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ABSTRACT

Tracing the creation and (re)production of Ireland’s IndaisDevelopment Authority (IDA)
through the lens of path dependence theory, the storstsciiae IDA’s creation within
protectionism. In parallel with the gradual shift awayni protection towards free trade, the
story follows the IDA’s emergence as the state’sgrgnent industrial development agency, its
re-creation as a state-sponsored organisation and thweingr political, institutional and
monetary resources afforded it in return for deliveryobjectives, largely in the shape of new
job creation. However, the increasing reliance oreifm investment to meet targets, at the
expense of indigenous industry, eventually surfaces asakerde in the early 1980s and
culminates in the IDA being split into separate agentie$994. Today, supporting export-
oriented, foreign multinational organisations, whichpy some 136,000 people and account
for some for €110bn or 70 per cent of total exports, antdreomg to promote and attract inward
investment (IDA, 2010), IDA Ireland remains an importanganisation in the Irish enterprise
development institutional landscape.



INTRODUCTION

Taking path dependence as a lens (see Donnelly, 2009),htjgec traces the creation and
(re)production of Ireland’s Industrial Development Autho(iDA). The story that unfolds takes
as its starting point Ireland’s turn to protectionisniiofeing the general election of 1932,
charting the increasing investment by successive Gmants in the machinery of protection
and the creation of the IDA in 1949 as an autonomous ageitloyn an institutional matrix
focused on protection. The story then moves on tofelthe gradual shift away from protection
towards free trade, a repositioning that witnessed ttiergence of the IDA as the pre-eminent
agency of state dealing with industrial development andeitsreation as a state-sponsored
organisation. Throughout the course of time, the stages the growing commitment to the
IDA in terms of political, institutional and monetargsources, with the IDA in turn reinforcing
that commitment through delivery on its objectivesgddy in the shape of new job creation.
Essentially, the story is illustrative of increasigurns reinforcing the chosen path of industrial
development, itself reinforcing the IDA as the principastrument through which such
development occurs. However, as the story continuesnfold, the increasing reliance on
foreign investment to meet targets, at the expensedmfenous industry, eventually surfaces as
a challenge to the IDA in the early 1980s and culminatetie IDA being split into separate
agencies in 1994, namely Forfas, IDA Ireland and Foridadtv Enterprise Ireland). To read a
more detailed account, see Donnelly (2007: 109-271).

Forfas is the policy advisory and co-ordination boardefeterprise, trade and science and
technology in Ireland, and in it are vested the stdegjal powers for industrial promotion and
the development of trade and technology. Through Forfasengoare assigned to Enterprise

Ireland for the development and promotion of the indigemadisstry sector and to IDA Ireland



for the promotion of inward investment. Prior to nmgvon to the IDA story proper, a brief

insight into path dependence theory would be of benefit.

PATH DEPENDENCE AS LENS

Recognising calls for more processual and historicallgrined theorising, path dependence
theory (Arthur, 1994; David, 1985, 1987, 1994; North, 1990) offers aokayticulating the
organisational as an ongoing dynamic over more domwagt of thinking and knowing that
are more static. Those who are not familiar whtd path dependence approach think that it is no
more than recognition that ‘history matters’, suchttpath dependence is equated with ‘past
dependence’ (Antonelli, 1997). However, path dependence ctbasas a special type of
organisational process, at the heart of which isrirapping process that, over time and (partly)
dependent on prior choices and events, radically liniésstope of action (Sydow, Schreybgg
and Koch, 2009). Viewed as an idea through which ‘histergommonly made visible, the path
dependence approach holds that a historical path of shbathe character of an irreversible
branching process with a self-reinforcing dynamic incWipositive feedback increases, while at
the same time the costs of reversing previous decismmnease, and the scope for reversing
them narrows sequentially, as the development procedus, preceding steps in a particular
direction induce further movement in the same directimcause theelative benefits of the
current activity compared with other possible optiorigaase over time’ (Pierson, 2000: 252,
emphasis in original), thereby eventually leading intnoa-reversible state of total inflexibility
or lock-in (David, 1985).

As Mahoney (2000: 511) notes, path-dependent analyses hdeasttthree defining

characteristics: (1) they entail the study of causatgsses that are very sensitive to events that



occur early on in an overall historical sequence; (2@rgthe contingent character of these early
historical events, they cannot be explained by reaggoreceding events or initial conditions;
and (3) when contingent historical events occur, pathrikpe sequences are reflected in
essentially deterministic causal patterns. Adapting Meyn@R001:112), these characteristics are
elaborated into an analytic structure based on his thedvpath dependence refers ‘to a specific
type of explanation that unfolds through a series of sem@liestages’, as shown in Figure 1

below.

Figure 1: Analytic Structure of Path-dependent Explanation
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Antecedent conditions refer to historical factorst thafine available options and shape
selection processes. These conditions charactensgearange of action, where decisions made
cannot be predicted by past events or initial conditidthswever, to a degree, antecedent
conditions are also influenced by the past (Child, 1997)that they are influenced by
historically framed and imprinted contingency and notwhplly unrestricted choice (Sydow,
Schreydgg and Koch, 2009). Reflecting antecedent conditibes, at least two options are
open for selection at the critical juncture, which esgnts the point when one option is chosen
and the dynamics of self-reinforcing processes armtgemotion.

The choice is consequential because it leads to tlagiameof an evolving and narrowing
organisational path that, building into structural persste becomes increasingly difficult to
reverse over time. It is here that positive feedbackareasing returns become active through
self-reinforcing dynamics of set-up or fixed costs (tiggher the costs, the greater the incentive
for individuals and organisations to stay on path), legreffects (experience of an existing path
leads to higher returns from its continuing use), cootidinaeffects (benefits of a given path
increase as others adopt the same option) and adappeetations (self-fulfiling character of
‘picking the right horse’) (Arthur, 1994: 112). Thus it is thatice a specific selection has been
made, it becomes increasingly difficult with the passaigime to return to the initial critical
juncture when at least two options were still avadlablAs noted by Arthur (1989, 1994),
increasing returns to adoption are realised not atgespoint of time but rather dynamically,
such that each step along a particular organisational grattuces consequences that increase
the relative attractiveness of that path for thet mexnd. As effects begin to accumulate, they
generate a powerful cycle of self-reinforcing activitgntributing to lock-in, such that flexibility

becomes severely constrained and the organisationhl ipafixed and takes on a quasi-



deterministic character. Sydow, Schreytgg and Koch (2009) sufjueg organisational paths,
due to their social character, require a modified conmepif lock-in. Thus, instead of a fully
determined lock-in, Sydow, Schreydgg and Koch (2009: 695) arguwefmeiving of lock-in ‘as
a matter of degree, accounting for variance in the bptaaticing of the organizational path’.

The continued existence of an organisational path timerhas the potential to activate a
sequence of causally linked events that, when activatatgrialise separately from the factors
that originally produced the path. In such reactive seqsefdMahoney, 2001), which comprise
chains of events that are both temporally ordered andadly connected, the final event in the
sequence is the outcome of interest. A reactive sequsnaften set in motion by an initial
challenge to the existing organisational path, with temreactions to this opposition then
driving ensuing events in the sequence. Reactive sequarecégically marked by properties of
reaction and counter-response, as patterns put in placeg decntical juncture periods are
resisted or supported. Although such resistance may ngathe breaking, it can trigger an
outcome or critical juncture that results in the develepnof a new organisational path. With

the above framework in mind, we now turn to the IDgtsry.

EMERGING WITHIN PROTECTIONISM: CREATING THE IDA
With a sluggish economy, the Great Depression in @ach economic nationalism on the rise
internationally, two possible paths to economic dgualent were on the table at the time of the
1932 Irish general election, namely, free trade or prot@stn. With the protectionist platform
winning the day, the new government embarked on a patrctimtinued in force for almost two

and a half decades, underpinned by Fianna Fail, the ghrogating protectionism, winning five



successive general elections and remaining in powemlfoost two decades (see Figure 2

below).

Figure 2: The Protectionist Path, 1932-1958
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Economic nationalism

Critical Juncture
1932 General Election — party advocating protection{Fianna Fail)
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Structural Persistence (1932-1948)
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(Source: Donnelly, 2007: 148)

As it was, Fianna Fail invested significant politicabital in protectionism as the means
to achieving economic independence, appealing to econaaicnalism and engaging in an
economic war with the Great Britain (Kennedy, Gikind McHugh, 1988). Additionally, the
government set about building the protectionist machim®ugh passing legislation and
establishing appropriate organisations. Through layerifigelén, 2003), legislation (e.g.,
Control of Manufactures Act, 1932; Control of Prices AQ32; Control of Imports Act, 1934)
and supporting organisations (e.g., Industrial Credit Corjporatl933; Prices Commission,

1937) were added to partially re-negotiate elements of thieqironist machinery, while at the



same time strengthening it in the process. Theseusiegislative moves also exhibit learning
effects, as can be seen in the adaptations made itmvguieces of legislation constituting the
machine (e.g., Control of Manufactures Act, 1934; ContfoPrices Act, 1937; Control of
Imports Act, 1937). The investment in these legislasind organisational assets, which were
specific to protectionism, added to the resilience efitistitution and deepened the equilibrium
established by the turn to self-sufficiency. Furthegordination effects and adaptive
expectations were evident in the support for this itfuasure, not just by government, but also
by industrialists.

By the late 1940s, protectionism was coming under pressgerde of its inefficiency,
the saturated domestic market, migration from the landreasing unemployment and
emigration, and a deteriorating balance of payments @DM1.119, Cols.1584-1585, 9-March-
1950). While continuing with the policy of protectionisa, new Fine Gael-led inter-party
government (1948-51) sought to combat its ills through engagimpra proactive industrial
policy centred in a new organisation, the IDKWish Independent1949: 5; PDDE, Vol.119,
Col.1586-1595, 9-March-1950). In establishing the IDA in 1949, thergment chose between
establishing an autonomous body and the existing ciwlicge arrangements, opting for the
former and investing in a path to bring about its cosa(see Figure 3 below). That path
involved high set-up costs, not to mention adaptive eagpieos, entailing negotiating the
proposal within government and the civil service andhtkelling the idea to the media, to
industrialists, to members of the coalition partied &m party faithful. It entailed recruiting the
IDA executive (i.e., Authority) members and estaltighihe IDA as an administrative body in
advance of any legislation passing through the Oireaclitadf a large investment should the

initiative have failed in its passage through the legiglaprocess at any of the formal veto



points. It entailed drafting legislation and steering pgessaf same through the legislative
process, with succeeding stages dependent on passage ofngrestedies first. Indeed, in
proposing legislation to the Oireachtas, government ddoe tsure that it would have the support

of its own members to ensure safe passage, whatewet thie position taken by the opposition.

Figure 3: The IDA’s Early Path
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Outcome — Critical Juncture (1951)
Fianna Fail returned to power. Kept IDA with naray focus (promote creation of ne!
industry). Returned all other functions to Depainof Industry and Commerce.

Structural Persistence (1951-1958)

IDA focused on new industry. Engaged in builditglégitimacy, credibility and influence.
Came around to view that export-led industrialmatand FDI needed. Began actively
promoting FDI. Given grant-making power.

(Source: Donnelly, 2007: 151)

Thus, even before coming to the Oireachtas, there aleeady significant start-up costs
and expectations as to what the IDA would achieve. Swachthe investment that, on returning
to power in 1951 once again, rather than abolish the E3AL had threatened to do (PDDE,

Vol.119, Cols.1618-1619, 9-March-1950), Fianna Fail refocused theiBt&ad on industrial



development, taking away the administrative role thad st seen to rest with civil servants
and freeing it to focus on promoting industrial developni@@DE, Vol.126, Cols.1514-1515,
12-July-1951). Following this critical juncture, the IDA hiaecome established as part of the
nascent industrial development institutional landscape.

The IDA represented layering, in the sense that theegtionist institutional matrix was
left in place, and this layer, while an attempt to ioyar matters, represented learning effects and
further investment, by way of coordination effectsd aadaptive expectations, in making
protectionism work. Thus, from 1932, there was built aardependent institutional matrix in
support of protectionism, resulting in quite substantial glementarities, with institutional
arrangements mutually reinforcing each other. In egsanstitutional arrangements constituted
a stable equilibrium, its resilience being such thditiri®nal continuity conditioned change and
exhibited strong tendencies towards only incrementakadgnt (Pierson, 2004).

A critical feature of path dependent processes is thativel ‘openness’ or
‘permissiveness’ of early stages in a sequence compatiedhe relatively ‘closed’ or ‘coercive’
nature of later stages (Abbott, 1997; Mahoney, 2001). Tansbe seen in the sequence that
emerged in reaction to protectionism, where new camditivere overwhelming the specific
mechanisms that previously reproduced the protectioni$t. patentative moves were being
made towards an outward-looking orientation, albeit n@ny concerted or coordinated fashion
at the outset and from within the definite confinegudtectionism. Initially, the IDA favoured
protectionism to encourage indigenous industrial developnidatvever, through experience on
the ground, the IDA’s view gradually changed to seeing exXpdrindustrialisation as the only
way to develop the Irish economy and foreign investnasné source for such industrialisation,

resulting in its recommendation that the restrictionsforeign capital be eased (Walsh, 1983,
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cited in Girvin, 1989: 180-181). The government, in extendiegrémit of the IDA, began to
actively encourage foreign investment to fill gaps whedigenous industry had failed to seize
opportunities. Subsequently, further modifications were madéacilitate foreign investment,
with industrial policy moving from a focus on import-sutigion and indigenous industry to
encouraging exports and foreign investment (PDDE, Vol.16d,483, 2-July-1957). Thus,
reflective of learning effects, coordination effeetsd adaptive expectations, we see a growing
shift in policy, itself requiring the investment of gwlal capital in articulating, supporting and
institutionalising that shift.

Following North (1990: 98-99), therefore, the continuity obtpctionism was not
inevitable given that the mechanisms of reproductioreveeibsequently eroded over the course
of the reactive sequence that paved the way for thegemee of a new equilibrium. As we see,
throughout the late 1940s and the 1950s, the decreasing retuhes gootectionist path, when
combined with the effects of population movement, bet@mnerode the mechanisms of
reproduction that generated its continuity. While goveminsought to bolster protectionism
with mechanisms that included new state organisatierntg, (the IDA, 1949; Cdéras Trachtéla
Teoranta, 1951; An Foras Tionscal, 1952) and incentives @apital and training grants, tax
relief on exports) to promote industrial developments thias insufficient to address the
decreasing returns. Of interest is that institutioesponses in support of protectionism, to
include the nascent IDA, proved plastic enough to fit &ithoutward-looking reactive sequence
and institutional matrix developing in parallel, a sequehieen by the need to deal with new
conditions, which included increasing moves towards frade and mobile investment capital

internationally.
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CHANGING POLICY: FROM PROTECTIONISM TO FREE TRADE

As has already been seen, the rules of the game Wwanging through the 1950s and successive
governments were becoming more frustrated with protastio in the face of increasing
inefficiencies. Despite efforts at actively encourggiindustrial development and the
development of exports, the inefficiencies of the prodaist path were proving immune to such
incremental change (Department of Finance, 1958a: 2).alf @nly with the government’s
Programme for Economic Expansi¢bepartment of Finance, 1958b) that all of these efforts
were pulled together into a coherent policy of outwardkdlogp economic development,
underpinned by industrial development that embraced experited, foreign direct investment
(FDI). In marking a critical juncture, this programme esgnted a significant, path-shifting
investment on the part of government in a highly lasgwlicy that effectively sounded the death

knell for protectionism (see Figure 4 below).

Figure 4: Reorienting the Path from Protectionism to Outwankiog Economic Development

Reactive Sequence (1948-1958)

Inefficiency of protectionism] —— > | Maintain protection, but more expansive/
Saturated domestic market® | proactive industrial policy:
Migration from land| — | -New organizations (IDA, Céras Trachtala

Increasing unemploymerjt«———— | Teoranta, An Foras Tionscal)
Increasing emigration ________, | -Fiscal and capital incentives

Deteriorating balance of payme Se -Promote indigenous industrial development

-Promote exports / FDI
Plus, moves internationally dismantling protectsoniin favor of free trade, ie, GATT, ECSC, EEC, BFT

Outcome — Critical Juncture (1958)
Programme for Economic Expansierpresented a coherent policy of outward-lookingnecaic
development, underpinned by industrial developntieatt embraced export-oriented FDI.

Structural Persistence (1958 to present)

Significant investment (political, legislative, @mgjzational, financial) in establishing outward-
looking/export-oriented development, with learngftects, coordination effects and adaptive
expectations sustaining policy reproduction.

(Source: Donnelly, 2007: 207)
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Essentially, the move towards a more outward-lookingheeuc development policy
entailed considerable start-up costs, particularly palitad particularly for Fianna Fail, which
had preached protectionism for two decades. Representiogpdamental shift in policy,
government had to both divest itself of protectioniamd @mbrace a more open policy that
included accepting foreign investment as a vehicle thraugbh to achieve both industrial and
economic development. Further, it meant governmemtstmg in promoting this highly visible
policy change, investing in the creation of new megam@iround the new policy and investing in
its implementation. It meant considerable start-upscémt the civil service in reorienting itself
away from managing protectionism to putting in place nestitutions to manage a more open
economy. It also meant investing in engagement witlpomg moves internationally towards
freer trade (i.e., General Agreement on Tariffs andd@r(GATT), European Coal and Steel
Community (ECSC), European Economic Community (EEC),ope@n Free Trade Area
(EFTA)) and the changes such engagement would require, sudmeadevelopment of
complementary policies, the negotiation and signing exties, and the implementation of these
treaties. Further, it meant investment in the deyraknt, promotion and implementation of
successor economic development plans that built on, @amdirsforced, the path established by
the critical juncture (i.e.Second Programme for Economic ExpangiDepartment of Finance,
1963, 1964)Third Programme for Economic and Social Developn{B&partment of Finance,
1969)). Equally, these investments were not just monebatythey were also in reorienting the
collective mindset, disengaging it from the policy of fflast and engaging it with the policy of
the future.

From a policy learning perspective (Pierson, 1993), Iretargtory of economic

development is illustrative of policy constituting ‘impamt rules of the game, influencing the
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allocation of economic and political resources, moalifyihe costs and benefits associated with
alternative ... strategies, and consequently altering egisd@velopment (Pierson, 1993: 596).
While government shaped the outward-looking economic dewelat policy, following Pierson
(1993), this policy can be seen to have subsequently produtitck pwith the policy serving to
shape politics. This being so, economic developmentypan be seen to have produced
resources and incentives (e.g., the IDA, the needdat&rjobs) for government, with positive
feedback (e.g., jobs created) influencing continued invadtnin the policy. Such policy
feedback facilitated the expansion in scope and scadeafomic development, with economic
development policy shaping industrial development policy, clwhiin turn, shaped later
developments and served to reinforce the path taken.

The government’s main objective in terms of industgallicy was to create the
conditions necessary for private enterprise to drigeistrial development. Thus, in terms of
adaptive expectations, we see it explicitly expressquhesof government policy that protection
is increasingly untenable in a world that is senseddomoving towards free trade and in
opposition to an industrial development policy that boticemes foreign participation and is
export-oriented. This new approach to economic developrastablished the path to be
followed and, it is in line with this critical juncturéhat moves along the path of export-led
industrialisation and economic cooperation with Europeeveeibsequently made. It was within

this context that the IDA was reproduced.
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FROM MINOR STATUTORY BODY TO MAJOR STATE-SPONSORED A GENCY:
BUILDING THE IDA

The policy change favouring free trade also marked aarjtincture for the IDA (see Figure 5
below) in focusing its efforts and positioning it as tleeal organisation in attracting FDI
(Department of Finance, 1958b: 40), effectively turningptib ian investment promotion agency,
with coordination effects and adaptive expectationsngeilecreases in the organisation’s scope
and resources through the success of its efforts. liyges immediately following this policy
change, and illustrative of learning effects, coordimatffects and adaptive expectations, the
IDA invested in marketing campaigns and opened officesanJS and Europe, which garnered
foreign investment for the country, such investmenngamg further funding for the IDA to
facilitate its work, each move reinforcing further raevalong the burgeoning path of FDI as a
means of achieving industrial development.

In terms of complementary institutional developmentssides the financial incentives
machinery (i.e. various grant schemes), other leglamoves complemented and facilitated the
IDA’s work, particularly in the area of taxation (j.export profits tax relief). Through the 1950s
and 1960s, the IDA gradually built the country’s reputatioa @sse for manufacturing industry
and its reputation and identity as the country’s industieakelopment organisation. This period
acted as the ‘pilot stage’ in attracting new industreeshe country, albeit the pilot provided
much of the manufacturing sector’s diversification andmgina(O’Neill, 1972: 44).

The IDA’s success met with operational limitationeyever (Little, 1967a). As matters
stood, the IDA operated within the tight constraintstted civil service bureaucracy, with no
control over the assignment or withdrawal of itsfstadr over its structure. On the one hand,

the IDA was being asked to play an increasingly deman#igyrole in the country’s economic
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development, while being handicapped on the other throudhhawving the operational
autonomy to deliver on that role. To bring about chamgthe late 1960s the IDA engaged US
consultants Arthur D. Little (1967a, b) to assist it imajor reappraisal of Ireland’s industrial
development apparatus. The review concluded that achieulhgerhployment rested on
encouraging foreign firms to establish operations in ¢bentry, requiring more than just
charging the IDA with the undertaking; the IDA would alsed far greater resources than were

given it, in addition to the capacity and flexibility tontrol its own operations.

Figure 5: IDA Path from Minor Statutory Body to Major State-sgored Super-agency

| Critical Juncture — Economic/Industrial DevelopmentPolicy (Figure 4) |

Critical Juncture (1958)

Programme for Economic Expansifotused IDA exclusively on promoting/attracting FBffectively
turning it into an investment promotion agency

Structural Persistence (1958-1966)

Investment in IDA through development program pobtatements, provision of resources.
Learning effects, coordination effects and adapsixgectations yielded increasing investment by wa|
of financial resources, legislation, FDI investgabs, etc.

Reactive Sequence (1966-1969)
IDA and An Foras Tionscail worked § Reviews by Little (1967a), NIEC (1968)
separate bodiesm with limited autonon and PSORG (1969) called for streamlinin
IDA promoted FDI and AFT disbursed— | industrial development agencies through
industrial development grants to indigenqué—— | creation of semi-state superagency with i
and overseas companigs— | own operational autonomy

[)

Qutcome — Critical Juncture (1969/70)

Government accepted the review recommendationsliait®d the necessary legislation, which was
passed by the Oireachtas as the Industrial Devedop#ct, 1969.

The new IDA came into being on Apritt11970.

Structural Persistence (1970-1982)

High fixed set-up costs in establishing the ‘neldAl as a semi-state superagency — legislation,
political capital, staff recruitment, financial msces, etc.

Learning effects, coordination effects and adaptixeectations yielded increasing investment by
way of financial resources, legislation, marketimggrams, industrial investors, jobs, internal
reorganizations, etc.

(Source:Donnelly, 2007: 207)

All in all, Little (1967a) represented a blueprint that veaksequently followed in re-

creating the IDA as an autonomous state-sponsored aagjanjscharged with the key task of
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coordinating and delivering on Ireland’s industrial developmpolicy. Indeed, Padraic White

noted that it was the IDA itself that both enginedtezlLittle review and directed its content:
Ted O’'Neill and company commissioned A.D. Little to terihe script. They
basically wrote the script. Because they came tdirtties of what you could do
in the Civil Service. Ted O’Nelll said, ‘We couldn’t rai a typist. We'd 6
international offices. Imagine all the expenditureomed, promotions involved,
tied with the civil service. We basically commisdnA.D. Little. We basically
wrote the script for them. We basically wrote thgidtion. The Government of
the day said, ‘Yes, we want a super-agency that will thiething to a new
level.” That was the 1960s. It was an amazing act. [.thjink the influence of
people like Ted O’Neill and Joe Walsh as trusted public asgsvwithin the
Department of Industry and Commerce. | think they hadige hnfluence. As |

say, they were trusted and that thread of how they emgedth A.D. Little and
they said basically ‘we need a new agency.’

Reviews by the National Industrial Economic CouncilEd, 1968) and the Public
Services Organisation Review Group (PSORG, 1969) echoecdemforced the reorganisation
recommended in Little (1967a). On foot of these revieamsl by way of critical juncture, The
Industrial Development Act, 1969, streamlined agencies deaidith industrial development and
concentrated the expertise within an expanded IDA hafuthgcontrol over its own internal
operations. It gave the IDA the status of a statespea organisation having national
responsibility for the furtherance of industrial develepty in addition to consolidating
decision-making power concerning industrial developmentirwitie organisation. Government
maintained overall control through its power to appoine tDA’s members, its broad
responsibility for setting industrial policy and its bdoeontrol over the organisation’s budget.
Additionally, government pro-actively legitimised the IBAole and position, making it clear
through the reorganisation legislation that both indaistievelopment and the IDA’s central role

in it represented a vital, long-term programme for tréleo which it was committed.

! Personal interview with Padraic White on M&y 2006. Mr. White joined the IDA in 1969 and served as head of
the Home Information Division, then head of the Riag Division, and then Executive Director with respbility

for planning, regions, public relations, promotions andelbgment cooperation. He succeeded Michael Killeen as
Managing Director in 1981, a position in which he served 1890.
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Having invested considerable set-up costs in re-credtiegIDA, in terms of, for
example, consultants reports, political capital, legistaand dissolution of agencies, the new
IDA came into being as a state-sponsored body on April1270. From enactment of the
establishing legislation there followed considerableestment in a highly specific asset, namely
an autonomous industrial development organisation, witdiled physical specificity (e.g., the
IDA as an industrial development organisation, industt@lelopment legislation, policies and
programmes, party political platforms on industrial develepmall of which involved design
characteristics particular to industrial development), dwunspecificity (e.g., the IDA’s
specialised knowledge of the industrial development envieohmesulting from learning-by-
doing, and its special relationships with various actessilting from repeated interactions with
these actors) and dedicated assets, where the valleastets derived from continuance of
industrial development to which they were applied (Pier2604).

Now vested with the formulation and implementation afional and regional industrial
policy and freed from the shackles of the civil sertmemanage its own affairs, the IDA put in
place systems, structures and institutional arrangentbats have persisted over time. Re-
creating the IDA entailed introducing a new organisastnucture and meeting its expanded
mandate saw the organisation engage in a major recniitohéve. In seeing industrial
development as a ‘cooperative process’, requiring thecpmation of a range of development
organisations, the IDA from early on saw value induog contacts throughout the country and
devoted significant staff resources to managing thenutjiroepresentations of key personnel on
a range of main boards, committees and organisatiogs (&ras Trachtala Teoranta, Shannon
Development, Institute of Public Administration, Iri€@uncil of European Movement, Ireland-

Japan Economic Association, Regional Development sgdomns, County Development
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Teams). It also decided to carry out many of its exeeutinctions through committees, with
delegated grant giving powers, on which other interesticipated, e.g., the Confederation of
Irish Industry (CIl), the Irish Export Board (IEB), essch institutes, universities and
government departments.

The new IDA also invested in creating a Janus-facedn@af@on (see Figure 6 below),
with one face managing the needs of and relationship imdustry and the other face managing
the needs of and relationship with government, very neting the IDA itself in the position
of a coordinating mechanism, the benefits of itsvaets being enhanced through coordinating
with the activities of both government and industnelestors. Having the ear of government,
the IDA was active in generating further complemenéariwith other policy areas, such as
education and physical infrastructure. As the increasiogidible experts, the IDA was in the
unigue position of being able to say to government wlzst meeded to facilitate and encourage
industrial development and the delivery of new jobs, dhelh government listened and acted
accordingly.  Arguably, the IDA was able to use its pmsitto generate increasing

complementarities thereby increasing its value andoreng its own position.

Figure 6: IDA as Janus-faced Coordinating Mechanism in 1970
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Building on the learning since promotional activity coemted in 1955, the new IDA
adopted a more intensive and focused method of promotioonmgrassing a more selective
approach, direct marketing, advertising and public relatidgfiaving identified a sector or niche
area, the task was then to single out the winning comrpdefore they became more widely
known and attractive to other development agencies.y Eax| the IDA recognised the
importance of putting ‘our eggs in the best baskets’ (McLiugt972: 35) and saw opportunity
in influencing the make-up of foreign investment througmtifiegng priority industrial sectors
and established leaders in these sectors to arregattfolio of investment possibilities to which
the organisation applied its marketing effort (IDA, 1970/71: 15-O&\eill, 1972). The
attractiveness of industrial sectors was assesseohfaccording to the criterion of commercial
viability, but also on indicators of national econonienefit, to include: growth potential in
international markets; potential for long-term comnarcstability; low probability of

technological obsolescence; potential for high added valuerms of use of indigenous raw
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materials or manufactured products; high content of skiflel® labour in total employment; and
low capital-intensity, or if capital-intensity is higgood potential for linkage or spin-off benefits
(IDA, 1974; McLoughlin, 1972; O'Neill, 1972).

Having ascertained priority sectors, the process movedooidentifying and rating
established leading companies according to criteria wineercial soundness, growth potential,
ability to fund new investments, locational mobilapd history of responding to advantages of
new investment locations (O’'Neill, 1972). As noted byN@lll (1972: 46-47), in the case of just
one product area, this process whittled 21,000 companieg atatt down to 1,235 candidate
companies based on the criteria of interest to thfe IBrojects were rejected where the viability
of the parent company was in question, where the capiéaisity would be too great for a small
country with limited resources, where there would be umdue negative effect on the
environment, where Irish political or social moresuld reprove the product produced and
where low-cost labour would be the only considerati®nojects considered particularly worthy
came from companies that were leaders in their figiete high-tech, high skill and high added
value, offered long-term growth potential, used the colstrgtural resources, presented spin-
off prospects to existing firms, provided jobs quickly, techin less developed parts of the
country and helped sell Ireland as an FDI location €i€ld982: 173).

This process yielded a number of priority sectors fourtutindustrial development,
amongst which were electronics, pharmaceuticals and caledechnologies, in effect
representing the early part of a sequence that would sighificant results later. For example,
the IDA’s sectoral strategy for the electronics industas itself formulated in 1974, a strategy
which, over the years, proved successful in the creatiopath-dependent industrial clustering

due to agglomeration or coordination effects. As notelilkeen (1979: 7), ‘[ijn 1974, the IDA
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identified the electronics sector as one which wouldaag rapidly in the following years. We
prepared a special development strategy for the sect@hwlais been actively implemented’.
Ireland’s comparative advantage in information techgylvas not given, rather it was created
through a sequence of events unfolding over time, e.g.|DtA&s strategy to focus effort on
developing this sector for inward investment, successedtracting high profile companies in
the sector, etc., each of these events reinfordwegpiath-dependent industrial clustering and
yielding increasing returns due to agglomeration or coatidimaeffects. Prior to the selective
strategy that emerged within the IDA in the early 1976damhd had no electronics industry to
speak of, but, by 1982, some 130 of the world’'s leading elecsrocompanies were
manufacturing in Ireland (Haughey, 1982: 23).

In effect, and revealing learning effects and adaptiyeetations in refining a strategy it
had pursued since the 1960s, the IDA went about attractidghdeaompanies in the field, a
strategy that contributed to increasing returns in pagia location of production (Arthur, 1994;
Krugman, 1991). These companies, in turn, attracted suppdikiied labour, specialised
services and appropriate infrastructure, and contributédetaevelopment of social networks,
which faciltated the exchange of information and etiper Further, the presence of these
companies and the concentration of these factorsilsotad to Ireland’s attractiveness for other
firms in the sector, in effect, acting like magnetsl amfluencing the locational decisions and
investments of these other companies.

Thus, working from within the constrained choice-setspnéed by the chosen path to
achieving industrial development, namely the active sogrof foreign investment to create
sustainable jobs, the IDA, on the back of a strongnptgnprocess and cognisant of its limited

resources, prioritised industrial sectors and targetedntgachmpanies that the organisation
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expected would deliver a high national economic and sbeiadfit into the future. In essence,
and building on the learning gained from its earlier preaomal efforts in using leading
companies to attract others, coordination effects aoaptive expectations came into play in
adopting this selective, targeted approach, with successtiove reinforcing the approach such
that it became self-fulfilling. That is, the approachivéeed investment and jobs, which
reinforced continued investment in the approach, whidikeded further investment and jobs as
agglomeration effects came into play, with the winnimgmpanies attracting investment from
others in the sector, this positive feedback itsaiffeecing the value of the IDA as an industrial
development organisation, especially when set agairestptor performance of indigenous
industry.

By way of delivering results for government, and also gy of focusing the
organisation on its mandate, the IDA instituted a highhantified approach following its re-
creation in 1970, which was new to state agencies atirtitee hamely annual targets for the
creation of jobs, which were made public in advance safidequently reported on so that the
organisation could be seen to be performing in deliversglts (MacSharry and White, 2000:
194). These highly visible performance measures servegrtiorce the chosen path to industrial
development, with achievement of targets being evidem@overnment and the public that the
IDA were delivering results, which encouraged continuedestment in the IDA, in turn
delivering on targets and so on. Such were the cookaineffects afforded by the IDA in terms
of job creation that, in tandem with learning effeatsl adaptive expectations, the organisation’s
requests for exchequer funding, for both incentives andnetration, were invariably looked

upon favourably.
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In terms of programme development (e.g., re-equipment akiénmeation, product and
process development, service industries, project idextidic, enterprise development), the
IDA’s programmes are illustrative of the learning-byrdpithat occurred over time and that
served to consolidate its position as the national tnduglevelopment organisation. All are
indicative of its capacity to learn and to innovatethie process ensuring its continued relevance
as the focal point in coordinating industrial developnmpaiicy formulation and implementation.
Effectively, over time, the IDA developed programmes eslito the particular industrial
development challenges it faced, illustrating that a fssgnt amount of learning-by-doing had
occurred in the increasingly complex industrial developragsitem.

While the 1950s and 1960s were about building and consolidatingD#is identity,
credibility and legitimacy, following the critical junate that created the ‘new’ IDA super-
agency, the 1970s was a period of building the organisafmmaland further consolidating the
organisation’s credibility and legitimacy. The decades wapped by a progress report (IDA,
1979: 3-4) citing a litany of achievements, including an eapdn autonomous organisation
employing almost 700 highly skilled staff, client companyestment of £2.7bn (compared to
£130m in the 1960s) for a total grant commitment of £831m andappbovals of 192,000
(compared to 45,500 for the 1960s), with 99,000 in domestic induBtryall intents and
purposes, it appeared as though the significant investrheesaurces in the IDA, allied with its
own learning and the increased coordination of polares activities to fit with its interests, was
delivering according to expectations, this positive feeklbaeinforcing the IDA as an
organisational form. However, from the relative glafythe 1970s, the IDA moved to more

challenging times in the 1980s.
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BACK TO THE FUTURE: FROM STATE-SPONSORED SUPER-AGENCY TO
AGENCY FOCUSED ON FDI

From a path dependence perspective, the story movesadinenof structural persistence to a
reactive sequence that culminates in a critical jundaaéing to the reorganisation of the IDA in
1994. According to Wickham (1983), Ireland’s success in athgacEDI lay in the very
particular situation of the IDA. As has already beeted, the organisation was effectively the
sole industrial development body in the country: it hadl ¢lesis (1982), remained unchallenged
by any power centre either in the country or outsidie Wwas shielded from political interference
that would have impacted both policy formulation and impletation; its ‘discretionary’
decision-making was suited to dealing with private entexprsd it was in a position to
legitimate itself to all stakeholders as fulfilling amportant national task.

Though Wickham's (1983) observation points to success vatRigh investment,
concerns gradually emerged throughout the 1970s about an taeceaen such investment and
its tenuous links with the economy, not to mention aligtiea industrial structure and the
influence of external interests on national sovetgige.g., Cooper and Whelan, 197Bhe
Economist 1977; Jacobsen, 1978; Kennedy and Dowling, 1975; Long, 1976). Theserms
led the National Economic and Social Council (NESCgdmmission a five-part review in 1978
to ensure that government industrial policy was suitecréating an internationally competitive
industrial base in Ireland.

One of the reviews, Telesis (1982), had the greatest iropad in regard to the IDA and
to industrial development policy. Having experienced a dkea# relative glory through the
1970s, Telesis brought the IDA’s legitimacy into questiomaatme when the country was

experiencing the effects of a global recession, a pgoagn investment climate, mounting

25



domestic economic problems and increasing unemploymBw, (1980-1983; MacSharry and
White, 2000; Telesis, 1982).

In assessing Ireland’s then industrial policy, Telesas womplimentary on a number of
fronts. It considered that the country had a clearlicidated, very advanced, extensive and
consistent industrial policy, with inventive and eneigstate agencies devising programmes to
deliver on policy goals. With particular reference he tDA, the review observed that it had
succeeded in developing what was arguably the most dynaatigg, efficient and effective
organisation of its kind in the world, with a well-eadnreputation as the leading organisation in
the field.

However, the Telesis review also noted weaknessewlustrial policy had contributed
to weaknesses in the country’s industrial structure, limisng the success of the country’s
industrial development. The review’s main criticism vitagt industrial development had largely
depended on FDI, while indigenous industry languished. Itisatl the practice of creating and
counting job approvals over the creation and countingtofadjobs delivered, commenting that,
while there was value politically to government and ivadionally to the IDA in touting job
approval targets, the gap between approval and realityneadffect of creating expectations in
the general population that were then not met. And &iayovernance perspective, it noted that,
legally, government departments were responsible forrrdetieg strategy with the IDA and
other development agencies responsible for strategyrnmepkation. However, the reality was
that the IDA formulated strategy in line with its jalseation mandate, while government
departments were both lacking in staff numbers and irafbom sufficient to formulate strategy

and oversee the implementation of this strategy bydleeant agencies.
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The overall impact of Telesis was to refine both tB& and industrial development
policy (Department of Industry and Commerce, 1984; IDA, 1981, 19823). Changes were
bounded and incremental, with the IDA still very mucle tlead industrial development
organisation. The outcome of Telesis and the debategindered was the setting of an adjusted
course, building on past success and reflecting the letsamned from experience gained to that
point. In many respects, given the complexity of thebj@ms it confronted, i.e., a worsening
fiscal crisis and increasing unemployment, governmefiedreneavily on the pre-existing
industrial development policy and organisational framewa#justing at the margins to
accommodate the demands of the situation (Pierson, 1988)aldove tallies with Hall's (1989:
11) proposition that ‘prior experience with related padicies such that ‘states will be
predisposed towards policies with which they already bawee favourable experience.’

While the global recession of the early 1980s, and fextsf engendered an industrial
policy debate, the result was on-path responses egt&lering onto the existing industrial
development institution. The IDA remained the focal aigmtion, foreign investment remained
an important source for jobs and greater attentionveas to be paid to indigenous industry,
with the IDA and government coalescing around this oh-pasponse through their collective
effort at articulating an industrial development policgttkalidated the approach taken over the
preceding decades and that acknowledged the learning accraindatiiitated incremental
change. It was not a case that the IDA had not be&y dmything with indigenous industry;
rather collective learning suggested it needed to invest mto what it was already doing.

With Telesis still very much in the background, the 1A880s witnessed a number of
threats to the IDA in terms of its position as thlentcal industrial development organisation

(MacSharry and White, 2000: 212), while the early 1990s wittes®t another review of
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industrial policy with major ramifications for the IDADepartment of Enterprise, 1993;
Industrial Policy Review Group, 1992). Representing anothicat juncture, the outcome of
the review saw the Department of Enterprise and Emm@aynfformerly the Department of
Industry and Commerce) reclaim the role of determinmatystrial policy and of supervising its
implementation from the IDA, which was split into éBrseparate organisations.

Thus, the policy refocus recommended from Telesis onwdodsid subsequent
expression in the formal recreation of the IDA a®¢hseparate, autonomous bodies in January,
1994, each with its own board and its own distinct misaiah goals. All three agencies operate
within a framework which facilitates cooperation andtmal support, with Forfas, the umbrella
agency, focusing on policy, Forbairt (now Enterpriselah@) charged with promoting
indigenous industry and IDA Ireland responsible for atingdeDI to Ireland. From the relative
success of the 1970s, the IDA entered the 1980s under a claiddci®y the Telesis (1982)
review, which was exacerbated by the poor econondcj@ps climate throughout the decade.
The structural persistence that marked the 1970s gave veayetactive sequence that saw both
guestioning of the IDA and the mechanisms generatingcatstinuity, finding subsequent
expression in the critical juncture that brought aboctteraion of the IDA (see Figure 7 below).

From a path dependence perspective, the change to thad@A industrial development
organisation arguably remains within the bounds of thé paing pursued since the critical
juncture of the 1950s. What has transpired in the intesirthat much policy learning and
organisational learning has ensued, such that theciatmued to invest in refining its industrial
development policy and the institutional and organisatiamr@angements established in support
of that policy. The IDA of 1955 has continued on througthi IDA Ireland of today, in terms

of its sole focus on promoting internationally mohileestment by foreign interests in Ireland.
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The IDA that emerged from the late 1960s, incorporatingy@mbus along with foreign industry,
was subsequently renegotiated in the early 1990s, suchhiabrgianisational structure that
existed internally was externalised through the creadibseparate agencies out of the existing

divisional structure.

Figure 7: IDA Path from Industrial Development Super-agency to Agdétocused on FDI

QOutcome — Critical Juncture (1969/70)
Government accepted the review recommendationslaiibd the necessary legislation, which was passed
by the Oireachtas as the Industrial Development 269
The ‘new’ IDA came into being on Aprilt 1970

Structural Persistence (1970-1982)

High fixed set-up costs in establishing the ‘nel@Alas a semi-state superagency — legislation, paliti
capital, staff recruitment, financial resources, et

Learning effects, coordination effects and adaptixeectations yielded increasing investment by way o
financial resources, legislation, marketing progsamdustrial investors, jobs, internal reorganizadi etc.

Reactive Sequence (1982-1993)

IDA maintained its position as the™ | Poor economic climate throughout 1980s
pivotal industrial development «<———— [ Telesis (1982) review questions IDA performance and
organization industrial policy
IDA responded with a complete polig Media castigate IDA performance
re-think and restructured to addrg Triennial review empowers Shannon Free Airport
weaknesses — ¥ | Development Company at expense of IDA in mid-
Government White Paper on Industriaie——— | West region
policy (1984) reaffirmed IDA role and > Questioning re-emerges with Industrial Policy Rewi
position and emphasized mofe Group and its recommendation to split IDA into
selective approach to industri A separate indigenous and oversaes organizations
developmenf —» | Minister and Department of Enterprise and
IDA, major Government party, 4 | Employment and minor Government party acceptel
Department of Finance and oppositipn IPRG recommendation
parties against splitting IDA Moriarty implemented IDA restructuring into 3
<— | separate agencies

1

Outcome — Critical Juncture (1993/94)

Government drafted legislation to split the IDAGr& separate organizations, which was passed by the
Oireachtas as the Industrial Development Act, 1993

Forfas, Forbairt and IDA-Ireland came into beinglanuary ¥, 1994

(Source: Donnelly, 2007: 207)

CONCLUSION
Taking all of the above together, what emerges is a gafiendence picture of the IDA’s
creation within the context of a protectionist pathd subsequent production and reproduction

within the context of a free trade path. We see dhigcal junctures marking the turn to
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protectionism and then to free trade, in addition to dhical junctures marking the IDA’s
establishment, then its focus on development of nelwsimy and re-focus on FDI, followed by
its re-creation as a super-agency with national redgligsfor all aspects of industrial
development policy and implementation, and most recetglyre-focus on FDI, with its
responsibility for policy development and indigenous indusgrntred in separate, new agencies.

Post-critical junctures, positive feedback mechanismmecinto play to produce and
reproduce structural persistence. We see large set-upaswbstsngoing investment, initially in
protectionism and subsequently in a policy geared towaeds tfade, e.g., policy statements,
policy documents, legislation, new institutions and omggions, ongoing commitment of
resources (financial, political, legislative), etc. \8&e the knowledge gained in the operation of
both policy regimes contributing to positive feedback heirt continued use, such feedback
incurring continued investment aimed at greater effigieam effectiveness, for example, in the
fine-tuning of legislation and the establishment of pementary organisations. Increased use
of each policy regime encouraged investment in linked amdpEmentary activities, in turn
making each regime more attractive. And adaptive expeontatirove continued investment in
both policy regimes to reduce uncertainties, wherebygtieater the expectation that policy
would continue in force the greater actions would be adapteealise those expectations. The
self-fulfilling character of expectations contributedthe policy winning broader acceptance and
increased the dynamic of coordination effects.

We also see such large set-up costs and investment gainghe IDA, producing and
reproducing an increasingly specific industrial developmesseta Tremendous amounts of
learning by doing has occurred in what has increasirggipine a complex system, with the IDA

developing strategies suited to the particular institutionatrix it has confronted. We see
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widespread coordination effects, with particular coursesaation encouraged, and others
discouraged, given the anticipated actions of otherswitie industrial development sphere.
We see growing complementarity between the outward-lgogalicy of economic development
and the IDA as the increasingly focal organisationvdefg on the country's industrial
development. Coevolving over an extended period of tilhne,interactions between the two
have created densely linked institutional matrices (Ndr$90).

However, we also see that paths have not continuedinibelg, as was the case with
protectionism and with the IDA itself. A reactive seqgce emerged in response to the growing
disquiet with protectionism, which culminated in the ouateoor critical juncture that saw the
outward-looking economic development policy take its plades initial fortunes of the IDA
played out within this reactive sequence. Its estabéshrattracted the threat of abolition by the
opposition and it became bogged down in managing protectidnighe detriment of promoting
industrial development. However, the outcome or crifisatture was favourable to the IDA in
setting it on its path as an industrial development osgdon through removing it of its
bureaucratic burden administering the protectionist machifihe critical juncture that saw the
organisation’s role re-focused to attract FDI wasuerfced by the reactive sequence at the
broader level of economic policy. The subsequent readaquence that resulted in the re-
creation of the IDA as a semi-state super-agency wessponse to the perceived and real
inefficiencies of having multiple state agencies dealimdp industrial investment and doing so
from within the operational confines of the civirgee. And the reactive sequence that began
with the Telesis review in 1982 and culminated in thereat@on of the IDA as three separate

agencies in 1994 reflected ongoing debate over the needsewnf and indigenous investors,
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the scope of industrial policy and the division and lacatf policy development and policy
implementation responsibility.

In the final analysis, from relatively contingent damnpredictable beginnings have
coevolved both an institution and an organisationahfoin the case of the IDA, both the forces
for structural persistence and those of reactive segsidmee contributed to producing and
reproducing an increasingly fine-tuned, specific assegrganisational form thagx ante,could
not have been predicted when it was first established.

Today, supporting export-oriented, foreign multinational oiggions, which employ
some 136,000 people and account for some €110bn or 70 per cerfaloéxports, and
continuing to promote and attract inward investment (I2Q10), IDA Ireland remains an
important  organisation in the Irish enterprise develagmanstitutional landscape.
Notwithstanding this, with the Special Group on Publicvise Numbers and Expenditures
(2009: Vol.ll, 79-82) report, and its recommendations to matise the various aspects of IDA
Ireland and other development agency operations, ondy it tell what will become of IDA

Ireland into the future. Notwithstanding appearances)gehs ever present.
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