Senator Feargal Quinn 

“How did Ireland build its success?”

The Irish economy is now admired and envied in all parts of the world, because of the way it bounced in a very short period of time from being a failure to being an undoubted success. A decade ago, it suddenly moved from being one of Europe’s poorest economies to one of its wealthiest. This transition has been dubbed the Celtic Tiger.

· Ireland’s economy today is one of the world’s most globalised, with extensive external trade and investment links. 

· It's also one of the world’s most dynamic, with annual growth rates well above the average for the developed world. 

· A 10% average rate was recorded for the period 1997-2000, and annual growth since then at 4-5%, is still among the highest within the European Union and the OECD.

· Ireland's GDP on a per capita basis in 2005 was equivalent to USD38,000 per person, the second highest in the EU. Measured on the basis of purchasing power, Ireland’s GDP per inhabitant is now almost 40% above the EU average. 

· In addition to a doubling of national income, achievements over the last ten years include a reduction in unemployment rates from 14% to 4%, and an increase of over 600,000 or over 50% in the number of employed.

So with this kind of performance, it's no surprise that people are curious as to how this transformation was achieved. What was the magic bullet that the Irish found lying in the grass, and is it a magic bullet that can be picked up and used by other countries who want to enjoy the same success?

Well, the answer is a fairly complicated one, and there are some surprising twists to it. The first surprise – which won't really be a surprise to anyone who knows how the world works – is that there wasn't a single cause for the Celtic Tiger phenomenon. It was due to a large combination of circumstances, some of which were planned and some of which weren't planned at all, and indeed couldn't have been planned.

Let me begin to sketch the elements of this complex mix by highlighting four elements which certainly were planned. These were education, taxation, membership of the European Union, and the deliberate targeting of sunrise industries as the country's chosen sectors to specialise in. I'll glance at each of these four elements in turn.

Most fundamental, perhaps, was the reform of Irish education. Ireland has always had a good reputation for education, but until recently it extended to only a small percentage of the overall population. 

When I was growing up, 50 years ago, most Irish people received only a basic education – they left school after primary level at the age of about 14. Secondary level education was restricted to a small group, largely because in most cases you had to pay for it and the number of parents who could pay for it was limited. And if only a minority of young people went to secondary school, an even smaller minority of that minority made the further step to a university education. 

Irish universities then were of good quality, but apart from catering to only a tiny minority they specialised mainly in training for the professions such as law and medicine, with a heavy emphasis on the arts and humanities and very little attention paid to the sciences or to business subjects.

Now, all of a sudden, this narrow exclusive education system underwent dramatic change. The first step, which fuelled all the others, was the introduction of free secondary education. This was brought in by the stroke of a Minister's pen, and within five years was a living reality. The ceiling which had acted as a barrier for most children at the age of 14 was suddenly removed, and now all of them who were capable – and indeed, also a few who were not! - made the transition to secondary education. 

This quickly raised the educational bar: the country went quickly from a situation where the normal qualification was the basic primary certificate, to one in which a secondary qualification (either at intermediate level or at school leaving level) became the new norm. This new opportunity was seized upon with alacrity by the Irish people, who had always had a great respect for education and had always regarded it as the way to make progress in the world. Now the economic barrier to secondary education was removed, a whole country moved forward to take advantage of it.

Of course, secondary education wasn't the end of the story. The same thinking that opened up secondary education realised that doing so would very soon create a corresponding overwhelming demand for access to third-level education, either in universities or technological institutes. The technological institutes had to be created from scratch, and they were – providing a nationwide network of Regional Technical Colleges that disseminated a wide range of modern skills. The existing universities agreed to expand both their student intake and the range of their syllabuses, adding courses in the sciences and in business subjects to complement the mainly humanities-led focus that had dominated their teaching up till then.

None of this happened overnight, because as any of you who know anything about education will readily acknowledge, nothing in education ever happens overnight. But within the course of a decade the face of Irish education was dramatically transformed. Now, from Ireland's secondary schools and from her universities and technological institutes, a tsunami of young talent was emerging year by year – eager, ambitious, and ready to take the world by storm.

So much for education; now let me touch on taxation. The key fact about Irish industry in those days was that there was practically none of it. Immediately after independence was achieved in the early 1920s, the country took a disastrously wrong turn by seeking to become economically self-sufficient in everything it consumed. It set out to do this by creating a high wall of protective tariffs, behind which tiny Irish companies were encouraged to make their own versions of what would otherwise be imported. In a country of less than three million people, this meant that no economies of scale were ever possible, and because of the “me too” nature of the goods produced, there was little scope to grow through exporting.

It took nearly 40 years for us to realise the total foolishness of this approach, but to give us credit once we faced up to it we changed course decisively. We decided that our economic future lay not in catering for our own tiny home market, but as a manufacturing base that would export all over the world. The question was: what would we export? Where were the companies that would make the products to export? There was little Irish tradition in established industry, little expertise in the new modern industries of today.

Out of this came the conviction that we had to attract foreign direct investment. We had to persuade overseas companies to set up in Ireland as a manufacturing location, and piggy-back on their expertise to launch us into global markets. But why would people come to Ireland to do that? Well, our rapidly emerging educated workforce was a big factor. And the fact that at that time these educated young people were available relatively cheaply was another powerful incentive. But what put the icing on cake was a highly attractive regime of corporate taxation. 

We started off with a complete exemption on corporate taxation for export companies. This was later replaced by a 12½% tax rate.  But even at 12½% it is dramatically lower than in most other European countries, and it therefore created a built-in advantage for Ireland as a manufacturing location. The lowest corporate tax rate in Europe was an incentive not only for companies to come and set up in Ireland, but once having come, it was an incentive for them to expand their activities there and to channel more and more of their global business through Ireland – which is exactly what eventually happened.

Of course, even a favourable tax rate could be negatived if the exports created by these companies had to cope with high customs duties in the countries they were destined for. This is why the third fundamental element in the Irish equation was so important – membership of the European Union. At the time we joined it in 1973, there were nine countries in that grouping, including all the giant markets of Europe – Britain, France, Germany, and Italy. Now it has expanded to 27 countries. But even from the start it meant that Ireland's home market, instead of being the less than three million of our own population, was numbered in the hundreds of millions. A company setting up in Ireland had free access to that market of several hundred million people, with no customs duties to pay and only a minimum of red tape to comply with. Ireland had become a member of an organisation whose raison d'etre was to encourage free trade.

The fourth fundamental element was a strategic one – and one that proved to be of the very highest importance. This was the decision to specialise in only a few sectors, and to resist the temptation to turn Ireland into a base that would try to do everything and to be all things to all men. A part of this decision was driven by geographical realities – as an island off an island off the mainland of Europe, Ireland was remote from its markets and therefore disqualified itself from the production of goods that were high in volume but low in value. But by far the most crucial part of the decision was that Ireland decided to specialise deliberately in what we called “sunrise” industries, the industries of tomorrow rather than yesterday. We deliberately turned our backs on industries that were past their sell-by date.

Out of this came a short list of sectors in which Ireland set out to become a world leader. These included computer-related products and services, which embraced all kinds of office equipment; these included chemicals and pharmaceuticals; and they later included internationally-traded services, especially financial services. There were others, but these have been the three main ones. Ireland set its cap at particular targets, and then set out to develop its expertise and its industrial infrastructure to service these.

Now we come to another surprise. You might think, especially because of the rosy way I have drawn this picture, that these four elements would be a winning combination on their own. A young, highly-educated and inexpensive workforce, the lowest corporate tax rate in Europe, totally free access to a marketplace of several hundred million people, and an industrial strategy that focused on the future rather than on the past. What more could you want, as a recipe for success?

Yet the truly remarkable thing is that all these things were in place not just for the past decade, which is when the success actually happened, but also for a long time before. The reform on the Irish education system happened in the mid-60s at secondary level and in the early 70s at third-level. The highly attractive corporate tax rate dated back to much the same time. Access to the wider European market happened in 1973. And the far-reaching strategic decision to focus on the sunrise industries was largely in place by even earlier, certainly by 1970.

Despite all these advantages, which everybody now acknowledges were fundamental causes of the Celtic Tiger, the truth was that the Celtic Tiger did not happen in the 1970s. Nor did it happen in the 1980s. It was the mid-1990s before the Irish economy really began to take off, and to demonstrate the phenomenally fast growth that has made it the envy of the world ever since.

In the meantime, far from doing well, the Irish economy behaved abysmally badly. 

· Emigration snowballed as the educated young people had no jobs to keep them at home. 

· Inflation was rampant. 

· The industrial relations scene was adversarial and obstructive. 

· Personal taxation was so high that there was extremely wide tax evasion. 

· A constantly worsening fiscal situation produced a spiralling national debt that rapidly approached the unsustainable. 

All these were the dominant elements of the Irish economic scene right up to the end of the 1980s.

So the conclusion we might reasonably come to is that these four fundamental building blocks of the Celtic Tiger that I have been talking about, while they may have been necessary conditions for the transformation, they were not sufficient conditions for it. Without other elements in the mix, they simply weren't enough on their own to make the change and catapult Ireland into the top league of world economies.

What else was needed?

One new element in the mix in the 1990s was a system of social partnership that was developed and adopted in Ireland towards the end of the 1980s. 

The essential aspect of social partnership, as it happened in Ireland, was a trade-off between wage restraint and tax concessions. On the one hand, the Government agreed to progressively reduce the income tax burden on individual workers. On the other, the workers agreed to look for increases in their take-home pay from reduced taxes rather than from increased wages. This agreement broke an upward spiral of wage costs that had over the years made Ireland much less competitive, and had greatly eroded the cost advantage that the country offered to incoming investors.

The success of social partnership had another important effect on the morale of the Irish people. For 20 years they had been getting used to things getting steadily worse on the economic front, and their personal taxes had kept rising all the time. The country seemed caught in a downward vicious spiral, with no escape in sight. Social partnership changed all that, virtually overnight. People began to see that personal taxes could go down as well as up, that things could be better as well as worse, that there was in fact some light at the end of the tunnel. This created a tremendous growth in confidence, a “can do” feeling that was a big help in driving the country forward.

But social partnership, and the better times it brought with it and the confidence it gave rise to, would not on its own have been enough, even in combination with the four fundamental elements I mentioned earlier. The Irish miracle also needed some stimulus from outside Ireland, from outside our own economy altogether – and in the early 1990s that stimulus arrived.

It came from two directions, from the European Union and from the United States.

In the European Union there was a concerted effort to remove the last barriers to regional trade, to remove the red tape and restrictive practices that had in some cases been left in place after the tariff barriers had been dismantled. At the start of the 1990s there was a tremendous thrust to create a true Single Market across the whole of the now 15 countries that made up the grouping. 

One effect that this thrust had was that it highlighted to people outside Europe that they were dealing with a single marketplace to a greater extent than ever before, and this made Ireland an even more attractive manufacturing location than before.

The second boost the Irish economy received was from the sustained boom in the United States and across much of world trade during the 1990s. If Ireland had positioned itself as an exporter to the world, it followed that it could only prosper when the world was prepared to buy its goods.  That happened during the 1990s. 

What made the boom particularly significant for Ireland was that the growth was strongest in precisely the sunrise industries that we had chosen strategically more than 20 years before. Now, at last, the chickens were coming home to roost.

So now we have reached a total of seven causes for Ireland's Celtic Tiger boom. I warned you that it was not a simple story, and you can see that it was not. Personally, I don't myself believe that even this is the end of the story. Though economists are slow to admit it, and politicians even less so, I believe that behind the Celtic Tiger was a further factor.

That factor was one that has a bearing on most human activities, even the best-planned commercial projects. Sometimes, after all the planning and preparing, we need something extra to create a success. And that something extra is what we call... luck.

Ireland got lucky in the 1990s. And that was the final piece of the very complicated jigsaw that I have attempted to set out for you here today. There isn't much humility around in Ireland these days, I have to confess, but if we could be humble enough to admit the place of luck in our changed fortunes we would, I believe, be a lot closer to really understanding the true cause of our good fortune.

A final question: can this newfound prosperity continue? Having once turned the corner, is Ireland now set firmly and irrevocably on an exceptional growth path? 

The sad answer is no. 

The world of tomorrow will not be the same as the world of today, and what worked in the 1990s for Ireland will not go on working for the next 20 years. Ireland's challenge now is to reinvent itself once more, to find a place for itself in the totally new knowledge society that is fast emerging across the world. 

The last time round the country was pulling itself off the bottom.  Now the difficulty it faces that it has to find the same passion and determination from a far more comfortable position where the biggest enemy is complacency.

Will Ireland succeed in reinventing the Celtic Tiger, so that its present success can be continued? I simply don't know. Only the next 20 years will tell us the answer to that.

=ends=

