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1. COMPETITIVENESS AND THE GOALS OF ECONOMIC POLICY
The Report of the Industrial Policy Review Group (1992) stated. "The
principle economic goal of our nation is to produce a high and rising standard
of living for our citizens and this depends on the productivity of our resources".
Productivity, competitiveness, and barriers to such, were therefore placed at
the top of the policy agenda.
There are in fact two main reasons why competitiveness is of concern to policy
makers. The first is that competitiveness, if defined as output per worker, is
usually the major determinant of the level of living standards (Kravis, 1976).
A number of recent commentators have argued that the most useful definition
of competitiveness is one which is synonymous with productivity and therefore
indicates the extent to which the economy is capable to generating a high and
rising level of GDP per capita (Baumol, Blackman and Wolff, 1989; Porter,
1990). According to this criteria, post-partition Ireland would appear to have
failed since a sizeable gap remains relative to the British average (in purchasing
power parity terms the Republic's level of GDP per capita was 51 per cent of
that of the UK in 1926 and 61 per cent in 1986).

*The data presented on the comparative performance of Irish industry derive from
J.E. Birnie's forthcoming PhD thesis on the Comparative Productivity of the Irish
Economy.
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Indeed, the position is even blacker given that the British economy was itself
falling victim to relative economic decline and GNP measures now give a lower
and more realistic indicator of the Republic's comparative living standards (in
1986 GNP per capita in purchasing power parity terms ranked with that of
Portugal and Greece and was substantially behind that of Spain). As Lee
(1990) has emphasised Ireland has fallen from an above average position in
Europe in terms of comparative GDP per capita to one which is well below
average and this in spite of the fact that growth per capita was being assisted
by a very large export of population through out migration.
The second reason why competitiveness has rightly been accorded major attention is that it has a strong influence on the performance of the tradeables
sector and hence the ability of the region/national economy to generate increased output and employment. In this case also the level of output produced
per worker is of key importance as it enables firms to capture greater market
share in world markets and hence Ireland, as a small open economy, to achieve
a higher rate of economic growth (Bradley, FitzGerald and Whelan, 1991).
(Productivity means value added per employee and therefore embraces not
only physical productivity, i.e. the volume of output and hence the influence
of factors such as capital intensity, overmanning and x-inefficiency, but also
the determinants of non-price competitiveness, e.g. product quality, design,
sophistication, reliability etc.).
It should be stressed that the productivity/living standards and productivIty/tradeables are inter-linked. Those in work in the Republic generally achieve
comparatively low levels of output per head (in the mid 1980s GDP per employee was about 90 per cent of the UK). The resultant lack of competitiveness of the tradeables sector in the Republic means that Ireland is unable to achieve the levels of employment and participation of other industrial
economies. The fact that only 30 per cent of the Irish population are in
gainful employment compared to 40-45 per cent in the rest of the western
economies constitutes another substantial drag on relative living standards.
The answer appears clear cut. Ireland needs a much larger tradeables sector
and a higher productivity one at that. In principle such expansion could
come from a number of sectors. For example, agriculture still contributes
a large proportion of the total exports of the Irish economy (the exports of
other primary products remain small), it is unclear how much scope there is
for further growth in the volume of exports (this is because of general over
supply of farming products throughout the EC). There may be more scope, as
both Telesis (1982) and the Report of the Review Group on Industrial Policy
(1992) noted, for the Irish food processing sectors to improve the value added
of their products.
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The banking and financial sector sustained rapid growth during the second
half of the 1980s in both the UK and other major western economies (by 5 per
cent per annum on average throughout the OECD; NESC, 1989). It is unclear
given a dearth of indicators of the competitiveness of the banking sector how
much scope there is for the Irish economies to share in this growth, though
in fact during 1976-82 growth was substantially better than the average for
the OECD (NESC, 1989). Corporate tax concessions apply to part of the
banking sector (e.g. the Dublin International Financial Services Centre). At
the same time, the Republic may not be able to achieve sufficient economies
of scale allied to specialisation within the domestic market or attain adequate
standards of human capital in order to ensure a substantial expansion of an
internationally competitive banking and financial sector which will be sustained
once favourable tax advantages have been removed (Financial Times, 28
February 1992 ); (against this it might be pointed out that the commercial
banks in the Republic have already been successful in international markets,
for example their ratio of foreign business to total assets stood at 47 per cent
in 1981 compared to an OECD average of 24 per cent; NESC, 1989).
The opportunities and challenges posed by producer services (e.g. accountancy, marketing, designing, legal and research) are similar to those occasioned
by the banking and financial sector. Producer services are of interest because
they appear to have favourable growth prospects and they are also as inputs
to manufacturing (therefore the price and non-price competitiveness of indigenous producer services suppliers may have an impact on the performance
of manufacturing). The development of producer services in the Republic
may have differential advantages over provincial centres in Britain given the
scope to develop specialisms at the national level, In 1981 and IDA managing director declared the aim was ".. to make Ireland in the service sector
what Switzerland is in the financial area" (Irish Times, 1981, December 30).
However, in 1987 there were still only 5,700 persons employed in IDA assisted
traded service companies.
Tourism already generates substantial employment for the Republic of Ireland and for Northern Ireland (albeit, to a lesser extent). For the western
economies as a whole tourism represents a service which has a high income
elasticity of demand and to this extent there is scope for further growth in
the Irish economies. The National Development Plan 1989-1993 (1989) forecast that world tourism would grow by 8 per cent per annum. However, the
exact scale of tourist activity in the Irish economies represents something
of a conundrum. Three million people visited the Republic in 1990 but the
statistical authorities reckon only 1.3 million were genuine tourists (of the 1
million visitors to Northern Ireland only 160,000 could not be accounted for as
VFRs. i.e. visiting friends and relatives). Moreover, the Irish economies lack

155

most of the obvious comparative advantages (e.g. warm climate) relating to
tourism. They may not be price competitive (National Development Plan
1989-1993 (1989)), e.g. air fares to the Republic. It is unclear whether the
existing infrastructure would be able to handle any further large scale increase
in the number of tourists without very substantial negative externalities (e.g.
congestion and pollution) which would undermine the attractiveness of the
destination. By implication, the Irish economies should perhaps seek a qualitative as opposed to quantitative upgrading of tourism (i.e. the same number
of tourists would come but they would spend more money in Ireland).
Whilst, agriculture, banking, producer services and tourism all have potential
to a greater or lesser extent to further develop tradeable activities, the greatest scope for further expansion probably derives from manufacturing. (This
is partly because the total of world trade in manufacturing is larger than that
for services and also because manufacturing seems to have a strategic role as
an initiator of and agent for diffusion of technological change, i.e. progress
in manufacturing seems to have strong positive external effects in the service
sectors; Harris, 1988; Geroski, 1991). Manufacturing has in fact received the
lion's share of attention from policy makers in Ireland since the 1950s and it
is probably in manufacturing that policy makers should expect to create most
of the new jobs in higher productivity activities which are necessary to lift the
overall productivity and living standards of the Republic (the Programme for
National Recovery (1987) projected a job gain of 100,000 to manufacturing
and Kennedy, O'Malley and O'Donnell (1991) reckoned that in the first instance the objective must be to expand manufacturing employment by 5,000
per annum in net terms).
Within manufacturing attention is being focused on expansion by the indigenously owned sector given that the inward investment strategy pursued form
the late 1950s to the mid 1980s was in some ways disappointing in its results.
The foreign owned firms have generated larger additions to output with only
marginal growth in employment. The social cost of the associated industrial
development incentives (principally the low rate of tax on corporate profits)
has been high (i.e. there are efficiency and equity problems arising from the
narrowness of the tax base and the consequent high rate of taxation on personal income and employment; Arthur Andersen (1991)), The presence of
a larger number of American and European subsidiaries in the Republic has
yet to provoke any large scale improvement through demonstration effects,
labour market flows or sourcing linkages in Irish manufacturing. The Review
Group therefore placed most emphasis on indigenous manufacturing.
We will analyse in more detail the competitive problems of the Republic with
respect to generating higher living standards and achieving expansion in the
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tradeables sector through improving the competitiveness of indigenous manufacturing. However, before doing this the conclusions and recommendations of
the Report of the Review Group on Industrial Policy (1992) will be outlined,

2. SUMMARY OF THE REPORT OF THE REVIEW GROUP ON INDUSTRIAL
POLICY
The Review Group recognised that the backdrop to the Republic's industrial
policy was a mixture of international threats and opportunities. For example,
the reform of the CAP could endanger some sectors within farming and food
processing whilst at the same time enhancing the prospects of those activities
where the Republic enjoys a competitive advantage within western Europe.
The impact of the EC single market is unpredictable though many commentators have predicted some centralisation of production at the European level
and therefore losses to the Republic (INIESC, 1989). It has also been projected
that European Monetary and Economic Union (EMU) will work to the detriment of the Republic as a relatively weak economy which would be denied
the scope for exchange rate adjustment relative to the stronger economies of
the EC. On the other hand, any EC wide agreement to reduce the maximum
permissible level of subsidisation of industry would be advantageous to the
Republic to the extent that the IDA would no longer have to pay so much to
remain competitive in the market for international investment projects. (On
the other hand, EC limits on subsidies might have dire implications for any
parts of the indigenous sector which had become dependent on continuous
support from the state; this possibility was not mentioned by the Review
Group). Globalisation, i.e. the growth of Irish joint ventures and subsidiaries
in other economies, was identified as a further trend which policy makers
would have to be increasingly aware of.
Whilst in some ways representing a repeat of the Telesis (1982) exercise one
decade on, the Review Group took a much wider remit for its consideration of
policy. For example, the relative incidence of taxation on capital and labour
was addressed and the need to induce further liberalisation and competition in
the provision of infrastructure (e.g. telecoms). Such issues are undoubtedly
important but we will focus particularly on the areas of education, R and D
and industrial policy narrowly defined because it is here that the parallels with
experience in Britain and Northern Ireland are closest.
The Review Group identified a real skills gap in the Republic, i.e. standards of
skills and training were behind those in more successful continental European
economies. Institutional adjustment was recommended so that the provision
of job creation schemes for the unemployed would be separated from a pure
training and retraining function. It was noted that the rate of R and D
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spending in the Republic was relatively low (less than 1 per cent of GDP with
only Spain, Greece and Portugal spending less in an EC context). The Review
Group implied that it was inevitable that the Republic would continue to be
unable to devote large scale resources to R and D activity. They therefore
recommended that the spending of the existing levels of public funding for
technology be tailored towards achieving a higher rate of social return. For
example, government initiatives should major on the promotion of diffusion
and transfers out of the higher educational sector into industrial application.
Turning to industrial policy as it is conventionally defined the Review Group
and its background papers identified the limited success of the policy changes
promoted by Telesis (1982). For example, the shift of IDA spending towards indigenous firms was small (from 51 per cent in 1985 to 54 per cent
in 1989). Neither, the Company Development Programme nor the National
Linkages Programme has yet realised the ambition of fostering perhaps several hundred locally-owned manufacturers. The Review Group placed heavy
emphasis on the apparently poor value for money of industrial policy during the 1980s. During 1981-90 grants worth a total of IR«£l.6 billion were
paid to existing foreign and Irish establishments and to new start ups. The
measured net gain to employment was less than 10,000. 1n the same period
job approvals had been as high as 164,000 (a similar story of "approved" or
"promoted1* jobs massively exceeding the actual number of positions created
is found in Northern Ireland; Nl Economic Council, 1990). Whilst the Review recognised that levels of grant assistance had been scaled down since
the mid 1980s they thought there was scope for further reduction without
prejudice to the potential for job growth. Turning to recommendations for
the future, the Review Group argued that the agencies should foster clusters
of locally owned firms within market niches. This view reflected the imprint
of Porter's analysis (Porter, 1990), i.e. linked groups of firms within a single
economic activity and, perhaps, one geographical locality are more likely to
generate the "diamond" of interacting determinants of national competitive
advantage. For example, the supply of highly specialised labour force skills
("factor conditions"), a sophisticated home market which is able to anticipate
developments in the international market ("demand conditions"), networks of
firms which are in part co-operative and yet also rivalrous ("firm strategy,
structure and rivalry"), and good backward linkages to sub-supply industry
and producers of materials and primary commodities ("related and supporting
industries").
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3. THE LACK OF COMPETITIVENESS OF THE IRISH INDIGENOUS
MANUFACTURING SECTOR
Perhaps the best way of summarising the long run competitive performance
of the indigenous sector is to note that productivity has always lagged the
average level for the UK. In this respect the performance of the Republic
(ROI) has been similar to that of manufacturing in Northern Ireland where
there has also been a chronic productivity gap of the order of 20-40 per cent
throughout the eighty years since 1912 (Hitchens, Wagner and Birnie, 1990),

Table 1: ROI net output per head compared to the UK*
(ROI/UK, UK = 100)
(comparisons based on producer prices; unit value ratios)
1935

1968

88

82

1985

148

»
Note; * Average for total manufacturing.
Sources: Census of Industrial Production (ROI) and Census of Production
(UK).
As Table l shows there was a substantial productivity gap between the Republic and the UK in both 1935 and 1968 when total manufacturing was still
dominated by Irish owned firms or long established externally owned producers usually of a low technology type (e.g. British owned food and clothing
producers). In 1935 the Republic's comparative productivity would have been
only 74 per cent that of manufacturing in UK if a single high productivity level
industry, brewing and malting, which was more heavily represented in the Republic than the UK is excluded from the comparison. By 1968 the Republic
had lost this structural advantage, and the productivity gap had widened, albeit the structure of industry could explain only a small part (10«20 per cent)
of the productivity shortfall relative to the UK.
By 1985 there had been a very substantial improvement in the Republic's
comparative performance which was in part the consequence of structural
change (between half and three-quarters of the productivity superiority relative
to the UK was attributable to advantage at the matched industry level, the
remainder of the superiority was attributed to the structure of industries in
the Republic). However, as table 2 demonstrates, most of the catch up inr
productivity was concentrated in the expanding foreign owned sector.
159

The table shows the gulf separating the average productivity performance of
ROI-owned and externally owned firms in the Republic. During the late 1980s
levels of output per head in the external sector were about twice as high as
those achieved by manufacturing in the UK. However, productivity levels in
the indigenous sector remained 15-20 per cent below those in the UK. Indeed
the productivity performance of the locally owned firms in the Republic is
much closer to that of manufacturing in Northern Ireland than it is to the
foreign subsidiaries operating within the Republic.
Table 2: ROI comparative manufacturing productivity by
ownership type (ROi/UK, UK = 100)*

Indigenous ROI
External ROI
All ROI
All NI/UK

1935
81
198

1968
85
211

1985
79
210

132

139

137

75

74

72

Note; Net output per head using average market exchange rates (ROI data
includes firms in the 3-19 employees size band, the UK data does not).
Sources: same as Table 1,
In fact the substandard performance of the indigenous sector is demonstrated
by a range of indicators. For example, whereas the indigenous manufacturing
sector experienced an employment decline of 13 per cent during 1973-80, the
decline for the whole of manufacturing was only 5 per cent. During the 1980s
the employment in the foreign owned sector actually grew by 3 per cent (to
93,000 in 1990) but the numbers engaged in Irish owned firms dropped by 21
per cent (to 120,000). The indigenous firms have proved able to increase the
share of output exported; 19 per cent in 1960, 26 per cent in 1973, 31 per
cent in 1984, 36 per cent in 1988 (the figures for 1960 and 1973 are those of
O'Malley (1989) for the "all firms other than new external", i.e. firms which
were established in the Republic before 1960 and will include some foreign
owned establishments). However, even though exports have been increased
imports have expanded even more rapidly. O'Malley (1989) estimates that for
a number of sectors such as wood and furniture, metal goods and engineering,
chemicals, textiles and clothing and footwear, competing imports expanded
their market share in the Republic by more than 2 per cent per annum. The
consequence of this market penetration has been that the bulk of Republic of
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Ireland indigenous firms are now found in those sectors (e.g. mineral products,
food, drink and tobacco) which are somewhat sheltered from international
competition.
Direct evidence of competitive weaknesses amongst Irish indigenous firms
was identified through a set of matched plant comparisons with small firms in
Scotland and England (Hitchens and O'Farrell, 1989). The Irish firms were
deficient in terms of both price and quality of products.

4. COMPARISON OF THE ROI'S INDIGENOUS PRODUCTIVITY
PERFORMANCE WITH INTERNATIONAL BEST PRACTICE
Not only does the indigenous sector lag the UK average but, as table 3 shows,
like Northern Ireland it is very far behind the international productivity frontier.
Once again, a strong contrast can be drawn between the performance of the
indigenous and the non-Irish owned sector. When the foreign owned sector is
included productivity levels appear to be greater than those in west Germany
(whilst it might be objected that the Republic's value added has been grossly
inflated by transfer pricing the sensitivity analysis used by Hitchens, Wagner
and Birnie (1990) suggests that this can explain only a small part of the
productivity advantage). In contrast in 1988 the productivity of the indigenous
sector in the Republic was only four-fifths that of the level attained by UK
manufacturing, Irish owned firms, however, had a net output per head which
was only 79 per cent of the UK average.
Attention should also be drawn to the performance of the Irish economies
relative to one of the former communist bloc economies, the former East
Germany. (The experience of the former DDR is of particular interest given
that its development since the onset of German economic and monetary union
is equivalent to a controlled experiment for Northern Ireland and the Republic
indicating what may happen to a weak low productivity economy when it
is suddenly integrated with a strong high productivity economy). In 1991
levels of value added per head in East Germany were still lower than those in
either Northern Ireland manufacturing or the indigenous sector in the Republic
though the gap was no longer very large (indeed, the physical productivity
of a sample of firms, i.e. the volume of output without making allowance
for quality or price differences, has been indicated to be comparable to that
of Northern Ireland; Hitchens, Wagner and Birnie, 1992). It is significant
9»ven the chronic natures of the productivity deficiencies of Northern Ireland
manufacturing and of Irish owned firms in the Republic that firms in East
Germany have been shown to have made very rapid progress in narrowing the
productivity differential relative to best practice in Western Europe (levels of
output per head rising by 50 per cent in the first year of German monetary
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and economic union; Hitchens, Wagner and Birnie, 1992).

Table 3: Irish manufacturing productivity performance compared
to international best practice

Value added per head as per cent of level in the UK (UK = 100)
ROI
all

1985
1988

140*
154"

ROI

Nl

Indig.
82*
80"

76
7 3 1989

West
Germany

USA

127

221

110

215

East
Germany
3g 1990
5 1 !991

Note: Indig.: Indigenously owned firms in the ROI. All comparisons based on
price comparisons of principal products (i.e. unit value ratios) except ROI/UK
and ROI indig./UK (both geometric averages of comparisons using unit value
ratios and purchasing power parities) and Ni/UK.
* The ROI data has been adjusted to remove the very small firms (employing
less than 20 persons) and thereby achieve greater comparability with the basis
of the Nl and UK data. The 1985 Census comparisons were updated to 1988
using indices of output and employment.
Sources: ROI/UK, Census of Production and Census of Industrial Production. NI/UK, Census of Production. West Germany/UK, O'Mahoney (1992).
USA/UK; based on Van Ark (1990). East Germany/UK: based on a matched
plant sample comparison of value added at full capacity utilisation in west and
east Germany in Hitchens, Wagner and Birnie (1992). Linked to UK using
the estimated west Germany/UK ratios.

5. EVALUATION OF THE CONCLUSIONS OF THE REVIEW GROUP
Having identified one of the central problems which the Review Group had to
address, the chronic under-performance of the indigenous sector, it is possible
to evaluate the conclusions of the Review Group.
The Review Group deserves credit for producing a thorough and critical evaluation of industrial policy as it had operated in the Republic during the 1980s.
The depth of analysis employed exceeded that of the corresponding series
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of policy documents which have been appearing in Northern Ireland as part
of the rethink of economic policy in the Province (DED, 1990; IDB, 1991a,
1991b; LEDU, 1991; TEA, 1991a, 1991). The range of economic sophistication employed in the supporting reports is impressive. However, despite all
these good points there remain some limitations.
For example the Report of the Review Group on Industrial Policy (1992)
rightly took a very broad view of the range of factors which could impact
on industrial performance (in this it contrasted with its predecessor Telesis
(1982) which largely restricted itself to industrial policy as traditionally defined). Unfortunately, the resultant list of areas where the Republic economy
was judged to be weak (e.g. a narrow tax base, misallocated savings, high
costs of infrastructural services, inadequate focus of the education and training system on closing a relative skills gap, lack of management training, low
levels of R and D, the continued failure of the food sector to fulfil its apparent potential, the weakness of indigenous firms in general etc.) did not
include any attempt to identify priorities for public action, In other words,
the Review Group were able to identify those factors which were hindering
the Republic's performance but they could not weight their importance as
contributions to the overall competitiveness problem of the Republic. This
is a problem in Northern Ireland too and bedevils any practical attempts to
tackle the competitiveness issue.
Emphasis was directed toward promotion of co-ordination between producers,
processors and retailers of food with a view to improving the non-price aspects
of the competitiveness, such as quality, of processed products (PA Consulting
Group, 1991). Stress on the downstream industries associated with agriculture
was also found in Telesis (1982) including the suggestion that the Republic
should cultivate a marketing image as the source of pure or "green" products,
Where the Report of the Review Croup on Industrial Policy (1992) displayed
more novelty was to argue that in general industrial policy should be directed
towards creating clusters of indigenous firms operating within appropriate market niches. There was the vague advice that such clusters should be based
upon local strengths (the blocs of micro-electronic and pharmaceutical companies which have appeared as a result of inward investment have had inadequate linkages into the indigenous sector to produce such clusters as a
spin-off effect). Apart from a commendable desire to foster agglomeration
economies, the approach to the clusters in general, and the food sector in particular, seems to reflect some idea of comparative advantage, i.e. there are
certain economic activities at which the Republic is good and developmental
sfTorts should be concentrated on these. However, the notion of comparative
advantage should be treated with caution because it nee4 not imply absolute
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advantage, i.e. the Republic may not be highly efficient in food processing, it
may simply lag international competitiveness standards by less than in other
sectors. To focus too strongly on food might be to make the mistake that
because the Republic has always had a lot of food industries in the past it
should have a lot in the future.
In fact there are some general weaknesses to this approach of identification
of niches where clusters of Republic firms can be competitive (they also apply
to the current policy in Northern Ireland which is one of "backing winners").
It ignores the extent to which the indigenous sector as a whole lags very far
behind average British standards and, to an even greater extent, average continental European standards. Given this background it may be too optimistic
to expect any more than a small number of local firms to propel themselves
into international niches. It is in any case unclear whether those firms which
might be identified as top performers in the Republic have genuine strength
in terms of competitive advantage or whether their position reflects nothing
more than random variation around any mean. In other words it may be futile
for policy makers to exhort Irish industry to learn from the best or to develop the best in Ireland when those "good" firms owe their high performance
largely to non-permanent or non-replicable factors (e.g. a certain company
happens to acquire a very good entrepreneur).
We would go further and contend that the fundamental problem may be an
inadequate elasticity of response on the part of the private sector in the Republic to government initiatives designed to boost competitiveness and raise
the level of the mean performance which appears to be unacceptably low (this
is in addition to the problem that there may be inadequate expertise in the
public sector to decide which sectors/niches/clusters to pick out). The private sector problem is a longstanding one which has persisted despite a series
of very radical shifts in policy regime over the years (Lee, 1990). For example
neither the 1920s free trade, agriculture-led approach, nor the l93Qs-1940s
protectionist phase, nor the 1950s-1970s inward investment policy provoked
the large scale expansion of an international competitive indigenous sector in
either manufacturing or other tradeable activities. The outcome of Telesis
(1982) with its emphasis on the indigenous sector, selectivity and linkages
also appears to be have been disappointing (e.g. the Company Development
Programme did not fulfill expectations in the sense that most companies using it seemed to treat it as a vehicle for obtaining more grants rather than
a springboard to higher competitiveness through a better application of consultancy and business services; DKM, 1992). An improvement in indigenous
performance has been identified during the economic recovery of 1988-90
(O'Donnell, Kennedy and O'Malley, 1991) though it is still not possible to
confirm that this is more than a temporary blip around an unchanged and
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disappointing trend. There is therefore no strong grounds for believing that
the Culliton Committee (1992) has found the holy grail of private sector competitiveness which has eluded policy makers since Independence. In short, the
Irish owned private sector remains stubbornly resistant to government initiatives. This has been variously attributable to cultural aversion to risk taking
(O'Farrell, 1986), or perhaps a tax and institutional framework which encourages rent-seeking behaviour, i.e. more effort is expended in trying to build
up a sheltered or monopolistic position in the Irish market as opposed to attempting to achieve competitiveness on international markets (The Report of
the Review Group on Industrial Policy (1992) implied this).
A further explanation for the longstanding competitive failure of indigenous
enterprises in the Republic is that there may be inadequate appreciation on
the part of private and public policy makers as to how far the Republic has
fallen behind standards of international excellence. In terms of such an informational failure there many be parallels to Northern Ireland (Hitchens and
Birnie, 1991) where the narrowness of experience of most industrial managers means that their ability to recognise and appreciate how, say, the west
Germans do things better is limited (problems of myopia and complacency
have been demonstrated through the technique of international managerial
exchange visits; Hitchens, Wagner and Birnie, 1991). The situation in the
Republic may not be as bad as that in Northern Ireland (e.g. the range of
outside experience available is greater) nevertheless the danger remains that
the substandard economic performance of the past will persist into the future
if there Is a generalised lag in information. The IDA'S Company Development
Programme from the mid 1980s onwards did attempt to rectify such a failure
but this programme has itself been hindered by the limited information of the
agencies ( D K M , 1992).
In short, there is reason to be pessimistic about implementation of the strategy
associated with the Culliton Report. The grounds for realistic pessimism are
threefold.
First the stability of gap relative to Great Britain and the EC average in
terms of standards of living suggests that in the absence of large shocks
to the system performance will continue as before. As Lee has argued
hhh economic performance has been the least impressive in western Europe,
perhaps in all Europe, in the twentieth century. It must count as one of the
most striking records in modern European economic history" (Lee, 1990).
The second reason for pessimism derives from the Porter-type framework
(Porter, 1990) which was amongst the intellectual antecedents of the Culliton
Committee's emphasis on inducing clusters in niches. If industrial competitive
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success derives from the cumulative interaction of a number of factors then
adjustment of a number of variables in isolation may be insufficient to generate
the critical mass necessary for success. For example, matched comparisons
of firms in Northern Ireland, which have levels of value added per head similar
to those of the indigenous sector in the Republic, and west Germany demonstrated that the west German firms were able to achieve comparatively higher
physical productivity and superior value added per head and product quality
through flexible production and management strategies which were facilitated
by a labour force and management which were highly skilled and flexible at
all levels (Hitchens, Wagner and Birnie, 1990). High levels of value added per
head enabled the west German firms to pay generous wage levels. Upward
pressure on wage levels in turn provided an incentive for the firms to engage
in strategies of continual enhancement of productivity and product quality
standards through adaptive innovation of products and processes.
The third reason relates to education and training. A key component in the
competitive success of industry in west Germany has been the training and
education system. In this paper we will in fact stress the links which have been
established in the case of other economies between economic performance and
the training system. In this respect too there are grounds for sober judgement.
Whilst comparison of education and training systems may imply that in some
ways the position in the Republic is as good as or better than that in the UK
this is no longer good enough (given that the Republic's current performance
has been consistent with no more than a slight closing of the gap relative
to the UK average). As a late industrialising economy the Republic has to
jump up to continental European standards of GDP per capita and to achieve
this transition over even a period of several decades would probably require
the Republic's education and training system to in some sense surpass the
performance of its European counterparts.

6. SUFFERING FROM THE "BRITISH DISEASE1 OF MANUFACTURING
AH three of the grounds for pessimism are reminiscent of the longstanding
problems characterising manufacturing in the UK which have been called the
"British Disease" (Allen, 1979), UK industry, like indigenous firms in the
Republic, has suffered from a persistent productivity gap (a very large shortfall
relative to the US which has been sustained since the end of the last century
and a gap relative to west Germany and European best practice which widened
throughout 1960-80) and this failure, like that in Ireland, has also been a
cumulative one (i.e. low productivity growth led in turn to living standards
falling behind those in Europe with the result that the British home market was
no longer as progressive as those facing competitor firms on the Continent;
Porter, 1990), Thirdly, British industry is also weakened by a real skills gap
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relative to most competitor economies (Finegold and Soskice, 1988). In
short, there is a strong case for considering Ireland's economy and particularly
indigenous manufacturing as suffering from a case of the British disease and
this is so particularly with reference to technical and vocational education
which has usually been identified as the crucial weakness undermining the
UK's long run performance (Barnett, 1986; Crafts, 1988).
This is in spite of the claims that in the Republic unlike the UK capital related
deficiencies are much more important. OfMalley (1989) stresses the disadvantages of ROPs position as a "late starter" in the industrialisation process and
a lack of capital might be claimed to be one of these disadvantages. However,
it is by no means clear that manufacturing in the ROI has been handicapped
historically by a shortage of capital. Whereas in the past commentators in
the ROI may have attributed the lack of an industrial revolution to a scarcity
of investment funds it is now generally agreed that there was no shortage of
capital in nineteenth century ROI (Daly, 1981; Kennedy, Giblin, and McHugh,
1988). Outside of Ulster there was little demand for such capital with the
result Irish savings were invested instead in railways, roads and British Government stocks. In his analysis of ROI output and productivity growth since
independence Kennedy (1971) could discern no obvious association between
those industries which had rapid growth rates of capital input and those which
had large increases in labour productivity during the 1920s-1960s. Slattery
(1973) estimates that the gross capital stock in manufacturing increased by
250 per cent during 1960-72 yet Geary and Dempsey (1979) attributed about
three-quarters of ROI manufacturing growth between the late 1960s and the
mid-1970s to total factor productivity (i.e. they could not explain more than
a quarter of growth by increases in the volume of the labour or capital input).
The investment rate in ROI manufacturing has risen during the post-War
period (from 16.5 per cent of value-added during 1949-61 to 27.4 per cent
during 1973-84; Kennedy, Giblin, and McHugh, 1988). Geary and Henry
(1983) take such results as being strongly indicative of a waste of capital in
ROI manufacturing.
In other words, ROI may have had too much capital rather than too little.
Very rough comparisons of capital stock per employee in manufacturing in the
Republic and the UK prepared by one of the authors (using Vaughan (1983)
and the official measures of the UK capital stock but without making any allowance for differing assumptions about average asset lives) imply that capital
intensity in manufacturing in the Republic increased form being about 70 per
cent of the level in the UK in 1951 to 80-90 per cent of that level in 1973.
Since 1973, Census of Industrial Production data suggests that net investment
Per head in manufacturing in the Republic has averaged about one and a half
times that in the UK (using market exchange rates). Even if the prices of
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capital goods in the Republic were substantially higher than those in the UK it
seems highly probably that Ireland has caught up with the UK and overtaken
it in terms of capital intensity. This is an unsurprising conclusion given the
extent to which capital was subsidised and the inflow of foreign firms (most
of which were probably based in capital intensive activities; investment rates
in mechanical, electrical and electronic engineering were two or three times
higher than those in the counterpart industries in the UK during 1973-85).
Considerations of Northern Ireland's productivity gap have similarly suggested
that a lack of capital cannot be blamed for poor productivity performance
(Hitchens, Wagner and Birnie, 1990),
Apart from levels of investment, economies of scale have been identified as
a critical barrier to entry. Again, to the extent that this factor applies, the
uniqueness of the Republic of Ireland experience relative to the British is being
stressed. Kennedy, Giblin and McHugh (1988) note the relatively small size
of factory units. Our own calculations suggest that the median factory size
in manufacturing was 153-6 employees in 1985 (based on 1985 Census, the
range of results arises from the small number of units which are not classified
by size) which is significantly lower than that in Northern Ireland (191 in
1986) or Great Britain (267 in 1986). However, as in the case of Northern
Ireland (Hitchens, Wagner and Birnie, 1990) it is by no means clear how large
the foregone potential economies of scale are. Kennedy, Giblin and McHugh
(1988) point to how the ROI dairy industry (which includes 8 out of the
20 largest indigenously owned firms) rationalised its number of plants in the
1970s and 1980s but was still making low value-added products at the end
of this process. Moreover, the especially severe decline in employment in the
larger establishments (i.e. those with more than 500 employees; NESC, 1989)
was as much the consequence of a lack of competitiveness as its cause.
O'Malley's thesis (1989) is that the crucial handicap to Republic's competitiveness in international markets is a lack of economies of scale at the level
of the firm. He notes that of the 100 largest indigenous firms in Republic's, 85 per cent of sales and 77 per cent of employment lies within the
food, drink, tobacco, paper and mineral product sectors, i.e. substantially
non-traded goods and therefore largely protected from international competition which lack appreciable technology inputs. However, this situation cannot
be entirely attributed to the small size of the home market because Telests
(1982) noted that while Belgium has at least 14 indigenous engineering firms
employing more than 1,000 persons and Denmark 17, the Republic had only
one. Whereas the Republic had only 3 industrial companies placed within the
Financial Times ranking of Europe's top 500 companies by market capitalisation, Switzerland with only one-and-a-half times the Republic's population
had almost six times as many. It is however worth adding that as in the case of
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Britain (Hitchens, Wagner and Birnie, 1990) a dearth of large firms may be as
much symptom of relative economic decline as its cause. As O'Malley (1989)
notes only a handful of Republic indigenous manufacturers have successfully
broken into international markets (e.g. Guinness, Carroll, Irish Distillers, Waterford Glass) and even amongst this select handful either problems developed
during the 1980s or it became increasingly dubious to designate these as Irish
controlled firms.
The better performance of other small European economies such as Denmark,
Finland, Sweden, and Austria suggests that they have overcome the alleged
disadvantages of being a late starter by building up a corps of world class
firms which have retained a competitive advantage within those industries
which O'Malley characterises as having major barriers to entry. This could
imply either that these economies had a more effective industrial intervention
strategy than the Republic, or that specialisation by an entrant within complex
factor product markets can nullify at least some of the advantages of the
incumbent behind his barriers (Telesis, 1982). It should also be noted that
the status of being a late starter brings benefits as well as costs. Examination
of the economic history of Britain and Northern Ireland suggests that an early
start to the industrialisation can be a mixed blessing in terms of entrenching
inappropriate attitudes and institutions (e.g. with respect to industrial training
and labour relations; Matthews, Feinstein and Odling-Smet, 1982; Olson,
1982; Hitchens, Wagner and Birnie, 1990) and one which the Republic with
its scope for policy autonomy could perhaps have avoided, Nevertheless, as
we will show, there have been a number of respects in which the Republic has
imitated the British model with costly consequences (Lee, 1990),
The case for considering the Republic as a case of the British disease is
strengthened by consideration of the experience of Northern Ireland. Matched
plant comparisons between larger firms in Northern Ireland and west Germany
implied that the Northern Ireland companies were victims of a more intense
version of the British disease particularly with regard to low levels of technical
and vocational skills (Hitchens, Wagner and Birnie, 1990). We have already
seen that levels of value added per head in the indigenous sector in the Republic are similar to those in Northern Ireland. The implication is that Irish
owned firms in the Republic share the difficulties of their counterparts in the
North with respect to low levels of physical productivity and comparatively
poor product quality. These problems being in turn the outcome of a lack of
production skills and restricted management capabilitiesNorthern Ireland's competitiveness problems would seem to be part of a general problem in the UK where there has been a longstanding failure to provide
technical and vocational training and education of a standard comparable with
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that achieved in other industrial economies. In 1921 the Republic inherited
an education system which was strongly influenced by the English model and
though this has since been modified it is highly unlikely that the Republic has
been able to increase the output of its technical and vocational education
much beyond that of the UK both in terms of quantity and quality.
The following tables are illustrative and require further refinement for a more
accurate comparison, but for what they are worth indicate the scale of the
skills differences between the Republic and Britain and European best practice,
and that in this respect the Republic has more in common with either Britain
or Northern Ireland than west Germany.
Some of these figures relate to flows rather than stocks and these cannot
conclusively prove that the Republic shares the UK's problems of a lack of
technical skills. Where stock figures can be used they are sometimes dogged
by problems of lack of comparability. For example, the Republic might appear
to have proportionately as many workers at the technician level as west Germany. However, this rests on the assumption that everyone who qualifies form
a Regional Technical College (perhaps with no more than a one year Diploma)
has attained the level of a German Meister (2-3 years on top of 2-3 years of
training as an apprentice) or Techniker (4 years of study). Nevertheless, the
figures are strongly indicative of the conclusion that the Republic has a skills
gap. Even when the favourable assumption is made that the definitional basis of the statistics is comparable the Republic has proportionally twice as
many "unqualified" as the west German labour force (Table 4). Moreover,
the annual inflow of formally qualified craft apprentices and supervisors into
west Germany manufacturing is several times greater than that into industry
in either the Republic, or Great Britain or Northern Ireland regardless of the
way in which the figures are standardised for varying sizes of industry and
population (Table 5).
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Table 4: Comparative stock of skills in manufacturing
Per cent of labour forcequalified to each level
ROI, Nl and UK shown as a percentage of West Germany*
(per cent in WG = 100)

Level of qualification

Quantity

Quality

Graduates (all subjects)

UK
Nl
ROI

10
45
88

Germany degrees
longer, more
Technik

Technician level

UK
Nl
ROI

53
49

German Meister,
Techniker,
compared with HND,
HNC in UK and output
of Regional Technical Colleges
in ROI (some only 1
year courses)**

a

100

Lower intermediate
level "craftsmen"

UK
Nl
ROI

47
*60
*51

Without any of
the above

UK
Nl
ROI

212
180
C
196

In UK and WG apprenticeships
similar in content though WG
may have more rigorous
theoretical application. Nl
figures include all A levels and
ROI all Leaving Cert.6

c

Note: *: The per cent of the manufacturing labour force with each qualification level as its highest qualification is shown as a percentage of the per cent
level for west Germany (UK and WG relate to 1987, Nl and ROI per cent
results for 1989 were compared to these WG results).
a

: The ROI figures include all diploma and certificates from the Regional
Technical Colleges and many of these are unlikely to be comparable with the
UK and WG qualifications in terms of length of study or depth of content.
h

: The inclusion of non-vocational qualifications in the Nl and ROI figures
inflates performance relative to the UK average and WG.

171

c

; ROI and Nl performance relative to the UK average and WG is again
inflated for the reason given under note b.

Sources:

UK/WG; the NIESR studies, i.e. Prais and Wagner (1988),
Steedman (1988), Prais (1989), O'Mahoney (1992).
Nl; figures supplied by DENI.
ROI, figures by the education authorities in the Republic.

Table 5: Comparison of the flows of technical qualifications standardised by manufacturing
labour force and population size, end 1980s

Graduate engineers

Technician engineers

Labour
Force

Population

UK

100

71

Nl

100

61

ROI

167

82

UK

100

71

Nl
ROI

Supervisors
(formally qualified)

na

na

150

75

many times higher
in WG

German degrees
longer + more
practical

Usually time served
in UK, rarely
equivalent to WG

Meister
Craftsmen
(formally qualified)

UK

41

31

Nl

41

17

ROI

41

20

Fewer written/
theoretical tests
in UK apprentice.

Note: Standardised on output per 100,000 manufacturing employees (5 million
in the UK, 7 million in WG, 100,000 in Nl, and 200,000 in the ROI) and on
output per million of the population (57 million in the UK, 61 million in WG,
1.5 million in Nl and 3.5 million in the ROI).
Sources:

UK/WG; the NIESR studies, i.e. Prais and Wagner (1988),
Steedman (1988), Prais (1989), O'Mahoney (1992).
Nl; Labour Force Survey and City and Guilds.
ROI/WG; Higher Education Authority (1989), FAS.
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7. EMIGRATION AND THE DEMAND FOR SKILLS IN THE REPUBLIC
It should also be stressed that the Republic's experience is not an exact replica
of that of Britain. It is for example unusual in the sense that a very high
proportion of annual output of those qualifying at the higher levels has been
lost to the domestic economy through migration (in 1987-88 about 40 per
cent of Irish engineering graduates left the Republic to find work elsewhere).
Such outmigration indicates that the level of skills in the Republic is not
simply a supply side issue but a demand side one as well. Indeed, when
the output of graduate and technician engineers is considered relative to the
size of manufacturing employment in the Republic it might appear that the
Republic is producing too many of these qualifications and therefore it is
natural that migration should be so marked. This conclusion would however
be a misperception. The fact that industry in the Republic is unable to
employ all of the graduates and technicians coming out of the universities and
colleges is less an indication of over-production of technological skills and more
a measure of the relatively small size of manufacturing in the Republic and a
lack of use of these graduates and technicians when compared with population
size (in the late 1980s less than 6 per cent of the population of the Republic
were employed in manufacturing compared to 11.5 per cent in West Germany
and 8.8 per cent in the UK). When population is used as the standardisation
factor then the Republic's output of these skills is indicated to be substantially
lower than that of the west Germany (with the implication that the supply
side of the Republic's economy will be correspondingly weaker).
There is also the possibility that even given the relatively small size of manufacturing in the Republic the demand for these higher skills is lower than
might be expected. If this were the case there would also be some similarities
with the British disease. For example, whilst the relatively low numbers of
graduate engineers in UK manufacturing (Finneston, 1980) has sometimes
been attributed to a cultural aversion to industrial activity as opposed to
professional and financial careers (Wiener, 1980; but see Rubinstein, 1988),
Silberston (1987) argues there is also a demand side problem which is reflected
by the relatively low salaries which British companies ofTer to engineering and
production management specialists as compared to those with financial, accountancy and marketing specialisms. The high rates of outmigration of Irish
graduates may partly be because industry in the Republic does not perceive
the need to offer them employment. It also likely to be driven by the significant difference between the marginal tax rate facing a single person at the
average industrial wage in the Republic compared to his/her counterpart in
Britain (Arthur Andersen, 1991).
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Low levels of demand for technical skills in the Republic could indicate a certain
amount of complacency about the Republic's training needs. Tony O'Reilly
(Chief Executive of Heinz) argued in 1981, "Irish workers properly led are as
good as any", and Milton Glass (Treasurer Gilette) claimed (1983), "The Irish
worker is just as good as the legendary German worker" (O'Malley, 1989).
In a survey study (Roche and Tansey, 1991) the chief executives of the 1000
largest private companies ranked the technical (14 per cent) and production
management (6 per cent) training needs of top managers relatively low (far
behind the perceived need for more training in general management, finance,
marketing and industrial relations). Such results are indicative of one aspect of
the British disease, i.e. a complacency about technological matters with the
accountancy side of business being given priority. Moreover, a lack of experience of world class manufacturing standards (Roche and Tansey, 1991) may
make Republic of Ireland managers poor judges of their own training requirements. (A technique of exchange visits between managers in the Northern
Ireland and West German clothing industries revealed a similar myopia on the
part of the managers in the low productivity Northern Ireland sector who were
similarly reluctant to admit how much they had to learn from the higher training standards they had observed in the German factories; Hitchens, Wagner
and Birnie, 1991.) At the same time, some critical skill deficiencies have been
identified, e.g. 36 per cent of clothing companies surveyed reported problems
relating to machinists and 29 per cent to production managers, design and
technicians (FAS/Colin Mclver as reported in Roche and Tansey, 1991). For
example, lack of technical skills meant that operatives could not repair their
own machines when these broke down. This represented a classic symptom
of the British disease.

8. THE FINDINGS OF MATCHED COMPARISONS OF SMALL FIRMS
Further light on the situation relating to education and training in the Republic
is shed by matched comparisons of small firms in two regions of the Republic
(Dublin and the Mid West) with matched counterparts in regions of England
(O'Farrell and Hitchens, 1989) which suggest a skills shortfall even by British
standards.
The proportion of persons designated as skilled in factories is higher in the
Republic than in England in clothing, food and miscellaneous trades; but
the matched English companies have more skilled craftsmen in the most skill
intensive industries, namely precision engineering and injection moulding and
miscellaneous engineering.
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Table 6: Per cent of production workers skills, late 1980s

Clothing and knitwear
Food
Precision engineering and injection moulding
Miscellaneous engineering
Miscellaneous trades

ROI

Southern England

11
20
56
31
36

9
3
74
59
10

The Republic was also found to fall short when a sample comparison was
made with a UK peripheral region; Scotland (O'Farrell and Hitchens, 1988).

Table 7: Per cent of production workers skills, late 1980s

Clothing and knitwear, textiles
Clothing alone
Knitwear alone
Food alone
Precision engineering and injection moulding
Miscellaneous engineering
Miscellaneous trades

ROI

Scotland

12
15
6
36
49
44
17

12
7
3
14
54
31
16

Sample size: 40 ROI (Mid-West only) and 43 Scotland,
The proportion of persons designated as skilled in the factories is higher in
Scotland with the exception of precision engineering and injection moulding.
Employers in Ireland, Scotland and England emphasised the differences in
the degree of skills required by workers in different branches of engineering
and clothing and knitwear. It is important to make a correct judgement on
how much skill is needed and the consequent training requirements to enable
an employee to work to the quality standards demanded by the customer
(Hitchens and O'Farrell, 1987), If comparisons were to be conducted with
west Germany then it is probable the skills profile of the shop-floor in the
Republic would be indicated as closer to that in the UK than to European
best practice.
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9. THE NEED FOR FURTHER RESEARCH ON LINKS BETWEEN TRAINING
AND PERFORMANCE
The British skills shortfall and its probable impact on comparative productivity
has been intensively researched, for example, by the National Institute of
Economic and Social Research and usually through the technique of matched
plant comparisons (Prais, 1981; Prais and Wagner, 1983; Daly, Hitchens
and Wagner, 1985; Steedman and Wagner, 1987; Prais and Wagner, 1988;
Steedman and Wagner, 1989; Prais, 1989). It could be argued that there is
a need for similar kind of research programmes in the Republic.
This would focus on measures of the stock of skills in Irish owned firms together with qualitative measures (e.g. how do Irish training courses compare
with those on the Continent in terms of breadth and depth of content). For
example, the matched plant comparisons of small firms in the Republic with
those in regions of Britain (O'Farrell and Hitchens, 1988, 1989) collected data
on the proportion of persons designated as skilled but this revealed nothing
about the quality of those skills. Skill quality was a problem for small firms
in all the regions considered but it was indicated as critical in the case of
the Republic (as it was for Northern Ireland, Hitchens and O'Farrell, 1988).
Many of the criticisms of Irish products which were reported by the managers
of British firms may be interpreted largely as a consequence of poor quality
skills, lack of attention to detail and inadequate supervision and quality control
procedures. Furthermore, in skill intensive product segments such as precision
engineering, injection mould making and tool making, many Irish companies,
when showed samples from matched English firms, conceded under questioning that they could not produce to the tolerances and finish displayed by the
English samples, especially those in the Bristol area.
Matched plant comparisons with Continental counterpart firms would allow
the impact of training levels on physical productivity and product quality to be
traced (the intention would be to identify the specific links which the general
statistical studies of education and economic performance have usually only
been able to assert without strong proof; OECD, 1987). At the same time
research should be directed to the multinational sector in the Republic to
ascertain how far they locate complex processes and products in their Irish
operations. To the extent that they do this would prompt the question as to
how they were able to achieve high productivity levels with a predominantly
unskilled or semi-skilled labour force. Given the small size of the industrial
base in the Republic and the historical lateness of industrialisation it is likely
that the Republic shares with Northern Ireland a problem of a lack of diversity
of skills (i.e. certain precision engineering, mechanical and electrical skills
are likely to be under-represented in Ireland). Research should be focused to
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identify gaps and the possibility that selectively encouraged in-migration by
talented outsiders could be used to fill holes in the skills base.
What seems to be clear is that the Republic is deficient in terms of the
output from the education system of technically skilled persons (OECD, 1991)
but these weaknesses are reinforced by the relatively low priority given to
training/retraining of those in employment. A variety of recent sample surveys
suggest that only 21 per cent of employees receive off-the-job training, 35 per
cent of managers and 11 per cent of craftsmen (as compared to 25-40 per
cent, 50 per cent and 15-48 per cent respectively amongst other industrial
economies; Roche and Tansey, 1991). It has been estimated that private
companies devote the equivalent of 0.9 per cent of payroll costs to training
(compared to 1.4 per cent in the US, 2.1 per cent in France and 2.9 per cent
in west Germany). All this is notwithstanding a recognition in some quarters
that some aspects of the Republic's skill base are weak, e.g. management
training (e.g. CIP, 1973).
The National Institute studies linked poor training standards to relatively low
rates of physical productivity and inferior product quality. In the case of the
Republic it has been noted that greater training would enable the absorption
of changes in product and process technology and facilitate the adoption of
more advanced capital equipment (Roche and Tansey, 1991). The relatively
low rates of R and D spending in the Republic are in part a function of
the lack of technically qualified personnel. During the 1970s the rate of R
and D spending in industry actually declined and in 1975 stood at only onequarter of the EC average and one-sixth of the US average (Maguire, 1979).
Moreover, even more than in the case of the UK, it might be anticipated to
yield further benefits through providing an incentive to foreign investors to
locate plants (including those which engaged in higher value added activities)
in the Republic (Reich, 1990). As things stand, the unskilled or semi-skilled
status of most plants in the Republic is notable. In the Telesis (1982) survey
of 34 mechanical engineering factories only half employed even a couple of
qualified engineers and skilled blue collar workers.
In addition to the link between a lack of training and inadequate performance
regarding innovation a second mechanism through which poor skills standards
are translated into poor competitiveness is that of product quality. Like their
counterparts in Northern Ireland, sample surveys of small firms in the Republic
have found a general gap in product quality performance relative to firms in
regions of Great Britain (Hitchens and O'Farrell, 1988a, 1988b, 1989). The
generally low levels of value added per head throughout the indigenous sector
in the Republic suggest that this could be a widespread problem. In this context Lee (1990) quotes Denis Brosnan's caustic comment that Irishness is the
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"... capacity of the Irish to accept and/or deliver standards which appall many
of us.., It is the antithesis of quality" (Irish Independent, 1986, November
29). Conor Brady pondered whether this had to be so, "... although so many
things characterise us as slovenly, careless people, Geldoff 's marathon concert
and Ireland's response to it showed that we can still be inventive, thorough
and generous..." (Irish Times, 17 July 1985 ). The owner of an outstanding
Irish small firm included in the matched comparisons commented, "I have to
manage for quality and constantly fight for high standards... There is no tradition of standards in Ireland... In Italy even the poor people are used to high
standards in their own clothes11 (O'Farrell and Hitchens, 1988).
10. LEARNING FROM RECENT DEVELOPMENTS IN THE UK
It may also be instructive to draw some lessons from recent developments
in the UK with respect to education and training. For example. Technology
has been incorporated as a core subject within the post-1988 National Curriculum for all 11-16 years old in the UK. This represents a well-intentioned
attempt to overcome the apparent anti-industry bias within the British educational system (though some commentators wonder whether the content
of the Technology courses are themselves too "academic" with insufficient
opportunities for pupils with a practical bent).
The National Council for Vocational Qualifications (NCVQ) is attempting to
impose some order on the confused mass of technical qualifications which are
currently on offer in the UK. Unfortunately, comparison of course and subject
content suggests the Government may be setting its sights too low in aiming
to raise the general level of qualifications to at least level II of the NCVQ
(Prais, 1990).
In spite of the current reforms the predominantly "voluntarist" nature of technical and vocational training in the UK has been retained (Finegold and Soskice, 1988), i.e. the onus remains with individual firms to decide how much
training they should do and of what type it should be. The recently established
Training and Employment Councils (TECs) place most of the responsibility for
training decisions on private business. This reflects an inadequate appreciation
of the fact that much of the benefits of training are in fact external to both
the individual company and the person being trained, if there are such externalities then free markets would tend to fail in; the sense that they would
tend to provide less than the socially optimal quantity of training (Crafts,
1988; Katz and Ziderman, 1990). Under the German "dual" system of apprenticeships a mixture of compulsion, sense of social obligation and collective
institutional arrangements act to prevent the market failure, i.e. most German companies train beyond the level which might be justified by the narrow

178

interests of their own company and because almost all companies do this the
situation is sustainable (those companies which train do not find their workers
are poached by those who do not). The TECs do not adequately address
the problem of market failure. Their relevance to the Republic of Ireland may
therefore be limited. However, they do in principle provide a vehicle for raising
the awareness of training issues amongst company managers. This would be
of some value in the Republic where it appears training is traditionally been
accorded a low priority. They also provide a cautionary example. It is feared
that the TECs will mainly act as providers of low grade job creation schemes
for the unemployed (Economist, 1990, April 21), Job creation schemes would
be highly desirable in the Republic of Ireland but they should not be confused
with the provision of higher standards of training. For this reason Roche and
Tansey (1991) recommended that training provision should be institutionally
separated form the organisation of job schemes for the unemployed. Moreover,
given that spending on active labour market measures are already equivalent
to 1.5 per cent of GDP in the Republic (the highest rate of such spending in
the EC) they argued that priority should be given to obtaining a greater rate
of social return on this level of investment as opposed to spending even more
money.
While there may be some scope for the Republic to learn from recent developments in the UK with respect to education and training it should be stressed
that the pay-offs may be quite limited. This is because there is already a broad
similarity of performance and structure between the educational systems in
the two economies and this achieved nothing more than a very slow narrowing
of the living standards gap between them. Moreover, the example of Northern Ireland acts as something of a controlled experiment for the Republic.
Northern Ireland already has the British education system by and large (whilst
each has its own peculiar strengths and weaknesses; Hitchens, Wagner and
Birnie, 1990) and yet the productivity gap relative to Great Britain has not
narrowed. The implication of this is to repeat the point that what is required
in the Republic is to jump up to the levels of educational attainment already
achieved in continental Europe. In short, a very formidable task,
11. CONCLUSIONS: SHOCKS AND TRAINING
This evaluation of the Review Group can be summarised by noting that it
had good intentions but is unlikely to deliver the intended goals. In particular,
by suggesting that the Republic must foster clusters of internally competitive
indigenous firms and at the same time create the basis for high productivity
performance through emulation of the German training system, the Review
Group perhaps underestimated the scale of the general problems of deficiencies
in the indigenous sector. To achieve a significant improvement in competitive-
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ness it will be necessary to change the people in the Republic's labour force
(e.g. by expanding awareness of external quality standards and best industrial
practice). It is not clear that the Review Group has grappled with this issue.
Short of radical upgrading of human capital standards the example of UK
manufacturing during the 1980s and in particular the so-called productivity
miracle suggests that the most likely means whereby a large increase in productivity could be achieved by the indigenous sector in the Republic is through
some shock.
In the case of UK manufacturing the shock was the 1979-81 recession and the
associated appreciation of the exchange rate together with a shift in government policy (away from supporting industry through subsidisation) (Oulton,
1990; O'Mahoney, 1992). Thus a jolt was delivered to the product market
in the form of increased competitive pressures (Machin and Wadhani, 1989;
Brown and Wadhani, 1990) and of the labour market where restrictive labour
practices were cut back (Been and Symons, 1989; Metcalf, 1989). In essence
the marked improvement in the UK's comparative productivity has come about
through a more efficient use of existing factor inputs as opposed to greater
inputs of either physical or human capital, or R and D (Crafts, 1991). In large
part the rise in productivity reflects the cutting away from the distribution of
plants in the UK with low levels of productivity. In the Republic a comparable
shock could be engineered either by an even more drastic reduction in the
levels of grant support to industry or by encouraging the in-rnovement into
the Republic of top-level personnel who have outside experience. Although it
might appear unreasonable or unkind to engineer a shock such a move could
also be described as the removal of an indefensible feather bedding of industry
in Ireland.
It should also be stressed that the long run prospects for east German manufacturing may be quite good and perhaps better than those for industry in
either Northern Ireland or the Republic of Ireland within any EMU. This is
because the shock of technical skills in east Germany is impressive. Hitchens,
Wagner and Birnie (1992) show that on average twice the number of skilled
persons are engaged at the east German plants relative to their west German counterparts. Northern Ireland counterparts had the lowest proportions
of skilled persons. (Another study suggested that only 6 per cent of east
German employees did not have any vocational or higher qualification while
in west Germany this proportion was 16 per cent; Gorzig and Gornig ( 1 9 9 1 ) )
These figures reflect the compulsory natures of apprenticeships in east Germany whereas in west Germany there is a "voluntary-compulsory" system
(though in some cases in the DDR it was sufficient to have been time-served
for a long period and this was converted into a certificate). These were gen-
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erally t w o year apprenticeships compared w i t h 3 / 3 . 5 years in west Germany.
A n d as a consequence t h e east German skilled worker was more limited in
his/her range o f competence.

Table 8: Per cent of shop-floor labour force with a skill
EG

WG

Nl

Engineering

88

68

36

Clothing
Food
Miscellaneous

97
76
90

48
23
22

4
8
14

T o t a l sample

88

42

14

Note: All sectoral averages are t h e unweighted averages o f t h e results for t h e
individual plants.
Source; Hitchens, Wagner and Birnie ( 1 9 9 2 ) .
Hitchens, Wagner and Birnie were also able t o examine t h e number o f higher
level qualifications at t h e matched plants expressed o n t h e percentage o f
employees w i t h a university level qualification and t h e percentage having a
technical qualification, i.e. a Fachschule Ingenieur (equivalent t o an H N D in
B r i t a i n ) . Table 9 indicates t h e relative percentages. T h e key point t o note is
the margin o f t h e superiority o f b o t h parts o f Germany relative t o Northern
Ireland a n d , by extension (see Tables 4 and 5 ) , t h e Republic as well.

Table 9: Higher level qualifications as per cent of total employment
Nl

WG

EG

Degrees only

1.0

4.7

5.0

Degrees and technical qualifications together

2.3

11.0

14.4

2.7
6.7

8.7
25.0

7.3
20.9

Matched sample study 1991

Total manufacturing 1988-89
Degrees only
Degrees and technical

Note and Sources: Matched sample results from Hitchens, Wagner and Birnie
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(1992), Total manufacturing results (all industries in east and west Germany)
from Labour Force Survey (Nl) and Gorzig and Gronig (1991).
By focusing on such deficiencies in human capital even by the standards
of former communist economies, the analysis presented here of the Republic's industrial development problem goes beyond that more usually presented
(O'Malley, 1989; Ruane, 1991). For example, a neoclassical approach would
emphasise the underlying efficiency of the market mechanism and claim that
much of the Republic's competitiveness problem derives from incorrect prices
and market failure (e.g. taxes or wage levels too high). The alternative structuralist viewpoint would be that as a late starter economy the Republic faces
major obstacles blocking progress into world markets (e.g. lack of economies
of scale). Both perspectives contain elements of the truth but can lead to
dangerous misperceptions, for example, that Ireland's longstanding competitiveness problem could be corrected by simply adjusting a few price levers
(a neoclassical view). This would be to assume that the private sector is
capable of responding to any incentives offered to it. Unfortunately, past performance suggests it is not. Alternatively a structuralist view tends to result
in the blame for the chronic under development of the indigenous sector being
externalised to forces outside of the control of people in Ireland. However,
as Lee (1990) has emphasised the historically unimpressive economic growth
performance of the Republic cannot be excused by factors such as inadequate
resources, location, status as small open economy or political instability. In
fact, the problem may be one of both structural and market failure. As a late
starter the Republic has had the misfortune to inherit some features of the
British disease and it also has a very narrow skills base. At the same time
market failure makes it difficult for the indigenous private sector to break out
of a low level equilibrium of low wages, low productivity and low skills. The
indigenous sector has in some sense done less well than it should have done.
In this the Republic is like northern Ireland. Where the Republic differs from
Northern Ireland is that it has been much more successful in creating a foreign
owned sector. Unfortunately, this remains very much a case of "in Ireland but
not of Ireland".
It seems unlikely that the Review Group have been able to adequately address
a situation which is very depressing given that current under-performance is
a reflection of chronic difficulties. In this respect the parallels are strong with
the Northern Ireland economy and its longstanding lack of competitiveness.
Future policy should be informed by further detailed research on the performance of the indigenous sector and the links to education and training.
Note: A full reference list is available from the authors on request.
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