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PREFACE

This report sets out the Council’s conclusions and recommendations on
industrial policies.! 1t represents the fifth and final stage of the Council’s
review of these policies and seeks to bring together the analysis of the
preceding four stages.

The Council set the following objective for the review: "to ensure
that the Irish Government's industrial policy is appropriate to the
creation of an internationally competitive industrial base in Ireland
which will support increased employment and higher living standards’.

The decision to carry out the review was taken in response to a num-
ber of factors including: a Government statement of 2 December 1977,
which stated that appropriate strategies for the expansion of employ-
ment in manufacturing industry similar to the Council’s review of the
agricultural sector could benefit from examination by the Council; the
concern of Council members with regard to the continuing appropriate-
ness of existing policies to meet employment objectives. In 1978 the
Council, commenting on the Government's Green Paper Development
for Full Employment, expressed concern that no major options regard-
ing industrial policy appeared to have been considered. It said:

"“Any review of industrial policy which has as its basis an attempt to
identify means by which the annual level of job creation in manu-
facturing industry would be raised substantially above that achieved
in the past must clearly take a_much broader view than that encom.-
passed by present policies’’.

The first stage of the review, a survey of the relevant literature and
policy changes in Irish industrial policy since the early 1960s, was
prepared by Mr. Eoin J. O'Malley. Mr. O’Malley was, at the time of
writing, at the Institute of Development Studies, University of Sussex.
Mr. O’Malley’s findings are published in NESC Report No. 56.

The second stage was an evaluation of the infrastructural constraints
which hamper existing Irish firms and may act as a barrier to the attrac-

1Following discussions at the Economic Policy Committee, and in the Coungcil, this
report was drafted by Gerry Danaher and Paul Turpin in the Council Secretariat.



tion of new industrial projects to Ireland. The focus of the study was
on physical infrastructure and it was decided to concentrate on three
basic services — roads, telecommunications and water supply. The study
was undertaken by Professor Christopher Foster, Mr. Jim Dorgan, Mr,
Stephen Dewar and Dr. Nick Segal of Coopers and Lybrand Associates.
Their findings are published in NESC Report No. 59.

The third stage was an analysis of the extent and nature of job losses
in manufacturing industry. This study was undertaken by Mr. John
Blackwell of the Resource and Environmental Policies Centre, University
College, Dublin, Mr. Gerard Danaher a member of the Council Secretariat
and Mr. Eoin J. O'Malley. The results of their study are to be published
in NESC Report No. 67.

The fourth background study was an evaluation of existing Irish
industrial policy. This study was undertaken by a team from the Telesis
Consulting Group, led by Mr. Ira Magaziner. The results of their study
are to be published in NESC Report No. 64.

In presenting its own conclusions and recommendations the Council
has concentrated on the broad thrust of policy. The more detailed
analysis and data are presented in the previous four stages.
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SECTION 1
INTRODUCTION

1.1 The provision of employment opportunities for the country’s
labour force and the achievement of higher income levels for the whole
community depends primarily on the development of industry.

1.2 The ability of industry to provide the basis for increased employ-
ment opportunities and rising income will depend, in the first place, on
the development and growth of internationally trading manufacturing
businesses.

1.3 For over twenty years there hasbeen a consistent policy of offering
incentives to indigenous and foreign manufacturing businesses to set up
in the country. Policy statements have emphasised the importance of
indigenous industry. A wide range of programmes have been addressed
to the development of this sector, ranging from new industry grants and
re-equipment grants to a programme to increase the number of native
entrepreneurs in order that there will be an eventual increase in the
number of internationally trading businesses.

1.4 The policy of attracting foreign industry was undertaken in the
realisation that indigenous industry would not provide the number of
employment opportunities sought and that foreign industry would
bring new technologies and new markets for its own output and also
for indigenous suppliers.

1.5 The number of new jobs required to prevent a rise in the numbers
unemployed will be very much higher in the coming decade than pre-
viously. If the percentage of the labour force unemployed is not to
rise further — taking account of the projected growth in the labour
force, a continuing level of job losses in manufacturing industry and a
decline in the numbers in agriculture — the number of new jobs required
outside of agriculture is likely to be in excess of 20,000 per annum, up
to 1991.' A further number of new jobs — of the order of 8,000 per

1The calculations are based on the total labour force projected in NESC Report No. 63
Populstion and Labour Force Projections by County snd Region, 1979- 1991, Tabie 21.
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Table 1

Proportion of Employment in Each Broad Sector, at Mid-April, 1966-1980

1966 1971 1975 1980
Agriculture, forestry and 31.3 259 222 18.9
fishing
Industry 276 30.6 314 32.0
Of which:
Manufacturing 186 203 209 20.9
Services 41.2 435 46.4 491

Source: An Analysis of Job Losses in Irish Manufscturing Industry, NESC Report No. 67.

annum — would allow the percentage of the workforce unemployed to
be reduced to 4 per cent.

1.6 The rate of growth of output in manufacturing industry required
to make progress towards national employment objectives will involve
an increase in the proportion of total employment in that sector. Like
the other developed countries, Ireland has experienced a decline in the
share of the labour force employed in agriculture with an accompanying
growth of the industrial and services sector (Table 1). More advanced
countries such as the Netherlands and Denmark have in recent years
experienced a decline in the percentage employed in industry after
reaching a peak of around 40 per cent. Employment in Irish manu-
facturing industry has yet to exceed one third of total employment
in the economy.

The last twenty-five years

1.7 The rate of growth of the volume of output in manufacturing
industry from 1954 to 1959 was insufficient to generate any employ-
ment increase (Table 2). There was a marked acceleration in the growth
rates of both output and employment in the 1960’s and early 1970's.
Over the 1973-79 period the rate of growth of output remained relatively
high but there was hardly any growth in manufacturing employment
(0.8% per annum).

1.8 Most of the employment increase over the period 1973-80 took
place in foreign-owned firms. Of the total net increase of 27,000 jobs,
only 5,000 were accounted for by indigenous industry. The better
net employment performance of foreign industry is entirely due to the
large number of new inward investment projects, since the incidence of
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Table 2

Average Annual Percentage Growth Rates in the Manufacturing Sector,
Various Sub-Periods, 1953-1980

(Compounded Annually)

Period Volume of Qutput Employment
1954-1959 23 —-0.1
1959-1966 6.2 2.7
1966-1973 7.0 2.1
1973-1979 5.1 0.8

Source: Folder of Irish Economic Statistics: Central Bank of Ireland.

job losses is identical in both indigenous and foreign industry (Table 3).!

1.9 Despite the small net change in indigenous industry employment,
there has been significant structural change as job losses in sectors such
as textiles, clothing and footwear have been balanced by gains in sectors
such as metals and engineering. Further analysis of gains and losses
shows that the losses have been concentrated in those sectors which are
in an internationally trading environment while the gains have been
predominantly in sectors which are either exposed to a limited extent,
or not at all, to international competition.

1.10 Non-food manufactured exports have grown at an annual average
rate of 12% in real terms over the 1970-80 period, There has been a
shift in the destination of total exports with the UK’s share falling from
66% in 1970 to 40% in 1981. The growth in manufactured exports has
been primarily due to the establishment of foreign firms, many of
which manufacture solely for export. In addition, the greater orienta-
tion of foreign firms to markets other than the UK has been largely
responsible for the fall in the share of exports taken by the UK. Indi-
genous industry in contrast to foreign industry has remained primarily
orientated towards the domestic market.

1.11 The overall performance of manufacturing industry, particularly
during the 1970's must be viewed against a background of continuous
State financial incentives to the manufacturing sector. Over the period
1973-80 the total cost of industrial policy more than doubled in real
terms and has been calculated by Telesis to have involved a total dis-
bursement of £2 billion {in 1980f’s) in the form of direct and indirect

1More detailed tables giving employment by sector in indigenous and foreign owned
industry in 1973 and 1980, together with data on job losses, are contained in Appendix 1.
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Table 3
Employment in Indigenous and Foreign Manufacturing Industry 1973 and 1980
Employment |Job losses 1973-80 (a)| Job gains {b) | Net change (c) |Employment
1973 Absolute % (d) Absolute % | Absolute % 1980

Indigenous 158241 47581 30 52823 33 5242 3.3 163483
Foreign 59051 17775 30 39154 66| 21379 36.2 80430
Total 217292 65356 30 91977 42| 26621 12,2 243913
Note {a) Job losses are calculated as in An Analysis of Job Losses in Irish Manufacturing

Industry NESC Report No. 67, The figure excludes losses in firms which
established after 1973.

(b) Job gains are derived by adding job losses to net employment change. It there-
fore includes the employment gain due to firms establishing post 1973 and the
gains due to growth in those firms which existed in 1973,

{c) net employment change is simply the difference between the 1973 and 1980
employment levels.

{d) Percentages are derived using 1973 employment as a base.

Source: 1DA Employment Survey (See Appendix I),

grants." About three-quarters of the total funding was in the for_m of
direct allocations, twelve per cent in the form of debt, and the remainder
in the form of tax forgone from the banking sector.

The approach

1.12 In this report the Council adopts the approach taken by the
Telesis Consulting Group to the analysis of lrish industr\_/ ar;d the
identification of the appropriate objectives of industrial pol|cy_. Two
key aspects of businesses are emphasised — international trading and
complex-factor cost structures.

1.13 The first priority for the country’s industrial policy must b.e the

reduction in the obstacles to the development of indigenous inter-

nationally trading businesses. This type of business provides the ma!n
opportunity for Irish firms to win an increased share of new markets in
Europe and elsewhere. Policies should, therefore, be addresse_d to the
removal of the obstacles which have prevented firms from entering these
markets. These obstacles include an inability to acquire the necessary
business skills or bear the initially high costs of overseas marketing.

1.14 Non-traded businesses are those whose competitive success

'NESC Report No. 64, Chapter 6.

2\bid., Section 1.

depends upon logistics or geographical proximity.! However, this also
means that these businesses are constrained by logistics or geographical
proximity from achieving further gains in existing markets or develop-
ing new markets. Non-traded does not mean that these products are not
entering international trade. For example, some exports to Northern
Ireland or to Britain, while generating valuable export earnings, may be
constrained in achieving further gains in these markets or in developing
new markets by the very factors which ensure their success in these
markets. These businesses, in contrast to the internationally trading
businesses of the previous paragraph, provide only limited opportunities
for increasing employment at growing levels of income.

1.15 Competitiveness is a prerequisite to successful trading. The areas
of competitive advantage will vary between businesses. Traded businesses
are referred to as wage-sensitive businesses when the production methods
and technology are accessible to newly industrialising countries (NICs)
with the result that the levels of remuneration become the key factor in
determining competitiveness.? In general, it will not be possible for Irish
businesses to compete in these areas, given the very much lower wage
levels in developing countries. In businesses where the cost of raw
materials constitutes a large proportion of output, i.e. resource-based
industries, competitiveness may be determined by the quality of the
endowment and the costs of cultivation or extraction.? Ireland, how-
ever, like most developed countries does not possess adequate natural
resources to rely exclusively on resource-based industries. The businesses
which will be able to compete successfully will be based on more com-
plex factors, such as technology, skill levels and organisation. These are
referred to as complex-factor cost businesses. In these businesses the
competitors will have similar or higher labour costs and competitiveness
will be decided by such factors as skill levels, organisation and tech-
nological innovation.

Conclusions to the introduction
1.16 The Council is concerned with the lack of growth in output and
employment in Irish manufacturing industry. The rate of growth in

1The terms traded and non-traded are not used here to indicate whether a product is
traded between countries. A discussion of the terms appears in Appendix 3.

2The term wage-sensitive is used here to describe the type of business referred to by
Telesis as a Jow-wage business. The full Telesis classification of indigenous industry is set out
in Appendix 3.

3Examp|es of resource-based industries are the processing of beef and dairy products.
Payments for farm output typically account for 80 to 90 per cent of the sales value of processed
food products,



output from this sector has provided the basis for some of the increased
employment in other parts of the economy. However, the rate of
growth in manufacturing industry over the last decade would, if main-
tained, lead to a level of job creation far below the employment needs
of the next decade,

1.17 The financial incentives offered to new and existing industries
have not led to a self-sustaining industrial base. There has been an in-
creasing reliance on additional foreign firms for job creation. There has
been a lack of development of internationally trading indigenous firms.

1.18 A strategy for industrial policy in the coming decade must take
into consideration: the additional barriers which indigenous, as against
foreign, firms face in initially entering export markets; the trends in
the labour force; the international competition for mobile investment;
changing opportunities in export markets; and the existence of regional
imbalances within the country.! The expected rate of increase in the
labour force means that the number of jobs required in manufacturing
industry in order to prevent a steep rise in unemployment will be very
much greater than in the past. The competition for international in-
vestment is becoming more intense. This has been accentuated by the
present international recession which has led to reduced overseas in-
vestment emanating from countries such as the USA and increased com-
petition for inward investment from other developed countries. If Irish
exports are to continue to grow rapidly it will not be possible to rely on
the British market to take as large a share of these exports as heretofore.
In addition, the share of the British market accounted for by lIrish

exports is threatened by the increasing penetration of continental
producers.

1.19 In this report the Council emphasises the key role of internationally
trading businesses in the provision and maintenance of employment.
The Council believes that, within this framework, the contribution of
indigenous enterprise should be maximised. The benefits sought from
foreign enterprises should be the direct employment which they pro-
vide, their technology, access to markets and their integration with an
overall strategy for industrial development. The report focusses on the
cost effectiveness of the main government programme for industrial
policy. It notes the need for co-ordinating the provision of physical
infrastructure as well as the integration of education and science and

1The Council's views on the regional aspects of policies have been covered in a series of
reports, already published. It was decided not to specifically address regional issues in the
present report.
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coming years.



SECTION 2
INDIGENOUS INDUSTRY

2.1 In 1980 two thirds of all employment in manufacturing industry
was in indigenous firms. This was a decline from approximately three
quarters at the beginning of the previous decade. The decline in the
share of indigenous firms was due to the more rapid growth of employ-
ment in foreign firms. During the period 1973-80, indigenous firms
accounted for a net employment increase of 5,000 out of a total
employment increase of 27,000.

2.2 In their analysis, Telesis distinguish between resource based and
non-resource based indigenous industry. The Council adheres to this
division in its general views on indigenous industry which follow.,

Resource-based industries

2.3 Resource-based industries are defined as including those firms
where the cost of raw materials constitutes a large proportion of total
cost. The largest resource-based industry in Ireland is food processing,
and the main resource base is the country’s grasslands. There are also
significant minerals, gas and timber resources.

2.4 In this report the Council focusses on manufacturing industry. In
analysing resource-based manufacturing industries, however, it is neces-
sary to consider primary production as the cost and timing of raw
material deliveries to a factory will often dictate the overall com-
petitiveness of final output.

2.5 Approximately one quarter of all employment in manufacturing
industry is in the food, drink and tobacco sectors. In 1980 there were
nearly 50,000 people employed in indigenous firms in these sectors.
This was equivalent to 82 per cent of all employment in these sectors.
The sectors’ share of total exports is estimated to be 37 per cent, and
higher still if exports are considered net of import content.

2.6 The following paragraphs concentrate on beef processing and
dairy products. These two product areas accounted for approximately
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three quarters of all exports of processed food in 1979. The key question
to be answered in analysing these areas, as it is for all resource-based in-
dustries, is the extent to which the primary and manufacturing stages of
production integrate to maximise net output and employment in an
internationally trading environment. The framework suggested by Telesis
in this context is appropriate. They suggest that a co-ordinated approach
to agricultural commodities should have the following basic aims:

— reducing the overall cost of the final product;

— ensuring the final product corresponds to market requirements in
terms of quality and timing of supply;

-- ensuring that all the elements in the chain receive a fair and
stable share of the profits.

In general, they state, good quality and low price are sufficient to en-
sure distribution in overseas markets.

2.7 Telesis point to the lack of development of new products and new
markets as examples of missed opportunities by the food processing
industry. They state that the traditional approach of investing heavily
in the development of the British market has not resulted in generally
better prices for Irish produce. While there has been significant growth
in the volume of EEC cheese production, Irish production developed
unfavourably relative to continental competitors and is almost wholly
concentrated in cheddar.

2.8 Telesis argue that Irish dairy farming practices lead to a serious cost
disadvantage for Irish processors when compared to our EEC com-
petitors. They suggest a number of reasons for this, including the acute
seasonality of production. They estimate that the effects of the season-
ality of production when combined with the low fat content mean that
in order to produce an equivalent amount of butter an Irish processing
plant would require 75 per cent greater capacity than a Dutch plant. In
addition, seasonality is a disadvantage in the marketing of some cheese
products as it may prevent the provision of full-year supply guarantees.

2.9 Telesis suggest that the beef industry is missing opportunities be-
cause of a number of major structural problems in the pattern of supply
from the farming sector. Firstly, the industry is cyclical with consequent
adverse effects on the processing side of the industry, with closures and
lay-offs being typical on the downswing of the cycle. Secondly, the
seasonality of the industry results in poor capacity utilisation and high
storage costs at the processing end. Thirdly, the industry suffers from
uneven quality such that the volume of throughput required to satisfy
quality orders is very large. These problems limit the scope for adding
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value and marketing the final product internationally. Because of this
the processing sector finds it difficult to command price premiums on
international markets and hence is unable to pay premium prices to
farmers. While the EEC pricing and export refund arrangements may
have presently exacerbated this problem the problems referred to above
are the predominant factors in the continued attractiveness of live
cattle exports.

2.10 A counter argument has been put forward, by agricultural interests,
to the Telesis assertion that inefficient farming practices prevent the
country from realising the full income potential of beef and dairy pro-
ducts. In support of this opposing view reference is made to a recent
study of EEC milk prices which showed Irish farmers to be receiving a
lower actual price for their milk than other EEC farmers." A second
point is that Irish dairy products are not notably uncompetitive as they
are disposed of with less resort to the CAP intervention mechanism than
is the case with other EEC states. Thirdly, some recent studies suggest
that the extra costs which would be incurred in reducing seasonality
would be greater than the benefits accruing from it. This research sug-
gests that only particular products, such as cream liquer, could finance
the extra price needed by the farmers to change calving practices.
Finally, it is argued that farmers are price takers who are responding
rationally to existing price levels and relativities. N

Conclusions on agriculture-based industry

2.11 The Council believes that because of present farming practices
the country is not realising the full potential of the beef and dairy
sectors. These practices should be seen as a response to the price and
cost levels facing the Irish farmer. Seasonality is the key problem at the
production stage. In order to make it attractive for farming production
to correspond more closely with the needs of the processing industry it
is necessary for the latter to offer more secure and attractive pricing
arrangements to farmers.

2.12 Overall the Council believes that the size and performance of the
Irish food processing industry over the last decade has been a disappoint-
ment. |t is still highly dependent on the British market. |t has developed
only marginally into new product areas. As a result the industry has
found itself operating with low value-added products and unable to
play a significant role in reducing the highly cyclical and seasonal
patterns of supplies from the agricultural sector.

1Keane M. and Pitts E., A Comparison of Producer Milk Prices in EEC Countries’, An
Foras Taluntais, 1981.
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2.13 The Council believes there is need for better co-ordination between
agricultural production and the processing sectors. It believes that there
has been a lack of emphasis on innovation in new products and markets
while investment in research and development has been low.

2.14 The IDA in a recent report on the agricultural processing industry
argued that:

“companies themselves (as distinct from central marketing boards)
must seek to complement the work of the central boards and develop
a greater awareness of the demands and opportunities in the market-
place. .. and (the IDA) believes that there is a requirement for com-
panies to become directly involved in the marketing of specialised
branded products”.2

2.15 Some representatives of the food industry have argued that more
market research and development undertaken by firms acting individually
will not capitalise on the premium which Irish food products can com-
mand. They argue that what is required is a national food marketing
corporation in the nature of a joint venture between food firms, the
Government and other private interests.

2.16 The Council believes that the Telesis recommendation that more
effort be directed towards the development of an Irish image (with
strict quality standards) for generic products rather than specific com-
pany brand names has great merit. However, it believes there is a need
for more detailed consideration of the precise institutional arrange-
ments which will best achieve this image.

2.17 The Council notes the recent encouraging progress in achieving
thisimage on the German market. In the report, Farm Incomes; Analysis
and Policy the Council recommended the formulation of a detailed plan
of the agricultural sector (including food processing) including output
targets for the major sub-sectors together with an analysis of the means
and incentives required to achieve these targets. For such a plan to be a
success it must consider the development of the food processing industry.

Non-agriculture resource based industry
2.18 In a previous report the Council drew attention to the potential

1On|y 8% of the IDA’s total product and process development funds was taken up by
the food processing industry over the period 1976-80. (A Strategy for the Development of the
Agricultural Processing Industry in Ireland, \DA, June 1982) This is low, particularly when the
industry accounts for 25% of total employment,

2|bid., page 13,
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of the country’'s forests with timber supply projected to grow rapidly
in the 1980s reflecting the afforestation programmes of previous years.
In that report the Council identified the need for a greater degree of
co-ordination in the growing and processing of timber. Telesis state that
the forest products industry is uncompetitive in many areas. In par-
ticular they say that harvesting techniques are inefficient because of
small lot sizes, low mechanisation and lack of organisation. In 1981, a
report published by the IDA set out a programme for development of
the industry.! This included strategies for saw-milling and pulpwood
and also the developments which would be required at the primary pro-
duction stage. The improvement of harvesting technigues was said to be
receiving special attention.

2.19 The other main natural resource areas referred to by Telesis are
minerals, gas and deepwater ports. They doubt whether a zinc smelter
would ever be a competitive proposition in Ireland. An Irish smelter
would be competing against plants of larger scale, with lower energy
costs and lower delivery costs to customers. Telesis also questions
whether natural gas from Kinsale is being used in the most cost effec-
tive manner. The use of natural gas to produce products which are
internationally traded means that the markets for those products are
vulnerable to competitors such as Middle-East oil-producers for whom
the opportunity cost of natural gas is very much lower.

2.20 On a number of previous occasions the Council has discussed the
effective exploitation of the country’s natural resources.? A common
theme has been the objective of integrating primary production with
the needs of a competitive processing industry. It is generally not pos-
sible for a processor to be commercially viable against competitors who
have a significant advantage in the cost of raw materials. The relatively
small scale and late development of modern production methods have
compounded the disadvantages facing Irish producers. Policies to ensure
a co-ordinated approach to the development of these sectors are neces-
sary. In order to be successful such policies must take into account
present and future market requirements and the right of all elements in
the production chain to share in the profits. The report on the timber
industry published by the IDA, and which involved consultation with
main parties affected, was an example of a valuable contribution to
policy for a resource based industry.

1Dawlcu:ling the Irish Timber Industry for the 80’s, IDA, 1981.

2NESC, Report No. 46 /rish Forestry Policies, Report No. 60 Minerals Policy. The

Council is in the course of preparing a report on energy policy which will discuss natural
energy sources.

12

Indigenous manufacturing industry (non-resource-based)

2.21 In their analysis of indigenous manufacturing industry Telesis
classify existing businesses as traded or non-traded . They further divide
the traded businesses between low wage businesses and complex factor
cost businesses. While each of these three groups represents a valuable
source of employment it is only through the development of the final
group of businesses that a country can ensure long-term increasing levels
of income and employment.

2.22 A rough distinction between predominantly traded and non-
traded firms suggests that there has been limited success in the develop-
ment of indigenous trading companies. Telesis estimate that between
1970 and 1980 there was a decline of nearly 20,000 jobs in indigenous
traded industry.2 During the same period employment in non-traded
businesses increased by nearly 12,000. This growth in employment has
been based on domestic demand and does not provide the basis for
long-term income growth.3 They state that mainly non-trading businesses
such as cement, packaging and civil engineering account for the major
part of Ireland’s large manufacturing companies.

2.23 The level of linkages with foreign-owned firms has been low. The
percentage of their purchases within Ireland has risen little over time.
Very few examples exist of successful companies in traded skilled sub-
supply businesses. There are valuable opportunities for indigenous in-
dustry in better exploiting the market provided by foreign-owned firms,
and expanding current industries to serve markets beyond Ireland and
the United Kingdom.

2.24 Indigenous firms export 30 per cent of their production, com-
pared to 75 per cent for foreign-owned firms. Almost three quarters
of the former’s exports are to the United Kingdom. The limited num-
ber of internationally trading indigenous companies, the small size of
their individual sales abroad and their dependence on the UK market
where they are likely to face increased competition, is an indication of
the challenge faced in developing these businesses.

2.25 About 1,300 indigenous companies have been created since 1973,
giving a total employment of 22,000 in 1980. The barriers to the develop-
1For a discussion of these terms see Appendix 3.

2The indigenous resource-based industries — Food, Drink and Tobacco and Mining are
excluded from these figures.

3The growth of demand over this period originated primarily from overseas firms,
agricultural investment and infrastructural investment.
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ment of these and other indigenous firms into internationally trading
businesses are the resources required to sustain long-term investments
in product design, marketing, and distribution; adequate skill levels;
and company organisation. While there is no one appropriate size for a
firm, Telesis argue that the investment and skill barriers to becoming

successful international businesses cannot be surmounted by many of
the small firms now existing.

2.26 This has far-reaching implications for Ireland’s industrial organisa-
tion. The consultants argue that the successful development of inter-
national businesses is not simply a function of "the right man with the
right idea”. Apart from the few success stories of entrepreneurs return-
ing to Ireland with technical knowledge and application engineering,
there has been limited development of purely Irish-grown new product
ideas in international markets. Most successes in local and international
new businesses have required some form of continuing State support
from public procurement or otherwise or the direct transfer of skills
from abroad.

Policies for indigenous industry

2.27 The importance of developing indigenous industries is recog-
nised by a number of countries which have industrialised rapidly.
Telesis state that no country has succeeded in developing high levels
of industrial income without developing a strong indigenous sector.
This is particularly true for small countries: Sweden, Holland, Denmark,
Austria, Switzerland and Finland all have strong home-based exporting
industries. Even Belgium, which has relied more heavily on foreign-

owned companies than these others, still has a group of strong indigenous
companies in traded businesses.

2.28 Indigenous industries, which are successfully trading internation-
ally, are more likely to embody the range of functions which will pro-
vide the basis for sustained employment at rising levels of incomes.
Whereas there are a number of reasons why foreign firms may not
place key parts of their businesses in Ireland, the situation is different
for indigenous firms. The latter are more likely, whether through a
greater commitment to the country or less opportunities for trans-
ferring functions overseas, to have self-sustaining operations located
within the country combined with greater integration into the eco-
nomy. An excessive reliance on foreign industry also leads to an in-
creased dependence on events outside national control. It increases the
country’s vulnerability to decisions taken outside the country without
regard for their effects in Ireland. However, the successful development
of internationally trading indigenous firms has proved, in the past, to
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be an elusive objective. In the following paragraphs there is a discussion
of five recommendations made by Telesis and following that the
Council’'s own recommendations on the development of indigenous
industry.

2.29 Firstly, Telesis recommend that a greater proportion of the gov-
ernment budget for industrial development should be committed to
promoting indigenous internationally trading businesses. They recom-
mend a goal of raising the proportion of funds allocated to indigenous
export or skilled sub-supply firms from less than 40 per cent over the
past 10 years to 50 per cent by 1985 and 75 per cent by 1990. Second,
capital grants and tax-based lending should not be directed towards non-
traded business {(whether indigenous or foreign-owned}, except in the
case of high-skilled sub-supply business. Third, more emphasis should
be put on the strength and structure necessary for a company to succeed
in the international market place after it has been created. Fourth, the
consultants recommend greater emphasis in addressing specific cost
penalties and that an additional set of grants should be introduced for
this purpose. Eifth, consideration should be given to the further use of
loans, loan guarantees and other financial instruments to reduce cost
outlays by the State on industrial development and to encourage the
participation of large indigenous companies or financial institutions in
projects.

2.30 The consultant’s first recommendation to set an explicit goal for
an increased proportion of funds for indigenous industry is based on
the fact that despite policy statements attaching priority to indigenous
industry the budget allocation by the |DA to this sector has not reflected
this priority.

2.31 With regard to their second recommendation the consultants
believe that the present budget allocations to indigenous industry
should be changed to reflect the main priority areas. They contend
that a major portion of IDA funding for indigenous industry has gone
to non-traded businesses. For the period 1970-79 an estimated 56 per
cent of total re-equipment grants to indigenous industries were paid to
non-traded businesses. In addition, they argue that despite a commit-
ment to the development of sub-supply companies, this policy has
not been systematically pursued. Whereas the Project ldentification
Unit of the IDA identifies opportunities, there is no proper follow-up
to ensure that competitive sub-suppliers can grow over time and become
successful. Grant payments under the IDA New and Small Industries
Programmes to sub-supply businesses accounted for 23 per cent of total
payments during the period 1970-79. The remainder was paid to
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finished goods manufacturers.

2.32 Recent policies have increasingly emphasised the development of
small businesses with the objective of increasing employment, and
strengthening the industrial base. There is an increasing concentration
by State agencies on the development of small firms. The present
approach by the IDA to small industry promotion, is in two stages.
First, a general effort is directed at substantially increasing the popula-
tion of business entrepreneurs! Second, it is endeavoured to identify
and support the stronger companies that emerge from this first phase
and, over time, build up their operations to the standards required for
international trading.

2.33 Telesis argue that many of the small businesses presently being
created do not have the strength and structures to develop into the
type of internationally trading businesses which will form the basis of
successful future industrial development. Firms employing less than 30
people account for 20% of employment in indigenous industry and 70%
of the firms. The consultants believe that too much reliance on the
present approach, given the number of companies involved, will lead
to ever-expanding government agencies seeking to compensate for the
perceived deficiencies in the abilities of small companies to perform
certain functions. They therefore recommend a more structured approach
which would focus on building competences within companies. They
refer to this as a “"hands on” approach which stresses the building of
fewer but larger companies with strong internal capabilities and large
trade potential. This approach could only be undertaken in a selected
number of cases and it is not proposed as a substitute for the develop-
ment of small businesses. It is expected that it would make job creation
in these businesses initially more expensive, but to result in more
successful companies and a reduction in the present rate of job losses
in indigenous firms.

2.34 As regards the fourth recommendation the consultants criticise
the extent to which capital grants are used on the grounds that except
in a few cases, they do not address the key competitive cost problems
faced by many indigenous companies. They recommend greater reliance
on more specific grants to support investments such as product and pro-
cess technology, overseas marketing, skill development and applications
engineering.

1Programmes which have been used to increase the number of business entrepreneurs
include the Smali Industry, Project Identification and Enterprise Development Programmes.
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2.35 Finally, the consultants recommend consideration of the further
use for particular projects of loans, loan guarantees and other financial
instruments for both foreign and indigenous owned firms. Loan guaran-
tees could be used in lieu of capital grants to reduce cash outlays of
the State and to encourage the participation of large indigenous com-
panies or financial institutions in projects.

Conclusions on indigenous industry

2.36 In the following paragraphs the Council lists a number of recom-
mendations designed to increase the effectiveness of policies for indi-
genous industry. The objectives embodied in these recommendations
would assist the Minister for Industry and Energy in controlling the
broad thrust of industrial strategy while not inhibiting the tactical
flexibility required by the implementing agencies. In its recommenda-
tions the Council emphasises the development of indigenous industry.
It will not be possible to achieve the country’s goal for employment
and income growth without a strong base of indigenous industries. The
Council also believes that the attraction of foreign firms will continue
to be an important aspect of the country’s industrial policy and dis-
cusses their role in a later section.

2.37 The Council recommends:

(i) greater priority should be given to the development of indi-
genous trading industry. Increasing the proportion of re-
sources allocated to indigenous trading industry will have to
be based on economic criteria and will depend on the avail-
ability of projects;

(i) the programmes for the development of indigenous industry
should be designed to aid the establishment of structurally
strong trading businesses. The approach suggested by the con-
sultants should be tested on a pilot basis and the results
monitored carefully; -

(iii) State assistance should not be afforded to non-traded businesses
except in cases where firms are competing on export markets,
competing directly with imports or providing skilled sub-
supplies to internationally trading businesses;!

(iv) there should be greater concentration in the payment of grants
on the specific cost penalties facing internationally trading
businesses;

(v) the relevant agencies should prepare proposals for the use of

licTu representatives disagree with this recommendation. They consider that only in
exceptional circumstances should state assistance be afforded to non-traded businesses such as
sub-supply to internationally trading businesses.
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loan guarantees and other financial instruments in the indus-
trial development effort.

The Council also refers to the need for the integration of industrial
policies with other policies for economic and social development.

2.38 The development of indigenous industry is a goal of Irish industrial
policy which commands wide support. The Council agrees with the
thrust of the arguments of Telesis on this point. The IDA has stated its
policy as maximising the contribution of indigenous industry to their
job creation targets and to bridge the gap between this and total require-
ments with overseas investment. The Council believes that the present
approach to small industry development has led and will continue to
lead to the development of a number of notable exporting companies.
It is concerned, however, that the successful companies may be the
exceptions. There is a need to complement the present approach to
overcome an apparent shortage of viable projects in order to ensure
more successes in this area. It is with regard to the factors inhibiting the
growth of firms into successful exporting businesses, rather than their
initial establishment, that the need for new policies arises.

2.39 A necessary condition which must be met by most indigenous
companies breaking into export markets is the achievement of a mini-
mum scale of operation. Other key factors will include heavy overseas
marketing costs, skill development and product and process develop-
ment.! The provision of incentives to help firms overcome these
obstacles to growth will increase the cost of incentives for some com-
panies in the short term but would result in savings overall through the
establishment of self-sustaining exporting companies. The potential
benefits from securing greater linkages with foreign firms is addressed
in Section 3. Public procurement policies should also be of such a nature
as to assist new product development and new technology-based firm
start-ups. The consultants’ recommendation for greater selectivity in
grant payments to address specific cost penalties is discussed below.

2.40 The second recommendation — the building of structurally strong
indigenously trading companies — is closely related to the discussion of
the need for increased priority to indigenous industry. The consultants
suggest a five stage approach which would focus on building competences
within companies and making sure the companies have the functions

1A recent research project undertaken by the NBST has shown that among small manu-
facturing firms there is a strong correlation between innovation and growth {in employment
and output). Innovation in Small Manufacturing Firms, NBST, 1982,

18

and organisation to meet all competitive challenges.! The Council
believes that the consultant’s proposals merit serious consideration and
recommends that a scheme along these lines should be tested on a pilot
basis.

2.41 In examining the ways of setting up the structures necessary for
new companies the Council believes that there should also be considera-
tion of the role of the large Irish manufacturing companies and the
feasibility of a "development company”. The former proposal recog-
nises that many of the country’s largest and most profitable companies
are in predominantly non-traded industries. These companies employ
many of the best managers in the country. They have generally expanded
in their own specialist areas, through increased investment at home or
abroad. The Council believes that policies, such as increased priority to
trading businesses, should be designed to encourage these companies
to place a greater emphasis on developing internationally trading
businesses. It agrees with the consultants’ suggestions for a more active
dialogue between government policy makers (not only the development
agencies) and large companies about investment plans, and developing
mechanisms for the government to favour certain types of investments
over others. The "development company” proposal is for an organisa-
tion that would acquire the technical, marketing and managerial staff
needed for an internationally trading company but would sub-contract
to independent manufacturers. This type of organisation would seek to
compensate for the weaknesses in fragmented industries such as light
engineering.?

2.42 The Council’s recommendations on priority for internationally
trading indigenous industry would involve an end to direct support for
non-traded business, with the exceptions noted in paragraph 2.37
(iii) above. Telesis estimate that during the period 1970-79 some 56
per cent of grant payments under the IDA’s Re-equipment Programme
and 28 per cent of grants under the New and Small Industries Pro-
grammes went to non-traded businesses generally.

1The five stages suggested are: establish a corporate shell, devise incentives to ensure
long-term competitiveness, carry out competitiveness analysis, use State advisory agencies in
early stages only, rationalisation of companies (NESC, Report No, 64, Page 232-234).

2A specific proposal to consider the establishment of an Agricultural Machinery Develop-
ment Company was made in the report, A Review of the Irish Agricultural Machinery Industry
(IDA/NBST, March 1982). The organisation suggested would have design, development and
market capability but no manufacturing capability of its own. Instead, it would use the manu-
facturing capacity of other agricultural machinery and mechanical engineering firms as sub-
contractors. In this way, the company would introduce to the industry those parts of the
commercial process in which the industry is currently weakest while utilising that part where
it does have capability.
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2.43 The Council’s belief that most non-traded businesses generally
should not qualify for grant aid is based upon two factors:

(i) non-traded businesses, given the nature or their competitve
advantage (ie. a transport/logistic cost advantage), will not
develop into internationally trading businesses, the develop-
ment of which is the primary objective of industrial policy;

(ii) the very nature of these businesses means that they enjoy a
specific cost advantage, largely protecting them from foreign
competition and are therefore likely to be undertaken even
without the provision of grant aid.’

2.44 A framework to distinguish between traded and non-traded
businesses is necessary to the successful implementation of the Council
recommendation. The Telesis analysis suggests that the present controls
on State assistance have allowed too much flexibility leading to an
excessive blurring of the distinction between traded and non-traded
businesses. Appendix 3 of this report discusses guidelines on how the
distinction might be made. While the operation of such a distinction
will depend on the circumstances of specific projects, the Council
believes that the overall impact should be a significantly different
distribution of funding to the situation as described for previous years.

2.45 The development of competitive high skill sub supply companies
is an important requirement for the country’s industrial development.
The lack of such companies in Ireland has meant that the market pro-
vided by the foreign companies has not been successfully exploited. The
Council agrees with Telesis on the need for a systematic programme for
the development of such sub-supply companies. In the past the impor-
tance of these sub-supply firms has not been reflected in the grant
allocations. Telesis show that less than half of grant payments to indi-
genous companies under the New and Small Industries Programmes went
to sub-supply projects which were internationally traded or competing
directly with imports.

2.46 The fourth recommendation — a greater emphasis on addressing
the specific cost penalties faced by internationally trading businesses —
would involve a reduction in the amount of incentives paid in capital
grants. The straight capital grant has many advantages including adminis-
trative clarity. On the other hand there are many other barriers to com-
pany development apart from financing fixed asset investments.? It is

1Non-traded businesses would continue to benefit from the 10% corporation tax for
manufacturing industry.

2Telesis, referring to the desirability of developing ‘“knowledge intensive’ industries
state that capital grants distort the allocation of resources away from these industries and
into capital intensive businesses.
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desirable, for example, that incentives should encourage firms to under-
take overseas marketing, develop linkages with local manufacturers and
raise skill levels. The Council believes that grants to overcome specific
cost penalties such as these should be increased relative to general
capital grants. The actual implementation of this approach, including
the compatability of grant incentives for addressing specific cost
penalties with certain international obligations, would involve examina-
tion by Government officials.

2.47 The successful implementation of the fifth recommendation — a
greater reliance on financial instruments other than capital grants —
would lead to a reduction in cash outlays by the State and a more
finely tuned package of incentives. The Council believes that loans and
other financial instruments (excluding outright grants) might be used
to a greater degree by the State in funding industrial development.
Such instruments could be used in replacement, or part replacement,
for capital grants, and experience in other countries shows that assist-
ance in these forms is highly acceptable. Furthermore, where significant
State assistance is being provided, particularly in expansion or re-
equipment cases, the State should in appropriate cases, seek to obtain
fully paid equity, or other forms of return as a quid pro quo for such
assistance. The provision of State assistance in the form of reimbursable
equity as operated in France is one proposal which should be considered
in terms of its applicability and acceptability. Funds provided by the
State to companies in this way would not be considered as equity in
the control sense but would be recognised as permanent capital by
finance institutions in providing loans to the company. These loans

would be repayable after several years and would bear interest paid out
of profits only.

2.48 Finally with regard to technology the Council believes that indus-
trial policy should identify market niches where indigenous expertise
should be concentrated. New high technology indigenous firms in
manufacturing and services hold significant potential for contributing
in the medium term to employment and growth. In Section 8 the
Council refers to the need for close integration of policies for educa-
tion, science and technology with industrial policies.
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SECTION 3
FOREIGN-OWNED INDUSTRY

3.1 There has been a consistent policy of attracting foreign firms to
establish in Ireland to add to the level of job creation by firms existing
in the country since the latter half of the 1950s. Foreign firms have
been the main source of growth in net employment and manufactured
exports over this period. The policy of attracting these firms reflected
the belief that indigenous industry would not provide new jobs at a
level commensurate with desired objectives. In addition to supporting
the achievement of job creation objectives, foreign firms were seen as
a means of bringingimprovements in the balance of payments and other
benefits into the country, such as new technologies, high-skilled employ-
ment, overseas marketing networks and linkages with existing firms.

3.2 Foreign owned firms accounted for approximately 80 per cent of
the total increase in manufacturing employment in the period 1973-80.
During the same period the share of total manufacturing employment
accounted for by foreign firms increased from 27 per cent to 34 per
cent. The new foreign firms were largely export oriented. In 1979
foreign firms accounted for approximately 70 per cent of manufactured
exports. This underlines the significance of foreign industry given the
primary role of exporting companies in the country’s future industrial
development.

3.3 The Telesis evaluation of the contribution of foreign industry to
Ireland’s future industrial development seeks to answer two questions.
Firstly, how long will the job last? Second, will the jobs support rising
industrial incomes? The ability of foreign-owned firms to support
higher income levels depends on several factors: whether low wages are
a key factor to their success; the skill requirements; the location of key
business functions; linkages to indigenous suppliers.

3.4 In their analysis of existing foreign firms in lreland the consultants
focussed on the engineering sector as this represents the greatest share
of current employment and project approvals. Job approvals in this
sector, which includes electrical and mechanical engineering, represented
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57 per cent of all IDA job approvals in 1978-80. in December 1980 the
electronics industry employed 10,000 people. It has been estimated by
the IDA that there will be employment for 25,000 people in the in-
dustry in 1985. The consultants also analysed the chemical and pharma-
ceutical sector which has accounted for a major share of US investment
in Irish manufacturing industry.

3.6 There are now about 70 multi-national companies in the Irish
electronics industry. The key competitive factors which determine the
success of electronics companies differ between product areas. Telesis
state, however, “of the 60 companies we surveyed, none have a truly
stand-alone operation in Ireland which embodies the key competitive
elements of the company’s business”. They also say that there has been
limited skill development in the industry in Ireland and the industry
has failed to provide an opportunity for significant sub-supply linkages.
It is their view that the electronics industry ranks well for viability in
the near future, but has not so far provided the basis for movements
towards higher value added businesses. At present levels of skill develop-
ment and linkages the industry’s long-term future is threatened.

3.6 The Telesis view of mechanical engineering companies was that
most of the companies were of the sort commonly found in newly
industrialising countries. The companies which did employ skilled
labour or embodied independent design operations were constrained
by availability of skilled workers and quality of local component
suppliers.

3.7 In 1979 the chemical and pharmaceutical industry represented 56
per cent of total investment and 68 per cent of income earned by US
companies in Ireland. The specialised and often patentable nature of
products in this sector gives rise to high profitability. Telesis state that
the main attractions for these companies to operate in Ireland are the
tax incentives offered and any adverse changes in the present tax pro-
visions could cause a number of these operations to close.

3.8 In their analysis of all foreign industries the consultants sought to
identify the reasons for the original decision to locate in lreland. A
company will typically invest overseas for one or more of the following
reasons: access to a market, access to skills, access to raw materials,
cost advantages. Most of the companies which decide to invest in
Ireland will be doing so as part of an overall strategy to have access to
European markets. Examples of cost advantages would be low labour
costs, tax concessions and other financial incentives. It is the con-
sultants’ view that most companies came to Ireland because of low
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taxation and also to avoid EEC tariffs, to benefit from relatively low
wage rates and high investment grants. They believe that the future
rate of job losses in these companies is likely to be at a similar rate to
that of the last decade and they question whether the new foreign-
owned industries will provide the basis for a more sophisticated indus-
trial structure and rising industrial incomes.

Conclusions

3.9 In the light of the limited progress made in developing indigenous
industry, the Council is of the view that the attraction of new foreign
firms will of necessity continue to be an important part of Ireland’s
industrial strategy but that the ground rules for their attraction should
be carefully re-evaluated in terms of their contribution to Ireland’s
industrial structure and the cost of attracting them to {reland. In part-
icular, such an evaluation should concentrate on: the longer terms pros-
pects for the employment created; the location of key functions such
asresearch, marketing and purchasing in Ireland; linkage with indigenous
manufacturing companies.

3.10 The Council is concerned with the low level of linkages between
foreign and indigenous firms identified by Telesis and accepts that there
is scope for greater benefits in this area. Ensuring the maximum benefits
from foreign firms will depend on the strengthening of indigenous sub-
supply firms, greater emphasis on attracting the desirable characteristics
of foreign industry and a systematic approach to developing linkages
between foreign and indigenous firms. The Council welcomes the recent
launch by the IDA of a linkages programme which is designed to sys-
tematically improve on the present position and believes that the results
from the first six months operation of this programme will be an impor-
tant source of information to policy makers.

3.11 An important spin-off from attracting foreign firms is the transfer
of new technologies into the country. It is clear, however, that the
establishment of part of the operations of a firm which has an important
technological lead does not ensure a significant transfer of that tech-
nology into Ireland. In many cases the new subsidiary will only receive
part of the production process, such as final assembly and thus will not
have the skill-intensive stages of product and process development. The
Council agrees with Telesis that it is desirable to design incentive packages
more specifically to attracting the key parts of foreign businesses to
establish here. The Council believes that there must be a close integra-
tion of publicly financed science and technology programmes with
industrial policies in order to ensure a science and technology infra-
structure which will facilitate industrial development generally.
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3.12 Without a continuing inflow of new foreign projects there would
be a serious deterioration in the rate of job creation. The Council
believes that in the present employment situation the country must
continue to promote companies which do not meet the highest criteria.
In this report the Council is recommending greater priority to the
development of indigenous trading industry and sets out the type of
policies necessary to support the establishment of such businesses. Even
allowing for the implementation of the policies recommended it is not
realistic, in present circumstances, to expect job creation targets to be
met from indigenous industry alone. A further consideration which
must be taken into account in any proposal for greater selectivity of
incentives to foreign industry is the possibility of projects which may
be, initially, unsophisticated assembly plants developing more specialist
key functions after some time operating in the country.

3.13 It would be wrong to exaggerate the benefits likely to accrue from
many subsidiaries of large companies with headquarters outside Ireland.
The behaviour of these companies will be dictated by the strategy they
implement to grow and profit in the international market place. The
reason why companies might not place key parts of their business in
Ireland include: applications engineering and marketing functions are
often best performed near large concentrations of customers; certain
R+D will be centralised to reduce the risk of it spinning off to com-
petitors; a low tax system reduces the opportunities to use tax con-
cessions to encourage firms to incur marketingand engineering expenses.

The actual cost and type of incentives used to attract foreign firms are
discussed in a later section.
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SECTION 4
COST OF INDUSTRIAL POLICY

4.1 The average direct grant cost (excluding re-equipment grants) per
job created under the new and small industry grant programmes is
similar for both indigenous and foreign industry at slightly over £4,000
in 1980 prices (Table 4)." However, the grant cost per job sustained of
£12,640 in indigenous industry, is significantly higher than the equi-
valent figure of £7,413 in foreign industry. The difference between the
cost per job created and the cost per job sustained is due to the fact
that many of the jobs created were subsequently lost. in the case of
indigenous grant-aided industry 31,200 jobs were created over the
period 1973-79 but only 10,300 still existed at the end of the period,
i.e. 67% of the jobs which were created were subsequently lost. The
corresponding figure for foreign grant aided industry was 43%.2

4.2 The high rate of loss is due to a number of factors not all of which
are under domestic control. However, the Council has already pointed
out in Section 2 that one of the reasons, particularly in the case of indi-
genous industry, is that insufficient attention is being paid to the struc-
ture necessary for a company to remain viable. In this section the
Council discusses the grant cost per sustainable job in internationally
mobile projects.

4.3 A comparison carried out by Telesis of the package of incentives
offered to new industry by the Republic of Ireland with those in
Northern Ireland, Scotland, Spain, France and Germany indicates that
the incentive package in the Republic for a large project is comparable

1This refers only to direct grant payments excluding re-equipment grants under the new
and small industry grant programmes. Other expenditures by the State such as interest subsidies,
taxes foregone etc. are not included in the grant cost.

2Where a firm is divided into @ number of parts, one of which receives a new industry
grant for a major expansion and where employment in a non grant aided part of the firm is
falling then the use of total employment in the firm will not accurately reflect the increase in
employment attributable to grant aid and hence will over-estimate the grant cost per sustainable
job. This consideration is unlikely to unduly distort the grant cost per job figures.
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Table 4

Grant Cost Per Job in New (a} Indigenous and Foreign Industry {(b)

Indigenous Industry 1973-79

£m (000s) 1980 Prices
1980 Prices
Grants approved Jobs approved Approved grant cost per job
2826 61.6 £4,587
Grants paid Jobs created (c) Grant cost/job created
130.2 31.2'¢ £4,173
Jobs sustained Grant cost/job sustained (d)
10.3 £12,640
Foreign Industry 1973-80
Grants approved Jobs approved Approved grant cost per job
8442 101.0 £8,3568
Grants paid Jobs created () Grant cost/job created
177.3 421'¢ £4,211
Jobs sustained Grant cost/job sustained (d)
239 £7,413

(a)  Including major expansions and small industry,

(b) These figures refer only to direct grant payments excluding re-equipment grants. Interest
subsidies, taxes foregone, accelerated depreciation and tax based lending etc. are not
included,

(c) These figures are derived by applying the ratio of jobs created to jobs approved in Exhibit
8.1 and the footnote on page 220 of NESC Report No. 64,

(d) By converting total new industry grant payments over the period 1952-79 into 1980 prices
and dividing by new industry employment in 1980, the grant cost per job is £5,420. Data
is not sufficient at present to fully investigate the reasons for the difference in these two
figures. Initially it appears to result from using different time frames.

Source: NESC Report No. 64.

to Northern Ireland, and substantially larger than for other countries,
while for the smaller project Ireland offers considerably higher incentives
than all other countries.” This comparison assumes that the maximum
incentives possible are given in each case.

4.4 A comparison with Scotland using average incentives shows the
Irish incentive levels to be greater, the margin being higher than in the
case of the maximum incentives. Ireland’s incentive levels for a small
industry sized investment or a highly capital intensive project are lower

1A large project is defined as a project with fixed assets per job of £29,000 and pro-
jected employment of over 1,000. A smaller project is one with fixed assets of £15,000 per
job and projected employment of approximately 80.
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than those of Northern Ireland for both projectsand lower than Scotland
and Spain for the capital intensive project.

4.5 The value of the incentive packages are arrived at by discounting
the value to the investing firm of all the incentives received over a five
year period for each job created in the project. Since Ireland’s incentive
package contains the very low 10% corporation tax rate guaranteed up
to the year 2000 this method of calculating the value of the incentive
package under-estimates Ireland’s incentive levels.

4.6 When compared to the newly industrialising countries of Singapore
and Puerto Rico, two potential sites for similar types of foreign invest-
ment, Ireland’s incentive scheme appears generous. Ireland is the only
one of the three with an unconditionally low tax rate and also the only
one which has a scheme of capital incentives and tax-based lending.

4.7 It may be that because of Ireland’s specific circumstances, for
example: relatively under-developed infrastructure, isolated location;
and small home market relative to competitors for mobile investment
higher levels of incentives are necessary to attract foreign companies. !
The extent of the premium required is uncertain and will vary depending
on the factors most important to the investor. However many of the
countries competing with Ireland have similar disadvantages. Many of
these disadvantages are characteristic of countries at an early stage in
industrialisation. As industrialisation proceeds the infrastructure be-
comes more developed and the education system is adapted to deliver
skills appropriate to the industrialisation process. In Ireland’s case, the
small home market disadvantage is offset by access to EEC markets,
although this is also the case of the other countries examined for the

comparison of incentives with the exception of Singapore and Puerto
Rico.

Ireland’s share of foreign investment

4.8 If incentives tend only to reflect the degree of cost disadvantage
for companies locating abroad, incentive comparisons in isolation are
of little use since they would only reflect relative cost disadvantages
between countries. It is therefore necessary to supplement the incen-
tive comparisons with information on the share of mobile foreign in-
vestment being won by any country.

1It was concluded in NESC No. 59 that while Ireland’s infrastructure did not con-

stitute @ bottleneck to industrial development, it could be a reason for higher grant levels than
would otherwise be the case.
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4.9 In any attempt to quantify Ireland’s share of foreign investment it
is necessary to carefully define the market in which Ireland is compet-
ing. Ireland is unlikely to be a potential location for all foreign invest-
ment in Europe. For example some multinational companies may be
establishing subsidiaries abroad in order to take advantage of some raw
material which is not available in Ireland. In addition many projects
may not be considered suitable by the promotional agency of a poten-
tial recipient country and hence may not be sought. Telesis undertook
a study based on a limited number of countries which are important
competitors for foreign investment in Europe. This study related to
greenfield projects of foreign firms which located in Ireland, Wales,
Scotland and Northern Ireland in 1978 and 1979. Eighty per cent of
these projects located in Ireland.

Consequences of reducing grant levels _
4.10 With regard to the level of grants offered to attract foreign com-
panies to Ireland, Telesis recommend that:

(i} the vast majority of foreign projects should receive lower
capital grants than at present;

(i) companies with particularly desirable characteristics, for
example those which would locate the functions necessary
for their competitive success in Ireland, could receive higher
capital grants.

Overall, Telesis recommend that the average capital grant/fixed asset
ratio be reduced by approximately one third from the 1980 level of

Table 5

Grant Commitment as a % of Fixed Asset Investment for Overssas Industry 1975-80 (a)

Fixed Asset Investment Grant Commitment | Job Potential Grant commitment
{approvals) F.A. Investment
(Em) (1975 £m) (b) (Em) %
1975 98.1 98.1 255 6843 26
1976 51.1 430 176 7493 34
1977 | 331.4(c) 238.9 56.4 11705 17
1978 | 150.1 98.2 58.7 13590 39
1979 | 2088 1198 95.2 14315 45
1980 | 279.0 137.2 97.3 16011 35
Notes: (a) Includes new industry, small industry and joint ventures,

{b) Defleted by gross fixed capitel formation deflator.
{c) Including Aughinish Alumina Limited.

Source: IDA Annual Reports 1977, 1980.
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35%. They estimate that this would result in a saving of approximately
£30 million. The basis of their recommendation is the higher incentives
in Ireland in relation to competitors for mobile investment, the high
share of such investment being won by Ireland and company interviews

which suggest that companies would have located in Ireland for less
than the incentives given.

4.11 The factors which influence the flow of foreign projects into any
country are many and varied. The most important of these are the
total supply of such projects and the relative incentive levels in various
countries. In addition, the incentive levels and the supply are not un-
related. This renders it difficult to assess the likely consequence for
fixed asset investment and hence job creation of a reduction in grant
levels relative to grant levels of competitors. This difficulty is con-
firmed by a comparison of grant rates, fixed asset investment and job
approvals over a number of years.'

Conclusions on the cost of industrial policy

4.12 The level of incentives which should be offered to internationally
mobile projects must reflect the situation in the market for these
projects. In Section 3 above, the Council referred to the need for a
_continuing inflow of foreign projects and for greater selectivity in the
incentives offered between types of foreign industries. The IDA has
had wide experience in negotiating with foreign investors and the high
market share which has been won by Ireland must reflect, in large
measure, the effectiveness of the IDA. In the present climate of in-
tense international competition for mobile industrial investment, high
unemployment in Ireland and elsewhere, and the volume of new job
creation required for the foreseeable future, the Council recognises
the need for flexibility in the grant levels for attracting foreign in-
dustry. It believes that there should be regular ongoing assessment of
the level of such incentives aimed at reducing the average grant level
where this is feasible. A framework for this purpose should be devised
by the Department of Industry and Energy in consultation with the
IDA. The Council also considers that there should be greater discrimina-
tion in terms of incentives offered in favour of projects with the desir-
able characteristics outlined by Telesis.

1 .
] 1t would be more appropriate to carry out a comparison of actual grant rates, actual
fixed asset investment and job creation, However, data does not permit this comparison.
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SECTION 5
PLANNING AND MONITORING INDUSTRIAL POLICY

5.1 Other sections of this report have dealt with the changes in key
areas of industrial policy which are required to achieve the objectives
of industrial policy. This section discusses the requirements for monitor-
ing the success or otherwise of the various industrial policy instruments
in achieving these objectives.

Tax-based lending

5.2 Tax expenditures through tax-based leasing, Section 84 type loans
and preference share arrangements now represent about 17 per cent of
incentives granted to industry compared with about 2 per cent in 1975.
A large part of the rapid growth in the use of these mechanisms is
explained by the high interest rates of recent years. They are seen, by
the IDA, to be an important element of the promotional package for
the attraction of foreign investment to Ireland.’

5.3 The Council believes there is a need for low cost borrowing mecha-
nisms to facilitate the start-up and growth of firms. It recommends that
there should be greater control of the mechanisms to ensure that the
revenue foregone accrues to projects with the desirable characteristics
outlined elsewhere in this Report. The Government has no control in
the allocation of Section 84 or preference loans. Telesis state that the
distribution of tax foregone under the latter two schemes does not
reflect the priorities for Irish industrial development. The maximum
levels allowable under the leasing mechanism are controlled by the |IDA
who make regular returns to the Department of Industry and Energy.
The Council recommends that information as to the recipients of funds
under all three schemes should be available to the appropriate Govern-

1A discussion of this form of financing is included in the submission to the Commission
on Taxation by the Central Bank which stated

“it is questionable whether these methods of subsidisation should continue or if the
banks are the appropriate authorities to administer them’”. Central Bank of Ireland,
Quarterly Bulletin, 1980 (4),

The Commission, in its First Report {July 1982), held the view that the banks passed on almost
all of the tax savings arising from tax related lending operations to borrowers. Its recommenda-
tion in favour of a withholding tax on distributions made by companies would, if implemented,
negative the benefit of Section 84 loans and preference share financing, except in the case of
companies qualifying for exports sales relief,
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ment Departments which would have the responsibility of setting
specific guidelines for the use of low-cost borrowing mechanisms.!

Monitoring industrial policy
5.4 It is argued by Telesis that job approvals are too often used as the
primary measurement of the success of industrial policy and that the

measure is over emphasised with harmful results. The following criti-
cisms are put forward:

(i) use of approvals creates planning difficulties since a certain
percentage of approvals never materialise;

(i) again, because not all jobs approved materialise, expectations
are created which are not fulfilled;

(i) anticipation of inflated numbers cause further inflation of
numbers.

5.5 Telesis recommend that a more complete system for evaluating
the performance of the development agencies should be adopted. The
Council, while noting that targets are set in terms of jobs on the ground,
shares the concern of the consultants with the use of job approvals in
isolation as a measure of performance. The Council accepts that job
approvals are useful as an up-to-date measure of the scale of investment
being negotiated but recommends that they be supplemented by a num-
ber of other measures, which are outlined in Appendix 2 with a view to
measuring real progress towards industrial policy objectives.

5.6 The total number of job approvals are presently classified in 1DA
Annual Reports as arising in:

(i) domestic industry, i.e. indigenous industry plus expansion of
established foreign industry; and
(ii) new foreign industry (greenfield investment).

A similar classification is used for data on proposed fixed asset invest-
ment and grants approved.

5.7 The Council sees little merit in using the domestic industry category.
!t recommends that information on job approvals, proposed fixed asset
investment and grants approved be given separately for indigenous in-

1ICTU representatives consider that the Government must have effective control of
industrial policy and incentives to industry. The Government is not in this position with regard
to the incentives which are availed of under tax-based financing schemes. ICTU representatives
consider that in principle the tax code should be amended to phase out tax-based financing
schemes,

2The Council uses the data and the form of its presentation in the 1980 IDA Annual
Report as the base for the following discussion.
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dustry and already established foreign industry.

5.8 A major difficulty arises in attempting to relate the actual jobs
created and grants paid to jobs approved and grants approved. |n order
to overcome this problem the Council recommends that the job ap-
provals figure for each year (classified as above) be treated as a cohort.
Then, for each cohort the actual outturn should be tracked. This would
involve giving for the year in which the approvals occur and for each
subsequent year:

(a) the jobs on the ground resulting from these approvals;
(b} actual capital investment undertaken; and
(c) actual grant payments.’

Information should also be given on the number of approvals which do
not proceed.

5.9 The Council also recommends that absolute employment levels be
given for both indigenous and foreign industry together with data on
job gains and job losses, classified by sector. This would then allow the
calculation of net employment change for each category.

5.10 Based on the data already in existence i.e. the conversion of
approvals into actual jobs, and the information which would result
from the proposed system, the Council recommends that all announce-
ments of job approvals should be accompanied by statements specify-
ing the likely outcome for jobs on the ground over a number of years.
The Council considers that implementation of this system would
eliminate the distortions, planning difficulties and false expectations
inherent in the use of job approvals in isolation and would allow more
effective monitoring of industrial policy.

5.11 The Council recommends that the Department of Industry and
Energy should carry out regular reviews of the success of industrial
policies in meeting their objectives. These reviews should show both
the benefits from, and costs of industrial policies. The reviews should
be published. All data relating to industrial policy should be presented
in a manner which clearly distinguishes between indigenous and estab-
lished foreign industry. In Appendix 2 there is a note on data require-
ments for monitoring the overall performance of industry. The actual
tracking of job approvals, grants approved and proposed fixed asset

1Actual grant payments in each year and the cumulative payments figure are given in
the IDA Annual Report but not in a manner which enables payments to be correlated with the
level of fixed asset investment and the resulting jobs on the ground.
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investment into job creation, grants paid and actual fixed asset invest-
ment should be the responsibility of the IDA. The remaining data out-
lined in Appendix 2 should be collected by the CSO. The Council
recommends that arrangements be made to have these data collected,
including the provision of adequate resources to the CSO for this
purpose. The Departments review should also quantify all the public
funds which are provided to industry and the payments to the Exchequer
from the industrial sector.

Institutional arrangements

5.12 There are many state bodies whose activities impinge on aspects
of industrial promotion. The number employed by these bodies has
increased rapidly in recent years. Responsibility for the twelve state
bodies directly involved is spread across five Government Departments:

Parent Department State-sponsored body

Finance Industrial Credit Corporation
Foir Teoranta

Gaeltacht Udaras na Gaeltachta

Industry Industrial Development Authority

Institute for Industrial Research
and Standards

Irish Productivity Centre

Shannon Free Airport Development
Company

Irish Goods Council

Kilkenny Design Workshop
National Enterprise Agency

Taoiseach National Board for Science and
Technology
Trade, Commerce and Tourism Coras Trachtala

5.13 In addition, the Government appointed Sectoral Development
Committee representative of Government Departments, State agencies,
employer and trade union interests is responsible for evaluating and
reporting on the current problems and potential for development of
economic sectors. It operates under the aegis of the Department of
the Taoiseach with the consultative mechanisms for specific sectors
serviced by the Department of Finance.

5.14 During the last decade the number of staff in State-sponsored
bodies rose to allow the provision of expanding services to an increasing
number of industrial projects. Between 1975 and 1981 the establish-
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ment of the IDA increased from 460 to 750." Between 1975 and 1981
the number of SFADCo staff increased from 198 to 250.2 This level
of growth has made possible the recruitment of highly skilled staff.

5.15 There has been little growth in the number of civil service staff
dealing with policy for these bodies. The main industrial policy making
division within the Civil Service is the Industrial Policy Division of the
Department of Industry and Energy. During the period 1975-81 the
staff complement (all grades) of the division rose from 27 to 30. There
are no specialist or technical posts. It was the view of Telesis that the
Government Departments “have neither staff nor the information to
formulate strategy or to oversee the development agencies on an on-
going basis”. The consultants recommended that Government Depart-
ments should reassume a more active policy role.

5.16 The Council is concerned that the spread of responsibilities
between Departments and their associated bodies may reduce the
capacity for a unified approach to the formulation and implementation
of industrial policy. The functions related to industrial development
should be arranged in such a way to ensure that the main thrust of
industrial policy is clearly focussed on the priority issues referred to in
previous sections. The Council recommendsa review of the co-ordination
between Departments, with the objective of ensuring that the primary
responsibility for industrial development policy is clearly assigned.

1During the period 1975-80 the number of industrial projects negotiated by the 1DA
grew threefold from 833 to 2,443.

2
services,

Some SFADCo staff are not involved directly with industrial promotion, eg tourist
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SECTION 6
THE IMPORTANCE OF COSTS

6.1 Competitiveness may be defined as that combination of factors
which enables a firm to secure business at the expense of competitors.
These factors will vary with the nature of the activity in which the firm
is engaged. This section assesses the extent to which labour costs are
important in determining competitive success in various types of
businesses and as a consequence the businesses which are likely to be
most adversely affected by increases in unit labour costs.

6.2 In examining indigenous industry, Telesis distinguish between wage
sensitive businesses whose requirements for competitive success are low
labour costs and complex factor cost businesses whose requirements
for success are in the areas of marketing, distribution and product
design.

Wage sensitive businesses

6.3 In businesses where production cost is important and where the
process, equipment and skills can be acquired readily by all produgqrs,
then labour cost per unit of output becomes the key to competitive
success. Maintenance of competitive positions by developed country
producers vis-a-vis newly industrialising countries (NIC’s) whose |aboyr
costs per unit of output are very much lower becomes increasingly dif-
ficult. Labour displacement is inevitable in these businesses. Wage
sensitive businesses tend to be concentrated in parts of textiles and
clothing and footwear and also in parts of the metals and engineering
sectors. These sectors also experienced the highest rates of job loss
over the period 1973-80."

6.4 In the short run labour displacement in those businesses subject to
competition from NICs can be eased by moderation in the growth of
labour costs. This, however, is not a viable long term strategy because
of the emergence of further groups of NIC's with even lower labour
costs. More fundamentally, this strategy does not contribute towards

1An Analysis of Job Losses in Irish Manufacturing Industry, NESC Report No. 67.
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the objective set by the Council for industrial policy, i.e., the provision
of increased and sustainable employment at growing income levels.

Complex factor cost businesses

6.5 The correct response of industrial policy to the growing importance
of the NIC’s is to support the restructuring out of low wage businesses
into complex factor cost businesses. Competitive success in these
businesses depends not upon low labour costs, but upon factors such as
marketing, distribution and product design. This is not to suggest that
labour costs are unimportant, rather that they do not provide the sole
key to competitive success.

6.6 Entry into complex factor cost businesses requires considerable
investment in the areas of marketing, design and distribution and may
involve sustaining losses initially. This will often be a severe constraint
on income levels in the initial stages. The deterioration in competitive-
ness over the period 1978-80 was particularly severe vis-a-vis the con-
tinental EEC countries while an improvement was actually recorded
vis-a-vis the UK in some years. The Council shares with Telesis the
belief that the continental EEC countries provide the best market
opportunities for complex factor cost businesses. Further deterioration
in competitiveness vis-a-vis these countries will hinder attempts of
complex factor cost businesses to penetrate these markets.

6.7 The Council believes that Ireland can only become a high income
economy by increasing total output from complex factor cost businesses.
High income levels can only be supported in this type of company. The
structure of grants and incentives necessary to facilitate restructuring
into these businesses is dealt with elsewhere in this report.

Non-traded businesses

6.8 In the non-traded sector cost increases can be passed on more
easily to consumers in the form of higher prices due to the absence of
foreign competition.! Increases in unit labour costs which give rise to
increases in output prices, automatically result in increased costs for
complex factor cost businesses, rendering the achievement of competitive
advantage by business in this sector more difficult.

1A product can only be defined as traded for a particular set of price/cost relationships.

For example, an increase in the price of the product in the domestic market above a certain
threshold may result in imports becoming competitive. Likewise, technical developments may

result in incressed economies of scale or lower transport costs with similar results, See also
Appendix 3.
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Foreign industry

6.9 Telesis estimate that approximately fourteen per cent of foreign
firms, especially those who came in the 1960’s or early 1970's were
attracted primarily by low wage rates. From the foreign company’s
perspective, "the decision of whether to remain in Ireland depends on
whether the l[rish plant is cost competitive with other comparable
plants within and outside the company. The considerations which are
relevant here are similar to those which arise in the case of indigenous
wage sensitive businesses. Potential alternative locations for these plants
are the NIC’s whose labour costs Ireland cannot match. The sustain-
ability of employment in these plants, particularly with rapidly rising
unit labour costs, cannot therefore be assured.

6.10 The Council has already emphasised the importance of inter-
nationally trading indigenous industry as a means of achieving increased
employment at rising levels of income. The Council recognises the sig-
nificant barriers which exist for indigenous firms attempting to enter
complex factor cost businesses and has recommended policies to help
firms overcome these barriers.

6.11 The investment required to overcome these barriers will impose a
severe constraint on income levels until firms establish competitive
advantage in these markets. However, it is only through the successful
establishment of complex factor cost businesses in international markets
that high income levels will be sustainable. The Council believes that
developments in incomes should be sensitive to the cost constraints on
firms seeking to enter into these businesses. The Council also believes
that the appropriate development of incomes in the non-traded sector
must be set in the context of the environment facing the traded sector.
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SECTION 7
INFRASTRUCTURE AND INDUSTRIAL DEVELOPMENT

7.1 Investment in physical infrastructure is an important part of the
process of industrial development. The scale, quality and timing of such
investmentare important determinants of how industrialisation proceeds.
The Council, concerned that deficiencies in infrastructure might be a
serious constraint on the growth of existing firms and the attraction of
new industrial projects to Ireland, requested Coopers and Lybrand

Associates to study the importance of infrastructure to industrial
development.

7.2 The consultant’s study focussed on three main programmes —
roads, telecommunications and water supply. In their conclusions they
stated:

"our findings point to the great bulk of infrastructural problems
being more in the nature of a nuisance — requiring greater manage-
ment attention than management would itself wish and sometimes
also requiring makeshift solutions rather than a constraint which
deters location, or, once a plant is established materially affects
either the volume of profitability of production”.

"We doubt that the costs to industry direct or indirect, of an in-
adequate physical infrastructure has yet become significant. The
question arises: what would be the costs to industrial development in
the future if the inadequacies were not overcome”.

7.3 There were three main reasons for the consultants’ concern regard-
ing the future requirements of industrial development. Firstly, as the
competition for internationally mobile projects intensified, Ireland’s
infrastructure would be compared more closely with that of other
European countries. For example, the consultants stated that during
the 1970's Western European countries were typically spending at
more than twice the rate of I[reland on new road construction and
improvement.

7.4 Second, there has been no systematic appraisal of infrastructural
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needs. There has been a continued dependence on ad-hoc responses to
the requirements of industry.

7.5 Third, the consultants acknowledge that one of the difficulties of
interpreting results based only on existing companies is the absence of
information of foreign companies which rejected Ireland as a location.
There is also with existing firms a degree of matching of the type of
project to the environment. Most of the factories which the consultants
visited were initially production units. The addition of further functions,
such as distribution and marketing, which are desirable in the context
of sustainable employment, often leads to heavier demands on infra-
structure and telecommunications in particular.

7.6 A further issue which the consultants believe policy-makers must
face up to is the extent to which the provision of infrastructure should
be concentrated on certain areas. They conclude that given the backlogs
and the shortage of resources, it is simply not realistic to assure that
high standards will be realised in all areas.

Conclusions

7.7 The Council believes that the increased expenditure on infrastructure
including the accelerated telecommunications development programme
and the National Road Development Plan will facilitate the continuing
expansion of the industrial base. It is not clear, however, that all infra-
structural investment is allocated in the most efficient way. There
would also appear to be excessive demands on the public sector to
finance infrastructural investment. The Council is concerned that there
is an absence of clear systematic analysis of the costs and benefits of
individual infrastructure programmes and their impact on industrial
development. It is the Council’s view that there is a need for the res-
ponsible public bodies to carry out this type of analysis, which should
be co-ordinated and should lead to the identification of priority areas
in the context of a severe constraint on any increased public expenditure.

7.8 There is a need for clearer identification of who bears the costs and
who benefits from infrastructural provision. The Council agrees with the
consultants that in many cases a more effective system of provision
would be one in which charges for infrastructure were better related to
the cost of provision. In this way industry might get reasonably quickly
the quantity of services whose cost it was prepared to meet. The
identification of costs in this way would provide an improved basis for
deciding on levels of grants required by firms to overcome cost penalties
arising from a specific location.
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7.9 In previous sections the Council discussed the types of industries
which will support progress towards increased employment and higher
income levels. The demands which such firms will put on infrastructure
should be clearly evaluated and taken into account in the detailed
formulation of future industrial policy programmes. Many of the
functions which are desirable in firms to ensure competitively based
employment at rising levels of income will make heavy demands on
some infrastructural programmes. If the levels of provision do not keep
pace with their changing requirements, industrial objectives will not be
attained.
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SECTION 8
EDUCATION, SCIENCE AND TECHNOLOGY

A. Education and skill [evels

8.1 The Council has in previous reports expressed concern about
developing shortages in the labour markets of various skills.! The
policies to avoid mismatches between the number and mix of skills
required by the process of industrial development were not directly
addressed in the previous stages of the Council’s review of industrial
policies.

8.2 The IRA Industriat Plan 1978-82 stated that there was a danger of
a serious mismatch between the job opportunities arising in industry
and the qualifications of job seekers. The CIl Industry Report 1980
reported the results of a survey which showed an increasing number of
firms experiencing difficulty in recruiting skilled staff despite the high
level of unemployment. An inquiry carried out by the National Man-
power Service in 1978, showed serious shortages of highly qualified
manpower. The results showed the occupations in short supply to be
concentrated in the growth industries of engineering, electronics and
chemicals and pharmaceuticals.

8.3 The present recessionary situation has temporarily eased these
shortages and should be used as an opportunity to plan for the future.
It is a necessary condition for the country’s industrial development
that industries embody high levels of skill. In their report, Telesis refer
to international shortages of types of modern skills. The industries
which employ a large proportion of such skills allow the achievement
of higher value added in an internationally competitive environment.
In their analysis of foreign industries in Ireland, Telesis state that
most Irish operations do not employ sufficient key skills to make
future location in Ireland indispensable. |f, for example, skilled
jobs must be performed at the same place as the rest of production the
whole production process is protected against competition from the

1Fc:)r example, in NESC Report No. 44,
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NICs. Telesis also identify skill shortages as a major reason for the lack
of development of indigenous industry supplying components to foreign
firms. In previous sections the Council discussed the types of industries
which will be necessary to the achievement of income and employment
objectives. The skills employed in these industries will be acquired
through education and training programmes and through the experience
of working in internationally competitive environments.

8.4 Previous shortages of engineering and other skilled manpower were
identified in the second half of the 1970’s. The supply of engineers and
technical computer manpower has now been increased through con-
version courses and on a more long term basis through an increase in
the number of places in the relevant third-level institutions.

Conclusions

8.6 There is a risk that manpower policy may be seen as an afterthought
to employment policies. Whereas education and training programmes
cannot guarantee employment, it is not possible to wait for manpower
demands to manifest themselves in cases where the acquisition of basic
skill levels may take several years.

8.6 The Council believes that manpower policy has a key role in
facilitating industrial development and intends to examine appropriate
policies in a future report. The existence of relatively high rates of un-
employment does not diminish this need. It also believes there is a need
for further research on the manpower requirements of industrial develop-
ment. The fact that the proportion of key skills employed in sectors,
such as electronics, as measured by Telesis, were notably lower than
earlier published projections requires further examination. Given the
very high costs involved in increasing the number of places in education
programmes, such as engineering, the need for the maximum possible
accuracy in forecasting requirements is evident.

B. Science and Technology

8.7 The key factors which will ensure that a company is competitive,
that employment will be maintained and that it will support rising in-
comes, vary between types of business. Telesis refer to a model of in-
dustrial development which identifies different business types along
which a country’s industrial structure should develop. For the newly
industrialising countries (NICs) low wages are often the key to
international competitiveness. As a country develops successful firms
may be based on capital intensity. The most developed countries will
concentrate on “"knowledge-intensive’’ industries. The science and tech-
nology capability of a country will be a key factor facilitating the re-
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structuring of industry in this way. In many businesses the pace of tech-
nological change has become increasingly rapid. Businesses which are
not equipped to innovate and adapt new technology will not be able to
maintain competitiveness.

8.8 In their report Telesis do not deal directly with the role of science
and technology in industrial policy. The issue arises, however, in the
identification of the factors providing competitive advantages and in
the assessment of the spin-off benefits from foreign firms. In the former
case competitive advantages may be achieved, for example, through
pools of skilled labour, applications engineering or research and develop-
ment in some businesses. The consultants recommend that grants avail-
able for indigenous industry should, inter alia, support such areas of re-
search and development as prototype development, testing and certifica-
tion. They state that these grants should be administered by existing
agencies according to their area of competence. For general R&D,
technology licences and new product user grants, the appropriate
agency, in their view, would be the NBST.

8.9 Telesis believe that present policies may not be making full use of
foreign-owned firms in Ireland. It is clear that efforts to encourage fur-
ther investment and an upgrading of skills from firms already established
lack thoroughness. They recommend greater emphasis on structuring
ventures which bring together indigenous and foreign enterprises.

Conclusions

8.10 The Council believes that policies for science and technology have
very important implications for industrial development. The smallness
and openness of the economy makes it necessary to complement indi-
genous research and development with technology transferred from
abroad. The Council accepts that foreign-owned firms with branches in
this country may limit the transfer of their technology into the Irish
economy but linkages will be further hindered by a relatively under-
developed science and technology capability.! The Council believes the
type of structured joint venture suggested by the consultants has merit
and should be developed.

8.11 A policy which aims to maximise the transfer of science and tech-
nology into the country would best operate in the context of a clear
statement by the Government of the priority areas.? The rapid emergence

1The development of linkages is discussed in Section 3.

2The annual Science Budget would be a valuable input to such a statement,
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of new information and other technologies has served to underline the
need for stronger planning of science and technology investment and
relating the planning to industrial innovation. The contents of a policy
statement in this area are beyond the terms of reference of the present
studies. The Council recommends, however, from an industrial policy
perspective, that one of the priority objectives should be to increase the
level of technological competence within indigenous companies. The
policy statement should also address the means of acquiring foreign
technology through channels other than direct foreign investment, e.q.
licensing and training contracts.’

8.12 The Council does not agree with the consultants’ recommenda-
tions that grant-giving responsibility in the area of science and tech-
nology should be allocated on a strictly functional basis. This would
mean that all science and technological support to industry would be
funded through the NBST and the 1IRS with a corresponding reduc-
tion in the role of the IDA. Any decisions on where responsibilities
should lie must be taken in the context of an industrial policy which
has as its priority objective the development of structurally strong inter-
nationally trading businesses. The IDA is, and should remain, the key
executive agency charged with the achievement of this objective. There
are, however, a range of interests represented in the funding of science
and technology, many of which are not directly concerned with indus-
trial development. The Council recognises the potentially acute prob-
lems of co-ordination with regard to funding present requirements and
ensuring an environment which will support the technological require-
ments of new industries developing over the next decade. There is
therefore a need to ensure a broader outlook than would be appropriate
to the needs of present firms only. The Council believes that the co-
ordination of funding in this area is a problem which would merit
examination at an early date by the interests directly involved.

1Any changes in policy will clearly have wider implications for the science and technology
infrastructure especially the role of third level education and services bodies such as the 11RS.
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SECTION 9
OTHER ISSUES

9.1 The business environment is a critical factor to the success of
industrial policy. The impact of Government, the degree of agreement
among groups on the means and objectives of developing an advanced
industrial sector, the attitudes of people to industry and the attractive-
ness to them of becoming involved in industry all combine to form the
environment within which industry must operate.

9.2 The Council believes that a major strength of Irish industrial policy
has been the consistent overall support by successive Governments to
export-led industrial development.! The positive attitude of the Govern-
ment to industrial policy has the effect of reducing the uncertainty for
firms contemplating investment decisions. However, industrial policy is
only one element, albeit an important one, in the Government'’s manage-
ment of the economy. Macro-economic factors and policies determine
the broad context within which industry must operate. The present dif-
ficult domestic situation adds to the uncertainty facing industry. The
Council, therefore, welcomes the Government's intention to prepare a
National Economic Plan.

9.3 Recently the Government established the National Enterprise
Agency with the objective of complementing the job creation effort
through investing in certain types of projects which satisfy commercial
criteria. The Council believes that it is important that the Agency
should undertake projects which are commercially viable with a view
to becoming largely financed from commercial sources. The Agency
must be prepared to accept the implications of operating in an un-
certain environment in which the continued existence of projects
cannot be guaranteed.

9.4 For its own part, the Council as a representative forum of the eco-
nomic and social interest groups is conscious of the desirability of

1For 8 recent statement of Government policy see the address by the Minister for
Industry and Energy to IMI National Management Conference, 1 May 1982.
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building a consensus around the main objectives of industrial policy.
In their report Telesis stress the distinctive nature of the consensus on
Irish industrial policy:

“There is undoubtedly in Ireland a degree of common purpose re-
garding industrial development that is rarely found in other countries.”’

It is an important strength which should be maintained in the develop-
ment of future policies.

Finance for industry

9.6 While the terms of reference for the Telesis study included cover-
age of the role of the banks and other financial institutions in industrial
development, the consultants were unable to carry out any in-depth
study of this area because of budget and time limitations. In view of its
importance, the Council believes that a detailed study of this area would
be desirable.

9.6 One area which this study should examine is the extent to which
the financial institutions are presently geared to the financing of new
companies particularly in areas of high technology where the pay back
period may appear long. In the US, a key role has been played by ven-
ture capital institutions in supporting the start-up of many successful
high technology companies.’

The National Enterprise Agency has listed among its objectives, the
provision of venture capital to projects. A recently published report by
the NBST stated that a serious constraint to the financing of innova-
tion in small firms was the lack of venture capital sources to provide
equity or seed capital at the start-up phase.?

Impact on the national accounts

9.7 Another matter which the Council would like to see attempted in
due course is a study on the overall effects of industrial development
expenditure on the national accounts. As Telesis clearly indicate, very
considerable sums of money, directly or indirectly, are spent or fore-
gone in applying the many incentives now available to foreign and
indigenous industry. An international comparative exercise showing
the various constituents of Government income and expenditure could
provide a useful additional insight into the ultimate effects of pursuing

1'!’I‘:e term 'venture capital’ as used here refers to the funding — mainly through equity
capitsl — of new companies that have potential for rapid growth.

zAn Exploramey View of Finance for Innovation, NBST, 1982.

47



these policies since obviously these costs must have their place in the
balance and must give rise to certain consequences.

The services sector

9.8 The role of the services sector — as a source of employment and a
cost to industry was not analysed in the Council’s studies of industrial
policy. In 1981 the IDA developed an ’International Services Pro-
gramme’ on the basis of new legislation enacted in that year. This pro-
gramme offers a special incentive package which includes an employ-
ment grant related solely to the job created. The Council believes that
the criteria it has set out in this report in respect of manufacturing
industry are also applicable to service industries. As with manufacturing
projects priority should be given to developing self-sustaining services
projects which are internationally trading and maximise the role of indi-
genous manpower and companies. Where public services and expertise
already exist as in medical and educational services, there is a need for
co-ordination between such policies and industrial policy, so that exist-
ing indigenous bodies and institutions should be involved and strength-
ened where possible in seeking to create export-oriented services
industries.

9.9 Industrial competitiveness depends to a certain degree on a wide
selection of professional and non-professional services. The efficiency
with which these services are provided, and the costs involved might
merit examination.

Domestic involvement in industrial development

9.10 The report by Telesis concludes that the development of soundly
based indigenous industry is of strategic importance to the achievement
of sustained growth. While the report sets out a number of objectives
for industrial policy in order to achieve that goal, there are a number of
areas, basic to indigenous industrial development which not addressed,

but which undoubtedly influence the capacity for indigenous industrial
growth.

9.11 For a considerable time the package of financial aids available in
Ireland, and their combined impact, has been quite formidable. Many
would have hoped to see a stronger indigenous industrial base by now.
It may be asked whether there are cultural factors which militate against
Ireland achieving success similar to what has been accomplished by other
countries with apparently less natural resources. This is, in part, an
attitudinal question which can only be posed in this report. There may
be scope for change in the educational system (principally at the third
level) which would promote a more scientific and inventive approach
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and would result in a greater number of qualified personnel involving
themselves in manufacturing ventures.

9.12 In addition to developingan understanding of the role of attitudes
to working in industry, it is important to consider whether the economic
incentive to do so is reduced by such factors as the interaction of the
tax and social welfare codes. There have also been suggestions that
arrangements should be promoted to inform and involve the employee
more closely with the financial fortunes of the enterprise in which he
is employed, in the hope of leading to a situation where ideas to develop
higher efficiency, better quality and perhaps even new products could
more easily be put into practice. Of key importance, also, is how
industrial relations practices combine with the requirements for a self-
sustaining industrial base.

Related to this also, is the question of current industrial relations
practices and the extent to which they promote or inhibit industrial
development.

9.13 Many other items could be added to the list. While the Council
feels that its present studies are already wide enough in scope, it strongly
recommends that any aspects of Irish life which have contributed to
our poor performance as an industrial nation up to now should be
identified so that appropriate measures can be adopted to deal with
them, thus ensuring that future expenditures on industrial development
will produce more effective results.
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SECTION 10
CONCLUSIONS

10.1 In this report the Council emphasises the importance of industrial
policy as the primary instrument in the pursuit of increased employment
at rising levels of income. The main objective of industrial policy should
be to create employment by encouraging the development of businesses
which will have the capacity to survive and grow in internationally com-
petitive markets. Achievement of this objective will require a more
selective industrial policy in which priority would be given to the
development of internationally trading indigenous industry and foreign
companies incorporating certain desirable characteristics.

10.2 The Council recommends that State assistance to companies
should be more finely tuned to help indigenous firms overcome the
main barriers to entry into international markets and to encourage
foreign firms to locate the key competitive aspects of their businesses
in lreland.

10.3 Priority should be given to the development of internationally
trading indigenous industry. Present policies should be complemented
with more intensive efforts to ensure that an increased number of indi-
genous firms have the scale, functions and financial capacity to compete
in international markets. The level of assistance to firms which are not
in a true international trading environment should be restricted. The
package of industrial policy instruments should make it relatively more
attractive for the large Irish companies to develop internationally trad-
ing businesses.

10.4 Foreign industry will continue to have a key role to play in job
creation. There is a need for greater selectivity in the forms of State
assistance to new firms to ensure that more of these firms locate key
aspects of their businesses in Ireland. This should result in foreign
firms establishing in the country providing longer lasting employment
and increased linkages with indigenous manufacturing firms and service
industries.
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10.5 The role of the services sector was not addressed in the Council's
studies of industrial policy. The role of this sector has received increased
attention with the introduction of an international services programme
based on new legislation enacted in 1981. The Council believes that the
criteria it has set out in this report in respect of manufacturing industry
are also applicable to service industries. As with manufacturing projects
priority should be given to developing self-sustaining services projects
which are internationally trading and maximise the role of indigenous
manpower and companies.

10.6 The Council believes that there should be regular assessments of
the level of incentives for attracting foreign industry, aimed at reducing
the average grant level where this is feasible. A framework for this
purpose should be devised by the Department of Industry and Energy
in consultation with the IDA. There should also be greater control of
the tax-based lending mechanisms to ensure that the benefits under
these schemes accrue to projects with the desirable characteristics as
outlined in this report.

10.7 The Council recommends measures to improve the monitoring
and control of industrial policy. It believes that published information
should make it possible to evaluate the success of industrial policies.
There is also a need to review the allocation of responsibilities between
the many bodies whose activities impact directly on industrial policies
and to examine the present allocation of staff within the civil service
and the industrial promotion bodies, which are charged with advising
the Minister responsible for industrial policy.

10.8 The Council draws attention to the factors on which the future
success of Irish industry will depend. The Council believes there is a
need for detailed study of the role of the financial sector in industrial
development. Many other factors require long-term planning and if
allowed to develop as constraints cannot be corrected quickly. Unless
the appropriate physical infrastructure, the manpower and skills and
the technological capacity are planned in co-ordination with the needs
of industry the future industrial development effort will be hindered.

10.9 Finally the Council underlines the importance of a positive en-
vironment for the achievement of industrial policy objectives. The
central role of industry in the provision of employment at rising income
levels has been accepted and promoted by successive Governments.
There has been a very large commitment of public resources to the
development of the industrial base. The Council is concerned that the
actual results as measured by the development of a sustained indigenous
industrial base have not been greater. The recommendations set out in
this report seek to outline ways of improving on the past record.

51



‘Aening JuewAo|idwl yg|  :8osnog

£8YE9L  LPTBSL £098C 2TL9T
09LLY LEESS (¥4 ¥ 89811 66£99 0zZevo 1230}

6288  8z/8 L60Z 888l LELZ
vI86C T9LZZ  L8ES 589€ G9¢ boos Soie oo oot 6eLe butimoe;nueu; Jeuio
Lv09L 1%=184% [Re744 6181 zLL8 8.9, wwﬁm vese GG0C1L 666 Buyssuibul pue sjejopy
GS6F  GSES L9 SE0L Livl 90£T oot hoed oy salE juswie) pue Azl
SLISL  SLLZL 10O sStz 98¢5 z8s5 8c0 43 pve OLLL SIEoedD
GE60L 0966  viEE b6z oLz Sz vses e AL puutig pue Jadeg
19951  66v6L  885Z LSEE 9LEz 1905 Kom core o gsiz e.mING pue pao
691ZL  E9LL  Z9LL 9g6L 9Ll vivE 186 es b TEE6 1eamiood pue Butdiors
O¥69  $959 564 698 ov8y LLvy LLL wmm MMMM LLELL so1pxe )
vzoey 1L80% vLOL 032eQU | Pue %upd

LT6S £bL9 Lgist veost LLEL 688 6650Z S09L1 uo_ow
0861 £L61

0861 £L61L 0861 £L61 0861 £L61 0861 £L6L
1eoy Asnpuj JsylQ Alysnpu| Juewdinba-ey AlJSNpu| jjews Ansnpu mep
0861 PUB £/61 edA) Juein Aq payysse|d Agsnpu| ysi| snouebipu) ug 40399g AqQ JuswAojdury
T'v eiqe)

*ABAING JuswAoldwl Y3l 1824n0S
0cy08  LS06S §GE8 vZyolL 00zZL1L 0oset 96t ¥8L 6L¥65 EVOVE 1mol
LL9zL #4958 v951 z6S1 Lst L8 50§ L9t StrOL vLLY ButInlogsNUBW JBUID
6698  LSL61 ¥G9% 5Z05 L6vL LL91 z95 8GE 98612 L69Z 1 Buileautbug pue s|BIeN
£pZZ  66EL oL 96 41> 59¢ 6z Le 8eLL L06 uswe) pue AejD
SP06  868S LYOL 856 LG6 8Gh1L o S LoOL LLve sjeoiwey)
143 %4 88L1L 144 tAZA o8t AR A =13 - 5.8l viElL Supung pue Jedeqd
£26 L8 LOL 061 8L 65 L z8 zL9 08v einjiuing pue POOM
y8ay 002§ aze 9LTL 9e6 £LLL ozt €L zoze 8vLZ Jgem004 pue Bulyiold
Tve6  69ES valL 8v9 88¢L 5051 L9 9g £€z8 ogie se|iIxe )
9Lor  9TTY £z oz LEEE 0g8e 6L - L69 9LE 0938qO) pue ulg
££89 686§ 8Lz LLE 962 ozve Lz ] vose z81Z poog
0861 £L61L 0861 £L61 0861 £L61 0861 £L61L 0861 £L61

1e10L Asnpui JeylQ Adisnpu) Juswdinba-ey Adysnpuy jjews AJIsSNpu] MeN

0861 PUe £/61
adA) juein Aq peiysse|) puejed) ul Ansnpu) ubleiod ul Jojoeg Aq juewAojdwy

I'v ejqe L

08-€261 S3SS01 90r ‘0861 ANV €261 NI AHLSNANI
A3INMO-NDI3HO4 ANV SNONIDIANI NI LNIWAOTdWAT

| XIAN3ddV

53

52



APPENDIX 2

COUNCIL'S RECOMMENDATIONS ON DATA PROVISION
AND COLLECTION

Recommendations on data collection

The Council recommends that absolute employment levels be given for both indi-
genous and foreign industry together with data on job gains and job losses, classi-
fied by sector. This would then allow the calculation of net employment change
for each category.

In addition to employment data the following should also be collected from firms:

(i) the skill structure of employment;

(ii) the value, volume and destination of exports;

(iii) the value, volume and source of imports;

{iv) income levels by skill category {not necessarily for publication);
{v) gross and net output.

All this data should be presented by sector for foreign and indigenous industry.

Data collection
Of the data mentioned in the previous paragraphs the Council recommends that the
following should be collected by the CSO:

(i) employment by sector classified into indigenous and foreign;

{ii) gross jobgainsand job losses by sector in foreign and indigenous industry.
The gains should be subdivided into those due to the expansion of exist-
ing firms and those due to the establishment of new firms. Losses should

be divided into those due to closure and those due to existing firms’

shedding labour;
(iii) imports, exports, gross output, net output, income levels and skill struc-
tures in foreign and indigenous industry.
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APPENDIX 3

GLOSSARY OF TERMS

Complex factor cost businesses

Businesses for which the key to competitive success lies in skill levels, organisation
and technical innovation etc.

Indigenous industry

This is composed of Irish owned companies and is more specific than the classifica-
tion "domestic industry’” which is used by the IDA in respect of job approvals from
indigenous firms and already established foreign firms in an expansion phase. See
also Telesis classification set out in figure 1 below.

Low-skill businesses
These businesses, for which the key to competitive success is low wage rates, are
referred to as low wage businesses by Telesis.

Non-traded products/businesses

Products/businesses for which transport costs or logistic factors are the key to
competitive success.

Resource-based businesses
Businesses far which the quality of the resource endowment and the costs of cultiva-
tion/extraction are the key to competitive success.

Traded products/businesses
Products/businesses the key to whose competitive success is anything except
transport costs or logistic factors.

NOTE ON TRADED/NON-TRADED PRODUCTS

1. Products are traded across international boundaries because one country has a
cost advantage in their production over another country. The existence of transport
costs and/or logistic factors complicate this picture. A producer of a product in
country A may be equally or more efficient than a producer in country B at their
respective factory gates. However, because of a transport cost or logistic factor
advantage, the producer from country B may be more competitive in a particular
marke?, i.e. the transport cost advantage may be sufficient to outweigh other cost
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Diagram 1

Telesis Classification of Indigenous Industry

INDIGENOUS INDUSTRY

| |

RESOURCE BASED NON RESOURCE BASED

l |

INTERNATIONALLY TRADING NON-TRADING
LOW WAGE COMPLEX
BUSINESSES FACTOR COST

BUSINESSES

disadvantages. Transport costs therefore become the key to competitive success
within the markets served.

2. Products or businesses can be classified according to a number of criteria. One
possible criterion is the factor which enables a business to enjoy competitive
advantage over its competitors. Examples are: economies of scale transport costs;
innovation etc. A transport cost advantage is different from the other examples
in that it can render a business competitive in a particular market while being the
very factor which prevents a business being competitive in other markets.

3. This distinction leads to the definition of a non-traded product/business used
throughout this report. It is any product/business for which the key competitive
advantage is transport costs or logistic factors. Non-traded products generally tend
to have low value to bulk ratios. A product can thus enter international trade but
be non-traded according to the definition used here. For example non-traded pro-
ducts may actually be exported to areas of close proximity, particularly to Northern
Ireland and parts of the UK. However, the nature of the competitive advantage
enjoyed by non-traded businesses ensures that they are unlikely to be traded in
wider international markets. From an import perspective, an analagous situation can
arise, i.e. non-traded products may be imported from Northern lreland or the UK.
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Table A.3

Absolute Job Losses, 1973-80, Cross-Classified by Sector, Grant Type Nationality
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