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Abstract

The social partnership process is acknowledged gt independent
observers as an important cornerstone underpinthiegrapid economic
growth of Ireland. It is seen as a virtuous citiciehe economy between
government, employers, labor, farmers and volurgaoyips encompassing
pay, profitability, investment, employment and taform. It means that all
groups in Irish society have a stakeholding in ecgin and social progress
and in the strengthening of social cohesion. Tha# secret behind the
success of the Irish social partnership model aarsibommarized in one
phrase — a shared understanding characterized Ipyolalem-solving
approach designed to achieve consensus.
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Introduction

Prior to Ireland’s EU accession in 1973, the cguwiiis one of the poorest in
Europe. Today Ireland is one of the richest andt glabalized countries in
the world with a per capita GDP of $55,500. Thentgqubenefited from a
conjunction of favorable national and internatianahds that underpinned the
enormous growth of the Irish economy since thenth®rinternational front, a
number of factors were important including the fsieffects of the growth
in global trade and the expansion of the US econtimeygrowth of foreign
direct investment globally in the 1990s and inipaldr in Europe under the
impetus of the Single Market; and broadly favorabiehange rate trends.

On the home front, Ireland benefited enormousliyfi@ number of
factors: the results of earlier strategic decisitmsbandon protectionism
and embrace free trade; improve human capital ammbueage inward
investment into the country; the enhancement oktiterprise environment
created by reform of the public finances; the improent of infrastructure
and the business environment generally; reductiontaxation; wage
moderation under the series of three-year partipeegfreements between
Government, employers and trade unions; and firddimographic trends
that ensured that labor supply did not act to lgnitwth potential.

The social partnership process is acknowledgeddst mdependent
observers as an important cornerstone underpintiiegrapid economic
growth of Ireland. It is seen as a virtuous ciliciehe economy between
government, employers, labor, farmers and volurdaoyps encompassing
pay, profitability, investment, employment and tax reforirméans that
all groups in Irish society have a stakeholding in economic sadhl
progress and in the strengthening of social cohesion. Theseeabt
behind the success of the lIrish social partnership model can be
summarized in one phrase — a shared understanding characterized by a
problem-solving approach designed to achieve consensus.

9
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The Irish State apparatus involved in long-termatatic planning, social cohesion, national
competitiveness, attraction of FDI, indigenous stdudevelopment, export development and scieackenology
and innovation is a combination of Government Diememts, State Agencies and Advisory Councils. These
issues are all by their nature cross-cutting, linkexd and interdependent. The Irish institutiosetl up evolved
over time into one which recognizes this interddpany and attempts to provide a complementaryiativisf
labor to give each institution its own speciatigifs within an overall national strategic framework

Of course, no one country’s experience can be totally relevatiie¢o @ountries, especially those
from another Continent. Different historical, cultural, eqoi trade and geographic contexts may
make success factors in one country’s experience irrelevant in another

Nevertheless, certain success factors are universal and can be appfigadt@untry provided the
political will and resources are available to make them workaefirst principles’ of success can be
deduced from the experience of other countries. In the case ifdrétese are outlined in detail in the
main body of this report and may be summarized as follows:

« Policy/strategy design:
— The importance of a social partnership approach,

— the importance of a shared understanding based prolalem-solving approach
designed to achieve consensus,

— the importance of consensus decision-making arisorg evidence-baserksearch,

- the importance of having statutory bodies with rlenandates and operational
independence,

- the importance of awareness of and responsiveaésgetnational trends,
— development strategies should leverage areas iohahdtompetitive advantage,
— the importance of and logic behind state suppartife venture capital (VC) industry,
— science, technology and innovation policy shouttbgmize a global context.
« Internal organization:
— The importance of having respected board members,
- the importance of a Code of Practice for board nesbhnd staff of State bodies,
— a super technical agency needs a highly educadéfd st

— continuity of a long-term national strategic visioenefits from a stable technical corp
with pay comparable to the private sector,

— a 'matrix’ internal organization structure that dammes sectoral and geographic
expertise facilitates a more focused and effe@weroach.

» Coordination:
— The importance of a collaborative networking apphya

— Tinbergen Rule: Every major important objective the innovation-export nexus
should have a dedicated instrument/agency,

- the value of a technically powerful centralizedtStagency to carry out forward-
looking strategic policy analysis with direct chais to the highest levels of
Government and implementing agencies.

10
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« Implementation and oversight/evaluation:
— Instruments for policy implementation should bens@arent,
— the importance of maintaining a focus on meetirvgtors’ needs,
— the importance of a mechanism to promote ‘ownetsififargeted clients,
— the importance of cost benefit analysis to showedibr money to taxpayers,
- the importance of people, ideas and partnershipaplementing innovation policy,

— the importance of a tracking system to follow-uptbe adoption and implementation
of policy recommendations,

— policy must be periodically evaluated for impact.

11
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I. The remarkable economic
transformation of Ireland

A. From poor to rich in less than one
generation

In 1970, three years before Ireland’s accession to the EU, thérgatas
one of the poorest in Europe. As a small island on the Westge of
Europe flanked by much larger neighbors, its income per capita sit
€2253. As a result of economic stagnation and massive irteojun
emigration over the previous one hundred years the populafidhe
country had halved in that period to just less than 3anilpeople. The
country had little natural resources and a tiny protected homeetaith
virtually no modern industry.

Following the failure of protectionist policies operatinglialand
from the 1930s to the 1960s, a sense of economic crisiseraaspre in
the country. By the early 1960s, the feeling was widespread athat
radically different approach was needed to solve Ireland’s economic
problems. The need for a fundamental change in economic strategy w
widely acknowledged. The crisis atmosphere put Irish politicfeom all
parties under severe pressure to work together to find a nevorvegrd.
This pressure resulted in the adoption of a series of negrgms for
economic expansion by the Government of the day whose generstl thr
and direction were continued over the following decades to today,
regardless of which political parties were in power.

Over the three and a half decades following the 1960s the Irish

13
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economy was transformed under the impetus of this new pdiliegtion which saw (i) a shift from
self-sufficiency to economic openness, and from theesstution of imports to the promotion of
exports; (ii) the encouragement of foreign firms to seplapts in Ireland through the provision of tax
incentives and grants; and (iii) the dismantling of the imtariffs and other barriers that had insulated
domestic producers from international competition.

This very fundamental shift in policy completely transforrtteal country. The Groningen Growth
and Development Center Index shows Irish GDP per capita measuweaistant 1990 US dollars grew
from $3,453 in 1950 or 36.1% of the US figure to 888,in 2006 or 90.8% of the US figure. In today’s
dollars, Irish GDP per capita has risen to $55,500 (2006)

Because of its very strong economic growth, Irelaasi become one of the highest income countries
in the OECD. The Bank of Ireland ‘Wealth of the WatReport’ July 2007 shows that Irish Net Wealth
(household assets minus household debt) now s&n€804bn or €196,000 per capita, second among
leading OECD countries. In 2006 alone the numbenithibnaires increased by 10% to 33,000.

B. The booming 1990s

The decade of the 1990s in particular was a pefiodpid economic expansion in Ireland, drivendérdpy
phenomenal growth in exports of manufactured goblads.OECD estimated that during the 1990s growth in
Irish real GDP was over three times the US and ¥dagies — 6.0% per annum in Ireland compared % 1.7
for the US and 1.9% for the EU, while export grointithe same period in Ireland at 11.2% per annas w
more than double the EU average of 5.5% and suiadfigabove the US average of 6.8%.

Merchandise exports more than quadrupled in just over 10 fyeer£19 billion in 1991 to €90
billion in 2002 and more than 70 per cent of these expoet® from high technology industries.
Crucially, most of these industries are foreign owned andherdrtit of a very successful inward
investment policy followed since the early 1970s.

C. The impact of FDI

The economic impact of FDI in Ireland has been emtinues to be of crucial importance. Its imgact
summarized in the table below showing the benefitse economy solely from FDI companies basectiarid.

TABLE 1
ECONOMIC IMPACT OF FDI COMPANIES BASED IN IRELAND, 2002-2005
(In billions of euros)

€ billion € billion € billion € billion

2002 2003 2004 2005
Sales 715 725 73.9 77.4
Exports 67.3 68.6 69.8 73.8
Direct Expenditure in 15.3 15.9 15.5 14.9
Irish Economy
Of Which:
Payroll Costs 5.2 5.3 5.6 5.7
Irish Materials & 5.0 4.4 3.7 3.4
Components
Irish Services 5.1 6.2 6.2 5.8
Direct Expenditure as 21.4% 21.9% 21.0% 19.3%
% of Sales

Source: IDA Ireland Annual Report, 2006.

14
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The added value to the Irish economy of this expenditureileagstl now to be running at over
€40 billion annually.

A further indicator of the extent of the importanaieFDI in the Irish economy in comparison to
other countries is the high level of cumulativeckt@f inward FDI in Ireland relative to GDP, today
estimated at $230 billion — over five times that developed countries and more than three time&ithe
average when measured as a percentage of GDR:arhize seen in the following table:

TABLE 2
CUMULATIVE STOCK OF INWARD FDI AS A PERCENTAGE OF G DP, 2005
Area % GDP in 2005
Ireland 106
Netherlands 74
Sweden 48
Czech Republic 48
United Kingdom 37
France 28
Germany 18
Italy 12
EU Average 33
Developed Economies 21
United States 13

2

Source: UNCTAD World Investment Report, 2006.

D. Diversification of export markets

The UK market had traditionally been Ireland’s principal expeatket, accounting for over 75% of

Irish exports in the years prior to EU accession. By 2002JK market had lost its position as Ireland’s
largest market. Today, the US is Ireland’s largest single rexparket accounting for 20% of Irish

merchandise exports; the UK accounts for 18% while the résedU (excluding the UK) accounts for

44%. This dramatic change in the destination pattern of énglorts was a direct consequence of (i)
Ireland’s EU accession in 1973 and (ii) the subsequent massiaed FDI into the country, especially

from the US whose target markets from their Irish base werElthand the US.

E. Concentration of exports in two sectors

The sectoral composition of Irish exports is highgncentrated, with 71.6% of total exports in 2004
coming from just two sectors —pharmacem, whichuites organic chemicals and pharmaceuticals, and
machinery and transport goods which includes IG3dpcts. This level of sectoral concentration ishhig
even when compared to other small open economialy. $3.7% of New Zealand’s exports, 54.4% of
Belgian exports and 50.7% of Dutch exports comm fitee two largest export categories in these ciasantr

Finland and Singapore are amongst the few countries that havealgatwore concentrated
export sectors than Ireland, with over 73.2% and 72.7%edf &xports respectively coming from their
two main export sectors (Source: Forfas International Tradev&stment Report, 2005). This is largely
a reflection of the fact that FDI companies located in Ireland acdounter 70% of Irish exports and
Ireland’s concentration on these two sectors in particulas iffibrts to attract FDI.

15
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F. One of the most globalized countries in the worl  d

Another measure of the extent of change in Irelaad shown in the 2004 AT Kearney/Foreign Policy
Magazine Globalization Index which reported thattfee third year in a row Ireland was the world’esin
globalized country. The Index annually tracks asdesses four key components of global integration,
incorporating such measures as trade and findimied, movements of people across borders, infiemst
telephone traffic, Internet usage, and participatidnternational treaties and peace keeping tipesa

The Index attributed Ireland’s position as the world’'s mgistbalized country to its deep
economic links and high levels of personal contact with theofetste world (Ireland’s position in the
2006 Index had slipped to number four, behind Singaposéiz&land the US). This in part is a
reflection of the fact the Irish economy is one of the moehap the world with Irish trade (imports and
exports combined) representing 85% of Irish GDP, or apmately double that of the EU as a whole,
while per capita exports stand at $29,300, one of the hightst world.

G. Underlying causal factors

Most independent observers of the Irish economic ‘Celtic Tigaom from the 1990s acknowledge that
Ireland benefited from a conjunction of favorable national atetrational trends that underpinned the
enormous growth of the Irish economy since then. On tkeniational front a number of factors were
important including the positive effects of the growth Iobgl trade and the expansion of the US
economy; the growth of foreign direct investment globallthe 1990s and in particular in Europe under
the impetus of the Single Market; and broadly favorable exchatgérends.

On the home front, the country benefited enormously fronuraber of factors: the results of
earlier strategic decisions to abandon protectionism and embradeaffegimprove human capital and
encourage inward investment into the country; the enhanceméat efiterprise environment created by
reform of the public finances; the improvement of infrastmecand the business environment generally;
reduction in taxation; wage moderation under the series of yle@epartnership agreements between
Government, employers and trade unions; and finally demogréehids that ensured that labor supply
did not act to limit growth potential.

H. Special contextual features

There are a number of special contextual features of the Irish sgtagswhich are not relevant in the
context of other countries around the world.

First, Ireland benefited substantially from a massive flowapital from the EU for the first thirty
years of its accession in 1973. During the period fromatee1970s to the early 1990s when EU aid to
Ireland was at its highest, net transfers from the EU tardehre estimated to have represented 4% to
7% of Irish GDP.

Second, Ireland has a particularly young, growing and homogergpulation with 37% under
the age of 25, the highest in Europe and one which grew lfssnthan 3 million in 1960 to over 4
million today. This factor was especially important in Irelarefforts to win FDI.

Third, Ireland is an English-speaking country aewhains today the only English-speaking country
within the Euro zone, a factor which also contrésuto its ability to win FDI from outside the EU.

Fourth, Ireland because of its history of heavy emigratiow¥er 100 years has ethnic links with
many countries around the world. There are some 77 milliopl@eeridwide who claim Irish ethnic
origin of whom about 44 million live in the US. Thiactor has also been an important contributor to
Irish trade and investment success over a long period.

16
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I. Ireland’s future challenges

As a small, very open economy, Ireland’s competitiveness, fligxiand innovation are key to its
economic development. Government strategy is aimed at developihgnaintaining an ever more
dynamic enterprising and innovation-based economy, which cgairstiggher living standards and an
improved quality of life for all. Notwithstanding the cdry's enormous economic success story over
the past decade, there are major challenges facing the country taimthiat level of success.

IDA characterizes the competition for FDI as ‘relentless and dlabdlelieves investors now
have a myriad of location options for each part of their lessiprocesses. Global corporations are seen
as being able to organize and engineer their businesses in ploysiwdlial form and select the most
effective location for each element. IDA believes they seek three edsegtedients: the right people
and skills, a supportive ecosystem and infrastructure, ansitivpand forward-looking attitude.

As a result, Ireland has had to re-invent its attractionsard investment over the past decade,
recognizing changes in global conditions and in Irish circantgts. The Government believes that the
value of inward investment must now be judged on its nandequality rather than on in quantitative
measures or job number alone, as was the case in Ireland in7e€0®0 period. Today’s desired
investments are characterized by their leading edge nature, suchrasl amvéstment or their market
innovation such as a Google investment. They are increasingntreh a highly skilled workforce
operating in an agile, flexible and responsive environment.

17
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lI. The crucial importance of the
social partnership approach
in Ireland

The social partnership process is acknowledged Ilmgt nndependent
observers as an important cornerstone underpintiiegrapid economic
growth of Ireland. It is seen as a virtuous ciriciethe economy between
government, employers, labor, farmers and voluntgoyps encompassing
pay, profitability, investment, employment and takorm. It means that all
groups in Irish society have a stakeholding in entdio and social progress
and in the strengthening of social cohesion.

A. The pivotal role of the National Economic
and Social Council (NESC)

The Council has been one of the most influentididmin Ireland for almost
35 years in terms of its impact on public policy g@oonomic and social
development, notwithstanding its relatively smadlffsof 9 people. It was
established in 1973 to analyze and report to timeeRvlinister on:

« Strategic issues relating to the efficient development of the
economy;

« the achievement of social justice, and

« the development of a strategic framework for the conduct of
relations between the Government and the Social Partners.

19
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1. The Council’'s funding, governance and structure

The NESC is funded to a level of €1.1 million out of bhuelget of the Prime Minister's Department and
is chaired by the Secretary General of that Department. The heafige obther Government
Departments also sit on the council. In addition, it contegpsesentatives of trade unions, employers,
farmers' organizations, NGOs and independent experts. The dath¢éhCouncil is chaired by the head
of the Prime Minister's Department and contains the headsvefdiher Government Departments
creates a strong degree of accountability to Government.

2. The Council's focus

The Council comments on the broad direction of Governmeitypiol various areas. This could put the
senior heads of Government Departments in a ‘grey’ area asitheiuty is to serve their Ministers.
Yet, they are members of a body that comments on policy pblestial difficulty is avoided, in part, by
the fact that the Council rarely comments on contentious imneeplddicy issues or recent government
decisions. It focuses primarily on the principles that &himform Irish policy.

3. The factors seen as important for Ireland by NES C

Successive analyses by the Council reflect a platiwiew of Ireland’s position in the internatibisgstem,
the challenge of developing a small peripheralcalitiral country, the dynamics of internationatiraand
regional development and the role of the EU intiargan international system of governance. Tiredede:

« The importance of competitiveness in a small open economy,
« the role of European integration in facilitating the developgroéa small peripheral region,

< the limited role of demand management and the crucial role ofyssipe policies aimed at
enhancing the quantity and quality of resources and capabililEsSE argues that the main
focus of policy analysis and development should be the sgpfdymeasures that influence
competitive advantage, social cohesion and societal well-being, landcreation of
institutional arrangements which encourage discovery and implatieentdf such measures,

« the importance of specialization in high-value, high-grow#itiars in maximizing the gains
from trade and integration,

« the damaging long-run effect of net emigration and the impmeta increasing population
and employment in Ireland,

« that technological development can make it possible for certairiri@suar regions to rapidly
improve their position in the international economic system,

< the inter-dependence between the traded and non-traded sectorse amgditance of an
efficient non-traded sector,

» the interdependence between the economic and the political and thenaetbhsistent set
of macroeconomic, distributional and structural policies based shared understanding of
key economic and social mechanisms,

» the importance of regional networking in strengthening coithpeadvantage.

4. The Council as a forum for discussions between t he social
partners

The Council has, for several decades, proved to be an impootamh fvhere diverse interests and
organizations meet to discuss economic and social problems a@indsdlutions. As the partnership
system has developed, many other working groups have been éneatedh these organizations meet
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each other and Government. The Department of the Prime Miisigtex central node in this network
of working groups and acts as the prime mover and clearinglioumany issues.

The meetings of the Council are held in private, and no trgtseie kept. Government and the
Social Partners believe this allows representatives of divers®std to engage in relatively open and
frank discussion of issues, expectations and values. Onfiniieagreed, reports are published, not the
drafts or background papers. This allows the wider policynoonity and society generally to see the
final agreed rationale that underpins the Council’'s recommendation

B. Evolution of the Irish partnership approach

For many years, organizations in Irish civil socibbive shared a commitment to develop the country—
economically, socially, culturally and politicaligonsequently, they have generally welcomed thentymty

to jointly analyze and discuss a range of policgllehges and have seen the Council as providing tha
opportunity. However, despite this willingness fscdss issues, there had for years been an irsoffic
appreciation of the interdependence in the econbetyeen the public and private sectors, between the
indigenous economy and the international econond/patween the economic and the political.

1. Earlier social conflicts

This lack of appreciation of the interdependence of factors catedbto periods when relations
between social groups—particularly unions and employers, batiatluding government and farm
organizations—were very strained. In the late 1970s and muble 4©80s, there were acute differences
and conflict over wages, inflation, taxation and public spendin

By the late 1970s Ireland was experiencing increased economic ldéBeureflecting structural
adjustment to free trade, increased need for social services, udentrinternational economy and
recourse to foreign borrowing to fund both capital and curspending. During much of that time
successive governments failed to achieve control of the puldicdas.

Throughout the period, the Council provided a significgpastunity for discussion, away from
the heat of day-to-day conflict. Discussions in the Coumcihe late 1980s led to a greater shared
understanding of key economic and social mechanisms and agreemantmore consistent policy
framework. The Council’s role became to frame a coherent and inteecied perspective on Irish
development, and the role of partnership in it.

In a context of deep economic, social and politw#is, the Social Partners undertook intensive
discussion in NESC and reached an agreed anafykiamd’s situation and a strategy to escape ftioen
vicious circle of stagnation, unemployment, emigratrising taxes and debt. The Council's 1986 repgo
Strategy for Developmerigrmed the basis upon which a new governmentta&ocial Partners negotiated
the Program for National Recovery (PNR), which fram 1987 to 1990. This was to be the first of seve
agreements, so that Ireland has now had two deofdegotiated economic and social governance.

The success of this approach led NESC to more consciouslifyidentole as one of analyzing
of strategic policy issues, and building of consensus esethrather than advising on specific policy
measures. Under the chairmanship of the Prime Minister's offiig,involved achieving a shared
analysis of economic and social problems.

2. Alater widening of NESC'’s representation

The presence of employers, unions and agricultural member® d@otimcil, and the diversity of their
interests, largely prevented “capture” or dominance by any onesé tdpecial interests. Nevertheless,
this structure still left NESC open in the past to the acmrs#iat it was captured by the social partners
collectively, who traditionally represented producer interests.
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In the context of high unemployment at the time, variousasgeoups argued that the poor and
marginalized were not represented through employers’ associatitade unions or farmers’
organizations. While this argument was resisted by some, dlrer@nent decided to respond to this
concern and bring the ‘community and voluntary’ pillar iNBSC and the partnership process. This
was achieved by a widening of NESC membership in the midsli@d@clude this group.

3. Ashared understanding of the link between econo  mic
and social development

NESC argued that good economic performance and improved saiattipn do not inevitably occur
together. Rather, they can be made to support eachvalleee there is sufficient shared understanding
and commitment. This depends critically on recognizing thatkpalicy is not simply an exercise in
redistributing a surplus, there to be creameafiéfr successful economic performance.

NESC proposed an alternative conceptual framewardt eeform program. It argued for a
‘Developmental Welfare State’ linking economic aswtial development more closely in ways suited to
Ireland. It called for more investment in educatiogalthcare, child development and care, elderbatesing,
transport and employment services. It highlightedimber of ways in which Ireland’s economic develept
machinery surpassed its social institutions angg®ed that a life-cycle approach be adopted impigrand
building the Developmental Welfare State. Thisimtigtishes between different life-cycle cohorts—iraih,
young adults, people of working age, pensionergpaogle reliant on care.

NESC'’s arguments have had a major impact on Irish policy makest recently in the 10-year
Social Partnership Agreement negotiated in late 2006, Tow&18 &nd in the development of the
current €184 billion National Development Plan (NDP) 200Z3 The NDP explicitly recognizes that
economic and social progress are inter-dependent and allocates hhifostf the total funding
commitment to social infrastructure and social inclusion @rogt

The NDP 2007 —2013 also adopts the life cycle approach profys&lfESC and outlined in
Towards 2016. This orients public services around the ndqoople at different stages of their lives —
children, young adults, people of working age, older peopiepmople with a disability. It aims to
deliver the goals for each stage of the life cycle.

C. The real secret of success behind the Irish part  nership model

This can be summarized in one phrase shared understandingharacterized by @roblem-solving
approach designed to achieve consensus. This eimtiwas not easily reached in Ireland and onlyecam
about after many years of trial and error, coupteductive arguments about who was to blame faeatir
and past failures, and finally the realization tivag globalized world, the Irish economic ‘baattiny and
that Irish people were all in that one tiny boatimich they could all sink together or survive titge.

Over time, thisshared understandingnd problem-solvingapproachdeveloped into &ey and
accepted ingredient of the partnership process. Indeed, NESOjsiar®d, at times, focused on the
partnership process itself. This revealed that a distinctionbeamade between two conceptions, or
dimensions, of partnership:

« Functional interdependence, bargaining and deal making,
« solidarity, inclusiveness and participation.

Effective partnership involves both of these, but cannot bedbastirely on either. To fall
entirely into the first would validate the claim that the prec@siply reflects the power of the traditional
Social Partners. To adopt only the second would risk reddb@@rocess to a purely consultative one,
in which all interests and groups merebicedtheir views and demands.
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1. Animportant third dimension of partnership

NESC concluded that there is an important thirdedision of partnership, which transcends these two.
‘Bargaining’ or ‘negotiation’ describes a processaihich each party comes with definite prefererases
seeks to maximize its gains. But partnership ire®lthe players in a process of deliberation thatthea
potential to shape and reshape their understanidiengjty and preferences. This idea is impliciNESC’s
description of the process as ‘dependent on a ¢harderstanding’, and ‘characterized by a problem-
solving approach designed to produce consensuss.tfiind dimension has to be added to the firstthar
headed notion of bargaining and to the seconddfisalidarity to adequately capture the process.

The key to the process is the adoption of ‘a prolelving approach’. As one experienced Irish Socia
Partner put it: ‘The society expects us to be gmkbolving’. A notable feature of effective parsiép
experiments is that the partners do not debateuttienate social visions. This problem-solving eg@eh is a
central aspect of the partnership process, anditakto its effectiveness. It suggests thateathan being the
pre-conditionfor partnership, consensus and shared understpaidinmore like anutcome

It is a remarkable, if not easily understood, fact that delilexatvhich is problem-solving and
practical, produces consensus, even where there are underlyinigtsanfflinterest, and even where
there was no shared understanding at the outset. Using theheippo produce a consensus in one area,
facilitates use of the same approach in other areas.

The key may lie in understanding what kind of consensusogduped when problem-solving
deliberation is used. It is generally a provisional consetsysoceed with practical action, as if a
certain analytical perspective was correct, while holding open gwhilidy of a review of goals, means
and underlying analysis. The word compromise is inadequatestribe this type of agreement, since
compromise so often fudges the issues that need to be addressed.

D. Summary of how the Irish social partnership work S

« The partnership process involves a combinatiotoofultation negotiationandbargaining

« the partnership process is heavily dependent oshared understandingpf the key
mechanisms and relationships in any given policy area,

« the Governmenhas a unique role in the partnership process. It providesrena within
which the process operates. It shares some of its authotitytivé Social Partners. In some
parts of the wider policy process, it actively supports &iiom of interest organizations,

« the process reflecttterdependenceébetween the partners. The partnership is necessary
because no party can achieve its goals without a significant dégregport from others,

* partnership is characterized bypmblem-solvingapproach designed to produce consensus, in
which various interest groups address joint problems,

* partnership involvetrade-offsboth between and within interest groups.

E. The impact of social partnership on Irish econom iC
performance

The period of Social Partnership has been one of unprecedentednec@uzcess in Ireland. The
country not only escaped from the deep economic, social andtglottisis of the 1980s, but has
significantly addressed its long-term developmental problemendgration, unemployment, trade
deficits and weak indigenous business development in threetanpways:
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« Wage bargaining: a striking feature of Irish economic performance in the peribd o
partnership has been the enhanced profitability of businessngnoved industrial relations.
The environment of wage moderation and high profitabilag been a factor in Ireland’s
remarkable employment creation, attraction of inward investmenttladunprecedented
commercial success of indigenous companies.

< A coherent and consistent macroeconomic policy: partnership was an important element in
Ireland’s transition form a high-inflation and volatile econoto a low-inflation, stable,
economy. Ireland’s switch from sterling to the euro, combinégtl partnership, took the
exchange rate, and therefore inflation, outside day-to-day patitjcgl competition and
industrial relations conflict. It inoculated it from the unsessful combination of macro policy
and income determination pursued in Britain for many yearsfr@&ying a new shared
understanding, Ireland finally escaped the most negative effeBtstaih’s political business
cycle. It is widely believed by independent commentators thatlspeirtnership is the
crowning achievement of the ‘Celtic Tiger economy’.

* A supply-sde mechanism: The Irish experience suggests a close connectitimeée settling
major macroeconomic and distributional issuesherohe hand, and constructive engagement with
supply-side problems, on the other. Closing-off im@aconomic alternatives freed management,
union, community and government energies for d@ons of real issues that impact on
competitiveness and social inclusion—corporatetegjya technical change, training, working
practices, the commercialization of state-owneerprites, taxation, local re-generation, active
labor market policy—and forced people to engagedlfistic discussion of change.

It would clearly be inaccurate to attribute all the success of rish Economy to social
partnership. Partnership enhanced competitiveness, assisteccdigeation, produced consensus and
stability in economic policy, and increased flexibility in bbgublic policy and enterprises. This created
the context within which Ireland’s long-term developmentaltegy finally achieved its potential. That
strategy involved heavy investment in education, particularigfiormation technology, attraction of
inward investment and full participation in European integrati

The ‘Celtic Tiger' resulted from the interaction of partnershifih a set of supply-side
characteristics that enhanced international competitiveness and encdasigenomic growth. These
included a young, well-educated, English-speaking workforgerawed infrastructure (funded by both
the EU and the Irish state), an inflow of leading US entsgpr{attracted by both Irish conditions and
the deepening European market), a new population of Irish eésérp(free of the debilitating
weaknesses of the past and open to new organizational pattechd®-segulation of the service sectors
(driven by the completion of the European internal market).

The completion of the European internal market was a most tampdactor in the recovery and
re-orientation of the Irish economy. While social partnerssigbilized the economy, European
integration produced a steady pressure to make public utditidsservices more efficient, consumer-
oriented and independent of state subsidy or protection., Timlesnd benefited from an unusual, but
benign, combination of institutionalized co-ordination bé tkey economic actors and pressure for
market conformity.
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lIl. A proactive state apparatus

The lIrish State apparatus involved in long-ternatsgic planning, social
cohesion, national competitiveness, attraction bf, Fhdigenous industry
development, export development and science, té&tnand innovation is a
combination of Government Departments, State Agsneind Advisory
Councils. These issues are all by their naturesaoting, interlinked and
interdependent. The Irish institutional set up edlover time into one which
recognizes this interdependency and attempts taidera complementary
division of labor to give each institution its owspecialist focus within an
overall national strategic framework. The orgatdzetl set up in Ireland is
discussed below in the context of a number of petss — Strategy Design,
Coordination and Oversight; Implementing Agencesl Advisory Councils.

A. Strategy design, coordination
and oversight

The main front line public players in strategy design, coatibn and
oversight are the Department of Finance (DoF), the Department of
Enterprise, Trade and Employment (DETE) and the State AgeorfasF
Their roles are fully discussed in the Appendices and thewfoigp
represents a summary of their primary roles.

1. Department of Finance (DoF)

The DoF is a Department of State within the IrishilGervice with a
budget of €111.9 million and a staff of 625 peolleeports directly to the
Minister of Finance. It has a central role in inmpéting Government
policy, in particular the Program for Governmemgdan advising
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and supporting the Minister for Finance and the Governmetiteoaconomic and financial management
of the State and the overatlanagement and development of the public sectéwrinmulating this advice
the DoF is guided by its mission, which is:

'to promote a growing economy which will deliver a high I@fedustainable employment,
social progress and living standards.'

The DoF is responsible for the administration &f pluiblic finance of Ireland and the collection and
expenditure of the revenues of the country fromtesex source. It has a number of other functionghvh
are principally to promote and coordinate econoamid social planning, including sectoral and rediona
planning, to identify development policies, to mwvithe methods adopted by departments of state to
implement such policies and generally to advisegytheernment on economic and social planning matters

a)  Strategic priorities of the DoF
The DoF endeavors to strike the right balance between taxati@striment in infrastructure, improved
delivery of public services and the maintenance of sustainableleels. In its Strategy Statement
2005-2007 the Department identified seven strategic priorities:

i. To support sustainable growth and employment creation, swoigitess and improved living
standards through the formulation of appropriate economibadgetary policies,

ii. to maximize delivery of the Government's economic and social dlgsdahrough the
development and management of effective taxation and public expgerpatiticies,

iii. to develop policies that continue to promote Ireland’s intertSEU and international level
and which support social and economic progress within the EU,

iv.  to promote the effective regulation of the financial services secto

v. to promote and implement policies in relation to incomes) paétrticular reference to the
public service, which take account of the financial positiomefExchequer and which
promote competitiveness and the delivery of better public service

vi.  to support and improve public service management and in thizixtdm facilitate the
effective implementation of the program of decentralization, and

vii.  to provide an efficient, high quality service to its custonmefme with the standards and
targets set out in the DoF’s Customer Service Action PlartCastbmer Charter.

The DoF takes the view that the continued success of the Iristoragorests primarily on
maintaining Irish competitiveness and continued rising leeklsducational attainment. This requires
that pay levels across all sectors develop in accordance with theaighdseconomy as a whole, that
public expenditure and taxation develop at a sustainable ratehatridftation is kept at a level close to
the EU average. The DoF also believes that this requires thgh gihiority is given to investment in
infrastructure and human capital while meeting key social pésrit

The DoF now attempts to measure the actual outcomes of itepr®dpy means of a series of
Output Statements related to its strategic priorities and BOig first year in which this has been tried
in relation to the DoF Strategy Statement 2005-2007. The mpiuts and outputs related to the DoF
high-level strategic priorities and their implementing prowgare outlined in detail in the Appendices:

b)  Government policy integration and coordination
The DoF has found that the work of Government beng increasingly integrated, where progressim o
sector is often dependent on progress in othes.afBarough its strategic priorities and structitreadeavors
to ensure that these cross-sectoral issues aresaddrand that its advice to the Minister of Fiaaanud the
Government takes account of the broad picturetarmehplications for the economy as a whole.
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To that end, the DoF interacts with virtually every other Diepamt and State Agency on a daily
basis. This is necessary in order to create as far as possibtensoraunderstanding of goals to be
achieved. A number of arrangements are in place to assist the di§ning its activities with other
Departments and State Agencies, including:

» Participation by senior officials of the DoF in the work @&binet committees and on
numerous interdepartmental committees and working groupsngeaith a wide range of
public policy issues,

e ongoing consultation with Departments on public expenditutseagement, both current and
capital, program reviews, administrative budgets, staffinggétary projections and related
developments,

e regular communication with the Department of the Taoiseach (Pvimister) and other
Departments on public service modernization (including the Maragermformation
Framework, eGovernment and human resource management), pay andmattees|

e in consultation with Departments, promoting where apprapritie identification and
consideration of cross-cutting issues,

« in consultation with Departments, ongoing oversight andrdioation of the National
Development Plan 2007-2013,

» the day-to-day provision of guidance and advice to Departmemta oange of issues,
including human resource management, information technologgniaational change, civil
service accounting and training and development,

» the creation of a number of dedicated units to facilitate senide-eoordination of a range of
public policy matters, including Freedom of Information,blmi service modernization,
decentralization, equality and diversity, actuarial support, gimhnmanagement and
procurement management reform (including e-procurement), and

» the operation of several networks to facilitate the timely dgonf issues of mutual interest
or concern. These networks include Secretaries General of Departhssitsant Secretaries,
HR Managers, ICT Managers, Procurement Managers, MIF Managers, iaézatibvn
Liaison Officers and Training Officers.

The DoF also seeks to promote the partnership process as & ¥ehiohproving the design and
delivery of services. Its Departmental Partnership Committeeitonernthe DoF staff training and
development program and suggests further ways to streng#feakdls in working closely with other
Governmental Departments and State Agencies.

c) Major achievements
The DoF is credited with having made a major contributiofnighe context of National Wage
Agreements and their contribution to the maintenance of indugéace in Ireland. The importance of
industrial peace was recognized by the Department. Stable induskat&ns were considered vital to
bring benefits such as uninterrupted services, improveduptiody, staff morale and increased public
confidence. It was also considered to be very important in thtextoof maintaining Ireland’s image as
a desirable place for foreign direct investment (FDI).

To this end, the State, led by the Department of Finance Meashe years, built up a wide range
of institutions and processes, including the Benchmarkingds for public servants, to help resolve
disputes and avoid industrial action and strikes. The LaldatiBns Commission (LRC) seeks to
resolve disputes through conciliation while the Labor CAL®) has a role in adjudicating on disputes
referred to it. There is separate industrial relations machioerivil servants, teachers, defense forces
and Gardai (police). These groups do not have access to theRealations Commission or the Labor
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Court but have schemes of conciliation and arbitration whiclt@rgarable to the industrial relations
machinery available to other groups.

e) The DoF and the National Development Plan
The DoF is responsible for drawing up and subsequent onmigjtof the implementation of Ireland’s
National Development Plans. The current €184 billion NatioDavelopment Plan 2007-2013
‘Transforming Ireland — A Better Quality of Life for Al the largest and most ambitious investment
plan ever proposed for the country. It is more than threestilarger than the previous €57 billion
National Development Plan 2000-2006 and is funded almostsixely from domestic resources, the
vast bulk of it from the Central Exchequer. The new seven-yaampovides:

* €54.6 billion for investment in economic infrastructure,

« €49.6 billion for social inclusion measures (children, peeyth disabilities and others,)
« €33.6 billion for social infrastructure (housing, heajtistice, etc.),

« €25.8 billion for human capital (schools, training, higeéucation, etc.),

e €20.0 billion for enterprise, science and innovation.

The DoF through the NDP explicitly recognizes that economic sawihl progress are inter-
dependent and allocates almost half of the total funding conemiitta social infrastructure and social
inclusion programs. It also acknowledges the importance ohtmgrated “whole of Government”
approach and of ensuring value for money for the taxpayeeimplementation of the plan. As well as
providing the physical infrastructure to support prograssiajor focus of the NDP is on investment in
education, science, technology and innovation. This is seen &3 keland’s future development.

2. Department of Enterprise, Trade and Employment ( DETE)

The DETE is one of the most important Ministries of Stéthin the Irish governmental system. It has a
budget of €1.355 billion and a staff of 1,000. Its @ynfocus has always been on trade and industry
issues and its mandate has broadened in more recent years to esdabgrascience and technology,
competition and consumer affairs.

DETE has a Mission Statement as follows:

“We will work for Government and the people to grow quaétpployment
and national competitiveness.”

DETE's policies are designed to enhance competitiveness, help createvimnment where
enterprise can flourish and consumers are protected, upskilatioe force, provided sustainable
employment opportunities, improve workplace conditions, faid to build an inclusive society. DETE
sets out a set of core values for dealing with its stakehaol@ergernment, Parliament, members of the
public, public and private organizations and its staff) wimichude:

« Fairness & Respect,

¢ Openness & Transparency,

« Flexibility & Responsiveness,
e Partnership & Consultation,

* Responsibility,

* Motivation & Performance,

* Service,
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* Professionalism.

DETE has overall policy responsibility for a widange of offices/agencies and state-
sponsored bodies including Forfas, IDA-Ireland, eptise Ireland and Science Foundation
Ireland.

FIGURE 1
DETE AND ITS RELATIONSHIP WITH THE IRISH DEVELOPMEN T AGENCIES

Minister for
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Source: Forfas Annual Report, 2005.

DETE is now in the third year of implementing itsrafegy 2005-2007. In this strategy the
Department noted that Ireland’s recent economidopeance had undoubtedly been very positive.
However, it drew attention to potentially worryitrgnds in wage levels, the costs of other inputsresmg
prices. These were seen to impact negatively danlilés international competitiveness and have the
potential to affect the longer term sustainabiifyirish economic growth. In the four years to V2G04,
the average cost of Irish goods and services igetey over a fifth relative to Ireland’s majordiray
partners. In real terms, Irish wages increasedvly 2% between 1998 and 2003, compared with 4% for
the eurozone as a whole. However, balanced aghiastreland’s productivity increased by 3.1% fioe
same period compared to productivity gains in tie(RI5%), the UK (1.9%) and Germany (1.6%).

DETE considered the danger to be that shorter term cost caugredss pressures would
prejudice Ireland’s ability to reap the dividend from more ion@dto long term actions. It pointed out
that fortunately, despite cost increases, employment growteieconomy as a whole had remained
robust. It felt policies needed to underpin continued enmpdoy growth in the economy. Addressing
cost competitiveness pressures had to complement longer-taotuisdt reforms focused on improving
productivity levels.
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a) DETE’s Enterprise and Agencies Division

This Division’s role is to manage the system of suppprtsided via the development agencies to
enterprise, and to ensure that the funds devoted to thistasksed efficiently and effectively in the
development of competitive advantage at firm level leading taisafie employment generation. Other
areas which contribute to the overall mission of the Divisiol State Aids and Standards. The role of
the Division in relation to State Aids is to ensure the dimmpe of DETE’s industrial development
schemes with EU State Aid Rules and assist other Departmer8tatef to achieve compliance in
relation to their schemes.

The Enterprise Agencies Unit within the Division is resjiaesfor ensuring that the industrial
development agencies/bodies under its remit deliver an efficiergféaalive service to their respective
clients on a value for money basis and the agencies/bodiesH&ltad work to facilitate and promote
the development of Irish industry:

< Enterprise Ireland - the State-body statutorily charged wadisting the development of
indigenous companies in the manufacturing and internatiomadlg tservice,

* IDA lIreland — the state-body statutorily charged with theaetibn and development of
overseas industry to and within Ireland,

< Shannon Development - the regional economic development comgdunpsty responsible
for industrial, tourism and rural development in the Shamagion,

< Crafts Council of Ireland — the body responsible for priimgoand assisting the development
of Irish Craft,

« Forfas - the national policy and advisory board for enteprizience, technology and
innovation.

The Unit of 15 staff provides the necessary administrativpastifo enable these agencies/bodies
fulfill their mandate. The Unit's functions include fundiofgjthe agencies and contributing to enterprise
policy development. In the year 2006 the Unit oversaw a totddét of circa €324 million in respect of
funding to the various agencies. The agencies/bodies empl@l aftoirca 1,600 staff, working both in
Ireland and abroad.

Based on this analysis the DETE strategy 2005-2007 sés@dtivities aligned along four pillars
as follows:

i. Pillar One: Enterprise, Innovation, Growth
ii. Pillar Two: Quality Work and Learning
ii. Pillar Three: Making Markets and Regulation Work Better
iv. Pillar Four: Business Delivery, Modernization and Custonoeub

As one of the most open economies in the world, Irelandlgyatioi supply goods and services to
international markets is essential to the country’s continuedoatic success. However, in recent years
Ireland’s competitive position was eroded, due mainly to ingrgatomestic costs and the appreciation
of the Euro. As a small, open economy Ireland is vulneraléelverse international trends. In the short
term, DETE views the potential risks to competitiveness antirteed employment growth as:

« The possibility that global economic growth might not bstained,
 further appreciation of the Euro or further risesommodity prices and, in particular, oil prices,

« that increasing competition from abroad could give rise tolgases particularly if pay
increases were to exceed the levels negotiated between the social partinennost recent
Partnership Agreement.
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3. The central role of Forfas

Forfas, the Irish Government's strategic planning Agencyefaterprise development and science,
technology and innovation, is at the centre of a range of intiate stakeholders in these fields. It has a
staff of 120 and an operational budget of €15.1 milliarfds benefits by sitting between the policy-

making functions of the State, the business community, iffeheducation system and the enterprise
development agencies.

The Agency's close relationship with all these etakders is crucial in facilitating a shared
understanding of the key drivers of growth and cetitipeness. Forfas, its sister promotional agenared
its associated councils represent an interlinked/arked web of key stakeholders in Irish societyhwi
active participation from representatives of keyv&ament Ministries (especially the Department of
Finance, Department of Enterprise, Trade and Emmoy and the Department of Education and Science),
State Promotional Agencies, Private Sector Busifiegh FDI and Indigenous), Labor and Academia.

a) The social partners are represented
Representatives of the Social Partnership between Governmenhessand Labor all have the
opportunity to influence policy making at a very senior leVéky do this through their membership of
the Boards of Forfas, the Industrial Development Agency (JIExterprise Ireland (EIl) and Science
Foundation Ireland (SFl) as well as membership of three agvisouncils —the National
Competitiveness Council (NCC), the Expert Group on FuBkils Needs (EGFSN) and the Advisory
Council for Science, Technology and Innovation (ACSTI).

In addition to the links at the level of Board or Couna@mership, Forfas also has the power to
second staff to the other development agencies for specific pgrposl does so on a regular basis. A
great benefit of this web-like structure is a much more lwlégiproach to policy making than would
otherwise be possible.

b) Decisions flow in a functional manner
Ireland’'s matrix of Ministries, Agencies and Advisory Colmcforms a comprehensive and
complementary division of labor that functionally suppott® development and execution of
Government policies on competitiveness, enterprise developneénces, technology and innovation
and export development. One thing that stands out inttiistgre is the formation of a network where
knowledge and decisions flow in a functional manner.

Forfas and its sister agencies represent a hub around whichocatiab is fostered among
indigenous and foreign companies in lIreland, industrial as$ma$, labor, scientists and the
universities, all with a view to stimulate investment, explestelopment and innovation.

c) A collaborative networking approach
Forfas uses a collaborative networking approach with the DepdrtofeEnterprise, Trade and
Employment (DETE) and its sister agencies and advisory btwlipat forward coherent and dynamic
enterprise development policies. Strengths, Weaknesses, Opiestamd Threats (SWOT) analysis
and benchmarking techniques are employed and discussed wittstatkesiolders to identify Ireland’s
competitive challenges, constraints and opportunities. Researcbnitucted and discussed with
stakeholders to identify and promote emerging opporturniitisg&he areas and technologies.

A pro-active team approach between the private sector, academia, laltbe @&dvernment is
seen as vital to ensure that joined-up policies are designednghelriented. Forfas co-ordinates the
Enterprise Development agencies that play a critical role in the @reatinetworks of enterprise and
trade associations, universities, innovation and technologyersetitat provide the infrastructure for
information sharing, co-operation and innovation in diffefedustries in Ireland.
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d) Consensus decision-making based on  evidence-based research
The Forfas Board and Associated Councils operateebasis of consensus decision-making arisimg fro
evidence-basenksearch put before them by the staff. AlthoughGhairman has a casting vote, it is rarely,
if ever, used. Staff carry out exhaustive researcthe issue at hand with all options for acticorélughly
explored. They put forward rational arguments tase all the available evidence and research for th
course of action being recommended. Ehiklence-basedpproach is most important and tends to lessen
the likelihood of contentious debate and facilgalecision-making based on consensus.

e) A strong u pwards and d ownwards influence on public policy
The Forfas approach of consensus decision-making basaddamce-baserksearch also contributes to
the Agency having a very strong influence on public policyétand. The Agency is recognizedtas
authority for the generation of forward looking publiclipp advice in the inter-related areas of
competitiveness, enterprise development, innovation, attracfidfDb and export development. Its
adviceflows upto the highest levels of Government through:

< The Minister of Enterprise, Trade and Employment (via thegiddtment),

e its technical support to the National Competitiveness CoN€IC), which reports to the
Prime Minister,

» the Expert Group on Future Skills Needs (EGFSN), whiclortego both the Minister for
Enterprise, Trade and Employment and the Minister for Educatid Science),

« the Office of Chief Scientific Adviser, which reports to a @abiSub Committee on Science,
Technology and Innovation, and

< the Advisory Council on Science, Technology and Innovatid®SAl).

Meanwhile, Forfas policy advicBows downto policy instruments and action through its
coordination, technical support, budget advice and monitarfirtiedicated line promotional agencies —
Industrial Development Agency (IDA), Enterprise Ireland (BRd Science Foundation Ireland (SFI).

B. Implementing agencies

The three primary implementing agencies are:
* |DA-Ireland,
« Enterprise Ireland (EI),

e Science Foundation Ireland (SFI).

1. Industrial Development Agency (IDA) - Ireland

IDA Ireland is an autonomous state sponsored agency resgofwilthe attraction of Foreign Direct
Investment (FDI) to Ireland. It has a Mission Statemenolisafs:

“We will win for Ireland, its people and its regionsgtibest in international innovation
and investment so as to contribute to the continued tramaf®n of Ireland to a world-
leading society which is rich in creativity, learning and peadand social well-being.

We will work in partnerships with other organizations énhance the best of Irish
capabilities and talents and match them to the best dagiavestment. We will carry out
our mission with integrity, professional excellence and resipeness to all with whom
we work or are in contact”
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The Agency’s total expenditure in 2005 was €150m of whichr€858%) was on grants to
industry and €36m (24%) was on Promotion, Adminigiratand General Expenses. The agency
employs 170 staff and reports to the Minister for EnteepiTrade and Employment.

As part of the effort to win FDI, the Industrial Developm@at of 1969 established the IDA as
the primary agency to foster industrial development (at tha toth foreign and indigenous) in the
country. With Ireland’s accession to the European Economic Qmityn(now the European Union) in
1973 the country was in a position to offer investorty-fhee access to the European market. Armed
with this benefit and with a tax incentive of zero tax on expaofits until 1990 IDA began to achieve a
high degree of success in attracting FDI into the countnjicpbatly from the United States.

Despite this initial success in winning FDI, delBa#bout the direction of enterprise policy were
inevitably influenced by the fluctuations in thetfmes of the Irish economy. Though even in thed$%hd
1980s the enterprise sector did not perform pdatiiyubadly in comparative terms, its employment
performance fell far short of the need presentedrdgyid workforce growth and high levels of
unemployment. The severe economic and employmdfitutties of the period led to searching
assessments of enterprise strategy, and in particithe emphasis on foreign investment and theigion
of extensive tax incentives and grants. A reviewlmafustrial Policy was carried out for the National
Economic and Social Council (NESC) by the Telesiagtiltancy Group and published in 1982.

This study concluded that with few exceptions, foreign-owrgths in Ireland were
manufacturing satellites that did not embody the key competiotivities of the businesses in which
they were involved; did not employ significant numberskdfesl workers; and generated relatively little
downstream activity among domestic sub-supply firms. Thertepas critical of existing policies for
indigenous industries, particularly the provision of reipment grants and the excessive willingness on
the part of the industrial development agencies (including i@Ancourage the establishment of large
numbers of firms lacking the scale to become viable. The repootmmended that a more selective
approach should be taken to the attraction of foreign indasththat there should be a shift in emphasis
towards building up strong indigenous companies in exguit sub-supply activities. It proposed that
the share of the industrial development budget devoted igeimaus companies should rise from 40 per
cent at the start of the 1980s to 75 per cent by 1990.

Though the Government did not accept all elements of the Tedgsid, it endorsed the need for
greater emphasis on the development of indigenous indugtey.Gbvernment followed up with the
Industrial Development Act of 1986 which put in place a natugiry framework for enterprise support
and the enterprise development agencies. From the mid-1980mbeemaf steps were taken to give
greater support to indigenous industry and to promot@thgration of foreign firms with the domestic
economy. These included:

e 1985 — National Linkage Programme established to develop regstmmpetitive sub-supply
base in Ireland to maximize local purchases of Irish raw mates@tgyonents and services by
overseas firms based in Ireland.

« 1988 - IDA re-organized to give separate divisiasponsibility for foreign and indigenous firms.

» 1988 — IDA policy statement indicates that the proportiomegburces devoted to domestic
industry would increase from 40 to 50 per cent.

In 1991, an expert group, known as the Cullitonupravas appointed by the Government to review
and make recommendations on industrial policy @éalrd and on public policy generally as it effected
industrial development. The Group was made upist experts from both the private and public sector
Central to the Group’s thinking was the view thmatuistrial policy should go beyond a narrow conesth
grants, tax incentives, and the role of the indalsttevelopment agencies to consider the broaderaifg
factors affecting the environment for enterprisbe TCulliton Review Group made a number of wide-
ranging recommendations to strengthen the envirahfoeenterprise including:
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« A systematic programme should be undertaken to lower the cdstn@nove the quality of
infrastructure and public utilities —telecommunications, energgds and ports— through
additional investment and greater competition,

« there should be a fundamental reform of the tax system, inglude ‘oppressive and unfair’
personal income tax system,

» there should be a refocusing of the educational system to gesgeg priority to the
acquisition of usable and marketable skills and to reduce theouvasds the liberal arts and
the traditional professions.

The Review Group also considered a number of more specific sfaeting enterprise policy. It
concluded that, despite the undoubted benefits from forefgntdinvestment, the attraction of overseas
firms to Ireland would not provide a sufficient basis tfee development of the kind of strong national
advantage in advanced industries necessary to sustain high leggiployment and income. The view
was taken that industrial growth through dependent branchspidrforeign firms would only take
Ireland a limited way towards achieving these goals. Though fiims were considered more likely to
be better integrated into the Irish economy than foreign fithesdegree to which a company undertook
core business functions from an lIrish base, rather thanysinigin of ownership, should in future be
the critical distinction for policy purposes.

The Culliton Group’s main recommendations on enterprise dawveot policy and the enterprise
development agencies included:

« The grant-aid budget for internationally mobile investmentikhbe squeezed further even at
the risk of losing costlier projects.

< The 10 per cent corporation tax rate (the zero tax on expoitsprafs changed to 10 per cent
on all profits in 1981) had been more valuable to foreignemthan to Irish-owned industry.
No indication should be given of any continuance of the ratertekits 2010 expiry and the
range of activities to which it applied should not be extended.

« Among indigenous firms, the widespread availability of ggdmd encouraged a ‘hand-out’
mentality, instead of fostering the market-led, producticented enterprise that was needed.
There should be a decisive shift away from grants for indigeriedustry in favor of an
expansion of the equity and venture capital activities of the Stgncies.

« In assessing which sectors should be accorded priority infuhee, the industrial
development agencies should be guided by the desirabilitystériiog clusters of related
industries which could build upon leverage points of nali@avantage, such as in the food
sector. A change was needed from the existing over-emphasiglotebh sectors such as
electronics and pharmaceuticals, neither of which built on petiegxilrish strengths and
national advantages.

e The industrial development agencies should be restructuredowéhbody devoted to the
attraction of internationally mobile investment and a second ellakith the development of
indigenous industry.

The Culliton Group’s analysis and prescriptions t@aakiderable influence on policy developments in a
range of areas such as the increased investmenfrastructure and human capital under the National
Development Plan 1994-1999, the re-organizatiothefindustrial development agencies, and the greate
emphasis placed by the agencies on repayable @rfimancial support. The Government did not actiegt
recommendations on limiting the long-term commithieriow rates of corporation tax.

Following the Culliton Report, the Government enacted thadinil Development Act of 1993
which re-organized the enterprise agencies into three differergsbedDA-Ireland for foreign industry
only, Forbairt (later renamed Enterprise Ireland) for indigenimdustry and Forfas as the enterprise
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agency strategic planning, advisory and co-ordination body2083, a fourth agency, Science
Foundation Ireland (SFI), was created to foster research angatioroin Ireland.

a) Importance of FDI in Ireland
The following tables illustrate the huge impact of FDI ieldnd in terms of exports, employment and
expenditure in the Irish economy or spillover effects. Notesahfigures represent only foreign
companies in Ireland as IDA has no responsibility for iad@us companies:

TABLE 3
FDI IMPACT IN IRELAND, FOREIGN COMPANIES
(In billions of euros)

€ billion € billion € billion € billion

2002 2003 2004 2005
Sales 715 725 73.9 77.4
Exports 67.3 68.6 69.8 73.8
Direct Expenditure in 15.3 15.9 15.5 14.9
Irish Economy
Of Which:
Payroll Costs 5.2 5.3 5.6 5.7
Irish Materials & 5.0 4.4 3.7 3.4
Components
Irish Services 51 6.2 6.2 5.8
Direct Expenditure as 21.4% 21.9% 21.0% 19.3%
% of Sales

Source: IDA Ireland Annual Report 2006.

As can be seen from this table, the spectacular growth of fesgigad industry in the 1990s
contributed to a substantial increase in the volume of theirdipg on Irish goods and services, and, in
consequence, in their impact on the rest of the economy.

By the year 2000, the expenditure of foreign-owned firmdrish goods and services totaled
€11.8 billion. The spending in Ireland of overseas manuifagtfirms based in Ireland exceeded that of
Irish owned firms for the first time in that year. Sinbert the level of MNC companies in Ireland
expenditure on Irish goods and services has risen to 8ilkb8.

Despite the steady increase in the number of new jobs created ihyeaen the total number of
jobs in IDA supported companies has remained relatively stdiiis reflects the fact that job losses
have also been rising in some years in IDA supported compasiesme lower value added activities
have been moved to lower cost locations mainly in Eastern Euf@ipina and India. The following
table shows the net job creation picture over the same period:

TABLE 4
NET JOB CREATION. 2002-2005
2002 2003 2004 2005
New Jobs Filled 10 926 9 336 11 740 12 623
Job Losses 15073 12 980 10 988 9211
Net Jobs -4, 47 -3 644 +752 +3 412
Total Employment in IDA Companies 132 208 128 564 129 316 132728

Source: Author.
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Another indicator of the extent of the importance of FDIhie rish economy in comparison to
other countries is the high level of cumulative stock of imW&DI in Ireland relative to GDP. This can
clearly be seen in the following table from the UNCTAD Wadndestment Report, 2006:

TABLE 5
CUMULATIVE STOCK OF INWARD FDI AS A PERCENTAGE OF G DP, 2005
Area % GDP in 2005
Ireland 106
Netherlands 74
Sweden 48
Czech Republic 48
United Kingdom 37
France 28
Germany 18
Italy 12
EU Average 33
Developed Economies 21
United States 13

2

Source: UNCTAD World Investment Report, 2006.

The effect of Ireland’s proportionately large volume of FDI atso be seen in the unusually high
difference in Ireland’s case between GDP and GNP. This differenceaisly made up of the
repatriation of profits from Ireland of foreign companiesedas the country, currently running at a
level of some €25 billion. The following table showshriGDP and GNP in recent years with the gap
between them being a close proxy for repatriated profits:

TABLE 6
GDP AND GNP IN IRELAND, 2002-2005
€ Billion 2002 2003 2004 2005
GDP Value 129.9 138.9 147.6 161.2
GNP Value 106.2 117.2 124.4 135.9
Difference 23.7 21.7 23.2 25.3

Source: Author.

Some would argue that the country is much too digagron foreign investment and that indigenous
industry should play a much more important rolds T$to ignore the reality of the low level andakestate of
indigenous industry in Ireland at the time the sleai was made to open up the Irish economy and to
aggressively pursue inward investment. It also ngmdhe beneficial impact of FDI in Ireland in teriof
improved productivity, introduction of new techngiles as well as modern management techniques, the
upgrading over time of hundreds of Irish SMEs whodme sub-suppliers to MNCs in Ireland and asudt res
gained credibility in international markets; andafly the contribution of some €2.5 billion annyaih
corporation taxes paid by MNCs in Ireland on th#ifgr made from their Irish operations.
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b) The future challenges facing Ireland in attracti  ng FDI
IDA recognizes that as a small, very open economy, Ireland’s citivgregss, flexibility and innovation
are key to its economic development. Government strategy is aintieloping and maintaining an
ever more dynamic enterprising and innovation-based economghwtan sustain higher living
standards and an improved quality of life for all. Notstéimding the country’s enormous economic
success story over the past decade, there are major challengeshfaangritry to maintain that level
of success. IDA characterizes the competition for FDI as ‘relentled global’. It believes investors
now have a myriad of location options for each part of thesirtess processes. Global corporations are
seen as being able to organize and engineer their businessesiaalpby virtual form and select the
most effective location for each element. IDA believes they seek #ssential ingredients: the right
people and skills, a supportive ecosystem and infrastructute, paositive and forward-looking attitude.

As a result, Ireland has had to re-invent its attractionsard investment over the past decade,
recognizing changes in global conditions and in Irish circantgts. IDA believes that the value of
inward investment must now be judged on its nature andtguather than on in quantitative measures
or job number alone, as was the case in Ireland in the 19T0g0B®d. Today's desired investments
are characterized by their leading edge nature, such as an Intel Envesimtheir market innovation
such as a Google investment. They are increasingly reliantighls skilled workforce operating in an
agile, flexible and responsive environment.

2. Enterprise Ireland (EI)

El is the government agency responsible for the developmérisiofowned enterprise and for inward
investment from overseas in the area of food and natural resdalicather areas of FDI are handled by
IDA-Ireland). Its core mission is to accelerate the developmentoold-class Irish companies to
achieve strong positions in world markets resulting indased national and regional prosperity. The
Agency has a staff of 912 and expenditure of €244.8m in 200¢h was spent on financial support to
industry (53%), administration, promotion and other egpen(47%). It reports to the Minister for
Enterprise, Trade and Employment.

El has around 3,300 client companies on its books. On avitrageks with around 800 on an
intensive basis over the course of one year and others integiyiths required. These companies fall
into three main categories:

« Manufacturing and internationally traded services companies emglégn or more people
(and with a focus on exporting),

< innovation-led start-ups with the potential to grow aeiinational markets (and entrepreneurs
with the ability to initiate projects that can compete in irdéomal markets),

 lIrish-based food and natural resource companies that are overseasaveontrolled.

The agency works intensively with companies botlividually and in sectoral groups to help them
exploit market opportunities and to drive theirdaation and internationalization capabilities. tdbitely the
objective is to ensure El companies are produeticecompetitive enough to grow export market share.

El's Development Advisors (DAs) are the primary point ofteot for client companies. Each
DA has a portfolio of companies in the different sectoralsiwvi within EI. The number of companies
for which a DA is responsible varies with the sector and thighmix of companies in his/her portfolio
in terms of development potential. However, typically a Déuld be expected to be able to service 18-
20 companies in any given year. This normally translatesdntange whereby the lower growth
potential companies may only require 1-3 man days of timeygaawhile the higher growth potential
companies may consume 20+ man days of time a year.

El operates five major programs to achieve itsatbjes (details may be found in the Appendices):
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« Program 1: Achieving Export Sales,

« Program 2: Investing in Research and Innovation,
* Program 3: Competing Through Productivity,

* Program 4: Starting Up and Scaling Up,

« Program 5: Driving Regional Enterprise.

a) Contribution of El-supported companies to the Ir ish economy
El supported companies make a significant conidhub the Irish economy spending over €16 billion
payroll and Irish sourced goods and services aporérg €10.7 billion. In 2006 El approved €112.5
million to client companies and infrastructurakdlis (Community Enterprise Centers, Business Inimva
Centers and Universities).  This funding went talgsaspecific company and enterprise development
projects aimed at investment in commercializatibresearch, applied and collaborative R&D, proditgti
improvement projects, training and management dpwent and export development.

b) Collaboration with other stakeholders
El works closely with Forfas to carry out regular sectonategy analysis to understand the external
competitive forces operating in particular sectors and theilidatfns for Irish companies. It discusses
its findings with business and industry trade groupastzertain the strengths, weaknesses, opportunities
and threats facing Irish industry.

El is an active partner in the partnership approach used Ipaient body Forfas to foster
economic growth. A pro-active team approach between the private,sactalemia, labor and the
Government is seen as vital to ensure joined-up policies argnddsiand implemented. El has
designated powers and as such, in terms of its strategic gmorater planning, has independence to
form such alliances. However, the Agency takes full account afrmadtpolices to ensure its strategies
are aligned. It works closely with Forfas in terms of #hgéncy’s work in providing policy advice to
DETE to ensure the specific needs of indigenous industry tizelated.

El undertakes exercises to support, review and suamew strategies in its area of competence. It
usually does this by means of organizing meetingsnast relevant stakeholders. An example of thike
agency's work with the Irish food industry. The domdustry in Ireland is a major priority for Elivgn its
scale and impact on the economy and its potewtiglifure growth. The industry in Ireland is inrtsition,
with new sectors emerging that reflect lifestylarapes and consumer trends, particularly in relatidrealth
and wellness. Innovation, market-led productstagher value products are seen as the key requiterfue
Irish companies that want to grow in this busin&ssvorks closely with the Irish Department of Agiiture
and Food, the Irish Fisheries Board, the Irish FBodrd and the Irish Agricultural Institute to soppclient
companies to innovate and develop higher valuedadaarket-led products.

In working with individual companies, a key priority ftihe agency is to develop a strong
partnership with the industry to realize overall targets Herdector. Joint initiatives to develop sector
specific strategies and agendas are accompanied by tailored progractiwitiés in sales, marketing,
research and development, competitiveness and management development.

c) El performance measurement
Most independent observers in Ireland would recognize thaw#ralbbalance for the work done by El
is very positive. The agency is currently operating to a theee-plan set out in its strategy:
Transforming Irish Industry 2005 — 2007 which setsauatumber of key objectives to be achieved over
the three year period with good progress made in the firsoydlae plan (2005).

Achievements - Performance against Targets:

« €3 billion in new export sales by year-end 2007: €1.2lli6rowas achieved in 2005.
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* Increase to 596 the number of firms engaged in meaningful E&D0,000+) by 2007: 515
companies are now engaged in meaningful R&D.

« Increase to 42 the number of firms engaged in significant R&Dmillion+) by 2007: 33
companies are now engaged in significant R&D.

* Support the creation of 210 new high potential start-up aomp nationwide by year-end
2007: there were 75 new start-ups in 2005.

« Drive export readiness by implementing Productivity and Gaitipeness Improvement
Projects in 300+ firms by year-end 2007: projects weredfdiinl 39 companies in the last two
guarters of 2005, following the launch of the Productitritprovement Fund.

The agency has been criticized in the past for a mismatch betwetratégy and structure and
for being more focused on measuring activity rather than impadt outcomes. It is now widely
recognized in Ireland that what is now needed are companies invhigh knowledge intensive
activities that can support high value jobs at relatively highe rates.

In response to this challenge, El has in the past two yeargletety re-configured its strategy
and organizational structure. The new strategy and future fdctleecagency will assist key Irish
industry groups to compete and grow by developing their déjgebin internationalization; research,
innovation and technology; competitiveness and management cgpdulimplement its new strategy
the agency has moved from a cellular to a matrix structure ar twdbetter meet market requirements
and to be more adaptable, innovative and responsive to client needs

In response to criticisms in a DETE review of iterseas office network, El overseas offices now
report to a centralized International Sales anthBeng Division, where the staff are aligned cseatoral
basis with their counterparts in Ireland to enhatestomer support and teamwork. The agency is now
increasingly more focused on measuring inputs ampluts and effectiveness rather than activities.

3. Science Foundation Ireland (SFI)

a) Background
Because of the strong growth of the Irish economy in th@d8%as become one of the highest income
countries in the world. Hence, one traditional incentiveriaraird investment — a low cost economy — is
no longer available and the other major plank of Ireland’s dttesnetss — low tax rates — is being
adopted by competitors in Eastern Europe and elsewhere. Addredss threat to national
competitiveness became a major policy issue in Ireland in theda6s 1

Against that background the Irish Council for Science, Teclgyobind Innovation (ICSTI)
undertook a ‘Technology Foresight’ exercise in 1998. Dozensagfers in government, academia, and
industry assessed the Irish econorfrpm pharmaceuticals to life sciences, from transportation to
manufacturing. The process involved a large number of ‘scenaitdidy’ workshops which asked,
how might these areas evolve over the long term?

The subsequent report concluded that Ireland should evolvéyr&pid knowledge society. The
enormous potential of new technologies in areas such as conguigece, telecommunications,
nanotechnology, biotechnology and medical systems should hatedplt identified technology as a
key driver for knowledge societies and showed that Ireland lagkedrld class research capability of
sufficient scale in a number of strategic areas. It called for aati@increase in the level of research
investment to address this gap as a matter of urgency.

The ICSTI Technology Foresight repanter alia specifically asked government to establish a fund
which would enable Ireland to become a centre forldivclass research excellence in niche areas Tf IC
biotechnology and their underlying sciences. Withench a research capability to support the teckyel
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based industries, which now accounted for more tivarthirds of manufacturing output in Irelandwibuld
be impossible to sustain the momentum built ughbyiward investment policy. Ireland would gratjulalse
its comparative attractiveness for manufacturinigigtry and the basis of its export led growth @1B90s.

The ICSTI recommendation was accepted by Forfas, which then widle@exlerall approach
and agreed a joint proposal to government within the Departofiétriterprise, Trade and Employment
(DETE). This argued that investing in basic research is aritpatidertaken by all developed countries
for cultural, educational, scientific and economic development rsad®esource constraints had
inhibited such investment in Ireland in the past. One seiGonsequence was a continuing loss to the
country of the best graduates and academic faculty through emigrsdi that the Irish universities were
unable to realize fully their potential. The improved econominatie provided an opportunity to rectify
this situation, one which had to be taken.

The argument for strategic research funding wasnw€abinet in February 2000 by representatives of
ICSTI, Forfas and officials of DETE. The governmeggponded actively and promptly to these propdsals
establishing arechnology Foresight Fundf over €646 million for the seven year periodtioé National
Development Plan 2000-2006. It accepted that augsearch fund was necessary (i) to develop wiard-
research capabilities in strategic technologiegntderpin the future development and competitivenédish
owned industry, (i) to facilitate the undertakiofR&D in Ireland by MNCs in order to support thather
development of that sector in Ireland, (iii) toatt more high technology companies to Irelantiénfiiture, and
(iv) to enhance the environment for the creatiamest technology-based firms.

The government also approved the establishment ‘Dfational Strategic Research Foundatiois
undertake and support strategic research of wiardd status in key areas of scientific endeavdrdimg niche
areas of ICT and of biotechnology. It set up anigay Group on implementation to progress this dation.

The Advisory Group reported in July 2000 and recemuied the establishment of Science Foundation
Ireland (SFI) to administer thiechnology Foresight Furaf over €646 million. It confirmed that SFI shoflthd
programs of research that would meet the testoidlwwlass excellence determined by competitivertiational
peer review. Structures would need to be put inepta help SFI in the recycling of the proceedshef
exploitation of intellectual property rights arigifrom the work supported by the Foundation. Télilected the
expectation that the research supported wouldsieategic relevance to the economy.

SFI was established in 2000 and became operaiio28l01. It started out as a sub-board of Forfas to
administer the Fund and in July 2003 it becamgarate legal entity when it was established oatatety basis
under the Industrial Development (Science Foundtidand) Act, 2003 and became a third agencpdés.

b) SFI Today
SFI's total expenditure in 2005 was €129.2m of which €122(95%) was on research grants and
€7.0m (5%) was on Administration and General Expensesasitahstaff of 36 full time permanent
people and reports to the Minister for Enterprise, Trade amudyment.

SFI provides grants for researchers from around the wortd wibh to relocate to Ireland and
those already based in Ireland, for outstanding research sjdiborconferences and symposia, and for
collaboration with industry. It chooses award recipientshim fields underpinning biosciences and
bioengineering and ICT through merit review by distingeiskcientists. SFI has a flexible grants and
awards portfolio and several times a year issues calls for gatgpfvom scientists and engineers. It also
accepts unsolicited proposals throughout the year. Some caliedearch proposals have a time
deadline for submission of proposals while others havdlmgocall without a time deadline.

From its foundation to March, 2006 SFI had awarded fundomgmitments amounting to over
€550 million for 831 projects which employ around 1,20@ividuals, research teams, centers, and
visiting researchers. The award recipients inclodéstanding researchers carrying out research in
Ireland, and these come from Ireland, Australia, Belgium, Car@klite, England, Germany, Japan,
Russia, Scotland, Slovakia, South Africa, Switzerland and $%&. U
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SFI has, over the past two years, increased its oversighthadativielation to existing funded
projectsby recruiting very experienced scientific technical staff memberhi®purpose. At the project
level, every SFI funded project is required to have a progegsstrsubmitted to SFI one year after
commencement of the project and annually thereafter. The reportsadréy SFI programme officers
and followed up where necessary. Approximately mid-way thraligHunding cycle all major projects
are subject to an external peer review visit. The review repaiddd by SFI to make any necessary
adjustments to the project in collaboration with the researckrdead

c) SFl is different from other Irish developmentag  encies
SFI differs from its sister development agencies in a nunfiepmrtant respects. SFI deals exclusively
with the Universities and other third level educational estaiksnts whereas both IDA and Enterprise
Ireland deal directly with companies and individual R&D projektsther, all of SFI's calls for research
are international and the quality of research funded is exclusinefsured by an International Peer
Review process. Finally, almost all of SFI's funding i®died at people rather than at physical assets or
infrastructure. Only in a small number of cases where invesimarftastructure is a key element of the
research proposal does SFI fund capital spending.

SFI's vision is that through strategic investments inptheple, ideas and partnerships essential to
outstanding research in strategic areas, the agency will help ibuiletland research of globally
recognized excellence and nationally significant economic importareenidision is to build and
strengthen scientific and engineering research and its infrasesidtu the areas of greatest strategic
value to Ireland’s long-term competitiveness and development.

SFI provides awards to support scientists and engineersingoitk biotechnology and ICT
development. It uses an international merit review procestuselfar-reaching, high-impact research
for support in its target areas and to fund excellent scierdis engineers working on the dynamic
intellectual frontiers of biotechnology and ICT.

d) Economic benefit to Ireland
A core principle of the Irish model is that investments igher Education research translates into
economic benefit for the country. This happens through thergtitmn of PhD and postdoctoral
researchers into the enterprise sector and through the commeroalzitiigher Education research.
The members of the various participating groups meet regutadgldress cross cutting issues in the
Research/Enterprise space such as:

* Analysis of links between the research portfolio and enterpeseds,

» technology Assessment and other priority setting mechanisinthein role in prioritization of
research investments,

« oversight of the Higher Education, Research and Enterprissglisk

» oversight of enterprise demand for advanced researchers and fleswshoresearchers from
the Higher Education bodies and other Public Research Organsizttdienterprise.

e) A combination of competition and collaboration
Science, Technology and Innovation policy is recognized in Iredaraperating in a global context with
mobility of researchers playing an important part. Excellenteeandividual level alone is not seen as
being sufficient but needs to be backed up by critical mass@arch teams. Increasingly, it is thought,
this will require a combination of competition and collab@mtiamong and between firms and
institutions both within Ireland and between Ireland ands®as partners.

The processes that lead to technological innovations are seen asrej{gemaplex with firms
rarely innovating in isolation. Increasing importance is attached to interactions with other firms and
with Higher Education Institutes or public research orgamimati The belief is that the ultimate result
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of these interactions will be increased levels of expenditurarmvation. As part of its strategy SFl is
attempting to develop and strengthen such networks.

f) Achieving a balance between individual excellenc e and critical mass
The Technology Foresight exercise prioritized @i 8iotechnology as the two key areas in whiclairel
should concentrate its research efforts. Overlitaeof the strategy it was recognized that a Ipette
understanding of how the balance between indiviekegllence and coherence/critical mass is evalvirige
methodology being used is to take a portfolio aesnof existing and planned future research investm

This overview takes account of quality and critical mass in treqgtio, the applications time
horizons of the research (long, medium and short) and gsamte to Ireland’s existing and future
economic and social development. The broad based portfolio anafysoach will be supplemented
by more detailed exercises focused on specific areas of science andoigzhno

g) SFI performance measurement
SFI has defined a range of Metrics of Success wiipgly to SFI grants only but which are increasing|
being viewed as good national indicators as wéll.iScurrently looking for a suitable mechanisnhéve
them adopted fully as national indicators. It iplementing a tracking system which assesses thactmp
that SFI has on Ireland’s strengths in the follapdimensions within the chosen fields for research:

« Number of researchers in Ireland employed in the underpinnisgjplihes, including
principal investigators, research fellows, postdoctoral researamatpostgraduate students,

< number of articles published in refereed international scienceglsyr
< number of patents and licenses filed by researchers,

« number of commercial start-ups and multinational and indigemaustrial R&D investments
considered valuable to the research infrastructure,

e breadth and number of Irish scientists and engineers who haxedaaembership in elective
international academic societies associates with the key disciplines.

C. Advisory councils

« National Economic and Social Council (NESC),

« National Competitiveness Council (NCC),

« Expert Group on Future Skills Needs (EGFSN),

« Advisory Council for Science, Technology and Innovation (AGS

National Economic and Social Council — covered in detail above under Social Partnership, see
section ‘The Pivotal Role of the NESC".

1. National Competitiveness Council (NCC)

The NCC is a social partnership body which reports to thes@ach (Prime Minister) on key

competitiveness issues facing the Irish economy together wgbmmendations on policy actions
required to enhance Ireland’s competitiveness position. lamasmbership of 16 representatives from
Government (4), the Private Sector (8), Academia (2) and Lapor (

Each year the NCC publishes a two-volume Annual @itiveness Report. Volume One,
Benchmarking Ireland’s Performancis a collection of statistical indicators of aetl's competitiveness
performance in relation to 16 other economies &edQECD and EU averages. Volume Tweland's
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Competitiveness Challengeises this information along with the latest regeao outline the main
challenges to Ireland’s competitiveness and thieyomsponses required to meet them.

The NCC reports are highly influential in the Irish systeecause NCC is a social partnership
body independent of politics and therefore represents a consaoisiss a broad spectrum of Irish
society. Politicians are very much aware of this aspect andshaports are founded on an evidence-
based research approach carrying high credibility with the medipudoiid.

2. Expert Group on Future Skills Needs (EGFSN)

The EGFSN was established in 1997 to advise the Governmesgpatts of education and training
related to the future skills requirements of the enterprisersettbe Irish economy. It is composed of
10 members and 6 advisers. The 10 members are from the FBéate (6), Academia (2) and Labor
(2). The 6 advisers are all from Government — one each froDepartment of Finance, Department of
Enterprise, Trade and Employment and the Department of Edueatirscience and one each from
Forfas, the Higher Education Authority and the State TraiAumtority.

The EGFSN mandate is jointly agreed by the Minister for Edutaind Science and the Minister
for Enterprise, Trade and Employment and it reports to Bbttisters. It carries out studies into the
supply and demand for skills into individual busineskistrial sectors and, through its reports, puts
forward its recommendations for averting any anticipated mismsitch

An example of its recommendations being turned into polittg iecommendation in 2005 that a
National Skill Bulletin be published annually to provide edailed overview of the Irish labor market.
This was accepted by government and is now published annudligoanbines a range of statistics on
employment and vacancies and describes current trends in the ket from an economy-wide view
to occupational level. It particularly highlights areas of tadrad skill shortages.

3. Advisory Council for Science, Technology and Inn ovation (ACSTI)

The ACSTI was established in April 2005 under Forfas lletii; and is the Irish Government’s high-
level advisory body on Science, Technology and Innovation) (&dlicy issues. It has 12 members -
from Academia (7), Government (2) and the Private Sector [Bserves as the primary interface
between stakeholders and policymakers in the STI arena. The Qowewit is to contribute to the
development and delivery of a coherent and effective national striatie§y1 and to provide advice to
Government on medium and long-term policy for STI and relataiters.

The Council provides its advice to the Governmeaatan Inter Departmental Committee on STI
under an annual work program agreed between the Drepartmental Committee and the Chief Scientific
Adviser. The Inter Departmental Committee is Githiby the Department of Enterprise, Trade and
Employment (DETE) with one representative each fribie Prime Minister’'s Office, Department of
Finance, Department of Education and Science, Dapat of Health, Department of the Environment,
Department of Agriculture and the Department of @amications, Marine and Natural Resources.

ACSTI plays a key role in assuring a “joined-up Governmentt@gh to science governance in
Ireland. The Council’s work program is implemented throtlgh establishment of Task Forces that
bring forward draft recommendations on agreed priority tofacsratification by the Council. The
Council’'s secretariat and research support is provided by Forfas
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V. “First principles” of success

A. Policy/strategy design

1. Principle: the importance of a social
partnership approach

Example: Forfas produced Report on Social Partnersh{t999). This
report identified the importance of the social partnership psodes
contributing to the rapid economic growth of Ireland overghevious ten
years. It was seen as a virtuous circle in the economy between
government, employers and labor encompassing pay, profitabilit
investment, employment and tax reform and the cornerstoneisof Ir
economic transformation over the previous decade. It emphasized the
importance of continuing the social partnership approach wheatby
groups in lrish society have a stake holding in continuedcgaiznand
social progress and in the strengthening of social cohesion.

Forfas, its sister promotional agencies and its associated sounci
represent an interlinked networked web of key stakeholdersish Ir
society with active participation from representatives of keyeBoment
Ministries, State Promotional Agencies, Private Sector Bus{besis FDI
and Indigenous), Labor and Academia. Representatives of the Social
Partnership between Government, Business and Labor all have the
opportunity to influence policy making at a very senior lekebugh their
membership of the Boards of Forfas, IDA, El and Bl well as
membership of the four advisory councils NESC, NE&GFSN and
ACSTI. In addition to the links at the level of Bdar Council membership.
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Forfas also has the power to second staff to therotlevelopment agencies for specific purposes
and does so on a regular basis. A great benefit of this kelstructure is a much more holistic
approach to policy making than would otherwise be possible.

Forfas is at the centre of a range of intermediate stakehold#rs anterprise development and
science and technology communities. It benefits by sitting dertvthe policy making functions of the
State, the business community, the higher education systenmbeapdterprise development agencies.
The agency’'s close relationship with all these stakeholders isiakrin facilitating a shared
understanding of the key drivers of growth and competitivenes

2. Principle: the importance of a shared understan  ding based on a
problem-solving approach designed to achieve consen sus

Example: Ireland recognized that good economicopednce and improved social protection do not
inevitably occur together. Rather, they are idegendent and can be made to support eachvatieee there

is sufficient shared understanding and commitm&his can be summarized in one phrase shared
understanding:haracterized by problem-solvingapproach designed to achieve consensus. Thisus@cl
was not easily reached in Ireland and only cametadifter many years of trial and error, countedpmive
arguments about who was to blame for current astfpéures. Finally, the realization sunk in thata
globalized world, the Irish economic ‘boat’ is tiapd that Irish people were all in that one tingitio which
they could all sink together or survive togetheveOtime, thisshared understandingnd problem-solving
approactdeveloped into key and accepted ingredient of the partnershipessoc

‘Bargaining’ or ‘negotiation’ describes a processihich each party comes with definite preferences
and seeks to maximize its gains. Battnershipinvolves the players in a process of deliberatiath has the
potential to shape and reshape their understanidiewtity and preferences. A notable feature ofatiffe
partnership is that the partners do not debate dhiehate social visions. This problem-solving eggeh is a
central aspect of the partnership process, anditakto its effectiveness. It suggests thateathan being the
pre-conditionfor partnership, consensus and shared understpaidinmore like anutcome

It is a remarkable, if not easily understood, fact that deliloexatvhich is problem-solving and
practical, produces consensus, even where there are underlyingtsoofflinterest, and even where
there was no shared understanding at the outset. Using fivatelp to produce a consensus in one
area, facilitates use of the same approach in other areas. The kag maynderstanding what kind of
consensus is produced when problem-solving deliberaticses. Ut is generally a provisional consensus
to proceed with practical action, as if a certain analytical perspeetiseorrect, while holding open the
possibility of a review of goals, means and underlying amalfrhe word compromise is inadequate to
describe this type of agreement, since compromise so often fildgissues that need to be addressed.

3. Principle: the importance of consensus decision -making
arising from e vidence-based research
Example: the Forfas Board and Associated Coungésate on the basis of consensus decision-maksiigear
from evidence-basetesearch put before them by the staff. AlthodghG@hairman has a casting vote, it is
rarely, if ever, used. Exhaustive research isethout by the staff on the issue at hand wittopllons for
action thoroughly explored. Rational argumentseetiasn all the available evidence and research ware p

forward for the course of action being recommendeHis evidence-basedpproach is most important and
tends to lessen the likelihood of contentious aebatl facilitates decision-making based on consensu

4. Principle: the importance of having statutory bo dies with clear
mandates and operational independence

Example: the Irish State Agencies share a mostriemaccommon feature that contributes significatatlyheir
success. Forfas, IDA, El and SFI all have a sigtuttatus that defines a clear mandate for thpsiration.
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Successive Irish Governments have taken the vietwf th separate State Agency is set up to dodisgeb, it
should have a clear mandate, defined targets wdbuatability for delivery, ability to hire proféseal staff, be
adequately funded to be able to do the job propeiyhave a high degree of operational independeitieaut
undue political interference in its day to day afiens. Government can still maintain controhattBoard and
Management have accepted responsibility for deligethe required results and in the event of failtire
Government has the ultimate sanction of replatiaddbard and Management as it sees fit.

5. Principle: the importance of awareness of and re  sponsiveness
to international trends

Example: IDA has over the years developed a mesimatai continually monitor international trends in
FDI and tailored its approach in response to thiesels. For example, during the 1980s the inargasi
importance of international services in FDI wadasat and IDA extended its fiscal and grant incexgtiv

to include services where previously only manufaatuactivities qualified for support. Furthergth
later trend in FDI towards lower cost countrieshsas China, India and Eastern Europe spurred IDA to
re-orient its marketing activities towards highalue added manufacturing and service activitiesevhe
education, training and productivity are seen aerimoportant than cost.

6. Principle: development strategies should leverag e areas
of national competitive advantage

Example: after many years of attempting to attract investmentdiegarof sector, the Irish State
Investment Promotion Agencies came to realize the value of a mmueefb approach involving the

identification of niche sectors in which Ireland could provelgstainable long-term competitive

advantage both for domestic as well as FDI companies. Detaildidsstuere undertaken by Forfas and
IDA in particular to identify the sectors and sub-sectormmddistry and services in which Ireland could
articulate and demonstrate a basis for international competitiantadye. The exercise also involved
identification of sectors not existing in Ireland but whithd the potential to be attracted provided
infrastructural ‘gaps’ or weaknesses in Ireland could be eligtihat

During the 1990s this resulted in the identificataf four main sectors on which Ireland decided to
concentrate its efforts over the long-term. Keyumesments were that sectors chosen had to be higtthy
and high value added, the latter because of thitahiity of large numbers of well educated peojle
Ireland who had traditionally emigrated due to la€kob opportunities at home. The sectors chosere w
and continue to be ICT, Healthcare (Pharmaceutiaats Medical Devices), Financial/Internationally
Traded Services and Biotechnology. The approadmtakas to build clusters of these sub-sectors mithi
the country with linkage programs to sub-supply panies and educational and research facilities Thi
approach has proved to be spectacularly successlidland’s case with strong clusters of domeatid
international companies exporting from the coutdday in these sectors.

7.  Principle: the importance of and logic behind st ate support
for the Venture Capital (VC) industry

Example: State support for the VC industry was firstjgked in Ireland in 1994, and the purpose of this
support was to address a perceived market failure whereby SMEshaeing difficulties in raising
equity capital. The first program of State support for Weds, the 1994-99 Seed and Venture Capital
Program (part of the 1994-99 Operational Program for midu®evelopment) set out to address this
market failure by tackling the following objectives:

« Make available equity and seed capital to SMEs, particularly thabe knowledge economy,
< develop the seed and VC market in Ireland,

e encourage private sector participation in seed and venture funds,
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« develop seed and venture fund management skills within Ireland.

From the outset, the first Seed and Venture Capitagram identified the VC industry as a partidylar
important tool for funding high potential, highdecompanies. In the context of VC, State intereentiias
therefore provided on the basis that the privatesen its own would not provide equity capital fiigh risk,
but high growth companies, and the State coulefbkr address this “market failure” by committirapital
to VC funds and thereby encouraging the privat®sée participate in sharing the risk.

The logic for support under the 2000-06 Seed anmdu/e Capital Program has broadly followed the
same rationale. A dynamic VC industry is seen ksyaelement in business development, with the f@iva
sector being the primary source of equity for conigm If the indigenous sector is to continue toagand
prosper, a continual flow of good high potentialstip and development companies is seen aswitaht
growth (for more details of how this works in Inethsee the Appendices under Enterprise Ireland).

8. Principle: science, technology and innovation po licy should
recognize a global context

Example: Science, Technology and Innovation policy is recognizdetland as operating in a global
context with mobility of researchers playing an important. p&stcellence at the individual level alone
is not seen as being sufficient but needs to be backed ugibglariass in research teams. Increasingly,
it is thought, this will require a combination of competitand collaboration among and between firms
and institutions both within Ireland and between Irelandevweidseas partners.

The processes that lead to technological innovations are seen asrep{gemaiplex with firms
rarely innovating in isolation. Increasing importance is attached to interactions with other firms and
with Higher Education Institutes or public research organiagtiorhe belief is that the ultimate result
of these interactions will be increased levels of expenditurarmvation. As part of its strategy SFl is
attempting to develop and strengthen such networks (fog details of how this operates in Ireland see
the Appendices under Science Foundation Ireland (SFI).

B. Internal organization

1. Principle: the importance of having respected bo ard members

Example: the Board of Directors of Forfas, othet&Enterprise Development Agencies and members of
Advisory Councils all are distinguished high leaetors in the private and public sectors which essu
that their decisions and policy recommendationsyqaolitical weight. Board members and members of
associated councils are appointed by the Minidt&nterprise, Trade and Employment for their e>qrare

and ability. These individuals do not represeeirtbompanies but are there in a personal capacity.

Board/Council members are not paid any fees but have their tgvetpenses reimbursed.
Most serve from a sense of patriotic duty but also beneiit fthe prestige associated with being a
Board member of Forfas or a Council member of one of itcided organizations.

2. Principle: the importance of a code of practice for board
members and staff of state bodies

Example: the Code of Practice for the Governance of State Bodretaind requires each State Body to
develop a Code of Business Conduct for Board Directors. Cage of Business Conduct sets out in
written form the agreed standards of principle and practice vificim the conduct of the Board. This
is mainly aimed to ensure that Board members operate to an aigbestamdard of ethical principles,
ensure a high degree of honesty and integrity, preserve coidldgmtf sensitive materials and prevent
conflicts of interest. In addition, employees must alsoealtigd a Code of Business Conduct. The
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Chairman of the Board is required each year to confirm to thastdir for Enterprise Trade and
Employment that appropriate procedures and controls are in pld@eeabeing adhered to.

3. Principle: a super technical agency needs a high  ly educated staff

Example: virtually all of Forfas staff are graduates with tlagonity of technical professionals having a
minimum of a Masters Degree. Staff qualifications reflect thereaifithe work in each Division. For

example, the largest Division is the Competitiveness Divigitth 20 technical staff who are mainly
economists. The Science, Technology and Innovation Policy ararefvass Division has 18 staff
mainly post-graduates with Science and Technology qualificatibhe.Enterprise Policy and Corporate
Services Division has 13 technical staff mainly with post-gasel business qualifications.

4. Principle: continuity of a long-term national st rategic vision
benefits from a stable technical corp with pay com parable
to the private sector

Example: Forfas staff are permanent staff memizerging the same status as members of the Civiicer
Although this is the case, management does have imdgpendence and flexibility of operation thaaff sih
line Ministries. This manifests itself in lesstriesive recruitment practices and more freedorhite external
experts as consultants. Pay is competitive withilasi functions in the private sector. In a recgft
announcement for Forfas there were 100 applicamtgthstanding full employment in the economy.

5. Principle: a ‘matrix’ internal organization stru cture that
combines sectoral and geographic expertise facilita tes
a more focused and effective approach

Example 1: the IDA internal structure is a matgigtem combining sectoral and geographic elemeitsnan
practice this combination facilitates a more tadeand focused approach to its marketing efforbs. F
example, the Executive Director responsible forssa&s marketing has a Manager for North Ameriaar (fo
offices — New York, Chicago, San Jose and AtlarEa)iope (three offices — London, Frankfurt and
Amsterdam) and the Far East (five offices — TolSenul, Taipei, Shanghai and Sydney). Within théfsees
staff carry responsibility for marketing Irelandaasinvestment location to particular product sscto

Within Ireland IDA has a network of 10 regional offices widsponsibility for the identification
of infrastructural gaps in their regions and for providsegvices for new and existing foreign investors
in their regions. The IDA Executive Director for Operatioas | humber of Managers responsible for
target sectors such as ICT, Healthcare, Globally Traded ServiceSiranttial Services. These units
work in close collaboration with IDA overseas offices to taigdividual companies and also with the
IDA regional office network in the country to attract thesegtars to particular regions within Ireland.

Example 2: Enterprise Ireland (El) has been criticized in the fpast mismatch between its
strategy and structure and for being more focused on measactigty rather than impact and
outcomes. It is now widely recognized in Ireland that whaiis needed are companies in high value
knowledge intensive activities that can support high valuegbbslatively high wage rates. In response
to this challenge, El has in the past two years completelyniégooed its strategy and organizational
structure. The new strategy and future focus of the agencyassist key Irish industry groups to
compete and grow by developing their capabilities in intemaliation; research, innovation and
technology; competitiveness and management capability.

To implement its new strategy the agency has moved from a cétiidamatrix structure in order
to better meet market requirements and to be more adaptable, ine@rat responsive to client needs.
In response to criticisms in a DETE review of its overseficeafietwork, El overseas offices now report
to a centralized International Sales and Partnering Division,ewther staff are aligned on a sectoral
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basis with their counterparts in Ireland to enhance custorppoguand teamwork. The agency is now
increasingly more focused on measuring inputs and outputsfiaativeness rather than activities.

C. Coordination

1. Principle: the importance of a collaborative net ~ working approach

Example 1: Forfas uses a collaborative networking approachthétepartment of Enterprise, Trade
and Employment and its sister agencies and advisory bodipattéorward coherent and dynamic
enterprise development policies. Strengths, Weaknesses, Oytestand Threats (SWOT) analysis
and benchmarking techniques are employed and discussed wittstatkesiolders to identify Ireland’s
competitive challenges, constraints and opportunities. Resesrcbnducted and discussed with
stakeholders to identify and promote emerging opporturniitisg&he areas and technologies.

A pro-active team approach between the private sector, academia, laltbe @&dvernment is
seen as vital to ensure joined-up policies are designed and iemim Forfas co-ordinates the
Enterprise Development agencies that play a critical role in the @reatinetworks of enterprise and
trade associations, universities, innovation and technologyersetitat provide the infrastructure for
information sharing, co-operation and innovation in diffefedustries in Ireland.

Example 2: Enterprise Ireland (El) works with soR®§ organizations around the country to drive a
shared vision for enterprise development at lasadll This co-operation helps identify the curamd future
environmental and infrastructural needs of keyosectThese organizations include: Business Inrmvati
Centers; County and City Enterprise Boards; Regjiésaemblies; Business Incubation Centers; Regional
Authorities; Local Authorities; Third-Level GroupShambers of Commerce; and Task Forces.

2. Principle — Tinbergen rule: every major importan  t objective
in the innovation-export nexus should have a dedica  ted
instrument/agency

Example: Ireland’s matrix of ministries, state agencies and dsuincins a comprehensive division of

labor functionally supporting major aspects of competitivengssial partnership, attraction of FDI,

SME development, science, technology and innovation and expgetoppment. This structure enables
knowledge and decisions to flow in a functional manner. Fafakits sister agencies and councils
represent a hub around which collaboration is fostered amoridearange of stake holders, local and
foreign entrepreneurs, industrial associations, labor, sdem@tisl the universities, all with a view to

stimulate innovation and industrial and export development.

3. Principle: the value of a technically powerful ¢ entralized state
agency to carry out forward-looking strategic policy analysis
with direct channels to the highest levels of gover nment and
implementing agencies

Example: in Forfas, Ireland has a dedicated cegtvgernment technical agency for generating forward
looking public policy advice on the interrelateslies of competitiveness, innovation, enterpriseldpment,
attraction of investment and export developmenat Huviceflows upto the highest levels of government
through its administrative link to DETE , its tedal support to the NCC (which responds to the €rim
Minister), the EGFSN(which reports to DETE and Riaister of Education and Science), Office of Chief
Scientific Adviser (which reports to a Cabinet Sbbmmittee on Science, Technology and Innovation on
policy matters and reports to Forfas on budgetad administration matters) and the ACSTI (provitgs
advice to the Government via an Inter DepartmeZdahmittee on STI under an annual work program agree
between the Inter Departmental Committee and thef Ghientific Adviser).

50



CEPAL - Serie Comercio internacional 86 Public-private partnerships for innovation axgort development: the Irish model...

Meanwhile, Forfas policy advideows dowrto policy instruments and action through its cowation,
technical support, budget advice and monitorindeaficated line promotional agencies (IDA, El, SFI).

Forfas connects with stakeholders through its téylel presence on the public-private boards of
agencies and on councils in its mandated areasrlif What presence is achieved through regularingsedf
boards of Forfas and sister agencies (roughlymi€stia year) and of councils (roughly 5 times a)yeaupled
with its institutional role of providing technicalipport and monitoring/evaluation mechanisms.

D. Implementation and oversight/evaluation

1. Principle: instruments for policy implementation
should be transparent

Example: Ireland maintains an open and transpaystem of application, assessment, approval ansféra
of fiscal and grant incentives, permits, planniegnissions and regulatory approvals. State prometiand
regulatory authorities are required to publish legirtwebsites details of procedures and applicdtams.
Appeals procedures exist for unsuccessful appticaiaiigh legislation exists to ensure transparandyhigh
ethical standards. Where corruption is suspecteticplribunals of Enquiry take place to expose dghéty
and impose heavy fines and/or prison. In recentsysame very high profile politicians and publificils
have been subject to these Tribunals of Enquireapdsed for corrupt practices.

2. Principle: the importance of maintaining a focus
on meeting investors’ needs

Example: IDA maintains a strong belief that one of the keystguccess is its constant focus on
meeting investors’ needs. IDA is in regular and ongoingamntith senior decision makers both at
corporate Head Office as well as with local management of sulysidparations in Ireland. The
purpose of this dialogue and interaction is to discover ialiastors are looking for in locations in order
to grow their businesses, including market access, the costpuatity of infrastructure, labor, capital
and governmental incentives for investment.

This ‘information loop’ is very important in informindpA and the Government generally about
potential weaknesses or gaps in the Irish ability to subpglydeveloping needs of both existing foreign
investors in Ireland as well as potential new first-time itarssfrom overseas. This methodology
facilitates the anticipation of market demand for FDI and enatdps 0 be taken in advance to help to
position Ireland as a credible investment location for newskafd-DI as they emerge.

3. Principle: the importance of a mechanism to prom ote
‘ownership’ of targeted clients

Example: IDA achieves this objective through its proceduresaéopunt management. IDA project
executives have personal account responsibility for up taagted FDI investors each. This portfolio
management approach of a limited number of companies per executive tn@alDA executives can
focus their energies and attention on a manageable number ofcdiepanies and be responsible for
monitoring their investment and ongoing performance in IcklaAny weaknesses or shortfalls in the
ability of the country to meet investor needs is flaggedetios management for action through the
policy advocacy role of IDA to Government.
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4. Principle: the importance of cost benefit analys is
to show value for money to taxpayers

Example: Forfas uses cost benefit analysis techniques to evdladberefits to the Irish economy of
incentives given to enterprises both foreign and indigerichesdirect cost to the State by way of grants,
tax incentives and investment promotion expenditure is weighathst measured benefits in terms of
job creation, increased exports, more direct and indirect taxesutesnployment benefits etc usually
over a 7-year measurement period to demonstrate the cost/beneft ito Irish taxpayers. Every
project proposed for State financial assistance must have a cefit/la@alysis attached as part of its
project evaluation and assessment. The cost benefit analysis epesgiges ongoing sustainability for
the investment promotion effort year in and year out.

5. Principle: the importance of people, ideas and p  artnerships
in implementing innovation policy

Example: in Ireland, Science Foundation Ireland (SFI) has fhandessing a combination of people,
ideas and partnerships is a powerful way to be successfupienmanting Innovation Policy:

» People: SFI considers that research and development depend above all #ledalent, ideas
and energies of outstanding individuals. SFI builds fanog, funds educational initiatives,
provides resources and supports infrastructure that enabbesditel educate, develop, recruit
and retain outstanding, internationally competitive sciensists engineers pursuing research
in areas compatible with Ireland’s ambitions for leadershgpknowledge-based economy.

« ldeas. SFI believes that innovation requires bold ideesative vision, a passion for achievement,
and the highest levels of rigor and disciplinel &feks out and supports individuals and ideas with
the greatest potential to bring lasting excelldnaesearch and innovation within Ireland.

» Partnerships SFl takes the view that effective research andldpment requires a combination of
resources and talent to drive ideas forward rapidiite agency seeks out and supports effective
collaborations and partnerships with agenciesitutishs and industry in Ireland and around the
world that can best advance Ireland’s researdmadogical and economic competitiveness.

6. Principle: the importance of a tracking systemt o follow-up on
the adoption and implementation of policy recommend ations

Example: the effectiveness of Forfas was greatly enhanced whewodiiced a system to track progress
in implementing its policy recommendations. The process edianscrutiny and academic review is
highly transparent and this factor alone means that publictonimigj and evaluation is a continuous and
on-going activity. In addition, Forfas maintains an intenmachanism to track the status of all of its
policy recommendations and identifies and follows up the dzgtons responsible for implementation

of individual recommendations. This mechanism operates by nodathe requirement that one year
after the Forfas Board approves a research report, the executivesibipéor the report must return to

update the Board on progress made on the report’'s recommesdation

7.  Principle: policy must be periodically evaluated for impact

Example 1: Forfas not only monitors implementation ofgyobut also is charged with evaluating the
impact against anticipated outcomes. The ex-post evaluation cantidyy ¢-orfas establishes whether
the recommendations were implemented and attempts to establishthehatpacts were measured
against anticipated outcomes. In practice, it is very difficoltestablish direct cause and effect
relationships between the work of Forfas and economic outconibsrasare so many factors at work.
However, since its establishment in 1994 Forfas has had rm#synmajor policy initiatives adopted and

implemented by successive Irish Governments. Examples thdtatamclude:
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« Setting the Information Society Agenda and haviegnformation Society Commission established,
« the adoption of a single Irish Corporate Tax Rate of 12d%lf activities,

» the creation of thousands of extra ICT places in the Irish édaocsstem in advance of the
Dot Com boom,

« the adoption of Awareness Campaigns by the Government omfgugtance of the issue of
competitiveness,

* the establishment of Science Foundation Ireland,
» the acceptance by Government of Forfas prioritiethe adoption of new technologies for the future,
« the establishment of a National Consumer Agency in Ireland.

Example 2: the Industrial Development Act of 1998vies for the preparation of triennial reviews
of industrial performance and policy. Since thieiennial reviews have been carried euhaping our
Future Forfas (1996)Enterprise 2010(Forfas 200§ Review of Industrial Performance and Palicy
Department of Enterprise, Trade and Employment3P@nhd Ahead of the CurveEnterprise Strategy
Group for the Department of Enterprise, Trade amgpleyment (2006). These reports contain a detailed
analysis of the main facets of enterprise perfonaan Ireland over the years since 1993.

Example 3: Science Foundation Ireland (SFI) has defined a rangeto€s of Success which
apply to SFI grants only but which are increasingly beiegved as good national indicators as well. It
is implementing a tracking system which assesses the impa&Rhats on Ireland’s strengths in the
following dimensions within the chosen fields for research:

« Number of researchers in Ireland employed in the underpinnisgjplihes, including
principal investigators, research fellows, postdoctoral researamatpostgraduate students,

< number of articles published in refereed international scienceglsyr
< number of patents and licenses filed by researchers,

« number of commercial start-ups and multinational and indigemaustrial R&D investments
considered valuable to the research infrastructure,

« breadth and number of Irish scientists and engineers who haxedeaembership in elective
international academic societies associates with the key disciplines.

Each individual project supported by SFI is subject to alaeguonitoring and review process.
This regular dialogue facilitates on going ex-post evaluatisasearch outcomes.

An evaluation of the first years of the operation of SFcience Foundation Ireland the First
Years 2001-2005Was published in December 2005. This Evaluation Reporghwhias commissioned
by Forfas, was the culmination of a substantial evaluatiocegsocarried out by an International Panel
led by Professor Richard Brook, Director of the Leverhulmesflin London.
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Conclusions

Of course, no one country’'s experience can belytotalevant to other
countries, especially those from another Contindifferent historical,
cultural, economic, trade and geographic contegigmake success factors in
one country’s experience irrelevant in another.d@mple, in the Irish case,
huge transfers of development funds from the Elhfore than thirty years
from Ireland’s accession in 1973 played a very i@ part in the Irish
economic success story, particularly in the buiidsfilrish infrastructure.

Nevertheless, certain success factors are univgrdatan be applied in
any country provided the political will and resascare available to make
them work. Certain ‘first principles’ of succesancbe deduced from the
experience of other countries. In the case @) these are outlined in the
section above on First Principles. The most ingpdrand most transferable of
these for developing countries are considered thebfollowing:

A. The critical importance of establishing
a working public private partnership

Many international observers of the Irish success story haveuckea

that the Irish success simply could not have happened werefirnbe

high degree of Social Partnership operating in the countog ghre late
1980s. Following a disastrous period of social turnmoihie early 1980s,

an unprecedented level of social cohesion was achieved through a series
of three-year social partnership agreements since then. These agseemen
were the outcome of shared understandingharacterized by problem-
solving approach designed to achieve consensus. They didaility
represent a virtuous circle in the economy betwe@vernment,
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employers and labor encompassing pay, profitabiiigestment, employment and tax reform and emerged
as a cornerstone of Irish economic transformation.

B. The value of a technically powerful centralized state agency
to carry out forward-looking strategic policy analysis

The Irish experience with Forfas is an example of the impact @uekgency can have with its direct
channels to the highest levels of Government and implementieigciag. Its advice is seen to be
impartial, based on evidence-based researchflanihg upto the highest levels of government and
flowing downto policy instruments and action through its coordinatiechnical support, budget advice
and monitoring of dedicated line promotional agencies.

C. Organizational effectiveness of state investment promotion
agencies is ensured if some basic principles are ob served

The Irish experience illustrates the importance of:
< Having agencies with statutory authority, clear mandates asvatignal freedom,
« having respected board members,
« having a code of ethical conduct for board members and staff,
« attracting well educated staff with pay rates comparable to thetg@ector,
« adopting a collaborative networking approach,
« installing a culture of working for the country rather tipgnsonal gain.

These principles are elementary and all usually within the poWeational governments to
implement, provided thpolitical will is there to ensure they are implemented.

D. Development strategies should leverage areas of national
competitive advantage

This approach has proved to be spectacularly ssfides Ireland’s case with strong clusters of

domestic and international companies exporting ftbencountry today in a small number of high
value added sectors.
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