Joseph Lynn – Celtic Tiger
The period of Ireland as the Celtic Tiger was one of strong growth and international acclaim as an economic success story, the poster child for effective EU policies. More recently, the model has become increasingly under pressure as the economy slipped into recession prior to any other EU nation and major foreign investor, Dell, decided to move their European operations to Poland. Conventional Wisdom suggests that the core drivers of growth were EU Structural Funds which developed the infrastructure and low tax that contributed to foreign direct investment, but there were several key developments in governmental policy prior to the tax initiatives and EU structural funding that enhanced the competitiveness of the Irish economy. These initial changes provided the infrastructure for growth that the EU Funding priorities built on. Whilst there were key developments through EU Structural Funds and FDI during this period, other members of the group have focused on these areas.
The key to understanding Ireland’s growth is considering what delivers competitive advantage for a country. Porter’s Diamond provides a theory of national competitive advantage. It breaks down the key elements which drive competitive advantage into demand conditions, factor conditions, related supporting industries and firm strategy and structure. Alongside those elements, governmental impact and chance play a key role. To some extent, Ireland was well placed in terms of demand conditions, but it was necessary to recognise the importance of developing these other factors to develop the country’s competitive advantage.

Ireland offered benefits to foreign firms in terms of providing an English speaking, well-educated workforce, with access to the European market. This was highly advantageous to the US market. As Ireland invested in enhanced education and training in the high tech sector, their human capital became more appealing. Equally, when the government removed restrictions on capital movements, allowing profit-shifting to the low tax area, the country became particularly appealing. 

In terms of Factor Conditions, it was extremely important for the country to develop their Infrastructure to build their competitiveness. The business economy is heavily reliant on transport, technology and telecommunications. 

In related and supporting industries, whilst the country invested in the human capital development, they failed to invest in the long-term sustainability of innovation within the business community. For this reason, the economy has suffered in recent years. Wages have increased, and the country has faced increasing competition for FDI. 

Firm Structures have tended to be formed around multi-national organisations, which have no national ties. Thus, Ireland was particularly vulnerable to cost competition. 

The government formed a small, open economy, worked to reduce taxes and supported foreign direct investment. This lead to growth in the economy, but lead to long-term sustainability issues.

In studying these issues, conventional wisdom suggested some root causes of the Celtic Tiger phenomenon. Some of these conventional wisdoms are valid, including the importance of young, well-educated, English speaking workforce. As are assessments of root causes of growth being related to highly educated, well trained workforce and high levels of human capital within the economy. Also, the conventional wisdom that states that infrastructure development was a root cause is also a valid analysis.
However, conventional wisdom also states that favourable the favourable tax regime is a root cause, as are innovation focus and flexibility, high value added niche industries, foreign expatriation of profits and government encouragement of FDI and Research and Development. These conventional wisdoms all miss important issues in terms of the drivers of growth or unintended consequences of the decisions. 

Government encouragement of FDI and R&D and foreign expatriation of profits, which were both aimed at the same goals, initially contributed to growth and the Celtic Tiger phenomenon, but without further development into local innovation they had unintended consequences and eventually led to the downturn of the economy. Had the government focused on development of local innovation, then the growth may have been sustainable, however, they reduced their tax burden, offsetting it through the contributions of the EU funding. These policies brought in FDI, leading to economic growth, unsustainable increases in wages and prosperity. However, without a strategic competitive advantage, other than the cost savings, Ireland became vulnerable to other competitor nations for FDI. 

Equally, the tax regime was not a root cause of growth, but rather grew out of social partnerships between unions, employers and government. There was also evidence of significant growth in prosperity prior to the reductions in tax structure. Development in the tax structure was related to social partnerships. Through these partnerships, unions agreed on pay structures, in order that the government reduced taxes. This developed an ethos of a low tax culture. Early evidence of efficacy of economic growth, related in part to links of incentives to productivity enhancements, the government extended these tax benefits and profit expatriation rights to the businesses, as well as employees. This could be achieved due to the fact that they had the EU funding which they used to support their low tax structure. These factors brought stability to the business environment and improved the attractiveness of the economy for FDI. 
In terms of conventional wisdom on innovation focus, flexibility and a focus on niche industries, it seems that whilst the government claimed to be working in these areas, they failed to implement innovation objectives. Innovation metrics such as developing linkages between firms and entrepreneurs were not developed, and that lead to sustainability issues.

Another factor in the development of the economy was the break of the monetary unit from pegging to Sterling, and moving into the European Monetary System, and later into the Euro. By allowing fluctuations against Sterling, Ireland’s poor competitive position could be offset by devaluing the currency. With the UK as Ireland’s main trading partner at the time, this strengthened the economy. Conventional wisdom suggested that moving to the Euro would help to mitigate risk, reduce transaction costs when trading with Europe and diversification of trading partners. It was initially effective, but recently, as the Irish economy slowed, being in the Eurozone meant that they were unable to devalue their currency to become more competitive. It is necessary to recognise that there are also downsides to being members of bigger groups when addressing competitivity issues.
Another root cause that contributed to the competitive advantage of the nation was the deregulation of the aviation industry in 1984-6. Due to Ireland’s position as an offshore island, transport costs were central issues in competitive advantage. By reducing tariffs and quotas and opening up the airline market, transportation costs were greatly reduced. This led to increased business travel and greater tourism. The economic benefited from increased capital inflows and job creation, adding to the economic effectiveness.

The creation of the International Financial Services Centre in 1987 contributed to the economy by creating a world-class financial centre. It also added to job creation, education and housing. This added to international competitive advantage.

It is worth considering that many of the metrics for country analysis offer a momentary overview of competitive positioning, rather than a 4 dimensional interpretation. In order to address this, a SPACE diagram was adapted to address country competitive positioning rather than company competitive positioning. Ireland was benchmarked against two competitor nations, Poland and India, at four different stages in its development. It shows growth in financial strength and increasing competitive advantage for Ireland in early years, but by 2006 the nation had a lower competitive advantage than their rivals and given potential future developments, could lead to a steeper and more intense decline given their reduced competitive advantage.
These analytic tools have demonstrated that the growth of the Celtic Tiger was influenced by several core factors, including education, young, well-educated, English speaking workforce, development of infrastructure, particularly airline deregulation, development of social partnerships linking income to productivity, low tax and business stability. Monetary policy also played a central role in increasing competitive advantage during their period of growth. Whilst EU Structural Funds and FDI did contribute to the growth of the Celtic Tiger period, these factors have tended to be growth related to other root causes. Other members of the team will address further issues, specifically looking at EU funds and FDI.
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Figure 1 - Mind Map of Ireland's Business Environment
