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Objective
of the Study

EXECUTIVE SUMMARY

As part of the preparations for the next National Development
Plan, a team led by the ESRI was asked to identify the priorities for
investment over the period 2000 to 2006. As provided for in our
terms of reference we have taken a wide definition of investment,
including all areas of public sector economic activity which make a
lasting impact on the economy - from investment in roads to
investment in education and research and development.

The potential source of funding for public investment should
not affect the choice of priorities so our recommendations are
made independently of whether or not the projects will be eligible
for EU funding. If a project is worth undertaking with EU funding,
it is equally worth undertaking with Irish taxpayers’ funds.

In choosing the investment priorities the team was asked to
consider a number of key objectives which the Nauonal
Development Plan will aim to address, namely to “...

»  enhance our economic potenual,

* contribute 10 continuing growth in  sustainable

employment,

» help the reintegration of the long-term unemployed and
those at risk of becoming so into the economic
mainstrean, and

« contribute to a balanced geographic distribution of

economic activity which is consistent with maximising
national economic growth.”
“... identify the potential for cross border investment in
co-operation with Northern Ireland which would maximise
the contribution of structural fund investment 10 economic
and social progress for the mutual benefit of both parts of
the island.”

The full set of goals and objectives for the next planning period
can only be partially achieved within the framework of the National
Development Plan. In particular, while public investment can play
an important role in combating social exclusion, alleviating the
difficulties of the disabled and promoting equal opportunities, 1t 1s
not the only, or even the most important, instrument for tackling
these challenges. Problems with the distribution of resources within
society are most effectively dealt with through the tax and welfare
system.

In presenting our recommendations on investment priorities
we are conscious of the fact that there is not a single “right” answer.

X




x  NATIONAL INVESTMENT PRIORITIES

In particular, given the varied objectives of the National
Development Plan, the appropriate weight to be given to each of
the objectives is a matter for determination by the people of
Ireland, through their political representatives. Our role in this
report is to develop an explicit methodology and apply it in as
consistent and transparent a fashion as possible.

Role of Public Investrment

We first consider the evidence from Ireland, and elsewhere in the
EU, as to the importance and role of public investment in
promoting growth. The experience here and elsewhere indicates
that investment in public physical infrastructure (e.g. roads),
education and training, and research and development all play a very
important role in promoting a high rate of growth.

Looking at the stock of physical infrastructure in Ireland it is
clear that we lag significantly behind many of our neighbours. This
is most apparent in the area of housing, where we have a smaller
endowment of dwellings, relative to our population, than is the case
for countries such as Germany or the UK. However, this is only
the most obvious of a number of different categories of
infrastructure where Ireland lags behind — e.g. roads, urban public
transport, sanitary services. This highlights the fact that Ireland,
while having an income per head close to the EU average, has a
smaller endowment of public (and household) capital than its
neighbours.

Economic Background

In Chapter 3 of this study we examine the likely growth path of the
economy over the next decade as a background to determining the
key constraints which it is likely to face. In the absence of any
external shock, it seems likely that the underlying competitiveness
of the economy could allow a growth rate of around 5 per cent a
year over the course of the next planning period. However, if such
a growth rate is 1o be achieved there will have 1o be a major
expansion in public investment. Congestion is increasing in Ireland
due to past underinvestment in sanitary services, roads, urban
public transport and a range of other publicly provided
infrastructure. The problenis in the housing market are as much a
symptom as a cause of this congestion and they are intimately
related to these other infrastructural constraints. These shortages
are beginning to impact on the growth potential of the economy
both directly, and indirectly, through their effects on the supply of
labour. Ireland is becoming an expensive place for returning
emigrants to live and the problems of urban transport are affecting
unskilled job seekers in the Dublin area.

In the labour market the period of rapid growth in labour
supply is reaching an end. From early in the next decade, the
number of young labour market entrants will begin o fall off. In
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addiuon, in the future there wll be less scope than there has been
for fernale labour force participation to rise. With falling numbers
unemployed, that source of labour is also diminishing. Although
returning emigrants {or immigration) are a potential source of
skilled labour, the congestion in the economy may reduce the
attractiveness of Ireland to them.

With the prospect of a slow-down in the growth in labour
supply, the priorities for industrial policy and active labour market
policy will change. The value of job creation was particularly high
when unemployment was high in the 1980s. Each additional job was
very important, not just to the person getting the job, but also
through the wider benefits to society. However, today, with labour
shortages and possible additional external costs through aggravating
congestion, a gradual scaling back in expenditure on industrial
policy in more developed regions and a refocusing of priorities is
required.

The very high level of unemployment in the past, especially for
those with limited skills or education, has been one of the priorities
for active labour market policies in the 1990s. With the falling
numbers unemployed there will be greater scope in the future to
concentrate on those who are most disadvantaged. Meanwhile, the
potential numbers in the target population for active labour market
policies will be falling. As a result, while concentrating resources on
the most disadvantaged, the fall in unemployment should see some
reduction in a number of existing schemes.

The current phase of very rapid growth in the economy owes
much to its current strong competitive position. However, with
demographic factors leading to a slow-down in the rate of increase
in labour supply, the rate of employment growth must fall in the
next planning period. The National Development Plan can play a
role in modifying the labour supply constraint through continuing
investment in education, as well as investment in other forms of
infrastructure to relieve congestion, making Ireland a more
attractive location for many young people to live and work 1n.

The constraints the economy faces imply that there will
probably be some loss of competitiveness through more rapid wage
increases than in competitor countries. This is already happening,
but there remains the danger that a deterioration in competitiveness
could overshoot, resulting in real problems in the context of a fixed
nominal exchange rate within EMU.

Main Priorities for Investment

This analysis of the macro-economic prospects for the economy
suggests the following set of investment priorities:

» Top prionty should be given to investment in public
physical infrastructure — roads, public transport, sanitary
services, social housing and social, cultural and recreational
infrastructure. '
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= While still very important, investment in human capital will
not require a major increase in resources in the next
planning period because of falling numbers of young
people. It will, nevertheless, sull play a vital role in
expanding the supply of skilled labour.

* Research and development, while requiring quite limited
public resources, remains an important element in
expanding the economy’s productive capacity.

*  While in the past considerable resources, both government
and EU, have been devoted to promoung investment in the
market sector, this should no longer be a major priority in
the future. As a result, we recommend a scaling back in
public resources devoted to promoting investment in
industry, services, tourism, agnculture, and energy and
telecommunications. This scaling back will be a gradual
process, which will free up resources 1o finance the much-
needed investment in physical infrastructure. The scaling
back in public involvement will be more than made up by
increased commercial sector investment in areas such as
energy and telecommunicatons.

»  Equally important as direct investment in infrastructure is
a series of supplementary measures aimed at ensuring an
efficient use of that infrastructure. These measures will
involve a major commitment to improving the planning
process, including the development of physical planning
for major urban areas. It will also involve charging for the
use of scarce infrastructure. For example, modern societies
have an almost infinite demand for road space. Unless
scarce urban road space 15 subject to some form of charges
the economy is likely to choke. Finally, innovative
measures to promote the efficient provision of the
necessary public infrastructure need to be explored.

Provided that the package of measures suggested in this report
is implemented, the economic prospects for the next planning
period suggest that adequate public funds are likely to be available
to pay for the recommended investment programme. In the next
planning period, because of the falling dependency ratio and the
prospects of growth continuing at a rate above the EU average, the
public sector can simultaneously run surpluses, fund a substantial
increase in investment, achieve some himited improvement in public
services, and some further limited reduction in the burden of
taxation. Achieving the correct balance will be difficult but feasible.
However, failure to undertake the necessary investment could
jeopardise the prospect of continuing rapid growth.

This report recommends that the best strategy for promoting
balanced regional development will be to invest in a series of nodes
which will provide a development focus for their surrounding
hinterlands. The identification of the appropriate nodes will require
further study but the obvious major regional centres are Dublin,
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Cork, Limerick / Shannon / Ennis, Galway, Waterford and Derry /
Letterkenny. In addition, a limited number of smaller nodes will be
needed to serve the widest possible populauon. The investment
policies under the National Development Plan should support the
development of these nodes. In addition, we recommend that a
special additional provision should be made to fund necessary
development expenditure in the least developed regions of the
country. The preparation of outline plans for the two regions
chosen by the Government is the subject of an additional study for
the Regional Authorities. Rural development policy should focus,
in particular, on those areas that are distant from the chosen
development nodes.

Table 1: Indicative Estimates of Investment Priorities, 2000-2006, Average Annual
Growth Rate, Compared to 1999, at Constant Prices.

1998 1989 Average 2000-2008
£m £m Average growth rate % £m
i Total Capital Current

1. Public Physical Infrastructure 1541 1959 s 7.0 8.8 2252

Housing! 761 858 1.1 78 686 820

Transport 488 646 7.7 7.7 - 880

Environmental Infrastructure 179 301 06 0.6 - 308

Social, Culturat And Recreational tnfrastructure 9 154 121 12.4 - 250

2. Human Resources F.os118 3290 14 4,7 11 T

Education B 2218 2260 <Xl 47 29 2560

Training And The Long-Term Unemployed 900 1030 .29 - -29 97

3. Research and Development 156 168 9.9 0.0 2.9 250

4. Commercial Infrastructure 492 77 9.3 -27.2 -1.5 531

Industry And Services Support 418 453 75 -458 6.2 335

Agriculture, Forestry, And Fishing 0 169 4.7 - -4.7 140

Energy And Telecommunications 25 63 -35.0 - -35.0 16

Tourism 51 a6 -191 -223 6.1 40

§. Regional and Local Development 1 11 1.7 1.1 228
TOTAL

§398 €319 1.8 8.7 0.5 6741

The attached rable gives the broad outline of the investment
programme recommended for the next planning period. The
programme’s implementation will involve a range of supplementary
measures, which will help in financing it, as well as measures to
ensure efficient use of the infrastructure. Its success will also
depend on the actual macro-economic outturn being broadly in line

1 The figures in the table take aceount of the recommendations on reduetions in tax expenditures, which are included
in the basc figures for 1998 and 1999. The fall in resources devoted to tax expenditures is largely offsct by the rise in
the volume of capital and current expenditure.
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with our assumptions and on the continued maintenance of the
necessary financial discipline by the public sector.

The proposed programme builds on the big increase in
investment in this year’s Public Capital Programme. As a result, the
proposed investrment programme would represent a major increase
compared to the average of the current planning peried. Its
implementation would involve a volume increase in public capital
expenditure of around 6.7 per cent a year over the course of the
Plan. The broad prionties outlined above are reflected in the
provisions for the different categories of investment shown in the

table.

Detazled Priorities

The indicative provision in the table represents a broad estimate of
the overall public investment needs for the next planning period. In
choosing our detailed recommendations on priorities within each of
the categories of investment we do not always have the benefit of a
menu of different projects from which 1o choose. In some cases,
categories of investment, which our analysis suggests could be
important in the future, have not been included in previous Plans.
In these instances, instead of a menu the team was faced with a list
of ingrediems with which we have tried to develop suiable
“recipes” for dealing with the major infrastructural constraints
which the economy is likely to face over the next decade. It will be
the job of the Plan, as it evolves over the planning period, to
develop and implement suitable detailed programmes.

However, in deciding on individual projects, the likely rate of
return for each project must be assessed and compared to the
appropriate measure of the cost of public funds. It is only if each
project is likely 1o exceed this “hurdle” rate of return that it should
actually go ahead. This exercise could well necessitate some
alteration in the detailed provision shown in the table and that s
why the table is “indicauve”.

Set out below are the detailed recommendarions:

The key prionity in the area of housing i1s to relax the
constraints on supply. This will require major invesument In
sanitary services (including servicing of land), urban public
transport, roads, and other forms of public infrastructure. We
recommend that the State’s direct involvement in the housing
sector should be confined to social housing and that all other grants
and tax reliefs should be phased out.

In the case of transport we recommend a major increase in the
investment in inter-urban roads to try to reduce the existing
backlog of projects and to provide for the likely future growth of
the economy. The field of urban public transport has been
neglected in the past. Hence, we recommend that a large provision
be made for investment in the next planning period. (The increase
recommended is the largest for any major category of invesiment.)
In the absence of a detailed physical plan for Dublin and other large
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urban areas it is difficult to be specific on future needs. The
provision we recommend should cover, inter afia, the remaining
proposals under the DTI, new investment in suburban rail, and
provision for dealing with access to Dublin airport.

Sanitary services investment has already seen a big increase in
1999. However, investment will have to continue at a high level to
deal with the problems of housing supply and pollution of our
waterways. We recommend that the current investment programme
should be considered in the light of the environmental priorities for
Ireland.

While social, cultural and recreational infrastructure has not
been viewed as a separate category of investment in the past, we
feel, nonetheless, that it will be important in enhancing the quality
of life. Tt could also have a role in promoting labour supply at key
nodes. While most of the activity in this sector does not need staze
support, there remain some limited areas of marker failure where
public investment is justified. In particular, there may be
underprovision of infrastructure in socially disadvantaged areas, as
well as a need for a limited provision to promote regional policy
aims. This type of investment is also likely to have positive effects
on the tourist industry,

The success of past investment in education and its role in the
current economic success story is well known. However, the falling
numbers of young people over the course of the next Plan will
relieve some of the pressure on this sector. The resources that we
recommend be released, together with some additional resources,
should be targeted at improving the educational prospects of the
most disadvantaged. With this in mind, among other measures, we
recommend increased provision: for early-childhood education for
disadvantaged children; for tackling early school leaving; for
curricular reform and improving progression paths for
disadvantaged pupils; and for second chance education.

In the case of active labour market policies we recommend that
resources should be targeted at the most disadvantaged groups.
This will prove quite expensive. However, in the case of measures
such as Community Employment and the Back to Work Allowance
scheme, it should be possible to achieve savings over the course of
the next Plan, as unemployment falls further. Overall, resource
requirements are likely to fall as the labour market environment
improves.

A major increase in provision for research and development is
recommended. The scope of the proposed increase, together with
the relative neglect of this area in the past, suggest that there is a
serious need to develop appropriate mechanisms for allocating
funds in an efficient manner.

We recommend a reduction in support for the market sector —
industry, services, agriculture and tourism. With rapid growth, the
justification for state intervention due to “market failure” is
reduced in more developed regions. Existing subsidies should be
cut back leaving the State to concentrate on those areas of
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investment which it alone can undertake. Specifically in industry,
there should be a substantial fall in direct support for increasing
capacity. Some new provision for seed-capital for small and medium
sized firms would be appropriate. In the case of agriculture we do
not make detiled recommendations on the bulk of expenditure
which goes on income support. However, we recommend a
reduction in subsidies for investment, as they are unlikely to
contribute to a lasting increase in output and incomes.

We recommend a separate programme for regional, local and
rural development. The implementation of a nodal strategy wll
require investments to be prioritised towards the selected centres.
This is a long-term strategy for promoting balanced regional
development. The national programme of investment wll be the
most important instrument in promoting this process. The special
additional provision, shown in the attached table, is designed to
ensure “additionality” in investment in the least developed regions
of the country.

Local and rural development should continue to be supported
in the next Plan. The current administrative structures in this area
need urgent reform and this has already commenced. Generally, the
local and rural development groups should not be producers of
services but should have the power to co-ordinate the provision of
services provided by central government, state agencies, erc,
However, some limited provision for innovative schemes to meet
the very specific needs of certain severely disadvantaged
communities is justified.

Recent developments in Northern Ireland hold out the
prospect of much greater economic co-operation between the two
parts of the island in the future. We identify a number of new
possibilities for North-South co-operation. Probably the most
important is the strengthening of the energy transmission system
on the island to promote competition, both North and South.
While this should not require public funds, it will require direct
action by the regulatory authorities North and South. The main
Belfast-Dublin road has been given a high priority for further
investment. By the end of the next planning period the necessary
improvement in this main artery should have been completed. The
provisions for additional rail investment in the Dublin area could
see the airport being served by mainline trains, offering the
possibility of further integration of the transport systems North
and South. Finally, the economic future of the Northwest of the
island 1s tied up with the future of the Derry/Letterkenny
development node. Much greater North-South co-operation in this
area will be important in promoting balanced regional development
on the island.




Purpose
of the Study

1. INTRODUCTION

As part of the preparations for the next National Development
Plan, the team chosen 1o underiake this study was asked to idenufy
the prioritics for investment over the period 2000 to 2006. The
remit covered, not just the areas of public economic acuvity
included in the current EU funded Community Support
Framework (CSF), bu all the investment acuvities of the State. In
considering the priorities for the Plan we have taken a broad
definition of investment, which would encompass all areas of public
economic acuvity which make a lastng impact on the economy.
The potential sources of funding should not affect the choice of
investment  priorities, so  our recommendations  are  made
independently of whether or not the projects will be eligible for EU
funding.

In choosing the investment priorities the team was asked o
consider a number of key objectives which the Natonal
Development Plan (NDP) will aim to address, namely o “...

= enhance our economic potental,

»  contribute o comuinuing growth in  sustainable
employment,

»  help the reintegration of the long-term unemployed and
those at risk of becoming so imo the economic
mainstream,

»  contribute 10 a balanced geographic disiribution of
economic activity which is consisient with maximising
national economic growth.”

= And finally, 1o “... idenufy the potenual for cross border
investment in co-operation with Northern Ireland which
would maximise the conuribution of structural fund
investment o economic and social progress for the mutual
benefit of both parts of the island.”

With nising affluence, the goals of e¢conomic policy are
becoming more complex, as reflected in the objecuives set out in
these terms of relerence. In the 1980s and early 1990s the need o
tackle the crisis of low growth and high unemployment ook
precedence over many other objectives. Looking to the next decade
however, we are conscious of the [act that higher economic growth
and higher employment are not sufficient by themselves to
guarantee a general increase in welfare. The distribusion of
development, both regionally and across different groups in society
also impacts on welfare, while the sustainability of growth is subject
to an environmental constraint.
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Outline
of the Study

The full set of goals and ebjectives for the next planaing period
can only be parually achieved within the framework of the NDP.
Account must also be taken of other tmiuatives, such as the
Nauional  Anu-Poverty Serategy, the National Sustainability
Strategy, and recent reports on Rural Development. In particular,
while public investment has an important role 1o play in tackling
problems such as social exclusion and the problems/difficulties
encountered by the disabled, as well as in trying to promote equal
opporiunites, 1t 1s not always the only, or even necessarily the most
effecuive instrument. In addition, problems wath the discribution of
resources within society are most effectively dealt with through the
tax and welfare sysitem (and, in the case of agriculiure, through atd
under the Common Agricultural Policy). In ihis report we do not
consider directly tax or welfare policy over the next decade, but
instead we try 1o examine the contribution which public investment
policies might make to a lasting reduction in the extent of social
exclusion.

In undertaking this study we have taken into account the likely
environmemal pressures arising from economic development.
These would include the increased pressures on the global
environmemt (global warming}, the pollution of our rivers, lakes
and seas, as well as coastline problems. Finally urban environmental
problems such as poor air quality and traffic congestion are looked
at.

In presentung our recommendations on investment priorities
we recogmise that there 1s not a single “right” answer. In particular,
given the varied objectives of the NDP, the appropriate weight that
15 10 be given 10 each of the objectives is a matter for determination
by the people of Ireland, through their political representatives.
This issue is not one for determination by “experts™. Our role in
this report is to develop an explicit methodology and to apply it in
as consistent and transparent a fashion as is possible. In many cases
the prionties for investment may be clear-cut, given any likely set
of economic and social objectives. However, there are also many
important areas where there are no such simple answers and where
a range of possible priorities could be considered “consistent” with
the specified objectives.

In this report a framework for analysing the investment priorities
{or the period from 2000 onwards is developed. This framework is
used 1o provide a quantified assessment of where intervention by
the public sector can enhance the growth potential of the economy.
The anmalvsis takes account of available information on the
investment needs of the economy, including the various “needs
assessments” already completed.

In underiaking this study we have had the benefit of a wide
range of different submissions on the NDP made by many
organisations  (including  government  departments) to  the
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Depariment of Finance. We have considered these submissions in
detail and they have provided a crucial input into our research.

We have also been greatly helped by a series of meeungs with
officials in many governmen: departments, as well as with many
other bodies and individuals both North and South. We have drawn
on the large body of research underiaken over the last decade into
the development needs of the Irish and other sinilar developing EU
econonites, as well as on the evaluations of the 1994-1999 CSF. In
particular, we build on the methodology and recommendations of
the Mid-Term Evaluation of the current CSF (IMonohan, 1997).

Chapter 2 provides a broad outline of the methodology
developed for, and implemented in, this study. It considers the
lessons that can be learned from academic literature and from the
experience of other countries as 1o the significance of different
types of investment in promoting economic growth. It goes on o
provide a critical amalysis of the key factors currently contributing
to cconomic growth in lIreland and, finally, it considers the
adequacy of Ireland’s stock of infrastructure in a wider EU context.

Chaprer 3 constders the external and internal factors that will
be criucal 1o Ireland’s growth and employment performance over
the next ten vears. It then sets out a baseline scenario for the
economy over the next decade. The implicauons of this scenario,
for the labour market, for the housing market and for other public
infrastructural needs, as well as for energy demand and greenhouse
gas emissions are all examined. The sensitivity of the scenario to
alternative assumpiions about key domestic and external vanables is
also discussed.

One of the important conclusions of this analysis 1s that there
is not likely 1o be a serious budget constraint in the next decade: if
public investment is expecied o produce a good rate of return,
then the state should be able to fund it through taxation. OF course
this will require disciphne in limiung increases 1n current
expenditure and prudence in implementing {urther major cuts in
rates of axaiion. We have passed beyond the development phase of
the 1960s and 1970s when it was imporiant 16 promote rapid
growth through funding invesiment from borrowing. [t is not vet
adequately understood that if it is worth spending EU taxpayers’
money on a project then it should also be worth spending Irish
taxpayvers’ money on it. The same criteria for project selection
should apply regardless of the source of funding. These principles
are not new as they underlay the recommendations in the ex wue
study for the current plan (ESRI. 1993).

From the analysis of the baseline scenario, conclusions are
drawn about the key infrastructural constraints which may prevent
the economy realising 1is full potential over the course of the next
planning period. Chapter 3 then goes on 1o discuss the important
priorities for public investment intervenuon classtfied under four
headings: public physical capital, human resources, research and
development, and commercial infrastructure. The broader national
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policy implications of the macro-economic analysis are also
considered. Experience over the course of the last two National
Development Plans has shown the complimentarity of public
investment policies with other aspects of economic policy.

Having considered broad national investment prioriues, a
strategy for promoting balanced regional development is then
outlined. This strategy underlies all the recommendations on
detailed prioriies in Chapter 4 and it also provides the background
1o the proposed programme for promoting regional development in
the most disadvantaged regions.

Chapter 3 also considers the role for other supporting policy
measures such as the need o improve the planning process
(broadly defined). pricing. and our tax and subsidy policies (which
should be complimentary). Finally, the need 10 restructure public
atilivies  including  the  potenual  role for “Public  Private
Partnerships” is examined.

Chapter 4 examines the detailed priorities for invesiment
within the broad categories of public intervention identified in
Chapter 3. The prioriues for investment arc determined
independently of how the investment can be financed (whether or
not it will be eligible for EU support). The task of identifving
investment priorities for the future is very different from that of a
Mid-Term Evaluation. We do not have the benelit of a menu of
different projects from which to choose. In some cases categories
of invesiment, which our analysis suggests could be important in
the future, have not been included in previous Plans. [n these cases,
instead of a menu, the team was faced with a list of ingredients with
which we have tried 1o develop suitable “recipes” for dealing with
major infrastructural constraints which the economy is likely 1o
{ace over the next decade.

Ai the beginming of Chapter 4 we ser our the detailed
methodology we have used 1o identify priorities within programme
areas and across different programmes. The outcome ol this
process suggests a reallocation of resources as compared with the
baseline scenario set out in Chapter 3. [f realised, we believe this
realtocation could allow the economy to reach s [ull output
potential over the next decade, while also realising the other
objectives specified in the terms of reference. This reallocation of
resources woulkl also be broadly consistent with the baseline
scenario for the public finances. On average over the planning
period, the Government should run a conunuing surplus, with
limited increases in the volume of current expenditure and
moderate lurther cuts in rates of taxation.

In the case of each programme area we provide detals of
current investment acuvity, the lessons from current expericnce,
and we recommend detailed priorities for investment within the
programme area. In addition, where appropriate, we make
recommendations on supporting measures that will be needed if the
proposed investment 1s to meet the objectives sel for it. We provide
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an indicative quanufication of the overall magnitude of the
investment needs in the areas identified as being essential to sustain
Ireland’s current economic performance. FHlowever. in the absence
of a detailed menu of projects o choose from, this allocation s
very tentative. In the end, each project must meet the same est:
will the expected rate of return, broadly defined, exceed the social
cost of funding it?

Chapier 4 also assesses the kev investment needs for the
successful reintegration of the long-term unemployed into
mainstream cconomic activity. In  considering the different
investment programmes, account is also taken, in each case of the
potential gains from new cross-border investment.

The need 1o promote balanced regional developmem is built in
1o the choice of priorities within each programme. In addition, a
separate programme for regional and local (including rural)
development 1s recommended. This programme is designed to
provide additional funding to deal with the special needs of the
mosi disadvantaged regions and communties.

Throughout Chapter 4, in considering the dewaled prioriuies
for investmeni, we have taken account of the range of
supplementary priorities underlying the Navional Development
Plan including equal treatment, tackling social exclusion, providing
for the needs of the disabled and investing in such a way as w0
protect the environment. Where appropriate we have tailored our
proposals to meet these needs.




2. THE MACROECONOMIC
CONTEXT

The Irish economy changed extremely rapidly during the 1990s
and these changes, and related demographic developments, eall for
a reflocusing of economic policy as we face into the next decade. Tn
paruicular, the objectives set for the next National Development
Plan must reflect the changing needs of lrish society. In the first
secuon of this chapter we examine the objeciives of, and the
rationale for, a public investment programme in the context of
these changing social and economic circumstances.

A cenural tssue in framing investment prioritics for the next
decade is 1o ensure the long-term sustainability of the recemt
convergence of Irish income levels to the EU average. In the second
and third sections of this chapter we develop a macroeconomic
framework for identifying and analysing the medium 10 long-term
factors which determine the growth potenuial of the Irish economy.
Secuon 2.2 reviews the central themes emerging from the
mternational  heerature  on  economic  growth.  Three  key
determinants of growth identified in this liverature, which are of
direct relevance 1o policy, are the rate of accumulation of human
capital, phyvsical infrastructure and research and development
(R& D). These all contribute to the productive capacity of the
economy. The actual growth of the economy then depends on the
atracuveness of Ireland as a locauon for investment and the
demand for Irish output — competitiveness broadly defined. In
addition, the growih rate is affecied by the producuvity of labour.
Using these three sets of relationships - productive capacity, the
goods markei and the labour marker — as an interpreiative
framework we examine in Section 2.3 the Irish growth experience
over the past two decades,

Higher economic growth and higher employment are broad
targets of economic policy. However they are not sufficient in
themselves 1o guarantee a general increase in wellare. The pattern of
development, boih regionally and across different groups in
sociely, is also important so as to ensure balanced growth. For
example, despite strong growth in employment, we sull have a very
large number of people in long-term unemploymeni and this
remains a key prionity for future investment. Furthermore the
sustainability of growth is subject to environmental constrainis.
Such constraints, which may well become more siringent over time.
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2.1

Objectives of a
Public
Investment
Programme

arise both from international obligations and national consensus on
what is environmentally acceptable.

Broad investment priovives for the next decade can be
established by idenuifying where consiraints on the future growth
poienital of the economy lie. A clear constraim is the current
deficit in capital endowments, broadly delined. Section 2.4
examines the available evidence on Ireland’s deficit in physical
inlrastructure. The tightening of the labour market in recent years
points to a second potential constraint. The strength of the demand
for labour may well lead 1o shortages of both skilled and unskilled
labour over the medium term with unchanged policies.

The struciure of this chapter is as follows. In Secuion 2.1 we
discuss the rattonale for public investment together with a method
for evaluating investment plans. Section 2.2 uses the literature on
economic growth to identify key determinants of growth and the
regional disiribution of economic activity. The recent Inish growth
experience, long-term unemployment and regional distnbuuion are
reviewed in Section 2.3 Finally, Section 2.4 looks av Ireland’s
current infrastructure.

The objectives for the next National Development Plan (NDP)
explicitly mentioned in the terms of reference for this study were
that it should contribute to:

(a) enhancing our economic potential,

(b} sustainable employment growth,

(¢) reintegrating the long-term unemploved into the cconomic

mMAINSLIEa,

(d) balanced regional distribution of economic acuvity, and

{e) identifving the potenual for cross border investment in co-

operation with Northern [reland.

In addition to these, in Section 2.1.1, we discuss some of the
broader policy objectives of government over the next decade.
Given these objectives, we wurn in Section 2.1.2 1o a discussion of
the rationale for public investment. We begin from the posiuon
that public funds are costly so that the benefiis of every investment
plan must be assessed relaiive 1o the cost of the programme.?
Equally important is the quality of the outpuis delivered from any
given investment. In Secuon 2.1.3 we look at the evaluation of
investment projects. Finally in Section 2.1.4 we ouiline the
methodology adopied in this report 1o idenufy and quanufy
investment prionities for the period 2000-2006. The implementation
of this methodology is described in detail in Chapter 4.

L Ill lI"lCSC wWo ,\i(',C!iC)JIS war l)(’)lTl')“’ hl‘,:l\'i])' {l'()ll'l SIIC lllt:lll‘)fl"}ll‘)g}' (lt?\'l:]('p(:(l i.ll. Ih(:

Mid-Term Evaluation (MTE) of the current CSF, 1994-1999, Honohan (1997).
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2.1.1.  POLICY OBJECTIVES

In the past the combination of high unemployment and the
conunung aurition of emigration meant thav there was a clear
imperative to devoie major resources to maximising the growth of
employment. This has been a central objective of economic policy
in ireland over a very long perod. However, with the relauve
success of the economy in recent years, which has led to the
current rapid rate of economic growth as well as significant falls in
unempiovment, the focus of economic policy objectives generally,
and investment prioriues in particular, have changed.

What should be the objectives for investment policy over the
next decade? Reducing unemployment to an acceptable minimal
level sull remains a key priority as does raising living standards.
However, there are tmportani issues, such as what we mean by
living standards and whose wellare we are maximising.

The wraditional measures of economic well being, such as GNP,
take account of the factors that coninbute to our welfare and are
traded in the marketplace. However, there are other faciors, such as
the distribution of resources across the population, the quality of
the environment, broadly defined, and the health of the population
which are all of major importance, even if they are not easily
quantified in monetary Leyms.

The spatial distribution of resources affects the pattern of
regional development across the country. The current demographic
settlement pattern in Ireland 1s hughly concemrated in the East
(Dublin and Mid-East region) with linle growth in populauon in
certain other regions. This uneven paitern increases the cost of
congestion in the more densely populated areas and the per capita
cost of the provision of infrasiructure 1n less densely populated
areas. Furthermore, the East has the highest producuivizy levels and
the highesi levels of output and income in the economy. To
advance convergence in these performance indicators, and 10
promote a more balanced settlement pattern, it will be necessary 1o
devise an overall strategy {or regional developmen:.

The changing economic environment, with its concomitant
prospect of a major reducuon in unemployment, will benelit the
buik of the population, especially those who move from
unemployment to emplovment. However, there wall remain a
significant minority who, by the nature of their educatonal and
emplovment experience, have difficulty in sharing in the improved
economic prospects. The pattern of economic growih. and capacity
consiraints already emerging, will also affect the distribution of
resources within society. In particular, the current pressure on
housing will be reflected in growing problems for vounger
households on lower incomes, While the numbers of persons who
are left behind by economic growih may fall, for those who are
excluded the problems could remain significant or even intensily
and this issue is likely o be a focus of aitention for the tax and
social welfare svstems over the next decade.
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Rapid economic growth is also putung pressure on our
environment in a range of different ways. For example, the rise in
economic acuivity will, on unchanged policies, result in a big
increase in emissions of greenhouse gases. 1f the lLimis on
emissions, agreed by the Government last summer, are 10 be
achieved, this will constrain futuere economic growth.

Protection of the environment as a resource for the population
as a whole will need to play a more important role in policy making
in the future. This will give rise to new demands for investment and
will also affect the character of the investment that will take place in
all sectors. One aspect of what we broadly define as the
environmens is the cost of congesuion, including the loss of ume by
commuters and other travellers. While in the past this cost 10
society has been heavily discounted in assessing investment
prioritics, in the future it should be given a higher weighting in
decision making.

Although this repori is concerned with priones for
investment over the period 2000 to 2006, our recommendations
must take account of the sustainability of any measures proposed.
It is not sufficient just 1o ry o maximise the success of public
policy in achieving its objectives within that time scale. The policy
options adopted must give rise 10 sustainable growth. In other
words, the beneliis, economic, social and environmental, must be
expected o persist long after any investment is undertaken and the
next NDP is successfully completed.

Unfortunately there is no unique way of ordering this range of
differing objecuves. They cannot be wrned inte a “GNP like”
measure which policy makers can then seek to maximise. In this
report it is not our job o propose such a measure or 10 determine
the relauve weights 1o be atinched 1o these different objecuves; that
is properly the job of the political process. However, where
investment measures will serve both 1o increase outpur and
employment and also help to meet some of these broader objeciives
they should be given additional weight. Alternatively  where
investments may bring about a cost in terms of the broader aspects
of welfare; this should be taken into account in determmning
priorities.

A final issue concerning the objectives of policy is whose
welfare are we trving 1o masimise? While the answer may seem
obvious (and was relatively obvious in the past). there are new
dimensions to be considered in the context of a changing labour
market with high inflows of recurn migrants and immigrants from
other countrics.

In the past the return of emigrants and the influx of quite a
number of people not born in Ireland (including the children of
emigrants) has had a beneficial social and economuc impact on a
very homogenous society. Under current circumsiances this influx
of labour is putting further pressure on the existing infrasuructure
and it raises a question of the extent to which the wax-paver should




10 NATIONAL INVESTMENT PRIORITIES

fund new invesiment which will require a substantially greater
influx of labour from outside hreland. In this context a more
neural policy on job creation would ensure that the continuing
influx needed to underpin rapid economic growih would not put
undue pressure on the infrastructural needs of the economy.

2.1.2. THE RATIONALE FOR PUBLIC INVESTMENT

In the analysis of economic welfare the rauonale for public
mvestment  spending  involves issues of both  efficiency  and
equity/distribution. The MTE defines efficiency as follows: “[T]he
economy is funcuoning efficiently if it is producing as much as
possible with the resources available, and investng enough 10
generate sustained growth of capacity subject 1o respecung the
needs  of  curremt  consumption  and environmenial
protection.”(FHonohan (1997), p.75) Where the economy fails 1o
function efficiently because of what is termed “market failure” or
“distortions”, then there is a basis [or jusufying public intervention.
in the MTE the radonaie for public intervention was classified
under four headings. specifically:

* Spending 1o provide services that are considered 1o have
“public good” characierisuics, which would inhibit their
optimal provision in the private sector (e.g. education,
roads, defence).

= A Scomective tax or subsidy®, aimed at altering the relauve
prices facing firms and individuals in order 1o correct for
some general persistent externality. These are largely open-
ended policies (e.g. industrial expansion grants, water
charges).

*  “Targeted schemes”, designed 1o alter behaviour where
private agents are thought to be imadequately informed, or
where a specific externality exists. In contrast to corrective
subsidies these require a {ixed level of intervention, with a
specified time limiy, which ceases on successiul removal of
the distortion (e.g. management training subsidy).

*  Redistribwtional tax or subsidy, designed 1o aler the
disinbution of personal or household income in lavour of
specified groups (e.g. headage payments. investment in
soctal housing).

In effect, these interventions are aimed av reducing or
ehminaung distoriions that would otherwise impair the economy
from performing optimally, both in terms of efficiency criteria and
distributional consequences.

2.1.3. EVALUATION OF INVESTMENT P ROJECTS

When considering the effectiveness of these kinds of interventions
in overcoming varicus distortions, ihe wrue cconomic cost and
benelits of these interventions must be assessed. In order Lo
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measure these correctdy a number of additional factors have 1o be

taken into account, namely:

1.

t

The “shadow wage”. Tt would be a major ervor to crediv as social
gain the (ull wage bill of a project that created. for example, 100
jobs, il the net effcct of this project was 1o reduce
unemplovment by only 20-30 jobs. At present in Ireland
migration flows and other labour market participation decisions
mean that this is a realistic outcome. Therefore, it has been
argued that the shadow wage rate used for jobs created in the
open market should be of the order of 80 per cent of the wage
rate (HMonohan, 1998). In addition, there are externaliues
attached 10 job creation when there is congestion, for example,
if new jobs are filled by returning emigrants then pressures on
the exisung infrasiructure will increase.

Tax induced distortions. The beneflits arising from corrective
spending measures must take into account the costs of tax
induced distortions related 1o financing those spending
measures. For example, firms who do not receive a parucular
subsidy measure will sull face the higher tax rates needed to
finance the subsidy to the recipient firm and this could impede
output growth.

The Marginal Cost of Public Funds. Each £1 million of public
spending has an alternative use in anoiher public programme or
it could be returned to the waxpayer. Because the tax system
introduces distortions, the last £1 million raised imposes an
economic cost considerably greater than £1 million. Esumates
of this marginal cost of public funds in Ireland in the mid-
1980s suggesied that it could be as high as £2 for every £l
raised (Flonohan and Irvine, 1987). Since then. marginal tax
rates have fallen and a more receni estimate suggests a marginal
social cost of funds of about £1.530 per £1 raised (Honohan,
1998). In other words, the economic cost of raising funds
through taxation in Ireland of late, could quite reasonably be 50
per cemt greater than their monetary value. As a result. au the
margin, to make it worthwhile raising more money (through
taxation). the potenuial benefits from any investment would
also have o be 50 per cent greater than the cost (due to
externalines).

The Cost of Deadweight And Displacement. Deadweight arises
when a desired change in relative prices affects average as well
as marginal prices. In such cases the state ends up spending
money o encourage investment which would have been
undertaken even without the benefit of the State’s expenditure.
Having some estumate of deadweight is crucial to quantifying
the net benefit of a scheme. For example. Honohan (1998)
provides a tentative esimate of 30 per cent deadweight for
grants 1o manufaciuring activity, which is high. If deadweight s
indeed verv substantial, then the project has very lhitle real
impaci. Indeed it only serves to redistribute income arbitrarily
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and reduce efficiency, because the social cost of funds exceeds

unity. Displacement has the additional cost dimension that

private agents are disrupted. For example, a subsidy provided

1o one new business in the market sector could resulr in the

new enterprise merely displacing an existing business, with no

INCrease in ouLpul.

5. Imangible and Otber Non-Market Consequences. Spillover
effects, either negative or positive, can arise in many project
areas, such as R & D, education and the environment.

In practice it is noi possible o fully quantify each or all of
these effects. Instead a scoring system is used in the MTE to
“screen” different types of intervention using the four categories:
public goods, corrective ax or subsidy, targeted intervention, and
redistribuuon. An important f{eature of this scheme is thai, while
there are common aspects to the four criteria, each category either
had unique evaluauon ¢lements or different weighting for common
elemenss.

The crucial next step, having decided on the effectiveness of an
investment project, is specifying the required quality of the
investment. For example, 1t is not enough simply o build a road
without specifying construciion quality standards. If a road is badly
built then higher improvement and maintenance costs will be
incurred (Winsion, 1991). Furthermore even if the quality of the
road is good, 11 will need to be maintained. Failure 10 carry out
maintenance means that the road can not be used efficiemly. Any
efficient investment plan must be based on the cstimated future
usage of the investment. since maintenance costs are also related to

the usage of a structure.

[t may often be difficuit to measure the quality of an
investment since it relates to the “outputs” of programmes that are
often only fully ewvidemt many vears after the inital investment.
Nevertheless it is crittcal that evaluation procedures be introduced
vo monitor the quality of output, especially in areas like R&1D and
educavon. International standards can provide a useful starting
point in this regar<l.

2.1.4. METHODOLOGY FOR IDENTIFYING AND
QUANTIFYING INVESTMENT PRIORITIES

The process of idenuifying and ranking investment priorities ex aite
is quite different from the ex post or even interim evaluation of
public interventions. The difficulty arises because there is no
information on the outcomes or feedback effects of proposed
investment measures. In developing and quanufyving national
investment priorities for this report we adopt the following “quick-
scan” method that is rooted in the MTE methodological framework
described above and also borrows some elements from the “Dutch
approach” outlined in Box 2.t. This methodology is summarised in
the flowchart following.
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Flowchart: Methodology for Identitying and Quantifying Investment Priorities

Objectives of Nationyl Development
Plan: Section 2.1

MTE Rationale for
Public lnvesument (¢.g.
Public Good. Subsidy).

STEP 1t identify Broad
Categories of lnvestment
Which Arc Potential
Constrinis on
Objectives

Macroeconomic Analysis &
Assessment of Current
Infrastruciure (Chapier 2)

STEF 2: Classify
Investmem Using MTE
Methadology

STEP X Rank
Investment Categories In
Order of Priarity with
reference to Objectives

Macroeconomic Forecast.
Analysis of Constraints
{Chaprer 1)

STEP 4: Combine
Steps 2 und 3,
Investment Priorities
Cross-Classified by
Type of Intervention

STEP 5: Mix of
supporting measures
{v.g. user charges)

Detailed Anatysis of Investment
Catepories {Chapier 4)

STEP 6: Allocate
total invesument
expendisne across
broad categorics

Total Investment Expenditure
in Foreeast {Chapter 3)

The following were involved in this process:

. Idemiify exisiing constraints on growth, employment, regional
development and the environment. We classify constrairus, based
on the insights from international research on the determinants
of growth in Secuion 2.2 of this chapier, in terms of public
physical infrastructure, human capital, R&D and  private
capital. Secuons 2.3 and 2.4 of this chapter, which contain a
review of the macroeconomy and an assessment of [reland’s
current  infrastructure, also go on 1o idenuly existing
constraints on growth under this classification svstem.

2. Classify each investment using the MTE methodologv. The four
wvpes of ntervenuon described in Section 2.1.2 (public good,
corrective tax or subsidy, targeted subsidy, redistributional
subsidies or wax) are used to test the appropriateness and
justtfication  for public intervenuon in each invesiment
programme.

3. Rank these constraints in order of prionity, with reference o
the overall objectives of a public investment programme (see
Secuon 2.1.1).  Macroeconomic investment priorities are
analysed in Chapuer 3, which includes both a {orecast scenario
of the medium-term growih potential of the cconomy in the
next decade, and an analysis of the constraints which are likely
to impede the forecast scenario being realised.
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4. Combine steps 2 and 3 to generate a ranking of investment
priorities cross-classified by tvpe of imervention. This provides a
full maurix of weights that can be used for any given level of
total expenditure. We use this matrix of weights 1o derive a set
ol indicative estimates for cach proposed investment
programme for a given level of overal] public expenditure.

5. Determine the appropriate mix of supporting policy measures (c.g.
user charges, Public Private Partnerships) 1o be used. Section
3.5 in Chapter 3 comains a general discussion of supporting
policy measures, while Chapter 4 contains a detailed analysis of
each nvestment priority, including a discussion of
recommended supporting policy measures in ¢ach case.

6. AMlocate woial investment expenditure across investment priorities.
In this step we allocate the level of public investment necessary
10 achieve our medium-term growth potential, as estimated in
Chapuer 3, across the investment priorities using the weights
from Step 4.

The implementation of this methodology is described in Section 4.2

of Chapter 4.

'Box 2.1: Evaluation of Pubiic investment Pians = the Dutch

Approach_

The Netherlands use a “guick scan” ‘methodology for ev:lluating;

public investment plans.? This involves three steps: '

1. Idenufly “policy boulenecks™ Compare a prognosis of future
developmems, given current policy plans, with policy goals.
Then evaluate whether the proposed invesument plans help 1o
solve these bottlenecks.

2. Evaluation of each indivrdual investment plan. The criteria used
are as follows:

* Isthere a legitimate basis [or an intervenuion {a kind of
rmarket failure)?

*  What are the expected benefits from intervening?

* s the proposed measure cost effective?

= Are there significant uncertarnties and risks associated
with the impact of the intervention?

* s there an alternative that is more effecuive and
cheaper than the proposed investment?

‘Given this evaluation process all plans were scored as follows:

«  Good plan: where there are clear, precise, affirmative
answers 1o the questions raised and where risks and
uncertanues are low.

*  Possibly good plan: where the direcuion of the answers
1s correct, but under some headings ithere is lack of
clarity or imprecision. Modification and redesign of the
proposed measure may result in it becoming a good
plan.

2 Amnema, [). G.P. van Wee, T. Van Hock and |. van der Waard (1998) “EFvaluation of
Duteh Public Livestment Plans”, Conference Paper, Manchesier, UK, 23/24 October
1498,
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2.2

A Growth
Theoretic
Framework

}H'_“ “Poor plan. The proposed intervention laiks generally to}
| meeithe criteria and should not be undertaken. |
3. Developrment of a national policy measurenent package. Thisl
step involves evaluation of combinations of dilferert in\restmcm]
plans. A key aspect 1s to determine ihe appropriate mix of]
instruments {public investments, subsidies. regulation and
i pricing), across a range ol investmeni projects, which would
' best meet policy goals. The esumation of potential spilloveri

effects from other investmens, on individual imresrmem'
i projects, is an importamt feature of this process. f

As discussed in Secuon 2.1 a key objective of the NDP is to
maximise the long-run growth potentiial of the Insh economy. To
achieve this we must first undersiand the processes that determine
the long run growth rate. In this section we review the
international literature on the determinants of growth, which sees
growth being driven by the accumulauon of capital, broadly
defined. The more recent literature on growth emphasises the key
role of economic [actors as determinants of the growth rate. The
policy implications of this so-called “new growth theory” are
important. Fraditional growth models led to a prediction of an
mternational convergence in income levels over tume. By contrast
new growth models can explain permanent differences in income
levels. This analysis suggests that public intervention to raise the
rate of accumulation of human capital, R&D, private capital and
public physical infrastructure can raise the long-term growth rate of
an economy.

From this literature we idenufy lour key invesument channels
which can influence the long-run growth raie: private physical
capital, public capital, human capital and research and development
expenditures — so-called “knowledge capiial”. We adopt this broad
investment  classtficaion in 1denufying existing capial svock
constraints in Chapter 3.

In addition to, and interdependent of the objective of growth
maximisation 1s the objective of achieving “a balanced geographic
distribution  of economic acuvity which s consistent  with
maximising national economic growth”.* Within the “new growth”
literature, there is an emerging interest in the economics of firm
focavion. Clearly the stock of infrastructure in a particular region
(economy) will influence a firm’s decision to locate and this,
through ume, will tmpact on rates of development within
(between) countries. Thus investment in inlrastructure is positively
relaied to regional development. Rescarch indicates that the
presence of agglomeration economies and the existing industrial
structure in a region are also crucial determinanis of regional
development. This suggests that invesiment should be targeted to
specific “nodes” which exhibit regional development potential.

3 "\Vot‘king l)l';ﬂf fo:‘ an !l.\'[l:l'[l.'l] CX-ane (!\'ﬂlu'."iﬂ‘l] (')[ l]l(‘. in\'usllncnl PI';UI';I;I‘.S fDI'
post-1999 Sypuctural and Cohesion Funds”, Department of Finance.
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2.2.1. WHAT DETERMINES THE LONG-RUN GROWTH
RATE?

While the role of macroeconomic factors, such as the behaviour of
a country’s inflation rate, budget deficit and axauon regime
(Beadley e al. (1995) and Bovle and McCarthy (1996)), and a
varety of institutional and culwural factors (see Stern (1991) and
Easterly and Levine (1997)), have been identified as comnbuiory
vanables 1o a country’s growth performance, the view of most
economists since the late 1930s was that a couniry’s long-run
growth rale depended on 1s rate of “technological change” (see
Solow (1956)). Countries with [aster rates of “technological”
progress would experience more rapid advances in living standards
than countries with ower rates of “technological” advance. In
pracuce 2 country's rate of “technological change” was measured as
a residual, being the difference between tts GDP/GNP growth and
a weighted average of its labour and capital inputs. This “growih
residual” has been interpreted as a measure of towal factor
producuivity and the attribution of any given rate of increase in this
residunl to “technological” forces is purely conjectural. As one
author remarked of the concept, the residual is really a “measure of
our ignorance” (Abramovitz, 1986).

Astde from how the residual growth is 1o be interpreted, the
problems with the tradivional view of long-run growth are twofold.
First, the determinants of “technological change™ were not spelt out
but the implicavion was that it was primarily influenced by non-
economic factors. Second, it has become increasingly clear that for
all but a narrowly defined group of countries that are fairly similar
in development terms, living standards tend 1o diverge rather than
converge over time. This divergence sits very uncom{ortably with
the wadiional wview of growth since, with similar rates of
“technological change™, convergence is predicted because of
diminishing returns to the factors of production, labour and capital.
This convergence prediction applies to both open and closed
economues as capital will tend o flow where its return is relatively
greatest.’

In recent years there has been renewed imerest in the
determinants o long-run growth, with most attenuion being
devoted 10 economic explanations of the growth residual. 1t will be
conventent 1o refer 1o this literature as the “new growith” view.
“New growth” theory shares the perspective with the tradiional
approach that sustainable increases in a counury's long-run growth
rate are only possible with an enhanced rate of technological

* One might expeet the rate of convergence 10 be fasier for open economies relative o
closed cconomics given a high level of capital mobility. Barre and Sala-i-Martin (1993)
make the point that convergence should be instamancous in the open cconomy case,
Given that this is clearly not the ease the authors suggest that some elements of capital

nay be less mobile than athers e.g. “human capital” or technology. Allowing for this
possibility, the authors conclude that the rate of couvergence for open economies
should not be appreciably greater.
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change. The main and crucial difference is that the “new growth”
perspecuve attempts 1o explain the process of technological change
in ¢cconomic terms {endogenous growtk) and in some important
cases this has interesung implications for policy. In “new growth”
models an tncrease in the rate of capital accumulation will cause a
permanent increase in the long-term growth rate.

To date two substanuive strands from the “new growth” theory
literature have been put forward to explain the growth residual ?
The first may be termed the spillover or externality theory whereby
investments undertaken for particular purposes either by the State
or the private sector, generate addivional unintended improvements
{that s, effects external to the main motivation for the invesiment)
in the economy's rate of producuvity. The second approach tackles
the issue of technological change head on and attempts o provide a
rationale for the growth residual in terms of purposive acis by firms
1o introduce technological innovations. The core of this approach
mmplies that the accumulation of knowledge or technological
innovation i1s an increasing funciion of the exisung stock of
knowledge. This implies that there are feedback effects on the cost
of innovation so that current innovations have unintended spillover
benefits Tor future generations. Both of these theories, as well as
providing plausible explanations for the growth residual, can also be
invoked to rauonalise the phenomenon of divergence in economic
performance.

There are four main types of spillover effect which have been
noted in the hiterature. All of these are fairly similar in nature but
they emphasise different channels through which the effect is
presumed 1o operate. These different spillovers are associated with
accumulauon tn the stock of:

*  private physical capital (mainly due to Arrow, 1962);

*  public capital {Barro, 1990);

= human capital (Lucas. 1938);

*  R&D {(Romer, 1986).

Private Physical Capital

The spillover associated with Arrow's (1962) theory emerges
because as capital is accumulated, firms “learn by doing”, or, in
other words, knowledge is accumulated as an unmintended side effect
of capital investment. H this effect operates then the share of
physical capital in  navional income undersiates the true
contribution of physical capital 10 economic growth. While there is
some microcconomic evidence 1o support the “learning by doing”
hypothests, the most controversial macroeconomic evidence is
presented by De Long and Summers (1992). These authors present
statistical evidence which suggests that “.. each extra percentage

3An excellent technical summary of the “new growih” theories is given by Hammond
and Rodriguez-Clare (1993) whule much less technical, but cqually comprehensive
treatments, arc contained in Plosser (1992) and Romer (1994).
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point of total output devored 1o investment in machinery and
equipment is associated with an increase of 0.26 percentage points
per vear in cconomic growth” (p. 7). This estimate is about iwice
the level that would be suggesied by the standard nauonal
accounting calculation (see Auerbach, 1992) and hence, if robust,
would provide strong empirical support for spiliovers associated
with investment in machinery and equipmena.

However, the De Long and Summers result ts controversial,
Auverbach (1992) suggesis that the strong correlavion beiween
investment in machinery and equipment and economic growth may
simply reflect complementarity between capiial and iechnology in
production rather than any spillover effect. In a recent paper
Auerbach, Hasser and Oliner (1994) cast further doubt on the
robustness of the De long and Summers linding, as they show that
the latter's results are very sensitive to outlier countries.

Public Capital

Barro’s model basically presumes that cerain wpes of public
services provided by the Siate posiuvely affect the producuvity of
privaie  sector investment. Public services here are broadly
understood 10 encompass “core infrastructure” (roads, airports,
ports. public utilities) and less tangible, but no less important
services, such as enforaing the rule of law, defence, the enforcement
of property rights, and regulatory measures, ctc. Barro suggesis
that all of these services are taken as given by lirms and hence the
productivity of privaie capital will depend positively on the level of
these services. The simple intuition of this proposttion is clear if we
consider a minimum level of public services of this kind as being 1n
some sense “essential” for the production process. For this reason
Stern (1991) is crivical of the weak emphasis on such inputs in the
“new growth” literature. Some of these services such as “core
infrastructure” may also affect the evoluuion of growth direcily and
indirectly, albeit unintended, through their impact on the efficiency
of private capital investment. In other words, Barro's theory can be
interpreted in the latter case as a spillover effect.

A different approach is taken by Bougheas and Demetriades
(1996), who extend the Romer (1987) endogenous growih model.
They show that infrasiructure reduces the cosi of specialisation and
thus aids the spatial separation ol economic acuivitles. In their
model infrastructure reduces the lixed costs of producing
intermediate inputs, which are used in final good production. Final
good production in wurn is expanded by an increasing number of
intermediates. Through this mechanism, infrastruciure promotes
growth by allowing a more efficient production structure 10
develop.

However public services have to be paid for by 1axation which
will aflect the return on private investment. This negative impact
must be subtracted from the positive impact of public capital
investment on ihe effliciency of private capital, 1o generate the
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societal effect on producuvity. Bougheas and Demetriades (1996)
show that infrastructure 1s particularly productive when wax rates
are low. Of course, government services which affect consumpuion
rather than output will only have a negative effect on productivity
through the impact of 1axauon.

The positive effect of infrastructure on growih has been tested
in numerous siudies, and two dilflerent sirands 1o this empirical
literature can be identified. The first strand tries 1o identify the
effect of infrasiructure in a specific country while the second strand
is concerned with the link between infrastructure and growth in a
cross section of countries.® On the whole there is widespread
support for the view that infrastructure aids growth and reduces
the costs of production. However there has been a considerable
debate about the size of the positive impact of infrasiructure.

In an influenuial paper Aschauer (1989) reports that every |
per cent increase 1n the public capital stock in the US ruises output
by 0.39 per cent. In a study of the Canadian goods sector Wylie
(1996) finds similar resulis. These findings indicaie that rates of
return to infrastructure have been high and that the producuvity
slowdown in the US and Canada can in part be explained by a
slowdown in infrastructural spending. However, Floliz-Eakin
(1994}, in a comprehensive aritique of this paper, find that raising
the level of public capital in each US state would have almost no
cumulative average producuivity impact on each siate. A recent
paper (Denny and Guomard, 1997} lound evidence of positive
returns 1o public infrastructure (specifically the main roads
network) in lreland.” Several European studies also find evidence of
posiuive returns (Berndt and Hansson (1992) for Sweden, Lynde
and Richmond (1993) for the UK, Saitz (1993) tor West Germany,
Siurm (1997) for the Netherlands and Garcia-Mila and McGuire
(1992} for Spain). The impact of an increase in infrastructure on
output estimated In mosi recent studies, including those in the
above list, is about hall that suggested by Aschauer (1989).

The above studies all focus on the aggregate effect of
infrastructure  on  either the whole economy or aggregate
manufacturing. This may hide differences in the effect of
infrastructure between indusiries. Fernald (1997} investigates this
issue for the US and finds that vehicle intensive industries gain
more [rom road infrastructure. He finds a reducuon in the return
to infrasuruciure afier 1973, which he attributes 1o an increase in
congesuion.

Easterly and Rebelo (1993), using cross section data for 108
countries, find that wansport and communicauons mfrastruciure
investment is consistently posiuvely related o growth. Similarly,

& This approach is often adopted in analysis involving developing countrics for which
rebable time series data often do not exisi.

7 The estimates of the return to public infrastructure in shis paper are inplausibly high.
The authors stress that their results are preliminacy and that the magnitnde of the
estimated returns is sensitive 1o the model specification, although the estitnated retum
is everywhere positive,




20 NATIONAL [INVESTMENT PRIORITIES

Bougheas and Demetriades (1996), using data for 77 and 91
countries respectively, find that the number of telephone lines per
capita and the density of the road network posiuvely affect growth.

Human Capital

Human capital is defined by Grossman and Helpman (1994) as the
“.. accumulation of time spent in schooling and traiming”. It
directly affects the process of economic growth mainly by
enhancing a country's ability 1o adopt and develop new
technologies (Katz, 1992). it is also argued that human capital
investment can indirectly affect an economy’s productive capacity.
Barro (1992) cites an indirect impact of human capital investment
due 1o Becker, Murphy and Tamura (1990). This effect postulaies
that with increased investment in human capital, wage rates should
mcrease. This implies a rise in the opportumity cost of raising
children leading 10 a reduction in ferulity and hence a growih in per
capita GNP/GDYP. However, the more interesting aspect of human
capital investment, from a policy perspective, is the nature of the
spillover effects associated with the embodiment of human capital
in individuals,

Lucas (1988} is often credited with suggesting potential
spillover effects associated with the accumulation of human capital.
Two types of effect may be considered. The {irst assumes that the
productivity of any worker is positively affected by working in an
environment where other workers have greater human capital. Thus
the acquisition of human capital by individuals when aggregated
raises the social level of human capital and thus productivity per
worker. Therefore centres where the aggregate tevel of human
capital is relauvely high wiil tend 10 have higher producuvity levels
per worker for workers of similar levels of skill. This hvpothesis is
capable of explaining why we find migravon of highly skilled
workers from human-capital-scarce  environments 1o human-
capiial-pleniy locations (Bradley et al. (1993)). These movements of
human capital can occur both between and within countries as
highly skilled workers with similar backgrounds tend 10 live and
work in specific neighbourhoods. In the Irish context Walsh (1993)
has presented interesting evidence which shows  substantial
migration of third level college graduates towards the Eastern coast
—a trend which is consistent with the Lucas hvpothesis.

Lucas’s second hypothesis concerning human capital also has
considerable intuitive appeal. Here the locus is on the process of
human capital accumulauon. Investment in human capital (that is,
the annual change in the stock) is assumed to be an increasing
function of the stock of human capiial. The higher the stock of
human capital, the higher the level of investment in human capial.
The idea here is that investment in human capiial today will benefix,
in an unintended way, future generations as skills and knowledge
are passed on from generaiion 1o generation. In other words the
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effect operates through a kind of inter-generational spillover or
externality.

Av the individual level, this hvpothesis implies that the
accumulauon of human capital will be easier and less costly, the
higher the capital stock of the individual’s parents {Hammond and
Rodriguez-Clare, 1993). In terms of the provision of education.and
training services, it also seems reasonable to postulate that the
supply of such services will be positively related 10 the siock of
human capital in society. In other words, a society with a relatively
higher stock of human ecapital would be expecied to be more
productive in the supply of these services given their relatively
greater “learning by doing” experience.

There 1s some empirical evidence that the conuribuion of
human capital to the enhancement of productive capacity is
positive. Barro (1991), focusing on the issue of convergence,
concluded that “..given the iniual level of per capita GDP, the
growth rate 1s substanually positively related to the starting amount
ol human capital” (p. 437). This result implies that countries with
high levels of human capital per capita, and relauvely low levels of
physical capial per capita, av some initial time period - such as
Japan after the second world war — will tend 10 experience relatively
high periods of growth subsequently, enabling them to “catch up”
more quickly with countries which had higher levels of per capita
GNP at the intnal period. Mankiw, Romer and Weil (MRW) (1992)
find very similar resulis. Walsh (1993) applied the MRW
methodology 1o Ireland and despite finding relauvely high initial
levels of human capital per capita and relatively low levels of
physical capital per capita, he found that the Irish “caich up”
experience was below the norm for other countries.

A major drawback with these studies is that thev cannot
provide any clues as o the likely spillover effects assaciated with
investment in human capiial. Microeconomic “returns o schooling”
studies suggest that educauon i1s quite a profitable investment for
an individual. Flarmon and Walker (1995), for instance, using UK
data, show that the annual wage differential between males with one
vear of schooling in excess of the minimum leaving age of 13, is
about 11 per cent. The annual cost of every additional vear of
schooling is the forgone annual income — conurelling for any
increments in earnings due to “on the job experience” — which
would have otherwise accrued 1o the individual who chooses 1o stay
in education. plus the direct cosi of education.® The implication is
that the annual raie of return per vear of schooling is around 8 per
cent.?

Similar wrends are evident from studies on the returns to
education in Ireland. Barretr, Callan and Nolan (1999) find that the
returns o umiversity education increased berween 1987 and 1994

fClearly the direet costs will be aficeted by maintenance and fec grant schemes.,
#We base the annual rate of return on the assumpiion that direct costs of educarion are
about one-third of the kevel of lorgone earnings.
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despite very large increases in the supply of graduates to the labour
market over the period. The returns o university educauion
(relative 10 Leaving Certficate) were estimated 1o be roughly
constant for vounger workers (aged 13-32) - this is most likely due
1o the effeci of an increase in supply — while they increased for
older age categories (aged 33+).1°

Notably their research suggests that the returns to Junior
Certificate qualifications, relative to having no qualification, also
increased between 1987 and 1994, particularly for younger age
groups. The returns to Leaving Certificate qualifications (relatve to
Junior Certificate) remained roughly constant with some evidence
of a slight decrease for Diploma/Certificate  third  level
qualifications (relasive to Leaving Certificaie). These estimates
point 1o a worrying increase in earnings disadvamage {or the group
with no educational qualifications.

Research and Development (RGD)

Since the early days of analysing growth, economists have focused
on the role of research as an explanation of why sustained long-run
growih is possible. Indeed, economists have persistently identified
the basis of sustained economic growth as technological progress
generated through the application of R&D. The most basic
approach is 1o treat all research conducted in the economy as a
public good. The rationale for state intervention in this instance
would be similar to that for the general public goods (rule of law,
property rights, eic.). In this view research directly affects the
producuivity of all inputs.

Romer (1986) viewed research in a very similar manner 1o the
“learning by doing” model associated with Arrow (1962) which, as
noted above, is concerned with the siock of physical capiial. AL one
level this approach recogaises that privaie firms underiake research
in addition to the public sector. Research produced in any one firm
would sooner or later spill over into the public domain through the
medium of scieniific publications, patents and ulumately through
any tradable goods generated through the rescarch process, and so
benefit other firms in the economy.

For an economy to enjoy continued prosperity it must of
course continually add o its stock of knowledge. Bur unlike
physical capital, the accumulation of knowledge will clearly
positively depend on the existing stock of knowledge (see Romer
(1990) and Grossman and Helpman (1994)). This argument merely
refers to the principle that the advancement of knowledge proceeds
on the back of previous discoveries.!! Thus the solution of past
problems makes current technological progress casier and cheaper.

10 This was estimated across a mange of specifications (see Callan and Harmon (1997}
for details).
1 This process could also apply to the accumulation of human capital as suggested by

Lucas (1988) whereby parcins with high levels of human capital will tend 1o also have
children with high levels of human capital.
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Hammond and Rodriguez-Clare (1993) refer wo the process of
accumulating knowledge as involving a feedback effect whereby “...
a by-product of earlier accumulation is a decrease in the cost of
later accumulation” (p. 403).

Apart from the stock of knowledge, the other major factor
that will affect the accumulation of knowledge is the level of human
capital that is allocated to the Research sector. Thus societies which
have relatively large stocks of knowledge, and relatvely high levels
of human capital devoted 10 the production of knowledge, can
enjov sustained prosperity and will see their per capita income levels
moving ahead of countries which fail 1o accumulate knowledge at
the same pace.

The claim that R&D activity is the main “engine of growth” is
not solelv based on sirong theoretical credenuals. There is also a
substantial body of evidence which demonstrates that the rate of
return 1o R&D invesiment is subsiantial relative 1o rates of return
to other forms of capital investment, including human capital. The
most ielling evidence relates 1o parucular sectors. Grossman and
Helpman (1994) provide a brief résumé. Bovle and Ryan (1992)
summarise the evidence from a large number of empirical studies
on the scale of returns accruing to R&D for the Agricultural and
Food sectors. They report internal rates of return in excess of 40 per
cent for a wide variety of products and countries. Returns at this
level are very difficult to envisage for any other capital invesiment.
The evidence of economic historians (for example, Mokyr (1990))
probably provides the most substanuive evidence of the role of
technological progress in the advancement of a nation’s prosperity.

Appendix A.l contains a further review of the theoretical
literature discussing why and how firms innovate. This literature
suggesis that where a firm locates maiiers.

2.2.2. WHERE DOES ECONOMIC ACTIVITY LOCATE?

The spaual dimension of economic activity - the location of
producuon both within a country and between countries — is also
central 1o understanding the determinants of the long run growth
rate. The patiern of internaitonal wade, Foreign Direct Tnvestment
(FD1) flows, regional trade and specialisauon, which can all be
affected by infrastructure, are all relevant to spaual development. 12
These are [actors that in turn influence the long run growth rate
and the process of regional development. In parucular, we are
interesied in why we observe concenurauion of production in
particular locations. Krugman (1991) argues that it is due 10 the
interaction of increasing returns. transport ¢cosis and demand:

Given sufficiently swrong economies of scale, each
manulacturer wanis 1o serve the nauonal market irom a
single location. To minimise iransportation costs, she

2 Bougheas and Demetriades (1996) show that infrastructure can promote
specialisation by facilitating the spatial separation of preduction.
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chooses a location with large local demand. Bui local
demand will be large precisely where the majority of
manufacturers choose 1o locate. Thus there is a circularity
that tends to keep a manufacturing belt in existence once
1t is established.{p.13)

The Economic Geography literature usually 1ackles these
1ssues by characterising the world as consisting of a rich core and a
poor periphery. While the periphery has cheaper production costs,
the core has a larger market. Within this framework, the question
arises whether reducing transport costs between the core and the
periphery altlows the periphery 1o capitalise on its producton-cost
advamage. ,

A mixed answer emerges to this question, because reducing
transport  costs has two effects. First, 1t facilitates locauing
production where it is cheapest and then transporting goods o all
markews from there. However, it also facilitates concentravion of
production in one location so as to obtain economies of scale. At
high levels of transport costs, production takes place in both the
core and the periphery, since the cost of transporting goods to the
periphery from the core outweighs the gain from economies of
scale. As transport costs begin o fall to medium levels, however,
this may no longer be the case, but these costs may sull be high
enough that access 1o the larger market outweighs production cost
when making the location decision. Thus we may observe
peripheral plants shutting down and their capacity re-located 1o the
core. Only at very low levels of transport costs does 1t pay 10 locaie
all production in the low-cost periphery and transport ouiput to
the core.

Martin and Rogers (1993), in a theoretical paper, iilustraie that
as international infrastructure increases, thereby reducing wransport
costs, peripheral firms will re-locate to the larger core market from
where it is now easier for them to access peripheral markets.
Hanson (1996) presents some empirical evidence that, following
the signing of the North American Free Trade Agreement,
manufacturing lirms relocated from Mexico City to the Mexico-US
fronuer. This story signals that there may be a danger for some
countries ansing {rom the EU policy of infrastructural invesiment
aiming to reduce transport costs, since potenually, over a certain
range, improved access to the core may actually hurt rather than
imprave peripheral industry. This result 1s, however, dependent on
the importance of transport costs at a sectoral level. Industiries
which face negligible transport cosis may prefer 10 locate in
peripheral countries provided that other cost advantages exist there.
This may explain why Ireland has been so successful in auracting
firms in the high tech computer secror.

Krugman (1997) argues thai the changing nature of trade has
shified the balance of geographical advanuage in Ireland’s favour.
First, there has been a shilt towards high  value-to-weight
production of goods and traded services so that transport costs are
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tess important than communication (¢.g. ProXimilty to awrports).
The nature of globalisation has not only reduced the weight of
trade but also drasitcally raised the rate of knowledge transfer —
provided countries have sufficient human capital to absorb .
Second, high levels of foreign direct investment in the past 1wo
decades have led to thd development of clusiers of indusines,
especially  in  electronics and  pharmaceuticals, which have
demonstration effects in attracting new firms into those industries.
Third, Ircland has a compeutive advantage both in terms of a
favourable tax regime and lower unit labour costs relauve to the
core EU countries (Walsh, 1996).

While there is litle empirical evidence about the exact
relationship between transport costs and the location of firms,
there is a clear relationship between lower transport costs and a
higher volume of trade. Since transport costs can be reduced
through investment in infrastructure, this means that infrasiruciure
indirectly  promotes irade  (Bougheas, Demetriades and
Morgenroth, 1999).

Infrasiructure not only affects firm locauon through a
reduction in transport costs, it can also influence industral location
through providing a good production environment. Firms require
infrastructure related to production such as sewerage, electricity,
telecommunications, and roads access, along with the producuon
plant in order 1o operate. If a jurisdiciion can provide these services
better than other jurisdictions, firms may be atracted o establish
in its territory. There is a small, mainly theoretical, liverature which
suggests that this is indeed the case and that, thereby,
infrastructure can be used as a policy instrument to compete for
foreign direct investment (FDI) (See Taylor, 1992 and Bayindir-
Uppmann, 1998). This means that the siock of infrasiructure of
one country relative to that of others is very important. While there
is no empirical evidence 1o show that infrastruciure can be used 1o
compete for FDI, there is empirical evidence which shows that an
effective infrastructure is an important determinant of foreign
firms’ location decisions (Coughlin, Terza and Arromdee, 1991).

Firm location can also be affected by the availability of
intellectual human capital, which is closely relned to R&D. This 1s
sarticularly true for high technology industries. Zucker e al.
(1998), in a study of the growth and locntion of the American
Biotechnology Indusury, found that intelleciual human capital
flourishes in proximity to universities. Innovative activity and thus
intellectual human capital develop better in an environment of
“knowledge based diversity™ {with complementary acuviues), than
sav. in one characierised by specialisation in a narrow range of
economic activities (Feldman and Audretsch, 1999). Furthermore,
the knowledge spitlovers from intellectual human  capital are
spavialty restricted and  thus create agglomeration  econonues
(Audretsch. 1998). Both of these factors impact on spatial
development  within  a  country  (regional  development) by
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restricting the aumber of locations at which innovatve activity
{flourishes and by limiting the spillovers 1o a smaller geographical
area.

Spillovers in general seem to be spaunlly limited. Quah {1996),
using data for Buropean regions, shows that a region’s economic
performance 1s related 1o the performance of its neighbouring
regions. He argues that spatial spillovers matter more than national
characteristies in explumng income inequaliues. This implies that a
region’s development potenual is determined by the characteristics
of that region and 1ts neighbouring regions. Biehl (1991) considers
infrastructure, location, agglomeration and sectoral structure as the
four determining charactenistics of regional development potenual.
He argues that since locauvon is fixed and agglomeration and
sectoral structure can only be changed over the longer term,
infrastructure represents the only direct instrument of government
policy for regional development. Inlrastruciure, by improving
access and the general production environmeni, can help in
attracting outside investment and in fostering domestic [irms.
Clearly, however, the provision of infrastructure needs to be
considered together with the other determinants of regional
development and growth. {t is unlikely that infrastruciure on its
own will cause a region to develop. It 1s thus imporiant o target
infrastructure investment to specific nodes — towns and cities —
where agglomeration economies are more likely 1o exist and where
the industrial structure is more developed.

2.2.3. THE DEMAND FORSKILLED LABOUR

One key shared characteristic of developed economies has been the
increase in the demand for skilled labour relative 1o unskilled labour
{Berman, Bound and Machin, 1998). This will, of itself, increase
average productivity and the growth potential of an economy. As
disposable incomes rise the demand for goods and services with a
higher skill-iensity in production rises also. These underlving
changes in consumption patterns are by themselves changing the
overall production mix (e.g i Ireland the long-term shift from
agriculture towards services), and hence the relative demand for
skilled labour. This observed shift in employment towards more
skilled labour in developed economies has spawned a large hierature
internationally.

While there is a general consensus that these shifis have indeed
oceurred, there 1s much debate as to the likely causes of these
shifts. This can be broadly charactensed as distinguishing between
two separaie elfects. Absimcuing from general increases in skill
levels in the workforce as a whole (which increase the relative
supply of skilled labour). there are wwo competing demand-side
explamuons {for why there has been a relative increase in ihe
emplovment of skilled labour,

One theory suggests that reductions in trade barriers and the
globalisation of goods markets have caused production of low-skill
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intensive goods 1o shift 1o low-wage countries (Wood, 1994). This
theory is centrally based on the factor-content theory of wade.
Countries that are relatvely skill-abundant will. given a reduction in
trade barriers, shift Lowards producing more skill-intensive goods,
resulting in an expansion of production in skill-intensive sectors
and a contraction in low-skill intensive sectors. As a {irst round
effect this will increase the employment of skilled labour and
reduce the relative wage of unskilled labour. The fall in the price of
unskilled labour will in turn lead to an increase in the proporton of
unskilled labour employed both in the expanding skill-intensive
sectors and in the contracung labouraintensive seciors.

The second theory argues instead that  skill-biased
rechnological change® has increased the productivity of skilled
labour more than unskilled thereby causing an outward shift in the
relative demand curve for skilled labour (see Berman, Bound and
Griliches (1994)). (Although the net effect of a skill-biased
technology shock on the relative employment of skilled labour 15
ambiguous™ it is generally assumed thar positive output effects will
outweigh negative substitution effects and shift the relative demand
curve for skilled labour rightwards.) In this case we would observe
an increase in the proportion of skilled labour employed n all
sectors and an increase in the wage gap between skilled and
unskilled labour or, in the presence of labour market rigidities, an
increase in unemployment of unskilled labour.

Of course these two effects are not muwually exclusive, Rather,
the debate focuses on which is relatively more mmportant. In
addivion the ceteris paribus assumption is clearly unrealistic. ‘I'rade
may cause technological advances, where firms faced with tougher
international competivion are forced into what is termed “defensive
innovation”. ‘l'echnological progress. rather than being [factor
biased, mav be sector biased in favour of skill-intensive sectors
causing a shift between sectors. Alternatively irms may outsource
the less skill-intensive parts of their production process e.g. moving
assembly 10 a low-wage country, which would show up as a shift
within sectors (Wood, 1993).

Finally this analysis is confounded by the fact that the general
increase in skill levels has altered the relative supply of skilled
labour. Whether this general increase in skill levels was driven by
demand or supply factors is an open question,'s since increased
education levels are clearly central 1o the improvements ol exisung

13 Skill-biased technological change refers 1o changes in existing technologies or the
introduction of new technologies with a bias towards saving unskilled labour.

1 The ambiguity arises as follows. A skill-biased technology shock increases the
productivity of skilled workers. This has 1wo separate effects. For an unchanged level
of ousput it reduces the employment of skilled workers — the substinnion effeer. For
an unchanged level of skilied employment it increases the level of euput = the ourpan
cffeet.

15 The decision to tnvest in edueation is endogenens. Individuals may react 1o an
increase in the relative wage for skilled labour by increasing their education or their
children’s education.
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technology and the development of new technologies. However the
fact that both the relative demand and supply curves for skilled
labour have shifted makes causality difficult to determine.

Regardless of whether the increased relative demand for skilled

labour is largely attributable to a technology, trade or supply-side
effect, it is clear that such an increase has indeed occurred in most
developed countries, including Ireland (see Kearney, 1997). This
has important implications fer macroeconomic policy:

*  The shift towards more skilled labour will raise average
producuvity and hence long-run growth potenual.

* The increase in the relative demand for skills can lead 10
higher aggregate unemployment and widening wage
inequality (Blanchard, 1997). Given an increase in the
dermand for skills, the relative wage between skilled and
unskilled labour will rise if the increase in relative demand
outstrips the increase in relative supply. Then if labour
supply among unskilled workers is much more elastic than
among skilled workers, an increase in the relative wage of
skilled labour wall lead 10 a large decrease in unskilled
labour supply.

2.2.4. AN INTERPRETATIVE FRAMEWORK

The literature reviewed in the previous sub-sections focuses on the
growth rate for an economy that is sustainable /n the long run. The
rate of capital accumulation, especially R&D and human capital, are
idenuified as crivical in moving towards a sustainable high growth
path. Alongside this long-run warget there are related, medium-run
issues which are crucial in facilitating this sustainability. First, it is
important that there are no bottlenecks or congestion in the
productive capacity of the economy which will constrain the
potential medium-term growth rate. Second, for a given productive
capacity, the actzal growith rate is a funcuon of relative
competitiveness, productivity and world demand. Third, for a given
aciual output growth rate, the growth in emplovment and the rate
of unemployment will be determined by the demand for labour,
and the demand for skilled labour relative 1o unskilled labour.

We use three separate models to examine these processes at
work for the Irish economy:

Productive Capacity

The productive capacity of the cconomy is determined by the
supply of labour and capital inputs. The total supply of labour and
the rate of accumulation of human capital are forecast in a detailed
demographic sub-model (see Kearney, 1999). These estumates are
reconciled with the HERMES-Ireland model through simulating
changes in the labour market and migration.
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2.3

Interpreting the
Recent Irish
Growth
Performance

Goods Markets

We use the ESRI HERMUES-Ireland macroeconomic model to
forecast the actual medium-term output growth rate. In the model,
multinational firms make a high-level decision on their location of
production based on relative competitiveness and world demand
(Bradley and Fiiz Gerald, 1988). This determines the level of
manufacturing (traded) output. The lower-level decision on the
optimal factor max, given the output deasion, is then based on
relative [actor costs. Services (non-traded) sector ourput s
determined by domestic demand. Net migration is a funcuon of the
gap between Irish and UK unemployment rates. The model
generates a full set of consistent medium-term forecasts based on
these key relauonships.

The Labour Market

The changing composition of output towards more skill-
intensive sectors, togeiher with a general trend towards more skill-
intensive employment within sectors, determines the demand for
skilled labour relauve o unskilled labour. A detailed sub-model,
which projects forward recent trends 1n the nise in skill-intensity in
employment, is used to match ihe supply of and demand for labour
by skill level (educational aitainment). This 1s used to disaggregate
the macroeconomic model forecasts of aggregate labour demand
and compare them o the supply fligures derived from the
demographic sub-model (see Kearney (1999) for a full description
ol both the demographic sub-model and the labour market sub-
model).

In recent years the Irish economy has recorded a growth rate far
above the average performance of our main trading pariners. This
performance marks a significant turnaround from the prolonged
recession in the early and mid-1980s with a clear upward shilt in
the medium-term growth rave. This strong performance has led 10
a convergence in the Trish standard of living, measured in terms of
GNP per capita, towards the EU average. In Secuion 2.3.1 we
briefly examine the processes at work in driving this improvement
in growth performance.

Scction 2.3.2 probes more deeply into the growth process. by
examining a decomposition of the growth in GNP per capita. This
assessmeni  highlights the imporiance of faciors other than
productivity growih in driving the actual growth rate in any given
period. Most noticeable is the fact that demographic trends in the
1990s, led o, imter alia, {alling dependency rates, nising labour force
participation rates and rising educational parucipation.  This
demographic dividend has provided an exceptional impeius 1o the
actual growth rate in the latter half of the 1990s.
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A strong growih performance is not in itsell any measure of
the distribution of the gains from growth. Indeed, without careful
policy monitoring, higher growth may lead to widening inequality
and disadvantage. In general, the appropriate policy instruments
available to tackle poverty and soctal exclusion are the tax and social
wellare svstems,’¢ rather than investment programmes. For this
reason we do not discuss these very important issues in detail here.

However there are two areas where issues of distnibution can,
at the margin, be influenced through investment programmes:
namely long-term unemplovment and the regional distribution of
economic acuvity. Section 2.3.3 examines recent trends in long
term unemployment while in Section 2.3.4 we review the available
data on output, incomes, emplovment., unemplovment and
population across the regions.

2.3.1. OVERVIEW OF IRISH PERFORMANCE, 1961-1997

The Record

Table 2.1 gives annual average growth rates over 3-year intervals
since 1961 for a selection of key performance indicators. Average
growth rates in GNP and emplovment in the 1990s have been
ligher than in any of the earlier periods. At the same ume the
growth in the personal consumption deflator and in average
industrial  earnings has been ithe lowest of recemt decades.
Investment, both in terms of growth and as a share of GNP, was
very low in the early 1990s by historical siandards. However it
picked up strongly in 1996 and 1997.

The high public finance deficits experienced since the lae
1970s have also been corrected, the average Exchequer Borrowing
Requirement as a percentage of GNP in the period 1991-1993 was 2
per cent compared with an average ol 13 per cent in 1981-85, while
the external accounts (both the Balance of Trade and the Current
Account) moved into strong surplus. The unemployment rate has
also fallen, although 1t is sull substanually higher than avernge rates
in the 1960s and 1970s, a legacy of the prolonged recession in the
1980s and the depressed UK labour market in that period.

16 Sce Callan, Nolan and Walsh (1998) for a discussion of the policy instruments
available through the tax and welfare systems in 1ackling “faimess” and the distribution
of the benefits of economic growih.
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Table 2.1: Some Indicators of irish Economic Performance 1961-1997

Annual Average Perceniage T oig61- T 1965~ i970-"  197s-  1980-  1985-  1990- 1995
Growth 65 70 75 80 85 90 95 97
GNP 37 4.1 38 4.1 0.4 3.6 4.7 6.9
Investment 12.4 6.1 3.2 8.2 -3.2 3.9 1.9 12.2
Employment 0.4 -0.2 0.6 1.5 -1.4 1.0 1.9 3.5
Average ndustrial Earnings 71 108 18.1 18.8 13.5 4.8 3.9 6.1
Consumption Deflator 4.5 5.5 13.7 14.6 12 33 25 1.1
Five Year Averages 61-65 66-70  71-75 76-80  §1-85  86-90  91.85 96-97
EBR as per cent of GNP* 6.0 57 8.9 1.5 13.3 5.7 22 0.9
Current A/C (as per cent of GNP) -4.0 -3.1 -5.0 9.7 -9.4 1.7 2.5 3.2
Balance of Trade {as per cent of -8.0 7.0 -8.6 -12.6 -5.9 5.0 99 14.2
GNP) )
Unemployment Rate™" 48 5.1 6.0 B.1 13.6 16.1 15.4 12.3
Net Emigration (000s) 14.8 142 _ 115 -85 8.4 320 .03, 115

* Prior to 1975 EBR data refer te Public Authorities Borrowing Requiremei.
** Measured on Labour Force PES basis, not [LOQ basis.

The latter hall of the 1970s was the last comparable period of
high growih in lreland. However the growth in that earlier period
was unsustainable, driven as it was by massive increases in public
expenditure and cuts in tax rates. The imbalances that accompanied
the growth of the period 1976-1981 are quite striking when
compared with the balanced nawwre of the superior growth
performance since the mid-1980s. With sirong average annual
growth in both periods (3.7 per cent average annual growth in 1976-
81 compared with 3.8 per cent in 1987-97), three other key
macroeconomic indicaiors (inflavion, the Exchequer Borrowing
Requirement (EBR) and the balance of payments) were clearly
unsustainable in the earlier period, with a combination of high
internal and external deficits and high inflation. By contrast in the
more recent period a higher rate of GNP growth has occurred in
conjunction with low inflation and susiaimable internal and external
balances.

Some Stylised Facts"”

*  The recent sirong growth in output has been at a higher
rate than the underlving trend of the past three decades.

*  This has occurred in a much more siable macroeconomic
environment than the previous unsustainable high-growth
period in 1976-1981.

*  The current performance is well above ihe average growth
performance of the QECD group of countries. Notably
the growth in Insh employment has. since 1986,
ourperformed both the EU and the US.

7 Sce Medium Term Review (1997), Chapter 3 for more details.
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Figure 2.1

Ireland Compared to EU
1960-1997
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«  Despite a poor unemployment record between 1975 and
1991, on a sector by sector basis Ireland’s employment
growth performance exceeded the EU average, although
this was clearly insufficient 10 meet the employment needs
of the economy.

* In each of the vears since 1986 Inish growth in real GDP
has exceeded both the EU average and the OECD
average.’® This has led to a rapid convergence in GNP per
head in the 1990s (Figure 2.1).

*  The growth in per capita GNP in the late 1990s was higher
than previous peak-period growth rates, which hovered at
or below 4 per cent (see Figure 2.2), contributing to the
rapid convergence of recent years. A similar pattern applies
ta the growth in per capita disposable income (GNDIW),
There was a sizeable gap berween per capita output and
income growth rates in the early 1990s® so that the
convergence in output did not translate into a convergence
in income levels. However since 1996 per capita output and
income have grown ai the same rate.

Productive Capacity

The exceptional growth in the supply of labour in the 1990s,
together with significant net immigration in recent vears, has
greatly expanded the overall producuive capaciiy of the economy.
There are a number of different factors that have altered the supply

¥ QECT Feonomic Quilook, June 1998

1 Gross National Disposable [ncome = GNP Adjusted for Terms of Trade and
Current Transfers from Abroad.

2 This gap beiween GNP and GNDI between 1990-1995 was largely accounted for by
large profit repatriations in the foreign owned multinational secror and consistently
unfavourable 1erms of trade movements since the mid-1980s (see Bradley et al. (1997)
for details).
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Figure 2.2

Per Capita Output (GNP) and Income (GNDI)
Annual Average Growth 1961-1997, Five Year Averages
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of labour. These factors include changing demographic trends,
rising female participation rates and the medium and long-term
effects of changes in domestic policies on the educauion system.
This lawer change has led 10 an increase in the stock of human
capital and the rate of human capital accumulauon.

We estimate that the effective suppl\' of labour will rise on
average by around 3 per cent per annum in the late 1990s. Around
[.3 percentage points a vear of this rise is due to the natural
increase in the population of working age, | percentage point to
increased female participation in the labour force and 0.3
percentage points to the rising educational attainment of the labour
force. In recent years this 1s being supplemented by significant
Immigration.

Changing demographic trends and rising participation rates
have reduced the economic dependency ratio?! as shown in Figure
2.3, which has in turn increased the growth in living standards. As
discussed in Section 2.3.2 below, when living standards are
measured as GNP per person emploved, w is clear that Insh
standards of living have been on a fairly steady upward wrend since
joining the £EU in 1973, However when measured as GNI” per head
of the population (Figure 2.1), it 1s only since 1990 that very rapid
progress has become apparent.

The pattern of human capital accumulauion in Ireland contrasts
with the situation in many other EU members where the labour
force is glo\\nno C]UILL slowly and where the major benefits of the
post-war investment in human capital have already been reaped.
This {actor alone provides an important part of the explanation as
to why the Irish economy is growing more rapidly than most other
EU members.

21 The population which is not in employment divided by the numbers employed.
poy I} ¥ ploy
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Figure 2.3
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The relauvely recent convergence in growth levels with our EU
pariners has left the Irish economy with a capiial endowments
deficit (see Secuion 2.4 below). This deficit is partly related o
structural disadvantages (lower population densiiy implying a
higher per capita cost of physical investment and Ireland’s
peripheral location relative to the core EU economies). In addition
the fact that the convergence in growth is of recent origin can
explain the gap in capital endowments (more generally “wealth”)
relative 1o the EU average.

This gap was further exacerbated by a slowdown in the growth
of the capital stock. In particular, investment growth faled to
match the growth in owput in the carly 1990s when the average
share of fixed investmem® in GNP fell to pre-1963 levels. In 1996
and 1997 it picked up although it is stll below the average of the
1970s and 1980s (see Figure 2.4).

There are some plausible reasons why investment in lreland
has fallen from the extremely high rates of the 19705 and early
1980s. In those years, while the level was high, many of the public
imvestment programmes were wasteful. This is an imponant lesson
for future investment plans. As menuoned earlier, it is importani o
momtor and evaluate the quality of “outputs” rom invesument
expenditure. In this regard, the introduction of fong-term planning
under the CSF process in recent vears has helped raise the quality
of public investment (Fitz Gerald, 1998).

In addivon the restructuring of the manufaciuring sector
toward more high-technology processes has reduced the physical
capital-output ratio in producuon. Much of the investment required
in the modern manufaciuring secior is both human-capital, and

2 Investment 1n building and construction and machinery and equipment, including
npors,
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R&D  imensive, with relavely low plant and  equipment
requirements.

Figure 2.4

Fixed Investment as Share of GNP
1979-1997
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Even if we factor in these structural and qualitauve changes,
the rate of investment has been insufficient to match the pace of
srowth in labour supply. in spite of the assistance received as part
of successive EU Community Support Frameworks. This has led 1o
emerging capacity constraints in the physical infrasiructure of the
economy which, il uncorrected, will restrict the future productive
capacity of the economy.

The Goods Market

In the macroeconomic model, relative competitiveness and the
buovancy of world demand determine the demand for Trish output.
Over the past three decades the Irish traded sector has switched
inio producing high-technology goods for which world demand has
been rising rapidly. These firms are predominantly foreign-owned
and many were attracted into Ireland initially through a series of
fiscal and financial incentives, and more recently through the
availability of a growing, and highly skilled labour force
compounded with agglomerauion economies (Barry and Bradley,
1997). This fuclled an export-led expansion daung from the late
1980s. In the 1990s growth became more broadly based with a
sirong performance by the services secior.

The high proporiion of foreign direct investment (FDI) in the
Irish manufacturing sccior and its export-oriented development
makes the Irish economy quite unique among peripheral EU
members. This development is a resuit of a dehberate strategy
pursued by policy makers. This strategy resulted in a significans
restructuring of the manufacwuring secior, espeaally in the 1970s
and 1980s. Production in manufacturing shifted from dominance by
a largely indigenous, low-technology group of “iradinonal”
industries that had strong links o the domestic and UK market, 10
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the current dominance by a group of high-iechnology industries
concentrated in ¢lectromes and pharmaceuticals. This group 1s
largely foreign-owned and export-orienied. While less dramatic
than the growth of multinauonals, indigenous lrish industry has
also increased emplovment, productivity, output and exports over
the past decade, while also switching towards more high technology
indusiries (O’Malley, 1998).

Barry and Bradley (1997) argue that the switch from wrade with
the UK to wrade with high-growih regions and to goods with higher
income elasticities gave a long-term boost to the Irish growth rae.
The switch to high-productivity sectors also led 10 a steady fall in
Irish unit labour costs since the mid-1980s and a real exchange rate
depreciation (see Walsh, 1996). Irish labour costs have, since the
mid 1980s when competitiveness was at its nadir, on average been
margimally below those in the UK. While in some sectors, such as
food processing, clothing and banking, Irish labour costs are higher
than in the UK, this is counter-balanced by other sectors where
Ireland has a cost advantage. This gain in relauve compeutiveness
was susiatned during the strong pick-up in labour demand in the
1990s because of strong growth in labour supply and subsiantial
inflows of migranus. In the ten vears since 1987 the lrish share of
labour in ol value added has fallen by ten perceniage points
indicaung a very significant increase in profitability. Lane (1998)
attributes this in part to the national strategy for wage moderation
adopted at this time,

The services (non-traded) sector accounts for over 50 per cent
of wotal GDP. Much of the market services sector output is an
mtermediate input imo the industrial sector (persomal services,
consuhiancy, financial services) as well as going directly to final
consumpuion. Although market services have traditionally been
non-traded there has in more recent vears been strong growth in
financial and business services with a substantial traded compenent.
Because  productivity growth in services s lower than in
manufacturing 1 accounts for an even higher share of employment
than of ourput.

The Labour Market

The introduction of “free” second level education in 1967 was the
single most important change in educaiional policy over the past 30
years. It led to a steady extension of participation in education,
imitially concentrated at second level, and more recently reflected in
a major expansion mn third level education. The impact of this
investment has been 10 reduce the supply of unskilled labour and
increase the supply of skilled labour2 (see Kearney, 1999).

B We use the terms “skilled” relative to “unskilled” labour as siylised proxies o refer
to workers with higher levels of education relative 10 workers with lower levels of
education. Clearly this crude binary definition embraces a cominuum: a worker with
no educational qualifications has {ewer skills than a worker with a Junior Certificate
level of education.
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At the same ume structural shifis in the goods market led o
changes in the nature of employment. Figure 2.5 shows the decline
in the share of agricultural employment from 27 per cent in 1970 to
just over 10 per cent in 1997. The share of industrial employment
has remained roughiy consiant over the period with a large increase
in the imporiance of employment in services. Services sector
employment is the most skill-iniensive so that these shilts have led,
ceteris paribus, to an increase in the relative demand Tor skilled.
labour. In addition to these structural shifts, the skill-intensity of
emplovment has been rising in all sectors (see Kearney (1999) for
derails), further increasing the relative demand for skilled labour.

Despite its relatuve advantage in the domesuc labour market,
there was significant emigrauion of skilled labour in the 1980s,
especially in the late 1980s. This was during the period of high and
rising aggregate unemployment, a strong determinant of net
migration {lows. > This emigrauon effecuively built up a large siock
of highly mobile migranis abroad who were sensiuve 1o
emplovment conditions “at home” so that, unlike the experience in
many other countries, Insh skilled labour supply has been relauively
elasuc.

Figure 2.5

Structure of Employment
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Turning to more recent uimes, total employment has increased
by an average of over 4.75 per cemt per annum since 1993 and
significant jobs growth appears likely 1o continue over the medium
term. An important causative [actor underpinning these oulcomes
has been the substanual investment in education over the period
spanning recent decades. The unemplovment rate has fallen
substantially — from almost 17 per cent in 1993 10 jusi under 8 per
cent in 1998 according to the most recent esumates. However, the
decline in unemployment has not matched the dramatic increase in

# Evidence in Kearney (1998) suggests that net emigration will increase on avernge by
0.64 per cens of the labour force given a one percentage point increase in the Irish
unemployment mie.
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emplovment because of strong growth in the labour force due to
the continued influx of voung entrams from the educational
svstem, rising labour force participation and net immigration.
While both unemployment and long-term unemployment have
fallen, the latter remains high, especially in the context of a rapidly
growing economy. Currently 50 per cent of the unemployed have
been in that state for more than one year, with the result that about
4 per cent of the labour force are long-term unemployed. This 1ssue
is considered in more desail in Section 2.3.3 of this chaprer.

The strong pick-up in the demand for labour, especially skilled
labour, in the mid-1990s was met by strong growih in labour
supply. Nevertheless data on the returns to education in Barrett,
Callan and Nolan (1999) and Honohan (1997) indicate that the
returns to unmversity education rose between 1987 and 1994, Large
inflows of highly qualified return migrants and, more recently, non-
Irish immigranis (see Barreit and Trace (1998)), together with the
high natural increase in the labour force and rising female
participation rates, were not sufficient 10 reduce the return to this
educational investment. This is an indirect indication of the
strength of skilled labour demand.

The growth of employment in the 1990s is unprecedented over
the past thirty-five vears (see Table 2.1 above). In recent vears this
has also led to an increase in the demand for so-called “semi-skilled
labour”, especially in the market services sector. This demand 1s
concentrated in jobs requiring some educational qualifications
(Junmior Certificate) so that the unemployment rate among those
with only Primary education remains persistently high.? There 1s
now some evidence suggestive of emerging shortages in the
unskilled labour market. The increase in the returns wo Junior
Certificate education between 1987 and 1994, reported in Barrett,
Calan and Nolan (1999), indicate a growth in demand for such
workers. Preliminary data from the Living in Ireland Surveys for
1994-1996 suggest that the average growth in hourly earnings for
workers with Junior Ceruificate qualifications was substanually
higher than for any other education category.

Another data source that suggests a recent ughtening in the
labour market for both skilted and unskilled labour is data from the
IBEC/ESRI monthly survey of a sample of manufacturing firms.
Firms’ expectations about future employment 1a 1998 were higher
than in any period since 1989, Figure 2.6 below plots the percentage
of all firms surveved in each month who report that they are
constrained by (a) a shortage of skilled labour, and (b) a shortage
of unskilled labour, over the period from September 1934 10
December 1998, Shortages of skilled labour have been reporied
periodically, however the single biggest peak was in the latter hall
of 1997. Further anmalysis suggests that these shoriages are
concentrated in more traditional manufacturing sectors, especially

2 The decline in employinent in the agrcultural seetor is a key factor in the persisten
high uncmployment tae among workers with Primary education only, despite the
decline in the supply of such workers (see Appendix A2},
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the clothing, footwear and leather indusiries.? In addiuion there has
been an unprecedented rise in the number of firms reporting
unskilled labour shortages since the latter hall of 1996 (most
marked in the umber and wooden [urniture industry).

Figure 2.6

Skilled and Unskilled Constraints in Sample of Manufacturing Firms
1984-1998 Monthly Data in 3-Period Moving Averages
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2.3.2. FACTORS UNDERLYING THE GROWTH RATE

A commonly used measure of an economy’s performance is GNP
per capita. To undersiand more fully the different factors that
determine the growth in this measure it is useful to decompose
GNP per capita into four individual components, namely
productivity, emplovment, participation and dependency, as

{ollows:
NP NP Lror LF N1564
N Lror I’a N1564 N
GNP pr Productivity  Employmmt Paticipaion Dependency
capita Rae Rac Ratio finverse)

where LTOT is total emplovment. LF is the labour [orce, N1564 is
the population of working age (15-64) and N s the toul
population. The first term on the right hand side of ithe equation
measures productivity, GNP per worker. The second term
measures emplovment as a proportion of the labour force. This 1s
equal to one minus the unemployment rate. The third term

% See Smyth (1998) for a more detailed analysis by individual sectors.
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measures the labour force participation rate. Fimally the fourth term
is the inverse of one plus the dependency ratio, the population aged
below 15 and above 65 as a proportion of the population of working
age.

Figure 2.7 plots the growth in each of the components of GNP
per capita in S-year intervals from 1961, It is clear from the chart
that productivity growth has been strong throughout the past 30 years.
The fall in GNP per capita in 1980-85 was due 1o a large increase in
unemployment (a fall in the employment rate). In more recem
years increases in participation and employment have both made a
positive contribution to overall growah in GNP per capita.

This decomposition helps us to disunguish between the
relaiive importance of differemt factors underlying the overall
growth performance. By way of example let us compare the penod
1965-70 with the period 1990-95. Between 1965 and 1970
productivity growth averaged 4 per cent per annum, a rate which
has not been equalled since. However, because participation rates
fell and the unemployment rate rose during this period the overall
growth in GNP per capita was slower at 3.3 per cent per annum. By
contrast in the period 1990-1995 producuvity growth was lower at
2 per cent per annum but because participation rates grew and
dependency rates fell GNP per capita grew at an equivalent rate of
3.4 per ceni. Since 1990 the rate of growth in producuvity,
employment, participation and dependency have all made (net)
positive coniributions so the growth of GNP per capita.

Figure 2.7

Decomposition of GNP Per Capita
Annual Average Growth Rate 1961-1997
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The emplovment, participation and dependency rates cannot
cause a permanent increase in the growth rate in the long-run since
all three ratios must be less than or equal to one. Trivially, if every
member of the population were fully emploved (LTOT=N), then
increases in the per capita growth rate would be purely a funcuon of
productivity  growth. Therefore productivity is the key factor
determining the growth rate which is sustainable in the long-run
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(abstracting from the case where there is a permanent inflow of
migrants).

This decomposition highlights very simply the fact that the
exceptionally high growth rates of the mid- and laie-1990s are not
sustainable in the long-run without a permanent inflow of migrants.
With the excepuion of 1991, growth in GNP per capita has exceeded
productivity growth in every vear since 1987. Over the same period
paruicipauion and dependency rates have started to approach the EU
average, while the employment rate is rising to the point where
there are shortages emerging in the labour market.

GNP per capita 1s by no means an ideal measure of welfare, as
it gives an imperfect measure of disposable income (see Figure 2.2
above). and furthermore, it says nothing about the distribution of
growth (L.e. issues of equity). In the next two sections we discuss in
more detail the distribution of the [ruits of the recent growh
experience, both 1n relation to the long-term unemploved and the
regional disiribution of growih. Despite ihese shoricomings, this
exercise does convey a powerful message. We can only permanently
shift up the growih rate by increasing productivity, while in the
medium-term, policies to encourage participation and employment
and 1o reduce dependency can help to maximise the actual growth
rate in any given period.

Finally in this secuon we use the decomposition of GNP per
capita o classily several key factors, discussed in Secuion 2.3.1,
which have been identified in the literature as driving lreland’s
recent economic growth performance.?

Productivity Growth:

As discussed in Section 2.2.1, the potential tong-run growth rate in
productivity is determined by the rate of accumulation’of human
capital, R&D and improvements in the physical infrastructure of
the economy. In recent vears these have been driven by

= The accumulation of human capital through invesiment in
educanon and training, parucularly since the mid-1930s.

*  The contnbution of the structural funds to improving the
physical inlrastructure and acceleraung the growih in the
stock of human capizal.

The actual growth in productivity depends on the demand for Irish
output and relative competitiveness. Factors contributing 1o the
actual growth in producuvity include

= The progressive operung up of the economy, culminating
in the compleuon of the single marker in 1992, and the
benelits of EU membership for long-term competitiveness.

= The growth in FDI1in the manufacturing sector,® and the
associaied shift towards more high-skilled production.

7 These factors have been tdentified by several authors (see Bradley er af. {1997),
Walsh (1996). Krugman (1997). Honohan (1997)).

% Foreign-owned companics have been found to have a substantial produciivity lead
over domestically-owned ones (Qulion, 1998).
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*  The shift in the balance of trade towards markets in which
Ireland has developed a comparative advamage.

*  The positive trends in Trish wage competiuveness susiained
by successive pay agreements and social partnership
arrangements, and  more  genemally  the  suable
macrocconomic conditions, which have prevailed since the
micl-1980s.

Employmert Rate:

*  The employment rate is driven both by the factors driving
productivity listed above (demand flor output, and hence
relative competitiveness) and by the growth in the labour
foree listed betow (both participation and demography).

Participation Rate:

«  Changes in participation are driven by both economic and
social factors. The recent rise in participation rates is in
large part due to increased participation of women in the
workforce. This is strongly linked 10 the general increase in
investment in education, changes in the wider society and
current emplovment prospects (Fahey and Fitz Gerald,
1997).

Dependency Rate:

*  This i1s driven by changes in the age structure of the
population, which have in recent years led to a significant
fall in dependency levels, thereby providing an automatic

boost to the growth in GNP per head (Figure 2.3).
2.3.3. LONG-TERM UNEMPLOYMENT

Trends

Long-term unemployment (LTU) was very high in the 1980s,
reaching 152,000 (or over 67 per cent of towal unemployment) in
April 1987, It declined noticeably during the economic upturn in
the later stages of that decade; by April 1990 it had declined 1o
109,000. However, with the renewed onset of recession during the
early vears of the 1990s it began 1o drift upwards again and reached
a recent peak of 128,000 {or 61 per cent of total unemployment) in
April 19947

Since then LTU has fallen significanily, but according to a
somewhat uneven trend pattern. The toual fell by 25,000 1o 103,000
in the year 1o April 1995, It then remained static for a period of a
vear or so and then showed another very substantial decrease, of
some 40,000, in the two vears up o Apnt 1998, By the later date

® Adl the conployment and unemployment figures quoted in this section are. unless
otherwise stated, Labour Force Survey (LLFS} estimares.
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the total number of persons out of work lor more than a vear had
fallen to 64,000, or just over 50 per cent of wotal unemployment.

In summary, the figures in Table 2.2 reveal that the bulk of the
dectine in overall unemployment in the boom period from 1993 1o
1998, related o the fall in LTU. During this time, 1ol
unemployment fell by 93,000, of which 62,000 can be atinbuted to
the decrease tn the number of long-term unemploved persons.

Table 2.2: Trends in Long-Term Unemployment (LTU), 1983-1998.

Year = Unemployeéd LTU ~ ~ LTUShare = Proportion
‘ Leaving LTU
{'000) ("000} % %
1983 180.7 67.0 371 - \
1984 204.2 96.0 47.0 469 !
1985 2215 145.0 65.5 29.0 :
, 1986 226.4 148.0 65.4 33.2 |
1987 225.4 152.0 67.4 32.9
1988 217.3 1422 65.4 36.9
1989 197.3 126.9 64.3 41.6 ;
1980 174.5 109.4 62.7 44.6
1991 197.8 117.9 59.6 32.4
19892 2067 1185 56.4 41.1
1993 220.0 125.4 57.0 39.3
1994 211.1 1283 50.8 41.7
1985 177.5 103.3 58.2 51.1
1996 178.9 103.3 57.7 418
1697 159.1 86.3 54.2 51.8
1998 126.6 63.5 50.2 60.1

. - - — - - - - - - - - - - 4
Sources: Central Stavistics Office. Armial Series of Labour Force Surzeys. Figures for
1983 10 1997 relate 10 mid-April. Data for 1998, 1aken from the new CSO
Quarterly National Houselold Survey. represent an average for the months
of March, April and May.

Underlying Factors

It is of interest 1o consider the reasons for the recemt sharp fall in
long-term unemployment. A number of different causative factors
are evident. It should be noted that over the period in question the
stock capacities of several labour market programmes specifically
targeted at the LTU were substanually increased. The numbers
accommodaied on the Community Employment (CE) programme
were increased from 21,000 to 40,000 in 1994/93; afier s
introducuion in 1993, the capacity of the Back 1o Work Allowance
Scheme (BTWAS) underwent continuous expansion, reaching a
level of 27,000 in 1998.%° It is also likely that a further factor
contributing to the decline in unemplovment generally related 1o
the more siringent applicauion of eligibility condivions for the
receipt of unemployment benefits.™ especially in the altermath of

3 Fhese measures are deseribed in Section 4.4 in Chapter 4.

% Reecent Live Register irend figures (given in Appendix A2, Table ALY are of
relevance here. These show that some two-ihirds of the decrease in the total registered
unemployed over the two yeurs to Aprl 1998 can be atributed to LFU persons.

l['l(ll'.t:(i a Slll).‘:“:\ln i.."l] pﬂl't l')f |]li.‘l (ll:c]i['l[: I'C]ﬂlt:({ Lo ])Cl'.\()”b \\'1[(‘ ]Ill(l bi:(:l] lll]cil}!’lo)’l:(l
for a very long time, i.e. up 1o three years or more. Even allowing for the impact of
"I'.]llj)c)‘\'l.:l' .\u])j“‘"l‘l Schl:"lﬂﬁ. llli.s i.5 SO“]!:\\'II'.I: “llc}]ﬂl'ﬂctﬂ['is[ic. as ill [)ﬂ:['i.l:‘(ls Uf
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the publication in September 1996 of the special CSO Lizve Register
Repon.™ The survey based unemployment esumates used in this
analvsis are not, of course, dependent on the receipt of benefits,
but it is likely that the receipt or otherwise of such payments would
tend to condition the replies received from individual survey
respondents.

Even when allowance is made for aspects such as deadweight
effects (which would tend 1o apply particularly in the case of the
BTWAS measure), the above analysis suggests that, a1 best, a minor
proporiion of the decrease in long-term unemployment tha
occurred between 1993 and 1998 can be attributed 1o unassisted
transfers from unemployment into the open labour market.

2.3.4. REGIONAL ECONOMIC AND SOCIAL PROFILE

In the analysis of regional development it is important for pohicy
makers to review as many indicators of economic and soaal
differences as possible, since the choice of indicator can have a
significant influence on the conclusions arrived at, and also on what
might be regarded as the most desirable interventions. In this
section we look at some of the indicators which are used 10
illustrate the extent of disparities in development beiween regions.
A more detailed review of these indicators is comained in Appendix
A

In Table 2.3 we look at six different indicarors of regional
differences. namely output per capita, producuvity, disposable
income per head, unemployment rates, the proportion long-term
unemployed and the population density. The table includes a
ranking of these indicators by region in square brackets.

The most widely used indicator, Gross Value Added (GVA)
per capita, suggests a three-way classification of regions which 1s
used in most analyses. The East (Dublin and Mid-East) has above
average per capita output — 121 per cent of the average. The
Southwest, Midwest and Southeast combined have output per capita
which is close to the average lor the State as a whole - 97 per cent.
Finally the West, Midlands and Border regions have combined
output levels which are only 74 per cent of the average for the towl
economy.

This ranking of the regions using ouiput per capita in 1995 is
preserved when we look at an index of productivity (GVA per
emplovee), however i1 is essential that these data are interpreted

cconomic expansion it is usually che better endowed short-term unemployed who tend
te be absorbed inte employment first. The cvidence suggests, therefore, that this
period saw the exclusion from the Register of many long-term or semi-permanent
registrants of questianable eligibility. The wends as deseribed can be observed with
greater clarity in Appendix A2, Figure A.1, which shows the movements n Live
Register retention ratios (or probabilities) for the transition between differcar duration
of registration categories ever the period from April 1990 to Aprl 1998.

2 CSO (1996). Uncmployment Statistics. Study of the Differences between the
Labour Force Survey (LFS) Estimates and the Live Register. September 1996, This
study revealed, inter alia, that over 10 per cent of persons on the Live Regisier were in
full-time employment.
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with due care. Macroeconomic data on output and exports in
Iretand can be seriously distorted due 1o profit-switching transfer
pricing in the multinational sector that greatly inflates reported
production. These distortions are concentraied in a sub-set of
sectors - speciality chemicals, software reproduction, computers
and certain food products — which are characterised by verv high
profitability, high value-added and a very low labour share of value
added (Honohan and Maitre, 1998). Therefore interpretation of
these producuivity indicators is paruially nusleading, since the East
and Southwest have a concenirauion of these high value added
industries (Sourhwest Regional Authority, 1998).

Table 2.3: Ranking Output, Productivity, Unemployment and Population Density by Region

1
i

Region® ~ Tindex  GVA index GVA T " index ~ “Unemp, ~  Long-Term  Population '
per capita per Disposabie Rate 1997 Unemployed Density
1995 employee Income 1995 % of Total 1996
1995 1997
Dublin & 121 1) 16 [1] 122 1] 12.8(7] 57 [5] 1148 [1]
" Mid-East 97 [2] 8801 511(3) 571(2)
i Southwest 106 {2 10 2] 92 [5] 10.2{2] 59 (8] 45(3]
Midwest 85 (3] 92 (3] 92 [6] 11.9 (5] 511[2) 40[4)
Southeast 86 14) 89 (4] 8817) 12.7 186) 57 (6] 42{5)
Border 77 (5} 81 [5] 80 (8] 14.7 (8] 58 (7] 331(6]
Midlands 72 [B) 74 (6] 93 4] 10.2 [3] 56 [4) 3 (7]
West 70{7) 71 [7] 94 [3] 10.4 (4] a7 [1] 25(8)
State 100 o i 1_00 L 100 _ o 11.6 54 53
Noue:: ‘Index GVA per capita 1995" and 'Index GYA per employee 1995 are only available for the Dublin and

Mid-East regions combined.
Sources:  See Appendix A3 for details.

Nowwithstanding these cavents, the output data do suggest that
10 promote a convergence in per capita GVA or productivity among
the regions, it will be necessary o facilitate a significant shift away
from agrculture towards higher value-added manufacturing and
services in the regions with lower average productivity levels.

Table 2.3 also contains an index of disposable income per head
in 1993, The change in the ranking by income compared to output
across reglons is striking. Using income data the Southeast region
ranks second lowest aflier the Border region, while the West and

¥ These regions are defined as: Dublin (Dublin, Dun Lacghaire. Fingal. South Dubliny: Mid-Easi (Kildare, Meath
and Wicklow): Southwest (Cork. Kerry): Midwest (Clare. Limerick, Tipperary North Riding): Southeast (Carlow,
Kilkenny, Tipperary South Riding, Waterford, Wexford): Border {Cavan, Donegal, Leiteiin, Louth, Monaghan,
Sligo): Midlands (Lawise. Offaly. Longford, Wesuneath): West (Galway, Mayo. Roscommnony).
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; Midlands are close o the economy-wide average. Furthermore the
f range of the distribution of income s more compressed (30-122)
} than that for output (70-121). Clearly a very significamt amoun: of
l income redistribution is being achieved through the tax and welfare
i system.

1’ Again we must be cautious when ranking regions by income
| level. For example these income dawa do not take account of
[ regional differences in the cost of living which tend to be higher in
I urban areas, the higher costs of congestion and environmental
f poliution in urban areas, and the higher cost of provision of
| infrastructure and services in rural regions.

J In contrast 1o these output and income measures, neither the
overall unemployment rate nor the share of long-term unemployed
in total unemplovment vary greatly across regions. In so far as
there is a divergence in unemploymen rates. the ranking shows
that the highest unemployment rate was in the Dublin region, at
12.8 per cent in 1997, which was second only 1o that in the Border
area (147 per cemt). This persists despite the very low
unemplovment rate in the Mid-East region around Dublin. The
Midlands and the West both have unemployment rates below the
national average.

In absolute terms the largest concentration of unemployment
is in Dublin, ironically, the region which performs best both on
output and income measures. [n the 1996 Census of Populatzon the
CSO  idemtilied 110 unemployment blackspots wath average
unemployment rates of 37.6 per cent. The vast majority of these are
in the major urban centres: 47 in Dublin, 12 in Cork aty, 11 in
Limerick oty and another 3 in Waterford city. Most of Lhe rest are
in counties Donegal (17}, Galway (9) and Mayo (7).

The final column in Table 2.3 includes the ranking of regions
by populauon density. The overall density of population in Ireland
is very fow by international standards and the settlement pattern is
particularly weak. Dublin is over five umes the size of Cork while
there are only three other cenires with more than 40,000
inhabitants. All are located on the coast, thus significant portions of
their potenual hinterlands are abseni. Bevond the commuter
hinterlands of the largest centres, there are only another five
centres with populauons between approximately 18,000 and 30,000.
The setlement hierarchy is especially weak throughout most of the
Border and West regions and in remote coastal parts of the
Midwest and Southwest,

lL 1s interesting 1o examine the recent dvnamics of regional
development. In Table 2.4, we show the growth rates in per capita
output, incomes, employment and population in each of the regions
in the 1990s. The differences between the ranking of regions by

output and income, driven mainly by productivity differcnuals, is
refllected in the ranking of their respective growth rates, While per
capria output growth between 1991 and 1995 was highest in the
Fasi, income growth beiween 1987 and 1995 was highest in the
Midlands, followed by the West. As menuoned earhier, this 15




THE MACROECONOMIC CONTEXT 47

because the contribution of the wxation and wellare systems 1o
houschold disposable incomes, as well as EU funded income
supports, have been greatest in the weaker regions.

Table 2.4: Change in Regional Indicators in 1990s
Region GVA per Household ~  Employment ~ NonAgric. ~ Population ~
Capita Disposable Employment
Income
% change % change % change % change
1991-95 1987-95 1993-97 1991-96
Dublin & 421} 17 [4} 1713] 1713] 3[2]
Mid-East 18(3) 34 1) 381} 70]
Southwest 40[2) 516) 13[4] 16 (4] 33]
Midwest 40[3) 1(8) 12 (6] 16 [6) 26]
Southeast 33[4) 5(7) 1l 13{8) 2(5)
Border 30 [5) 17[5) 10[8] 157 118]
Midlands 32 (6] 28 [1} 23(2) 30[2) 17
West 29 [7] 18 (2] 12(5) 16 [5) 344]
State 38 13 _ 16 18 3
Note: *GVA per capita, % change 1991-95" only available for the Dublin and Mid-East regions combined.
Sources:  See Appendix A3,
The pattern of growth in employment, and in parucular non-
agricuitural employment, varies more widely across regions than

the growth in output per capita. Notably the growth in employment
in the weaker Midlands region between 1993 and 1997 was just
under 30 per cent, well above the natonal average of 19 per cent
and the rate of 17 per cent in the Dublin area. This is probably
attributable in part 1o the emergence of long distance commuung
[rom many paris of the Midlands region to the Dublin & Mid-East
region — the Labour Force Swrvey records workers by place of
residence.

In the most recent inter-censal period the Mid-East region had
the highest rate of population growth. Galway was the most rapidly
growing aty while T'ralee had the highest growth rate among the
next ter of towns. More detailed micro level analysis of the paviern
of populaton change reveals the extent to which growth has been
concenirated in and around the largest urban centres, followed by
the county towns and their contiguous rural areas (see map
following). Corridors of growth can be detected in the rural arcas
adjacent to major sections of the national roads. Finally some
growth is occurring in coastal regions and in some scenically
attractive inland areas. By contrasi, exiensive areas of decline are
evident throughowt the Northwest and West, and in pans of the
Midlands and central Munsier. The extent of decline 1s greatest in
the relatively more rural traces away from the nauonal roads.

As discussed in Section 2.2.2 above, the pawern of regional
development within an economy is driven by a complex diversity of
interacting factors. ‘The performance indicators reviewed here
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2.4

Assessing
Ireland’s
Infrastructure

confirm this complexity; in that, while there is a clear ranking of
regional performance in terms of productivity levels, the pattern of
employment growth and the incidence of high unemployment are
not correlated with these productivity differentials. A significant
system of transfers through the tax and welfare systems to the tow
productivity regions, substantially narrows, and in some cases
reverses, regional differentials, as measured by income. High inter-
regional migration to urban centres has led to a pattern of declining
population density in some rural areas. An important side-effect of
this has been the marked differences in infrastructural usage, mith
growing problems of congestion in a number of urban centres. Iuis
desirable therefore to devise a regional development strategy to
ensure a more balanced pattern of settlement and economic
development. This issue is taken up in Chapter 3.

In this section we look at the available informauion on the current
state of Treland’s physical infrastructure, human capizal and R&D.
Before examining each of these in turn, we first look briefly ac
Ireland’s siock of infrastructure relative to our EU partners. In
most comparisons Ireland fares badly. Hlowever such comparisons
are fraught with measurement and comparability difficulues. Tn
addition, it is arguably more relevant to assess the existing stock of
infrastructure relative 1o the needs of the domestic houschold and
commercial sectors. Plannming for our future infrastructural
requirements must not only take account of exisuing pressures but
also prepare/allow for future demographic and economic changes
which will impact on the demand lor infrastructure.

The ongoing demographic and social changes in Ireland, identified

in Section 2.3.2 above as factors comributing to the rapid growth in
the economy, are also driving the strong growth in the demand for
housing, and the nise in net household formation, in recent vears.

The strong increase in the level of economic acuvity has also

increased the demand for infrastructure in the commercial sector.
These two imerrelated factors have placed enormous demands on
the existing physical infrastructure. In Section 2.4.1 we look in turn
at housing, transport infrastructure, water and environmental
services, telecommunications and energy infrastructure. Section
2.4.2 reviews the current level of invesiment in human capital, while
Section 2.4.3 looks at the level of public investment in R&D.

While Ireland’s income per head ts converging towards the EU
average, the relatively recent nature of the convergence means that
the accumulated wealth of the country, represented by physical
infrastruciure and  accumulated human capital, is significantly
inferior 10 countries which have enjoved a simitar standard of living
for many years. The other EU member states, with the exception of
the cohesion couniries, have been invesung in  physical
inflrastructure for many vears and have built up a much bigger stock
than is the case in Ireland. Many of them also undertook major
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investment in education in the immediate post-war vears. As a
result, the standard of living in Ireland, broadly defined, is sull
somewhat below that of our European neighbours.?® The gaps in
endowment occur not only in obvious areas such as transport and
sanitary services but also in housing and in the average human
capital endowment of the labour {orce.

If we want to achieve a European standard ol living, Ireland
will need to invesi considerable resources over many years o
develop a European sivle infrastructure. However, deciding what
constitutes a Buropean style infrastructure in an Inish context is
difficult. Straight comparisons of our endowments with those of
other countries are problematic, since infrastructure refllects the
unique features of population density, urban hierarchy, climate, as
well as the demographic and industrial structure. In essence what
we are saving 1s that no two countries are the same. As a result, the
data that are available, such as the level of waste water treatment or
kilometres of motorway, mav often be misleading.

Most attempts at cross-country comparisons, such as the
World Competitiveness Yearbook, rely on some method of ranking
countries, for example data from business surveys. Such “soft” data
are inevitably highly subjective. While Ireland emerges reasonably
well from comparisons of overall competitiveness, we fare much
worse in  terms of infrasiruciural provision. The World
Competitiveness Yearbook (1997) ranks us only 22" out of 48
countries in terms of infrastructure.

There have been two other recent attempts at assessing where
ireland ties in  terms of infrastructure. The National
Compeutiveness Counal’s first Annual Competitiveness Repon for
1998 secks to assess the country’s overall competitiveness, of which
inlrasiructure is just a part. ‘Filling the Gap’ — the Nature, Scale and
Costs of Ireland’s Infrastructure Deficit, published by IBEC (1998) is
more narrowly Tocused. Both identify a number of deficiencies
particularly in environmental services and transpori. In addition, as
indicated below, there are serious gaps in the areas of housing and
in our endowment of human capiial.

Most importantly. though, we can not just compare the
curremt state of infrastructural provision — we must look at its likely
evolution, boith domesucally and abroad. In parucular. the rapd
increase in the number of households will result in increased
demand for electricity. sanitation and transport requirements (both
public and private) with consequential implications for fuiure
mvestmen needs. Increased consumpuion and higher emplovment
levels also place their own demands on infrastruciure. Altogether
this means that whatever infrastruciural deficits exist at present,
they are likely 1o be significantly exacerbated unless there is
considerable further investment, whether it be through public

#* Without the intervention of the structural funds the standard of living would be
significanily lower than it acually is (Honohan, 1997).
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provision, through the actions of the private sector or, by a
combination of both.

2.4.1. PHYSICAL INFRASTRUCTURIZ

Housing

Any comparison of Ireland with other EU countries shows up a
major gap in our endowment of housing. This is a legacy of both
low investment over many decades and a very rapid change in
demographic structure. As shown in Figure 2.8, the number of
dwellings in Ireland per thousand population s far below that in all
other EU countries shown.* In the past, because of the very high
proportion of children in the population, the housing needs were
lower than in other countries. However, the rapid fall in numbers
of children (Figure 2.9), and the rapid rise in the number of voung
adults, is now putting huge pressures on the housing secior.
Furthermore, with a small populaton aged over 63, very few
dwellings are being released through deaths. As a result, 1t will be
many vears before the housing stock approaches an equilibrium
level where new entrants to the housing market balance the
aumbers exiting.

Figure 2.8

Housing Stock

per 1000 population, 1995

g

Auttria Nethertands UK
Balgium Swecen
Source: £U Commission Housing Sinlistics (Swaden 1991)

The result of this deficiv in the stock of dwellings is that many
individuals and couples, who in other EU countries can set up
independent  households  in their wwenues, in lreland  find
themselves residing with their parents. or in other unsausfactory
circumstances. In order to try and make good this deficit an
exceptionally high proportion of domesue income 1s currendy
being devoted towards bullding new dwellings. As shown in Figure
2.10. Ireland is currently building around twice the number of
houses per head of population than is the case in other EU
COUNCres.

3 figures were available for Spain it would probably show an even lower cndowment
than for Ireland.
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. Figure 2.9

Children per Household

1971 1981
Source: Census ol Ireland and ESAI Projections

Figure 2.10

Dwellings Built

per 1000 inhabitants, 1994, (ireland 1997)

Source: Eurcstat: Basic Economic Statistics

The under-endowment in the number of dwellings is only part
of the problem. The provision of dwellings 15 not just a simple
construction job, as a wide range ol other wvpes of physical
infrastructure, namely, sanitary services, roads, public wransport, as
well as social and recreauvonal facilives. will also need 10 be
supplied. While .private sector invesument 1s gradually improving
the deficiencies in the numbers of dwellings, there is a huge wask {or
the State in orgamsing the provision of all the other forms of
physical infrastructure essential 1o a modern society. We discuss
below the gaps in infrastructure in some of these areas and compare
the situation in Ireland wath that in other EU countries.

Transport

The boom in the population of working age in recent vears, the
related strong growih in car ownership and the very rapid increase
in the level of economic activity have all contributed to the very
rapid increases in the volume of waffic on our road neutwork, public
transport systems and through the air and sea ports.
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Table 2.5 presemts some international comparisons on the
length of paved roads in 1996, expressed both in terms of densuy
by area and density by population. In comparing these figures it
must be borne in mind that they do not account {or differences in
road quality as measured by the condition of the road surface.
Looking firstly at the density of Irish roads, as measured by
kilometres of paved road per square kilometre of land area, we can
see that Ireland is somewhat below the EU average.® In terms of
total roads lreland lags substantially behind other EU Member
States.” The most siriking outlier is the percentage of the Inish
road network that was of movorway siandard; in 1997 lreland
ranked the lowest in the EUL

Table 2.5: International Comparison of Road Density by Type of Road Expressed as a
Percentage of the EU Average

Country

lreland (1997}
Austria
Belgium (1995)
Denmark
Finland
France
Germany
Greece

f1aly
Luxembourg
Natherlands
Portugal (1995)
Spain
Sweden
UK

AlilRoads  Motorways  National " Regional ~~ ~  Other
88.36 5.32 €6.11 53.75 93.54
99.83 89.60 99.89 76.23 97.75

304.33 255.23 357.23 - 353.35
107.78 95.47 7419 53.17 116.45
14.92 5.95 31.61 27.78 8.88
105.83 81.19 44.34 208.74 76.45
115.03 148.00 100.97 68.63 118.33
57.50 16.64 59.73 76.64 47.90
68.25 147.42 134.87 126.58 39.42
120.43 207.91 279.09 237.08 74.90
197.16 264.06 43.95 66.36 228.19
48.47 34,91 85.29 207.26 -
44.31 71.75 39.70 88.98 28.99
19.89 13.81 28.30 59.83 7.15
98.85 62.63 54.66 47.92 108.62

Where not otherwise stated the dara refer 1o 1996, Caleulated using data from the frzernational Road Federation,
World Roud Siatisiics, 1998, and the Departnent of the Environmeni. Public Roads Inventory, 1997,

3 The low density of paved roads o Finland and Sweden is explined by the climate of
these countries and the fact that their populations are relatively small and concentrated
in a comparai ively small geographic arca.

# Different national definitions of regional and ether roads make a comparisen of these
types more difficult.
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When measured relative 1o the population, however, Ireland
has an extensive network of public roads. In 1997 Ireland had 38
people per km of road, versus an average in the EU of 96 (see Table
A9 in Appendix A.4). This reflecis both a low population density,
and the fact that many minor roads, which would be private roads
in other EU counuries, are public roads in Ireland.

Table 2.5 shows that there 15 a wide varauon berween EU
countries both with regard 10 the density of the road network and
the wvpe of road. Roads are not evenly distributed within countries
either. Indeed, Table 2.6, shows the distribution of roads within
Ireland. While the Dublin and Mid-East region have the highest
density of roads, it is important to bear in mind that a much larger
population uses these roads. The opposite can be observed lor the
Midwest, Midlands and West regions. The Border and Southeast
regions have a reasonably high road density and a low populauon
(more detailed data on the regiomal breakdown of roads by road
type are contained in Appendix A.4).

Inter-Urban Roads

The recent Road Needs Study, prepared for the Nauonal Roads
Authority, concludes that, of the total of £5,205m which is required
to be spent on identified improvement works up to the year 2019,
aimost half consists of the completion of works imiuated during the
current programme, or of backlog. This backlog reflects low rates
ol investment during the 1980s and the impact of a very fasi rate of
traflic growth in recent vears. Thus over £2.4 billion of road works
should already have been completed in order 1o meet the current
minimum level of service specified in thai study. Note also, that
this figure relates only to inter-urban secuons of the Nauonal
Primarv and Natonal Secondary Networks.

Rural Roads

The extensive network of regional and county roads has received an
allocation for improvement under the current CSF. Heavy vehicle
traffic 1s nising sharply on parts of this network, resulting in high
physical depreciation of road pavements and bridges.

Table 2.6: Regional Distribution of Roads in Ireland Expressed as
a Percentage of National Average

Region Road Densily Persons per km of
{km/km?) Roads
Dublin & Mid-East 114.59 309.37
Southwest 102.57 77.11
Midwest 97.60 72.63
Southeast 102.59 71.39
Border 107.38 54.90
Midlands 86.98 63.73
West 88.30 50.88

Caleutlated using data from the Department of the Envirormen, Natonal Roads
Inveniory, 1997, aud the CSC Cernsus of Population, 1996,
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Urban Transport Sysiemns

Dubhlin currenily relies on a public transport svstem that s largely
bus-based. There is only a limited network of suburban raslway
lines, some sections of which are already approaching capacity. The
performance of the Dublin Bus system is vulnerable 10 waffic
congestion, which increases journey times and reduces the de facto
capacity of the fleet. There are now capacity deficiencies on many
routes, partcularly in the morning peak.

Urban transport systems in the provincial ciues, which are
almost entirelv bus-based, are also coming under pressure.

The major delay 1o the LUAS project means that there will
have been a twentv-vear gap between the next expansion of fixed-
line wransit capacity in Dublin and the last, which was the
clectrification of the Bray-Howth railway line.

Mamline Rail

The Irish rail network is sparse relative to the neiworks of more
densely populated regions of the EU. Many lines have only a small
number (3 or 4) of daily rewurn services. The inter-urban network is
not electrified nor is it proposed to elecurify any lines.

In recent vears, there has been a substanual invesument in
mainline rail improvement, but some lines remain seriously
inadequate and will have to impose speed resuricuons unless track
and signalling systems are upgraded. There are also rolling stock
deficiencies.

Alrports

Dublin Airport is expected 1o cater for over 11 million passengers
in the current vear, double the number using the arrport as recendy
as 1992, Growth has exceeded the expectations of Aer Rianata, and
the airport now experiences regular peak time congesuon.
However, the capital invesiment programme has been accelerated,
and, on curremt projections, it should be possible 10 eliminate
congestion over the next few vears as projects currently under way
are completed. Improvements are also proceeding at Cork and
Shannen airports.

Seaports

The recent seaport capacity study has concluded that the situauon
at the major Irish poris is generally sausfaciory, although some
shorfalls in capacity could emerge over the next deeade depending
on the rate and pattern of wraffic growth.
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Water and Environmental Services

Solid Waste Disposal

Although Ireland has one of the lowest rates of solid wasie
generation per head in the EU, almost all of it is disposed by means
of landfill. The extent of EU environmental regulation (discussed
further in Chapter 4) is putuing increased sirain on landhill [acilisies,
especially when one considers that there is an almost complete lack
of recycling or incinerauon infrastructure, and many landfills are
renching the end of their useful life. Any replacements that are built
will have 10 be subject 1o the strictest environmental siandards.
There are economies of secale in this regard that could well be
exploited, but the capiial cost is likely to be high.

Water Supply

Ireland has some of the largest per capita venewable freshwater
resources of any EU coumry so in itheory there should be no
natural barriers 10 ensuring a secure supply of good quality water
throughout the country. Flowever the water networks are quite old
and in need of replacement, and polivuon from agricultural sources
is high. Furthermore, there is a verv high level of leakage in the
Irish water system. O’Connell (1992) estimated this at 33 per cent
compared 1o a recommended EU maximum of 20-23 per cent. The
increasing pace of economic development is putting further strain
on the existing infrastructure, especially in the West and around
Dublin. The need 10 comply with EU direcuves on drinking water
quality places an additional burden.

Waste Water Treatinent

Only 43 per cent of the population is served by waste water
treatment plants, compared with a figure of up to 90 per cemt for
many countries in the EU. This is largely a result of the scattered
nature of rural seudement in Ireland. It is no wonder then that
houscholds are responsible for over 60 per cent of all waste water
actually discharged into the environment even though most waste
water 1s aciually generated by industry. Significant investment 1s
necessary [or compliance with the “Urban Waste Water Treatment
Pirecuve”, which at present 1s met by at most 20 per cent of
households.

Telecommunications

An efficient state-of-the-art telecommunications infrasiructure has
increasingly become a prerequisite for the development of many
internavionally traded industries and services. This is especially true
in the case of Ireland given our current industmal structure. The
heavy weaghting in Ireland towards high-technology indusiries
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places a particular  obligation  on telecommunications
infrastruciure.

The significant investment in ielecommunications made in
Ireland in the 1980s gave us a comparative advantage with regard to
high-tech industry. This advaniage is steadily being croded as new
rechnology comes on-stream. The Forfis report, Shaping Our
Future (1996), idenuified in particular the capacity, cost and
availability of broadband transmission services as being essential 10
the efficiency of the high-tech secior and to Ireland promoting a
fully-developed information society.

In Table 2.7 we can see that in 1994 Ireland ranked the lowest
in the EU in terms of telephone hines per person with an average of
0.34 welephone lines per person compared with an EU average of
0.48. In a growth-theoretic coniext, Bougheas and Demuriades
(1996) formally test the relationship between both the road
network and telephone infrastructure with output growih for a
cross-section of countries, including Ireland. They find that Ireland
has a lengh of road network that optimises the equilibrium growth
rate (see above) but a number of telephone lines per population
that falls well short of what is required for opumisaiion of the
equilibrium growth raze.

Overall Ireland occupies a mecdium ranking among  the
indicators of telecommunications quality and avaitability. Although
we have one of the lowest raies of penetrauon  of
telecommunications in the EU (in terms of number of lines per
hundred people), as illustrated in Table 2.7 below, we do have high
levels of leased lines. indicating advanced use of
telecommunications by enterprises. Expenses per telephone
mainline ave relatively low, refllecting perhaps the relative modernity
of the sysiem. Mowever, the Naiional Competitiveness Counci
(1998) idenuifies the local access network as being a serious
infrastructural bottleneck. The relauvely low proportion of fibre-
optic cable is beginning 1o cause problems in terms of capaciy
availability and price.

Telecommunications costs affect both the cost of ourput and
the ability of firms 1o wake advantage ol new 1echnology. In spite of
significant reductions in prices over the last decade, the increasing
pace of liberalisavion internationally means that costs in Ireland are
fairly high compared 10 many countries, especially for leased lines.
Prices for local. nauonal and international calls outside the
European Union are among the highest in the EU. Furthermore,
increased competition in oiher countries means that this poor
position of Ireland in terms of relative costs could deteriorate.
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Table 2.7: International Comparison of Telephone Lines

Country Telephone Lines in 1994
In thousands Per Person

Ireland 1,240.0 0.34
Austria 3.681.4 0.46
Belgium 4,526.3 0.44
Denmark 3,123.0 0.60
Fintand 2,780.0 0.54
France 31,600.0 0.54
Germany 39,200.0 0.48
Greece 4,976.2 0.47
ltaly 24,5420 0.42
Netherlands 7,830.0 0.50
Portugal 3,4443 0.35
Spain 14,685.4 0.37
Sweden 5.967.0 0.68
UK 28,388.6 0.48
EU average 11,680.4 0.48

Source: World Bant World Developmen: Report 1994 and Eurostat Communications
Indicators 1995.

Energy

From the consumer’s point of view (be it domestic, commercial or
industrial) energy infrastructure is only important so long as his or
her requirements can be securely and consistently met at a
compeutive price. By and large, the present energy infrastructure
has managed to achteve this. Eleciricity costs, although higher than
those in Britain for the smaller indusirial consumer, are at worst
comparable to conunental European couniries and recent changes
i1 price siructure, as well as impending liberalisation, should further
redress the balance. Petrol and diesel prices are among the lowest in
Europe and even allowing for the present excepuional exchange rate,
they have fallen significandy behind those in the UK. The
supplementation of indigenous natural gas supplies with imported
gas by the interconnecior with Scotland has helped keep gas prices
compeutive, although higher than in the UK. In any case most of
the couniry’s industrial base is not in energy intensive sectors and
so not parucularly price sensiuve.

However, maintaining this posiiion into the future will require

significant investment. The existing elecuricity generating stations
are operating at or near peak capacity and with electricity demand
growing at 3 or 4 per cent per vear, it is hikely that there will be an
ongoing need for new plam. For Dboth commercial and
environmental reasons this new plant s most likely 10 be gas-
operated. To service the projected increase in demand and to
maintain security of supply. a second gas interconnecror will
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probably be necessary within the next five years® (See Chapter 4,
for more details).

The above must increasingly be balanced against environmental
constraints, most notably in regard to global warming. Ireland faces
a relatively sirict target for reducing emissions of greenhouse gases,
the principal source of which is carbon dioxide from burning fossil
fuels. The regulatory environment, both at a nauonal and at a
European level, will need to ensure that the costs involved do not
have a disproporiionate effect in this country.

While some progress has already been made in this regard (the
recent compettions for new renewable energy electricity generation
are one successful example), this will need 1o be matched in other
areas, such as domestic and indusirial energy efficiency, and, above
all, in transport.

2.4.2. HUMAN CAPITAL

Unlike the rest of Northern Furape, Ireland did not make a major
investment in expanding investment in human capital in the years
immediately after the Second World War. It was not unul 1967 thau
free second level education was inwroduced. Since then, in parucular
in the vears after 1980, there has been a major increase in
participation in education at both second and third level. However,
the low level of investment in the 1950s and the 1960s has left a
legacy of problems voday.

As shown in Figure 2.11, the legacy of a long period of under-
investment in education 1s that much of the labour force 1oday have
very limited educational qualifications. lreland stands outr among
countries in Northern Europe as having the highest proportion of
its labour force without second-level school leaving qualifications.

Figure 2.11

Education of Labour Force
Labour force aged 25 to 64, highest level completed, 1995

sl
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Source: OECD Ecucaton at a Glance, 1887

3 Alicrmively., if there is a significant gas find off the West caast there will need 1o be
a major investment i transmission infrastructure within the couniry.
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Figure 2.12

Educational Attainment, Females
1996, by age, % of population
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Source: CSO Labour Force Survry - Macrodala Fies

However, the extent to which the last twenty vears of
investment in human capiwl is changing the situation in Ireland is
shown above in Figure 2.12. While 50 per cent of women reaching
reuring age ioday have only primary education and under 10 per
cent of them have third level education® the situation is reversed
for the cohort of 23 10 29 vear olds. Around 6 per cent of this larter
group left school with only primary education and 35 per cent of
them had completed ihird level education. For the cohori of
women aged 20 in 1996 over 50 per cent of them had a third level
qualification or were in the third tevel system® so that the rise in
parucipation rates is still contnuing. As shown in Figure 2.13, by
1995 the participation rate for 18-vear-olds in Ireland was broadly
similar to that of many other EU countries, though signilicantly
higher than for the UK, Portugal and Spain.

Figure 2.13

18 year olds in Education
Propartion of Cohort, 1985

3

&
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Q

Source: QECD Educabon at p Glance, 1997

The contrast between the education levels of the labour {orce
as a whole (Figure 2.11) — broadiy the stock of human capital - and
educatton levels of the current cohort of those of school and
college age groups (Figure 2.13) « broadly the rate of accumulation

#* The situation is generally slightly inferior for men.
4 Source: Centsus of Ireland, 1996, For men the proportion aged 20 who had completed
third level or were still in it was around 43 per cent.
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of human capital — indicates the progress that has been made in the
past iweniy vears. Nevertheless, in the late 19805 there were sull
many children leaving school without qualifications. Research
undertaken in the late 1980s indicated thar the absence of any
educational qualificavions among many school leavers leflt them
seriously ai nisk of spending much of their lives unemployed. As a
result successive governments over the 1990s have iargeted the
problem of early school leavers and further significant progress has
been made in increasing participation up to at least junior certificate
level.

The data on parucipation, however crude a measure of
investment in human capiial, do suggest that the current rate of
investrent in Ireland is broadly on a par with the LU average. This
means that, over time, even without further improvement, Treland’s
endowment of human capital will approach the EU norm.
Flowever, there remains a significant portion of the labour force
who were failed by ithe education system in the past and who, as a
result, are suffering significant labour market disadvantage today.

This analysis suggests that the current high rate of investment
in human capital is broadly sausfactory, though measures are
needed to make good some of the faittures of the past. In paruicular,
for those who are currently over 23 and suffering from long-term
unemployment, a shoriage of skills and low educational attainment
are serious problems. In fact it 1s well known that Ireland has a very
low proportion of mature students in third level. We discuss later in
Chapter 4 measures to tackle these problems. .

2.4.3. RESEARCH & DEVELOPMENT

The literature on the determinants of economic growth places a
high priority on the role of capital accumulation in the form of
“knowledge capial”.  In  addivon there are numerable
microecconomic siudies which indicate substanual internal rates of
return 1o investment in R&D. These high raies of return imply that
R&1D investment has the classic public good characterisuies
suggested in the growth literature (se¢ Appendix Al for a
discussion). This is the standard argument for State intervention
and support. Of course R& DD in practice covers a broad range of
activities and many of these will not display these characterisucs
and thus will not require State involvement. The challenge for
policy makers is to devise suitable targeting devices 1o channel
resources o the true public good acuvities within the broad
investment category of R&D.

Internavional comparisons of R&D, suitably scaled, prowide
data which give a rough indication of the appropnateness or
otherwise of the level of R&D iavestment within the country (see
Table 2.8). The avaitable evidence suggests that, overall, Ireland has
a low level of toral R& D) investment by international standards. The
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Table 2.8: International Expenditure on R&D, 1995 '

Country

New Zealand
Finland
Netherlands
Denmark
Norway

EU average
QECD average
Portugal
Ireland

Total R&D as %of GDP  Public Sector R&D Government
as % of GDP Funding of R&D as

% of GDP

1.03 0.41 0.49

2.32 0.40 1.00

2.04 0.38 0.81

1.82 0.33 0.76

1.65 0.30 0.88

1.84 0.30 -

2.16 0.26 -

0.60 0.16 0.51

1.40 0.14 0.37

Sonrces:  Swaze Drvestment in Science and Technologv, 1997, Forfis (1997):; Mechanisms for Prioritisation of State
Expendiaeres on Science and Techology, Forfis (1998),

2.5
Conclusion

international gap 1s also apparent in the level of governmem
funding of R&D in all sectors of the economy. In particular, while
the level of funding of R&D in industry is by now close to the EU
average, due in large part 1o support under the CSF, the comparable
figure for R&D performed in higher education and the public
sector indicates a persistent gap. And while public funding of R&D
has been rising steadilv since 1986, the increase has been {rom such
a low base that in 1995 Ireland’s level was less than half that of
Denmark’s and even fell below Portugal’s.

International compansons of any indicator of R&D can only
be tnterpreted as providing a crude indication of whether or not
vestment 15 close 10 being optimal. Because countries have
different invesitment histories it will be impossible 1o discern from
such companisons whether additional investment will vield higher,
lower or zero returns at the margin. A further caution relaies 10 the
relative openness of the economies included in this comparison and
i parucular o the relatve imporiance of Foreign Direct
Invesimens  (FDI) because multnational companies  ypically
conduct the bulk of their R&D in the parent rather than the host
country. An indusirial policy sirategy, which emphasises the
aggressive promouon of FDI, mav well have the consequence of
permitting only a residual role for R&D investment in the
development of indigenous indusiry. To counterbalance this, I[rish
industrial policy has sought to encourage more of the R&D and
general management componenis of mulunational {irms w0 be
conducted within Ireland.

The Irish economy has expanded very rapidly in recent vears,
This is due in part 10 a sirong growth in the population of working
age and a general rise in education levels. Consequently, the
underlying preductive capacity of the economy has been increasing,
However, this same demographic change has also ied 1o a dramatic
increase in the rate of net household formation, which has placed
considerable pressures an the existing physical infrastructure. The
strength 1o the demand for housing and related services - transport.
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water and environmental services, telecommunications and energy -
is hightighting growing infrastructural gaps in the economy.

The sirong growth in private sector activity is a sccond, related
source of demand for physical infrasiruciure. The inaipient
tightcning of the labour marker highlights the importance of
tackling physical infrastructure gaps. lreland must retain its
attraction as a place where current and potential employces wish 1o
hive and work if our medium term growth potential is to be realised.
We turn 1o an examination of these issues in the next chapter.
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3. MACRO PRIORITIES
FOR INVESTMENT

In this chapter we describe a forecast scenario which projects a
continuation  of cconomic  prosperity over  the next decade.
Undmpumllu, this scenario s the assumpiion that the appropriate
mix of public investment, together with a re-ordering of investment
pnm iles and changes in cuhu aspects of public policies, necessary o
atain this relatively benign scenario are implemented. A detailed
examination of this scenario, and its sensitivity 1o shocks, provides
an essential basis for identifving where future growth is hikely 1o face
SCTIOUS CONSTIAINLS,

As discussed in Chapter 2, there are clear signs that the
CCconoOmy Is running into capacity constraints. Future growth will be
dependent on a rapid increase in the cconomy’s productive capacity.
The constrainis on growth are apparent in a number of different
areas. First, the rapid growth in the populaion of working age,
coupled with net immigration flows in recent vears, has led 10 strong
growth in the rate of net houschold formation, This has resulted in a
very rapid increase in the demand for physical infrastruciure, and in
particular housing and transport infrastructure. Second, the sirang
growth m the demand for skilled labour has led 10 incipient Iabour
shortages in certam sectors of the cconomy. ‘The ability of the
cconomy 1o meet this nsing demand in the future is Bited by the
available labour supply. In this context, the projecied slowdown in
labour supply prowth in the next decade will require a re-examination
of industrial and labour market policies. Finallv, the very strong
growth of the cconomy has put further  pressures on 1he
environment and on environmental infrastructure,

We suggest that the most binding constraint on luture growth is
likely 10 arise in the area of puhlic physical infrastructure. While
continuing to merit a high priority, investment in human resources
has .lllc.'ld\" benefited 10 a considerable exient from public policy
under the CSFs in the current and the previous plnning period, In
addition, changing demographic trends in the next decade will admit
a volume increase in spending on education per head with unchanged
overall expenditure levels. )

The growing success of the cconomy, fuclled by a very rapid
expansion in the private scctor, means that the need for st
mtervention in the market sector of the ceonomy will be reduced
compared 1o the current or previous planning periods. In so far as
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3.1

Medium Term
Growth
Prospects 2000-
2010

the private sector i1s experiencing shortages of private physical
capital it can remedy them through increasing investment. This
means that there should in principle be a substantial scaling back in
public expenditure on direct supports for industry, agriculture,
fishing, the services sector and tourism.

The examination of the economic prospects and investment
needs for the next decade highlights a number of crucial changes
compared to the economy of the past. Impending shortages of both
skilled and unskilled labour mean that, on unchanged policies, there
will be an appreciation of the real exchange rate. Second, there is an
imperative to change the stance of current industrial and acuive
labour market policies. Third, it 1s important that future investment
priorities be framed within an overall spatial planning framework
designed to ensure a more balanced geographical distribution of
economic activity.

The structure of this chapter is as follows. Section 3.1 presents
our central forecast of the medium term outlook for the Irish
economy and discusses some of the uncertainties and risks
surrounding this scenario. In the light of this analysis we then
identify the constraints which the economy will face over the
period 2000 to 2006 in achieving this medium term growth
potential. In Secuon 3.2 we consider what lessons this throws up
for the priorities for investment in the next planning period.
(Chapter 4 examines the individual investment requirements
associated with these priority areas in much more detail.) Section
3.3 discusses the national policy implications of the changing needs
of the Irish economy over the next decade while Section 3.4
outlines a regional development strategy. Finally, Securon 3.5
discusses the supporting policy measures needed to ensure that the
infrastructural needs of the economy are met efficiently. This
includes consideration of the importance of an efficient planning
process; the key role to be played by appropriate pricing of scarce
resources; and the possible benefits of restructuring of state
utilities, including increased use of public-private partnerships.

In Section 3.1.1 we present our central forecast of medium-term
prospects for the Insh economy. This medium-term scenario is
broadly based on the forecast in the Medium-Term Review (MTR)
published in April 1997 (Duffy, Kearney, Fitz Gerald and Shortall).
However the uncertainties surrounding this forecast have increased
as the economy, in the interim period, has grown more rapidly than
envisaged in the MTR. In particular there is a risk that rising
expectations and the problems of congestion may have an adverse
effect on competitiveness and ultimately on employment and
growth. In addition the current financial crises in Asia, Russia, and
South America increase the risk of a global economic downturn
which could have a negative impact on our short- to medium-term
growth prospects. We discuss these uncertainties in Section 3.1.4.
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3.1.1. THE CENTRAL FORECAST

The medium-term prospects for the Insh economy presented here
are based on the Medium-Term Review (MTR) central forecast
prepared in April 1997, updated to take account of recemt
developments in the economy.! This central forecast depends
crucially on the assumption that the public investment programme
and associated policies which we recommend in this report, and
which are described in detail in Chapter 4, are implemented in full.

The likely time path of growth has altered since publication of
the MTR and there must be some uncertainty about the full
implications of these changes. The growth rate in both output and
employment in 1996-1998 has been higher than anucipated in the
MTR. It now seems likely that the average growth rate for GNP
will lie in the range 6.0 per cent to 6.5 per cent for the period 1990-
2000, half a percentage point higher than in the MTR forecast. The
latest information on migration also indicates that the MTR
estimate of net immigration in the second half of the 1990s was 100
low and, as a result, its estimated population for 1999 is also too
low.

Figure 3.1

Output (GNP) and Income {(GNDI)

% Annual Growth, Five Year Averages O onp 0 GNDI
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While these revisions do not affect the long-term forecast
growth rate, they do help explain current developments in the
housing market. The growing demand for labour, and the resulting
rapid increase in employment, is giving rise to even more rapid
population growth through immigration of those in their late 20s
and early 30s. This is putting pressure on the existing infrastructure
more rapidly than was anticipated in the MTR.

The MTR forecast that growth would fall to 5 per cent a year
in the period 2000-05 with some further deceleration thereafter.

1 A revised Medium-Term Review is in course of preparation and it will be published in
summer 1999,
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This is the central forecast of the medium-term growth potential of
the Irish economy used in this report. The higher than expected
growth rate in 1996 and 1997 means that we expect some slowdown
in growth at the turn of the century, although the precise timing of
this slowdown is uncertain. For example, 1o the extent that labour
supply has risen due to increased female parucipation, there will be
less scope for it to rise in the future.

Figure 3.1 shows the forecast growth rates of GNP and
GNDI? (Gross National Disposable Income) over [ive-year
intervals. The growth of potenual output will probably reach its
peak in the second half of this decade, with GNP growing by over 6
per cent per annum in 1995-2000. We envisage a somewhat slower
growth in GNDI, which is a better measure of the change in living
standards. The difference berween these two measures over the
next decade arises partly from an expected deteriorauion in the
terms of trade. In addition we envisage some fall in net EU
transfers as a result of changes in the CAP and changes in the
extent of funding under the CSF.

Table 3.1: Central Forecast, Major Aggregates

L

1990-85 1995-00 2000-06 200510 H
Average Annual Growth Rates
GNP 47 6.3 5.1 4.3
Investment 19 10.7 46 43
Consumption Deftator 25 1.7 2.4 22
Empioyment, April 1.9 41 20 1.5
Labeour Force, April 19 28 1.6 1.3
Year
19596 2000 2005 2010
Net Immigration -1,900 6,000 4,800 13,600
Unemployment Rate, PES basis, % 133 7.9 6.0 50 |
Balance of Payments, % of GNP 34 1.4 33 X I
Exchequer,Bormowing Requirement, % _of. GNF. 1.8 -1.8 2.8 19

All data based on ESA95 definitions.

Details of the forecast movement in key economic aggregates
are shown in Table 3.1. On the basis of this forecast 1t seems likely
that Ireland should achieve the average EU level of income per head
by the middle of the next decade.

While this is an exceptional rate of convergence in living
standards measured as GNP per head, the situaton is less
exceptional when considered in terms of output per person
employed - national productivity broadly defined. As discussed in

t GNDI = GNP adjusted for rerms of trade and current wransfers from abroad.
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Section 2.3.2 in the previous chapter, on this measure the Irish
economy has been converging towards EU standards of
productivity fairly steadily since the 1970s. While we are presently
seeing some acceleration in the rate of convergence, this is not out
of character with the past 30 years.

The explanation for the contrast between the two measures,
GNP per head and productivity, lies in the movement in the
dependency ratio — the ratio of the population not in paid
employment to those who are. While Ireland sull has a dependency
ratio well above the EU level it will actually fall below the EU
average some time in the next decade. This contrast reflects the
window of opportunity that Ireland faces over the next 20 years.
The low dependency ratio, at a time when the ratio is nsing
elsewhere in the EU, will make possible a rapid rise in relative living
standards in Ireland.

Turning to the other aspects of our forecast, Table 3.1 presents
details of the lkely evolution of other key macroeconomic
indicators over the next decade. Throughout the slowdown in the
early 1990s employment growth continued, albeit at an attenuated
rate. With a return to rapid growth in the mid-1990s we have seen a
rate of employment growth unparalleled in the history of the state.
While it cannot continue at the current rate for long, itis likely that
the forecast period will see a further sustained increase in
employment. For the second half of the 1990s employment growth
is estimated to average 4.1 per cent a year, falling to 2 per cent a
year in the first half of the next decade and around 1.5 per cent a
year for the following five years.

In spite of the rapid rise in the labour force, this growth in
employment will be sufficient to absorb all labour market entrants
and contribute to a reduction in the unemployment rate from its
1998 level of 10.3 per cent of the labour force to 6 per cent in 2005.
As the rate of growth in the labour force slows from the
exceptionally high average growth in 1995-2000, we expect a strong
pick-up in net immigration towards the latter half of the next
decade.

The rate of inflation is forecast to average 2.1 per cent per
annum during the first five years of the next decade. There is some
uncertainty surrounding this inflation forecast. First, membership
of EMU will expose the economy to sterling movements. Such
inflationary pressure due to pass-through of sterling can be
expected to unwind over the medium-term, as occurred in 1998. A
more worrying development is the sign that the social partnership
approach to wage bargaining and to the development of public
policy, which has been an important ingredient in delivering
employment growth and rising living standards in the past, is
coming under pressure. Rising expectations could run ahead of the
ability of the economy to deliver and this could seriously endanger
the prospective rapid growth in output and employment in the
future.
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Finally, assuming the stance of fiscal policy over the medium-
to-long term will be consistent with that set out in the
Government’s Stability Programme 1999-2001, we expect the
Exchequer to maintain a surplus on the public accounts into the
next decade together with a substantial reduction in the national
debt. The public finances are discussed in more detail later in this
section.

Demograpbics, Human Capital Accumulation and Productive
Capacity

The combined effects of the educational revolution and
demographic change will continue to exert a major influence on
developments in the Irish economy through the next decade. The
long-term potential growth in labour supply is determined by three
factors, namely, the natural growth in the population of working
age, the participation rate (especially the female participation rate)
and migration. In addition rising levels of educational participation
will increase productivity levels as well as the growth in the
effective labour force.

The Irish population structure in the 1990s is unusually
favourable. The expansion in the labour force in Ireland and the
growth in human capital accumulation, broadly defined, is much
greater than in the rest of the EU reflecting different demographic
circumstances. The natural increase in the population reflects the
effects of the baby boom in the 1970s. In addition, there is, and has
been, a strong rise in female labour force participation rates, driven
by both economic and socio-cultural changes, and in particular
rising educational attainment among women. Finally the increasing
educational attainment of the labour force 1is increasing
productivity.

Over the medium-term we forecast that the growth in labour
supply will fall from the present exceptionally high rate of 2.4 per
cent per annum to 1.3 per cent by the end of the next decade.
Demographic trends mean that the natural increase in the
population of working age 15 slowing. Factoring in continued
increases in educational attainment and female participation rates
(see Fahey and Fitz Gerald (1997) for details), this means that any
additional expansion in the labour force over the medium-to longer
term will depend on substantial immigration flows.

Along with labour supply, the other factor that determines
long-run productive capacity is the capital stock. Since 1994, the
growth rate of investment has been well over 10 per cent per
annum. As discussed in Chapter 2, this historically very high rate of
investment can be partly explained by the failure of investment
growth to match the growth in output in the late 1980s and early
1990s. For example, in some areas of public investment,
expenditure estimates include a large backlog of investment
projects from earlier years (see Chapter 4 for a full discussion). In
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addition to this element of catch-up in public investment spending,
there have been very high rates of FDI inflows in recent years and
in the domestic market there has been very sirong growth in
building and construction investment in recent years.

We expect this very high rate of growth in investment to slow
in the first half of the next decade to something over 4.5 per cent
per annum. In 1999, the strong growth in public sector investment
is likely to continue, as projects under the current round of EU
funding are completed, so that the 2000-06 investment programme
will begin from a high base. Chapter 4 discusses in detail the
assumed profile and composition of public investment expenditure.
Our forecast also allows for some slowdown from the exceptionally
high rate of FDI inflows recorded in recent years in response to
global uncertainties.

The Goods Market: The Demand for Irish Output

It is the competitive position of the economy, broadly defined,
which will determine the level of output and the demand for labour
into the next decade. While the growth in labour supply in Ireland
may be much greater than elsewhere, giving the potential for higher
growth in output, this has not guaranteed growth in Ireland in
earlier decades. Instead many of the new labour force entrants of
the past found employment outside the country. The demand for
Irish output and labour will determine the actual, as opposed 1o the
potential, growth in the economy in the medium term and this
depends on the overall competitiveness of the economy.

A crucial factor in determining the competitiveness of the
tradable sector in Ireland is the level of labour costs relative to
alternative potential locations for investment. It is here that there is
the greatest degree of uncertainty surrounding our forecast. As
discussed later in Section 3.3.1, we expect that emerging labour
market pressures will lead to an upward adjustment in the real
exchange rate over the next decade. However, there is a danger that
this adjustment may overshoot, with long-term consequences for
our competitive position.

A second factor affecting Irish competitiveness is the level of
interest rates. In the past the high cost of borrowing in Ireland had
a serious adverse impact on the economy. However, with the
advent of EMU, Irish borrowers will no longer be disadvantaged
compared to borrowers in other EU countries by higher interest
rates.. While interest rates will be determined by the European
Central Bank they will be the same for borrowers in all members of
EMU.

In our central forecast we assume a smooth and gradual
upward adjustment of the real exchange rate, consistent with a
gradual slowing of current very high growth rates towards an
estimated medium-term potential growth rate of between 4 and 5
per cent per annum. In Section 3.1.4 we consider what would be the
impact of excessive wage expectations on this central forecast.
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On balance the central forecast imphes that there will be no
major deterioration in Ireland’s present competitive position. In
fact on some fronts, such as taxation, it is likely that Treland will see
its competitive position improve, reflecting the relauively favourable
fiscal position of the Irish government. Thus the recent strength of
real output growth is likely to continue, albeit at a somewhat more
modest pace, over the next few years with strong growth both in
manufacturing industries (broadly the tradable sector) and in
market services (largely non-traded). GDP at factor cost is
estimated to slow from the historically high rate of 7.5 per cent
between 1995-2000, to just over 5 per cent per annum for the
following five years.

The Labour Market

In Kearney (1999) we describe in detail our projections for the
labour market. The openness of the Inish labour market, through
migrauon, means that labour supply is sensitive to employment
prospects. Net migration flows can substantially alter the growth in
the labour supply. We forecast that in the latter half of the next
decade, the decline in the growth of the labour force, coupled with
continued growth in employment, will lead to substantial net
immigration flows of between 5,000 and 15,000 per annum.

We match these labour supply projections with detailed
sectoral employment projections from the macroeconomic model.
This provides a snapshot “best guess” scenario of the likely trends
in the labour market in the next decade. The macroeconomic model
forecasts a sharp decline in aggregate unemployment over the next
ten years. The data indicate a significant tightening in the market
for skilled labour (Leaving Certificate and third level
qualifications), with a forecast shortage of workers with third level
education by the end of the next decade.

As has been well documented, unemployment rates have
always been higher for those with low levels of education.
Specifically, unemployment rates are highest for workers with
Primary education only, second highest for those wath Junior
Ceruificate, then Leaving Certificate and lowest for those wath third
level education. These gaps between education-specific
unemployment rates have persisted through periods of high and
low unemployment.

We argue that this feature in the labour market, 1s due both 1o
so-called “qualifications’ inflation” in jobs, and migration. In the
first case, “qualifications’ inflation”™ means that even if the skill
requirement embodied in a job does not alter, a higher average level
of skills in the labour force will mean that the qualifications of
workers in all jobs will rise. The implication of this is that in periods
of low labour demand skilled labour will take unskilled jobs, again
raising the qualifications of workers in all jobs. Second, migration
flows in Ireland have always guaranteed a high elasticity of labour
supply, and in more recent years these migration flows have been
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disproportionately among young skilled workers.? Skilled workers
will migrate to find work rather than stay unemployed.

We forecast that the relauve decline in the demand for
unskilled labour (workers with Primary education) observed in
recent years will continue. However our projections indicate that
the projected strong growth in total employment will also increase
the demand for semi-skilled labour with some educational
qualifications. The trends in sectoral labour demand suggest that
there will be growth in the demand for workers with Junior
Certificate qualifications, particularly in the services sector.*
Finally, we project persistent high unemployment for workers with
Primary education levels, despite their dwindling numbers in the
labour force, due to the forecast decline in employment in
agriculture (the largest single employer of workers with only
Primary education).

In sum, these projections suggest that the most likely outcome
for the next decade is an emerging shortage of skilled labour
combined with a surplus of those with least skills. The demand for
semi-skilled labour (workers with Junior Certificate) should remain
strong.

The Public Finances

The changing demographic structure means that a very high
proportion of the population over the next decade will be in the
working age groups and actually employed. This will both fuel the
growth of the economy and reduce the pressures on the public
finances, through increasing tax revenue and reducing the need for
transfers and certain categories of current public expenditure (e.g.
on education). This “demographic dividend” means that the social
pressures on the public finances over the next decade will tend to
ease. Flowever, it seems likely that this period of low dependency
rates will not last indefinitely. Some time between 2020 and 2030
the levels of old age dependency will begin to put increasing
pressure on domestic resources, Just as private pensions are funded
through savings, it may be prudent for the government to save
during the years “of plenty” to provide against any such increasing
demands for support in the distant future.

Under these circumstances it seems appropriate for the
government to plan a surplus over that period. The Stability
Programme 1999-2001 states that the Government’s longer-term
public finance objective must be “to take advantage of the presem
buoyant economic conditions and favourable demographic trends

3 See Fitz Gerald and Kearney (1998).

* Qceupational forecasts to 2003 in Duggan, Hughes and Sexton (1997) project strong
demand for certain low-skilled services oceupations (e.g. domestic servants/cleaners,
drivers, other security workers) with a decline in unskilled work in the agricultural and
clothing and textiles sectors.
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to prepare the public finances for future challenges”, in addition to
further reducing the debt/GNP ratio.

Furthermore, by runnmg a surplus now, provision can be made
for any detenoration in economic conditions compared to the
central forecast later in the next decade. Obviously, if economic
circumnstances proved less favourable than anticipated, there would
probably be a return to emigration, and this in turn would result in
a worsening of our demographic sitvation. This might justify a
somewhat looser fiscal stance, while staying within the objectives of

the Stability and Growth Pact.

Assumptions on Revenue

The Medium-Term Review assumed that the structural funds
payments would begin to fall after 1999. With the exception of the
CAP transfers, Ireland is assumed to be a net contriburor to the
EU budget before the end of the next decade. The reduction in EU
transfers is reflected in our forecast of a reducuon in the capital
resources available to the government.

We have assumed that average direct tax rates will be cut
slowly over the forecast period, allowing for changes in thresholds
and bands as an alternative to straightforward rate cuts. The
reductions were gauged so as to ensure that the public finances
follow the profile outlined above. The assumptions on direct
taxation take accoumt of government policy on reducing the
standard rate of corporation tax.

The average rate of personal taxation is also assumed to fall
shghtly over the period 1o 2005, giving scope for further desirable
changes in the direct tax system. Indirect tax rates are assumed to
remain unchanged over the forecast period (with the exception of
the indexation of excise tax rates).

Assumptrons on Current Expenditure

In this forecast we present our best estimate of what is likely to
happen, given the experience of the last decade. In the case of
subsidies we have assumed that consumer and producer subsidies,
excluding agricultural subsidies funded by the Irish government,
will not be extended in volume, though rising in hine with expected
inflation.

National debt interest payments are expected to fall
throughout the forecast period, primarily because of the reduction
in the debt burden. The effect of changes in interest rates is not
expected to play a major role in reducing such payments, though it
will make a minor contribution, especially in the initial period as
Irish interest rates have converged to the lower euro rates.

The projected increase in transfers is based on a detailed
examination of their composition and the related change in
demographic variables in the forecast period. In the case of the
educational transfers (funding much of second and third level
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education) it is assumed that they are indexed to average earnings in
the public sector. As the number of schoolchildren is likely to fall
over the next 15 years, this represents a significant increase in the
volume of services provided per head. In addition, as discussed in
Chapter 4, there is provision for some further improvement in the
quality of services.

Figure 3.2

Debt - GNP Ratio
1988-2010

1.3 1990 1905 000 2005 2010

Unemployed numbers are expected to fall fairly steadily over
the next decade resulting in a reduction in expenditure on
unemployment transfers. Even if there were to be a temporary
reversal of this pattern some time in the next 5 years, this would be
unlikely to affect the long-term trend. Rates of payment to the
unemployed, and to all other welfare beneficiaries, are assumed to
rise in line with average earnings in industry.

The volume decline in child dependency payments, assumed in
the forecast, reflects underlying demographic trends. The small rise
in the volume of old-age dependency payments reflects the likely
rise in numbers aged 65 and over in the population in the next 15
years. A big volume increase in transfers related to housing reflects
the expected pressures in the housing market. These pressures,
which will arise from the rapid increase in the number of people in
high-paid employment, may leave a substantial number of people
who are not in the labour market more dependent on state support
than in the past. The cost of provision of social housing will itself
rise in real terms reflecting the pressures from population and
employment growth. The growing importance of rent subsidies
over the 1990s presages a hkely further major increase in the
forecast period.

Numbers employed in health and education are assumed 1o
rise at 2.5 per cent a year. Given rapidly falling numbers of children,
this leaves room for a slightly faster rise in employment in the
health area, broadly defined. Numbers employed in public
administration are assumed to rise at 2 per cent a year. The volume
of other public expenditure on goods and services (excluding direct
employment) is expected to grow more rapidly than the growth in
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employment, partly due to grade changes. Overall the volume of
public consumption is assumed to rise at around 3.3 per cent a year
in the forecast period.

As a result of changes already agreed, average earnings in the
public sector are assumed to rise up to 1 percentage point a year
faster than in the private sector over the second half of the 1990s.
Thereafter they are assumed to rise in line with average earmings in
industry. This longer-term growth rate is somewhat lower than that
experienced since 1990 when average earmings in public
administration grew on average by 0.4 percentage points more than
in industry.

Assumptions on Capital Expenditure

Investment in health and education is assumed to grow by around
4.2 per cent a year in volume over the forecast period. This increase
may prove to be unduly generous given the favourable demographic
prospects. Investment in public admimstration is assumed to grow
by a similar amount, reflecting increased investment in security and
public buildings. There is a considerable replacement element in
these projected investments. ‘\

In Chapter 4 provision is made for growth in the volume of
public investment in market services (roads, water and sewerage) of
over 14 per cent a year in the second half of the 1990s (largely due
to an exceptional increase in 1999), and of 5.5 per cent a year in real
terms out to 2005. This would result in a doubling in the volume of
such investment between 1998 and 2006, with a doubling in value
by 2004. This reflects the need to greatly expand infrastructure 1o
cope with much higher levels of employment and economic activity
than were anticipated in the early 1990s, when current plans were
prepared. This growth in investment is assumed to take place in
spite of the anticipated reduction in structural fund expenditure
after 1999.

The combined effect of the assumptions made above would be
to substantially reduce public expenditure and taxation as a share of
GNP in the period to 2010. This is shown in Figure 3.3. The
reduction would be achieved, not through cuts in services, but
rather through restricting the rise in expenditure and services to the
rates experienced in the first half of the 1990s. This projects that
the public sector will take a very low share of national output
compared to other EU countries. However, this would reflect the
unusual demographic profile of the country over the next 10 or 15
years rather than a very different approach to the demand for
publicly provided goods and services.
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Figure 3.3
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3.1.2. THE DEMAND FOR HOUSING

Headship Rates

In our central forecast we have assumed that headship rates
(the proportion of people of each age group who are heads of
households) in Ireland will rise from their present levels to reach
current UK levels by 2011. Currently the average number of adults
per household in Ireland is higher than the UK average so it is not
unreasonable to expect some increase in headship in Ireland with
nsing living standards. This involves a major change in behaviour; a

change which itself will be a function of economic conditions.

Figure 3.4
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However, because of differences in social and economic
structure, 1t 1s possible that Irish rates could end up permanemly
below UK levels, as is the case in many southern European
countries, e.g. Spain (Figure 3.4). Among the possible factors
giving rise to long-term differences in behaviour are the facts that:

* rates of marriage break-down may be lower in Ireland,

= in Ireland many students remain at home while studying,

unlike the UK where the norm is for students to move
away from home.

The high cost of accommodation in Ireland today compared 10
the UK (outside London) is likely to dampen demand, at least in
the immediate future. This could see a slower convergence towards
UK headship rates, with young adults remaining in the family home
for somewhat longer than we have assumed in the central forecast.
As a result, the forecast for household formation and housing
demand underlying the central forecast must be treated with
caution. If only half of the current gap between Irish and UK
headship rates were to be closed over the period to 2011 (instead of
the entire gap) this would reduce the requirement for new houses
of around 40,000 a year by something over 6,000 a year over the
next 13 years.

On the other hand, the very fact that headship rates are lower
in Ireland today leaves open the possibility that convergence to UK
levels could be more rapid than anticipated. This assumption
underlies the Bacon report’s (1998) forecasts for housing demand
over the next five years.

While a slower rise in headship rates would involve less
pressure on the housing infrastructure than envisaged in the central
forecast, it would sull impose a major burden on the economy.
Clearly an even more rapid rise in demand would lead to even
greater pressures than anticipated in the central forecast. Whatever
the outturn, there is a necessity for major investment in servicing
land, in water supply and sanitary services, and in transport,
especially urban transport.

Prospects for Housing Demand

We determine the prospects for housing demand from
population projections for the State as a whole and from
assumptions about headship rates. The population projections are
based on assumptions about fertility, survivorship and net
migration over the medium term embodied in the demographic
model (see Kearney, 1999). However, it must be recognised that
there is considerable uncertainty about these projections, both for
the overall economy and for changes in headship rates. The key
assumption, which has implications for housing demand, is that of
substantial net inward migration for the period out to 2011. The
most recent CSO figures indicate a net inflow of nearly 23,000
persons in the year to April 1998. On average over the next decade
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there are likely 1o be continuing net inflows, although probably av a
slightly lower level.

The populauon projections derived suggest an average annual
growth in the population of 0.9 per cem per annum between 1996
and 2001 compared with 0.6 per cent between 1991 and 1996.
Beyond 2001 the average annual growth rate is forecast 1o revert 1o
0.6 per cent between 2001 and 2006 before rising 1o 0.8 per cent per
annum between 2006 and 2011, Based on these projections the
State’s population is expected to rise to 4.06 million by 2011.

It is the changes in the size, age and marital status of the
population which tend to be dominant in determining net
household formation. The strong employment growth recorded
since 1994 has resulted in increased headship rates, mainly
reflecting the increased tendency of single persons, especially in the
younger age groups, to form households of their own. Household
formauion has also increased due to social factors. In particular, the
pattern in earlier decades, whereby young couples postponed
establishing a home of their own unul marriage, has been replaced,
latterly, by many single people forming a home separately, well in
advance of entering into a commitment with a parwner.

As discussed above, our projections for household formation
assume that Irish headship rates converge towards UK headship
rates over the period 1o 2011. The latest data for the UK relate 10
the 1991 Census. A comparison with Irish headship rates for 1996
shows that Irish headship rates amongst the younger age groups 20-
24, 25-29 and 30-34 were significantly lower in 1996 than the
corresponding British rates in 1991. For the middle aged and older
age groups, corresponding headship rates in Ireland and Britain
were much closer. We assume that Irish headship rates for all age
groups reach 1991 British headship rates by 2011.

Based on our headship rate assumptions the total number of
private households is [orecast to increase from an estimated 1.18
million in 1998 to 1.59 million by 2011 or by 34 per cent. Our
forecast anticipates that the average annual increase in the number
of households will be around 30,000 per annum up to 2004, rising
to 33,000 in 2008.

The demand for new housing arises not only from the need 1o
cater for net increases in the number of households but also from
meeting a variety of other needs, including second dwellings,
replacement demand, changes in the settlement pattern and
obsolescence. For the purposes of estimating the latter we assume
that the level of obsolescence is in line with historical experience at
around 8,000 per annum on average for each five year intercensal
period from 1996 to 2011 or around 0.6 per cent of the housing
stock.

Combining the projections for new household formation and
obsolescence, we forecast that total housing demand over the
medium term will average 38,000 per annum between 1996 and 2006
and 40,000 per annum between 2006 and 2011.
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These projections suggest that housing demand will remain at a
relatively high level over the medium term. The assumptions on
migration result in a higher level of household demand than would
emerge in a net emigration scenario. Our estimates suggest that for
every net inflow of 10,000 persons, the demand for housing
increases by 3,000 dwellings. Thus the net inflow of over 45,000
persons recorded in the three years to April 1998 resulted in a
demand for nearly 15,000 dwellings, over 10 per cent of the total
number of new dwellings supplied over that three year period.

The Supply Side Response

Housing demand is expected to remain at a relatively high level
over the medium term. Unless the supply side is in a position to
deliver that level of demand at a reasonable price, house prices will
continue to rise and the level of new household formation will be
lower than expected, as potential householders postpone the
decision to form households.

In the Dublin region, the development push to the
surrounding counties suggests that the supply side, in terms of
completions, has not responded fully to housing demand over the
last few years. The rapid escalation in Dublin house prices also
suggests that the level of housing demand in the Dublin region 1s
likely to be much higher than the level of completions delivered
over the last few years.

There was strong population growth in Fingal, for example,
and in parts of South Dublin in the last Census. Furthermore,
Dublin’s population has probably continued increasing since 1996.
The Labour Force Survey, for example, suggests that the
population aged 15 and over in Dublin increased by almost 21,000
in the year to mid-April 1997. The number of persons employed
was up by 11,500 over the same period. It seems reasonable 1o
assume that many of the persons who immigrated in 1997 are living
and working in the Dublin region, although recent house price
trends are forcing people who work in Dublin to live in the
surrounding counties.

There is no reason to believe that the above trends will not be
maintained, or even gain momentum, if the economic fundamentals
are in place 1o sustain a continued strong rate of growth in the Irish
economy over the next few years. Dublin, therefore, will conunue
to require an increasing supply of accommodation. Similar supply-
constraints are occurring in the other major urban areas, as
discussed in more detail in Chapter 4.

The ability of the housing sector to deliver an increase in
supply requires sufficient availability of zoned and serviced
residential land with planning permission. The key problems
presently facing the supply side, and which will constrain housing
supply in the medium term unless they arc addressed, are the
following:
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* the lack of a co-ordinated planning system which facilitates
and stimulates development in the most efficient manner
possible;

* the lack of a suitable supply of zoned land for residential
developmens;

» the lack of basic infrastructure in the form of sewage
treatment, drainage and water supply and urban transport
infrastructure.

3.1.3. FORECASTS OF ENERGY AND GREENHOUSE GASES

Although the energy intensity of the Irish economy has been
falling steadily since the second ail crisis of the late 1970s, the
central forecast rate of growth is large enough to mean that
(assuming unchanged policies) final energy consumption is likely to
increase rapidly over the next decade. Table 3.2 shows our forecast
for the consumption of energy by fuel up to 2010 in thousand
tonnes of oil equivalent (kTOE).

Table 3.2: Forecast Final Consumption of Energy by Fuel (kKTOE) 1995-2010

1995 2600 2006 2010 ” i
Coal 550 268 179 81
oil 5222 8607 7796 9043 :
LPG 148 124 15 104 !
Gas 521 R Rk 4 1374 1649
Peat 815 470 436 404 i
Electricity 1288 1656 1964 2343 !
Renewables* 178 173 168 163 ‘
Total 8818 10435 - 12062 13787 '

* Includes hydro-power, windmills.

We are forecasting growth in total final consumption of over
55 per cent between 1995 and 2010, the bulk of this coming from
growth in oil (73 per cent increase), electricity (82 per cent
increase) and a doubling of gas consumption. In contrast
consumption of peat and coal is expected to [all as people switch
towards cleaner and more efficient fuels. Forecasts for energy
consumption by sector are shown in Table 3.3.

Table 3.3: Forecast Final Consumption of Energy by Sector (kTOE) 1995-2010

1958 2000 2005 2010 ’,
Residential 2265 2527 2872 3291 %
Commercial 123 1557 1853 2128 !
Agricultural 290 s 385 457 !
Transport 3072 3758 4503 5286 '
Industry 1960 2261 2447 2624

Total 8818 10434 12060 13788
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Growth in the number of households and in central heating
penetration is expected to lead to a 45 per cemt increase in
residential energy demand. Industrial energy demand is likely to
grow somewhat slower as most economic growth is likely to occur
in less energy-intensive sectors. Both the transport and commercial
sectors are expected to show paruicularly high growih, as both are
particularly sensitive to changes in economic growth. It is worth
noting that the transport sector *has many adverse environmental
effects (Scott and Feeney, 1998) especially in relatvion to air quality,
global warming, soil and water pollution. By 2010, both sectors’
final energy consumption levels are expected to increase by almost
75 per cent above 1995 levels, with transport accounting for almost
40 per cent of final energy consumption.

Energy consumption is the major cause of carbon dioxide
emissions, the principal greenhouse gas. Ireland has committed
itself 1o limiting its emissions of greenhouse gases 1o 13 per cent
above their 1990 level by 2008-2012. These energy forecasts imply a
large increase in emissions of carbon dioxide under present policies.
When combined with forecasts from the Department of the
Environment for the other two principal greenhouse gases,
Methane and Nitrous Oxide, they give the forecasts in Table 3.4
below.

Table 3.4: Forecast Greenhouse Gas Emissions by Gas (kT of CO;
Equivalent) 1995-2000s

1980 1995 o0 T T 7 2010
CO= 30719 34116 39728 49786
Methane 17038 17099 15843 17594
N2O 9105 8110 7705 7638
Total 56862 58325 63278 75018
Change on 1990 0.0% 4.3% o 113% . 319%

By 2010 we forecast that, on unchanged policies, Ireland will
be releasing over 75 million tonnes of greenhouse gases into the
atmosphere, a 32 per cent increase on emissions in 1990 and over 11
million tonnes more than our target. Sequestration by forests could
remove between 1.4 and 2.2 million tonnes, but clearly there wll

s Figures shown are “gross™ emissions. That is, they take no account of sequestration of
carbon dioxide through afforestation, which would lower the final figures.
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still need to be a considerable re-orientation of policy if we are 1o
meet our target.

In the next chapter we discuss how a reorientation of policy on
land use, affecting agriculture and foresiry, could play an important
role in moderating emissions. In the case of the energy sector there
will probably need to be a significant amount of investment to
replace existing assets before they are fully depreciated, with new
equipment which generates less carbon dioxide. FHowever, as
discussed in Chapter 4 Section 6, this should be undertaken on a
commercial basis as a result of normal responses by firms to
appropriate market signals.

To ensure that the costs of meeting Ireland’s emissions target
are minimised it will be very important that the government uses
appropriate fiscal instruments, preferably taxation, 1o indicate to
the market the extent and nature of the adjustment needed. The
sheer size of the adjustment means that a reliance on voluniary
agreements or command and control measures will either prove
ineffective or very costly. However, whatever methods are
employed, they will largely fall outside the ambit of a National
Development Plan which is focused on investment priorities.

3.1.4 SENSITIVITY OF CENTRAL FORECAST

The central forecast provides our best estimate of the
prospects for Ireland in the next decade. However forecasting 1s an
uncertain business and the margin of error around the central
forecast is considerable. In this section we first outline the main
risks to maintaining our current strong economic performance.
Later we examine the effects of two specific shocks on the central
forecast.

The main risks surrounding the central forecast can be
summarised as follows:

»  Emerging Constraints: A central theme of this report,
discussed later in Section 3.1.6, is that to attain our
medium-term growth potential, it is a matter of urgency
that we address existing and incipient bottlenecks both in
the labour market and physical infrastructure. Without the
necessary infrastructural invesument to effectively tackle
these bottlenecks, the economy could slowdown rapidly in
the next few years. (See Section 3.3.1).

= Excessive Wage Demands: The implications of a falure to
control the growth of public sector wages would obviously
be serious and it would pre-empt resources that mught
othermise be used 1o fund increased infrastructural
investment or reductions in tax rates. Curremt
developments, where pressures are building up for public
sector pay awards above the rates already agreed as part of
the partnership process, give cause for concern. 1f they
were to pre-empt the resources needed 1o fund necessary
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infrastructural investment they could put in jeopardy the
current strong performance of the economy.

»  Slowdown in Peace Process in Northern Ireland: Any
slowdown in the peace process in Northern Ireland would
lead to a serious deterioration in the North's economic and
political situation. Inevitably, this would have an adverse
effect on the relationship between the economies North
and South of the border.

= Sector-Specific Shock: The rapid growth in the Inish high
technology sector, and its very important contribution to
the strong overall growth performance in recent years has
been concentrated in the electronics  (software),
pharmaceuticals and instrument engineering (health care)
sectors. The extent to which the manufacturing sector is
dependent on foreign direct investment in these particular
areas, and the increased onentation of skills in the work-
force towards these sectors, highlights the dependency
within manufacturing on the future success of these
industries. The products of these seciors face rapidly
growing markets and they generally require a highly-skilled
labour force. However, the continued globalisation of the
world economy and upgrading of skills world wide, points
to a vulnerability wathin the Irish manufacturing sector toa
potential sudden re-location of these industries to low-cost
countries in South-East Asia or Eastern Europe. For this
reason we argue in Chapter 4 that despite our general
recommendation that supports to industry should be
phased out, this process should not be too abrupt.

s Global Economic Turmdown: The current financial crises in
Asia, and 10 a lesser extent in Russia and Brazil, have
increased the risk of a global economic downturn. While it
is as yet too early to predict the likely outcome of these
events, if they were to have a significant impact on the US
market then the spillover effect on the Irish economy
would be large. As a highly open economy in a new EMU
the prospect for our EU trading partners is also key to our
continued growth. To the extent that our EU trading
partners are adversely influenced by these events the
prospects for Irish export, output and employment growth
could also be affected.

»  Turbulence in EMU: While there seems little risk of an
imminent collapse of EMU, any serious disruption to
global financial systems in developed economies would
increase the risk of a internal disruption within the Umon.
Along with a probable rise in Insh interest rates, a more
worrying consequence of this would be the impact on the
EU growth rate and the demand for Irish goods.

To get some feeling for how the prospects for Ireland would

be affected by a different growth profile we examine the possible
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effects of two specific shocks. The first assumes a decline in Trish
competitiveness coupled with a decline in world demand for Irish
output - a Loss of Competitiveness scenario. The second assumes
that world demand for Irish output grows at a faster pace than
assumed in the central forecast - a Buovant World Demand
scenario. In both cases we have assumed that the government
pursues a strategy of maintaining a limited surplus on the
government accounts as in the central forecast. Thus neither shock
has any substantial impact on the debt-GNP ratio by the end of the
next decade.

The first scenario 1s designed to capture the dangers which
excessive expectations and congestion pose for the future growth
path of the Irish economy. We consider how the central forecast
would have to be modified if domestic expectations run ahead of
the economy's ability 1o provide. To simulate such an effect we use
the macroeconomic modelling framework. We have projected a
more rapid rise in wage rates in the public and private sector than in
the central forecast (an increase of an additional 1 per cent per
year). Furthermore we simulate a 2 per cent per annum rise in
production costs in the tradable sector due to infrastructural
bottlenecks, especially in transport and housing. Such a rise in
domesuc costs will reduce the attractiveness of Ireland as a locatien
for investment.

Table 3.5 shows the effects of this deterioration in
competitiveness on the Insh growth performance. The shock
knocks one and a half percentage points per year off the growth
rate, a significant decline in the medium-term performance of the
economy. This in turn would lead to much higher emigration.
Despite this, the unemployment rate is almost [our percentage
points higher by 2010 compared to the central forecast. The decline
in the relauvely skill-intensive sectors adds three percentage points
to the skilled unemployment rate by 2010. Significantly the increase
in emigration has only a limited effect on the total number of
households, these are forecast 1o be 6,000 lower in 2010. Even with
a large fall-off in the medium-term growth rate the rate of
household formation will continue to average close to 30,000 per
annum in the next decade.

The second scenaric examines the possibility that both growth
and inflation could be higher than forecast over the next decade.
Given very evident capacity constraints an increase in the medium-
term growth rate will inevitably carry an inflationary cost. FHere we
consider an increase in world demand of one per cent per annum
over the period in combination with an increase in the consumption
deflator.

The effects are shown in Table 3.5. The underlying growth rate
increases by three-quarters of a percentage point per annum.
Notably the vnemployment rate has only fallen by 0.4 per cent by
the year 2010. The increase in employment is absorbed by
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immigration. Indeed there is a slight increase in the unemployment
rate among workers with Primary education.

Table 3.5; Effect of Shocks to Central Forecast on Growth Rate

2000 - 2004 2040 3000 2005 20107
Loss of Competitiveness Buoyant World Demand o

Change in percentage growth rate

GNP -1.1 15 -1.5 +0.7 +0B8 +0.7
Labour Force 0.2 +0.7 08 +0.1 +0.2 +0.2!
Absolute Change ¢
Net Immigration -3000 -14000 -20000 +1,000 +6000 +7000 |
Total Households -6000 +2000 |
Unemployment Rate (%) +0.9 +3.0 +3.7 0.2 0.7 04
Education-Specific Unemploymen! Rales: {
Primary +#4 - +14 +15 0.1 +0.0 07}
Junior Certificate +1.0 +3.8 +49 03 0.8 031
Secondary,and Third Level +0.8 +28 +3.0 0.4 086 05}

This scenario simulates a boost 1o the most skill-intensive
sectors, the most likely source of increased demand. The policy
message for those with very low educational qualifications (the
long-term unemployed) is clear. Even with very rapid growth over a
ten year period their employment prospects remain very poor. We
take up this issue in detail in Chapter 4.

3.1.5. FORECAST IN CONTEXT

It i1s useful to put this analysis in context. The current
economic success of the Irish economy has attracted much
discussion among both domestic and foreign commentators.
However, the number of studies that cover the future needs of the
economy over the medium term are limited. Recent publications
that have a medium term perspective are the Forfds report Shaping
our Future (May 1996) and a report by NCB Stockbrokers
Population and Prosperity: Sustaining the Boom (June 1998) as well
as the most recent Mid-Term Ewaluation of the CSF (Honohan,
1997).

All of these studies are optimistic in their medium-term
growth outlook for the Irish economy. Conditional on this, strong
growth in the labour force is expected. Forfis forecast that the
labour force will reach 1,640,000 by 2010. Their forecast is based on
1995 Labour Force Survey data. NCB, using 1996 LFS data, forecast
much more rapid growth in the labour force. They expect the
labour force to reach 1,694,000 by 2001 and 1,889,000 by 2006.
Berween 2006 and 2010, NCB forecast that the labour force should
grow by 1 per cent per annum which would put the labour force at
1,966,000 in 2010. In the forecasts underlying this report we expect
the labour force to reach 1,868,000 by 2010.

The strong growth in output and the labour force has
implications for the needs and requirements of the economy. The
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NCB report concentrates on the implications of demographic
change. Strong GDP growth will improve the public finances and
NCB suggest that this is an opportunity to reduce the national debt
and thereby lower the cost of debt service in future years.
Demographic projections point to a falling dependency ratio in the
medium term. This has significant implications for the growth in
demand in the next decade. The NCB report forecasts strong
growth in the demand for housing, the rate of car ownership and
consumer spending, in particular spending on entertainment and
leisure, over the next decade.

The Forfis report forecasts an unemployment rate of 6 per
cent by the year 2010. Their report concentrates on longer-term
strategies designed to achieve the implied employment target of
1,540,000. The need for the economy to display strong growth to
achieve this employment target is recognised and initiatives are put
forward on that basis to promote the enterprise sector. They point
to the service sector as an important source for future job creation.
Strategies to raise the skill profile of workers, “both through
education and the achievement of higher investment by firms in
training and human resources development” [p. xxiii], and through
investment to upgrade telecommunications, transport and logistics
infrastructure in Ireland will raise the attraction of Ireland for
foreign direct investment. In addition they stress that the long-term
unemployed will need to be targeted. As in the NCB report, they
point to the central pnionity of lowering public indebtedness and
taxes.

The Mid-Term Evaluation suggests the need for a reorientation
of the CSF, partly as a result of the unexpectedly rapid growth in
the Irish economy over the past three years. The report hughlights
the success of the CSF process, both in terms of individual
programmes achieving their objectives and in improving the system
of medium-term planning of public expenditure. It recommends a
re-orientation of policy beyond 2000 including the phasing out of
employment grants to the productive sector, improvements to the
physical infrastructure, particularly urban transportation and the
provision of broad-band telecommunications facilities.

3.1.6. CONSTRAINTS: LABOUR SUPPLY AND PHYSICAL
INFRASTRUCTURE

While the recent strong growth means that Ireland’s standard of
living is rapidly approaching the EU average, the physical
infrastructure of the country is still much less developed than in
other countries such as the UK, Germany, or France. The contrast
is apparent to anyone who has visited those countries In recent
years. It is difficult to idemify the direct link between
infrastructure and economic development, but all citizens easily
understand the frustrations of congestion.

Here we are considering a very broad definition of
infrastructure, incorporating housing and the physical requirements
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for cultural and sporting acuivities,.as well as the more traditional
elements of roads, transport, water, telecommunications and energy
infrastructure. The growth in economic activity is putting the
existing infrastructure under huge pressure. In some cases, such as
housing, this is apparent from the rise in prices. In others, where
the price mechanism is not operative, such as roads, the pressures
are apparent from traffic jams and other forms of congestion.

The costs of this congestion may not be obvious but they are
none the less real. The rise in house prices throughout the country,
but especially in Dublin, is making Ireland a less attractive location
for returning emigrants. They will seek higher wages than
heretofore to return. Similarly, where young people are making
their initial choice about where they wll work, they too will be
affected in their decision by the cost of accommodation. Through
this indirect mechanism the high and rising cost of accommodation
will translate into higher labour costs and a loss of competitiveness.

The growth in congestion on our roads has a direct effect on
the costs of the tradable sector through increasing transport costs.
However, business is only a minor user of most road-space and a
very large part of the cost of traffic jams, caused by motorists is
borne by commuters using private and/or public transport. The
absence of a satisfactory urban transport system in Dublin (and
other major cities) aggravates the problem there. The result of the
deterioration in the quality of life will be rather similar to the
possible impact of rising housing prices - people will not wish to
live in congested surroundings and this will tend to reduce labour
supply locally. In turn, this will raise labour costs as firms have 1o
pay more to attract labour to their locality.

One of the key factors behind the strong growth in recent
years has been the rapid increase in the population and in parucular
the labour force. Without such an increase in labour supply the
economy would long ago have run into capacity constraints. This
growth in labour supply and employment is having a major impact
on the household sector. The growth in the number ol people with
relauvely well-paid jobs is resuluing in a rapid increase in the
number of independent households.

The supply of labour has traditionally been relatively elasuc in
Ireland because of migration.s In the “race” between the relative
demand and relative supply of skills it is only recently that demand
has begun to exceed supply. However, in the future the supply of
skilled labour is likely to be significantly less elastic as the natural
increase in labour supply slows, female participation rates peak, and
the stock of emigrants abroad falls. The Irish economy is moving
from an era of high unemployment and high emigration to a
situation where employment creation may be running ahead of our
ability to fill vacancies.

¢ Indeed Krugman (1997) has recently argued that the Irish economy is bes:t
characterised as a regional economy because of the openness of its labour market.
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3.2
Prionties for
Investment

In summary, and in direct contrast 1o the experience in the
1980s, the potential growth rate of the Irish economy is more likely
to face input constraints in the coming decade (labour supply,
especially of skilled labour, and physical infrastructure) than
demand constraints (low demand for Irish output, low demand lor
labour).

In broad terms it is considered that the principal risks to
continuing sustainable growth in Ireland relate to supply side
constraints, namely with respect to both infrastructure and certain
categories of labour. Moreover, it is argued that the
competitiveness of some aspects of Ireland’s social and economic
infrastructure services needs to be improved significantly if Ireland
15 to continue to enjoy sustainable growth and development in the
context of EMU. For example, in the areas of roads, other
transport  infrastructure, environmemtal infrastruciure, and
telecommunications, it is considered that Ireland suffers
competitive disadvantages as compared with other EU countries.

Tt is clear that the general thrust of economic policy, including
CSF intervention, needs to focus to a greater degree on overcoming
infrastructure deficiencies and other supply side constraints which
have the potential to curb the pace of expansion. Ultimately, if not
addressed, they could undermine the sustainability of growth in the
medium term. In this section we discuss and prioritise [our broad
investment areas for the next planning period.

In the peniod 2000 to 2006, our analysis suggests that the
highest priority for public investment must be in the broad area of
public physical infrastructure. This area of investment has a strong
public good element, 1.e. it would not be undertaken by the market
if left to its own devices. Furthermore, we argue that certain areas
of what are currently classified as public investment — energy and
telecommunications — are better considered within the context of
private physical capital investment as they can appropnately be
funded by charges levied on the users.

The second priority area for investment i1s in education and
training. Compared with the current CSF, this ranking represents a
somewhat reduced prioritisation for investment in this sector. This
change does not mean that this area of acuvity is not important; as
discussed in Chapter 2, it has played a vital role in the rapid growth
in the economy. However, changing demographic circumstances in
the next decade mean that the pressures facing this sector are hkely
to ease and there will not be a need {or a major increase in resources
devoted to it in the next planning period.

A third type of investment, which is of considerable
importance, is investment in what may be referred to as Research &
Development (R&D). However, the resources that can be
effectively employed in this kind of acuvity are small compared o
the other major areas of investment.
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The fourth major area of public investment under the current
CSF is support for private sector physical investment. These
intervenuions comprise targeted interventions and corrective
subsidies of a general nature. We argue that the market failures
which justified major intervention in the past are greatly reduced,
and the problems which the market sector is likely to face in the
future, restricting its growth potential, are probably best dealt with
through investment in the areas outlined above. However, to
facilitate such a change in emphasis and to ensure that it would be
effective there would need to be an accompanying redefinition of
certain aspects of national economic policy.

In the case of income distribution, the appropriate policies for
achieving national objectives will be the tax and benefit systems.
The National Development Plan, covering investment, has a more
strategic role in promoting permanent and sustainable change in the
economy’s productive capacity.

3.2.1. PUBLIC PHYSICAL CAPITAL

The prospects for the economy over the next decade were
discussed in Section 3.1, highlighting a number of major changes
that are taking place. A common theme to the discussion is the
issue of capacity constraints, whether due to a shortage of
infrastructure or of labour. Furthermore, some of the potential
labour constraints that are likely to arise are linked to
infrastructural problems. While it is not possible to quantfy in
precise terms the importance of the infrastructural constraing, it is
nonetheless clear that it 15 of major importance.

The most obvious and direct evidence of such a constraint
arises in the sphere of housing but in a sense this is just the tip of
the iceberg. The rapid rise in house prices in recent years probably
owes more to infrastructural constraints than to any shortage of
capacity in the building industry: in particular the restrictions on
water supply and sanitary services and the problems of urban
wransport. As discussed above, some of the constraints in the labour
market are also partly attributable to problems of physical
infrastructure. While many of these infrastructural services are
unpriced (roads and water supply) there is no direct measure of the
shortage of capacity and we have to rely on indirect evidence.
Taken together we feel that the available dara suggest that, in the
next planning period the biggest priority for public investment
must be in the sphere of public physical infrastructure.

Priorities in the area of public physical infrastructure arise
under a number of headings. The major areas of public physical
investment on which the next NDP should concentraie are
transport and environmental services. There is also a need 1o
increase investment in social and recreational infrastructure. In
sectors such as electricity, gas, telecommunications, broadcasting,
ports and airports, commercial companies provide services. While
most of these utilities are currently state-owned, the capital
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programmes of these concerns are funded on a commercial basis,
and there has generally not been major EU or Exchequer finance in
the recent past. In this chapter these commercial sectors, and the
priorities for investment in them, are treated as part of private (or
market sector) capital infrastructure,

Transport

The principal priorities here lie within the two elements whose
capital programmes are mainly funded from Exchequer and EU
resources and which, in some sense, constitute public goods. These
are roads and public transport. In the roads area, the recent Road
Needs Study has documented the pace of traffic growth, and has
argued that a substantial backlog of investment in the national
network is evident. We accept that this is the case. Urban public
transport is the second area of prionty in transport infrastructure.
Due to delay in the completion of public transport projects in
Dublin under the current programme and to the rapid growth in
traffic, the situation in the city is increasingly critical. Public
transport investment, on a scale not hitherto contemplated, is now
unavoidable in Dublin. Similar problems are also emerging in
provincial cities.

While the investment of public funds is necessary in order o
address transport bottlenecks, non-infrastructure measures are also
important, The most essential of these is a programme for the
management of transport demand. In parucular, taxation and
pricing measures, especially in cities, will be necessary. Such
measures can help restrain demand as well as raising some of the
revenue required for investment.

Water and Sanitary Services

A thorough review of national water-supply needs is essential to
establish if constraints on growth are likely to emerge from this
sector. Qur waste water disposal strategy needs to be geared to the
specific characteristics and needs of the Irish economy as well as
compliance with EU Directives.

Social and Recreational Infrastructure

While this sphere of public investment has attracted less attention
in the past we feel that in the next planning period it should receive
greater attention. We have already discussed how an important
dimension in labour supply in the future will be what determines
where people want to live. The most obvious aspect of physical
infrastructure that will play such a role is housing but a wide range
of other facilities, some of them publicly provided, contributes 1o
location decisions. While some of the necessary social and
recreational infrastructure will be provided on a purely commercial
basis, there may be a need for increased state provision in areas
where the commercial sector is unable or unwilling to provide it.
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3.2.2. HUMAN CAPITAL
The discussion in Chapter 2 highlighted the vital role played by

investment in education in bringing about the current period of
rapid economic growth. The upgrading of the educational
attainment of the adult population has raised the productivity (and
earnings) of the labour force. It has directly reduced the incidence
of unemployment by moving an increasing proportion of the
population into the category of skilled labour where there are good
employment opportunities in Ireland (and abroad). It has helped
increase labour supply by contributing to the rise in female labour
force participation.

Past investment in human capital will continue to underpin the
growth of the economy throughout most of the next decade. As a
result, we see this area as continuing to have a high prionity for
investment in the future. However, the changing demographic
structure of the economy will reduce the pressures on the
educational sector over the course of the next planning period. The
evolving structure of the economy will also require a refocusing of
the state interventions in this area, in particular in the field of
training. The likely success of measures, already in place, in
reducing the level of long-term unemployment will allow a
reallocation of resources in the future to target the most
disadvantaged.

As a result of these changing circumstances it seems likely that
the necessary further improvements in certain aspects of the
education and training system can be achieved without a major
increase in financial provision for the sector over the next planning
period. With fewer young people in the educational and training
systems by 2006 there will be more resources available per person.

Obviously the continued rise in participation in third level
education will to some extent offset the expected fall in numbers in
the 18 1o 22 year age group over the next planning period, requiring
some increase in funding. There is also a strong case for targeting
the most disadvantaged within the first and second level system and
this will require additional resources. However, to a significant
extent these resources should be found from the expected decline
in pupil numbers.

In the field of training there will be a need to target the long-
term unemployed. However, some cutbacks in state provision for
certain other areas of training may be justified. This could involve
some reallocation of responsibilities from the public sector back to
individual firms.

Overall investment in human capital will remain a high priority
but changing circumstances mean that this priority can be met
without a major increase in resources in the next planning period
(see Chapter 4 for details).
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3.2.3. RESEARCH AND DEVELOPMENT (R&D)

Both in the theoretical literature and at the level of strategic
planning by EU policy-makers the promotion of invesiment in
R&D is seen to be at the heart of national development strategies.
It is generally agreed that the case for support of R&D is extremely
strong both in terms of the fundamental nature of the good created
and the empirical evidence available on the rates of return to the
activity. In this context there is a case that the current level of both
private and public investment in R&D in Ireland is too low.

A commitment to public funding of R&D, and to promote
private sector R&D investment, is only the first step in planning a
strategy towards R&D investment. The much more complex issue,
and one which is critical to ensuring high rates of return to public
funds, is to prioritise selected target areas wathin the overall R&D
budget. Qur view is that to facilitate this process all R&D funding
should be brought together under a single programme.” In other
small EU economies (Finland, Denmark and the Netherlands) such
a centralised system of advanced planning for R&D already exists.

The identification and prionitisation of areas for funding will
depend to a large extent on international technological
developments. Small economies simply lack the resources to
compete in the production of R&D with larger economies. In any
event if these economies are also open there is no need for them to
compete with their larger better-endowed neighbours. The process
of trade and direct investment inflows will allow the more general
spread of R&D across international boundaries. An implication of
these arguments in the Irish case would be 1o direct resources
towards the adaptation of basic research available internationally.

It should be noted that the process of adaptation is not
costless as is sometimes assumed (Boyle and Ryan, 1992). This
raises a key issue with respect to the balance between public
provision of R&D (e.g., through universities and dedicated research
institutes) and support for the production of technology within the
private sector. The former route would mainly involve the
production of pure public goods while the latter involves the
subsidisation of mainly private goods. While relatively small
indigenous enterprises may lack the scale to undertake research of
this type, and thus it may be sensible to allow private-public
partnerships to emerge, it seems desirable that there should be full
cost recovery for the element of public provision. This can help to
minimise the risk of deadweight or displacement. It is also prudent
to ensure that the tendering process does not prioritise, per se,
enterprises that have a relatively low investment in R&D. The key

7 The Irish Council for Science, Technology and Innovation argue strongly in favour of
the establishment of an $&T programme, within which R&D activieies should be given
priority and which would function across different departmemts cngaged in R&D
funding. Forfas (1998).
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monitoring indicator for R&D must be the expected rate of return.
There is no rationale for rewarding underperformance.

In the context of Insh induswrial policy, the role of
multinational companies in the accumulation of the national stock
of R&D is of some importance. The location of multinational firms
should lead 1o an encouragement of R&D accumulation if the
policy is designed to provide the appropriate incentives for such
firms 10 locate some of their technology-production activities in
the host country. Moreover, to the extent that the R&D activity is
intensive in the use of human capital, there are obvious possibilities
for spillovers into the indigenous sector, given a reasonable level of
human capital mobilicy.

The difficult issue for policy is to decide what 1s the optimal
level of resources to be devoted to R&D.® A broad yardstick should
be to at least reach the EU average of total {public and private)
expenditure as a percentage of GDP (1.84 per cent of GDP in
1995). However, as argued above, the case for substanual public
funding of R&D is lessened to the extent that as a small open
economy we can benefit from knowledge and human capial
spillovers through trade and FDI links. It is clear, therefore, that
while the principle of supporting the research process is soundly
based, there is a need for establishing appropriate institutional
mechanisms for delivery of the support to ensure that the
prosperity of the economy will be maximised (see Chapter 4 for
details). Our view would be that the bulk of public expenditure
should be allocated towards areas that have a significant public
good element. Where feasible, funding should be provided on an
open competitive basis.

3.2.4. PRIVATE PHYSICAL CAPITAL

There is no doubt but that private physical capital investment will
enhance the medium-term growth performance. The question is
why should the state support such investment® There are two
possible justifications for public intervention. First, spiflover
effects, for example, “learning by doing”, provide a powerful
intellectual justification. However, there is insufficient evidence to
point to such effects operating with any strength at the level of the
economy as a whole. There is also the real danger that the spillover
argument will be put forward as a cloak to conceal pure rent-
seeking activity. Auerbach (1992) remarks on this point that:

. one can imagine each industry group being able to

produce empirical evidence that the investment 1t

undertakes generates unusually large social externalines.

#1t is worth bearing in mind the cautionary note which Auerbach (1992) strikes in
relation to investments of this type: “The existence of spillovers allows one 1o conceive
of enormous social benefits arising from the procurement of public capital goods. Bur
it is also easy to imagine the government investment process, not consirained by
market forces, as being wasteful and misdirected” (p. 163).

Exactly the same question arises in relation to certain types of human capital support.
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It is easy to envision a search for spillover effects —
attempting to pick “winners” — turning into an orgy of
rent secking (p. 174).

In a similar vein Walter (1992) notes that:

The imagination of those interested in government

financial aid with regard to inventing positive externalities

is probably more than a match for the perseverance and

expertise of policy makers (spillover effects being seen as

a means of securing special concessions) (p. 195).

A second justification is the presence of a capital market
failure. This might manifest itself through the difficulties which
small enterprises (including farms) often experience in raising
finance for investments which are deemed to be capable of
generating acceptable ex ante rates of return.

It should be remembered that in the absence of spillover
effects, policy measures that subsidise the cost of investment will at
best only marginally affect the medium-term growth rate and at
worst they may have no impact at all. At the same time the funding
of State involvement will have significant negauve effects on the
economy. There are two main reasons for this outcome. First, the -
effectiveness of investment subsidies depends on the extent to
which private investment is responsive to such subsidies. In the
exireme case private investment may be completely unresponsive
and hence the growth rate will be unaffected and the only impact of
the subsidy will be to increase private sector rents.'® Effectively the
policy becomes a form of income transfer to the owners of capital -
a deadweight cost. Second, investment subsidies must be financed
through increased taxation, which in turn will dampen growth
prospects through the generation of various disincentive effects.

Thus even allowing for investment to be responsive to
subsidies, in the absence of spillover effects, the net impact on the
growth rate will be marginal. In other words, 1o cite De Long and
Summers (1992), “..raising the guality of investment is very
important relative to raising the quantity of investment” (p. 112).

The rapid progress made in terms of economic growth over the
1990s shows that the market sector of the economy, viewed as a
whole, 15 operating in a broadly favourable environment. In
addition, as discussed in the next section, we may be facing the
prospect of a real appreciation of the currency driven by the
growing capacity problems, especially in the labour market. As a
result, the need for state intervention in the sector 10 promote
employment growth is likely to be much less in the next decade
than in the past. Under these circumstances it seems reasonable to
reduce the priority accorded in previous plans 1o state interventions
directly 1o support commercial activity.

wi{ multinational firms receive the investment subsidy there is the additional national
loss due to profit repatriations.
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The expanded programme of investment, which we
recommend in other areas, is designed to increase the producuve
potenuial of the economy in general, and of the market sector of the
economy in particular. It seems likely that interventions in other
areas of investment will do more to enhance the growth prospects
of the market sector of the economy than any major direct
intervention would be likely 1o do in the next decade.

In project appraisal it is likely that the shadow price of labour
should be further increased over the recommendations of Honohan
(1998) reflecting the tightening of the labour market and the
current reliance on immigration to meet growing labour
requirements. This should mean that the wide range of subsidies
provided to the market sector should be gradually wound down.
This process should affect all segments of the market economy -
industry, services, agriculture, fishing and tounism. Obwiously,
there still remain some areas of market failure in these sectors
where some continued state intervention is justified but it 1s hikely
to be on a much smaller scale than in the past. The resources saved
by cutbacks in support for private physical investment will help
fund the much-needed increase in investment required in other
areas of the economy.

In the case of a range of uulities in the energy and
communications sectors, as well as ports and airports, (many of
which are currently state owned) investment prionities should be
determined on purely commercial criteria. The funding of these
investments should, with a few very limited exceptions {discussed
in Chapter 4), be provided for through appropriate charges on
users.

Finally, while we have concentrated here on subsidies to help
fund private sector capacity creation, exactly the same arguments
apply to benefits provided through the tax system. Since the ESRI
(1993) recommended a pruning of subsidies 1o the private sector (a
recommendation which was in some cases implemented), there has
been a significant extension of specific tax benefits 1o [und private
sector investment (as distinct [rom more general tax reform, which
is largely favourable). This has especially been the case in the sphere
of tourism. In the next planning period it is desirable, not only 1o
curtail subsidies, but also 1o eliminate most of these wasieful 1ax
benefits.

3.2.5. ENVIRONMENTAL CONSTRAINTS

Ireland faces a number of environmental constraints in the medium
term. These arise [rom two sources:

*  where the carrying capacity of the environment is being
stretched by economic acuivity;

»  where national, EU and world-wide environmental
standards and obligations are placing limits on the amounts
of pollution we can create, such as our obligations relating
to global warming.
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The very strong growth in the economy, and its expected
continuation into the next decade, 1s bringing these constraints into
sharper focus.

Impact of Economic Activiry

Perhaps the most pressing example of carrying capacity problems
relates to water resources. In some cases, water supply as well as
water and waste water treatment facilities are reaching capacity or
are insufficient to provide for further development. This appears o
be a particular problem around the main urban areas of the country,
notably in the Greater Dublin Area (GDA), where in some cases
development is being constrained by a lack of serviced land. Also,
water supply in the summer months is insufficient to meet demand
in a number of places around the country, and the amenity value of
some lakes and reservoirs that provide water for human
consumption is being undermined by excessive extraction.

In other parts of the country existing water facilities are
experiencing levels of pollution that are having a negative impact on
their potential for further development. For example, many inland
lakes and rivers are being polluted by agncultural, domestic and
industrial waste. This is resulung in fish kills and is reducing the
capacity of the waterways to supply suitable quality water to users
as well as to support leisure and tourism acuivities.

Carrying capacity problems are also relevant to solid waste.
Ireland’s production of this waste is increasing rapidly, reflecting
increasing wealth and economic activity. In many parts of the
country, notably the GDA, facilities for dealing with this waste are
reaching capacity. In most of the country, facilities are very basic
and provide an inadequate means of dealing with the waste.

The urban environment is likewise coming under strain. Urban
expansion, particularly in the GDA, is leading to a loss of
countryside, as road, housing, commercial and industrial
investment proceed at record rates on green-field sites. Urban
transport is also becoming problematic. Car traffic in parucular is
growing at a rapid pace, due to increasing wealth, the “spread-out”
pattern of development, relative under-investment in public
transport, and under-pricing of roads. This is increasing the
problems of congestion, urban air quality, visual intrusion, and
noise. Urban air quality problems appear now to be largely related
to transport. Levels of NO,, PM10s, and CO,, among other gases,
are problematic, and are having a detrimemal impact on human
health as well as on the built environmen.

Water pollution from agriculture 1s a growing problem. There
appear to be particular problems with intensive pig and poulury
farms (contributing to high phosphate levels), tllage farming
(contributing to high nitrate levels), and afforestation (contributing
to acidity). Eutrophication due to the over-use and misuse of
fertilisers is also present. Sail erosion due to over-grazing by sheep
(encouraged by ill-designed agricultural subsidies) is also a problem
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in some parts of the country. As well as altering the landscape and
threatening the long-term fertlity of the soil, erosion is having a
detrimental effect on waterways by increasing silt levels.

In general, agriculture operates under an incentive regime that
is far removed from a free market, and that encourages intensive
methods. This puts a heavier strain on the environment than would
othermise be the case. Individual incentives encourage certain
activities, such as cattle rearing, which has an impact on global
warming through the production of methane. This incentive
structure is particularly problematic in environmentally vulnerable
areas, which are often economically marginal, and leads to problems
such as over-grazing and environmental degradation. The
implications for investment priorities are discussed in Chapter 4,
Section 6.2.

Finally, in relation to fisheries, and aquaculture in particular,
fish farms can have a detrimental effect on wild fish stock and
scenery. As regards sea fish stocks, the sustainability of catch levels
in the long term needs to be monitored. Adequate administrative
structures need to be put in place to monitor and enforce
environmental standards.

Environmental Standards and Obligations

As regards meeting national and international environmental
standards, a number of areas are relevant. Perhaps the most
noteworthy at the moment is global warming. At the 1997 Kyoto
conference, it was agreed that the EU-15 would reduce ther
collective emissions of greenhouse gases to 92 per cent of their
1990 levels, by the year 2010. Within this total, Ireland’s target has
been set at an increase of no more than 13 per cent over the relevant
period. Achieving this target will prove extremely difficult in the
context of rapid growth, as discussed in Section 3.1.3.

A second issue relates to waste water treatment, where an EU
Directive requires that most urban areas are to have at least
secondary treatment of waste water before release into the
environment.

Other EU requirements relate 10, among other things,

» solid waste (the technical requirements for new landfill

sites, and targets for recycling),

s the level of pollution from large combustion plants, mainly

relevant to power stations, and

* the level of localised air pollution in urban areas.

Measures to Deal with Constraints

Three types of actions can be used to deal with these constraints:

1. “Supply-side” measures, i.e. investments that effectively
increase the supply of environmental resources or increase the
absorptive capacity of the environment; examples would be the
provision of a new reservoir or of waste water treatment
facilities.
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2. “Demand-side™ measures, i.e. measures that directly reduce the
level of usdge of the environment. These can be:

* “command and control” regulations, that for example

prevent the usage of certain polluting substances;

= investments that directly reduce the impact on the

environment, for example replacing coal-fired power
stations with gas-fired stations, and investment in public
transport; or

*  pricing measures, that make the polluting activity relatively

more expensive (thereby providing funds for investment
measures); examples would include a carbon tax and road
pricing.

3. “Political” measures —~ many of the constraints are set by the
political process, and are therefore suscepuble to political
change. It is important that such constraints and targets are set
in a rational way, which reflects the actual costs and benefits,
environmental and othermise. There may be cases where
targets, particularly those set internationally, do not well reflect
the costs and benefits on the ground in particular countries or
regions. If this is the case, it i1s appropriate to try to re-
negotiate the target or constraint, especially where the costs
and benefits are large.

Pricing measures are not being used to their full potential in
Ireland. In most cases to do with environmental services, prices are
not used to charge for environmental side effects. In others, the
price charged does not even reflect the direct cost of the service.
This is particularly the case with water and solid waste services. The
pressure 1o use pricing measures is likely to intensify in the future,
in order 1o pay for some of the investment requirements, and as a
result of EU pressure to implement the “Polluter Pays Principle”.
Commercialisation is one way of ensuring that full costs are
charged to users of these services.

Pricing measures are used in Ireland to give incentives for
particular activities, notable examples being agriculiure and
forestry, which both enjoy very strong incentives. In the latter two
cases the structure of the incentives is largely determined as part of
the Common Agricultural Policy {(CAP). Forestry 1s beneficial in
terms of carbon sequestration,!! while sheep and cattle farming,
which are the main competitors for forestry in terms of land use,
have a number of negative environmental impacts, including the
generation of methane. The viability of both activities is largely
determined by the incentives, so it is important to redirect the
incentives in favour of more environmentally benign activity and to
target them more accurately.

Political action may be appropriate in a number of cases. One
such case might be the 1993 EU Urban Waste Water Direcuive.

1 Although it can have a detrimental impact on the visual landscape as well as on water
acidity, depending on how it is carried out and the species used. Fine-tuning of
incentives as well as regulation can help to reduce these impacts.
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33

Implications

for Macro
Economic Policy

This Directive, which applies across all of the EU, sets treatment
standards mainly by reference to the population equivalent of the
urban area in question. The Directive does allow less stringent
standards in so-called “less sensiuive areas™, where 1t can be shown
that there is no adverse effect on the environment. This is relevant
in Ireland’s case, where many of our towns and cities are on the
Atlantic coast, and the absorptive capacity of the receiving waters is
higher than it would be, say, in the North Sea.

The Irish government, however, has not utilised this option,
and has committed itself to the full implementation of the
Directive. The Directive allowed for the identification of less
sensitive areas up to the end of 1993, with a review every four years
thereafter. It may be open to the Irish government to identify such
areas under the review procedure. The point is not that spending
money on coastal secondary waste water treatment is a bad idea.
Rather it is that Ireland will have limited resources and higher
environmental priorities elsewhere, not least in inland waste water
treatment (where fertliser subsidies are having an adverse
environmental impact), solid waste treatment, and the urban
environment.

Another case where political action might be appropnate is in
dealing with international environmental problems. The
construction of appropriate measures at EU level to meet
greenhouse gas abatement targets is one example. If such
mechanisms are designed to share the burden equally across
member-states, there is no reason why Ireland should be
comparatively disadvantaged in this regard. The acceptance of this
has been politically resisted, though it does have the potenual o
achieve a given environmental improvement at lower cost.

The rate of unemployment has fallen from 14.7 per cent at the
beginning of the current CSF in 1994 10 a projected 6.7 per cent in
1999. It is now below the EU average and a further improvement in
its relative position is expected. The changing structure of the
labour force, with a rapid increase in the proportion of those in the
active age groups with at least a leaving ceruficate standard of
education, has big implications for the labour market. Those who
have a reasonable level of education can look forward to a life of
employment. Even if there were some unforeseen downturn in the
Irish economy, it i1s probable that they would seek and find
employment elsewhere in Europe. The more probable scenario is
that they wll find relatively well paid employment at home in
Treland.

For the unskilled unemployed the possibility of finding
remunerative employment will be affected both by labour market
measures, including training, and by reforms 1o the tax and benefit
system. In particular, the evidence suggests that a tax reform
targeted at the bottom end of the income distribution is likely to




100 NATIONAL INVESTMENT PRIORITIES

have the biggest impact in increasing effecuive labour supply. The
recent budget has made a contribution in this regard.

Either way the proportion of the population that is
unemployed is likely to continue falling over the next decade. While
the unemployment rate still remains unacceptably high, there are
now indications of bottlenecks emerging in relation to lower skilled
workers as well as for skilled workers. In addition, it appears that
employment growth is being met increasingly from inward
migration flows. A feature of gross inward migration flows is that a
much higher proportion are in household-formation age cohorts
compared with outward flows. The most obvious and easily
quantified effect of this inflow is in the area of housing. It is
contributing to rapid growth in housing demand, with associated
rapid house price inflation and increased pressure on housing
infrastructure (Bacon et al., 1998).12

The serious bottlenecks which are arising in the area of
physical infrastructure, reflect the fact that the Irish endowment of
this type of capital is seriously deficient compared to other EU
members with comparable levels of output per head.

Bottlenecks in the physical infrastructure are also having a
knock on effect on the labour market. Past under-investment in
urban transport makes the cost (in both direct expenditure and
ume) of commuting very high. This is having a parucular impact on
the supply of unskilled labour in urban areas. For the unemployed
the costs of commuting across a number of Ireland’s cities can be
very high relative to the going wage rate for unskilled labour.
Women who are relatively unskilled, especially those wath children,
have a very low participation rate and a contributory factor to this
low rate is the cost, especially in time and child care costs, of
working in the paid labour market. For skilled labour, in particular
for returning emigrants, the cost of accommodation and the
congestion of cities reduces the attraction of employment in
Ireland. This is beginning to affect the supply of skilled labour and,
unless the bottlenecks are addressed in the near future, it could act
as a significant factor retarding future growth.

3.3.1. THEREALEXCHANGERATE

lt is clear that an important factor in the current success of the
Irish economy has been the economy’s competitiveness, in
particular, the competitive cost of skilled labour in Ireland
compared to our EU neighbours. This has enhanced the country’s
attraction for foreign investors and the result can be seen in the
very rapid growth in a range of businesses that are employing
skilled labour. However, the rapid growth in the economy has also

12 [t is estimated that for every 10,000 nct immigrants there will be a need for 3,000
additional dwellings. If ner immigration was around 20,000 in the last year this would
translate into 6,000 additional dwellings. In turn, Bacon ez al (1998), supgests that this
would add 5 per cent 1o house prices.
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resulted in a big increase in the demand for unskilled labour and the
result has been a significant rise in unskilled wage rates in more
recent years. The result of these pressures can be seen in an increase
in the rate of wage inflation in a number of sectors of the economy.
There is also an indirect effect as tightness in the labour market
feeds employees’ expectations.

If growth is to continue, albeit at a slower rate than in the last
4 years, the demand for labour will continue to rise. Unless the
bottlenecks in the supply of skilled and unskilled labour can be
overcome then market pressures will force a rise in the real
exchange rate. Because the rate of exchange within the EMU is
fixed, this appreciation in the real exchange rate will have to take
place through a higher rate of wage inflation. This appreciation
could be expected to continue until Ireland’s competitiveness is
reduced, bringing the demand and supply of labour inte balance.

As pointed out by Lane (1998), there has been a sustained
decline in labour’s share of national income over the past 10 years,
with wage moderation occurring hand in hand with rising profit
margins. Such a trend cannot continue indefinitely, nor is 1t
desirable that it should. What is important is that the adjustment
towards a higher, market-clearing wage does not feed into excessive
expectations in the future.

This process of allowing a real appreciation of the exchange
rate through an increase in wage inflation does hold a number of
dangers. It would obviously lead, not only to a higher rate of wage
inflation, but also to upward pressure on the rate of inflation of
non-tradable goods and services. The most notable current example
of this inflationary pressure i1s the rise in house prices. While
membership of EMU would prevent this process gerting out of
hand, there must be a concern that the real appreciation of the
currency would overshoot. If and when there is a significant slow-
down in the economy we could find that the loss of
compeutiveness, which had occurred gradually over a period of
years, would result in an actual loss of employment in a more
difficult external environment. If wage rates were to rise above their
long-term sustainable level, albeit under short-term market
pressures, the long-term consequences could prove very serious for
all involved. As is well known, it is extremely difficult 1o wind
down/reverse any increases in real wage rates (the so called “ratchet
effect”), and consequently a prolonged slow-down could be
expected to result. Such an overshooting in the real appreciation of
the currency was a contributory factor in Ireland’s economic
problems of the early 1980s.

There are two policy measures that need ro be taken 10 ensure
that the real appreciation, which is likely to occur any way, is not
excessive. First, where it i5 possible to relax the bottlenecks in the
labour market the necessary policy measures, including investment
should be implemented. Second, the partnership approach to wage
formation needs to be continued to ensure that the real
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appreciation occurs in an orderly manner and that the process does
not overshoot.

The likelihood of a moderate appreciation in the real exchange
rate over the next decade has other implications for business in
Ireland. It seems likely that firms employing predominantly
unskilled or semi-skilled labour, producing in the tradable sector
will face difficulties in the future. Public policy will have to
recognise this. The main task will be to ensure that those becoming
unemployed find alternative employment in new more productive
areas. Such a process is inevitable in any economy undergoing rapid
growth and transformation. Any attempt to resist these pressures,
through providing special assistance to such sectors, could prove
wasteful of resources and it would not be in the long-term interests
of many of those employed in the sectors.

3.3.2. INDUSTRIAL POLICY

The current very rapid rise in the supply of labour cannot be
sustained beyond the early years of the next decade. For some time
industrial policy has been taking account of the changing
circumstances where the bulk of labour market entrants are skilled.
There has been a gradual shift in orientation over the last 15 years
with more and more attention being given to attracting skilled jobs.
However, the changing nature of the labour market raises further
questions about the future objective of industrial policy.

Traditionally, industrial policy has aimed at attracting jobs to
Ireland to employ the unemployed or to reduce the outflow of
emigration. In promoting such an inflow quite high incentives were
paid in the early years of that policy. The justification for such a
policy of investment lay in the well founded belief that the social
cost of hiring someone was less than the market cost, because
some, if not all, of the new employees would not have found
employment in Ireland without the new industry. In other words
the “shadow price of labour” (the social cost of hiring someone
relative to the market cost of labour) was far less than the marker
price. Honohan (1998) in analysing the costs and benefits of such a
policy suggested that, in current circumstances, the shadow price of
labour should be much closer to one (i.e., the actual price) when
evaluating new projects, since most prospective employees would
now be able to find work regardless. If the new jobs are to be filled
by skilled employees coming from abroad, the shadow price could
arguably rise to one, and there are additional externalities reflecting
the burdens that this would place on the available infrastructure.
Thus a re-evaluation of industrial strategy for the next decade is
required by the changing nature of labour supply. Once the current
rapid increase in labour supply falls off by the middle of the next
decade, the nature and volume of new jobs that may be needed
could be greatly altered.

The changing situation also has implications for policy on
training and for active labour market policies. With better




MACRO PRIORITIES FOR INVESTMENT 103

employment prospects for less-skilled labour market entrants,
improved training programmes can hold out the prospect of a
greater reward for successful completion. Also firms have a greater
incentive to undertake training themselves — they cannot rely on an
endless stream of overqualified young labour market entrants to hil
unskilled or semi-skilled jobs. Firms will have to undertake more
training themselves if they are to succeed in a tighter labour market
and the changing market circumstances will mean that the state can
reduce its involvement in this area of activity.

The shadow wage and the marginal cost of public funds are
moving in opposite directions. The improving public finance
situation and the reduction in marginal tax rates in recent years has
probably reduced distortionary effects due to a high burden of
taxation 1n- the past. Honohan (1998) suggests that this
distortionary effect of taxation fell by a quarter between the mid-
cighties and the mid-nineties, reflecting mainly the impact of falling
tax burdens. Since the commencement of the current CSF, 1994-
1999, there has been a continuing improvement in Ireland’s overall
public finance position and this is expected to continue in the
medium term. These trends have facilitated reductions in tax rates
and the widening of tax bands. Furthermore, prospective trends in
the public finances are expected to enable the achievement of
further reductions. Based on these reductions, and the scope that 1s
being created for further easing in the future, it 1s considered that
in evaluating projects the marginal cost of public funds may be
reduced further inn the next decade.

3.3.3 LABOUR MARKET POLICY

The changing demographic and economic circumstances have a
number of different implications for labour market poicies.

First, in the future the disadvantaged group who have been
failed by the educational system, though much smaller than in the
past, may become even more isolated within the domestic labour
market. While relatively rapid economic growth does involve an
increased demand for unskilled labour, some of these jobs may well
be filled by immigrants from other EU countries who have basic
skills which the current unemployed do not. Thus a solution to the
current high level of long-term unemployment is not going to be
automatic without appropriate training and  educational
programmes to allow the long-term unemployed to compete on
equal terms for new jobs.

Second, with a tightening market for skilled labour, where
labour is internationally mobile, there may be a case for companies
taking more of a role in providing the specific skills they need. In
addition, a modern economy requires a range of differemt skills and
the education and training system must take account of the
impending reduction in labour market inflows. Undue
concentration on a particular market segment could exacerbate
skilled labour shortages in the future. A more general tightening in
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the labour market means that this problem cannot be solved by
changing the mix of skills produced by the educational and training
systems.

Third, the increase in labour force parucipauon by women in
the past decade has been an important factor in the growth of the
economy. FHowever, there is less scope for increasing participation
over the next decade as more and more women are already in the
labour force. If there is likely to be a problem due to shortages of
labour, or particular kinds of labour, it may well be desirable 1o
look at measures that would facilitate parents combining child
rearing with active labour market parucipation (also see
submissions from IFA, 1998; Natonal Women's Counal of
Ireland, 1998). This could help increase the supply of skilled labour.

However, the issue of child-care is a much wider one than a
mere labour market concern and long-term policy changes must be
set within the appropriate context. Purely from the labour market
point of view the development of flexible working arrangements,
which would facilitate both parents pursuing careers and caring for
children, will be important. From the point of view of employers
and some employees such arrangements may seem imitially
unattractive because of the costs and disruption which they clearly
involve. However, if the effects on the tax burden of providing
state aid for child-care are factored in, the situation may look rather
different. A judicious mix of flexible working arrangements and
commercial provision of child-care is likely to prove the most cost-
effective means of meeting the different labour market objectives
of parents and employers. However, there may need to be direct
state involvement in bringing forward such changes. This could
involve changes along the lines adopted in Scandinavia, where child-
care is viewed as a parental responsibility and some of the parental
time-off is taken by the father.

As well as flexible working arrangements there will be a need
to include increased support for provision of child-care facilities for
disadvantaged groups such as lone parents. This can be important in
facilitating continued participauon in education and training. The
very low labour market partictpation rates among mothers with
limited education compared to their better educated colleagues
partly reflects the limited financial benefits they can obtain from
working in the paid labour force (compared to the costs of child
care). As a result, the need 1o increase provision of child-care
facilities may derive more from social than from economic
concerns. However, where it facilitates improved participation in
education, a longer-term economic benefit can also be anticipated.

Fourth, extensive research has indicated that the structure of
the tax and welfare systems has an adverse impact on the returns to
employment for those with relatively low skills. In the medium
term there is an important role for tax and welfare policy in
changing the returns from employment for those at the bottom end
of the income distribution. In so doing there would be significant
social benefitis, but such a policy, by increasing labour supply,
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3.4
Regional
Policy

would also help reduce a significant constraint on economic
growth. Using active labour market policies 1o try and overcome
problems posed by an inappropriate tax system would be exiremely
wasteful.

This section focuses on the spatial dimensions of a public
investment programme, necessary to ensure a balanced pattern of
development across all regions and convergence between all
regions. In doing so it relates to the literature on regional
development, which will be outlined below, as well as the literature
on the determinants of the long-run growth rate and location of
economic activity which was reviewed in Chapter 2.

There has been a long-term commitment of public pohicy to
promote balanced regional development. For example, for many
years grants available for industrial development have been
regionally differentiated. This commitment to regional balance
remains an important feature of policy today. However, the rapid
changes, which are occurring in the wider society and economy,
have implications for how best regional policy can be implemented
in the future.

With a high proportion of those leaving the educational system
having third-level education, or at least a Leaving Ceruficate,? the
expectations of new labour market entrants are changing. Their
expectations in terms of employment are very different from those
of school leavers of 30 years ago. In addition, the changes in
education are interacting with wider cultural developments to alter
desires in terms of life style. The phenomenon whereby a
significant number of those leaving the education system spend
some time working abroad also has implications.

In the past a crucial determinant of where people would live
was where firms decided to locate employment. Today, with a tight
labour market, an important factor in the location of employment
is the choice by individual labour market entramts of where they
wish to live.* The availability of skilled labour in Ireland in the
1990s has been widely recognised as an important draw {or
economic activity from outside the island. So too, at a regional
Jevel, individuals’ choices of where they want to live could become a
key factor in determining where firms will choose 1o locate.

Compared to the 1960s when manufacturing industry
employed predominantly unskilled labour the situation has also
changed. A modern f{irm requires a very wide range of different
skills among its labour force. There may well be a mismarch
between the jobs available outside a major urban area and the skills

13 Historically educational participation rates have been higher in more rural counties
such as Mayo and Kerry.

1 In a recent study of employment nceds in Gacliachn areas, Fahey and Watson (1997)
found that many of the young skilled workers, in addition ro mentioning the lack of
jobs, stressed the lack of social and culural amenities as a reason to move out of the
area.
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actually available there. Under such circumstances a firm will have
to draw its work-force from a wide area, with some key employees
often coming from outside the country. It will only be in major
cities, such as Dublin, that the full range of skilled labour 1s likely
1o be readily available among its inhabitants. A new firm will have
to choose a location to which skilled labour will be happy 1o
relocate.

This means that, in the future, grants and incentives for
individual firms to locate in particular regions will be less and less
effective an instrument of regional policy. Instead more attention
will have to be paid 1o issues such as access, social and recreational
infrastructure, and the provision of other aspects of infrastructure
(urban transport, water supply, housing) which will make individual
regions or towns attractive to new labour market entrants.

The decreasing cost of transport and the rapid improvement in
communications wll affect the regional distribution of economtc
activity in a number of different ways. It simultaneously makes
possible a more dispersed allocation of economic activity while
reducing the costs to the individual of locating away from the
community in which they grew up.

Any national development strategy has consequences for
spatial development. If we explicitly recognise this spatial
dimension then we can develop a sustainable regional planning
strategy that is consistent with overall national investment
priorities.

The rationale for a policy on spatial development is based on
the observation that, without spatial planning, growth may lead to
unbalanced and undesirable regional outcomes involving large
disparities between large urban centres, other urban locations and
rural areas.

Such regional imbalance may inhibit regions from atiaining
their full development potential. Thus, some regions may encounter
problems due to population pressures in the areas of housing
demand, roads, public transport, physical infrastructure (water,
sanitary services, waste disposal) and also experience negative
pollution externalities, while the resources of other regions remain
under-utilised. For instance rural areas may encounter a spiral of
decline while the larger urban centres become increasingly
congested. This process could result in an increasing divergence
between some regions.

In Dublin and the adjoining parts of the Mid-East region, a
pattern of land use, which is characterised by the phenomencn of
“urban sprawl” has emerged. Housing has been concentrated along
the radial road and rail routes into the city. Warehouses, transport
depots and similar commercial structures have also been built along
these radial routes (and now along the M50). This settlement
pattern, which might be termed “ribbon development”, has resulted
in low housing densities and increased commuting. It expands the
infrastructural needs (roads and sanitary services especially) along
those routes which, if they are not adequately addressed, inevitably
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result in the emergence of bottlenecks. This type of development
also leads to the creation of dormitory centres with heavy rehance
on job creation in the cities. Thus, the pressures on the road
network into the cities, due to heavy use of private traffic, have, if
anything intensified on foot of the unplanned outgrowth of our
cities.

A variety of measures have been used 1o combat these types of
problems, and there is now a growing literature on the success of
such policies.

3.4.1. REGIONAL POLICY AND CONVERGENCE
EXPERIENCE

Promoting balanced regional development in Ireland has been a
long-term public policy objective ever since the establishment of
the Congested Districts Board at the turn of the century. (The
“Seructural Fund” expenditure of the 19 century financed the
spread of railways and piers along the western Seaboard in the
1890s.) However, although Regional Development Organisations
were installed in 1969, there has not been a clearly articulated
strategy. Rather, reliance has been placed on measures such as
regionally differentiated industrial grants which aim 1o influence the
location of mobile investments, special compensatory payments to
farmers in disadvantaged areas, as well as various government
decentralisation ininiatives.

The use of regionally differentiated grants started following
the enactment of the Undeveloped Areas Act in 1952. These grants
were aimed at achieving a maximum dispersal of industry, and
remain an important feature of regional and industrial policy roday.
An alternative strategy favouring a selected number of “growth
centres”, was considered in the late 1960s but was not adopted in
any serious way. Instead, grants were supplemented by other
measures such as the building of industrial estates in anticipation of
attracting inward investment. During the 1980s the emphasis of the
grants shifted towards job creation while the location of new firms
became less important. More recently, regionally differentiated
grants have been augmented by EU regional policy instruments
such as the structural funds.

The EU has been pursuing a policy of promoting regional
convergence over many years but the pace with which this objective
has been followed was stepped up in the 1990s. The instruments
used by the EU have been assembled into the Community Support
Frameworks for Treland and other Objective 1 regions in Europe,
and an anmalysis of the impact of these EU policy instruments
provides important lessons for the design of a regional development
strategy for Ireland.

The EU strategy underlying the Structural Funds process is
that the transfer of resources should make a permanent
contribution to the process of convergence between regions. This
has involved a policy of trying to confine the use of the transfers to
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funding investment rather than using them to directly support
incomes. If successful, this policy will see a permanent convergence
in living standards, measured as output per head, even if the
transfers are subsequently cut off. Migher output will, cererss
paribus, lead to higher incomes and a convergence in income per
head.

On the other hand, if transfers are used to support incomes
directly and have no effect on regional productivity, then the
convergence will only occur in measures of income per head, with
output per head unchanged. In the EU there is not necessanly a
commitment to a continuing permanent transfer of funds between
richer and poorer regions. As a result, income convergence, which
is not matched by a convergence in outpur, is potenually
unsustainable because presumably if the transfers end, convergence
ends.

Successive studies have indicated thar this process has been
broadly successful for Ireland in the 1990s. If the funding were to
end after the current plan Irish GNP would remain at least two
percentage points higher than it would have been without the
transfers (Honohan, 1997).

An example of a regional policy, which has not produced a
convergence in productivity levels, is that pursued in Twaly over
several decades. In that case the Mezzogiorno region of the
country, which has low income per capita, became “hoocked” on
transfers as their enhanced standard of living came to depend on
the continuing supports from the rest of the country and the gap in
productivity between Northern and Southern Italy remains large
{Pench, 1993).

As shown in Figure 3.5 in 1988 the bulk of the huge
government deficit in Italy was due to the deficit in the
Mezzogiorno region. There was a large transfer of resources from
the rest of Italy, where the budget was almost in balance, to the
poorer regions in the South. This policy had been pursued over a
long period from the 1950s through to the 1980s.

Figure 3.5: ltalian Borrowing, as % of GDP, 1988

| == Mezzogiomo Region B North-Centra ) taly |

However, as shown in Figure 3.6, while by 1987 wage rates had
shown significant convergence, being over 90 per cent of the Italian
average, and consumption per head was around two-thirds of the
average, output per head was still only a little over half of the
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average. Pench (1993) shows that little progress in convergence was
made in the 1970s and the 1980s in spite of the transfer of
resources.

Figure 3.6: Standard of Living in Mezzogiorno Relative to ltaly as a
whole per Head, 1987

|lXJOutput BConsumption -Wages]

What this highlights is the fact that merely transferring
resources from richer 1o poorer regions does not bring about an
economically sustainable convergence in producuvity. The situation
of Northern Ireland within the UK is rather similar of that of
Mezzogiorno in that the convergence in living standards between
the North and the UK depends heavily on continuing transfers
(Bradley, O’'Donnell, Sheridan and Whelan, 1995).

There is a difference between the position of regional policy in
the EU, and that of an individual state such as Italy, the UK or
Ireland. In the EU there is no commitment to an endless
unconditional flow of resources from rich to poor regions. By
contrast, within unitary states the nature of the state makes it
possible for such transfers to continue indefinitely. However, while
possible, such a permanent dependent position is not desirable. Tt is
also very wasteful of resources as a more effective intervenuion,
targeting convergence in output per head, would benefit all regions
within the state.

As discussed in Chapter 2, in the 1990s there was a significant
variation in output per head (measured as GVA), across all Irish
regions (Figure 3.7), although this regional vanation is not as
marked in other EU countries. (Furthermore, it is important to
bear in mind that varations within regions are likely to be far
greater). When the same regional comparison is made on the basis
of personal disposable income per head, however, the picture 1s
rather different.!5 This shows that there is a considerable transfer

13 In the Figure the disposable income figures for Dublin and the Mid-East region are
weighted by their respective populations in 1996 to arrive ac an average for the 2
regions combined.
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of resources from the richer regions (measured on a GVA basis) to
the poorer regions. This is effected through the tax and welfare
systems and through significant EU transfers.

Figure 3.7: Regional Cutput and Income per Head

Measured as percentage of National Average

Dublin & Mid-East Midwest Bordar Waest
Southwest Southeast Midlands

Source: CSO GVA figures and CSO Household Budget Inquiry

While GVA (s the basis used by the EU, in measuring
convergence, the unemployment rate and population are also
important variables in analysing regional development. The
variation in unemployment rates across regions at present, is not
very great. However, there is a considerable variation in the density
of population (see Table 2.4 in previous chapter). This is a key
point, since without a viable population, regions are unlikely to
develop. Thus, regional policy needs 1o reflect this fact.

For the future, in promoting balanced development in Ireland
the focus of an investment plan must concentrate on promoting
convergence in productivity levels rather than merely convergence
in income levels. In doing so it will promote a balance in
development that is sustainable in the longer term.

As discussed in Chapter 2, depending on how they are
measured, the existing regional disparities in Ireland may not be
very great by the standards of the EU. However, in order to correct
the apparent spatial disparities and to prevent a possible worsening
of this situation, an explicit regional development strategy is
required. This strategy should set out programmes o promoie
public and private physical capital formation as well as investment
in human and knowledge capital. It should promote development in
each region in a way that makes the maximum cominibution to the
overall national objective of increasing growth potenual,
maximising sustainable employment and convergence between
regions in gross value added.

In the context of these aims a spaual development strategy will
help to identify the most appropriate forms of public intervention
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and whether they should be differentiated between regions. Such
public interventions might include targeting public investments
towards selected locations and the imposition of charges for the
delivery of services. Intervention may also be required to ensure
that the costs of market failures are fully reflected in the price
charged for the use of resources.16

An effective regional development strategy should take into
account the advances made in regional development theory (which
will be reviewed in the next section).

3.4.2. REGIONAL DEVELOPMENT THEORY

The regional policies used in the past have contributed to the
regional outcomes described above. It is approximately thirty years
since the last vigorous debate on regional policy in Ireland. Since
then there have been many changes in the ways in which economies
are organised, and in theoretical perspectives on regional
development.

The first generation of regional development models of the
1950s and 1960s were associated with the so-called “Fordist
production model” during which large international compantes were
engaged in vertical disintegration strategies (creating branch plants)
which favoured a dispersed pattern of investment. At the same
time, national governments were prepared to intervene to influence
location decisions through a variety of measures such as financial
subsidies, public infrastructure investments (roads, industrial
estates, etc) and favourable tax concessions. This centralised top-
down approach to regional development, which was widely applied
throughout Europe, was successful in creating additional
employment. However, this approach was heavily reliamt on the
attraction of inward industrial investment, which would form links
to indigenous firms, and thus stimulate the local economy. The
evidence for Ireland seems to suggest that while foreign owned
firms rely heavily on domestically provided services they source less
of their inputs locally than domestically owned firms (O’Malley,
1995).

The emphasis on inward investment olten resulted in
insufficient support for the strengthening of the indigenous sectors
of regional economies. Other weaknesses of this approach include
the failure to encourage innovation and a tendency to foster a
dependency culture {Maillat, 1997).

In response to changing production systems, increasing
international competition and uncertainty since the late 1970s,
regional development theory has been revised, leading to new
policies. These approaches have been strongly influenced by

1 As discussed elsewhere, in regions with transport congestion, for example, the
provision of extra roads zlonc may not solve this problem and may indeed lead 10
increased use of roads. Without the correct pricing of road use along with the provision
of efficient public transport, it is unlikely that such a problem can ever be solved.
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analyses of the factors that have contributed to dynamic
development in regions such as north-central Italy, south-west
Germany, west Denmark, etc. (Dunford and Hudson, 1996). One
of the main lessons from these studies is that the success of a
region cannot be attributed to one single factor. Regional
development is a product of the interaction of a large number of
variables including resource endowments, market forces, location,
social cohesion, vertical integration, sophisticated division of
labour, co-operative industrial relations, innovation, effective
regional policies etc.

The literature on economic geography discussed in Chapter 2
indicates that international trade can foster regional concentration
by increasing economic activity in one region. Such a concentration
tends to be self-sustaining due to the presence of increasing returns
to scale within firms and agglomeration economies within
industries, Recent research indicates that concentrations of this
kind are likely to have negative impacts on the navional economy
since they induce migration to the areas of concentration,
particularly of more skilled workers, which will further reduce the
competitiveness of the other regions (Haaparanta, 1998). Regions
are unlikely to develop without skilled workers whose migrauon
decision will not only depend on wages, but also on the lifestyle
they expect.

Another important determinant of the competitiveness of
regions is factor prices. For example, if regional disparities in labour
productivity are not reflected in wages then the competitiveness of
the less productive regions will be further eroded (Borooah and
Lee, 1991).

Recently, regional development research has also focused on
what have been described as intangible factors in the development
process. This literature puts a greater emphasis on the capacity for
development at the level of the firm, the industry and the region
through the benefits generated from informauon exchanges,
collaborative approaches, innovation, adoption of best practices and
the mobilising of new financial sources, which collectively may be
termed entrepreneurship.

These intangible factors are crucially dependent on market
forces and the existing regional economic structure. Nevertheless,
regional programmes have a role to play in ensuring that there is a
supportive local or regional environment in which these factors can
be created and linked to the other forms of capital, in a manner that
results in added value for the region (Mallar, 1995).
Entrepreneurship can be enhanced through a variety of mechanisms
such as support for R&D, innovation and technology transfer,
actions to promote an enterprise culture, provision of appropriate
hardware infrastructure in the form of business parks, incubator
units, high quality telecommunications, roads, etc, as well as
supports for networks and mentoring services.

Entrepreneurship develops best at the local level, particularly
in medium sized urban centres which have advantages as places of
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interaction and as locations which have the potential to generate
significant positive spillover effects, based on proximity, variety,
and accessibility (Maillat, 1997). Therefore, medium sized urban
centres have a critical role as hubs of inter-firm networks which
could lead to the development of industrial clusters of the type
advocated by Porter (Breathnach, 1997). In the Irish context we
can identify two types of medium sized centre. The first type are
those with a population of over 25,000 people. These are likely to
have the range of services required to compete with the dominant
city, Dublin. The second, smaller type, are those centres with a
population of over 10,000 and these will have a range of services
necessary to service a sizeable hinterland as well as compete with
the larger medium sized centres.

This brief review of regional development literature indicates
that there are many factors which play a role in regional
development. In addition, the literature on the determinants of the
long-term growth rate (which mainly focuses on the nation),
equally applies at the spatially disaggregated level, since regional
boundaries are essenuially arbitrary lines. Therefore, private, public,
human and knowledge capital are also important determinants of
growth at the regional level. The creation and uuhisation of these
factors at the regional level also crucially depends on market forces.
While regional policies can be useful in providing an environment
suitable for business activities, other forces, external to the region
or the nation, will also be important in determining the regional
growth performance.

Future regional policies need to focus on enhancing the
competitiveness of medium-sized urban centres that can act as
rivals to the dominant centre, while at the same time allowing for
production systems that are more diffuse than the more polarised
systems associated with first generation growth centre approaches.
In doing so regional policies must consider the location
requirements for internationally competitive enterprises as well as
the factors necessary 1o retain a sustainable population structure.
The importance of international linkages between Ireland and other
countries, especially our EU partners, should also be considered.
Particular attention should be given to the strategic urban nodes
(gateway centres) and routes connecting Ireland to the European
urban system and the Trans-European communication networks.

The emphasis in the design of regional development
programmes should be placed in overcoming instances of market
failure and towards the creation of public goods. High prionty
should also be given to corrective pricing and subsidies and to
interventions that are targeted towards achlieving changes in
behaviour that will enhance productivity and competitiveness levels.
In order 1o maintain a viable population structure in all regions the
various types of social and recreational infrastructure along with
employment opportunities will be important.

An effective spatial planning framework should idenufy the
appropriate role and form of state intervention so as to maximuise




114 NATIONAL INVESTMENT PRIORITIES

the benefits from public investments and 1o have a realisuc chance
of altering the status quo as represented by recent regional trends.
At least three models or strategies could be conceived which could
infuse a regional and local development bias in nauonally
determined policy interventions. These might be termed:

1. Radial-led
2. Scatter gun
3. Nodal

The “Radial-Led™ strategy would involve a more planned
approach to the process that is already underway, especially on the
major routes out of Dublin and other cities. The policy
consequences of this strategy would require adequate
complementary infrastructure especially sanitary services. Measures
to promote public transport commuting, including rail and road
and to actively discourage private commuting would also be
prioriused. This strategy is essentially a formalisation of the current
pattern of settlement, which clearly follows the major road
networks. It is a response of market forces to high house prices and
urban congestion. However, this development facilitates
commuting but does not necessarily facilitate the creation of viable
economic centres outside the cities. Of course such a strategy also
has disadvantages for the cities in that congesuon would increase
significantly. There is also the obvious problem that this strategy is
tied to the existing radial routes and consequently, the desirable
objective of balanced spatial development cannot be achieved.

The “Scatter Gun” model involves spreading the tranche of
public investment across appropriate spaual units (e.g., regions)
perhaps in proportion to some simple index such as population or
per capita income. The political attractiveness of this approach is
obvious but so are the deficiencies. This strategy would require the
resources allocated for regional development 10 be spread widely
but so thinly that they would have little or no effect.

Finally, the “Nodal” strategy would involve the choice of an
appropriate number of urban centres throughout the country which
already possess the necessary imtial conditions to be acuvely
promoted as suitable development nodes for their regional
hinterlands. The selected urban centres could act as hubs for the
surrounding rural areas as well as for other smaller centres as
described in Krugman (1993). The larger centres could provide
alternatives to Dublin for private investors while the smaller nodes
could become the focal points for innovative local entrepreneurial
initiatives.

For these nodes to develop properly it is not merely necessary
to create employment. They must also be attractive as a place to
live and work in and they must be large enough to provide the
necessary ancillary services which modern businesses require. This
is particularly crucial in the hight of changes in the aspirations of
labour market entrants who strive not just for a job but also a
lifestyle. The development of social and recreational infrastructure
will thus play an important role in this strategy.




MACRO PRICRITIES FOR INVESTMENT 115

A nodal planning strategy must also actively address the
current trend towards development along the main roads out of
towns and cities. Here planning restrictions might be necessary
otherwise the nodal towns and cities will increasingly become
victims of “urban sprawl” and “ribbon development”.

3.4.3. SPATIAL DEVELOPMENT STRATEGY

We recommend that the nodal strategy will have the best chance of
promoting balanced and sustainable regional development. Such a
policy allows for more dispersed economic acuivity than a radial-led
policy and gives a better chance for agglomeration economies to be
exploited than would be the case with a scatter-gun policy. A
regional model structured around nodes has the potenual 1o
support more diffuse production systems than was the case with
the wraditional concept of growth centres. The nodes will provide
the spaual framework for implementing the cluster model
advocated by Porter and others. This approach 1o regional planning
requires a much more sophisticated model than drawing a boundary
line on the map. Fundamentally, a spaual planning straiegy is
required for the entire country, with due cogmsance of Northern
Ireland. Within an overall strategy of this type there can sull be
scope for greater emphasis on certain regions.

A nodal sirategy will require careful selection of centres with
the potential to become key hubs for trade and industry. Currently
there exist a small number of urban centres of sufficient size and
with the appropriate range of facilities 10 become internationally
competitive and realistic alternatives to Dublin.

It is considered that the most appropriate choice for regional
centres consist of Cork, Limerick (including Ennis and Shannon),
Galway and Waterford. In the Northwest, Derry — Letterkenny 1s
the natural regional centre. Here the cross border link 1is
particularly important since Lettekenny on its own is not
sufficiently large 1o develop into a major centre. Derry, which has
been identified as an important cross border gateway and cenure
with high growth potential by the Department of the Environment
for Northern Ireland (1998) would benefit significantly from an
enlargement of its hinterland into Donegal.

Figure 3.8 shows the catchment area for the main cities defined
in terms of travel times for commuters. Figure 3.9 shows the same
information for a selection of possible secondary nodes. A
comparison of Figure 3.8 and Figure 3.9 clearly shows that the
catchment area of Derry — Letterkenny 1s considerably larger than
that of Derry alone. Belfast with a population of approximately half
a million and many sources of comparative advantage could, with
appropriate institutional and political support, become a much
more dynamic centre in the Northeast of the island.

Figures 3.10 shows the range of urban centres by size of
population for the Republic. The map indicates that there are large
areas of the country which are remote from these larger centres.




116 NATIONAL INVESTMENT PRIORITIES

Given the actual locations of these centres it is essential to provide
strong supports for a second tier of local hubs in order to foster a
balanced regional distribution of economic activities. Such centres
should be selected as part of a strategic planning process within the
regions. A failure to target investment towards selected nodes
outside the major urban centres will reduce this strategy to a radial-
led policy wath the consequences described above. Figure 3.10
shows the distribution of towns by size of population, on the basis
of which the second ter of nodes might include Dundalk,
Kilkenny, Athlone, Portlacise, Tralee, Castlebar and Sligo. As
Figure 3.9 shows, their potential travel to work areas cover a large
part of the country. While some of these centres are relatively small
in terms of population, at least by European standards, these
centres are the foa for a significant hinterland, as measured by the
population and/or workforce within a sixty-minute drive time
radius {see Table 3.6). They therefore have the potential to generate
agglomeration and network economies. It should be noted that this
list of towns and cities is only indicative and a detailed study will be
required to determine this second tier of nodes.

There are some regions where the urban system is particularly
weak, and where there are long distances between places. This is
particularly the case in the Northwest and the eastern half of the
West region as well as in parts of the Midwest, Southwest and
Border regions. Smaller centres need to be identified in these areas
with additional incentives to encourage development at strategically
selected local centres.

In Border areas there already exist functional links with towns
such as Newry and Enniskillen. Given the particular weakness of
the urban system in these areas it is imperative that these links be
strengthened. This wll require improvements in the physical
infrastructure.

In order to aid the development of regions with a poor urban
structure, and those second tier nodes that are least developed,
extra resources over and above any nattonal programme may need
to be provided.

The naticnal programme of investment (s designed to take
account of the need to promote balanced regional development and
to promote the reintegration of the long-term unemployed.
However, while it will make a significant contnibution to these
policy objectives there remains the danger that it will not be
sufficient. We therefore recommend the inclusion in the next plan
of a special programme for regional development, which would be
targeted at the least developed regions. Its aim would be to ensure
that the siructure of these regions is developed over the period of
the next plan so that they will fully share in the benefits of the
expected gromth in the economy. The objective of this programme
should be 1o ensure that the “catching up” by these regions in the
next planning period is sustainable in both an economic and an
environmental sense.
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In those regions where the urban system is not well developed,
that is, in areas beyond the hinterland of the nodal towns and ciuies,
rural development measures will be particularly important.
Experience has shown that individual communities throughout the
country have special needs and that these needs will not all be met
by purely national programmes with a single simple set of eligibility
criteria. Instead, in dealing with disadvantaged communities there is
a need 10 take account of both local potential and local needs. The
proposed programme for Local and Rural development is designed
to fill this gap. The most important role for the programme is not
in the provision of additional funding to directly meet these special
needs. Instead its primary role should be to help co-ordinate the
services provided nationally and to help tailor them to best meet
the identified local needs. As part of this task of mobilising national
resources to meet the needs of less developed communiues it wilt
enhance the effecuveness of the national programmes. An outline
of the proposed programmes for regional, rural and local
development are set out in Sections 4.8 and 4.9.

Table 3.6: Main Urban Centres and their Hinterlands based on Sixty Minutes Drive
Timeat Peak Traffic Hours."

Total at Work Total Population

Total in Change % Change  Totalln “Change % Change

1998 91-98 91-96 1996 91-96 91-98
Dublin 425,560 56,892 154 1,085,509 42,943 4.08
Cork - 87,544 10,665 1387 248,895 8,785 3.66
Limerick 54,388 7,203 15.27 150,506 4923 3.38
Galway 3g.411 8,576 27.81 100,669 8.609 9,35
Waterford 36,079 4688 14.93 104,230 4,081 407
Dundalk* 57,061 7,966 16.23 164,609 2,338 1.44
Tralee 43,014 5356 1422 126,303 4176 3.42
Stigo " 38,600 3,548 10.12 111,836 1,248 1.13
Portlacise 66,362 8017 15.52 188,705 6,779 373
Kilkenny 59,904 6,082 13 175,508 3,492 203
Athlone 41,540 3927 10.44 118,546 1,179 1
Castlebar 30,966 3,184 11.45 89,194 1,662 1.9
Letterkenny 20,610 2582 14:32 65,135 2,084 3.27
Cavan 13,634 955 75 90,576 628 069
Enniskillen* . 535 12 . 2.3 29,266 -29 -0.1
ireland 1,307,236 158,156 13.76 3626087 100,368 28

* only includes population within Republic of Ireland.
** the hinterland of Kilkenny overlaps those for Watcrford and Portlaoise.

7 Census of Popularion, 1996,
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Figure 3.8 Travel to Work for Selected Larger Towns
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Figure 3.9 Travel to Work for Selected Major Urban Centres
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Figure 3.10"": Distribution of Towns by Size Grouping (after Cawley, 1991)
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3.5
Supporung
Measures

In implementing the nodal strategy recommended here, all of
the programmes discussed in Chapter 4 will have to play their role.
This is likely to be particularly important in the case of public
investment in physical infrastructure {e.g., non-national roads,
environmental services and social and cultural infrastruciure) as
well as public support for commercial activity in industry, services
and tourism. However, in Chapter 4 we recommend that additional
resources be also specifically allocated to cover the development
needs of the least developed macro-region into which the country is
to be split.

It is desirable that future infrastructure requirements are met in
the most timely and efficient manner possible and that policies are
applied to ensure that scarce infrastructure resources are used in an
economically efficient way. It is considered that improvements can
be made to resource allocation in the future through three sets of
initiatives:

« The first relates to the need 1o plan the physical
development of the country and of our major urban areas.
In addition, the planming process itself, which controls the
implememation of public and private decisions on
investment in physical infrastructure, is unduly laborious
and inefficient, at present. Clearly this is an area needing
much improvement.

» The second relates to developing pricing polictes for
infrastructure services, which reflect the true social cost of
their provision. The current practice of widespread under
pricing of certain types of infrastructure should be ended,
e.g., in the areas of road usage, water abstraction and use of
environmental goods.

* The third relates to a shift in the scope of infrasiructure
services that should be provided by the public as opposed
to the market sector of the economy. There should be a
related change in the role of Government in the provision
of such services: from provider to regulator of the “public
good”. There are a number of different ways of
implementing such a change. The state can restructure
public utilities, introducing competition and encouraging
new firms to enter the market. The state can contract out a
range of services it currently prowvides itself, introducing
competition by those who tender 1o provide the services.

These initiatives are elaborated on below.

3.5.1 PLANNING

Strategic Physical Planning

One of the key reasons why we have a housing crisis today is
because of the lack of strategic planning in the past.
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The State is responsible for the provision of public investment
in infrastructure which supports construction and house building.
What is lacking, however, is an overall vision or plan from central
and/or local government, in conjunction with the planning
authorities, as to how and where they see urban and suburban
development being facilitated.

It is because of this lack of strategic planning that the pattern
of residential land use, particularly, in the main urban areas, has
tended towards a dispersed pattern of development. By reference to
the most recent Census of Population, it is evident that there has
been some population growth in the city centre of Dublin, for
example, but declines elsewhere in the Corporation area. Strong
population growth has also been experienced both in the western
satellite towns and also in the outlying areas beyond Dublin
County in Kildare, Meath and Wicklow. A more recent worrying
trend, which has been gaining momentum, has been the increasing
tendency for persons to commute to Dublin from even longer
distances, from places such as Mullingar, Portlacise and Kilkenny.
Thus, there has been an increase in long-distance commuting with
inevitable higher traffic congestion in the Dublin region.!® Similar
problems are occurring in the other major urban areas within the
country and hence, it is clear that physical plans are also urgently
needed for the greater Cork, Limerick and Galway regions.

This tendency for people to commute from towns located in
the “outer counties” of Leinsier mainly reflects the lack of
affordable housing in the Dublin region and also low transport
costs for individual commuters (the costs do not reflect the true
externalities, economic and environmental, which such commuting
imposes). With the improvements in transport infrastructure,
which attracts industrial development, more people are commuting
to employment in the outer fringes of Dublin County. This could
possibly lead to a new city developing outside the M50 around
Celbridge, Leixlip and Maynooth. The consequential pattern of
development is likely to put considerable pressure on existing
amenities, transport, leisure and other infrastructure.

With overall housing demand expected to average around
40,000 per annum over the next ten years, the future locauon of
these dwellings across the country is of critical importance and will
have implications for other infrastructural provisions and services.
If 40 per cent of the total demand for housing originates in the
Greater Dublin  Area, the existing dispersed pattern of
development, if allowed to continue, will have significant adverse
implications for the provision of other services.

The settlement strategy for Dublin, for example, in so far as
one exists, has continued to follow the “Myles Wright Plan”

1 Commuling from rural areas 1o smaller urban centres, such as Sligﬂ or Athlone, is not
subject to the same arguments on susiaimability. The much smaller size of these urban
centres and the smaller potential volume of commuting means that it is likely to place
much smaller demands on infrastructure.
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commissioned by government in the mid-1960s. There is a clear
need for a fundamental reassessment of this strategy. Such a
strategic vision would comprise a “National Strategic Development
Plan” which would set out a clear framework for development and
planning policy in each region over a twenty or twemy-five year
period. This has already been done for Northern Ireland (see Box
3.1) and we in the Republic could learn from this. Such a plan
should seek to answer three basic questions:

(1) Where should development take place?

(2) How much development is needed over the longer term?

(3) How can planned development be made acceprable to the

public at large as well as to those directly affected?

Responsibility for preparing this strategic framework and
ownership of it should be given to the Department of the
Environment and Local Government.2 The framework should form
the background against which development plans are prepared and
reviewed within the timescale defined in the 1963 Planning Act. The
onus should then fall on the local authority responsible for
preparing the Development Plan to zone sufficient lands to meet
the strategic objectives set out in the “National Strategic
Development Plan” for its area.

In this regard, the Government is to publish Strategic Planning
Guidelines for the Greater Dublin Area early in 1999. These
planning guidelines should:

» provide a broad planning framework and an overall
strategic context within which local development plans and
reviews for all of the constituent planning authorities in the
Dublin and Mid-East Regional Authority Areas will be
undertaken;

» set the general direction in which development should
evolve in each of the local authority areas, (arising from the
so called Bacon Report (1998), the Government is to bring
forward proposals for a statutory requirement on local
planning authorities to ensure that their development plans
are consistent with the Strategic Planning Guidelines);

s facilitate the putting in place of a coherent and co-
ordinated land use policy for the Greater Dublin Area,
which will ensure effective implementation of the DTI
Strategy;

= provide a framework for investment in infrastructure, and
guide the location of development in order to optimise the
use of existing or prospective resources.

2 This will require a suitable allocation of resources.
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Box 3.1: The Importance of Long Term Physical Planning

The lack of a strategic physical plan for the Republic of Ireland makes the process of]
identifying medium and long-term investment priorities very difficult. In several other,
countries a strategic physical planning process is already in place or under development. In
this box we briefly review the approach adopted in Germany and Northern Ireland.

'.)

Physicel Planning in Germany

In Germany a strategic physical plan is published every four years. This plan is
produced by the Federal Ministry for Regional Planning, Building and Urban Development
in consultation with the corresponding state level ministries. Recent plans have focused on
measures designed to alleviate inter-regional imbalances particularly between Eastern and
Western Germany. The report contains a detailed evaluation of the current situation and
projected trends of a wide range of variables which are important for regional development
(demographics, employment, infrastructure (social and productive) etc.). The primary,
objectives for regional planning are (a) a balanced spatial settlement structure, (b) the
development of regions which are structurally weak, and convergence between regions.

In order to achieve these aims specific measures are adopted. These encompass
programmes on settlement, industrial promotion, employment, agriculture, transport &
telecommunications, energy, research & development, education, health and
environmental protection.

Physical Planning in Northern Ireland

In January 1996 the Department of the Environment for Northern Ireland published a
discussion paper on the future of the Belfast City region. However, it was concluded thar a
wider ranging approach was needed. To initiate discussion on a strategic framework for
Northern Ireland a discussion document Shaping owr Future was published by the
Department in November 1997. Tt has subsequently been the subject of extensive
consultation within Northern Ireland and the final product was published in December
1998.

In the discussion document they consider a long time horizon consisting of twenty-
five years. Over that period there will be a need to accommodate up to 200,000 new
households in Northern Ireland. The document considers how and where these new:
households are likely to be located and what the implications of this are for the provision!
of infrastructural services. The document acknowledges the complexities of the
development process — the interplay of the housing market, economic growth, and
entrepreneurial decisions determining location of employment. It suggests regional
planning policies aimed at guiding locational decisions. ’

In the document the focus is on the development potential of the major urban areas
within the North. The cities Belfast and Derry and the towns of Antrim, Lisburn,
Craigavon and Newry are classified as having high growth potential. They are seen as
having the capacity to develop as self-contained centres.

The other towns in the North are then classified as having medium or low growth
potential. Greater Belfast will see 30,000 to 40,000 new dwellings over the period. The
report recommends that a strong emphasis be put on “brownfield” and infill development.

The strategic physical plan for Northern Ireland represents a considerable advance on
the situation in this jurisdiction. As discussed elsewhere, the absence of any such physical
plan poses major problems in determining investment priorities for the next planning
period. '
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It is not the function, however, of the Strategic Planning
Guidelines to set zoning objectives so that they will not meet the
need for a strategic physical plan.

Planning System

The main problems in relation to planning include the long
delays in obtaining planning permission, the many requests for
additional information and the extent of public participation in the
entire planning process.

The existing Review of Planning Legislation is expected to deal
with many of these issues. It is expected that this review will
recommend legislation, which will deliver a more streamlined
planning system, with greater efficiency and increased productivity.

Following the Bacon Report, significant increased staffing
resources were approved for An Bord Pleanala. The lauter,
combined with the prospect of greatly increased financial resources
under the new system of local government finance, is expected 10
minimise delays in assessing planning applications. Sufficient
resources should also be made available to planning authoriues so as
to ensure that the planning system delivers on time and that the
existing logjam in planning applications can be eliminated.

In the case of major public infrastructural investment the
number of stages which must be gone through in implementing a
particular project is contributing to serious backlogs. For the future
it will be important to streamline the process as far as possible. In
addition, all projects to be implemented over the next decade
should go through the planning process as soon as possible so that
projects are ready to be implemented as and when it is appropriate.

3.5.2. PRICING INFRASTRUCTURE AND OTHER PUBLIC
SERVICES

Where the prices charged for infrastructural services do not reflect
their true social costs, then there will be a misallocation of
resources. Indeed the Mid-Term Evaluation (MTE, Honohan,
1997), in respect of transport and water, highlighted shoricomings
in this respect and recommended that economic pricing should be
applied where possible. Furthermore, the MTE noted that with
respect to at least some of the interventions considered 1o be public
goods, cost recovery would be feasible. Therefore, it is considered
that a policy should be adopted aimed at establishing economic
prices across a broad range of infrastructure and other public
services. In developing pricing policy it is worth distinguishing
issues thar arise in the following categories:
* uulity  services provided commercially, eg.,
telecommunications, electricity, postal, public transport;
= pricing in relation to public infrastructure services such as
road or water usage; and
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* pricing in relation to current public services, such as R&D,
training, marketing, advisory services, etc.

Pricing Policy in Relation to Utility Services Provided
Commercially — The USO Problem

As noted above, many utilities which previously were regarded as
natural monopolies are no longer so regarded and are provided now
in a liberalised regime in which there is at least some degree of
competition. However, the introduction of competition inevitably
carries the rnisk of “cherry-picking” with respect to service
provision. Therefore, a key issue which needs to be addressed, in
the context of establishing competition in the provision of utility
services is the manner of financing universal service obligations
(USOs), 1.e., where the revenue from selling the service falls short
of the cost of providing it. There are several regulatory approaches,
which can be applied.2! Regardless of which regulatory option is
considered the result is likely to be “second best” in economic
terms. In effect, USQ implies a subsidy to consumers, where the
cost of service provision is greater than the revenue received from
them. Economic theory demonstrates that a subsidy (however
financed) to the price at which the service is provided is a more
costly way of dealing with sub-optimal demand. Therefore, a better
solution is to increase the capacity of the target group to pay for
the service. That means an Exchequer subsidy to the target group,
leaving to them the decision as w0 how much of the service to
demand. Against this general principle, lowering the prices of
services (below long run incremental costs) to anyone living in a
parucular area, implies an increased incenuve 1o locate there. To the
extent that there are positive externalities associated with these
location decisions it would be rational to subsidise access charges in
those areas. However, in this case the preferred approach is a direct
Exchequer subsidy, by way of public service contract with
providers, rather than cross subsidisation by providers. This applies
to the basic provision of telecommunications and electricity
services to households.

Pricing of Public Infrastructure Services

The main categories relevant under this heading are roads, water,
waste-water and other waste collection and disposal services.

With respect to roads, the principal concern is that mispricing
of road usage is resulting in excess demand; meeuing this demand,
therefore, entails misallocation of scarce resources. In practice,

2 Five broad options arc distinguished under this heading. These are: (i) broad
regulatory control with no contribution from new providers 1o USQO costs; (i1} broad
regulatery control with bundled cross subsidy; (iili) broad regulatory control with
unbundled funding; (iv) derailed regulation with bundled funding; and (v} detailed
regulatory control with unbundled funding,
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there are constraints on the scope for levying charges on a usage
basis at present. For example, the main arterial road network does
not present many prospects that would be suitable for effective
tolling. The main reasons are the multiplicity of alternative routes
and the large number of exits available from such routes. Therefore,
in practical terms, the scope for rationing road usage between major
urban centres is limited to more imprecise instruments such as
more intensive application of hydro-carbon taxes. With regard to
intra-urban road usage it is considered that much greater need and
scope exists to apply user charges. It is understood that the
potential scope in this regard is the subject of investigation by the
external evaluator to the Transport OP, in the context of an overall
review of transport needs which is being undertaken currently. In
principle, it is considered that recommendations for introducing
urban road pricing should be considered favourably, in the context
of attempting to achieve improved balance between demand and
supply for urban road usage. Pending the advent of road-use
pricing, the encouragement to excessive urban driving should be
curtailed by use of correct parking charges. In particular, this
means addressing the zero-charge on parking which applies to many
motorists at their place of work and in large shopping centres. The
introduction of such charges must be co-ordinated with the
regulation and charging of on-street parking.

Turning to water supply and waste water collection and
treatment  services, there have been numerous studies
recommending the application of charges 1o reflect the long-run
marginal cost of supply. In Ireland debate in relation 1o domestic
water charges has often become ensnared by local political
considerations. However, in the context of a general proposal in
relation to improving efficiency in the use of existing and
prospective public infrastructure resources it would be a serious
omission to exclude this category. This is especially so when the
evidence suggests that the practical scope for introducing such
charges appears to be considerable and the empirical evidence
points to significant demand responsiveness to such measures.

Pricing in Relation to Curvent Public Services

The key issues under this heading are whether the services
currently provided are genuine public goods or instead could they
be provided competitively through the market? In other words, is
displacement of private providers taking place? Another quesuon is
whether delivery is at least cost, or could it be made more
competitive? This could apply to a range of services, including the
provision of different types of training programme. As a general
approach it is considered that these questions should be posed on a
regular basis, in relation to any service where there are doubts
concerning the public goods characteristics of the service, through
public tendering mechanisms. If the tender procedure results in
competitive bidding, the service should be offered thereafter at a
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price, which recovers cost, regardless of whether the successful
bidder 1s a public institution or a private firm.

Issues also arise as to charging those who benefit directly from
the provision of public services. In considering the provision of
training in Chapter 4 the possibility of transferring some of the
costs to employers (or trainees) who benefit directly from the
investment is raised.

It is considered that the proposed approach should be applied
across a broad range of services including programmes aimed at
providing R&D, training, marketing, advisory services, etc.

3.5.3. RESTRUCTURING OF PUBLIC UTILITY SERVICES

In many countries a process of evaluating the economic basis for
regulation and public ownership of rmany services has been
underway now for some years. Many important sectors of OECD
economies which were viewed as either natural monopolies, or as
being of vital social or strategic interest, or having “public goods”
characteristics, and hence, requiring at a minimum, heavy regulation
if not direct public ownership, are no longer regarded in this way.
Changes in technology and experience have called into doubt the
pervasive nature of natural monopolies. Increasing complexity of
OECD economies and increasing globalisation have resulted also in
greater scope for actual or potenual competition. As a result of
these developments deregulation and divestiture of State owned
assets to market investors have become important platforms in
countries’ policies of structural reform. The general thrust of these
policies has resulted in many services, which were previously
provided by State or State owned entities now being provided for
by private sector corporations. This process has been pursued, with
regard to areas of economic activity such as telecommunications,
energy production and distribution, airline transportation, airport
authorities, water production and distribution, and public
transportation.

The primary objective (and justification) of such a policy must
be to introduce competition in service provision, with
consequential benefits for the consumers of the service. (In the
absence of competition, privatisation of monopolies is likely 10
prove less efficient than maintaining such monopolies in public
ownership.)

Ireland has not been at the forefront of this policy approach.
For example, unul June 1998 Ireland was in derogation from the
EU Directive to liberalise voice telephony services by 2000,
although there have since been moves to implement this by the end
of last year. It is considered that it would be helpful to the
provision of competitive economic infrastructure, if Ireland
adopted a general policy approach of deregulation and divestture
from public service provision to private sector provision where the
markets are likely 1o be compeuttive. This is now the approach
being adopted with respect to telecommunications, including the
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establishment from June 1997 of the Office of the Director of
Telecommunications Regulation (ODTRY). It is recommended that
the scope to apply the same overall approach should be explored
with respect to all utility services. Where 1t is found that such an
approach is considered feasible, in whole or in part, steps should be
taken to transfer the provision of these services to private sector
provision within a regulatory framework aimed at securing
provision of services on competitive terms.

In many cases where it may not be possible to ensure
competitive provision of services by privatising a utility, the same
benefits could be achieved by contracting out the provision of
services to the utility. For example, although energy transmission is
a natural monopoly, the construction and maintenance of the
transmission system could be provided for by private sector firms
via a competitive tendering process. In the area of local authority
services there are many opportunities {or the implementation of
such an approach, namely, in the maintenance of the local authonity
housing stock, the construction and maintenance of water and
sanitary services; waste collection and disposal, design work for civil
engineering projects, etc. The development of competitive markets
in each of these areas could help eliminate bottlenecks, as well as
providing for a more competitive provision of the relevant services.
Ultimately, consumers are likely to be the main beneficiaries.

In the case of utilities, which have public service obligations, 1t
is considered that these obligations should be subject to explicit
contract arrangements between the service provider and the
Exchequer. Important advantages of adopting such a pohcy on a
systematic basis would be to:

= achieve greater focus on areas of genuine market failure,

and

« result in more extensive recourse to capital markets

provision of capital finance, replacing exchequer resources
or government direct borrowing.

3.5.4. PUBLIC PRIVATE PARTNERSHIPS (PPP)

Even in areas where it is not feasible, or appropriate to achieve
divestiture from public ownership or market provision, it appears
there is significant scope for involving the private sector in public
sector projects. This concept is well developed in a number of other
countries, and in particular, in the UK and France. The principal
benefits of such Public Private Partnerships (PPPs) are thau:

»  The public sector gains access to a range of private sector
skills that should enable the provision of a more eflicient
and cost elfective service.

» The private sector takes on a range of risks that under
traditional public procurement would be borne by the
public sector.
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*  Greater efficiencies can be generated where one party is
responsible for design, construction, management and
financing as part of an integrated package.

However, PPP is not intended as 2 means of avoiding public
finance constraints associated with Maastricht. In the next planning
period the prospects for the public finances suggest that no
projects, which offer the prospect of an acceptable rate of return,
should want for finance. As a result, there is no argument for PPP
as a mechanism for providing finance. In fact, there could be a
danger that the provision of an indirect subsidy to a PPP scheme
through state participation might reduce the cost of funding to the
private sector below the appropriate social cost, resulting in
overinvestment (for example through state or EU support for
projects tn the energy sector).

In any event, in certain instances where projects are funded
through such mechanisms, their capitalised value would continue to
be included in government debt and deficit calculations. Essentially,
this would arise where the character of the private sector
investment is only of a financing nature, with inadequate risk
transfer, as the conventions recognise the economic reality behind
the transaction.

In considering whether to undertake a particular project
through a PPP arrangement, account must be taken of the potenuial
costs which they entail. In particular, the development of an
appropriate legal framework, which may differ from project to
project, can be expensive. The inclusion of other partners with legal
interests in a project may also pose problems in terms of flexibility.

While appropriate legal drafting may be able to build in
flexibility, it is not always obvious what kind of flexibility will be
needed in the future. An example of the problems which may arise
through inappropriate contracts, would be where a piece of
infrastructure - say, a road or a bridge - has been put in place and
where the private operator is expected to get his/her return from
user charges. If traffic forecasts are 100 low, then inappropriate
contracts could leave the operator with a strong incentive to under-
invest in additional capacity in the future - enjoying monopoly
rents from their sunk investment to the detriment of the public at
large.

Finally, the restrictions under the curremt CSF o EU
involvement in PPP arrangements (through provision of finance)
should be relaxed where the projects meet all the other necessary
criteria to make them desirable.

There are essentially three types of PPP projects: financially
free-standing projects, services sold to the public sector and joint
ventures.

Financially Free Standing Projects

In such projects, the private sector generally undertakes the design,
construction, operation and financing of the project. The whole of




MACRO PRIORITIES FOR INVESTMENT 13t

the cost of the project will be recovered over uime through user
charges. The role of the public sector is to oversee such projects,
while entering into an appropriate contractual concession. The East
Link and West Link Toll Bridges in Dublin are examples of such
financially free-standing projects.

Services Sold to the Public Sector

In such PPP arrangements, the public sector contracts with the
private sector for specific services. The public sector remunerates
the private secior directly for the services provided. Charges are
not levied on end users. The private sector once again is responsible
for design, construction, operation and financing.

Joint Ventures

In joint ventures, finance for a given project is provided by a mix of
public and private sector investment. Operational control of the
project will reside with the pnivate sector. The public secior
contribution is usually justified on grounds of achieving broader
policy objectives.

PPP is not just about the provision of finance. Risk transfer is
central to any PPP initiative. Risk should be allocated to the party
best placed to bear it. A major benefit would be the requirement for
the public sector to critically analyse risk as part of an overall value
for money assessment. Projects where the private sector provides
finance only will fail the PPP value for money test, as the public
sector will always be in a position to procure finance at a cheaper
rate.

PPP will only work if there is a policy commitment by
Government to involve the private sector in public sector projects.
A clear framework would need to be established in these
circumstances for PPP type projects. Specific guidance would be
required on the application of PPP to paruicular areas of the public
sector. Without a proper framework and clear guidelines the ability
of the public and private sectors to develop genuine parinerships
under PPP would be constrained.

PPP structures would vary from case to case. Some projects
are likely o be financially free-standing and capable of
remuneration by way of user charges. Others are likely to require
some form of public sector comrbution. This is where a
partnership between the public and private sector would be
required.

The recent Depariment of the Environment circular® on
“design and build”, or “design, build and operate” contracts for
water services investment is an interesting example of such a policy.
The use of design and build contracis for major public physical

2 Circular Letter L 3/99 on Water Services Investment Programme, Department of the
Environment and Local Government.
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3.6
Conclusions

infrastructure projects could potentially reduce costs, and could
also help speed up implementation. However, the appropriate
mechanisms to use wll differ from project to project.

It is recommended that where competitive markets can be
created a policy of encouraging PPP be developed and put in place
by the Government, together with the necessary framework for the
initiative. As part of any PPP framework there should also be an
obligation on the public sector to evaluate all projects above a
certain level of investment using the option of PPP.

In this chapter we argue that continued buoyant growth in the
Irish economy over the medium-term can be attained, albeit at a
slower pace than in recent years. Underlying this projection ts the
key assumption that a substantial investrment programme will be
implemented 1o tackle existing and incipient labour and physical
capital shortages in the next planning period. Indeed our sensitivity
analysis suggests that, even if the medium term growth rate were
lower than envisaged in our central forecast, the rate of household
formation would still be high enough to warrant undertaking a
significant public investment programme.

The ranking of investment priorities in the next planning
period will need to change. Severe bottlenecks due to high levels of
demand for public physical infrastructure, exacerbated by
significant net immigration flows in recent years, mean that this
should become the main priority in the period 2000-06. Investment
in education and training will continue to be of top importance.
However, changing demographics will by themselves ease the
pressure on the education system in the next planning period, thus
according this a lower rank in overall prioriues. State aids 10 the
private sector, a consistent plank of industrial policy during the
years of high unemployment in the 1980s, can now be significantly
wound down as the economy is moving toward much lower
unemployment rates. Finally, investment in R&D should be
fostered and encouraged, although this is unlikely to form a
significant chunk of investment expenditure.

Changing prospects for the economy herald a number of
changes in macroeconomic policy. It is likely that the ughtering of
the labour market will cause an appreciation of the real exchange
rate in the coming years. The role of policy must be to ensure that
this adjustment does not overshoot and lead to a long-term shift in
wage expectations with a consequent loss of compettiveness.
Similarly, industrial and labour market policy must help to
underpin a gradual adjustment of the real exchange rate. There 1s
also an important role for tax and welfare policy in increasing
labour supply for those with relatively low skills, and for regional
policy in ensuring a more balanced distribution of outpur,
employment and population across regions.

Central to this investment programme are the supporting
policy measures necessary to implement it. First, there is a clear
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need for strategic physical planning, without which it is extremely
difficult to identify and plan for future investment needs. In
addition, the planning process itself needs 1o be improved in order
to speed up the time between plan and delivery, and to ensure a
closer monitoring of the quality of investment. Second, the
effictency of public investment can be improved in many areas by
pricing of and charging for infrastructure. Third, some public utility
services should be restructured towards either complete private
sector provision, where the State no longer has a natural monopoly,
or towards Public Private Partnerships where public sector
involvement remains desirable.




4.1
Introduction

4. DETAILED PRIORITIES

In this chapter we consider the appropriate priorities within the
major categories of investment identified in Chapter 3.1 In Section
4.2 we set out a methodology which we have used o help
determine priorities wathin the different broad categories of
investment. This exercise is rather different from that of the Mid-
Term Evaluation in that we do not have a precise menu of projects
to choose from. Instead our analysis produces a set of indicative
budget allocations. Before any money is actually spent detailed
projects will have 1o be identified and their potential benefits
assessed in a more formal framework. Honchan (1997) sets out the
appropriate methodology to undertake this task.

In considering the priorities for investment we have wken into
account;

* the need to promote the continued reintegration of the long-
term unemployed into the active labour force;

* the need to promote development which is sustainable from an
environmenial point of view;

* the changing needs of the economy in the context of changing
North-South relations;

* the need to promote balanced repional development. It is
intended that ail of the programmes we discuss below wll be
structured to implement the regional development strategy set
out in Section 3.4 above.

= The need to improve both gender equality and the integration
of the disabled into mainstream economic and social activity.
The broad categories of investment considered are public

physical investment (Section 4.3), investment tn human capital

(Section 4.4), investment in research and development (R&D)

(Section 4.5), and commercial infrastructure (Section 4.6). In

Section 4.7 we provide for a special regional development

programme designed to provide enhanced support for balanced

regional development. In that secuon we also make
recommendations concerning a programme for local, including
rural, development. Finally, in Seciion 4.8 we discuss the
significance of developing North-South co-operation for the
National Development Plan.

* This analysis has benefited from a detailed examination of all the submissions made
on investment prioritics by government departments and other agencies and from
meetings with many interested parties.
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4.2
Quantifying
Investment
Priorities

In  considering the  priorites for  the  next
National Development Plan we have adopted a broad definition of
investment. We have included all expenditure designed 1o build up
human capital as well as expenditure on research and development
(R&D). This is a broader definition than was used in earlier studies,
such as the MTE. We feel that this broader view is appropriate
given the changing nature of the problems facing the economy.

While the Structural Funds will continue to play an imporiant
role in funding the next National Development Programme, we
have not confined our analysis to solely those areas which are
potentially fundable by the EU. We have considered all aspects of
investment in determining what Ireland’s priorities should be. It
would be a separate exercise to reconcile these priorities with the
ability of the EU to fund different types of projects.

We do not recommend a detailed programme structure for the
next National Development Plan. However, our analysis is framed
around five broad areas or programmes: pubiic physical
infrastructure; human resources; research and developmeny;
commercial infrastructure; and finally regional, local and rural
development.

In examining each category of investment in Sections 4.3 to
4.7, we first set out what the current level of expenditure is. We
then consider available evidence on the eflecuveness of current
expenditure. On the basis of this evidence, and in light of the
discussion in Section 4.2, we then set out our suggestions on
detailed investment priorities.

The approach, which we adopt here, was outlined in Section 2.1
above. We have used the following steps to identify and quantify
the investment priorities necessary to achieve the objectives of the
plan.

Identify Constraints

The first step, undertaken in Chapters 2 and 3, was to idenufy
existing constraints on growth, employment, long-term
unemployment, regional development and the environment using a
macroeconomic assessment of the prospects for the economy over
the next decade. We classily constraints, based on the insights from
international research on the determinants of growth, in terms of
public physical capital, human capital, R&D and commercial
infrastructure. We include regional development as a separate
investment priority, so as to explicitly tackle the spatial dimension
associated with public expenditure.

Classification: Allocate to Areas of Distortion

The first stage of this analysis involves a consideration of the
channels through which different types of policy measures impact
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on the economy. The Mid-Term Evaluation identified a number of
different types of marker failure which could necessitate state
intervention. In this step we classify each investment priority
against four areas of distortion or market failure: public good,
corrective tax or subsidy, targeted subsidy, and redistributional
subsidies or taxes. We use this framework to consider the
appropriateness and justification for public intervention through
the National Development Plan. The results of this exercise are
shown in Table 4.1.

The different types of market failure, which may justify
intervention, are:?

Category 1: Public Goods

The basis for public sector involvement in the provision of services
or facilities that have public good characteristics arises from the
difficulty or impossibility of charging the users of the facilities
directly for the benefit which they receive (difficulties with
operating exclusionary pricing). Public goods measures identified in
the MTE were of three types: information, infrastructure and
cultural. “Information type” public goods involve a number of
different acuivities: research, marketing, and evaluation/technical
assistance.  “Infrastructure” covers spending on  roads,
environmental services, and basic education (the training of all
people to some minimum standard). “Cultural spending” (e.g.,
monuments, parks etc.) is a classic example of a “merit good™.3 In
Table 4.1, the environmental infrastructure, education and much of
the transport sector are identified as public goods.

Category 2: Corrective Pricing

The most pervasive examples of a need for corrective pricing arise
in relation to certain infrastructure projects. In many cases the cost
of using the infrastructure does not reflect the full cost 10 society.
Alternatively, there may be cases where the cost to the private
sector of investing takes no account of wider societal benefits from
the investment.

An example of such a distortion could be where employers are
considering employing people who are in seriously disadvantaged
categories, such as the long-term unemployed. The benefits to the
employer could well be less than the benefits to society from their
employment and, as a result, a subsidy could be payable to ensure
that the employer received the correct price signals. This category
of intervention opens up possibilities for innovative forms of public
and private sector partnerships. The crucial point is that there needs
to be a “truer” pricing of infrastructural usage. For example, we

2 Sce Section 2.1.2 in Chapter 2 for further details.
3 A “merit good” is either a good or service that “socicty” believes should be made
available for consumption to all.
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identify that 20 per cent of intervention in transport infrastructure
should be directed towards corrective pricing.

Category 3: Targeted Interventions

Expenditure in this category 1s warranted principally where private
agents lack information or are too risk averse to undertake
(potentially) profitable activities. For example, they may lack the
information necessary to successfully break into a new market. If
such information is provided (either directly or indirectly) through
government support they may, as a result, be able to overcome the
problem, and subsequently such supports can, and should be,
phased out. Key areas of investment, identified as predominantly
targeted interventions, are training, and support for marketing in
industry and services.

Table 4.1: Classification of Investment Programmes
Pubiic  Corrective Targeted Redistribution Totai‘i‘
i

% % % % %
1. Public Physical
Housing 10 90 100 |
Transport 80 20 100 |
Environmental 100 100 |
Social and Recreational 45 45 10 100

2. Human Resources
Education €0 10 100 .
Training and LTU 10 70 20 100

3. Research and Development 20 10 70 100 ¢

4. Commercial Infrastructure '

Industry and Services 10 10 80 100

Agricutture, Forestry, and Fishing 10 40 40 10 100 |
Energy & Telecommunications 100 100 |
Tourism 50 50 100,

6. Regional Development
Regional 60
Local and Rural 10

100
10 100

g8

Category 4: Redistribution

As discussed in the introduction, redistribution is best tackled
through the tax and social welfare systems. We have excluded from
consideration here quite a2 number of other areas of expenditure
which are predominantly redistributive. In particular, much of the
expenditure on agriculture performs such a role and should
properly be considered in the context of the national budget for
social protection. Nevertheless, there are sull some aspects of
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investment programmes that have a redistibutive funcuon. The
most obvious example from Table 4.1 is social housing.

Ranking of Priorities/Constraints

Having analysed the market failure which each of the differemt
categories of investment is designed to tackle we then rank these
categories of investment in order of priority with reference to the
overall objectives. Before doing this we first examine the current
ranking of investment spending. Table 4.2 shows in detail the
structure of expenditure in 1999 for public physical infrastructure,
human resources, R&D, commercial infrastructure and regional
development. By far the highest proportion of total expenditure is
devoted to human resources — 52 per cent of the total - followed by
public physical infrastructure (28 per cent) and commercial
infrastructure (12 per cent). Just over 68 per cent of total
expenditure amounts to current expenditure, predominantly on
human resources, while almost 80 per cent of towal capital
expenditure is devoted to public physical infrastructure 4

As discussed in detail in Chapters 2 and 3, the most pressing
constraints facing the Irish economy in the next decade arise in the
area of public physical infrastructure. Human resources will remain
a key priority but demographic pressures are declining. Both R&D
and a regional development programme for less developed regions
have a higher ranking in terms of the national prioriues specified in
the terms of reference, although their actual share in total
expenditure is low. The main area of recommended cutback is in
commercial infrastructure, especially industry and serwvices.

The second part of Table 4.2 shows our weighting of this re-
ranking of priorities for the period 2000-2006. It is recommended
that capital expenditure increase its share of total expenditure by
over five percentage points. The 1999 budget has already marked
the beginning of this process with a major increase initiated in the
Public Capital Programme. This increase is concentrated in
investment in public physical infrastructure, namely housing,
transport, environmental as well as social and recreational
infrastructure. The concomitant reduction in current expenditure’s
share is concentrated in commercial infrastructure and human
resources. None the less, human resources will still account for
over half of total expenditure. Regional and local development 1s
recommended to greatly increase its share of total expenditure,
with all of this increase to be concentrated in capital expenditure.

* These figures differ significantly from those in Honohan (1997), because of the wider
focus of investment in this study. In Honohan only expenditure which was included in

the CSF was considered.
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Table 4.2: Structure of Expenditure

1999 2000-2006
Total Capital Current Total Capital Current
% % % % % %
1. Public Physical Infrastructure 28.2 26.3 1.9 336 Ml 2.2
Housing 10,0 8.1 1.9 12.2 9.9 2.2
Transport 10.2 10.2 0.0 13.1 131 0.0
Environmental 48 48 0.0 46 46 0.0
Soclal and Recreational 24 24 0.0 a7 7 0.0
2. Human Resources 52.1 8 48.3 51.8 43 473
Education 358 38 320 380 43 337
Training and LTU 18.3 0.0 16.3 13.6 0.0 136
3L RA&D 27 0.0 7 7 0.0 a7
4. Commercial Infrastructure 12.2 1.6 10.8 79 0.6 74
industry and Services 1.2 05 6.7 5.0 0.1 49
Agricufture, Forestry, and Fishing 27 0.0 27 21 0.0 21
Energy & Telecommunications 10 0.0 1.0 0.2 0.0 0.2
Tourism 1.4 1.2 02 06 0.4 0.1
§. Regional Development 21 0.0 21 33 1.6 1.9
Regional 00 0.0 0.0 1.5 1.5 0.0
Local and Rurai 21 0.0 21 19 0.0 1.9
Total® 100.0 31.9 68.1 100.0 ire 62.4

Investment Prionities Cross-Classified by Type of Intervention

In Table 4.3 we combine the results of steps 2 and 3 above 1o arnive
at a matrix of weights for national investment priorities that can be
applied 1o any given target level of expenditure. Under our
classification of investment priorities, over half are classified as
public goods with just over one-fifth as targeted interventions. The
dewailed discussion of these classifications is comained in the
relevant sections of the chapter that follow. This is rather different
from the pattern of expenditure in the current CSF where there 1s
significant expenditure on corrective subsidies and targeted
interventions. This change in priorty reflects the results of the

3 Numbers may not sum to 100 due to rounding,
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analysis undertaken in Chapters 2 and 3 which indicates the serious
infrastructural bottlenecks facing the economy.

Table 4.3: Matrix of Weights for Investment Priorities, 2000-2008

e

Public  Correclive  Targeted  Redistribution  Total

i

!

i % % % % %

i1. Public Physical Infrastructure 7.9 2.8 1.7 1.3 3.5

| Housing 1.2 0.0 0.0 10.9 12.2

' Transport 10.4 28 0.0 0.0 131

! Environmental 48 00 0.0 0.0 46
Social and Recreational 1.7 0.0 1.7 0.4 37

1

}2. Human Resources 5.5 38 9.8 2.7 51.6

i Education 34.2 KX-] 0.0 0.0 330
Tralning and LTU 1.4 00 8.5 27 136

i

j:l. Research and Development 0.7 0.4 2.8 0.0 a7

|

14. Commercial Infrastructure 1.2 1.3 6.1 0.2 7.9

, Industry and Services 05 05 40 0.0 5.0

: Agricufture, Forestry, and Fishing 0.2 08 08 a2 2.1

" Energy & Telecommunications 0.2 0.0 0.0 0.0 02

i Tourism 03 0.0 03 0.0 06

|

|6. Regional Development 11 0.0 2.1 0.2 33

| Regional 0.9 0.0 0.6 0.0 1.5

| Local and Rural 0.2 0.0 15 0.2 1.9

i

iTotal 56.6 8.1 210 144 100.0

I

. e — e -

Indicative Estimates

Based on the assumptions underlying our Central Forecast (set out
in detail in Section 3.1.1), we allow for an annual average gromh
rate of 1.6 per cent in real total investment expenditure (broadly
defined). Using the weights assumed in Table 4.2 above, we then
arrive at a quantification of indicative estimates for public spending,
in each broad investment area as shown in Table 4.4. In the table we
show the expenditure under the different headings for 1999 and the
average annual expenditure for the planning period of 2000 to 2006,
together with the implied average growth rate for the period to
2006. It is important 1o note that the amount of investment
planned for 1999 reflects a major increase compared 1o 1998. The
suggested further increase in investment in the planning period
then builds on this relatively high base.
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Table 4.4: Indicative Estimates of Investment Priorities, 2000-2006

1989, £m 2000-2006, £ m
Level, 1999 Prices Annual Growth Rate
Total Capital Current Tax Total Capital Current Tax Total Capital Current
Relief Rellef
1. Public Physical Infrastruct. 1969 1685 118 243 2268 2108 1650 0 35 7.0 6.6

Housing as8 494 115 249 820 . 870 150 o -1.1 7.6 6.6

Transport 646 646 0 880 880 0 7.7 7.7

Environmental 301 301 0 o8 208 Q 06 06

Social and Recreational 154 154 0 250 250 0 121 121
2. Human Resources 3290 240 G0 0 umr 290 187 0 1.4 4.7 14

Education 2260 240 2020 2560 2%0 2270 3.1 4.7 1.5

Training and LTU 1030 0 1030 917 ¢} 917 -29 -2.9
3. Research and Development 168 0 163 4] 250 0 250 o 9.9 0.0 9.9
4, Commerclal Infrastructure 77 103 668 0 531 35 496 [+] 9.3 -27.2 -7.5

Industry and Services 453 30 423 335 5 330 15 458 6.2

Agric., Forestry and Fishing 169 0 169 140 0 140 4.7 -4.7

Energy & Telecomm. [:<] 83 156 0 16 350 -35.0

Tourism 86 73 13 40 30 10 -19.1 223 5.1
6. Reglonal Development 13 0 12 1] 28 100 125 0 13.7 1.1

Regional 1] 0 0 100 100 1]

Local and Rursl 131 0 31 125 1] 125 BN -1.1
Total 8319 1938 4132 249 B741 2533 4208 0 1.6 6.7 0.5
Memorandum Hem:

l'x. of GNP 123 3.8 8.1 0.5 10.7 4.0 6.7

The average growth in the volume of public capital expenditure
recommended for the next planning period comes out at around 6.7
per cent a year. This builds on the big increase in 1999. This will see
public capital expenditure as a share of GNP rising from 3.8 per
cent of GNP in 1999 to 4 per cent on average, over the period 2000
to 2006. (In 1998 it was 3.3 per cent of GNP). The share in GNP of
current expenditure covered in this report will fall over the
corresponding period as the needs of the economy change.

Supporting Policy Measures

As we discuss below, the major constraints on the economy over
the next decade, which may prevent it from reaching its full
potential, cannot be solved by investment alone. A range of other
measures including changes in taxes and user charges will also be
essential.
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In the case of global warming and other environmental
constraints facing the economy, the introduction of a carbon tax
should have an important role to play. Additional investment alone,
cannot hope to solve the intractable problems faced in this area. In
the case of other environmental problems which the rapidly
growing economy faces it will be essential to introduce suitable user
charges to ensure that we do not overuse the environmental
resources currently available to us.

Research elsewhere shows that the problems of urban
congestion can never be solved by investment alone. Modern
societies have an insauable appetite for road space ~ they can never
have enough. If our urban centres are not to choke, and if we are 10
avoid huge additional wasteful investment, it is essential that road
users in urban environments be faced with the full social cost of
their cir use. Iniually, we suggest, this should involve the levying of
substanual parking charges for non-residential parking spaces in the
major urban areas and close to the M50. (This includes parking
spaces in shopping centres.) By the end of the planning period, as
the investment in public transport comes on stream, the objective
should be to phase out the parking charges in favour of charging
directly for the use of scarce urban road space.

We estimate that the combined effect of the above measures
should be to raise at least an additonal €200 million by 2006 from
user charges (both for traffic use and for use of environmental
services).

Finally, the tax system has, in the past, been used to provide
incentives for desirable forms of investment. We recommend that
all such incentives should be phased out. The changing economic
environment as discussed in Chapter 3, renders such incentives
obsolete (just as subsidies are obsolete). Even if some conuinuing
special aid is being contemplated, it is almost always better to avail
of some form of targeted subsidy rather than tax concessions.

Macro-Economic Implications

The analysis set out in Chapter 3 suggested that the relatively
favourable medium-term scenario set out therein might not be
achievable due to shortcomings in public infrastructure. As
discussed above, the purpose of this chapter is to propose measures
to overcome these constraints in order to allow the economy to
achieve its full potenual. Above, we set out the methodology
required to both identify and quantify the necessary changes in
policy. In the rest of this chapter we give the background to our
recommendations. These recommendations involve significant
changes in the profile of public expenditure and taxation compared
to the public finance benchmark underlying the Medium-Term
Review. These reallocations have been taken into account in
preparing the macro-economic forecast in Chapter 3. As indicated
earlier, the necessary levels of investment in infrastructure should
be sustainable, while imposing no additional burden on the
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\/

4.3

Public
Physical
Infrastructure

wxpayer. The recommended increase in user charges and
environmental taxes, as well as reductions In certain tax
expenditures, should be counterbalanced by cuts in rates of
waxarion elsewhere in the economy.

The proposed investment programme should help ensure that
the economy realises its full potential to grow in a sustainable
manner, as envisaged in the baseline forecast. The changes in the
sysiem of taxes (and user charges) will themselves play an
important role in promoting an efficient use of the infrastructure
which is put in place, and they will help to ensure that the rapid rate
of economic growth does not put unsustainable pressures on the
environment.

4.3.1 HOUSING

Introduction

The excepuonal growth rate of over 7 per cent per annum since
1994 has been associated with a rapid increase in the population
and, in particular, in the labour force. The growth in labour supply
and in employment has led 1o a huge increase in the number of
households, which reflects in part an increase in the number of
persons with relatively well paid jobs. Demand for housing has thus
been increasing at an unprecedented rate with the result that house
prices have been rising rapidly.

As discussed in Chapter 3, because of the underlying
demographic forces, it seems likely that the Irish economy will
continue to grow much more quickly than other EU countries for
much of the next decade. The combination of further sustained
increases in employment over the medium term and the prospects
of further immigration of persons in the 25 to 34 age group adding
to the population wmill continue to put upward pressure on the
demand for housing and associated urban infrastructure. A key to
the growth potenual of the economy over the next decade will be
the country’s ability to absorb the increasing numbers of
households. This will require extensive investment in housing and
all the other types of infrastructure, which will be necessary in
order to facilitate a major increase in numbers of dwellings.

One of the symptoms of the capacity constraints which have
arisen, and continue to persist in the economy has been the
inflationary trend in house prices and rental accommodation, and
its consequent impact on the numbers of persons who are unable to
house themselves, and now find themselves requiring assistance
from the State. This is and has been reflected in the rapid rise in
local authority housing lists. Of late, it has been estimated that over
40,000 households have applied to local authorities for housing.
Unless policies are pursued by the Suate which address social
housing needs the problem is likely to escalate further.
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While the State is not directly involved in the provision of new
dwellings, other than in the case of social housing, it has a major
interest in what happens in this sector. As discussed in Chapter 3,
the constraints apparent in the supply of housing reflect wider
capacity shortages in Irish physical infrastructure. Unless the State
takes the necessary supporting actions in the next planning period,
we can reasonably expect that the problems apparent in this sector
today will have a serious negauive impact on the economy’s
medium-term growth potential.

While no EU funding has been used, or is likely to be used, 1o
directly fund investment in housing, the macro-economic return on
the investment part-funded by the EU, over the next planning
period will depend upon the successful implementation of measures
to deal with the shortage of housing. In addition, through indirectly
part-funding the necessary supporting infrastructure (sanitary
services, urban transport and roads) the EU Structural Funds can
potentially play an important role in relieving supply constraints in
the sector and in promoting balanced growth in the economy as a
whole over the next decade.

Current Activity

The housing market is basically a market for accommodation that
can be subdivided into different sectors: owner occupied, private
rented, public rented and the voluntary/social housing sector.¢

The private sector is largely responsible for the provision of
new housing units in the owner occupied and private rented
sectors. While the State has a key role to play in terms of
facilitating development via the servicing of land, and the planning
system (including zoning), the private sector market essentially
provides accommodation for those persons who have adequate
means to procure their own housing requirements unaided.
Notwithstanding this, the State provides around £43m. in new
housing grants for first time buyers, which is included in the public
capital programme for 1999 (Table 4.5).

The estimated public capital provision for housing in 1999 was
£494m. The bulk of this expenditure, some £319m., represented
expenditure on local authority and social housing programmes,
around 75 per cent of which was financed by the Exchequer, the
balance being met from local authorities’ internal resources and
other non-Exchequer sources. The estimates for 1999 allow for an
increase in the provision for social housing of around 15 per cent.

¢ The latest information on housing tenure relates 1o the 1991 Census of Population: 73
per cent owner occupicd; 8 per cent private rented; 10 per cent rented from local
authornity; 6 per cent acquired from local authority; 2 per cent occupied free of reny; |
per cent not stated.
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Table 4.5: Public Expenditure on Housing, 1998 & 1999, £ million

1998 1999 {

Housing Grants 37 43 }
Sochal Housing - Investment 275 319 !
Other Capital 125 132 |
Supplementary Welfare Allowance - Housing %8 115 f
Tax Relief — Private Tenancies 15 15 ¢
Tax Relief - Urban Renewal ' 43 f
Tax Rellef — Rented Residential % 26!
Tax Reliel - Mortgage Interest 158 160
;

Total 781 858 |

Notes: tax items are estimates for 1998/1999 and 199%9/2000.

The public capital provision for local authority and social
housing comprises mainly expenditure on the construction of local
authority houses. In 1999 it is estimated that around 4,500
additional local authority houses will be provided (over 10 per cent
of all dwellings likely to be constructed this year). The expenditure
also includes provision for the refurbishment of the existing stock
as well as a provision for initiatives in the voluntary sector. The
latter include the Capital Assistance Scheme and the Rental Subsidy
Scheme, both of which are designed to provide funding
mechanisms  for approved voluntary bodies  providing
accommodation.

In addition, the public capital provision for housing includes
expenditure on local authority house purchase-improvement loans,
grants for disabled persons and essential improvements, as well as a
provision for the shared ownership scheme.

Current expenditure in 1999 on the payment of rent and
morigage supplements under the Supplementary Welfare
Allowances Scheme, which are administered by the health boards, is
estimated at £115m compared with £54m as recently as in 1994. The
average number of households in receipt of payments in any one
month in 1998 amounted to some 42,000 for rents and 8,000 for
morigages.

There is also a very substantial cost to the exchequer as a result
of tax relief for different kinds of housing related activities. The
estimated cost of the relief is shown above for 1999 at
approximately £249 million.

Lessons from Current Experience

There is no reason to believe that the current trends in housing
demand will not be maintained or even gain momentum, if one
accepts that the economic fundamentals are in place to sustain a
high rate of growth in the economy over the next few years. In
addition, the population aged 20 years and over is expected to
increase by over 300,000 between 1996 and 2006. To ensure that we
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are better- prepared to cope with an increasing demand for housing
in the future, there are four key lessons that need to be learned
from the current situation:

* The importance of (long-term) Strategic Physical Planning
in advance to ensure that there is a clear framework against
which future development needs can be assessed and
accommodated.

* A re-examination of planning procedures to ensure that
unnecessary delays are eliminated and that the sysiem is
adequately resourced.

* The necessity to integrate future residential development
with transportation policy, where appropriate, and to
utilise, to the maximum possible extent, the planned
transportation infrastructure which is being put in place.

* The overall supply of zoned and serviced land for
residential development needs to be adequate in order 1o
guarantee both flexibility and choice, and also to help to
restrain land price inflation. In this regard adequate
resources need to be directed towards the provision of
essential water and sewerage services so as to enable zoned
lands 1o be developed.

The problems arising from the lack of strategic physical
planning in the past and the need to re-examine procedures for
regulating development have already been discussed in Section 3.5
of this study.

Land Use and Transpontation

The DTT Strategy contains a comprehensive vision of the transport
situation in the Dublin metropolitan area (defined as the Dublin
Travel to Work area) over the next decade and a half. It involves
radical changes in the transport network and is dependent on
appropriate land use planning to help it succeed. This is expected to
be a major land-use planning consideration for all the local
authorities in the Dublin region over the next 15 years, and a high
degree of co-ordination will be needed in order to make it succeed.

Because Ireland’s major urban areas are expected to encounter
a period of intense growth over the next 10 or 15 years (probably
followed by much slower growth in subsequent decades), the next
decade will determine the physical structure of our cities for many
years to come. While in a lot of cities in other EU countries, new
investment in transport infrastructure has to fit in with the existng
urban structure, in Ireland’s case there is an opportunity 1o plan
them both in a co-ordinated fashion. The possibility of such co-
ordinated action leaves open the potential for a much more efficient i
utilisation of new transport infrastructure than is possible in many
other European cities. (The need for such investment is discussed
in more detail below in Section 4.3.2.)

The tying in of residential development and transport
infrastructure is critical for the development of urban areas and for
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providing access to the location of employment. It should also help
to enhance the capacity of the planning authorities to discourage
unplanned and “unwelcome” land use changes. Heretofore, it has
only been issues of availability of sanitary services which have
provided such a discipline.

There is a growing consensus that new developments should be
concentrated around good public transport facilities (especially rail)
in order to maximise the use and return on any investments, as well
as in helping to restrain the growth in car usage.” What is required,
therefore, is a clear ongoing interactive relationship between both
land use and transportation policies which provides for flexibility
and which is subject to regular review. (The huge changes occurring
in Dublin and the inadequacy of past forecasts clearly necessitate
the need for a major re-examination of the Dublin Transport
Trutiative (DTT) plans.)

Following the recommendations of the Bacon report (1998),
planning authorities have been advised to promote increased
densities in appropriate locations.® The Department of the
Environment and Local Government has commenced an initiative
to promote higher residential densities, particularly in redeveloping
brownfield sites and in proximity to town centres, public transport
nodes and access points, in the interest of providing a more
sustainable residential development pattern. However, this initiative
has not been writien into legislation,

Higher residential densities can contribute to a solution to the
dispersed pattern of development, particularly in areas which are
well serviced by public transport. There is an extensive literature
that suggests that such an urban form results from decreases in the
real cost of transport relative 1o real incomes over ume. The
paradox that results, in other words, is that where mobility is
expensive (thereby generating a disincentive to moving further
out), densities tend to be higher in cities. Thus the onus may fall on
Central Government to curb urban sprawl by insisting that the real
cost of transport (relative 1o real incomes) reflect its true costs to
society (which would include congestion costs).

The Government’s document on Sustainable Development?
echoes the call to maximise residential development along well-
serviced public transport corridors:

The pattern and density of wrban development hbas a
major influence on travel patterns. Many European cities
are now pursuing the option of increasing urban densities
around points of high accessibility, parnticularly points of
high accessibility to public transport.

7 Centainly, the development strategy pursued around Copenhagen and its hinterlands
could be drawn upon to further our knowledge about how best to proceed in this area.
$ Circular Letter PD 4/98 on Residential Density, Department of the Environment and
Local Government.

* Sustainable Development: a Strategy for Ireland, Depaniment of the Environment and
Local Government, 1997.
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The Department of the Environment and Local Government
has engaged consultants to prepare planning guidelines on
residential density. In this regard there are a number of issues that
are relevant in the Insh context.

1. Higher density has a real role to play in seeking to
reduce car dependency provided it is targeted at
locations close to public transport facilities.

2. The tendency to specify maximum density
standards, for example in Development Plans,
should be complemented where appropriate with
specifying minimum density standards, which are
likely to be more suitable in locations adjacent to
public transport faciliues.

3. Density should not be considered in isolation from
other planning objectives. The Department’s circular
notes that “a high quality of design and layout and a
good quality living environment, including the
availability of proper shopping, transport and leisure
infrastructure, are essential if increased densities are
to be acceptable”. 10

Zoning

It seems reasonable to start from the premise that the current
shortage of serviced and zoned lands stems from the fact that there
has been insufficient investment in sanitary and transport services.
There is also a need to provide sufficient quantities of zoned land
for residential development. If a housing market 1s to operate
efficiently it is a prerequisite that reasonable quantities of serviced
and zoned residential land are provided over a sufficient time
horizon to allow for flexibility and choice. However, if the rezoning
process takes place in a haphazard fashion it can inflict serious
environmental damage. What is required, therefore, is a long-term
view that takes into account the overall requirements for zoned
lands in the major urban areas over the next twenty years or so
while keeping in mind the need to protect our environrment,
especially close to major urban areas. Inadequate choice for
developers, and ultimately for potential house-buyers, increases
both land and house prices as well as commuting costs, resulting in
increased transport costs and congestion.

The problem is most acute in the Dublin region where there
are large non-development areas within 10 kms of Dublin City
centre. A zone of radius 15 kms from the city centre, even allowing
for the non-development of the mountains to the south, and the
immediate vicinity of the airport to the north, clearly includes
enough space to accommodate very substantial development. Some

10 Circular Letter PD 4/98 on Residential Density, Department of the Environment
and Local Government.
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of these areas are not serviced, not zoned, or are designated for
“amenity” or “green belt”. With a planned approach involving major
investment in necessary infrastructure, adequate land can be made
available without putting undue pressure on the environment.

The alternative solution is to use more land which is not
contiguous to the existing built up areas. Here, the objecuve should
be to zone lands adjacent to existing villages and towns, preferably
around public transport nodes, which are supported by strong local
ecconomies, and where the existing transport and social
infrastructure is capable of accommodating the extra population.tt
The rezoning of lands, near urban and suburban public transport
routes, will encourage development in these areas, help 1o minimise
congestion as well as the need to develop new services, and also
enhance access to employment opportunities for groups dependent
on public transport.

Elsewhere, in Cork for example, Zoning Options are used to
improve the supply of land for residential development. These
involve identifying some of the agricultural zoned land adjacent to
the edge of the City as having the option for housing development,
but only for a limited period of time.

In Galway, considered to be one of the fastest growing cities in
Europe, there is a deficiency of zoned residential land in the City
that is pushing development out to the surrounding towns and
villages. This is inevitably placing pressure on rural services and
infrastructure. The lack of adequate sewage treatment facilities is,
however, a more serious problem in Galway.

Finally, there may be a possible role for the local authorities to
join with private sector interests as part of a Public Private
Partnership so as to facilitate the assembly of urban sites where
higher density housing development might be desirable.

Basic Infrastructure

More generally, the lack of basic infrastructure in the form of
sewage treatment, drainage and water supply 1s presently
acknowledged as a major factor holding back the supply of new
housing.

The Serviced Land Initiative launched in November, 1997 and
subsequently added to in the Government measures announced in
April last year, provided a total of £85m (£35m from the
Exchequer) over the three year period 1998-2000 towards the
provision of services to open up land for residenual development.

"The Minister for the Environment and Local Government
announced details in May 1998, of the schemes to be funded under
the first £15m'tranche of Exchequer funds. A further £9 million has
recently been allocated. A total of 85 schemes were approved which
are expected 1o allow land to be provided with essential water and

1 Mid-East Regional Authority, 1998.
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sewerage services and to enable an extra 55,700 housing units to be
constructed. Around 43 per cent of the units provided for will be in
the Greater Dublin Area (GDA), where the greatest demand is
likely to exist.

It is imperauve that the total expenditure of £100 mullion,
arising from the Government’s allocations, is front-end loaded in
order to service the immediate need that exists for housing demand.
In summary, the priority must be to increase housing supply.

With housing demand expected to remain high over the
medium term, the provision of water and sewerage infrastructure is
likely to be the greatest single challenge over the next decade. The
importance of this type of investment is reflected below in our
discussion of priorities for investment in environmental
infrastructure.

Clearly, the funding currently available for servicing zoned
land for residential development is not sufficient to meet the
present level of housing demand. The additional funds allocated
under the Serviced Land Initiative will merely go towards meeting
the housing demand that has not been satisfied during the current
upturn. The lack of serviced land for restdential development wll
continue to be a problem unless water and sewerage schemes are
prioritised for funding in the future.!2

Priorities for Public Policy

The immediate priority in relation to housing must be the
following:

Strategic Planning

The preparation of a long term strategic physical planning
framework for the country and for the major urban areas dealing
with housing development is urgently needed; it should incorporate
a settlement strategy and an assessment of development needs in
the future. It is especially urgent that such a plan should be
prepared for the GDA. The responsibility for preparing this
strategic plan should rest with the Department of the Environment
and Local Government. In the absence of such a plan it is
impossible to decide with any precision on the investment priority
needs in relation 10 other areas such as public transport and social
and recreational infrastructure.

Other priorities are set out below.

Increased Resources for Servicing Residential Lands

The key supply side comstraint currently is the lack of basic A
infrastructure in the form of sewage treatment, drainage and water.

12 We also include a discussion on funds allocated in the DOELG's submission for
servicing land for housing and industrial development under the section dealing with
Environmental Infrastructure.
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It is recommended that allocations specifically for opening up
residenuial zoned land for housing development should comprise a
separate measure in the Environmental Services Programme.

As discussed in Section 4.3.3 on Environmental Infrastructure,
we recommend a larger investment in servicing land in the period
2000 to 2006 (see Table 4.6), than is currently envisaged by the
Department of the Environment and Local Governmemt

(DOELG).
Table 4.6: Priorities in Expenditure on Housing, 2000-2008

Area Recommendation
Urban Public Transport Increase i
Environmental Infrastructure Increase '
Social Housing Increase
Support for Private Sector Housing Reduce !
Tax relief Abalish i

Increased Resowrces for Public Transport

While the whole transport area is discussed in Section 4.3.2, the
urban public transport element is critical in the context of reducing
congestion, car dependency as well as in helping to foster higher
residential densities. Consequently, this area will require substantial
additional resources (See Table 4.6).

The Dublin Transportation Initiative report contains esumates
that 31 per cent of rail commuters had a car available to them, while
only 11 per cent of bus users were in this position. There is thus a
clear payback in traffic terms through secking to concentrate
development close to rail stations. The Government’s recent
decision to upgrade the Greystones, Malahide and Maynooth
commuter rail services should logically be accompanied by planning
decisions close to stations on the line. More generally, undeveloped
land close to rail lines or Quality Bus Corridors should be priorities
for zoning, and perhaps subject to minimum densities. In planning
any further development of suburban rail services it is essential that
proposals are prepared in an integrated way with the plans for wider
development and zoning.

Public transport investment is not just essential in Dubhn, but
is also required in other cities which are beginning to experience
both a rapid growth in*private car traffic and a dispersed pattern of
development. In our discussion of investment priorities for
transport we will deal further with the needs of Dublin, Cork and
other cities.

Adequate Funding for Public Sector Provision

When the supply problems discussed above are dealt with, there
should be no further need for state expenditure on supporting
directly “private house purchases” (see Table 4.6). If action is
undertaken to relax the constraints on the supply of dwellings, it
should eventually lead to a fall in the real cost of housing (from
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current levels). In the longer term this will do more than any tax
breaks to make housing affordable for new entrants.

The use of tax relief 1o support public policy objectives in the
housing field is wholly inappropriate (See Report of Commission
on Taxation). In the next planning period, such reliefs should be
phased out and the resources used 1o fund a more extensive social
housing programme. If there are particular problems of market
failure in certain segments of the housing market, then it would be
preferable to use a targeted subsidy instead of tax reliefs.

Under current circumstances, where the supply of dwellings is
severely constrained, granting tax relief to all those seeking
accomnmodation will only serve to raise prices, with the ultimate
benefit accruing to the owners of existing dwellings and 10 owners
of zoned and serviced land. Direct state funding for acquisition of
dwellings (or for renting) whether through tax reliefs or
expenditure, can only serve to redistribute the stock of dwellings.
With the rapid increase in numbers on the housing lists this 1ssue of
redistribution is of growing importance and there will remain a clear
role for the State in terms of addressing the provision of social
housing needs. (An indication of the possible funding needs for the
next planning period is set out in Table 4.7.)

Table 4.7: Indicative Annual Spending on Housing, 2000-2006,
£ million, 1999 prices

T T T A998 T 198977 20002006
Housing Grants 37 43 0
Social Housing — Investment 275 318 570
Other Capital 125 132 100
Supplementary Welfare Allowance — Housing 29 115 150
Tax Relief-Private Tenancies 15 15 0
Tax Reliel-Urban Renewal 48 48 0
Tax Relief-Rented Residential 26 26 0
Tax Reliel-Mortgage Interest 156 160 0
| Total 781 858 820

Over the 1990s there has been an uncoordinated approach o
the provision of social housing tnvolving the Depariment of the
Environment (provision of social housing} and the Department of
Social Welfare (rent supplementt). As recommended in Fahey and
Watson (1995), it is highly desirable that the responsibility for
meeting social housing needs be centralised under one Department.
It is important that, for the future, a co-ordinated approach be
taken involving the full range of supports — direct provision of
social housing, support for the voluntary sector, and support for
renting.

t Nate, the rent supplement is being moved to The Department of the Environment
and Local Government.
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The various social housing schemes introduced in 19911 and
the subsequent changes to those schemes detailed in 1995 should
be reviewed so as to determine priorities for the post 1999 period.
This review should seek to answer the following questions:

1. are the existing schemes the most efficient means of
responding to the current housing problems as reflected in
the increased numbers on waiting lists?

2. is there a case for reversing the fall-off in the construction
of local authority housing to meet the growing needs of
low-income households or should the emphasis be on
purchasing new housing from the private house-bulding
sector?

3. what other measures might be employed to ensure a
greater supply of social housing by the voluntary and co-
operative housing sectors?

4. should subsidies for social housing continue to be paid in
the different formats currently used - subsidised
differential rents and rent supplement through the social
welfare system — or should a new integrated approach be
developed?

An adequate level of funding should be allocated in the public
capital programme to meet the social housing objectives established
following the review of the existing schemes. Any new measures
proposed and deemed to be more suitable for meeting the social
housing needs of the future should also be adequately funded.

In the absence of a detailed study of the likely needs for social
housing over the next decade it is difficult to determine what exact
provision should be made. The indicative provision in Table 4.12
could provide up to 6,000 new units a year. When combined with
vacancies of around 4,000 a year this would provide around 10,000
dwellings a year to meet the needs of those on the housing hist. In
addition, a substantial further rise in the cost of rent subsidies over
the planning period must be anticipated.

If the other measures suggested above to increase the supply
of housing are successful some fall in the real price of
accommodation from its current level could be expected. This
could ease the accommodation problems for some of those
currently on the housing lists. FHowever, there will remain a
significant minority of households who cannot afford housing and
who will remain dependent on some form of state assistance for the
foreseeable future. While social housing policy in the 1980s was
very successful in meeting the needs of the ume, the pressures in
the future are likely to be more severe, and this aspect of poverty
(the availability of accommodation) may loom larger for policy
makers in the next decade.

1 Department of the Environment and Local Government, February, 1991,
14 Department of the Environment and Local Government, May, 1995,
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On the current expenditure side, the growming importance of
the Supplementary Welfare Allowance (SWA} Scheme in recent
years has occurred as a direct result of the decision to reduce
investment in social housing over the 1990s. The failure of the State
to adequately provide public sector housing for those with
insufficient means to meet their own accommodation needs has
resulted in a rapid increase in households dependent on the rental
sector.’> While some of those in remial accommodanon would
prefer this form of housing (Fahey and Watson, 1995), it may be
regarded as unsuitable for many families who are left with no other
choice. The absence of any firm policy in relation to those persons
not catered for by local authority housing programmes will lead to
a further escalation in the cost of the SWA scheme.

An Inter-Departmental Committee chaired by the Department
of the Environment and Local Government is due to report its
findings on a study undertaken to consider the issues arising in the
transfer of the administration of the SWA scheme to local
authorities from the Health Boards. At the risk of pre-empting the
recommendations of this Group it would seem that the transfer of
the administration of the scheme to the local authorities would
allow the latter to adopt a more integrated approach to their overall
responsibility for social housing provision across all tenures.
However, the issue of what will be the appropriate level of funding
will remain a responsibility for central government.

4.3.2 TRANSPORT

The Operational Programme for Transport (OPTRANS) is the
largest of the infrastructure programmes under the current CSF. Tt
covers all areas of state expenditure on the transport system.

Current Activity

There have been two sets of changes to the allocations of funds
originally envisaged, one as a result of the Mid-Term Evaluation and
the second consequent on the deferral by Government of the
LUAS light rail project in Dublin.

The details of the financial allocations to the transport sector
are shown in Table 4.8.

As can be seen, the vast bulk of expenditure goes on
investment in roads, in particular, “National Primary and
Secondary”™ types. Such investment is necessary in order to bring
Ireland’s infrastructure towards EU levels.

13 Almost 70 per cent of those in receipt of rent and mortgage supplements are single
persons with no dependants, most of whom arc not considered high prierity on lecal
authority housing lists.
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Table 4.8: Public Expenditure on Transport, 1998 & 1999, £ million

1958 1999 |

i

National Primary and Secondary Roads 263 32 .
Cohesion Fund - Rail 24 25 ’
Coheslon Fund - Ports 3 4] 1
Mainline Rail 2 29 !
State Airports 0 o
Commercial Seaports 10 13 ;
Technical Assistance Programme 2 1 i
Non National Roads 166 19 !
DTI Public Transport | 6 40 |
DTI Management 9 24 i
Reglonal Ports 3 1 }
}

Total 488 648 |

—d

Lessons from Current Experience

The Mid-Term Evaluation of OPTRANS was prepared by DKM,
the External Evaluators to the Programme, (DKM, 1997). They
noted that the rapid economic growth of recent years had resulted
in traffic volumes rising more quickly than had been envisaged
when the programme was prepared. They also noted that physical
progress in implementing the programme had, in several areas, been
slower than hoped for. This was due to higher unit costs in the area
of road construction, and deferral or umetable slippage, as in the
light rail and bus projects for Dublin. As a result of higher traffic
growth combined with physical progress slower than scheduled,
they concluded that congestion on some transport networks was
not being ameliorated to the extent promised by the OPTRANS.

The various Government Departments, State agencies and
State transport operators have completed a series of studies and
reports in preparation for the next programme. These were
reviewed in a recent report carried out by the External Evaluator
(DKM, 1998).

The review concludes that the most serious bottlenecks and
capacily pressures are in two areas: the national inter-urban road
network, and the urban public transport systems, particularly in
Dublin and Cork. It also acknowledges that there are capacity
pressures on air and sea ports, but notes that these facilities are
commercially operated and largely user-financed. The EU has
brought forward a series of policy initiatives dealing with payment
for the use of transport infrastructures. These cover a draft
directive on airport charging and a Green Paper on seaports which
envisages that a directive will be forthcoming in due course. In both
cases, the EU is taking the view that operating and capital costs, for
both air and seaports should be borne by the users rather than by
the Exchequer.
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The period since the start of OPTRANS in 1994 has seen two
developments in Dublin.

*  Traffic growth has been far more rapid than had been foreseen.
For example, the DTO figures indicate that peak hour tnp
demand in 1998 is about 15 per cent above the level envisaged
for the year 2001 in the original DTT modelling work.

* Investment in the proposed DTI infrastructures in Dublin has
been at a slower pace than was expected in OPTRANS. The
M50 C-ring will be completed later than scheduled, the light
rail scheme has been modified and deferred, and the bus
improvement measures are proceeding more slowly than
planned.

Partly as a result, congestion is -far worse than had been
anticipated, and it is clear that the next programme will have to
include a major investment in Dublin's transportation
infrastructures.

The pattern of population growth has also been different from
what had been anticipated. Furthermore, employment has grown
very rapidly and there is now a considerable housing shortfall, as
discussed in Section 4.3.1.

The patterns of dispersed residential development and of a nise

in long-distance car commuting have been discussed in the report
of the External Evaluator to OPTRANS (DKM, 1998).

Priorities for Investment

The principal priorities lie within the two elements whose capital
programmes are mainly funded from Exchequer and EU resources.
These are roads and public transport.

Table 4.9: Priorities in Expenditure on Transport, 2000-2006

i Area T T T T Recommendation
Roads — National Increase -
Roads — Urban Same
Roads — Non-National Rurat Same
Rail — Mainline Reduce
Rail = Suburban Increase
Bus - Urban Increase
Bus — Inter-Urban Nil
Bus - Rural Increase

..Ports and Airparts, Reduce

Urban public transport is the second area of priority in transport
infrastructure.

In the roads area, the recent “Road Needs Study” documented
the pace of traffic growth, and has argued that a substantial backlog
of investment in the National network is evident. We accept that
this 1s the case,

The Road Needs Study identifies over £6 billion of projects
which would need to be completed over the next twenty years if the
minimum level of service specified were to be achieved.
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In addition to the Nauonal road networks covered in the
Needs Study, there are ongoing investment requirements for rural
roads, as well as for road networks within urban areas.

Due to delay in the completon of public transport projects in
Dublin under the current programme, and the rapid growth in
traffic, the situauon in the city is inereasingly critical. Public
transport investment, on a scale not hitherto contemplated, is now
unavoidable in Dublin,

Similar problems are also emerging in provincial cities. In
recent years, transport investment in Cork has been almost
exclusively in roads. The traffic situavon in Cork is worsening
rapidly, and there is a sirong case for including, in the next
Programme, a series of public transport investments in that city,

The other provincial cities, particularly Galway and Limerick,
are beginning 10 experience some of the problems already evident
in Cork. Transportation and land-use studies are being undertaken
for both of these cities.

Proposals 10 undertake a further major investment in mainline
rail (including rail freight) have been brought forward by CIE.
Under the OPTRANS programme, the busiest rail lines (Dublin 1o
Belfast, Cork, Limerick and Galway) have been substantially
upgraded, and new rolling stock acquired. The External Evaluator’s
report notes that traffic volumes on the remaining lines are very
low In many cases, and it questions the scale of the proposed
programme.

Our recommendations regarding the various elements in the
transport network can be summarised in terms of the funding we
feel is appropriate relative to the current CSF (summarised in
Tables 4.9 and 4.10).

Table 4.10: Indicative Spending on Transport, 2000-2006, £ million,

1999 prices
1998 1889  2000-
2006
t

Roads — National 263 312 500
Roads — Other 166 191 200
Urban Public Transport 15 64 150
Mainline Rall 26 54 25
Ports and Airports 16 24 5
Total 488 646 880

Roads

The current OPTRANS Programme has included a substantial
commitment to the National Primary and Secondary Roads.
However the unrelenting traffic growth, the size of the inherited
backlog and programme slippage, have combined to create a
situation where the main inter-urban road network sull contains
numerous inadequate sections, and many rural towns need to be
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bypassed. Rapid unabated traffic growth has created a situation
where many sections now cater for traffic volumes which exceed
the capacity of an undivided two-lane road, or will do so shortly.

A comprehensive assessment of the national road system was
carried out by consultants Scetaroute and M.C. O'Sullivan (The '
Road Needs Study) and this has been considered in the External
Evaluator’s review. Some possible avenues for achieving economues
in road design are discussed, and a Nauonal Roads Monitoring
Group has been established (as a sub-committee of the OP
Monitering Committee), 1o progress these matters.

The national inter-urban road system 1s the cniucal transport
network in the Republic of Ireland, and we are satisfied that a
substantial further commitment of Irish and EU funds is essential if
existing and prospective capacity deficiencies are to be addressed. A
study by DKM, Fitz Gerald and Shortall, 1998, indicates a high
potential economic rate of return from such investment.

The 1994-1999 Programme also included a measure to co-
finance reconstruction of non-national roads. This has largely been
spent on Regional roads, the next class down from naticnal routes.
This programme is seen as an alternative to wasteful short-term
maintenance expenditures, and was favourably evaluated in the
Mid-Term review.

Major road investments in urban areas are generally not seen as
a priority as they tend simply to facilitate existing excess demand as
well as encouraging higher volumes of car commuting. As discussed
above, the need to increase housing supply means that more
investment is needed in roads designed to create access for new
residential developments.

The National Road Needs study implies that, over a twenty
year period, the annual volume of investment required in national
primary and secondary roads will be approximately £310m. versus
expenditure in 1998 which is expected to total about £260m (rising
to around £310m in 1999). Thus the long-run rate of road
investment spending is not much different from the amoums
currently being spent.

However there is a large backlog of necessary projects, a
reflection of low rates of investment during the 1980s and very
rapid recent traffic growth. The Needs Study estimates the backlog
at almost €2 billion. Thus an even rate of expenditure over the next
twenty years would make only a very slow impression on the
backlog.

The External Evaluator to OPTRANS recommended that the
backlog should be eliminated more quickly than this, perhaps by
2010, if feasible. We accept that this is desirable and it necessitates a
sharp increase in national road spending, in the next programme, to
a figure in excess of the £310m per annum average for the next
twenty years — possibly €500 million per annum in the next
planning period (Table 4.10).
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In the case of the non-national roads, future work should give
a higher priority to projects which will serve to strengthen the
“development nodes” identified as part of the strategy for
promoting balanced regional development (see Section 4.7).

Urban Transport and Public Transport

The options for transport investment in Dublin, particularly in
public transport, include

- completion of the C-ring, Port Access Tunnel and
possibly the Eastern by-pass
hght rail
suburban rail
bus development

The modified light rail proposals, involving underground
sections, are subject to further studies currently under way. The
surface Tallaght line has now gone to public inquiry. Tn addition,
the government has announced its intention to proceed with the
Port Access Tunnel, and the C-ring completion.

The absence of a physical plan for Dublin makes it
exceptionally difficult 1o determine the appropriate priorities for
investrnent, including likely public transport needs. It is clear that
the plans for public transport in Dublin are inadequate in light of
the rapidly growing pressures on the city.

The next Programme will need to address explicitly the
likelihood, discussed earlier, that residenual construction in Dublin
could exceed 10,000 units per annum, with several thousand more
in the adjoining fringes in Meath, Kildare and Wicklow. It now
appears likely that much of this development could be focused on
the North and West County, where extensive re-zoning is under
way. These areas are reached by the existing suburban railway lines,
which are being enhanced through improvements to the Malahide
line as well as the upgrading of the track to Maynooth.

The opporturity exists 1o concentrate residential development
along these lines, and to consider further investment in suburban
rail projects, including a city centre service from Kildare, line
extensions into County Meath, a service to Dublin Airport and the
suburbs beyond it and new developments in the city centre. CIE
are preparing revised proposals for suburban rail investment. As
discussed in the Section on housing, an integrated approach to
development could render more efficient any further invesiment in
suburban rail.

The bus system carries 90 per cent of public transport
passengers in Dublin, and consequently any investment strategy
will have to consider the economics of bus development versus
fixed line projects, such as LUAS, which tend 1o have much higher
capital costs. The provision of better rights-of-way for buses
through more busways, quality bus cornidors, bus only streets and
bus priority measures, is 2 promising area for investment.
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The role of demand management in urban transport is also
critical, particularly for Dublin. The Corporation has already taken
measures to eliminate free off-streer parking as well as increasing
charges, while the Minister for the Environment and Local
Government has commissioned a consultant’s report on Road
Pricing in Dublin.

In the absence of a comprehensive plan which 1s adequate to
meet Dublin’s urban public transport needs, i1t 1s difficult 1o
quantify the financial requirements for the next planning period.
The process of revising the DTT to produce a comprehensive plan
for the next decade should involve detailed assessment of the
potential costs and benefits from each public transport element.
However, developing such a plan will take time and, even wath
improvements in the implementation process (see Chapter 3, for
details), it will take time to implement.

It is only when such a plan is available that it will be possible to
determine more precisely the funding needs for the next decade.
The provision we have made here is probably at the upper end of
the likely range, both in terms of need and in terms of the
absorption capacity of the planning system. The ultimate decision
on each element of the plan should be governed, not by the
indicative allocation of funding in the plan, but rather by whether it
meets the appropriate criterion in terms of rate of return. If
sufficient projects do not meet this rate of return then the
indicative allocation set out in Table 4.10 should be saved. In the
unlikely event that it proved greater, then the funding should also
be made available.

Ra:il

Major improvements have been achieved in mainline railll As
discussed above, focus should shift 1o suburban rail in Cork and
Dublin.

Volumes for both passengers and freight on much of the Irish
mainline rail system are weak. Indeed freight volumes have fallen
over the last decade, notwithstanding the dramartic expansion in
economic acuvity. In contrast, in the passenger railway, suburban
lines have enjoyed more buoyant volumes than the imter-city lines.

Under OPTRANS, the main lines on the alignments Dublin 10
Belfast, Cork, Galway and Limerick received substantial investment
in track, signalling, and rolling stock. Station improvements are also
under way or planned on these lines. In addition, the issue of safety
of the system has attracted much attention and media coverage of
late. Unquestionably where lines are kept open, adequate
investment will be a prerequisite in order to ensure the safe upkeep
of lines, as well as in helping improve consumer confidence in the
system.

The remaining lines carry less traffic and the investments
which CIE have proposed for these lines are designed to improve
service rather than to expand capacity in the face of excess demand.
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Given the capacity pressures on the suburban public transport
systems, and on the inter-urban road networks, it is difficult to
support a high prionity for the works now proposed by CIE on the
less heavily trafficked lines. In their assessment of Transport
Investment Needs, the External Evaluator's team drew attention to
the very low volumes of freight and passenger traffic on many of
these lines, and to the heavy capital costs envisaged, relative to
wraffic or revenue.

CIE have recently retained consultants 1o consider further the
possibilities for mainline rail investment. On the basis of the
information available to date it would seem that the likely rate of
return does not warrant investing in those other lines which have
not benefited from investment under the current Plan. The
corollary is that they should be closed when they reach the end of
their-natural lives. However, if it is decided to retain them, open
research should be undertaken on how 0pcratmg procedures (type
of rollmg stock etc.) can be changed to minimise the cost of
operation.

Finmally, as discussed below in Section 4.8, the possible
introduction of a suburban rail link to the airport raises the
possibility of simultaneously linking the mainline rail system
directly into Dublin airport, with consequential benefits in terms of
North-South economic integration.

Bus

The inter-urban system is sell-financing and in this day and age
should be a candidate for de-regulation in order to allow
competition to prosper. Fleet renewal and station improvements
are required for both urban and rural systems, mith the emphasis on
urban. In the case of the rural system, consideration should be
given to developments which serve to strengthen the “development
nodes” suggested in Section 3.4, by improving access to them from
the surrounding rural areas.

Air and Seaports

The main airports are currently engaged in a capital programme
which addresses the capacity deficiencies which have emerged in
recent years. There has also been significant investment in seaports,
whose financial performance has in many cases improved. The State
now has six_smaller regional airports and has no requirement for
any more.

One issue of considerable importance that has anisen of late,
concerns the issue of access to Dublin airport. In recent years,
there has been a huge increase in volumes using the airport and its
facilities, mainly as a result of the significant upturn in the
economy’s fortunes and airline deregulation. Furthermore,
passenger numbers are expected to continue rising at a rapid rate
throughout the next decade. Consequently, measures will be
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needed in order to prevent severe congestion problems emerging,
either via an airport rail link to the city centre and/or via improved
management and pricing of existing space in the airport. We note
that the external evaluator to OPTRANS has commenced a study
on bus development at Dublin airport.

The volume of State-funded investment in air and sea ports
under the next programme does not need to reach the levels of the
last. Tt could even be argued that users should pay for these
facilities, without further subvention. As provided for in Table 4.10,
expenditure should be considered where ports are being withdrawn
from commercial operation to facilitate conversion to other uses. In
addition, there may be a need for some expenditure for access
improvements.

Cycle-Ways

While it only accounts for a very small proportion of public
expenditure on transport, cycle-ways have been favoured in the
Dublin area and have received a small amount of funding. However,
there is evidence that the expenditure to date was ill-thought out
and that, as a result, utilisation of the new infrastructure 1s very
low. In many cases cyclists favour using the road way over using
the cycle ways. No further expenditure should be undertaken on
cycle-ways until the benefits of existing infrastructure are assessed
and the lessons from the experience are analysed. Once an
appropriate strategy is developed to meet the actual, rather than
assumed, needs of cyelists it will then be appropriate to continue
with investment. This may well include encouragement for
provision of appropriate facilities at cyclists destinations as much as
the provision of separate cycle-ways.

Supporting Measures

While investment in infrastructure is an important ingredient in
meeting Ireland’s future transport needs, it can never be sufficient
on its own. Experience elsewhere shows that the public will demand
an infinite supply of roads in urban areas if the roads are not priced
or rationed (through congestion). As a result, if the Irish economy
is not to choke from congestion it is essential that use of
infrastructure, in particular of roads, is appropriately priced.

In addition, the serious environmental problems associated
with transport use, in particular the emission of greenhouse gases,
requires a change in pricing policy. Tt is important that transport
users be faced with the full social cost of their transport use so that
they can make appropriate choices on the mode and the volume of
transport services, which they require. Failure to price the
environmental externalities associated with transport use will have
serious adverse effects on national competitiveness. In light of the
need to meet the Kyoto limits on emissions by 2008-2012, even
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more expensive measures will be required if an “ostrich like”
approach to environmental policy is adopted.

While the investment of public funds is necessary in order to
address transport bottlenecks, non-infrastructure measures are also
important. The most essential of these i1s a programme for the
management of transport demand. In partcular, taxation and
pricing measures, especially in cities, will be necessary, if nou
inevitable. In addition, a contunuing subsidy, appropriately
structured, for urban public transport (both bus and rail), may be
appropriate. However, the design of such a subsidy regime will
need to be improved, compared 1o the current situauon, to provide
adequate incentives for improving the efficiency with which
services are provided.

Demand Management

There ought not to be a passive acceptance of the level and pattern
of demand for transport which is emerging. Wherever the costs
imposed by transport activity exceed what users pay through taxes
and charges, there is always the option of increasing the lauer,
which wll help to constrain demand. In the next plan the provision
for Transport should include a consideration of demand
management options, and a programme of demand management
measures,

For example, there would appear to be a case for a thorough
review of transport taxation, including fuel and annual vehicle taxes
(Scott and Feeney, 1998). Pressures on road capacity, particularly
in cities, have caused Governments in many countries to seek to
manage demand. Measures employed could be described as global
and local.

Global measures relate to the overall taxaton of vehicle
purchase, annual licence fees, and fuel taxes. In Ireland, the latter
are now notably lower than those applying in the Umted Kingdom.
Local measures relate to:

- parking charges

- road tolls

- other methods of direct charging for road use, such as
area licences or cordon charges.

A study of Road Pricing in Dublin has been commissioned by
the Department of the Environment and Local Government, and
measures have already been taken to increase parking costs 1o
commuters in Dublin.

We feel that the next Transport programme or sub-programme
should include a statement of policy from the Government
regarding Demand Management, specifically regarding road
transport.

As suggested by Scott and Feeney (1998), a number of changes
in taxes and prices could provide a more rational approach to
transport policy:
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=  Motor taxes should reflect more closely the environmental
damage done. This would involve raising the tax on diesel.

* Replace the rebate on excise on diesel available to pubhc
transport with an explicit subsidy per passenger kilometre. This
would allow public transport to choose a fuel which is less
damaging to the environment (such as LPG).

* Parking at the place of work in Dublin and Cork should be
charged to the car commuter on a daily basis. In addition the
new urban motorway network is filling up with shoppers and
commuter traffic. To prevent inefficient (and sometimes
dangerous) use of the system for shopping journeys, car
parking in very large shopping centres (and parking for
commuters) near the M50 should be appropriately priced to
consumers. The objective should be to encourage shoppers to
shop closer to home, or to avail of public transport, thus
reducing their impact on the urban environment. For example,
if a third lane had to be put in place on the M50 just to cater for
the volume of commuters and shoppers drawn to the area
around the motorway, then it would impose a huge burden on
taxpayers. This burden should be borne by commuters and
shoppers. Such charges could raise at least £50 million by the
end of the next planning period which would help o fund
necessary investments in urban transport.

»  Another issue which cannot fail 1o escape our attention while
discussing the need to improve public transport, concerns the
present taxi market situation in our cites. Clearly, urgent
measures are needed to deregulate this protected marker. As
has been the case for many years now, the excess demand that
exists for taxis, particularly at peak times is a serious problem..
Entry into this sector should be liberalised as quickly as
possible in order to increase supply.

= In the medium-term, once major improvements in the public
transport infrastructure are beginning to come to fruition, the
objective should be to charge directly for the use of roads in
major urban areas. These charges would reflect the direct and
indirect costs (environmental costs, loss of time, etc.) imposed
by motorists on others. Such a charge would replace the
suggested parking fees. In addition it is worth remembering,
that road pricing is not a new idea, and that the technology
already exists for its introduction. Clearly, the present situation
in our major ciues, where drivers must queue up for scarce
urban road space, for hours on end, is intolerable and extremely
wasteful. Finally, reliance on petrol taxation alone would be
inappropriate, as it would result in an over-charging of the rural
community while not charging commuters enough for
travelling when and where it is most costly to the wider
community (i.e., through urban and residental areas).
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»  Heavy goods vehicles should be taxed in a way that reflects the
damage that they do to roads throughout the country and in
particular, smaller rural roads.

= Moves 1o charge VAT on international air travel should be
supported. However, it appears that unilateral action in this
area is not feasible.

Intermodal Issues

The transport system relies on linkages within and between modes,
and these should also be explicitly addressed in the next phase of
transport planning. In particular, attention needs to be paid to the
problems of surface access at a number of sea and air ports.

Management of Public Transport

There are a range of measures which are not costly, compared to
the other investments discussed above, bur which could
significantly improve the performance of the existing public
transport system.

» The fare system should be integrated allowing interchange
between modes and eliminating the need to pay fares on buses.
There should be a substanuial advantage to prepaying bus
tickets as the operation of the bus system is greatly slowed by
fare collection. This also adds unnecessarily to the congestion
in city streets imposing wider costs on the commuruty.

«  Buses should use both doors to speed up entry and exit, thus
minimising travel times and minimising collateral congestion.
However, it is noted that potential problems with momitoring
would need to be addressed.

* Serious consideration must be given 1o reorganising the bus
system, contracting out services (for example, in the
maintenance and cleaning of buses, etc.) so as to bring
competition among suppliers of inputs.

= Many industrial relations issues need to be sorted out before
investment takes place. No investment funds should be used
for this purpose.

Finally, in investing heavily in urban public transport there will
be a need to undertake related investment in facilities such as “park
and ride”.

4.3.3 ENVIRONMENTAL INFRASTRUCTURE

Current Actruity

The period of the current CSF involves large scale expenditure on
environmental infrastructure, mainly through the Cohesion Fund.
Table 4.11 shows the expenditure in the last two years of the
programme.

As can be seen, almost all of the expenditure 1s on water
services. This has been driven by the requirements of the Urban
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Waste Water Treatment Directive (UWWTD). Expenditure in 1999
is also increased by a new Rural Water Programme and the Serviced
Land Initiative.

Lessons from Current CSF

The lessons are mainly drawn from the Mid-Term Evaluation
(MTE) of the CSF (Honohan, 1997). This covers only the
Environmental Services OP, but its comments apply to the
expenditure under the Cohesion Fund also.
The MTE makes two important general comments:
1. “The OP for environmental services will result in
improvements but there is insufficient evidence to determine
whether the Programme gives best value for money™.

Table 4.11: Exchequer Expenditure on Environmental
Infrastructure, 1998 & 1999, £ million

1998 1999 !/
Water Services (non-C.F. Funded ) 56 "1
Waste management 2 7
Coastal Protection 1 1]
Sub-total 65 119 r
Cohesion Fund :Water and Waste Water Services 120 182 ;
Total 179 301 ¢

Source: Department of Finance.

This relates to the prioniusation of environmental expenditure
under the OP. There is a question mark over whether the money
could have been better spent on other areas. The MTE considers
the environmental state of inland waterways as being an important
performance indicator for the expenditure on water services. It
points out that while the incidence of serious water pollution in the
total nver length has fallen from 0.9 per cent to 0.6 per cent, the
incidence of slight to moderate pollution has increased from 21.7 to
27.2 per cent. It comments “this may not be a good return on total
expenditure on environmental services ...amounting eventually to
some £0.6 billion”. The MTE expresses concern at the lack of small
projects, “presumably” because of the concentration on areas with a
population of more than 2000, the threshold level in relevant EU
Direcuives.

The MTE also makes the point that where environmental
standards are set, they should consider the costs and benefits of
achieving the standards. Otherwise, the costs involved may not be
justified by the benefits obtained, and too much money may be
spent on the area in question, leaving insufficient amounts available
for other areas where the benefit-cost ratioc may be higher. This is
considered to be a particular issue with the UWWTD.

2. “Itis worth reiterating the overriding consideration that the

CSF cannot realise its full potential if national environmental
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policy in relation to the fiscal and legal frameworks is

inadequately developed.”

The point being made is that unless fiscal measures — most
importantly user charges — and legal measures - environmental laws
and regulations — are implemented and enforced, the benefits of the
infrastructural investments will be dissipated.

Enforcement of regulations is especially important in the case
of inland waterways, where much of the pollution is from non-
point sources. Infrastructural investment cannot deal with such
damage, and resources are needed to identify the sources of such
pollution and take appropriate action, which may involve legal
action against the perpetrator.

Other points made in the MTE include:

*  An evaluation of the elements of the expenditures under
the structural funds, using various criteria. In general, 1t 1s
positive about the impacts, but it finds fault with the
municipal waste sub-programme on the basis of it being
too expensive, and the fact that it did not really require
public funding. It also faults the hazardous waste sub-
programme on the basis of cost.

* It calls for an integrated approach to tourism and
environmental 1ssues, where tourism developments can
have an ambiguous environmental impact.

*  One of the issues raised by the MTE relates to expenditure

on group water schemes:
“it is striking that one of the reasons which has led to the
demand for the two group water schemes selected as
examples by the MTE was the water pollution caused by
over-stocking of sheep. This overstocking can be directly
related to the headage payments and ewe premia also
funded by EU schemes”.

This highlights the connection between agricultural and

environmental policy, and the sometimes contradictory impacts of

both.

Priorities for Investment

As a starting point we take the areas of expenditure under the
present CSF, and the lessons from it as set out in the MTE, and
state whether expenditure on particular items should increase or
decrease. It is also appropriate to consider whether new areas of
expenditure should be added.

We consider the total expenditure by society on these areas,
regardless of how they are funded. Funding can be from the EU,
from central government, from the local authorities, or the private
sector.

However, regardless of where the initial funding comes from,
the objective should be to recoup the cost of the investment by
user charges.
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We set out in Table 4.12 our general expenditure
recommendations for the major areas of environmental
infrastructure for the period 2000 1o 2006:

Table 4.12: Priorities for Environmental Infrastructure®

Area Recommendation

Waste water treatment - Coastal Reduce
Waste water treatment — inland Increasa
Waste water treatment — Small Agglomerations Increase
Water Supply — Residential Development Increase
Water Supply - Consesvation & Pipe Rehabilitation Increase
Solid Waste ~ Landfill Modemisation Increase
Solid Waste — Waste to Energy (note b) Increase
Solid Waste - Recycling & Composling (note b) Increase
Notes:
2.  While in most cases we recommend an increase in expenditure, we also recommend
greater reliance on user charges 1o pay for this,
b. Careful evaluation of technical and economic feasibility will be appropriate where
novel technologies are being adopted.

We now consider the expenditure set out in the DOELG’s
submission, given in Table 4.13. As can be seen, total proposed
expenditure amounts to £1.9 billion, or an average of £270 million
per annum. However, this will be front-loaded, to reflect the year
2000 deadline on the UWWTD. Some 85 per cent of the total
relates to water services, and most of the balance 1o solid waste,
roughly reflecting the split in the current CSF.

This level of expenditure compares with an average of just over
£160 million per annum over the period of the previous CSF. So the
proposals from the Department represent a very large increase in
the level of expenditure.

We now compare the Department’s proposals with the pricrity
levels we have attached to the various areas.

Compliance with the UWWTD:

While secondary waste water treatment at coastal agglomerations is
beneficial for the environment, we feel that this should not be given
the priority it is afforded by the Department in its proposals. At
over £700 million, it 1s by far the largest item in the proposals.
There appears little doubt if the Directive did not exist, the Irish
government would not be proposing to spend this quantity of
money on the area in the period to 2006, Environmental
considerations would suggest other, higher prioriues.

It is worth reiterating that the Directive itself does allow less
stringent standards in so-called “less sensitive areas”, where it can
be shown that there is no adverse effect on the environment. The
Irish Government took a policy decision not to use this option. It
would be useful to explore the possibilities of changing this policy,
in relation to future investments to be made in this area so that
funding could be reallocated to areas with more pressing
environmental needs.
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That said, roughly £250 million of the total is due 1o be spent
on schemes in Dublin and Limerick that will have commenced
before 2000. The degree to ‘which such schemes could be
redesigned is not clear.

Table 4.13: Summary of DOELG Proposed Expenditure on
Environmenta! Infrastructure, 2000-2006, £ million

A. Water Services:

Urban Waste Water Treatment Directive - Target Date 2000

Urban Waste Water Treatment Directive - Target Date 2005

1. Urban Waste Water Treatment Directive

2. Water Supplies

3. Rural water and waste water programme

4, Servicing land for industrial and housing requirements

5. Catchment Protection

8. Drinking Water Directive - replacement of lead piping

7. Innovation and Technical development

Water Supplies Total

8. Solid Waste

1. Waste recovely, recycling and hazerdous waste

2. Alternativethermal treatment facilities

3. Other areas

$Solid Waste Total 252
R&D 21

Grand Total ' e ... .Jes3

We are not arguing here that waste water treatment
infrastructure is not needed in coastal towns and cities. Clearly

such investments are needed, given the fact that these
agglomerations are the main population centres in the country and
that they are expanding rapidly. But given the assimilative capacity
of the sea, it may be that a lower level of treatment than the
secondary treatment required by the Directive would suffice for the
next planning period allowing more environmentally pressing
problems to be addressed elsewhere. Certainly, there are other
areas of the environment where this quantity of money could be
spent, with more identifiable environmental benefits.

Water Supplies:

Improving water supplies is the next major item of expenditure.
The costs are only indicative, since a national water study 1s being
carried out at the moment (to be completed by mid-2000), which
will give a comprehensive picture of what is required.

The investment proposed includes £240 million for Dublin,
Galway and Cork (including the cost of supply, treaument and
mains rehabilitation), £100 million for such schemes in other
locations, and £50 million for water conservation.

Water supply enhancement is an issue at the moment, given
the rapid expansion of the economy and of the housing stock.
Potential lack of water supply does appear to be a limiting factor on
development, in particular in Dublin. However, two points need to
be made:
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1. Losses through leaking water-pipes are very substantial in
Ireland. Some estumates put the loss at over 40 per cent of
total supply. Tackling this problem may be a more cost-
effective and environmentally beneficial way of increasing
effective supply. The £50 million for water conservation
and the money to be spent on mains rehabilitation are,
therefore, welcome elements of the Depariment’s
proposals.

2. Charging users the full cost of water and waste water
treatment {on a use-related basis) has the potential to bring
about reductions in the amount of water demanded. This is
particularly the case with large users. For instance, industry
has the scope and potential for reducing water usage by
adjusting its processes, recycling and re-using water, and so
on. This is also likely to reduce the volumes of waste water
produced, though it may increase its concentration.
However, firms will only take action if the cost of water
supplies warrant it. While progress has been made in recent
years, industry still has some way to go towards full cost
recovery, and these costs will go up if the investment
proposed is undertaken. Therefore, full cost recovery
would involve an increase (in some cases subsiantial) in
charges to industry. There i1s a reasonable likelithood that
this would stimulate reductions in industrial water usage, 16
In the case of non-industrial large water users, such as
hotels, it appears that universal metering is sull not the
norm. This means that there is no incentive to economise
on water usage. Installation of meters, quite apart from
increased charges, would be likely to result in reductions in
usage.

The impact of these two factors would need to be taken into
account before large-scale expenditure was undertaken on
increasing water supply. Comparisons of the levels of water usage
by households, commercial and industrial concerns wath their
counterparts in other countries where full (use-related) charges are
in place would provide valuable information on this. The danger of
building expensive over-capacity needs to be kept in mind for both
water supply and waste water.”?

Servicing land for industrial and bousing requirernents:

This is an important issue at the moment, particularly in the
residential sector. The £60 million specifically provided for this
purpose by the Department would gross up to £150 million, if it
was all spent on residential development. This is because local
authority and developer centributions have to be added to the

16 This was the case in Copenhagen when appropriate user charges were introduced.
17 A number of these issues are discussed in more detail in Scott & Lawlor, ESRE 1994.
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exchequer funding to arrive at the total available funding.’® This is
just over £20 million per annum over the planning period.

As discussed in Chapter 3, it seems likely that there wll be
demand for up to 40,000 new housing units per annum over the
next decade. If we assume that two-thirds of these will be built on
land that is not serviced, and that the density would be a minimum
of 10 per acre (higher than the national average at the moment),
then this will involve 2,700 acres per annum requiring servicing.
Discussions with local authority personnel indicate that the cost of
servicing this land might be £10,000 per acre or a total of £27
million per annum. This translates into £189 million over the period
of the next NDP.

This investment should be front-end loaded, 10 give the
maximum immediate relief. Indeed, given the current housing
crisis, and the evidence that demand for new housing will be strong
over the next decade, there is a good argument for servicing more
land than is actually required within the umeframe under
consideration. The benefit of this would be that it would help to
keep the price of development land down. This would feed through
into lower house prices. With this in mind we round the ahove
figure up to £200 million. This would be made up to £80 million
from the exchequer, and £120 million from local authorities and
developers.

Should house prices continue 1o increase over the next number
of years, there may be a need to increase expenditure in this area
further, in order to increase the supply of serviced land.

There will be further need for servicing to cater for industrial
and commercial developments. This will tend to arise on an ad boc
basis, and it is difficult to predict from the current standpoint how
much investment might be required. In any event, the developer
should pay the full cost of such investment (as should be the case
for residential development).1?

Drinking Water Directive — replacement of lead piping:

The new Drinking Water Directive requires the removal of lead
piping for drinking water. This is estmated to cost £300 million
over the 15-year implementation period in the Directive. Over the
period of the next NDP the cost would be £130 million.
Discussions with DOELG personnel indicate that it is
appropriate to remove lead piping from the water system, and
furthermore this expenditure would have the added benefit of

* In general the Department pays 40 per cent of the cost of servicing for residential
development and 25 per cent in the case of commercial/industrial development.

1 With a fixed supply in the short run all the incidence of levies will fall on the
landowner. In the longer term, as supply is more flexible some of the incidence will fall
on the purchasers of the land. However, even in the longer term the elasuicity of supply
13 likely 10 be Jow suggesting thar the cost of development will {all disproportionately
on the landowners.
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bringing about a much needed renewal in the system, which would
contribute to other aims of the Department, such as a reduction in
water leakage. Therefore, this is an appropriate item for investment.

Other Water Services Itemns:

The rural water programme involves expenditure of £35 million per
annum, on improving rural water supplies and waste water
treatment in small rural agglomerations. Such agglomeratons are
outside the scope of the UWWTD, yet they do need investment to
improve their water services and hence should go ahead.

The catchment protection expenditure of £20 million relates to
other infrastructure in small rural agglomerations, as well as in
helping to provide for monitoring and management systems. While
we do not have a detailed description of this, it is a relatively small
expenditure item, and from an environmental point of view, the
money could be well spent in this area.

Finally, the innovation and technical development expenditure
relates to financing a Technical Assistance Programme, and funding
for other small-scale and innovative projects. This expenditure 15
appropriate, given the overall level of investment being proposed.

Solid Waste Management Strategy:

The overall national strategy with respect to solid waste is in the
process of being overhauled. This is reflected in the recent
Government policy document “Changing Our Ways”. There is at
the moment a strategic waste management planning initiative in
preparation, which will be completed in mid-1999. As part of this,
the regional authorities are completing assessments of their
infrastructure requirements. Pending the completion of this, it is
not possible to set out a prescriptive investment plan for solid
waste, and the expenditure set out in Table 4.13 1s not
comprehensive.

Subsequent to receiving the Department’s submission, some
numbers have been estimated by the Regional Authorities, though
they are siill incomplete. These indicate that the total cost of new
solid waste management infrastructure could be £750-£1,000
million, over a number of years. In particular, thermal treatment
features strongly in the regional authorities’ plans.

Solid waste recovery, recycling and hazardous waste:

The proposed expenditure represents a significant increase on the
level of expenditure in the current CSF. This is appropriate, given
the need to significantly increase Ireland’s level of diversion from
landfill.

In the current CSF, much of the expenditure was in the form
of grants to private firms and local authorities to subsidise recycling
schemes. It is important to be aware of the possibility of dead-
weight in such schemes.
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In the case of hazardous waste, we feel that the Polluter Pays
Principle should apply fully. This would indicate that no grants
should be made available for infrastructure in this area, although
they might be necessary in the case of clean-ups of hazardous waste
dumped in the past, where those responsible are no longer available
to pay for the cost of clean-up.

Grants are generally necessitated for recycling schemes where
disposal of waste is not fully charged for. In other words the granis
are needed to create a “level playing field” between recycling and
disposal, where the latter is effectively subsidised through under-
charging. If the full cost of landfill is levied on users, this wll
automatically improve the viability of recycling, and reduce the
need for recycling grants.

Thermal treatment facilities:

This includes incineration or alternative thermal treatments such as
pyrolysis. Two projects are envisaged in the Department’s
submission - a rural scheme costing £80 million and a scheme in
Dublin costing £120 million. Furthermore, as already mentioned,
the regional authorities are carrying out assessments of their
infrastructure needs at the moment, and thermal treatment is
favoured by a number of them. At least three more such facilities
are envisaged, at a cost of roughly £50 million each.

The inclusion of such schemes is based on the recognition,
borne out by experience overseas, that the diversion of large
guantities of waste from landfill will be very difficult without the
use of such facilities. ‘

The Department suggests that the non-application of the
Polluter Pays Principle is justified in this case on the basis that the
introduction of new technology not previously used in Ireland
might require particular grant aid, and that given the high cost of
such facilities, waste generators may need to be “incentivised” to
use them.

We agree that the diversion of large quantities of waste from
landfill will require the type of infrastructure envisaged here.
However, costs incurred in this process should be paid for by the
users of such facilities. In particular, it appears that the rural facility
will be used to deal with waste from intensive agriculture and
horticulture facilities. These are commercial enterprises and the
Polluter Pays Principle should apply fully to them. Problems of
initial financing might be overcome either through direct public
sector involvement or some combination of public—private
partnerships.

Landf:ll Modemnisation

The Department has not dealt with landfill in its submission,
though this channel currently processes in excess of 90 per cent of
the country’s solid waste. Despite the changes that will be wrought
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by the development of alternative methods of treatment, landfill
wll continue to deal with very substanuial quantiuies of waste in this
country for the foreseeable future.

At the same tme, with a few exceptions, Irish landfills are
primitive. It is fair to say that one of the biggest advances in the
treatment of solid waste in this country in the coming years will be
the replacement of the current landfills with modern facilities, like
that of the recently opened operation in Kill, Co. Kildare.

The recent Government Policy Document “Changing Our
Ways” envisages the closure of most existing landfills, and the
construction of 20 large landfill facilities to deal with that element
of solid waste that cannot be reused or recycled. This is likely to
cost several hundreds of millions of pounds, though it is difficult at
this point to be more accurate,

The full cost of this should be levied on the users of the
facilities, including a landfill levy to cover external costs as
appropriate. This will set the financial scene for all the other
methods of waste treatment. If they cost less than landfill they will
automatically be chosen.

Research and Development

Quite a sizeable sum of money, some £21 million, is set aside for
R&D. In so far as this expenditure is directly ued 1o the
environmental services programme it is appropriate that it s
included here (and the cost possibly recouped from the
beneficiaries). However, to that extent that it is funding for more
basic environmental research it should be allocated through the
suggested R&D programme as described below in Section 4.5. The
information available at this point in time does not allow us to make
such an allocation.

Expenditure on this area is justified, given the large-scale
changes in.environmental management that will be needed in the
country over the coming years. This will inevitably involve, among
other things, the transfer of technologies from other countries to
Ireland, and it is important that research, pilot projects, etc., are
undertaken to test the appropriateness of the technology to Irish
circumstances, before it is introduced. Research into the most cost-
effective means of achieving environmental improvements is also
necessary. This should include investigation of alternative means
such as economic instruments, demand management, regulations
and so on, of achieving the required improvements. Finally,
research should also focus on how technology and any associated
user charges can be made more acceptable 1o society as a whole. In
the past, resistance by communty groups to charges has caused
considerable difficulties and controversy in Ireland.

Indicative Allocation of Funding

Based on the above discussion, we set out indicative expenditures
over the period of the next NDP, on the relevant areas (see Table
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4.14). In many respects, the proposed level of expenditure is similar
to that in the DOELG’s submission, though there are a number of
changes in the elements, mainly:

*  An indicative reduction of £200 million on coastal urban waste
water treatment, on the basis that installing a lower level of
treatment than that required by the UWWTD would generate
cost savings providing scope for meeting more urgent
environmental priorities elsewhere.

s A reallocation of the balance of the money 1o be spent on
urban waste water treatment to cover both inland and coastal
investment; this money should be spent according to
environmental pricrities.

» A reduction of £50 million in water supply enhancement, on
the basis that some savings should be achievable through water-
pipe rehabilitation and proper charging.

* An increase to £200 million for servicing land for residenual
and industrial development, to account for local authority and
developer contributions and possible extra funding from the
Department.

* An indicative extra allocation of £150 million for thermal
treatment of solid waste, and an extra £50 million for recycling,
composting and hazardous waste treatment, based on the
estimations by the regional authoriues.

* An indicative allocavon of £200 million for landfill
modernisation.

We have factored in a significant reduction in expenditure on
compliance with the UWWTD, though urban waste water
treatment remains the largest single item of expenditure. Should the
Government feel that it is necessary to meet the terms of this
Directive more fully, the annual cost will be higher than set out
here.

Some limited expenditure on coastal protection can be justified
due to the “public good” nature of the services. The measure 1s
targeted towards the protection of tourist amenities, natural
habitats and public infrastructure. Although expenditure on coastal
protection may be beneficial, one cannot overestimate the
importance of ensuring that individual projects are chosen to
ensure that payback on expenditure on coastal protection be
maximised and that the projects considered are justified in terms of
public and not private benefits.

Supporting Measures and Delivery Mechanisms

User Charges/ Polluter Pays Principle:

We are recommending a very high level of expenditure over the
period of the next NDP, but in most cases we also recommend the
implementation of the Polluter Pays Principle. So much of this
expenditure has the potential to be financed by user charges rather
than by Central Government resources or via EU subvention.
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Table 4.14: Indicative Annuai Spending, 2000-2008, £ million, 1999 prices
1958 1958 2000-2008°
Per Annum
Urban Waste Water Treatment, Inland and Coastal 76
Rural Water and Waste Water
Water Supplies and Conservation 49
Servicing for Residential Development
Drinking Water Directive, including Replacement 19
of Lead pipes
Waste to Energy 50
Recycling, Composting, Hazardous wasle 14
Landfill Modernisation 29
R&D, Catchment Protection, etc. 7
Total 179 301 308
Notes: T

1. In general, investment should be paid for through the gradual introduction of user charges. This will reduce the
cost of the investments 1o the Exchequer.

2. The servicing of land for residential development should be front end loaded. Servicing of land for commercial
and industrial development is not included here, as it is difficult to predict how much might be required for this.

Given that the level of expenditure will have increased greatly,
and that user charges are far from full cost recovery even at today’s
relatively low level of costs, we would recommend a gradual
introduction of full cost recovery. This might be done over the
period of the next NDDP, with say, one-third cost recovery
introduced in the year 2000, increasing to two-thirds in the year
2003 and full cost recovery by 2006. This process should be
announced in advance, giving users of water and solid waste
infrastructure time to adjust to the new situation. It can be more
readily “justified” publicly in terms of the run down of EU
structural funds over the same time-span, and the environmental
improvements being achieved.

As part of this process the Government should adopt a policy
that all new houses should have water meters installed at the ume
of construction. This substantially reduces the cost of metering. It
is particularly important given the high level of new housing
construction in progress at the moment, which could see up to half
a million houses built in the State between now and the end of the
next decade.

The charges should apply to all existing environmental
infrastructure and not just the infrastructure to be built under the
next NDP. Charging should provide extra funds to finance future
investments amounting to at least an additional £150 million per
annum by 2006. Of course the charges to be levied should be
designed to recover the cost of the infrastructure over the course of
its life, so there will be a need for the State, private and EU funding
to make the initial investment.

We would make two exceptions to this approach:
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.

1. In the case of land: being serviced for residential and
industrial development, the full cost of servicing should be
levied on the developer up front, and with immediate
effect. SRS

2. We would see one circumstance where full cost recovery
might not be applied. That is where the Government feels
compelled to implement the Urban Waste Water
Treatmemt Directive, with the result that more advanced
treatment facilities are installed in coastal towns and cities
than would othermise be necessary. Where this is the case,
Central Government (or perhaps more appropriately the
EU) should pay for the extra cost, and users should only
pay what would be required if a more basic (but
environmentally adequate) facility had been instailed.

When revenue from user charges is taken into account, by
2006 the net cost of the investment should be under half the gross
cost shown in Table 4.14. ‘

Before concluding however, we note the potential difficuluies
associated with introducing user charges, and in partcular the
political acceptability of them. Nevertheless, we feel that they are
the inevitable way forward.

The Number of Local Authorities:

In the case of both water and solid waste services, the body
responsible for service delivery is the local authority, of which there
are over 80 in Ireland. This number is hardly conducive to efficient
delivery of the services in question.

At the moment, there are a number of ad hoc arrangements
whereby neighbouring local authorities co-operate to provide
services. This is set 1o accelerate for solid waste services in the
coming years, as a formal regional approach is being taken o
provide these services in the fuwure.

There may be scope for further rationalisation of the provision
of environmental services, and we feel that this should be
investigated. While local authorities are responsible for organising
the provision of such services, experience in Ireland suggests that
local authorities are not good at producing the services themselves.
If the maintenance and operation of all these environmental services
were contracted out on a competitive basis it would almost
certainly result in a reduction in costs. In addition, 1t would allow
the exploitation of economies of scale in such operatons. In
particular, experience in other countries suggests that there are
significant economies of scale in operating water services,
economies which are not being exploited given the currently
fragmented Irish local authority structure.
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4.3.4 SOCIAL, CULTURAL AND RECREATIONAL
INFRASTRUCTURE

Introduction

In previous national development plans the area of social, cultural
and recreational infrastructure was not separately disunguished.
However, this broad category of physical infrastructure plays an
important role in determining the standard of living in a modern
society. It is the wide range of facilities such as shops, theatres,
parks, public and historic buildings, and gardens, etc. which turn
isolated housing estates into working villages, towns or cities. Such
infrastructure is now regarded as vital in order to attract and entice
people into living in particular areas.

In most cases many of these facilities will be supplied by the
market. The retail sector does not need incentives to respond to
meet the perceived demands of consumers. In most major urban
areas, facilities such as cinemas, pubs, recreational centres, and so
on, are provided by the market, without direct state involvement.
In other cases active local communities have provided the necessary
facilities through voluntary efforts, as is the case for many sporting
and recreational facilities and in the preservation of some historic
buildings. In some instances, due to market failure, such facilities
may not be provided without public sector involvement. This is
especially true of disadvantaged communities (particularly in many
rundown inner city estates) where spendmg power may be low and
where weak social structures may result in an under-provision of
the infrastructure necessary for an active community life.

The type of social, cultural and recreational infrastructure
which may be underprovided for, or not supplied at all if left to
market forces, could include public buildings and therr
rehabilitation, and sites of historic, archaeological or architectural
interest. As was remarked upon above, certain disadvantaged areas
may also be severely deprived of an adequate infrastructure in terms
of the availability, of theatres, cinemas, community centres,
swimming pools, etc. This list is not intended 1o be exhaustive but
rather to indicate the very broad nature of the facilities that are
deemed important in making a community an attractive place to
live in.

The rapid pace of economic growth and of population increase,
combined with the upward trend in the number of persons with
relatively well paid jobs, have resulted in increased demands on the
existing social, cultural and recreational infrastructure. Given the
favourable medium term prospects for the economy, the demand
for such infrastructure will continue to rise as incomes and wealth
increase. However, even with rising incomes there will remain
certain types of infrastructure which will be underprovided for, if
left to market forces. In addition, where it 1s decided to develop
new communities, either on the outskirts of existing major urban
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centres, or in towns in less developed regions of the country, it may
be desirable for the state to intervene in order to ensure that such
facihities are provided well in advance. As discussed in Chapter 3,
such advanced provision is important 1n making a particular town
or community attractive to a young mobile population.20
Furthermore such measures will help 1o guide future seulermnent
patterns. In line with the recommendauons on promoting balanced
regional development it will be appropriate in the next plan 1o
concentrate efforts in promoting the development of the chosen
“nodes” and in ensuring that as many peopie as possible outside
these nodes will have access to the facilities available there.

Consideration will also need to be given to ensuring adequate
access to facilities to disadvantaged groups, such as the disabled.
Where public support is provided for facilities it is important that
the facilities should be available to all of the community. In the case
of some facilities which are currently publicly supported, there may
be discnimination on access on grounds such as gender. Clearly this
is unacceptable, and appropriate steps should be taken to correct
for cases of discrimination.

In the next CSF therefore, consideration should be given to
the creation of a sub-programme to embrace the full range of
investrnent needs in these areas. While the bulk of this investment
would not fall within the guidelines for assistance under the
Structural Funds, some of this investment will merit support from
tax-payers funds.

Unlike the other areas of investment discussed in this chapter,
very little work has been done to date on the potential contribution
to economic and social development of investment in social,
cultural and recreational infrastructure. As a result, there are no
well established guidelines on whether and how the public sector
should assist provision. Under these circumstances there is a
serious danger that public funds could be wasted. Therefore, before
a serious programme of investment is undertaken, it will be
important to consider the potential role of such investment and to
establish clear criteria for public involvement. As there is already
significant public involvement, albeit in a highly dispersed form,
there is probably already scope for improving the efficiency of
public involvernent in this area.

Current Activity

The increase in living standards in recent years has led to a strong
growth in both the demand for and supply of cultural, sporting and
recreational facilities. Much of the growth in demand reflects both
improvements in disposable incomes accompanied with an

® A recent paper by Fahey and Watson, op. ¢ii., studying the “Employment Needs of
People in Gachacht Arcas in 19977, revealed that the lack of suitable amenities and
recreational facilities was an important factor in determining why young people (and
particularly graduates), wanted o leave the region.
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increasing trend towards more leisure pursuits. The supply 1s
currently private sector driven with the public sector involved to a
much lesser extent, generally in a supporting rather than an
initiating role.

Private Sector Provision

The vast bulk of social, cultural, sporting and recreauional faciliues
in Ireland are provided by the private sector. They comprise the
following:

= Retail premises and commercially provided places of recreation,
such as pubs and restaurants.

« A wide range of entertainmemt facilities including cinemas,
theatres, art galleries and concert halls, which consumers uulise
when they are not working or doing essenual activities such as
shopping, childcare, commuting etc.

* There has been a growing tendency for large supermarket
centres 1o open up in many suburban areas. Certainly the
importance of these centres could grow further if they could
offer recreational facilities such as cinemas (already included in
some suburban shopping centres), gyms, smimming pools, etc.
Such centres are already well serviced by roads and have
parking and hghting facilities. There appears to be much
unexploited potential in this area, and room for signtficant
private sector investment.

»  Private commercial sports and leisure clubs. These can be based
on one activity, e.g., tennis, hockey, golf etc. or can offer a
wide range of sport and recreational acuviues including
swimming. Because of their commercial nature access may be
limited to those on higher incomes and may also be limited on
gender or other grounds.

*  There are a variety of leisure clubs attached to hotels (as part of
an overall hotel package). It is often difficult to ascertain their
profitability because of the difficulty of allocating overheads.
In a number of the budget priced hotels, for example, volumes
are paramount and many rely on outside subscriptions.

= There are a vast range of voluntary sports ¢clubs throughout the
country which are involved in various sporting activities and
rely on minimum subscription rates and fund-raising activiues.
All of the above tend to target similar social groups so there

remains a considerable gap in relation to the provision of social,
cultural, and recreational facilities at affordable prices. A strong
demand exists for good quality social facilities throughout the
country that has yet to be met, especially in disadvantaged
communities,

Public Sector Provision

We examine below the Siate’s current role in relation to the
provision of social and recreational infrastructure.
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It is difficult to ascertain what the current level of activity is in
relation to investment in social and recreational infrastructure in
the public sector. The investment to date has been financed
through a range of separate programmes and measures, including
the Tourism OP and funds disbursed from the National Lottery,
from individual Government Departments and through local
authorities.

From information ascertained from the Public Capital
Programme it is estimated that the total capital provision for social,
cultural, sports and recreational infrastructure amounts to £154m.
in 1999, compared with a provisional outturn of £93m. in 1998.
Table 4.15 provides a detatled breakdown of expenditure for 1998
and 1999.

Table 4.15: Expenditure on Social, Cultural and Recreational
Infrastructure, 1998, 1999, £ million

T {ege 1999
Taoiseach 0 135
Millenium Celebrations 0 135
Finance/Office of Public Works 75 180!
New Building Works, Alterations (inct Zoo etc.) 75 18.0.
DOELG 146 363
Architectural Heritage 00  39°
Urban Renewal 103 216"
Programme for Peaca & Reconciliation 1.6 36
LA Library & Archive Service 26 72
Arnts 54.8 56.2 .
Irish Film Board 35 41
Cultural Projects 22 5.12
National and Cuttural Tourism:
National/Regicnal Cuttural Activities 20 206°
National Monuments/Historic Properties 1.3 58,
Natural Environment 56 37 ;
Cuttural Institutions 0.2 0.2,
Conservation Projects 10 12,
Cutturat Development tncentive Scheme 38 31,
National Gallery 08 63|
National Lottery: '
Arts Council 25 351
Heritage Council 20 28,
Tourism, Sport & Recreation 16 303,
Recreational Faciiities 3 85
Major Sports Facilities 6 88
Croke Park Development 7 7.
Swimming Pools 0 9 .
Total 928 1544
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While the selection of invesitments in this area has been
subjective, the purpose of Table 4.15 is 1o bring together the toual
investment deemed to fit more appropriately under the heading of
social and recreational infrastructure. For the purposes of
ascertaining the level of public sector investment, we have defined
social and recreational investrent to include expenditure on new or
improved tourist related facilities, heritage projects, cultural
projects (including the cultural programme for Temple Bar),
expenditure on urban renewal, as well as expenditure on sports and
recreational facilities financed by the National Lottery surplus. We
include investment in “tourism related heritage and cultural
projects”, although the latter suggests an emphasis on tourism. As
discussed below under the tourism heading, we feel that the
emphasis in the provision of such facilities in the future should
shift from prowvision for tourists to a wider remit of providing for
all users needs.

Around one-third of the total investment identified is
currently provided for under the Department of Arts, Heritage,
Gaeltacht and the Islands, the majorty of which is on tourism
related heritage and cultural projects.

Lessons from current CSF

The role of social, cultural and recreational infrastructure in
promoting development at both a national and a regional level has
not, to date, been extensively researched. This makes it difficult 1o
establish prionties within this sector. However, we do not feel that
the absence of previous research should suggest that this 1s an
unimportant feature of physical infrastructure.

A major weakness in a number of the main submissions to the
Department of Finance on the investment priorities for the 2000-
2006 period is the very limited reference to this area of
infrastructural investment, an exception being the ICTU
submission. The ICTU submission includes a significant emphasis
on social infrastructure. It calls for a special sub-programme for
investment in social and community infrastructure, including
childcare, sports and recreation. Its main premise is that “a city or
town’s relative attractiveness as a place to live and work s
increasingly important in determining its economic success.” There
are three elements that ICTU consider should fall within the remit
of a special sub-programme:

»  Support for childcare via an enhanced role for local authorites.
*  Major sporting and recreational facilities.
*  Rural development and urban and village renewal.

We feel that the ambit of important social infrastructure
should, in fact, be drawn more widely, as outlined above. The i1ssue
of childcare provision is also addressed in the submissions from the
National Women’s Council of Ireland and the Irish Farmer’s
Association. While this is a key need in the Irish economy,
childcare provision remains more of a labour markert 1ssue than a
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recreational one, and we discuss this matter in the Sections 4.4.2 on
training and the labour market and 4.7.2 on local development.
However, it is important that in planning for the future
development of urban areas provision be made for integrating the
provision of childcare facilities with all the other social, cultural and
recreational facilities discussed above.

Libraries

One of the few detailed proposals made in submissions under this

heading concerned public libraries. The Department of the

Environment and Local Government (DOELG) is interested in

expanding the capabilities of the library service in Ireland. They

suggest that libraries have important potenuial roles:

= As a source of universal access to, and training in information
and communications technology (ITC), particularly for the
unemployed, those who have left school, and others who might
otherwise be excluded from access to such technology.

*» As an information service for small and medium sized
businesses.

= As an information and educational service for families and the
community, with emphasis on literacy training, services to
particular groups such as those in hospitals and the
housebound, FAS training schemes, etc. And finally, 10 provide
information on government services, social  welfare
entitlements, career and educational opportunities, etc.

At the moment a report is being prepared on a national policy
for public libraries. Tt is likely to recommend improvements in
infrastructure, IT facilities, opening hours, the range and quality of
stock, and staff training. The overall cost is estimated by the
DOELG to be roughly £90 million over the next 8§ years.

Priorities for Investment

There is not enough information available to make derailed
recommendations on investmeni priorities and there is a need for
further research to establish the range of facilities which are
currently available throughout Ireland.

Much of the necessary investment in this category of
infrastructure will be carried out without any state involvement. In
other cases where there is evidence of limited market failure the
correct approach, as currently adopted, may be to employ public
private partnerships. This approach is quite common, for example,
in funding investment in theatres. Such an approach, in particular
where the initiative comes from the private sector, has the
advantage that there is a good expectation that the facility, when
provided, will be used extensively. .

In drawing up physical plans for the major cities and urban
areas the gaps in social, cultural and recreational infrastruciure (in
each city and town) will need to be identified. Having drawn up a
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prioritised inventory, the areas where market failure could lead to
an underprovision need to be earmarked. Finally, the best means of
making good the failure needs to be identified - either via direct
state intervention (often by local authorities) or through some
form of public private partnerships.

In rural regions it may not be possible to provide the full range
of facilities available in urban areas but consideration needs to be
given to the issue of maximising access to major facilities through
commuung, mobile provision etc. In addition, many cultural and
leisure facilities for the population as a whole are sited in rural
areas. These include a vast number of national monuments and sites
of archaeological and architectural interest as well as areas suitable
for walking, climbing, sailing, angling, etc. Furthermore, the
development of such facilities has the potential 1o attract higher
visitor numbers. Adequate provision is currently hampered by the
nature of the local authority structure.2

On the basis of the limited data available the main priorities
appear o be:

* To establish what the gap is in relation to the provision of
social, cultural, sports and recreational facilivies. The latter
would involve carrying out an inventory of existing
facilities and ascertaining ownership.

* Toidentify which groups do and do not have access to the
existing facilities. The importance of maximising access for
all citizens to social infrastructure may iself require
specific forms of investment (for example in mobile
libraries and improved access for the disabled).

* To decide the most cost-effective delivery mechanisms for
bridging the gap.

In this regard it may be useful to examine how other countries
meet their social and recreational needs. The development of
municipal leisure and recreation facilities is well advanced in some
European and North American countries - some are successful and
some are not. It may be useful 1o examine the role of government
in the planning and delivery of cultural and recreational services in
these countries, how they are funded, and to what extent the assets
are utilised and by whom. The extent to which the provision of
such amenities enhances the social fabric of society in other
countries should also be examined.

The failure of private producers 10 adequately provide facilities
for all groups poses problems, especially in disadvantaged areas.
Where there is a clear gap in relation to the provision of social and
recreational amenities and where the private sector has
underprovided, 1o the extent that certain groups have no access to
such facilities, then there is a clear role for the State in ensuring that

2 For example, there is almost certainly underprovision of amenity facilities in the
Wicklow mountains as the beneficiaries are likely to be citizens of Dublin while 1he
cost of provision would fall on the County Wicklow budger.
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such goods and services are made available. The direct provision by
the state (including local authorities) of appropriate facilities to
meet the needs of disadvantaged communities should probably
receive priority over aid for the pnvate sector (including the
voluntary sectar) in providing facilities elsewhere.

The priorities should then be the followming:

* To decide what range of areas, already funded elsewhere,
should be included in a separate sub-programme for social
and recreational investment. Such a sub-programme should
include the broad range of investments already defined o
include expenditure on new or improved cultural facilities,
heritage projects, expenditure on urban renewal and
expendirure on sports and recreational facilities. There may
also be a case for including national parks and playgrounds.

» To decide what new areas should be included which the
State has not had responsibility for in the past. These
would include facilities or services which are currently
underprovided for by the private sector.

* To ensure that, where facilities are provided, that they are
made available in a non-discriminatory fashion, hence
providing access for as wide a range of people as possible.

»  Where feasible the provision of facilities should be done in
a co-ordinated way. For example, if culwural or social
facilities are sited close to retail premises, utlisauon may
be increased, as well as in helping to promote urban
development. Where recreational facilities are shared by
schools and the wider community, there are obvious
opportunities to maximise uulisation over the week.
Similarly, many third level insututions should make their
facilities accessible to all, rather than the present situation
where only a select group has access, and where many
facilives are underused especially in the evenings and
during out of term months. Too often in the past separate
facilities for designated groups has lead to under-utilisation
and a resulting wasteful use of scarce tax-payers (and EU)
resources.

As discussed below in the next Section on Education, there is a
need to provide improved facilities for schools over the next
decade, including provision for recreation and physical education.
This measure should be integrated with the wider provision for the
community as a whole. Already many schools are making a very
valuable contribution to their communities and their experience
could help inform policy for the future. Appropriate guidelines for
access to all school facilities should be developed by the
Departments of Education and Tourism, Sport and Recreation.
These guidelines should apply, not just for schools receiving new
facilities, but for all existing schools which have received state aid in
the past.
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Table 4.18: Indicative Spending, 2000-2008, £ million, 1999 prices

1998 1899  2000-2006 !
I

Social, Cuitural and Recreational a3 154 250

It may be unwise at this stage to specify what precise budget
should be allocated until decisions are taken on the full range of
investments 1o be included under a separate sub-programme.
Furthermore, there is a pressing need (as mentioned earlier) to
draw up an appropriate inventory which would encompass the
entire range of facilities currently on offer in Ireland. Nevertheless,
it would seem appropriate to suggest an indicative budget of around
£250 million a year, on average over the next planning period (Table
4.16). In the light of further research into the likely rate of return
on individual projects it could prove desirable 1o increase or reduce
this amount over the course of the planning period.

Conclusions

The demand for social, cultural and recreation facilities wall
continue to increase in the future as consumers experience
increasing incomes and wealth. The private sector wll continue to
supply the bulk of such facilities for different groups of consumers
as long as a market exists for their products. However, where there
is evidence of market failure, with the result that certain groups are
denied access to such facilities, it is appropriate for the State to
intervene to ensure that such facilities are made available.

The justification for state intervention is not just in terms of
promoting wider access for all citizens to such facilities. It is also
considered important in promoting the development of individual
communities ranging in size from Dublin down to the many wvillages
of the countryside. In addition, such investments, have the
undeniable potential 1o attract employees or potenual employees
into living in particular areas. Furthermore, imvestment in
sporting/recreational facilities can lead, in the long term, to a
healthier community and presumably would help towards lowering
crime/delinquency levels in many urban areas.

It is, therefore, recommended that a separate sub-programme
for Soaal, Cultural and Recreational investments should be
established which would encompass all public sector activity in this
area, as well as eswablishing, for the first ume, a comprehensive
inventory of current facilities in the country.2

22 There may be international studies which one would hope (o draw on regarding whar
recreational facilities people tend to usc, age dispersion of users, how they are funded
(public, private or a combination), etc., from which we could learn a great deal.
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4.4
Human
Resources

Investment Priorities

It is essential that investment prionities for the post-1992 period be
consistent with the needs of a rapidly growing economy and wath
current and projected labour market conditions. In an overall
human resource context the priorities identified for future
investment relate to:

(1) The disadvantaged,

(i) the scale and quality of the outflow from education, and

(i1} training issues.

Account must also be taken of the needs of the disabled and
the importance of promoting equal opportunities. We first consider
the priorities in the educational sphere and we then go on to
consider the special issues which arise in the field of training and
measures to cater for the needs of the long-term unemployed.

4.4.1 EDUCATION

The importance of investment in human capital, and in particular in
education, is widely recognised. Bradley, Fitz Gerald, Honohan and
Kearney (1997), suggested that the increased investment in human
capital since the late 1960s has had an important influence in raising
the growth potential of the Irish economy. Thus while only part of
educational expenditure was [unded under the last CSF, we
consider that the broad area of investment in education will play an
important role in promoting balanced and sustainable growth in the
economy in future decades.

Current Activity

Here we consider the allocation of resources within the broad
education sector. Table 4,17 sets out the expenditure in 1998 and
estimates for 1999. We consider some of the Department of
Education schemes under the active labour market heading in
Section 4.4.2 and these schemes and their funding are excluded
from the table. We also exclude specific funding of R&D by the
Department as this activity is considered later in Section 4.5.

(1) Primary level

School attendance is compulsory from the age of six. However, in
practice many children enter full-time education at the age of four
or five; 65 per cent of four year olds and almost all five year olds are
currently enrolled in primary schools (Dept. of Education, 1995).
Limited systematic information is available on the participation of
children in pre-school education, although the level of childcare and
other pre-school provision is deemed to be low in Ireland compared
with the rest of Europe (McKenna, 1988, and Williams and Collins,
1998).
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As shown in Table 4.17, in 1998 expenditure on first level
education was approximately £751m of which teachers salaries
amounted to £700m. (The estimates for 1999 provide for total
expenditure of £779 million.) With around 460,000 pupils in
primary education (1997/98) this translates into an expenditure of
around £1630 a year per pupil. The pupil teacher ratio in the school
year 1996/97 was 22.3.

{i1) Second level

Young people on average enter second level education at 12 or 13
years of age. Participation in full-time education will be compulsory
until the age of 16 in the next school year. Participation in second
level education is high with an estimated 96 per cent of 15 year olds,
92 per cent of 16 year olds and 81 per cent of 17 year olds enrolled
in full-time education (Dept. of Education, 1996).

In 1998 expenditure on second level education was
approximately £779m (of which pay and pensions amounted to
£666m. With around 368,000 pupils in second level education
(1997/98) this translates into an expenditure of around £2120 a year
per pupil. The pupil teacher ratio (on a full-time equivalent basis) in
the school year 1996/97 was 16.

Table 4.17: Expenditure on Education, 1998 and 1999, £ million

o

1998 a8y
Current® 1937 2020
Primary 751 779
Current , Salaries 700 724
Current, Other 51 55
Secondary 779 786
Current , Salaries 666 665
Current, Other 113 121
Third Leve! 310 339
Curent , Salaries 207 212
Current, Other 103 127
Other Current a7 116
Capital 281 240
Primary 48 59
Secondary 58 58
Third Level 44 46
Qther 13 76
Total Current and Capital 2218 2260

# There has been a reallocation of some funding under the Department of the
Education to the Active Labour Market Policies Section below.
# Funding for R&D has been reallocated 1o Scetion 4.5
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(i11) Third level -

The third level sector consists of universities, insututes of
_technology (ITs), teacher training colleges, and private colleges.
Courses are offered at certificate, diploma and degree level. The
third level sector has expanded rapidly in recent years; the total
number of full-time students at third level increased from 66,000 in
1989/90 1o 96,600 in 1994/95, an increase of 46 per cent (Dept. of
Education, 1996). Since 1996, students are no longer required 10
pay fees for undergraduate courses at recognised third level
institutions.

In 1998 expenditure on third level education was
approximately £310m. With around 104,000 full time students in
third level education (excluding private) this translates into an
expenditure of almost £3000 a year per student. However, this may
well underestimate the figure per student as some of the students
counted here as being within the third level sector should more
properly be considered to be on active labour market schemes. 1f
these two groups are combined the cost per student comes out at
£5030 per student.

Educational outcomes in the Irish system can be analysed in
terms of both the level of education reached and examination
performance. Both outcomes have significant effects on the post-
school destinations of young people. One year after leaving school,
levels of unemployment are higher among those with low or no
qualifications and those with Leaving Certificates are more likely to
be found in higher paid, white-collar occupations (McCoy and
Whelan, 1996). Educational level continues to influence
vulnerability to unemployment even five years after leaving school;
in fact, the gap widens over this period (Breen, 1984; Smyth,
Hannan, 1995). In addition, employers make distinctions between
school leavers on the basis of examination results. Those with low
grades are more likely to be unemployed (Breen, Hannan and
O’Leary, 1995; McCoy, Whelan, 1996) and are less likely to be
employed in white-collar occupations {(Smyth, Surridge, 1996).

From the 1960s onwards, Ireland has experienced a rapid
expansion of participation in full-time education, a process
accelerated by the introduction of free second level education in
1967. This trend has continued over the 1980s and 1990s (see
Figure 4.1).

This figure distinguishes between three “levels” at which young
people can leave the full-time educational system. The “no
qualifications” group refers to those who leave without sitting any
formal examinations. The “Junior Certificate” group refers to those
who stay on to the end of lower second level and sit the national
exam. The “Leaving Certificate” group refers to those who stay on
to the end of upper second level and sit the national exam. Over the
period 1979 to 1994, there was considerable growth in the
proportion of young people staying on to the end of second level
education (from 60 per cent to 82 per cent). This was accompanied
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by a slight decline in the proportion leaving without qualifications
and a more marked reduction among those leaving after the Junior
Ceruficate examination. In addition to those who leave before the
end of upper second level, itis estimated that almost 1,000 young

Figure 4.1: Patterns of School-Leaving, 1979-1994

|
i
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Source: Annual School Leavers' Surveys, 1980 to 1995

people do not transfer from primary to second level education
(Hannan, 1996). Much less is known about the characteristics of
this group since they are not included in the annual surveys of
second level school leavers. However, many of this group are likely
to come from Traveller families. It is estimated that 80 per cent of
12 to 15 year old children from Traveller families do not attend
second level schools, and that the majority of those who attend
second level schools leave within their first two years (Task Force
on the Travelling Community, 1995).

Patterns of school leaving are significantly related to the
gender and. socio-economic background of young people. Early
leavers are more likely to be male; among the 1994 cohort, it was
found that 78 per cent of males remain in school until the final
examination compared with 87 per cent of females. These
differences are currently reflected in the parucipation rates at third
level. In 1996 over 51.5 per cent of women aged 20 either had a
third level qualification or were still in the educational system while
the figure for men was 42.5 per cent (Census of Ireland, Volume 9,
1996). This represents a major change compared to 1991 when 33.3
per cent of males and 35.7 per cent of females aged 20 either had a
third level qualification or were still in the educational system.
There are also marked social class differences in second level
participation and these differences have persisted over time,

While the participation rate at third level has risen rapidly over
the 1990s there remain a number of concerns among which are:

* First, the question of access for children from

disadvantaged backgrounds is a continuing problem.
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Participation rates are still highly correlated with parental
background.

»  Second, there are concerns about the relatively high drop-
out rates, especially from some courses in Institutes of
Technology (ITs).

«  Third, there are concerns that the courses provided may
not be fully in tune with the needs of the pupils or,
possibly, of the local labour market. There may be a case
for refocusing some of the attention on technical courses
which are more in demand in the current labour market.

«  Fourth, the number/proportion of mature students in third
tevel in Ireland is unacceptably low. The “Conference of
Heads of Irish Universities” submission states that Ireland
has the second lowest rate of mature student entry in third
level in the OECD. In 1995 for example, the percentage of
new entrants into third level aged 26 years and over, was
2.3 per cent here, whereas the average in the OECD was
19.3 per cent.

» Finally, from an equality point of view, there are concerns
about subject choice (namely, the relative decline in the
take-up of “hard” science subjects) in second level and
about the failure of male participation rates in third level 10
rise in line with female participation levels.

Finally, in 1998 the “Public Capital Programme™ provided for

expenditure of £281m on infrastructure for all levels of educauon.
The estimates for 1999 provide for expenditure of £240 mitlion.

Lessons from Current Expertence

While only a limited part of current expenditure on education is
included under the current CSF, the Mid-Term Evaluation
concluded that some changes could be made within the existing
framework which could improve the likely impact of the CSF. Tt
provided evidence that the private returns to education are
substantial. However, at the first and second level of the
educational system, for whatever reasons, a significant number of
disadvantaged children and their parents are not adequartely using
the services provided. This is reflected in a continued problem of
children leaving the educational system early - under-investment.
For economic and social reasons it is desirable 1o put in place
measures to deal with this problem. In particular, the MTE
recommended an increase in allocation of funding for preventuve
action to deal with the problem of early school leaving. That report
also recommended that the CSF support for the Advanced
Technical Skills programme did not appear to be justified. As the
benefits from this programme are largely private, the MTE
recommended that the funding for the scheme be reduced in the
remaining years of the current CSF.




192 NATIONAL INVESTMENT PRIORITIES

In addition to the MTE there is a large body of research on the
wider education system which provides information on the current
successes and failures and lessons for the future.

Educational under-performance is more evident among pupils
from working-class backgrounds, those with parents who are
unemployed, those whose parents have lower levels of education
and those who come from larger families. In addition, the social
class mix of the school attended has an effect on pupil performance
over and above that of her/his individual social background. That is,
pupils tend to underachieve when they attend schools with a higher
proportion of pupils from disadvantaged backgrounds. This finding
has important policy consequences since it indicates that some
targeting of interventions towards “disadvantaged schools” would
be appropnate (Smyth, 1999).

(i) Pre-School

The “Early Start” programme was initiated as a pilot pre-school
intervention programme in 8§ pre-school units {in 7 areas of
disadvantage) in 1994. It is one year in duration and is seen as an
integral part of the primary education sysiem, targeting three year
old children in disadvantaged communities. In the light of earlier
experience in Ireland (the Rutland Street project) and experience in
other countries, the aim of this scheme is to enhance the overall
development of the child, to ensure a smooth transition to full
participation in the formal education system, and to offset the
effects of socio-economic disadvantage.

Some 40 schools and around 1,600 children (1997/1998) are
presently involved in the programme, with almost £2 million being
spent by the Department of Education. The programme is staffed
by trained primary school teachers and care workers and has an
adult-child ratio of 7.5 to 1. The curriculum emphasises language
and numeracy skills and also the development of links between
home and the school. Parental involvement is a particular feature of
the programme.

The monitoring of the programme is performed by a
committee composed of parents of the children and representatives
of various educational bodies. In addition, an independent
evaluation of the programme is being carried out by the
Educational Research Centre, but as yet has not been completed
(Department of Education, 1995; ESF Programme Evaluation Unit,
1997). While it is too early to assess the potential impact of the
Early Start programme, some concern has been expressed
concerning the displacement of existing community-based child

care services which are often run by local groups of parents
themselves (NESF, 1997).

{u) Prevenuon of drop-out

Institutional measures to prevent drop-out from the educational
system have taken place at two levels. First, the 1990s has been a
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period of rapid curricular reform with the development of new
second level programmes and assessment procedures to cater for
groups that were previously marginalised within the educational
system. The main objective of these reforms has been to tackle
biases within the pre-existing sysiem. Second, recent developments
in targeting schools in disadvantaged areas through extra assistance
and the development of home-school links are aimed at reducing
the level of drop-out and educational failure.

A number of experimental programmes are currently under
way targeting schools in disadvantaged areas. While on-going
evaluation is built into the work of some of the programmes it is
still too early to judge their success.

The Home-School-Community Liaison (HSCL) scheme was
introduced by the Department of Education in 1990 as an initiative
to counteract disadvantage by increasing co-operation between
schools, parents and community agencies in the education of young
people. The scheme initially operated at primary level only
encompassing 55 schools in seven areas. After a year, it was
extended at primary level, adding 25 new schools, and to second
level, covering 13 schools. At present some 184 schools and 68,137
pupils are involved in the scheme with a total expenditure of £3.3
million per annum. The scheme involves the provision of a school-
based co-ordinator to liase with parents and the community.

Evaluation was built into the programme from the outset and
initial evaluation has indicated some positive effects (Ryan, 1994).
However, a number of cautionary points should be noted. The
positive effects of the programme were generally confined to
parents who were actively involved in activities and those whom
teachers often regarded as being least in need of the scheme. A
survey of uninvolved mothers indicates that they experience greater
socic-economic disadvantages, being more likely to come from
unemployed households, to be single parents, and/or to have more
children. While home visits were considered an effective strategy to
reach parents who had no other contact with the school, the issue
of self-selection in parental involvement needs to be addressed.
Furthermore, very few parents had taken a leading role in parental
activities, with a tendency to adopt a more passive role. In
particular, fathers were much less likely to get involved in school-
related activities than mothers. It is too early to assess whether the
scheme has had an impact on pupil attainment. However, basehne
information on pupil achievement has been collected and this issue
will be examined in the future (Ryan, 1994).

(i1} Curricular reform

The 1990s have been marked by a period of rapid curricular reform
at both the junior and senior cycles of second level education. This
reform has been designed to address a number of issues: first, to
promote educational participation by catering for the needs of
pupils who previously would have dropped out of full-time
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education; second, to address biases in provision towards more
“academic” students; and third, to provide alternative modes of
accreditation for less “academic™ students. While these measures
have not been explicitly targeted at pupils from disadvantaged
backgrounds, their introducuon is hkely to impact
disproportionately on this group.

It is too early to assess the impact of the new curricular
reforms on educational participation and achievement. However,
the success of the programmes is likely to be dependent on a
number of factors. First, the mode of access for schools and pupils
to these programmes. The new programmes are not available in all
schools and smaller schools are likely to find it more difficult to
provide such courses. Therefore, a large number of pupils from
disadvantaged backgrounds are likely to be left excluded.
Furthermore, little is known about how schools determine access to
such programmes; there is a risk that pupils taking non-traditional
routes may be labelled as “failures” by other pupils and/or teachers
or that the programmes may be used as a method of dealing with
“problem” children. Second, a good deal is dependent on how the
new qualifications are interpreted by educational institutions and
employers. If further education institutions and/or employers fail
to recogmse such qualifications in making allocation and
recruitment decisions, then the new reforms are likely to result in a
“two-tier” system with the traditional academic route leading to
much more favourable cutcomes for young people.

In 1984 a new programme of special measures for primary
schools in disadvantaged areas in Dublin, Cork and Limerick was
introduced. This scheme involved the provision of extra per capita
grants for books, materials and the development of home-school
liaison within the designated schools. It was subsequently revised to
cover second level schools. By 1995, 311 primary schools and 190
second level schools were designated as disadvantaged. These
schools tended to be larger schools located in urban areas.

An evaluation of the scheme indicated a number of problems
with its implementation. First, the system of allocation used tended
to favour schools in urban areas. In contrast, a study of primary
school pupils indicated that the majority of educationally
disadvantaged pupils (that is, those with low reading scores and
from families with low income) come from rural areas. Second, the
scheme was not reaching the majority of pupils from disadvantaged
backgrounds. Consequently, a number of commentators argued
that disadvantaged pupils rather than disadvamaged schools should
be targeted. Third, there was no incentive for schools to adopt a
structured approach to tackling disadvantage; it was therefore
recomnmended that schools should have to develop a five-year plan
towards this end (Kellaghan et al., 1995).

This evaluation of the scheme resulted in its revision with the
new “Breaking the Cycle” iniuative announced in 19%6. This
initiative is based on targeting resources to identfy schools in the
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most disadvantaged urban and rural areas. Selected schools are
provided with additional supports and are required to submit a five
year development plan. Twenty-five large urban schools (along with
an additional 8 schools with close associations) and 25 clusters of
small rural schools {119 schools in total) have been selected to take
part in this initiative.

Prionities for Investment

The changing demographic structure wll have major implications
for the Irish educaticnal system over the next decade. The rapid
decline in the birth rate after 1980 s gradually feeding its way
through the population profile. In spite of some immigraton of
children (generally of returning emigrants), the primary sector has
already faced declining numbers of pupils since the beginning of the
decade. We estimate that the number of children between 5 and 12
could fall by around 5 per cent by 2006. It is now the turn of the
second level sector to face a major decline in numbers. We estimate
that the number of 13 to 18 year olds will decline by around 10 per
cent (excluding PLCs) between now and 2006 with further falls in
the following 5 years. The third level system will also begin o
experience a fall in the number of potential school leaver entrants
which will become quite marked over the next 8 years. By 2006 the
number of 19 to 21 year olds is estimated to fall by nearly 10 per
cent, with further falls over the following 5 years.

As shown in the implication of the falling numbers is that the
educational system could provide the same level of service
(unchanged pupil-teacher ratio) in 2006 which it currently does
with a smaller volume of resources. This fall in pupil numbers mll
provide the opportunity to target additional resources in certain
priority areas. Here we begin from a base-line of unchanged pupil-
teacher ratios and suggest an allocation of addituonal resources to
meet the identified prionty areas for further development.

Table 4.18: Priorities in Expenditure on Education, 2000-2006

Area Recommendation

Funding Requirements at constant pupil-teacher ratio:

Primary Reduce
Second Level - Reduce
Third Level Reduce
Funding for Improvement in Services:

Earty Childhood Education Increase
Intervention to reduce early school leaving Increase
Second Level — cumiculum development increase
Second Chance — continuing education Increase
PLCs - Increase
Third Level Increase
t_Infrastructure — Investment Maintain

The decline in pupil numbers will require careful management
by the educational authorities to ensure that resources are not
wasted and that pupils continue to receive at least the current level
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of service. This may necessitate significant numbers of
amalgamations of schools at second level. The very decline in
numbers of children per household, in particular in urban areas,
may result in a mismatch between the location of existing schools
(especially primary schools) and the location of children. With the
expected rapid expansion of the number of dwellings in the major
urban areas it may be necessary to undertake some new building of
both primary and possibly second level schools to serve the new
suburban locations. The corollary of this is that there should be a
contraction in numbers of classes and schools in exisung urban
areas. If this process of contraction is left to uncoordinated
decisions by individual parents and individual school management
teams (“market forces”), then it is likely that disadvantaged pupils
will suffer most. For this reason it is important that the
Department of Education should take the initiative to see that
schools are closed in an orderly fashion and that, where new
schools are required, they are provided in a umely manner. This
provision of necessary infrastructure for development is just as
important as the provision of other services such as water, roads,
public transport and social, cultural and recreational infrastructure.

Beginning from the baseline of unchanged levels of service
within the educational system, we now consider what the priorities
are for improving services over the period 2000 to 2006 (Table
4.18). The increases in provision to meet priority needs can draw
both on the resources which should be freed up within the
educational system by falling numbers as well as, where necessary,
calling on additional resources from outside the exisung sysiem.
The pricrities set out here broadly follow the prionities identified
by the Department itself in its submission on the National
Development Plan.

The first priority for investment in education remains the
needs of those children who are currently being failed by the
education system. In the light of the experience to date the needs
of these disadvantaged children must be tackled through a number
of different channels. The approach taken must recognise the fact
that as with poverty, disadvantage, while in some cases
geographically concentrated, is a country wide phenomenon. In
tackling the problems of these disadvantaged children the answers
will not be found in concentrating on the educational system alone
(see the discussion of the Home-School Liaison Scheme). Instead it
will be important to integrate the services provided by a wide range
of public bodies.

Because of the differing needs of different children” and
different communities the approach to tackling disadvantage in the
educational system can usefully build on the experience of local
development to date. Already this is happening on a pilot basis (as
with Early Start) but greater reliance on local development teams,
however constituted, could provide a useful mechanism for co-
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ordinating the provision of appropriate services through the
educational system and through other public bodies.

A range of interventions have been proposed by the
Department of Education covering early childhood education,
primary education, secondary education and access to third level
education.

In light of the experience in Ireland and elsewhere, as discussed
above, further investment in early-childhood education seems a
desirable goal and Table 4.19 suggests indicative funding for it. The
provision here should trget children from disadvantaged
backgrounds. Early childhood education programmes are likely to
be particularly effective where pre-school and primary school
acuvities are co-ordinated and where involvement is maintained
throughout the early years of primary school. The imporiance of
early intervention in promoting later educational success has been
emphasised in international research. In tackling this objective local
development teams can be a useful resource to ensure maximum
effectiveness. (As noted above experience to date suggests that an
uncoordinated approach to provision could be inefficient.)

Generally, targeting resources (such as additional resources for
disadvantaged schools, and for remedial provision) at primary
schools is likely to have beneficial effects in terms of subsequent
educational participation and performance.

The Department of Education would also like 1o build on the
pilot schemes already in place to prevent early school leaving
(including, in particular, early school leaving by children from
traveller families). This should use the experience of pilot schemes
and changes should be made to deal with the problems identified to
date. It is recommended that in implementing this approach efforts
should be made to co-ordinate activity at primary and second level
and it would be desirable for the Department to put in place a
“tracking/monitoring”  system which  would follow pupils
throughout their schooling careers.

As discussed in relation to early childhood education, the
bodies charged with responsibility for local development in the
different school districts should play an important role in
determining the nature of the service delivered and in monitoring
its effectiveness. In providing additional funds for schools it is
important that an agreed programme be put in place for each school
(Kellaghan et al., 1995) specifying how the funds should be spent,
and what the target should be in terms of reducing early school
leaving and enhancing the transition from primary to second level.
This programme should be agreed between the Department, the
schools and, where relevant, those charged with responsibility for
local development (this issue is discussed later in Section 4.7.2).
The success of the interventions should be measured in terms of
the objectives of reducing the number of drop-outs, and increasing
the transfer rate from primary level to secondary level, etc. Failure
1o implement the agreements or failure to reach agreed objectives
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should result in withdrawal of funding. This would ensure that
schools have an incentive to use the increased resources for the
purpose for which they are intended.

In the area of curricular change at second level more flexibility
is required in terms of placing, number of subjects, and subject
combinations {Hannan, McCabe and McCoy, 1998). There is also
an issue in terms of lack of access to alternative curricula. Using
different curricula may not be terribly successful in the context of
the Irish labour market unless attention is given to progression
routes from the new second level qualifications. There is a need 1o
develop channels through which children can progress from
whatever qualifications they obtain at second level, progressing, as
appropriate to Post Leaving Certificate Courses (PLCs) and
onwards into the third level system, if desired. As a result, we
provide indicative funding at second level in Table 4.19 to provide
for the developing needs of the new Leaving Cert. courses, to
provide for certification, and to facilitate improvement in
progression routes.

In overall terms, the strategy for the educational sphere
requires that the system continue to produce an outflow of young
people with adequate skills and qualifications, especially in technical
areas. This does not imply that those who leave the educational
system should be highly trained in a specific sense, but that the
range and level of basic competence that they possess in different
disciplines and at different levels are such that enterprises are
provided with a pool of talent that can be motivated and trained
without undue problems. The emphasis on achieving this objective
is all the more necessary in the context of enterpnises taking greater
responsibility for skill training, as discussed in the next section.

Table 4.19: Indicative Spending on Education, 2000-2008, £ million, 1999 prices

Primary
Secondary
Third Level
Other Current
Capital

1948 1999 2060-2006

751 779 750
779 786 760
310 339 320

a7 116 110
281 240

Increased Provision Compared to 1999

Early childhood education for disadvantaged 20
Other Primary 30
Early school leaving- disadvantaged 30
Other quality improvements and second chance 70
=Adult Literacy 10
Other Second Level S0
Other Third level (%)

PLCs S0
Retraining of teachers 20
Total 2218 2260 2680

—————
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There needs to be significant rationalisation of courses at third
level including PLCs (second level} and certificate level courses in
institutes of technology (ITs). The fall in numbers at third level
should provide the opportunity to refocus some of the work of the
ITs to deal with the needs of the youth in their catchment area and
the needs of the local labour market. There also needs to be a re-
examination of the relative roles of the educational and training
systems. To some extent any increase in resources required for the
PLC sector should be first sought from a reduction in expenditure
under the training heading. There will be a limited and declining
number of teenagers in the relevant age group requiring training or
education in the period to 2006; increasing the number in education
is quite hkely to lead 10 a reduction in numbers undergoing
training.

A large number of those in the labour market today in their
20s and 30s were failed by the education system in the past. It is
appropniate that, with declining numbers of young entrants to the
second and third level sectors, there should be increased provision
for second chance education. The numbers in those age groups who
could benefit from part-time education and training is considerable.
Allocation of resources to further develop the PLC system to meet
this need could prove useful. As it stands the PLC system often
benefits those who have been relatively successful in mainsiream
education, rather than assuming a “second chance” function. In
planning the provision of such facilities attention should be paid to
new ways of providing for their needs - e.g., distance learning.
Because ITs and universities are necessarily limited in geographical
coverage a combination of outreach services and modern
communications could prove to be important in bringing services
to those too far to commute to the service provider. Experiments
are already being carried out by NUI, Maynooth in this regard.

While there will be a need to adjust expenditure in the third
level sector, providing for new needs and improvements in quality,
the likely reduction in numbers in the system by 2006 must be
taken into account. In addition, as discussed in Chapter 3, the
shortage of labour in the economy is not confined to specific areas
such as information technology. Thus the need to spend large sums
of money redirecting students from one area of study to another
must be questioned. While there is a general shortage of skilled
labour, the answer lies in better management of the economy
through fiscal policy rather than through hasty interventions in the
third level system.

The rapid growth in the major urban areas in the country will
require some further building of schools at first and second level
(as well as replacement and maintenance), even with declining pupil
numbers. As with other areas of infrastructure provision, it is very
difficult to assess the needs in this sector in the absence of physical
plans for the country as a whole and for Dublin, Cork and the
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other major urban areas, in particular, There also needs to be an
increase in provision for equipment in schools.

Further expansion of third level buildings should, wherever
possible, be avoided in the light of the impending fall in the
numbers in the relevant age group. Even where there is an increase
in continuing education or other new services these can very often
be provided through a fuller utilisation of existing facilities.
However, some buildings are in a very poor state of repair and will
need significant work done on them over the course of the next
planning period. Other buildings may require modification to
provide access for disabled users.

If it is felt necessary to provide parking facilities in educational
premises, especially at third level, then the full commercial cost of
provision should be charged to the users. This provision is in line
with the recommendations on the provision of transport
infrastructure.

Table 4.19 above, sets out an indicative allocation of funds for
the period to 2006. It shows the figures at current prices on an
annual basis. Because of the scope for savings due to falling pupil
numbers, the very significant improvements in provision,
recommended above, can probably be met with a relatively limited
increase in real resources. If the potential benefits of decreasing
pupil numbers are to be realised, so that funding can be redirected
towards meeting the needs of the most disadvaniaged, then active
management by all involved in running the educational system, will
be required.

The base figures for capital expenditure in 1998 and 1999 are
already well above the provision in earlier years. They also include
substantial provision for investment in necessary equipment. In the
past there has probably been an underprovision for equipment in
the educational system and the more generous allocation of 1999
should be maintained in the planning period.

The issue of provision for basic research undertaken by the
third level sector, is discussed later in this chapter in Section 4.5.

Supporting Measures

There is a need to improve the co-ordination of educational services
for the disadvantaged with the provision of other social services.
There is also a need for schools o adapt their programmes to the
needs of the local community. While many schools are extremely
enthusiastic about doing so, there are also problems with second
level schools who do not wish to be involved in such programmes
or who wish to redirect the funds to non-priority areas. For the
future 1t is essential that prionty for increased resources above the
current basic service level be tied to meeting the needs of
disadvantaged children. Schools should only be able to access such
resources if they agree an appropriate programme with the
Department and, where appropriate, those charged with the
development of the local community. Failure to implement the
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programme should clearly lead to a withdrawal of resources. By
building in provision for co-ordination so that the Department, the
schools, and other interested bodies have 10 work together, the
probability of successful intervention will be enhanced.

It would be appropriate to make suitable provision for child-
care payments, or adequate provision through the educational
system so as to ensure that young mothers are enabled to, and have
the option to continue with their education, especially while they
are sull at second level. The numbers potentially involved here are
relatively small and there are already facilities provided on a semi-
commercial basis in some third level institutions.

In all new investment in buildings for all levels of education the
Department should insist on a contract which ensures that the new
buildings will be available as a resource to the local community. As
discussed in the section on social and recreational infrastructure,
there is a need for additional investment and better management of
resources in this area. As schools generally use their buildings for
only a limited period during the week there is considerable scope
for increasing utilisation. By ensuring open access to facilities it
may be possible to make better and more efficient use of libraries,
sports halls, facilities for other cultural acuvities, etc. In so doing,
savings in state provision of infrastructure could be obtained and i
should be possible 1o provide improved services to schools. The
costs of maintenance should be covered by appropriate community
charges for non-school use of facilities.

Finally, the abolition of third level fees was an undesirable
development. Generally the gains from successfully pursuing third
level education accrue, in the first instance, to the private
individual. Indeed “The Conference of Heads of Insh Universities”
esumated in their submission that university graduates earn on
average 86 per cent more than those with upper second level
education only. Furthermore, their research indicates that women
with third level education are up to 1.6 times more lkely 1o
participate in the labour market. Clearly, therefore, it is appropriate
that those who benefit should pay some of the cost through fees,
either while pursuing their courses or, alternatively, later by means
of loans. Such a provision for cost recovery is in line with our
recommendations concerning other forms of investment.

4.4.2 TRAINING, THE LONG-TERM UNEMPLOYED AND
THE LABOUR MARKET

Given a ught labour market it should be anticipated that market
forces would correct many of the problems which previous CSFs
were designed to deal with. An obvious exception to this general
rule is the disadvantaged who lack the resources, and perhaps, the
information, to invest in human capital. Effective and well-targeted
interventions on behalf of the disadvantaged can be expected to
combine equity and efficiency goals given that they are likely to
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entail relatively high net returns as well as to counteract social
exclusion.

Empincal research shows that active labour market strategies
with strong linkages to the labour market do improve labour
market prospects — in terms of employment chances as well as
earnings. This is not to say that programmes with weak linkages to
the market are of no value. Many of the most disadvantaged
(particularly older persons) will benefit from general training
programmes or from work experience in activities sheltered from
market forces. What the research suggests is that unless such basic
programmes are followed by programmes with sirong linkages to
the market, they are unlikely to be of benefit to their participants.

The high prionty areas identified in relauon to the
disadvantaged relate to Early School Leavers and the Long-Term
Unemployed (LTU). We have already considered the need for an
expansion of existing measures in early education to prevent early
school leaving. However, there is also a need for an expansion of
provision for those in the labour market who have already left
school prematurely. In this regard there 1s under-provision of both
entry level training places and a substantal under-provision of
progression places that allow participants to continue training up to
employable levels. Given evidence of an emerging demand for
young people with low levels of skill (Hughes, Frost and Sexton
1998), it may be necessary 1o iniuate novel forms of intervention —
including part-time training opportunities that allow young people
with inadequate skills to combine work with training and
mainstream education.

Long-term unemployment has shown 1self o be responsive to
some degree to macro-economic conditions, and the improvement
in the labour market has resulted in some reductions — even though
the reductions achieved must be viewed in the context of other
parallel events (see Section 2.3.3). As the numbers go down, the
stock of skills among those remaining unemployed can be expected
to fall — those best equipped to compete on the labour market are
likely to be hired first. There is therefore the likelihood that the
remaining long-term unemployed will find it increasingly difficult
to be re-integrated into the labour market without well-targeted
and effective measures.

In many cases measures to reintegrate the LTU, or those who
are likely to become LTU, will require “reintegration paths”- that
s, a series of linked programmes culminating in programmes with
strong links to the market. Such reintegration paths would be most
effective if they were client-centred, and required that substantial
resources be devoted to each client. Evaluations of active labour
market policies suggest that high net effects can be achieved in
relation to programmes targeted on the most disadvantaged - not
least because deadweight losses are lowest in respect of such target
groups. The following commentary contains a more detailed
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consideration of the problems associated with LTU, and how these
might be addressed in the context of evolving policies.

As for equality provisions, while considerable progress has
been made over the years in combating labour market inequities in
regard to gender, the levels of female participation in the work
force in Ireland are sull relatively low by international standards.
Thus further efforts are needed to redress the position. Similar
comments can be made in relation to promoung the integration
into employment of persons with disabilities. It should be noted
that, in framing the priornities for investment, increased financial
outlays are recommended under each of these headings. Obviously
in implementing all the individual measures discussed in this section
these priorities must be taken into account.

Who are the Long-Term Unemployed?

The earlier commentary in Chapter 2 was important as it served to
highlight the problems associated with identifying the target group,
i.e., that group of genuinely long-duration unemployed persons
who can be re-integrated into employment. While the Labour Force
Survey JLO based definition of unemployment is generally
accepted as providing a more appropriate aggregate measure, its
uses are clearly confined to broad macro economic analysis. In
reality, despite its shortcomings, it 1s the Live Register that tends to
be used in the framing of practical policy interventions as it
provides the only means, in an administrative context, of
identifying potenuial clients. It is important, therefore, in the
context of developing such measures, that the Register, or whatever
sub-elements of it are being used, should be reasonably
representative of labour market circumstances in so far as these
relate to the target group in question.

It is clear that the total Register as currently constituted is not
an appropriate source in the sense described. Over the years it has
become a vast repository for all kinds of groups, extending from
those in part-ume employment? 1o groups whose problems are
more social or health related and whose links with the labour
market are marginal, to say the least. Apart from the problems
which this creates in operating specific measures, it has wider policy
implications since the more unrepresentative the system becomes in
reflecting genuine labour market disadvantage, the more it serves to
distort the application of policies across a wide range of manpower
activities. Therefore, a prerequisite of any further large-scale pubhic
investment in labour market measures which involves the Live
Register as a source should be preceded by measures designed to
identify that segment of the Register consisting of persons who can
reasonably be regarded as available for, and at least potentially

5 It is estimated that the number of persons in part-time employment on the Live
Register who are drawing reduced benefits is about 25,000.
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capable of work. This is not a simple exercise. It will involve in the
first instance survey work to determine the precise size and nature
of the problem, and then putting in place a permanent mechanism
designed 1o give effect to the type of individual allocations
required.2s

It is important to emphasise at this stage that such a procedure
is not necessarily intended to deny benefits to individuals ~ indeed
an important parallel feature of such an approach is that it should
direct individuals to more appropriate forms of support (e.g., in
cases of substance abuse, emotional disorder, etc.). Thus if such an
initiative is to be successful in the widest sense of the word, it
would require a co-ordinated approach involving a number of State
agencies with responsibilities covering not only the labour marker,
but also areas such as welfare, health and justice.

Current Activity

The principal measures designed to combat long term

unemployment which are currently operational are as follows:?’

*  The Community Employment Programme (CE) (FAS).

»  Vocational  Training  Opponunities  Scheme  (VTOS)
(Department of Education and Science).

»  Back o Work Allowance (BTWAS) (Department of Social,
Community and Family Affairs)

* The Local Employment Service (LES) (Departmem of
Enterprise Trade and Employment).

» A variety of programmes which to some degree cater for the
long term unemployed either in the form of mainstream
training activities or measures (other than those mentioned
above) included under the Sub-programme for the Re-
integration of the Socially Excluded included in the current
Human Resources Operational Programme.2*

Not all of these measures receive ESF support (e.g., BTWAS).
However, it is considered that any comprehensive review of
measures to combat LTU should, of necessity, include all
substantive programmes, irrespective of funding sources.??

Table 4.20 shows the allocation of expenditure on the different

types of schemes.

# Such a mechanism could be developed as part of the preventative interventions to be
introduced under the Government's Employment Action Plan.

2 There are also labour market supports provided by Arca Parinerships as part of the
Operational Programme for Local, Urban and Rural Developmen: (Department of
Tourism, Sport and Recreation}. These are covered in Section 4.7.

# The measures referred to here under the general heading of countering social
exclusion are concerned mainly with assisting disadvantaged young people in transition
from school to work, or in assisting women to re-enter the labour force after an
interruption in working life.

# I1 should be noted in any case that ESF support for CE, which is confined 1o the
relatively small training element, is minimal.
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Community Employment (CE) is the largest of these
measures with a current stock capacity of some 40,000 places and
an annual participant inflow of up to 55,000. It involves the
provision of part-time work, supplemented in some cases by
limited training support. It involves two components — a Part-time
Integration Option and a Part-time Job Option. The first
component, which involves support for a period of up to one year,
is confined to persons aged 21 years and over who have been on the
Live Register for at least one year, persons who have been in receipt
of a Lone Parents Allowance for one year, as well as Travellers in
receipt of Unemployment Benefit (UB) or Unemployment
Assistance (UA). Basically, the same groups are involved in the
second component, but the eligibility conditions are much more
restrictive; participants must be aged 35 years or over and in receipt
of benefits or allowances for at least three years. Fowever
participation in the scheme in these circumstances is possible for up
to three years.

Table 4.20: Expenditure on Active Labour Market Programmes, 1998 & 1999,

£ million

e T1988° T 1989

Public Employment Service (PES) 16 18
Initial Education and Training 306 359
Apprenticeship {including CERT) 59 75
Other {mainly for the disadvantaged) 97 120
Mid-level Technician 138 160
Advanced Technical Skills 12 4
Continuing Training for the Unemployed 52 66
Employment Subsidies (BTWAS, JOBSTART etc) 95 109
Social Exclusion 398 434
Community Employment 316 329
Vocationa! Training OS (VTOS) 26 26
Training for People with Disabilities 41 43
Other {including Community Training) 15 35
Adaptation to Industrial Change 22 25
Tralning Support Scheme (FAS) 9 1
Other 13 14

Other 11 19
Centification ) 3 3
Promotion of Equal Opportunities 1 2
Capltal (FAS) 7 14
Total 800 1030

VTOS, which is delivered by the Depariment of Education and
Science through the VEC’s, was first introduced in 1985 to enable
long-term unemployed persons over the age of 21 to take up
courses with a view to improving their employability. Currently 1t
is confined to persons who are at least 21 years of age and on the
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Live Register for at least six months. A maximum of 10 per cent of
places may be filled by persons who are in receipt of allowances as
lone parents or disabled persons. It i1s worth noting that the
eligibility cniteria for VTOS have been widened considerably over
the period since its introduction. In particular, in 1994 the
qualifying period on the Live Register was reduced from twelve to
six months, thus significantly in¢reasing the potential target group.
Currently the annual number of participants on this measure is
about 5,000.

The Back to Work Allowance Scheme (BTWAS) allows long-
term unemployed persons who obtain a job or enter self
employment to retain a decreasing proportion of weekly benefit
over a period of three years.* To qualify a person must have been
on the Live Register for at least twelve months and be aged 23 years
or over. This measure, which was initiated in 1993, has been
expanded greatly over the years. It curremly involves some 27,000
participants. DSCFA has imuated support acuvities (involving
some 30 field staff} 1o assist participants in this and other similar
smaller schemes.

Under Sub-programme 2 of the Operational Programme for
Local, Urban and Rural Development a target for the establishment
of 4,600 enterprises in localities covered by Area Partnerships was
provided for in the period 1994-1999. By end 1997 about 7,000
persons had been assisted in setuing up their own businesses under
this measure. Some 80 per cent of these had previously been long-
term unemployed.

Following from the recommendation in early 1995 of the
Interim Report of the Task Force on Long-Term Unemployment,
the Local Employment Service (LES) was imuated. The Service,
which was initially based in the onginal twelve Area Based
Partnerships has now been exiended 1o cover some eighteen areas
across the country (not all of which are Partnership Areas). The
LES, which is run by the Department of Enterprise Trade and
Employment builds on the existing role of statutory/voluntary
agencies such as FAS, VECs, Area Based Partnerships and Centres
for the Unemployed. Since its inception the LES has dealt with
some 24,000 clients. An evaluation of the service is currently being
undertaken.

Lessons from Current Experience

There are a number of reviews of relevance here - including the
Mid-Term Evaluation of the Human Resources Operational
Programme (HROP) and the more general Mid-Term Evaluation as
a whole (Honohan, 1997 and Goodbody Economic Consultants,

® In the first year up to 75 per cent of benefic previously received are payable reducing
to 50 per cent for the second year and 25 per cent for the third year. Participants can
also retain their medical cards and other secondary benefits for the three year period
involved.
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1997). In so far as assessing long-term unemployment is concerned,
a number of the recommendations in these reports provide a useful
point of departure for discussing what further steps should be
taken in this sphere in the future. It should be borne in mind that
as the Reviews covered only Structural Funds’ activities, they did
not extend to all measures designed to counter long-term
unemployment, such as the large BTWAS measure.

The HROP evaluation recommended that the FAS
Employment Service should be developed and further resourced, as
it considered such a function vital to the successful re-integration
of the LTU into the labour market. With regard to the Community
Employment measure, it recommended that the number of places
on this measure be maintained, but with increased targeting on
older more long-term unemployed participants — a view with which
the CSF evaluation concurred. It also considered that CE acuvities
be linked to a Jobs Strategy for the LTU which recognised their
continuing difficulties in the mainstream labour market and which
exploited “alternative” job opportunities through the social
economy. However, the more recent review of CE by Murphy,
Deloitte and Touche, 1998, took a more negative view, suggesting a
reduction in the programme. With regard to VTOS, while both
evaluations recognised that participaton in this programme
required minimum levels of competence, it was considered that the
measure did not reach out sufficiently to its target group — the
older LTU.

The CSE evaluation offered some criticism of the Area
Partnerships operating under the Local Development OP on the
grounds of lack of quanuﬁed outcomes. At that point little was
known as to the proportion of beneficiaries who were previously
unemployed, which prompted the report to warn that if the
Partnership activities began to leak into the general marker, they
became dysfunctional. This issue is dealt with in more detail in
Section 4.7,

Priorities for Investment

The priorities for expenditure in the next plan are shown in Table
4.21 and an indicative expenditure allocation is given in Table 4.22.

In general low priority should be attached to training
programmes where high deadweight costs are to be anticipated.
These costs tend to be greater in circumstances of high levels of
economic activity and in this regard a relevant point to bear in mind
is that investment priorities are being assessed in a context that
envisages continuing buoyancy, even if the expected growth rates
over the coming vears are likely to be somewhat less than those
recently experienced.

An example of the type of programme likely 10 be dominated
by deadweight relates to circumstances where relanvely well-
qualified unemployed persons receive industry training {e.g., FAS
Specific Skills Training). Many such individuals have good labour
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market prospects in the absence of interventions, and a strong case
can now be made for reserving a greater share of training
opportunities for the hard to place. This would facilitate the
implementation of the new Employment Action Plan policies
designed to provide a much greater measure of assistance to
disadvantaged groups.

Ireland has not had a good record to date in regard to the
training of those at work. There is evidence 10 suggest both that
companies under-invest in training of workers, and that
participation by adults in continuing training ts low by international
standards. Existing estimates indicate that in average terms Irish
firms expend only 1 per cent of their wage bill on training
compared with proportions of up to 3 per cent in other EU
countries.

There are State supports in this area, in the form of the FAS
Training Support Scheme and the FAS Job Training Scheme, which
are targeted primarily at smaller enterprises as these are considered
to face the greatest obstacles in this regard. While it is considered
that such aids should be continued it should be on a diminishing
scale in so far as the training of operatives is concerned. The
essential problem here is one of employer’s perceptions and to this
end future in-company training investment should be directed
mainly at management. Qur view is that there is considerable scope
for both improvement and development in this area. The objective
should be to realise the position where enterprises take much
greater responsibility for maintaining and enhancing employee skill
levels, and acquire an understanding of the value and necessity of
human resource investment, which is vital in an increasingly
competitive environment.

This approach does not call into question the continued
existence of programmes such as SST or the National Traineeship
Programme. However, it does require that the scale and nature of
such measures be kept under review in the light of economic
circumstances, and that employers should bear a sigmficantly
higher share of the costs involved.

Table 4.21: Priorities in Expenditure on Training, 2000-2006

Area Recommendation X
Public Employment Service Increase
Initial Education and Training Same ;
Continuing Training for the Unemployed Increase t
Disadventaged — VPT, Preventive actions etc. Increase !
Other Reduce ;
Employment Subsidies Reduce ‘
Sociat Exclusion Reduce
Community Employment Reduce .
Other including VTOS and Disabilities . Increase ‘
Adaptation te Industrial Change Reduce '
Other (Certification, Equal Opportunities, Capital} Reduce i
Capital Reduce .

.___Certification and equal cpportunities Increase,
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EU Employment Guidelines

Returning to the question of long-term unemployment, any
reorganisation of measures to aid the LTU will now have to be
carried out in the context of the requirements placed on EU
Member States arising from the Extraordinary European Council of
20/21 November 1997 and the associated EU Employment
Guidelines.?* In particular there is now an obligation on member
States to ensure the transposition of these guidelines into national
administrative measures through National Employment Action
Plans. The first Irish response, the Employment Action Plan
(EAP), was published by the Department of Enterprise, Trade and
Employment in April 1998,

A core element in the Plan is a preventative strategy which
focuses primarily on early intervention with unemployed persons
with a view to getting them back into employment and preventing
them drifting into long-term unemployment. This approach
involves systematic engagement with the unemployed at various
unemployment duration thresholds. The procedures which are now
being put in place provide for such a systematic engagement with
all persons aged under 25 years who are on the Live Register at the
point where they cross the six month unemployment threshold,
with a view to offering them a job or other employability support.
This process will be subsequently extended on a phased basis to
adult unemployed persons (25 years and over) reaching the twelve
month unemployed duration. These measures will require an
intervention with at least 30,000 young persons per annum (the
number of those under 25 years who currently cross the six months
unemployment duration threshold), and some 40,000 adult persons
per year which equates with the number of persons aged over 25
years who cross the one year unemployment duration point.

Enbancing the Employment Service

Given the scale of the flows involved, the introduction of even the
first of these two measures will present a formidable challenge,
both in regard to resource provision and in organisational terms. It
is considered, therefore, that an enhanced Employment Service is
hecessary, to fill a vital pivotal role in assessing the flow of clients,
and in deciding in individual cases whether a particular remedial
strategy is required, and if so, of what kind. This would imply that
the Employment Service would have a central (but not exclusive)
role in assigning clients to appropriate measures run by different
agencies.

31 The Guidelines for 1998 are set out in the Presidency Conclusions which followed
the Extraordinary Council of 20/21 November 1997 These are framed under four
headings - (i) Improving Employability (i) Developing Entreprencurship (i)
Encouraging Adaptability in Enterprises and in their Employees and (iv) Swrengthening
Policies for Equal Opportunities.
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It could also play an important role in ensuring progression
through the different paths back into the labour market: by
providing a guide through the system and through using s
influence to see that appropriate courses are developed by the
service providers to meet clients needs.

It is of interest to note a recommendauon of the HROP
Review that all measures designed to cater for disadvantaged youth
should form part of a co-ordinated overall programme. The same
point can be made with even greater force in relation to measures
for the LTU, as the overall provision of supports for this group
suffers from an even greater degree of institutional dispersion and,
consequently, lack of co-ordination. There are numerous
independent players on the field - FAS; DSCFA; the Department
of Education and Science; the Department of Tourism, Sport and
Recreation; and the Department of Enterprise Trade and
Employment (through the LES), along with some others such as
CERT, the NRB etc.

While acknowledging that steps are being taken to achieve
greater co-ordination between agencies, any effective response to
the challenges presented by the new preventive measures requires
that there should be one integrated Employment Service, with
strong links to other relevant agencies. Such a development need
not preclude the retention within such a system, of important
existing functions, such as those currently exercised by the LES in
relation to helping the most disadvanmaged in a local environment.

Table 4.22: Expenditure on Active Labour Market Programmes with Indicative
Figures for 2000-2008, £ million

1998 1999 2000-2008

Public Employment Service (PES) 157 183 20
llnitlal Education and Training 306 359 346
! Disadvantaged — VPT, Preventive actions etc. 97 120 134
| Ofher 209 239 215
iContinuing Training for the Unempioysd S52 66 75
iEmployment Subsidies (BTWAS, JOBSTART etc) o 108 65
 Saclal Exclusion 398 434 an

Community Employment 318 328 240

| Other 82 105 133

‘Adaptation to Industrial Change 22 25 23

/ Other 11 19 15

. Total 900 1030 917
Profiling the Unemployed

Even though the interventionist measures referred to may not
apply initially to the LTU as officially defined, {i.e., those
unemployed for at least one year), the scale and nature of the




DETAILED PRIORITIES 211

activities are such that if they are appropriately applied, they have
the potential to become effective instruments in significantly
reducing the flow into LTU. However, if they are to achieve this
objective, unemployed persons wall have to be appropriately
classified and then allocated 10 suitable forms of support. This will
require that a systematic profiling procedure be put in place in
order to idenufy those most likely to become LTU. This would
involve individual assessments taking into account aspects such as
education and skill levels, past employment histories, age etc. The
success of this measure will thus depend critically on the adoption of
such procedures. If those most at nisk are bypassed and support 1s
provided to the better endowed, not only will the measure fail to
meet the objective of countering LTU, but significant deadweight
costs will be incurred, since the more substantive forms of
assistance may be provided to those who would in any event obtain
work. Given the nature of the Live Register, the range of options
available would have to include alternauves to labour market
programmes, designed to deal with wader health or social problems.
The submissions received from the Department of Justice, Equality
and Law Reform and from the Department of Tourism, Sport and
Recreation contain some commendable suggestions which are of
relevance in such a wider co-operative context.

Equity considerations require that the profiling system should
be applied to the older unemployed (i.e., those aged 25 years or
over) as soon as possible. The main problem here relates not so
much to the additional work in carrying out the initial assessments
of the flow through the one year unemployment duration
threshold,3? but the challenges involved in reformulaung
programmes to cater for older workers, many of whom would have
problems in adapting to a formal training environment.>

While those engaged in profiling (i.e., the Employment
Service) should have the substantive say in deciding which training
or other support measures are suitable in individual cases, this
should be a collaborative effort involving an input from the delivery
agencies. This will be necessary in order to ensure that persons are
allocated to programmes appropriate to their levels of competence.
However, the whole point in assigning a central role to a revamped
Employment Service is to ensure that it is the disadvantaged that
are helped, and that programme providers do not succeed in
creaming off the better endowed who do not necessarily require
support.

2 While the numbers are substantial (involving a total flow of about 70,000 persons per
annum across the two specified duration thresholds), it will be 2 manzgeable exercise if,
as understood, the staff levels in the FAS Employment Service are to be increased to
include a toral of 400 placement officers. It must be recognised, however, that the
assessment of clients with additional health or social problems will present special
problems.

% Not all support measures will involve training; activities such as cmployment
experience and various forms of job search assistance will also be used.
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It is only reasonable that the various programmes referred to
should be operated on the basis of conditionality. The systems
being put in place are unique in an Insh context in that at a
particular stage unemployed individuals are to be offered concrete
supports designed to facilitate their reintegration into employment.
If a person refuses such assistance it is hardly acceptable that the
taxpayer should be expected to continue 1o provide unconditional
financial support. Thus in this event, in the absence of extenuating
circumstances, a review of the payment of benefits would be
warranted. Such an approach would be consistent with the
provisions as set out in paragraph 4.3.3 of Partnership 2000.

Supporting Measures

The scale of the proposed EAP initiatives will call for a substantial
reconsideration of existing measures.

With regard to training, the implementation of this
preventative strategy will require not only organisational changes in
FAS and other agencies, but significant change in the entire culture
of mainstream training activities. Heretofore such measures have
not catered to any significant degree for the disadvantaged.
Currently about 11 per cent of the clients on FAS mainstream
training courses are LTU. However it is expected that this
proportion will be increased following the implementation of the
FAS “Action Plan for the Long-Term Unemployed”. This will,
however, require a significant reappraisal of the approach 1o
training programmes, given the disadvantages which apply to the
individuals in question.

As for VTOS, we would strongly endorse current plans by the
Department of Education and Science to gradually expand this
measure in association with DSFCA into a wider and more flexible
“Back to Education Allowance” with a part-uime component. The
fact that VTOS covers those aged 21 years or over who have been
unemployed for at least six months would imply that this enlarged
measure should form an important element in the context of both
the youth and adult components of the iruervention based
programmes included in the EAP3* VTOS has always been
important in that it provided a means to cater for the beuter
endowed among the LTU, even though there are indications of
“creaming” in relation to the chosen participants.’ With the
proposed arrangements, there will have to be a greater emphasis on
catering for the disadvantaged, while accepting that the selected
participants must possess the minimum competence necessary to
pursue the training involved.

¥ It is envisaged that the enlarged programme will, when fully operational, involve
about 12,00 part-time participants each year, in addition 1o the current full-time total
of 5,000.

3 [n 1996/97 over 50 per cent of VTOS participants were following PLC {post Leaving
Certificate) level courses,
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With regard to CE, it would seem appropriate that a
reorganised Part-Time Integration component should become one
of the options possible under the EAP interventions. In this
context consideration could be given to reducing the Live Register
qualifying period to six months, and introducing more substanual
mandatory training components. The latter could be introduced as
part of the more general FAS reorganisation of training now being
developed to provide greater support to the long term unemployed.
Whether in these circumstances this component of CE should
continue 1o be exclusively part-time or whether the duration of
support should be as much as twelve months in all cases are matters
that require further consideration. Basically, what would be
involvéd here is the transformation of the Integration Option of
CE into an alternance programme which combines both traming
and work experience for the LTU.

However steps should be taken to curtail the recyching of
clients on CE, which seems to have become an established feature
of this programme. In so far as the Integration Option is
concerned, this runs counter to promoting a return to the normal
labour market and has the additional effect of denying support o
other potential clients. One possibility in this regard would be to
lengthen the re-qualification period to at least one year before
individuals can re-enter the programme (currently it is six months).

It is possible that the re-organisation of the CE Integration
Option component as described would serve to exclude the most
severely disadvantaged from support — for example those who
could not cope with the training requirements. For these the Part-
Time Job Option would appear to be the only alternative, even
though the eligibility conditions would need to be broadened
somewhat. The unemployment duration threshold would need to
be reduced to twelve months and one could also consider lowering
the age limit somewhat, for example to 30 years. However the
duration over which support is currently provided, three years,
appears to be inordinately long, and this could be reduced to
eighteen months (which is still substantial) in order 1o achieve a
greater throughput and thus extend support 1o a greater number of
individuals.

While CE generally is intended to help those who face special
difficulty in finding employment in the open labour market, the
strong growth in the economy generally must surely imply some
diminution of these problems as time progresses.’ Furthermore,
the introduction of the intervention based measures under the
EAP, which are also to be primarily directed at the disadvantaged,
suggest the need for a transformation of the programme along the
lines suggested. In summary, while the wider social objectives of

36 Even when allowance is made for the fact that much of the recent decrease in LTU
¢an be atrribured to inereasing numbers accommodated on manpower programmes (sec
Chapter 2, Seciion 2.3.3).
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this measure dictate that it should be retained, continuing economic
buoyancy and the expectation of positive results from the new EAP
measures, require that its scale should be gradually reduced
according as the disadvantaged unemployed are increasingly
directed to more training oriented measures.

The reorganisation and enlargement of the Employment
Service has implications for the future direction of the BTWAS
measure. If the Service succeeds in finding suitable work for an
unemployed person, is it appropriate that further support should be
provided in the form of BTWAS allowances? It would seemn
appropriate that under the new EAP arrangemens the measure be
restricted to assisting those who are likely to have the greatest
difficulty in finding and retaining a job. Consideration should be
given, therefore, to raising the minimum age limit from 23 to 25
years and apply other qualifying critena (e.g., education or skill
deficiencies). This would imply that this measure, even if gradually
reduced in scale, would become an important element in the adul
component of the EAP intervention strategy. The changes
suggested would also help to reduce the degree of deadweight
associated with this measure as identified in a 1994 evaluation
(WRC Social and Economic Consultants, 1997).

A further problem associated with this scheme (especially for
participants in paid employment) is that the relatvely generous
supports seem to create a situation where employers pay very low
wages (less than half the average industrial wage according to the
1994 evaluation results). According as the supports are withdrawn
the evaluation indicates that these are not compensated for by
higher wages, with the result that drop-out rates from paid
employment tend to be high.

The changing labour market circumstances, as discussed in
Chapter 3, generally indicate that there should be a reduction in
subsidies to commercial activity. As in many cases, the benefits
from increased training accrue directly to employers and
employees, it is appropriate that the State should reduce its
support. As well as reducing direct State support this should
involve increases in charges to employers. This will apply in
particular to measures under the “Adaptation to Industrial Change”
heading where the net cost of provision, after charges, should fall in
the next planning period.

As discussed in Chapter 3, changes in the tax and welfare
system to reduce “poverty trap” effects clearly have a very
important role in promoting the transition from unemployment o
employment. While some progress has been made recently, there is
considerable scope for supporting measures in this field.

As in the case of education, so too in the case of training,
barriers to parental involvement may be posed by the need to care
for children. This issue can be dealt with in a number of ways. An
increase in the flexibility of work arrangements could often
facilitate increased parental involvement in work or training.
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A complementary approach while not a measure which could
be classified as investment, would be to increase the prowvision of
childcare. This could play a role in facilitating participation in
training schemes and in releasing labour market constraints,
especially in the area of semi-skilled labour.

The evidence is that labour force participation by parents with
a good education is already high. However, for mothers with low
levels of educational attainment it rernains very low (Fahey and Fitz
Gerald, 1998). [t seems probable that this 1s, at least in part, due to
the cost of childcare. The cost of childcare is also an obstacle for
some of those who could potentially benefit from additional
education and training.

However, as Fahey, 1998, indicates, it is not clear how best to
deal with this issue. If there were a major extension of publicly
provided childcare services there could be huge deadweight costs.
The bulk of the benefits would almost certainly flow to those
fathers and mothers with highest earning power. It seems hkely
that some increase in state provision in this area over the course of
the next planning period could have desirable side-effects in terms
of educational and labour force participation but any interventions
will need 1o take cognisance of the dangers of deadweight. Under
the local development programme, discussed below, we suggest
that pilot schemes might be developed at a local level in a way
which would minimise deadweight and maximise the social and
economic benefits.

Concluding Remarks

In summary there are a number of issues which need to be
emphasised in relation to the above mentioned proposals.

In the first place a revamped and flexible Employment Service
will be needed to play an important and pivotal role in profiling
clients at the point of intervention and in recommending the type
of support which they should receive. Then support could come
from a range of different agencies. This would not, of course,
preclude the latter from having a role to play in the selection
process, but if the disadvantaged are to be given first consideration
in this process, the main influence should be exercised by the
Employment Service.

The current situation, with numerous agencies independerly
fishing for clients in the same pool, is singularly inefficient, and
renders it virtually impossible to operate a coherent strategy in
favour of selected target groups. In fact it leaves open the
possibility that needy groups can be by-passed, while assistance is
offered to those who do not really require i1t. Our
recommendations are minirnal in so far as they are confined 1o co-
ordinating referrals to existing measures without suggesting any
fundamental or far reaching changes to the range of measures
involved (or to the institutional arrangements underpinning them).
It is possible that a more detailed analysis than is currently available
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4.5
Research
and Development

might show that the available range of supports offered by different
agencies, when viewed globally, are not adequate enough in
addressing the problems of re-integrating a diverse group such as
the LTU. This is an issue that needs to be examined.

The far reaching changes which are now envisaged in relation
to manpower programmes involves a significant (but not toual)
reallocation of resources to assisting the most disadvantaged. When
viewed in strictly economic terms, such a change involves costs in
the short term, especially if resources are diverted from other
forms of publicly funded industry related training. If, however, a
wider and longer term perspecuive is adopted which takes into
account both economic and societal aspects, the investment can be
justified in the context of mobilising a large segment of society to
become more productive and self-sufficient, who otherwise, would
contribute little to overall economic or social progress.

The proposed introduction of a minimum wage could have
significant cost implications for a number of the major labour
market schemes, such as CE. We have not made provision for such
additional costs above. However, depending on how the minimum
wage is implemented, this problem will have to be addressed.

Introduction

The literature on the determinants of economic growth, reviewed
in Chapter 2, attaches a high priority 1o the role of capital
accumulation in the form of “knowledge capital”. “Knowledge
capital” comprises a diverse set of activities such as Research and
Development (R&D), Scientific & Technical Services (S&TS),
Information & Advisory Services (I&AS) and Technology Transfer
(TT) (Forfas 1997). However, in this programme area we are
concentrating on the more limited R&D category as being closest
to the concept of investment as traditionally understood. The vast
bulk of the other expenditure (S&TS and I&AS) is likely to be
undertaken for the benefit of private clients and one would expect,
therefore, in general that there would be a substantial degree of cost
recovery.

R&D activity, however, falls into a different category. There
are innumerable microeconomic studies which indicate substantial
internal rates of return to investment in R&D. These estimates are
of such a magnitude that we can comfortably allow for the
possibility that a significant fraction of these returns accrue in the
form of higher wages to individual researchers and still leave a social
rate of return which is substantially in excess of other potential
investments. These high rates of return imply that R&D investment
has the classic public good charactenistics suggested in the growth
literature (see Appendix A.1 for a discussion). Investment in R&D,
in particular, is a costly and risky activity and generally can only be
undertaken by agencies and firms of a minimum scale. In this
situation there may be a case for public provision even though
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substantial private benefits may be involved. This does not of

course imply that the private beneficiaries should be receiving these

benefits at less than full cost.

There is a real danger in inferring that all R&D acuvities fall
into the public good category. The distinction is often drawn
between “basic” and “applied” R&D.

*  “Basic” R&D is activity which pushes forward the frontiers of
human knowledge - clearly a public good as the benefits cannot
be captured by the researchers themselves. In general terms we
would view expenditures which support individual scientists in
their research as being an investment in talent and hence this
would be an important defining characteristic of “basic
research”.

»  “Apphed research” covers a broad set of activities ranging from
what might be termed “national strategic research” to activities
which are undertaken by or on behalf of private companies or
to inform the policy making process in the public sector.
Research programmes that are designed to be supporuve of
national strategic policy objectives, e.g.,, in the areas of
biotechnology, advanced manufacturing technology, power
electronics, opto-electronics, advanced materials,
telecommunications, software, advanced microelecironics
(Forfis 1997), could justify state support not on public good
grounds but as a “corrective subsidy” given the generic nature
of the outputs of this activity and the externalities associated
with this activity. This type of strategic research would be
undertaken on behalf of key economic sectors and the target
sector should be expected to cover some of the costs of the
state investment.

Where activity is undertaken by state agencies on behalf of a
private firm the likelihood of a leakage of benefits to rival firms is
substantially diminished and there is no obvious reason why there
should not be full-cost recovery. There may, however, be a case for
limited support for “targeted interventions” to encourage R&D
activity within firms. These supports would be temporary in nature
and would be mainly justified for SMEs and micro firms and
perhaps to foster the application of new technologies. While only a
limited amount of direct state subvention for private sector R&D
may be justified there may be much more scope for supportive
legislative measures.

The state, through its various agencies, also has need for
research to inform the policy making process. Under the current
CSF there is provision for funding “technical assistance” which is
often in the nature of applied research. In this case the state is itself
a “consumer” of research and it is appropriate that, as with private
sector firms, the beneficiary should pay the full cost of funding the
research from the relevant budget.
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Thus, aside from the appropriate overall level of state support
for R&D, which we discuss below, there are a number of issues
which must be addressed in the formulation of policy:

1. How best the balance can be struck between
basic/strategic research and research investment which is
directly supportive of private firms;

2. Once this balance is determined the appropriate targets
for cost recovery need to be set out. The extent of cost
recovery would range from close to zero, in the case of
“basic research™ support that is directed art individuals, to
a much higher rate for “strategic” research targeted at key
economic sectors, and to a much higher rate again for
costs incurred in supporting private firms, and finally;

3. - The establishment of transparent mechanisms for the
allocation of public resources to ensure their maximum
effectiveness.

Current Activity

In Table 4.23 we set out details of current spending on R&D.3” The
bulk of the expenditure is in the form of support for R&D in the
industry and the agricultural sectors. The funding for basic research
appears to be quite low.

Forfds estimate that the level of public expenditure on
“knowledge capital™® in 1997 was about 0.6 per cent of GDP or 1.7
per cent of total public expenditure (capital and current), within
which R&D expenditure was 0.25 per cent of GDP. Qur estimate
of R&D public expenditure, as shown in Table 4.22, is equivalent to
0.35 per cent of GDP in 1998. For most of these acuwvities, CSF
funds have formed an important component of the overall public
spending outlay. Approximately 20 per cent of the total
“knowledge capital” budget has come from this source. This ratio
has ranged from 9 per cent for the “Environment” objective 1o 57
per cent for the “Industry” objective.

Prionties for Investment

Based on the evidence regarding the social returns 1o R&D
expenditure and the relatively low level of public funding of R&D
compared to the international experience there is a strong case for
significantly increasing the level of public funding over the period
of the Plan (Table 4.24). We recommend that the relative level of
funding be maintained at least at its present ratio of GDP over the
period 2000-2006. This would see public expenditure on R&D

¥ A more detailed analysis is available for 1997 in Forfds {1998) which uses a more
precise classification system. However, this system is not easily reconciled with the
data sources used in this study.

* including not only pure R&D, but also Science and Technology Transfer,
Information and Advisory Services and TFechnology Transfer as defined in Forfds
(1998).
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increasing to an average of about £250 million, per annum, for the
period 2000-2006 (Table 4.25). In proportionate terms we
recommend that genuine public good research should grow by
substantially more than the overall total. This applies especially to
what is termed “Basic Research” and “Strategic Research™

In line with the recommendations made below, we do not
suggest in derail how these funds should be allocated across the
different sectors. This role should be left to appropriate
institutional structures which can balance the differing needs of
different sectors and the potential benefits from different projects.

Table 4.23: Expenditure on Research and Development, 1698 &

1999, £ million

1998 1999
Agricutture —CSF - - ) 4.0 32.
Agricutture —TEAGASC o 232 24.9
Agriculture S o 27.2 28,1
Incustry R8O Initiative ' 35.8 424
Induslryl'l‘hlrd Level Co-operation Semces s 37 K1
Human Resources Development. . 35 4.2
Research Support A 71 74
Food Industry R8D - : 156 123
Industry . - ' _ 85.7 97.1
Total Agriculiure & Industry - ' 1129  126.2
Education - : 430 430
Total L 166.9 °  168.2

Table 4.24: Priorities in Expenditure on Research and
Development, 2000-2006

Area . - - Recommendation l
Basic Research Increase i
Applied Research Increase ;

Table 4.25: indicative Spending on Research and Development,
2000-2008, £ million, 1999 prices

1998 1899 2000-2006
Annual Basis

Agriculture 272 281

Industry i 85.7 g7.1

Education 43 423

Total 156.9 168.2 250
Supporting Measures

Given the proposed scale of increase in expenditure it is essential
that appropriate mechanisms are in place to ensure that these funds
are used in the most efficient way possible across each of the
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objectives and that deadweight is minimised. In fact a number of

very significant institutional changes have recently been put in place

in the administration of public funds for “knowledge capital” which
suggest that these conditions are very likely to be fulfilled.

The Irish Council for Science, Technology and Innovation
(ICSTI) has set down a number of important criteria that should
govern the allocation of R&D funds. The more important of these
in the context of the NDP are:
=  promoting competition among institutions and transparency in

public funding;

= promoting greater collaboration among institutions and with
external firms and other organisations;

* promoting involvement by other public bodies and private
sector (particularly industrial) bodies in projects;

* evaluating the benefits and measuring the impact of publicly
funded projects;

*  minimisation of duplication in the purchasing from public
funds of expensive equipment;

* promoting where feasible the sharing of expensive equipment
between publicly funded research institutes;

* reinforcing a process of specnahsatlon within third level
research institutions so as to optimise the use of human and
physical capital in the production of “knowledge capital”.

We strongly endorse these criteria but recommend that the
Council should also advise on the balance which should be struck
by the implementation agencies between the classification of
market failures laid out in the MTE, namely, Public Goods,
Corrective Subsidies and Targeted Interventions. This classification
assists in determining the extent of potential deadweight and wll
provide guidelines for the expected level of cost recovery. This
consideration is particularly important for research projects where
individual firms are the principal beneficiaries and hence where the
gains can be privatised.

The first three criteria are closely related and will determine to
a large extent the efficiency with which scarce public resources are
utihsed. This consideration is especially important for those
research activities which are considered to be of strategic national
importance and in a context where Structural Funds for strategic
national research are likely to be significantly reduced. The
implementation and incentive mechanisms® which are in place
through committees of the Higher Education Authority and
Enterprise Ireland (National Research Support Board) suggest that
as far as the “Educauon and Manpower” objective and the

% The Minister for Education and Science has recently announced (19 November
1998) an increase in the allocation of public funds for R&D (from an annual £5 million
to about £7.5 million over the next three years) to the third level sector. This increase
was accompanied by the condition that bidding institutions must demonstrate that
their proposals reflect clear strategic choices (see criteria (7)).
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Programmes in Advanced Technology component of the “Industry”

objective are concerned these criteria are likely to be sauisfied.

However, the implementation mechanisms in place for the
remaining objectives appear to be less likely to achieve this
outcorne. This is particularly true of the “Agnculture and Forestry”
and “Economic and Social” objectives.

In general terms the activities which are not pure public goods
(applied research) should be funded to a much greater extent than
at present from non-public sources. The level of cost recovery for
non-R&D activities is reasonably high in the case of “Industry” but
is relatively low for “Agriculture and Forestry”.

In the context of our proposed increased public funding of
R&D it is considered that additional measures should be
undertaken aimed at improving the effectiveness of such spending.
To this end it is proposed that:
= All R&D measures should be brought together under a single

programme or sub-programme. Within that programme

separate budgets and separate procedures for allocation should
be provided for the funding of “basic” research and for applied
research;

s There should be a reduced number of measures, in order to
help towards promoting maximum competition for public
funding.

= A comprehensive sei of national indicators should be developed
and applied to measure the outputs and impact of such
spending.

«  An explicit set of eligibility criteria should be applied, as part of
the process of assessing which areas of R&D should be
supported with public money. These criteria should include the
following:

- The activity is necessary to underpin the long-term
development of the sector involved by addressing identified
weaknesses or opportunities faced by 1.

- The activity is not being provided by the private sector.
(However, private sector participation in publicly funded
projects should be encouraged.)

- Funding should, as far as is practicable, be provided on an
open competitive basis. This is particularly true in relation
to R&D programmes.

Activities and Programmes should have clear and specific
objectives and be subject to monitoring and evaluation in terms of
their impact and achievement of the objectives.

In the case of the body or authority charged with allocating
funds for applied research it should be given responsibility for
funding research across all sectors, including agriculture and
industry. This will ensure that similar criteria are used in deciding
on the appropriate level of funding and on the appropriate method
and level of cost recovery.
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Industry & Services

In shaping priorities for future industrial support a number of
considerations should underpin the design of the programme,
including:

Recognition that growth will become increasingly dependent
on knowledge based industries. This trend is already well
established and is evidenced by a growing share of output being
accounted for by sectors such as electronics, fine-
pharmaceuticals, and computer software.  Another
characteristic 1s that jobs growth is likely to be fastest in
services.

Alongside this emphasis there needs to be recognition of the
importance of achieving 2 leadership position in developments
and applications in relation to the information society and
telecommunications based services. The Irish Information
Society Initiative, which was launched in 1996 should be used
as a basis for developing such a strategy and for overseeing its
implementation across Irish enterprise. The aim should be to
bring about a deeper commitment to research and development
by industry in Ireland, including much deeper and wider
collaboration with Institutions of higher education.

A related task is to support the repositioning of existing
indigenous enterprise and development of new enterprise, in
addition to supporting greater R&D, by enhancing human
resource capability in management, marketing capacity,
(including language skills) and access to required long term
capital. Finally there is a requirement to achieve a better
regional and spatial spread of economic activity. For example,
in the areas of R&D, there appears to be scope for developing
marketing  capabilities, fostering Information Society
apphcations and supporting advanced communications in areas
where they would not be located on the basis solely of market
forces.

With this in mind we suggest the outline of a new Research,

Technology and Innovation (RTI) sub-programme. It would be
appropriate to group measures within the new sub-programme
under the following headings:

RTI for Industry and Services. Measures should include in-
company R&D (a) 1o provide for the development of the
indigenous sector and (b) which would further embed the
multinational sector in the economy. The emphasis should be
on promoting strategic R&D activity by encouraging first-time
R&D performers and helping smaller firms to achieve critical
mass. It should not be a subsidy scheme for business R&D} in
general.

Tratning in the management of innovation in firms.

There should also be provision for a “Technology Intelligence”
measure to help non-R&D firms to define and access their
technology needs.
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*  There should be a Measure to provide capital and other support
for the establishment of technology-based firms e.g., campus
companies.

= RTI Collaboration Networks. This would provide for
collaboration among and between different elemers of the
National System of Innovation and foster regional
development. Activities could include:

» Strategic RTI collaborative partnerships involving industry and
colleges.

» Industry-college applied research.

» Jnternational collaboration to encourage Irish access to
research and technology developed outside of Ireland.

»  Collaboration between colleges.

»  Collaboration across research disciplines.

= Promoting North-South collaborauion.

» RTI Infrastructure and Human Resources. If Ireland is to
sustain current levels of economic growth, it will have to
develop the technology-based sectors of indigenous indusury
and to attract the new generations of high-tech, high-growth
multinational firms. To enable it to do so 1t will require a
significant increase and focus in investment in the nanonal RTI
infrastructure of the economy in order to ramp-up the quality
and quantity of research, transfer of technology and expertise.
It is recommended that:

= A new Measure should provide for substantial expansion of the
new National Innovation Investment Fund, which aims to
invest in strategic R&D priorities.

»  There should be a specific RTI measure for investment in the
research requirements to allow full advantage to be taken of the
Information Society.

There should also be a capital infrastructure measure which
would fund regional science/technology parks, strategic research
centres of excellence and advanced communications links between
the colleges and such centres, as part of a strategy for achieving a
greater regional balance of economic growth.

Agriculture, Forestry and Fishing

Research on primary agricultural activity, unlike activity that is
targeted towards the food processing sector, which is sharply
attuned to priority national requirements can be readily classified as
a “public good” investment. The beneficiaries of such research
output cannot exclude others from the benefits of the activity and
this is the key consideration in determining whether any given
intervention constitutes a “public good”. Moreover, while certain
activities benefit particular groups of producers, and hence it 1s
feasible 1o recoup part of the total costs through sectoral levies, it
has to be also recognised that producers are by no means the only
beneficiaries of research activity. It also has to be recognised that it
is not possible even for a small country to “free ride” on research
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activity conducted in other countries. Factors such as climate, soil
quality, scale and tradition of farming mean that while R&D
activity in a country such as ours relies substantially on work
conducted elsewhere, these findings cannot be transferred
costlessly to the importing country.

Based on our review of the competitive pressures likely to
affect the sector there would appear to be two broad strategic
pillars to a publicly funded research programme. First there is a
clear need to implement a programme of research which boosts the
competitiveness of farm production. Continued legislative
initiatives in the areas of environmentally sustainable agricultural
systems and animal welfare place additional constraints on
commercial activity that did not exist in the past. Second, and
perhaps more importantly, an increased emphasis of all R&D
programmes must be to promote higher quality food and safe food
production. In conceptual terms, therefore, R&D programmes in
agriculture have to increasingly recognise that research has to be
targeted towards both supply and demand aspects of food
production if optimal social returns are to be generated.

While we are supportive of R&D for the sector we believe
there are institutional issues which affect the potential efficiency
and effectiveness of this expenditure. The choice of how the
resources should be spent 1s an important policy issue as is the
mechanism for ensuring that funds are distnibuted to agencies and
consortia which ensure the most efficient use of the given
resources. The Research Stimulus Fund has been a small but
important step towards addressing the monopoly position of
Teagasc under the current CSF. Teagasc has itself recognised this
problem and has encouraged collaboration with the umiversites
through its extensive scheme of post-graduate fellowships (“Walsh
Fellows”). We recommend that the Research Stimulus Fund be
enhanced over the period of the Plan and, as suggested in the MTE,
it is importamt that the disinbution of funds be made as
independent of Teagasc as is practically possible.

Research to Underpin Policy Making

Just as where private firms are the direct beneficiaries from research
activity and should have to pay for the benefits, we recommend
that the public sector should pay for research underpinning the
policy making process from within the appropriate budget. In this
case the state is a “consumer” of research but not necessarily the
best provider. It is generally more efficient for such research to be
provided on a competitive basis by the public or private sector
bodies which are the most efficient providers. We would
recommend that provision for technical assistance to fund such
applied research, of direct relevance to the policy making process,
should continue to be funded out of the relevant budgets and not
brought within the single programme for R&D which we
recommend here.
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4.6 4.6.1 INDUSTRY AND SERVICES SUPPORT

Commercial

Infrastructure W7 Actiuily
The objective of industrial development policy in Ireland is to
promote the growth and development of a strong internationally
competitive enterprise sector, comprising both indigenous and
non-indigenous companies, which will make the maximum
contribution to self-sustaining employment growth. Therefore, the
aims of the OP are to:

* Upgrade and improve the capabilities and capacity of
indigenous firms and their personnel to compete in the Single
European market as well as in third countries for goods and
services;

»  Attract new inward investment and develop the base of non-
indigenous industry in Ireland;

»  Build-up the marketing capabilities within firms to enable them
to avail of opportunities in the global marketplace; and

*  Enhance research and technological development in all sections
of Industry in Ireland.

CSF support for industrial development is one of the most
complex as well as one of the largest OPs in the CSF, amounting to
over 18 per cent of Structural Fund spending between 1994 and
1999. This has been provided through 52 distinct measures or sub-
measures covering a wide range of initiative types, from generalised
gramis for fixed asset investment, through funding of sectorally
specialised State sponsored bodies to grants for graduate
replacement. This diversity of measures reflects the conunuous
evolution of a long established suite of policies for the
manufacturing and internationally traded services sector, combined
with an injection of new EU inspired initiauves.

Table 4.26: Expenditure on Industry and Services, 1998 & 1999,

£ million
1998 1999

Indigenous and Food Industry Development 1741 20586 l
imward Investment 171.4 1720
Market Development 40.4 40.7

Land & Buildings 28.1 300 |
Technical Assistance 37 43 |
Total 4178 4526 |

In Table 4.26 we outline the expenditure on supporting
industry and services in 1998 and 1999. The allocations under the
Industry OP for R&D and human resources have already been
dealt with in this report in Sections 4.4 and 4.5. The expenditure by
Udaras na Gaeltachia is considered in the Section on Regional and
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Local Development. The 1998 figures for indigenous industry
development relate to Forbairt and do not include provision for
administration and an amount of £15 million for R&D. The 1999
figures relate to Enterprise Ireland, an amalgamation of the agencies
Forbairt and An Bord Trachtala. The 1999 figures also do not
include the cost of Administration or for R&D. The figures for
support of inward investment relate 1o IDA Ireland and do not
contain costs of administration or refund of sale of own resources
to the Exchequer. The 1999 figures do not contain ESF or current
own resources figures. Finally, the figures for marker development
relate to An Bord Trichiala. In July 1998 ABT was amalgamated
with Forbairt and elements of FAS to form Enterprise Ireland.

Indigenious Industry

Just over a fifth of the current OP is assigned 1o the development
of indigenous industry, other than the food sector. As shown in
Table 4.26, when taken together with support for the food
industry, expenditure in 1999 is expected to be over £205 mullion.
The 23 sub-measures here are broken into human resources, other
capability, capacity and a sub-programme for three new types of
action in the venture support and tradiuonal industry adjustment
areas.

Almost all of the spending in the Human Resources sub-
programme has been for Management Development and especially
employment grants. The former, which covers grants for the
employment of senior managers as well as for overseas experience
and long-term training is a targeted measure. The latter
{employment grants) amounts to a corrective subsidy.

The other capacity sub-programme includes two long-
established national sub-programmes, Company Development and
Linkage. The former, a targeted type of intervention, spends just
under £20,000 each on about 50 companies a year, trying to identily
ways in which they could develop improved strategies. Even though
the agencies identify most of the candidate firms themselves, only
about one-in-three “benefits greatly” according to Forbairt; many
seem to see the programme chiefly as a de facto hurdle towards
getting a subsequent grant. ‘The number of companies using
Linkage (a public good) has expanded, and the value of Irish raw
materials purchased has increased substantially. However, the share
of Irish raw materials has not increased as a share of foreign-owned
companies’ non-food purchases.

There are two EU-inspired measures, namely the Business
Innovation Centres and Mentor. The former funds five centres set
up by local initiative in the five main cities. This is a reasonably
costly scheme — especially if generalised throughout the country; it
is too early to see whether results commensurate with the cost mill
be obtained, especially given the parallel development of local
support mechanisms (albeit of a rather different type) under the
OP for Local & Rural Development. Mentor relies largely on
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retired business people who give their tme free to adwise
companies. This has been a striking success, achieved at an
amazingly low cost, relying as it does on the goodwll of volunteers,
who are paid only out-of pocker expenses.

Inward Investment

The primary objective of inward investment policy is o secure
from overseas projects, at an acceptable cost to the State, the
maximum direct contribution to the economy in terms of sustained
high skill jobs and net exports, including inputs of local materials
and services.

Inward investment is important for a number of reasons:

* As a source of productive employment, both directly and
indirectly.

* As a means of transferning industrial technology, marketing
and management skills to Irish industry.

*  Asasource of addivional capital investment.

*  As a means of providing significant market oppertunities for
indigenous industry.

A steady influx of new non-indigenous manufacturing and
internationally traded services companies and the expansion and
deepening of such companies already established in Ireland are
essential to the process of trying to meet Ireland’s employment and
development needs. The importance of non-indigenous industry
lies not solely in the direct employment created but also in the
wealth and employment generated indirectly to the domestic
economy. Mobile investment to Ireland amounis to about 14 per
cent of total mobile investment in Europe. In the electronics sector
Ireland has a strong market position. In the software,
pharmaceuticals, tele-services and health-care sectors, Ireland
remains the clear market leader in Europe. There is little doubt that
support from the Inward Investment Sub-Programme has played a
key role in this successful development.

Lessons from Current CSF

The measures contained in the supports for indigenous industry
capacity expansion sub-programme are all heavily oversubscribed in
the current CSF. These are to be seen as corrective subsidies
designed to overcome some externality through changing relative
factor prices (as in the Enterprise Development Programme). The
fact that the scheme is oversubscribed suggests that the subsidy is
not required to engender an increase in activity or, at the very least,
that it is too generous.

Similarly, the subprogramme for inward investment measures
aimed at helping fixed asset support and employment grants (both
of which can be considered corrective subsidies) are heawily
oversubscribed. This too suggests that the subsidies on offer are, at
the very least, overly generous.
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Spending under several other sub-measures had either not
started or was behind schedule when the MTE was carried out. In
the former category was support for the Film Industry, as well as
all of the proposed venture capital support for traditional industry
{only some of this delay was attnbutable to a slow start). The MTE
identified a need for transfers of funds ou: f these and other
under-spending measures.

About a quarter of the Structural Funds in the programme is
for the Food Sub-programme, with two separate capital grant
measures and distinct measures for R&D, Marketing & Human
Resources. Industry demand under one of the capital grant
headings was falling significantly behind budget at the time of the
MTE while the average cost per job approved in the second grant
scheme (at £20,000 in 1996) appears high, at the margin. The same
implication must be drawn about this support as was drawn above
about the general capacity expansion measures - that 1t is
Overgenerous at present.

In conclusion under many headings there is excess demand for
support, relative to budget, although it should be recognised that
excess demand by itself does not imply that economic benefits are
being generated at national level. In some areas there is under-
spending, in part this is due to genuine lack of demand while in
other cases it results from a late starting of measures, or in some
instances, ineffective or uncompetitive delivery mechanisms.
Moreover, there is no compelling evidence that the support
provided in many of the areas where excess demand exists is
actually needed. Thus, solid improvements in macro-economic
parameters over a sustained period should have removed the need
and value associated with many interventions characterised as
corrective subsidies or targeted interventions. Accordingly, a start
should be made over the period 2000-06 at gradually phasing-out
this type of support.

Priorities for Future Investment

In the period 2000-06 the opportunity should be taken 1o
streamline and focus support for industrial development in the
context of a lower overall level of support. This should be done by
reducing sigmficantly the amount of assistance provided through
general corrective subsidy measures such as support for capacity
expansion by both indigenous and foreign firms; employment and
training grants for foreign firms; and grants for marketing
investment.

This argument applies equally to the current subprogramme
for the food industry and for industry under the Gaeltacht
Development subprogramme. In considening support for the [ood
industry in the future it should be treated in an identical manner to
other industrial sectors and there should no longer be a separate
subprogramme for 1.
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As discussed in Section 4.7.1, we would recommend an
exception should be made to the recommendation for a general
phasing out of all industrial grants in the case of the less developed
regions. Subject to EU regulations, for the period of the next Plan
we would recommend that industrial development in less developed
regions should be still eligible for grants along the lines of the
existing national schemes. While such grants are only likely to play
a subsidiary role in promoting regional development their
availability may nonetheless provide a useful additional policy
instrument to policy makers.

In the future, support for the tradable sector of the economy
should be limited to measures designed to overcome identified
market failures, which have the capacity to sigmificantly impair
further growth and expansion of the enterprise sector. These latter
supports should comprise provision of public goods measures and a
limited amount of targeted interventions. They should assist the
development of competitive capability of both physical and human
capital. As discussed above in Section 4.5, measures should aim to
deepen Ireland’s commitment to R&D as a means to achieving this
end, especially given the fact that it is estimated that roughly half of
all indigenous companies in Ireland undertake no investment in
R&D.

Further concerns must also be raised with respect to the lack
of exporting done by SMEs in Ireland, which continues to be well
below the EU average. There remains an over-dependence on both
domestic and UK markets. This general trend highlights the “two-
tiered” nature of industry in Ireland, whereby the volume of
exports outside of Britain by indigenous firms remains weak,
particularly in comparison with the performance of foreign
multinationals based here. Consequently many domestic firms are
extremely vulnerable to changes in the British economy. In
addition, given the recent turmoil in Asia, fears have been expressed
that Ireland, may be somewhat overly dependent on a few crucial
hi-tech sectors. Thus in the event of a sudden strong drop-off in
demand in some of these areas (for example, in computers), we
could be left exposed. In other words, we may need in the future 1o
diversify more, in order to insure ourselves, in so far as that is
possible, from potential (sector specific) shocks.

In shaping priorities for future industrial support a number of
considerations should underpin design of the programme,
including:

»  Recognition that growth will become increasingly dependent
on knowledge based industries. This trend is already well
established and is evidenced by a growing share of output being
accounted for by sectors such as electronics, fine-
pharmaceuticals, computer software. Another characteristic is
that jobs growth is likely to be fastest in services. These
features are associated with a trend in which industries are
increasingly becoming part of a global web. In this web various
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aspects of the process of value creation are located in those
geographical areas where there is a comparative advantage in
producing that value added. The components of value added
which are largest are in the areas of design, marketing, problem
solving and other functions requiring high levels of cerebral and
communications skills. Ireland has been able to take advantage
of the groming world demand for these skills. With further
dramatic improvements in world-wade communications and
transport technologies the trend towards globalisation of
business s set to continue. In order to be at the forefront of
this trend Irish industry will need to place an emphasis on the
development of language skills, of competitive advanced
telecommunications, and segmentation of support between
locally provided services, services with particular development
potential and designated services, currently assisted under the
International Services Programmes.

*  Alongside this emphasis there needs to be recognition of the
importance of achieving a leadership position in developments
and applications in relation to the information society and
telecommunications based services. The Irish Information
Society Initiauve, which was launched in 1996, should be used
as a basis for developing such a strategy and for overseeing its
implementation across Irish enterprise. The aim should be to
bring about a deeper commitment to research and development
by industry in Ireland, including much deeper and wader
collaboration with Institutions of higher education. For this
reason, in the previous Section we recommend a significant
increase in resources to help fund basic research and 1o help
promote greater R&D effort by firms themselves.

* A related task is to support the repositioning of existing
indigenous enterprise and development of new enterprise, in
addition to supporting greater R&D, by enhancing human
resource capability in management, marketing capacity,
(including language skills) and access to required long term
capital.

*  Finally there is a requirement to achieve a better regional and
spatial spread of economic acuwvity. For this reason we
recommend the continuation of a facility for limited grant aid
to the enterprise sector in the less developed regions. The
budget for this purpose is included under the proposed
Regional Development programme, discussed in Section 4.7.1.
On the basis of these considerations the overall direction of

future support, which is recommended as most appropriate is
summarised in Table 4.27 and an indicative budget allocation is
given in Table 4.28. Given the proposed refocusing of support to
areas of market failure and public goods provision it is considered
that new acquisitions of land by IDA should be financed from
disposals of existing stocks.




DETAILED PRIORITIES 21

In relation to those areas where it 1s considered that increased
support would be appropriate - i.e., R&D and the repositioning of
indigenous industry - it is recommended that additional supporting
measures aimed at improving both the effectiveness and efficiency
of investment should be undertaken, which would replace some of
the measures which are being phased out. The proposed support
for Research, Technology and Innovation was discussed in the
previous section. The other related measures are described below.

Table 4.27: Priorities in Expenditure on Industry and Services,
2000-2006

Area “"Recommendation

Development of Competitive Capacity Increase

Human Resources Capabllity Development Reduce

Fixed Asset Support & Capacity Expansion Reduce

Venture Support for Early Stage Companies Increase
and Traditionat Industry Adjustment

Market Development Reduce_ _

Table 4.28: Indicative Spending on Industry and Services, 2000-
2008, £ million, 1999 prices

T893 1999 T2000-2006

Annual Basis

Indigenous and Food Industry Development 17441 2056 165.0
Inward Investment 1714 1720 1200
Market Development 40.4 40.7 40.0
Land & Buildings 28.1 30.0 5.0
Technical Assistance 3.7 43 50

Total 4178 4526 3350

Access to Long Term Finance for Early Stage Companies

It is recommended that acuons should be taken under three

headings:

= Procuring More Effective Access to Seed & Venture Capital;

= State Equity Investment in Early Stage Business; and

= Imuauves 10 Promote More Competitive Credit Finance to
Smaller Companies:

These are discussed in turn below.

A wide nurnber of schemes have been created to provide firms
and individuals with “seed and early stage” capital. However, the
full potential of these has not been exploited. There is a multiplicity
of measures being distributed through several different channels. In
order to promote more effective access to seed and venture capital
initiatives that are already in place, it is recommended that:

* A single point of responsibility for marketing and monitoring
all public initiatives 1o provide enterprises and individuals with
seed capital should be established, within Forbairt, When it is,
its first task should be 10 produce a lucid and easily understood
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guide of all the measures that are available (including tax based

finance), who they are intended to assist, and how they can be

accessed.

= When it is assembled, this information should be distributed
and marketed through all the various distribution channels at
the disposal of the development agencies. At present markeung
and distribution is fragmented. The County Enterprise Boards
are marketing and administering one product; the Business

Innovation Centres (BICs) another and the development funds

such as First Step and the Smurfit Job Creation Fund are

promoting their particular service, It may make sense for these
various entities to be the sole administrators of their schemes.

However, there would appear to be substantial benefits from

cross-selling the various initiatives that are available. In this

regard, the extended use by the main banks of their branch
network for multi-product distribution could be a useful guide.

The possible reorganisation of the Local Development sector is

treated in more detail in Section 4.7.2. There it is recommended

that the role of the local development agencies move more
towards marketing such schemes and helping small businesses

locally to access them. This seems preferable to allowing a

plethora of different funding channels to continue.

At present, State assistance, as delivered by direct grants
and/or preference shares - is provided to early stage companies
because financial markets will not fund the projects involved, on
terms that would enable the project 1o proceed. However, the
mechanisms, which are substituted for the market failure either
carty none of the disciplines of the market (this is the case with
grant assistance) or they are not implemented (or are not capable of
being implemented) in a commercial way. This appears to be the
case with many preference share investments.

It is recommended that the present approach to State equity
finance — through preference shares — should be replaced with one
which explicitly contains and seeks to apply market disciplines,
based on sharing risk and return between entrepreneurs and the
State. Of course, the direct return to the State from the portfolio of
companies, which it would assist through this means, wll probably
in the short to medium term fall below rates of return on equity
invested in companies that are well established and growang. This is
because of the additional risks, including externalities, that must be
overcome by enterprises at this early stage of the life cycle, or
because the time-horizon over which returns are likely to accrue is
longer than would be acceptable to a commercial venture capital
supplier. In spite of the expected relatively slow take off of such
enterprises, support is justified by the expectation that in the long
term there will be a pay-off. The point, which needs to be grasped
is that these differences are precisely why markets fail. The purpose
in explicitly recognising the cost of overcoming that failure, by the
State accepting a rate of return in the short to medium term which




DETAILED PRIORITIES 233

market institutions could not survive with, is based on the
following premises:

First, an approach which applies market disciplines is better
than one that does not. The benefits would be likely 1o arise in
terms of the culture change (moving away from a “grant
mentality/dependency culture™), which would be brought
about in the mind-set of early stage entrepreneurs.

Second, an approach where the return is measured and
correspondingly where the cost of overcoming market failure is
explicit is better than one in which this issue is skirted.

Third, by measuring the cost of overcoming market failure it is
more likely that there will be an impetus to measuring the
benefits from overcoming it. Those benefits will be largely
external to the equity performance of the State’s assistance.
Rather they will arise and through providing the market secior
with companies and investment opportunities and from gains in
employment, which would not have come about in the absence
of the assistance. Those wider economic gains represent the
ultimate return from the policy action. Thus, the benefit is
wider than the narrow equity return on the Stte’s equity
investment, or for that matter, the additional taxation which
would accrue to it in the future from taxation receipts from
those companies which may succeed in sustaining growth and
employment into the medium term.

It is proposed that the approach outlined above should be

implemented through the development of two separate
mechanisms.

First, it is recommended that an equity investment fund should
be established by the development agencies. However, this
should be entirely separate from the grant making funcuion. It
should have the specific aim of investing predominantly in
ordinary equity, solely in seed and early stage projects.
Regardless of who manages the fund, it should be subject o
independently established and explicit benchmark parameters
in respect, primarily, of expected rates of return, and the
permissible risk profile. It should be subject to periodic
independent review, like any other investment fund. It should
be established with the explicit objective 1o assist with the
overcoming of market failure in the provision of equity to early
stage business. Therefore, job creation should not be an explicit
criterion in investment selection by the fund.

The aim should be to replace the existing equity financing

approach, which is based on preference shares, with the one
proposed above. Furthermore, it would be counter productive 10
the aim of this proposal if existing grant-aid arrangements were
simulianeously extended.

Second, it is recommended that in developing implementation
of the EU Seed/Venture initiative the aim should be 1o lay a
basis for developing in Ireland a model along the lines of the
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Small Business Investment Corporation (SBIC) as

admunistered by the US Small Business Administration (SBA).

The aim should be to have this approach operational during the

2000-2006 period.

In essence, the proposed approach entails the public sector
providing capital leverage in parinership with private capital
through a special purpose vehicle. It has the potential to offer a
number of advantages, which other approaches may not contain.
First, it is a market-based approach. Accordingly, it introduces
early stage companies to the disciplines involved with having third
party equity partners. Second, it provides a focus for achieving a
return on capital employed and in respect of the risk sharing being
provided by the State. Third, it would be consistent with the
principle of nsk sharing between public and private sectors
contained in the EU Seed/Venture Initiative. Fourth, this approach
has the capability, if it became successful, of providing a mechanism
for attracting institutional funding to the financing of small
business, in the longer term. Indeed, it is difficult to envisage any
effective means to involve institutional funds directly in the
financing of small Insh companies. The major difficulties with this
model are that it will not produce results in the short run. The
experience of the US (with SBICs) is probably a useful guide in this
regard. However, as a mechanism for assisting with achieving a
culture of enterprise and risk taking at an early stage in company
development the approach has demonstrable advantages. It is
widely credited with bringing about the thriving venture capital
industry of the US. However, this achievement took more than a
generation to bring about.

Supporting Measures

As in a number of other areas (such as support for housing) we
recommend that the tax system should not be used to provide
assistance directly to specific sectors of business. The application of
a common low tax rate should be incentive enough to promote a
rapid growth in economic activity. Additional measures such as, for
example, Business Expansion Schemes, are effectively corrective
subsidies. As discussed above we see the justfication for such
subsidies disappearing in the context of the modern Irish economy.
In addition, assistance through the tax system is much less desirable
than direct subsidies because the cost of the support is not
transparent and it is not possible to provide the kind of targeting
which may be suill be desirable in certain cases. This point was made
by the Commission on Taxation in the early 1980s and it remains

valid today.
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4,6.2 AGRICULTURE, FORESTRY, AND FISHING

Introduction

Agriculiure

The outlook for agricultural markets and the rural sector is
particularly challenging for the coming decade. While it could be
said that the 1992 CAP reform and the Uruguay Round Agreement
represented the first major steps towards trade liberalisation, it 1s
likely that their successors will carry that process further in their
next phase, and the policy phase beyond that could well represent
the final element in the process. Thus the 2000-2006 NDP might be
the last opportunity to prepare the agn-food sector to adapt 1o the
very competitive environment which lies ahead and thus the
emphasis should be on adaptation and modernisation. This could
essentially consist of a two-pronged approach: on the one hand
maximising the opportunities for small and medium farmers 1o
supplement their incomes from on-and off-farm opportunities, and
on the other, assisting the sector to enhance its viability by
increasing scale and/or productivity. These policy goals cannot be
achieved, however, solely through the medium of the next round of
Structural Funds which relate to agriculture and rural development
and the particular operational programmes that will be designed to
incorporate them. Domestic policies can also be brought to bear to
facilitate land mobility so as to effect better land use and enhance
farming scale, while regional policy can also play a significant role in
influencing the location of new employment in industry and
services to provide off-farm job opportunities in the local economy.
The obligations which Ireland faces under the Kyoto protocol
on reducing greenhouse gas emissions also poses an important
challenge for the agricultural sector. As agriculture is responsible
for up to 40 per cent of our greenhouse gas emissions,
developments in the sector will have an important role in helping
meet our targets. In addition the agricultural sector has a further
key environmental role to play in improving the quality of our
rivers and lakes. Thus, all policy initiatives in the sector must take
these considerations into account. .
While these changes in the Structural Funds and other
domestic policy actions may bring about desirable and appropriate
changes to facilitate adjustments in the sector, the agriculture and
rural development measures for the Nauonal Development Plan
will continue to be dominated by the FEOGA measures. The Draft
Agenda 2000 Regulation requires the authorities to present a mix of
policies in the context of the Structural Fund proposals over the
period 2000-2006. They will include measures to assist the
structural adjustment of the farming sector, support services,
income support, diversification, and the environment. However, as
this study is exclusively concerned wath the establishmem of
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investment priorities we take the view that income support
measures are not appropriate for inclusion in such a study. Thus
our macroeconomic analysis only takes account of agncultural
spending measures which are considered to impact on the
productive potential of the sector. Given the significant
implications which may arise for national exchequer funding from
the income-support measures — many of which wall more than likely
be partly funded from FEOGA-Guarantee - we will nonetheless
comment on these measures in this section.

Given the competition facing the sector in the future as
indicated above, structural adjustment itself is a high priority. The
overall thrust of EU policy will be geared towards ever increasing
liberalisation. The principal policy measures that will probably
remain at this stage are likely to involve direct payments, possibly
more de-coupled than in the past. This de-coupling may be
achieved by linking receipt of payment to the delivery by targeted
farmers of objectives in relation to the rural environment, for
instance. Farmers with relatively small holdings, regardless of their
efficiency levels, will face particular difficulties. Farmers with larger
holdings {e.g., over 100 acres) unless they can improve efficiency,
and invest in productivity enhancing technology, will also be
vulnerable to income shocks.

We believe that agricultural policies need to have a clear focus
as we face into an era of unprecedented challenges. The
Department of Agriculture and Food should therefore retain
responsibility for devising and administering intervenuons in areas
where it has a comparative advantage, namely, actions that impact
“inside the farm gate”. Consequently we recommend that all non-
agricultural CSF interventions (e.g., agri-tourism) and Community
Initiatives (LEADER, INTERREG) which impinge on the viability
of rural areas should be administered as a sub-programme of the
proposed Operational Programme for Regional and Local
Development. This wmll allow a concerted effort to be made by ali
agencies such as LEADER, the County Enterprise Boards and the
Area Development Management companies in the development of
rural areas. This issue is taken up more fully in later sections.

As far as agricultural policies are concerned the National
Development Plan must prioritise interventions which are clearly
justified on “market failure” grounds. Policies supportive of
structural adjustment potentially fall into this category. The
remaining policies involve direct payments or income supports. A
reliance on income supports or measures of a re-distributive nature
will only bring short-term relief, and will not enhance the long-run
competitiveness of the sector. In fact income supports may
frustrate structural adjustment either by slowing down the rate of
exit from the sector or the take up of off-farm employment
opportunities. Such measures may also displace scarce public
funding from other and potentially more productive areas [or the
development of agriculture and rural communities.
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Forestry

The area of land under afforestation in Ireland at present is
comparatively low (approximately 8 per cent). However, the
government has set itself a target of doubling the area under
afforestation (to 17 per cent) by the year 2030. The government
plans to achieve this target by planting 25,000 hectares of trees each
year between 1996 and the year 2000 and 20,000 hectares per year
after that.

Afforestation has the potenual to convey substantial
environmental benefit to society. Trees, while growing, absorb
carbon dioxide from the air helping reverse the increase in
emissions from burning fossil fuels. In addition, cattle farming is a
major direct contributor of greenhouse gas emissions (methane -
CH,) and any shift in land use to forestry out of cattle will
indirectly reduce emissions. As discussed in Chapter 3, the
guidelines agreed in Kyoto in 1997 specify that by 2008 to 2012
Irish greenhouse gas emissions must not exceed 13 per cent of their
1990 level. The projections in Chapter 3 indicate that we will
substantially exceed that target unless there is a major change in
policy. A combination of a shift in land-use out of cattle
production and new planting of forestry, which is allowable against
the target emissions level, could make an important contribution
towards meeting the Kyoto targets.

Since the market will not explicitly take into account the ability
of forestry to act as a sink for CO2, there is a reasonable case for
the subsidisation of foresiry based on the “market failure”
argument. However, care should be taken to ensure that
afforestation should take place only in those areas where forestry
has a positive environmental benefit. Thus it is necessary to follow
strict afforestation guidelines so as to mimmise environmental
damage to waterways and ensure that no planting occurs on
unsuitable soils.

Fishing

The immediate outlook for the Irish fishing industry 1s, at best,
uncertain.

Two principal constraints currently face the Irish fishing
industry; national quotas that specify the maximum catch of a
country of a particular species in a particular area, and capacity
reductions specilied by EU Multi-Annual Guidance Programs
(MAGPs). The national quotas themselves are set on the basis of
recommendations by biologists based on available evidence. The
latest MAGP (MAGP IV) requires relauvely minor reductions in
fleet Gross Registered Tonnage (GRT) and power (kW). However,
the consensus is that future MAGPs may well specify further, and
perhaps larger, reductions.
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At present, as a result of an EU derogation, each EU member
state has control over its inshore warers.® There remains the
possibility that the EU derogation may not be renewed after the
review of the Common Fisheries Policy (CFP) in 2002, With only
approximately 15 per cent of the currently registered fishing fleet
over 20 metres, these waters have always been disproportionately
ymportant for the Irish fishing fleet. If the exposure of the inshore
fishing fleet to competition from (more efficient) foreign trawlers
were to happen it would threaten the survival of a substantial
proportion of the Irish fishing fleet.

With the average age of the fishing fleet approaching 30 years
old, the need for fleet renewal is evident. However, the need for
fleet renewal conflicts with the need to reduce fleet capacity so as
1o be compatuible with stock size.

Current Expendsture

Table 4.29 documents the estimated level of public expenditure for
spending on Agriculiure, Forestry and Fishing. The various
agricultural measures are classified into two levels. First, we classify
measures into “investment priority” and “income support” or
income re-distribution categories. Second, each expenditure item
which [alls into the *investment priority” category has in turn been
classified following the schema set out in the Mid-Term Evaluation
of the CSF. It will be noted that a significant component of overall
agricultural spending constitutes measures which we believe do not
support the enhancement of the productive capacity of the
economy. However, REPS does obviously address a key
cornerstone of the National Development Plan as far as its
environmental impact is concerned.

The expenditure on research was already considered in the
Section above on Research and Development. Finally the
expenditure on Rural Development is considered in Section 4.7.

Lessons from Current CSF

As far as Structural Fund expenditure measures are concerned, a
number of lessons are evident from the mid-term evaluation of the
Operational Programme for Agriculture and Rural Development
{OPARD) and from the mid-term evaluation of the overall CSF.
We draw on this evidence in setting out our priorities for the new
CSF. We also draw on evaluations of individual measures which
have been undertaken under the auspices of the CSF, most notably
the evaluation of the Disadvantaged Areas Allowances Scheme by

* Inshore waters are defined as the area within 12 miles of our coast. In the Irish case,
several countries have historical access 1o waters between 6-12 miles off our coast.
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Brendan Kearney et al, and the evaluation of the Control of
Farmyard Pollution Scheme by Fitzpatrick and Associates. The
latter, while completed some time ago, still has considerable
relevance.

Table 4.29: Public Expenditure on Agriculture (Investment), 1994-1899, £ million

Investment Support 195499° 1898  Income Support 1994 99" 4999 )
Public Goods s 346 Headage ’ 118.0 10186
Advisory Services 16.3° 18.28® REPS 829 198.0
Human Resources 18.2° 182"

Corrective Subsidies 503 283

Agricultural activity 45.5 18.0

Control of Farm Pollution M6 73

Other Capital’® 10.8 107

Non-agricultural activity” 43 103

Targeted Interventions 471 720

Instaflation Aid 4.0 0.0

Early Retirement 431 72.0

Total 1318 134.8 200.9 299.6

Notes: a: annual average 1994-99.
b: average 1997-98
¢: comprises supports for animal welfare, dairy hygienc and non-surplus products.
d: comprises supports for farm relief services, agri-tourism, community development and enterprise.

There was evidence that some measures were inefficient in
terms of meeting targets and the very high levels of demand for
certain interventions suggested significant deadweight. The
dominant position of “Headage Payments”, which was essentially
viewed as an income support measure, was at variance with the
overall developmental focus of the CSF. With respect to the overall
OPARDF strategy there was (1) an inappropriate trade-off
between income support and structural interventions, (2) a need for
more flexibility in grant rates in order to be more responsive to
demand conditions, to improve cost effectiveness, and to avoid
early over-subscription of schemes, and (3) a more flexible
imaginative and  developmental approach towards farm
diversification is required so as to encourage entreprencurial
behaviour.

Priorities for Investment

We have adhered closely to the evaluation methodology laid out in
the overall evaluation of the CSF in Honohan (1997), which
emphasises the prioritisation of expenditure measures on the basis
of the distortion or market failure which is being addressed.

Public Goods

While the Research and Advisory services are complementary
inputs, the latter do not as clearly fall into the public good category
because the gains from quality consultancy tend to accrue, in large
measure, to the individual producer. Where these services are
wargeted to “small-scale” producers or concerned with the provision
of public good type services (e.g.,, environmental protection, food
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safety etc.) they merit public funding on public good grounds. Care
has to taken in determining what constitutes “small scale”. On
equity grounds it cannot just be confined to the scale of farm
resources but ideally should take account of all household resources
as proxied perhaps by total household income. This consideration
also arises with other measures to be considered.

We thus recommend that State funding be increased in real
terms for intensive advisory services which are targeted at “small
scale” producers. In so far as the services provided are of a more
commercial nature there appears to be no grounds for the agency
providing the service not to recover 100 per cent of the costs of
delivery.

As in the case of the provision of R&D activity there is an
issue about the efficiency and effectiveness of the delivery of these
services when there is a dominant State provider in the marketplace.
While an undoubted strength of the structure of Teagasc is the
integrated provision of R&D, advice and education/training, the
introduction of a competitive element into the provision of
advisory services that are exclusively funded by the State, should be
given serious consideration. It is recognised that this may be
difficult to achieve. Consideration might be given to the
introduction of an “advisory stimulus fund” as suggested in the
mid-term evaluation of the OPARD. This measure would be akin
to the “research sumulus fund” which would enable other providers
to compete with Teagasc. A more radical option would be to
provide vouchers to “small scale” producers that could be used to
“buy” services from either the private or public sector according to
their choice.

Education and Training is a horizontal measure and hence its
treatment has to be consistent across all programmes. Returns to
specialised education and training are predominantly private, either
in the form of higher wages or presumably higher farm profits
which accrue to those who, subsequent to their training, return to
operate their own farms. In this respect agricultural education is no
different to general third level educational programmes.
Undoubtedly educanon and training generates substanual
externalities and would be underprovided for without State
intervention. The issue that is common to all third level provision is
whether there is an adequate rate of cost recovery from the
individual  beneficiaries. Agricultural education and training,
however, cannot be treated in isolation and has to be treated in the
same way as the other comparable programmes.

Corrective Subsidies/Targeted Interventions

A plethora of possible interventions come under this rubric (e.g.,,
pollution control, animal welfare, farm hygiene related investment,
non-surplus products, alternative enterprises, etc.). They all have
the same essential feature in that they subsidise private capital
investment in one form or another. It 1s, however, difficult to
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identify a market failure rationale in many cases. No more than in
industry, such supports generate a climate of rent-seeking and
“grant mentality” that are wasteful of productive resources. We also
see a difficulty with what might be termed the “picking of winners”,
whereby certain activities are selected for particular support. The
existence of the grant for these activities may encourage producers
to make investments that they would not otherwise want to make.

Both the short and medium term competitiveness environment
for agriculture means that it is not defensible to recommend, as we
have done for non-agricultural industry, an abolition of such
supports. The most compelling marker failure rationale for most of
these interventions is that “small-scale” producers are likely 1o face
substantial capital constraints because of imperfections in capital
markets. The payback from many of these investments may well
stretch to 20 years, yet the typical type of finance available will be
at most for 5 to 7 years.

Some investments are required on foot of legislation (e.g,
pollution control, animal welfare and hygiene requirements). The
difference between these and other types of investment is that this
form of capital generates evident externalities which would suggest
that they would be underprovided for if left solely to privare
decision making. However, matters are not so simple. It is
reasonable to argue that in virtually all of the cases concerned, there
will be adequate private returns to justify the private investment.

The Control of Farm Pollution Scheme (CFPS) was evaluated
some years ago and it was found that it had a relauvely high private
rate of return and also addressed the pollution externality. Given
the high private rate of return, one would have 1o question what
market failure would be addressed by its re-introduction. The only
plausible market failure rationale is that of imperfect capital market
access for “small-scale” producers. Thus the measure could be
classed as “corrective subsidy” provided it is highly targeted bur,
even with this proviso, deadweight is likely to be substanuial.

The measure clearly has the potential to address the pollution
externality especially if implemented in conjunction with the Rural
Environment Protection Scheme (REPS) and/or the presence of a
farm Nutrient Management Plan. However, pollution damage is
dependent both on the potential level of discharge and on the
absorptive capacity or potential environmental damage of the area
in which the discharge occurs. The risk of damage will thus vary
considerably throughout the country. For instance, a discharge into
the catchment of a valuable angling river would be much more
damaging than discharges into an area where no such risk existed.
Grant rates should thus reflect the varying geographical risks.

Investments to improve animal welfare to some extent fall into
a similar category as the CFPS. One would expect in time that
“good” animal welfare standards will be reflected in the market
place through product prices so it would be in farmers interests to
introduce such improvements from their own resources. However,
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it has to be recognised that it could take a significant length of time
before consumer recognition of the value of food produced under
more animal friendly conditions becomes apparent. There is a
parallel here wath the difficulty of establishing a price premium for
organically produced foods. Nonetheless, it is difficult to argue that
capital market imperfections could explain the failure to implement
such investments, given that the required investments will be
mainly in the commercial poultry and pig sectors. It appears 1o us
that “small scale” producers are unlikely to be obliged 1o make
significant investments in this area.

Again very similar issues arise with the requirement to improve
dairy hygiene. Poor hygiene should be reflected in the price paid so
there ought to be some commercial benefit from upgrading
facilities. The measure differs from the animal welfare issue 1o the
extent that “small-scale” producers on some dairy farms may find
access to credit quite difficult, so a marker failure argument could
be invoked to jusufy some limited spending on the measure.

Table 4.30: Priorities in Expenditure on Agriculture, Forestry, and
Fishing, 2000-2008

Area Recofmmendation
Agriculture

Public Goods Same

Cormective Subsidiea/Targeted (nterventions Reduce

Income Distribution - Same

Forestry increase
Fishing Reduce

There is scope for having a small fund to encourage
diversification into novel enterprises. These supports would be in
addition to the general capital support measures outlined above and
would be limited to “small-scale” producers, and higher support
rates would be available. These supports could be justified as
addressing an information-based market failure. The problem is in
selecting the enterpnises to be supported in this way. We
recommend that consideration should be given to drawing on the
expertise within Teagasc in identifying diversification options over
the period of the Plan so as to permit maximum flexibility within
the scheme.

Table 4.31: Indicative Annual Investment Spending on Agriculture,
Forestry and Fishing, 2000-2006, £ million, 1889 prices

1998 1999 2000-2008

Annual |

Basis }

Public Goods 35 35 I
Corrective Subsidies 28 20 )
Targeted interventions 72 55 :
Total Agriculture ‘ 135 110 ;
Forestry 17 14 20 ¢
Fisheries o 7 20 10 t
TOTAL ) 189 140 §
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Overall we believe there is justification for maintaining some
continuing support for the subsidisation of on-farm investment
with the main proviso that support is targeted exclusively to “small
scale” producers. This would involve some reduction in expenditure
compared to the present situation (Tables 4.30 and 4.31). Our
preference would be for a general scheme of capital supports with
some provision for higher support rates for pollution control and
hygiene-related investment as long as these were jusuified mainly on
their social rather than private returns. We do not see a logical basis
for having a set of highly detailed support measures for selecied
diversification options as part of the general scheme. We also
believe, if it were administratively feasible, that it would be far
better to deliver these capital supports in the form of repayable
loans rather than through capital grants.

Targeted Interventions

We have identified the need to effect greater structural change
within agriculture if the challenges of price liberalisation are to be
met. The two measures which can be harnessed to meet this
objective are the “Installation Aid” and the CAP accompanying
measure “Early Retirement Scheme For Farmers”. Our thesis is
that the competitiveness of Irish agriculture will hinge to 2
significant extent on the rate of inflow of young owner/managers
into the sector. Some might argue that the “Installation Aid” could
probably only be justified as an “income re-distribution” measure.
However, as it clearly complements the “Early Reurement”
measure we believe it should be considered as a “targeted
intervention”. A priority over the next seven years should be,
therefore, to seriously tackle the notoriously slow pace of
structural change within the sector. We therefore recommend that
expenditure which addresses the problem of structural change
should be increased relative 10 the average outturn over the period
1994.99 41 We believe, however, that it is reasonable that both
measures should contain a judicious degree of argeting.

Forestry

Agricultural and forestry policies need to be co-ordinated so as 1o
ensure that optimal land usage s achieved. For example, the
planting targets set under the OPs for Agriculture, Rural
Development and Forestry may not be achieved in part due to the
introduction of the Rural Environment Protection Scheme (REPS).
Although the REPS scheme was designed to ensure that farm
practices were environmentally friendly, since it shifts the balance
of competitiveness from forestry to farming, it limits the expansion
of the forestry sector. In this way, it hinders any switch in land use
from cattle to forestry, reducing the potential contribution from

4 Though this will still be Jower than the very high level budgeted for 1999,




244 NATIONAL INVESTMENT PRIORITIES

the forestry sector towards reducing Ireland’s net emissions of
greenhouse gases.

If forestry is to be encouraged over farming it would make
sense to lower agricultural premia rather than increase forestry
premia. This is a matter for the EU Commission who have it within
their power to develop an environmentally more favourable
approach to land use by restructuring the incentives offered under
the CAP. This could be done in such a way as to leave the choice of
crop - be it forestry or livestock - to be determined by market
forces while still ensuring that farmers’ incomes are protected.

More emphasis should be placed on the positive contribution
that forestry makes to the environment in terms of being a sink for
CO, and other pollutants. The positive externality created by
afforestation is one of the principal economic justifications behind
the subsidisation of the forestry sector.

It is also necessary to tackle the question of the damage to the
environment due to the afforestation of unsuitable areas. Negatve
environmental impacts can be minimised by the use of a stricter set
of forestry guidelines to assess forestry premia and grants. It is
considered especially important to make sure that no planting
occurs in unsuitable areas, such as, for example in upland "peaty”
soils, due to the emissions caused by the afforestation of these
soils. If forestry and agricultural subsidies were to be synchronised
it would be possible to offer higher forestry subsidies in those areas
where afforestation yields the greatest net environmental benefits.
This would make agriculture more profitable in those areas where
forestry has a negative environmental impact.

The forestry measures proposed by the Department are
generally well designed and rtargeted towards long term goals.
However, it may well be the case that proposed investment
expenditure in the forestry programme are sub-optimal from an
economic viewpoint as foresiry provides a relatively cheap source
of pollution abatement.

Fisheries

Overall, concerns must be raised about the size of proposed EU
and public expenditure in relation to the value added in the fisheries
sector. It is not clear whether there is widespread market failure. In
the absence of such market failure it is not appropriate for the state
to involve itself in part-funding investment in the sector.

Irish fishenies policy is to a large extent determined at EU
level. Multi-Annual Guidance Programs (MAGP) specify target
reductions in fleet size, and national quotas are fixed at EU level.
The extent to which the goals of Irish fishing policy can be realised
thus depends partly on EU policy. In this context, Ireland should
use its position as an EU member to lobby for a Common Fisheries
Policy that makes the best use of the scarce fishery resource. In
particular, available biological evidence suggests that fishing effort
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for many stocks needs to be reduced to ensure the survival of the
resource.

Given the state of sea fish stocks, any further expansion in the
sector is likely to come through either the aquaculture or
processing sectors. As a result, the potential return from state
investment in the sea-fishing sector is likely to be low.
Consequently, some cut-back in expenditure seems warranted
although reduction in fleet size will entail a certain level of non-
discretionary expenditure (Table 4.31).

As in the case of dairy hygiene the question must be asked as
to why the state should fund a large expenditure on fleet safety,
renewal and modernisation. It would be more appropriate for the
state to deal with safety issues by strict regulation leaving the
industry to carry the costs of meeting the safety requirements. A
dynamic and vibrant fishing industry should be able to fund fleet
renewal and modernisation without substantial funding from public
or EU sources.

Questions also surround the extent of public and EU
investment in the aquaculture and processing sectors. Although
these sectors create employment in disadvantaged coastal areas, one
would wonder whether such a high level of expenditure is needed or
indeed justified? In seeking funding, the fish processing sector
should be treated on an equal basis with all other enterprises in the
less developed regions. The negauve externalities associated with
fin-fish aquaculture in terms of its detrimental visual impact and the
suspected damage to wild fish stocks suggests a lower level of
funding for such activities.

The Fishery Harbour Infrastructure measure envisages
substantial expenditure over the period 2000-2006. It should be
possible to raise a substanual proportion of the necessary
expenditure through charges to service users rather than having it
wholly funded by public and EU expenditure. However it may be
necessary to ensure that charges are not so large as to encourage
fleet relocation to ports wath lower end user charges. Thus it may
be necessary 1o phase in increases in port charges in order to
prevent any such fleet relocation.

There may be specific local circumnstances, such as absence of
viable alternative activities, which could increase the desirability of
investment in various aspects of fisheries in a particular locality. We
believe that such initiatives should be evaluated in the context of
the proposed Programme for Regional and Local development and
funded under it if they fulfil the criteria developed in that
programme.

General Summary of Recommendations

We summarise our recommendations in general terms in Table 4.30
and outline indicative spending for the period of the next Plan in
Table 4.31. Most of our recommendartions involve a better targeting
of measures. Hence, the majority of spending lines indicate “no
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change” in the overall allocation although individual recipients will
fare much better relative to the current operation of the schemes.
Given our recommendation that all local development measures
(including “rural development™) should be funded under the
proposed OP for Regional and Local Development, we have not
included provision for it here. As in the case of all other income
distobution issues, we leave detailed consideration of the income
distribution measures within agriculture to a different forum.
However, as discussed below these measures may have an indirect
impact on the productivity of the sector.

Supporting Measures

Redistributive Measures

Both the headage paymemts and the REPS payments are
predominantly programmes of redistnibution. REPS is classed as an
“accompanying measure” of the “MacSharry Reforms” and is
funded under FEOGA-Guarantee at the rate of 75 per cent:25 per
cent. On an annual basis resources now available for REPS
marginally exceed “headage payments” and they are expected to be
substanually greater over the period of the new NDP. If the
funding of “Headage payments” is switched from FEOGA-
Guidance to Guarantee the recoupment rate will increase for
Objective 1 regions although the position for regions classified as
“Objective 1 in Transition” is less clear at the time of writing. What
is also less clear is whether, under the next wave of negotiations on
Agenda 2000, it will be possible to completely “ringfence” the
payments in the overall negotiations on compensation.

White we classify these measures as being of a redistribunive
nature — a classification to some extent validated by the fact that
under the Draft Agenda 2000 they will both be funded out of
FEOGA-Guarantee ~ serious concerns are raised about the high
level of Exchequer funding which could be required over the period
of the Plan. We are especially concerned about the substanual sums
that could be involved in the case of REPS under some caleulauions.
Notwithstanding the fact that the Irish government is obligated o
have some type of agri-environment scheme under the Draft
Regulation, very serious questions must be raised about the scale of
resources which would be required under REPS up to 2006. The
question we must really ask is, even if we had no resource problem
at national level, are these the kind of schemes we would choose 1o
spend Insh taxpayers money on?

The “Headage” and REPS measures all have opportunity costs.
Unless we were to assume that these were the only EU schemes on
offer, it always makes sense to seek out a better use for the total
level of resources being expended within the State, regardless of the
contribution of Irish taxpayers. A second objection to these
measures is that they may frusirate desirable structural adjustment.




DETAILED PRIORITIES 247

In its current form “Headage” has significant adverse effects
on the environment as discussed in the MTE. REPS appears to
generate mamfest positive externalities through enhancing
environmental quality and with environmental cross-comphance
requirements. “Headage” payments could yield potenually similar
externalities. The question which can be asked is whether such
environmental measures are what ought to be prioritised. Surely the
greatest threat 10 environmental degradation is due to insufficient
effluent storage capacity. This would be far more effectively
addressed by measures specifically directed at pollution. At a more
general level we would be of the view that the objective of
promoting rural development would be better served by using the
sizeable exchequer sums earmarked for these schemes in, for
example, the development of rural infrastructure.

If the “Headage” scheme is to be retained and given the
requirement that some form of agri-environment measure must be
in place, we recommend that both measures should be targeted 1o
farmers on the basis of a total household income threshold. There
should also be some consideration to giving these schemes a greater
developmental focus by linking payments to cross-compliance
requirements such as farm retirement and leasing of land. Also, as
discussed in Section 4.7.2, these schemes could be designed 1o
facilitate the development of local faciliies for activities such as
walking and angling which would thereby bring a wider benefit to
the rural economy.

Other Measures

A competitive farming sector is vital to the development of rural
areas and agricultural policies which promote structural adjustment
can assist in supporting competitiveness. At the same tume it must
be recognised that these measures may be less important to the
long-run competitiveness of the sector than the behaviour of
macroeconomic variables, or, indeed as we argue below, non-
agricultural sectoral policies which, through their impact on
regional development, impinge on the rural communities.
Moreover, while it is outside our remit, it is important to recognise
that taxation measures which would be supportive of re-investment
within agriculture will also have a role in the policy armoury of
government. In particular we are of the view that the incorporation
of farms to enable the sector to avail of the 12.5 per cent rate of
corporation tax rate, as in other sectors, could prove an important
boost to enhancing on-farm investment.

_ Tt has also to be recognised that, while the broad direction of
EU policy is now evident, this ought not prevent the Irish
authorities from championing policies at EU level which address
the unique features and problems of agricultural producuon. As we
head towards greater price liberalisation it is inevitable that markets
will become more competitive. The inherent volaulity of markets
was the raison d’étre for the introduction of price support measures
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like the CAP. While the CAP instruments have left us with a legacy
of largely undesirable consequences, this does not take away from
the problem of the volatility of agncultural markets. This volaulivy
will re-emerge in time and will be costly not just to producers but
also to consumers. It is important that a nauonal position be
worked out, for instance, on the desirability and feasibility of
introducing schemes of yield and revenue insurance across the EU.

4.6.3 ENERGY AND TELECOMMUNICATIONS

While the bulk of investment in this field is still undertaken by state
companies the situation is changing. In the future the introduction
of open access in telecommunications will see many new private
companies entering the market. Whatever the ownership
characteristics of firms, we view this area of economic activity as
being purely commercial. In general, the appropriate level of
investment should be determined on purely commercial criteria and
hence funding should be raised by normal commercial channels,
with the costs of the investment ultimately being recouped through
user charges.

Current Actiity

While generally commercial in nature there has been some limited
state involvement in the sector in the current planning period.

The single biggest area of support for the energy and
communications sector in 1999, under the CSF wall be the
contribution towards the cost of a new peat generation plant (Table
4.32). There is also a significant provision under the information
society initiative. Overall the level of public support for investment
in the energy and telecommunications sectors is small relauve to
the total investment which is taking place.

Experience from Current CSF

As argued in ESRI (1993), these sectors are essentially commercial
and there is little evidence of market failure of a character which
would argue for state funding of infrastructural investment. In
particular, because of the negative environmental externahiues
associated with energy use, it is appropriate that the full cost of
provision of services (including environmental costs) be born by
consumers. Even where investment is necessary for environmental
reasons (e.g., in renewables) the costs should be charged to
consumers. Any state funding which served to provide a subsidy to
consumers would be inappropriate. Any such subsidy would send
wrong signals to consumers resulting in excessive energy
consumption,

Because of the undesirable side-effects of peat-fired electricity
generation, successive studies have recommended against this
investment. The MTE also questioned the support for the
renewables sector as at least one project was not experimental and
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the necessary costs should properly be charged to consumers. The
MTE also expressed some doubts about the energy efficiency sub-
programme in the current CSF because of uncertainty about the
efficiency and deadweight involved in these initiatives.

Table 4.32: Expenditure on Energy & Telecommunications, 1998 &

1999, £ million
1998 1999
Energy 9.4 3.6
Rural Networks 4 Q.0
Renewables . ) © 00 77
Energy Efficiency 48 34 |
Peat Generation 0.0 : 19.8
Cutaway Bogs 05 0.6
Comsnunications 146 309
Telecommunications 98 0.0
Information Society 0.0 309
{Postat Measure 4.7 5 0.0
Technical Assistance ) 0.7 1.1
Total 24.8 83.5 :

In the telecommunications area successive reports (ESRI, 1993
and Honchan, 1997) have recommended that increasing
competition in this sector (which is now current policy) is the best
strategy for ensuring adequate and efficient provision of services to
the economy. In this regard the ending of the derogation on
competition in basic voice telephony, at the end of 1998, is to be
strongly welcomed.

Priorities for Investment

Energy

As discussed in Chapter 3, the rapid growth in the economy will
require major investment in the electricity and gas industries over
the coming decade. The level of investment may be further
increased by the need to meet a number of environmental
objectives ~ on global warming and on emissions of other gases.
Commercial pressures will combine with these environmental
priorities to raise the economy’s dependence on gas and this will, in
turn, raise issues concerning security of supply and delivery of gas
and electricity. The level of investment by the industry in order to
meet all of these requirements will need to be quite significant
relative to the investment necessary in other areas of infrastructure.
However, in line with previous studies we recommend that state
support for investment in this area is not warranted - consumers
should pay the full costs of necessary investments. In line with the
“Polluter Pays Principle” they should also pay for the cost of the
investments which will be necessary to meet the wvarious
environmental objectives set for the sector. As a result we
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recommend a reduction in investment in this area over the next
CSF (Tables 4.33 and 4.34).

The only areas where some support could be justified is where
market failure 1s clearly demonstrated in particular market
segments. While Scout (1996), does suggest some element of
market failure in the energy efficiency area, state intervention is still
only justified if there is a clear programme which gives a reasonable
prospect of dealing with the market failure. The MTE of the
current CSF suggested that the current programme was not fully
satisfactory in this regard.

Table 4.33: Priorities in Expenditure on Energy &
Telecommunications, 2000-2008

Area " "Recommendation
Energy Decrease
Communications. Decrease

Table 4.34: Indicative Spending on Energy & Telecommunications,
2000-2008, £ million, 1999 prices

1858 1989 2000-2008
Energy 94 s 5.0
Communications 152 39 1.0
Total 246 83.5 18.0

In the case of gas major additional investment in transmission
will be needed in the next planning period. This new investment will
be needed to cater for increased demand, especially from the
electnicity sector. However, the potential gas find off the West
coast gives rise to considerable uncertainty as to what i1s the best
way to proceed.

While it had been proposed to possibly extend the availability
of gas to the West it is clearly inappropriate to do so at present. As
mentioned above, the prospect of a gas find off the West coast
leaves open the possibility that such an extension could be carried
out quite cheaply. In the absence of such a find it would appear that
such an extension would not be justified on cost grounds, as it
would absorb scarce resources which could be better spent in
promoting regional development in other ways. Certainly, the
prospect of a new find makes the option value of delaying any
decision on a further extension very high.

Depending on the outcome of exploration off the West coast
there is likely to be a need to build further pipe-lines to the North
and to Britain (or even the Continent) to ensure adequate supplies
in the future. There will also have 1o be a strengthening of the
internal transmission system. However, in all cases the cost of the
necessary infrastructure should be funded in the normal
commercial manner with the full costs of providing for the
infrastructure being recovered from user charges.
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Communications

It is generally considered that there is no need for the provision of
public funding to support investment and development in this
sector in the future. Competitive market enterprises and domestic
and international capital markets are considered 1o be well placed 10
provide these infrastructure services mthout direct Government
intervention in their financing.

However in two particular segments of the market, because of
the possibility of market failure, there may be some role for public
funding or support for specific service provisions.

In line with the submissions of many regional authorities, there
may be a case for supporting the extension of “broad-band” access
to key regional hubs at a more rapid rate than would be dictated by
market forces. This provision might be justified 1o facilitate the
achievement of a better spaual distribution of future economic
growth (See Section 4.7 on Regional Policy). However, the number
of additional regional hubs which might benefit from this provision
is likely to be small. The most efficient method of providing access
to less densely populated areas may involve new technology
including Wireless Local Loop (WLL).

If it is felt necessary to provide limited support to speed the
extension of the broad-band network for regional policy reasons,
this can best be funded under the proposed programme to promote
regional development. In implementing such a subsidy scheme care
should be taken to ensure that it is done in a manner which
enhances the possibility of competition. The model used for
inviting competitive tenders for renewable energy projects could
provide a useful model in designing any regional policy subsidy
scheme in the telecommunications sector.

The second area where some limited state intervenuon may be
justified is in promoting the interconnection of Ireland to the major
world telecommunications network. The existing band-wadth
available between Ireland and the rest of the world is quite limited
and is not adequate for developing areas of business. While
commercial forces could see the necessary additional band-width
being provided to facilitate the establishment of major new
telecommunications based projects in Ireland this is by no means
certain.

Because of the commercial risks involved ansing from
uncertainty about the necessary demand, it may be desirable for the
state to share some of the risk inherent in such investment. If this
is required, it will be important to structure the support in such a
way that it promotes competition and also minimises the likely cost
to the exchequer. In intervening in this sector there should be a
reasonably good prospect that the state will recoup its investment
in the long run.
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Supporting Measures

Energy

The role of the state in this sector is to act as ring-rnaster with the

following objectives:

*  VWhere possible bring about competition ensuring that energy
services are provided at minimum cost to consumers
commensurate with full cost recovery (including environmental
costs).

* Where competition is not possible to regulate the industry 1o
ensure that the cost of energy production 1s minimised.

* To ensure that the system develops in such a manner as o
provide reasonable secunty of energy supply and delivery 1o
Irish consumers.

The long-term objective of public (and EU) policy on energy is
to try and ensure the development of competition in the scctor.
However, given the nature of the industry, inevitably significant
parts of the industry - transmission and distribution ~ are natural
monopolies and should remain in state ownership. In the case of
electricity generation there is a potenual for competition to
develop. However, experience with different structures in Northern
Ireland indicates that this need not necessarily happen even with
private sector involvement. Because of the small scale of the
industry here, competition is much more likely to occur in the
Republic and Northern Ireland if there is a move towards a much
more co-ordinated development of the industry on the island.

The possible advantages from a growing co-ordination of the
energy systems on this island probably offers the best possible
return on any potential project aiming to promote economic co-
operation between the North and the South. If properly
implemented it could give rise to substanual savings in the very
long run for consumers in both jurisdictions.

To allow competition to develop in Ireland, it will be necessary
to strengthen the electricity and gas transmission systems on this
island, moving towards full co-ordination of the two independent
systems. The strengthening of the transmission systems will require
substantial investment. However, because of the current system of
incentives for the major players in the industry, this investment
may not be forthcoming without co-ordinated intervention by the
relevant government authorities, North and South of the border.
The transmission system must be put in place to allow competition
to develop. In addition, the rules which would need to be observed
by the (monopoly) operators of the transmission systems in the
two jurisdictions will have to be co-ordinated in order o ensure
that the right market signals are provided to potential market
entrants.

Where (t is not possible to ensure competition through the
entry of a number of different players into the market, it is
desirable that the state, as regulator, should take the alternative




DETAILED PRIORITIES 253

route (as discussed in Chapter 3), of requiring monopoly operators

to contract out the bulk of the services which they use. For

example, the installation and maintenance of pipes and wires should
be subject to a tendering process with the work being undertaken

by private sector companies competing for the business. Such a

process would increase the transparency of the accounts of

monopoly operators, facilitaung the work of the regulatory
authorities.

If energy is to be supplied at minimum cost (including
environmental costs) to consumers in the next decade, the national
plan must target four key areas. None of these are likely to lead to
significant expenditure by the state:

* The co-ordinated development of the energy transmission
system on this island.

*  Regulation to ensure that environmental objectives are met at
minimum cost and that these costs are borne by consumers.
(This wll involve regulations concerning renewable energy and
energy efficiency together with appropriate charges or taxes.)

e Regulation to ensure the security of energy supply and
delivery.

»  Regulation to encourage the development of competitive
markets in different aspects of the industry (generation,
maintenance, etc.).

Finally, if EU funding were available outside the CSF process
for strengthening energy transmission on the island through
developing interconnection, this might prove attractive. This was
the case with the gas pipeline to Scotland built between 1992 and
1994.42 At present such an outcome seems most unlikely.

Under no circumstances should EU funding, which might be
applied to other purposes, be used to fund investment in energy
infrastructure in Ireland. Such a move would waste a very scarce
resource and it would involve the subsidisation of energy
consumption - an essentially polluting activity.

Telecommunications

There has been a major change in Ireland’s policy position with the
recent rescinding of the government’s derogation from
liberalisation in basic voice telephony. Competition began from the
end of 1998 (rather than the beginning of 2000). Already, there has
been competition in the provision of telecommunications
infrastructure, since 1997. As noted above, many countries have
recognised the scope for the provision of telecommunications
services on a competitive basis by private commercial operators and
many of the monopolistic market structures are being reformed to

2 There is however a danger that because it would affect Ireland’s net credit/debit
position wis & vis the EU, there could be possible knock on cffccts on budgetary
contributions.
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this new liberal market model. In Ireland, a number of recent
reports have pointed 10 certain concerns regarding the
competitiveness of the Irish telecommunications sector, both in
terms of pricing of basic services and the pace of innovation
regarding advanced communications services.

It 15 considered that the current policy approach, based on
liberalisation and the establishment of competitive markets in both
infrastructure and services supply, will lead to substantial new
investment by private secior companies, which will result in
improvements in competitiveness. Indeed, there is evidence already,
in anucipation of competition, of significant reductions in basic
telecommunications tariffs, by the incumbent supplier, Telecom
Eireann. Government has announced already that it intends to
privatise substantially this entity and its partly owned subsidiary
Cablelink (which provides cable broadcasting services). An effect
of this will be to focus public policy on regulatory oversight of the
sector. In this regard, an Office of the Director of
Telecommunications Regulation (ODTR) was established in July
1997.

For the future, it 1s considered that the main focus of public
policy should aim to bring about a competitive market structure
and also facilitate the convergence between telecommunications and
broadcasting services, which is occurring internationally. A critical
element in securing this outcome will be the interconnection
regime, which will be established between Telecom Eireann and
other infrastructure and service providers. The issue of Universal
Service Obligations (USO) in terms of their cost and financing, wil
have a significant bearing on the effectiveness of the new regime.

Finally, there is also an urgent need for the authorities to
regulate the introduction of new ducting to facilitate competition in
major urban areas. The current unregulated approach will involve
higher overheads for service providers (and customers) and it is
imposing substantial disruption costs on the population, some of
which could be avoided through appropriate regulatory action.

4.6.4 TOURISM

Support under the Current CSF

Excluding expenditure in training, which was dealt with above in
Section 4.4.2, the Tounism Operational Programme (OP) is of
medium size, accounting for £86 million of expected CSF
expenditure in 1999 (Table 4.35). In addition to the Tourism OP
itself, tourism-related spending is co-financed under about eight
different OPs or Community Initiatives (CIs). Indeed, spending in
almost any of the OPs and Cls could impact on tourism. This has
resulted 1n a scattershot approach to Tourism, which was criticised

by the Mid-Term Evaluation of the CSF.
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There are four sub-programmes, the first (National and
Cultural Tourism), helps with the funding of publicly-owned
facilivies, including the major museum construction projects,
national monuments, canals and national parks.®* The second and
the largest measure in the OP (Product Development), is a grant
facility for large “flagship” projects. The third sub-programme is
for marketing and finally there is assistance for training.

Table 4.35: Public Expenditure on Tourism, 1998 & 1999, £ million

1998 1999 |
Product Development 371 72.7
Large Tourism Projects 6.2 458
Tourist Information/Heritage Projects 12.1 1.4
Tourism Angling 4.1 7.3
Special Interest Holiday Facilties 7.6 5.3
Specialist Accommodation — Related Developments 5.4 1.8
Tourism & the Environment 1.8 12
Marketing 12.1 118
USMI/OTMI and Other Initiatives 52 5.2
Management Board 6.9 6.6
Technical Assistance 1.3 1.1
Total 50.6 85.6

Lessons from Current CSF

Primary concerns have centred around:

*  Understanding the degree to which growth in tourism is
attributable to public spending supports and in particular, the
extent to which the sector can operate without exchequer and
EU assistance.

*  Given emerging problems of congestion, there is a need to
identify the appropnate strategies for focusing future growth
and management policies (including measures to relieve
anticipated congestion) without harming the environment,
which otherwise, would have adverse long-term repercussions
on tourism.

* The need to achieve a better seasonal and regional spread in
tourism numbers and revenues.

Current CSF support has raised concerns under a number of
headings. For example, the sub-programme for National / Cultural
Tourism has come in for criticism on the grounds that many of the
projects being financed are more in the nature of conservation of
local heritage rather than being likely to achieve a significam
increase in tourist revenue. This judgement may be a little narrow,
given the long-term focus of many of these projects, and the fact

4 Note, this has been reallocated 1o Section 4.3.4, on Social and Recreational
Infrastructure.
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that a legitimate though non-tourist public purpose is being served
by their completion. As discussed above, there may be grounds for
supporting such projects because of their wider value in providing
services to the population as a whole.

The Product Development sub-programme provides grants for
large flagship projects. Such grants can be rationalised on the basis
that there is a presumption that the positive externalities which
result from such projects may not accrue to the promoters. It had
been envisaged that, apart from the proposed National Conference
Centre, these projects would be located away from traditional
tourist centres, but in many cases the projects being grant-aided are
in areas already threatened with congestion, and hence, the
externalities associated with these could turn out to be negative
rather than positive. Other measures under this sub-programme
have received a mixed rating from the MTE. A danger of debasing
the “heritage town” designation has to be noted; as are the
problems of making the Angling measure more effective, against a
background of declining angler numbers and image problems.+

On the other hand the grant schemes for special interest
holiday facilities and accommodation look like being greatly
oversubscribed. Flowever, it can be questioned whether the use of
public funds is necessary for grant aiding cruising, saling and
golfing facilities, which are predominantly privately profitable and
whose externalities need not necessarily be posituve. Finally, while
tourism is job-intensive, the estimated cost-per job created in
tourism by the OP is, at £30,000, rather high. Furthermore,
deadweight and negative externalities of a quite serious type seem
1o pervade the OP. Therefore, it is recommended that schemes
having these characteristics should be phased-out.

Priorities for Investment

As with support for industry, it is considered that the opportunity
should be taken to streamline and focus support for tourism in the
context of a lower overall level of support. The Department of
Tourism, Sport and Recreation, is aware of the fact that most
future investment projects will need to be financed from the
industry’s own resources. However in order to achieve the
objective of obtaining a better regional spread in tourism numbers
and revenue, it will be necessary to seek assistance so as to help
smaller firms in less developed areas. Over the next decade the
Department has recognised the need to target support towards
what are referred to as the “undeveloped and developing” tourist
regions instead of “developed” regions, so as 1o avoid deadweight
investments. This will contribute to the programme to promote
balanced regional development.

“ We note however, that the previous argument concerning nen-tourist public
purposes could apply here, in the case of angling,
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The main change should involve restricting support to only
those measures which overcome identified market failures, which
otherwise would have the potential to significantly impair future
growth in the sector. These latter supports should comprise
provision of public goods measures and limited targeted
interventions, which assist with the integration of the social and
recreational needs of all of the population and not solely those of
(visiting) tourists. Such an approach will necessitate an emphasis
being placed on the creation of public-social, recreational and
leisure infrastructure, which is not capable of being provided
adequately in a commercial market environment. Other main
priorities in relation to tourism development are considered to be:

* A marketing challenge exists in terms of increasing tourism

revenue rather than just visitor numbers, as well as in also
helping to achieve a better seasonal and regional distribution of
demand for, and supply of facilities and attractions. It is
recognised that there is considerable room for improvement in
these areas.
The achievement of better access, improved regional access (by
air), improved internal access, e.g., within region coach/internal
transport and better transport infrastructure. Certainly, the
Irish Tourist Industry Confederation (ITIC), has stressed that
access to the regions must be improved in order to atiract more
tourists away from Dublin. Finally, the issue of ground-access
to Dublin airport (as mentioned in Section 4.3.2) is now of
critical importance given the significant growth experienced in
recent times at the airport and with further large increases
expected over the next decade.

The creation of a “Tourism Marketing Fund”, as put forward

by the Department of Tourism, 1998, in their paper, “Strategy

for Tourism Development in the context of EU Structural

Funding 2000-2006”. This fund would seek to promote the

whole island of Ireland in the major foreign markets, financed

from both EU and domestic sources. Certainly, in light of
recent developments in the North, there would appear 10 be
considerable potential in this area.

Achievement of better environmental and traffic management,

especially in areas which have become congested or which are

suffering environmental degradation (see Section 4.3.2).

A challenge exists in identifying those locations and regions in

which to develop and promote tourism “clusters and attractors

(including specialist holidays)” which have the capacity to

attract high value customers.

Table 4.36: Priorities in Expenditure on Tourism, 2000-2006

Area : . Recommendation

Product Development Reduce
Marketing Reduce
Tax relief : Abolish
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ITIC has recommended a public private parinership approach
involving shared responsibilities for the development of the sector
in the interests of direct and indirect stakeholders. It is considered
that such an approach could be beneficial, particularly in identifying
public goods functions which could be provided for by the State,
such as environmental and traffic management infrastructure, as
well as in the developing and marketing of cultural and recreational
facilities. On the other hand, such an approach would also be useful
in idenufying the facilities and attractions which could and should
be provided for by commercial operators.

Table 4.36, above, sets out our priorities for investment under
the next plan and an indicative budget is suggested below, in Table

4.37.
Table 4.37: Indicative Spending on Tourism, 2000-2006, £ million,
1999 prices
' 1998 1999 zoo"b‘-’ib"s}
!
Product Development 371 727 300
Marketing 12.1 118 90
Technical Assistance 13 1.1 10
Total 50.8 85.6 40.0 ;

In line with the general approach being proposed in relation to
other productive sectors, it is considered that the revised estimates
for the shadow wage as proposed in Chapter 3 should be applied
when appraising capital investment projects in this sector. In
addition, there should be a phasing-out of passive subsidy
measures. As regards infrastructure projects, which are supportive
of cultural, artistic or leisure activities (which have now been
reallocated to Secuion 4.3.4), it is important that the expected
external benefits arising for tourism should be identified. While
difficult to encapsulate in quantitative terms, it may be appropriate
to judge the effectiveness of such proposals in terms of the extra
private sector investment, which can be associated with
infrastructural developments.

Supporting Measures

It is recommended that all assistance through the tax system should
be phased out. Instead, where it is justified because of market
failure considerations, a subsidy would be much more appropriate.

Finally it is recommended that current practice of a dedicated
OP for Tourism should not be maintained in the future. Rather it is
proposed that in evaluating investments in the -category
Recreational & Social Infrastructure separate consideration, where
relevant, should be given to estimating the value of potential
external benefits and costs in the tourism sector from these
investrnents. (See Section 4.3.4).
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4.7
Regional
and Local

Development

47.1 PROGRAMME FOR PROMOTING REGIONAL
DEVELOPMENT

Programme for Promoting Regional Development

The implementation of a nodal strategy will require investments 1o
be prioritised towards the selected centres. It must be seen as a
long-term strategy for promoting balanced regional development as
the benefits from stronger nodes will inevitably take uime to come
to fruition. The national programme of investment will be the most
important instrument in promoting this process.

Recent experience suggests that, while public investment has,
in practice, been biased towards the less developed regions, this has
proved insufficient in bringing about a significant improvement in
convergence, as measured by output per head figures. However,
much greater success can be seen when regions are compared on
the basis of income per head.

The Government has recently decided to divide the country
into two regions and a separate study to develop individual
programmes for these two regions has been commissioned. Here
we concentrate on the broad outline of a strategy for promoting
balanced regional development. As outlined above, we assume that
all the elements of the National Development Plan take account of
the need to promote a nodal strategy as a means of promoting more
balanced regional development. We also make a special additional
provision, which would be allocated to the programme for the least
developed region, in addition to the resources available at a national
level. The individual programmes for the two regions will then
group together relevant elements from the national programmes,
discussed above, together with plans for the expenditure of this
special allocation in the least developed region.

Table 4.38: Indicative Spending on Regional Development, 2000-
20086, £ million, 1999 prices

1998 1999 2000-2006
Annual Average

Total 0 0 100 i

Table 4.38 sets out our recommendation on the indicative
additional funding level for the least developed region. While the
bulk of the funding under each programme will be determined on
broad national criteria, under the programmes discussed above, this
provision will assure additionality — that special resources are
targeted at the problems of the least developed region. Such
investments should help the selected nodal centres in that region 1o
act as hubs for the development of the region.

The effectiveness of this proposed programme would be
enhanced by the supporting measures, described elsewhere in
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Chapter 4, designed to make the cost of using urban infrastructure
transparent. To alleviate the problems caused by congestion,
especially in Dublin and other major urban areas, an appropriate
form of congestion pricing needs to be implemented which has to
be coupled to irnprovements in public transport. In the case of rural
areas the cost of servicing dwellings outside the existing village
structure is high and the planning process should also aim 1o
bolster the role of villages in the countryside. By ensuring that the
relative costs of living in the most developed and least developed
regions better reflects the wider cost o society, individuals’
decisions in response to relative price signals will contribute to the
process of convergence.

In the less developed regions it is important that the selected
nodes adequately link with other nodes as well as their hinterlands.
This will require improvements in road infrastructure to facilitate
greater mobility to and from the targeted centres. While the
national investment programme will deal with most of the road
needs of the relevant regions, the suggested Regional Development
programme can help finance additional links which are considered
especially important to developing the specified nodes.

While there may also be a need for special investment in the
relevant regions in water and sanitary services, the existing national
programme seems likely to meet any major development needs in
this area. In general, as in the rest of the country, these services
should be charged for, with such charges reflecting the cost of
dispersed, low density development.

The social and recreational infrastructure of the chosen nodes
may well need improvements requiring additional investment. This
investment can play an important role in increasing the capacity of
the centres, 5o as to enable them to develop, as well as in enhancing
their attractions for mobile skilled workers. If PPPs are used to
fund such investment this will ensure that facilities are only built
where there is sufficient demand. Such projects might encompass
the full range of social, cultural and recreational areas identified in
Section 4.3.4, including local theatres, museums, libraries and
sports facilities, as well as urban renewal and conservation. As
discussed above safeguards will have to be put in place to ensure
that this expenditure involves minimum deadweight and
displacement of existing activity. This investment should be
concentrated in the nodes to enable them to become focal points
for their hinterland. Consideration should also be given to making
the facilities at the nodes accessible to a wider hinterland.

Targeted interventions in the area of Human Resources should
continue to be mostly concentrated in designated parts of the larger
urban centres where the problems are most acute. Higher per capita
levels of support may be necessary in more sparsely settled rural
areas in order to overcome transport costs. There is no need for
additional universities or third level instututes. However,
consideration should be given to proposals where existing
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universities/institutes can become hubs for out-reach centres
through which programmes can be delivered to those living in more
remote areas.

We have recommended that at the national level invesiment
supports to the commercial sector should generally be phased out
over the next planning period. However, we recommend that
limited support might be maintained in the less developed region.
This support will have to conform with EU guidelines for such
subsidies. For the least developed region it might provide a useful
addivional instrument in encouraging more rapid development.
However, it is likely 1o be a less important instrument in the future
than in the past.

“Natural and Cultural Tourism Product Development” should
be targeted towards locations in the weaker regions where there is
the potential 1o (and where investments in such projects could
help) kick-start the local economy if they are part of a
regional/local strategic development plan. As in the general
commercial area, we are recommending a phasing out of subsidies
(and tax relief) to the tourism sector at a national level. However,
there are significant parts of the less developed regions which,
despite their potential, are also less developed in tourism terms.
There too, some continuing support through the Regional
Development programme might be acceptable.

Finally, the submissions from the regional authorities suggest
that access to broad-band telecommunications is a prority. If
commercial forces do not deliver such access to the key nodes in
the less developed regions within a reasonable time-scale then the
Regional Development programme could provide support for this
purpose. However, it should be delivered in such a way that 1t
enhances competitive forces and the benefits of such investment
should be targeted at the key nodes. The issue of wider access to
broad-band telecommunications in rural areas can probably best be
tackled through developing an appropriate strategy on radio-
telecommunications systems, including the provision of digital TV
services.

Most of the proposed investments will be funded under
various national programmes ({e.g.,, the Industry or Tourism
programnmes or under the Transport and HMuman Resources
programmes), and it will be necessary to ensure that there is cross-
compliance between the measures in these programmes and the
spatial planning objectives. This will ensure that these measures
work in a complementary rather than in a counteracting way. The
implementation of a nodal strategy will require a high level of co-
ordination and integration across programmes and regions. It is
therefore crucial that a formal structure for such co-ordination be
introduced. This might require a particular government department
to be put in charge of the overall programme. A formal structure
for inter-county co-operation may also be required.
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Supporting Measures

It is important that prices for infrastructural services, both within
and outside of the underdeveloped region should generally reflect
the true cost (including environmental cost) of providing them.
Exceptions can be made on social grounds for certain key services
such as access by households to electricity and telecommunications.
For the commercial sector no such arguments apply. If economic
growth is to be sustainable, regions should play to their strengths,
hence, we should not be not trying to “subsidise their weaknesses”,
so to speak. The use of scarce funds to subsidise expensive inputs
rather than to develop the skills and facilities that exist in the
regions would result in a continuing dependency on such subsidies.

The dispersed location of dwellings in rural Ireland imposes
significant additional costs in providing vital services. The relative
weakness of the village structure in Ireland 1s in marked contrast to
other EU countries. At the margin, policy should aim to develop
the willage structure through appropriate signals. The
implementation of measures to deal with this problem is
particularly justified in the case of holiday houses or second homes.

As with the provision of many other types of infrastructure,
the Regional Development programme should ensure that all other
instruments of policy are harnessed to encourage appropriate types
of investment. For example, in agriculiure the REPS scheme should
incorporate a provision requiring recipients to co-operate with the
local community in providing facilities which will promote local
tourism. This could centre around the development of local walk-
ways and access to the wide range of archaeological and national
monuments which are dotted around the countryside.

As with all the other programmes, we follow the
recommendations of the Commission on Taxauon in advising
against the use of tax incentives to promote regional development.
The proposed Regional Development programme should be
adequately funded so that it can encourage the provision of
necessary infrastructure when and where it is required. The many
disadvantages of tax based finance make it a very inefficient tool for
developing the regions. In particular, once a tax-based scheme 15 set
up, there is little or no scope to further influence the nature of the
development which is being funded. In the case of direct provision,
or provision through PPPs, there is a much better chance that the
nature of the infrastructure will better meet the needs of the local
community.

4.7.2 LOCAL, URBAN AND RURAL DEVELOPMENT

Research indicates that, while poverty occurs in specific pockets, 1t
is a nation-wide problem. This is a point which was emphasised in
the submission by “The Combat Poverty Agency™ It is not the
case that it can be solved by specific local solutions; it requires
national programmes (Nolan, Whelan and Williams, 1998).
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However, there is also extensive evidence that circumstances differ
considerably from community to community and that many
national programmes will not meet many of the needs of the
disadvantaged areas unless they are suitably taillored. While
targeting in this way may have a high success rate in terms of
avoiding dead-weight, it may not reach all of the target populauon.
Nonetheless, local development has played a useful role in recent
years in targeting areas of disadvantage. For the future its primary
focus should remain on such problem areas in both urban and rural
communities.

Local development has been promoted throughout Ireland
over recent years - indeed the models that have been pioneered in
this area by some local partnerships have attracted a high level of
international interest, In rural areas a range of programmes under
LEADER have supported new measures aimed at moving
development in local communities towards a more sustainable
model.

The local development agenda is broad, extending from micro
enterprise support to community development, measures 1o
overcome social exclusion and measures to enhance the quality of
the environment. The programmes have provided an opportunity
for representatives of the local population to work in partnership
with the statutory agencies and the social partners devising and
implementing local action plans. In this respect the local
partnerships (County Enterprise Boards, LEADER Companies and
ADM assisted Groups in designated-disadvantaged areas) have
introduced an innovative component into the institutional support
system. They have also responded to gaps in the support sysiems
by carving out their own niches.

Current activiry

Under the current CSF expenditure, the Local Development OP is
expected 1o amount to £71 million in 1999 (Table 4.39), of which
£33 million is related to support for local enterprise (including
Gaeltacht development), and £35 million for measures broadly
aimed at tackling social exclusion. Expenditure on rural
development, primanly under the LEADER programme, is
expected to amount to £52 million. The full details are set out in
Table 4.39.

Lessons from current CSF

Local Development Programmes

The local development programmes have atiracted some adverse
commentaries. Most notably, concerns have been expressed over
the absence of democratic accounuability; in some instances, the
weak, or indeed almost non-existent, links with the Local
Government institutions; the potenuial for duplication in the
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provision .of supports; and the perceived inadequacy of local co-
ordination mechanisms. The mainstream local development
programmes, (Operational Programme for Local Urban and
Regional Development and LEADER) complemented by others
such as the village and urban renewal programme, are for the most
part delivered by separate local partnerships and also administered
in different ways by the central departments. In one instance they
are administered by an intermediary body, at arms length from the
parent department. This administrative system is widely regarded as
unsatisfactory. The MTE also commented on the significant
organisational weaknesses in the programme. Recent proposals to
address the issues in this area are considered in the section on
institutional arrangements.

Because the interventions under this programme were
relatively new and innovative the MTE of the CSF did not have
available to it strong evidence on their effectiveness. In the case of
the enterprise supports the MTE found that over half were not in
internationally traded sectors and it went on to say that “it is hard
to see the logic behind these grants” (p.112) because of the danger
of displacement. In the case of the sub-programme for support of
disadvantaged areas the MTE felt less stringent criteria might apply.

Table 4.39: Public Expenditure on Local and Rural Development,
1998 and 1999, £ million

1998 1999
Local Development 59.7 71.0
Sub-programme 1 17.7 18.5
Enterprise Plans/Promoting Enterprise Cutture 05 0.4
Business Information, Advice, etc 24 23
Financial Assistance 12.8 136
Management Development 21 21
Sub-programme 2 273 s
Measure 1 14.7 18.7
Measure 2 128 14,2
Territorial Employment Pacts ERDF 0.0 0.8
Territorial Employment Pacts ESF 0.0 0.8
Sub-progranune 4 1.1 3.9
Technical Assistance ERDF o8 33
Technical Assistance ESF 0.4 0.5
Gaeftacht Development 13.6 14.2
Rura! Development N3 5§9.6
Other Capital — diversification 7.1 7.3
LEADER Il 242 522
Totat 210 1305

Rural Development Programmes

Under the current CSF a vaniety of innovative local development
models have been supported. The most important of these have
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been the Partnership Companies, the County Enterprise Boards
(CEBs) and the LEADER II Companies. There has been some
obvious cnticism that the multiplicity of such agencies has resulted
in overlapping actions and hence inefficient outcomes.

As with the Local Development QP, our primary concern is to
identify the market failure which is being addressed by the
interventions supported by these agencies. In broad terms these
agencies provide enterprise supports, mainly through grant aid to
micro enterprises and they also support what has come 10 be
termed “capacity building” activity. We have two concerns with the
supports for micro enterprise. The problem of deadweight and
displacement is endemic in such supports, especially where several
agencies are to some degree involved in disbursing such supports.
We acknowledge that micro enterprises may face capital
constraints, especially in the “start up” phase but strongly suggest
that the most effective way to address this possible “market failure”
is through loans and equity rather than grant aid. This would
minimise the risk of creating a “dependency culture”.

Micro enterprises may also experience severe disadvantages in
the areas of management and” marketing supports. Local
development initiatives directed towards upgrading the
management resource (PLATO and mentoring schemes), and
supports for the collective marketing of goods and services of
micro businesses may be cost effective and hence menit a higher
priority in the next CSF.

Prionities for Investment

Local Developmenc/

Local, Urban and Rural Development should continue to be
supported as part of a separate programme for regional and local
development, which complements the supports provided under the
mainstream programmes. The local development agenda should be
clearly defined in order to establish precisely the target groups for
support and to identify what the most appropnate actions at this
level are. These include targeting the specific needs of
disadvantaged communiues in both urban and rural areas; local
animation and capacity building activities such as localised one-
stop-shop business information services. While there are
differences between local partnerships and LEADER groups in the
effectiveness with which they are meeting local needs, the lessons
from the evaluations of more experienced groups are that they are
adding value to the existing support systems, that they are
facilitating agencies such as the Local Authorities to realise their
own objectives and that they manage to lever resources from other
agencies, as well as from private and voluntary sectors.
Consideration should be given in the next planning period
aimed at achieving a more rational structure for the management of
local development (partnerships, county enterprise boards, etc.).
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As discussed below, this should deal with problems, such as the
duplication of effort by different departments, as well as tackling
the wider problems which are associated with a proliferation of
local and regional agencies, all with access to funds. While this
proliferation of local agencies also reflects differing objectives
among the agencies, there is a clear need for a more rational
approach which preserves the need for increased democratic
accountability while allowing local involvement.

One approach might be for the local development programmes
to concentrate on delivery of schemes which are funded at a
national level. By tailoring the national measures to meet specific
local needs this would enhance the measures’ effectiveness. Under
these circumstances there would not be a need for major funding
for local development, the funding coming from the national
programmes. An alternative approach would be for the local
development agencies to “buy” services from relevant government
departments or agencies (e.g., Education — home liaison, Enterprise
and Employment — training etc.) and suitable private sector service
providers.*s The departments and state agencies would then be
required to recoup their costs through “sales”. On balance, only the
first of these approaches seems practicable in the Irish context.

If the first of these models was adopted it would ensure that
the main government departments would have an incentive 10
provide services where they are needed and it would ensure that
local invelvement would enhance the efficiency of delivery and the
effectiveness with which funds are used. In the case of the local
development agencies, by providing national schemes and back-up
there would be an assurance that common standards are applied in
different communities.

As discussed above in Section 4.4.1 on Educauon, we
recommend that where additional funding is given to schools,
especially second level schools, programmes aimed at tackling
disadvantage, proposed by the school, would have to be agreed with
both the Department and the local partnership or some other local
body. The local development body would then have the role of
monitoring the schools’ performance to see that programmes were
followed and that resources were effectively being deployed to
meet the agreed objectives.

Such a model could also be applied in the case of support for
training and for the proposed measures under the indusiry and
services programme to aid indigenous industry. In each case the
local development group would be given leverage through the
requirement that their agreement be forthcoming to proposed
expenditure. This would give them the power to influence how the
measures are deployed within the local community. Meanwhile, the
government agencies supplying the services would have the role of

4 see the NESF Report No. 4 on Ending Long-Terrn Unemployment.
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ensuring that national criteria aimed at minimising deadweight and
displacement are implemented.

This model would mean that the local and rural development
agencies would probably need less direct funding in the next
planning period, while at the same time, having access 1o a much
wider range of services. In this case the cost of the services
provided would be substantally carried by central budgets.
However, there will probably still remain a role for direct funding
50 as to allow innovative programmes 1o be piloted and 10 meet the
very specific needs of certain severely disadvantaged communities.

Both the Departments of Justice and Tourism, Sport and
Recreation are concerned to ensure that the different schemes for
disadvantaged youth should be reconstituted into a more focused
and integrated programme covering measures related to the labour
market, drug abuse and youth services and facilities generally.
Given the interrelated problems of disadvantaged young people in
deprived localities, it seems appropriate that these supports should
be run in a co-ordinated way. Provided that there is a co-ordination
of effort between the two Departments this would seem a suitable
scheme for specific local funding.

Another possible areas where new schemes could be piloted in
disadvantaged areas could include the area of childcare. This was
suggested by the “National Women’s Council of Ireland”, in their
submission on the National Plan and the IFA submussion also
mentioned it as an issue in rural areas. The labour force
participation rate of women with very limited education s sull
extremely low, probably partly because of the costs of childcare
(Fahey and Fuz Gerald, 1997). Any such iniuative targeted at
disadvantaged areas could meet a number of objectives in terms of
tackling social exclusion, while simultaneously helping to relax a
potential labour supply constraint.

If such a model is followed, the resources available for local
development could be increased by giving the relevant agencies
access to national resources, as indicated in Table 4.40. With this in
mind in Table 441 we recommend some reduction in direct
funding. However, if the above model were fully implemented then
the direct funding could be substantially reduced.

Rural Development

Earlier in this chapter when considering regional policy we argued
that non-agricultural policies (especially in the areas of transport
infrastructure, telecommunications, recreational infrastructure,
etc.) ought to be targeted in such a way as to promote key
towns/cities as development nodes throughout the country. These
towns, through a “hub and spoke” mechanism would become the
development centres for their rural hinterlands. We accord a
dominant role to these non-agricultural secior polices in the
promotion of local development of which rural development is one
dimension, the other being urban development. However, we also
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recognise that there are certain rural and urban areas that suffer
particular problems of disadvantage that might benefit from
additional targeted area-based interventions.

For farmers with small holdings agricultural sector policies,
even if targeted as we proposed in Section 4.6.2, will at best have
only a marginal impact on their capacity to earn viable household
incomes. It is apparent that for such smallholders their abiluy to
earn a sustainable livelihood in rural areas will depend very much on
the available opportunities for working either part time or full-time
off the farm. To secure the wiability of rural populations and
communities it is not necessary nor would it be feasible for off-
farm employment 1o be in plentiful supply in all rural areas. The
aim should rather be to ensure that most rural areas would be
within reasonable commuting time of employment centres. This
accords with some of the suggestions put forward by Irish Rural
Link in their submission on the Naticnal Plan.

We strongly recommend that all measures that are not strictly
related to the agricultural sector should be channelled through the
area-based rural development programmes. Thus we believe that
supports for agri-tourism and agricultural services (e.g., farm relief
service) would be more efficiently delivered through such
programmes. In addition, as with the suggested provision under
local development, the local rural development agencies should have
a similar role in targeting educational resources in rural areas where
participation in the educational system is unusually low.

As indicated in Table 4.40 and Table 4.41 we recommend a
similar direct provision of resources in the next planning period for
rural development as in the current. However, with increased access
to naticnal programmes, the effective resources available should be
increased. As discussed above under Regional Development, even
with the growth of secondary urban centres there will remain
significant numbers of rural communities which remain distant
from any substantial centre. These rural areas should receive special
priority in accessing funding.

Table 4.40: Priorities in Expenditure on Local Development, 2000-

2008
Area Recommendation
Local Development Reallocate — Local control, Central provislon
LBHELMW Same.

Table 4.41: Indicative Spending on Local Development, 2000-2008,
million, 1999 prices

1998 1899 2000-2008 |

Local Development 59.7° 71.0° 700
Rural Development 31.3 59.5 55
Total 91.0 130.5 126

* The expenditure on urban and village renewal is included under the social, cultural
and recreational infrastructure heading.
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Supporting measures

While not part of the remit of this study, the income distribution
supports for the agricultural sector are very substantial (REPS and
headage). As discussed in Section 4.6.2, they have a significant
indirect impact on the local economy. In the interest of promoting
local development, the payments under these programmes should
be condiuonal on the recipients co-operating in approved schemes
to enhance their local communities. For example, if a local
development group seeks to develop the potential of its locality for
recreational purposes, recipients of state aids should co-operate
with the provision of marked walks and access to other local
attractions: beaches, lakes, rivers, mountains, and national
monuments.

At the local level new relationships have 10 be established
between local authorities and the many partnerships that have been
created over recent years. Some rationalisation of functions is
required. Responsibility for preparing county/city level strategies
for ecomomic, social and cultural development will need to be
assigned to a single partnership grouping that would be
representative of the various stakeholders, as proposed in the
Report of the Task Force on Integration of Local Government and
Local Development Systems. We feel that the model which this
report suggests would go a significant distance towards rationalising
the plethora of local agencies. In fact, we feel that the proposed
model could be further improved by enhanced rationalisation of the
structures dealing with enterprise support.

If this report is implemented it should result in a much more
efficient use of funding. In addition, by rationalising the local
structures it should make them more accessible to the wider public.
Finally, it would bring a vital increase in the extent 10 which the
work of local and rural development 1s made democratically
accountable to the communities which they serve.

There is a clear concern about potential functional overlap and
democratic accountability in the current local development support
structure. Qur principal concern here is with the need to assign
specific functions to existing agencies with a view to allowing them
to exploit their unique comparative advantage. We suggest that all
micro enterprise supports Should be Channel]ed [hrough thc
County Enterprise Boards (CEBs). LEADER should concentrate
on capacity and community development activities in rural areas
but with agreement from the CEBs it might be feasible for these
companies to admimster supports towards natural resource
acuvities (including twunsm). Likewise, the ADM companies
should focus on disadvantaged urban areas and their [unctional
responsibilities should not generally extend beyond community
development and capacity building. In exceptional circumstances it
may be deemed more efficient to devolve enterprise support
interventions to these companies.
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4.8
North-South

Co-operation

The achievement of effective co-ordination and accountability
without compromising and thus fracturing the unique niches which
the local development agencies have now carved out for themselves
will require a careful and sensitive response. We believe that a
strengthening of the County Strategy Group approach will be 2 key
factor in bringing about co-operation. The County Council must
assume the overall responsibility for delineating functional
responsibilities among the agencies in their sphere of influence but
this must be done in a spirit of partnership and dialogue. The
impression of insufficient accountability with some local
development agencies has to be understood against a context of the
relative lack of innovative thinking and initiatives in the areas of
local development by many local authorities. Perhaps as the process
of reforming local government proceeds, systems for ensuring
greater accountability wll evolve more naturally.

Finally, with a ratiomalisation of central responsibility for the
local and rural development area, the central agency should play a
much bigger role in providing administrative support to the local
development bodies. In particular, by collecting information on
best practice by some of the leading partnerships and LEADER
groups, and by making this information widely known, they could
play an important co-ordinating role.

Rccent developments in Northern Ireland hold out the prospect
of much greater economic co-operation between the two parts of
the island in the future. It should prove possible to complete the
“single market” on this island in the manner envisaged under the
EU treaties. The driving force behind such changes will be the
extent to which the citizens of both parts of this island can profit
from such enhanced co-operation.

As part of this study we have examined thinking in Northern
Ireland on the needs of that economy and their approach to the
physical planning of that region. This has involved extensive
consultation with those involved on both sides of the border. As
discussed earlier in Chapter 3, the Republic can learn from the
experience in Northern Ireland concerning the importance of
implementing a proper physical planning process. The absence of
such a physical plan for the country as a whole, and for the Dublin
region in particular, has hampered us in our work in idenufying
investment priorities for the future.

Throughout this study we have taken into account the
changing environment in the North and the new possibilities for
co-operation which it has opened up. In each area of investment we
have taken these developments into account in formulating
priorities for investment. Here we bring together the key areas
where our assessment of the country’s investment needs are likely
to involve a cross-border dimension.

In the case of transport, planning undertaken by the National
Roads Authority and CIE has already taken on board the need to
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enhance the road and rail links between the North and the
Republic. In the case of roads the main Belfast-Dublin road has
been given a high prionty for further investment. By the end of the
next planning period the necessary improvement in this main artery
should have been completed. However, there may be a need for
further improvements in road infrastructure in Northern Ireland,
especially in the case of the N3.

In the case of rail, the current plan has seen a major upgrading
of the Dublin-Belfast line. However, as part of the major
investment in urban public transport provided for in Section 4.3.2,
it may prove desirable to include a rail link to the airport from the
centre of Dublin. With some additional expenditure, this would
open up the possibility of running main line trains from Belfast
through the airport on the way to the city centre. Such a
development could prove useful in further enhancing North-South
transport links.

In addition, the opening up of a number of important cross-
border road links which had been closed for many years has already
significantly increased the capacity of cross-border road links.
However, as part of the proposed regional development programme
for the less developed regions it may well prove desirable to further
enhance certain additional links in furthering the policy of
developing key urban nodes. In particular, as discussed below, the
potential growth in importance of Derry as a centre serving the
whole Northwest of the island has implications for infrastructural
investment priorities.

In Section 4.6.4 we discussed the investment priorities for the
tourism sector. It was suggested that a joint programme to market
tourism in the whole island could prove valuable to the industry in
both jurisdictions.

As discussed above, the co-ordination of the energy systems
on this island probably offers the best possible return on any
potential project or promoting economic co-operation between the
North and the South. If properly implemented it could give rise to
substantial savings in the very long run for consumers in both
jurisdictions. The possibility of such gains for both parts of this
island must make it a high prionity for public policy.

However, if the gains from co-ordination are to be developed
it will be necessary to strengthen the electricity and gas
transmission systems on this island, moving towards full co-
ordination of the two independent systems. The strengthening of
the transmission systems will require substantial investment but
this investment may not take place unless there is a co-ordinated
intervention by the regulatory authorities in both jurisdictions. A
greatly enhanced electricity transmission system and a new gas
transmission system must be put in place to allow competition to
develop. The other related regulatory changes required to allow an
integrated system to develop are briefly mentioned above. Finally,
if EU funding were available outside the CSF process for
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strengthening  energy transmission on the island through
developing interconnection, this could prove helpful. It might be
appropriate 1o seek finance from the EIB or as part of the EU
provisions on Trans European Networks. However, under no
circumstances should EU funding, which might be applied to other
purposes in either part of the island, be used 1o fund investment in
energy infrastructure in Ireland. In the end, the polluter pays
principle dictates that Irish energy users North and South, should
pay the full domestic cost of delivering their energy to them.

The promotion of balanced regional development is a third
very important area where enhanced North-South co-operation can
deliver improved performance. In the North west of the island the
border has cut Derry off from much of its natural hinterland. At
least as important it has cut Donegal off from its vital urban centre.
While Letterkenny is playing an important role in the development
of that region, its relatively small size means that it cannot meet all
the needs of the local community. The changed environment in
North-South relations should make it possible to develop the whole
region in an integrated way, building on the strengths of the major
urban centre of Derry and linking it to the rapidly growing town of
Letterkenny. The model of the Limenick-Shannon-Ennis region
shows how such an association could produce important benefits
for the surrounding region in the Northwest.

In promoting the growth of the region it will be important to
support the growth of Derry as a provider of services o the
surrounding region in Donegal. This will be facilitated by the
designation of Derry as a major growth centre in the Northern
Ireland strategic physical plan Shaping our Future. The needs of the
region can be met by building on the strengths of the two urban
areas as educational, cultural, and commercial centres.

In the case of education there may be considerable scope for
increasing co-operation between third level institutions in this
particular region.

In addition, there is a very strong case for integrating the
energy system of the Donegal area into the Northern Ireland
system. The cost of delivering electricity to Donegal is higher than
for other rural areas of the republic. There are significant
environmental problems in enhancing the transmission system to
Donegal from the republic. Many of these problems could be
overcome by greatly strengthening the local transmission nerwork
between the North and Donegal. While it might require some
innovative developments in the field of electncity distribution and
supply in the North Western region of the island, it is possible to
envisage a win-win situation where consumers in Donegal and in
the North Western part of Northern Ireland could both gain from
increased integration at a local level.

While the most obvious case for such co-operation in
promoting regional development is the Letterkenny-Derry nexus,
there are major development gaps in other parts of the Border
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region of the republic. Further development of the links between
the other smaller towns on both sides of the border could prove
valuable. For example, Sligo and Enniskillen, while relatively small
in size, are the only significant urban centres in a wide area of the
border region North and South. Further investment in developing
these centres could be a priority under the proposed regional
development programme.




5. CONCLUSIONS AND
RECOMMENDATIONS

THE MACRO-ECONOMIC CONTEXT

Objectives of Economic Policy

In the past the combination of high unemployment and the
continuing attrition of emigration meant that there was a clear
imperative to devote major resources to maximising the growth of
employment. However, mith the relative success of the economy in
recent years, leading to the current rapid rate of economic growth
and the prospect of further falls in unemployment, the focus of
economic policy, and of investment priorities in particular, will have
— to change.

While it is clear that the crucial focus of attention of economic
policy is the maximisation of the economic welfare of those
currently living in Ireland, there are new dimensions to be
considered in the context of the changing labour market. It is also
probably true that there would be a general acceptance that
providing for the return to Ireland of past emigrants would also be
considered desirable. However, the relative weight to be given 10
the job creation objective when the domestic labour market is
approaching capacity needs to be considered.

Government’s Role — Methodology

Just because there is a shortage of infrastructure does not mean
that it is a problem for government (Section 2.1.2). In many cases
the private sector can and will solve the problem. The role of the
government is to intervene where projects will not be undertaken
and where the prospective return on the investment is sufficiently
high. In general, the government needs to play a leading role in
providing infrastructure where the gains from the investment
accrue to the public at large - public goods. Examples where this is
broadly true are investment in public transport, roads, and basic
education. The State may also have a role in supporting investment
where the cost to the private investor is greater than the private
benefit but where there are additional benefits for society
(externalities). In economic terms the “social benefits” of an
investment decision outweigh the “private benefits/costs™. In the




CONCLUSIONS AND RECOMMENDATIONS 275

past, government support for industrial policy was justified because
new jobs, which had an impact on the numbers unemployed, clearly
had wider benefits than those which accrued simply to the
employer. For the future, the State should focus more on providing
public goods, as the success of the economy reduces the extent of
market failure, and hence the need for government intervention in
the commercial sector.

In assessing whether a project is worth undertaking the
Government has got to take a wide range of issues into account.
One of the most important 1s the appropriate price to pay for a
“new” job (Secuion 2.1.3). With the tightening labour market the
value to society of a new job, while obviously still positive, is less
now than at any stage in the last 30 years. However, while in the
1980s the marginal cost of tax revenue raised to fund investments
was very high (because of the burdens 1t placed on the private
sector), in the late 1990s, the fall in the tax burden is reducing this.
Decisions on investment priorities must also take account of the
possibility of “deadweight” — where the project would go ahead
even if the State did not intervene, and of “displacement™ - where
the State’s intervention, rather than increasing output, serves only
to benefit one enterprise at the expense of another. In this study we
develop a methodology which takes account of these and other
important issues.

Determinants of Grouth

In Section 2.2 we examined the academic evidence on the relative
impeortance of different types of investment in promoting growth.
In each case attention focused on the possibility of spillover effects
— where there is a “growth bonus/dividend” over and above that
accruing directly to the investor. Indeed, the international evidence
suggests that investment in Research and Development (R&D) is
particularly important in promoting widespread growth in an
economy (Section 2.2.1). There is a strong public good element o
such investment. A second type of investment, which the literature
suggests has widespread and far reaching economic benefits, is
investment in human capital, including investment in education.
The final category of investment where further positive spillovers
can be expected is investment in public capital such as roads and
public transport.

There is also evidence that a concentration of infrastructure in
particular countries or regions may enhance its impact
(agglomeration economies). Thus investment in infrastructure is
posiuvely related o the development of a particular country as
well as 1o regional development (Section 2.2.2). This suggests that
it 1§ iImportant to target infrastructure investment to specific nodes
— towns and cities — where agglomeration economies are likely to
exist.

This review of the literature suggests a framework for
analysing the Irish economy. The rate of capital accumulation in
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R&D and human capital are critcal in moving an economy to a

sustainable high growth rate. FHowever, if this is to be realised,

bottlenecks and congestion due to poor public infrastructure must

be dealt with. For the growth in potential output to be reahised in a

particular economy that economy must remain competitive. In

implementing this framework we use a series of interrelated models
of the Insh economy.

In Section 2.3 we applied this approach to analysing the factors
underlying the current success of the Irish economy. The
assessment identified a number of key factors driving Ireland’s
recent economic performance:

1. The accumulation of human capital through investment in
education and training, particularly since the mid-1980s.

2. Demographic change, increasing the supply of labour and
lowering the dependency ratio.

3. The progressive opening up of the economy, culminating in the
completion of the single market in 1992, and the benefits of
EU membership for long-term competitiveness.

4. Shifung trade towards markets in which Ireland has developed
a comparative advantage.

5. The contribution of the structural funds to improving the
physical infrastructure and accelerating the growth in the stock
of human capital.

6. The positive trends in Irish wage competitiveness sustained by
successive pay agreements and social partnership arrangements,
and more generally the stable macroeconomic conditions,
which have prevailed since the mid-1980s.

Mainly as a result of the above factors, of late, there has been a
relative increase in the demand for skilled labour in Ireland (and
throughout the developed world). Thus, productivity levels have
been rising as has the underlying long-run growth potential of the
economy. However, recent developments have led to a mismatch
between the relative supply and demand for unskilled and skilled
labour (Section 2.2.3). Furthermore, while both total
unemployment and long-term unemployment have fallen in Ireland

in recent umes, the latter remains unacceptably high (Section
2.3.3).

Regional Economic Profile

It is not possible to use a single indicator which measures the
extent to which regions within Ireland have benefited from the
rapid improvement in the economy’s performance in the 1990s. A
measure of output per head (GVA) would suggest that 3 regions -
the Midlands, the West and the Border region are most
disadvantaged. However, in contrast an “income based” measure,
which allows for transfers through the tax and social welfare
systems, produces a rather different ranking (Section 2.3.4). On
this “income based” measure the gap between the richest and
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poorest regions is narrower than that shown by “the output
measure”. This indicates that the pattern of regional development
within the economy is driven by~a.complex variety of interacting
factors. -

An important side-effect of the observed pattern of economic
development in Ireland in recent years has been the marked
differences in infrastructural usage between regions. Berter
utilisation of infrastructure could be achieved by a more balanced
pattern of economic development.

Irish Infrastructure in Context

Section 2.4 examined how Ireland’s endowment of infrastructure
compares with that of our EU competitors. Because infrastructure
is not a homogeneous good it is not possible to undertake this
comparison in a very formal way. However, our analysis suggests
that there is a significant shortage of capital stock in housing which
is closely related to underprovision of related infrastructure in
sanitary services and transport. There is also evidence that the
capital stock in telecommunications is too low for the state of
development-of the economy. In the case of human capital, Ireland

is probably less well-endowed than many of our neighbours in .

Northern FEurope due 1o past periods of under-investment.
However, there is evidence that the major investment undertaken in
this sector over the last 20 years is enabling Ireland to catch up
(Section 2.4.3). Finally, in the case of another very important
growth ingredient, namely R&D, Ireland’s investment appears low
by the standards of other developed countries.

Demographic change has also led to a dramatic increase in the
rate of net household formation, which has placed considerable and
mounting pressures on the existing physical infrastructure. The
strength in the demand for housing and related services - transport,
water and environmental services, telecommunications and energy —
is highlighting growing infrastructural gaps in the economy.

The strong growth in private sector activity is a second related
source of demand for physical infrastructure. The incipient
tightening of the labour market highlights the importance of
tackling physical infrastructure gaps. Ireland must retain its
attraction as a place where current and potential employees wish to
live and work, if our medium term growth potential is to be
realised.

MACRO PRIORITIES FOR INVESTMENT

The Economy in the Next Decade

In identifying -and quantifying investment priorities for the next
decade we made use of the ESRI HERMES macroeconomic model
to provide a baseline forecast of the medium term prospects for the
economy (Section 3.1). Because of the underlying demographic
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changes and its current competitive position, the growth in the

‘output capacity of the Irish economy is very rapid. As a result, over

the period 1995 to 2000 growth in GNP will average at least 6 per

cent a year. In the following five year period the economy has the
capacity to grow at around 5 per cent year falling to something over

4 per cent a year by the end of the next decade.

This gradual slow-down in the capacity of the economy o
grow arises from the underlying demographic structure:

»  There will be a gradual slow-down in the number of young
labour market entrants, because the birth rate fell throughout
the 1980s.

= As female labour force participation approaches the EU average
there will be less scope for further increases in female labour
supply.

The result will be a gradual reduction in the rate of
employment growth combined with a fall in the unemployment rate
towards the lower end of EU experience. In spite of the slow-down,
and providing that competitiveness is sustained, even at the end of
the next decade, the Irish economy will sull have the capacity to
grow faster than its EU neighbours due to its special demographic
CIrcumsiances.

Providing that this relatively benign economic scenario is
realised over the next decade the public finances should remain in
surplus. In addition, the growth in income and the fall in economic
dependency should allow the Government to simultaneously
reduce the burden of taxation while undertaking major increases in
infrastructural investment, as recommended in this report.

Constraints on Growth

There are clear signs that the economy is running into capacity
constraints putting at risk future growth (Section 3.1.6). The
constraints on growth are apparent in a number of different areas.

*  First, the rapid growth in the working age population, coupled
with net immigration flows in recent years, has led to a strong
growth in the rate of net household formation. Inevitably, this
has resulted in a rapid increase in the demand for physical
infrastructure and in particular, in housing and transport
infrastructure.

* Second, the strong growth in the demand for skilled labour has
led to incipient labour shortages in certain sectors of the
economy. The ability of the economy to meet this rising
demand in the future is strictly limited by the available labour
supply. In this context, the projected slowdown in labour
supply growth in the next decade will require a re-examination
of both industrial and labour market policies.

» Finally, the very strong growth of the economy has put further
pressures on the environment and on environmental
infrastructure.
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It 15 clear that the general thrust of economic policy, including
CSF intervention, needs to focus to a greater degree on overcoming
infrastructural deficiencies and other supply side constraints which
have the potenual to curb the pace of expansion. Ultuimately, if left
unaddressed, they could undermine the sustainability of growth in
the medium term.

Macro-Economic Priorities

In examining the investment needs of the Irish economy in the next
decade we employ a very broad definition of investment used in the
international literature. We classify capital into four categories:
public physical infrastructure (public capital), human resources
(human capital), commercial jinfrastructure (private capital) and
research and development (knowledge capital). These form the
basis of our analysis of national investment prioriues.
Complementary to this we analyse the spatial dimensions of
investment programmes and their impact on regional development.
Thus regional development forms the fifth broad investment
category we identify in our analyuical framework.

In the period 2000 to 2006 it seems appropriate that the
highest priority will be investment in public physical infrastructure
(Section 3.2.1). This category of investment has a strong public
good element - in that it would not be undertaken, or not
undertaken satisfactonly, if left to pure market forces. It is
important that resources devoted to this area of public investment
be greatly increased in the next National Development Plan.
Furthermore, it is worthwhile bearing in mind that certain types of
investment currently undertaken by public bodies, namely in
energy and telecommunications, are better considered within the
context of private physical capital investment, as they can be
financed from charges levied on the users. In other words they are
not public goods.

The second priority area for investment is in education and
training (Section 3.2.2). Compared with the current CSF, this
merits somewhat reduced prioritisation for investment in the
immediate future. This change does not mean that this area of
activity 1s not important; it has played, and wil continue to play a
vital role in contributing towards economic growth and social
development. However, the changing demographic circumstances
mean that the pressures facing this sector of activity are likely to
ease. Consequently, there will not be a need for anything like the
major increase in resources devoted. to this area in the current
planning period, in comparison with the past.

The case for support of R&D is extremely strong since it has
very significant potential returns on investment (Section 3.2.3).
Current levels of public investment in R&D in Ireland are low by
international standards. We recommend a substanual increase in
public expenditure on R&D in the next decade, although it is a
small item in the overall investment budget.
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The fourth major area of public investment under the current
CSF is support for private sector physical investment (Section
3.2.4). Typically, this comprises of targeted interventions and
corrective subsidies {of a general nature). We argue that the market
failures which justified major intervention in the past in this area,
are greatly reduced. Consequently, the prob'ems which the market
sector 15 likely to face in the future are probably best dealt with
through investment in the other areas mentioned above. However,
to facilitate such a change in emphasis and to ensure that 1t would
be effective, there would need to be an accompanying redefinition
of certain aspects of national economic policy.

In the case of national objectives on the distribution of
income, the appropriate policies for achieving them will be the tax
and benefit systems. The National Development Plan, covering
investment has 2 more strategic role in promoung permanent and
sustainable change in the economy’s productive capacity.

The continuing growth in the economy is putting pressure on
different aspects of the environment (Section 3.2.5). The rise in
greenhouse gas emissions wll require action, in particular through
the tax system, if Ireland is to meet its international obligations. In
addition, the pressures on rivers, lakes, and the sea, arising
predominantly from water pollution are already quite serious.
Providing environmental services for a very rapid growth in number
of dwellings will require careful management. Finally, the problem
of dealing with solid waste is mounting. Buoyant economic growth
will further complicate matters.

We strongly advocate the introduction of long term strategic
physical planning. The absence of such a plan for the country as a
whole and for the Dublin area in particular, has contributed to
many of the preblems (in particular the housing crisis) being
experienced at present, and furthermore it makes the process of
identifying investment priorities extremely difficult. Examples of
the physical planning process elsewhere, such as in Northern
Ireland, could form the basis for the introduction of such a process
here.

Macro-Economic Policy

The Real Exchange Rate

The rapid growth in the economy has resulted in a big increase in
the demand for both skilled and unskilled labour and this has led to
a significant rise in wage rates. There is also an indirect effect as
tightness in the labour market feeds employees’ expectations. This
problem is manifesting itself in a series of very substantial increases
in public sector pay rates. Unless the bottlenecks in the supply of
skilled and unskilled labour can be overcome then market pressures
will force a nise in the real exchange rate (Section 3.3.1). Because
the rate of exchange within the EMU is fixed, this appreciation in
the real exchange rate will have to take place through a higher rate
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of wage inflation. This appreciation could be expected to continue

until Ireland’s competitiveness is reduced, bringing demand and

supply of labour into balance.

The process of allowing a real appreciation of the exchange rate
through an increase in wage inflation is potentially dangerous.
While membership of EMU should prevent this process getting out
of hand, there must be a concern that the real appreciation of the
currency could overshoot. If and when there is a significant slow-
down in the economy we could find that the loss of
competitiveness, which had occurred gradually over a number of
years, would result in quite large employment losses.

There are two policy measures which need to be implemented
in order to ensure that the real appreciation, which is likely to occur
any way, 1§ not excessive.

* First, where it 1s possible to relax the bottlenecks in the labour
market the necessary policy measures, including investment,
should be implemented.

= Second, the partnership approach to wage formation needs to
be developed 1o ensure that the real appreciation occurs in an
orderly manner and that the process does not overshoot.

Industrial Policy

With the rapid improvement in the situation in the labour market
the role of industrial policy will need to be reconsidered (Section
3.3.2). With a ughtening labour market there mll be a diminishing
need to provide incentives to create more employment. This calls
for a gradual winding down of direct support for the industrial
sector, and the market sector generally, and it also calls for a
reconsideration of active labour market measures (Section 3.3.3).

Regional Policy

In the past a crucial determinant of where people would live was
where firms decided to locate employment. Today, with rapidly
rising educational attainment and a tight labour market, an
importart factor in determining the location of employment is the
choice by individual labour market entrants of where they wish to
live. The availability of skilled labour in Ireland in the 1990s has
been widely recognised as an important draw for economic activity
from outside the island. Modern firms require a wide range of skilis
and their choice of location must be one where such skills are
already available, or an area which will be attractive to skilled people
from outside the region.

This means that, in the future, grants and incentives for
individual firms to locate in particular regions will be less and less
effective as an instrument of regional policy. In any event EU
policy on state aids will gradually restrict the ability of the
Government to use such an instrument. Instead more attention wil
have to be paid to issues such as access, social, cultural and
recreational infrastructure, and the provision of other aspects of
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infrastructure (urban transport, water supply, housing) which will
make individual regions or towns attractive to new labour market
entrants.

There are a number of possible strategies which might be
adopted to promote balanced regional development over the next
decade. These might be termed:

1. Radial-led
2. Scatter gun
3. Nodal

This report recommends that a nodal strategy is most likely to
achieve the objectives of regional policy (Section 3.4.3). This
strategy would involve the choice of an appropriate number of
urban centres throughout the country which already possess the
necessary initial conditions to be actively promoted as suitable
development nodes for their regional hinterlands. The selected
urban centres could act as hubs for the surrounding rural areas as
well as for other smaller centres. The larger centres could provide
alternatives to Dublin for private investors while the smaller nodes
could become the focal points for innovative local entrepreneurial
initiatives.

For these nodes to develop properly it 1s not adequate merely
to create employment; they must also be attractive as a place to live
and work in. This is particularly crucial in the light of changing
aspirations of labour market entrants who strive, not just for a job,
but also for an attractive lifestyle. Therefore, a key element of this
strategy must be for the nodes to provide the facilities required in
order to make them enticing places to live in.

It is considered that the most appropriate choice for regional
centres are Cork, Limerick (including Ennis and Shannon), Galway
and Waterford. In the Northwest, Derry — Leuterkenny is the
natural regional centre. However, there are extensive areas of the
country which are remote from these larger centres and, as a result,
it will be necessary to provide for a second tier of local hubs which
should be selected as part of a strategic planning process within the
regions. Their number must be restricted as a “scatter-gun”
approach would render this policy totally ineffective. In those
regions where the urban system is not well developed, that is in
areas beyond the hinterland of the nodal towns and cities, rural
development policy will be paruicularly important.

The National programme of investment is designed to take
account of the need to promote balanced regional development and
to promote the reintegration of the long-term unemployed. For
this strategy to work each element of the National Plan must
contribute towards strengthening the designated nodes. However,
while the National programmes will make a significant contribution
to these policy objectives, there remains the danger that it wll not
be sufficient. The report, therefore, recommends the inclusion in
the next Plan of a special programme for regional development,
which would be targeted at the least developed regions. Its aim
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would be to ensure that the structure of these regions is developed
over the period of the next Plan so that they will fully share in the
benefits of the expected growth in the economy.

In the light of the Government’s decision to split the country
into two regions, a separate study has been commissioned which
will group the relevant initiatives proposed under the National
Development Plan into séparate plans for the two regions.

Supporting Policy Measures

It is critical that future infrastructure requirements are met in the
most efficient manner and that policies are applied to ensure that
scarce infrastructure resources are used in an economically efficient
way. The major constraints on the economy over the next decade
cannot be tackled by investment alone. A range of other measures,
including changes in taxes and user charges, will also be essential
(Section 3.5):

* DPreparation of a long term strategic physical planning
framework for the country and for the major urban areas
dealing with housing development. This should incorporate a
settlement strategy and an assessment of development needs in
the future. There should also be a streamlining of the planning
process to deal with perceived bottlenecks.

» It is essential that road users in urban environments be faced
with the full social cost of their car use. Initially, this should
involve the levying of substantial parking charges for non-
residential parking spaces in the major urban areas and close to
the M50 (including parking spaces in shopping centres}. By the
end of the planning period, as the investment in public
transport comes on stream, the objective should be 10 phase
out the parking charges in favour of charging directly for use of
urban road space.

*  We recommend that the “Polluter Pays Principle” should be
widely applied. In the case of global warming and the other
environmental constraints facing the economy we recommend
the introduction of a carbon tax and suitable user charges, so as
to ensure that we do not overuse the environmental resources
currently available to us.

= We recommend that all tax incentives for investment should be
phased out. The changing economic environment renders such
incentives obsolete. Even if some continuing special aid may be
contemplated, the relevant objectives are almost always better
achieved by means of a targeted subsidy rather than through
tax concessions.

»  We recommend that, where it is feasible to have compeurive
provision of services, there should be a shift in.the provision of
infrastructural services from the public to the.private sector. In
many areas of investment there is significant scope for
involving the private sector in public sector projects either
through the restructuring of public utilities, through the
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contracting out of services, through “design and build”
contracts, or via the development of Public Private Partnerships

(PPPs).

DETAILED INVESTMENT PRIORITIES

In Chapter 4 we presented our recommendations on investment
priorities for each category of investment for the period 2000-2006.
In the absence of a detailed menu of projects from which to choose,
we give a preliminary budget which illustrates the broad magnitude
of the investment needs for the period 2000 1o 2006 (see Table 5.1).
The increases shown here build on a very substantial growth in
publicly funded investment in 1999 as compared 10 1998. As a
result, the proposed investment programme would represent a
major increase compared to the current planning period.

We recommend an annual volume growth rate of 1.6 per cent
in total investment on the five priority areas. This is composed of
an annual increase of 6.7 per cent in capital expenditure and a small
rise of 0.5 per cent in current expenditure. This should help 1o
ensure that the economy realises its full potential 10 grow in a
sustainable manner, as envisaged in the baseline forecast, and that
the projected reduction in unemployment over the planning period
will be achieved. The changes in the system of raxes {and user
charges) will themselves play an important role in promoting an
efficient use of the infrastructure which is put in place and they will
ensure that the rapid rate of economic growth does not put
unsustainable pressures on the environment,

This represents a first estimate of the investment needs for the
next planning period. However, in deciding on individual projects
the likely rate of return of each project must be assessed and
compared to the appropriate measure of the cost of public funds. It
is only if the project is likely to exceed this “hurdle rate of return”
that it should actually go ahead. This exercise could well necessitate
some alteration, either up or down, in the detailed provisions
shown in the table.

Set out below are the detailed recommendations:

Public Physical Infrastructure

Housing

* The key supply side constraint is the lack of basic
infrastructure in the form of sewage treatment, drainage and
water. We recommend a larger investment in servicing land in
the period 2000-2006 than is currently envisaged by the
Department of the Environment and Local Government.

= Increased resources for urban public transport. We recommend
that planning decisions in urban areas should take account of
the development of rail stations and urban public transport in
general. For example, we argue that the Government’s recent
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decision to upgrade the Greystones, Malahide and Maynooth
commuter rail services should logically be accompanied by
appropriate planning decisions on zoning close to stauons on
the line.

Table 5.1: Indicative Estimates of Investment Priarities, 2000-2008, Average annual
growth rate, compared to 1999, at constant prices.

1968 1999 Average 2000-2006 3

£m £m Average growth rate % £m 1

: Total Capital Current i

1. Public Physical Infrastructure 1541 1950 36 7.0 6.6 2268 |
Housing' 781 858 -1.1 76 6.6 820
Transport 488 648 7.7 7.7 - 880
Environmental Infrastructure 179 ) 0.8 08 - 308

Social, Cuttural And Recreational Infrastructure 93 154 124 12.1 - 250 '
2. Human Resources 3118 3290 14 4.7 1.1 WM77
Education 2218 2260 31 47 29 2560
Training And The Long-Term Unemployed 800 1030 -29 - -2.9 917
3. Research and Development 168 168 9.9 0.0 9.9 250
4. Commercial Infrastructure” 493 71 93 a2r2 1.8 531

industry And Services Support 418 453 75 458 62 335 |

Agriculture, Forestry, And Flshing 0 189 47 . 47 140 |

Energy And Telecommunications 25 63 -350 . 350 16 ;
Tourism 51 86 -191 223 6.1 40

6. Regional and Local Development 91 134 137 -11 225 !

TOTAL 5398 6319 18 6.7 0.5 6741 |

» Substantially increased funding for the provision of social
housing needs. The responsibility for meeting social housing
needs to be centralised under one department.

»  Tax relief for housing, and building generally, should be phased
out, with the resources which are released used to fund the
more extensive and urgent social housing programme.

1 The figures in the table take account of the recommendations on reductions in tax expenditures, which are included
in the base figures for 1998 and 1999. The fall in resources devoted to tax expendicures is largely ofiset by the rise in
the volume of capital and current expenditure.
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Transport

We recommend a sharp increase in national road spending so as
to speed up the elimination of the current backlog of projects,
which exists at present. This includes a substantial further
commitment of Irish and EU funds to the National inter-urban
road system.

A very substantial increase in investment in public transport in

all major urban centres, particularly in Dublin and Cork. This

represents one of the biggest increases envisaged as part of the

Plan.

- The focus for investment in railways should shift to
suburban lines in Dublin and Cork. The upgrading of
suburban railway lines should be linked to residential
development. Such an integrated approach will render any
further investment in suburban rail more efficient.

- A thorough review of need for further investment in
mainline rail for lines with low passenger and [reight
volumes, is required.

- Deregulation of the inter-urban bus system which is now
self-financing. Fleet renewal and station improvements are
required for both urban and rural systems.

In principle, investment in air and seaports needs no further

state subvention. Currently, the main area of market failure

arises in problems to do with surface access congestion,
particularly at Dublin airport. This can be tackled by an airport
rail link 1o Dublin city centre and by improved management

(pricing)} of existing space in the airport.

An evaluation of the return on recemt investment in cycle-ways.

Although this accounts for a small proportion of overall

expenditure on transport, the current utlisation of the new

cycle-way infrastructure in the Dublin area appears 1o be very
low.

A programme of demand management measures:

- Policy should reflect the environmental cost of fuel
emissions - increased tax on diesel.

- Daily parking charges for all car commuters in major urban
areas.

- Once major improvements in the public transport
infrastructure are in place, direct charges for the use of
roads in major urban areas.

- Taxation of heavy goods vehicles to reflect the road
damage which they inflict.

Various low-cost measures to improve the performance of the

existing public transport system (integration of fares, lower

pre-paid fares on buses, use of both doors on buses,
contracting out of services to introduce competition among
suppliers of inputs, “park and ride" facilities).
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Environmental Infrastructure

A front-loaded increase in investment to service land for
industrial and housing requirements in order to meet both
current and projected levels of housing demand.
The improvement of water supplies is a high priority given the
rapid expansion in the economy and the housing stock.
Investment in water-pipe rehabilitation is a cost-effective way
of increasing supply given current high rates of leakage. In
addition, charging users the full cost of water and waste water
treatment (on a use-related basis) has the potental to bring
about reductions in water demand. Both of these measures
must be taken into account before large-scale investment
designed to increase water supply is implemented.

Given the assimilative capacity of the sea off much of the Irish

coast, we assign a higher priority to investment to deal with

pollution of rivers and lakes than to the investment
necessitated by the EU “Urban Waste Water Treatment

Directive”.

We recommend the implementation of the Polluter Pays

Principle with a gradual introduction of full cost recovery of

public expenditure on environmental infrastructure. The

charges should apply to all existing environmental
infrastructure and not just the infrastructure to be built under
the next NDP. There are two exceptions:

- In the case of land being serviced for residenual and
industrial development, the full costs of servicing, should
be levied on the developer up front, and with immediate
effect.

- Users should not be charged the full cost of
implementation of the Urban Waste Water Treatment
Directive.

There is scope for rationalisation in the provision of

environmental services, in particular via the contracting out of

maintenance, and in the operation of environmental services.

Social, Cultural and Recreational Infrastructure

We recommend that a separate sub-programme for Social,

Cultural and Recreational investment be established which

would encompass all public sector acuvity in this area as well as

establishing, for the first time, a comprehensive inventory of
current facilivies.

Pricrities for an investment programme are;

- To decide on the range of areas (some of which may
already be funded elsewhere) 1o be included in such a
programme.

- To decide what new areas should be included, particularly
areas that are currently underprovided for by the private

secror.
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- To ensure that, where facilities are provided that access 1s
made available for as wide a range of people as possible.

- Co-ordination of the provision of facilities with other
programmes so as to maximise utilisaton.

Human Resources

Education

The overall strategy for education requires that the system
continue to produce an outflow of young people with adequate
skills and qualifications, especially in technical areas. However
the changing demographic structure means that there will be a
fall off in numbers in the educational system in the period
2000-2006. We assume a baseline scenario of unchanged pupil-
teacher ratios, which implies a reduction in volume
expenditure, this will free up vital resources for quality
improvements in the identified priority areas listed below.

We recommend significant further investment in early-
childhood education. This provision should target children
from disadvantaged backgrounds.

We recommend that a substantial provision of resources be
devored to programmes aiming to prevent early school leaving.
We also recommend that an agreed programme be put in place
for each school specifying: (1) how funds should be spent and
(2) what the targets should be in terms of reducing early school
leaving and increasing the transition from primary to second
level.

There should be increased provision for second chance
education.

There needs to be significant rationalisation of courses at third
level, including also second-level PLCs, and certificate level
courses in ITs. The fall in numbers at third level should provide
the opportunity to refocus some of the work of the ITs to deal
with the needs of disadvantaged youth in their catchment area
as well as the needs of the local labour market.

The need to spend large sums of money redirecting third level
students from one area of study to another must be
questioned. With a general shortage of skilled labour the
answer lies partly in better management of the economy
through fiscal policy rather than through hasty interventions in
the third level system.

There is a need for careful management of educational
infrastructure.  The decline in numbers of children per
household may: (1) necessitate significant numbers of
amalgamations of schools at second level and (2) result in a
mismatch between the location of existing schools (especially
primary schools) and the location of children.

For all investment in buildings at all levels of education the
Department of Education and Science should agree a contract
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ensuring that they will be available as a resource to the local
commumnity.

Training, the Long Term Unemployed and the Labour Market

s The newly introduced (April 1998) Employment Action Plan is
a preventative strategy which focuses primarily on early
intervention with unemployed persons with a view to getung
them back into employment and preventing a drift into long-
term unemployment.

= An enhanced Employment Service will be necessary to
implement the Employment Action Plan (EAP). This
Employment Service would have a central (but not exclusive)
role in assigning clients to appropriate measures tun by
different agencies.

» The successful reducton of the inflow into long term
unemployment (LTU) will involve assessments of individuals’
needs, taking into account aspects such as education and skill
levels, past employment histories, age etc. Equity
considerations require that the profiling system should be
applied to the older unemployed as soon as possible.

= The various programmes referred to should be operated on the
basis of conditionality.

» The scale of the proposed EAP initiatives wll require a
restructuring of existing measures:

- With regard to training, the implementation of this
preventative strategy will require not only organisational
changes in FAS and other agencies, but significant change
in the entire culture of mainstream training activities. In
the past such measures have not catered adequately for the
most disadvantaged.

- We strongly endorse current plans by the Department of
Education and Science to gradually expand the VTOS
measure into a wider and more flexible “Back to Education
Allowance” with a part-time component.

- With regard to Community Employment (CE}, it would
seem appropriate that a reorganised Part-Time Integration
component should become one of the options possible
under the EAP interventions. In this context consideration
could be given to introducing more substantial mandatory
training componens. However steps should be taken to
curtail the recycling of clients on CE. One possibility in
this regard would be to lengthen the re-qualification period
10 at least one year before individuals can re-enter the
programme (currently it is six months).

- Continuing economic buoyancy and the expectation of
positive results from the new EAP measures, requires that
the scale of both “Community Employment” and the
“Back to Work Allowance” scheme be significantly reduced
over the course of the next plan. This will result in a
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significant saving in resources, which can be freed to help
fund other necessary improvements.

Research & Development

There is a strong case for significantly increasing the level of

public funding for Research and Development (R&D).

In proportionate terms, “genuine public good research” should

grow by substanually more than the overall total. This applies

especially to what is termed “Basic Research” and “Strategic

Research”.

All R&D measures should be brought together under a single

programme. Within that programme, separate budgets and

separate procedures for allocation should be provided for the
funding of “basic” research and for “applied” research.

There needs to be a reduction in the number of measures, in

order to help towards promoting maximum competition for

public funding.

A comprehensive set of national indicators should be developed

and applied to measure the outputs and impact of spending.

An explicit set of eligibility criteria should be applied, as part of

the process of assessing which areas of R&D should be

supported with public money. These criteria should include the
following:

- The activity is necessary in order to underpin the long-
term development of the sector involved, by addressing
identified weaknesses or opportunities faced by it.

- The acuwity is not being provided by the private sector.
(However, private sector participation in publicly funded
projects should be encouraged).

- Funding should, as far as is practicable, be provided on an
open competitive basis.

Commercial Infrastructure

Industry and Services Support

There should be a substantial reduction in the amount of
assistance provided through general corrective subsidy
measures to industry. In particular this relates to the need to:
support capacity expansion by both indigenous and foreign
firms, employment and training grants for foreign firms, and
grants for marketing investment.

An exception should be made for less developed regions. For
the period of the next Plan we would recommend that
industrial development in less developed regions should be suill
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eligible for grants along the lines of the existing national

schemes.’

In the future, support for the tradable sector of the economy

should be limited to measures that overcome identified market

failures that have the capacity to significantly impair further
growth and expansion in the enterprise sector.

We recommend the following measures to provide access to

long term finance for early stage companies:

- An “equity investment fund” should be established by the
development agencies. This should be enurely separate
from the grant making funcuion. It should have the specific
aim of investing predominantly in ordinary equity and
solely in seed and early stage projects.

- Inimplementing the Seed/Venture ininative the aim should
be to lay a basis for developing in Ireland a model along the
lines of the Small Business Investment Corporation
(SBIC) as administered by the US Small Business
Administration.

- A single point of responsibility for marketing and
monitoring of all public initiatives to provide enterprises
and individuals with seed capital, should be established
within Forbairt.

- When it is assembled, this information should be
distributed and marketed through aff the various
distribution channels at the disposal of the development
agencies.

The tax system should not be used to provide assistance

directly to specific sectors of business. The application of a

common low tax rate should act as incentive enough.

Agriculture, Forestry and Fisbing

We recommend that state funding be increased for intensive
advisory services which are targeted at “small scale” producers.
Where services are provided to commercial producers the aim
should be to progressively seck to recover 100 per cent of the
costs involved.

Continuing support for the subsidisation of on-farm
investment with the main proviso that support is targeted
exclusively to small scale producers. This could form a general
scheme of capital supports, with provision for higher support
rates for pollution control and hygiene-related investment. It
would be better to deliver these capital supports in the form of
repayable loans rather than through capital grants.

There is scope for having a small fund to encourage
diversification into novel enterprises.

? Obviously this recommendation is subject 10 obtaining the agreement of the EU
Commission to this proposal.
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Both the headage and the REPS payments are predominantly
programmes of redistribution. If the REPS and “headage”
schemes are to be retained we recommend that they should be
targeted to farmers on the basis of a total household income
threshold. These measures could alsc be given some
developmental focus by linking payments to cross-compliance
requirements such as farm reurement and leasing of land, as
well as in facilitating the development of local facilities for
activities such as walking and angling which may bring a wider
benefit to the rural economy.

A competitive farming sector is vital to the development of
rural areas, and agricultural policies that promote structural
adjustment can assist in supporting competitiveness.
Agricultural and forestry policies need to be co-ordinated so as
to ensure that optimal land usage is achieved in the context of
actions to reduce greenhouse gas emissions. It would then be
possible to offer higher forestry subsidies in those areas where
afforestation yields the greatest net environmental benefits and
to make agriculture more profitable in those areas where
forestry has a negative environmental impact.

Concerns must be raised about the size of proposed public
expenditure on fisheries in relation to the limited value added
in that sector,

Energy and Telecommunications

In line with previous studies, we recommend that state support
for investment in this area is not warranted — consumers should
pay the full costs of necessary investments.

To allow competition to develop in Ireland, we recommend,
inter alia, the co-ordinated developmemt of the energy
transmission system on this island, both North and South. This
will require major intervention by the regulatory authoriues if
it 15 to succeed.

Competitive market enterprises and domestic and international
capital markets are well placed 1o provide telecommunications
infrastructure services. However, there is a case for supporting
the extension of broadband access o key regional hubs at a
more rapid rate than would be dictated by market forces. This
could be funded under the proposed programme to promote
regional development. In addition, some limited state
intervention may be justified in promoting the interconnection
of Ireland to the major world telecommunications network.
There is an urgent need to regulate the introduction of new
ducting 1o facilitate telecommunications competition in major
urban areas. The current approach will involve higher overheads
for service providers (and customers) and imposes substanual
disruption costs on the population, some of which could be
avoided through regulatory action.
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Tourism

Support to the Tourist industry should comprise provision for
public good measures and limited targeted interventions, which
assist with the integration of the social and recreational needs
of all of the population and not solely those of (visiting)
tourists. Ulumately, in light of current and expected trends in
economic growth, there should be a reduction in support for
the Sector in the next planning period.

The creation of a “Tourism Marketing Fund”, as put forward
by the Department of Tourism, Sport and Recreation. This
fund would seek 1o promote the whole island of Ireland in the
major foreign markets, financed from both EU and domestc
sources.

A “Public Private Partnership” approach, involving shared
responsibilities for the development of the sector in the
interests of direct and indirect stakeholders.

There should be a phasing-out of passive subsidy measures to
the sector. As regards infrastructure projects, which are
supportive of culiural, arustic or leisure acuvities it s
important that the expected external benefits arising for
tourism be identified.

All assistance through the tax system should be phased out.

Regional and Local Development

Programme for Promoting Regional Development

The implementation of a nodal strategy will require
investments to be prioritised towards the selected centres. This
is a long-term strategy for promoting balanced regional
development. The National programme of investment will be
the most important instrument in promoting this process.

The Government has recently decided to divide the country
into two regions and a separate study to develop individual
programmes for these two regions has been commissioned.
Here we concentrate on the broad outline of a strategy for
promoting balanced regional development. As outlined above,
we assume that all the elements of the Nauonal Development
Plan will take account of the need to promote a nodal strategy
as a means of promoting more balanced regional development.
We also make a special additional provision, which should be
allocated to the programme for the least developed region, in
addition to the resources available at a national level. The
individual programmes for the two regions will then group
together relevant elements from the national programmes,
discussed above, together with plans for the expenditure of this
special allocation in the least developed region.

The Regional Development programme can cover several areas:
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- It can help finance additional road links which are
considered especially important to developing the specified
nodes.

- “Public Private Partnerships” should be encouraged so as
to fund key items of social and recreational infrastructure
in the chosen nodes. This investment should help 1o
increase the capacity of the centres to develop as well as
enhancing their attractiveness for mobile skilled workers.

- . Targeted intervenuons in the area of Human Resources
should continue to be concentrated in designated parts of
the larger urban centres where problems are most acute.

- Limited support for the commercial sector in the less
developed regions.

~ Natural and cultural tourism product development should
be targeted towards locations in the weaker regions where
there is some potential, and where investments in such
projects could help to kick-start the local economy as part
of a regional/local development plan.

- The issue of wider access to broad-band
telecomnmunications in rural areas can probably best be
tackled through developing an appropriate strategy on
radio-telecommunications systems, including the provision
of digital TV services.

Most of these proposed investments will be funded under

various nauonal programmes. It will be necessary to ensure that

there is cross-compliance between the measures in these
programmes and the spatial planning objectives.

Local, Urban and Rural Development

Local and rural development should continue to be supported
as part of a separate programme for regional and local
development, complementary 1o the supports provided under
the mainstream programmes.

Consideration should be given in the next planning period
aimed at achieving a more rational structure for the
management of local development (partnerships, county
enterprise boards, etc.). This should aim to eradicate the
unnecessary duplication of effort by different departments and
it should also tackle the wmider problem of a proliferation of
local and regional agencies.

Genenally, the local and rural development groups should not
be producers of services but should have the power 1o co-
ordinate the provision of services provided by central
government, state agencies, etc.

However, we propose a very specific role for direct funding to
allow innovative programmes to be piloted and to meet the
very specific needs of certain severely disadvaniaged
communities. Possible areas where new integrated schemes
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could be piloted include childcare, drug abuse and various
yourh services.

We strongly recommend that all measures not strictly related
to the agricultural sector should be channelled through the
area-based rural development programmes.

In the interest of promoting local development, the payments
under income distnibution supports (REPS and headage)
should be conditional on the recipients co-operating in
approved schemes to enhance their local communities.

North-South Co-operation

Recent developments in Northern Ireland hold out the

prospect of much greater economic co-operation between the

two parts of the island in the future. We identify new
possibilities for co-operation as follows:

- Co-ordination of the energy systems on this island offers
the best possible return on any potential project for
promoting economic co-operation between the North and
the South.

- We can learn a lot from the experience in Northern Ireland
concerning the importance of implementing a proper
physical planning process.

- The main Belfast-Dublin road has been given a high
priority for further investment. By the end of the next
planning period the necessary improvement in this main
artery should have been completed.

- As part of the major investment in urban public transport,
it may prove desirable to include a rail link to the airport
from the centre of Dublin. With some additonal
expenditure, this would open up the possibility of running
mainline trains from Belfast through Dublin airport on the
way to the eity centre. Such a development could prove
useful in further enhancing North-South wransport hinks.

- A joint programme to market tourism for the whole island
could prove invaluable to the industry in both jurisdictions.

- Promotion of balanced regional development. The most
obvious example is in the Northwest of the island where
the border has cut Derry off from much of its natural
hinterland and Donegal from its vital urban centre. The
changed environment should make it possible to develop
the whole region in an integrated way, building on the
strengths of the major urban centre of Derry and linking it
to the rapidly growing town of Letterkenny.

- There is a very strong case for integraung the energy
system of the Donegal area into the Northern Ireland
system.
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THE NATURE OF RESEARCH OUTPUT

A major problem with treating research like physical capital is that
the stock of knowledge is fundamentally different to the stock of
physical capital. Moykr (1990) provides a useful definition of
technological progress as “... any change in the application of
information to the production process in such a way as to increase
efficiency, resulting either in the production of a given output with
fewer resources (that is, lower costs), or the production of better
or new products” (p. 6). Thus the process of R&D results in
technological progress essentially through the accumulation of
ideas, or designs, or knowledge of ways of doing things more
efficiently. The stock of knowledge or ideas is fundamentally
different to other capital stocks such as physical or human capital.
Romer (1994) goes to the core of this difference when he remarks
that “... it is technologically possible for everybody and every firm
to make use of [research] at the same time”. Economists define
such goods as non-rval in the sense that their use by one person or
plant does not preclude its use by another. When we briefly
consider the implications of this concept it is apparent that few
goods are consistent with this definition. Certain types of public
capital such as maintenance of the rule of law and the protection of
property nights fall into this category but few others come to mind.
Romer (1990) notes that human capital is a r7val goed in the sense
that since the capital is embodied in a person, that person cannot be
in more than one place at the same time and cannot perform more
than one task at the same ume. From the viewpoint of the growth
process, the most importamt implication arising from the
observation that the stock of knowledge or ideas is a non-rival good
is that the cost of rephicating a design is trivial relative to the cost of
creating it in the first place. In other words once a research
breakthrough is discovered it can be used ad infinitum at no
additional cost to the user. This is clearly not true of other forms of
capital accumulation.

MONOPOLY PROFITS AND RESEARCH

The question then arises as to why private firms would be
interested in producing non-rival goods where clearly there would
appear to be major incentives for some countries and firms to “free
ride” on the technological discoveries of others. The fact that firms
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do engage in producing such goods must mean that it is a profitable
activity for private firms. Romer (1990, 1994) suggests that
knowledge, although a non-rival good, is partly excludable insofar
as the owner of the good (that is, the firm which produces the
design etc.) can temporarily, at least, prevent ancther person or
firm from using it through, for example, invoking patent or
copyright protection. Knowledge can, however, never be
completely excludable in that the information will eventually leak
out through the patent process itself or through the marketplace if
the knowledge involves the production of a new product. Thus
while the marginal cost of using an addiuonal unit of knowledge
produced will be close to zero, firms will need to cover their set-up
costs and hence this implies that monopoly profits will have to be
earned. As Romer (1994) notes this accords with the reality that “..
many firms have market power and earn monopoly rents on
discoveries” (p. 13).

TYPES OF KNOWLEDGE GENERATION

Three principal categories of knowledge generation have been
discussed in the literature:
* innovations in the organisation of production (Hammond and

Rodgriguez-Clare, 1993);

* discoveries of new capital goods (Romer, 1990); and
* innovations which improve the quality of exisuing varieties of
_capital goods (Grossman and Helpman, 1994).

Ever since Adam Smith gave the example of the benefits of the
“division of labour” ecomomists have been conscious that
innovations in the organisation of production are capable of
yielding substantial benefits to society in the form of reduced costs
of final ourputs. The benefits of the “division of labour™ arise
because firms organise production of final goods inte a variety of
intermediate tasks. The search for ever different ways of producing
goods thus increases the level of productivity.

However, the predominant type of research activity either
involves the discovery of new types of intermediate inputs or the
creation of deliberate improvements in the quality of existing
varieties of inputs. In the first case Romer (1990) envisages that
firms seek out new intermediate inputs which are close substitutes
for existing inputs but more efficient. If firms are successful in this
task, sustained growth is possible because research will, first, lead
directly to a reduction in production costs, and, second, indirectly
make future research breakthroughs more likely through the
feedback effect discussed above (Hammond and Rodriguez-Clare,
1993).

Grossman and Helpman (1994) consider the case where firms
deliberately seek to improve the quality of existing capital inputs
from generation to generation. They refer to this process as
ascending the “quality ladder ... that is, where each new generation
of input performs proportionately better than the last™ (p. 33). The
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A2:
Live Register
Data 1990-1998

authors explicitly recognise that the process of technological
progress is a risky one and firms need incentives, namely,
monopoly profits, to “... buy themselves a chance at developing the
next generation of some targeted product” (Grossman and
Helpman, 1994, p. 33). If firms succeed in ascending the “quality
ladder”, sustained growth is possible since the process of ascending
this “ladder” effectively implies that innovation is a positive
function of the existing stock of capital goods. Of course
innovation will also be a positive function of the amount of human
capital devoted to the research sector.

Table A.1: Live Register.

Net Annual Changes (April to April) by Duration of Registration,
1990-1998

Date <3 38 6-12 12 23 37 “Total' -
(April) mths mths mths yrs yrs yrs+

1990 2157 3188 5547 3874 646 170 -10926
1991 7633 4590 5574 1518 47 1862 21224
1992 9405 3433 7751 8164 878 5777 35405
1983 -1279 2881 2903 3799 5776 4017 18077

1994  .3587 6085 5152 -2977 373 5842  -11586
1995 -2268 1781 2700 3848 -1106 3801  -8093
1996 1194 2459 -1160 1127 441 1712 4891
1997 8451 -2493 3434 2514 1625 7797 -26314

L 1998___ 3668 __-2032 3254 6642 SM3 7422 .20995

Figure A.t

Live Register Retention Probabilities
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A3:

Detailed Analysis
of Regional
Indicators

In this appendix we include a detailed discussion of regional data
on output, productivity, income, employment and demography
and settlement. This discussion expands on the analysis of regional
data contained in Chapter 2.

OQUTPUT AND PRODUCTIVITY

QOurput measures are the most widely used indicators in analyses of
differences in development between countries and regions. The
CSO regional estimates of Gross Value Added (GVA) provide a
basis for comparisons across the regions. While the estimates of
Gross Value Added are the only available measures of regional
output, the data need to be examined cautiously because of the
potential impacts of transfer pricing and profit repatriation in some
sectors, The distortions from these sources to the regional
estimates are greatest in the regions with significant concentrations
of plants that are part of overseas companies producing high value
added output. This 1s especially the case in the East (Dublin plus
Mid East) and Southwest (mostly due to the concentration of high
value added industries in and around Cork city). The GVA dara are
useful for analysing the structure of the regional economies, how
they are - changing, and whether the economic restructuring
processes are contributing to convergence or divergence between
regions.

Table A.2 Regional Output Indicators based Gross Value Added

Region' GVA per capita Index % Change

(€} 1995 {Ireland=100) 1991- 95
Dublin & Mid-East 12,007 1210 ’ 424
Southwest 10,537 1062 40.1
Mitwest 9,386 94.6 39.8
Southeast 8,575 86.4 329
Border 7.666 77.2 29.7
Midlands 7.125 71.8 31.6
West 6,943 70.0 28.8
| State 8.925 100.0 38.4

The following points emerge from an analysis of the regional GVA

data for 1995 and the changes between 1991-95.

1. In broad terms a three-fold classification of regions exists.
Taking the per capita GVA for all regions in 1995 as 100, the
index ranges from 121 for the East (Dublin + Mid East) 1o 97
in the group containing the Southwest, Southeast and Midwest
and 74 in the combined West, Midlands and Border regions
(see Table A2).

' These regions are defined as: Dublin (Dublin, Dun Laoghaire, Fingal, South
Dublin);Mid-East (Kildare, Meath and Wicklow); Southwest (Cork, Kerry); Midwest
{Clare, Limerick, Tipperary North Riding); Southeast (Carlow, Kilkenny, Tipperary
South Riding, Waterford, Wexford); Border (Cavan, Doncgal, Leitrim, Louth,
Monaghan, Sligo); Midlands (Laoise, Offaly, Longford, Westmeath); West (Galway,
Mayo, Roscommon).
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2. Between 1991 and 1995 there has been a widening of the gap
between regional groupings. There are also differences within
each region, especially between the larger urban centres and the
weaker rural areas, though these have not been quantified.

3. These indices are based on GVA estimates calculated at market
prices, which exclude farm headage payments. When all
subsidies are included and all taxes are excluded one obtains
GVA estimates at factor cost which reveal a narrower
differential between regions: in the West the GVA at factor
cost in 1995 was 5 per cent higher than the estimate at market
prices, whereas in the East the factor price estimate was 2.1 per
cent lower than GV A at market prices.

4. The differences between regions can be decomposed into two
sets of factors: productivity levels and acuivity ratios. Activity
ratios measure the proportion of the population in each region
that is at work. These reflect differences in employment rates,
labour force participation rates and dependency levels. When all
of these factors are taken into account there is relauively hitle
variation between regions ~ all regions are within plus or minus
5 per cent of the overall ratio of 0.346.

5. 'The main source of variation is in productivity levels. These
arise from differences beiween regions in the sectoral
distribution of employment and also in sectoral productivity
levels (see Table A.3). In the industnal sector, where overall
productivity levels are highest, the Southwest and East regions
have significantly higher levels reflecting the very high
concentration of high value-added manufacturing sectors
around Dublin and Cork city. By contrast, productivity levels
in manufacturing in the West, Border and Midlands are
particularly low.

6. ‘The services sector accounts for a little over half (52 per cent)
of total GVA. There is a clear difference between the East and
all other regions in this sector. The East has by far the highest
regional concentration of services employment. Furthermore,
between 1991 and 1995 almost all of the increase in GVA came
from industry and services — activities that are generally located
in urban areas.

Table A.3 GVA per person employed by sector 1995
Index Base: Ireland All Sectors = 100

Region Agriculture  Industry Services  All Sectors
Dublin & Mid-East 49 177 o8 116
Southwest 65 195 77 110
Midwest 55 126 81 92 ;
Southeast 55 142 72 8g |
Border 59 105 72 81
Midlands 46 80 80 74

West 27 111 73 71

State ) | 150 86 100 N
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7. In the East, between 1991 and 1995, there has been a continued
improvement in already high productivity levels and a
continuing high activity ratio. In the Southwest a slight decline
in the activity ratio was more than offset by a further
improvement in productivity. The opposite occurred in the
Mid-West. Relative total productivity indices declined in each
of the other regions with only very minor compensations
related to improved activity ratios in the Midlands and Border
regions. The overall outcome is a pattern of divergence between
regions reflecting in particular the tendency for high value-
added manufacturing and internationally traded services to
concentrate in and around the major urban centres.

8. The darta suggest that if the objective is 10 achieve a more even
distribution of per capita GVA, then 1t will be necessary to
facilitate a significant shift from primary acuvities in many
regions, and to seek to promote an environment favourable to
the establishment in these same regions of a greater number of
high value-added manufacturing and service enterprises.

INCOMES

Regional estimates of per capita GVA are output measures and
should not be regarded as proxies for living standards. Given the
limitations of the GVA data, and also the fact that the regional
pattern of GVA is largely influenced by the location decisions of
major private investors who may contend that there are very few
alternative locations that will meet their requirements, it 1s
necessary to consider some indicators of incomes as a measure of
the standard of living which people enjoy in each of the regions.
The CSO Housebold Budget Surveys provide data on gross
household incomes (disaggregated by source) for each region for
1994/95 and for every seven years back to 1973. From this data one
can establish the extent of differences between regions and trends
over time.

Table A.4 Household and Personal Incomes, 1995

Reglon Avg, weektly Index . Percentage Per capita
Household Ireland=100 - Change 188785 Disposable
. disposable ;L intomes Index
’ income 1396
"Dubiin 32515 1153 16.9 1220
Mid-East 2097.84 1056 18.2 971
Southwest 264.61 93.9 50 925
Midwest 255.45 206 . 1.2 . 91.7
Southeast u 247.49 87.8 5.0 88.3
Border 25292 89.7 18.9 B0.4
Midlands 273.93 972 278 92.9
West 273.43 97.0 18.4 936
State 281.92 1000 12.7 100.0

Calculared from CSO Housebold Budget Surtey, 1995
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1. The average weekly household disposable income (AWHDI) in
1995 in the East had an index of 115 (Ireland = 100) followed
by the Midlands, West and Southwest (all between 94 and 97)
with the lowest in the Midwest (91), Border (90) and Southeast
(88) (see Table A.4). The average household income in Dubhn
exceeded that in the Southeast by 29 per cent. The range across
regions for household income indices is only half that for the
per capita GVA indices. Furthermore, there is no correlation
between the two distributions: While the East has the highest
indices on both distributions, the second highest average
household incomes are in the West and Midlands regions which
have the lowest per capita GVA indices.

2. The pautern of change over time in the AWHDI indices shows
that while there was an increase in real terms of 12.7 per cent
between 1987 and 1994/5, the regional pattern of change was
very uneven. By far the largest increase was recorded for the
Midlands, which had the second lowest level in 1987. Broadly
similar increases of around 17-18 per cent occurred in the West,
Border and East regions. By contrast, households in the Mid-
West, Southwest and Southeast on average recorded only
marginal increases. Excluding the East, these data suggest some
convergence has taken place among households in the
remaining regions. In fact this tendency for convergence has
been ongoing since the early 1970s.

3. A very significant amount of income redistribution has been
achieved through the taxation system and the broad range of
publicly funded welfare programmes as well as other state and
EU funded income supports. The contribution of these
mechanisms has been greatest in the weaker regions. State
transfers accounted for approximately one-quarter of the
average household disposable income in the Border region in
1995 compared to one-sixth in Dublin, despite the very high
concentrations of low-income households in the city. Clearly
the tax-transfer system has had a very significant impact on
reducing inter-regional differences in household incomes. For
example, in 1995 the average tax rate for Dublin households
was 25 per cent compared to 18.3 per cent in the West, which
has the second highest average direct household income.

4. Some caution must be exercised in the interpretation of the real
value of household disposable incomes. The data from the HBS
do not take account of the extent of public subsidisation of
physical infrastructure and services, which tends to be higher in
rural regions, nor the costs of the negative externalities
associated with congestion, environmental damage etc. in more
densely settled areas. Furthermore, the data do not take
account of regional differences in the cost of living that tends
to be higher in real terms in urban areas.
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5. Data on incomes for farm households reveal a wide variation
and an increasing tendency to rely on direct payments. These
account for almost all of the family farm income on the
majority of farms. It is important that infrastructural and
policy measures contribute to the provision of additional
employment opportunities for rural dwellers.

6. Research undertaken by the ESRI on poverty shows that the
phenomenon is geographically pervasive but that the highest
risks are observed in villages and towns with populations of less
than 3,000. By far the highest risk is among households in the
North West followed by the Southeast and Midwest. These data

highlight the need for greater emphasis on, and support for,
targeted human resource interventions in smaller settlements
and also the need to recognise the instability of regional patterns
over time

Table A.5 Sectoral Distribution of Employment 1997

Region Toftal : %mn - %in win ““%Change *
employment Agricufture Industry Services 1993 -97 .
(000s3) ‘
Dublin 4201 08 21 774 175
Mid-East 1383 8.0 3214 59.9 340 -
Southwest ~ 185.7 12.2 289 57.6 131 °
Midwest 110.2 135 33.0 535 12.2
Southeast 1373 175 N7 50.7 1.4
Border 137.3 i4.4 B9 487 105
Midlands 75.1 13.7 323 540 229
West 1243 2186 29.9 48.5 122
|_State 133842 100 28,9 61.1, . ~ 162,

EMPLOYMENT AND UNEMPLOYMENT

The regional distribution of employment gains and losses is an
important issue in debates on regional development. While for
many years the main concern of many commentators was the
perceived phenomenon of jobless growth, it has now shifted to
where this growth occurs. Recent trends in the regional distribution
of employment can be summarised as follows.

1. There are significant contrasts between regions in the structure
of the labour force. There is a very high dependence on primary
activities in the West and, to a shightly lesser extent, in the
Southeast; below average levels of service sector employment in
the Border, West and Southeast regions, and very high
unemployment in the Border region followed by Dublin and
the Southeast.

2. Between 1993 and 1997 total employment increased by 186,200
of which 52 per cent occurred in the East and only 20 per cent
in the three weakest regions (Table A.5). The corresponding
percentages for the period 1989-93 were 38 per cent and 20 per
cent respectively, suggesting that the relative position of the
combined weaker regions has not deteriorated.
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3.

However, a more marked divergence can be seen in non-
agricultural employment (Table A.6) where in the period 1993-
1997 the increase in employment in the East was equivalent to
that for the West, Border and Midlands combined. The increase
for these regions would have been even lower were it not for
the emergence of long distance commuting from many parts of
the Midlands to Dublin {(in the LFS persons at work are
recorded by place of residence).

The overall unemployment rate does not vary greatly across
regions (Table A.7). In most cases it is berween 10 and 13 per
cent, the exceptions being the Mid East with only 8.8 per cent
and the Border region with 14 per cent. However, in absolute
terms the largest concentration of unemployment (62,000 or 35
per cent of the total) is in Dublin. The CSO identified from the
1996 Census of Population 110 unemployment blackspots with
average unemployment rates of 37.6 per cent. The vast majority
of these are in the major urban centres: 47 in Dublin, 12 in
Cork city, 11 in Limerick city and another 5 in Waterford city.
Most of the remainder are in counties Donegal (17), Galway
(9) and Mayo (7).

The incidence of long term unemployment varies from around
57-59 per cent in the Border, Southeast, Dublin and Midlands
regions to 47 per cent in the West, 49 per cent in the Southwest
and 51 per cent in the MidWest.

Table A.6 Change in Non-Agricultural Employment 1989 - 97

Reglon Actual Change Actual Change % Change % Change !
1989-83 1883 - 97 1989-893 199387 ‘,
i
Dublin 16,500 81,800 488 17.43 i
Mid-East 8,200 35,300 9.81 38.45
Southwest 13,800 29,300 10.81 16.09
Midwes! 8,800 13,000 21.14 15.80 .,
Southeast 11,300 13,000 12.70 12.96 {
Border 9,500 15,300 10.24 14.96 i
Midlands 6,000 14,900 14.02 29.92 ]
West 8,200 13,500 10.83 16.09 j
State 82,400, 196,100 8.91 19.47 ]
Calculated from CSO Labour Force Surveys.
Table A.7 Unemployment Indicators
[ Region Unemployment Rate  Unempioyment Change 199397 tong term T
1993 Rate 1997 (% points) unemployed, !
% of total, 1987
Dubiin 17.4 128 -4.8 56.9
Mid-East 172 8.8 -84 51.1 ;
Southwest 150 10.2 -48 59.2 !
Midwest 15.8 119 -55 508
Southeast 189 127 -42 570 |
Border 17.7 147 -3.0 58.7
Midlands 181 10.2 -79 5568
West 146 10.4 -42 469
State 16.7 116 -49 54.2 ;

Caleylated from CSO Labour Force Surveys..
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DEMOGRAPHY AND SETTLEMENT

Ireland has been undergoing a2 delayed demographic transition
associated with a significant decline in ferulity since 1980. This has
been accompanied by a rapid decline in the level of dependency and
by increased levels of female participation in the labour force.
Trends in net migration have fluctuated, mth significant levels of
in-migration being experienced at present in contrast to very high
levels of out-migration in the late 1980s.

The significant increase in participation in higher education in
recent years has been accompanied by higher levels of inter-regional
mobihty. There has been a tradition of high levels of participation
in the weaker regions which has contributed to a raising of
aspirations in regard to the types of employment and lifestyles that
are regarded as desirable. For many school leavers the transition to
a third level institution marks the first step on a migration ladder
that takes them out of their home region and ultimately directs
them towards the larger urban centres. Over most of the past
decade more than three-fifths of university graduates who have
secured employment in Ireland have done so in Dublin. There has
been a significant net out-migration of graduates from the weaker
regions leading to increasing disparities between regions in their
labour force skills.

The inter-regional migration of graduates and other skilled
workers is more complex than the quest for a job, as is evident
from the difficulties experienced by firms seeking to recruit
graduates in many rural areas and small urban centres. Career
development opportunities are an important consideration as are
the availability of social, cultural and recreational amenities. Many
of the recent initiauives in Dublin, frequently with generous
assistance from the state, have transformed the image of the city
and greatly enhanced its attractiveness to migrants from other
regions, including some who have spent some years out of the state.
However, the very rapid pace of development in Dublin over recent
years has generated many problems (price of housing, congestion,
etc) that may discourage migration to the city if conditions to
facilitate preferred career paths and lifestyles can be established
elsewhere.

There are a number of aspects of the geography of population
change that are relevant to regional and local development.

1. The overall density of population in Ireland is very low which
has cost implications for the supply and maintenance of
physical infrastructure and a variety of essenual public and
private services. Throughout most rural areas the average
densities are less than 25 persons per sq. km. This low overall
density can be seen clearly in the map of population densities
shown at the end of this section.
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more than 40,000 inhabitants. All are located on the coast, thus
significant portions of their potential hinterlands are absent.
Beyond the commuter hinterlands of the largest centres there
are only another five centres with populations between
approximately 18,000 and 30,000 (Dundalk, Drogheda, Tralee,
Kilkenny and Sligo - only Kilkenny is inland). The settlement:
hierarchy is especially weak throughout most of the Border and
West regions and in remote coastal parts of the Midwest and
Southwest.

3. In the most recent inter-censal period Galway was the most
rapidly growing city while Tralee had the highest growth rate
among the next tier of towns. There are risks of a cleavage
emerging within the Midlands and parts of the Southeast as the
more accessible towns fall more under the influence of Dublin.
Across the state the critical size in determining whether a town
continues to grow or go into decline appears to be about 3,000
persons.

4. The total levels of population growth between 1981-86 and
1991-96 were broadly similar, 97,238 and 100,368 respecuvely
(Table A.8). However, the regional distribution of this
population increase differed very much between the wwo
periods. In the early 1980s, 46 per cent of the increase occurred
in the East and 26 per cemt in the Border, Midlands and
Southeast. By the early 1990s the proporuons were 55 per cent
and 15 per cent respectively. Apart from the doubling of the
level of population growth in Dublin city and county (due in
part to tax-driven apartment construction which reduced the
outflow to neighbouring counties) the next highest level of
population increase was in the West, mostly around Galway
city.

5. Detailed micro level analysis of the pattern of population
change reveals the extent to which growth has heen
concentrated in and around the largest urban centres, followed
by the county towns and their contiguous rural areas.
Corridors of growth can be detected in the rural areas adjacent
to major sections of the National roads. Finally, some growth is
occurring in coastal areas and in some scemically attractive
inland areas. By contrast, extensive areas of decline are evident
throughout the North West and West, and in parts of the
Midlands and central Munster. The extent of decline is greatest
in the relatively more rural tracts away from the National
roads.
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POPUIL ATION DENSITY Aottty O
OF RURAL DISTRICTS A3y

PERSONS PER SQUARE KILOMETRE
0 25 50 75 100

Note: In order to facititate comparability the class intarvals used for this map are identical to those used for the
1986-1991 map includad in the report Census of Population 1991 Vol.1

Note: in compiling population densities for this map Muricipal Boroughs and Urban Districts have been included
with the adjoining Rural Districts. County Boroughs (with the excaption of Dublin and Galway} have been
treatad separately.

Compiled and produced by the Depanment of Geography, National University of Ireland, Maynooth, Co. Kildare
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Table A.8 Demographic Indicators, 1996

{ Region Total Population

H 1938 1991 .86
. Dublin 1,058,264 32
| Mid-East 347,407 8.7
i Southwest 546,640 27
| Midwest 317,069 20
;. Southeast 391,517 22
j Border 407,295 1.0
. Midlands 205,542 1.3
| West 352,353 27
" State 3,626,087 28

% Change

Source: Census of Population, 1996. Vol. | Areas, CSO

A4

Transp

ort

“Density, {Persons

per 5q. km.)

1147.8
57.4
44.9
40.2
41.86
35
NS
255
52,6

% in settiements
> 10,000

g36
299
38.7
305
278
209
18.4
16.6
46.7

Infrastructure Table A.9: International Comparison of Persons per Kilometre of

Road by Type of Road

iCountry ~

‘lrefand (1997)
iAustria
iBelglum (1995)
;Denmark
'Finland
‘France
iGermany
Greece
‘Italy
‘Luxembourg
‘Netherlands
:Portugal (1985)
.Spain
':Sweden
UK

EU

AiiRoads ~~ Motorways
37.87273 45326.09
62.37651 5009.334
70.82242 £086.435
73.46369 5977.273
65.69643 11886.15
65.40056 8144.211
1203907 7248.673
B9.40171 22255.32
1810726 8042.105
77.51938 3478.261
122.2047 8576.271
144.0377 14410.48
113.8766 5069.059
64.05797 8646.617
156.6129 17816.51
96.92104 1132952

National

676.0421
832.6438
805.8492
1425.474
4141676
2084643
1968.99
1149.451
1223.881
480.1924
7320.755
1083.319
1667.722
601.3605
3783117

1703.84

Reglonal

3101794
406.9767

741.89
175.7645
164.4225
1080.607
334.1853
486.4407
210.8593
1808.858
167.8251
282.581
106.1224
1609.392

563.25931

Other

4612731
B2.14286
78.64977
87.66667
142.1854
116.74
162.198
138.3588
404.2254
1727116
136.1404

244
2296104
183.7855

157.4959

Where not otherwise stated the data refers ro 1996. Calculated using data from the International Road Federation,
World Road Statistics 1998; the Department of the Environmens, Public Roads Inveniory 1997; the CSO Census of
Population 1996; and the IMF International Financial Statistics 1997 (for population of EU countries other than

Ireland).
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Table A.10: Comparison ¢of Road Density as a Percentage of the National Average

IRegion National  Nationa! Regionai ~ Local Total % of Total
i Primary Secondary Area
Bublin & Mid 150.82 64.08 150.74 108.37 114.59 10.13
East -

Southwest 70.10 126.91 84.84 105.67 102.57 17.65
Midwest 83.19 110.88 102.27 96.95 97.60 11.42
Southeast 132.07 58.37 104.75 102.67 102.59 13.65
Border 104.75 7373 99.29 109.87 107.38 17.64
Midlands 80.09 13491 87.06 85.27 86.98 9.47
West 69.97 131.14 71.04 90.19 88.30 2003

Calculated using data from the Depanment of Environment, Public Roads Inventory, 1997

Table A.11: Comparison of Population per Kilometre of Road as a Percentage of the
National Average

[Region National National Regionai  Local ~ Total = % 'of Tofai .
Primary SQcondary Population
Dublin & Mid- 24513 403.33 251.75 318.72 309.37 38.77
East
Southwest 117.66 45.42 99.79 7359 7714 15.08
Midwest 88.86 48,60 74.20 71.89 72.63 8,74
Southeast 57.83 91.45 7485 70.14 71.39 10.80
Bosder 58.69 58.28 83.56 52.76 54.90 1.23
Midiands 64.88 29.95 68.16 63.92 63.73 5.67
Vest © 56.95 24.97 67.69 48.98 50.88 9,72

Calculated using data from the Department of the Environment, Natioral Roads Inventory, 1997, and the CSO
Census of Populasion, 1996.
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