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ABSTRACT
This compact study focuses on the three major policy influencing enterprise

reports of the last three decades; Telesis 1982, Culliton 1992, O'Driscoll 2004 to
determine the policy orientation of the Irish Government over the last 30 years.
Expanding on a framework put forward by Dennis to categorise policy orientation
of governments, we examine the path of policy making in Ireland and find that
Irish policy has a resolute focus on interventions to support successful risk taking
and has assiduously avoided considering reducing the effects of failure. From our
analysis we also find that there has been no significant directional change in
policy making in the O'Driscoll report 2004, in spite of calls from Europe since
2000 for countries to review insolvency legislation and make it easier for honest

entrepreneurs to make a 'fresh start'.



INTRODUCTION

In recent years there has been a drive by govensmasross the world to promote
entrepreneurship. This drive has been spurred ora lrgcognition of the relative
importance of small entrepreneurial firms in thevelepment of national economies
(Storey, 2003). In the 1960s small scale enterpngere associated with technological
backwardness and believed to be of little econoralae. Galbraith (1957) pointed out
that there was good reason to believe that theossms of scale generated by large scale
firms was vastly superior to smaller firms in almesery aspect of economic activity.
The origins of this belief can be traced back asieas far as Karl Marx (1912, p.836)
who believed that the entire social capital wouldl @ip in the hands of one single
capitalist or corporation. An alternative view, rateing from the writings of Joseph
Schumpeter, put much more emphasis on the importet of small firms in an
economy. According to this view small firms are simeirce of technological change, they
create competition and make markets more dynammay, ¢reate new markets and create
more new jobs than large firms (Acs and Audretst®93). Furthermore Audretsch
(2003, p. 5), goes on to say that entrepreneurbbhg now “become the engine of
economic and social development throughout the dvordn 2000 president of the
European Union, Romana Prodi, announced plansattsform Europe into the most
entrepreneurial region in the world by 2010, andl,S$torey, Thurik and Wennekers
(2006) note that policy makers in different couwsdrihave now also focused more
attention on entrepreneurship. In its’ 2003 repiwet, European Commission (2003, p. 9),
stated that "[tlhe challenge for the European Un®rno identify the key factors for

building a climate in which entrepreneurial initv& and business activities can thrive."



In light of this challenge, this compact study exaes the interaction between academic
research on entrepreneurship and Irish governmelntypin recent decades. Almost
every ten years since 1982 the Government has cesioned a blue sky consideration of
business policy in Ireland and the last three hawéormly noted an over-reliance on
Foreign Direct Investment and an under-performindigenous entrepreneurial sector
(Telesis,1982; Culliton, 1992; and O'Driscoll, 2DORecent governments tasked with
further improvement have started to focus on statwd) entrepreneurship, with
measures including the funding of 62 business iattab centres, offering a range of
funding schemes for start-ups, providing entrepuestap training and offering direct
business advice. The question must be asked howéather the correct incentives are
being put in place to aid the creation of an em&geeurial economy?
Rather usefully Dennis (2004) sets out the two naa@as that are routinely focused upon
by governments as they set about supporting emineprship:

* Lowering barriers to establishment, expansion aondt.

» Providing advice, support and finance from puhlinds.
According to Dennis, European countries take a \@ffgrent approach to the USA,
which broadly favours the first policy option owle second, whereas until recently, EU
countries have in general favoured the second.Eithepean Council in Lisbon in 2000
set out to recast the EU’s approach to entreprehguradopting a more American
model. In 2003 these policies were formalised ire&hGreen paper (Entrepreneurship in
Europe) that is starting to impact on member stigigislation. This Green paper took up

the call from a number of economists (such as Ludasand Steveson, 2002; Djankov



et al., 2002; Armour and Cummings; 2005) to redtiee ‘stigma of failure’ through
reducing the severity of bankruptcy regulations.

The paper proceeds as follows. Section 2 presentiefareview of Irish industrial policy
from the time of creation of the Irish Free Stdteis will give context to the research and
will also present the reader with an impressiomthef main trends in the development of
enterprise policy since political separation frome& Britain in 1922. Section 3 will
follow with an examination of the Telesis (1982)liEon (1992) and O’Driscoll (2004)
reports and categorise the recommendations of &eation 4 will look at public policy
on entrepreneurship and finally section 5 will baliscussion on the findings of the

examination and provide comment on any persistents or biases in policy decisions.

2. EVOLUTION OF THE IRISH ENTERPRISE POLICY

On the periphery of Europe, without road or raitess to the continental mainland,
Ireland, a small agricultural country was a proepsrif inequitable component of the
United Kingdom, before eventually seceding in 19E&tablishment of the new Free
State was accompanied by a short lived but bitter war (1922-23), after which the
main political objective of the country was devetemt of economic policies that would
support and substantiate Irelands’ independenaa BBoitain (Lee, 1989). The period
from the 1930’s to 1950’'s was characterised by hmyiiffs and strict prohibition of
foreign ownership of firms operating in Irelandstification of these ad hoc protectionist
policies was the belief in the merits of self-stifncy, and was also an attempt to
promote import substitution and encourage outpul amployment in indigenous

industry. From a political perspective these pebciproved successful and also did



moderately well economically in the short term]eatst until the end of World War II.
From 1932 to 1938 an estimated 1,000 new factavezs established and employment in
manufacturing increased by over 50,000, up 50% fthen beginning of the decade
(Review of Irish industrial policy and performan@€03: 30).

By the 1950's the weaknesses of protectionist mdidoecame apparent, as Ireland
underperformed the rest of Western Europe in rgistandards of living and in terms of
job creation. The post-war era from 1950-1975 igerofcharacterised by economic
historians as the “Golden Age” of European groveth.countries devastated by the war,
grew faster than at any other period during thentigéh century (Van Ark and Crafts,
1996), however this upsurge was not experienceldeland. Mass emigration ensued,
with an estimated half a million people leavingshrishores during the 1950’s (Gray,
2004)! By the end of the 1950’'s it was widely acceptedt threland required a
fundamental transformation of economic strategybldd outlines the main economic
policies of the 1950s. After 1958 there is a naatflange in focus from protectionist to

free trade orientated policies.

2.1. Transformation of the Irish Economy: 1960’s-180’s

Having lost two elections in 1948 and 1954, wheanka Fail re-gained control of
government in 1957, de Valera realised that it iag to change the path of economic
policy making. Although not a proponent of the fraarket, he was a shrewd politician
and appreciated that the old remedies had not dgxatitical or economic success. Sean
Lemass, who had been in a long standing battle &&hn MacEntee as to the course

Fianna Fail should take in economic policy, wasegithe scope to reshape economic

! This was an estimated one sixth of the total population.



conditions, as he saw fit when MacEntee was reéegfitom finance in 1957 (Murphy,
1997).

Lemass appointed a young civil servant, T.K. Whetato the position of Secretary of the
Department of Finance, and in 1958 Whitakers’ remor ‘Economic Development’,
“announced the simple fact that Irish capitalisnd skame to a dead end” (Allen, 1990).
Whitaker, who had looked abroad to policy makingothfier countries, changed the
economic landscape of Ireland with his wide rangatens for economic development
and broke away from policies of economic natiomali¢rish economy and industry was
transformed under the force of new policy directiwhich can be summarised under
three main areas, (i) a move away from self-sudficiy, towards policies which promoted
economic openness, (ii) tax incentives and gramfereign firms who set up in Ireland;
and (iii) abolition of import tariffs and other lvaars to international trade flows. These
policies resulted in a huge shift away from agtiatd to industry in terms of both the
contribution to GDP and share of employment. In Q9xports of merchandise
contributed to 27% of GDP, this figure rose to 7822000, by which time Ireland had
become one of the most open economies in the OERE@DiI¢w of Irish industrial policy
and performance, 2003). The new economic strategytemented from 1958, moved
away from over-reliance on native industries andatms attracting FDIThis saw
sustained growth in productivity and output oves tbllowing two decadeddowever,
certain of defeat in the general elections of 1%i@nna Fail leaders got together and
drew up a manifesto offering the electorate anyaofdax breaks and dramatic increases

in public spending in an effort to regain popubarit



Table 1

Evolution of Irish Industrial Policy: 1930s-1950s

Protectionist Orientation

1932 Large increases in tariffs on a wide range of imported goods.
1932-34 Control of Manufactures Act restricts foreign ownership of Irish firms.

1933 Establishment of Industrial Credit Corporation to provide finance for native industry.
1950 Establishment of Industrial Development Authority to promote industrial development.
1952 Establishment of An Forfas Tionscail to give grants of up to 100% of cost of land & buildings

and 30% of cost of machinery to companies setting up in under-developed areas of the country.
1956 Industrial Grants Acts provides that grants of up to 2/3rds of cost of land and buildings can be
given for new industry in all parts of the country.
1956 Finance Act gives 50% remission on tax on profits from exports. Finance Act of 1958 increases
tax relief to 100%. Finance Act 1960 extends export tax relief for 15 years with tapering relief for

a further five years

Free Trade Orientation

1958 Economic Development 1958: ‘sooner or later protection will have to go and the challenge of

free trade be accepted'.

1958 Easing of restrictions on foreign ownership of industry in Control of Manufactures Acts 1932 &
1934. Acts repealed in 1964.
1959 Shannon Free Airport Development Company (SFADCO) established to promote industrial

development in the Shannon area.

Adapted from: Review of Irish industrial policy and performance (2003), by the Department of Enterprise,

Trade and Employment

Fianna Fail won a landslide victory which was aidegden the incumbents plan at
redrawing every constituency in the country baekfirwhat followed was a return to
Keynesian economics which had served the countrpaswly in the first half of the

century. The economy performed badly as output tromaned and employment in
manufacturing fell, with major job losses in Irislwned industry. There were also job
losses in foreign owned companies, but these wesstlynconfined to the low-tech

sectors of textiles and engineering. The produgtigap between the Irish workforce and

their European counterparts was reduced over thedoietom the 1970’s to the 1990’s as



the economy shifted towards the production of nfogh-tech goods like electronics and
pharmaceuticals.

The Review of Irish industrial policy, 2083identifies three main reasons for the
relatively poor performance of the Irish economynir 1960 up to the 1990’s. First, the
legacy of protectionist policies left Ireland at@mpetitive disadvantage in international
markets. Second, in comparison to other Europeamtdes, the dependency ratio in
Ireland — ratio of people outside the workforceth®@ number in the workforce —
increased significantly from the 1970’s to 198@®sd finally, a macroeconomic climate
that was not conducive to achieving sustained droWombined, these factors made
doing business in Ireland very difficult. Furthemapohigh inflation coupled with large
government borrowings led to severe taxation ofmne; a vicious circle that was
difficult to break out of. These difficult economeonditions in the 1970’s and 1980's,
which were underpinned by a failure to create ehosigstainable jobs for a growing
workforce, led to searching assessments of enserppolicy. In 1982 Telesis, an
American Consultancy group conducted the first e@eviof industrial policy for the
National Economic and Social CouriciThe Telesis Report noted that Irelands “colonial
past and the need to focus energies on goals dicpblindependence early in the
century, its small size and its relative geograpéatation from the main body of Europe
have all been significant hindrances to industdalvelopment”. This report was

followed in 1992 by the Culliton Repdrnd the O’Driscoll Report 2084

? Conducted by the Department of Enterprise, Trade and Employment.

* National Economic and Social Council. (1982). Review of Industrial Policy: A Report Prepared by the Telesis
Consultancy Group (Dublin: NESC).

* A Time for Change: Industrial Policy for the 1990s. (1992) Report of the Industrial Review Group. Published by the
Stationary Office, Dublin.

> Ahead of the Curve — Ireland’s Place in the Global Economy (2004). The Enterprise Strategy Group.



The aim of this investigation is to identify to whextent industrial policy has focused on
incentivising and supporting creation of new anstnxg companies and to what extent it
has focused on implementing a complete legisldtamework to assist entrepreneurs in
failed attempts at success.

The O’Driscoll Report noted that one of the mairstables blocking the progress in
developing a more entrepreneurial society is treefdrooted prejudice against failure in
business”, and that the stigma attached to faiilsrea deterrent on entrepreneurs’
willingness to try again. The European Commissig@0@: 12) also commented that
insolvency legislation should “be reviewed to reelbb@arriers to making a fresh start for
honest entrepreneurs.”

In a further European Commission report, the expgmup on ‘Restructuring,

Bankruptcy and a Fresh Start’ (2003), pointed to foain focus areas;

Early warning

Legal system

Fresh start

Social attitudes

These topics were discussed at a series of fivdimgse attended by experts from 22
different countries. Each area was discussed aadifsprecommendations concerning
each topic were made.

On the subject of legal systems, a conservatival legstem towards bankruptcy can act
as a deterrent to ‘fresh start’ entrepreneurswim ways. First there are the direct legal
consequences of failing, like economic and perssaaktions and secondly there are

indirect consequences, which influence societi¢gudes to failure, like the stigma



caused as a result of losing the family home, latanresign from ones job etc. It is now
well accepted that entrepreneurs who fail in busgrearn from their experiences and the
report found that the “legal system should cleatistinguish between fraudulent and
non-fraudulent bankruptcies and be more understgndi the latter case”. It also called
on legislators to be aware of the factors that lead to this stigma. (Best Project on

Restructuring, Bankruptcy and a Fresh Start’, 2@33:

3. ANALYSING THE THREE MAIN REPORTS ON INDUSTRIAL P OLICY IN
IRELAND

The method of categorising the recommendationf®fréports borrows from the work
of Dennis (2004) where he differentiates betweea thfferent policy approaches
governments can take in terms of promoting entreanship and small businesses. This
paper expands on the framework set out by Dennis thaereby allows for further

inference regarding the focus of Irish industriadl @nterprise policies.

3.1 Dennis’s typology of public policy

According to Dennis governments generally followotdifferent approaches towards
small business and or entrepreneurship policy.fifsieapproach is reducing obstacles to
entry and growth (Dennis used the term ‘impedinmign®y taking this approach to
entrepreneurship / small business policy, governsnaim “to reduce, hold minimal, or
eliminate barriers to entry and growth that wouldt e present were it not for
government intervention or business anti-competibiehaviour” (Dennis, 2004: 19). The

second approach used by governments is provisiomssiktance, which includes both

10



financial and non-financial support, for examplewpsion of advice on issues relating to
starting a business. By examining the differentigyolapproaches used Dennis has
created a typology of general policy environmentsaocountry. This typology is
presented in table 2. Impediments or ‘barriers itrye are represented on the x-axis.
These barriers are labelled as being either higlowy meaning that there are many or
few barriers. Direct assistance programmes areesepted on the vertical, or y-axis and
these are also subdivided into two groups; agdimeeihigh or low. This framework
allows for a simple observation regarding the poliorientations of different

governments. Section 4 will deal with this issueniore detail.

Table 2 A Typology of Public Policy toward Small Business

Low Direct (1) LIMITING (2) COMPETING
Assistance
High Direct (3) COMPENSATING (4) NURTURING
assistance

High Impediments Low Impediments

Source: Dennis (2004)

3.1.1 Expanding on Dennis’s framework

Dennis argues that many countries do not follow eartrepreneurship stimulating

approach to policy making, but rather have in plasicies to support existing small

businesses. To uncover the extent to which thisiexpo Ireland, we have expanded on
Dennis’s categorisation of policy approaches. is faper we pull apart the first policy

approach of removing barriers to entry, expansioa growth, into two separate

categories. The two new categories of policy apgrea will be, (1) reducing barriers to

entry and (2) reducing barriers to expansion aravtir. The former fits better with

11



stimulating the creation of new ventures, while tader is more about supporting
existing firms. The third category remains the satine provision of advice and financial
support. A fourth category labelled ‘Insolvencyated’ and a fifth category ‘Not directly
relevant’ will also be added. Any recommendatioat tlelates to, or mentions insolvency
legislation, will fall into the fourth category whiany recommendation which does not
directly apply to any of the first four categoriesll be assigned to category five.
Addition of these extra categories for classifyimggommendations will not alter our
ability to place policy orientation into Dennis’siginal typology, but it will allow for a
discussion on the focus of policy making in Ireland

This next section will examine the three major pplinfluencing documents with the aim
of identifying the key recommendations arising oof each report. These
recommendations will be classified according to teanded version of Dennis’s
framework. This will allow us to place Irish poliapaking within one of the four
quadrants. The first report this paper will lookist A Review of Industrial Policy,
carried out by the Telesis Consultancy Group at¢leest of the National Economic and

Social Council (NESC), which was published in Faloyu1982.

3.2 The Telesis Report 1982

The Telesis Consultancy Group’s report set outeiestire that the Irish government’s
industrial policy is appropriate to the creationaof internationally competitive industrial

base in Ireland which will support increased emplept and higher standards of living”

(p- 3). This review, 242 pages and 10 chapterthadongest of the three commissioned

reports and is broken into three main parts. Sectine describes the objectives and

12



justifications for the review. Section two providas overview of Irish industrial policy
of the time, and section three presents an assatsofiethose policies as well as
recommendations on the direction of future politglesis looked at the make up of
foreign owned companies in Ireland to identify whisectors performed best, which
sectors added most value to the economy and whkidiors represented sustainable areas
of job creation and retention. Job retention oredsibility was an important concern as
there had been a very high turn over of jobs ieifpr industries over the period 1960-
1980.

Many foreign companies were enticed by the atvadi@ax breaks and grants, as well as
low wage costs in Ireland, and from 1973 to 1982 nlamber of people employed in
foreign owned companies increased by 22,000 toO80eople, or 34% of the total
manufacturing workforce. However job turnover irsh firms was very high, with the
report stating that nearly 17,000 jobs had beehitoforeign owned firms from 1973 to
1982.

Looking at electrical engineering companies, Tselésund that for all the high tech firms
operating in this sector, most companies had ompbdéished basic manufacturing
satellites in the country. Very few of the foreignvned companies undertook any
significant level of marketing, research and depelient or integrated manufacturing in
Ireland (Exhibit 4.16, p. 375). As most Irish @lexal engineering operations did not
possess key skills or processes, they would natdispensible locations, during times of
reduced growth. Thus sustaining employment initidsistry would be difficult.

The report produced similar findings for mechanieagjineering businesses, that is, the

majority of employment was of low skilled workems fassembly line work. Additionally,
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only 6% of all US mechanical engineering firms lzadase in Ireland. The main reason
for this is that Ireland, as a developing countrgswnot suitable for investment of
mechanical engineering firms. These firms are lyighierrelated (supply companies for
components) and dependent to a large degree orrdjmed labour, which caused them
to form in clusters (p.144). The report concludbdttthe vast number of projects in
mechanical engineering industries would not inaethe skill profile of the workforce
and overcoming this obstacle would be extremelyiadit (p. 150). Pharmaceuticals
companies represented 56% of total investment bgah§anies in Ireland at the time of
the report, as well as 68% of all income earnedJBycompanies in Ireland. This meant
that return on investment from the pharmaceutiodustry was higher than any other
industry in Ireland. However the report found tHafone of the Irish operations could
easily operate independently of their parent congsidn as very little R&D was
performed in Ireland, most raw materials were sedirimternationally and that Ireland
lacked the scale requirements for process devedapas well as for capital investment.
Nearly all foreign owned manufacturing companies lreland lacked any real
sophistication or strategic importance to the pacempanies. The report sums this up by
stating that foreign owned companies, “with few eptoons do not embody the key
competitive activities of the businesses in whitteyt participate; do not employ
significant numbers of skilled workers; and are sgnificantly integrated into traded
and skilled sub-supply industries in Ireland” (d}5continued investment from these
companies could therefore be difficult to sustailthough the report noted that there was
a widespread acknowledgement of these facts, tvasea perception that this would

change in time, as industrial groups developedtegiies to deepen the level of
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integration and increased efforts to improve thesllef highly educated people in the

workforce.

It recommended that policies offering attractiverds and tax incentives to foreign

owned companies should be revised, as these werendiin factors attracting foreign

firms to Ireland. A summary of the recommendatiohghe Telesis Report can be found
in Table 3. Included in the summary are the recondagons towards developing

indigenous industry in Ireland as well as recomna¢iods to the government on the need

for it to assume a more active role in policy makin

3.2.1 Categorising recommendations of the TelesmR

The next step was to look at each recommendatidnp&ace them into one of the five
categories i.e. (1) ‘reducing barriers to entr@) (reducing barriers to expansion and
growth’, (3) ‘support’, or (4) ‘insolvency relatedSome of the recommendations do not
fall into any of the three categories and therefosze place in an additional category
labelled (5) ‘not directly relevant'. It is also ggble that a recommendation could be
considered to effect more than one of the categolilee for example recommendation
no. 3;a substantial increase in funds devoted to the ldpueent of indigenous export
businessesThis was deemed to fall under ‘provision of suppag well as having the
effect of ‘reducing barriers to expansion and gfow¥When the recommendation was
considered relevant to a category it was labelléd & ‘1’ otherwise it was given a ‘0’.
Placing the recommendations into the different gates was not always clear-cut and
depended to a certain degree on the authors uaddmsgy of the effect that each

recommendation would have. For reliability four etipost-graduates were given the list
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of recommendations and askedctdegorise them into any of the five categories.

Table 3

Recommendations of the Telesis Report

Budget levels and Resource Allocation

1. A substantial reduction of average grant levels for many foreign-owned firms locating in
Ireland.

2. A sharp reduction of grants given to indigenous companies for non-traded businesses
(with the exception of high-skilled sub-supply industries).

3. A substantial increase in funds devoted to the development of indigenous export
businesses.

The Development of Indigenous Industry

4. The development effort aimed toward new indigenous industry must be reorganized to
emphasize the building of structurally strong Irish companies rather than strong
agencies to assist weak companies.

5. The Government should encourage greater participation by the large indigenous
financial community in traded and skilled sub-supply businesses in Ireland.

6. The grants available for the indigenous industry should address specific cost penalties
and should be directed to the long-term resolution of these penalties.

7. Consideration should be given to further use of loan, loan guarantee, redeemable equity
and participative loans, for providing incentives to foreign firms.

8. In order to spur indigenous industry development better advantage should be sought
from foreign companies operating in Ireland.

9. New joint ventures should be undertaken to oversee the development of Ireland’s
resource-based industries.

10. Ireland’s industry associations should play a more direct role in assisting the
development of their industries.

The Control of Irish Industrial Policy

11. Better means are necessary to measure the progress of Ireland’s industrial policy.

12. Government should gain better control of tax-based leasing and Section 84
distributions.

13. The Government departments should reassume a more active policy role.

Of the thirteen recommendations, six were deemddlktanto the category ‘not directly

relevant’ (These were recommendations no. 1, 2,16,12 and 13, from Table 3). The
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results of the codification are presented in TabhléAlong the top of the table are the
different categories; while on the side of the ¢adle the specific recommendations. For
simplification the recommendations that were catisgd as being not relevant, have
been excluded from Table 4. The same method wad msanalysing the other two
reports but because of the large number of recordatems made in the subsequent
reports, the tables have not been reproduced.

Only one of the recommendations fell under thegmate of ‘reducing barriers to entry’,
six were aimed at ‘reducing barriers to expansiod growth’, four for ‘provision of
advice, support and finance’ while none dealt wifik topic of insolvency. Figure 1
gives a graphical representation of the percentdgecommendations (proportional to
the total number of recommendations in the repid) fall under each category. This
perspective points to a bias towards reducing #mgdys to expansion and growth.

Figure 1

Telesis

O Lowering barriers to
establishment.

m Lowering barriers to expansion
and growth.

O Providing advice, support and
finance from public funds.

Aiobares
yoea Ul SUONePUSWWOIY JO %

O Addresses insolvency
legislation

Telesis
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Table 4

TELESIS (1982) Reducing Reducing Providing advice, Addresses

barriers to entry. barriers to support and finance insolvency
expansion and from public funds. legislation
growth.

Budget levels and Resource Allocation

A substantial increase in funds devoted to the 0 1 1 0

development of indigenous export businesses.

The Development of Indigenous Industry

The development effort aimed toward new indigenous 0 1 0 0

industry must be reorganized to emphasize the building

of structurally strong Irish companies rather than strong

agencies to assist weak companies.

The Government should encourage greater 0 1 1 0

participation by large indigenous financial community in

traded and skilled sub-supply

businesses in Ireland.

Consideration should be given to further use of loan, 1 1 1 0

loan guarantee, redeemable equity and participative

loans, for providing incentives to foreign firms.

In order to spur indigenous industry development better 0 1 0 0

advantage should be sought from foreign companies

operating in Ireland.

New joint ventures should be undertaken to oversee 0 1 0 0

the development of Ireland’s resource-based industries.

Ireland’s industry associations should play a more 0 0 1 0

direct role in assisting the development of their
industries.
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3.3 The Culliton Report 1992

“Until more people are prepared to undertake theks associated with business

we will continue to experience only modest progress

Entitled “A Time for Change: Industrial Policy ftlne 1990s”, this report was submitted
to the Minister for Industry and Commerce by thelustrial Policy Review Group
(chaired by Jim Culliton). Two major problems wegeg out at the beginning of the report
as being of primary importance; “the shocking lewd#l unemployment” and the
“crippling level of government indebtedness”. Thepart also pointed towards a
comparative weakness of Irish indigenous industgmpgared to foreign-owned
companies and called for greater commitment to ldeigg Irish indigenous industry. It
also sought a broader approach to policy formufatior industry and made
recommendations on a range of relevant public poltceas, including, taxation,
infrastructure, education, enterprise and technglodirect support for industry,
institutional strengthening and the food industtyalso recommended reducing reliance
on industrial grants, as well as promoting the tiguaent of industrial clusters focused
on niches of national competitive advantage. Toiwws on from observations made in
the Telesis report, stating that many US mechar@ngineering firms did not locate in
Ireland because of the high degree of interretassl within the industry (supply
companies for components) and because the degapehdence on apprenticed labour
caused them to form in clusters (A Review of IndakPolicy, p.144).

Regarding taxation the report stated that foreigmed firms benefited more from low

corporation tax than indigenous firms and that as Hed to complex tax avoidance
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schemes which has had the affect of channellingotheefits of the low tax rate away
from manufacturing. Reform in this area, accordmghe report “should help to refocus
the entrepreneurial effort” and it concluded thegative attitudes towards enterprise and
business failure were the main obstacles to deuedogn entrepreneurial economy (A

Time for Change, p. 22).

3.3.1 Categorising the recommendations of the @ullReport

Fifty two recommendations were made in the repedpmmendations were broken into
Six main categories, (1) taxation, (2) infrastruetu(3) education, enterprise and
technology, (4) direct support for industry, (53titutional strengthening and (6) the food
industry. These recommendations and their effecthendifferent categories of benefit
topology were very clearly identifiable, for examplthe recommendations on
infrastructure were deemed to have very little @ffen any of the categories and
therefore mainly fell into the category of not dilg relevant. Under the heading
institutional strengtheningll of the recommendations were considered touiadler the
category of providing advice and financial assistéaThere is a significant difference in
the effects that the recommendations in the Telepsrt and those from the Culliton
report have on the different categories of Denrrsimework. In Culliton fewer of the
recommendations made were considered to affeceredhthe first two categories of
Dennis’s expanded policy approach framework, iitaee reduce the barriers to entry or
reduce the barriers to expansion and growth. Howéwere are significantly more

recommendations in Culliton which fall under theegmry of providing advice and
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financial assistance to entrepreneurial firms aNMES. The recommendations have been
graphically represented in figure 2.

Figure 2

Culliton 1992

60

O Lowering barriers to

establishment.
50

m Lowering barriers to expansion
and growth.

O Providing advice, support and
finance from public funds.

AlobBayes
yoea Ul SUOepUaWWO093Y JO %

O Addresses insolvency
legislation

Culliton

3.4 The O'Driscoll Report 2004

Ahead of the Curve keland’s Place in the Global Economy

This report, produced by the Enterprise Strategpu@rand chaired by Mr. Eoin

O’Driscoll, was submitted to Ms Mary Harney, Mirastfor Enterprise, Trade and

Employment. Mr. O’Driscoll was praising of the tyoeceding reports and commented
in particular on the focus in developing a moreesi&ye approach to attracting Foreign
Direct Investment. The Telesis Report of 1982 mminto the fact that most foreign
owned firms in Ireland “were generally manufactgrsatellites”. As a result the White

Paper on Industrial Policy (1984) was published tinsl led to the reorganisation of the
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Industrial Development Authority giving separateisional responsibility to foreign and
indigenous firms (O’Driscoll, 2004: 5).

The Culliton Report of 1992 mentioned the impor&antcreating a competitive business
environment to the development of enterprise ardridtoll noted that there had been a
huge improvement in the enterprise environmenthi period 1993-2003. Indeed the
Irish economy performed exceptionally well in thegeding decade, with the number of
people in employment increasing from 1.2 million1t8 millior’, unemployment falling
from over 15% to less than 3%nd the value of exports increasing from €28.Boilto

€109.3 billion.

Table 5: Factors Influencing Economic Improvement

External Factors Domestic Factors

» Positive effects of trade and » Strategic policy decisions to improve
global trade and the expansion human capital and encourage FDI from the
of the US economy. 1960's.

» Growth of FDI globally in * Enhancement of enterprise environment
1990’s and in Europe under created by reform of public finances,
impetus of single European reductions in taxation and wage moderation
market. under national partnership agreements.

» Favourable exchange rate trendse Demographic trends that ensured labour
up to 2002. supply did not limit growth potential.

Source: Ahead of the Curve 2004

® Central Statistics Office (CS0O), Quarterly National Household Survey, Quarter 4, 2003.
7 Department of Finance, Budgetary and Economic Statistics, 2004.
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The reasons for this success were summarised iDgpartment of Enterprise, Trade and
Employment’'sReview of Industrial Performance and Policy 2083range of external

and internal factors were given and these are pteden the table below. However the
2004 report also pointed out a source of poteptiablems for the future when it stated

that:

“Until now, Ireland’s principal enterprise strengshhave been in the operational
aspects of manufacturing and services, rather thanmarkets and product
development. This is particularly true of the fgreiowned sector, which accounts
for most of our exports and which, for the mosttpproduces goods that were
designed elsewhere, to satisfy market requiremiatswere specified elsewhere,
and sold by other people to customers with whomilrisb operation has little

contact and over whom it has little influence”.

Furthermore it also noted that while the majorityfareign owned companies in Ireland
were operating in high value sectors such as phasutgals and IT, most companies by
global standards are situated at a relatively l@wtpin the value chain. The activities
which underpin the competitive strength of pareompanies such as R&D and
Sales/Marketing are not located within Irish operat. With increasing labour cost and
emulation of low rates of corporation tax by otleEuntries, this puts Ireland at a
disadvantage in attracting and indeed retaining iROteland. Given the proportion of

exports that come from foreign owned companies angé in the level of FDI would

have a significant impact on the Irish economy.
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3.4.1 Categorising the recommendations of the G&wil Report

The O’Driscoll report of 2004 contained in total 8#ferent recommendations, which
fell under three main headings (1) Building Comipeti Advantage, (2) Essential
Conditions and (3) The Role of The Enterprise Deprient Agencies. The headings and
subheadings are presented in Table 6, but the meemaations have been excluded
because of the bulkiness of the text.

In the 2004 report 15% of recommendations were deduon lowering barriers to

establishing a new enterprise.

Table 6: Main Headings From Ahead of The Curve (2004)

Building Competitive Advantage

Market Expertise

Expertise in Technology -Product and Service Deguraknt
Business Networks

Skills, Education and Training

Up-skilling the Existing Workforce and Raising Edtion Levels
Augmenting the Skills Base

Taxation

Effective, Agile Government

Essential Conditions

Cost Competitiveness
Infrastructural Requirements
Innovation and Entrepreneurship
Management Capability

The Role of the Enterprise Development Agencies

Meeting Future Needs
Skills Required in the Enterprise Developnfgggncies

Source: Ahead of the Curve, Ireland’s Place in@iebal Economy (2004)

This figure is significantly higher that the preugtwo reports. 23% of recommendations
were considered to come under the category of iogdryarriers to growth, 73% in the

category of providing advice support and financd 48% were regarded as being not
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relevant to any of the set out categories. Oncenagane of the recommendations
referred to or related in any way to insolvencyiskgion or insolvency frameworks.

The recommendations are presented graphicalhgurdi 3 and interestingly what stands
out is the dramatic increase in the number of renendations which were related to

providing advice and support from public finance.

Figure 3
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4. PUBLIC POLICY TOWARDS ENTREPRENEURSHIP AND SMES

In recent years governments have devoted incrdgsiagger amounts of tax payer’s
money to nurture the development and growth of Sarad Medium-sized Enterprises
(SMEs). Policy makers have also come to recogriseirhportance of this as a major
source of job creation, innovation and competitesn(Stel, Storey, Thurik, Wennekers,
2006). The general goal of such policies has beetréngthen the existing base of small

enterprises by ensuring that they are not disadgaat because of their small size and by
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enabling them to survive in competitive markets ndstrom and Stevenson, 2002).
Internationally there have been many different apphes to SME / entrepreneurship
policy, with governments often alternating betwesmpports or direct assistance.
Provision of finance; directly or indirectly, pr@in of guidance and access to advice on
a wide range of issues. Governments have also tigubsitively influence the start-up
rate of new businesses by means of grants, taef mfid educational programniesn
addition to providing direct assistance to entraptgs and SMESs, governments can also
focus on lowering 'burdens' to entrepreneurialvégti Compliance with regulation or the
levels of bureaucratic red tape in the operatingrenment are some of the examples of
the burdens faced by entrepreneurs. As alreadyiomext in section 3, Dennis (2004)
usefully distinguishes between the different polagproaches chosen by governments;
(1) the provision of assistance and (2) the reductf burdeny and has created a
typology of general policy environments of a coynising these distinctions. Of the four
policy environments described by Dennis (2004) presented in table 2, there are two
main policy approaches that are routinely focusadbyg governments: (1) Lowering
barriers to establishment, expansion and growth (@hdProviding advice, support and
finance from public funds. Developing countries édmgh barriers to entry coupled with
very little direct assistance in the form of finalor advisory services.

Therefore developing countries would come undeffitsequadrant, labelled ‘Limiting’.
Table 7 is the same as table 2 but includes examgdleountries which have varying

entrepreneurship / SME policy environments. The W@8éording to Dennis falls into the

8 Examples of these policies are provided by Storey (2003).

® Instead of ‘burdens’ the term ‘impediments’ is used by Dennis (2004). According to Stel, Storey, Thurik, Wennekers,
(2006) the term ‘impediments’ has obvious negative connotations, implying that entrepreneurs are prevented in
some way from starting a business.
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guadrant labelled ‘Competing’ compared to the oéshe developed world, as it has few
barriers to entry and growth and low direct asaista Additionally, Dennis notes that
lowering barriers to entry and growth has beenpghmary American policy effecting
entrepreneurs in the USA since the early 1970stEospean countries would lie in the
guadrant labelled ‘Compensating’. Countries in tiuadrant are characterised as having
many barriers to entry and growth on one hand, @ndompensate for this heavy
regulation there are many forms of support prograsimhich offer financial and non-
financial support. Reasons for having many barrierentry and expansion or in other
words, heavily regulated markets, are both numemmus$ contentious. Protection of
consumers is an obvious reason. There must of edagsregulations preventing non-
gualified persons from practicing as medical dact@n the other hand some authors
have argued that politicians extort rent in heawdgulated markets and therefore
consumer protection is not the primary goal of taon'®. In an effort to emulate the
success of the USA in creating wealth and new jgibse the 1970s the European
Council in Lisbon 2000 set out to recast the Eypraach to entrepreneurship, adopting

a more American model.

10 . . . . .
See Dennis (2004) for a more complete discussion on competition and regulation.
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A Typology of Public Policy toward Small Business
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Source: Dennis (2004)

5. Findings and discussion

Both the Telesis and Culliton reports of 1982 ari92l point at the comparative
weakness of Irish indigenous industry comparedteifin owned companies. They both
emphasise the importance of developing native fircapacities to compete in
international markets in order to achieve econorofescale in manufacturing. However
analysis included in the O’Driscoll report (2004yHiights the fact that there has been
almost no growth in the exports of indigenous listiustry since the publication of the
Telesis report in 1982. This is in spite of thearmmendations of that report which
outlined the importance of building strong Irishmgmanies which were export oriented.
When we look at a graphical representation of gs@mmendations of the three reports
in figure 4, something interesting appears to beppkaing regarding the
recommendations relating to the reduction of besrte entry and those relating to the
reduction of barriers to expansion and growth. Evdcade there has been a declining
proportion of recommendations aimed at reducingbédugiers to expansion and growth,
while there has been a slight increase in the ptigomorecommending reducing the

barriers to entry. And in O’Driscoll (2004) the aBVe difference in the proportion of
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recommendations addressing these first two polgyr@aches is smaller than in the
preceding reports. However, while this would sugges lean towards a more
entrepreneurship stimulating approach, the proportif recommendations which relate
to the provision of financial support and advisegyvices are significantly greater in the
2004 report than in the either of the first two. fact we find that over 70% of the
recommendations in O’Driscoll (2004) relate to fmvision of advice and financial
support, up from around 60% in Culliton (1992) &30 in Telesis (1982). Considering
the increase in the support framework availablertivepreneurs it's possible to infer that
there are still significant barriers to startinglamnning a business in Ireland. From this
perspective, the policy environment in Ireland adow to Dennis’s categorization
would have to be described as ‘Compensating’, ‘high impediments’ coupled with
‘high direct assistance’.

This observation signifies a continued move towamdicies which attempt to
incentivise entrepreneurs by offering them a raofedifferent assistance schemes.
Furthermore, the reports point to a growing ap@atemn of the stigma associated with
failure, the Culliton Report of 1992 for example ntiened the “deep rooted prejudice
against failure in business”. In spite of this aeveess we can identify no attempt in any
of the three reports to make recommendations abptoving the frameworks that

affect the risk reward calculations of entrepreseur

Figure 4
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Graphical Representation of Recommendations of All Three
Reports
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Conclusion

If Ireland is to become a truly entrepreneuriaigraand fulfil its role in helping Europe
to become one the most entrepreneurial areas wahd by 2010, there has to be a clear
understanding of the factors which will create santoutcome.

Our analysis supports the contention that Irishicgolhas a resolute focus on
interventions to support successful risk takingy &as assiduously avoided considering
reducing the consequences of failure. This conatudias obvious implications for
government policy on entrepreneurship and insolyeas well as contributing to the
academic discourses on these themes. It also fealls question of the suitability of the
current Irish legislative framework on the stateekice to create an entrepreneurial
society.

Insolvency legislation in Ireland has remained dédygunchanged since its Victorian

origins; the business environment however is chrapgit an ever increasing pace. The
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legislation for dealing with insolvent companiesvi$olly unsuitable for the service
based industry which is rapidly evolving in Irelaadd which is too expensive and
unwieldy for the vast majority of SMEs in operatibere. This sentiment is not only the
opinion of the authors of this paper, but it is avi@ch is shared by the vast majority of
insolvency practitioners in Ireland. Reducing tlemsequences and stigma of failing in
business in Ireland is a topic that needs to beresddd as a matter of urgency.
Differentiating between fraudulent and honest bapts would go along towards
reducing the stigma of failure experienced by gmereurs and would also enable for a
more just approach to imposing penalties on deptgpposed to the blanket approach
offered under the current system.

An efficient mechanism to allow creditors and debtto interact with each other and
reach settlement needs to be created. This mexhastiould also take into account the
welfare of the company, its employees and socielgrge.

Many countries have taken significant steps to rrefdhe policies affecting small
businesses and entrepreneurs since the Lisbon Agend000 and the reports which
followed. Irish policy makers need to examine theation of enterprise policy in this
country over the last 30 years and decide whetleearg taking the necessary steps to
create and foster an entrepreneurial society ortivehenve are unwittingly creating a

society which is not conducive to the achievemériis goal.
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