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ABSTRACT 1Industrial Policy and Development 1in Late
Industraializing Countries - by Paul Brown

In recent times, literature - favouring a neo-classaical

perspective - on i1ndustrialization in developing nations

has been the subject of 1increasing criaiticism. The

opponents of the neo-classical approach argue that

outward-looking free market policies do not offer the

best prospects for self-sustaining growth. 1In a straight
forward manner, Chapter 1 airs the views of economasts

of both vperspectaives. Subsequently, a framework for

a general discussion 1s provided.

Outward-looking 1industrial policies 1n Ireland, have
led to the emergence of a vibrant foreign-owned manu-
facturing sector. As Chapter 2 points out, there 1is
considerable evidence that outward-looking aindustraial-
1zation has thus far been unsuccessful in developing
strong native companies capable of entering export
markets. Chapter 3 suggests that this may be a common
experience among late 1ndustrializing countries (LICs).
In fact, the creation of a competitive indigenous manu-
facturing base may be contingent upon a departure from
strict neo-classical guidelaines.

Chapter 4 shows that the development of the motor an-
dustry in LICs has usually taken place under the auspices
of large transnational corporations (TNCs) from developed

countraies. Only with active state intervention have
domestic firms - with the assistance of foreign capital
and technology - shown an ability to compete on the
world market. As Chapter 5 1indicates, assembly of
motor vehicles 1n Ireland was dominated by the sub-
sidiaries of foreign companies. This 1s also true

of the Irish automotive components sector, which has
evolved 1n recent years. The analysis of this sector,
contained in Chapter 5, 1s based largely on unpublished
materaial. It 1s clear that this industry suffers from
many of the short-comings often associated with foreign
dominated sectors of Iraish manufacturang.

By way of a conclusion, Chapter 6 argues that a role
exists for more state intervention. However, 1t warns
that government intervention i1n the system 1s not with-
out raisk. The task facing policy makers 1s to design
a constructive role for the state. With respect to
the 1Irish manufacturaing industry, 1in the absence of
more state intervention, the development of export
markets will remain beyond the reach of most indigenous
producers.
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CHAPTER 1



1.1 INTRODUCTION

Most socleties, particularly during the formative stages of
economic development, look upon "industrialization" as the
primary means of a1improving 1living standards. National
governments have demonstrated a keen 1interest in overseelng
the process of 1ndustrial development. In fact, many
economlists would agree with Howard Pack and Larry Westphall,
who consider the states development role to be the
"principal element of industrial strategy".(1l)

What constitutes an appropriate role for government in the
process of industrialization 1s a question to which there is
no universally accepted answer. In market~ oriented
economies this 1ssue has for many years generated much
controversy 1in academic and political circles alike. A
broad consensus has emerged which perceives the government
as having an important role in laying the 1infrastructural
foundations required for stimulating industrial growth.
However, opinions have been sharply divided over whether
governments ought to 1ntervene with the objective of
influencing the apparent shortcomings associated with many

markets.

In the past, the i1ndustrial development strategy adopted by
numerous countries, 1ncluding Ireland, has been characterized
by extensive state 1intervention designed to compensate for
the limitations of the free market. Various instruments
have been employed, often simultaneously, including tariff
and non-tariff protection in addition to controls on direct
foreign i1nvestment (DFI). 1In developing countries, the main
intellectual buttress underlying state intervention was the
presumed efficacy of the infant i1ndustry argument. Policies,
with the original intention of nurturing fledgling domestic
sectors until they were strong enough to withstand
international competition, became so all pervasive that
virtually all of manufacturing industry operated 1in an
environment which was heavily protectionist. In hindsight,

it 18 clear that the broad scope and non discriminate nature




of the import substitution approach was not conducive to
long run industrial growth i1n developing countries. As the
1987, World Bank, World Development Report comments:

"What ever the merits of this approach in
specific cases, many developing countrilies
have offered widespread 1mport protection
in the name of support for infant industry
in ways likely to frustrate the objectives

of the policy".(2)

Indeed, 1n many developing countries the experiment with
import substitution has,since the 1950s, been discarded in
favour of a strategy which appears to have been strongly
influenced by conventional neo-classical thinking.(3) Thais
promoted the widespread adoption of what have been termed
"outward-looking" policies, which tended to stress the
importance of market forces 1in preference to state
intervention. A central feature of this strategy was the
encouragement of free 1i1nternational trade; in addition to
the easing or elimination of restrictions on direct foreaign
investment. (4)

1.2 NEO-CLASSICAL ECONOMICS AND INDUSTRIAL DEVELOPMENT
STRATEGY

Conventional neo-classical economics assumes that the
operation of free market forces will result 1n the most
efficient use of the resources available to any economy.(5)
This acceptance of the primacy of the market has the effect
of precluding the state from pursuing an actaive
interventionist role i1n the process of industrialization.(6)
Therefore, reliance on the free play of market forces limits
the state to a more neutral, or what Evans and Alizadeh call
a "parametric" role designed to create conditions congenial
to private 1investment.(7) It 1s important to emphasize that
such a "parametric" approach to industrial development does
not by definition discount the possibility of large scale

government expenditure on, and involvement 1in, the promotion




of industry. It 1s the nature of intervention which is the
crucial factor.

Parametric 1involvement 1implies significant autonomy for
private economlc agents, with state intervention
concentrating on the provision of a regulative framework and
infrastructural capacity. Such an approach involves the
maintenance of i1ncentives to praivate sector firms, both
domestic and foreign. As Dicken points out, there are few
1f any market economy states which have not attempted to
stimulate i1ndustrial i1nvestment by such means 1n recent
years. (8) The objective 1s to establish a favourable
environment for private enterprise with any 1nvestment
incentives tending to be generalised to all firms and fairly
automatically available. Paradoxically, the state provides
the climate which enables the "invisible hand" to guide the

process of industrial growth.

It 1s possible to i1dentify two common forms of investment
incentives, those which are capital related and those which
are tax related. Capital related i1ncentives 1include 1tems
such as non-repayable cash grants or loans for investment 1in
plant. Rhys Jenkins 1s of the opinion that the willingness
and the ability of states to give 1large grants to
transnational corporations (TNCs) has become a crucial
factor 1n determining the location of new foreign investment
projects (9) Tax 1ncentives usually take the form of relief
from taxation of corporate profits and accelerated
depreciation allowances. It will be shown later that both
these forms of 1ncentives were 1mportant components of a
policy aimed at promoting Ireland as a favourable location
for DFI.

It has been recognized by some neo-classical economists, for
example: Little, Scitovsky and Scott,{(10) that the state may
have to resort to the introduction of certain promotional
subsidies to encourage 1industrial activity. Unemployment
will be a problem in many countries and, i1n an attempt to
increase employment, firms may be given inducements to hire
additional labour. Also both Balassa(ll) and Williamson(12)



(W

indicate that 1in special circumstances modest amounts of
"generalized" infant industry support may be permissible.

However, 1n essence, these policies must be non-selective and
non-discretionary and, most 1importantly any direct or

pervasive role for the state should be avoided.

This belief 1n the power of free market forces tends to
result 1n a natural proclivity among neo-classical
economists to advocate free 1international trade. It 1s
argued that because free trade 1involves opening up the
economy to competitive pressures from abroad, 1t creates
efficiency 1n the allocation of resources and investment,
which protection for a small protected home market denies.
Nevertheless, 1t 1is recognized that 1f the operation of free
market forces and free trade are to produce the same results
as claimed for advanced countries, certaln barriers or
constraints blocking industrialization in developing

countries have to be surmounted.(13)

Neo-classical economists have argued that the process of
industrial growth 1n the periphery will most likely require
some outside stimulus from the developed core. They see the
trickle down of modernizing attributes imparted through the
medium of direct foreign investment as the best catalyst for
growth. The active encouragement of DFI, 1t 1s argued,
helps developing countries by-pass constraints such as
capital shortage, skill and technology deficiencies, while
helping to alleviate the problem of surplus labour.(14)
This has cultivated the view among economists such as

Kindleberger of TNCs as the engines of economic growth.(15)

Mainstream neo-classical economists would argue that a
combination of convincing theoretical reasons and successful
practice leads one to expect superior performance from
outward looking policies. They are not at all surprised
that so many countries have changed strategies 1n recent
decades, indeed Williamson points out that in

the early 1980s only 1n Africa was the o01ld objective of
reducing the degree of integration with the world economy
sti1ll dominant.(16)




1.3 OUTWARD-LOOKING INDUSTRIAL POLICIES: SOME EMPIRICAL
EVIDENCE

In recent years a number of studies have emerged 1in

literature which appear to give credence to the arguments of
those who believe 1in the efficacy of the neo-classical
stance. The findings of these studies indicate that
countries which have experienced greater outward orientation
in recent decades have performed exceptionally well with

respect to a wide range of macro-economic indicators.

Williamson compares the growth rates of certain countries
which he identifies as pursuing particularly
"outward-looking" or particularly "inward-looking" policies
between 1960 and 1980. He concludes that the adoption of
the former set of policies offers the best prospect of
increasing growth rates.(17) In the same vein,a recent
study by Balassa of 43 countries in the 1973-78 period of
external shocks shows that an outward oriented policy
stance at the beginning of the period, and reliance on
export promotion in response to these shocks appears to have

resulted in a favourable impact on growth performance.(18)

A study appearing in the 1987 World Development Report
covers data on 41 countries over the period between 1963 and
1984. The information was used to classify each economy
into one of four groups: "strongly outward- oriented",
"moderately outward - oriented", "strongly inward-oriented”,
and "moderately inward-oriented". Each group was examined
for two periods, 1963-73 and 1973-85..Asa result of policy
switches between the two time periods, certain countries

changed groups (see Appendix la).

The results of the study suggest that in almost all respects
the economic performance in the "outward oriented" economies
was broadly superior to that of the inward oriented
economies. For example, the average growth rate in real

per-capita income between 1963 and 1973 was highest in the




"strongly outward-oriented" economies (6.9%) and lowest 1in
the "strongly inward-oriented" economies (1.6%). Despite
the economic slow-down during 1973-85 per-capita i1ncome 1n
the "strongly outward-oriented" economies grew by an annual
average of 5.9% while 1n the ‘"strongly inward- oriented”
economies 1t fell on average by 0.1% a year.(19) Reference
to Table 1.1 1indicates that with respect to growth of
manufactured exports, outward-oriented economies once again
returned the best performance. The study concluded that:
"This growth of manufactured exports was probably an
important factor 1n producing rapid overall economic

growth." (20)

TABLE 1.1

Growth Rate of Manufactured Exports of 41 Developing

Ecomomies Grouped on the Basis of Trade Orientation

S00 MO0  MIO  SIO
% % % %
1965-73 14.8 16.1 10.3 5.7
1973-85 14.2 14.5 8.5 3.7
S00 = strongly outward oriented
MOO = moderately outward oriented
MIO = moderately inward oriented

]

SIO strongly 1inward oriented

Source: Constructed from data contained in the
1987 World Development Report, p.p83-85.

By contrasting the evident success of economies that
exemplify an outward looking approach with the poor
performance of ostensibly more interventionist inward
looking economies, academics such as Balassa and Little,and
institutions 1like the World Bank have enabled the

neo-classical view to assume the dominant establishment




position. According to Pack and Westphall the
neo-classicals have managed to gain ascendance by:
"diligently marshalling the presumed facts on their side of
the debate."(21)

1.4 THE NEO-CLASSICAL PERSPECTIVE UNDER ATTACK

Recently, thinking which bears a resemblance to the
unfashionable 1i1nfant 1industry contention, has begun to
surface 1n the 1literature. The focal tenet of this new
methodology 1s that industry specific "selective" - =

intervention can promote successful industrialization.(22)
Contributors to this school of thought readily admit - that
state 1ntervention as 1t was practlséd during much of the
import substitution era - can result in i1nefficiencies and
rent - seeking activities which distort the process of
industrial growth 1in developing countries. However, they
would argue that the neo-classicals have failed to provide
conclusive proof that selective 1intervention 1s at all
times, regardless of the circumstances; an inferior

strategy.

They dispute the claims i1n the neo-classical literature that
the successful 1industrialization experienced by countries
like South Korea and Japan, 1s attributable to the pursuit
of laissaz faire outward looking policies. For example, the
neo-classical perspective on the policy reforms of the early
1960s responsible for transforming the Korean economy are
called to account It 1s believed that the neo-classicals
have failed to fully comprehend the exact nature of these
reforms. Accordingly, Pack and Westphall argue that the
process of 1industrialization 1n South Korea has Dbeen

strongly interventionalist.

"Incentive policies having a strong industry
bias together with credit rationing, import
quotas, licensing controls and many other of
the overt instruments of selective 1intervention

that have been widely castigated by the neo-




classicals have been used with apparently very
successful results".(23)

In particular, validation of the neo-classical position 1is
found in relation to small peripheral economies like
Ireland, Singapore and Puerto Rico. The only viable option
open to these countries, 1t 1s argued, 1s the introduction of
outward looking policies which promote greater 1integration
with the world economy that leads to the possibility of
rapid 1i1industrialization. In the case of Ireland, the
transition to outward looking industrialization was
initially acclaimed almost universally as an ungualified
success.(24) However, as the 1970s progressed and serious
flaws 1n the Irish economy became visible, the efficacy of

(what will be argued 1in Chapter 2 - was an extremely
neo-classical inspired approach to industrial development)
came to be questioned. At the end of the 1970s the National
Economic and Social Council (NESC) sponsored an on-going
study of Irish industrial development policy. An 1integral
part of this work was an 1n depth examination of Irish
industry as 1t existed 1in 1980/81. The research was
conducted by a team of analysts from the international
consultancy group Telesis, led by Mr. Ira Magaziner. The
objective of this policy review was to ensure that Irish
industrial policy would be appropriate to the creation of an
internationally competitive industrial base capable of

supporting increased employment and higher living standards.

Without questioning the Irish state's policy of attracting
foreign owned firms to accelerate the development process,
or Ireland's attempts to industrialize as an open economy
withain the European Economic Community (EEC), the Telesis
report made a number of recommendations with respect to the
role of the state 1n i1ndustrial development. In particular,
the report argued for a new departure with respect to the
development of i1ndigenous industry. Attention was drawn to
the existence of obstacles or barriers which have denied
Irish exporters competitive success 1in the international
market place Once a firm had been created, 1t was argued

that a more selective approach was required. The goal



should be the building up of fewer larger companies with
strong internal capabilities.(25)

The findings of the Telesls report are 1in broad agreement
with the views expressed by economists like O'Malley. While
being what they call a 1late industrializing country
(LIC)(26) which confers certain advantages- these are small when
compared with the shadows cast by the fundamental rules of
the game prevailing 1in the contemporary international

economic system. To quote one United Nations Source:

"Economy wide restructuring requires a
combination of state and private i1nitiative
and co-ordinated responses, a mix of open-
ness to the international economy and
purposeful protection or control of domestic
activities and markets, a match of plan and
market which goes against some sacrosant
principles of international economic wisdom

as seen from the advanced countries vantage

point".(27)
1.5 RECONCILING DIVERGENT VIEWPOINTS:; TOWARDS AN IMPROVED
METHODOLOGY )

It 1s apparent that a pronounced dichotomy exists between
economists advocating neo-classical policies and the
contrasting views of those advancing the cause of selective
state 1intervention or what has been termed "industraial
targeting" (28) Empirical research concerned with the
elucidation of this controversy 1s 1mmediately confronted
with a dilemma. The problem 1s to find a suitable framework
for examining the claims of opposing factions in what has
developed i1nto an extremely complex debate. The emergent
analysis must be capable of contributing to the resolution
of a wide range of difficult questions some of which are

listed here:

1. Is selective 1intervention (aimed at alleviating

market imperfections) by LIC governments, 1in the

-9 -
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form of (1ndustry) specific protectionist measures,
ever warranted? Alternatively, must intervention be

limited and strictly generalized across all sectors,

as suggested by neo-classical theory?

Should the state become directly 1involved 1in the
promotion of specific sectors or groups of companies
within the economy, or does the government's only
concern rest with 1mproving the quality of the
infrastructure and the provision of an environment

conducive to private investment?

In general, will selective 1ntervention most likely
lead to the successful development of 1industries
within LICs, and 1if so what general characteristics
determine the likelihood of such success?
Alternatively, 1S selectaive intervention
intrinsically inefficient and 1likely to 1lead to
costly mistakes, and have the purported successes of
selective 1ntervention materialized despite, rather

than because of such intervention?

Does selective 1ntervention by governments require a
specific type of administrative structure,
characteristic of countries such as Japan and South
Korea, which can not be easily replicated by very
poor nations or Dby peripheral western European

democracies?

What have been the implications for domestic
enterprise of the transition towards more
outward-oriented industrial policies? To what
extent have 1ndigenous exporters in LICs proved they
have the resources to establish footholds 1in the
international markets which have opened up as a

consequence of freer trade?
Has the impressive growth of exports in recent years

experienced by LICs adopting a more outward looking

approach, been dependent on foreign capital?

- 10 -




These are the types of pertinent questions which test the
validity of the outward looking approach or the worthiness

of taking up an interventionist position. It 1s difficult
to see how the comparative studies supporting a
neo-classical stance can vyield more than a superficial
understanding of these 1issues. The persuasive power of
these studies 1s further reduced by a number of inherent

weaknesses.

Firstly, the links between trade strategy and macro-economic
performance may not be as clearcut as many heo-classicals
seem to think. For example, 1t 1s recognized by the 1987
World Development Report that the direction of causality
need not be one of greater outward-orientation leading to
enhanced economic performance.(29) On the contrary, 1t 1is
conceivable that superior economic performance may in fact
pave the way for outward-orientation. Therefore, the
decisive classification 1n these studies may not be whether
an economy tends towards a more outward or inward looking
approach, but rather the relative strength or weakness of
the economy under consideration. In this situation.,what can
emerge 1s a contrast between the growth indicators of
relatively more advanced countries and/or rich oil exporting
economles, and some of the world's most 1impoverished

nations.

Secondly, since these studies wuse a very narrow basis of
categorization (see Appendix 1A) and can include 1n excess
of 40 countries, arbitrary decisions may have to be made
concerning which group classification any glven economy
should be assigned to Hence, demarcations can be made
without due consideration being given to important factors
such as historical background. For example, 1in the study
appearing 1n the World Development Report, Argentina 1is
placed 1n the ‘“"strongly inward-oriented" group for the
entire period covered. As wi1ill be shown in Chapter 3, this
1ignores the fact that between 1976 and 1983 the 1industrial

development approach adopted by the military government was

- 11 -




Extremely outward-looking. Indeed, for these years a sound
case could be made for the 1inclusion of Argentina in the
most "strongly outward-oriented" category. Given the poor
performance of the Argentinian economy, this would serve
to reduce the average growth rates in this group over the

second time period.

Thirdly, these studies do succeed in fatally damaging the
already tarnished reputation of the traditional method of
import substitution. Such policies have become synonomous
with the administrations headed by controversial political
figures like Franco, Peron, deValera, and Salazar, who have
been portrayed as recalcitrant traditionalaists in much of
the modern literature. However, neo-classical critiques
of 1import substitution cannot automatically be applied to
modern strategic selectaive intervention.

The historically based cross-country approach adopted in
thais study 1s a worthwhile alternative to the neo-classical
approach of measuring the effectiveness of policaies. It
yields the opportunity for a detailed examination of the
process of 1industrial restructuring across a variety of
different economies. Such analysis provides a meaningful
insight into many of the contentious 1ssues mentioned above.
Moreover, focusing on a particular industry should make

the task easier and more rewarding.




CHAPTER 2



2.1 .INTRODUCTION

In the years following 1958, the character of the policies
which guided 1Irish manufacturing industry were strongly
outward-looking 1in content Gradual trade 1liberalization
culminating 1n EEC membership and generous state aid to
private enterprise within a parametric context, were key
elements which formed the edifice of Irish industrial
development during the 1960s and 1970s. Against this
background, 1in conjunction with the repeal of the Control of
Manufacturers Acts, the Republic of Ireland was transformed
into an attractive 1location for direct foreign investment.
Indeed, few would disagree with the assertion that private
direct foreign investment has been the cornerstone of growth

in Irish manufacturing industry over the last 25 years.

In the case of Ireland, the neo-classical perspective views
foreign enterprise as having an 1indispensable role - with
respect to the successful execution of outward - looking
policies - within the context of a small open economy.
Accordingly, the influx of capital and technology acted as a
catalyst which sparked the process of industrialization that
engineered the profound changes 1in economic and social life
experienced i1n the 1960s and 1970s.

An alternative scenario sees the TNCs - whose subsidiaries
commenced production in Ireland - as the main beneficiaries
of the overtly parametric philosophy regarding the role of
the state, and an 1ncreasingly pervasive free trade
1deology. This environment favoured "branch plant" type
operations whose commitment and overall contribution to the
Irish economy 1s believed to be lacking in substance. In
addition, notwithstanding the work of the Committee on
Industrial Organization (CIO), the state did not fully
appreciate the problems that greater 1integration 1into the
world economy posed for both established and new indigenous

manufacturaing.

ete



2.2 THE TRANSITION TO OUTWARD-LOOKING INDUSTRIALIZATION

In the post independence era, William T. Cosgrave's Cumann
na nGaedheal government followed a policy of free trade
which was based on export 1led agricultural growth. The
Fianna Fail administration which came to power 1in 1932
altered course and moved quickly 1in the direction of 1import
substitution. Widespread tariffs were imposed and this was
backed up by legislative measures that enhanced the
protection of domestic manufacturers against foreign
competition. These measures included the introduction of

import quotas and the Control of Manufacturers Acts.

In a manner consistent with both theory and empirical
experience, the 1nitial results of import substitution were
encouraging. Up to 1950 real industrial output rose 2.5
times and employment doubled. During these years 1t has
been estimated that 75,000 new jobs were created in
industry.(l) However, post war performance was nowhere near
as 1mpressive. While the 1950s was a decade of fast and
relatively sustained growth throughout western Europe, 1in
Ireland.,stagnation gave way to an actual decline 1in output

and employment in the years leading up to 1960.(2)

According to the literature, one of the long term dangers of
import substitution 1s that 1t tends to promote inefficient
industries dependent on heavy protection that have no
comparative advantage. Irish manufacturing during the
period of import substitution was characterized by both low
productivity and weak export growth.(3) Both ©O'Malley(4)
and Fitzgerald(5) agree that the 1nability of exports to
rise commensurately with the import of capital goods and raw
materials precapitated the balance of payments crises of the
1950s. These «crises, together with the writings of T.K.
Whitaker, traditionally denote the commencement of outward-

looking 1industrialization in Ireland.

As far as O'Hearne 1s concerned this policy change did not
originate with the balance of payments crises.(6) While

1958 may be the benchmark year in which one can locate an
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official change in attitudes, many of the structures of the
outward looking approach were 1n place 1long before the

publication of Whitaker's "Economic Development".(7) It 1s
the opinion of Fitzgerald, that the climate of the post-war
years was not conducive to any radical re-orientation of
policies.(8) Nevertheless, while officially no change 1in
policy occurred, forces both 1internal and external were
engaged 1n attempts to open up the Irish economy soon after
the end of the Second World War.

For example, evidence exists which points to the existence
of an outward - looking cadre within the Department of
Industry and Commerce 1n the early post war period. In 1946,
a bill to create a foreign trade corporation was blocked by
more conservative elements as was a proposal one year later
to establish an efficiency bureau.(9) In addition,
Ireland's share of Marshall ai1id seems to have been
contingent upon trade 1liberalization.(10) Irish membership
of the Organization for European Economic Co-Operation
(OEEC), represented a significant movement away from the
traditional a1import substitution stance. 1In compliance with
OEEC directives, quota liberalization had reached a level of
90% by 1955.(11) The creation of the Industrial Development
Authoraity (IDA) 1n 1951, and the introduction of tax relief
on profits earned from exports, 1s further proof that a
solid foundation for outward-looking i1ndustrialization was
laid down prior to 1958.

In the post 1958 period, moves to open up the economy
intensified. The 1960 Finance Act extended the period of
eligibility for export profits tax relief, from ten to
fifteen years, with decreasing concessions for a further
five years Unilateral tariff cuts began 1in 1963, and the
Control of Manufacturers Acts were finally repealed in 1964.
The Anglo Irish Free Trade Agreement (AIFTA) negotiated in
1965, provided for free trade 1in nearly all manufactured
products (motor car assembly was the important exception)
with the United Kingdom by 1975. The transition neared
completion when Ireland acceeded to EEC membership in 1973

It was agreed that free trade i1n almost every manufactured



product (again motor car assembly was excluded by special
agreement) with member countries would be phased in over a

five year period.

2 3 OUTWARD-LOOKING INDUSTRIALIZATION AND THE ROLE OF THE
IRISH STATE

As 1Ireland's integration into the world economy progressed,
the role of the state 1n the development of industry had
much 1n common with the parametric or neutral approach
favoured by neo-classical economists. It should not be
inferred that such a role 1s 1incompatible with active
government involvement in the promotion of industry. On the
contrary, the state for the most part, via the efforts of
the highly organized and well financed Industraial
Development Authority endeavoured to i1insure prime conditions
for the growth of private 1investment. Nevertheless,
although certain aspects of Industrial Policy may have
deviated somewhat from the strict neo-classical perspective,
the state assiduously avoided any direct interference with
the autonomy of private economic agents. In essence, the
philosophy guiding government involvement was decidedly free
market oriented.(12)

The IDA, particularly since the end of the 1960s, has been
the principal tool employed by the state to implement
industrial polaicy. At the time of 1ts foundation., the
government apparently i1ntended that the IDA should be guided
by a free market philosophy. A Department of Finance
memorandum concerning the creation of the organization

included the following passage-

"One must be free from jealousy and envy ...
one 1s only free from these when one has

reached a reasonable success in life and
members should only be selected from the
latter class".(13)

In more recent times, the IDA has voiced opposition to many

of the findings of the Telesis and NESC reports which in
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essence are at variance with many basic presumptions of free
market 1deology. While the IDA was never intended to be a

policy formulator, in the past the government has tended to
pay close attention to any advice 1t received from the

Authority.

The approach adopted by the IDA has been labelled a "carrot"
approach i1n so far as 1t has concentrated on the provision
of incentives to foreign and native 1industrialists 1i1n the
form of non-repayable cash grants, factory space, capital
depreciation allowances and generous tax incentives. That
state policies have contributed to the creation of a fertile
seed-bed for praivate investment, particularly foreign
investment, 1s supported by the following assessment of

incentives by O'Malley:-

"The package of incentives for investment 1in
industry, and exports in particular, and the
scale and efficiency of the effort to attract
foreign 1nvestment now amount to an industraial
promotion effort that 1s one of the most
highly intensive and organized of its type

among competing countries".(14)

This professional excellence associated with IDA activities
1s echoed by Telesis which believed that the Authority had
developed, "a marketing organization which 1s unquestionably
the most dynamic, most active, most efficient and most
effective of 1ts kind in the world."(15)

Although much has been written about the contribution of
planning to industrial development, 1t will be argued here
that economic planning Irish style was intended to be, and
in effect was, a rather mild form of indicative planning. As
such, this failed to constitute any significant departure
from a strictly parametric role. While planning does not
relate solely to the industrial sector, it should be of some
relevance to industry, and some indication of the gtate's

attitude to intervening in the economy.




The first examples of 1Irish economic planning are to be
found in the programmes for economic expansion. In
retrospect., they appear as vague lists of objectives or as
Norton describes them "a statement of mere aspirations".(16)
Further evidence in support of this view 1s to be found in
the National Industrial and Economic Council reports
commenting on the first economic programme, “Economic
planning 1s a method which ... consists essentially ain
defining objectives 1ndicating the means which must be used
to achieve them and providing for the systematic study of
economic problems and prospects".(17)

As Susan Baker notes, Sean Lemass engaged i1n a process of
legitimization with respect to the introduction of planning,
which was aimed at countering socialist scares.(18) Lemass
argued that planning was a programme designed for democracy
and did not 1involve "coercive measures to force development
in predetermined directions."(19) He pointed out that given
Ireland's historical and economic circumstances, the
voluntary private effort that was needed to generate

sustained economic growth needed government support.(20)

The various economic programmes, 1n particular the first,
had an important psychological role in so far as they served
notice of the state's commitment to certain fundamental
policy changes considered necessary for the expansion of
private 1industry. The 1ntangible benefits 1imparted by
economic planning, give some credence to Whitaker's claim
that 1t enjoyed an "undeniable measure of success".(21)
Thus, planning was complementary with the supportive role
Lemass spoke of, most certainly 1in no way contradicting the

state's parametric approach to industrial development.

2.4 PERFORMANCE OF THE IRISH ECONOMY UNDER OLI

It 1s generally accepted by both conventional and more
radical commentators, that the Irish economy experienced a

significant transformation in the years following the policy



switch. Raymond Crotty, writing about one of the strongest
advocates of the new policies - Garrett Fitzgerald, notes
that he spoke quite frequently in the late 1960s and early
1970s 1n lavish terms about the growth experienced by the
Irish economy. This he considered to be "Ireland's economic

miracle."(22)

Nolan points to the doubling of the rate of GNP, reversal of
employment and emigration trends and the development of a
strong 1industrial export base as 1indications of the
successful performance of the Irish economy during thas
period. (23) In addition, Wickham, a critic of 1Irish
i1ndustrial policy, notes that, in contrast with the 1950s
when GNP remained almost stagnant, during most of the 1970s
Ireland had one of the highest growth rates 1in Europe.(24)
Finally, Jacobson, commenting on what he considers the
overall success of the Irish economy during the 1960s has
said, "It was certainly an improvement on any other decade

since i1ndependence."(25)

A survey of OECD data on Ireland, offers further proof of
this success story. For example, as 1llustrated in Table
2.1, the annual growth rate of output was raised
substantially 1n the years following 1958 to a level of
4.1%, with the result that the gap between the Irish and
overall OECD growth rates had almost disappeared. In
addition, fixed 1investment by business increased sharply.
The ratio of total fixed investment to GNP rose from 13% 1in
1958 to 20% 1in 1968.(26) Also.between 1973 and 1982 the
average annual rate of growth of output was 4% which was

above the average for OECD Europe during thas period.(27)



TABLE 2.1 ~

Growth Of The Irish Economy

Annual Averages - 1951-1958 1958-1961
Growth of Output

OECD Europe 4.4 4.8
Ireland 0.7 4.1

Source: OECD Economic Survey of Ireland 1970 p.27

The increase 1n the volume, and the change in the structure of
Irish exports are further indications of the apparent success of
the new policies. Exports of goods and services as a percentage
of GNP which averaged 35% p.a. over the period 1954-1958 had
reached 54% by 1982. The proportion of manufacturing gross
output increased from 34% in 1973 to over 45% 1in 1982.(28) The
change 1n the structure of exports 1s i1ndicated by Table 2.2
which shows the transformation in the composition of Irash
exports. Between 1959 and 1982 the overwhelming dominance of the
export of live cattle has been replaced i1n importance by

machinery and electrical goods.

TABLE 2.2
Main Irish Exports As A Percentage Of
Total Exports

1959 1982

Live Cattle 31 Machinery & Electrical 22
Beef & Veal 10 Meat & Meat Preps 9
Textiles & Clothing 6 Dairy Products 7
Beer 5 Textlles 5
Bacon 4 Live Animals 3
Wool 4 Organic Chemicals 7

Source+ Economic Conditions in Member and Associated
Countries of the Organization for European
Economic Co-Operation and Development

Economi¢ Survey of Ireland 1983-1984.
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This transformation away from the export of primary
commodities towards relatively sophisticated manufactured
products, 1s highlighted 1in the Review of Industrial
Performance 1986, which notes that Ireland now has the
largest share of electronics 1n non-food manufactured
exports of all OECD countries.(29) On the basis of these
findings, 1t 1s difficult to refute the arguments of
conventional analysts 1n support of the benefits which
accrued to the Irish economy as a result of the change to
outward - looking policies. The neo-classically inspired
policy menu 1s therefore viewed 1n a highly favourable
light, especially when comparisons are made with the
stagnation and decline of the 1950s so inexorably linked to

the limitations of the i1nward~looking regime.

However, a more discerning examination of the available
facts reveals some disturbing trends. The poor performance
of 1ndigenous tradable manufacturing, the continual drop 1in
employment, and problems arising from excessive dependence
on direct foreign investment are manifestations which cast
doubt on the assumed efficacy of the Irish experiment with

outward looking industrial policies.

In line with conventional thinking, critics of protectionism
talked about the 1loss of efficiency emanating from the
production of a wide range of goods for the small Iraish
domestic market.(30) The dominant argument prevailing at
the time was one which linked free trade with
efficiency.(31) It was anticipated that competition would
improve the performance of much of existing industry and new
indigenous 1ndustries would emerge and gradually replace

uncompetitive traditional sectors.

It was believed that any adverse effects associated with
free trade would be curtailed by astute application of
adaptation grants to established 1industry. To this end the
Commission on Industrial Organization was appointed by the
government in June 1961 with the brief of examining the

likely impact of competition on domestic Irish industry. It




was concluded that with the exception of industries like
cotton, linen, footwear, and motor vehicle assembly,

adaptation measures would prevent Job losses.(32). In

0'Malley's words:

"It was apparently expected that most of the
existing industry would be able to survive 1n
freer trade conditions and in many cases with
the help of some 1nitial adaptation measures,
would be able to re-orient 1tself towards
more efficient production for export and
thereby benefit considerably."(33)

However, this belief that Irish manufacturers could prosper
in a free trade environment did not, as Denis O'Hearn
correctly points out, "recognize unequal power 1in free

economic relations among countries."{34)

The empirical evidence suggests that Irish manufacturers
over the last 25 years 1n the traded sector have been unable
to counter import penetration, or to forge new openings in
overseas markets. Paradoxically,the best performance has
been registered by firms 1n the non-traded sector.
Sheltered from the effects of foreign competition 1in a free
trade environment, many of these companies have prospered,
including numerous new firms who were beneficiaries of
government 1ncentives. In fact, 1t 1s firms from the
sheltered sector that form the core of Ireland's 1ndigenous
industry.(35)

O0'Malley unearthed some 1interesting facts concerning the
difficulties faced by indigenous manufacturers 1in the traded
sector. He discovered that 1n relation to industries other
than new foreign industry, employment grew by almost 20,000
in the period 1960-66, when a certain amount of protection
st1ll existed However, under conditions of more liberal
trade since the mid 1960s, employment i1in domestic 1i1ndustry
has declined.(36) He argues that the industries which fared
best 1n the period since 1973 belong to the non-traded

sector. 1In contrast, there has been a pronounced decline 1in




those areas with little or no natural protection that have
been exposed to the full force of international competition
intensified by EEC membership. Examples include sectors

like chemicals, textiles, clothing and footwear.(37)

TABLE 2.3

Structural Change in Irish Manufacturing Industry

Output Foreign

Employment Employment Domestic
'73-'82 '73-'82 '73 - '82 Emply.
Change Change Share Share Change Change

% 3 % 3 % %
Total Manufacturing 35 2.7 27 37 39 7.3
Chemicals 121 23.8 52 65 54.8 -10.4
Metals & Engineering 60 56.4 47 58 96.7 21.4
Food 36 - 4.5 15 14 6.6 - 6.1
Drink & Tobacco 24 2.5 39 37 -3.4 6.3
Textiles - 9.0 -43.7 23 39 -6.1 -=55.2
Clothing & Footwear -24 -18.6 21 28 7.0 -25.6
Timber /Wood/Furn. -12 9.5 7 5 -24.8 12.1
Paper & Printing - 8.0 2.3 12 10 -18.9 5.3

Source: Economic Survey of Ireland OECD, 1983-84, p.38.

Further evidence in support of O'Malley's argument is found
in Table 2.3 which compares the growth of domestic and
foreign manufacturers between 1973 and 1982. During this
period, although total employment increased by 2.7%, the
number of people working in domestic manufacturing fell by
7.3%. This erosion of employment was most apparent in
chemicals, clothing and footwear and,in particular, textiles
which recorded a massive drop of over 55%. The major
domestic success story over these vyears was metals and
engineering which witnessed an increase in employment of
over 21%. Between 1973 and 1980, 7,300 jobs were created in
this sector. This represented approximately 34% of all jobs

created in TIrish indigenous manufacturing during this
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period.(38) Most of these )Jobs have come from general metal
fabrication operations, metal bending and pressing, and

welding and repair shops which typically are oriented
to&ards the supply of 1local markets, and from structural
steel, where the economics also favours 1local suppliers.
This 1s not a suitable area for export development and some
of these companies have diversified into the U.K. market
without providing additional emoloyment opportunities for
Ireland.(39)

The inability of indigenous manufacturers to make
significant breakthroughs 1in overseas markets has been a
cause of much concern in recent times. A survey conducted
by Foley(40) i1ndicates that despite the growing intensity of
state grant asslistance and advisory services, native Irish
exporters remaln relatively weak. 78% of the firms 1in his
survey exported at least some of their output, and export
propensity 1increased over time from 18% in 1960 to 31% 1in
1984.(41) However, he concludes that "Everything else
points to the weakness of indigenous exports. Given that we
have had a decade of EEC membership, the absence of a
substantial rise in the export propensity is

surprasing”.(42)

How does one account for this poor performance by the traded
sector under outward looking 1industrial policies? The
validity of the neo-classical argument rests on the
assumption that conditions approaching perfect competition
will tend to prevail 1n 1nternational markets. Many
economlsts are of the opinion that the perfectly competitive
industry characterized by free entry 1s an extreme case
rather than the norm. The Telesis report recognized the
exlstence of barriers or obstacles which prevented Irish
manufacturers penetrating export markets, particularly those
outside of the U.K. Factors 1like 1nadequate skill levels
and resources to sustain long term 1investments 1n product
design, together with weaknesses 1in marketing, distribution
and business organization combine to 1lim:it access to

overseas markets.(43)



O'Malley, on the basis of work by Bain(44) and Porter(45),
expands the point raised by Telesis, and concludes that

native firms i1n a late industrializing country with outward-
looking market policies will be deterred from trying to
enter any 1internatioconally traded industry in which one or
more barriers to entry are 1in operation. He argues that
newcomers suffer from disadvantages associated with scale,
product differentiation, capital shortages, distribution and
marketing problems, 1n addition to external economies.(46).
Thus, only sectors with low barriers to entry can be easily
entered and this presents limited opportunities for
industrial development. Because of 1intense competition
between numerous LICs 1n a relatively 1limited range of
industries, latecomers have considerable difficulties 2in
increasing 1ndustrial employment or shares of world output,
1f they rely solely on neo-classical policies.(47)

2.5 DFI - ITS ROLE IN IRISH INDUSTRIALIZATION

The failure of 1Irish manufacturers to develop comparative
advantages 1n tradables has meant that the growth of exports
and the transformation of the structure of industry 1is
attributable to the activities of subsidiaries of TNCs. The
attractive nature of Ireland as a location for DFI, a factor
readily utilised by the IDA, enabled a disproportionate
amount of the available pool of transnational capital to be
sucked 1i1nto the economy Ireland offered TNCs the
opportunity to penetrate EEC markets from a lucrative tax
shelter, and,i1n the process, they provided employment and
expanded exports which, for a number of years compensated

for the poor performance of native enterprise.

Wickham 1s 1n little doubt as to the pivotal role played by
new foreign direct investment i1n the transformation of Irish
industry. He notes that 1Ireland was one of the first
countries to base 1ts 1ndustrialization on DFI and, on the
basis of the number of firms attracted,has been the most
successful. During the 1960s he notes Ireland was gaining

as many new firms as the U K (48) 1In spite of this trend 1t




seems unlikely that the administration of the day envisaged
that foreign enterprise would spear-head the process of

industrial development.

While Sean Lemass became increasingly vociferous 1in
supporting a change towards more outward - looking policies,
he perceived this change to be based on existing foundations
which would enlarge "the fruits of past efforts and not
destroy them".(49) Bew and Patterson argue that claims made
frequently by Lemass in favour of a dominant role for native
producers, did not merely amount to empty rhetoric.(50) 1In
the light of 0O'Malley's data regarding the good performance
of native industry in the early 1960s, Lemass may have been
justified 1n his belaiefs. In reality 1t was not until the
post 1968 era,in conjunction with a redefinition of the
IDA's role that industrial expansion started to focus on the

attraction of new foreign investment.(51)

TNCs have assumed an important position 1in Irish
manufacturing employment. In addition, they now account for
the lions share of manufactured exports. New foreign
industry which accounted for only 1% of manufacturing
employment 1in 1961(52), by 1980 employed 61,000 out of a
total workforce of 243,000(53). Crotty observes that as
total manufacturing employment has contracted in the 1980s./
foreign 1ndustry's share has continued to grow.(54) From
having only a minor share of exports in 1961, new foreign
firms exported 56% of all non-food products in 1973.(55)
Foley recently estimated foreign firms accounted for about
708 of total exports and at least 80% of non-food

manufactured exports.(56)
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2.6 DFI - THE CONTROVERSY IN AN IRISH CONTEXT

While direct foreign investment has deep historical roots,
1t was not until the 1970s that the Transnational
Corporation, to use Joseph S. Nye Jnr.'s words, "came of age
politically".{(57) There commenced a period of 1insistent
debate between opposing groups who held fundamentally
di1fferent perspectives on the role played by TNCs 1in the
development process. The argument in Ireland has also been
contentious, with advocates of DFI praising 1its virtues
while many of the opposing forces seem to believe that the
pervasive nature of foreign capital in the Irish economy 1s
tantamount to a parasitic form of development which has been
called "Dependent Industrialization".{58)

Before attempting to evaluate the claims on either side of
the debate, 1t 1s worth reflecting on the Telesis report.
It i1solates a number of factors which are thought ¢to
influence the ability of foreign owned firms to help
Ireland's 1ndustrial structure support higher income levels.
These 1nclude whether the operation 1is dependent upon low
wage levels, the presence within Ireland of business
functions which are crucial to the competitive success of
the business as a whole, and opportunities for linkages with
high skilled indigenous sub-suppliers.(59)

The work of Kindleberger typifies the views of those
economists who believe DFI to be a vital ingredient in any
attempt to engender industrialization. According to him,
the availability of foreign capital embodied in the
Transnational Corporation, offers the chance of narrowing
the i1ncome gap between rich and poor countries.(60) While
the conventional view acknowledges that potentially negative
effects of TNCs exist, there 1s no reason to doubt the net
benefits to LICs adopting a 1liberal attitude to foreign
capital. With effective controls, the interests of the
nations development objectives and the TNCs business

strategy need not be in conflict.(61)




¥
Since the basic aim of Irish industrial development has been
the perceived need to expand manufactured exports and this

1s the primary reason TNCs have located their production in
Ireland, 1t would appear that no grounds for any conflict of
interest exists. Mainstream economists 1n Ireland have
welcomed subsidiaries of foreign companies because they have
provided badly needed employment and new investment capital.
They would argue that these companies have provided the
embryo of an advanced 1industrial infrastructure that has
enabled Ireland to secure a sound footing amongst the

world's industrial nations.

Dermot McAleese has provided substantial empirical evidence
stressing the benign 1impact of DFI on the Irish economy.
For example, he has argued that American corporations have
played a vital role in Ireland's transition from a largely
agricultural economy 1n the 1950s to a fully fledged
industrial status in the 1980s. Strong export orientation
eased the foreign exchange constraint and accommodated
growth 1n other sectors of the economy. In addaition, the
spread of manufacturing industry through the underdeveloped

western counties brought new life to many Irish towns.(62)

McAleese argues that TNCs setting up 1in Ireland have 1n
general tended to offer employment prospects that are
relatively secure and therefore should not be viewed as an
unstable element within the economy. He has found that the
propensity of TNCs to close down their plants 1s similar to
that of domestic counterparts, and that employment recovery
after the 1973-1977 recession was best among foreign
firms.(63) He also quotes a study by O'Farrell and Crochly,
which shows that the closure rate of American firms 1is
marginally higher than the closure rate of domestic
enterprises.(64) Parent companies, he believes, put a great
deal of effort into choosing a production site, and on the
evidence available to date are not 1likely to move from one
location to another 1n the “capricious manner prophesized by
their craitics".(65) .

In addition, he has found that the 1linkage performance of

TNCs tends to 1improve over time as familiarity with the



local business environment grows.(66) In relation to
American firms he notes that there has been a strong

positive inflow of capital and that initial profits have not
been repatriated but rather have been used to finance
expansion and to pay off debt (67) Furthermore, he feels
that American TNCs have brought to Ireland a marketing
network and technical and managerial expertise 1n Kkey
sectors of economic activity These are factors which he
argues the 1Irish do not possess 1in sufficient quantity
themselves. (68)

The evidence presented above suggests that the picture of
foreign enterprises as constituting a distinct enclave
differentiated from domestic i1industry 1s seriously flawed.
The overall thrust of McAleese's argument 1s that the
1mplementation of a prudent 1ndustrialization strategy has
helped maximise the benefits of DFI. 1In general, this view
has been supported by the dominant neo-classical tradition
1n Ireland as well as successive governments. Although the
IDA's policies towards foreign enterprise have received
heavy criticism from conventional sources, 1ts assertion of
the need to maintain consistent and pragmatic policies
favouring DFI has prevailed. Recent policy 1is best
described as one which attempts to maximise the inflow of
capital, while tailoring incentives to ensure the secondary

impact of this investment 1is enhanced.

An 1ncreasingly vociferous group of economists and
commentators have emerged who are not sympathetic to the
arguments expressed above. They Dbelieve that Ireland has
been forced to depend to an 1nordinate degree on DFI for
industrial growth. The majority of the firms which have
located ain Ireland are considered to be of the
"branch-plant" variety, operations which contribute 1little
to the «creation of a vibrant self-sustaining industrial
base Attempts by the state to maximise the benefits of DFI
to the 1Irish economy wi1ill not be successful because of
conflict with the global profit - making objectives of the
Transnational Corporataion. They argue that a proper




understanding of the way in which TNCs conduct their
business across national boundaries, renders many of the

neo-classical development arguments along with much of IDA

policy redundant.(69)

Substantial and varying contributions offering empairical
support for this position have accumulated over the years.
Contributions range from vitriolic attacks on transnational

capital, characteristic of passages in Raymond Crotty's book

Ireland in Crisis, to the more measured criticisms contained
in the writings of Eoin O'Malley. With respect té the
primary impact of DFI, while accepting that foreign
enterprises have provided significant employment, the
stability and nature of these 3jobs are called to task.
O'Malley feels that an ever increasing inflow of new foreign
firms 1s required to maintain the same rate of employment
growth, and that the chances of attracting as many new firms
as 1n the 1960s and 1970s seems remote.(70) A recent study
on the electronics sector, which i1s dominated by foreign
firms, has shown that there 1s a tendency in these companies
for employment to grow rapidly 1n relatively new firms, more
slowly 1n older firms and to decline i1n the oldest ones. As
more of the earlier 1investments mature and decline a great
deal depends on achieving a large inflow of new first time

investors 1f employment i1increases are to be sustained.(71)

The quality of this employment 1s often considered inferior
in light of the large sums 1nvested by the Irish state in
educating and training the workforce Evidence presented by
the Telesis report,(72) Wickham,{(73) and Wickham and
Murray(74) seems to 1ndicate that the majority of people
employed by TNCs in the past cannot be classed as highly
skilled. Questions have also been raised regarding the
practice of profit switching transfer pricing. It can be
argued that this type of transfer pricing 1in the Irish
context 1s desirable since it results in an 1improvement 1n
the balance of payments. However, 1n the long run, this
presents a false picture of reality as many of the
anticipated spin-off and multiplier effects associated with
export growth fail to materialise. Two additional factors
tend to reduce the value to the Irish economy of foreign led
export growth. Eventually, the profits earned on exports
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will filter back to the parent country and the high import
content of Irish manufactured exports means the net value of

exports must be adjusted downwards.

Critics of DFI Dbelieve that the secondary impact on the
Irish economy has been limited as a result of the branch
plant nature of many of the firms which have 1located in
Ireland. Much of the direct foreign investment that has
occurred since the 1950s can be characterized as off-shore
assembly. This 1s where the decision to 1locate an

investment project 1s heavily 1influenced by locational

factors which facilitate cost effective production for
export. The existence of such factors 1s entirely
consistent with the most comprehensive conventional model of
direct foreign investment, Dunning's eclectic theory.(75)

In the eclectic theory the propensity to i1nvest abroad 1is
determined by a set of three inter-related factors. These
are ownership specific advantages, 1nternationalization
incentive advantages, and location specific advantages. As
Jan Monkiewicz has remarked, the theory 1s structured 1in
such a way as to provide the room for any relevant variable,
while at the same time 1t does not assign any given weight
for any specific factor.(78) Therefore, one can argue that
foreign i1nvestment i1n Germany or the U.S. 1s more likely to
be governed by ownership and internationalization advantages
than foreign 1nvestment 1n Puerto Rico, which will be

influenced more by locational factors.

Export oriented DFI, 1n which location specific advantages
have played an important role, has tended to be heavily
concentrated in production with low technology content,
labour intensive, and of 1low skill input. It was these
characteristics which enabled TNCs to locate the production
process 1n relatively undeveloped, 1low wage areas, while
retaining crucial decision making activities 1n the core.
Since the range of such activities 1s 1limited and because
they are sufficently footloose to choose from a large number
of sites, the ability of any country to attract them depends
upon the mainenance of a favourable mix of i1ncentives for
TNCs to locate locally.



A number of writers are convinced that it is this type of
enterprise that settled 1in Ireland throughout the 1960s and

1970s. According to Nolan, Ireland has followed a pattern
of "off~shore" development, which he argues has much 1n
common with the experiences of Singapore, Puerto Rico and
Taiwan. (77) Wickham 1s of the opinion that most of the new
industry was branch-plant in character and attracted by the

low 1level of wages 1n comparison with the rest of
Europe. (78) This view which 1s partially shared by
O'Malley(79) 1s consistent with the eclectic approach which
caters for the 1interaction of a number of 1locational

advantages and does not depend on low wages per se.

The findings of the surveys investligating the reasons why
foreign firms locate i1n Ireland all point in the direction

of the importance of EEC membership. Over 80% of the
companlies 1n the Telesis study salid they came to Ireland
primarily because 1t provided a tax shelter for penetrating
EEC markets. (80) The results of a survey relating to
Japanese firms 1nvolving capital 1investments of over 30M
Irish Punts, and the creation of 1,000 jobs 1s found 1in
Appendix 2. It shows that the expansion of sales into local
and third markets and not the availability of 1inexpensive
labour, was the primary reason for choosing Ireland as a

location.

If the main intention of Japanese and American firms
locating i1n Ireland was to establish a bridgehead into the
EEC, factors like relative wages and the availability of
government 1incentives were still extremely important. As
Jacobson notes, the concern of an increasingly pervasive
free trade 1deology was that, "In order to compete on world
markets Irish wage rates would have to be kept low".(81)
Also, 1in the face of stiff competition from other regions of
the EEC anxious to attract foreign investment, Ireland was
forced to 1introduce a battery of 1incentives aimed at
ensuring a good share of a limited pool of projects.



IDA policy was strongly grounded in the belief that
companies more advanced than the off-shore type operations
could be enticed to set up production in Ireland. It 1is
possible to 1solate two key elements of this policy:
firstly, the firms attracted should be high technology firms
which would locate their key business competitive activities
in Ireland. Secondly, these companies would act as a
catalyst for the development of 1indigenous 1industry by
extending and deepening their operations through more local

sourcing.

These objectives have not proved easy to achieve. For
example, with respect to the electronics sector 1t was
believed that the influx of foreign companies heralded the
commencement of an Irish "Silicon Valley", with all the
associated high technology and research and development
activities. However, as the empirical evidence 1ndicates,
while the foreign sector in the Irish electronics 1industry
may be more advanced than the typical Asian off-shore
industry, there 1s no sign of any significant moves by the
TNCs to locate their competitive business activities 1in

Ireland.(82)

With respect to the 1issue of linkages both Walsh(83) and
more recently Crotty(84) emphasize what they term the
"enclave" nature of foreign manufacturers. The i1mplication
of this 1s that attempts at 1ntegrating foreign companies
into the Irish economy will be frustrated. In their
defence, foreign enterprise often cites the unavallability
of high quality 1local suppliers as the reason for the
relatively 1low level of i1ndigenous sourcing. In the past,
attempts by the IDA to improve matters i1n this area have not
met with much success. However, the 1nitial results of the
National Linkage Programme commenced in 1985, offer
encouragement. For example, i1n the electronics sector, by
December 1986 over 70 foreign companies were participating
1n the NLP, and over 40M Punts worth of extra business was
placed with Irish suppliers during the year as a result.(85)



2.7 INDUSTRIAL DEVELOPMENT POLICY IN IRELAND: AN EVALUATION

It has been shown that the industrial development strategy
adopted by Ireland 1in the 1late 1950s had three basic
1deological tenets: reliance on the power of the market,
trade 1liberalization, and free movement of capital. It was
argued above that DFI played a vital role 1n the development
of Irish manufacturing 1industry. The 1IDA's strategy was
dominated by attempts to attract so called quality foreign
industry which was expected to 1integrate into the Irish
economy. While the IDA 1intensified 1its efforts to develop
indigenous 1ndustry, improved performance was generally
confined to firms i1n the non-traded sector. The promotion
of domestic manufacturers 1in the traded sectors was not
elevated. to a very 1important position. In particular,
little attention was focused on the special difficulties
faced by Irish firms attempting to break into international

markets.

As the 1970s progressed, voices which were critical of this
policy approach began to be heard. The NESC commissioned a
series of 1industrial policy studies which, as Wickham notes,
for the first time were not written by expert management
consultants whose support of the 1IDA's private enterprise
strategy could not be safely assumed i1n advance.(86) These
surveys reached the conclusion that future policy must focus
more sharply on the development of indigenous firms capable
of reaching levels of 1nternational competitiveness. Oon
this 1ssue there was fairly widespread consensus but the
manner i1n which the task should be accomplished has proved

to be much more contentious.

By way of outlining an alternative blue-print, 1t was argued
somewhat cautiously by Telesis and the NESC, and more
vociferously by Eoin O'Malley, that a more active
interventionist or pervasive approach by the state was what
the circumstances demanded. According to Telesis., the
development effort aimed towards indigenous industry had to
be re-organized to emphasize the building of structurally




strong Irish companlies, rather than strong agencies to
assist weak firms.(87) Such a “hands-on" approach gives

priority to the building up of fewer larger companies and
greater selectivity of businesses which receive backing. (88)
Rather than simply making grants and tax concessions
avallable to private enterprises and waiting for them to
respond with proposals for investment, the state should take
the 1initiative more by directing 1nvestment i1nto target

industries. (89)

Ireland’'s choice of target 1industries would generally be
limited to the selection of specialized or niche industries,
thus avoiding direct competition with very large firms.
These target industries then require selective state
intervention in order to build up the necessary
characteristics for competitive success, such as scale,
skills, technology and marketing.(90) It has been'érgued
that this could be achieved through state enterprise, joint
ventures between the state and praivate firms, building up
selected private firms under state guidance, or by
assembling new consortia of firms and backing them until
they get off the ground.(91) Recent developments in policy

towards the software 1ndustry appear to move 1n the

direction of this last option, by concentrating money and
effort 1n a few successful indigenous firms. It 18 clear
that these arguments amount to an explicit rejection of the

neo-classical position.

Although as McAleese correctly points out, the state may be
"fighting shy" of a more pervasive role(92), it does appear
that government policy, however ponderously, 1s inching 1its
way towards a position which shows greater awareness of the
barriers to entry and development faced by 1ndigenous
manufacturers. For example, the Review o0f Industrial
Performance 1986 notes that a positive environment 1s a
necessary but not a sufficient condition for the optimum
development of industry.(93) It also speaks of the need to
develop guidelines to insure "increased selectivity 1in the
allocation of state funds in favour of firms with viable

long term growth potential 1n international markets".(94)



Finally, the 1987 Programme for National Recovery states
that priority will be given to the "expansion and growth of

selected Irish companies firmly rooted in the economy."(95)

The reorganization of the IDA 1into completely separate
divaisions 1s 1ndicative of the new approach. A new Iraish
industry division has been set up to support medium to large
Irish companies of sufficient scale to be internationally
competitive. It 1s 1intended that another part of the new
structure, the small industries divisions will help small
firms with potential to reach a size where they could be
handed over to the Irish industry division. (96)
Nevertheless, 1t remains to be seen 1f this will represent a
major departure from the Company Development Prograrmme
(cDP), which, since 1985 has been an integral part of IDA
policy aimed at creating strong indigenous 1internationally

competitive companies.

In the past the CDP has 1involved the IDA,1in conjuction with
CTT and the IIRS, in a close co-operation with "selected"
companies to help them 1identify and implement strategic
1nitiatives and programmes.(97) Speaking 1in 1987, Padraic
White said that the IDA are actively seeking out companies
to support 1f they are "prepared to i1nvest the money to make
a significant breakthrough in overseas markets".(98) _By the
end of 1987 1t was anticipated that 200 firms will have been
helped in this fashion.(99) Clearly this thinking 1s
permeated by a carrot rather than a stick mentality. The
IDA still perceives 1its role as one of responding to the
efforts of 1ndigenous exporters rather than directing
resources at predetermined targets. It is unlikely that the
radical change i1n the Authority's structure will be matched

by an equally pronounced alteration in 1its philosophy.

For the first time, the framers of Irish 1industrial policy
seem to be showing signs of adopting a more cautious
approach to foreign investment. For example, the following
passage 1in the Review of Industrial Performance 1986, points
out some of the potential side effects of the operation of
TNCs 1n the Irish economy:-



“The "roots" of the firms in Ireland may be
quite weak, thus making the decision to
close easier ... actual output, and the
contribution to the economy 1s exaggerated
due to the extent that transfer pricing 1is
used (for tax purposes) to exaggerate Irish
economy value added and the high levels of

profit repatriation".(100)

However, a potentially dangerous supposition 1s embodied in
current policy towards foreign 1investment. It 1s sti1ll
widely believed that policies properly tailored can attract
the so called "better quality" projects which are capable of
vielding a good return and more security. To this end, the
promotion of overseas investment in Ireland will be
“intensified on a specialised basis".(101) Since the pool
of suitable foreign projects 1s a factor outside Irish
control, and because of aggressive competition from other
countries, the achievement of this goal must be 1in some
doubt.




CHAPTER 3



3.1 INTRODUCTION

By the end of the 1950s the process of industrialization
based on import substitution - which had been adopted by
Ireland and numerous other LICs - began to encounter serious
difficulties. According to Nicos Mouzelis "Reliance on the
internal market resulted in bottlenecks which, 1n order to
be ameliorated required a deepening of the 1industrial
process". (1) During this crucial period a number of
significant developments 1in the world economy can be
pin-pointed. The rapid growth of TNCs which became
increasingly willing to engage in direct foreign investment
in LICs 1s perhaps the most relevant. Against this
background, 1n conjunction with the difficulties associrated
with 1mport substitution, one can detect a shift of emphasis
to more complex and difficult forms of investment capable of

leading to production of exportable manufactured goods.

It can be demonstrated that during this period a general
movement 1in the direction of export oriented "outward
looking"” 1industrial strategies was taking place in LICs.
The content of, and the manner 1in which this policy switch
was 1mplemented varied somewhat 1n the face of the
prevaliling circumstances particular to each country. 1In
Section 2 we examine the manner 1n which this transition was

undertaken in a selected group of LICs.

Section 3 1nvestigates the restructuring of industry 1in the
wake of more outward 1looking policies Have the new
policies engendered growth 1i1n the domestic sector and
promoted the development of i1ndustries in which a lasting
comparative advantage can be expected? Or has the
restructuring process resulted 1in a weak indigenous
manufacturing base vulnerable to competition in
international markets from both more advanced and less
developed nations? To what extent has the expansion of
manufactured exports depended upon direct foreign

investment?
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The countries selected for analysis are taken from a
generally accepted 1list of LICs.(2) Ireland's fellow
peripheral EEC members, Greece, Portugal and Spain, along
with South Korea and Singapore from S.E Asia and the Latin

American economy of Argentina will each be analysed.

3.2 THE TRANSITION AWAY FROM INWARD-LOOKING POLICIES:

3.2.1 Argentina

Reflecting upon Juan Peron's decade of rule between 1945-55,
Gary Wynia remarked. "Peron had tried to build a new
Argentina but had only created a more desperate and
discouraged one".(3) The 1import subtitution policies which
initially promised success had by 1955 brought stagnation
and a chronic balance of payments craisais. Unable to
withstand the pressures arising from the emerging crisais,
Peron was removed from power by 1nterests who were opposed
to national <capital and the working classes, groups which
had formed the backbone of Peron's support. After a short
spell in power, the Lonardi government was replaced by the
less moderate regime of General Aramburu. Aramburu outlawed
the two Peronist parties, persecuted trade unionists, and
purged Peronists from the armed forces, the civil service

and the judiciary.(4)

The Aramburu administration reversed Peron's policy of
opposition to the United States by promoting close
co-operation with the Americans 1n both the political and
military fields.(5) To quote Mouzelis, "By the end of
Aramburu's provisional administration the guided-democracy
model, complete with 1ts strong American connections, was 1n
full operation 1n the Argentine Republic".(6) Since the
m1d-1950s the Argentinian experience has largely been one of
confrontation which has periodically precipitated violent

repression.



Conflicts have arisen as a result of mutual antagonism
between finance capital 1in alliance with TNCs, opposed by

certain domestic industrialists and the working classes who
traditionally have held considerable power in Argentina (7)
The military advocates of U.S. "national securaity
doctrines" (8) have tended to be staunch supporters of the
need to open up the Argentine economy. At various different
times - beginning with Aramburu and again 1n the 60s and 70s
- they became directly involved 1n attempts to bring about
closer 1ntegration between Argentina and the world economy.
But the various juntas, which 1n many respects have echoed
the interests of finance capital and the TNCs, have
encountered stiff resistance from those groups who have had

to bear the brunt of liberalization.

The philosophy underpinning the various post war military
interventions 1n Argentina was a belief in the efficacy of
free market policaies. Aramburu's economic policies,which
represented an i1nitial move 1n this direction,included the
removal of exchange controls, public expenditure cuts,
affiliation to the World Bank and the International Monetary
Fund and the encouragement of foreign 1nvestment and wage
restraints.(9) This approach which was largely continued by
the military sponsored Frondizi government, was stalled
somewhat by Dr. Ill:ia. Illia 1implemented a mildly
nationalist approach when he came to power in 1963,(10) but
this only represented a slowing down in the pace of change,

not a reversal.

The armed forces 1i1intervened again 1n 1966 to subordinate
fractional differences within the dominant class, favouring
the 1interests of the financial bourgeolsie 1n association
with foreign capital. Albert Kraieger Vasena, the Minister
of Economy, 1n General Ongania's dictatorship, believed 1in
strong government dedicated to the 1implementation of a
coherent set of efficiency promoting policies.(12) Working
class i1ntransigence was largely responsible for the return
t0 power to civilian government in 1973. However, when the
Peronista administration fell 1nto disarray three years
later, the military found themselves presented with the
opportunity of a more determined effort at implementing

their liberal i1deology.



General George Videla, whose military junta assumed power
after the collapse of the Peronist coalition in March 1976,
pursued an aggressive policy of economic liberalization in
the vyears that followed.(13) Under the 1leadership of
Economy Minister Martinez de Hoz, the government embarked on
the establishment of a free market economy (14) The aim of
this determined policy switch was to improve the allocation
of resources and remove price distortions.(15) The regime
attempted to reduce government to minimal activities, sell
off public enterprises, cut budgets and reduce wages, remove
all remaining restrictions of foreign investment and end the
protection of Argentine industry from foreign competition by
drastically reducing tariffs.(16) To this end the junta
announced 1n 1978 a six year schedule outlining substantial

tari1ff reductions.(17)

3.2.2 Spain

From the end of the civil war until the late 1950s Spain
adopted an "i1nward looking" approach to 1industrial
development. National enterprise was developed behind a
prohibitive system of tariffs in addition to the law for
protection of national 1industry which prevented foreign
investment. This 1ndustrial policy according to Baklanoff
had two salient features: extensive state control and
predominantly praivate ownership of the means of
production. (18) That this 1import substitution based
strategy had its limitations 1s highlighted by Anderson, who
wrote that by the mi1d-1950s Franco's industrial policies had

"neither filled domestic demand nor enhanced exports”.(19)

A number of external and internal forces combined to propel
Spain 1n the direction of an outward looking approach to
industrialization. Following the signing of the 1953 treaty
with the United States, U.s. ambassadors urged
liberalization programmes and encouraged Spain to 1lift

prohibitions on foreign 1investment. Such representations
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were fairly constant, and they increased 1n 1intensity and
publicity after 1955.(20) Internally, J. Prados Arratte
points to the fundamental role banking 1interests played in

transforming industrial polacy (21)

Puring the fairst decades of Franco rule, Spanish
industrialization was characterized by what has been called
"assisted capitalism". This was prompted under state
patronage through protectionism, transfers and subsidies; 1in
addition to state control 1n the basic 1ndustrial sector
complementing rather than competing with private
industry.(22) The new policies represented a shift towards
competitive capitalism. This move was supported by some
forces of the centre right, multinational interests and by
the emerging business elite anxious to exploit 1ts

comparative advantage over traditional manufacturers.(23)

The publication of La Economica Espanola 1in 1956, 1is

considered by Anderson to be a crucial landmark in tracing
the move away from the import substitution policies, so much
cherished by Spanish policy makers.(24) In essence, La

Economica Espanola espoused the 1deology which was to be

contained 1n Whitaker's Economic Development and which

closely followed the neo-classical free market philosophy.
The Spanish publication preached the gospel of efficiency
and economic rationality and emphasized that integration
into the international economic system was the only viable

means of inducing sustained economic growth. (25)

The radical changes made by Franco to his cabinet 1in
February 1957 clearly signified his 1intention to alter
Spain's industrialization policy. Franco appointed a number
of members from the Catholic Opus Dei movement, who were
advocates of outward 1looking policies, to key economic
ministries. (26) The balance of payments crisis of 1959
strengthened the hand of the neo-liberal cadre and led
directly to the implementation of a stabilization programme
which was drawn up 1n conjunction with the OEEC and the
IMF (27)

- 43 -



The transformation of the Spanish economy i1nto a free market
system and the repeal of the many economic controls was

advocated 1n a report by a group of experts from the World
Bank 1in 1962.(28) During the 1960s,both the nomimal and
effective rates of protection declined, the average
effective rate of protection on imported manufactured goods
declined from 68% 1n 1962 to 31% in 1968 and various export

1ncentives were also introduced during this period.(29)

The pace and extent of policy changes may have been
moderated as a result of stern opposition from certain
elements of the traditional bourgeoisie. For example, the
representatives of big business 1n the Spanish confederation
of business organizations GEOE demonstrated their resistance
to modest liberalization measures in the early 1970s.(30)
But as Graham points out, such resistance 1i1n no way

threatened the evolution of the new policy regime:-~

"Those reactionary to change, the imovilistas,
fallgdito hold their ground. Thelr unity
was based entirely on a common agreement
about what they did not want They had no
formula to offer a fast evolving society,
and could mobilise no wide popular support

because they were swimming against the tide."(31)

3 2.3 Portugal

Self-styled dictator Antonio de O'Liveira Salazar was
premier of Portugal from 1932 to 1968. For most of thas
period Portugal's 1ndustrialization policy was, as 1in the
Spanish case, characterized by tough state regulation of
private 1industry 1n addition to deterrence of foreign
investment {(32) However, by the start of the 1960s there
were 1ndications that Portugal was beginning to adopt a more
outward looking approach. The outbreak of guerrilla warfare
1n Angola in 1961, Portuguese Guinea i1n 1963 and Mozambique
in 1964 forced Salazar to modify his nation's i1ntroverted

economic posture (33) Quoting Xavier Pintado, Eric
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Baklanoff writes, "Behind the facade of social and political
i