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INDliSTRIAL POLICY �F�.�-�\�I�L�I�~�G�S EXPOSED:THE TELESIS REPORT

As long ago as 1982, the heavyrelianceon foreign investmentin Irebnd's .ndusrrijl policy \\ as
trenchantlycriticised in a government-sponsoredrepon: by the .-\menc:.ln TdeslS Con.:ultJ.rlcy
Group. Foreign fInns. it was r"ound. mainly loc:ue routine production .l:1d :cstlng :"unctlons in
Ireland - functions which are most vulner:J.bleto corpor:ueretrenchmentpoli-:ies. Key �~�s�p�e�c�t�s or"
the international operationsof multinational tinns. such as research. produc( c!e\'c:!opment.
marketingandstrategicdecision-makingare nOtably absentfrom [he Irish pi:.lrltS of foreign r"irms,
:\s a result, the potential for the transferof high-level skills from the :"oreign-ownedsector to
native Irish fIrms is very limited. In addition. becausethe skills concerned;UIT:J.ct high levels of
remunerationcomparedwith the more routine functions located in Ire!:J.nd. :.lnd bec:luse these
skills are svstematicallvretained in the home countriesof mult:nation:J.i firms. this reint'orces
Ireland's secondclassstatusin terms or' international livin2: st2.ndards. Ire!J.nd must secureits
fair shareof thesehi2her functions if it is everto breakoutof this infe:ior sr:ltus. This C:ln on:\'
be realistically achie;;edby the expansionof Irish-basedtirms ratherth:tn ;-e!ying inordinately'on
foreign rlIms for industrial growth.

Telesisalso found the Dolicv of atrractin2forei2n investmentto be undulv eX'Jensive- eSDeciallv
given the limited �s�p�i�n�~�o�f�f�s 'which were being generated. Annu2.1 grant 'expendituresor'sever:ll
hundredmillion pounds,along with about one thousandmillion pouncs \, on:h of tax revenue
foregoneannuallydue to ta.x reliefs, representavery substantial.drainon the governmentcoffers.
:'1uchof this re\'enuewould be benerspentin the long run if devOtedins(eadto the development
of home-basedIrish indusrrv, in Telesis'sview. ..
At the same time, Telesis also had some scathing comments to ma..l.(e about existing Irish
indigenousindustry,which was seenas being too smail in scale,12.cking in quality and reiiability,
and too dependenton ongoingstatesuppon:. The most successfulIrish fiill1s initially developed
in sectorsshelteredfrom outsidecompetition. Theserirms have since e:qandedvia investment
abroadin their existin2: lines of activitv. rather than via di\·ersi!:.::l.t:on :H �~�o�m�e�, The\' ,lierefore
havemadevery little conrributionto solving Ireland'sunemploymentproblem. .

Telesiswas also severelycritic:li of Irel:3.nd'sfailure to build properly on local natural resources.
Referring particularly to agricultureand forestry, Telesis pointed to poor quality cont-ol 3.t �~�h�e
stageof primary productionand poor integrationbetween(his �s�~�:�l�g�e and downstreamprocessing
andmarketing. The reponsawconsiderablepotentialfor home-basedindusrri:l! expansionin this
area,as well as in selectedsegmentsof modemhigh-techindUStry.

THE" CLIMATOLOGY" APPROACHTO ECOl\O\lIC GRO\VTH

The approachof successiveIrish governmentsto stimulatingIrish private businessexp:J.nsionh:lS
beendominatedby whathasbecomederisively known as the "climatology" �s�c�~�o�o�l of economics.
This approachis founded on the erroneousview that if :J.n apFopri::te "clim::te" conducive to
private enterprisecan be created.then the private sectOrwill respondby providing the levels or
investmentnecessaryto makeseriousinroadsinto the unemploymentproblem.

The invalidity of this argumentwas demonstratedpowerfully in the 1980s,when a particularly
favourableclimate for enterpriseexisted in Ireland. A variety of tax-basedincentive schemes
were available; governmentgr:tnts and employmentsubsidiesv..ere re::dily avail::ble: intlation
rates reached their lowest levels in decades and bank interest rates v..e;-e ;J.lso reduced
significantly; the trade unions showed a new preparednessto [olen.te \l,'age moderation.
particularly at a time when labour productivity was incre:J.sing rJpidly: savagegovernment
cutbacksreducedthe burdenon the economyor" high levels of ;:Jublic spending:\\ ell-educJted
andtrainedyoung workerswere becomingavailablein rapidly-g:-owing:lumbers:easier3.ccessto
Europeanmarketsbeckonedafter 1992and was alreadybecomiriga reality in the sh3.peor much
cheaperair transpon::a massivepublic investmentprogrammehadgive:1 Ire!:lnd one or" the most
moderntelecomrnunic:J.tionssystemsanywhere.
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TABLE 5

A verage Hourly Compensation in .\1anufacturing
(inc!. Fringe Benefits) in CSS (June 1989)
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Product- Real Unit Wage COStS
iviry Earnings Relative re ylain

Trading Partners

1980 100.0 100.0 100
1981 108.3 97.3 90
1982 110.9 93.7 94
1983 127.9 94.6 88
1984 145.3 97.2 83
1985 158.9 99.9 79
1986 166.0 104.5 85
1987 187.7 107.7 77
1988 212.5 111.5 68

Source: CSO, Cenrral Bank

Trends in Productivitv, E3.rnin~s and Cnit \Va~e Costs
in .\[an~facturing Indusrry -

Successive Irish governments :l!ld spokespersons for Lrish business ha\."~ ;epe:1r~J!y ~b.:cd

particular emphasis on the containment of labour COStS .1S the key to ewnomi-: ;:xpan:-ion Jnd
employment growth in Ireland. The experience of the 1980s h.1s been IllOSt ln~(:-UC:l\e :n ~his

respect. As Table 4 shows. while the :'lVerage productivity !i.e. output per '.\ork~r I n( !,;~h

indusaial workers more than doubled between 1980 and 1988. the re:.l1 e:.tr.:i:l~~ ; ~r',er .li:,'", ::1:":

for inrlation) of these workers only increased by 11.59'0 in the s:une period. [n 0[h;::- '.\,)rl::'. i1~O:>-l
of the benefits of this increased productivity have gone re companies in the form or' proii[:, ',I. ;~:-:h.

as Table 6 shows. almost doubled in this period.

The dramatic growth of Irish labour Droductivitv relative re real wa~es has also me:'J.nr that ~here

has been a co;lsiderable reduction in'Irish unit ;:"'age COSts compared to those of I:-e!~nd's major
rrading panners in the 1980s, as Table 4 also shows. By 1988. Ireland's re!ati\"e \\'~ge cos,s \vere
more than one third below the 1980 figure. The low level of Irish labour -:ostS is i'unher
illusrrated in Table 5, which shows actual pay costs in indusrry for Ireland :l!ld eight othe:­
developed counrries. It is clear that Irish COStS are well below those of our main tr:lding panne:s.

Source: Business Europe Report


