0.4 0.1 3.2 N/A
Electrical/electronic
equipment 4.2 1.2 5.6 9.8
Medical etc Instruments 1.8 1.2 7.0 N/A
Food, drink, tobacco 0.3 0.2 0.3 0.7
Total Manufacturing 0.8 0.6 2.4 3.7

Source: Forfas.
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3.17 The scale of the discrepancy between Ireland’s high-technology enterprise base
and its knowledge base is evident from table 10. This shows the research intensity —
R&D expenditure in manufacturing as a proportion of total manufacturing output —
of fifteen advanced economies together with the high-technology share of their manu-
facturing exports. As can be seen, the high-tech share of exports in Ireland was greater
than in any other country, a full ten percentage points higher than in the United States.
Our research intensity however was, after Spain and Italy, the lowest of the fifteen
countries surveyed and was no more than one-quarter to one-third of that in the more
knowledge-intensive countries covered by the survey. These figures underline the val-
idity of the recent observation by the Tanaiste and Minister for Enterprise, Trade and
Employment that: ‘In the past thirty years Ireland ... became very good at making
products invented and developed by others ... To use an analogy from the entertainment
industry, we have for thirty years been like the gifted musician playing the tune ...”
Though no comparable quantitative data exist on the extent to which other core busi-
ness functions are carried out by foreign-owned firms in Ireland, the evidence suggests
that, with some exceptions, these also are mainly undertaken outside Ireland. In the case
of marketing, for example, the fact that the majority of the sales of foreign-owned firms
are to other branches of their parent corporations has restricted the development of

marketing expertise within Irish subsidiaries.

3.18 The relative absence of strategic functions such as R&D from the Irish operations
of overseas firms lends support to the assessment of the National Microelectronics
Research Centre that most foreign-owned firms in the ICT sector in Ireland are at a
relatively low point in the value chain, using mature technology that has mainly been
developed elsewhere.” The Chemical and Pharmaceutical Panel of Technology Foresight
Ireland concluded that, although there was a significant level of original process develop-
ment work in plants producing bulk active ingredients and some development of formu-
lation and delivery systems, the pharmaceutical sub-sector carried out little or no drug
discovery in Ireland. The Panel found similarly that the specialty chemicals sub-sector
had invested little in R&D and that this was limiting its growth potential.” It should be
borne in mind, however, that the foreign-owned sector is characterised by considerable
diversity and that levels of innovation and sophistication differ markedly among
enterprises. Within the computer assembly sector, for example, operations range from
straightforward assembly to sophisticated integrated assembly and direct sales oper-

10

ations."” Manufacturing activity in the components sub-sector ranges from highly

7 Address by Mary Harney T.D., Tanaiste and Minister for Enterprise, Trade and Employment to Opening Session of
the Ireland-US Business Summit, Washington, 5 September 2002.

#National Microelectronics Research Centre. 2001. Shaping the Future: 9.

"Technology  Foresight Ireland  2000. Report from the Chemical and Pharmaceutical
Panel: 6.

'"Bradley, J. 2001. ‘The Computer Sector in Irish Manufacturing’, paper presented to the Statistical and Social Inquiry
Society of Ireland.
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advanced microchip processors to relatively basic components. As outlined in chapter 5,
IDA Ireland is committed to assisting foreign-owned enterprises to add strategically
important functions to their Irish operations and can point to a significant number of
cases in which this has occurred to date. Achieving this progression is vital for the
maintenance of high levels of employment and income over the long term. Building up
the innovative capacity of the Irish enterprise sector, and encouraging multinational
companies to base regional headquarters and key corporate functions here, would also
help to generate a vital income stream for this country. In 2001, outflows from Ireland
on royalties and related payments totalled almost €10bn., while inflows came to just
€241m. — substantially down on the figure of €492m. recorded in 2000. There was a
further outflow of just over €10bn. on miscellaneous business services, largely accounted
for by payments from the Irish subsidiaries of multinational companies to their parent
corporations or other subsidiaries for accounting, marketing, legal and general manage-

ment functions and services.

Table 10: R&D Intensity and Export Specialisation in High-Technology Industries 1997-1999*

R&D Intensity Export Specialisation in
High-Tech Industries
Canada 1.24 13.03
United States 1.24 38.30
Japan 3.18 30.73
Korea 1.29 34.15
Denmark 1.85 18.75
Finland 2.64 24.11
France 2.19 23.10
Germany 2.66 18.52
Italy 0.79 10.63
Netherlands 1.59 25.14
Norway 1.25 10.66
Spain 0.57 9.29
Sweden 3.85 27.00
United Kingdom 2.06 33.28
Ireland 0.80 49.20

* R&D intensity = R&D expenditure in manufacturing as a % of manufacturing output. High-technology industries =
pharmaceuticals; office machinery and computers; radio television and communication equipment; medical, precision
and optical instruments; & aircraft and spacecraft. Export specialisation = high-tech exports as a % of total manufactur-
ing exports. Figures for Japan, Denmark, France, Spain, Sweden, and the United Kingdom refer to 1997; figures for
the Netherlands and Norway refer to 1998. Figures for other countries refer to 1999.

Source: OECD. Science, Technology and Industry Scoreboard 2001: Towards a Knowledge-Based Econ-
omy, tables D.7.2.1. and D. 7.2.3.
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Durability of Foreign-Owned Enterprise

3.19 There has been considerable flux among the population of foreign-owned
enterprises over the past two decades. Between 1980 and 2000, for example, there were
around 1,850 start-ups and 1,200 closures among grant-aided foreign enterprises. Table
11 presents data on survival rates among cohorts of grant-aided foreign and domestic
firms that commenced operations between 1980 and 1984, 1985 and 1989, and 1990
and 1994 respectively. 34 per cent of foreign-owned firms that started up between 1980
and 1984 were still in existence in 2000 compared with 31 per cent of Irish firms. The
differential in survival rates among foreign-owned and Irish-owned enterprises was
greater in the two succeeding cohorts. 49 per cent of foreign-owned start-ups between
1985 and 1989 were still in existence in 2000 compared with 34 per cent of their Irish
counterparts. Among firms that started between 1990 and 1994, 63 per cent of foreign-
owned firms were still in existence in 2000 compared with 51 per cent of indigenous

firms.

3.20 The stability of employment in foreign and Irish owned enterprise can also be
measured. Figure 16 outlines the rate of job loss — the number of permanent full-time
jobs lost in a particular year as a proportion of the total number of such jobs at the start
of that year — in foreign and Irish-owned firms from 1981 to 2002. Throughout the
1980s and 1990s, the job loss rate was higher every year — in many years significantly
so, particularly in the second half of the 1980s — in Irish-owned enterprises. 2001
marked a break with this trend with the job loss rate in overseas firms, driven by the
global downturn in the ICT sector, exceeding that in indigenous firms for the first time.
In 2002, the rate of job loss in overseas and indigenous firms was similar. Job losses in
foreign-owned firms totalled 17,865 in 2002, down from 19,506 in 2001. Among Irish-
owned firms, job losses increased from 14,335 in 2001 to 17,244 in 2002.

3.21 Though the data on enterprise survival and job loss rates should dispel the view
that foreign-owned enterprise is inherently transitory, they also give pause for thought.
Given the greater resources and market power of the foreign subsidiaries of multinational
firms, their survival and job retention rates could reasonably be expected to be higher
than those of indigenous firms. Even with the advantages of established products and
markets, foreign-owned firms have shed significant numbers of jobs and shut down a
sizeable number of plants. Further analysis of employment data for the past two decades
shows that, compared with Irish firms, a higher proportion of job losses in foreign-
owned establishments have resulted from plant closures than from plant contractions.
This is consistent with a greater readiness on the part of overseas firms to quit unprofit-
able operations rather than persist with them in an attempt to improve their per-

formance.
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Table 11: Survival Rates of Cohorts of Grant-Aided Foreign and Irish-Owned Manufacturing
and International Services Start-Ups 1980-94
Foreign-Owned Firms
Start-ups Closures Closures Closures Closures Surviving
1980-84 1980-84 1985-89 1990-94 1995-2000 firms
No. % of | No. % of | No. % of | No. % of | No. % of | No. % of
total total total total total total
394 100 54 13.7 110 27.9 56 14.2 39 9.9 135 34.3
Start-ups Closures Closures Closures Surviving
1985-89 1985-89 1990-94 1995-2000 firms
No. % of No. % of No. % of No. % of No. % of
total total total total total
368 100 60 16.3 87 23.6 42 11.4 179 48.6
Start-ups Closures Closures Surviving
1990-94 1990-94 1995-2000 firms
No. % of No. % of No. % of No. % of
total total total total
426 100 60 14.1 99 23.2 267 62.7
Irish-Owned Firms
Start-ups Closures Closures Closures Closures Surviving
1980-84 1980-84 1985-89 1990-94 1995-2000 (teses
No. % of | No. % of | No. % of | No. % of | No. % of | No. % of
total total total total total total
2,832 | 100 310 10.9 989 34.9 390 13.8 257 9.1 886 31.3
Start-ups Closures Closures Closures Surviving
1985-89 1985-89 1990-94 1995-2000 firms
No. % of No. % of No. % of No. % of No. % of
total total total total total
3,190 100 638 21.6 985 30.9 426 13.4 1,091 34.2
Start-ups Closures Closures Surviving
1990-94 1990-94 1995-2000 firms
No. % of No. % of No. % of No. % of
total total total total
2,127 100 390 18.3 655 30.8 1,082 50.9
Source: Forfas.
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Figure 16: Rate of Job Loss in Foreign and Irish Owned Firms in Manufacturing
and International Services 1981-2002*
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*Permanent full time jobs lost during year as % of total number of permanent full time jobs at the start of that year.

Source: Forfis.

Integration with the Irish Economy
3.22 In the past, reliance on overseas firms has been criticised for creating self-con-

tained enclaves which imported most of their inputs, exported virtually all of their
output, repatriated their profits, and generated little downstream activity for Irish firms.
In order to address these concerns, a national linkage programme was established by the
IDA in 1985 with the aims of increasing the purchase of local materials and services by
overseas firms and of developing a strong indigenous sub-supply base. The spectacular
growth of foreign-owned industry in the 1990s has contributed to a substantial increase
in the volume of their spending on Irish goods and services and, in consequence, in
their impact on the rest of the economy. Table 12 outlines the expenditure in 2000 of
overseas and indigenous companies engaged in manufacturing and international services
on materials and services sourced in Ireland. The expenditure of foreign-owned firms
on Irish goods and services totalled €11.76bn. in 2000, with the spending of overseas
manufacturing firms exceeding that of Irish-owned firms for the first time. The expendi-
ture of overseas companies on domestically sourced services was significantly higher than
that of their Irish counterparts. As services” expenditure typically has a higher employ-
ment content than spending on materials, this enhances the wider economic impact of
foreign-owned firms. The figures at table 12 exclude firms with fewer than twenty

employees however and, as indigenous businesses account for most enterprises of this
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size, slightly understate the contribution of the domestic sector. The companies supply-
ing goods and services sourced in Ireland include some foreign-owned firms as well as

many indigenous ones.

3.23 Indigenous manufacturing firms source a higher proportion of materials in the
home market than their overseas counterparts. According to data from the Census of
Industrial Production, 71 per cent of total materials’ purchases by Irish manufacturers in
2000 originated in Ireland compared with 44 per cent for foreign-owned firms. A sub-
stantial part of this disparity, however, results from differences in the sectoral compo-
sition of Irish and foreign-owned manufacturers. The high domestic share of materials’
purchases by Irish companies was influenced in particular by the large food and drink
sector which is materials-intensive, and sources those materials mainly in Ireland. If this
sector is excluded, Irish manufacturers sourced 49 per cent of materials in Ireland in 2000
compared with 42 per cent for foreign-owned firms. Table 13 outlines the proportion of
materials sourced in Ireland in a number of industrial sectors. As can be seen, foreign-
owned firms in textiles, printing and publishing, and electrical and optical equipment

sourced a higher proportion of materials in Ireland than did Irish-owned firms in these

sectors.
Table 12: Irish Materials and Services Expenditures 2000*
€bn

Foreign-Owned Irish-Owned

Manufacturing Manufacturing
Expenditure on Irish Materials 6.28 7.16
Expenditure on Irish Services 3.08 1.97
Total expenditure 9.36 9.13

Foreign-Owned Irish-Owned

International International
Services Services
Expenditure on Irish Materials 1.23 0.62
Expenditure on Irish Services 1.17 0.52
Total expenditure 2.40 1.14
All Foreign-Owned All Irish-Owned

Expenditure on Irish Materials 7.51 7.78
Expenditure on Irish Services 4.25 2.49
Total expenditure 11.76 10.27
*Enterprises employing twenty or more.
Source: Forfis, Annual Business Survey of Economic Impact.
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Table 13: Proportion of Materials Purchased in Ireland in Selected Manufacturing Sectors 2000

%

Food, Textiles Printing Chemicals Metals & Machinery Electrical Total Total
Drink, & Metal & & Optical Manf Non-
Tobacco Publishing Products Equipment Equipment Food
Irish 89.7 29.3 56.0 9.3 53.6 56.9 33.9 70.6 49.1
Foreign 70.2 32 70.0 11.5 23.8 28.4 49.3 43.7 41.8

Source: CSO. Census of Industrial Production 2000.

3.24 Figure 17 charts the Irish-sourced share of total material purchases in 1991 and
2000 by foreign-owned firms in the two largest sectors of chemicals and optical and
electrical equipment as well as in manufacturing as a whole. Overall, the Irish share of
total materials’ purchases by overseas firms rose from 31.4 to 43.7 per cent over the
period, indicating a significant improvement in the level of integration of the foreign-
owned sector in the Irish economy. This rise was driven by a strong performance in the
electrical and optical equipment sector in which domestically-sourced purchases more
than doubled from 21.3 per cent of total materials’ inputs in 1991 to 49.3 per cent in
2000. Sub-sectoral analysis shows that this was attributable mainly to an increase in Irish
purchases by US firms in the computer and office machinery sub-sector. Though no
data are available, the likelihood is that a substantial proportion of these materials were
produced by other US manufacturers with operations here. In the textiles and printing
and publishing sectors similarly, the high domestic share of materials purchases by for-
eign-owned firms was generally attributable to US firms; in printing and publishing, a
strong indigenous sub-supply base developed to serve the software sub-sector over the
decade. In the chemicals sector, by contrast, the Irish share of expenditure on materials

by foreign-owned companies almost halved during the 1990s.

3.25 Promoting the greater integration of foreign-owned firms with the Irish economy
is important for two reasons. First, the benefits in terms of increased economic activity
and employment are substantial. An analysis undertaken in the mid-1990s found that 62
vertically related jobs — 46 in services and 16 in manufacturing — were generated for
every 100 jobs in foreign-owned industry."" This compared with 51 spin-off jobs in
Irish-owned industry — 34 in services and 17 in manufacturing. The promotion of
employment opportunities in sub-supply activities was the main impetus behind the

initial efforts to strengthen commercial links between overseas and domestic firms.

""O’Malley, E. 1995. An Analysis of Secondary Employment Associated with Manufacturing Industry. ESRI
General Research Series Paper no. 167.
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Figure 17: Irish Raw Materials Purchases by Foreign Manufacturing
Firms as % of their Total Raw Materials Purchases 1991 and 2000

C 2
.

Chemicals Electrical & Optical Equipment All sectors

Source: CSO, Census of Industrial Production 1999 and 2000.

3.26 The fostering of closer links between firms in the same or related industries is
also seen as a way of contributing to what are known as external economies, agglomer-
ation effects, or spillovers. A first type of external economy arises where the existence
of several producers in a particular activity generates a labour market for the specialised
skills needed by the industry and leads to the emergence of a pool of suppliers specialising
in the materials, parts or services required by the industry concerned. An enlarged market
of this kind has advantages for employers and workers, producers and suppliers, all of
whom stand to benefit from the existence of a larger pool of buyers or sellers for their
services. In time, this can create a growth dynamic as other firms, employees, and
suppliers are attracted to the area, or persons employed in the industry set up their own
enterprises. This essentially is the process by which industry clusters emerge. A second
type of spillover occurs where the existence of a group of firms and suppliers specialising
in a particular activity begins to generate exchanges of knowledge and to bring about a
situation in which firms learn from one another and the tempo and scope of innovation

increases.

3.27 Over the past two decades, the establishment of Irish operations by leading firms
in sectors such as information technology and pharmaceuticals, the ‘demonstration effect’

of their decision in encouraging others to follow in their wake, the gradual development

88



of a pool of workers, suppliers, and service providers with the specialised skills required
in these sectors, have all played a part in the gradual emergence of agglomeration
effects.’> Concentrations of firms engaged in similar or related activities have emerged
in, for example, financial services and software in Dublin, electronics in West
Dublin/Kildare, pharmaceuticals in Cork, and medical devices in Galway. The strong
growth in the domestically sourced share of materials for the computer industry is evi-
dence of this development, as is the expansion of the indigenous software industry. A
study undertaken in 1996 found that one-third of domestic software firms had half or
more of sales going to overseas firms operating in Ireland; the majority reported that
the demanding standards set by overseas firms had strengthened their capabilities and
performance, helping in the process to develop their ability to compete in export mar-
kets."” One-third of software entrepreneurs had worked for overseas electronics firms
immediately prior to starting up, while two-thirds had worked for such firms at some

point in their careers.

3.28 The development of agglomeration or spillover effects of this kind has an
important role to play in building comparative advantage for the Irish enterprise sector.
As we saw in part [, basing national advantage solely on low rates of wages or corporation
tax — or other factors that can readily be emulated or bettered by competitor countries
— does not offer a secure foundation for long-term prosperity. A sounder strategy is to
build sources of advantage that are more complex and less easy to replicate. Pre-eminent
among these are the kind of interlocking clusters of excellence and expertise involving
business enterprises, third-level and research institutions, venture capital firms and busi-
ness service providers that have underpinned the success of areas such as Silicon Valley
in ICT or Scandinavia in mobile telephony. Though Ireland is some way from achieving
this objective, it informs the strategy and approach of Science Foundation Ireland and

the enterprise development agencies. These are discussed further in chapter 5.

IIT Indigenous Enterprise in Manufacturing and International

Services

3.29  The 1980s was a difficult decade for indigenous enterprise. Between 1980 and
1987, employment in Irish-owned manufacturing firms fell by 28,000, or around one-
fifth. The period from the late 1980s to 2000, and the years from 1994 to 2000 in
particular, proved far more positive for Irish manufacturing and internationally traded
service firms. Most sectors recorded steady output growth, while a sizeable cadre of new
export-oriented indigenous firms emerged in high-tech sectors such as software. Full-

time employment in Irish-owned firms in manufacturing and international services rose

">Green. R et al. 2001. ‘The Boundaryless Cluster: Information and Communications Technology in Ireland” in OECD.
Innovative Clusters: Drivers of National Innovation Systems (Paris: OECD), pp. 44-61.

P O’Gorman, C. et al. 1997. The Irish Indigenous Software Industry: An Application of Porter’s Cluster Analysis.
National Economic and Social Council, Research Series Paper no. 3.
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from 116,000 in 1991 to 155,000 in 2001, an increase of one-third. This was a consider-
able achievement when measured against either the past record of indigenous enterprise
or the performance of other developed economies over the same period. Because of the
global economic downturn and a rising domestic cost base, the period since 2000 has
been a more difficult one for Irish-owned enterprise. Job losses in indigenous manufac-
turing and international services firms in 2001 were at their highest level since 1987,
though continued strong job gains resulted in a small rise in total employment. In 2002
job losses increased and job gains declined, leading to a net decline in employment in

indigenous enterprise for the first time in over a decade.

3.30  Past analyses of Irish-owned enterprise have found that performance and potential
have been hampered by a number of inter-related factors, principally small scale and
low productivity; over-concentration in traditional sectors and on the home and British
markets; and low levels of innovation and research and development. Among the ques-
tions that now arise for consideration are whether and to what extent these weaknesses
still apply to the indigenous enterprise sector, or if the progress made during the 1990s
marked a permanent shift to a higher level of capability and performance. The analysis

that follows focuses on these issues.

Size Profile of Indigenous Enterprise

3.31 Because of the small home market, late industrialisation and other factors, Ireland
has traditionally been an economy of small firms. While small firms remain an important
source of enterprise, employment and new products and services in all modern econom-
ies, they must generally contend with a range of challenges stemming from their lack of
scale and relative scarcity of financial and management resources. Table 14 shows net
output and investment per employee, together with the export share of output, in Irish-
owned manufacturing units in a range of employment size bands in 2000. Though the
determinants of productivity are complex, there is a well-established tendency, but not
a consistently linear one, for it to rise in line with plant size. As can be seen from table
14, net output per head in plants employing between one and two hundred people was
roughly two-thirds greater than that in plants employing fewer than fifty. Though output
per head in the next size band — two to five hundred employees — was lower than
that in plants with 100-200 employees, it was still well above that in establishments with
fewer than fifty workers. There is also an association between enterprise size and invest-
ment levels. As table 14 shows, investment per employee in manufacturing enterprises
with over one hundred employees was almost twice that in enterprises with fewer than
twenty workers, and close to one-quarter to one-third higher than that in firms
employing between twenty and one hundred workers. Finally, as the table also reveals,
export propensity was markedly more pronounced in large manufacturing units. Plants
with between one and five hundred employees exported twice as great a proportion of
output as those employing fewer than fifty employees. Though export levels in the small
number of plants that employed over five hundred workers were lower than in medium-

sized plants, they were substantially higher than in those with fewer than fifty employees.
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Table 14: Net Output per Head, Investment per Employee, & % of
Output Exported by Plant Size in Irish-Owned Manufacturing Units 2000*

No. of Persons Engaged | No. of Units Net Output Investment % of Gross
Per Employee | Per Employee Output

€000 €000 Exported
<20 2,795 49.5 5.6 15.4
20-49 987 54.3 8.1 20.5
50-99 328 60.0 8.6 342
100-199 204 85.2 10.7 39.1
200-499 60 69.0 8.1 47.9
>500 17 85.2 14.7 38.9
Total 4,391 65.3 9.0 33.2

*Figures on investment per employee relate to manufacturing enterprises.

Source: CSO. Census of Industrial Production 2000.

Table 15: Size Profile of Irish-Owned Manufacturing and International Services Establishments

Size Band 1980 1990 2000
No. of % of No. of % of No. of % of
Establish- Total Establish- Total Establish- Total
ments ments ments
<50 4,691 88.2 6,203 92.4 6,411 90.0
50-99 349 6.6 315 4.7 440 6.2
100-249 207 3.9 154 2.3 223 3.2
250-499 49 0.9 31 0.5 39 0.5
500-999 18 0.3 7 0.1 11 0.2
1,000-4,999 5 0.1 2 0.0 2 0.0
Total 5,319 100 6,712 100 7,126 100

Source: Forfas.
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3.32  The European Commission defines small enterprises as those with fewer than 50
employees, medium-sized firms as those employing between 50 and 250 workers, and
large firms as those with over 250 employees. Other economies like the US and Ger-
many define large firms as those with over 500 employees. Viewed in the context of
these definitions, the size profile of Irish-owned manufacturing and international services
establishments at table 15 and figure 18 underlines the predominantly small scale of
indigenous enterprise. Ninety per cent of indigenous establishments in these sectors,
over six thousand in number, had fewer than fifty employees in 2000, and these estab-
lishments employed 44 per cent of the workforce in Irish-owned manufacturing and
international services enterprise. There were 663 medium-sized establishments
employing between 50 and 249 employees, and their share of aggregate employment
was around 40 per cent. There were only 52 establishments, less than 1 per cent of the
total, with 250 or more employees in 2000, and their share of overall employment was
15 per cent in both 1990 and 2000 compared with almost 25 per cent in 1980. At just
thirteen, the number of establishments with over 500 employees was barely into double
figures and these accounted for around 6 per cent of employment. If the data related to
enterprise rather than establishment size, the size profile of Irish-owned manufacturing
and international services enterprise would change somewhat but not to a marked

extent.

Figure 18: Employment Distribution in Irish Owned Manufacturing and
International Services Establishments
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3.33 Though the broad size contours of the indigenous enterprise sector did not alter
greatly over the two decades from 1980 to 2000, there were some significant changes
over the period. The number of small establishments grew strongly during the 1980s
and their share of total employment in manufacturing and international services also
increased significantly. The number of establishments in all other size categories declined
over the decade, with the total employing over 500 decreasing sharply from twenty
three in 1980 to nine in 1990. The employment share of large establishments (those
with over 250 employees) registered a corresponding decline from 25 to 15 cent. The
1990s has seen a partial reversal of these trends. The number of medium-sized establish-
ments (those employing between 50 and 249) increased by almost two hundred, around
40 per cent, while their share of total employment also rose. There was also a rise in
the number of large establishments, particularly among businesses employing between
250 and 499 workers, though their employment share was unchanged. As noted later,
outward investment by Irish firms grew strongly during the 1990s and employment
growth in a number of large Irish firms may have occurred mainly outside Ireland. Small
establishments recorded the smallest proportionate increase between 1990 and 2000, and
their share of employment in indigenous manufacturing and international services fell

from 49 to 44 per cent.

Achieving Scale

3.34 The need to increase scale among Irish-owned firms has long been recognised
but, as the above size profile of the indigenous enterprise sector shows, has not proved
easy to achieve. This is borne out by the findings of an analysis that tracked the employ-
ment growth path of cohorts of indigenous firms still in existence in 2000 that had
started up in 1980-84, 1985-89, and 1990-94 respectively. The businesses tracked were
engaged in manufacturing and international services and had received support from the
enterprise development agencies. Their employment level at the end of the year in
which they were first grant-aided served as the baseline against which their level of
employment in 2000 was measured. The results of the analysis presented at table 16
show that, as already noted, there was no shortage of start-up businesses during this
period, particularly in the 1980s. The high mortality rate among these businesses,
however, meant that just 31 per cent of 1980-84 cohort, 34 per cent of the 1985-89
cohort, and 51 per cent of the 1990-94 cohort were still in existence in 2000. As more
of the firms established in the most recent period could be expected to be still in exist-
ence, the higher survival rate of the 1990-94 cohort may not be indicative of a greater

long-term survival propensity.

3.35 A relatively small proportion of firms that survived to 2000 had achieved and
sustained a rate of employment increase associated with fast growth firms. Of the cohort
of 2,832 firms that started up between 1980 and 1984, seventeen enterprises that had
fewer than 50 employees in their start-up phase had grown to employ 100-249
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employees in 2000, while one had achieved an employment level of over 250. A further
seven firms that started up with between 50 and 99 employees in 1980-84 had expanded
to employ 100-249 employees in 2000, while one had grown to employ over 250.
Finally, one firm with 100-249 employees in its start-up phase in 1980-84 had over 250
employees in 2000. It is of course likely that a number of other firms that commenced
between 1980 and 1984, or in the two later five-year periods, recorded significant
employment growth in succeeding years but were no longer in existence in 2000, or

had experienced a subsequent decline in job numbers.

3.36 The cohort of 3,190 firms from the 1985-89 period produced a greater number
of enterprises that had achieved significant employment growth by 2000. A total of
eighty six firms with fewer than 50 employees in their start-up phase in the second half
of the 1980s had a workforce level in excess of this figure in 2000; twenty three of these
firms had between 100-249 employees in 2000, while three employed over 250 people.
Eight firms that started with between 50 and 99 employees in 1985-89 employed over
100 in 2000, with three having a workforce of over 250. This is consistent with the
changes in the size profile of the enterprise sector that occurred during the 1990s and is
almost certainly attributable in some part to the more favourable business environment

in this period.

3.37 The cohort of 2,127 firms that started up in 1990-94 generated a smaller number
of firms showing significant employment growth. When the smaller number of start-
ups in this cohort is taken into account, however, the proportion of fast-growing firms
is broadly in line with that in the earlier periods. As these firms had had a shorter
timespan in which to expand, it is possible that a similar analysis carried out five or ten
years hence would, depending on business conditions and other factors in the interven-
ing period, show an increase in the number of fast-growth businesses. The indications
are that the period since 1995, which was too recent to be covered in this analysis, saw
an increase in the number of fast-growth companies. Economic conditions were con-
ducive, while rapid growth in sectors such as software and international services provided
a favourable context for the emergence and development of new businesses. Since 2000,
however, these businesses, particularly those in the ICT sector, have faced a far more
difficult environment and there have been a number of company failures among new

enterprises that expanded rapidly in the second half of the 1990s.
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Table 16: Sustained Fast-Growth Indi;

ing and International Services Firms

No. of Start-Ups 1980-84 2,832
No. Still in Existence 2000 886
No. of Start-Ups 1985-89 3,190
No. Still in Existence 2000 1,091
No. of Start-Ups 1990-94 2,127
No. Still in Existence 2000 1,082
Start-ups 1980-84 with <50 employees & with higher job levels in 2000
Employment Size in 2000
50-99 49
100-249 17
>250 1
Start-ups 1985-89 with <50 employees & with higher job levels in 2000
Employment Size in 2000
50-99 63
100-249 23
>250 3
Start-ups 1990-94 with <50 employees & with higher job levels in 2000
Employment Size in 2000
50-99 42
100-249 11
>250 2
Start-ups 1980-84 with 50-99 employees & with higher job levels in 2000
Employment Size in 2000
100-249 7
>250 1
Start-ups 1985-89 with 50-99 employees & with higher job levels in 2000
Employment Size in 2000
100-249 5
>250 3
Start-ups 1990-94 with 50-99 employees & with higher job levels in 2000
Employment Size in 2000
100-249 4
>250 =
Start-ups 1980-84 with 100-249 employees & with higher job levels in 2000
Employment Size in 2000
>250 1
Start-ups 1985-89 with 100-249 employees & with higher job levels in 2000
Employment Size in 2000
>250 =
Start-ups 1990-94 with 100-249 employees & with higher job levels in 2000
Employment Size in 2000
>250 E]
Source: Forfis.
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3.38 The results of this analysis underline the difficulties encountered in fostering a
substantial cadre of Irish-owned enterprises capable of sustained expansion. A little over
one-third of firms that started up between 1980 and 1994 were still in existence in 2000.
Of these, fewer than ten per cent had grown from a lower employment level in their
start-up phase to employ fifty or more in 2000, while just 14, or around 0.5 per cent,
had grown to employ over 250 in 2000. Though a greater number of fast growth firms
may have emerged in the second half of the 1990s, some of the gains of that period
have already been reversed. It is still to be determined if a sizeable number of the new

firms established in the recent past can sustain their expansion over the longer term.

3.39 These findings are broadly consistent with the results of a separate analysis of 239
high-potential start-ups that received grant assistance under the Enterprise Development
Programme between 1978 and 1992."* As these firms were selected for the Programme
on the basis of their perceived growth potential, they could be expected to feature a
higher proportion of fast-growth businesses. The study found that just 9.2 per cent of
these enterprises met the requirements laid down for fast growth — defined as firms
that had 25 or fewer employees at the time of their establishment and which employed
more than 50 people in 1994. This minority of firms, however, created over 60 per
cent of the total employment in the firms surveyed, illustrating why considerable import-

ance is attached to fast-growth businesses.

Sectoral Profile of Irish-Owned Enterprise

3.40 There was no dramatic change in the sectoral composition of Irish manufacturing
industry during the 1990s, but there were a number of significant developments. In the
services area, the emergence of a sizeable indigenous software industry marked a major
breakthrough. Table 17 provides a sectoral profile of output and employment in Irish-
owned manufacturing industry in 1991 and 2000. The food, drink and tobacco sector
remained, by a wide margin, the largest constituent part of indigenous manufacturing
industry. Its output share fell significantly over the decade however, though the fall in
its share of total employment was less marked. Over one-in-four workers in Irish-owned
manufacturing industry were employed in the sector in 2000. Though the consumer
food segment of the industry grew strongly over the past decade, meat and dairy products
still account for the bulk of the food sector’s output. During the 1990s, the textile sector
continued to decline in importance and, though some niches within the sector can
continue to thrive, its share of output and employment is set to fall further in the period

ahead.

"“Hogan, T. & Foley, A. 1996. Fast Growth Firms in Ireland: an Empirical Assessment. Dublin City University
Business School Research Papers 1995-96: no. 5.
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3.41 Though a range of sectors recorded steady growth in output and employment
during the 1990s, the performance of the metals and engineering sector was noteworthy.
Data from Forfids employment surveys show that full-time employment in indigenous
metals and engineering firms rose from 25,749 in 1991 to 36,329 in 2000, an increase
of over 40 per cent. The sector’s share of indigenous manufacturing employment rose
accordingly from 22.7 per cent in 1991 to 29.1 per cent in 2000. Compared with other
industrial economies, Irish manufacturing industry has traditionally been relatively weak
in metals and engineering. Though the majority of jobs in indigenous firms in the
sector are in low-to-medium technology activities, there were substantial increases in
employment in high-tech niches such as office machinery and computers; radio, tele-
vision and communication equipment, and medical and precision equipment. Figure 19
charts the rise in employment in these industries and in pharmaceuticals from 3,553 in
1991 to 8,990 in 2000. Though the total numbers employed remain relatively modest
and the indigenous ICT sector has encountered significant difficulties since 2000, the
growth in these areas is a promising development. The consolidation and further expan-
sion of these high-tech niches within indigenous manufacturing industry is a core goal

of Enterprise Ireland.

Table 17: Sectoral Composition of Irish-Owned Manufacturing Industry 1991 & 2000*
Sector % Share of Gross Output % Share of Total
of Irish-Owned Employment in Irish-Owned
Manufacturing Manufacturing
1991 2000 1991 2000

Food, Beverages, & Tobacco 55.9 43 4 29.2 26.3
Textiles & Textile Products 3.4 2.0 10.4 5.0
Wood & Wood Products 1.8 29 33 39
Paper and Publishing BI5R 9.0 2.5 12.3
Chemicals 4.7 4.9 3.0 4.0
Rubber & Plastic Products 2.3 3.7 3.4 5.2
Non-Metallic Mineral Products 4.7 6.0 7.5 7.2
Metal and Metal Products 5.0 6.8 8.4 10.0
Electrical & Optical Equipment 2.6 8.7 4.7 9.9
*The breakdown of output and employment between Irish and foreign-owned plants was unavailable
for a number of sectors (leather and leather products; coke and petroleum products; machinery and
equipment; transport equipment; and other manufacturing).
WG9,
Source: CSO. Census of Industrial Production 1991, 1992 & 2000.

97



Figure 19: Growth in Indigenous High-Tech Manufacturing
Employment 1991-2000
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3.42  The most sustained growth performance of the 1990s came from the international
and financial services sectors. Figure 20 charts employment in these sectors over the
course of the decade and reveals the more than fivefold growth in job numbers from
4,469 in 1990 to 25,221 in 2002. In the latter part of the decade, employment growth
averaged around 30 per cent per annum. Among traded sectors, employment in inter-
national services is now exceeded only by that in food, beverages and tobacco, and
metals and engineering. Sales in the sector reached an estimated €3.91bn. in 2000,
equivalent to over 20 per cent of total output in the indigenous manufacturing sector.
Though part of this growth in revenues may reflect improved survey coverage, there is
no doubt that the sector expanded dramatically during the 1990s. 2002 saw a slight fall
in employment in international services, though job numbers in financial services con-

tinued to increase.
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Figure 20: Employment in Indigenous International and Financial Services
Firms 1990-2002
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3.43 If international traded services was the fastest growing sector of indigenous
enterprise, software was the fastest growing sub-sector of internationally traded services.
Though software straddles both manufacturing and international services, the greater
part of the output of Irish-owned firms is categorised as services. The number of
indigenous software firms is estimated to have risen from 290 in 1991 to around 770 in
2000. Figure 21 charts the growth in employment, sales and exports in these firms over
this period. Employment more than trebled from 3,800 in 1991 to 14,000 in 2000,
while revenues increased from €191m. to €1.4bn. The industry has had a strong export
orientation from the outset and exports accounted for over 60 per cent of revenues in
2000. Though many of the firms in the industry are small, it is estimated that around
70 per cent of indigenous software companies are engaged in exporting. The period
since 2000 has been a difficult one for the industry, and it is estimated that employment
in indigenous software firms fell by around 10 per cent in 2002. According to a recent
study of the sector, however, new businesses continue to be formed at a significant rate,
while more companies reported profits in 2002 than in the two preceding years."”
Sizeable levels of venture capital also continue to be available for investment in the

sector.

"> HotOrigin. 2003. Ireland’s Software Cluster 2003.
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Figure 21: Indigenous Software Industry 1990-2000
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Research and Development

3.44 The emergence of high-tech niches in the indigenous enterprise sector contrib-
uted during the 1990s to a greater commitment to, and expenditure on, research and
development. Table 18 outlines trends in business expenditure on research and develop-
ment by Irish-owned firms from 1993 to 2001. Research spending grew strongly over
the period but, as can be seen, this growth was concentrated in the period from 1993
to 1999 and tailed off significantly between 1999 and 2001. While spending increased
in constant price terms at an annual rate of around 15 per cent between 1993 and 1999,
this declined to around 2.5 per cent per annum between 1999 and 2001. Though the
exceptional growth rates recorded in the mid-1990s may have been hard to sustain, the

rate of expansion between 1999 and 2001 is lower than might have been expected.

Table 18: BERD by Irish-Owned Firms 1993-2001

1993 1995 1997 1999 2001
€million 118 156 209 281 319
% change from previous
period — current prices +32 +34 +34 +14
% change from previous
period — constant prices +28 +34 +31 +5

Source: Forfas.

3.45 Table 19 gives a sectoral breakdown of research and development expenditure
among Irish-owned firms engaged in manufacturing and international services in 1993,
1997, and 2001. While research expenditure increased as a proportion of manufacturing
output between 1993 and 1997, it declined between 1997 and 2001. In ten of the
thirteen sub-sectors for which data are available, R&D spending accounted for a lower
share of output in 2001 than in 1997. The aggregate share of output devoted to R&D
in the indigenous manufacturing sector rose from 0.7 in 1993 to 0.9 per cent in 1997,
before falling back to 0.8 per cent in 2001. This contrasts with an OECD average of
2.4 per cent for manufacturing in 1997, the most recent year for which figures are
available. The research intensity of Irish-owned manufacturing firms exceeded the

OECD average in just two sectors — clothing and textiles and wood products.
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Table 19: Expenditure on Research and Development in Irish-Owned Enterprise 1993, 1997 &

2001
Sector 1993 % of 1997 % of 2001 % of
€m Output €m Output €m Output
Electrical & electronic
equipment 15.4 3.7 441 5.1 53.6 4.2
Medical, precision etc
instruments 1.8 2.4 4.9 3.3 8.2 1.8
Pharmaceuticals 4.4 6.5 4.8 4.8 8.6 2.3
Chemicals* 2.3 0.5 3.5 0.5 4.1 0.4
Food, drink, tobacco 33.8 0.5 26.8 0.3 33.7 0.3
Machinery and
equipment 6.6 1.9 11.5 1.9 12.7 1.8
Transport equipment 3.1 0.9 5.1 1.0 3.0 0.7
Basic & fabricated
metals 5.4 0.9 8.6 0.9 71 0.6
Non-metallic minerals 4.4 0.7 7.1 0.8 7.3 0.6
Wood and wood
products 0.3 0.2 2.8 0.8 5.1 1.0
Textiles, clothing,
leather 3.2 0.8 7.9 1.7 3.1 0.7
Paper, print, publishing 3.0 0.2 4.9 0.3 3.4 0.2
Other manufacturing 1.4 0.2 2.5 0.3 3.2 0.3
Total Manufacturing 87.7 0.7 142.2 0.9 161.8 0.8
Software & Computer
Services 11.3 n/a 53.4 n/a 123.9 n/a
Other International
Services 12.7 n/a 13.6 n/a 33.0 n/a
Total Business Sector 111.7 n/a 209.2 n/a 318.7 n/a

*Excluding pharmaceuticals.

Source: Forfas.
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3.46 Research spending by Irish-owned firms engaged in software and computer ser-
vices recorded particularly strong growth, increasing more than tenfold from €11.3m.
in 1993 to €123.9m. in 2001. R&D spending by indigenous companies engaged in
other international services more than doubled from €13.6m. in 1997 to €33.0m. in
2001. Research by services firms accounted for half of R&D expenditure by Irish-
owned companies in 2001, compared with just over one-fifth in 1993. These are positive
trends and demonstrate a commitment to innovation on the part of indigenous firms in
these sectors. It should be borne in mind however that, as the output levels of Irish-
owned firms are generally substantially smaller than those of firms in larger economies,
the resources devoted to research and development are relatively modest in absolute
terms in many cases. Despite the constraints imposed by small scale, however, the num-
ber of large-scale R&D performers in the indigenous enterprise sector grew strongly in
the latter part of the 1990s. In 2001, forty-six Irish-owned firms engaged in manufactur-
ing and international services spent €1.3m. or more on research and development, up

from forty-three in 1999 and twenty-five in 1997.

Exports

3.47 Since the 1950s, public policy has put a high priority on encouraging export
growth among indigenous firms. Because of the small size of the home market, selling
into larger markets abroad has been seen as the key to achieving the required growth in
production volume and enterprise scale. Policy has also sought to broaden the export
base and to diversify export destinations in order to reduce the traditional dependence
on the food sector and on the British market. Between 1991 and 2000, manufacturing
exports by indigenous firms grew from €4.3.bn to €6.7bn in current prices, a rise of
over 50 per cent. The growth in manufacturing exports in the second half of the decade,
however, lagged the growth in output. The share of output devoted to exports fell from
35.9 per cent in 1995 to 31.3 per cent in 1999. The decline was broadly based, occurring
in seven of the ten sectors for which figures are available. In 2000, however, the export
share of indigenous manufacturing output rose to 33.2 per cent. Table 20 gives details
of manufacturing exports as a proportion of gross output in different manufacturing
sectors in 1991 and 2000. As exports from foreign-owned manufacturing firms grew
very rapidly over the course of the decade, the indigenous share of total manufacturing
exports fell from around 26.1 per cent in 1991 to 9.2 per cent in 2000. As noted earlier,
exports of internationally traded services by indigenous firms grew strongly over the
decade, reaching $1.7bn in 2000.
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Table 20: Exports as a % of Gross Output in Irish-Owned Manufacturing Firms 1991 & 2000

Sector 1991 2000*
Food, Drink & Tobacco 38.5 37.1
Textiles & Textile Products 422 41.9
Wood & Wood Products 14.4 8.5
Paper and Publishing 14.4 14.9
Chemicals 35.6 41.9
Non-Metallic Mineral Products 22.4 15.7
Metals and Metal Products 35.0 26.2
Machinery and Equipment 40.3 45.7
Electrical and Optical Equipment 51.9 52.9
Total 34.8 33.2

Source: CSO Census of Industrial Production 1991 and 2000.

Table 21: Destination of Indigenous Manufacturing Exports 1991 & 2000

Sector Export Destinations 1991* Export Destinations 2000
% of total % of total
UK Other USA Else- UK Other USA Else-
EU where EU where
Food, drink,
tobacco 37.7 31.4 6.9 24.2 41.0 349 6.8 17.3
Textiles & textile
products 71.3 15.4 9.0 43 5.3 21.9 155 11.3
Wood and wood
products 86.5 4.4 0.0 9.0 80.5 9.8 3.6 6.1
Paper and
publishing 73.2 18.4 5.1 3.4 57.9 19.5 15.6 7.0
Chemicals 54.5 37.1 1.5 7.0 32.7 44.8 9.4 13.1
Non-metallic
mineral products 28.5 3.8 40.8 26.9 31.5 8.8 55,3 6.5
Metals and metal
products 55.7 411 1.1 3.2 65.0 25.6 5.6 3.8
Electrical & optical
equipment 35.0 46.4 7.1 11.5 29.2 35.3 33.2 9.9
Total 41.9 28.3 8.2 21.5 40.2 33.8 12.5 13.5

*Figures for paper and publishing are for 1992.
Source: CSO Census of Industrial Production 1991, 1992, & 2000.
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3.48 In terms of export composition, the dominance of indigenous manufacturing
exports by the food sector was significantly reduced over the past decade. In 1991, the
food, drink and tobacco industries accounted for 62 per cent of manufacturing exports,
but by 2000 this had fallen to 49 per cent. The largest increase in export share occurred
in the electrical, electronic, and optical equipment sector. Overseas sales in these indus-
tries rose from 3.9 per cent of total indigenous manufacturing exports in 1991 to 13.8
per cent in 2000. Table 21 outlines the main destinations for indigenous manufacturing
exports in 1991 and 2000. As can be seen, there was a slight decline in the proportion
of indigenous manufacturing exports going to the British market. This stood at 41.9 per
cent in 1991, increased slightly to 42.1 per cent in 1995, but fell back to 40.2 per cent
in 2000. The share of exports going to other EU countries rose from 28.3 per cent in
1991 to 33.8 per cent in 2000. There is clearly considerable scope for further increases
in exports to European Union member states other than Britain. Though these states
have a population roughly four times that of Britain, the British market still takes a
larger share of Irish exports. Enterprise Ireland’s initiatives to encourage greater exports

to Eurozone countries are outlined in chapter 5.

3.49 There are a number of possible explanations for the decline in the export intensity
of indigenous manufacturing enterprise in the latter part of the 1990s. The strength of
the home market during this period almost certainly played some part. A small number
of Irish-owned firms active in exporting were taken over by overseas firms and their
exports reclassified as deriving from foreign-owned enterprise. Some indigenous firms
may have availed of increased opportunities for sub-supply to multi-nationals operating
in Ireland, or for import substitution, as alternatives to selling into export markets. The
rise in export intensity in 2000 was helped by favourable currency movements and may
also have reflected the influence of Enterprise Ireland’s efforts to increase export sales

among client companies.

3.50 The decline in export intensity during the 1990s may also be attributable in part
to increased levels of outward direct investment by Irish-owned firms. Globally, the
sales of foreign affiliates of multinational companies are now almost twice the level of
aggregate world exports, suggesting that overseas investment and international pro-
duction are now more important than exports as a vehicle for the delivery of goods and
services to foreign markets. Though Irish-owned firms historically have had low levels
of overseas investment, this has changed decisively in recent years." The total stock of
outward direct investment by Irish firms grew from $202m in 1985 to $15,096m in

1999, a rise of over two thousand per cent in fifteen years.

3.51 This growth in overseas investment by Irish-owned firms accelerated markedly

in the final years of the 1990s. The average level of outward direct investment was

' Forfas. 2001. Report on Outward Direct Investment, tables 2.3-2.5.
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around $400m per annum from 1988 to 1993, around $750m per year from 1994 to
1997, and approximately $4150m per annum from 1998 to 2000; the level of investment
in 2000, though far higher than in the earlier part of the decade, was below that recorded
in 1998 and 1999. Most of this overseas investment has been concentrated in the United
States and Britain. In 1999, Irish-owned firms employed an estimated 65,000 people in
the United States; this compares with around 100,000 employed by US firms in Ireland.
The bulk of overseas investment by Irish enterprise has come from 10-15 long-estab-
lished firms in manufacturing and banking, but a small number of newer high-tech-
nology firms in sectors such as ICT and pharmaceuticals began to make significant
overseas investments in the second half of the 1990s. Research by Forfis suggests that
overseas investment by Irish firms has helped create new high-skilled jobs at head offices
in Ireland. Over time, such investment will see the increasing replacement of exports of
finished goods by exports of high value-added intermediate goods and the provision of

headquarter services to affiliate companies overseas.

Irish-Owned Enterprise in Comparative Perspective

3.52  Cross-national comparisons of manufacturing and international services in Ireland
with these sectors in other countries are invariably based on data relating to the activities
of all companies in these sectors in Ireland. As much of the output of these sectors is
now accounted for by overseas firms, it is difficult to compare the performance of the
indigenous enterprise sector in Ireland with that in other countries. Table 22 which is
derived from a study undertaken for Enterprise Ireland, gives details of gross output per
head and of value-added per head in manufacturing industry in Ireland and a number
of other European Union member states, the U.S.A. and Japan in 1998." Given the
difficulties of interpretation and measurement that affect cross-country comparisons of
output performance and productivity, the findings should be seen as a broad guide to
differences in national performance. As can be seen, output per head in indigenous
manufacturing industry in Ireland was on a par with that in Denmark and Italy, slightly
lower than that in Britain, and significantly lower — by a margin of a third or more —
than in Finland, France, Germany, the U.S.A. and Japan. With the exception of France
and Italy, value-added per head in domestic Irish industry was lower than that in the
other EU member states surveyed by a margin of around twenty per cent. In general,
where output levels were lower in Ireland than in other countries, this held across most
sectors and size ranges. In the food, drink and tobacco sector, however, output per head
in Ireland was at or above the levels in the other EU countries covered by the survey.
In the more difficult trading environment now facing indigenous enterprise, achieving
sustained rises in productivity will be the key to enterprise survival and growth. As
discussed in chapter 5, productivity growth is now one of Enterprise Ireland’s key per-

formance indicators and targets.

' Goodbody Economic Consultants. 2001. An International Comparative Analysis of the Performance of Irish
Manufacturing Industry.
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Table 22: Gross Output and Value-Added per Capita in Irish Owned Manufacturing and in
Selected Countries 1998
Gross Output Value-Added
per Capita per Capita

€000 €000
Irish-Owned Industry 133.5 48.3
Britain 142.9 58.4
Germany 184.6 59.7
Denmark 130.1 57.1
France 183.1 48.3
Finland 178.6 59.7
Italy 131.5 36.8
Japan 211.8 -
USA 190.5 =
Source: Enterprise Ireland.

IV The Domestic Services Sector

3.53 The manufacturing and international services enterprises supported by the
enterprise development agencies number around 5,000 in total and employ around one-
third of a million employees. Though these firms are of pivotal importance for our
economic well-being, they account for fewer than 5 per cent of the total number of
businesses in Ireland and less than 20 per cent of the Irish workforce. As no regular
census is undertaken of the entire enterprise sector, estimates of the number of
enterprises have to be made on the basis of disparate data compiled for other purposes,
principally the registers of employers and businesses maintained by the Revenue Com-
missioners for tax purposes. At end-2001, there were 204,032 businesses registered for
VAT purposes with the Revenue Commissioners, while 176,051 employers were regis-
tered for the purposes of income tax in the 2000-2001 tax year. As a significant number
of enterprises are not registered for VAT or do not have employees, these figures suggest
that the total number of businesses in Ireland is probably in the region of a quarter of a

million.

3.54 Though we do not have a detailed breakdown of these enterprises, a reasonable
amount is known about their composition. While there are no precise figures available,
there are probably in the region of 100,000 single-person businesses or partnerships that

are run solely by their proprietors and have no employees. Of businesses with employees,
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it is estimated that over 90 per cent employ fewer than ten people, while over 98 per
cent have fewer than fifty employees. Businesses with fewer than ten employees are
generally referred to as micro-enterprises, while those with more than ten but fewer
than fifty workers are termed small businesses. In terms of sectoral composition, the
majority of businesses are engaged in various service activities. These can broadly be
divided into producer or business services (those such as financial services that are supplied
mainly to business customers); distributive services (those concerned with distributing
goods from producers to consumers such as transport and wholesale retail distribution),
and consumer services (those such as hotels, catering and entertainment that are supplied
mainly to personal consumers). These categories obviously overlap to varying extents as
enterprises engaged in activities such as finance and tourism may cater for both business
customers and individual consumers. While the internationally traded services sector
experienced sustained growth over the past decade, most service enterprises are engaged
in non-traded activities and do not compete with firms from outside Ireland on either
the home or export markets. Many operate in local markets in which both customers

and competitors are drawn from a limited geographical area.

3.55 Table 23 gives a sectoral breakdown of businesses registered for VAT at the end
of 2001. As can be seen, around two-thirds of businesses were engaged in business,
distributive or consumer services, with financial and professional services and distribution
being the largest categories. Around 20 per cent of enterprises were in the construction
sector, with just over five per cent engaged in agriculture, forestry and fishing. There
were almost 20,000 manufacturing businesses registered for VAT, almost 10 per cent of
the total. This contrasts with the 4,862 manufacturing enterprises covered by the 2000
Census of Industrial Production; the large difference in coverage is due mainly to the
fact that the Census is confined to establishments with three or more persons. The strong
growth performance in manufacturing and international services during the 1990s was
mirrored in the wider enterprise sector. Figure 22 charts the number of employers and
businesses registered with the Revenue Commissioners from 1990 to 2001. The number
of employers on the Revenue register rose from 114,471 in the 1990-91 tax year to
176,051 in the 2000-01 tax year, an increase of 54 per cent. The number of businesses
registered for VAT rose from 117,817 at the end of 1990 to 204,032 at the end of 2001,
an increase of 75 per cent, with most of the rise concentrated in the latter part of the

period.
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Table 23: Sectoral Composition of Businesses Registered for VAT

at end-2001
Sector Number % of Total

Agriculture, Fisheries and Forestry 10,829 5.3
Manufacturing 19,569 9.6
Construction 40,562 19.9
Distribution 36,222 17.8

— wholesale 10,972 5.4

— retail 25,250 12.4
Hotels, Catering, Publicans, Entertainment 16,466 8.0
Financial & Professional Services 40,551 19.9
Transport Services 8,309 4.1
Repairs of Vehicles & Other Goods 6,078 3.0
Other Services 22,340 10.9
Other/Miscellaneous 3,106 1.5
Total 204,032 100.0

Figure 22: Employers Registered with Revenue Commissioners and

Business Registered for VAT 1990-2001
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3.56 The great body of medium, small, and micro-enterprises in the services sector
made a major contribution to the record rise in employment from the mid-1990s. At
1,145,000, total employment in the services sector in the second quarter of 2002 was
almost identical to that in the entire economy in 1992. Table 24 outlines employment
growth in the main sectors of the economy between 1994 and 2002. Almost four-fifths
of the net additional employment of 531,000 over this period occurred in service activi-
ties. Of these additional services jobs, almost three-quarters were in private sector ser-
vices, with the remaining one-quarter in the predominantly public sector areas of public
administration, education and health. Employment growth was particularly strong in

financial and business services; transport, storage and communication; and hotels and

restaurants.
Table 24: Employment by Sector 1994 and 2002*
1994 2002 % % share of
000s growth tfg):gwﬁ'},

Agriculture, forestry and fishing 146.8 120.7 -17.8 —4.9
Manufacture, mining & quarrying 251.9 302.9 +20.4 9.6
Construction 91.5 181.1 +89.6 16.9
Wholesale & retail distribution 168.9 245.9 +45.6 14.5
Hotels and restaurants 68.2 104.8 +53.6 6.9
Transport, storage & communication 55.8 110.2 +97.5 10.2
Financial & other business services 114.1 229.1 +100.8 21.7
Public administration & defence 66.3 89.2 +34.5 43
Education 80.4 110.0 +36.8 5.6
Health 100.9 157.0 +55.6 10.6
Other services 74.1 99.0 +33.6 4.7
Total 1,218.8 1,749.9 +43.6
* Figures for 1994 from Labour Force Survey conducted in April 1994; figures for 2002 from Quarterly
National Household Survey for Mar-May 2002.

3.57 In addition to their job creation role, the host of small and micro enterprises
engaged in mainly service activities play a vital part in the economic life of the country
in other ways. They are a breeding ground for new business ideas, help to extend
competition and consumer choice and, because of their flexibility and adaptability, are
often well placed to seize new business opportunities. As well as strengths, small busi-
nesses face a range of handicaps. Precisely because these businesses are small, regulatory
and governance requirements can have a disproportionately onerous impact on them.

Equally, they can be lacking in the range of management skills needed to optimise
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efficiency; can face particular problems in accessing finance; and may have greater diffi-
culty, particularly in a tight labour market, in competing for the skill sets they require.
Since the publication of the report of the Task Force on Small Business in 1994, Ireland
has sought to take explicit account of the needs of the small business sector. The majority
of the more than 140 recommendations made by the Task Force have been
implemented. The Department of Enterprise, Trade and Employment has established a
Round Table for SMEs which acts as a focal point for consultation with small business
on the full range of enterprise issues. The improved performance of small and micro
enterprises during the 1990s suggests that, in tandem with the greatly improved business

climate, this policy commitment to small business has paid dividends.

3.58 Data from Eurostat indicate that, over the period from 1995 to 2000, Ireland
recorded the second highest rate of new business ‘births’ in the European Union."
Ireland also ranks fifth of the fifteen EU member states for the proportion of the work-
force that is self-employed. Ireland compares less well however for entrepreneurial
activity among women. Labour force survey data show that the proportion of women
among the self~employed in industry and services in Ireland in 2001 was the lowest of
the fifteen EU member states.”” Around 20 per cent of the self-employed in Ireland
were women compared with 30 per cent or more in Austria, the Netherlands, Finland
and Portugal. In response to the relative lack of entrepreneurial activity among women
in Ireland, the City and County Enterprise Boards have developed special programmes

to assist women considering self~employment or setting up a business.

3.59 The rate of new business generation in Ireland in recent years and a range of
fiscal and regulatory adjustments that have taken place suggests that the environment for
enterprise in Ireland is a broadly positive one for enterprise formation. An OECD analy-
sis of regulatory barriers to entrepreneurship found that Ireland ranked fourth lowest of
the 21 economies surveyed.” The formalities for establishing a company in Ireland were
ranked as joint sixth of 17 countries surveyed in terms of the administrative and cost
burdens involved. European Commission opinion surveys show that the proportion of
Irish respondents reporting administrative, or informational barriers to entrepreneurial
activity was significantly below the European Union average, while the proportion
reporting financial barriers was slightly below the EU average.” Surveys have similarly
found the propensity to self~employment and entrepreneurship in Ireland to be com-
paratively strong. The Global Entrepreneurship Monitor [GEM] study for 2002 — a

cross-national analysis of entrepreneurial activity — ranked Ireland as the twelfth most

" European Commission. 2002. Benchmarking Enterprise Policy: Results from the 2002 Scoreboard, pp. 37-40.

"ibid, pp. 42-43.

* European Commission. 2002. Benchmarking Enterprise Policy: Results from the 2002 Scoreboard, pp. 45-48.
OECD. 2001. Science, Technology and Industry Outlook, pp. 98-101.

*! Goodbody Economic Consultants. 2002. Entrepreneurship in Ireland, pp. 38-43.
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entrepreneurial economy of the thirty-seven countries surveyed.” The rate of entrepren-
eurial activity in Ireland was well ahead of that in most other European economies and

was one of the highest among developed economies.

3.60 Small and micro-enterprises in the services sector now face a tougher trading
environment. Those engaged in the provision of business services must contend with
the adverse impact of the downturn in the international economy and its knock-on
effects on manufacturing and international services firms in Ireland. Enterprises providing
services to consumers that benefited from rapid rises in employment and incomes in
recent years must come to terms with less buoyant demand. Rising costs have affected
businesses in all areas of activity, while the problems resulting from increased congestion
have hit many enterprises in urban centres. There are also a number of longer-term
challenges and threats stemming from developments such as the pace of technological
change; the process of globalisation and the emergence of greater competition in pre-
viously protected sectors; the growth in the knowledge economy; and the need to
respond to changing and more demanding customer requirements. The emerging frame-
work for small business development policy will reflect Ireland’s commitment, along
with other EU member states, to the European Charter for Small Business. The key

principles of the Charter include commitments to:

* Strengthening the spirit of innovation and entreprencurship to meet emerging

challenges;

e Achieving a regulatory, fiscal, and administrative framework conducive to entrepr-

eneurial activity and to improving the status of entrepreneurs;

* Ensuring access to markets on the basis of the least burdensome regulatory require-

ments consistent with overriding public policy objectives;

» Facilitating access to research and development;

* Improving access to finance throughout the life cycle of enterprises;

» Listening to the views and concerns of small business and ensuring access to good
quality business supports.

The support structures for small and micro-enterprises are discussed in chapter 5.

Conclusion
3.61 While the enterprise sector has made real advances over the past decade, there is

a need to be clear-sighted about what has and has not been achieved. There has been

> Fitzsimons, P. et al. 2003. How Entrepreneurial is Ireland? — The Global Entrepreneurship Monitor 2002:
The Irish Report.
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remarkable growth in output, exports and employment, and the modernisation of
Ireland’s enterprise base has made major strides. With some important exceptions,
however, much of the foreign-owned sector in Ireland is, by global standards, still posi-
tioned at a relatively low point in the value chain. The research and development,
marketing, and other capabilities that underlie the competitive strength and success of
these firms are not for the most part located in their Irish operations. As long as these
characteristics continue to be true of significant parts of the foreign-owned sector, they
remain vulnerable to competition from lower-cost economies for existing jobs and

future investments.

3.62 Irish-owned enterprise in manufacturing and international services performed
well over the past decade, but firms remain predominantly small with productivity levels
below those in the majority of other European Union economies. Unit labour costs
have increased in most sectors dominated by indigenous firms and a sustained rise in the
value of the euro relative to sterling would pose a threat to a sizeable number of Irish-
owned firms. There has been impressive growth in a number of high-tech areas, notably
software, but firms in these sectors are currently facing difficult market conditions and
a number have contracted or ceased operating. While for the first time in our history
we now have a core of knowledge-based Irish-owned enterprises on which to build,
the large-scale development of an indigenous high-tech sector must be seen as a long-
term project. The years from 1995 to 2000 also saw strong enterprise growth and
employment expansion in a range of service activities that are mainly locally traded. The
challenge in the period ahead is to preserve those gains in the less favourable trading

conditions that now confront these enterprises.
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Chapter 4 — The Environment for Enterprise in

Ireland

I The Enterprise Environment in Transition

4.1 There are two main ways in which an economy can achieve growth. First, by
increasing productivity so that workers produce more. Second, by putting a larger pro-
portion of the population to work, whether by reducing unemployment, increasing
labour force participation among those of working age, or by a rise in the proportion
of the population of working age. While both factors contributed to the record Irish
growth performance of the 1990s, the decisive impetus was provided by the unpre-
cedented increase in the number at work. It has been estimated that 38 per cent of total
output growth between 1993 and 2001 was due to increased productivity, with 20 per
cent attributable to a rise in the population of working age and 42 per cent attributable
to an increase in employment levels among the working age population.' As outlined
in part I, the period ahead will see a slowdown in the rate of labour force expansion
and we will have to rely increasingly on productivity growth to increase output and

raise living standards.

4.2 Michael Porter has deftly delineated the importance of productivity and its com-
ponents to national economic prosperity*:
A nation’s standard of living is determined by the productivity of its economy, which is measured by
the value of goods and services produced per unit of the nation’s human, capital, and natural resources.
Productivity depends both on the value of a nation’s products and services, measured by the prices
they can command in open markets, and the efficiency with which they can be produced. True

competitiveness then is measured by productivity. Productivity allows a nation to support high wages

and attractive returns to capital and with them a high standard of living.

This encapsulates the twin challenges for enterprise policy and the enterprise sector in
Ireland. We need both to produce goods and services more efficiently and to raise the
value of the goods and services we produce. Achieving these gains in value and efficiency
will require a mutually reinforcing upgrading of business enterprises and the enterprise
environment. The strength and sophistication of business enterprises may be the ultimate
determinant of an economy’s success, but enterprises require a supportive national envir-
onment in areas such as science and technology, infrastructure, and education and train-
ing if they are to progress up the value and innovation chains. High-quality knowledge
and physical infrastructures will not provide a foundation for rising income and employ-

ment levels without a sophisticated enterprise base possessing the capabilities to turn

"Clinch, P. et al. 2002. After the Celtic Tiger (Dublin: O’Brien Press), pp. 45-46.
*Porter, M.E., 2002. ‘Building the Microeconomic Foundations of Prosperity: Findings from the Microeconomic
Competitiveness Index” in World Economic Forum, Global Competitiveness Report 2002-03: 25.
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ideas and innovations into marketable goods and services. If we are to make the progress
we aspire to in the next decade and beyond, therefore, we must create and sustain
conditions in which ongoing improvements in the quality of the environment enterprise
will strengthen businesses’ capacity to raise value, innovation and efficiency and wvice

versa.

4.3 The analysis of the enterprise sector in chapter 3 outlined the kinds of improve-
ment needed in order to enable firms in Ireland to make real progress in raising value
and efficiency. In the foreign-owned sector, the challenge is to maintain competitiveness
in terms of productivity, while also increasing the value of goods and services by building
up enterprise capabilities in areas such as research and development, sales and marketing,
and logistics and supply chain management. In many cases, these enterprises are produc-
ing goods and services high in value and innovation, but the sources of that value and
innovation lie predominantly outside Ireland. In Irish-owned enterprise, there is a need
both to increase value and to improve efficiency. Increasing the value of goods and
services will require both strengthening capabilities and sophistication at firm level and
ensuring the continued development of established high technology sectors such as
software and embryonic ones such as biotechnology. In traditional sectors of indigenous
enterprise, there is a clear need to improve efficiency and increase labour productivity.
Opportunities to raise value levels should be systematically pursued, but there may be
constraints on the ability of small firms in traditional sectors to build up capability in
areas such as research, design, or marketing. The strategies and programmes put in place
by the enterprise development agencies to assist in the attainment of these objectives are

discussed in chapter 5.

4.4.  The focus of this chapter is on a number of aspects of the enterprise environment
in Ireland that are critical if businesses are to strengthen their capabilities to raise value,
innovation and efficiency: (i) research and development; (ii) education and skills; (ii1)
infrastructure; and (iv) competition and regulation. The analysis that follows assesses
Ireland’s comparative performance on a range of indices related to these aspects of the
business environment and notes the actions and initiatives that are underway to
strengthen them. The European Commission and the OECD now undertake regular
analyses comparing the performance of different economies across a wide range of indi-
cators related to research, innovation and other aspects of enterprise and economic
performance. The annual reports of the National Competitiveness Council similarly
provide a detailed assessment of Ireland’s relative standing in respect of over 200 per-
formance indicators with a bearing on competitiveness. Benchmarking exercises such as
these are of great benefit in providing an independent, evidence-based guide to our
comparative performance. It should be borne in mind however that cross-national com-

parisons can be subject to methodological or statistical limitations. The data in such
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analyses generally also relate to a period several years before their publication and, in

areas subject to rapid change, may not always be an accurate guide to current trends.

4.5 As will be apparent, the results of the benchmarking analyses undertaken by the
European Union and the OECD underline that, despite our excellent economic per-
formance during the 1990s, we still have a considerable way to go in a number of key
areas if we are to create a knowledge-intensive economy centred on high-value, high-
innovation goods and services. While our performance has been that of a world-class
economy, key aspects of the environment and infrastructure for enterprise are well
below world-class level. This should not come as a surprise. Long-established character-
istics of Irish economy and society — such as the generally weak scientific and techno-
logical base, infrastructural deficiencies, and the historically low levels of human capital
stemming from factors such as the comparatively late provision of universal secondary
education — have left a legacy that will take time to tackle. Seven years of outstanding
performance could not realistically be expected to reverse the effects of seventy-five

years of relatively poor performance.

4.6 The progression to a more advanced stage of economic development — an econ-
omy centred on high value activities and characterised by a strong and widespread
commitment to innovation — may well prove more difficult and protracted than the
advances achieved in recent years. The record growth of the 1990s was in many respects
a long-delayed progression to income and employment levels that the majority of Euro-
pean Union economies had enjoyed for a number of decades. As we saw in part I, it
was also facilitated by a particularly favourable conjuncture of domestic and external
factors. The challenge for the period ahead is to ensure that we have in place a business
infrastructure and environment capable of ensuring that we can sustain our position as
one of the strongest and best-performing economies in the European Union and OECD
in the long term. There are risks for Ireland during this transition period. Rising costs
here and increased competition from lower-cost locations abroad could put a sizeable
part of our existing enterprise base, both foreign and Irish-owned, at risk before we
have fully put in place the R&D and skills capabilities and quality infrastructure needed
to sustain an advanced, world-class economy. If we are to avert this risk and manage
the transition process successfully, we must preserve the strengths that underpinned the
progress made during the 1990s, in particular a disciplined approach to wage determi-
nation, a competitive cost base generally, and a low rate of corporation tax. These core
elements of competitiveness remain vital while we work to develop new sources of
advantages in areas such as research and development and infrastructure. Of no less
importance is the pursuit of greater efficiency at both firm level and at the level of the
wider business environment through more widespread competition, improved infras-

tructural provision, and other means.
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II Science, Technology and Innovation

For decades, scientists in this country have worked against the tide, struggling to keep research pro-
grammes afloat when the resources and national commitment were not there. I believe the tide has
now turned. This does not mean that all the necessary resources are now available or that the infrastruc-
ture is near where it must be. But it does mean that the public, through the government, has found

in recent economic growth the will to make science and innovation national priorities.

Mary Harney T.D., Ténaiste and Minister for Enterprise, Trade and Employment.

4.7 There is widespread agreement that knowledge and innovation are critical sources
of economic growth and development. All industries generate or exploit new tech-
nology to some degree, but some such as the ICT and pharmaceuticals sectors do so
more systematically and to a greater extent. Over the past decade, trade in high-tech-
nology industries has accelerated and their share in total world trade has grown signifi-
cantly. Between 1990 and 1999, trade in high-tech manufacturing goods in OECD
economies increased by 3.3 per cent per annum while that in low and medium-low
technology industries declined by 1.4 and 2.6 per year respectively.” Over this period,
the high-tech share of total manufacturing trade in the OECD rose correspondingly
from 18.8 to 25.3 per cent.

4.8 Despite Ireland’s distinguished scientific tradition, investment in science and tech-
nology by both government and business has been at a low level for most of the period
since the foundation of the state. Though we now have a strong presence in research-
intensive sectors such as information technology and pharmaceuticals, most of the
research that underpins the activities of foreign-owned firms operating here is carried
out outside Ireland. Figures 23-28 summarise the findings of comparative analyses of the
performance and capabilities of European Union member states, the US and Japan on a
number of key indicators related to research and development and innovation. The data
relate to various years from the mid-1990s to 2001. Because of the sizeable difference
between Irish GNP and GDP, GNP is used as the output denominator for Ireland and
GDP for other countries. Broadly speaking, EU member states fall into three distinct
groupings in terms of the level of development of science and technology capabilities.
First, the southern European economies — Greece, Portugal, Spain and Italy — which
consistently lag other member states by a considerable margin on innovation-related
indicators. Second, the Scandinavian countries — Finland, Sweden and to a lesser extent
Denmark — which consistently outperform other member states, generally by a substan-
tial margin. Third, a middle group comprising over half of member states in which

Ireland is generally towards the lower end of the group range and in which Germany

> Address by Mary Harney T.,D., Tanaiste and Minister for Enterprise, Trade and Employment, to Royal Irish
Academy, 20 January 2003: 9.

*OECD. 2002. Science, Technology and Industry Scoreboard 2001: Towards a Knowledge-Based Econ-
omy, section D.7.1.
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and the Netherlands are generally at the upper end, with other economies occupying

fluctuating positions in between.

4.9  The results of these analyses indicate that our overall performance on the research
and development and innovation indicators covered by the EU and OECD studies can
validly be summarised as poor to middling. Our ranking on individual measures was as

follows:

e Public expenditure [government and higher education] on R&D as a proportion

of GDP — lowest of sixteen countries, slightly over half the EU average.

* Business expenditure on R&D as a proportion of GDP — 5 lowest of 16 coun-

tries, around three-quarters the EU average.

* High-tech applications to the European Patent Office per million population —
8™ of 17 countries, slightly below the EU average.

+ High-tech patent applications to the US Patent Office per million population, 12*
of 17 countries, half the EU average.

+  Number of researchers per 100,000 in the workforce — joint 7 of 16 countries,

marginally above the EU average.

* Proportion of manufacturing firms engaged in collaborative R&D with universities

or other public research bodies — 3™ lowest of 9 countries.

These findings underline that Ireland starts from a relatively underdeveloped science and
technology base and has a considerable way to go before we compare with the best-
performing economies such as Sweden and Finland. Even on a measure on which our
industrial structure might have been expected to give us an advantage — high-tech
applications to the US patent office — our performance was relatively poor. This under-
lines the point made in chapter 3 about the generally low level of R&D among US

companies operating in Ireland.
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Figure 23: Public Expenditure on Research and Development as a
Proportion of GDP*
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Source: Forfas and European Commission: European Innovation Scoreboard 2002.

Figure 24: Business Expenditure on Research and Development as a
Proportion of GDP*
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Source: Forfis and European Commission: European Innovation Scoreboard 2002.

Figure 25: High-Tech Patent Applications 2000 to European Patent Office
per Million Population
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Figure 26: High-Tech Patent Applications 2000 to US Patent Office

per Million Population
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Figure 27: Researchers per 10,000 Labour Force 1997*
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Source: OECD. Science, Technology and Industry Scoreboard 2001.

Figure 28: Proportion of Manufacturing Firms with Collaborative Arrangements
with University/Government Research Institutions 1995-96
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4.10  The data presented at figures 23-28 ofter a snapshot of the performance of differ-
ent countries at a particular point in time, but say nothing about whether that perform-
ance is improving or deteriorating. In Ireland’s case, performance trends were generally
on an upward curve during the 1990s and convey a more positive picture. This reflects
the growth and changing sectoral dynamics of the enterprise sector as well as the fact
that the policy focus on R&D gained momentum from the late 1980s. Over the period
from 1991 to 1997, the rate of growth in total Irish R&D expenditure was the highest
in the OECD, while that of business R&D expenditure was the third highest in the
OECD and the highest in the European Union.® As noted in chapter 3, however, the
rate of growth in business spending on research fell back between 1999 and 2001,
particularly among indigenous firms. In the second half of the 1990s, the rate of growth
in high-tech patent applications in Ireland was the third highest in the European Union,
while the average annual growth rate in the number of researchers from 1991 to 1999
was the third highest in the OECD. This improvement occurred moreover before the
substantial increase in public funding for scientific research provided for under the
National Development Plan 2000-2006. Table 25 outlines the allocation for research,
technological development and innovation [RTDI] under the Productive Sector Oper-
ational Programme of the Plan and compares it with those under the Industry Oper-
ational Programmes of the Plans covering the periods from 1989 to 1993 and 1994 to
1999. Expenditure on industry-related R&D is scheduled to average almost €350m. per
annum between 2000 and 2006 compared with around €80m. per annum from 1995
to 2000. The EU’s share of this expenditure is set to fall from over 50 per cent in the
second half of the 1990s to under 10 per cent in 2000-2006.

Table 25: Industry-Related Science and Technology Expenditure 1989-2006
Total EU Government Private
Sector
€m €m % €m % €m %

Operational Programme
for Industry 1989-93 387.8 140.6 36.3 193.9 50.0 53.3 13.7
Operational Programme
for Industry 1994-99 502.0 269.0 53.6 56.0 11.2 177.0 35.2
Productive Sector
Operational Programme
2000-06 2,430.9 230.9 9.5 1,339.2 55.0 861.8 35.5
Source: Forfas.

*OECD. 2002, op. cit., tables A.2.1.2 and A.4.1.1.
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4.11 The main innovation in the Industry RTDI programme under the National
Development Plan 2000-06 is the provision of around €646m. for the Technology
Foresight Fund, administered by Science Foundation Ireland, to support world-class
research in strategic niches of ICT and biotechnology. The Plan also makes provision
for other significant expenditures aimed at improving research and development capa-
bilities, in particular the Programme for Research in Third-Level Institutions [PRTLI]
established to support a wide range of research in the higher education sector with the
aim of building a world-class research base in Irish universities and colleges. Since 2000,
more than 800 researcher positions have been created in higher education institutions
as a result of PRTLI funding. Despite budgetary constraints, the 2003 Budget Estimates
provided for increased research funding for Science Foundation Ireland. Though the
Government restated its commitment to the Programme for Research in Third Level
Institutions, 2003 will see a slowdown in capital investment in third level education

because of the greater pressures on the public finances.

4.12 At the Lisbon Summit in 2000, the European Council agreed the European
Research Area [ERA] project as a contribution to the goal of making the European
Union the most competitive knowledge-based economy globally by 2010. At Barcelona
in 2002, the Council set an EU-wide target that gross expenditure on R&D should
increase from 1.9 per cent to 3 per cent by 2010, two-thirds of which should be funded
by business. In Ireland, gross expenditure on R&D was 1.38 per cent in 2001 and, in
the context of the EU’s 3 per cent target, there a need to determine what contribution
Ireland can make to its achievement. In January 2003, the Ténaiste and Minister for
Enterprise, Trade and Employment announced the establishment of a high-level steering
group to assess the implications of key emerging ERA policy initiatives, and to prepare

action plans for progressing priority areas, including the 3 per cent target.

4.13 In the interests of long-term economic development, it is vital that the increased
expenditure on research is used effectively to further the development of a knowledge-
based economy. As discussed further in chapter 5, this will require a strong emphasis on
ongoing monitoring and evaluation of all science and technology-related expenditures.
In 2002 the Government established a Commission under the auspices of the Irish
Council for Science, Technology and Innovation in order to ensure that effective mech-
anisms exist to oversee the major increase in research spending and activity. The Com-
mission has recently reported on ways and means of improving the framework, structures
and mechanisms for research policy development in Ireland. Increased public investment
in research and development needs to be complemented by a higher level of business
research and development expenditure. The enterprise agencies are working to promote
the development of research-intensive niches and enterprises and to encourage a greater

commitment to research among client companies generally. A proposal for a research
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and development tax credit designed to stimulate greater business expenditure on R&
D, that was developed by Forfis in conjunction with IDA and Enterprise Ireland, is

being examined by relevant Government departments.

4.14  One aim of recent policy initiatives is to foster Irish counterparts of the kind of
strong research-industry networks found in Silicon Valley and the ‘Miracle Mile’ which
links Harvard, MIT, and Boston University. These have generated numerous high-tech
start-ups as well as major global companies such as Microsoft and Sun Microsystems. It
is estimated that MIT graduates alone have started some 4,000 companies throughout
the United States, and over 1,000 in Massachusetts where such businesses account for
an estimated 25 per cent of the state’s manufacturing output. There are many highly
respected research centres, however, that have not had a remotely comparable impact
on their local or national economies. This underlines the need to put a high priority on
the development of strong links and networks between the research community and
the business sector. Science Foundation Ireland’s Centres in Science, Engineering and
Technology [CSET]| programme is designed to create centres formed by clusters of
internationally recognised researchers from the third level sector and industry. These
centres will link scientists and engineers in partnerships across academia and industry to
address crucial research questions, foster the development of new and existing Irish-
based technology companies, attract industry that could make an important contribution
to Ireland and its economy, and expand educational and career opportunities in Ireland
in science and engineering. Science Foundation Ireland has also indicated its intention
to work with Columbia University’s International Innovation Initiative — a recognised
leader in technology transfer — in order to put in place the most effective possible
mechanisms for promoting collaboration between researchers and business enterprises
and ensuring that research findings are commercialised. In addition to efforts to encour-
age a greater commitment to research and development by their client companies, IDA
Ireland, Enterprise Ireland and Shannon Development are, as discussed in chapter 5,
actively working to build partnerships and closer links between business enterprises and

third-level institutions.

4.15 As well as co-operative research between third-level institutions and business
enterprises, the other key mechanisms of technology transfer include the patenting and
licensing of new products and processes by academic researchers and their institutions,
and the establishment of spin-off campus companies to commercialise their research.
Following reports by the Irish Council for Science, Technology and Innovation on
‘Utilising Intellectual Property for Competitive Advantage’ and ‘Commercialisation of
Publicly Funded Research’, a national code of best practice is being developed in the
area of commercialisation. Best practice approaches and well resourced commercialis-
ation functions in third-level institutions working closely with the enterprise develop-

ment agencies will be important for successful commercialisation. Enterprise Ireland’s
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Campus Companies programme and its other initiatives to support academic entreprene-

urs are outlined in chapter 5.

4.16 Because of the greater risk element in research-based enterprise and the often
long lead-in time before new products make it to market, the ready availability of
adequate levels of venture capital is a critical requirement for these and other high-
technology enterprises. Recent years have seen an improvement in the provision of
venture capital in this country. The level of high-tech venture capital in Ireland was, as

figure 29 shows, the fifth highest in the European Union in 2000.

Figure 29: High-Tech Venture Capital as a Proportion of GDP* 2000
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Source: European Commission. European Innovation Scoreboard 2002.

4.17 The substantial inflow of funds from outside the country is a particular feature of
venture capital provision in Ireland. In the latter part of the 1990s, external sources of
venture capital were more than four times greater than those supplied by domestic
providers.® The difficulties in the ICT sector have inevitably had an impact on the
availability of funding, but the evidence suggests that the decline in Ireland has been

smaller than in other European Union countries or the US.” In 2002, it is estimated that

®Baygan, G. & Freudenberg, M. 2000. The Internationalisation of Venture Capital Activity in OECD Coun-
tries. STI Working Paper 2000/7 (OECD: Paris).

" Goodbody Stockbrokers 2002. Goodbody Technology Research SummiT2002. Irish Times, Business This
Week, 14 February 2003: 7.



10 per cent of high-tech venture capital investment in Europe was invested in Ireland
even though we account for just 1 per cent of European GDP. Enterprise Ireland has
become increasingly active in recent years in seeking to address funding gaps for growth-
oriented companies and is engaged in a number of venture capital partnerships with

private sector interests. Its activities in this area are discussed in chapter 5.

4.18 Though the establishment of the Technology Foresight Fund and Science Found-
ation Ireland and the large increase in public funding of R&D represent major initiatives,
they need to be kept in perspective. Ireland will not become a world-class research
performer overnight. Just as small countries face problems of scale in the enterprise
sphere, so also can they expect to encounter scale handicaps in the research field. The
monies committed to the Technology Foresight Fund are unprecedented by Irish stan-
dards and are certainly sizeable enough to have a major impact on our research perform-
ance. It will nevertheless require careful management and focusing of resources to ensure

that critical mass is achieved and opportunities for commercialisation exploited.

III Education and Skills

Educational Participation and Attainment

4.19 Education and skills are paramount assets for knowledge-based economies. If
Ireland is to make the transition to a high-value, high-innovation economy, we will
need people with advanced capabilities in a range of scientific and technological fields.
The achievement of greater efficiency right across the economy will also be aided by
high standards of general educational attainment as well as a greater and continuing
commitment to training. Awareness of the importance of education and skills for econ-
omic development took time to emerge in Ireland. Universal second-level education
occurred later here than in many other industrialised economies. As a result, the level
of educational attainment among the population as a whole in Ireland is, on some
measures, below that in the majority of other European Union member states. Table 26
shows the proportion of the population aged 25-64 that has attained at least upper
secondary education in Ireland, other European Union member states, the US and Japan.
It can be seen that the proportion of the working-age population in Ireland with this
level of educational attainment is below that in the countries of Northern Europe and

Scandinavia, and in the United States and Japan.

126



Table 26: Proportion of the Population Aged 25-64 With At Least
Upper Secondary Education 2001*

Austria 76
Belgium 59
Denmark 80
Finland 74
France 64
Germany 83
Greece 51
Ireland 58
Italy 56
Luxembourg 53
Netherlands 65
Portugal 20
Spain 40
Sweden 81
United Kingdom 63
United States 88
Japan 83
OECD 64

*2000 for Austria, Belgium & the Netherlands.

Source: OECD Education Database.

Table 27: Proportion of Age Cohort with at Least Upper Secondary Education Ireland and

the OECD 2001

% of cohort with at least upper secondary education

25-34 35-44 45-54 55-64 25-64
Ireland 73 62 48 35 58
OECD 74 68 60 49 64

Source: OECD Education Database.
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420 The expansion of second-level education from the 1960s led to a marked
improvement in rates of educational attainment. As we saw in part 1, there is general
acceptance that this improvement in human capital was an important factor in our
economic resurgence from the late 1980s. Table 27 shows the proportion of the popu-
lation in different age-cohorts in Ireland with upper secondary education and compares
it with the OECD average. As can be seen, the proportion of the population in the 25-
34 age-group that remained in education to upper second-level is around twice that in
the 55-64 age group. Whereas the proportion of persons with upper second-level edu-
cation in the older age-group in Ireland was fourteen percentage points below the
OECD average, the figure for the younger age group was almost identical to the OECD
average. Despite the great progress made in recent decades, however, the evidence of a
number of studies indicates that a significant minority of young Irish people have not
benefited to the extent that they should from the educational system. The problem is
most pronounced among young people, and young males in particular, from disadvan-
taged socio-economic groups in Dublin and other cities. Participation to leaving certifi-
cate for males and females is around 70 per cent in Dublin, the lowest level in the
country. With the decline in the number of entrants to second-level education, there is
now both greater need and opportunity to address this issue. The National Anti-Poverty
Strategy includes a target that participation rates to upper second level or equivalent
should increase to 90 per cent by 2006. Sustaining Progress provides that initiatives will
be implemented to prevent and address early school-leaving taking account of the frame-
work set out in the National Economic and Social Forum report on Early School

Leavers.

4.21 The expansion of educational provision and participation at third-level in recent
decades has been particularly striking. The number of full-time students in third-level
education rose from 23,143 in 1968-69 to 116,548 in 1998-99. In 1965, the total annual
intake into third-level colleges was equivalent to 11 per cent of 17 year-olds, but by
1999 this figure had risen to 56 per cent. This has markedly improved Ireland’s ranking
in comparative analyses of participation rates in higher education. Table 28 shows the
proportion of the population in different age-groups in Ireland and the OECD with
tertiary-type B qualifications (broadly certificates or diplomas) and tertiary-type A quali-
fications (broadly primary and higher degrees). As can be seen, the proportion of the
population with third-level qualifications compares well with the OECD average,
particularly among the 25-34 age group and for type-B qualifications. Though these
figures are an encouraging sign of the educational progress made in Ireland, this is no
warrant for complacency. A recent OECD study observed that a new educational para-
digm was emerging in which ‘participation in some form of tertiary education may be
expected to become the norm in our society’.” In this situation, any country that does

not continue to improve its performance will sooner or later find itself falling behind.

¥Cited in Clancy, P. 2002. College Entry in Focus: A Fourth National Survey of Access to Higher Edu-
cation (Dublin: Higher Education Authority), pp.170-71.



Table 28: Proportion of Age Cohort with Tertiary Education
Ireland and the OECD 2001

% with tertiary-type
B education

% with tertiary-type

A education

25-34 | 35-44 | 45-54 | 55-64 | 25-64 | 25-34 = 35-44 | 45-54 | 55-64 | 25-64
Ireland 28 23 18 13 22 20 14 11 8 14
OECD 10 9 7 6 8 18 16 14 10 15

Source: OECD Education Database.

Standards

4.22  From the point of view of the needs of the enterprise sector, the chief require-

ment of the educational system at primary and secondary level is that it should produce

students with levels of proficiency in the key areas of literacy, mathematics, science, and

languages that are up to the best international standards. Among the sciences, physics

and chemistry are particularly important in view of their role as a foundation for other

disciplines. Like the international benchmarking studies of performance in areas such as

innovation, comparative analyses of educational standards are now regularly undertaken.

One such study, the International Adult Literacy Study [IALS] conducted in 18 countries

in 1994 and subsequent years, found that 23 per cent of Irish persons of working age,

the second highest level in the European Union, were at the lowest of five defined

literacy levels, equivalent effectively to functional illiteracy.” Among 16 to 25-year-olds,

17 per cent were found to be functioning at the lowest literacy level.

Table 29: Programme for International Study Assessment [PISA] 2000

(Assessment of 15 year-olds in secondary education in 27 countries)

Reading Mathematical Scientific

Literacy Literacy Literacy
Irish Score 526.7 502.9 513.4
OECD Average 500 500 500
Irish Ranking 5 15 ot
Highest Ranking Country Finland Japan Korea
Score of Highest Ranking Country 546.5 556.6 552.1

Source: OECD.

“Morgan, M. et al. 1997. International Adult Literacy Survey: Results for Ireland (Dublin: Stationery Office).
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4.23 The IALS study has been subject to considerable criticism on methodological
grounds by academic commentators."’ In 2000, the OECD launched a new research
project, the Programme for International Study Assessment [PISA] which sought to
compare student performance on a basis that would command greater authority and
acceptance.'’ The first phase of the project involved a detailed assessment of reading
literacy among 15 year-old second-level students in twenty-seven countries, along with
preliminary assessments of mathematical and scientific literacy. The results for Ireland
outlined at table 29 give quite a different picture to that of the IALS findings. Irish
students’ score on reading literacy was significantly above the OECD average and ranked
fifth of the twenty seven participating countries. Seven countries had mean scores which
were not significantly different from Ireland’s, while only one, Finland, had a score
which was markedly above that for this country. Given the divergent results of earlier
studies, future rounds of the PISA study and other similar research projects will provide
further important information on the comparative reading literacy of Irish students. The
National Anti-Poverty Strategy includes a target to halve the proportion of pupils with
serious literacy difficulties by 2006.

4.24  As table 29 shows, Ireland’s performance on the preliminary assessments of math-
ematical and scientific literacy in the first PISA analysis was at or a little above the
OECD average, but was less impressive than that on reading literacy. Students in the
best-performing countries performed significantly better than their Irish counterparts.
More comprehensive assessments of mathematical and scientific literacy are to be under-
taken in 2003 and 2006 respectively. In view of the importance of proficiency in math-
ematics and science for future skills needs, careful attention should be paid to the findings
and implications of these studies. While encouragement can be taken from the first-
round results of the PISA study on reading, mathematical and scientific literacy, the
performance of the Irish educational system leaves room for improvement in one
important area — proficiency in foreign languages. The evidence of a number of studies
suggests that the foreign language proficiency of Irish students is an issue that requires
to be addressed.”” In view of the importance of boosting trade with EU member states
other than Britain, sustained improvement in this facet of educational performance

would be beneficial.

"“Nolan, B. 2002. “Why does Ireland still do so badly on the UN’s Human Poverty Index?’, ESRI Quarterly
Economic Commentary Autumn 2002, pp. 43-45.

""Shiel, G. et al. 2001. Ready for Life?: The Literacy Achievements of Irish 15-Year-Olds with Comparative
International Data (Dublin: Educational Research Centre).

"> National Competitiveness Council. Annual Competitiveness Report 2002, pp. 26 & 97.
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Figure 30: Science and Engineering Graduates per 100,000 Persons

Aged 20-29 in Labour Force
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Source: European Commission. European Innovation Scoreboard 2001.

Table 30: % of senior-cycle students in second-level schools
taking science subjects

1983-84 1993-94 1999-2000 2000-2001
Chemistry 20.8 14.3 10.6 12.0
Physics 20.1 19.5 13.5 16.4
Biology 51.5 50.8 42.0 43.7
Physics and Chemistry
(Combined) 3.7 2.8 1.7 2.0
Agricultural Science 35 4.0 4.7 5.7

Source: Department of Education and Science.
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Education for Science and Technology

4.25 Ireland’s success in attracting high-technology inward investment and developing
indigenous technology companies has been due in considerable part to our capacity to
turn out large numbers of science and technology graduates with the skills required by
businesses in sectors such as information technology and pharmaceuticals. Over the past
decade, we have consistently been at or near the top of European Union or OECD
rankings for graduate levels in science and engineering. Figure 30 outlines the proportion
of science and engineering graduates per 100,000 persons aged 20-29 in the workforce
in the European Union, the United States and Japan between 1997 and 1999. As can
be seen, Ireland was well ahead of all other countries; the proportion of science and
engineering graduates among persons aged 20-29 in the Irish labour force was over
twice the EU average. After Finland, Ireland also ranked second highest in the European

Union for the proportion of scientists and engineers in the workforce."

4.26 Our leading position on this indicator is at risk however from a decline in the
number and/or proportion of students taking science subjects at second and third level.
At junior cycle in second level, the proportion of students taking science subjects has
remained fairly constant at just under 90 per cent over the past twenty years. The
number of students taking these subjects, however, has been falling since the mid-1990s
because of the decline in the number of students entering secondary school caused by
demographic changes. In 1994, there were 187,548 students taking science subjects at
junior cycle, but by 2001 this had fallen to 159,929. At senior-cycle in second-level,
the proportion of students taking science subjects has been falling for most of the past
two decades. Table 30 outlines the proportion of senior cycle students taking science
subjects in 1983-84, 1993-94, 1999-2000, and 2000-2001 respectively. The proportion
of students taking chemistry at senior cycle halved between the mid-1980s and the late
1990s, while the proportion studying physics fell by around one-third. While there was
a slight rise in the number of students taking physics and chemistry in the Leaving

Certificate in 2003, there is a need for a much more substantial increase.

4.27 In asociety that has been profoundly shaped by science and an era that continues
to be transformed by scientific advances and technological innovations, it is unsatisfactory
that just one-in-six senior cycle students study physics and just one-in-eight study chem-
istry. As the subjects that students study at senior cycle in second level influence their
choices at third level, the long-term decline in the number of secondary school students
opting for science subjects has almost certainly had an impact on the numbers pursuing
science and technology courses at third level. Whereas in 1986, around one-third of

entrants to higher education had taken chemistry (35%) and/or physics (33%), these

Y OECD. Science, Technology and Industry Scoreboard 2001: Towards a Knowledge-Based Economy,
section A.9.1.
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figures had fallen to 17 per cent and 22 per cent respectively by 1998. In total, 2,923
primary science degrees were awarded in 1999 compared with 2,141 in 1995. There
was also a sharp rise over this period in the number of students awarded degrees or
diplomas in computing and information technology. The number of first preference
applications for degree courses in science peaked, however, at 6,027 in 1998 and
declined to 4,848 in 2003, while the number of first preference applications for
diploma/certificate programmes fell from 4,649 in 1997 to 4,535 in 2003. Acceptances
to science, engineering, and technology courses have also been declining as a proportion
of total third-level acceptances. For degree courses, the share fell from 33 per cent in
1999 to 30 per cent in 2001, while for certificate/diploma courses, it dropped from 51
per cent in 1997 to 46 per cent in 2001. The problem of declining student numbers has
been compounded by significant levels of non-completion of degree and diploma
courses. In both universities and institutes of technology, non-completion rates are gen-

erally higher in science, engineering and technology subjects.

4.28 Ireland’s enterprise strategy — and indeed a key part of our entire economic
strategy — is centred on developing world-class capabilities in knowledge-based sectors
such as ICT and biotechnology. Though a similar decline has occurred in a number of
other countries, the long-term fall in the number and/or proportion of students taking
physics and chemistry at senior cycle in second level, or applying for third-level courses
in science and technology, is a development with serious implications. IDA Ireland has
warned that it threatens its efforts to attract high-tech firms to Ireland, while Enterprise
Ireland has expressed concern at the effects on the emerging indigenous high-tech sector.
Effective action is needed to increase the number of students taking physics and chemis-
try at second level and science, engineering and technology degrees and diplomas at
third level. The Task Force on the Physical Sciences, appointed to examine the reasons
for the decline in the take-up of science subjects and to suggest ways of reversing it,
reported in 2002. Its report contains a comprehensive strategy and a detailed set of
recommendations designed to achieve a world-class system of science education in
Ireland. An Implementation Group is due to be appointed to progress the implemen-

tation of the Task Force’s recommendations as resources permit.

Post-Graduate Education in Science and Technology

4.29 The policy of promoting knowledge-intensive, science-based enterprise will
require a strong advanced research capability, and in particular an adequate supply of
post-graduate and post-doctoral researchers, or what is sometimes termed fourth-level
education. Though this was not traditionally one of the strengths of the Irish educational
system, the past decade has seen an improvement in this regard. In the late 1990s, an
analysis of the number of new PhDs in science and technology per 1,000 population in
European Union member states, the United States and Japan found that Ireland ranked

sixth of the 15 countries surveyed. The findings are summarised at figure 31 and show
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that our PhD output was slightly above the EU average, but well below that of Finland
and Sweden, the best performing countries on this as on many other science and tech-

nology and human capital indicators.

4.30 The large increase in investment on science and technology under the National
Development Plan 2000-2006 has led to increased demand for post-graduate and post-
doctoral researchers and this demand is projected to increase further between now and
2006. The Expert Group on Future Skills Needs has estimated that the number of
post-graduate researchers receiving support under existing and planned programmes of’
research support could rise from under 600 in 1999 to 1800 in 2005 and 2006, while
the number of post-doctoral researchers receiving support could rise from around 150
in 1999 to almost 750 in 2005 and 2006. Current output levels of Masters’ and PhD
degrees are inadequate to match the projected demand. The Expert Group has under-
taken a study of needs in this area and made a number of recommendations aimed at
increasing the number of Irish post-graduate and post-doctoral researchers and at
attracting researchers from other countries. The Group, with Forfis, will continue to
monitor needs in this area. In line with a recommendation of the Expert Group, a
working group with representatives from third-level institutions, the enterprise agencies
and other bodies, has been established by the Higher Education Authority in order to

devise new strategies to increase the number of researchers.

Figure 31: New Science and Technology PhDs per 1,000 Population 1999*
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* Italy 1997. France, Spain and UK 1998.
Source: National Competitiveness Council. Annual Competitiveness Report 2001, table 8.
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Lifelong Learning

4.31 The fall in the numbers entering second and third level education, and the related
decline in the rate of workforce growth, mean that greater emphasis will have to be
placed in future on improving the education and skills of those already in employment.
The accelerating pace of technological and market change also requires that the know-
ledge, skills, and competences of the workforce be enhanced on a continuous basis.
Partly because of the preponderance of younger age cohorts in our demographic struc-
ture in recent decades, provision for lifelong education and training has been relatively
under-developed in Ireland. Educational provision for, and participation by, mature
students remains low by international standard. In 1998, 90.1 per cent of new full-time
entrants to higher education were aged nineteen or younger, little changed from the
figure of 92.2 per cent in 1980, while fewer than five per cent were over twenty three.
Figure 32 outlines the findings of a European Union survey of participation in lifelong
learning — defined as participation in any type of education or training among persons
of working age in the four weeks prior to the survey period. Defined on this basis, Irish
participation rates ranked at joint ninth of the fifteen member states. As is apparent, the
gap between Ireland and the best performing countries was substantial. In Ireland, 5.2
per cent of the population of working age had been engaged in some form of education
and training around the time of the survey period compared with 21.6 per cent in

Sweden.

Figure 32: Participation in Life-Long Learning 2001*
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* Ireland and Austria 1997.
Source: European Commission. European Innovation Scoreboard 2001.
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4.32  The Irish data in this study relate to 1997 and there is evidence of a rise in the
level of training since then. Though Irish enterprise has not traditionally been noted for
its commitment to human resource development, a recent study of in-company training
among firms engaged in traditional manufacturing sectors and construction undertaken
by the Expert Group on Future Skills Needs found that there had been a ‘dramatic
increase’ in the level of training carried out by the firms surveyed." Ireland also came
out comparatively well in a European study of continuing vocational training at
enterprise level in 1999. The findings of the study are summarised at tables 31 and 32
and show that the share of training hours in total working hours in Ireland was the fifth
highest of the twelve countries surveyed. As can be seen from table 31, small firms
employing between ten and forty nine employees registered a particularly strong training
performance in Ireland. Table 32 shows the number of training course hours per partici-
pant, an indicator of the intensity of training programmes. Irish enterprises, particularly
small firms, also performed well on this measure. Training intensity here was higher
than in all of the countries with higher aggregate levels of training time than Ireland —
Sweden, Finland, Norway and the Netherlands. These findings would appear to show
an increasing commitment to training on the part of Irish enterprise, and it is to be
hoped that this will be maintained in the more difficult trading environment that now

faces many businesses.

4.33 A number of important steps have recently been taken to put planning and pro-
vision for lifelong learning on a new footing. In March 2002, the National Adult Learn-
ing Council was established as an executive agency of the Department of Education and
Science. It comprises representatives of the key interests involved in the area and is
charged with promoting the development of adult learning and ensuring that a co-
ordinated strategy is followed by the relevant sectors and agencies. In November 2002,
the Government approved the publication of the report of the Taskforce on Lifelong
Learning and the setting up of a high-level steering committee to oversee the implemen-
tation of its recommendations. The Task Force’s report provides a comprehensive
strategic framework for the future development on lifelong learning in Ireland. It con-
tains a substantial number of recommendations dealing with the full range of issues
encompassed by lifelong learning. The degree to which lifelong learning becomes a
practical reality will depend in large measure on the implementation of the Task Force’s
recommendations and on securing the necessary resources and structural, cultural, and
organisational change that this entails. Sustaining Progress provides that work on
implementing the recommendations of the Task Force will be progressed as a strategic
priority, as resources permit, and will be overseen by a steering committee chaired by

the Department of Enterprise, Trade and Employment.

" Expert Group on Future Skills Needs. 2001. Report on In-Company Training: pp. 13 & 17.
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Table 31: Training Hours per 1000 Working Hours by Enterprise Size 1999

10-49 50-249 >250 All
employees employees employees enterprises

Belgium 5 8 1 8
Denmark 12 14 14 14
Germany 3 5 6 5
Spain 3 5 10 6
Ireland 8 8 12 9
Luxembourg 4 5 13 6
Netherlands 7 10 13 10
Austria 4 4 6 5
Portugal 1 3 8 4
Finland 8 8 13 11
Sweden 9 8 14 12
Norway 8 8 13 10

Source: Nestler, K. & Kailis, E. 2003. Working Time Spent on Continuing Vocational Training in Enterprises

in Europe. Eurostat, Statistics in Focus: Population and Social Conditions Theme 3-1/2003.

Table 32: Training Course Hours per Participant by Enterprise Size 1999

10-49 50-249 >250 All
employees employees employees enterprises

Belgium 36 32 29 31
Denmark 37 44 41 41
Germany 23 31 27 27
Spain 54 41 40 42
Ireland 48 36 39 40
Luxembourg 40 27 45 39
Netherlands 29 35 42 37
Austria 28 26 31 29
Portugal 37 38 39 38
Finland 43 34 34 36
Sweden 30 26 32 31
Norway 28 27 40 58

Source: ibid.
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4.34 A new national framework for training provision was also put in place at the end
of 2000 with the establishment of the National Training Fund. The Fund, which is
financed by an 0.7 per cent wage levy on class A and H employers collected through
the PRSI system serves to support a range of schemes aimed at raising the skills of those
in, or seeking, employment. The various training and development bodies — FAS,
Enterprise Ireland, IDA Ireland, and Shannon Development among others — are cur-
rently supported by the Fund. Enterprise-led initiatives on the part of Skillnets and the
Institution of Engineers in Ireland are also being supported. The establishment of the
National Training Fund is significant in that is represents a substantial funding source,
renewed annually, which is dedicated solely to skills development; receipts into the
Fund totalled around €200m. in 2001. Given the need to raise productivity levels in
indigenous enterprise, the National Training Fund is an important resource which
should be used to the fullest possible effect for this purpose. In its Strategy Statement
for 2002-2005, FAS has also indicated its intention to give a higher priority to the
provision of training and skills development for businesses and those in employment. In
2003, it will launch a Competency Development Programme, with a budget of €4.5m.,

focused on the needs of persons in employment.

4.35 A Training Networks Programme was established in 1999 to improve workforce
training at enterprise level, particularly among SMEs. The Programme which is adminis-
tered by Skillnets, an independent company whose board includes employer, union and
state representatives, encourages companies to identify and address training needs on a
collaborative basis. An evaluation of the Programme undertaken in 2001 found that,
since 1999, over 2,300 companies and 12,800 employees had participated in training and
skills development schemes supported by Skillnets. Almost three-quarters of participating
companies had fewer than fifty employees and a sizeable proportion of them had not
previously engaged in formal workforce training. In 2002, the Programme was extended
with funding of €15m. approved over three years. The Programme’s new mandate
provides for an enhanced focus on the needs of the lower-skilled and on the dissemi-

nation of best practice among enterprises.

IV Infrastructure

4.36  The adequacy and quality of infrastructure, and the cost of utilities and services
in areas such as transport, energy, waste, and telecommunications, are matters of vital
and abiding concern to enterprise. These inputs are a significant — and in some cases a
major — element in the cost base of the enterprise sector, and have a direct impact on
firms’ ability to function efficiently and on their capacity for growth and development.
It would generally be accepted that Ireland’s record in providing a high-quality, com-
petitively priced business infrastructure has been variable and that, overall, this has not
been one of the strengths of our enterprise environment. In the 1980s and 1990s, good-

quality infrastructure in areas such as telecommunications coexisted with inadequate
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provision in areas such as the road network. Though expenditure on transport and other
infrastructure increased substantially from the mid-1990s, it struggled to keep pace with
the increased demand resulting from record economic expansion. New infrastructural
needs also emerged in fields such as broadband in which, despite progress on some fronts,
widespread availability at competitive price levels has lagged that in other economies. In
the electricity sector, traditionally a settled element of infrastructural provision in Ireland,
increased demand allied to changing regulatory and market structures have given rise to
concerns about the adequacy of generating capacity. Forfas closely monitors infrastructu-
ral provision and needs on an ongoing basis in all areas relevant to enterprise. It is not
proposed to deal in detail in this Review with what are often highly technical issues. Its
focus is instead on a number of key infrastructural requirements in the areas of roads,
electricity, waste management, and broadband that need to be addressed in the period

ahead.

Box 6: Ireland’s Transport Infrastructure in Comparative Perspective
Number of Ireland’s Ireland’s Top Three
Countries Rank Ranking by Countries
Ranked Quartile
Percentage of total goods 15 1 Q1 Ireland
transported by road 1999 Italy
Spain
Percentage of total goods 10 9 Q4 Sweden
transported by rail 1999 Finland
France
Length of motorway per 28 23 Q4 Belgium
1000 km 1997 Netherlands
Luxembourg
Composite indicator of rail 10 8 Q3 Germany
infrastructure (length of France
network relative to area & Sweden
population density) 1998
Percentage of rail lines 10 10 Q4 Sweden
electrified 1999 Netherlands
Italy
Average per capita 15 13 Q4 Luxembourg
investment in transport Germany
infrastructure 1990-96 France
Source: National Competitiveness Council. Annual Competitiveness Report 2001 and 2002.

Transport Infrastructure
4.37 Box 6 summarises some of the key findings of comparative analyses of Ireland’s
transport infrastructure. Ireland is heavily dependent on its road network; the proportion

of goods transported by road is the highest in the European Union and that transported
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by rail the second lowest. The rail network compares poorly with other European
countries in terms of length and electrification. The proportion of the road network
accounted for by motorways in Ireland is among the lowest in the OECD. Despite the
inadequacies of our transport infrastructure, investment has been low until relatively
recently. In the period from 1990 to 1996 — the most recent time for which compara-
tive data are available — investment per head in Ireland was the third lowest in the
European Union, a ranking that would almost certainly apply equally to the period prior
to 1990.

4.38 Since the mid-1990s, there has been a major increase in expenditure on roads
and transport. In recognition of the need to tackle long-running inadequacies in the road
and transport networks and to relieve the growing burden of congestion, the National
Development Plan 2000-2006 made provision for unprecedented levels of investment
in transport infrastructure: €8bn. on roads, of which almost €6bn.was allocated to the
primary road network; €2bn. on the rail network; and over €1.5bn. on bus transport.
Delivery of this investment programme has been affected however by a number of
factors. Planning delays have hit start and completion dates. High inflation in the con-
struction sector — around 40 per cent in the three years from 1999 to 2001 — have
led to major cost overruns and substantially eroded the return on expenditures. More
recently, the less favourable position of the public finances has placed a question mark
over the funding of the full range of projects provided for under the Plan. The mid-
term evaluation and review of the National Development Plan is to be undertaken in
2003. This will provide a vital opportunity to assess the progress made and problems
encountered to date in implementing investments in roads and transport, to take a
close look at the causes of the time delays and cost overruns that have aftected their
implementation in the first half of the Plan period, and to determine priorities and
procedures for the second half of the Plan. An inter-departmental group chaired by the
Department of Transport which has been appointed to explore more radical and innov-
ative ways for the funding and delivery of the Roads Programme, including in particular
the scope for greater private sector investment, is also due to report shortly to the
Cabinet Committee on Infrastructure. In March 2003, the National Roads Authority
signed the first Public Private Partnership Scheme [PPP] Contract for a major inter-
urban road project. The Authority has identified a further ten PPP projects as part of an
overall strategy to deliver the national roads element of the National Development Plan.
There should be no doubt about the imperative of effective delivery of the infrastructural
aims of the Plan for the enterprise sector’s competitiveness in the short term and growth

potential in the longer term.

Ports
4.39  As a highly open island economy, Ireland is heavily dependent on an efficient,

competitive port network. In 2003, the Government will complete a high-level review
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of the State port companies which will examine their governance, structures, regulation,
financing of investment needs, and private sector involvement. The aim is to ensure
that, in line with available resources, there is adequate infrastructure at ports to cope with
growth in throughput and to facilitate competitive shipping services and the effective
integration of maritime transport with the broader transport chain. In order to assist
action on the high-level review and to ensure effective feedback on service provision,

a National Port Users’ Forum is also to be established in 2003.

Energy

4.40 The supply and cost of energy are critical for enterprise development at national,
regional and sectoral level. The record growth of the past decade has put considerable
strains on the electricity network in particular. Peak demand for electricity rose from
under 2,500 MW in 1990 to over 3,800 MW in 2001, an increase of over 50 per cent.
This rise in demand occurred in a period in which electricity and gas markets have been
in a process of transformation arising from market liberalisation and new forms of regu-

latory oversight. Both markets are set to be fully liberalised by 2005.

4.41 The margin between electricity supply and demand is currently finely balanced
and does not offer a satisfactory degree of security of supply. Eirgrid estimates suggest
that 300MW of new generating capacity will be needed by 2005, 250MW more by
2007, and a further 150MW by 2009." Because of liberalisation, the ESB is no longer
mandated to provide additional generating capacity. The provision of this capacity will
depend on new private sector investment and to date there has been limited success in
attracting additional generating capacity from this source. As it takes several years to plan
and build new generating plants, action needs to be taken now to ensure that future
electricity needs can be met. In October 2002, the Commission for Energy Regulation
published a consultation paper on the options available for securing additional capacity
in 2005. Following the consultation process, the Commission decided to hold a compe-
tition for a contract for the supply of up to 400MW to ESB Public Electricity Supplier.
In May 2003, it announced that it had received expressions of interest from seven
generators interested in bidding in the competition, the outcome of which is expected
to be announced in October 2003. As well as addressing short-term capacity, there is
a need to ensure long-term security of supply. Following detailed consultations, the
Commission for Energy Regulation has recently undertaken a major review of market
trading arrangements in the sector, and set out new wholesale market arrangements
which are intended to replace the existing transitional arrangements with effect from
2005. During 2003, the Government will bring forward electricity transmission legis-

lation to overcome planning problems in the delivery of transmission projects. The

' Goodbody Economic Consultants. 2002. Assessment of the Key Competitiveness Issues and Policy Require-
ments Facing the Irish Energy Market.
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Electricity Bill 2003 will deal with remaining regulatory and restructuring issues in
relation to the electricity industry, and will include a universal service obligation so that
all customers enjoy the right to be supplied with electricity of a specified quality at
reasonable prices. In addition, a licensed Public Electricity Supplier, part of ESB, will
continue to act as supplier of last resort, and its tariffs will be subject to regulatory

control by the Commission for Energy Regulation.

4.42  If the adequacy of generating capacity is the over-riding issue for national energy
policy, the electricity transmission and distribution networks are the main issue for
regional policy. As things stand, a number of the towns prioritised for development by
the National Spatial Strategy and by the enterprise development agencies are not in a
position to support significant additional demand for electricity in the medium-term.
An analysis by Forfas of future electricity needs and current network capacities in sixteen

towns identified a number of necessary investments in regional transmission networks.

4.43  Cost is the other dimension of the energy policy of greatest concern to business.
Box 7 summarises the available data on gas and electricity prices for small, medium and
large industrial consumers in mid-2002. While gas prices for Irish industrial consumers
are among the lowest in the European Union, the reverse is true of electricity prices.
As electricity is a more important energy source than gas, electricity prices have a greater
impact on business competitiveness. For small industrial consumers, Irish electricity
prices were around 36 per cent higher than the average for the 14 EU member states
surveyed, while for large and medium-sized consumers, they were around 28 per cent
higher. This analysis was undertaken, moreover, before the most recent round of elec-
tricity price rises in January 2003 which saw tariffs for small and medium-sized
enterprises rise by around 8.4 per cent and those for large consumers increase by around
4.2 per cent. The need for additional investment in the electricity industry is likely to
exert continued upward pressure on Irish electricity prices in the period ahead. In most
of our competitor economies, by contrast, there is a surplus of generating capacity and,
possible short term shocks from rising oil prices aside, the outlook is for stable or falling
prices. Close attention will be have to be paid in the period ahead therefore to the effect

of trends in electricity costs on Irish competitiveness.
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Box 7: Energy Costs in Ireland in Comparative Perspective*
Number of Ireland’s Ireland’s Top Three
Countries Rank Ranking by Countries
Ranked Quartile
Gas prices — industrial use 13 2 1 Spain
excl. VAT (4186 GJ/200 Ireland
days) July 2002 United Kingdom
Gas prices — industrial use 13 3 1 Spain
excl. VAT (41860GJ/250 Belgium
days/ Ireland
400 hours) July 2002
Electricity prices — 14 14 4 Sweden
industrial use excl. VAT Finland
1.25GWh per annum July Norway
2002
Electricity prices — 13 12 4 Sweden
industrial use excl. VAT Norway
10GWh per annum July Finland
2002
Electricity prices — 13 11 4 Sweden
industrial use excl. VAT Norway
24GWh per annum July Finland
2002
*The country with the lowest prices is ranked 1, while that with the highest prices is ranked 13/14.
Prices for Germany and, in some cases, Italy and France are an average of prices in different
cities/regions.
Source : Eurostat. Electricity Prices for EU Industry on 1 July 2002. Statistics in Focus: Envir-
onment and Energy. Theme 8 — 15/2002. Gas Prices for EU Industry on 1 July 2002. Statistics in
Focus: Environment and Energy: Theme 8 — 17/2002.

Infrastructure for the Information Economy and Society

4.44 The growth of the Internet has the potential to transform many areas of social
and economic activity. Though electronic commerce is still in its infancy, it has already
had a transforming effect in some sectors of the economy and, particularly in business
to business transactions, is set for continued growth over the next decade. The Internet
is similarly having a growing impact and influence in a wide range of areas from health
to public administration, education to entertainment. Like previous technological revol-
utions, the Internet, and the information economy and society of which it is a prime
mover, needs a dedicated infrastructure for its full development. The key such infrastruc-
tural requirement is broadband connectivity. Broadband has come to be the accepted
term for high-speed ‘always on’ Internet access, the main vehicles for which are DSL

(digital subscriber line) and, to a lesser extent, cable modem lines. Its importance stems
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from the fact that it is the mechanism for the simultaneous, high-speed transmission of
data, voice and image communications, and is hence the foundation of eBusiness, digital
media, and other significant areas of modern knowledge-based enterprise. Though
ISDN (integrated services digital network) is not normally considered a broadband tech-
nology, it can be used as a substitute for DSL where this service is not available. In
recent years, there has been a steady growth in the number of 2Mbit/s ISDN lines in
service in Ireland. For households and many small businesses, however, the principal
form of Internet access in Ireland remains that of dial-up via a standard telephone line.
Wireless Internet access through 3G networks will almost certainly grow in importance

in the not too distant future, but is unlikely to have a major impact in the short term.

Figure 33: Broadband Penetration Rates in OECD Countries July 2001:
No. of DSL Cable Modem Lines per 1000 Inhabitants
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Source: OECD Telecommunications Database.

4.45 As an economy with a strong presence in the ICT sector and which is seeking
to make the progression to higher-value activities, Ireland needs to compare favourably
with other advanced economies in the provision of the telecommunications infrastruc-
ture and services required for the development of electronic commerce and the infor-
mation society. Our performance to date in this area, however, has been disappointing.
Compared with most other OECD economies, the rollout of broadband in Ireland has
been slow, and its cost high. The cost of Internet access via a standard telephone line is

also high in Ireland, with charges determined on a metered basis. Figure 33 sets out
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broadband penetration rates as measured by DSL and cable modem lines per 100 inhabi-
tants in OECD member states countries in mid-2001. As can be seen, broadband pro-

vision in this country was negligible, and we ranked 25" of the 30 countries surveyed.

4.46  The almost complete absence of broadband availability revealed by the 2001 data
for Ireland at figure 33 was attributable to two related factors. Though Ireland had
broadband connectivity to the rest of the world and the main broadband backbone was
in place around the country, the final requirement of high speed lines in and around
towns and into businesses and homes has been lacking. The provision of DSL services
by telecoms operators was also subject to lengthy delay. Since 2002 significant progress
has been made in these areas. In March 2002, the Government announced a major
investment programme to be undertaken in partnership with the private sector to make
broadband available on a phased basis to all towns in the State with a population of over
1,500. Phase 1 of the project which involves an investment of €65m. to extend broad-
band coverage to 19 new towns is currently underway and is set to be completed by
around mid-2004. In May 2002 Eircom and ESAT launched DSL services. It is esti-
mated that DSL coverage in the final quarter of 2002 applied to around 30 per cent of
telephone lines, with this figure projected to rise to around 50 per cent by the end of
2003. As coverage in the best-performing countries such as Korea, Denmark and

Belgium is now over 90 per cent, this underlines how much ground remains to be made
up.

4.47 Broadband coverage may have improved in Ireland, but its take-up has remained
low. The high cost of the service until very recently in Ireland would appear to be a
major reason for the relatively small number of subscribers. Figure 34 shows DSL prices
in sixteen European countries in May 2002 based on the average minimum monthly
rental per 1Mbit/s of bandwidth. Irish broadband prices were more than twice the
European average and 50 per cent more costly than the next most expensive country.
As these figures are based on average price charges for DSL, they understate if anything
the price differential between this and other countries. In the majority of countries,
though not in Ireland, there is a significant degree of competition and price variation in

broadband provision and the lowest price is significantly below the average.

4.48 The cost of narrowband Internet access through the telephone network has also
been high in Ireland. The absence of flat-rate Internet packages in particular has put
Ireland at a competitive disadvantage with other countries. Figure 35 sets out the lowest
available prices for 40 hours’ peak and oft-peak internet access via a standard telephone
line in seventeen European countries in May 2002. Costs in Ireland for peak time usage
were the second highest of the seventeen countries surveyed, while those for off peak
usage were the third highest. The price differential for peak usage was particularly
marked with costs in Ireland being from 60 to 300 per cent higher than in most of the

countries surveyed.
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Figure 34: DSL Prices in Europe May 2002
Average Minimum Monthly Rental per 1 Mbit/s
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Soure: Teligen 2002. Report for European Commission on Internet Access Costs, table 3.11.

Figure 35: Total Cost per Month of 40 Hours' Internet Access via
Standard Telephone Line* May 2002
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4.49  The high price of broadband in Ireland has played a significant part in keeping
take-up low, while low take-up has in turn contributed to keeping prices high. There
now appears to be an acceptance that this cycle must be broken. The Minister for
Communications, the Marine and Natural Resources observed in January 2003'®:

The New Economy is not immune from old-style economics. The only thing that will drive broad-
band is price. We have to cut prices, attract volume, drive demand.

The Government’s Broadband Strategy has set a target for Ireland to be in the top ten
per cent of OECD economies for broadband accessibility and cost. In December 2002,
the Minister for the Communications, the Marine and Natural Resources issued a direc-
tion to the Commission for Communications Regulation that provision for flat-rate
Internet access should be introduced. In February 2003, a Telecoms Strategy Group
comprising representatives of the main telecoms operators and relevant Government
departments was established with the aim of moving Ireland up the European broadband
table. In April 2003, the main telecoms providers in Ireland announced the introduction
of broadband packages that will cut the cost of broadband access for consumers by
around one-half. This represents a much-needed step forward. Flat-rate dial-up Internet

packages are also expected to be introduced shortly.

4.50 Delays in the provision of accessible and affordable broadband and narrowband
Internet access have affected aspects of our ranking as an information economy and
society. Figure 36 shows the number of Internet hosts and websites per 1,000 inhabitants
in European Union member states, the US and Japan in December 2001. The number
of hosts provides an indication of the relative development of Internet infrastructure in
various countries, while the number of active websites is a guide to the relative develop-
ment of Internet content in different countries. Ireland ranked joint 9" of 17 countries
for the number of Internet hosts and was at the EU average, while it ranked 13" of 17
countries for the number of websites and was below the EU average. Our performance
is somewhat better however on some other indices of Internet and information society
development. Figure 37 shows the proportion of households in EU member states with
Internet access in 2002. Despite the high cost, the proportion of Irish households with
such access was above the European Union average — 48 per cent compared to 40 per
across the EU as a whole. Ireland ranked 7th of the fifteen member states but, at slightly
under half of all households, access levels here were significantly behind the rates of

almost two-thirds achieved in Denmark, Sweden, and the Netherlands.

' Address by Mr Dermot Ahern T.D., Minister for Communications, Marine and Natural Resources at Launch of
Southern Ring Broadband Loop, 31 January 2003.
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Internet Hosts per 1,000 Inhabitants December 2001

and Websites per 1,000 Inhabitants July 2001

Figure 36
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eBusiness

4.51 Though the end of the dotcom boom has done away with some of the hype that
formerly surrounded it, eBusiness has continued to progress steadily, if more quietly.
Individuals, firms, and governments are conducting an increasingly broad range of com-
mercial and other activities over the Internet. According to one estimate, worldwide
eBusiness revenues are projected to rise from €319bn. in 2000 to €3.5 trillion in 2004."”
Business to business (B2B) which was always the core of eCommerce has continued to
grow in importance and impact. Over the period from 2000 to 2004, its share of total
eBusiness revenues is projected to rise from 69 to 77 per cent in Europe and from 70

to 88 per cent in the United States.

Figure 37: Percentage of Households with Internet Access 2002
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Soure: Eurobarometer No. 125.

4.52  The development of eBusiness capabilities and awareness is vital for Ireland for
two main reasons. First, eBusiness is at the heart of a number of high-value sectors and
activities in which we are already well-established and/or have growth potential, includ-
ing software, financial services, digital media, and biotechnology. The future business of
these sectors will to a large extent be eBusiness. Second, for the enterprise sector more
generally, effective eBusiness strategies and practices can deliver increases in sales and

reductions in costs as well as having considerable potential as a creative force for adding

"7 Forfis. 2002. eBusiness: Where Are We and Where Do We Go From Here: pp. 4-5.
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and maximising business value. With Irish firms facing an increasingly competitive trad-
ing environment, the opportunities offered by eBusiness to increase productivity and

efficiency and to stimulate innovation should be availed of to the fullest possible

extent.
Table 33: eBusiness Development in European Union Enterprises 2001
% of companies employing >10 with
Internet Website Website Used Products/ Average %
Connection for Making Services Sold share of total
Orders* through sales made on
Electronic internet**
Marketplace

Belgium 92.9 60.5 235 7.3 8.7
Denmark 96.4 74.6 35.8 12.0 4.6
Germany 96.1 80.0 47.9 18.0 7.9
Greece 82.6 57.5 38.8 6.9 6.0
Spain 92.2 57.2 31.8 3.4 5.4
Finland 99.4 77.2 36.5 17.6 9.9
France 73.2 59.1 25.7 6.8 5.6
Ireland 95.3 64.8 39.7 15.8 12.8
Italy 91.4 62.8 29.5 8.1 5.3
Luxembourg 84.7 64.2 32.6 15.8 5.2
Netherlands 91.3 76.9 26.8 12.7 6.1
Austria 98.9 73.7 44.8 16.2 129
Portugal 65.7 54.2 373 3.9 7.4
Sweden 98.8 75.7 37.7 16.3 8.0
United Kingdom 84.3 771 36.5 20.0 6.2
EU 89.0 70.2 37.9 12.8 7.3
*As percentage of companies with website

**Among companies selling electronically.

Source: Eurobarometer No. 116.

4.53 Table 33 is based on a survey undertaken for the European Commission in
December 2001 and gives details of the level of development of a range of aspects of
eBusiness capabilities among enterprises with more than ten employees in European
Union member states. The findings of the survey suggest that the performance of Irish
business compares reasonably well on the whole with that in other EU countries. The
proportion of firms with an Internet connection in Ireland was 6™ highest of the 15

member states and above the EU average. While the proportion of Irish companies with
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a website was below the European average, the gap between this country and the best
performing economies was not very large. Irish companies with websites, moreover,
used them more intensively and for a wider range of purposes than those in most other
member states. The proportion of company websites that could be used to make orders
in Ireland was the third highest of the 15 EU members, while the proportion of Irish
companies selling goods or services through electronic marketplaces was the fifth highest
in the EU. Among companies making sales through the Internet, the average share of
total sales made on the Internet in Ireland was the 2™ highest of the 15 member states.
A survey of over 500 chief executives or managing directors undertaken on behalf of
the Information Society Commission in October/November 2002, however, found that
the proportion of businesses with websites had fallen from 77 per cent in 2000 to 65
per cent in 2002, suggesting a possible loss of momentum in the eBusiness area.” Given
the obstacles posed by inadequate broadband provision and high internet access charges,
these figures are reasonably encouraging on the whole. Though there is considerable
scope for further progress, Irish firms appear to show an awareness of the benefits of
eBusiness and a readiness to exploit the potential it presents. As broadband provision
improves and the cost of both broadband and narrowband access come down, this offers

a solid platform for further expansion.

eGovernment

4.54 The technologies of the Information Society present Governments with new
opportunities to reshape the delivery of government services around user needs and on
a ‘24-7’ basis. They can also provide a potential competitive advantage through reduced
costs and charges, higher efficiencies, better services, and opportunities for enterprises
to develop new applications and content around eGovernment services. The develop-
ment of eGovernment is also central in shaping how we evolve as an Information
Society. Apart from the goals of improved service delivery and enhanced efficiencies,
Government business processes clearly serve as a key stimulus to wider engagements
with ICT — both within the business community and among the general public. Inter-
nationally, progress in eGovernment is increasingly seen as a key indicator of wider

Information Society development and as a significant factor in national competitiveness.

4.55 Irish Government policy on the Information Society includes a commitment to
promote a progression to integrated electronic service provision across the civil and
public service in a customer-focused manner. A public service eBroker facility is cur-
rently being developed to provide for the integrated delivery of Government and public
services. This will form the basic platform upon which the public will interact with
Government and will involve the use of Personal Public Service numbers as identifiers.

Important steps taken to date include:

" Information Society Commission. April 2003. Business Survey.
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* The establishment of the OASIS and BASIS websites to provide information to

citizens and business respectively;

* The establishment of the Reach agency to provide online services for the Depart-

ment of Social, Community and Family Affairs;

e The establishment of the Revenue Commissioner’s online system and of an online

facility for folio search in the Land Registry.

4.56 A survey undertaken for the European Commission in April 2002 found that
Ireland rated first among EU member states for the online availability of public services."
A more broadly based survey undertaken by Accenture in 2003 ranked Ireland eleventh
of twenty two states in respect of the scope and maturity of public services available

online.”

Despite a slowdown in the implementation of some eGovernment initiatives
in Ireland, the Accenture report concluded that steady progress continued to be made.
It is important that the momentum achieved to date in this area is maintained. In
particular, the introduction of the eBroker facility and implementation of initiatives such
as eProcurement in the public service and the second phase of BASIS would help to

drive the development of eBusiness in the economy generally.

Waste Infrastructure and Management

4.57 Rising waste levels have been one of the less welcome effects of the record
growth of the past decade. In 2000, 2.3 million tonnes of household and commercial
waste were generated in Ireland, an increase of 60 per cent in the five years from 1996.*
In the second half of the 1990s, Ireland ranked 22™ of 28 OECD economies for volume
of municipal waste generated per head, and 10" of 15 countries for industrial waste
generated per unit of GDP.* Though we produced above-average levels of waste, we
recycled less of that waste than most other modern economies; around 88 per cent of
household and commercial waste went to landfill in 2000 with just 12 per cent being
recycled. According to figures from the late 1990s, Ireland ranked 24™ of 25 countries
surveyed for the proportion of paper and board waste recycled and 16™ of 24 countries
for the proportion of glass recycled. While new arrangements for recycling waste have
been introduced in some areas since these surveys were undertaken, we still have a long

way to go in order to emulate the countries with the best re-use and recycling records.

" European Commission, Directorate General Information Society. eGovernment: Online Availability of Public
Services 2001-02. www.europa.eu.int/informationsociety/europe/benchmarking/list/2002/e government.

* Accenture. April 2003. eGovernment Leadership.

*' Environmental Protection Agency. 2002. Environment in Focus, p. 8.

*National Competiveness Council. Annual Competitiveness Report 2001, p. 73 & table 11; Annual Competi-
tiveness Report 2002, pp. 37-38 and 93-94.
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4.58 Rising waste volumes and relatively low levels of recycling have put Ireland’s
waste infrastructure under considerable strain. These strains have coincided with a grow-
ing recognition of the limitations of landfill — traditionally the main means for dealing
with waste in Ireland — as a method of waste management. The inadequacy of the
present waste infrastructure is now such that, in Forfis’s view, it is an impediment to
national industrial competitiveness. As there is no statutory obligation on local authorities
to collect commercial, as distinct from domestic, waste, there is an ongoing concern
among enterprises that their operations could be affected by the lack of adequate waste
services. A related concern for businesses in certain sectors is the difficulty experienced
in setting up commercial incineration and other specialised waste treatment facilities.
Reliance on overseas treatment facilities for certain wastes, particularly hazardous wastes,
leaves Ireland highly exposed in the event of these outlets being closed to us in the

future.

4.59 The development of Regional Waste Management Plans to facilitate the proper
provision of waste services, including a waste service for industry, has been underway
for several years by local authorities. With progress proving slow and difficult, the
Department of Environment and Local Government had to introduce amending legis-
lation in 2001 to ensure the adoption of these Plans in the face of the failure of local
councillors to implement them. The provision of necessary waste infrastructure has also
been subject to extensive delays arising from resource and other problems in the planning
and licensing process. Concern over the inadequacy of our waste infrastructure and the
lack of progress in improving it led the Department of Enterprise, Trade and Employ-
ment to approach Forfis to set up a Waste Management Task Force with representatives
of government departments, state agencies, and other interests to develop an effective
strategy for the future. Its report published in December 2001 contained a wide range
of recommendations, including the establishment of a National Waste Management
Agency and regional Waste Management Boards, and the acceleration of planning pro-

cesses for waste infrastructure.

V  Competition, Regulation and Corporate Governance

4.60 The Culliton Review Group emphasised the cost burden to the enterprise sector
that resulted from uncompetitive markets for key inputs such as telecommunications,
energy, and transport. Over the past decade, important steps have been taken to open
these and other sectors to greater competition. Arising from decisions at European
Union level, air transport and telecommunications have been fully liberalised, while the
electricity market is set to follow by 2005. Domestically, market restrictions in the
Dublin taxi industry and in retail pharmacies have been abolished. It is generally accepted

that liberalisation has brought benefits to consumers in transport and telecommunications
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in particular. The OECD estimates that the average price of a basket of telecoms services
fell by around one-third between 1990 and 2000, mainly as a result of liberalisation and
increased competition. Increased competition played a major part in the reduction in
the cost of air travel in and out of Ireland and contributed significantly to the expansion

of the tourism sector during the 1990s.

4.61 Despite the changes of the past decade, there remain a number of areas in which
the Irish economy is not as competitive as it could or should be. As outlined in chapter
2, prices in Ireland, particularly for services provided domestically, have been rising at
two to three times the rate in other European Union member states in recent years.
The price level for goods and services in Ireland is now significantly ahead of the EU
average, and a recent survey undertaken for Forfis concluded that Ireland is set to
become the most expensive economy in the Eurozone for consumer goods and services.
While there are a number of reasons why this has occurred, lack of competition in
certain sectors has played a part. As well as their direct effects on enterprise costs, curbs
on competition damage competitiveness in other ways. High domestic costs for goods
and services make us less attractive to inward investment and to highly mobile scientific,
technical and professional personnel. In the short term, employees paying inflated prices
for domestically provided goods and services are liable to seek higher wage compen-
sation. In the longer term, Irish-owned firms will only attain the levels of productivity
and product quality needed to compete internationally if the home market is properly

competitive.

4.62 The rise in the domestic cost base in recent years has made the achievement of
greater efficiency an imperative for the enterprise sector. Competition policy is now
widely seen as a key instrument for promoting economic efficiency. It has taken on
added importance in the context of the transfer of national control over monetary and
exchange rate policy effected by European Monetary Union. The recent enactment of
the Competition Act 2002 was a major step forward in strengthening the legal frame-

work for competition policy in Ireland. Among the main provisions of the Act are:
* the establishment of the Competition Authority as an independent agency;

* a wider remit for the Authority in the assessment and approval of non-media

mergers;

e significantly increased penalties for breaches of competition law and enhanced

powers of enforcement for the Competition Authority.

The personnel resources of the Authority have also been enhanced. Since 2000, its staff

complement has been increased by around fifty per cent. The revised framework of
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competition law, together with the greater autonomy and resources given to the Com-
petition Authority, will assist in tackling anti-competitive practices in the Irish economy
in the period ahead. The Authority is currently engaged in studies of competition in
the professions, banking, and insurance. In March 2003, it published a consultancy
report on competition in the medical, legal and construction sectors. The Authority will
publish consultative papers on competition in these professions prior to producing a
final report on each profession in 2004. The banking and insurance studies got underway
in September and October 2002 respectively. In view of the importance of the services
provided by these sectors for the Irish economy and enterprise sector, any recommend-

ations arising from these studies should be considered and implemented as a matter of

priority.

4.63 While the process of liberalisation is set to continue in sectors such as electricity,
it is now recognised that it needs to be complemented by regulatory reform. At Euro-
pean Union and international level, consequently, there is now an emphasis on better
regulation as well as on deregulation. In Ireland, a number of steps have been taken, or
are in train, to enhance the eftectiveness of regulatory codes and to strengthen enforce-
ment powers and resources. A review of regulatory reform in Ireland published by the
OECD in 2001 concluded that, while real progress had been made in recent years, the
reform agenda was still substantial. There was a need in particular to strengthen domestic
competition in a number of areas. In response to the OECD review, the Government
has issued a consultation paper, Building Better Regulation, which is intended to form
a prelude to a National Policy Statement on the subject, probably in the form of a
White Paper. It has also appointed a High-Level Group on Regulation to consider the
findings of the OECD report and to contribute to the formulation of the Policy State-
ment. The Government has also approved the introduction of a system of regulatory
impact analysis in order to provide a structured method for evaluating policy proposals
involving legislation or regulation. These initiatives will help to drive the process of
regulatory reform and give Ireland a regulatory framework in keeping with best inter-

national practice.

4.64 The plans for the reform of the insurance market now in the process of imple-
mentation illustrate how improvements in the environment for enterprise may require
both regulatory reform and the promotion of greater competition. As noted in part I,
insurance costs for businesses have escalated in recent years to the point where they
represent a threat to employment and even to the very survival of some businesses. The
Report of the Motor Insurance Advisory Board [MIAB] published in April 2002 pro-
vided a thorough and wide-ranging analysis of costs and competition in the industry;
though its specific focus was on motor insurance, the analysis and conclusions were

relevant to other forms of insurance, particularly employers’ and public liability
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insurance. The MIAB report found that the market for private motor insurance was not
competitive and that this situation was compounded by the compulsory character of the
product. Mergers had reduced the number of motor insurers from seventeen in 1993 to
just five in 2001. Litigation costs (legal and expert fees) added 40 per cent to every €1
paid in compensation for injury sustained in motor accidents. In tandem, vested interests
and inefficiencies might account for as much as half of the premium charges paid by
motorists. The Report put forward a total of sixty seven recommendations spanning a

wide spectrum of issues affecting the insurance market.

4.65 In October 2002, the Tanaiste and Minister for Enterprise, Trade and Employ-

ment announced a package of reform measures, including:

e The immediate establishment of a Personal Injuries Assessment Board on an

interim basis pending the enactment of legislation to put it on a statutory footing.

e An Action Plan for the implementation of the recommendations of the Motor
Insurance Advisory Board outlining the specific steps required to give eftect to
those recommendations, a time frame for their implementation, and an estimate

of the anticipated impact on premium costs.

* A study of the insurance sector by the Competition Authority and the Department
of Enterprise, Trade and Employment to identify anti-competitive practices and
other constraints on competition in the non-life insurance market, and to make
recommendations aimed at ensuring that competition operated in the interest of

Irish consumers.

The Tanaiste has stated that the ultimate test of the reform package will be the extent to

which it has a positive impact on premium charges and on the availability of insurance.

4.66 The regulatory structures for the insurance and financial services have undergone
extensive reform with the establishment of the Irish Financial Services Regulatory Auth-
ority [IFSRA]. IFSRA which was launched in May 2003 will act as a single regulator
for the financial services sector and have responsibility for both prudential supervision
and consumer protection. The Authority as a whole — its board, statutory officers,
senior management and staft — is required to have regard to consumer issues, while a
new statutory post of Consumer Director has been established to act as an advocate for
the consumer. The establishment of IFSRA will, in these ways, help to strengthen the

consumer focus of financial services regulation.
Regulation of Intellectual Property and E-Commerce

4.67 As noted earlier, the development of knowledge-based enterprise and electronic

commerce are a key part of our enterprise development strategy. Effective regulatory
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codes are essential for both intellectual property and eBusiness. The Copyright and
Related Rights Act 2000 modernised Irish copyright law and has put in place a well-
structured framework for intellectual property suited to modern needs and conditions.
In July 2001, Ireland ratified the Madrid Protocol, an international agreement under the
auspices of the World Intellectual Property Organisation, which allows individuals and
enterprises, through their own national patent offices, to submit a single application for
a trademark with a view to designating any or all of the more than fifty signatory

countries to the agreement.

4.68 In the eBusiness sphere, the role of Government is to provide a clear, consistent,
and predictable legal framework, and to promote a pro-competitive environment in
which electronic commerce can flourish. There is also a need to provide adequate
safeguards for public interest objectives such as privacy, prevention of fraud, consumer
protection, and public safety. Consumers must feel confident that electronic transactions
provide the same legal protections as traditional ones. Business must be confident that
it is operating in an environment that protects its legitimate interests. Concerns about
illegal and harmful uses of the Internet present an additional set of issues requiring a
balanced policy response. The effective management of such issues will be critical to
progress towards Ireland’s aim to be a world-leader in eBusiness and knowledge-based
enterprise. The Electronic Commerce Act 2000 was an innovative step in providing a
clear, flexible and user-friendly framework for e-business. The Act created equivalence
of treatment between electronic documents, contracts, writing, signature, seals and their
paper counterparts under Irish law. It allows for the introduction and maintenance of a
voluntary accreditation scheme and a supervision scheme for the issue of electronic
signatures. Draft regulations to give effect to the outstanding provisions of the Electronic
Commerce Directive [2000/31/EC] are currently being finalised with a view to being

signed into law in 2003.

Corporate Governance

4.69 Recent revelations of accounting and other irregularities in major corporations
such as Enron and Worldcom have led to a renewed appreciation of the importance of
corporate governance and of the effective regulation of the audit and accounting pro-
fession. These disclosures have highlighted the extent to which enterprises and their
employees, clients and investors depend on trust and confidence in the integrity of
corporate managements and auditors and in the effectiveness of regulatory codes and
authorities. In this country, a major reform of the framework of company law in Ireland
was underway before the emergence of this evidence of corporate wrongdoing. The
Company Law Enforcement Act 2001 established a new independent statutory office,
the Office of the Director of Corporate Enforcement, with responsibility for the

enforcement of company law in Ireland. The Director of Corporate Enforcement is
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responsible for investigating suspected offences under the Companies Acts and has
assumed powers previously exercised by the Minister for Enterprise, Trade and Employ-
ment in relation to company investigations. The establishment of the new Office rep-
resents a clear statement of intent that failure to comply with basic principles of good

corporate governance will not be tolerated.

4.70 The Company Law Enforcement Act 2001 also established a statutory advisory
body, the Company Law Review Group. As part of its initial work programme, the
Review Group conducted a wide-ranging examination of company law in Ireland. Its
report published in 2002 sets out a comprehensive strategy to give Ireland a world-class
code of company law, and contains almost 200 recommendations for the reform and
restructuring of the Companies Acts. The Report sought in particular to simplify com-
pany law and to make corporate responsibilities under the Acts clear, effective, and

readily intelligible to directors and shareholders. Among its recommendations are that:

* the private company limited by shares, rather than the PLC, should be the standard
company type defined in the Companies Act;

e companies should be able to transact some functions electronically;

* private companies should be able to become incorporated with just one member.

The Department of Enterprise, Trade and Employment is currently drawing up pro-

posals to give legislative effect to the recommendations in the Review Group’s report.

4.71 The regulation of the audit and accountancy profession has also come under
renewed scrutiny in recent years. Arising from the findings of the Public Accounts
Committee Report on Deposit Interest Retention Tax, a Review Group on Auditing
was established in February 2000. Following submission of the Review Group’s report,
a draft scheme of a Bill entitled the Companies (Audit and Accounting) (Amendment)
Bill was published in February 2002. This was followed by publication of the Bill proper
in February 2003. This provides for the following:

e The establishment of an independent regulatory body, the Irish Auditing and
Accounting Supervisory Authority, to enforce proper accounting standards and to

supervise the regulation by professional accounting bodies of their members;

* A requirement on large firms to establish audit committees comprising a majority

of non-executive directors;

* Disclosure requirements on companies in regard to fees paid to audit firms for

non-audit services.

4.72  Pending the establishment of the Supervisory Authority on a statutory basis, an
interim Board set up in April 2001 will continue in existence. Taken together, the
establishment of the Office of the Director of Corporate Enforcement and the proposed

legislation to modernise company law and regulate the audit and accounting profession
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represent major steps towards giving Ireland a modern, progressive legal and regulatory

framework for corporate governance.

Public Service Reform

4.73  The public service is directly responsible for the planning and provision of many
of the key elements of the environment for enterprise such as education, infrastructure,
and regulation. It also plays a central role in the overall management of the economy
and in the maintenance of macroeconomic stability. An efficient, effective public service
is accordingly a vital cornerstone of a strong enterprise sector and a competitive, prosper-
ous economy. In 1994, the Strategic Management Initiative (SMI) was launched in order
to implement a range of reforms designed to enhance the public service’s contribution to
national economic and social development. The Delivering Better Government [DBG]
programme initiated in 1996 sought to build on the SMI framework, and set out a
vision of a civil service committed to greater openness and accountability, the delivery of
quality customer service, and the fair and efficient operation of streamlined regulations. It
outlined a range of improvements in human resource, financial, and information systems

management necessary to drive progress towards these objectives.

4.74 In mid-2001, the PA Consulting Group was commissioned to review progress
under the Strategic Management Initiative and the Delivering Better Government pro-
gramme. The Group concluded that the civil service was a more effective organisation
than a decade ago and that much of this improvement was due to the SMI and DBG
programmes. It found, however, that modernisation of the civil service still had a signifi-
cant way to go. In particular, further progress needed to be made in strengthening
capabilities in the key management areas of human resources, finance, and information
systems. In response to the Consulting Group’s report, the Government has requested
the Implementation Group of Secretaries General to develop a new vision, strategy, and
action programme for reform in the next phase of the modernisation process that is to
cover the period to 2007. The process of continuing public sector modernisation forms

a significant part of the new Social Partnership agreement, Sustaining Progress.

VI Balanced Regional Development

4.75 Periods of rapid growth tend to be marked by regional disparities in economic
performance, and the Irish growth experience of the 1990s was no exception. All parts
of the country benefited from the strong economic expansion from 1994 to 2000, but
the main engines of that expansion were more narrowly concentrated. Spatial differences
in the nature and pace of development in recent years have, to varying degrees, exacer-
bated existing disparities in population, income, and enterprise base. An analysis under-
taken as part of the preparation of the National Spatial Strategy indicates a number of
distinct regional growth paths since the late 1980s:
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Box 8: Regional Classification
Border, Midlands & Western Region

Border

Cavan
Donegal
Leitrim
Louth
Monaghan
Sligo

Midland

Laois
Longford
Offaly
‘Westmeath

West

Galway County Borough
Galway County

Mayo

Roscommon

Southern & Eastern Region

Dublin

Dublin County Borough
Dun Laoghaire/Rathdown
Fingal

South Dublin

Mid-East

Kildare
Meath
Wicklow

Mid-West

Clare
Limerick County Borough
Tipperary North Riding

South-East

Carlow

Kilkenny

Tipperary South Riding
Waterford County Borough
Waterford County
Wexford

South-West

Cork County Borough
Cork County
Kerry

Figure 38: Unemployment by Region 1993 and 2002*
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Soure: CSO. 1993 Labour Force Survey. 2002 Quarterly National Household Survey.
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* The Greater Dublin area has developed and expanded rapidly. Though this has
delivered vital benefits nationally, it has also led to further economic centralisation,
congestion, urban sprawl, and to socially and environmentally undesirable effects

such as the growth of long-range commuting.

* The other four main urban centres — Cork, Galway, Limerick, and Waterford
— have, to differing extents, enjoyed a lesser but still buoyant level of economic

growth and development.

* A number of areas in the West, South-East and Midlands have shown evidence
of economic strength and potential, driven generally by the presence of strong

towns.

* Many areas, particularly in the North-West, Midlands, South-East, and South-
West, face economic challenges deriving from the decline in agricultural and
related employment, the presence of mainly small-sized towns without critical

mass, and under-utilised potential generally.

4.76  The framework for regional analysis in Ireland derives from the eight regional
authorities established in 1994: Border; Midlands; West; Dublin; Mid-East; Mid-West;
South-East; and South-West. These regions were subsequently grouped into two larger
regions in 1999: the Border, Midlands and Western region, and the Southern and East-
ern Region. Box 8 outlines the composition of the eight regions by county and county
borough. While regional analysis of economic performance is now relatively well-
developed, two points should be kept in mind. First, some measures of performance,
such as gross value-added per person by region, are subject to measurement difficulties
due to the impact of factors such as persons living in one region and working in another.
Second, statistics on regional performance conceal sizeable variations within regions in

many cases.

4.77  Figures 38-40 outline regional trends in unemployment, employment and popu-
lation over the past decade. As can be seen from figure 38, all regions experienced a
large fall in unemployment from 1993 to 2002 and, with the exception to some extent
of the Border region, current regional variations in unemployment rates are relatively
small. Employment trends have shown greater regional variation in recent years. In the
economy as a whole, the number of persons at work rose by a little over 50 per cent
between 1993 and 2002, but the increase varied from a low of 16 per cent in the
Midlands region and 37 per cent in the Border region to a high of 90 cent or more in
the Mid-East and West regions. The population growth figures at figure 40 also show
an exceptional rise in the Mid-East region and a weaker performance in the Border
region; population in the Mid-East increased by 27 per cent, over twice the national
average, while that in the Border region rose by 7.3 per cent, around two-thirds the

national average.
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Figure 39: Employment by Region 1993 and 2002*
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Figure 40: Population by Region 1991 and 2002*
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4.78 There are also significant differences in income and output levels among regions.
Table 34 gives details of disposable income per person in the regions in 1995, 1999 and
2000. As can be seen, disposable income in Dublin was almost seventeen per cent higher
than the national average in 2000. In all other regions except the Mid-East, disposable
income was below the national average, with the lowest income levels being recorded
in the Midlands, South-East, and Border regions. Though absolute incomes rose signifi-
cantly in all regions between 1995 and 1999, the gap in regional income levels widened
over the period. Disposable income in the Midlands, Border, South-East and South-
West regions lagged further behind the national average in 1999 than in 1995; the
relative decline was most marked in the Midlands where per capita income fell from
89.3 per cent of the mean in 1995 to 83.1 per cent in 1999. Between 1999 and 2000,
however, this trend was reversed as disposal income in the Border, Midlands, West,

South East and South West rose relative to the national average.

Table 34: Indices of Disposable Income per Person by Region
1995, 1999 and 2000

(State = 100)

Border | Midland | West | Dublin = Mid- Mid- | South- | South- | State
East West East West

1995 91.7 89.3 91.3 115.0 97.3 97.5 91.3 96.3 100

1999 89.0 83.1 91.1 118.1 100.1 98.7 87.9 94.2 100

2000 89.2 85.8 92.9 116.8 98.5 98.4 89.4 94.3 100
Source: CSO.

4.79 The main measure of regional output is gross value-added [GVA] per person;
this is similar to GDP in that it measures the value of goods and services produced in a
region or country, but differs in that it excludes product taxes and includes product
subsidies. Figure 41 sets out gross value-added per person by region in 2000. As is
evident, there was a considerable gap in per capita output between Dublin and to a
lesser extent the South-West and all other regions of the country. Gross value-added
per person in Dublin was one-third higher than the national average, and close to twice
the level in the Midlands. Apart from Dublin and the South-West, per capita GVA in
all other regions was at or below 90 per cent of the average for the state, and was below

80 per cent of the national average in the Midlands, West, and Border regions.

164



Figure 41: Gross Value-Added per Person by Region 2000
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4.80 These differences in output and income levels are associated with significant dif-
ferences in sectoral and industrial structure. Table 35 outlines the share of agriculture,
industry and services in regional gross value-added in 2000. Dublin stands out for the
low share of agriculture, and high share of services, in its output, while the Mid-East
and South West are notable for their high share of industry. In regions with below-
average income and output levels such as the Border, Midlands, and West, agriculture’s
share of value-added was relatively high. Table 36 outlines the share of total employment
in manufacturing and international services that is located in ‘modern sectors’ (chemicals,
electronic and optical equipment, and international services) and throws further light on
the factors underlying regional disparities in income and output. The share of employ-
ment in these sectors varied from 25 per cent or less in the Border and Midlands to
around 60 per cent in Dublin. Though the share of employment in modern sectors rose
in most regions between 1995 and 1999, the increase was most pronounced in Dublin,
the Mid-West and the West, while it fell in the Midlands and grew only modestly in

the Border region.

Table 35: Sectoral Share of Gross Value-Added by Region 2000

Border | Midland | West Dublin Mid- Mid- | South- | South- State
East West East West

Agriculture 8.3 7.6 7.4 0.3 3.9 5.4 7.3 45 3.8
Industry 39.7 42.2 35.5 33.4 55.6 47.6 45.5 56.6 42.4
Services 52.0 50.1 57.1 66.3 40.4 47.0 47.2 38.9 53.8
Source: CSO.

Table 36: Share of Manufacturing and International Services Employment
in Modern Sectors* 1995 & 1999

%

Border | Midland | West & Dublin = Mid- Mid- | South- | South- | State
East West East West

1995 20.8 28.9 36.1 41.9 39.7 40.9 17.4 37.6 342

1999 23.7 25.2 46.4 59.2 45.4 52.0 23.9 44.2 44.9

*Pharmaceuticals, electrical and optical equipment as a percentage of total employment in manufacturing
and international services supported by IDA, EI, Shannon Development and Udaras na Gaeltachta.

Source: National Spatial Strategy. 2001. Irish Spatial Perspectives — Paper 6 ‘Enterprise, Employ-
ment and Productivity Trends’, table 4.7.
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4.81 The promotion of more balanced regional development and the reduction of
regional disparities in output and income is one of the core objectives of the National
Development Plan 2000-2006. The National Spatial Strategy launched in November
2002 after an extensive analysis of trends and needs sets out a long-term framework for
strategic planning and development at regional level. Among the main conclusions

reached in the course of its analysis were that:
* Strong urban structures were an essential element of successful regions.

* Linkages between those urban centres and their surrounding hinterlands rep-

resented the most effective way of spreading benefits to the wider region.

* The regions needed to build on established strengths as far as possible and to

manage and develop these so as to ensure that they complemented each other.

The Strategy identifies a national framework of ‘gateways’ and ‘hubs’ designed to pro-
vide the necessary scale of infrastructure and services to enhance the economic and social
potential of the regions and to drive their future development. In addition to the existing
major urban centres of Dublin, Cork, Galway, Limerick and Waterford, four further
gateways were designated for the Border, Midland and West regions: Sligo, Letterkenny
(in tandem with Derry), Dundalk, and a linked gateway of Athlone, Tullamore, and
Mullingar in the Midlands. The Strategy also designates nine hubs to support and extend
the effect of the gateways and to lead the development of their own catchment areas:
Castlebar/Ballina; Tuam; Ennis; Tralee/Killarney; Mallow; Kilkenny; Wexford; Mon-

aghan; and Cavan.

4.82 The clear focus of the National Spatial Strategy is on the potential of different
areas to create and sustain economic strength through developing critical mass in popu-
lation, infrastructure, education and skills, and enterprise. As discussed in chapter 5, the
enterprise development agencies now give a high priority to the promotion of greater
regional balance in enterprise development. Past experience suggests that this regional
balance will not be achieved on a sustained basis unless enterprises are rooted in real
regional capabilities and strengths. In the 1960s and 1970s, there was a significant
regional dispersal of industrial enterprise and employment as new foreign-owned
enterprises were set up throughout the country, sometimes in relatively isolated rural
areas. Between 1961 and 1981, for example, Dublin’s share of industrial employment
declined from 46.5 per cent of the national total to 33.1 per cent. In many cases,
however, the enterprises established in rural areas were heavily dependent on low labour
costs and were not rooted in any more lasting sources of comparative advantage. While
they gave a boost to their local economies during their time here, this did not offer a

viable basis for long-term development.
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4.83 It must be recognised that the high-value, high-innovation enterprises that we
now need to foster will locate only in areas in which the right human resources, infra-
structure and services are available.” If such enterprises require significant numbers of
graduates and researchers, for example, they will typically want to locate close to higher
education institutions with well-developed capabilities in their particular field. In other
cases, enterprises may need to be close to specialist suppliers or key business services, or
may require high-quality energy or telecommunications infrastructure. Enterprises of
this kind will typically also want to locate in an area with good housing, amenities and
leisure facilities that can offer managers and staff’ an attractive lifestyle. In many cases,
sites relatively close to the main urban centres are the only locations in Ireland that
enterprises of this kind will consider. By developing new gateways and hubs, the
National Spatial Strategy aims over time to broaden the number of areas in Ireland that
can offer a viable and attractive location for advanced high-technology enterprise. It
should be kept in mind in this context that the main rival locations for such enterprises
are not generally smaller towns or rural areas in Ireland but larger cities and urban centres
in other parts of Europe, the United States, or Asia. While this is obviously true of
foreign-owned enterprise, the large increase in outward direct investment by Irish-
owned firms suggests that it is also applicable to some indigenous firms with a strong

growth record.

4.84 It is widely recognised that the concentration of enterprises, a skilled labour pool,
and suppliers of goods and services in a particular geographical areas boosts efficiency,
encourages downstream activity and sub-supply opportunities, and stimulates innovation
and enterprise formation. As noted in chapter 3, while there is little sign of fully inte-
grated clusters, there is evidence of spatial concentration of particular industries in, for
example, financial services and software in Dublin, electronics in West Dublin/Kildare,
pharmaceuticals in Cork, and medical devices in Galway. The corollary of the advantages
associated with cluster development, however, is that the scope for the geographical
dispersal of enterprises is necessarily reduced. There are lessons to be drawn here from
the past. In the 1930s when the focus of enterprise policy was on fostering indigenous
industry by means of protectionist measures, the development of concentrations of simi-
lar and related enterprises in particular areas was frustrated by administrative decisions
that new businesses should be dispersed around the country rather than locate in centres
with an established presence in their particular sector.” While well-intentioned, this
went against all the tenets of cluster formation and did not contribute in the long run

to either national or regional development.

4.85 The proposed new gateways and hubs in the Border, Midlands and West are

intended to serve as drivers of development and sources of dynamism in their regions.

»‘Inward Investment: Regional Strategy’, address by Sein Dorgan, Chief Executive IDA Ireland, to Waterford
Institute of Technology Conference, 17 September 2002.
> Grada, C. Ireland: A New Economic History 1780-1939 (Oxford: Clarendon Press), p. 398.
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While these centres, and the concentrations of high value enterprise that it is hoped will
emerge in them over time, have a vital role to play, the vibrancy of many smaller towns,
villages and rural areas will depend critically on small and micro-enterprises in agri-
culture, tourism, local services, and land and marine-based natural resources. As noted
in chapter 3, the initial impetus behind the expansion of the past decade may have
come from export-oriented, high-tech enterprise, but its momentum was sustained in
significant part by record enterprise and employment growth in small businesses in a
wide range of locally traded services. These enterprises will continue to have a critical
role to play in local and regional development. The support services provided for them
by the City and County Enterprise Boards, Leader and other programmes are outlined
in chapter 5.

VII Sustainable Development

4.86 Economy, society and environment are inter-dependent, and the supply of natu-
ral resources (water, energy, raw materials) and human resources (labour, skills,
creativity) underpins all economic activity. Economy and society draw on natural
resources, but also in turn have an impact on the environment. Over the past century,
that impact has increased to the point where it represents a threat not just to the natural
environment and other species, but also to the quality, and ultimately even perhaps the
survival, of human life. In response to the growing evidence of environmental damage,
there is now a recognition of the need to put the concept of sustainable development
at the heart of economic and social policy. By sustainable development is meant develop-
ment that strives to balance economic, social and environmental dimensions with a view
to ensuring that the needs of the present generation are met in a way that will not
damage the needs of future generations. The concept was first brought into the main-
stream of international policy-making at the 1992 UN Earth Summit in Rio at which
principles and actions for achieving sustainable development were agreed by heads of
state. At European Union level, the Gothenburg Council of June 2001 witnessed the
formulation of the first EU sustainable development strategy, presented by the European

Commission.

4.87 Late industrialisation helped for a considerable time to spare Ireland from some
of the environmental blights experienced in other industrial societies. While the relative
lack of heavy industry still contributes to a comparatively good standard of environmen-
tal performance in some areas, the rapid growth of the past decade has contributed to a
worsening situation in others, particularly greenhouse gas emissions and waste gener-
ation. In its Environment in Focus 2002, the Environmental Protection Agency noted that
‘while Ireland’s environment is still generally of a high standard, many pressures on it

are increasing at significantly faster rates than in most other European countries. These
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pressures have resulted from the rapid economic growth experienced by Ireland in recent

years, and in particular from growth in the transport and energy sectors.’”

4.88 After consultations with other departments and agencies, the social partners and
other interested organisations, and the public, the Department of Enterprise, Trade and
Employment launched its first Sustainable Development Strategy in January 2003. The
aim of the Strategy is to chart a course for both the enterprise sector and the Department
itself to find more environmentally and socially responsible and sustainable ways of doing
business. Four priority strategic areas have been selected for the Strategy over the three-
year period from 2003 to 2005:

* Climate Change
* Competitive Sustainability
* Corporate Social Responsibility

*  Departmental Sustainability

4.89 The Strategy will be implemented by the incorporation of relevant objectives
and actions into the strategy statements and business plans of the Department and its
agencies. Its implementation will be reviewed in the Department’s annual report, while
an overall evaluation will be undertaken as the term of the Strategy comes to a close at
the end of 2005. Before considering the other three pillars of the Strategy, we will look

first at the issue of climate change.

Climate Change

4.90 It is now widely agreed that emissions of greenhouse gases (GHG) such as carbon
dioxide from human activity are contributing to changes in our climate that threaten
the future sustainability of human society. According to the Intergovernmental Panel
on Climate Change, globally averaged mean surface temperature is projected to increase
by 1.4 to 5.8 degrees Celsius over the period from 1990 to 2100. If this occurs, partic-
ularly at the higher end at the range of projections, it will have grave consequences for
many aspects of the natural environment and human life, including the habitability of
low-lying areas, human health and disease, agriculture, and the survival of other species.
In response to the growing global concern about climate change, the Kyoto Protocol
of 1997 set a target for a 5 per cent reduction in greenhouse gas emissions over the
1990 levels in the industrialised countries to be achieved by 2008-2012. The Protocol

and the related agreement on implementation procedures make provision for a number

* Environmental Protection Agency. 2002. Environment in Focus, p.12
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of ‘flexible mechanisms’ to enable the achievement of emissions’ reduction obligations

at least cost:

* Emissions trading — this provides a mechanism whereby emissions’ reduction targets can be met at
least cost by the buying and selling of allowances on the market. Emissions trading is due to start in
the EU from 2005 and internationally from 2008.

¢ Joint Implementation — this provides for project investments to reduce emissions’ reductions in

other developed countries in return for credits to be used to meet Kyoto targets.

¢ Clean Development Mechanisms — this is broadly similar to Joint Implementation but provides for

project investment in developing countries.

4.91 In order for the Protocol to come into effect, it must be ratified by 55 countries
and the ratifying countries have to include developed economies representing at least
55 per cent of total carbon dioxide emissions in this bloc of countries in 1990. As of
June 2003, the Protocol had been ratified by over 100 countries, including the European
Union and its members states and Japan, while the second requirement for ratification
is expected to be met in the not too distant future. The United States and Australia

have indicated that they will not ratify the Protocol.

4.92  Under the Kyoto Protocol, the European Union agreed to an aggregate 8 per
cent reduction in greenhouse gas emissions below their 1990 levels. Following agree-
ment on a system of burden-sharing among EU member states, Ireland was set a target,
by virtue of its status as a cohesion country, of having emission levels in 2008-2012 no
more than 13 per cent above the 1990 baseline. Because of the scale of economic growth
in recent years, however, our emissions in 2001 were 31.1 per cent above their 1990
level.* Significant reductions in emission levels are now necessary therefore in order to
meet our binding obligations under the Protocol. The National Climate Change Strat-
egy adopted in October 2000 sets out a range of measures for achieving reductions in
GHG emissions in all sectors to enable us to meet our Kyoto target. Key cross-sectoral
measures include taxation, negotiated agreements, and the flexible mechanisms of emis-

sions trading, Joint Implementation and Clean Development.

4.93 The enterprise sector is not the main source of greenhouse gas emissions in
Ireland; in 1998, industrial emissions (including manufacturing, construction, and
commercial/institutional sector emissions) accounted for 16.3 per cent of all GHG emis-
sions. This share was projected to rise to 20.4 per cent (15 million tonnes carbon dioxide
equivalent) by 2010 if no abatement measures were taken, though such projections are
sensitive to changes in the rate of economic growth and in the composition of the

industrial sector. Under the National Climate Change Strategy, the enterprise sector has

*Buropean Environment Agency. 6 May 2003. ‘EU Greenhouse Gas Emissions Rise for Second Year Running’,
www.eea.eu.int/documents/newsreleases/ghg-2003-en.
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been set an emissions reduction target of 2.175 million tonnes carbon dioxide equivalent
per annum from 2008 to 2012. Since the publication of the Climate Change Strategy,
the Department of Enterprise, Trade and Employment and Forfis have given detailed
consideration to the issue of how this target can be met without impairing the competi-
tiveness of Irish enterprise. Under the Department’s Sustainable Development Strategy
outlined at box 9, it is proposed that Ireland should pursue a policy of optimum partici-
pation in the emissions trading, joint implementation and clean development mechan-
isms provided for under the Kyoto Protocol, while also developing appropriate taxation
measures along with methods for assessing the impact of inward and indigenous invest-

ment projects on greenhouse gas emissions.

4.94 While climate change and national and sectoral obligations under the Kyoto Pro-
tocol are pressing issues, the other elements of the Department’s Sustainable Strategy are
concerned with the broader questions of how awareness of sustainable development can
be enhanced and conditions created in which the needs of sustainability and competi-
tiveness can be balanced and integrated. The goals and objectives of the Strategy for the
enterprise sector and the Department itself in these areas are outlined at box 9. Achieving
these goals will present a number of new challenges for enterprise policy and the
enterprise sector. There is a need, first, to encourage and promote the development and
adoption of environmentally friendly, resource-efficient products, processes and services.
There is a related need, second, to develop and strengthen capabilities for R&D and
innovation in areas such as clean technologies and energy-efficient design. Third, greater
priority will have to be given to waste prevention, minimisation, recovery, and recycling
by firms, organisations, consumers, and households. It is now time for enterprises and
other organisations to take a proactive approach to environmentally sustainable pro-
duction and resource consumption and, in so doing, to begin the break the link between
economic growth and pollution. While this may entail some costs, there is also consider-
able potential for new business and niche market opportunities, enhanced corporate

image, and improved work organisation and productivity.
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Box 9: Department of Enterprise, Trade and Employment Sustainable Development
Strategy 2003-2005

GOAL 1 CLIMATE CHANGE

Pursue the establishment of appropriate mechanisms to ensure that the enterprise sector can meet its obligations to
reduce greenhouse gas emissions under the National Climate Change Strategy as cost-effectively as possible.

Objectives

* Facilitate optimum participation for enterprises in the EU emissions trading scheme.

¢ Pursue the establishment of structures and mechanisms to ensure that enterprises can engage in
negotiated agreements where possible.

e Facilitate optimum participation for enterprises in Joint Implementation and Clean Development
Mechanism projects abroad and consider the implications of Joint Implementation projects to be
based in Ireland.

e Ensure that mechanisms are in place to assess the impact of inward and indigenous investment pro-
jects on greenhouse gas emissions.

¢ Contribute to the development of appropriate taxation measures as part of the policy mix for achiev-
ing greenhouse gas emission reduction targets.

e Improve the availability and take-up of information for enterprises on actions that can be taken to
address greenhouse gas emissions and climate change issues.

GOAL 2 COMPETITIVE SUSTAINABILITY

Integrate sustainability and competitiveness by supporting the move to more sustainable forms of production through
promoting knowledge, research and development in areas such as clean technologies, green business opportunities, and
design of sustainable products and processes.

Objectives

e Enable companies to reduce their environmental impact and improve productivity through the
development, diffusion and use of eco-efficient technologies and practices.

¢ Maximise the potential for innovation to contribute to both competitiveness and sustainability goals.

»  Support and develop policy instruments for sustainable development that also contribute to enhanced
competitiveness, innovation and economic efficiency.

GOAL 3 CORPORATE SOCIAL RESPONSIBILITY

Encourage and support the adoption of socially and environmentally responsible attitudes and practices by enterprises.

Objectives

e Actively promote the adoption of good corporate practices by enterprises.

» Continue to promote the implementation of sustainable trade policies and practices at national, EU
and international level.

* Enhance the capacity of enterprises to move towards sustainable management principles and practices.

e Support sustainable consumer choice through ensuring the provision of accurate and credible social
and environmental information on products and services.

GOAL 4 DEPARTMENTAL SUSTAINABILITY

Integrate sustainable development principles and practices into departmental and agency policy-making and operations
management.

Objectives

e Build up internal expertise on how to integrate sustainable development into departmental decision-
making and policy development

e Incorporate best environmental practice into the Department’s operations.
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Conclusion

The challenge ... is to move to an Innovation-Driven economy and develop deep clusters. This is
a slow process, however, as companies need to move to new types of strategies, investment priori-
ties must change, and new institutions must be developed ... Such inflection points require a

wholesale transformation of many interdependent dimensions of competitiveness.

Professor Michael Porter”’

4.95 The data presented in the foregoing analysis present a mixed picture. On the
one hand, Ireland lags behind other advanced economies on a number of the key
foundations of a knowledge-intensive economy. This is in large part a legacy of
successive decades of under-development and the consequent lack of investment in
science and technology, education and training, and infrastructure. On the other
hand, significant progress has been made in a number of areas over the past decade
in strengthening capabilities and narrowing the gap with other economies. Investment
programmes and other measures are currently being implemented in a range of fields
such as science and technology, lifelong learning, competition policy, broadband pro-
vision, eGovernment, and corporate governance with the aim of bringing perform-

ance and practice in Ireland up to the best international standards.

4.96 Making the transition to a more advanced state of enterprise and economic
development is not automatic or assured. Success in the past decade is no guarantee
of success in the next. Achieving the desired progression will take time and will
encounter obstacles. GNP per capita in Ireland may now be slightly above the EU
average, but the economies with which we are now on a par have enjoyed the benefit
of higher income levels over a period of decades. In that time, they have been able
to build up infrastructure and develop human capital and science and technology
capabilities. We also face the prospect of making the transition to a more knowledge-
based economy at a time of continuing uncertainty and volatility in the world econ-
omy. The closures and job losses that have resulted from the global downturn in
the ICT sector attest to the problems that can result from unfavourable external
developments. The required investment in research and development, and infrastruc-
ture must be made, furthermore, in a period of constraint in the public finances. This
will necessitate taking a long-term view of the needs of the economy and the
enterprise sector, determining our priorities accordingly, making difficult choices in
the allocation of scarce resources, and recognising that commitments in one area will

require restraint in others.

* Porter, Michael. E. 2002. ‘Building the Microeconomic Foundations of Prosperity’ in World Economic Forum,
Global Competitiveness Report 2002-2003, p. 29.
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Chapter 5 — The Enterprise Development Agencies

I Overview

5.1 Enterprise development agencies have been a feature of enterprise policy in the
half~century since the establishment of the Industrial Development Authority in 1950.
In the succeeding decades, the formation of new agencies and the restructuring of estab-
lished bodies has led to the existence of a well-developed network of agencies to support
the main constituents of the enterprise sector. Among the agencies under the aegis of
the Department of Enterprise, Trade and Employment are Forfas, the advisory body
for enterprise and science and technology policy, which is charged also with co-ordinat-
ing the activities of IDA Ireland and Enterprise Ireland. A number of advisory bodies
operate under its auspices: the National Competitiveness Council; the Irish Coun-
cil for Science, Technology and Innovation; and the Expert Group on Future
Skills Needs. IDA Ireland [IDA] is responsible for foreign-owned enterprise in manu-
facturing and internationally traded services, and Enterprise Ireland [EI] is responsible
for Irish-owned enterprise in manufacturing and internationally traded services. The
City and County Enterprise Boards [CEBs] cater for micro, or very small,

enterprises.

5.2 There are also agencies devoted to enterprise development in a particular region
or geographical area. Shannon Development has a broad developmental mandate for
the Shannon area and Mid-West region with particular emphasis on enterprise and
tourism development. Udaras na Gaeltachta, which is under the remit of the Depart-
ment of Arts, Heritage, Gaeltacht and the Islands and is not covered in this Review,
combines an enterprise development role with community, cultural, and language

development activities in Gaeltacht areas of the country.

5.3 Agencies have also been established to promote key activities integral to enterprise.
Science Foundation Ireland [SFI] was set up by Government in 2000 to establish
Ireland as a centre of research excellence in strategic areas relevant to economic develop-
ment, particularly information and communication technology [ICT] and biotechnol-
ogy. A Bill to establish SFI on a statutory basis and as an agency of Forfis was published
in February 2003. InterTrade Ireland was set up under the agreement on North-
South Implementation Bodies between the Government of Ireland and the Government
of Great Britain and Northern Ireland to exchange information and co-ordinate work on
supporting trade, business and related matters in a cross-border context. The National
Standards Authority of Ireland provides services in the areas of standards develop-

ment, certification, and legal metrology.

175



5.4 While FAS has not traditionally been seen as one of the core enterprise develop-
ment agencies, its Statement of Strategy 2002-2005 sets out its intention to place signifi-
cantly greater emphasis in the future on services to employers and persons in employ-
ment. As outlined in chapter 4, enhancing the skills and human capital of the workforce
in all sectors of the economy is a prerequisite for sustaining high levels of income and
employment in the long-term. Along with other bodies in the education and training

field, FAS has an important contribution to make to this objective.

The Changing Role of the Enterprise Development Agencies

5.5 The enterprise development agencies have played an important part in the trans-
formation of the Irish economy and enterprise sector in recent decades. IDA Ireland has
earned a worldwide reputation for its success in attracting foreign direct investment to
Ireland. The efforts of Enterprise Ireland, its predecessors Forbairt and ABT, and Shan-
non Development to develop the capabilities of indigenous firms and to build up a
domestic base in sectors such as software have contributed to the resurgence of Irish-
owned enterprise over the past decade. The City and County Enterprise Boards have
pioneered new approaches to the development of micro-enterprise. The role of the
development agencies in creating and sustaining a strong enterprise sector, however,
should not be overstated. The most important determinant of the strength of a country’s
enterprise sector is the quality of its environment for enterprise — education and skills,
research and development, infrastructure, telecommunications, taxation, finance, com-
petition, regulation, and public administration. If these are characterised by fundamental
weaknesses, the resultant obstacles to enterprise development will not be remediable by
the activities of enterprise agencies. In the past, as the Culliton Review Group suggested,
agency grants and programmes may have been seen at times as a way of compensating
for deficiencies in the enterprise environment. This proved neither a solid foundation

for enterprise development nor a sound strategy for the enterprise agencies.

5.6 In the past, the chief goal of the enterprise agencies, whether dealing with foreign
or Irish-owned enterprise, was job creation and the main focus of their activity lay in
the provision of grants and other incentives to firms in order to stimulate employment-
generating investment. From the 1980s, this was accompanied by an increased emphasis
on the development of strategic competences, particularly among indigenous firms.
Ireland’s transition in the 1990s from a low-growth, high unemployment economy to
a high-growth, full employment economy led, in tandem with other developments, to
a further re-evaluation of the role and strategy of the enterprise agencies. With many
firms experiencing labour shortages, the priority accorded to employment creation and
job numbers required re-assessment. Enterprise strategy could no longer assume the
availability of plentiful supplies of relatively low cost labour, but had instead to focus on

the development of new capabilities that would enable the Irish economy and enterprise

176



sector to make the transition to higher-value, more knowledge-intensive activities. With
some parts of the country experiencing a growing problem of congestion while others
remained less developed, particularly in modern high-technology activities, the need for

balanced regional development took on greater importance.

5.7 The operations of the agencies have also been affected by more stringent European
Union state aid rules on grant assistance to enterprises, traditionally the main instrument
of enterprise support in Ireland. In the past, the financial assistance to firms provided by
IDA Ireland, Enterprise Ireland, and other agencies was primarily sanctioned under the
EU’s regional aid guidelines. Prior to 2000, Ireland was regarded by the European
Commission as a single under-developed region for the purposes of the regional aid
regime. Up to this time the levels of grant assistance considered necessary or desirable
by enterprise agencies here were within the limits imposed by the then regional aid
guidelines. The sustained Irish growth of the 1990s, however, rapidly bridged the pre-
vious gap in output and income between Ireland and other European Union member
states. The revised EU regional aid guidelines drawn up for the period 2000-06 on the
basis of a detailed analysis of national and regional economic performance imposed, for
the first time, significant restrictions on the level of assistance that could be provided to
enterprises in some parts of Ireland. Table 37 outlines the maximum aid levels that can

be granted for projects in difterent regions of the country over the course of this period.

Table 37: Revised Regional Aid Intensities for Investment Projects

Maximum Aid Intensity: % of Eligible Costs that Can be Grant-Aided

2000 2001 2002 2003-06 Additions
Border, Midlands, West 40 40 40 40 Plus 15% for SMEs
South-East, Mid-West, & South-West 37 31 26 20 Plus 10% for SMEs
Mid-East 35 29 23 18 Plus 10% for SMEs
Dublin 17.5 17.5 17.5 17.5 | Plus 10% for SMEs

5.8 As can be seen, the operation of the state aid rules significantly limit the level of
aid that can be provided to enterprises in Dublin over the entire period from 2000 to
2006 and, as the aid intensity ceilings gradually decline over the period, will increasingly
restrict the levels of assistance that can be provided to enterprises in other regions outside
the Border, Midlands, and West. It is not possible at this point to predict the revised
state aid guidelines that will obtain after 2006. Since the guidelines for the 2000-06
period were drawn up, however, this country has continued to outperform other EU

member states. Unless there is some dramatic reversal of our comparative economic
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performance in the period immediately ahead, it would seem prudent to anticipate
further restrictions on the level of aid permissible in all regions of the country from
2007. There has been an ongoing shift in the state aid rules away from sectoral supports
and ad hoc measures for individual projects towards assistance for wider projects designed
to help advance broad economic and social objectives of the European Union. These
horizontal aid frameworks permit supports to be provided under carefully defined con-
ditions for activities with a public good dimension such as training and research and
development. As restrictions on other forms of aid to enterprise increase, these horizontal

frameworks are set to grow in importance.

The Challenge for the Enterprise Development Agencies

5.9 The enterprise development bodies have been alert to the wide-ranging changes
in the national and international environments for enterprise and to their implications
for agency strategies and activities. In Shaping our Future (1996) and Enterprise 2010
(2000) Forfas set out a vision of an enterprise sector refocused on innovation and higher
value-added activity, and outlined the changes in policy and performance needed to
achieve it. In 1999, at the direction of the Tanaiste and Minister for Enterprise, Trade
and Employment, IDA Ireland began a wide-ranging review of corporate thinking,
policies, and programmes that led to the adoption of a new strategy IDA 2000+. The
new strategy placed a central emphasis on job quality, regional development, and con-
tributing to the development of a world-class environment for enterprise. Enterprise
Ireland, which was established in 1998, formulated a three-year Business Plan in 1999
that took account of the changed conditions facing indigenous industry and the objec-
tives of the National Development Plan 2000-06. The agency’s strategic direction was
guided by a policy statement issued by the Ténaiste and Minister for Enterprise, Trade
and Employment on its establishment. This stressed the importance of fostering sus-
tainable sources of competitive advantage among indigenous enterprises and the need
for a flexible approach focused on the developmental problems faced by growth-oriented
firms. 2000 saw a major initiative in enterprise policy with the establishment of Science
Foundation Ireland. Its aim is to help develop the advanced research capabilities that
will underpin Ireland’s development as a knowledge-based economy and create the basis

for continued economic advances in the decades ahead.

5.10 In the second half of the 1990s, enterprise strategy and the enterprise agencies
were operating in a context of record growth rates and a favourable domestic and
international environment. Since 2000, however, the downturn in the global economy
and in the ICT sector have brought about a different and more difficult environment
for the agencies and their client base in manufacturing and internationally traded services.
Job losses in 2001 and 2002 among firms supported by IDA Ireland, Enterprise Ireland

and Shannon Development have been at levels not witnessed for a decade or more,
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while the rate of new job creation has also declined. Though unemployment remains
relatively low, maintaining and creating jobs has assumed greater importance, particularly
in regions and localities in which unemployment is significantly above the national

norm.

5.11 As set out in chapter 4, the twin challenge now for enterprise policy and the
enterprise sector is to raise the value of the goods and services we produce and to
produce goods and services more efficiently. In a difficult global economic environment,
a very open, relatively high-cost economy such as ours must do both these things if it
is to maintain enterprise and employment in the short-to-medium term while laying
the long-term foundations for an enterprise base focused on value and innovation. This
will require the complementary strengthening of business enterprises and the business
environment. Advancing the enterprise sector up the value chain cannot be achieved
without advancing the enterprise environment — education, research and development,

infrastructure, regulation, public administration — up the value chain and vice versa.

5.12  The enterprise development agencies can make an important contribution to this

strategic challenge at a number of levels:

(1) at enterprise level, by promoting new high-value businesses, while helping to

raise value and efficiency levels among existing firms;

(i) at niche and sector level, by assisting in the development of factors associated
with strong clusters such as effective partnerships between third-level insti-

tutions and enterprises;

(i1) regionally, by promoting enterprise development at regional level and by pro-
viding an enterprise-focused perspective on the development of regional capa-

bilities and infrastructure;

(iv) at the level of the overall environment for enterprise, by identifying priority
areas and actions needed to ensure a high-quality business environment and
infrastructure, and working with central and local government, state agencies

and other bodies to address these needs.

Later sections of the chapter outline the ways in which the enterprise agencies are

currently working to advance these aims.

Organisational Framework of the Enterprise Agencies
5.13 In the early 1990s, concern about the performance of the enterprise sector and

the persistence of high unemployment prompted an intensive period of re-organisation
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among the enterprise development agencies. In 1993, the responsibilities for overseas
industry, indigenous industry, and policy development which had been undertaken until
then by the former Industrial Development Authority were divided among three agen-
cies: Forfis for advisory and co-ordination functions; IDA Ireland for foreign-owned
industry; and Forbairt for Irish-owned industry. Around the same time, a number of
new initiatives were also taken to assist micro-enterprise, local development, and areas
of economic and social disadvantage. This led to the establishment of City and County
Enterprise Boards to foster the development of very small enterprise, of Leader Groups
to assist rural development, of Business Innovation Centres to provide support services
for innovative new enterprise, and of Area Based Partnerships to promote the regener-

ation of designated areas of economic and social deprivation.

5.14 A further major organisational change occurred in 1998 with the establishment
of Enterprise Ireland as a new agency for indigenous industry incorporating Forbairt, an
Bord Trichtila — the Irish Trade Board, and some of the activities of FAS. Its formation
reflected a concern that supports for Irish-owned industry were spread among too many
different bodies and could be delivered with greater effectiveness by a single agency.
This was followed in 2000 by the establishment of two new bodies, Science Foundation
Ireland and Inter-Trade Ireland. By any standards, therefore, the organisational frame-
work of the enterprise development agencies has undergone unprecedented change over
the past decade. The restructuring of the period has absorbed a considerable amount of
time and effort at agency and departmental level. The priority now is to maximise the
agencies’ contribution to enterprise development and employment maintenance and
creation, and consideration of changes to their organisational structures has not formed

part of the present Review.

Expenditure on Enterprise Support and Development

5.15 Enterprise support and development involves a major commitment of resources
by the Exchequer. Table 38 outlines the budgets in 2002 of the main enterprise agencies
and enterprise programmes for which the Department of Enterprise, Trade and Employ-
ment has responsibility — IDA Ireland; Enterprise Ireland; Forfis; SFADCO; Science
Foundation Ireland, Inter-Trade Ireland; the National Standards Authority of Ireland;
the City and County Enterprise Boards; and the science and technology development
programmes for enterprise administered by the Department’s Office of Science and
Technology. The figures include in some cases resources generated by the agencies
themselves as well as the Exchequer contribution to their budgets. In the case of Shan-
non Development, the figure includes expenditure on tourism and other areas outside
the direct scope of enterprise development. In 2002, the aggregate budget for enterprise
agencies and programmes was approximately €640m. Over the period from 1990 to

2000, combined expenditure under these headings was in the region of €7bn.
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Table 38: Enterprise Development Budget 2002
Budget

€m.
IDA TIreland 219.4
Enterprise Ireland 205.2
Shannon Development Bil 2
Forfas 21.0
Science Foundation Ireland 35.0
Inter Tradelreland 10.7
City and County Enterprise Boards 36.8
National Standards Authority of Ireland 4.0
Science and Technology Development 57.0
Total 640.3
Source: Department of Enterprise, Trade and Employment.

5.16 Though agency expenditure rose significantly over the past decade, there has
been a downward trend in the cost of jobs created and sustained by IDA Ireland and
Enterprise Ireland. Figure 42 outlines trends in cost-per-job in both agencies from the
late 1980s to 2001. Cost-per-job is calculated by dividing all agency grants to all firms
in a seven-year period by the number of jobs created during, and sustained to the end
of, that period. The figures are calculated on a seven-year rolling basis in order to reduce
the distorting eftect of agency-supported jobs that survive only for a relatively short
time. Over the seven years from 1986 to 1992, jobs created and sustained by IDA
Ireland cost, in constant prices, €20,743 on average. From 1995 to 2001, the most recent
period for which data are available, the figure was €13,375 per job, a fall of around 35
per cent. For employment in indigenous enterprise supported by Enterprise Ireland and
its precursors, the cost-per-job created and sustained remained relatively unchanged until
the latter half of the 1990s, but then declined significantly. In the period from 1995 to
2001, the figure was €8,977 compared with €14,324 over the period from 1987 to
1993, a decline of around 37 per cent.
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Figure 42: Cost per Job Sustained IDA and Enterprise Ireland*
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5.17 As noted above, the level of financial assistance that can be provided to individual
enterprises in much of the country in the years to 2006 has been significantly curtailed
under European Union state aid rules. This will contribute to further downward pressure
on cost-per-job levels in the period ahead, though the higher rate of job losses since
2001 will tend to exert a countervailing upward pressure. It is the aim of policy that the
progressive reduction in the cost of interventions in individual firms will be sustained in
the coming years. The revised funding guidelines for Enterprise Ireland outlined later in
the chapter provide for a higher level of repayability for financial support to indigenous
enterprise. Greater administrative efficiencies will continue to be pursued by the
development agencies. IDA Ireland is engaged in a process of reducing staff numbers by
six per cent. Enterprise Ireland have reduced personnel levels by around ten per cent
from those obtaining in the organisations that preceded it — Forbairt, an Bord Trichtila,

and part of FAS.

5.18 Other factors have also contributed to a greater emphasis on forms of enterprise
support other than direct grant aid to individual enterprises. As enterprise policy puts
greater priority on promoting knowledge-based enterprise, forms of enterprise support
other than grants to individual firms have assumed greater significance. The establish-
ment of the Technology Foresight Fund and of Science Foundation Ireland reflect a

view that investments in research capabilities and infrastructure have a vital role to play
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in attracting future large-scale biopharmaceutical and ICT investments. A number of
proposals for major investments in knowledge and physical infrastructures by the
enterprise agencies have been put forward for consideration or are likely to arise in the

future.

II Forfas, Science Foundation Ireland, and Intertrade Ireland

Forfas

5.19 Forfis is the national policy and advisory board for enterprise, trade, science,
technology and innovation. It is also the body in which the state’s legal powers for
industrial promotion are vested, and through which these powers are delegated to IDA
Ireland and Enterprise Ireland. A Bill to establish Science Foundation Ireland as an
agency of Forfas and to include it within Forfis’s co-ordination function was published
in February 2003. In its policy role, Forfis monitors trends nationally and internationally,
conducts surveys and other research, and works with enterprise agencies and Govern-
ment departments in the development of policies to support enterprise and innovation.
A sizeable part of this work is done by the advisory bodies that operate under Forfis’s
auspices and for which it provides secretariats — the National Competitiveness Council;
the Irish Council for Science, Technology and Innovation; and the Expert Group on
Future Skills Needs. It is the responsibility of Forfas, aided by these advisory groups, to

develop and promote the national competitiveness agenda.

5.20 The research and analysis undertaken by Forfis has strengthened considerably the
knowledge base available for the formulation and evaluation of enterprise policy. The
work of Fortfis and the bodies under its auspices have also had a significant direct impact
on policy in a number of areas. The report of the Technology Foresight Task Force set
up under the auspices of the Irish Council for Science, Technology and Innovation, for
example, led to the establishment of the Technology Foresight Fund and Science
Foundation Ireland. The analyses of the Expert Group on Future Skills Needs have
contributed to important initiatives in education and training. Forfas’s assessments of
infrastructural requirements in areas such as broadband and electricity supply have
focussed attention on shortcomings and needs of critical importance to the economy

and the enterprise sector.

5.21 Forfis is also charged with co-ordinating the activities of the enterprise agencies
that come within its remit. In practical terms, this co-ordinating role is exercised through
the presence on the Forfis board of the chief executives of IDA Ireland and Enterprise
Ireland and the secretary general of the Department of Enterprise, Trade and Employ-
ment. An Inter-Agency Planning Managers Group chaired by Forfis, together with a

number of other cross-agency working groups, also work to ensure that agency activities
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are effectively co-ordinated. As subsequent sections of the chapter will show, IDA
Ireland, Enterprise Ireland, and Shannon Development are all now increasingly engaged
in activities such as developing partnerships between third-level institutions and
enterprises, fostering niches and networks, and influencing national and regional business
infrastructures. Forfas’s co-ordination role has assumed greater importance as a result of

these developments and is set to become more significant in the future.

Science Foundation Ireland

5.22  Science Foundation Ireland [SFI] has been established to administer the Tech-
nology Foresight Fund of €646m. set up to support world-class research in technological
niches, initially in ICT and biotechnology, capable of driving long-term economic
growth and competitiveness. The aim 1s to help attract new overseas high-technology
firms to Ireland, foster new indigenous high-tech start-ups, and strengthen the capabili-
ties of existing foreign and Irish-owned firms. The Foundation’s programmes are guided
by a number of core principles. Funding support is based solely on performance and
merit. Researchers supported by SFI enjoy the freedom and autonomy essential to scien-
tific activity. The Foundation is committed to the development of strong networks

linking Irish researchers to leading scientists and research teams in other countries.

5.23  Grant awards from Science Foundation Ireland are made on the basis of competi-
tive calls for funding. Research funded by SFI is subject to regular international peer
review. Under its new funding system announced in early 2002, the following are the

main activities and programmes supported by the Foundation:

* Fellow awards of up to €1m per year to support competitive research programmes

by Irish and international scientists;

 Investigator Programme Grants of €100-250k per annum to attract and retain

talented researchers to work in Ireland;
*  Visitor awards to attract eminent researchers to Ireland for one-year periods;

*  Research Centre awards to support scientists building collaborative clusters allied
to industry, together with possible matching funds for new laboratory or other

facilities.

At the end of 2002, the Foundation was funding research projects with a financial
commitment of over €155m. over five years. In May 2003, SFI announced awards of
€42m. to establish three new research Centres in Science, Engineering and Technology
[CSET]. The new Centres will involve partnerships between Irish universities and

world-leading research corporations and some of Ireland’s most promising ICT and
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biotechnology companies. They will link faculty at NUI Galway, the Royal College
Surgeons and University College Cork with their counterparts from Hewlett-Packard,

Procter and Gamble, and Servier and a number of Irish companies.

5.24 There is every cause for confidence that Science Foundation Ireland can be suc-
cessful in its primary objective of fostering world-class research. Ensuring that this
research base provides a springboard for sustained economic development is a more
complex and less certain process. It will require the co-operation of the universities and
colleges, development agencies, funding bodies, individual enterprises, and other parties.
It is vital therefore that SFI, Forfas, IDA Ireland, Enterprise Ireland, Shannon Develop-
ment, the higher educational sector and other interests develop the kind of strong,
constructive partnerships and relationships needed to reap the maximum dividend from

the enhanced research activity now underway.

InterTrade Ireland

5.25 The progress of the Irish economy in recent decades has been achieved in large
part by virtue of our closer economic ties with the European Union on the one hand
and the United States on the other. Economic and trading links between the two parts
of the island of Ireland have, by contrast, undergone relatively less growth and develop-
ment over this period. Established in 2000, InterTrade Ireland [ITI], one of six cross-
border bodies set up under the Belfast agreement, is charged with exchanging infor-
mation and co-ordinating work on trade, business development, and related matters in
areas in which the two administrations agree that it would be in their mutual interest.
Though trade between the two parts of the island has increased in recent years, surveys
undertaken by ITI show that valuable business opportunities are not being availed of

because of lack of market awareness and other barriers.

5.26 InterTrade Ireland supports a number of programmes and networks designed to
help businesses North and South to build strategic relationships and exchange market
information so as to optimise the potential for all-island trade expansion and business
co-operation. ITI’s knowledge transfer initiative, Fusion, was set up to improve the
transfer of skills and knowledge from universities and colleges to SMEs on an all-island
basis. Under the programme, companies are partnered on a one-to-one basis with a
knowledge centre — a third-level institution, research centre or other body — with
specialist expertise in their area of operation. A recent graduate with relevant expertise
is also based in the company to spearhead the project and to act as a link between the
company and its designated knowledge centre. Focus, a sales and marketing programme
provides SMEs with a support package to enable them to hire a sales and marketing
graduate to help develop new cross-border sales. ITI has also established an Equity

Network Programme to fund new business start-ups and expansions across the island.
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Other areas it has focussed on to date include all-island competences in the ICT sector

and North-South trade patterns and supply chains.

National Standards Authority of Ireland
5.27 The National Standards Authority of Ireland [NSAI] is involved in three main

activities:

* Standards Development — the process of identifying what exactly needs to be
done in either a manufacturing or service process in order to ensure that the end
product or service meets an agreed standard of performance in respect of quality,
design, safety, environmental impact or other attributes. Standards development
— whether it involves originating indigenous standards or representing Irish
interests in the development of European and international standards — is at the

heart of the NSAI’s public policy role.

e Certification — the process by which a standards body such as NSAI certifies
that an activity or process meets the standards laid down for the markets in which
such a process takes place or into which products may be sold. NSAI certification
is recognised worldwide through a network of mutual recognition agreements
with other major certification bodies. A related activity is agrément — certification
designed specifically for new building products and processes that do not have
a long history of use and for which formal national standards have yet to be

developed.

* Metrology — the Legal Metrology service is a statutory body within the NSAL
It exercises regulatory and control functions with regard to measurements made
for the purpose of trade. Its main functions are, first, maintaining a uniform system
and standard of units of measurement and, second, ensuring the accuracy and
integrity of measuring equipment used in trade through regular in-service inspec-

tion of measuring instruments and other means.

5.28 Standards development at national, European and international level is the core
policy function of the Authority. Its role in this and the metrology area are of vital
importance, particularly for a highly open economy like Ireland’s. The use of accredited
standards and quality marks enhances enterprise competitiveness and consumer confi-
dence, while the harmonisation of standards across economies helps to remove barriers
to trade. The INSAI receives an annual grant approved by the Oireachtas in respect of
these public policy functions; this covered a little over one-fifth of its expenditure in
2000. The Authority’s certification role provides its main source of revenue. In 2000,
income from certification fees came to approximately €10.2., almost two-thirds of
NSAI’s expenditure. The Legal Metrology service also imposes charges in accordance

with a statutory schedule of fees for its work in checking measuring instruments.

186



III Foreign-Owned Enterprise and the Role of IDA Ireland

Outlook for FDI and Foreign-Owned Enterprise

5.29  Foreign direct investment has been a key influence on Ireland’s economic trans-
formation over the past half-century and its economic regeneration over the past decade.
As outlined in chapter 3, foreign-owned firms now account for half of total employment
in manufacturing and international services, for three-quarters of manufacturing output,
and for nine-tenths of manufacturing and services exports. Ireland now hosts a large
number of leading global companies in high-technology sectors such as ICT and pharm-
aceuticals. While this has contributed to a general upgrading of the FDI base, strategic
functions such as research and development remain relatively under-developed among
the Irish subsidiaries of overseas firms. Foreign-owned enterprise will continue for the
foreseeable future to be pivotal to our prosperity and progress. A small country such as
Ireland is unlikely to generate the volume of large-scale, technologically advanced, glo-
bally competitive enterprise required to maintain high levels of income and employment.
We must sustain and build on the success we have had in attracting in attracting major
overseas companies to Ireland and in expanding their Irish operations. The challenge
now in particular is to strengthen and deepen new and existing overseas enterprises
in Ireland through enhancing skill levels, value-added, and adding strategic corporate

functions.

5.30  Success in obtaining and maintaining foreign investment is a function of the
global climate for such investment and of our attractiveness as a destination for it. For
most of the 1990s, we benefited from both a buoyant global environment for overseas
investment and our ability to offer prospective investors an attractive and competitive
base for overseas operations. That favourable conjunction began to wane under the
impact of the slowdown in the US ICT sector from 2000, and in the US and global
economies from 2001. This slowdown coincided with the emergence of increased cost
pressures domestically and the intensification of competition for foreign investment,

particularly from Central and Eastern Europe and, further afield, China and India.

5.31 The eftects of the changed economic and investment climate were felt, first, in a
fall in new overseas investments projects to this country. They resulted, second, in
retrenchment of varying degrees of severity by overseas firms operating here. Both
factors have contributed to the fall in employment in overseas firms since 2000. Table
39 gives details of IDA client companies and job numbers, gains and losses in these

companies from 1998 to 2002.
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Table 39: Full-Time Employment in IDA Client Companies 1998-2002
1998 1999 2000 2001 2002

No. of Companies 1,165 1,276 1,262 1,158 1,098
Job Gains 15,959 17,634 22,801 13,226 11,713
Job Losses 7,282 9,269 8,084 17,840 14,754
Job Losses as % of total jobs 6.2 7.4 5.7 13.1 11.1
Net change in employment 8,677 8,365 14,717 —4,614 -3,041
% change in net employment +8.0 +7.1 +11.7 -3.3 =22
Total employment 117,657 126,022 140,739 136,125 133,084
Source: Forfas.

5.32  After rising steadily during the 1990s, the number of IDA-supported companies
declined from 1,276 in 1999 to 1,098 in 2002, a fall of 14 per cent. Job losses of 17,840
in 2001 were more than double the 8,084 recorded in 2000, while job gains totalled
13,226 compared with 22,081 in 2000. Aggregate employment fell by 4,600, over 3 per
cent, in 2001, the first such decline in fifteen years and a graphic contrast with the
record gain of 14,700 in net employment in 2000. This trend continued in 2002, though
the number of job losses and the rate of job loss were somewhat lower than in 2001.
Job gains were also lower, however, than in 2001 and net employment fell for the
second successive year; the decline in total employment in IDA-backed companies was
around two-thirds of that in 2001. Reflecting the impact of the global downturn in the
ICT sector, the bulk of job losses have occurred in the electronics and engineering
sector, total employment in which fell by almost 10,000, or around 14 per cent, between
2000 and 2002. The sector continues, however, to be a significant source of new
employment, with over 8,000 new jobs generated in 2001-2002. Though output in
pharmaceuticals and healthcare grew strongly over this period, the rise in employment
has been more modest with around 3,000 new jobs recorded in 2001-02. The number
of new jobs generated in international and financial services fell from 9,418 in 2000 to
5,527 in 2002, while total employment in the sector declined slightly in 2002. Though
conditions remain difficult, IDA Ireland have recently expressed cautious optimism
about the outlook for 2003. The number of new projects secured in 2002 was two-
thirds up on 2001, fifty-five compared with thirty-three. The final quarter of 2002 saw
a rise in the number of new projects secured together with a strengthening of the

pipeline of new investments for 2003.

Enhancing the Quality of Foreign-Owned Enterprise
5.33 The shift in Ireland’s cost profile, the virtual elimination of the large labour
surplus of the 1980s and early 1990s, and the increased competition for FDI from Central
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and Eastern Europe and Asia mean that the kind of inward investment projects Ireland
is able to attract in the future will differ in significant respects from those secured in
earlier decades. This is part of the process by which, as economies develop, they must
progressively move into higher-value activities. In response to this shift, enterprise policy
now accords a higher priority to the quality of inward investment projects. Taking salary
level as a proxy for job quality, 38 per cent of new jobs negotiated in foreign-owned
firms in 2000 were in salary ranges above €31,743 (£25,000) per annum compared with
25 per cent in 1999. In 2001, 38 per cent of new job approvals had salaries of over
€34,000. A number of strategic new projects have been secured since 2000, notably
Wyeth’s €1.2bn investment in a biotechnology facility in West Dublin; Genzyme’s
€150m. investment in a biotechnology plant in Waterford; and the recent decisions of

Google and Overture to establish operations centres in Ireland.

5.34 There are currently around 1,100 foreign-owned companies in manufacturing
and international services, and these include the great majority of major global corpor-
ations in targeted sectors such as ICT, pharmaceuticals, and healthcare. The prevalence
of corporate mergers and alliances notwithstanding, the chemicals/pharmaceuticals sec-
tor has long been relatively stable, with the majority of major companies having occu-
pied a leading position in the sector for a half-century or more. Many believe that a
similar process of maturation may be underway in the ICT sector and that, particularly
in the industry’s current difficulties, there are likely to be fewer major new players

emerging in the period ahead.

5.35 Expansions of existing operations, or the establishment of new operations by
overseas firms based here have, for some time, accounted for a sizeable part of the annual
increment in investment and employment from FDI. Maintaining the existing base of
overseas firms, encouraging companies with operations here to expand and to make new
investments, and move into higher value activities are, consequently, key priorities for
IDA Ireland. The recommencement of work on Intel’s FAB 24 facility and Xilinx’s
expansion of its semi-conductor design operation at City West in Dublin represent
significant recent successes towards this end. As well as a move to higher value goods
or services, considerable emphasis is placed on the addition of strategic functions to the
Irish operations of foreign-owned companies — research and development, logistics
and supply chain management, materials sourcing, marketing, customer service, I'T, and
treasury management among others. In 2002, 31 companies undertook to invest nearly
€120m. in R&D activities in their Irish operations. Given the historically low levels of
research and development in foreign-owned enterprise in Ireland, this is an encouraging
development. Important gains in the areas of eBusiness and digital media, for example,

include Microsoft’s decision to base its Internet strategy operations for Europe, the
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Middle East and Africa in Ireland, and IBM’s decision to locate a global procurement

portal and a strategic eBusiness applications centre here.

5.36 More generally, there is no shortage of examples of foreign-owned enterprises

which, over time, have enhanced and deepened the quality and strategic value of their

operations in Ireland.
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Microsoft Ireland began as a manufacturing operation in 1985, added a European
Product Development Centre for product localisation in 1988 which now localises
over one hundred different software products into 27 languages, established its
European Operations Centre in Ireland in 1993 with responsibility for distribution
and revenue transactions for all of the company’s European subsidiaries, and has
since expanded this Centre’s remit to include functions such as logistics, supply
chain management, and customer operations. As noted above, the company’s
Internet Strategy Operations for Europe, the Middle East, and Africa are also based

in Ireland.

Boston Scientific, a leading US healthcare company, established a manufacturing
facility in Galway in 1994, and went on to establish three other facilities at Cork,
Tullamore, and Letterkenny, and now employs around 3,000 people in Ireland.
In 2002, it announced a substantial expansion of the research and development
facility in its International Product Development Centre in Galway which will
establish it as a key resource within the company globally. Announcing the
decision, its Chief Executive Officer noted: “We originally came to Ireland
expecting to find a good manufacturing environment, but over the years we have
found much more. One of the highlights of our experience has been finding
a wealth of innovative, responsive people, including an impressive number of
technologically and scientific competent professionals. These have proved their

ability to work at many levels of R&D’.

PepsiCo Inc., a major world producer of branded beverages and snack foods estab-
lished a plant in Cork in 1974 to manufacture and supply concentrate to Pepsi’s
European franchise bottlers. In 2001, Pepsi Cork won corporate approval to
undertake a range of shared service and technical activities for the Pepsi group,
including data warehousing, eBusiness and treasury functions, and is now a key

global site for the company.

Novell Software Ireland Ltd was established in Dublin in 1994 to manage the
company’s software outsourcing and localisation for Europe. It has since become
the worldwide centre for software outsourcing and localisation operations and has

also added a new eBusiness division.



5.37 It is vitally important that other foreign-owned enterprises with operations here
follow a similar process of evolution. The methodology used until recently by IDA
Ireland to guide this process was known as SIMS — Strategic Initiative for Multi-
National Subsidiaries. This ranked the subsidiaries of multi-national companies along
eight stages of strategic development ranging from undertaking a basic mandate with
little or no autonomy to being the strategic apex, or main corporate centre, for the
entire multi-national enterprise. IDA Ireland’s objective is to advance as many companies
as far up this developmental scale as possible. Operational experience with the SIMS
model identified potential improvements, and an enhanced version called the Strategic

Competitiveness Programme has now replaced it.

Contributing to Sectoral Development

5.38 Ireland is a small country which came late to industrialisation. It is a significant
distance from, and has no direct land access to, its main markets. These and other factors
inevitably exert an influence and constraint on the kind of activities in which enterprise
in Ireland can realistically hope to prosper. This is not a matter either of picking winners
or of decreeing that certain activities cannot succeed, but rather of seeking a flexible
and pragmatic fit between the capabilities that exist or can realistically be developed in
an economy and the types of activity and enterprise to which they are best suited. It is
based also on a recognition that the concentration of companies in particular sectors or
niches within a given geographical area can improve the efficiency and sophistication of

existing businesses and stimulate the growth of new enterprises.

5.39 The strategic decisions taken from the 1970s to place particular emphasis on
attracting inward investment in electronics, pharmaceuticals and healthcare, and financial
and international services have paid undoubted dividends. This strategy has been pro-
gressively refined over time to take account of developments such as emergence of
eBusiness and the increased importance of biotechnology. As noted in chapter 3, Ireland
has become a significant global force in a number of niches within the sectors targeted by
enterprise policy. Despite the ongoing difficulties in the global information technology
industry, the strategic focus on ICT, pharmaceuticals and healthcare, and international
and financial services remains the correct policy for this country and will be maintained.
ICT will remain pivotal to enterprise development and economic growth in the decades
ahead. In the view of informed commentators, biotechnology is set to be a key science
and technology in the early decades of the twenty-first century. This strategic focus on
ICT, biotechnology, and international services will not preclude Ireland from competing
strongly for quality investment projects in other sectors. The only types of project that
will be eschewed as a point of policy are those in sectors or activities that do not have

a longer-term competitive future in Ireland.
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5.40 The pace of technological and market change in advanced economies is such that
opportunities in newly-emerging fields and niches have to be kept under continual
scrutiny. IDA Ireland has set up a new division to identify and develop new potential
growth areas for inward investment at the higher value end of the enterprise spectrum.
One of the agency’s key long-term objectives is to help create a number of niches in
which Ireland will have a world-ranking position. The aim is that, in these niches, major
global companies would see Ireland as an essential place in which to have strategic
operations. These Irish operations, moreover, would be the first link in the creation of
new value chains within the company rather than, as is largely the case at present, being
a subsidiary part of a broader corporate value chain. As a first step towards this goal,
IDA Ireland has formulated proposals for the development of Strategic Business Areas
[SBAs]. These comprise innovation-based niches or clusters in which this country has
already developed strengths and whose further development requires the involvement
of foreign and indigenous companies, universities and other third-level institutions,
research bodies, venture capital funds, regional bodies, local authorities, and others.
Initial targets for the development of Strategic Business Areas are selected areas of

software, biotechnology and digital media.

Balanced Regional Development

5.41 As the analysis in chapter 4 showed, there are sizeable variations in income and
output levels between different regions in Ireland. Regions in which per capita income
and value-added are below the national average are also those in which enterprises in
sectors such as ICT, pharmaceuticals, and international services are under-represented.
An analysis of the regional spread of enterprise and employment in foreign-owned com-
panies undertaken by IDA Ireland at the end of the 1990s found that a number of
regions, particularly the North East, Midlands, and South East, had a lower proportion
of jobs in IDA-supported firms, and a higher level of unemployment, than the national
average. These imbalances had grown over the course of the 1990s; in the period from
1991 to 1999, employment in IDA-supported companies in the Border, Midlands and
West grew by 33 per cent compared with 184 per cent in Dublin and 77 per cent in

other areas of the country.

5.42 In response to the clear need for greater regional balance in enterprise develop-
ment, IDA Ireland drew up enterprise development plans for the different regions of
the country. These started from an analysis of factors such as the presence of higher
education institutions, the level and adequacy of infrastructural provision, the skills base,
and the composition and competitiveness of the existing enterprise base. The develop-
ment plans then sought to identify the sectors that best matched the capabilities of
different regions, the towns on which future enterprise development should be centred,

and the infrastructural and other constraints on development that needed to be addressed.

192



In order to drive the commitment to regional development, a target was set that 50 per
cent of all new jobs approved in greenfield projects by overseas firms in the period to
end-2003 should be sited in the Border, Midlands and Western [BMW] region. This
compared with a prior out-turn of around 25 per cent. Actions taken in furtherance of
this target included ensuring that a high proportion of site visits by prospective investors
occurred in the BMW region. 45 per cent of all jobs negotiated in greenfield projects
in 2000, and 42 per cent in 2001, were secured for the BMW region. In 2002, employ-
ment in IDA-supported companies rose in some regions such as the North West and
South East, but declined more sharply than the national average in the West and Mid-
West. The agency has expressed a concern that inward investors are again focusing on
city areas as their preferred locations and that this may make it difficult to sustain progress
on the target for 50 per cent of greenfield jobs in the BMW region. In IDA Ireland’s
view, this underlines the importance of the focused implementation of the National

Spatial Strategy.

5.43 In keeping with the approach of the National Spatial Strategy, IDA Ireland and
the other enterprise agencies are committed to the development of strong magnets of
attraction in key centres in all regions of the country. Much of the work needed to
develop regional strengths and capabilities lies outside the direct scope of the enterprise
agencies. IDA Ireland is actively working with local authorities, third-level institutions,
and other parties to identify and support the delivery of the required interventions and
improvements. As well as co-operating with other bodies to improve regional business
environments, the agency has upgraded its own portfolio of sites in the regions. A range
of properties in key gateway and hub locations are being developed to international
standards as Regional Flagship Business and Technology Parks suited to both office and
factory use, while industrial estates in other locations have been upgraded to Regional
Business Parks. IDA Ireland has also devolved a range of functions and a sizeable number

of staff to its offices in Waterford and the gateway towns of Sligo and Athlone.

IV Indigenous Enterprise and the Role of Enterprise Ireland and

Shannon Development

Importance of Indigenous Enterprise
5.44 Indigenous enterprise remains vital for economic development for a range of

reasons:

+ It is the main channel through which the entrepreneurial drive and talent of Irish

people can be harnessed and developed.

* Irish-owned enterprises are generally more embedded in the Irish economy and,

in the majority of sectors, source proportionately more materials and services from
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domestic suppliers than their overseas counterparts. They thus play a crucial role in
creating and sustaining income and employment, as well as in helping to maintain a

balanced enterprise base.

* Indigenous enterprise is more geographically dispersed and regionally balanced
than foreign-owned enterprise and is essential to the achievement of more bal-

anced local and regional development.

Indigenous Enterprise in the 1990s

5.45 The latter half of the 1990s was a positive time for Irish-owned enterprise. Output
and employment showed steady growth, while profitability also rose. A sizeable number
of new indigenous businesses emerged in high technology sectors such as software, some
of which grew to become significant players in European and global niche markets. The
emergence of these firms was in many ways the most encouraging development of the
past decade. For the first time in our economic history, we had a core of high-value,
knowledge-based enterprises with the ability to compete internationally and the poten-
tial for sustained development. Despite the progress made in this period, however, sig-
nificant weaknesses remained evident in the structure and capabilities of indigenous

enterprise. As outlined in chapter 3, these include:

e Scale: over 90 per cent of Irish-owned firms in manufacturing and international

services employ fewer than 50 people.

*  Productivity: much of indigenous enterprise is dominated by small and medium-
sized firms with levels of productivity that are generally lower than in competing

economies.

e Technology: there is a comparatively low level of technological capability and

investment in a substantial part of Irish-owned enterprise.

e Exports: a majority of indigenous SMEs do not export, while many engaged in

exporting continue to focus heavily on the British market.

5.46 The deterioration in market conditions since 2000 has had a significant impact
on the indigenous enterprise sector. A total of 488 Irish-owned manufacturing and
international services establishments supported by the enterprise agencies ceased oper-
ations in 2002. Job losses rose from 11,277 in 2000 to 14,335 in 2001 and 17,244 in
2002, while job gains fell from 20,111 in 2000 to 15,913 in 2001 and 13,605 in 2002.
The net loss of 3,639 jobs in Irish-owned client companies of the enterprise agencies in
2002 represented the first decline in aggregate employment levels since 1993. Amidst
the difficulties of the past two years, however, there have been some encouraging devel-
opments. Both 2001 and 2002 saw a significant number of start-ups and expansions

among Irish-owned firms in manufacturing and international services.
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Strategy for Indigenous Enterprise

5.47 In considering strategy for indigenous enterprise, it is important to keep in view
a key difference between Irish and foreign-owned enterprise. The overseas enterprises
supported by IDA Ireland have all reached the level of development needed in order to
establish an overseas operation. Some are among the world’s strongest and most
advanced enterprises. The Irish-owned firms supported by Enterprise Ireland and Shan-
non Development, by contrast, cover a broader span in terms of scale, sophistication,
capabilities, and potential. Only a relatively small proportion have shown the capacity
to internationalise their operations demonstrated by IDA-backed companies. Strategy
for indigenous enterprise puts a high priority consequently on developing the com-
petences and capabilities required to enable Irish-owned firms to compete successfully
on world markets and to increase output, value, exports and employment. This entails
a range of approaches and actions on a number of levels: new and existing businesses;
sectors and niches; and the enterprise environment and infrastructure regionally and

nationally.

Fostering High-Potential Start-Up Businesses

5.48 Policy for indigenous enterprise attaches considerable importance to the develop-
ment of high-potential start-up businesses, and the growth of new Irish-owned
enterprises in high technology sectors such as software was a notable feature of the past
decade. A survey of Irish-owned software companies conducted in 2001, for example,
found that 70 per cent had been set up since 1996. The identification of high potential
start-up businesses involves extensive agency contacts with, and promotional activity
directed at, target groups such as managers in indigenous and foreign-owned firms, Irish
executives working overseas, and academics with research that can be commercialised.

Agency engagement with such start-up businesses occurs in two main stages:

e At the pre-start up stage through project evaluation, assistance in the preparation
of a business plan, and introductions to potential business partners such as investors,

personnel in third-level institutions, and financial and legal advisers.

e At the start-up and early growth phase through financial assistance and access to
other supports such as technology development specialists and the overseas office

network.

A total of 150 new high-potential start-ups were assisted by Enterprise Ireland over the
course of its Business Plan 1998-2001 compared with a plan target of 60 such businesses.
In 2002, the agency supported the establishment of 51 new businesses with high growth

potential.

5.49 A number of dedicated programmes have been set up to provide support for

academic personnel who wish to commercialise their research. These include a Research
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Innovation Fund to back research ideas with commercial potential and a Campus Com-
panies Programme to support the establishment of new campus-based enterprises and
the expansion of existing ones. Special business training courses are also provided for
academic entrepreneurs. A Business Incubation Centre programme provides funds to
develop and expand incubation facilities on college campuses. To date, twelve Centres
have been approved for development, with funding of €27m. Around twenty significant
transfers of technology from third-level institutions into business enterprises are antici-
pated by Enterprise Ireland in 2003, including the establishment of a number of new

campus companies.

5.50 Because of the difficulties experienced by start-up companies in accessing finance,
their funding needs require specific attention. Enterprise Ireland operates a dedicated
funding package for high-potential start-ups that involves it taking a modest level of
equity participation in new growth and export-oriented enterprises in return for financial
support at the high-risk early stages of company development. Where grant aid of over
€127,000 is provided to such a company, an equity stake of up to ten per cent is taken.
In the buoyant financial climate of the late 1990s, this policy delivered impressive gains.
The return from Enterprise Ireland’s equity portfolio rose from €4.44m. in 1996 to
€14.6m. in 1998 to €34.3m. in 1999 to €101.6m. in 2000 as the agency sold off holdings
in a number of fast-growing high-technology firms. The market outlook for high-tech
firms is now very different, and returns on this scale are unlikely to be seen again. In
2002, in a difficult equity market, Enterprise Ireland realised €12m.from its equity port-
folio. Policy remains committed to the sharing of risk and reward with new high-

potential, export-oriented enterprise.

5.51 Historically, Irish enterprise has suffered from the lack of a developed venture
capital base, and this has hindered the emergence of high potential, high-risk, start-up
businesses. Under the Operational Programme for Industrial Development 1994-1999,
Enterprise Ireland participated with private interests in the establishment of a number of
venture capital funds designed to provide early stage companies and growth-oriented
SME;s with equity capital. Over the period from 1996 to 2000, there were some 214
investments in 101 companies totalling €84.7. Though the funds were successful in their

aims, they were availed of mainly by businesses in the Greater Dublin area.

5.52 A new Seed and Venture Capital Fund Scheme was approved in mid-2001 as one
of the measures to assist indigenous industry under the Productive Sector Operational
Programme of the National Development Plan 2000-06. This Scheme was targeted at
SMEs at early stages of development, smaller investment amounts, sectors which had
experienced difficulty raising finance in the past, and investments with a strong regional

emphasis. Fifteen funds have now been established under the National Development
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Plan which have made €416m. available for investment, to which Enterprise Ireland has
committed €99m. Investments by the funds to December 2002 totalled €40.4m., of
which EI contributed €8.2m. The funds are aimed at start-up and early stage businesses,
with over half of the available monies having a regional or sectoral focus. Those launched

to date include:

e The Seroba BioVentures Fund, a €15m. life sciences fund of which €7.5m is to
be provided by Enterprise Ireland.

¢ The Enterprise Equity Venture Capital Fund, a Galway-based fund of €7m., half
of which is to be supplied by EI, and which is intended to support existing com-

panies and early-stage start-ups in the West and Border counties.

e The Bank of Ireland Kernel Capital Partners Private Equity Fund, a Cork-based
fund of €19m., of which €6.35m is to come from Enterprise Ireland, that will seek

to provide investments in the range of €0.3 to €1.5m to early stage companies.

* The Growcorp European Bioscience Fund, a €25m. fund in which EI has invested
along with Irelandia Investments and PriceWaterhouseCoopers and which is
aimed at investments in the bioscience sector in Ireland, the rest of Europe, and

at US scientists and entrepreneurs seeking to start a business in Ireland.

Strengthening Existing Indigenous Enterprises

5.53 The engagement of the enterprise agencies with established Irish-owned compan-
ies focuses on those with growth plans and potential. In its work with these companies,
Enterprise Ireland and Shannon Development operate on the basis of a well-defined
Business Development Model [BDM]. The Model provides an integrated approach for
the assessment of the needs, development potential, and barriers to growth of client
companies. Each company is allocated a Development Advisor who, in conjunction
with management, works to draw up a development plan aimed at generating increases
in sales, exports, and employment together, where appropriate, with an investment
support package. The enterprise development plans focus on six key business functions

which the Business Development Model sees as critical to enterprise competitiveness

and growth:
* Dbusiness planning; * research and development;
e human resources; * marketing;
* production and operations; + finance.

5.54 Technology and its application are vital to enterprise competitiveness and

development in all sectors of indigenous enterprise, and technology development needs
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to be an integral part of enterprise support. At company level, the development of
research and development capabilities is assisted through R&D grant aid and the com-
petitive Research, Technology and Innovation [RTI] scheme. Enterprise Ireland has
introduced a post of technology development advisor whose job is to work with com-
panies to assist them to identify key technology-related needs and to find and source

solutions to them.

5.55 Under Enterprise Ireland’s Business Plan 1998-2001, the agency’s primary goals
were to increase sales, exports and employment. In its Business Plan 2001-2004, exports
have replaced sales as the key measure of output, while productivity features for the first
time among the agency’s core aims. With the competitiveness of Irish-owned firms
affected by rising domestic costs and under additional threat from currency movements,
it is difficult to overstate the importance of increasing productivity for both the short-
term health and the long-term development of the indigenous enterprise sector. Improv-
ing the export performance of indigenous enterprise is the most effective way of over-
coming the scale limitations of the home market, as well as of improving enterprise
performance through competition with efficient rivals in demanding markets. Increasing
exports and productivity are thus intertwined objectives vital to the future development

of Irish-owned enterprise.

Plan 1998-2001 Plan 2001-04
Sales Exports
Exports Productivity
Employment Employment

5.56  For a substantial part of the indigenous enterprise sector, low productivity remains
the single greatest barrier to long-term growth. The main mechanisms used by the
enterprise agencies to assist companies to improve efficiency and productivity involve
benchmarking and world class manufacturing. Benchmarking is a systematic process for
evaluating company performance in respect of productivity and other measures such as
quality and innovation by means of detailed comparison with the best-performing com-
panies in the sector concerned. World class manufacturing is used to enable companies
to improve productivity through the use of recognised process mechanisms and team-
work. A new competitive scheme has been launched by Enterprise Ireland to provide
financial assistance to companies for measures to improve productivity. The scheme will
be allocated a fixed amount of money, and decisions about the allocation of support to

applicant companies will be determined competitively on the basis of their need and
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potential to raise productivity. Support under the scheme will be conditional on com-
panies setting agreed targets for raising productivity. The following funding limits are

proposed for the scheme.

Table 40: Funding Limits under Enterprise Ireland Competitiveness Scheme
Region Amount
Dublin and Mid-East 25% of eligible project costs to a maximum of €125k
Remainder of South & East 35% of eligible project costs to a maximum of €150k
Border, Midland, & West 45% of eligible project costs to a maximum of €200k

5.57 Though exports by companies supported by the enterprise agencies have
increased in recent years, much of this growth has been in the British and US markets.
Despite the major opportunities offered by the European Single Market, only 34 per
cent of exports by indigenous companies in 2000 went to European Union countries
other than the United Kingdom, compared with 40 per cent to the United Kingdom.
In response to the need to exploit the potential of the European market and to create a
more balanced export portfolio, Enterprise Ireland has undertaken an initiative, Eur-
Opp 2003, to assist companies to enter, or expand activity in, Eurozone markets. The
target for the initiative is to double the number of companies selling in excess of €6.35
(£5m) annually to these markets over a three-year period. In addition to its established
marketing supports, the agency is opening incubator offices in seven European cities
which will be available on short-term lease to companies wishing to build up a presence
in these markets. These will complement its US incubator facilities in New York, Bos-

ton, and Silicon Valley.

5.58 Irish companies can also develop a presence in foreign markets through overseas
acquisitions, developing strategic relationships with enterprises in other countries, and
outsourcing. As outlined in chapter 3, overseas direct investment by Irish firms grew
rapidly over the past decade. The evidence to date suggests that this trend has helped
create new high-skilled jobs at head offices in Ireland and, over time, has the potential
to generate additional benefits through the replacement of exports of finished goods by
exports of high value-added intermediate goods. In the case of goods whose production
can no longer be no carried out competitively in this country, outsourcing to lower-
cost countries may be the only way of preserving the market position — and possibly
ensuring the survival — of Irish firms. Among client companies of Enterprise Ireland,
almost one-sixth have outsourced some operations in the past three years, while a further

one-fifth are considering outsourcing in the future.
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Framework for Support of Indigenous Enterprise

5.59 The Department of Enterprise, Trade and Employment and Enterprise Ireland
have recently undertaken a review of the agency’s programmes and grant support for
individual enterprises. Following the review, revised guidelines governing the package
of financial support payable to individual companies were drawn up, the main features

of which are as follows.

* Future funding for expansions will, with limited exceptions, be directed at projects
intended to increase exports or sub-supply to multi-national companies that

export.

e The funding package will be linked to the projected level of export growth.
Subject to compliance with EU state aid rules, more favourable terms may apply

where companies are diversifying into new markets.

e The highest levels of eligibility for funding will apply to firms in the Border,
Midlands and Western region, intermediate levels to firms in the rest of the South

and East, and the lowest levels to firms in Dublin and the Mid-East.

e All funding will be in the form of preference shares and, subject to specified
exemptions for research and development and human resource development, will
be fully repayable. Where an agreed level of R&D and training is undertaken and
validated, the level of repayment will be reduced by the expenditure on R&D
and training up to specified thresholds. These thresholds will be highest in the
BMW region and lowest in Dublin and the Mid-East.

As 1s apparent, the revised guidelines provide for more favourable treatment of projects
that fit with the strategic goals of increasing exports, raising skill and value levels, and
promoting more balanced regional development. In keeping with European Union state
aid guidelines, they make more favourable provision for spending on R&D and training
because of the policy priority attached to these goods and their public good character.
The revised guidelines also provide for an overall increase in the level of repayability of
financial aid to firms based on the principle of sharing risk and reward between state

and enterprise.

Sectoral Development

5.60 The policy commitment to growth-oriented indigenous enterprise involves a
focus on sectors, as well as companies, with growth potential. In the light of the rapid
expansion of the indigenous software industry over the past decade, Enterprise Ireland
adopted a strategy in 2000 for the development of indigenous international services
companies. This identified four sectors that offered significant opportunities for Ireland

— Informatics (including ICT and software), Digital Media, eBusiness, and Health
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Sciences — and set targets for increases in their sales, exports, and employment in the
period to 2007. In February 2002, the agency launched a strategy aimed at developing
a strong core of entrepreneur-led biotechnology and life sciences enterprises. Its objec-
tive is to increase the number of indigenous biotechnology companies from twenty-
one to sixty and to increase employment from 400 to 1,800 over a four-year period.
Optoelectronics has been identified as a further sector in which this country has well-
established strengths and resources, and which offers good growth prospects for the
future. Enterprise Ireland also sees potential in the stimulation of a photonics cluster and
plans to bring forward proposals to advance this process, including the formation of an
industry association and of networks linking researchers and companies. The Digital
Hub in Dublin is intended to support the development of the digital media industry in

Ireland by generating strong clusters of companies and support services.

5.61 Efforts to build up strong niches in high-tech sectors require close links and co-
operation between the enterprise and higher education sectors. A key policy inter-
vention to encourage technology transfer and strengthen relations between the enterprise
sector and the research community involves the Programmes in Advanced Technology
[PATs]. The Programmes were first established in the late 1980s to meet the need for a
strategic expertise base in a number of key technologies. They have recently been
restructured in order to strengthen their performance and effectiveness. There are now
six PATs engaged in areas of research relevant to indigenous enterprise: AMT Ireland;
BioResearch Ireland; Materials Ireland; Optronics Ireland; Power Electronics Ireland
Technologies; and the Informatics Research Initiatives. The Programmes are based in a
large number of centres throughout third-level institutions and work to help businesses
access new technology, improve the quality and competitiveness of products and pro-
cesses, and move into new higher value activities. The Programme have also generated
a significant amount of new business activity in the form both of joint ventures with

industry and of spin-oft campus companies.

Regional Development
5.62 Enterprise Ireland’s Regional Development Strategy adopted in February 2001

sets four main objectives:

e Developing the competitiveness and export potential of existing regional

businesses;
* Enhancing regional operating environments for business;

* Supporting an increased level of new high potential start-up enterprise in the

regions;

* Facilitating the expansion of companies from Dublin and the Eastern region to

regional locations.
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The targets set by the Strategy for increases in the number of start-ups, new exporters,
and investment projects outside Dublin in the period to 2004 are outlined at table 41

below.

Table 41: Targets of EI Regional Strategy 2001-04

The establishment of 50 new high potential start-up companies outside Dublin;
The expansion of 30 Dublin-based companies into the regions;

Assisting 150 companies from outside Dublin to become first-time exporters;
Making 360 major investment commitments outside the Dublin area;

Committing 30 per cent of EI’s financial supports to projects in the BMW region, an area which

accounts for 20 per cent of the total output of EI’s clients.

5.63 The enterprise agencies are actively engaged in an enabling role at regional level
with local authorities, higher educational bodies, and others aimed at strengthening
regional environments for enterprise. This involves fostering stronger links between new
and established industry in the regions and the universities and institutes of technology,
adopting a pro-active approach to infrastructural development particularly in the area of
telecommunications, and sourcing incubator space for new technology start-ups. In
addition to the Business Incubation Centres being developed in universities and institutes
of technology throughout the country, Enterprise Ireland has launched an initiative
called Webworks aimed at stimulating start-ups in the regions in strategic sectors such as
software and bioinformatics and at encouraging the formation of locally-rooted clusters
in these fields. The Webworks comprise high-quality, regionally-based office facilities
for technology-based companies which will be located close to third-level institutions
and have broadband access or, pending its provision, ISDN. They will also have appro-
priate management and support structures and flexible leasing arrangements. It is envis-
aged that these facilities will provide accommodation for 20-30 large units and 10-15
smaller units, with scope for subsequent expansion. Phase one of the Webworks initiat-
ive involving the development of facilities in Cork, Galway, Waterford, and Sligo is at
an advanced stage, with construction tenders set to issue before the end of 2003. Subject
to a review of its first phase, phase two of the initiative would see the establishment of
facilities in Athlone, Carlow, Dundalk, Letterkenny, and Tralee. Though these initiat-
ives are still in their early stages, there are some encouraging signs. Fledgling IT clusters
have emerged for the first time in the regions, particularly the South West and North
West.

Shannon Development
5.64 Shannon Development was established in 1959 with a mandate to build on the

presence of Shannon Airport in order to develop industry and tourism in the region.
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The airport’s duty-free status was extended to embrace manufacturing industry in an
adjoining designated zone, the Shannon Free Zone [SFZ], thereby creating the world’s
first duty-free industrial zone. The special tax status of this industrial zone is set to expire
in 2003 with the introduction of a general 12.5 per cent rate of corporation tax. In the
decades since its establishment, the scope and geographical spread of Shannon Devel-
opment’s operations has grown steadily. At end-2000, there were around 22,000 people
employed in enterprises supported by the agency; roughly one-third of these were
employed in the SFZ, with the remaining two-thirds based in the wider Shannon region.
In common with other agencies, 2001 and 2002 saw increased job losses and reduced
job gains in companies backed by Shannon Development. Total employment declined
from a peak of 21,972 in 2000 to 20,226 in 2002, a fall of around 8 per cent.

5.65 On the enterprise development side of its remit, the agency now has responsibility
for foreign and indigenous manufacturing and internationally traded services in the Shan-
non Free Zone. Outside the Shannon Free Zone, it has responsibility for indigenous
manufacturing and international services enterprises in the wider Shannon region com-
prising Clare, Limerick, North Tipperary, South Offaly, and North Kerry. Shannon
Development also carries out a range of functions as part of its tourism and regional
development brief, including the management of tourism development and visitor ser-
vices for the Shannon Region and of a number of commercial tourism businesses and
visitor attractions. The scope of this remit marks Shannon Development out from other

enterprise development agencies.

5.66 An independent study of economic, enterprise, and tourism development in the
Shannon region from 1989-1998 found that the enterprise sector had performed well
during this period, particularly in comparison with other regions outside Dublin and the
Mid-East region. Indigenous enterprise in particular had recorded strong growth com-
pared with other parts of the country. Employment in Irish-owned firms had increased
by almost twice the average rate outside the Dublin and the Mid-East, while the rate of
sustained indigenous start-ups was twice that in other regions. The report concluded
that, on the enterprise development side of its brief, Shannon Development had demon-
strated its effectiveness and made a perceptible difterence to the strength of the enterprise

sector in the region.

5.67 The evolution of Shannon Development’s strategy and programmes has followed
a broadly similar course to that of Enterprise Ireland. The agency operates the Business
Development Model used by EI and thus takes an identical approach to indigenous
enterprise development. In recent years, Shannon Development has taken a number of
important initiatives to strengthen the knowledge and skills base in the region and to

improve business infrastructure. These initiatives include:
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* The Shannon Development Knowledge Network which seeks to bring business,
education and innovation together in a number of locations in the region — the
National Technology Park Limerick; Kerry Technology Park; Tipperary Tech-
nology Park; and the Information Age Park Ennis. Each of these centres contains
an Innovations Works incubator facility designed to support emerging knowledge-

based enterprise.

* A partnership with local authorities in the region to improve broadband costs and

access.

* An eBusiness cluster pilot programme aimed at assisting SMEs to develop eBus-

iness capabilities.

* A venture creation system comprising entrepreneurship programmes, business sup-

ports and business mentoring.

V  Micro-Enterprise and the City and County Enterprise Boards

5.68 As noted in chapter 3, there are probably in the region of a quarter of a million
businesses in Ireland at present, the great majority of which are not among the client
base of the mainstream enterprise agencies. This gap in enterprise support structures was
one of the main reasons for the establishment of the City and County Enterprise Boards
[CEBs| in 1993. The aim of the CEBs is to stimulate micro-enterprise and economic
activity at local level through the provision of financial aid and a range of non-financial
supports — principally information, advice, and management training and development.
Because of concerns about displacement and deadweight, restrictions were placed on
the type of projects for which the Boards could provide financial support. Projects
ineligible for financial assistance include retail outlets, mainstream professional services,
and the construction of housing, hotels and guesthouses. In addition to general guide-
lines and criteria such as these, the individual Boards are guided in their work by

Enterprise Plans drawn up in consultation with local interests.

5.69 Typically, the Boards of the CEBs have around fourteen members, including
members of local authorities and representatives of state agencies, the social partners,
and farming and community groups. Applications for financial assistance are assessed by
an Evaluation Sub-Committee which generally has a strong business orientation and
consists of representatives of local businesses, financial institutions, and the state
enterprise agencies. In the initial years of the Boards, the main emphasis was on job
creation and the principal type of support offered was grant aid. Over the course of the
Operational Programme for Local Urban and Rural Development 1994-99, the Boards
provided grant aid of €96.25m. (£75.8m.) to over 9,000 micro-enterprises in respect of

17,400 jobs. As in the case of the other enterprise development agencies, however, the
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marked improvement in the economic and employment situation in the latter part of
the 1990s led to a reconsideration of the Boards’ activities and approaches. Evaluations
of the Boards for the purposes of the Operational Programme for Local Urban and
Rural Development 1994-99, while positive about many aspects of their work, also
raised questions about the provision of grant aid, in particular the significant level of
deadweight found to be associated with it. They also found a degree of overlap and
duplication between the CEBs, the Leader Groups, and the Area Partnerships and sug-
gested that this had led in some cases to competition among the agencies and ‘grant

shopping’ by their clients.

5.70  The micro-enterprise sub-measure of the Local Enterprise Development Oper-
ational Programmes 2000-06 proposed a shift in the Boards’ expenditure from, first,
financial to non-financial (‘soft’) supports aimed at strengthening management capabili-
ties in micro-enterprises and, second, from grant aid to repayable forms of financial

assistance.

* In the period to 2006, the sub-measure will ensure that CEB expenditure on ‘soft’
supports in the South and East region will be similar to that devoted to financial
supports, while in the Border, Midland and Western region it should comprise 75
per cent of it. In 1995, by contrast, CEB expenditure on grants was almost ten

times that on non-financial supports.

* In the South and East region, not less than 35 per cent of financial assistance to
micro-enterprise in the period to 2006 should be repayable, whether in the form
of equity or refundable grants. In the Border, Midland, and Western region, the
repayable element should total 25 per cent over the period. Whereas in 1999, just
over 2 per cent of the monies approved by the Board for micro-enterprise projects

were repayable, the corresponding figure in 2000 was over 17 per cent.

5.71 The increased emphasis on non-financial supports has broadened the scope of the
CEBs’ activities and led to a number of innovative new developments. The Empower
initiative provides eCommerce support, training, and awareness to micro-enterprises,
while the companion web site offers enterprises ready access to a sophisticated platform
for eCommerce, including business-to-business and business-to-consumer sales. An eLe-
arning initiative pioneered by the Boards delivers online, interactive training modules
targeted at the skills and development needs of micro-enterprises. This forms a valuable
supplement to the extensive range of training courses provided by the CEBs. In 2001,
these included courses on subjects such as health and safety in the workplace, manual
and computerised bookkeeping and accounts, basic taxation for the self~employed, sales

and customer care, management development, and the euro changeover. The CEBs are
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also active in a variety of programmes in schools designed to encourage and stimulate

the longer-term development of an enterprise culture.

5.72 It is important to recognise that the work of the City and County Enterprise
Boards is broader than simply providing financial and other supports to small-scale entre-
preneurs. Under both Regional Operational Programmes, the Boards’ activity is viewed
as an influential factor in encouraging rural development. Whether through their work
in running enterprise programmes in schools, promoting the use and benefits of infor-
mation technology in micro-enterprises, or managing specific programmes to encourage
more women to involve themselves in enterprise, the Boards have a distinctive role to
play in building the sustainability of local communities and countering the eftects of

disadvantage.

The City and County Enterprise Boards in the Future

5.73 In the period since their formation, the City and County Enterprise Boards have
filled an undoubted gap in the enterprise support framework. While the bulk of
exchequer funding for enterprise development is rightly allocated to businesses with a
strong growth and export orientation, the great body of small and very small enterprises
throughout the country are an indispensable part of the enterprise sector and merit
appropriate support. In the past, Ireland was not a society or economy noted for a spirit
of enterprise. That now seems to have changed. The progress made by indigenous
enterprises in manufacturing and international services during the 1990s was noted earl-
ier. Most of the large gain in employment recorded over this period came from micro,
small and medium-sized Irish-owned businesses in the services sector. As noted in chap-
ter 4, the evidence suggests that, compared with the majority of other European Union
member states, there has been a high level of new enterprise formation in Ireland in
recent years. The record in fostering female entrepreneurs, however, is less noteworthy.
The National Development Plan 2000-2006 indicated that this imbalance called for
specific positive action initiatives designed to encourage women entrepreneurs. The
City and Country Enterprise Boards now operate programmes designed to encourage
women to form new enterprises and to support those already engaged in running busi-

ness enterprises.

5.74 The micro-enterprises that form the CEBs’ client base continue to suffer from
the resource and management weaknesses and limitations that have traditionally affected
small and very small enterprises. These difficulties have been aggravated by the emerg-
ence of less favourable economic and market conditions since 2000. The Boards have a
vital role to play in catering for this segment of the enterprise sector. This applies partic-
ularly to the provision of advice, information, and skills and management development.

While carefully targeted financial support will continue to be a function of the CEBs,
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its provision must inevitably be constrained both by other demands on scarce resources
and by the need to minimise the inefficient use of such resources through deadweight

and displacement.

5.75 With their dual focus on enterprise and local development, the CEBs have a
particularly important part to play in helping to bring about more balanced regional
development. While, as we have seen, systematic efforts are underway to achieve a
better distribution of very large, large, and medium-sized enterprise throughout the
regions, the infrastructural and other needs of such projects mean that they will tend to
cluster around the existing large urban areas or the proposed new gateway towns and
their associated development hubs. Small and micro-enterprise will remain critically
important consequently for small towns, villages, and rural areas in all parts of the coun-
try. Enterprises of all sizes and types have a key role to play in ensuring that less
developed areas can offer the spread of business, consumer and personal services needed
to sustain vibrant local economies and communities. In time, a minority of these busi-
nesses will grow if the enterprise environment is supportive, and this may in turn stimu-
late the formation of other enterprises. A number of high-potential start-up businesses
now supported by Enterprise Ireland first received backing from County Enterprise
Boards.

5.76 The Boards will continue to encourage and support the establishment of new
micro-enterprises, and the expansion of existing ones, particularly in the less-developed
areas within their boundaries. This involves the provision of information, advice, train-
ing, and in appropriate cases financial support, in order to help these businesses sustain
themselves. As with its eLearning and eCommerce initiatives, the Boards will actively
seek out innovative ways of providing targeted support to their client base. They will
also give priority to identifying micro-enterprises that have the capability and potential
for substantial and sustained growth. The CEBs will assist these businesses to identify
and develop suitable market and product opportunities, and will help them develop the
relations with larger companies, higher educational institutions, venture capital providers
and others needed to provide a platform for expansion. They will liaise with Enterprise
Ireland to ensure that, when such businesses reach the stage of development at which
they are more appropriately dealt with by EI, the transition is smooth and straightforward
for the enterprise. The Boards will also continue to place an emphasis on their work in
schools and communities to encourage and promote a spirit of enterprise. While the
fruits of this work may not be apparent in the short term, it is an important part of the

broader developmental mandate of the Boards.
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