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SUMMARY

PURPOSE OF THIS REPORT

While employment in Ireland grew at the same rate as in the EC as a whole
during the late 1980s, the sustained rate of employment growth in Ireland
has never been sufficient to cater for the potential increase in the labour force
at prevailing wage rates. The result has been prolonged episodes of
large-scale emigration and/or high unemployment. Over the period
1960-1990, total employment in Ireland grew by just 8% from 1.04 million
to 1.13 million. During the same three decades, employment in the EC rose
by 13%, while employment in the wider OECD group of developed
economies grew by a much stronger 39%.

The massive decline in agricultural employment over the past three decades
has played a significant role in slowing the rate of growth of total
employment in Ireland. While a similar phenomenon was evident elsewhere,
its impact was considerably more pronounced in Ireland than in other, more
developed economies because of the relatively large share of the workforce
employed in agriculture. Ireland’s long-run record with respect to the growth
of non-agricultural employment is thus considerably better than its record
of rotal employment growth: Between 1960 and 1990, non-agricultural
employment in Ireland grew by an average of 1.3% per annum. This was
well above the average rate of non-agricultural employment growth in the
EC(0.9% p.a), although it remained below the highlevels of non-agricultural
employment growth achieved in the OECD generally (1.6% p.a).

This document represents the first step in a two-stage investigation of
the links between economic growth and employment growth. The
purpose of this first stage is to describe the historical association between
the growth of output and employment in Ireland and in other Western
economies over the past thirty years; to highlight how this relationship
has varied over time, both within countries and between different
countries; and to show how differences in the structure and composition
of growth have contributed to the development patterns observed. In
subsequent work by the Council, it is proposed to build-on and develop some
of the issues raised by this initial report. The focus then will be on interpreting
and explaining the different development patterns described herein, and
identifying the policy options open to Ireland in seeking to secure an
improved employment outcome in the future.



P BARYUERUN KECORD OF OUTPUT AND EMPLOYMENT
GROWTH

The growth of employment is determined by the rate of economic growth,
the sectoral composition of growth and the techniques by which output is
produced. This document uses comparative data on the growth of output and
employment in a range of western economies over the period 1960 to 1990
to consider how the historical association between output growth and
employment growth has varied over time, both within Ireland and between
Ireland and other countries. It shows that, over the past thirty years, Ireland’s
long-run rate of economic growth (3.2% per annum) has been slightly below
both the EC (3.4% p.a.) and OECD (3.6% p.a.) averages. Ireland’s rate of
employment growth (0.3% p.a.) has been in line with that of other
late-developing European countries (¢.g. Spain and Greece) while being
slightly below the average rate of employment growth for the EC as a whole
(0.4% p.a.). By European standards, therefore, Ireland’s overall employment
performance is slightly below average. However, the real divergence in
employment performance occurs not within the EC (where average long-run
rates of employment growth lie within a very narrow band), but between EC
and non-£EC countries. The average annual rate of employment growth in the
OECD over the period 1960-1990 was [.1% p.a., which is more than
three-and-a-half times the EC average. Given that the OECD average itself
incorporates the (low) results for EC countries, the gap between EC and
non-EC countries must be even wider. Thus, countries such as the US (1.9%
p-a.), Canada (2.4% p.a.) and Australia (2.2% p.a.) each display long-run
rates of employment growth well in excess of the OECD average.

The most striking feature of these global figures is the dramatic difference
between the average employment-intensity of growth in EC and non-EC
economies: in the EC, every 1% increase in GDP during 1960-1990 was
associated with a rise in employment of just 0.12%: in non-EC economies
such as the US, Canada and Australia, the equivalent employment rise was
between 0.56% and 0.59%. Ireland, in common with other late-developing
European economies, lies at the lower end of the European spectrum with
regard to employment intensity. This suggests that, for the EC generally and
for Ireland in particular, the poor employment performance of the past thirty
vears relative to non-EC countries owes more to the substantial differences
in the average employment-intensity of growth between the two zones than
to the (relatively small) differences in the long-run rate of economic growth.

The fact that the four late-developing economies examined (Spain, Greece,
Portugal and Turkey) each achieved average rates of economic growth of at
least 4.6% per annum over the thirty-year period reviewed warns against any
complacency regarding the adequacy of Ireland’s long-run growth rate.
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These countries were among the fastest-growing economies in the OECD
and their output growth was considerably in excess of Ireland’s long-run
trend of 3.2% p.a. Viewed from the perspective of a late-developing,
peripheral economy, Ireland’s record of output growth appears somewhat
less satisfactory than the global figures might suggest, and has undoubtedly
contributed to our relatively poor employment performance. Despite this, it
remains the case that the gap between Ireland and the high
employment-growth countries primarily reflects differences in the
employment-intensity of growth, with differences in output growth rates
playing a relatively minor, contributory role.

VARIATIONS BETWEEN SUB-PERIODS

The long-run profile covers a thirty-year period which has seen dramatic
structural changes and considerable variations in both output and
employment performance within different sub-periods. These changes have
been associated with significant changes in the nature and composition of
economic growth and, hence, with the amount of employment growth
associated with any given rate of output growth. The relationship between
output growth and employment growth is not, therefore, a stable one but has
varied considerably over time, both in Ireland and in other countries.

During the 1960s and 1970s, the lon g-rundecline in agricultural emplovment
played an important part in reducing the aggregate employment intensity of
growth in Ireland relative to that of other countries. The relatively large size
of Ireland’s agricultural sector meant that reductions in agricultural
employment had a disproportionate impact on Ireland’s overall
output/employment relationship. In effect, Ireland was obliged to achieve
above-average employment returns from growth in its non-agricultural
sectors in order to compensate for the impact of falling agricultural
employment.

By the 1980s, agriculture’s influence on aggregate employment intensity in
Ireland had declined (although it remained more important than in other
countries) and the role of manufacturing industry in determining
output/employment relationships in the economy had become more critical.
During the 1980s, the proportion of growth coming from the relatively low
labour-intensity manufacturing sector was significantly higher in Ireland
than in other countries. In addition, the rate of productivity growth within
[rish manufacturing in the 1980s was substantially above that of any other
OECD country. Both of these factors served to reduce the employment
impact of Irish economic growth relative to other countries in the 1980s.



[T TeTIve vt tUALULCL UIC ISIALVE empIOyment-1ntensity of growth
in Ireland in the 1980s was the slowdown and subsequent contraction of
Ireland’s non-market services sector. The swings in Irish fiscal policy in the
1970s and 1980s had the effect of exaggerating the extent of the decline in
the labour intensity of output in Ireland between these two periods: the
expansion of public sector employment in the latter half of the 1970s, and
the unsustainable fiscal policy-induced expansion in labour-intensive sectors
such as the construction industry and market services, increased the
employment intensity of growth at that time. It had its counterpart, however,
in a fall in employment intensity in the 1980s, as public sector employment
was cut back and unavoidable fiscal correction prompted reductions in
private sector output and employment.

In Europe during the latter half of the 1980s, several countries experienced
a rise in employment-intensity, which helped to push average
employment-intensity in the EC up towards OECD levels. Two factors
contributing towards the rise in employment-intensity in these countries
were the rise in the share of (labour intensive) services as a proportion of
total output growth, and a slowdown in the rate of productivity growth within
the services sector. In Ireland, the contraction in non-market services during
1985-90, partly resulting from fiscal policies, militated against both of these
tendencies: firstly, the share of services in Irish economic growth during the
late 1980s was held back. not alone by the very rapid growth of
manufacturing industry, but also by the contraction of output growth in the
non-market services sector. The contribution of non-market services to
output growth in Ireland fell from a substantial positive (of 17.2%) in
1970-79 to a small negative (of 2.4%)in 1986-90. This significant turnaround
in non-market services accentuated the already unusual composition of Irish
cconomic growth in these years. Secondly, the reduction in non-market
services employment in Ireland after 1985 exerted upward pressure on
productivity growth rates within the Irish service sector as a whole. The effect
of this was to offset partially the impact of falling productivity growth in the
market services sector, thus contributing towards a smaller reduction in
service productivity growth rates in Ireland than in most other European
countries. The net effect was that Ireland failed to share in the increase in
employment intensity which occurred in Europe in the late 1980s. This was
a departure from the long-run trend which has seen Ireland follow closely the
general European norm.
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THE RECENT IRISH GROWTH PATTERN

The principal characteristics which distinguish recent Irish economic growth from
that of other western economies are (i) the very high proportion of growth
accounted for by the manufacturing sector, (ii) the exceptionally rapid rates of
productivity growth recorded in that sector, and (iii) the unusually severe
contraction in the non-market services sector in Ireland during the second half of
the 1980s. The first two of these characteristics are significantly overstated due to
the effects of transfer pricing. Adjusting the data to control for these effects shows,
however, that the substantive conclusions arrived at are exaggerated, but not
invalidated, by this phenomenon. In particular, it is clear that, even without transfer
pricing, the rate of growth of Irish manufacturing output and productivity remains
high relative to other countries, and the share of manufacturing industry in overall
output growth continues to exceed that of most other western economies. These
features have undoubtedly served to reduce the employment impact of Irish growth
relative to that obtaining elsewhere.

Trends in output, employment and productivity growth are not determined
independently, but are critically related to each other. Thus, for example, the
rapid growth of manufacturing output in Ireland during the 1980s was not simply
accompanied by substantial rises in labour productivity, but was itself made
possible by the large-scale changes in the structure of manufacturing output
which caused much of that productivity rise. Falls in labour intensity can
therefore have a dual effect: they reduce the employment effect of a given output
growth rate, while at the same time tending to increase the actual rate of output
growth. The net effect on employment is dependent on the relative size of these
two effects. If the decline in labour intensity is associated with a rise in fotal
factor productivity in the economy, thus pointing to an improvement in the
overall efficiency of production and a rise in the country’s international
competitiveness, the positive effects on output growth may be quite large. If,
however, falls in labour intensity are caused primarily by the substitution of
capital for labour, then the net effect on total factor productivity may be small
and the stimulus to output growth relatively insignificant. Clearly,
understanding the reasons for changes in a country’s employment intensity
is critical, if the implications for future employment growth are to be
properly assessed.

The fact that the employment intensity of Irish economic growth in recent
years has been lower than in other countries does not imply that the actual
rate of employment growth must also be lower. In fact, in the late 1980s,
Ireland’s employment growth rate was the same as that of the EC as a whole,
despite a significantly lower employment-intensity of growth. This is
because the rate of output growth in Ireland during these years was also
higher than average. The choice, therefore, need not necessarily be between

71



@IV prUuuCUY Iy BIUWUYINEH CMPIOyment growtn” economy on the one
hand, and a "high productivity growth/low employment growth" economy
on the other. High productivity growth rates in Ireland have been
accompanied by significant convergence of income per worker with the EC
average. A similar degree of convergence between income levels per head
has not occurred, because the proportion of the population in employment in
Ireland has been declining and dependency ratios have been rising. The
question of which development pattern is appropriate and feasible for Ireland
is a crucial one, which will be returned to in the second phase of this project.

POLTCY INIPLIC ATIONS

Fears that Ireland has entered a period of " jobless growth" are not
borne out by this analysis. It is clear, however, that the extent to which
economic growth impacts on employment growth is determined as much by
the structure and composition of growth, as by the absolute rate of growth.
It is also clear that recent trends in the structure and composition of Irish
growth have tended to reduce the employment intensity of Irish growth relative
to other countries. Efforts to improve the employment performance of the Irish
economy must recognise this fact, while at the same time appreciating the
interaction between these three elements and understanding that different
priorities may be appropriate in different areas of the economy. In some sectors,
where output growth rates are already very high, the priority must be to
maximise the employment effects of that growth (eg. by increasing the indirect
employment effects of growth in overseas owned, high-tech industry). In others,
where the primary explanation for poor employment performance lies in the
inadequacy of output growth rates (eg. traditional Irish-owned industry), the
urgency must be to improve output growth. In many instances, this may require
afall in employment intensity in order to bring Irish productivity levels into line
with that of other more developed economies.

The study confirms the importance of securing high rates of economic
growth but it highlights the fact that the structure and composition of growth
are crucial determinants of employment performance. While output growth
may not be a sufficient condition for securing employment growth, without
it increases in employment can only be achieved by reducing the average
income levels of those at work. Given the high rates of productivity growth
which have applied in Ireland and given the continuation of present trends,
significant employment growth will require the sustained achievement of
historically very high rates of output growth. The Council has already
identified the principal features of a macro-economic strategy to maximise
output growth. In the second phase of this project the Council will examine
the options for structural policy to increase the employment effects of
growth,

I ° 1

AT ST A AT A

1. INTRODUCTION

The expansion of employment is a central concern of the Council. In 1990
the Council, in Strategy for the Nineties, considered that the projected
expansion of employment in the years ahead was “entirely unacceptable”
having regard to the projected implications for unemployment and
emigration. Since then, a substantial deterioration in the external economic
environment facing Ireland has meant that employment growth has ceased,
traditional emigration outlets have been closed off and unemployment has
risen to reach record highs.

It the rate of employment growth is to be increased, then there are in principle
two broad ways of achieving this':

(i) the rate of output growth can be increased;

(ii) the employment intensity of a given level of output growth can be
increased.

The pursuit of both of these approaches was the rationale for the overall
strategy for the nineties advocated by the Council. This advocated:

(1) a consistent economic strategy for budgetary, monetary and
exchange rate policy to secure continued economic stability;

(i) aconsensus on income developments, giving priority to increasing
employment over growing living standards:

(iii) aradical policy programme to improve internal efficiency, enhance
international competitiveness and overcome barriers to long-run
development.

Recently, there has been public comment on an apparent contrast between
the impressive growth of the Irish economy in recent years and the deepening
of the crisis of unemployment. The Council s previous analysis” of the Irish
labour market has demonstrated that increases in the level of employment in

1 1In practice, these two approaches are unlikely to be so starkly defined. Changes in the rate of
economic growth may necessitate changes in the employment-intensity of growth, Similarly, a
change in the employment-intensity of growth may itself contribute towards a change (either positive
or negative) in the rate of economic growth. The interdependence between the rate of economic
growth in Ireland and the employment-intensity of that growth is clear from some of the sectoral
analysis later in this report (see, for example. Section 3).

2 Such as Report No. 86, The Nature and Functioning of Labour Markers.
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Ireland do not feed through into commensurate reductions in the level of
unemployment. This is because an increased demand for labour is likely to
induce an increase in labour supply through: (a) an increase in the labour
force participation rate of those previously outside the labour force,
especially married women; (b) a reduced level of net emigration; and (c) an
increase in the rate of decline of the agricultural labour force. The degree to
which labour supply responds to changes in the demand for labour is
significantly higher in Ireland than in other countries, and makes the task of
reducing unemployment particularly difficult. It means that a substantial
element of any increase in employment growth will be met by increases in
the size of the available workforce, rather than by a fall in unemployment.

Given the elasticity of Ireland’s labour supply, it is not surprising that even
very creditable levels of economic growth would not automatically result in
comparable reductions in the level of unemployment.3 However, it would be
a matter of great concern if significant rates of economic growth were not to
have a positive effect on the demand for labour. It is the alleged lack of
congruence between measured levels of economic growth and the recorded
level of employment which is at the heart of recent expressions of concern.

In order to present the data on output and employment trends, and to see how
they have moved together over time, it is necessary to find some way of
combining the two series. If our objective was to seek to explain differences
in employment performance across countries, then a detailed specification
of the assumed relationship between output growth and employment growth
would be required. Such a specification would need to be firmly grounded
in economic theory and, ideally, capable of empirical testing. Our objectives
at this initial stage of the study are more modest, however, and seek only to
describe, in a systematic and easily-understood way, the historical pattern of
output and employment growth. For this reason, we have chosen to use two
very simple methods of combining the output and employment statistics®.
The first measure adopted is the employment intensity of growth. This is
defined as the ratio of employment growth to output growth (employment
growth/output growth). It describes the amount of employment change

3 The relationship between economic growth and the rate of unemployment is known as Okur s law.
Leddin and Walsh (1992) demonstrates that this relationship is weaker in Ireland than the US. The
US evidence suggests that the rate of unemplovment will increase unless the rate of growth of GNP
is above 3%, and that every additional 1% of GNP growth (above the 3%) lowers the unemployment
rate by 0.5 percentage points. InIreland GNP has to grow by at least 3.8% in order to avert an increase
in unemployment, and each additional 1% of GNP growth reduces the unemployment rate by only
0.4 percentage points,

4 Similar methods of presentation liave been employed by, for example, Walsh (1992) and Adams et
al (1986)
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which has, on average, been associated with every one per cent change in
output. The second measure which we use is the change in the labour
intensity of production. The labour intensity of production is defined as the
number of units of labour (employed) per unit of GNP. It is the inverse of
the average product of labour. A low rate of decline in the labour intensity
of production is equivalent to low productivity growth.

The Report is organised as follows: Secrion 2 provides an overview of
Ireland’s growth and employment performance over the past 30 years,
highlighting how Ireland has fared relative to other countries and focusing
on differences in performance at various times over that period.

Sections 3 and 4 look in detail at the performance of the manufacturing and
services sectors, to highlight how developments in these sectors have influenced
the employment-intensity of Irish economic growth relative to that of other
countries.

Section 5 considers some of the factors which are associated with variations
in the employment experiences of different countries, with particular
reference to long-run differentials in employment growth between Europe
and the USA and recent changes in the employment-intensity of growth
within the EC.

In Section 6, the characteristics of Irish economic growth during the recovery
period of the late 1980s are discussed, with a view to showing how the
sectoral developments and international trends outlined in earlier parts of the
Report combined to produce a relatively low employment-intensity of
growth in Ireland during this period.

Finally, Section 7 outlines a number of areas which require further examination,
with a view to (a) determining their effects on the employment impact of
economic growth in Ireland, and (b) identifying the extent to which, and manner
in which, these effects are subject to domestic policy influence. These issues
will be considered by the Council in the second phase of the project whose
parameters are set by this report.



VUM ARA LY L KEVIEWY UF OUTPFULT AND EMPLOYMENT
PERFORMANCE 1960-1990
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It isnow over three decades since economic growth was adopted as a primary
objective by Irish policy makers. Following the publication of Economic
Development (1958), a set of policies was put in place to foster growth
through free trade and the promotion of inward investment. There is a
perception that the Irish economy has a reasonably strong record of growth,
but that this growth has not produced jobs. Certainly, at an aggregate level,
there is some basis for this view. This is apparent from Figure 1 below, which
charts trends in the level of Irish output and employment from 1960-1991.
Itis clear from the graph that the past thirty years have seen little net growth
in total employment. despite a substantial rise in national output.
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Source: Output: CSO, Nationa! Income and Expenditure;

Employment: Department of Finance
Databank.

5 The two principal measures of outputare Gross Domestic Product (GDP) and Gross National Product
(GNP). Gross Domestic Product (GDP) is a measure of all output produced within the economy and,
other things being equal, would be the appropriate measure for our present purpose. However, for
reasons outlined in Section 4 of this report, the use of GDP would result in an overstatement of
Ireland’s economic growth rate. Therefore, for the purposes of this study, GNP (which is defined as
GDP minus net factor income from abroad) is decmed to be a more a

ppropriate measure of output
growth for Ireland.
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ranr
Average Annual Growth Rates of Employment and Output,
OECD Countries, 1960-1990 % Per Annum

k ; Employment
Employment Output 1 Intensityl “
United States ‘ o 32 059 |
Canada } 24 42 057
| Australia | 2.2 | 30
New Zéaland N.A 24
Japan 1.1 1 ) 63
Eeimany - 0.3 i 3
I United Kingdom 04 s 07
France 04 37 010
Italy 0.1 39 003
' Austria NA 35 . NA |
Belgium 03 34 0w |
Denmark NAL 29 NA
Finland 0.5 ; 3.8 013
Iceland 2.1 | 45 ~ 047
Luxembourg N.A 32 NA
' Netherlands L NA 33 NA
Norway o NA 38 [ NA
Sweden 0.8 28 ! ~0.29 |
Switzerland N.A 2T N.A |
Treland B 026 32 | 008
Peripl;eral European: L - ~4ﬁ -
_ Greece 03 46 007
Portugal NAL 46 NA
_ Spain 0.3 46 0.07
Turkey NA 54 NA
EC 04 3.4 | 012 1‘
' OECD L1 3.6 i 0.31
t Employment-intensity of growth equals average annual rate of employment growth, di\jidcd by
average annual rate of output growth (Column (i) (ii)). It shows the average percentage increase
in employment associated with each one per cent rise in output.
N.A:  Not Available

Source: OECD (1992). Historical Statistics, 1960-1990. Irish data as for Figure 1.
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In this section, we will review Ireland’s long-run record with respect to
output and employment growth, relative to that of other Western
economies. How does Ireland’s employment performance compare with
other countries? How does its output performance compare? Is the gap
between output growth and employment growth which was seen in

Figure 1 unique to Ireland, or have other countries experienced a similar
phenomenon?

Table 1 provides a useful starting point for a discussion of these and similar
questions. It presents the average annual growth rates of output and
employment in 24 OECD countries (including Ireland) during the period
1960-1990, together with a measure of the average employment-intensity of
growth in each country. The latter, which is given in the final column of
Table 1, shows the average percentage increase in employment which was
associated with each one per cent rise in national output in each of the
countries shown during the thirty-year period under review.

P i F——— tood -
ER A A S A AP Ty

Looking first at employment growth, Table 1 shows that from 1960 to 1990,
employment in Ireland grew by only 0.3% per annum. This is among the lowest
rates of employment growth in the OECD. Tt i, however, inline with the average
long-run rate of employment growth achieved in the two late-developing
peripheral European countries for which we have data (Spain and Greece), and

is only slightly below the average employment growth rate recorded for the EC
as a whole (0.4% p.a.).

The real divergence in employment performance evident in Table 1 occurs
not within the EC (where average long-run rates of employment growth lie
within a very narrow band), but berween EC and non-EC countries. The
average annual rate of employment growth in the OECD over the period
1960-1990 was 1.1% p.a., which is more than three-and-a-half times the EC
average. Given that the OECD average itself incorporates the (low) results
for EC countries, the gap between EC and non-EC countries must be even
wider. Thus, countries such as the US (1.9% p.a.), Canada (2.4% p.a.) and
Australia (2.2% p.a.) each display long-run rates of employment growth well
in excess of the OECD average.

The sustained divergence in employment performance between EC and
non-EC countries over such an extended period has had profound
implications for the actual numbers employed in these economies at the end
of the period. This is clear when we consider that, if Ireland had achieved
emplovment growth in line with the OECD average (1.1 p.a.) over the past
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thirty years, total employment in Ireland would have stood at 1.45 million in
1990. The actual employment level in 1990 was 1.13 million, a difference
of 320,00 jobs.
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Turning now to output growth, Table 1 shows that, over the thirty years from
1960 to 1990, Ireland’s long-run growth rate averaged 3.2% per annum. Ireland
ranked twelfth in terms of growth rates among the twenty-three countries
considered. Its growth rate was marginally below the EC average (3.4% p-a.)
and was also lower than the OECD average (3.6% p.a.). Given the relatively
underdeveloped nature of the Irish economy at the start of this period, faster
growth might have been expected. It is notable in this regard that all four of the
peripheral European economies examined in Table 1 (Spain, Greece. Portugal
and Turkey), experienced significantly faster trend growth rates than Ireland
during this thirty-year period.
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Looking finally at the growth of employment relative to output growth in
each country, we can see from the final column of Table 1 that the average
employment intensity of growth in Ireland over the period 1960-1990 was
0.08. This means that every 1 per cent of GNP growth in Ireland during these
years was associated with an average of 0.08 per cent growth in employment.
This ratio was among the lowest of the countries examined, although the two
peripheral EC countries for which we have data (Spain and Greece) recorded
marginally lower average employment intensities, at 0.07 ecach. The average
increase in employment associated with every 1 per cent growth in output
was 0.12 for the EC as a whole, while in the OECD the average
employment-intensity of growth was considerably higher, at 0.31.

Roviewe af the Jong.Euyn Boeopd

The evidence to date may be summarised as follows: taking the period
1960-1990 as a whole, Ireland’s rate of economic growth has been slightly
below-average, while its rate of employment growth has also been below
both the EC and, more dramatically, the OECD averages. The most striking
feature of Table 1 is the significant gap between the average labour intensity
of growth in the EC (0.12) and in non-EC OECD countries, such as the US.
Canada and Australia, where the ratios all exceeded 00.56. Ireland, in common
with other late-developing European economies. lies at the lower end of the



Luropean spectrum with regard to employment intensity. This suggests that,
for the EC generally and for Ireland in particular, the poor employment
performance of the past thirty years relative to non-EC countries owes more
to the substantial differences in the average employment-intensity of growth

between the two zones than to the (relatively small) differences in the
long-run rate of economic growth.

The fact that the four late-developing economies examined (Spain, Greece,
Portugal and Turkey) each achieved average rates of economic growth of at
least 4.6% per annum over the thirty-year period reviewed warns against any
complacency regarding the adequacy of Ireland’s long-run growth rate.
These countries were among the fastest-growing economies in the OECD
and their output growth was considerably in excess of Ireland’s long-run
trend of 3.2% p.a. Viewed from the perspective of a late-developing,
peripheral economy. Ireland’s record of output growth appears somewhat
less satisfactory than the global figures might suggest, and has undoubtedly
contributed to our relatively poor employment performance. Despite this, it
remains the case that the gap between Ireland and the high
employment-growth countries reflects primarily differences in the
employment-intensity of growth, with differences in output growth rates
playing a relatively minor, contributory role.”
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The long-run data presented in Table 1 cover a period which has seen a
dramatic fall in the numbers employed in the agricultural sector. This decline
has occurred throughout the OECD, but its impact on total employment has
been most pronounced in countries such as Ireland which had a relatively

large share of their workforce employed in agriculture at the start of the
period.

6 A crude indication of the relative significance of these
had emulated the long-run growth record of other late-developing economies (4.6% p.a.) over the
period 1960-1990, while maintaining the same average labour-intensity of growth (0.08). its average
rate of employment growth would have risen from 0.3% pa. to 0.4% p.a. If. on the other hand,
Ireland had maintained its existing rate of output growth (3.2% p.a.) but had been able to combine
this with the average OECD level of employment-intensity (0.31), then employment growth would
have been raised to an average of 1.0% p.a. These calculations are clearly simplistic in that they
ignore the important interdependence between rates of output growth and changes in employment
intensity. Nor do they provide any information on whether. and how, output growth or employment
intensity could have been altered in Ireland to produce the results suggested. They do. however,
serve to illustrate the relatively large impact which variations in em
the actual rate of emplovment growth achieved.

wo effects is given by the fact that. if Ireland

ployment intensity can have on

e

R

S 5007 A AR

Flaogprt o}

Agricultural Employment as a Proportion of Total
Employment OECD Countries, 1960 and 1990
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Source: OECD (1992), Historical Statistics, 1960-1990.



tapte £ presents agricultural employment as a proportion of total
employment in OECD countries, in 1960 and again in 1990. It shows that
the decline in the share of agricultural employment has been significantly
stronger in Ireland and in other late-developing economies, than in the more
developed economies such as the US, Canada, Australia or the UK.
Agriculture’s share of total employment in Ireland fell from 37.3% in 1960
to 15.0% in 1990, a drop of 22.3 percentage points. In the US, over the same
period, the drop in agriculture s share amounted to just 5.7 percentage points.

The relatively large size of Ireland’s agricultural sector, and the resultant
scale of outflows from that sector, have made the task of securing net
increases in employment significantly more difficult for Ireland than for
other more developed economies. In essence, substantial falls in agricultural
employment have had to be offset by an equivalent rise in non-agricultural
employment, before any increase in net employment could be recorded.
While similar processes were at work in all countries, their effect was more
pronounced in Ireland and other late-developing countries than in the more
developed economies.

An implication of the above is that the growth in Ireland’s non-agricultural
employment over the past 30 years has been significantly faster than that of
total employment. This gap between the growth in total employment and the
growth in non-agricultural employment is not present to the same extent in
developed economies, such as the US. Ireland’s relative performance with
respect to employment growth is thus considerably better when judged in
terms of non-agricultural employment, than in terms of total employment.
This is shown in Table 3 below.

Table 3 shows the annual average growth in non-agricultural employment in
anumber of OECD countries for the period 1960-1990. Details of the growth
in total employment are also recalled (from Table 1) for purposes of
comparison. The table shows that non-agricultural employment in Ireland
grew by an average of 1.3% per annum during 1960-1990. This is
significantly better than the average EC performance (0.9% p.a.). It is below
the OECD average of 1.6% per annum, but the shortfall in employment
performance is considerably less than was the case with respect to total
employment growth (0.3% p.a. versus 0.8% p-a.). On average, over the past
30 years, falling agricultural employment has reduced the growth of total
employment in Ireland by 1.0% p.a. This is twice as much as the average for
either the EC of the OECD generally (-0.5% p.a.) and is five times as much
as in the US (-0.2% p.a.).
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Comparison of Long-run Trends in Non-agricultural Employment
Growth and Total Employment Growth,
OECD Countries, 1960-1990

Employment Growth j Differcnce ’
(Average < Per Annum) ibetween Growth ‘
B T ;‘, ] ofTatal Emp.
‘% 1 and Growth of
Non-Agricultural Total ’ Non-Agric Emp, |
Employment \ Employment ‘ (Percentage
} ‘ Points p.ay) |
N E e}
United States o2 e 02
Canada 28 24 04
Australia 24 ﬁ&iigz 02
Japan CL I S v
Germany . 07 03 04
| France w04 06
ltaly L2 O N S O ¢ U
Belgium Os o 03 o  02
Finland ‘ 1.8 __g_7_¥oi,,¥;,_;l;_,
Sweden 1.3 08 3 -0.5
trefand 3 03 [ a0
Peripheral European: N L N 7$\
Greece e R T R 1 S
Spain L5 o 03 . -12 — ‘
EC 0 L ea L es
OECD i 1.6 s

Source: Non-Agricultural employment data from OECD Lahour Force Statistics. 1960-1971 and
1969-1989. Updated to 1990 using OECD Historical Statistics 1960-1990. Data for Germany taken
from OECD International Sectoral Databank and OECD National Accounts. Data on total
employment growth are from Table 1. Irish data are from Department of Finance Databank

It is clear that Ireland’s long-run record with respect to employment growth
has been significantly influenced by the impact of falling agricultural
employment, and that a substantial element of our historic tendency to secure
relatively low rates of net employment growth may be attributed to this
factor. The significance of the "agricultural” factor has, however, diminished
considerably over time, with the fall in the size of the agricultural workforce
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worlawide. While outtlows from agriculture may, therefore, contribute to an
understanding of differences in employment performance between countries
at certain times in the past, their relevance to present-day or future
employment performance is much less pronounced. The steady diminution
in the impact of falling agricultural employment on trends in total
employvment is documented in Section 2.3 below, where we discuss

variations in output and employment performance for different sub-periods
of the thirty-vear period under review.
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The long-run data discussed above cover a thirty-year period which has seen
dramatic structural changes and considerable variations in both output and
employment performance within different sub-periods. These changes have
been associated with significant changes in the nature and composition of
economic growth and, hence. with the amount of employment growth
associated with any given rate of output growth. The relationship between
output growth and emplovment growth is not, therefore. a stable one but has
varied considerably over time, both in Ireland and in other countries. To see
how the relationship has changed, and to gain some preliminary insights into
the factors underlying that change, we consider below data on output and
employment performance in selected OECD countries for four distinct
sub-periods: 1960-1973: 1973-1979; 1979-1986 and 1986-1990.

7 PR - r
[VRLTAAF AR FPE N RN BVACOUN & !p}.?‘:yy'\'!]/fg' e

From 1960 to 1973, the average annual rate of economic growth in Ireland
was 4.3% (see Table 4). This was a period of strong economic growth
generally and Ireland’s performance was. in fact, below both the EC and
OECD averages (4.79% and 4.8% respectively). Output growth in the
peripheral European countries was considerably higher than Ireland in this
period, with average annual rates of output growth for Spain, Portugal,
Greece and Turkey falling in the range of 6-8%. In Japan, the average rate
of economic growth was as high as 9.6% per annum.
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Annual Average Growth Rates of Employment and Output,
Selected OECD Countries 1960-1973
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! Annual average growth in emplovment as a proportion of the annual average growth in output.

Source: OECD (1992), Historical Statistics 1960-1990 and OECD (1992), National Accownts, Volume
1. Irish data as for Figure 1.

The strong output growth in 1960-73 was assqciated with relatiyelv slow
growth in total employment, so that in most countries Fhe
employment-intensity of growth at this time was below (in many case;,
substantially below) the thirtv-year average which was presenttjd in Tablg 1.
In Ireland, total employment grew by an average of just 0.2% p.a., which
was below the EC average (0.3% p.a.) and considerably less than the OECD
average of 1.1% p.a. Despite their uniformly strong rates o‘f output gr.owth,
the four late-developing economies examined had ra‘ther mixed experiences
with respect to employment growth at this time: Spain and Turkey aCh.ltt\’efj
quite strong employment growth of 0.8% p.a. and 1.0% p.a. respec.tnelly,
partly reflecting their rapid output growth rates and pgrtly reflecting ag
employment-intensity of growth which was considerably in excess of t(he E d
average (although still well below the US and OECD levels). Portugal an

Greece, by contrast, had disappointing emplo_yment performancesﬂ./ with
Greece in particular recording a substantial drop in employment (-O.\C) 7o p.u.)
despite very rapid rates of economic growth.(7.6% p.a.). .Ireland falls into
the middle of this group of peripheral economies, \ylth relatlvel}f slow output
growth compared to other late-developing countries and an
employment-intensity which was about average for this group of countries.

7 Spain and Turkey are exceptions.
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Comparison of Non-agricultural Employment Growth and Total
Employment Growth Selected OECD Countries 1960-1973

% Growth Per Annum Difference
T ‘M%M*“* o 7‘— ‘‘‘‘‘ 7| between Growth
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Source: OECD Labour Force Statistics; Data on Total Employment Growth from Table 1. Irish data from
Dept. of Finance databank.

The principal factor accounting for the low world-wide
employment-intensity of growth during this period was the very strong
influence which falling agricultural employment exerted on the trend in total
employment at this time. This influence, whose long-run effect on
employment-intensity was discussed in Section 2.2, was at its most
pronounced during the 1960s, when the numbers leaving the agricultural
workforce were very large relative to the size of the non-agricultural
workforce. The outflow from agriculture reduced total employment growth
rates in all countries at this time, but its imEact was particularly large in
Ireland and other late-developing economies.” (see Table 5).

Table S points to strong growth in non-agricultural employment in all
countries, including Ireland, during 1960-1973. The rate of increase in
non-agricultural employment in Ireland (1.7% p.a.) was above the EC

8 Japan also experienced a severe contraction in agricultural employment at this time. Employment
in agriculture fell from 30.2% of total Japanese employmentin 1960 t0 19.8% in 1968, This compares
with a drop from 37.3% to 29.4% in Ireland over the same period.
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average (1.1% p.a.), but was somewhat below the average for the ULCD
(1.9% p.a.) and was considerably below the rapid growth recorded in Spain
(2.5% p.a.), Greece (3.0% p.a.) and Turkey (3.0% p.a.). These results are
consistent with Ireland’s output growth performance at this time, which,
although strong by historical standards, remained below the level achieved
in many other countries. It points towards relatively slow output growth in
Ireland, rather than a relatively low labour-intensity of growth, as the primary
factor underlying Ireland’s slower rate of non-agricultural employment
growth during this period. More direct comparisons of the
employment-intensity of growth outside the agricultural sector are
constrained by the lack of data on ouzput growth in the non-agricultural
sector. Such data as are available support the view that the
employment-intensity of Irish economic growth in the non-agricultural
sector, while low relative to the US, compared favourably with several other
European countries in the 1960s and early 1970s’.

After the first oil shock there was a widespread slow-down in economic
growth, followed by a recovery in the second half of the decade. Average
rates of output growth fell to 2.7% p.a. in the OECD (down from 4.8% in
1960-1973), and to 2.5% p.a. in the EC (down from 4.7% p.a.). In Ireland,
the fall in output growth was less pronounced (down from 4.3% p.a. in
1960-1973 to 3.4% p.a. in 1973-79), so that Irish economic growth in this
period was relatively high by international standards. (See Table 6). A large
element of the growth in Ireland at this time derived from a pro-cyclical, and
ultimately unsustainable, fiscal policy stance adopted in the late 1970s. This
change in fiscal policy was marked by a substantial deterioration in the public
finances (which moved in National Accounts terms, from net savings of over
1% of GNP in 1971 to a deficit of over 8% of GNP in 1981) and an
accompanying deterioration in the current account of the Balance of
Payments, from a deficit of 4% of GNP in 1971 to one of 15% in 1981.

9 Data for [961-1973 show that the employment-intensity of output growth in the non-agricltural
sector was 0.3 in Ireland. compared with 0.40 in Finland. 0.15 in Germany and 0.59 in the US.
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Average Annual Growth Rates of Employment and Output,
Selected OECD Countries 1973-79
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! Annual average growth in employment as a proportion of the annual average growth in output.

Source: OECD (1992), Historical Statistics, 1960-1990. Trish data as for Figure 1. Peripheral Economies’

data from OECD (1992). Economic Outlook S1. except Turkey which is from OECD Historical
Statistics.

The world-wide slow-down in economic growth in 1973-1979 was
accompanied by a general rise in employment intensity, so that the decline
in employment growth rates was less than proportionate to the fall in output
growth. In Ireland, Portugal, Greece and the US, employment growth was
actually significantly faster in this period than in the preceding thirteen years,
despite lower rates of output growth. Employment growth in Ireland went
from 0.2% per annum in 1960-1973 to 1.2% per annum in 1973-1979. The
principal factor behind this sharp acceleration was a very rapid growth in
employment in non-market services, reflecting the relaxation of Irish fiscal
policy (see Section 4 for details). The direct and indirect effects of fiscal
expansion in the late 1970s prompted a sharp rise in the
employment-intensity of Irish economic growth, bringing it from below the
EC average in 1960-1973 to well above that average (and close indeed to the
OECD average) in 1973-1979. As will be seen later, this policy-induced rise
in labour intensity had its counterpart in a fall in labour intensity in the 1980s,
as unavoidable fiscal correction prompted reductions in private sector output
and employment, and a cut-back in public sector employment.

A second factor contributing to the general rise in employment- intensity in
the late 1970s was the fact that. while agricultural emplovment was still
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declining, its impact on total employment trends was becoming less marked.
Table 7 shows that the gap between total employment growth and the growth
in non-agricultural employment narrowed substantially between 1960-1973
and 1973-1979. Whereas falling agricultural employment reduced total
employment growth rates in Ireland by 1.5 percentage points per annum in
the first of these periods, by the late 1970s its impact had fallen to 1
percentage point per annum. It is clear, however, that the significance of the
"agricultural factor” remained relatively important for Ireland at this time,
so that the growth of non-agricultural employment in Ireland in 1973 to 1979
was even more impressive than the figures on total employment growth
suggest. Non-agricultural employment rose in Ireland by 2.2% per annum in
1973-1979, compared with an OECD average of 1.4% per annum and an EC
average of just 0.5% per annum.

TARLTT
Impact of Falling Agricultural Employment on Growth of Total
Employment, 1960-1973 Versus 1973-1979

— e R —
Reduction in Total Employment Growth” |

(Percentage Points Per Annum)
| 1960-1973 T 19731979

United States - ‘ 0.4 ~ f 01
OECD | 08 03
EC | 0.8 o 03
Ireland T -15 1o

* Difference between annual average growth rate of total emplovment and growth of
non-agricultural employment.

Source: See Table 5

Finally, counter-cyclical trends in labour productivity growth are likely to
have played some part in the rise of labour intensity of the late 1970s. "Labour
hoarding" during times of economic recession, and the time lag experienced
between a slow-down in economic growth and the subsequent reduction of
employment, mean that some increase in average employment-intensity is
to have been expected at this time.
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The first half of the 1980s was characterised by worldwide recession, and
Ireland’s performance was particularly poor. From 1979 to 1986, Ireland’s
annual rate of growth of GNP was only 0.3%, the lowest in the OECD. (See



tavte o). puring this penod, Ireland experienced a rapid rate of decline in
employment of 0.8% per annum, a ratc of decline which was exceeded by
only one other OECD country, Spain (-1.3% p.a.). Ireland also experienced
an exceptionally large rise in unemployment at this time. By contrast, Turkey
and Greece both managed to record increases in employment between 1979
and 1986. In the case of Greece, this employment growth occurred despite
quite low rates of output growth.

TAaRTYR
Average Annual Growth Rates of Employment and Output,
Selected OECD Countries 1979-1986
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Average annual growth in crmployment as a proportion of the average annual output growth.
N.A:  Not applicable.

Source: OECD (1992), Historical Statistics 1960-1990. Irish data as for Figure 1.

The primary factor accounting for Ireland’s poor employment performance
in the first half of the 1980s was the dramatic reversal of trends in
non-agricultural employment. Having experienced exceptionally fast
growth in non-agricultural employment during the 1970s, Ireland went on to
become one of only a handful of countries to experience a decline in
non-agricultural employment in the early 1980s". Between 1975 and 1985,
non-agricultural employment in Ireland fell by an average of 0.3% p.a.

10 Other countries which experienced a fall in non-agricultural employment during 1979-85 include
Spain (-1.67% p.a). Belgium (-{1.6% p-a.}, the UK (-0.6% p.a.) and France (-0, [ % p.a.).
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During this same period, non-agricultural employment in the EC grew at the
modest, but positive, rate of 0.2% p-a., while much stronger growth of 1.0
p-a. was recorded for the OECD as a whole.

The contraction of non-agricultural employment in Ireland during the first
half of the 1980s was compounded by a continued decline in the agricultural
workforce, thus giving rise to an even larger fall in roral employment. While
the effect of this factor was gradually easing, it continued to hit Ireland more
severely than most other countries and served to reduce still further Ireland’s
(already low) employment ranking in these years'!,

The causes of Ireland’s poor economic performance in the early 1980s have
been analysed in two reports prepared for the Council by Newell and
Simmons (1989) and Barry and Bradley (1990). The latter emphasised that
the huge swings in Irish fiscal policy in the 1970s and 1980s contributed
significantly to the dismal performance of the first half of the 1980s. The
expansionary fiscal policies of the 1970s increased employment growth at
the cost of a massive build up in the economy’s foreign debt. When world
interest rates rose sharply at the start of the 1980s, Ireland’s debt to GNP
ratio accelerated upwards and stabilisation of the economy necessitated a
severe fiscal contraction at a time when the world economy was already
experiencing a down-turn. The difficulties posed by the global recession
were thus profoundly exacerbated in Ireland’s case by the need to correct for
the inappropriate fiscal policy stance of the late 19705,
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Over the second half of the 1980s, the Irish cconomy experienced a strong
recovery. From 1986 to 1990, GNP grew by an average of 5% per annum.
Employment also recovered and increased by an average of 1% per annum.
Ireland was not unique in experiencing a sharp upturn in output and
employment growth at this time. The world economy generally entered a
period of stronger growth around 1985, and Ireland’s recovery was greatly
facilitated by the emergence of this more hospitable external environment.

How did Ireland’s performance with respect to output and employment
growth compare with that of other countries, during the recovery period of

11 In 1979-85, the difference between the growth rate of roral employment and that of non-agricultural
employment amounted to an average of -0.7 percentage points per annum in lreland. This compares
with an average difference of -0.3 percentage points for both the EC and the OECD. Inthe US during
this period, total employment grew at the same rate as non-agricultural employment (both at 1.49%
p.a.).
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ILIS necessary 1o ke account of the tact that difterent economies will be at
different points in their economic cvcles. This is significant because typically
during the expansionary phase of the cycle, the recovery in employment will
lag being the recovery in output. If we compare two economies in a given
period, during which one cconomy was at the start of its recovery cycle, while
the other was more advanced into the cmployment growth phase of the cycle,
one would observe an apparent difference in employment performance even
if, over the entire cycle, no difference existed.

Ireland experienced strong growth in GNP between 1986 and 1990. To allow
foralag inemployment response, we will focus on employment growth from
1987 to 1990 (measured in April of each year). In the E.C. generally, the
growth in employment was concentrated in the years from 1985 to 1990.
Accordingly we will compare the period 1987 to 1990 in Ireland with the
period 1985 to 1990 in other countries. These employment and output figures
are shown in Table 9.

In taking these periods, we are comparing Ireland and Europe over the time
that each was experiencing its best employment performance. In examining
the results below, it should be borne in mind that the period of employment
expansion in Ireland was shorter than in most other countries. Europe
managed to sustain increases in employment over several years, whereas
Ireland’s employment growth was heavily concentrated in just one year
(1990). In considering the data in Table 9, it must therefore be remembered
that the results have been annualised over only three years for Ireland,
whereas for other countries they have been annualised over five years. This
can have a not inconsiderable effect in terms of the absolute growth in
employment achieved.

Employment growth in Ircland over the period 1987 to 1990 averaged 1.4%
per annum. This represented a strong performance relative to historic trends >
in Ireland and was in line with the annual average rate of employment growth
achieved in the EC during its period of strong employment growth
(1985-1990). Employment growth in the OECD generally was slightly
higher, at 1.6% p.a. Of the peripheral economies, Portugal and Spain
experienced particulary strong growth in employment over this period, at
2.1% and 3.0% per annum respectively‘l‘2

12 Parliculary so, when the growth of market employment is considered. (See Section 4).
13 Employment growth in the non-markel services sector contributed to the strong employment
performance of Portugal and. in particular, Spain at this time. See Section 4 for details.
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Average annual growth in employment as a proportion of the average annual growth in output.

Source: OECD (1992), Economic Outlook 51, lrish data as for Figure 1.



While employment growth in Ireland was on ¢ par with the EC average for
similar stages in their growth ¢y cles, vurpur growth was considerably higher
during the Irish recovery (4.9% p.a.) than in the EC growth phase (3.1% p.a.).
Output growth in Iicland during 1987-1990 was higher than in any other
OECD country in this period"*. This exceptional rate of economic growth
generated an expectation that Irish employment growth should have been
capable of not simply keeping pace with international norms, but should
instead have exceeded those norms. In practice, because the
employment-intensity of growth in Ireland was low relative to other
countries at this time (0.28 compared with an EC average of 0.44), Ireland
required above-average rates of output growth in order to sustain rates of
employment growth which were in line with international trends. "

An interesting development in this period was a change in the
output/employment relationship in Europe generally. The growth in
employment in the EC from the mid-1980s was higher than in any previous
period in the Community’s history, despite the fact that output growth was
not any stronger than in earlier recoveries. It follows that output growth in
the Community became more employment-creating in this period than ever
before. Ireland, significantly, did not share in this general European trend.

We will return, in Section 6, to examine the characteristics of Ireland’s recent
growth and to consider why the rapid output growth in Ireland since 1986
was not associated with an even-berter employment performance. We turn
first (Sections 3 and 4) to a more detailed examination of the performance
of the manufacturing and services sectors, to highlight how developments in
these sectors have influenced the employment-intensity of Irish economic
growth relative to that of other countries. We also examine (Section 5) the
traditional gap between the employment-intensity of growth in Europe and
the US, and consider why the European employment-intensity has moved
closer to the US level since the mid-1980s. The significance of these
developments in helping to explain the relatively low employment-intensity
of recent Irish economic growth will be discussed in Section 6.

14 Spain and Portugal came close, however, (o matching the Irish output growth rates at this time, and
sustained their high growth rates over a more protracted period (see Table 9).

—
A

Uniquely. in the period 1987-90, trends in agricultural employment did not contribute towards
Ireland’s relatively low employment-intensity of growth. This is because a small rise in agricultural
employment was recorded in Ireland in these years. This rise was not repeated in subsequent years
and the last two years have seen a resumption of the normal pattern, with growth in total employment
(0.0% p.a. for 1990-92) lagging behind the growth in non-agricultural employment (0.8% p.a.)

I 30 1

3. THE IMPACT OF MANUFACTURING INDUSTRY

The refationship between economic growth and employment growth in
Ireland is heavily influenced by the increasing significance of industry in the
composition of output and by changes in employment intensity within the
manufacturing sector. The sheer size of the industrial sector makes it worthy
of detailed examination: in 1991, industry accounted for 43% of GDP, up
from 32% in 1964'°. The sector thus exerts an increasingly dominant
influence on the overall measured growth rate of the economy. At the same
time, the level of employment intensity obtaining in the sector (i.e. the
amount of labour employed per unit of output) carries increasing weight in
calculations of aggregate employment intensity for the economy as a whole.,
This section reviews trends in output/employment relationships within Irish
manufacturing industry, within both an historical (i.e. relative to past trendsg
and a comparative (i.e. relative to other western economies) perspective.l

It aims in particular to establish the extent to which Ireland’s experience has
differed from international norms, and to identify where such differences lie.

31 Rekativuships Betw een Uatput Grow i and Eangs oy it Giow i

1 OFECH Munufuciuring bndastiy: The Kecurd saace 1970

Table 10 shows annual average growth rates of manufacturing output,
employment and productivity during the period 1970 to 1989, for the 15
OECD countries for which data are available. Over the tull 20-year period,
Ireland ranks second (after Japan) in terms of output growth, second (again after
Japan) in terms of productivity growth and is one of only three countries (along
with Japan and Canada) which has achieved a net gain in manufacturing
employment. These rankings are illustrated in Figure 1 of Appendix 1. The
aggregate data would thus appear to position Irish manutfacturing industry
alongside the Japanese, as being a sector of high output growth, high
productivity growth and limited (but positive) employment growth. This
compares favourably with the typical OECD profile for the period, which was

one of low output growth (c. 2% per annum), modest productivity growth and
declining employment.

16 Industry here includes manufacturing, building and construction., Industry’s share has been measured
here as a proportion of GDP at constant factor cost. The rise in industry s share would be somewhat
smaller, if measured in current prices.

17 The primary focus in this section is on the relationship between manufacturing output growth and

employment generated within the manufacturing sector itself. The indirect employment effects of
manufacturing output growth on jobs outside the manufacturing sector are discussed briefly in
paragraph 3.3 below. Qutside of this

paragraph the text refers exclusively to employment arising
within manufacturing industry.
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Average Annual Growth Rates of Manufacturing Output (Vol.),
Employment and Productivity, OECD Countries.
Period: 1970 - 1989 ¢, Change per Annum
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GDP arising in manufacturing at constant prices
1970 - 1987
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N Irish data relate to Transportable Goods sector (ie. include mining, quarrying and turf).

Source: OECD International Sectoral Databank: Irish data on GDP arising in Transportable Goods
Industries supplied by CSO, employment data from Labour Force Surveys.

More detailed examination of the underlying annual data reveals a sharp
distinction between the 1970s and the 1980s, pointing to the need to break
the data into at Ieast two sub-periods: 1970-1979 and 1979-1989. This is done
in Table 11 below., Already in the 1970s, Ireland was experiencing relatively

Only TItaly and Japan had faster output growth rates at this time.'8
Productivity growth (at 3.8 per cent per annum) was in the middle of the
range, well behind countries like Japan, Belgium and Italy, but ahead of the

18 Figures 2 and 3 of Appendix I illustrate the rankings implied by the data given in Table 11.

1
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UK., Scandinavian and North American economies. This high output
growth combined with moderate productivity growth resulted in Ireland
having the second highest growth rate of manufacturing employment in the
1970s (after Canada).

The 1980s saw a change of behaviour throughout the OECD, but particularly
in Ireland. Moreover, the direction of change in Ireland differed from the
general trend, thus opening up a gap between Ireland and other western
cconomies: the overall picture for OECD manufacturing industry afier 979
was of slower growth in output and productivity, and falling manufacturing
employment. Ireland, by contrast, experienced a smal] rise in the rate of
manufacturing output growth, accompanied by a near doubling of the rate of
productivity growth (up from 3.8 per cent per annum in 1970-79 to 7.2 per
cent per annum in 1979-89). The corollary was that, while Ireland once again
ranked near the top of the fifteen countries examined in terms of
manufacturing output growth in the 1980s, its employment performance
(-1.2% per annum) was only about average for the group. Countries like

The salient features of Irish manufacturing performance over the past two
decades may be summarised as follows: the sector has consistently performed

19 A brief statistical analysis in the OECD Employment Outlook (1989) examined output/employment
relationships in manufacturing indusiry in a range of OECD countries over the period 1957-1987. It
found that the long-run responsiveness of manufacturing employment o output growth was generally
8reater in the 1980s than in earlier periods. Ireland stands out, however, as a notable exception to
this trend, with a significant drop in employment responsiveness in the 1980s. This is in line with
the general results presented here.
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Average Annual Growth Rates of Manufacturing
Output (Vol.), Employment and Productivity, OECD Countries.
Period: 1970 - 1979 and 1979 - 1989
% Change per Annum
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Lrish data relate to the Transporiable Goods sector (ie. include mining, quarrying and turf).

1979 - 1987 for US; 1979 - 1988 for Japan, UK, Australia, NL, Belgium and Norway.

The picture with respect to manufacturing employment growth s quite different,
reflecting the dramatic rise in the rate of Irish manufacturing productivity growth
during the 1980s, both in absolute terms and relative to other countries. During
the period 1979 - 1989, the rate of growth in Irish productivity was substantially
above even those of traditionally high productivity growth economies, such as
Japan. The effect of this was that a givenrate of growth of manufacturing output
inlreland in the 1980s produced substantially fewer jobs in manufacturing than
inany other country examined. What are the factors underlying the phenomenal
rates of productivity growth in Irish manufacturing in the 1980s; how should
they be interpreted; and what do they suggest about future relationships between
economic growth and employment growth in the Irish economy?

e

3.2 The Causes of Rapid Productivity Growth i deisi Manafucturing
birdustry

While many of the factors which contributed to the rise in Irish
manufacturing productivity in the 1980s formed partofa wider, global trend,
some of the underlying causes were unique to Ireland or, more typically,
were particularly pronounced here. Three of the more important contributory
factors are considered below, namely:

(1)  The extent and impact of structural change;
(i) The effect of transfer pricing; and

(iii) The extent of productivity growth within existing sectors of
manufacturing industry.

(i) The Impact of Structural Change

Changes in the structure of industrial output constitute an important
mechanism through which average productivity levels for the manufacturing
sector are raised. This is true not just for Ireland, but for all countries, A
recent OECD Study (1992a) on Structural Change and Industrial
Performance in 7 major economies suggested that the ideal industrial mix
for a country was one that was shifting towards high-growth industries, had
little or no increase in medium-growth industries and was shedding
low-growth industries. It went on to show that the relative growth rates of
different industrial sectors since the 1960s have been closely correlated with
the level of technology employed, so that the high growth industries have in
fact been high-tech industries, and so on.”’ On this criterion, Ireland has
performed exceptionally well, with the past two decades sliowing substantial
shifts in industrial structure along the lines prescribed.

Table 12 shows how the composition of manufacturing value-added has
changed in Ireland since 1975. The increasing dominance of high-tech sectors,
driven largely by pharmaceuticals and office and data processing, is
immediately striking. These sectors increased their share of total manufacturing

20 The study defined high-tech industries as comprising pharmaceuticals, computers and office
machinery, electrical machinery, communications and semi-conductors, and aero-space and
instruments. Low-tech industry comprised food, drink and tobacco; textiles, footwear and leather;
wood, cork and furniture; paper and printing; petroleum refining; stone, clay and glass; ferrous
metals; fabricated metal products; and ship building. The medium-tech sector comiprised the balance
of manufacturing industry (principally the non-pharmaceutical components of the chemical sector
and the more "basic™ elements of the metal and engineering sector). This classification corresponds
very closely to the categories adopted in the remainder of this paper, which proved easier to adapt to
available EC data.



vuliue wdded from V.8 i 1973 10 4415 i Luay, Thedr growing importance
has its counterpart in a declining proportion of valuc-added coming from
both the medium-tech and, more significantiv. the low-tech sectors.

PN 3 O S O
Composition of Manufacturing Gross Value Added;
Ireland 1975 -1989

;% Totél Gross Value Added'

|

JLL T s [ 1980 1989
' HIGH-TECH 98 196 40.1
| Phurmaccuticals - 17 63 123
W(r);ffice; rlr)ala Processgxg 7 7 - 1.5 4.8 ‘ B lﬁ,,_ B
Electrical Engineering 31 s 1l
]n\trumcnIEinigmeeﬂng— - i * - 29 B 2.8 43 -
.~ MEDIUM-TECH 158 175 | 119
| Preliminary Metal Processing s o8 07
| Chemicals (excluding Pharmaceuticals) 6.0 65 44
| Mechanical Engineering 18 [ a2 25 |
Motor Vehicles | 18 25 04
Other Transport 1410 | o4 |
Miscellancous Industries 34 42 1 35
- M_’ LOW.-TECH 7 ( 4T 629 48.1
NenMetallic Minerals | 87 68 48 |
MetalAnicles 38 43 21|

Food, Drink & Tobacco : 42.9 38.0 32.1
CTextiles 7 se g T o
B P TR

Timber & Wooden Furniture § 1.7 | 1.4 1.2
Paper & Printing T ea 1 53 43
| Total Manufacturing Industries! | 1000 | 1000 100.0

t Totals may not sum to 100 due to rounding.

Seurce: Census of Industrial Production, Appendix 4, Enterprise Survey Results.

Note:  Data relate to industrial enterprises employing 20 or more persons. Gross value added is
measured at market prices. 1975 is the first year for which enterprise survey results are availuble.

B

Difterences in productivity levels across the three main caicgories of industry
mean that substantial chunges in aggregate productivity may be achieved by
structural change alone. even if the level of productivity in each individual
sub-sector of industry remains unchanged. Table 13 shows that productivity
levels in high-tech industry in 1989 were over twice that of the low-tech
sectors, and the gap bejtween the three categories of industry has widened
significantly over time.”' A crude indication of the significance of structural
change in Irish manufacturing industry is given by the fact that, if the
structure of manufacturing employment had remained unchanged between
1980 and 1989, the level of productivity at the end of the period would have
been about 15% lower than it actually was. This suggests that structural
change itself accounted for productivity growth of the order of 1.5% per
annum in Ireland over the period 1980 - 1989, a figure in line with the total
growgl; rate of manufacturing productivity in many OECD countries at the
time.™”

Two factors have served to increase the impact of structural change on
productivity growth in Irish manufacturing industry, relative to that
experienced in other countries. First, the extens of structural change
experienced in Ireland during the 1980s far exceeds that which has occurred
in other EC countries.”’ Second, the gap in productivity levels between
high-tech and low-tech industries is exceptionally wide in Ireland, thus
accentuating the impact of any given change in structure. These two
phenomena are apparent from Tables 14 to 18 below, which show changes
in the structure of manufacturing employment and value added in EC

countries between 1980 and 1988, distinguishing between high, medium and
low-tech industries.

21 There is strong evidence that productivity levels in the low-tech category have been artificially
inflated by transfer pricing in the miscellaneous foods industry since the mid-1980s. If this were
corrected for, the ratio of productivity levels in high-tech and low-tech industry in 1988 would be
turther increased. Arguably, bowever, this could not be done without also adjusting the productivity
data for high-tech industry to abstract from the impact of transfer pricing there. For further discussion
of this issue, see Section 3.2 (ii) below.

22 The methodology adopted here follows that employed by Keating and Keane (1988/89: 216). The
structural effect is calculated as X egg Osg

2. eso Osg
where X esg Osg equals gross value added per employee in manufacturing industry in 1959, and
% eso Osg corresponds to what gross value added in manufacturing industry would have been in
1989, had the structure of manufacturing employment remained as it was in 1980, The level of
disaggregation applied was as shown in Table 12 (i.e. 14 subsectors).

23 Data for the US are available from OECD National Accounts but are not directly comparable with
the Eurostat data presented in Tables 14 to 18, They are, however, useful in giving an indication of
the direction and extent of structural change in US manufacturing industry during the 1970s and
1980s. The inclusion of US data would not alter the general conclusions arrived at here.

1371
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b Hdlges e structure of manutaciuring employ ment. which are shown in
Tubles 14 and 13, provide « reliuble indicator of ihe underlying pace of
structural change in EC manufacturing industry. This is because they are not
subject to the distorting effects of transfer pricing (see section (ii) below),
which complicates the interpretation of value added data. Table 14 shows
that, in 1980, Ireland already possessed quite a well-developed high-tech
sector, with 13.3% of total manufacturing employment concentrated in these
industries. Ireland is significantly under-represented in the medium-tech
industries, and is unique in the EC in having a relatively high proportion of
manufacturing employment in both the high-tech (22.7% in 1988) and
low-tech categories (60.9% in 1988).

PABLE A
Changing Structure of EC Manufacturing Industry Change in
Employment Shares 1980 - 1988
Percentage Points

- T BEI:T DEN | GER | FR | IRL D’ﬁ‘ux‘ |
e e _5__;,_‘ ¥¥¥¥¥¥
b&gf_‘ﬁ?ﬂ L2 #1823 420 494 |23 | 419 ‘

| Medium Tech | +0.3

Lo 409 |

Source: See Table 14.

Note:  See Table 14.

Table 15 shows that the extent of change in manufacturing employment
shares between 1980 and 1988 was significantly greater in Ireland than in
other EC countries. The share of Irish manufacturing employment in
high-tech industries rose by 9.4 percentage points during the period,
compared with around 2 percentage points in most other countries. The vast
majority of the Irish shift came from movements out of the low-tech sectors
(-7.8 percentage points), although this is not surprising given the relatively
insignificant role of medium-tech industries in Ireland. The pattern for other
EC countries has been one of smaller changes, and a more diverse picture
regarding the fate of the low-tech sectors: in four of the seven countries
presented in Table 15, the employment share of low-tech industries actually
increased over the period. >

24 Note that an increase in employment share need not imply a rise in absolute employment levels in
the sector, because total manufacturing employment was declining in most EC countries during this
period - see section 3.1 above.
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Tuming now to the data on manutacturing value added. the figures confirm the
same broad trends outlined above but in a more exaggerated fashion. In 1980,
19.6% of the manufacturing value added in Ireland came from the high-tech
sectors, placing it even then at the top of the EC league. By 1988, this share had
risen to 37.2%, substantially ahead of even the next highest EC country
(Germany, at 20.8%). Once again, the "dualism" of Irish manufacturing industry
stands out, with a relatively high proportion of value added coming from both
the high-tech and the low-tech sectors. This "gap" in industrial structure in the
medium-tech sectors is not apparent in any other EC country.

YAbbe 7
Changing Structure of EC Manufacturing Industry Change in
~ Value Added Shares, 1980 - 1988 Percentage Points

- j“ﬂkBELiil)ilz‘Nﬁ GER | FR | IRL  IT | UK
[ HighTech 0.8 | +3.0 23 424 +176 | +18 | +30
Medium Tech  +64 30 +32 | 03 | 55 | 40 | 09
Low-Tech | 5.6 . +0.1 2l 19 422 2l

Source: See Table 14.
Note:  Sce Table 14.

Table 17 shows how the share of manufacturing value added coming from the
three main categories of industry has changed in EC countries between 1980
and 1983. The extent of change in the structure of Irish value added over such
a relatively short-time period is quite dramatic and far exceeds anything seen
in other EC countries. Over the eight years surveyed, the proportion of
manufacturing value added coming from high-tech sectors rose by 17.6
percentage points in Ireland, compared with a general EC rise of between 2
and 3 percentage points. About two thirds of the Irish shift was accounted for
by a decline in the proportion of value added coming from the low-tech sectors
which fell by 11.9 percentage points over the period.

The gap between productivity levels in high-tech, medium-tech and low-tech
industries in the EC countries in 1980 and 1988 is shown in Table 18. It is
this gap which makes it possible for structural change, in and of itself, to alter
average productivity levels in the manufacturing sector. The summary
statistic at the bottom of Table 18 expresses productivity levels in high-tech
industry as a percentage of productivity levels in low-tech industry for each
EC country in 1988.

| I So I |

N.A

bORT\ GR
NA

SpP

N.A
N.A

UK
1.08
1.23

NL
N.A
N.A

1.11

104

1.47

1.10

EC Industry, 1980 and 1988
Value Added Share as % Employment Share

1.02

GER

Ratio of Value-Added Shares to Employment Shares,

DEN
0.98
1.07
1.07

BEL
0.99
1.03
1.12
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1980
1988

Medium-Tech 1980
Figures below 1.00 suggest that productivity levels are below the manufacturing industry average in that country. Figures above 1.00 point to above-average

Derived from Tables 14 and 16.
productivity levels.

Productivity Levels
in High-Tech Ind.
as % Low-Tech
Industry, 1988

High-Tech

Source:
Note:




Ishows that the gap between productiviey fevels is substuntially higher in
Ireland (at 95% in 1988) than in any other EC country. Taking a simple
average of the figures shown, the average gap in 1953 for the EC 12 is seen
to be ouly about 16%. A shift in industrial structure from low-tech to
high-tech industries would thus have a far greater impact in raising average
productivity levels in Irish manufacturing industry than in the EC generally.

The cxistence of an exceptionally wide productivity differential between
high-tech and low-tech industry in Ireland, and the fact that Ireland
experienced significantly above-average change in the structure of its
manufacturing sector during the 1980s, testify to the ’dual’ nature of
Ireland’s industrial growth. High-tech industry in Ireland is dominated by
overseas-owned companies, which accounted for 96.5% of net output and
84.6% of employment in this segment in 1989. Productivity levels in these
foreign companies are high by international standards reflecting, among
other things, the fact that they are concentrated in relatively fast-growing
arcas of high-tech industry and the fact that they represent in the main the
more successtul elements of U.S. and international industry. By contrast, the
low-tech sectors of Irish industry derive most of their characteristics from
the indigenous industrial base™. Irish-owned industry is heavily
concentrated in this segment, with 76% of its net output and a similar
proportion of its employment classified as low-tech (see Table 19).
Productivity levels among Irish-owned firms are low by international
standards (see subsection (iii) below), thus accentuating the gap in
productivity levels between high-tech and low-tech industry. These
underlying features of Ireland’s industrial structure provide part of the
explanation for the relatively large productivity differential between
high-tech and low-tech industry in Ireland. The differential has been further
increased by the impact of transter pricing, an issue which is discussed in
detail in subsection (ii) below.

25 Note, however, that the low-tech sectors include a substantial, and growing, overseas presence, so
that the dichotomy between overseas-owned, high-tech industry and Irish-owned, low-tech industry
may need to be qualified in the future. In 1989, overseas-owned companies accounted for 48.1% of
net output and 29.4% of employment in low-tech industry. The high output share relative to
employment reflects, in part, the very high net output per employee recorded by overseas firms in
the *Other Food® category of industry. (see subsection (ii) below for discussion). The employment
share (29.4%) provides a good, base-line estimate of the extent of the overseas presence in low-tech
industry.
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A Y
Structure of Irish-Owned Industry 1983 and 1989

‘o Totai i;ikarl;(r):\inui Industry
i Employment Net Output

1983 1989 | 1983 | 1989

High-Tech! j 5% 35 48
Medium-Tech! * 180 131 0 193

‘Low-Tech! 761 | 834 759
_ : e e

Total Irish Owned | 100.0 1000 | 1000 | 1000

! For details of categories, see Table 12.

Source: Census of Industrial Production.

The main impetus to structural change in Ireland’s manufacturing sector
came, not from any exceptional pace of change in the indigenous industrial
base, but rather from the attraction to Ireland of large volumes of foreign
direct investment. Much of this investment was cg@ncentrated in the
pharmaceuticals and office and data processing sectors™, thus enabling an
entirely new, high-tech sector to be "grafted on" to Ireland’s industrial
structure, at a pace which would not otherwise have been possible. Table 19
suggests that the extent of gl;ange in the structure of [rish-owned industry
over the period 1983-1989~" was roughly in line with that of other EC
countries (see Tables 14-17 above for comparison). Moreover, much of the
change documented in Table 19 was brought about as a result of the
contraction of low-tech industry, particularly in the early part of the period,
rather than as a result of any exceptional growth in the other categories of
Irish-owned industryzg. Given the starting position of Irish-owned industry
in 1983, with an exceptionally high degree of concentration in low-tech

26 Evidence for other countries shows that the structure of foreign investment in Ireland is very typical
of the pattern found elsewhere. It reflects global trends in the structure of mobile investment flows,
rather than any deliberate policy of targeting high-tech sectors. Moreover, the extent of concentration
of overseas industry in high-tech sectors should not be exaggerated: In 1989, 57.9% of the net output
of overseas industry canie from high-tech sectors, 11.1% trom medium-tech and 31.1% from low-tech
(19.1%, if the "Other Food” category is excluded). In employment terms, the distribution of overseas
industry in Ireland is quite evenly balanced, with 40.0% of overseas employment in high-tech sectors,
21.0% in medium-tech and 39.0% in low-tech (35.9%, excluding "Other Food’).

27 1983 is the first year for which a nationality breakdown is available form the Census of Industrial
Production.

28 Employment in Irish-owned industry fell from 119.5 thousand in 1983 to 104.8 thousand in 1989.
This fall was made up of a decrease of 17.9 thousand in low-tech industry, partially offset by increases
of 1.4 thousand and 1.5 thousand in medium and high-tech industry respectively.
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Hdustry . o taster-than-average rate of siructural change among lreland’s
indigenous base might have been expected.

(ii) The Impact of Transfer Pricing

There can be little doubt but that the productivity data for Irish manufacturing
industry are artificially inflated by transfer pricing practices carried out by
some multi-national corporations. The objective of transfer pricing is to
optimise the global distribution of profits within a multi-national
organisation, so as to minimise the overall corporate tax bill. In practice, this
means locating as much as possible of the company’s global profits in a low
tax location, such as Ireland. This can be done by pricing inputs at less than
arm’s length price and/or valuing output at more than the market price. The
effect of this would be to raise the net output figures for the manufacturing
sector (because the profit element is contained in this component of
manufacturing output), and to raise recorded productivity levels (because
this is measured in terms of net output per employee).

Transfer pricing, by its nature, is a hidden activity, so that precise
quantification of its significance in Ireland is impossible. It is clear, however,
that conditions in Ircland provide an opportunity to engage in such practices
and that the observed characteristics of the industrial output data support the
view that transfer pricing occurs.”” In order for transfer pricing to occur, a
country must offer relatively low rates of corporation tax by international
standards and must also have a substantial body of multi-national
organisations operating within its borders, which are capable of switching
profits between different global locations. Ireland fulfils both of these
conditions:™ Its 10% rate of corporate tax for manufacturing industry (which
replaced an even lower zero rate of export profit tax in 1991) is low by
international standards. Moreover, the level of foreign direct investment by
multi-national corporations in Ireland is unusually high.31

29 Foley (1991) presents a detailed discussion of the theoretical and empirical evidence on transfer
pricing.

30 The co-existence of these twa features is not, of course, fortuitous: low corporate tax rates have been
used in lreland since 1958 as one of the key policy instruments 10 attract foreign direct investment.

31 A recent study by the EC Commission (1991: 58) describes Ireland as having "one of the highest
levels of foreign participation in its manufacturing sector of any EC country”. In fact, those countries
for which details of foreign involvement are provided (UK, Portugal, Germany, France) fall very far
behind Ireland in terms of the extent of overseas investment. Similarly, NESC Report No. 93
(forth-coming) confirms that treland is exceptional in the degree of foreign involvement in its
manufacturing sector.
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Foaadt o o
Contribution of Qverseas Firms to
Manufacturing Net Output
in Ireland 1983 and 1989

e St

';Nyet (riut;)mut oyf Ovérgéas 'F iﬁns as
% of Total MFG. Net Output
- ) 1983 | 1es9 |
L — HIG}?TECHIWWV'Wkﬂ%‘ S 954 ,,,965; N
Pharmaccuticals s s
Office + Data Processing o J o _‘2@%:1“”*7&;#;” ¥9§7¥; N
[Blecuical Engincering | 864 o7 |
Instrument Engineering H 98.0 - 974¥¥ -
~*H’"—Sﬁziﬂi'ﬁiM-i'iiEIf‘"""'WT”‘"5:4;}7* 1 see
Preliminary Metal Processing ) ‘\ - 39277 n ,,,;,,,liti; o
Chemicals (excluding 1 00 69.2

Pharmaceutical) |

Mechanical Engineering
| Motor Vehicles

Other Transport

Miscellaneous Industries

LOW-TECH!

Non Metallic Min?rals

Metal Articles

T e T

Food, Drink & Tobacco (excluding | 29.0 39.6

| Other Food 72T s
— _} . - — - -

| Textiles

{ Clothing, Footwear & Leather ) oo ske o 286
'T—irhber&WoodenhF—urniture ;b \ 7 3 ‘ 17T
 Paper & Printing | e g

| Total Manufacturing Industriest 58.1

1

Weighted Averages.
Source: CSO, Census of Industrial Production, Table 6.

Note: A number of establishments in the 1983 census were not classified as either foreign or Irish.
These have been treated as Irish for the purpose of this table.
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Fte S HHZIIZRTS the dominani role played by ov crscas industry in the Irish
manutacturing secior. Two points stand out: the tirst is the sheer magnitude
of the overseas presence. In 1989, overseas indusiry accounted for 69.4% of
total manufacturing net output, up from an already high level of 58.1% in
1983. Second, the breadth of overseas involvement is quite striking. Overseas
domination of the high-tech sectors has already been well documented:
overseas firms accounted for 96.5% of total net output of high-tech industry
11 1989, and their domination of all four of these rapidly growing sub-sectors
IS now virtually complete. Overseas firms also account, however, for a
substantial proportion of net output in both the medium-tech and low-tech
sectors (56.6% and 48.1% respectively in 1989).32

The belief that transfer pricing may lie behind some of the very rapid growth
of Irish manufacturing productivity in the 1980s stems from the exceptionally
high levels of productivity recorded in certain sectors of overseas-owned
industry. Sectoral data for Ireland op net output per person engaged are
presented in Table 21, distinguishing between overseas and Irish owned
establishments. Average productivity among overseas manufacturing firms
in 1989 was 2.8 times that of Irish-owned industry. A higher level of

productivity among overseas firms is to be expected, for reasons already
outlined in subsection (i) above.

Moreover, the gap in productivity levels between Irish and Overseas industry
reflects in part the poor productivity of many indigenous industries, rather
than any exceptional behaviour by overseas companies (see (iii) below).
Despite this, three sectors of overseas industry stand out as having
particularly high levels of net output per head: these are the pharmaceutical
sector (£200.1k per employee), office and data processing (£168.9k) and the
‘other food" category (£269.7k). These figures compare with an average for

all overseas manutacturing industry of £71.1k per employee and only £25.4k
for Irish industry.33

‘The contribution of overseas firms to net output in the low-tech sector is increasingly influenced by
overseas domination of the rapidly expanding "other food" category. In 1989, "Other Foods"

accounted for 20.5% of total net output of the low-tech category and 9.2% of total manufacturing
Delt output. See main text for discussion.
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Well over 90% of the difference in net output per employee in these sectors is accounted for by
differences in the non-wage element of net output (i.e. remainder of pet output).

P+

FoABE s
Net Output per Person Engaged in Irish Manufacturing
ndustry, 1989, Distinguishing between Overseas
and Irish-Owned Firms

’ | N u Oi;pu;pu Person (£000) ’
T ”Q_“'—**WN“T*6?55&7&&&5 'TéJa?eas
| Industry f{'f‘%‘fS‘fLJ as % Irish

. HIGH-TECH 1030 | 208 4952
Pharmacewticals 2000253709
Office + Data Processing 1689 | 383 LMo
Eleetcal Bngineering |97 1no_ LT ]
Instrument. Engineering 49 09 e
u MEDIUM-TECH L3S o | 1384
Preliminary Meul Processing | 412 | 301 1Al
| Chemicals (excluding Pharmaceuticals)L 500 gh;ﬂjg 7,; 1053
 Mechanical Engineering | 371 s e
Motor Vehicles %7 T ey
et [ 73 |08 | sse
T Miscellaneous Industries M3 u4 1200 e
_ LOW-TECH | 567 | 254 | 2282 |
FLMHQL; o 98 03|
Metal Articles R }jg 2
Food, Drinkﬁobacco 400 —’
| (excluding "Other Food") S
L%M_¥Hm¥¥xg_}ﬁ9ly4,, 207

Textiles o i8:§” j
Clothing, Footwear & Leather | 112
L"l:imber & Wooden Furniture L _4 435 |
‘FPaper ﬁL_Printing o \L?O{Q

PN T
| Total Manufacturing Industries | 711

Source: CSO, Census of Industrial Production 1989.

Comparative data on the characteristics of the three key sectors of
pharmaceuticals, office and D.P. and "other foods" confirm that Irish
productivity levels in each of these sectors are dramatically above those of
other EC countries (see Table 21). The biggest gap occurs in the case of the
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VHIE OO Seclon, Where Iish produciv ity levels are uver eight times the
EC average, and almost scven times higher than the next-highest EC
country . In all three sectors, the range of productivity levels between the
other six EC countries shown is quite narrow,33 with Ireland standing out as
a clear outlier.

Ak 22
Productivity Levels in the Pharmaceuticals,
Office and Data Processing and "Other Foods" Sectors 1988

GVA per Employee (000 ECU)

‘ _ o o
B ,,¥,7_,¥,;_;¥,,_i th,il{xaj»guticalq Office & D.P. "Other Food"!
reland 1660 1654 | 478 |
Belgum! 55 | 390 39.5
Denmersk 77 | ;38 | sie
Germany 524 505 404
Frame 503 795 44.4
Wy 0 s70 T 6 sos
UK 634 704 404
EC12 543 | N.A. 25
Inast%ECave. 3057 | NA | 8184 |
Irlas%nexthighest | 252 | o081 | 6740

! "Other Food" category equals NACE 423.

2

Data for Belgium relate to 1987.

Seurce: Eurostat, Structure and Activity of Industry, 1987/88.

Comparative data on sectoral productivity rates suggest strongly that transfer
pricing is taking place in the Irish manufacturing sector. This phenomenon
does not seem to be a significant issue in other western economies>®, It
appears to be particularly pronounced in three sectors of Irish manufacturing
industry: pharmaceuticals, office and data processing and the "Other Food"

34 The composition of the *Other Foods’ category in Ireland, which is dominated by the production of
cola concentrates, differs significantly from that of other European countries and thus limits
somewhat the value of this sectoral comparison.

35 The widest dispersion occurs in the Office and Data Processing sectors, where the productivity level
of the highest country (France) is just swice that of the lowest (Belgium). Even here, the gap is
probably exaggerated slightly by the fact that the Belgian data relate to 1987,

36 Countries likely to experience transfer pricing on any significant scale are those which have, like

Ireland, successfully pursued a policy of low corporate tax rates as a mechanism for attracting foreign
direct investment.
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category. These three sectors accounted for 33.2% of total manufacturing net
output in 1989 and were responsible for 39.6% of the total growth in
manufacturing net output between 1980 and 1989.%7 If the propensity to
engage in transfer pricing has remained unchanged over the past two
decades,™ the very rapid growth of these sectors, which have relatively high
rates of transfer pricing, will have increased the impact of such factors on
the overall figures for manufacturing industry?'g. Some of the apparent rise
in productivity in Irish manufacturing is thus "illusory" in that it owes more
to the accounting practices of multi-national corporations than to any
fundamental change in the relationship between output growth and
employment growth in Ireland.

How significant an effect does transfer pricing have on the overall figures
for manufacturing output growth and productivity growth in Ireland? Would
the profile of Irish manufacturing in the 1980s, as a sector of high output
growth and exceptionally rapid productivity growth be significantly
changed, if the effects of transfer pricing were excluded from the data? A
crude estimate of the effects of transfer pricing on output growth and
productivity growth in the manufacturing sector may be derived by adjusting
the recorded data on manufacturing output growth to take account of
outflows of profits, royalties and dividends. Information on these outflows
is available for each year since 1984, and a sectoral breakdown provided by
the CSO confirms that the vast majority of these outflows (over 90%}) stem
from the industrial sector. If it were assumed that all of the outflows of profits,
dividends and royalties from the industrial sector represented payments
(either real or "book transactions") for production carried on, or profits
earned, outside Ireland, then the exclusion of these outflows from the
manufacturing output data would produce a reasonable estimate of the "true"
GDP arising in manufacturing in Ireland.* Clearly such an assumption
would significantly overstate the extent of adjustment warranted: despite the

37 Growth here has been measured in current prices.

38 Opportunities to transfer price in Ireland may, in fact, have diminished in recent years with the
narrowing of tax differentials between Ireland and many other countries (as lreland has moved away
from ESR and other countries have gradually been experiencing a downwards drift in corporate tax
rates) and the toughening of attitudes by Revenue authorities in some major economniies (particularly
the US).

39 This is due purely to a compositional effect and reflects the above-average growth rates of sectors
with higher-than-average levels of transfer pricing.

40 The approach adopted here reflects the belief that Ireland’s industrial output figures overstate the
real extent of industrial production carried out in Ireland. This is primarily because a substantial
proportion of the recorded net output of overseas firms is thought to be illusory, in that it reflects
transfer pricing policies. An additional factor contributing to the overstatement of the net output
figures results from the inclusion in net output of production activities carried on ourside the state.
This would arise, for example, in the case of explicit or implicit remuneration of services such as
R&D, marketing or distribution carried on overseas, by other units of the muiti-national.
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st ilig sigliticanee ob sectons winch display ciaracteristics indicative of
transter pricing, it remains the case that obor half (33%¢} uf the net output of
overseas industry in 1989 occurred in scctors which do not display any
marked such tendencies". Moreover, even in sectors where transfer pricing
is believed to occur, a substantial proportion of the outflows from these
Sectors represent the repatriation of monies earned in respect of activities
genuinely carried out in Ireland. Finally, at a more technical level, the level
of sectoral disaggregation available to us does not allow outflows from the
manufacturing sector to be isolated from those of the wider
agriculture/industry sector. While manufacturing industry undoubtedly
accounts for the vast majority of such outflows,* treating all of them as
manufacturing (as is done here) must again exaggerate the true extent of the
adjustment required.

Table 23 shows the annual average growth rate of output, employment and
productivity in the transportable goods sector for the period 1984 to 1990,
under two different scenarios: scenario 1 presents the measured growth ratesj
as recorded in the official GDP figures for the transportable goods sector.”?

This provides an upper estimate of the rate of growth of output and
productivity during this period. Scenario 2, represents a crude estimate of
what output and productivity growth in the sector might have looked like in
the absence of transfer pricing44. It is derived by deducing 50% of the
outflows of profits, dividends and royalties from the combined
agricultural/industry sector in order to produce an "adjusted" measure of the
rate of growth of GDP arising in the transportable goods sector®. The gap
between it and the growth rates recorded under scenario 1 provide a rough
estimate of the degree to which Ireland’s manufacturing output and
productivity growth rates may be exaggerated by the effects of transfer
pricing. The true rate of output and productivity growth is likely to lie
somewhere within the band delimited by scenarios 1 and 2.

CCO, asignificant proportion of profit repatriations result from
profits arising as a result of sales on the Jrish market. Insuch circumstances. it clearly does not make
sense to dednct the profit ontflows from the recorded output data.

41 Insome sectors, such as drink and toba

42 Outflows of profits, dividends and royalties from the agricultural sector are very small and were
included with the industrial total in the CSO's figures in order to preserve confidentiality.

43 The Transportable Goods sector includes manufacturing indusiry plus mining, quarrying and turf,
The sectoral GDP data available to us do not allow us to isolate the manufacturing component.

44 "Transfer pricing" is nsed here to denote all factors contributing to the overstatemnent of Ireland's
industrial output data. It includes the effects attributable to the inappropriate classification of some
service imports by multi-national companies. (Sce Footnote 40).

45 The figure of 50% is not intended to be exact. We would consider it a reasonably cautious estimate
which probably represents the marimum level of adjustment warranted. The true rate of output and
productivity growth are likely to be within the bund represented by scenarios 1 and 2.
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The striking teaiure of Table 23 is that, even if we were to adopt the position
represented by scenario 2 (whereby 504% of outflows of profits, dividends
and royalties from the combined agricultural/ industrial sector are deducted),
the rate of growth of output and productivity in Ireland’s transportable goods
sector in 1984-1990 would remain high relative to other OECD countries*,
While the figures in Table 23 must be treated with caution, they provide a
useful indication of the band within which the underlying growth rate of
manufacturing output and productivity is likely to occur. They confirm, on
the one hand, that the growth of manufacturing output and productivity in
Ireland may indeed be overstated by a not insignificant amount. (The
reduction in the recorded output and productivity growth rates under scenario
2 amounts to 1.4 percentage points per annum over the period in question).
At the same time, they help to keep that effect in perspective: even under the
fairly rigorous assumptions outlined above, the basic features of Ireland’s
manufacturing sector remain unchanged. In particular, the rate of growth of
manufacturing output and productivity in Ireland is shown to remain high
relative to other countries, irrespective of the effects of transfer pricing.

TABLE 23
Annual Average Growth Rates of
Output, Employment and Productivity
in the Transportable Goods Sector, Ireland 1984-1990.
Effect of Adjusting for Qutflows of Profits,
Dividends and Royalties.

% Changer per Annum 1984-1990

|
| ) | ‘
| etc. ontflows o L i

——— _%’ LA R S
| I Output Per ‘
i | t

] | Output Employmen } Employee ’
i __,_: 5 *_K;fﬁ*Tmi ——— t e i ——— 7,__‘
Scenario 1 (Upper Limit) | : ; : !

i . | ). ! 9
R e e e
| Scenario 22 (Lower Limit) | ‘ ‘
| Deducting 50% of profits, 6.2 0.7 5.5 J
J

! GDP arising in the Transportable Goods sector.

Sce text for full discussion of the two SCEnarios,

Source: Sectoral details of GDP and Profit Ouiflows supplied by CSO. Employment data from Labour
Force Survey.

46 Table 39 in Section 6 below gives details of manufacturing output, employment and productivity
growth in other OECD countries during the period 1984-1990.



(i) The Extent of Intra-sectoral Productivity Growth

Trends in productivity growth within existing sectors of industry can provide
some usetul insights into the extent of change in output/employment
relationships in manufacturing industry over the past two decades. Despite
its significance at an aggregate level, transter pricing is not a significant issue
for the vast majority of sectors, so that in most cases the sectoral data on
output and employment growth may be taken as accurate reflections of
underlying productivity relationship&47 This allows us to make meaningful

comparisons of sectoral trends, both over time in Ireland, and relative to
trends in other countries.

Appendix 2 gives annual average growth rates of output, employment and
productivity for 17 sub-sectors of Irish manufacturing industry over the
period 1973-1990, distinguishing between high-tech, medium-tech and
low-tech industries. In Table 24 below, five sectors which are important in
terms of their contribution to manufacturing employment are singled out, to
illustrate some of the different patterns apparent in the more detailed
Appendix table. These five sectors accounted for 50.2% of total
manufacturing employment in 1989, One of the five (electrical engineering)
falls within the high-tech manufacturing industry,48 while the remaining four
sectors comprise the core of low-tech industry in Ireland. All five have a
strong indigenous component.

All five sectors shown in Table 24 have experienced a rise in labour
productivity (and, hence, a fall in employment intensity) over the period
1973-1990. The extent of the rise has varied from an average of 0.9% per
annum in the case of the paper and printing sector, to an average of 7.1% per
annum in clectrical engineering. Employment trends in each sector are
determined, however, not by the trend in productivity per se, but by the
relationship between output growth and productivity growth. Thus, the table
provides ample evidence that high productivity growth is compatible with
growth in employment, providing output growth is sufficiently strong
(witness the performance of the electrical engineering sector). Equally, low
productivity growth is not in itself a guarantee of employment growth, unless

it is accompanied by adequate output growth (as is seen by the collapse of
the clothing sector).

47 The exceptions to this are identificd in Section (ii) above: .. pharmaceuticals, office and data

processing and other food.
48 Relative to other scctors of high-tech industry,

the electrical engineering sector is more
long-established in Ireland and contains a not insignificant indigenous component. ln 1989, 239% of
employment in the sector and 7.3%

- of net output came from Irish-owned firms. Its behavioural
patterns are not altogether typical of the high-tech sector, but are important because of its significance
in employment terms.

Pabbib 24
Annual Average Change in Output, Employment and Productivity;
Major Sectors* of Manufacturing Industry; Ireland, 1973-1990

R, % Change per Anmum B
197379 | 197986 | 1986-90 | 1973-90 )
‘Electrical Engineering |
- Output +3.7 +12.1 +22.3 ‘ +11.3
- Employment +3.6 +3.2 +6.6 +4.2
- Productivity g+0.l ‘ +8.9 . wil5.7 ;,ﬁ,g_;ki‘,‘zt,‘lm_,_.,
- Output +5.1 | +3.3 +5.9 i +4.5
% e :
- Employment +0.2 J -3.1 1 04 1’3
| - Productivity L 464 _16.3 +5.8
’lIexti}es o R 7
- Output +2.4 34 +4‘.77 +0.5 -
- Employment 25 71 405 37
- Productivity | Jﬁ?- ; +3.7 - 45 +4.2 i +4.2
Clothing, Footwear +
Leather s .
- Output -2.5 -3.3 -2.5 2.8
L N
- Employment -3.0 - -53 { ’3'3, L j.O
- Productivity 0.5 +2.0 +1.0- v_l-__ +1 2¥__
Paper & Printing o |
' : ! 1.9
- Output +0.9 -0.1 | +6.9 | +1.
' Employment LI = R N U
- Productivity | +1 w0 +3.1W 15.4 | -:0.9
¥ The sectors selected each accounted for more than 5% of total manufacturing employment in

1989. For details of other sectors, see Appendix 2.

Electrical engineering provides an example of a very rapidly growing sector,
capable of supporting strong growth in both employment and Pl’OdUCtIVIty.
Despite the rapid acceleration in productivity gr'owth rates in the'sector
during the 1980s, the rate of employment growth 1npreased .substantlfglly to
6.6% per annum in 1986-1990, from an already high starting base. The
low-tech sectors, by contrast, are generally typified by much slower (or, in
the case of the clothing sector, negative) output growth, and pronounced
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Cydiical CIlects. ERUs. e feeoss1on of e carly Dydus was accompanied
by a significant slowdown in output growth in all four low-tech sectors
shown, followed by a broadly based recovery in the sccond halt of the decade.
Productivity trends in the textile sector followed the expected pattern, with
productivity growth declining as output growth slowed in 1979-1986 and
rising again with the recovery in 1986-1990. The food and paper and printing
sectors have shown a continuous rise in productivity growth rates throughout
the period,”! while productivity growth in the clothing, footwear and leather
sector has fluctuated within a narrow band of 0-2% per annum.

It is clear, therefore, that the pattern of productivity growth at sectoral level
is more diverse than the continuous upward trend suggested by the aggregate
data for manufacturing industry as a whole.

More detailed examination of the links between output growth and
employment growth at individual establishment level has been carried out
by Keating and Keane (1988/89) for the period 1979-1985. Their analysis
produced some interesting results: first, it confirmed that the majority of
firms which increased output over the period also increased employment,
while the majority of job losses arising occurred in firms with declining
output.32 Confirmation of these basic relationships was, in fact, non- trivial,
given that the period was characterised by rising manufacturing output,
falling employment and growing concern about "jobless" growth. Second,
the study showed that a sizeable minority of firms (18.6%) which expanded
output over the period 1979-85 actually reduced their workforce. In the case
of these firms, the rise in output achieved was lower than in firms where
rising output was accompanied by stable or growing employment. Finally,
the results produced some interesting evidence about the incidence of
'jobless growth", which showed that it was more pronounced among

49 Total employment in the sector was 20,185 in 1989, or 10.6% of total manufacturing eniployment.

50 The experience of electrical engincering in achieving a continuous rise in output growth rates over
the three periods shown is not typical of the high-tech sector generally. In both the pharmaceutical
and oftice and data processing sectors, output growth rates fell over the period. This partly reflected
the "newness" of the sectors in the 1970s (so that relatively small increases in absolute terms could
give rise to very large percentage increases in output) but also reflects a sensitivity to global business
cycles.

51 ln the case of the food sector, some of the rise in productivity in the 1980s will be due to transfer
pricing in the "other food" sector (see Section (ii) above). It is clear, however, that substantial real
gains in productivity in this scctor have been made. The rise in productivity growth in the paper and
printing sector was from a very low starting rate (1% per annum in 1973- 1979).

", "stable" and "declining" were used by Keating and Keane as follows:

"Expanding" implied a rise in output (or employment) of over 2% per annuni on average during the

period 1979-1985;

"Declining” signified an average fall in output (or eniployment) of over 2% per annum;

"Stable" signified output (or employment) remaining within a range of +/- 2% per annum.

52 The terms "expanding

1

Irish-owned industry, and in low-tech sectors of manufacturing than in the
overseas dominated high-tech sectors. A sectoral breakdown of firms which
increased their output during 1979-1985 showed that the phenomenon of
"jobless growth" was particularly evident in the Food and Drink and Tobacco
sectors. In Food, just under half of all establishments which increased output
failed to increase employment, with 26% of the total (74 establishments)
reducing their workforces despite rising output. The equivalent figures for the
Drink and Tobacco sector were that nearly two-thirds of expanding firms
(65.5%) failed to increase employment, with 34% of the total reducing their
workforce. Productivity growth in these sectors has thus been characterised by
labour shedding and rationalisation to a greater extent than in other sectors.

How do sectoral productivity trends in Ireland compare with those of other
countries? The evidence suggests that, outside the high-tech sectors, long-run
labour productivity growth rates in Irish manufacturing industry may not in
fact differ dramatically from international norms.>> Table 25 presents the
results of a study of labour productivity growth rates in manufacturing
industry in 7 major OECD economies for varying periods in the 1970s and
1980s (OECD, 199221).54 Separate estimates are provided for high-tech,
medium-tech and low-tech manufacturing industry. A crude estimate of
Ireland’s labour productivity growth rate in each of these three categories
for the period 1973-1990 is given in the final column for purposes of
comparison.

The comparability of the data shown in Table 25 is obviously limited because
of the very different time periods covered for the different countries and
hence, the different phases of the business cycle reflected in the figures.
Moreover, the extent of structural change in Irish manufacturing industry
over the period means that the base year used to weight the individual sectoral
estimates can have a significant bearing on the productivity growth rates
shown for the different categories. Despite these caveats, the table provides
a number of interesting insights: first, it is obvious that, outside the high-tech
sectors, the rate of long-run labour productivity growth in manufacturing
industry lies within a very narrow range of roughly 2-4% per annum in most
countries examined. Second, and again excluding the high-tech sectors,

53 The sectoral data available for other countries do not allow for a completely satisfactory coniparative
analysis. Differences in the time periads available for different countries, and differences in the level
of disaggregation provided, mean that many of the international comparisons have to be taken as

indicative rather than fully conclusive. The broad conclusions arrived at should, however, prove
robust,

54 The corresponding rates of output growth and employment growth by category for each country are
presented in Appendix 3.

55 Thesc estimates are derived from the sectoral data presented in Appendix 3, using the net output data
for 1983 (roughly the mid-point of the series) to weight the various categorics.

71



Duie b the Foods Deloseotor 1o Irviaing o 3o fotate B UV A ub market prices. This will
ehvestimiate productiv ity hovels i b land foiaiis o o ne BC bt Ws deemed preferable to using
the esthinates prepared by Eurostat. These Iy o very dfaRLgic sdjustment to the data supplicd
by Ireland’s CSO amd suggest that productivity in the secior in 1980 (as nicasured by GVA per
smployee al factor cosiy - us only 5.6 thousand ECUL or 28¢, otthe EC average. This is the only
sector in which such a dramatic difference occurs.

No EC average for Office and D.P. is provided, but the figures for individual countries coufirm
that Irish productivity iu this sector is substantially above average (see Section (it) above).

Source: Eurostat, Structure and Activity of Indusiy, 1980:81 and 1957/83.

The final column of Table 26 expresses productivity levels in each sector of
Irish manufacturing as a percentage of the EC-nine average. The data do not
support the view that labour productivity growth in Irish medium and
low-tech industries has been uniformly higher than in other developed EC
economies. in seven of the fourteen sectors examined, the gap between
Ireland and the EC has narrowed over the period, but in a further six sectors
the gap has widened,” pointing to relatively slow rates of productivity
growth in Ireland.

s Rebedn oo Spaafaviudtiog GEow L Ui SeP ices
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Up to now, the focus in this section has been on examining the relationship
between the growth of manufacturing output and the growth of employment
directly within the manufacturing sector. The employment effects of
manufacturing growth are not, however, confined to the manufacturing
sector alone, but impact also on other areas of the economy, particularly in
services. O’Malley (1992:11) outlines a range of indirect employment effects
emanating from the manufacturing sector. These are classified under threc
headings: (i) vertical effects, which result from the backward and forward
linkages of manufacturing firms. These are sometimes described as the
"indirect” employment effects of manufacturing growth, and comprise the
employment generated in producing inputs for manufacturing activity
(backward linkages) or in the processing and distribution of manufacturing
outputs (forward linkages); (ii) macro-economic effects: the effect most
commonly included under this heading is the "“induced" employment
generated by the spending of incomes arising in the manufacturing sector. It
also includes a number of other potential employment effects, resulting for
example from the impact of manufacturing output growth on tax revenues,

38 The apparent fall in productivity in tlie Food, Drink and Tobacco sector relative to the EC average
may be due to the overestimation of Ireland’s relative productivity in 1980. The productivity
estinrates for this sector should be treated with extreme caution. See Note 2 beneath Table 26 for
explanation.

1 60}

capital markets. cte. These however are very rarely quantitied. (iii) horizontal
effecis: these ctfects. which are very difficult to quantify, would include both
"narrow" effects (eg. the employment effects on others competing for
supplies of similar inputs or labour skills) and "broad" effects (eg. the impact
on others via the influence of manufacturing industry on the development of
infrastructure, technology, etc.). Efforts to evaluate the overall employment
etfect of manufacturing output in the cconomy must take these secondary
employment effects into consideration.

Recent work by O"Malley (1992) represents the most comprehensive attempt
to date to explore, and begin to quantify, some of the wider effects of
manufacturing growth on the growth of employment in the economy. The
work, which is ongoing, has focused initially on the "indirect” employment
effects generated by the purchases of manufacturing industry. It uses detailed
information on the expenditure patterns of industry (taken from the IDA’s
Irish Economy Expenditure Survey), in conjunction with input/output
analysis, to provide detailed estimates of the employment associated with
different levels of industrial purchases. The results obtained to date are
preliminary and are subject to revision. They do, however, provide a useful
indication of the broad trends likely to emerge, and are helpful in providing
a rough quantification of the magnitude of indirect employment effects.

We focus here on one aspect of O’Malley’s research, namely the indirect
employment effects of services purchases made in Ireland by the manufacturing
sector.” Table 27 is taken from O’Malley (p. 42) and presents his preliminary
findings regarding the extent of indirect service employment supported by
industry’s purchasing of services. It suggests that, in 1983, every 10 direct jobs
in manufacturing were associated with a further 5.6 jobs in Irish services, as a
result of the purchases of services by manufacturing industry. By 1990, this ratio
had risen slightly to 5.8.

The stability of the aggregate ratio of indirect services employment to direct
manufacturing employment in 1983 to 1990 should not be taken s pointing
to an inherently stable relationship, likely to persist in the future. In fact,
O’Malley points out that the fact that the ratio showed little change over the
period was somewhat of a freak occurrence, reflecting as it did a myriad of
changes at sectoral level and important differences in the rates of growth
among different sectors.

39 The term “Irish services” is used liereafter to refer to service activities purchased in Ireland by
manufacturing firms.

I At 1



ER Y S S
Direct Industrial Employment and Indirect Services Employment
Supported by Industry’s Purchasing of Services {Thousands)

| - o ‘ 1983 1987 1990
Direct Industrial Employment 1

Overseas 82.9 11 78.7 85.3
Indigenous 127.3 | 111.8 115.9
Total 2102 | 1905 | 2012
Indirect Services Employment 594 f
Overseas 505 54.1 56'9
Indigenous 67.8 525 )
Total 118.3 106.6 116.4
Direct Plus Indirect

Overseas 1334 132.8 144.7
Indigenous 195.1 164.3 172.8
Total 328.5 2971 | 3176
Ratios of Indirect to Direct1

Overseas 6.1 6.9 7.0
Indigenous 53 4.7 4.9
Total , 56 | 56 | 58

! Number of indirect services jobs for every 10 direct jobs in industry.

Source: O'Malley (1992) p.42.

The distinction drawn in Table 27 between indigenous and overseas industries
points to divergent trends in these two categories. The indirect impact of
indigenous industry onservices employment fell during the period, with the ratio
of direct to indirect jobs declining from 5.3 in 1983 to 4.9 in 1990. By contrast,
the trend in overseas industry was for an increasing impact on services
employment, with the ratio of indirect services jobs for every 10 manufacturing
jobs rising from 6.1 in 1983 to 7.0 in 1990. The difference in trend is explained
by O’Malley by reference to (a) the fact that sales per employee grew more
rapidly in overseas firms than in indigenous industry, and (b) the proportion of
sales spent on Irish services rose in overseas firms, while it did not increase in
indigenous firms.

|1

An important message emanating from O Malley's work is that the trend in
direct industrial employment is nor a reliable indicator of the trend in the
overall employment impact of industry in the economy. It is clear even at
this early stage of his analysis that there is considerable scope for the
relationship between the direct and indirect employment effects of
manufacturing growth to change over time, as the sectoral composition of
industry changes. This underlines the importance of continuing to pursue the
lines of analysis currently being explored, so that the impact of
manufacturing growth on the growth of total employment in the economy
may be more fully understood.
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The previous section examined the relationship between output and
employment in the manufaciuring sector. It showed that productivity growth
in manufacturing in Ireland was more rapid than in other countries during
the 1980s and examined the reasons for this divergence.

The purpose of this section is to examine the performance of the services
sector. Our interest stems from the fact that most jobs are now classified as
being in the services sector. In 1992, almost 60% of employment in Ireland
was in services. Most jobs in services are full-time jobs, but 80% of part-time
jobs are located in services.

The outline of this section is as follows: Firstly we examine the share of
services in employment and output in Ireland and other EC countries.
Secondly, we will compare frends in employment and productivity in
services over the past two decades at an aggregate level, highlighting the
distinctions between the performance of the market and non-market service
sectors. Finally, we will consider changes within individual sub-sectors of
services in Ireland.

el Sheedc b Sedvives i oisl Ustpot snd Enspioy e

There has been a steady increase in the share of services in total employment
in Ireland, from 39% in 1961 to 59% in 1992 (see Table 28). We divide
services into market and non-market services. This distinction is, to a large
extent, the same as that between privare and public services. The primary
difference relates to the classification of commercial public enterprises,
which are part of the public sector, but are classified as being in the market
sector ("commercial") rather than the non-market sector (See Appendix 4 for
further discussion). In 1990, 70% of services employment in Ireland fell into
the category of market services, while 30% was classitied under non-market
services. In terms of toral employment, market services accounted for 40%
(446,500) of total employment, while non-market services accounted for
17% (192,500) of total employment.

While the services sector has increased its share of total employment over
the past thirty years, the share of services in total output has in fact declined
somewhat over the same period.®’ In 1990, market services accounted for
35% of total output, compared to 38% in 1980. This reflects the fact that

60 This point applies to output expressed in constant price or "real” terms. A different picture would
emerge if output were expressed in current price terms, as the price of services has risen faster than
the price of manufacturing output.
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manulucturing outpul grew al a faster rate than market services output during
the 1980s.°" The share of non-market services in output has also shown a
decline in recent yvears, from 18% of total output in 1986 to 14% in 1990,
This retlects both the strong performance of the manufacturing sector and
the contraction of non-market services output in this period. The latter is
determined by trends in non-market service employment, because the
conventions applied to measuring output growth in this sector assume zero
productivity growth (see Appendix 4 for further discussion).

TAapid ls
Sectoral Employment and Output Shares, Ireland, 1961-1992

(i) Sectoral Employment Shares (Percentage of Total Employment)

1961 | 1970 | 1980 | 1986 | 1990 | 1992
Agriculture RS 18 16 15 | 13
Industry 24 30 32 28, 28 28
~ Construction L(6) e ©O | ® o 7)
Services 39 43 50 56 | 57 59
~ Markel Services 29 | 6L | (33) | 37) | 40) | NA
- Non Market Services! (10) | (12) | (16) | (19) | (17) | NA.

(i) Sectoral Output Shares (Percentage of Total Outputl)

1961 1970 1980 | 1986 1990
Agriculture 15 12 0 10 9 10
Industry 27 33 R 41
- Counstruction ©) )] (7N (6) (5)
Services 58 | 55 56 53 49
- Market Services (38) (37) (38) (36) (35)
- Non Market Services|  (20) (18) (18) 17 (14)

Based on constant price output data (1985 prices).

Source: Employment: Calculated from Department of Finance Databank.
Output, 1961:  Calculated from Department of Finance Databank.

Output, 1970-90: Caleulated from sectoral GDP data supplied by CSO.

61 Insofar as the rate of growth of maiufacturing output was overstated due to transfer pricing (see
Section 3.2 (ii)), this decline in the share of services is also overstated.
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1Lhe share of market services in total employment in Ireland lies in the middle
of the range of the EC countries (see Table 29). Given Ireland’s relatively
low GNP per capita, a lower ranking might have been expected. Spain,

however, has a similar proportion of employment engaged in market
services.

The proportion of employment in non-market services in Ireland (17%) ranks
as eight out of eleven EC countries. The shares of non-market services are
in fact quite close for most countries, with France (25%) and Denmark (31%)
being higher than the other countries. Ireland’s share of employment in
non-market services is similar to Spain (18%) and Portugal (18%).Although
the share of non-market services in total employment does not appear
particularly high in Ireland, its share of total output is the third highest in the
EC, at 16.7% (see Table 29(ii)). This would suggest that the proportionate
cost of producing non-market services in Ireland is higher than elsewhere.

ST IR SRR

Significance of Market and Non-market Services
as a Proportion of Total Employment and Output,
EC Countries, 1989

(i) Shares of Market and Non-Market Services in Total Employment (%)

1989
Market Services Non-Market Services
| Belgium 47.7 22.2
Denmark B 353 30.9
ﬁennany 36.7 19.9
| Spain - 38.6 17.9
France ‘ 39.8 25.3
Ireland (1990) ] 9.7 [ T2
| Ttaly - 422 18.2
Luxembourg 52.0 13.5
Netherlands 509 16.1
Portugal L 28.2 17.6
UK e 48.6 20.1

ol
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(ii) Shares of Market and Non-Market Services In Gross Vatue-aaueu
at Current Market Prices (%)

JO89

Market Services { Non-Mari;et Services

Belgium 52.5 i 13.0 i
9

Denmark 146.1 ’ 22.2 N
Germany 459 13.2
Greece 138.9 17.0

Spain 47.3 124 i
' France 49.8 16.4
Treland (1988) S 366 16.7
Italy 48.9 13.3
Luxembourg 493 128

Netherlands 50.8 12.0 B

Portugal 42.7 I E
UK 49.7 15.1

| EC (12) 48.2 | 143 ]

! These data relate to gross value-added at factor cost. not at market prices.

Source: (i)  Furostat National Accounts 1984-1989, Volume 2C. Irish Data: Department of Finance
databank.

(i)  As for (i), but Irish data also from Eurostat.

20 Tapployment oefaeminn oo so S -

(i) Total Services

We have seen above how services have come to represent an increasingly
large share of total employment in Ireland. How does the growth of services
employment in Ireland compare to elsewhere?

Over the period 1973 to 1990, the average annual rate of gr.owth of
services employment in Ireland was 1.7% (see Table 30). This places
Ireland as fourteenth out of the sixteen OECD countries for which we have
data. The non-European OECD countries enjoyed considerably faster
growth in services employment at this time, as witnessed by the
performance of the United States (2.7% p.a.), Canada (2.9% p.a.), and
Australia (2.9% p.a.). The same was true of the performance of some of
the Scandinavian countries, e.g. Norway (2.57% p.a.) and Finland (2.3%
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p-a.). Withinthe EC, Italy and Greece recorded the fastestgrowthinservices
employment, both at 2.6% per annum. The growth of services employment
inlreland during 1973-1990fell far short of these levels and was below both
the EC and OECD averages (2.0% p.a.and2.4% p.a. respectively).

There was considerable variation in performance over this seventeen-year
period. During the period 1973 to 1979, services employment in Ireland grew
by 2.7% per annum. This ranks Ireland as sixth out of the sixteen countries
examined, below only the United States, Canada, Italy, Norway and Sweden.
By contrast, during the 1980s, the increase in services employment in Ireland
was very low compared to other countries, at 1.2% per annum. This

represented lower employment growth than in any of the other countries for
which we have data.

Looking at the wider international trends evident in Table 30, it is notable
that the average rate of growth of services employment increased in the EC
during the 1980s (from 1.8% p.a. in 1973-79 to 2.1% p-a. in 1979-90). This
contrasts with a decline in the rate of growth in services employment in the
OECD generally, from 2.5% p.a.in 1973-79 to 2.3% p-a.in 1979-90. Ireland,
which suffered a dramatic slowdown in the rate of growth of services
employment in the 1980s, was a notable exception to the EC trend.®’

The marked contrast between the growth in services employment in Ireland
in the 1970s and 1980s, and the resulting change in Ireland’s position from
being a country of relatively fast growth inservices employment in the 1970s
to having the slowest recorded growth in services employment in the 1980s,
reflect very different underlying trends in the performance of the market and
non-market service sectors over these decades. The divergent patterns of
employment growth in these two areas of the services sector are set out below.

62 ltaly. France and Belgium also experienced slower growth in total services employment in 1979-90
than in 1973-79. The extent of the slowdown in these countries was modest. however. compared to
the dramatic slowdown in Ireland.
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TARLE 26
Total Services Employment Average Annual
Rate of Employment Growth (%)

1973-990 1973-1979 1979-1990 |
Australia 2.9 22 33
Canada 2.9 3.6 25
Us 2.7 32 24
Italy 2.6 » 2.7 25 ]
——Greece 2.6 2.2 2.9 ) ]
Norway 25 4.0 1.7 B
Finland 23 2.2 23 ]
Japan 2.1 2.2 2.0 ]
Sweden 2.0 ) 2.9 1.5 |
Spain 2.0 0.9 2.6
Denmark (76-90) 2.0 | NA. 1.7 B
UK 18 R B
France 1.8 2.1 1.6
Ireland 1.7 27 12
Germany | Lo I S R
Belgium 1.5 e i
Netherlands ! NA s o NAL
EC 9 2.0 1.8 2
OECD 2.4 25 23

N.A: Not available.

Source: OECD Historical Statistics, 1960-1990, Table 1.11. Irish data: Department of Finance databank
and CSO, Labonr Force Survey.

Note:  Countries are ranked on the basis of employment performance, 1973-1990,
(i) Market Services

Our data on market (and non-market) services are drawn from a number of
sources: Irish data are from national sources. For other EC countries the data
are from the Eurostat National Accounts, which unfortunately only go up to
1989. Other countries are based on the OECD National Accounts, for which
data are available up to 1990.%

63 See Appendix 4 for a more complete description of data sources.
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VELILE PEnod 1Y /U 10 1YYU, employment i market services in Ireland grew
by 1.6% per annum (see Table 31). This places Ireland in the middle of the
range of EC countries for which data are available. The most rapid growth
in market services employment within the EC was achieved in Italy (2.8%
p-a.). Italy’s performance was, however, quite exceptional by EC steindards,
and all other EC countries fell into the range of 0.8% p.a.-1.8% p.a.Ireland’s
growth in market service employment lies towards the upper end of this EC
range. Market services employment growth was significantly stronger in
non-European OECD countries than in the EC, as witnessed by the

performance of Canada (3.3% p.a.), the United States (3.1% p.a.) and
Australia (3.0% p.a.).

The pattern of employment growth in market services in Ireland over the past
two decades has been less volatile than that of total services. While there was
a recession-induced slow-down during the first part of the 1980s, the growth
in market services employment was, on average, broadly similar during the
1970s and 1980s (1.5% p.a. in 1980-90 compared with 1.7% p-a.in 1970-80).
We saw earlier that the growth in employment in fotal services was lower in
Ireland than in any other country examined during the 1980s. This was not
the case for market services. During the 1980s the growth of market services
employment in Ireland (at 1.5% p.a.) compared quite favourably to other EC
countries, although it remained below the rapid growth rates achieved in
non-European countries, such as Australia (3.2% p.a.)and the US(3.0% p.a.).

LRSI B

Employment in Market Services Average Annual Rate
of Employment Growth (%)

(a) EC Countries

1970-89 1970-80 1980-89 1985-89
Ttaly |28 2.6 3.0 1.8
UK 1.8 1.2 25 31
France 17 20 1.4 23
Ircland! 16 |17 15 2.9
Belgium 1.4 1.3 1.4 2.6
Netherlands 1.3 1.6 1.0 23
Germany 1.0 0.9 1.1 22
Denmark 0.8 0.6 11 14
Spain A N.A N.A 1.2 4.8
| Portugal N.A N.A 14 - NA-

17

(b) Non-EC Countries

1970-90 1970-79 1979-90
Canada® 33 4.0 2.7
USA2 3.1 33 3.0
Australia 3.0 28 32
Japan 2.4 24 23 |
Norway 1#8‘“”7 2.4 1.3
Finland 1.2 0.9 1.5
| Sweden® 11 ! 0.7 | 1.4 ]
! Data for Ireland cover the period to 1990. The sub-periods used for Ireland are: 1970-90; 1970-80;

1980-90 and 1987-90. For explanation as to why the last of these periods was used, see text.
z US: 19701987 and 1979-1987.
3 Canada and Sweden: 1970-1989 and 1979-1989.

Source: (i)  Ttaly, Greece, Spain, Portugal, France, UK, Belgium, Netherlands, Germany.
Denmark: Eurostat National Accounts, 1984-1989, Vol. 2C, Tables 5 & 6, p.34.
Irish data: Department of Finance Databank.

(i)  Other countries: calculated by aggregating the relevant sectors from OECD International
Sectoral Databank and OECD National Accounts, Vol. 2 (see Appendix 4 for details).

Note: (a) Because of the different sources used, direct comparisons between EC and non-EC
countries must be treated with caution.

(b)  Countries have been ranked on the basis of the growth in market services employment
1976-1989/90.

The final column of Table 31 allows us to compare the growth of market
services employment in EC countries during the recovery period of the
second half of the 1980s. Employment in market services grew by an average
of 2.9% per annum in Ireland during 1987-1990. This represented a
considerably stronger performance than in earlier periods, and compares
favourably with the growth rates achieved by other EC countries during their
period of rapid employment growth (i.e. 1985-89).64

Since employment in total services has shown more fluctuation than
employment in market services, this implies that there have been very
considerable changes in the rate of growth of non-market services
employment which we will now consider.

64 The final column of Table 31 compares Ireland’s performance in 1987-90 with that of other EC
countries in 1985-89. This is to allow for differences in the timing of the economic recovery (see
Section 2.3 for more detailed discussion).
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(ili) Non-Market Services

How does the growth in non-market services employment in Ireland compare
to other countries? Over the period 1970 to 1990 employment in non-market
services in [reland grew by an average of 2.1% p.a. (see Table 32). This lies
towards the upper end of the EC range. Within the EC, the highest rates of
growth of non-market services were experienced by Spain (6.9% p.a.) and
Denmark (3.4% p.a.). Outside the EC, relatively high rates of growth in
"Government Service" employment were recorded in the Scandinavian
economies, while the growth of "Government Service” employment in the
US and Japan (but not Australia) was low by European standards.®

All countries experienced a slow-down in the rate of growth of non-market
service employment during the 1980s, except the US which maintained a
constant (low) growth rate of 1.1% p.a.66 The extent of the slowdown was
significantly more marked in Ireland than in other countries, however, and
became increasingly pronounced as the decade progressed. Ireland went from
having the third highest growth rate of non-market services employment in the
EC during the 1970s (at 4.2% p.a.), to having the lowest growth rate in the EC
in the 1980s (at 0.2% p.a.). This dramatic turnaround reflects the fiscal policy
swings of the past two decades, which gave rise to a sharp initial acceleration in
the growth of public sector employment in the 1970s, followed in the 1980s by
the stabilisation and eventual contraction of public sector numbers, as the
necessary process of fiscal correction began to take effect. During the second
half of the 1980s, employment in Ireland’s non-market service sector fell
sharply, by an average of 1.0% p.a. Ireland was the only country to register a
decline in non-market service employment at this time. The pattern in most EC
countries during these years was for modest growth in non-market service
employment, of the order of 1 - 1.5% p.a.

65 Employment in "Government Services" is used here as a proxy for non-market services. See
Appendix 4 for differences between the two concepts.

66 Curiously, the US data show an increase in this growth rate in the second half of the 1980s, to 1.8%
p-a. in 1985-90. This contrasts markedly with the international trends and leaves the US with a
relatively high rate of growth for this period.

TARLI 22
Non-market Services Average Annual
Growth Rates of Employment (%)

(i) EC Countries

1970-89 1970-80 1980-89 1985-89
Spain 6.9 84 | 52 4.8
Denmark 3.4 54 “ 1.2 09
haly 22 27 oL
Ireland! 21 4.2 Q.Z -1.0
Germany 2.0 2.6 1.4 L5
France 1.9 2.1 : L7 10
Belgium 14 2.4 03 0.0 |
Netherlands 1.1 1.7 w; 04 0.2
UK 1.1 1.6 _0_5 1.8 -
| Portugal | NA N.A 1.8 L L6

(ii) Non-EC Countries’

1970-90 | 1970-79 1979-90 | 1985-90
Norway 3.7 53 2.5 2.1 |
Finland 3.5 47 25 1.9
Sweden 2.9 5.0 13 0.3
Australia 2.9 33 26v ] 1.9
Us? 1.1 RS 11 18
Japan 1.1 too23 02 00 |

! Irish data cover the period 1970-1990. The relevant sub-periods for Ireland are: 1970-90;
1970-80; 1980-90 and 1985-90.
US data cover the period to 1989. The sub-periods are: 1970-79: 1979-89 and 1985-89.

Non-EC data relate to employment in "Government Services”. See Appendix 4 for differences
between this and the somewhat wider concept of "Non-Market Services” used for the EC.

Seurce: (i)  Eurostat Natiopal Accounts, Vol. 2C, 1984-1989. Irish data: Department of
Finance databank.

(i)  OECD International Sectoral Databank and OECD National Accounts.
See Appendix 4 for details of the definition used.

Note: Countries are ranked on the basis of the increase in employment, 1970-1989/90.



1.2 Pradyativity P rande

When considering trends in output and productivity in services, it must be
borne in mind that there are difficulties associated with the measurement of
service outputs. In non-market services, problems arise in trying to measure
output, both in value terms and in volume terms. The procedure generally
used is to infer outputs from the level of inputs used (eg. by looking at the
number of employees). In market services, it is possible to measure output
in value terms, but there are still difficulties associated with the derivation
of a volume (or constant price) measure of output. Smith (1989) devised a
set of measures of service outputs for the UK, which provided different
results for the growth of output of many service sectors than those derived
using conventional measures and procedures. There was little effect on the
overall rate of growth of services output, as discrepancies which emerged
between' Smith’s measures and official measures for individual service
industries tended to offset each other. His results, however, do point to the
need for caution when studying output and productivity trends in services.

Productivity growth in services is generally considerably lower than that
experienced in manufacturing. For example, productivity growth in services
in Ireland over the period 1973 to 1990 averaged 1.1% p.a., in contrast to
annual productivity growth of 5.9% p.a. in transportable goods. Even
allowing for the fact that measurement difficulties may lead to the
underestimation of productivity growth in services, while productivity in the
manufacturing sector may be somewhat exaggerated (see Section 3.2 (ii)), it
remains true that the services sector is characterised by slower productivity
growth than manufacturing.

The differential between productivity growth rates in the manufacturing and
service sectors means that changes in the composition of economic growth
can significantly alter the overall employment-intensity of growth in an
economy. Countries in which the share of services in economic growth is
rising, will tend to experience an increase in the employment-intensity of
growth. This is because, other things being equal, the average growth rate of
labour productivity in the economy will have fallen. Conversely, countries
such as Ireland, where the share of services in total economic growth has
fallen in recent years, will tend to experience a decline in the overall
employment-intensity of growth. The significance of this factor in
contributing towards the relatively low employment-intensity of Irish

economic growth during the recovery period of the late 1980s will be
discussed later, in Section 6.

Table 33 shows average productivity growth in the services sector for
1973-1990, and for two sub-periods: 1973-79 and 1979-90. On average, over
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the full period 1973-90, productivity growth in services in Ireland was equal
to the EC average of 1.1% p.a. A few countries stand out as having had
exceptionally low productivity growth in services in this period: notably the
United States (0.2% p.a. for 1973 to 1987) and the North European
economies of Denmark (0.2% p.a.), Sweden (0.2% p.a.) and, in particular,
Norway (-1.0% p.a.). Japan, by contrast, has had unusually high productivity
growth in services (1.9% p.a.). Other countries, including Ireland, lie within
a relatively narrow range of % - 1% p.a.

The 1980s saw a general slow-down in productivity growth in the services
sector. This slow-down was particularly pronounced in the EC, where
productivity growth rates fell from an average of 1.7% p.a. in 1973-79 to
0.7% p.a. in 1979-90. Productivity growth in the OECD also slowed, but to
a lesser degree. The effect of this was to wipe out the gap between the EC
and the OECD which had existed prior to the 1980s, bringing EC rates of
service productivity growth into line with the (lower) rates pertaining in the
OECD.

In Ireland, productivity growth in services eased somewhat in the 1980s. in
keeping with the international trend. The exzent of the productivity slowdown
in Ireland was considerably less, however, than in most other countries. with
average productivity growth of 1.0% p.a. in 1979-90 compared with 1.3
p.a.in 1973-79. As a result, Ireland’s relative position changed, from being
below the average EC rate of productivity growth in the 1970s to being above
the EC average in the 1980s.

Changes in the rate of productivity growth in the services sector are
determined by productivity trends within market services, and by changes in
the share of total services accounted for by the market and non-market
sectors.”” Table 34 shows average productivity growth rates in the market
services sector during 1970-89/90 and for selected sub-periods. Productivity
growth in market services in Ireland averaged 2.0% p.a. over the period
1979-90. This places it at the upper end of the EC range (after France with
2.3% p.a. and Germany with 2.8% p.a.), and is also somewhat higher than
most non-EC countries. The US and Australia stand out as having
exceptionally low rates of productivity growth in the market services sector
(both with0.5% p.a. in 1970-90) - a factor which is reflected in the low overall
rate of service productivity growth in those countries.

67 The conventions used for measuring non-market service output typically assume zero (or very low)
rates of productivity growth. This means that the primary conduit through which non-market services
affect overall productivity trends in the service sector is by changes in their share of total service
output. Other things being equal. an increase in the share of non-market services will pull down
average productivity growth rates in the services sector. and vice versa in the case of a fall in share.



TABLE 23
Productivity Growth in the Services Sector

Total Services Average Annual Change in Real Value Added
per Person Employed (%)

|

197390 197379 1979-90
Japan 1 23 ” 1.7
Canada T 25 0.8
Spain ‘? 14 24 0.8
France 1.4 ‘ 1.5 14
Germany %*71;3 1.7 11
Ireland B 1.1 1.3 1.0
‘Finland ? 1.0 0.6 1.6
Italy ’ o8 1.4 0.4
Belgium 08 L 05 1.0
 Greece 04 2.3 0.7 B
Sweden 0.2 .3 0.4 !
' Denmark ; 0.2 N.A -0.1 l
US (1973-87) 0.2 0.1 N.A
Norway o -lo -0.7 -1.1
Netherlands | NA 2.0 NA
UK ! N.A 1.3 N.A
Australia - l k;NA 0.79 N.A
EC [ L1 1.7 0.7
OECD ; 0.8 L0 } 0.7

Source: OECD Historical Statistics 1960-1990, Table 3.11. Irish data as for Table 30.

Note:  Countries are ranked on the basis of the growth in service productivity, 1973-1990.

Nearly all countries experienced a slowdown in the6§r0wth of productivity
in the market services sector during the 1980s.” The slowdown was
particularly pronounced in the EC, and, within the EC, Ireland was one of
the countries which experienced the largest drop in growth rates (from 2.9%
p.a.in 1970-80 to 1.1% p.a. in 1980-90). One factor contributing towards the
productivity slowdown at this time was the worldwide recession of the early

68 The UK is a notable exception to this trend, with productivity growth in market services rising from
avery low level of 0.3% p.a. in 1970-80 to a relatively high rate of 2.17% p.a. in 1980-89.

1 7o 0

1980s. The fact that this recession was particularly pronounced in Ireland
(see Section 2.3) may help to account for the relatively large decline in Irish
productivity growth rates in the market services sector at this time. By the
second half of the 1980s, productivity growth in most of the larger EC
countries had increased once more, and in many cases (including,

Signifiggntly, Ireland) had moved back close to the levels obtaining in the
1970s.™

The fact that productivity growth in the market services sector was slower in
the 1980s than it had been the previous decade, and the fact that this
slowdown was more marked in the EC than in non-EC countries helps to
explain the trends in total service productivity growth which were seen in
Table 33. However, given the fact that the behaviour of Ireland’s market
service sector provides a particularly marked example of the general EC
trend, productivity growth in the total services sector might have been

expected to fall in Ireland by more than the EC average. Instead, as we have
seen, it fell by less.

TARLT 1t
Productivity Growth in Market Services

Market Services Average Annual Change in
Output per Employee (%)

(i) EC Countries

o0 T aomeso | 1os0s9 | rossss ]
Germany I T R R R e
Germa R I
Jrelnd! 20 29 1 a5
(UK e a
Denmark 1.7 | 1.6 1.7 1.1

@@@Tﬂl@*;’:TLWQZE_T:E‘T:_Eﬁ:
Belgium ] s 23 0w T es
Italy R L A N T
Spain *ﬁé L E¥g 1'7¥_ _~04—
Etu&}h 1 NA NA f%ﬂ“ ‘—NLJ

69 Consider, for example, France, Ttaly and the UK. In Germany, productivity growth in the market
services sector moved up slightly in the second half of the 1980s, after a substantial drop in the early
years of the decade. Productivity growth in German market services in 1985-89 remained low,
however, relative to the 1970s (2.4% p-a. versus 3.2% p.a.).
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(i) Non-EC Countries

T 1970-90 1970-79 1979-90
Finland 31 3.0 3.2
Japan 25 2.7 25
Sweden | 17 2.0 14
Canada® 16 1.7 14
Norway | 13 1.8 0.9
Us* 05 0.7 0.1
Australia B 05 | 0.8 | 0.3

Data for Ireland relate to 1970-90; 1970-80; 1980.90 and 1987-90. For explanation as to why
the last of these periods was selected, see text.

: Canada and Sweden: 1970-1989 and 1979-1989.
3 US: 1970-1987 and 1979-1987.

Source: As per Table 31.

Note:  Countries are ranked on the basis of productivity growth 1970-1986/90.

The relatively small fall in total service productivity growth in Ireland during
the 1980s is accounted for by the substantial drop in the share of service
output emanating from the non-market service sector. The decline in the
share of non-market services put upwards pressure on productivity growth
rates for the services sector as a whole, and offset a substantial part of the
downward pressure from falling productivity growth rates in the market
services sector. While similar countervailing forces were at work in several
other countries at this time, their effect was particularly pronounced in
Ireland because the decline in the share of non-market services was
significantly larger than elsewhere.
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Further insights into productivity trends within the market services sector in
Ireland may be obtained by examining the patterns visible for individual
elements of that sector. Data are available for four sub-sectors of the market
services sector, and these are discussed briefly below:

frisriburine: This is the largest sub-sector of market services, accounting
for 38% of market services employment in 1990. Employment has shown a
steady, though modest increase, with declines in the late 1960s/ early 1970s
reflecting the supermarket revolution and a recession-induced decline in the
1980s. Productivity grew by an average of 2.7% p.a. over the period 1961 to
1990. There was rapid productivity growth of 8.3% p.a. in the last two years
of our data set (1988-90), although this probably reflects a large element of
"catch-up" after the substantial falls in productivity during the early 1980s
(see Figure 2A).

FYGURE 2 A
Market Services: Trends in Output, Employment and Productivity
1961-1990
(i) Distribution
Index: 1961 = 100
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Source: Department of Finance Databank.
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services employment. This sector has had consistent output and employment
growth throughout the past three decades, with particularly rapid growth in
the late "70s, early 80s, and again in the second half of the *80s. The
conventions used to measure output in this sector (see Appendix 4) mean that
zero (or negative) productivity growth is recorded (see Figure 2B).

FIGURE 2R
Market Services: Trends in Output, Employment and Productivity
1961-1990
(ii) Insurance, Finance & Business Services
Index 1961 = 100
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services employment. It consists largely of state-sponsored bodies such as
CIE, An Post, Aer Lingus and Telecom. It is the one area of market services
which has experienced "growth without jobs". From the early 1980s there
was rapid output and productivity growth, while employment declined. There
was a recovery in employment in 1988-90, although in 1991 (not shown),
employment again declined (see Figure 2C).

PIGURE 260
Market Services: Trends in Output, Employment and Productivity
1961-1990
(iii) Transport & Communications
Index: 1961 = 100
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Source: See Figure 2A.

Praotessional ond Perconal: This is a residual category accounting for 34%
of market services employment. The pattern of output and employment
growth has been unusual. From 1960 up to the end of the 1970s, there was
almost no employment growth while output and productivity grew together.
From the end of the 1970s employment grew strongly, while output
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productivity growth. This trend may be influenced by the growth in part-time
employment in this category of market services (see Figure 2D).

Pl RE DT
Market Services: Trends in Output, Employment and Productivity
1961-1990
(iv) Professional and Personal
Index: 1961 = 100
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Source: See Figure 2A

The rate of growth of services employment fell significantly in Ireland during
the 1980s, from an average of 2.7% p.a. in 1973-79 to 1.2% p.a. in 1979-90.
During the same period, the average rate of growth of services employment
in the EC rose from 1.8% p.a. to 2.1% p.a. Ireland thus went from being a
country of relatively fast growth in services employment in the 1970s, to

being a country of exceptionally slow growth in services employment in the
1980s.

e R L Y R e = T S T aep

relative to other EC countries over the past two decades has been the
exceptional pattern of employment change in Ireland’s non-market services
sector. During the period 1970-80, employment in non-market services in
Ireland grew by an average of 4.2% p.a., supported by expansionary fiscal
policies. This was considerably in excess of the growth rates experienced in
most other EC countries at this time, and helped to push the rate of growth
in total service employment up above the EC average. This rapid growth had
its counterpart in the 1980s, however, when the necessary process of fiscal
correction prompted a sharp slowdown, and eventual contraction, in the
growth of non-market service employment. Consequently while all EC
countries experienced a slowdown in the growth of non-market service
employment in the 1980s, the severity of the slowdown was significantly
more marked in Ireland than elsewhere, and its effect in slowing the growth
of total service employment was considerably more pronounced.

An indication of how the turnaround in non-market service employment
growth has influenced the growth of total service employment in Ireland over
the past two decades is given by the changing share of total service
employment growth accounted for by the market and non-market sectors: in
the 1970s, over half of the growth of total service employment in Ireland
(52%) was accounted for by growth in non-market service employment. In
the 1980s, this proportion fell to just 5%, and non-market services made a
negative contribution to the growth of services employment during the latter
half of that decade. This dramatic reduction in the contribution of non-market
service employment constitutes the single most important factor accounting

for the exceptional slowdown in service employment growth in Ireland in
the 1980s.

In contrast to the non-market services sector, the performance of market
services in Ireland has conformed very closely to EC norms over the past two
decades. Employment growth in market services has been in line with that
of most other EC countries, although slower than in many non-EC countries.
Similarly, productivity trends in the market services sector have reflected
closely the broader EC and international trends, with a marked slowdown in
productivity growth in market services during the early 1980s, followed by
a significant bounce-back during the recovery of the latter half of the decade.
The productivity slowdown in market services during the 1980s did not
reduce total services productivity growth in Ireland to the same extent as in
other countries. This is because the unusually large decline in the share of
total services output coming from the non-market service sector in Ireland
acted as a countervailing influence, forcing up the underlying rate of service
productivity growth.

—
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5. DIFFERENT EXPERIENCES OF EMPLOYMENT GROWTH:
THE RECORD OF EUROPE AND THE US

A consistent theme running throughout this report has been the marked
differences in the employment growth records of Europe and the US over
the past thirty years. The average rate of employment growth in the EC during
1960-1990 was shown to be just 0.4% per annum compared to an average of
1.9% per annum for the US. This is despite the fact that economic growth
rates in the EC were slightly higher than the US during this period (3.4% p.a.
and 3.2% p.a. respectively). Ireland has been shown to conform fairly closely
to the "European’ norm, although significantly it has failed to participate in
the move towards greater employment-intensity evident in Europe since the
mid-1980s. This section takes a brief look at the US and European "models"
of employment growth, and then moves on to consider some of the factors
which may have contributed to a change in the European model in recent
years. :

1 U S and BEveerean Madels of Employment Growth

The record of the United States in achieving sustained growth in employment
has attracted a great deal of attention from economists. Attention has focused
on seeking an explanation for the United States’ "employment miracle", of
an annual average increase in the numbers at work of 1.9% between 1960
and 1990. compared to only 0.4% p.a. in the EC.

The stronger employment performance of the United States cannot be
explained by stronger output growth. In fact output growth in Europe has
been somewhat faster than in the United States. The explanation lies in
significant differences in the rate of change in the labour intensity of
production. Figure 3 charts the rate of decline in the labour intensity of
production for Ireland, the EC and the US over the period 1970-1990. It
shows that there has been very little decline in the labour intensity of
production in the United States. The European experience has been of much
more rapid reductions in the labour-intensity of production (faster growth in
labour productivity). Ireland has followed broadly the European experience.

| s

BICURY
Labour Intensity of Production’ Ireland, EC
and the US, 1970-1990

(Index 1970=100)
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Source: OECD Economic Outlook, No. 50 and 51.

The impressive employment performance of the North American and
Australian economies is reflected in the extent to which they provided
employment opportunities for a growing labour force. The supply of labour
in the US grew by an average of 1.9% per annum between 1960 and 1990,
while the EC labour force increased by only 0.6% per annum over the same
period (see Table 35). In the United States this rapid labour f%rce growth
reflected an increase in the total labour force participation rate,” from 66%
in the 1960s to 74% in the 1980s. By contrast, the EC participation rate
showed a small decline - from 67% to 65.7% - over the same period.

Ireland, despite its high rate of natural increase in population (and therefore
potentially high rate of labour force growth) had actual labour force growth
of less than the EC average over the past 30 years. This reflects the impact
of emigration.

70 Total labour force as a percentage of the population aged 15 to 64 years.
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Average Annual Growth Rates of Labour Force and Employment
OECD Countries, 1960-1990

% Per Annum
) Labour Force Employment
United States ‘ 1.9 1.9
Canada ' 1.2 2.4
AustraTia B ;1 2.2
Japan 11 1.1
Germany ' 0.4 03 ]
France 0.7 0.4
taly B 0.3 0.1
TBelgium 0.5 0.3
Finland i 0.6 05
Iceland - 2.1 2.1
' Sweden 0.7 0.8
Ireland ' ' 05 - | 02
Peripheral European:
GEC: - jv 0.3 03
Spain ) ! 0.8 0.3
EC _ 0.6 0.4
OECD 12 1.1

Source: OECD (1992), Historical Statistics, 1960-1990. Irish data from Department of Finance Databank.

It follows that relatively high rates of labour force growth need not
necessarily result in high rates of unemployment: the long-run performance
of the US economy demonstrates that it is possible for employment growth
to keep pace with population growth, while at the same time absorbing
increases in labour force participation rates.

One of the most comprehensive attempts to identify the causes of the
differences between the US and European employment experiences was the
research carried out under the European Unemployment Programme. This
Programme involved a study of the countries concerned using a common
macroeconomic framework (unfortunately Ireland was not included). The
empirical findings from this study suggest an explanation of the contrast
between the United States "employment miracle" and Europe’s persistent
unemployment in terms of two proximate causes: (i) the wage formation

%

process differs as between the two zones, in particular regarding the
incorporation of measured productivity gains into real wages; (ii) the
openness of the European countries grew markedly in the late 1970s and
mostly remained high. The same was not true of the United States (Dreze
and Bean, 1989).

In Europe, real wages incorporate productivity gains quite rapidly, with short
run elasticities of wages with respect to productivity ranging from 0.4 to 0.8
and long-run elasticities close to 1. By contrast, measured productivity does
not enter significantly into the US wage equation.

One way of illustrating these differences between the United States and
Europe is to consider the composition of changes in the wage bill. If we
compare the total wage bill for an economy at two points of time we can
decompose changes in the total wage bill as follows: (i) changes due to an
increase in the number of employees; (ii) changes due to paying higher wages
to the original number of employees; and (iii) a residual term reflecting the
cost of paying the extra employees the final average wage, rather than the
original wage.

The results from the calculations for a number of countries are presented in
Appendix 5 (omitting the residual term). It is clear that, in the United States.
most of the increase in the wage bill has on average over the past twentv
years been allocated to increasing the number of employees. By contrast in
European countries, most of the increase has been used to increase the
average level of compensation per employee. Ireland follows this European
trend.

A consequence of the differences in wage formation processes and outcomes
is adifference in trends in real earnings. Over the period 1960 to 1990 average
real wages grew by 45% in the United States, compared to 151% in the EC.
In Ireland, over the same period, average real wages grew by 175% (Leddin
& Walsh, 1992, p.264). The evolution of incomes has been such that income
per worker in Ireland has increased relative to the EC average from 69% in
1973 to 80% in 1990. However, GNP per head of population has shown much
lower rates of relative increase from 59% of the EC average in 1973 to 62%
in 1990. This reflects the fact that the proportion of the population at work
in Ireland, at 31%, has been falling and is the lowest in the EC. By contrast,
employment rates in both the EC and the OECD have been rising.

The American wage bargaining process which produces this high

employment outcome is characterised by highly decentralised wage
negotiations. It does not follow, however, that decentralised bargaining is
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either a necessary or sufficient condition for efficient wage bargaining,
defined as securing low levels of unemployment. Research evidence suggests
that extremes in wage bargaining are most successful in producing market
clearing outcomes. That is, either highly decentralised (e.g. the United States)
or centralised (e.g. Sweden) wage negotiations appear to be most successful.
Intermediate level outcomes, where there is some degree of centralisation so
that wages are not subject to the discipline of the market, but not enough
centralisation to ensure that the macroeconomic consequences of wage
bargaining are given sufficient weighting, appear to produce the least
efficient outcomes.

Experience in the United States and Australia provides a comparison of
centralised and decentralised bargaining. In the most recent period of
economic expansion, Australia pursued centralised wage bargaining and
employment intensive growth was achieved. A similar outcome was
achieved in the United States using decentralised bargaining.

Tmplications of e American Fxperience

We have seen that the US has achieved much stronger employment growth
than Europe over the past thirty years, even though output growth was not
faster in the US than Europe. Is it possible for Europe in general and Ireland
in particular to achieve such a pattern of output and employment growth?

Although the US employment record is positive, the US pattern of
development over the past two decades is not without its critics. Firstly, the
other side of a slow fall in the labour intensity of production is slow
productivity growth. A succinct statement of this criticism of American
growth is given by Porter (1990):

"Wage growth has been slower in the United States than in the majority of
the other advanced nations, reducing pressure to improve productivity. A
large pool of available labour entered the American labour force in the 1970s
and 1980s, a function of the post-war baby boom, more women working and
immigration. With many new employees available, American firms did not
face the same pressure to automate and move into more sophisticated
segments as did those in most other advanced nations. The necessity was
lacking for firms to invest in improving the skills of the employees they had,
because a ready supply of new employees was available. While many new
jobs were created, the rate of upgrading of the American economy was set
back. At the same time, economic growth could occur despite sluggish
growth in productivity".

s

Reduced pressure to automate, resulting from an increase in labour supply
and an associated decline in real labour costs, is what theory would predict
and is socially efficient. Automation involves the substitution of capital for
labour which is not socially efficient when the supply of labour is increasing.
The possible implications for growth in fotal factor productivity (the
efficiency with which labour and capital are combined to produce output) is,
however, a cause for concern. The pattern of employment growth in the US
may be in conflict with the objective of boosting long-run competitiveness.
However, the US is a relatively closed economy and therefore loss of
competitiveness is much less significant for long-term employment
performance as it would be in the case of an extremely open economy such
as Ireland.

Atamore general level, the American experience is sometimes seen as being
inapplicable to Europe, as it is based on a different model of society. In the
United States, strong individualistic values are reflected in a less regulated
labour market and a less generous welfare state. Such a model of society
differs from that reflected in policy in most European societies, which fosters
tighter labour market regulation and a stronger welfare state provision. The
pattern of labour market and welfare policies in turn reinforces the differing
social attitudes and political values which are characteristic of Europe and
the US.

22 Recent Changes in the Imnlayment.intencity of Tipamenn €1t h

An interesting development in Europe in recent years is that the recovery from
the mid 1980s was characterised by rapid employment growth. Over the period
1983 to 1990, there was faster employment growth in the European Community
thanin any previous period of the Community’s history. The rate of employment
growth was marginally higher than the rate of increase in the labour supply. The
latter in turn reflected an increase in the total labour force participation rate, a
reversal of the trend over the preceding two decades. This was heavily influenced
by an increase in the participation rate of married women. Output growth was
also strong, but not any more so than in previous growth periods. Hence output
growth in the period 1983 to 1990 became more employment-creating than ever
before (see Table 36).

Trends in the labour intensity of production are illustrated in Figure 8 below.
We can see that from the mid 1980s the pattern of labour intensity in the
European Community was quite close to the United States. Ireland, however,
did not participate in this movement towards a more employment-generating
form of growth. Using the GNP measure of labour intensity (and allowing
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for differences in position in the economic cycle), Ireland did follow the
European Community up to 1986. But once GNP growth resumed in Ireland
after 1986, there was a rapid decline in labour intensity (rapid labour
productivity growth). This trend was not wholly cyclical in origin, since
changes in labour intensity primarily reflected underlying changes in the
structure of output.

TABLE 2n
Average Annual Growth Rates of Employment

and Output European Community,
Various Sub-Periods 1960-1990

Employment Output EES:EZ:?;P t
1960-65 ». 0.4 50 0.08
1968-74 0.6 4.4 0.14
1975-80 | 0.4 3.1 0.13
1983-90 | 1.0 | 29 0.34

1 Annual average employment growth as a proportion of annual average outpnt growth.

Source: European Economy, December 1991.

An alternative way of expressing the change to a more
employment-generating form of growth in the EC during the 1980s is to
consider changes in the employment threshold. The employment threshold
is defined as the minimum rate of growth of real GDP that must be reached
before employment begins to grow. The threshold has been declining in most
countries, as shown in Table 37 below. For Ireland, however, the employment
threshold is estimated to have risen in the second half of the 1980s, to a level
which was twice the average for the EC as a whole.
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Labour Intensity of Production’ Ireland, EC and US, 1983-1990
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Source: See Figure 3.
TAwy b
Employment Thresholds for the Community”

(In % Per Year)

| | 196173 | 197379 | 1979.85 | 1985-91 |
EELAND 43 44 1 27 | 32|

EUR 12 44 22 19 16
a Constant term in a seven-year moving average linear regression of real output growth on

employment growth.

Source: European Economy, December 1991.
These developments raise two questions. Firstly, why did European output

growth become more employment-generating in the 1980s? Secondly, why
did Ireland not participate in this general trend?

LA |



The factors behind the more employment-generating growth in the European
Community have been addressed recently.71 The following factors were
identified as having contributed to the change:

(a) Changes in the Combination of Factors of Production

For the Community as a whole, the 1980s saw sustained wage moderation. Real
wages in Ireland also grew more moderately in the 1980s compared to the 1970s.
However, the rate of increase in Ireland in the early 1980s was more than twice
the EC average (1.5% against 0.7%), while falling relative to the EC average
over the period 1986-90. The average annual percentage change in real wages
in the Community fell from 3.8% in the 1970s to 0.7% in the early 1980s, rising
to just under 2% in the late 1980s. This reflected a general policy stance to
increase the anti-inflationary credibility of governments, not least through
exchange rate policies and a growing emphasis on external competitiveness. The
combination of wage moderation and relatively high levels of real interest rates
tended to reverse the relative position of factor costs which had prevailed in the
1970s. As aresult. fixed capital formation in the 1980s was of a capital widening,
rather than a capital deepening nature. The result was a more labour-intensive
combination of factors. This pattern of wage moderation and interest rate
behaviour reflected the prevailing stance of fiscal and monetary policies which
sustained expectations of medium-term growth. The declining share of wages
in GDP may reflect an additional factor, namely changed behaviour in the wage
determination process.

(b) Changes in the Structure of Employment

Where economic growth results in an increase in the share of total output
derived from services. the relatively labour-intensive character of services
will tend to increase the employment content of growth. Services
employment is also more likely to be of a part-time nature.

Over the period 1983-1989, the share of services employment in total
employment in the EC (excluding Spain and Portugal) increased by 8%, to
reach 60.9% of total employment. For Europe as a whole, over the period
1983-1989 services accounted for 8.2 percentage points of the increase in
total employment, balancing a decline of 1.2 percentage points due to
declining agricultural employment and 0.5 percentage points due to a decline
in industrial employment. Services employment growth was therefore a very
significant element in the increase in total employment within the
Community. This in turn was associated with a fall in productivity in services

71 European Community, December 1991.
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in the 1980s, close to the low productivity pattern which is a long-standing
feature of the US economy.

Despite the unique composition of Ireland’s output growth in the second half
of the 1980s, Ireland was very much in line with the European employment
pattern, with employment growth in services offsetting declining
employment in agriculture and (until 1987) in industry. However, as we have
seen in Section 4, the average annual rate of increase in services employment
in Ireland in the 1980s (1.2%) was significantly lower than that of the EC as
awhole (2.1%). The growth in services employment in Ireland in the 1980s
was lower than in the 1970s, while services employment in the EC grew faster
in the 1980s. This difference primarily reflects the strong impact of reduction
in non-market services employment in Ireland arising from fiscal
retrenchment. The net effect is that Ireland did not experience the benefits of
faster growth in services employment in the 1980s which contributed

significantly to the more employment-intensive growth which characterised
the EC in the 1980s.

(c) Part-Time Employment

Other things being equal, a shift from full-time to part-time work would tend
to increase the total number of employees. For the period 1983-1989, total
employment in the Community (excluding Spain and Portugal) increased by
6.4%. Of this increase, 53% was due to an increase in the numbers emploved
on a part-time basis, the balance full-time. In Ireland over the same period
total employment fell by 1.9%. All of the decline in employment over that
period was due to a decline in full-time employment, partly offset by a rise
in part-time employment representing (0.7 percentage points increase in total
numbers employed. While the numbers employed on a part-time basis grew
more rapidly in the EC 10 than in Ireland, the increased numbers employed
on a full-time basis contributed just as much to total employment growth,
Full-time employment in Ireland fell over the same period. It follows that
changes in the level of part-time employment did not contribute
disproportionately to the more favourable employment performance of the
EC economy as a whole relative to Ireland.
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In 1989 the share of part-time employment in Ireland, the EC-10 and the US
was as follows:

MEN WOMEN
B % % % %
PART-TIME CHANGE | PART-TIME | CHANGE
1989 1983-89 1989 1983-89
IRELAND | 34 | 4l7 153 286
EC 10 38 65.2 30.8 10.8
Us 100 74 252 5.6

Part-time employment is less significant in the Irish labour market than in
the EC as a whole, especially as regards women in employment. Part-time
employment is more significant in the US labour market for men but, for both
men and women, the share of part-time employment in the US has declined
slightly in recent years.

Survey data indicate that 48% of part-time workers in Ireland would prefer
to work full-time, compared to an average for the Community of 37%.
Conversely, only 7% of full-time workers in Ireland would prefer part-time
work, compared to 22% for the Community as a whole. The dominance of
full-time employment in Ireland is reinforced by evidence concerning
workers’ preferences.

(d) Average Working Time

Other things being equal, reduced working time per worker will tend to
increase the level of employment expressed in terms of the number of
employees. Because of productivity growth, the increase in employment
would be less than the rate of decrease in average hours worked. In practice,
for the Community (less Spain and Portugal), the decline in hours worked
from 1983 to 1989 was 1.8%. Average hours worked per employee in Ireland
remained virtually constant, and were 10% higher than the average for the
Community as a whole in 1989. Similarly longer working hours were
recorded in the other peripheral member States. It follows that some of the
more favourable employment experience of the EC as a whole, relative to
Ireland, may be attributed to arelatively longer working week here, although
this is a fairly minor influence.

Summary

In conclusion, we can observe that over the long-run the North American
employment growth pattern has been impressive, having regard to the
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relatively modest rates of output growth achieved. This has been possible
through a concentration on low productivity, service employment. The result

has been a decline in real average earnings for a much larger employed labour
force.

In the recovery period of the 1980s, the EC exhibited some of these
properties, resulting in an unprecedented rate of employment growth. Ireland
too showed indications of a greater emphasis on services employment and a
moderation in real earnings growth relative to past trends. However,
important differences in the structure of output growth in Ireland, combined
with differences in productivity trends within the manufacturing and service
sectors, have meant that, despite quite creditable rates of employment

growth, the employment-intensity of economic growth remained relatively
low.



6. CHARACTERISTICS OF RECENT IRISH GROWTH

In Section 2. we noted that the employment-intensity of economic growth in
Ireland during the recovery period of the late 1980s was low relative to other
countries.”* While employment grew strongly in Ireland in the years 1987-90
(by an average of 1.4% per annum), the rate of output growth (4.9% per
annum) was such that an even better employment performance might have
been expected. In this section, we examine the characteristics of recent Irish
growth to consider why a given rate of output growth in Ireland should have
produced a lower rate of employment growth than elsewhere.

Much of the explanation for the relatively low employment-intensity of growth
in Ireland in the recent past may be found in the detailed discussion of sectoral
trends and changes in the international pattern of output and employment growth
contained in earlier chapters of this report. Three factors in particular set Ireland
apart from most other countries in terms of the structure and composition of its
recent output growth, namely:

(i) the exceptionally high, and growing, share of output growth
accounted for by manufacturing industry in Ireland;

(ii) the very rapid rate of productivity growth in Irish manufacturing
industry, and

(iii) the unusually severe contraction in the non-market services sector
in Ireland during the second half of the 1980s.

All three of these factors served to reduce the employment-intensity of
economic growth in Ireland relative to other countries, as will be shown
below.

(i) Increasing Share of Manufacturing Industry in Output Growth

A distinctive feature of Ireland’s economic growth in the late 1980s was the
high and increasing share of growth accounted for by the manufacturing
sector. In 1970-79 the transportable goods sector’” accounted for 27.7% of

72 Ireland was not unique in having a low employment-intensity of growth during this period. Within
the EC. three countries (Denmark, France and Italy) experienced slightly lower employment-intensity
than Ireland in 1985-90. It remains the case, however. that Ireland’s employment-intensity was lower
(and often substantially lower) than most other EC and non-EC countries at this time. Recall Table
9 of Section 2 for comparison of individual conntry performances.

73 The Transportable Goods Industry includes manufacturing. plus mining. quarrying and turf. Sectoral
GDP data are not available for the manufacturing sector alone.
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the total growth in GDP at constant factor cost. In 1986-1990, its share of
measured output growth had risen to 53.1% (see Table 38). The counterpart
of this has been a fall in the share of growth coming from the services sectors
and, in particular, from non-market services. The growing share of industry
in Irish output growth is in direct contrast to the international norm. Typically
countries have experienced an increase in the share of services in growth and
a decline in the share of manufacturing.

TART L e

Sectoral Composition of Output Growth in Ireland,
1970-79 Versus 1986-90

% Of Total Output Growth'

|  1986-1990 |
1970-1979 | Upadjusted | Husted
) for Profit
Data >
Outflows”
Agriculture 37 115 13.4
Industry 42.0 587 520 |
- Transportable Goods (27.7) (53.1) (45.5)
- Building (10.9) (3.4) (2.6)
- Utilities (3.4) (2.2) (3.9
Services 54.3 29.8 34.6
- Market
- Non-Market (37.1) (32.2) (37,4) 1
(17.2) (-2.4) (-2.8)
Total® 1000 100.0 100.0

% of growth in GDP at factor cost, measured in constant prices. The GDP total used excludes

the (negative) "Adjustment for Financial Services". See Eurostat National Accounts 1980-1988,
Vol. 2C. pp. 17-18, for discussion.

Sectoral GDP data have been adjusted by deducting 50% of profit cutflows from the industrial
sector to control for the possible effects of transfer pricing. See Section 3 (ii) for detailed
discussion of this approach.

3 Total may not add to 100 due to rounding.

Source: Sectoral GDP data and details of outflows of profits, royalties and dividends by sector supplied
by CSO.

Industry’s contribution to economic growth in Ireland has been overstated in
recent years by the effects of transfer pricing (recall Section 3.2 (i)). This
has the effect of exaggerating the extent of change in the composition of Irish
growth, by overstating the proportion of growth attributable to manufacturing
industry and understating the contribution of other sectors. notably services.
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To allow for this problem, we have adjusted the 1986-1990’" data in Table
38 by deducting 50% of the value of profit repatriations from the industrial
sector. This allows us to develop a crude estimate of how the structure of
Ireland’s economic growth might look in the absence of transfer Bgicing. and
provides a reasonable basis for comparison with other countries.” The final
column of Table 38 shows that, even after correcting for profit outflows, the
share of the transportable goods industry in Irish economic growth has risen
substantially since the 1970s, to about 45.5% in 1986-1990.

FLOURE R

Share of Manufacturing Industry in Output Growth,
OECD Countries 1986-90

Manufacturing as % Total GDP Growth

i &
o

40 7 - —

IRL*: Data for Ircland have been adjusted to allow for the possible effects of transfgr pricing by
deducting S0% of profit outflows from the mndustrial scctor. See text for explanation.

Source: OECD (1992), National Accounts. Irish data: GDP data for the Transportable Goods sector and
details of profit outflows tfrom the Agriculture/Industry sector supplied by CSO.

The share of manufacturing industry in Irish economic growth during
1986-90 was higher than in any of the other thirteen countries for which we
have data (See Figure 5). This conclusion holds even after an adjustment has
been made to allow for the possible effects of transfer pricing on the Irish
data (See IRL* in Figure 5). Since the employment-intensity of growth in
74 No information is available on profit outflows prior to 1984

75 Full details of this approach and the underlving methodology were given in Section 3.2 (i1).
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the manufacturing sector is low relative to other sectors, an above-average
representation of manufacturing industry in the overall composition of
growth will tend to reduce the employment intensity of growth for the Irish
economy as a whole.

(i) Rapid Productivity Growth in Irish Manufacturing Industry

A second factor contributing to the low employment-intensity of growth in
Ireland in recent years has been the exceptionally fast rates of productivity
growth recorded in manufacturing industry. Not alone has manufacturing
industry accounted for a high share of output growth in Ireland relative to
international trends, but the employment-intensity of Ireland’s manufacturing
growth has itself been very low relative to other countries, thereby
accentuating the impact of the initial compositional effect.

In many ways, these two factors reflect different sides of the same
phenomenon: it is clear from Section 3 that the very rapid growth of
manufacturing output in Ireland during the 1980s was not simply
accompanied by a substantial rise in labour productivity, but was itself made
possible by the large scale changes in the structure of manufacturing industry
which caused much of that productivity rise. To treat the growth of output
and productivity as two distinct and separable phenomenon would be to
ignore this crucial interdependency.

In Section 3, we saw that the rate of labour productivity growth in
manufacturing industry in Ireland during the 1980s was unusually high by
international standards. We saw further that this high rate of productivity
growth could not be attributed solely to the effects of transfer pricing, but
reflected important underlying characteristics of Irish manufacturing growth.
In particular, it was clear that the extent of structural change in manufacturing
industry in Ireland over the past two decades has been significantly greater
than elsewhere, and that this shift has resulted in a dramatic increase in the
share of manufacturing output growth coming from high-tech sectors, with
relatively high rates of productivity growth.
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TABRLE 20
Annual Average Growth Rates of Manufacturing Output,
Employment and Productivity, 1984-1989 OECD Countries

% Change per Annum

l ] Output per
{Output* (Vol)J! Employment Employee
Ireland (1984-90) 6 0.7 6.9
(a) Recorded Growth Rates o
(b) Adjusted for Profit 6.2 0.7 55
Outﬂows{h
Finland 3.4 23 5.7
Japan? » 5.5 0.4 5.1
UK?2 4.1 0.5 4.6
Italy * 3.9 -0.3 4.2
USAl 3.6 0.5 4.1 |
Belgium? ’ 1.8 45 | 33|
France 1.2 -1.9 31
' Australia 3.8 1.5 23
Canada - 32 1.7 1.5
Netherlands? 27 1.4 13
Norway? o 12 13
Germany 1.6 | 0.8 08
Sweden ] 17 L1 0.6
Denmark S 0.1 ‘ 1.1 -1.0 |
* GDP arising in manufacturing.
! 1984-1987.

1984-1988.

Deducting 50% of the value of profit outflows from the industrial sector to allow for the possible
effects of transter pricing (see Section 3.2 (ii) for discussion).

Source: OECD International Sectoral Databank. Irish data: GDP arising in the Transportable Goods
Industry and details of profit outflows from the Agriculture/Industrial Sector were supplied by
CSO; Employment in Transportable Goods Sector from Labour Force Surveys.

Note:  Countries have been ranked on the basis of the growth in manufacturing productivity, 1984-1989.

In addition, we noted that the gap between productivity levels in high-tech
and low-tech industry in Ireland was exceptionally wide by international
standards, thus increasing the impact of structural change on the aggregate
level of manufacturing productivity. While this effect is once again
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exaggerated by the impact of transfer pricing, a substantial element of it
reflects a genuine "productivity gap” between traditional, low-tech industry
in Ireland (which is pre-dominantly Irish-owned) and the more modern,

high-productivity sectors (which are heavily dominated by overseas
industry).

Table 39 contrasts the rate of growth of manufacturing output, employment
and productivity in Ireland during 1984-1990, with that of other OECD
countries in 1984-1989.7° Manufacturing productivity in Ireland grew by
about an average of 6.9% per annum over the period, a rate considerably in
excess of even the next highest country (Finland, with 5.7% per annum
productivity growth). If we adjust the Irish data to allow for the possible
effects of transfer pricing,77 productivity growth falls to an average of about
5.5% per annum, which is still exceptionally high by international standards.
This unusually high rate of productivity growth in manufacturing industry
has served to reduce the overall employment-intensity of economic growth
in Ireland relative to that of other countries.

(iii) Contraction of Non-Market Services

The third, major factor contributing to a relatively low employment-intensity
of growth in Ireland in recent years has been the severity of the slowdown,
and subsequent contraction, of Ireland’s non-market service sector. In
Section 4, we saw that Ireland was unique in having experienced a decline
in non-market service employment during the period 1985-90. In most other
countries at this time, slow (but positive) growth in non-market service
employment was recorded, and a small number of countries experienced
more substantial rates of increase.””

The contraction of non-market service employment in Ireland during the
second half of the 1980s had its origins in the unsustainable expansion of that
sector in the 1970s. The expansionary fiscal policy pursued in the late 1970s
increased the employment-intensity of economic growth at that time, but at
the cost of reducing it the following decade, as the necessary process of fiscal
correction began to take effect. The swings in Ireland’s fiscal policy over the
past two decades have, therefore been reflected in similar swings in
employment-intensity, initially driving Ireland’s employment-intensity

76 1989 is the latest year for which data for these countries are available,
77 See Section 3.2 (ii) for discussion.
78 Notably Spain, with 4.8% per annum growth in non-market service eniployment in 1985-89, Pertugal

(1.6% per annum) and Germany (1.5% per annum) also cvperienced above-average growth in
non-market services employment at this time.
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above its "policy neutral" level and then, in the late 1980s, forcing it to drop
below that level.

In Europe during the latter half of the 1980s, several countries experienced
a rise in employment-intensity, which helped to push average
employment-intensity in the EC up towards OECD levels. Two factors
contributing towards the rise in employment-intensity in these countries were
the rise in the share of (labour intensive) services as a proportion of total
output growth, and a slowdown in the rate of productivity growth within the
services sector. In Ireland, the contraction in non-market services during
1985-90 militated against both of these tendencies: firstly, the share of
services in Irish economic growth during the late 1980s was held back, not
alone by the very rapid growth of manufacturing industry (discussed above),
butalso by the contraction of output growth in the non-market services sector.
Table 38 above showed that the contribution of non-market services to output
growth in Ireland fell from a substantial positive (of 17.2%) in 1970-79to a
small negative (of 2.4%) in 1986-90. This significant turnaround in
non-market services accentuated the already-unusual composition of Irish
economic growth in these years. Secondly, as was pointed out in Section 4,
the reduction in non-market services employment in Ireland after 1985
exerted upwards pressure on productivity growth rates within the Irish
service sector as a whole. The effect of this was to partially offset the impact
of falling productivity growth in the market services sector, thus contributing
towards a smaller reduction in service productivity growth rates in Ireland
than in most other European countries.
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7. AREAS FOR FURTHER EXAMINATION

This Report has described the historical association between economic
growth and employment growth in Ireland and in other Western economies
and has highlighted how this relationship has varied over time both within
countries and between different countries.

Among the main findings emerging from this review are the following:

(a) Ireland’s rate of employment growth (0.3% p.a.) has been in line with
that of other late-developing European countries (e.g. Spain and Greece)
while being slightly below the average rate of employment growth for
the EC as a whole (0.4% p.a.). However, Ireland’s employment growth
rate has been substantially below the average annual rate of employment
growth in the OECD over the period 1960-1990 (1.1% p.a.), which is
more than three-and-a-half times the EC average.

(b) There has been a dramatic difference in the average labour-intensity of
growth between the EC and non-EC OECD economies: in the EC, every
1% increase in GDP during 1960-1990 was associated with a rise in
employment of just 0.12%; in non-EC economies such as the US.
Canada and Australia, the equivalent employment rise was between
0.56% and 0.59%. Ireland, in common with other late-developing
European economies, lies at the lower end of the European spectrum
with regard to employment intensity. For the EC generally and for
Ireland in particular, the poor employment performance of the past thirty
years relative to non-EC countries owes more to the substantial
differences in the average employment-intensity of growth than to the
(relatively small) differences in the long-run rate of economic growth.

(c) The long-run decline in agricultural employment has played an
important part in reducing the aggregate employment intensity of growth
in Ireland relative to that of other countries. The relatively large size of
Ireland’s agricultural sector meant that reductions in agricultural
employment had a disproportionate impact on Ireland’s overall output/
employment relationship. Over the period 1960-90, the average rate of
growth in non-agricultural employment (1.3%) was significantly better
than the EC average (0.9%), although low relative to a number of the
less-developed members of the Community, such as Spain and Greece,
as well as to the average for the OECD as a whole. The significance of
the agricultural sector for employment trends has diminished
significantly and has only a modest impact on the current
employment-intensity of growth.
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(U) DMUICe Uie U 1YDUS, MIETE Nas Deen a rise In the employment-intensity
of economic growth in the EC, bringing it closer to the non-European
norm. Significantly, Ireland has failed to participate in this general
European trend, so that the gap between the employment-intensity of
growth in Ireland has widened relative to other countries. This is due to
changes in the structure and composition of growth, especially the
increasing share of manufacturing output, the rate of productivity growth
in manufacturing in Ireland, and the contraction of non-market services
employment in the late 1980s.

It is clear that the extent to which economic growth impacts on employment
growth is determined as much by the structure and composition of growth,
as by the absolute rate of growth. It is also clear that recent trends in the
structure and composition of Irish growth have tended to reduce the
employment intensity of Irish growth relative to other countries.

Given the central importance of maximising employment growth in Ireland,
the question arises as to whether it is plausible to think and plan in terms of
a consciously employment-oriented growth strategy? i.e. is it plausible to
plan for economic growth led by the services sector or by labour-intensive
activities in manufacturing industry? A further question to be addressed is
that of what labour market conditions will maximise the employment yield
from a given growth rate in national output and distribution of that growth
rate across sectors? The Council proposes to address these issues in the next
phase of this project. This section identifies four themes which will be
considered in the course of this work.

- iy .
Rofersreddd 230 gy

This paper has highlighted the growing share of manufacturing in Ireland’s
growth. Strong growth in manufacturing is not in itself a problem. However,
the impact of this growth on the rest of the economy, and especially on the
demand for labour, has been shown to be significantly less than elsewhere.
The characteristics of growth in Irish manufacturing industry reflect, in turn,
the successes and failures of Irish industrial policy: the success of industrial
policy in attracting large volumes of foreign direct investment to Ireland has
produced significant benefits, allowing for the rapid "modernisation" of Irish
industry, the introduction of entirely new sectors of manufacturing and the
creation of substantial numbers of jobs. It has also inevitably stimulated faster
growth in output and productivity than would otherwise have occurred, thus
contributing directly to a fall in employment intensity, not just within the
manufacturing sector itself, but also within the wider, national economy. The
reasons for this include the concentration of overseas industry in
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rapidly-growing, high-tech sectors of manufacturing industry, the higher
levels of average productivity in overseas firms relative to existing
Irish-owned industry, and the fact that both of these influences are
exaggerated by the effects of transfer pricing. At the other end of the
spectrum, the failure to develop a strong indigenous base has accelerated the
rise in productivity levels in manufacturing industry (and, hence, hastened
the decline in employment intensity) by allowing a very sharp reduction in

the significance of the relatively labour intensive medium and low-tech
sectors.

If the employment intensity of growth is to be increased then the development
of the manufacturing sector in a more balanced way and in a manner which
increases its integration with the rest of the economy should have priority. This
question has implications for all aspects of industrial policy, and makes it
particularly important to identify examples of strategies which have boosted
employment generated indirectly by the high-tech sector and directly in viable
medium and low-tech industries. It also raises the need to examine whether, on
balance, industrial policies (widely defined to cover all relevant areas of public
policy) and their implementation are biased towards the attraction of inward
investment rather than the development of indigenous industry.

S0 Belative Foeter € ot

Experience elsewhere shows an important role for relative factor costs in
influencing the employment intensity of growth. The impact of relative factor
costs on employment intensity in Ireland, and the role of policy variables in
influencing this warrant further consideration. Sustained wage moderation
and relatively high levels of real interest rates have been identified as
fostering employment intensive growth in the European Community
generally from the mid 1980s. In Ireland, the increase in gross real wages,
driven by arising tax wedge and the associated loss of price competitiveness
has been shown elsewhere to have played a role in the decline in employment
in the first part of the 1980s. But in the recovery in the latter part of the 1980s,
Ireland experienced wage moderation and a gain in labour cost
competitiveness. Why then did Ireland not participate in the European trend
of more employment intensive growth?

Firstly, in the market services, there was some indication of a lower decline
in labour intensity than before. Secondly, the necessary correction of the
public finances resulted in reduced employment in non-market services in
contrast with most European countries. But the distinctive feature of Ireland's
growth in this period was the exceptionally strong growth in manufacturing.
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The long-run demand for labour in manufacturing has been found to be quite
sensitive to the price of labour”’. This means that labour costs are significant
influences on the level of manufacturing employment. However, the foreign,
high-tech industries which have contributed most to the growth of
manufacturing output in Ireland have relatively low labour costs as a
proportion of total inputs. Changes in labour costs are therefore more likely
to influence their choice of location for investment, rather than the mix of
capital and labour. This reflects the fact that there is very limited scope for
substitutability of factors of production within the high-tech manufacturing
sector. Therefore, while factor costs are significant influences on the
investment and locational decisions of high-tech firms, they cannot explain
the employment intensity of output in these sectors. Labour costs may, of
course, influence the employment intensity of foreign firms overall, through
their greater significance for firms using more labour intensive technologies
or producing more labour intensive products.

On the other hand, however, it should be noted that some other European
countries (for example, the Netherlands) which experienced more
employment intensive growth during the 1980s had greater wage moderation
than Ireland. Furthermore, there is evidence that the demand for labour in
services is more sensitive to the relative costs of labour and capital than
demand for labour in industry.‘q()

It follows that further comparative analysis of the implications for policy of
the significance of (i) relative factor costs and (ii) wage levels and their
determination, would be desirable.

The level of investment in employment generating activities depends
fundamentally on profitability. The relative profitability of such investment
in Ireland needs to be examined and factors which restrict profitability
addressed.

The level of operating surplus as a percentage of gross value-added in
industry in Ireland appears to be in line with other countries, and appears
higher than in Germany and Spain. These figures, however, include the
profits recorded by the multinational sector in Ireland and so portray Ireland’s
profitability in an unduly favourable light. OECD data suggest that the return

79 See Bradley and FitzGerald (1988).
80 Sce Bradley, FitzGerald and Kearney (1991).
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on capital in the Irish business sector is relatively low. The estimated rate of
return on capital in Ireland in 1989 was 9.2% compared to an OECD average
of 15.4% (OECD, 1992, Economic Outlook). Furthermore, profitability data
for the manufacturing sector, available from the IDA’s Irish Economy
Expenditure survey, point to very low profitability among Irish-owned
industry, with an average return on sales of just 2.1% for the period
1983-1989. In recent years there has been a sharp increase in business savings
(retained earnings) up almost 6% of GNP since 1984. This increase in
business savings has not been matched by an increase in domestic
investment. Most of the increase in business savings has been used to acquire
foreign assets. The household section has also been acquiring foreign assets.

These developments are reflected in a rising level of private capital
outflows.”!

PrOre g,

Private Capital Outflows IR£ million
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Source: (SO, National Income and Expenditure 1991.

It could be argued that, since investment grew strongly in the late 1980s, the
export of capital did not restrict the economy’s development. But a
considerable proportion of the productive investment in this period was made
by the multinational sector. More domestic investment would reduce the need

81 See Honohan (1992) for a detailed examination of financial flows in Ireland.
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to attract foreign investment and potentially contribute to more integrated
and employment intensive growth. While investments overseas are not solely
determined by assessments of the profitability of overseas projects relative
to those potentially undertaken in Ireland, profitability is likely to be a critical
factor.

A more refined assessment of Ireland’s profitability and of the institutional and
other factors which may contribute to the outflow of Irish savings is needed, if
meaningful conclusions about Ireland’s experience are to be drawn.

Changes in public sector employment in Ireland played a significant role in
reducing the employment intensity of growth in the late 1980s and boosting
employment-intensity in the 1970s in an ultimately unsustainable manner.
The significance of levels of public service employment in the more
employment-intensive growth of other European countries, and the
conditions under which such employment proved sustainable, merit further
analysis.

The Council proposes to examine these issue in the second phase of this
project. In doing so it will be seeking to develop in a comparative perspective
the implications of the particular emphasis which it placed in A Strategy for
the Nineties on the need for "a radical policy programme to improve internal
efficiency, enhance international competitiveness and overcome barriers to
long-run development". This is necessary if we are to sustain high rates of
economic growth and, at the same time, to increase the employment-intensity
of that growth. High levels of growth on their own are not a guarantee of high
rates of employment growth; increased employment-intensity at low levels
of growth is equally unlikely to increase the rate of employment growth. It
is the combination of high growth and a higher employment content which
is necessary to achieve society’s goals regarding employment and living
standards. The Council believes that the experience of other countries is a
useful and relevant basis for analysing the scope for better employment
performance in Ireland. This will be the focus of a further report which will
form the second phase of this project.
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APPENDIX 1
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Average Annual Growth Rates of Manufacturing Output,
Employment and Productivity, OECD Countries.

Period: 1970 - 1989
% Change per annum
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For underlying data and sources, see Table 10 of the main text.
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Average Annual Growth Rates of Manufacturing Output,

Employment and Productivity, OECD Countries.
Period: 1970 - 1979
% Change per annum
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Average Annual Growth Rates of Manufacturing OQutput,
Employment and Productivity, OECD Countries.
Period: 1979 - 1989
% Change per annum
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APPENDIX 2

Sectoral Trends in Output, Employment and Productivity;

Manufacturing Industry; Ireland 1973-1990

— [

Aﬁﬁual Avefage % Change 1
High Tech 197375 | 197986 | 198690 | 197380
Pharm. O +23.2 +7.2 +12. +14.0
E +7.6 +8.0 +73 +7.7
P +156 -0.8 +5.6 +6.3
D+DP 0] +41.0 +33.8 +20.5 +33.0
E +20.1 +114 +4.4 +12.7
P +20.9 +22.4 +16.1 +20.3
Elect. Eng. O +37 +12.1 +22.3 +11.3
E +3.6 +32 +6.6 +42
P +0.1 + 8.9 +15.7 +7.1
Instr. Eng. 0 +72 +6.7 +10.3 +7.7
| E +17.1 +13 +2.8 +7.0
P 9.9 +54 +75 +0.7
| Medium Tech 1973.79 | 197986 | 198690 | 1973-90
Prelim. Metal ProcO -1.7 -1.5 +7.1 +04
E - 8.0 -5.9 -0.4 -5.4
} P i +6.3 +44 +7.5 +58
" Chemicals 0 | +141 166 +10.6 +10.1
(incl. Pharm.) E ; +33 ] +04 +28 +2.0
P +10.8 +6.2 +78 +8.1
Mech. Eng. 0 +94 i +1.3 +59 +52
| E +6.7 ' -0.5 +1.8 +25
| P +2.7 +18 1 +41 L +27
Motor Vehicles O - 4.0 135 0 +101 | -50
E 230 ALs L +22 | .54
L P -1.0 -20 | +79 % +04
Other Transport O 1.2 S22 0 426 | -08
E - 0.9 4.7 +03 2.2
Pl .03 +2.5 +2.3 +1.4
Misc. Ind. O +64 +2.1 +5.0 +4.3
E § + 3.0 - 1.2 +4.3 + 1.6
P +34 +3.3 +0.7 +2.7

O = Output
E = Employment
P = Output per Emplovee

'114'

LowTech TR | 19786 | 198690 | 197390 |
Non-Metallic 0 +45 ‘ - 1.1 +43 1 +2.1 W
Minerals E +2.5 -3.8 - 2.1 o1z
P +2.0 +2.7 +64 b+ 33 ‘
Metal Articles O +8.1 -45 +4.0 % +18
E +52 -5.1 +23 | +01
L P +29 +0.6 | +1.7 | + 1.7
Food 0 +51 +3.3 +59 | 445
E +0.2 -31 -04 .13
P +49 +6.4 +63 | +58
Drink & Tobacco O +2.7 +1.4 +36 | +24
E -0.2 27 62 | 27
P +2.9 +4.1 +98 1 +5.1
Textiles O +24 -34 +4.7 +0.5
E| -25 7.1 +05 -3.7
P +4.9 +3.7 +42 +4.2
Clothing F+L. O -25 -33 | .25 28
E -3.0 -53 -35 4.0
P +0.5 +2.0 +1.0 +1.2
Timber & WF O | +1.0 231 +52 1 +03
E -1.5 -3.0 -09 2.0
P +25 0.1 +43 1 423
Paper & Print O +0.9 -0.1 +69 419
E -0.1 -3.2 +15 -0
P +1.0 +3.1 +54 | 4009
Tota! Mfg.Ind. O | +52 +42 497 +58
S B +08 - +2.7 + 1.0 -0.6
P +4.4 +69 +87 +5.2
O = Output
E = Employment
P = Output per Employee
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APPENDIX 4
SERUEOCUS SETOR.
TUUINEUEONS AND DT LU TRTD

We can divide services into market and non-market services. This distinction
is closely related (but not directly equivalent to) the distinction between
private and public services. The distinction between the public and private
sectors refers to whether ownership rests with either the public authorities or
private agents. The distinction between the market and non-market sectors
refers to the method of financing the activity. If the costs of production are
covered by revenue from sales to buyers, then such activity is in the market
sector. If the costs of production are covered by some type of transfer and
the output is given away or rationed by some non-price mechanism then the
activity is in the non-market sector.

In some cases activity can be partly in the market sector and partly the
non-market sector. If a firm receives a subsidy of 10% of its costs and covers
the rest of its costs from sales revenue, then 10% of its production is in the
non-market sector and 90% is in the market sector. In practice, however,
activity is classified in either one sector or the other, depending on what the
main source of its revenue is.

The relationship between these classifications is illustrated below:

Public ’ Private
Market commercial state mainstream private sector,
enterprises, e.g. Telecom e.g. Smurfit

Civil service
Non-Market non-commercial
state-agencies

non-profit private sector,
e.g. private charities

The main difference between the private/public and market/non-market
classifications is the treatment of commercial state enterprises. These are part

of the public sector but are classified as being in the market sector rather than
the non-market sector,

f 1181

FIERET N DA

The Irish data on market and non-market services has been taken from the
Department of Finance databank. Non-market services includes public
administration and defence, non-commercial state agencies, health (health
boards and voluntary hospitals) and education (primary, secondary and third
level excluding non grant-aided institutions). Local authority construction is
not included in non-market services; this is classified under "construction”
which comes within industry rather than services. All other services
including those produced by commercial state enterprises are counted as
market services.

PUTEDN ATION AT DA

For EC countries data on market and non-market services are available from
Eurostat National Accounts, Detailed Tables by Branch, Vol. 2C. For other
countries, the appropriate categories in the OECD International Sectoral
Databank and the OECD National Accounts were aggregated to compuie
market services output and employment. These categories were: Wholesale
and Retail Trade, Restaurants and Hotels, Transport. Storage and
Communication, Finance and Insurance, Real Estate and Business Services
and Community, Social and Personal Services.

For non-EC countries we do not have data on non-market services <o we use
the OECD category of Producers of Government Services which is detined
as follows:

All department, establishments and other bodies of central, state and local
governments which engage in such activities as administration, defence.
health, educational and social services, and promotion of economic growth
whether accounted for, or financed in, ordinary or extra-ordinary budgets or
extra-budgetary funds. Includes social security schemes in respect of large
sections of the community imposed, controlled or financed by government,
non-profit institutions entirely, or mainly, financed and controlled by general
government or mainly serving general government, and embassies,
consulates and military establishments of a country located abroad.

Commercial public enterprises are excluded from this definition, so in this
respect it corresponds to non-market services. Strictly speaking it does not
fully correspond to the definition of non-market services, since private,
non-market activities are not included. The private non-market sector,
however, is relatively small. The data on government services were taken
from the OECD International Sectoral Databank and the OECD National
Accounts.

Piod



AR PR AN S5 DTS AL A e O [ AT L USSR e

Decomposition of the Increase in the Wage Bill 1971-1989
Particular difficulty is experienced in estimating the output of the non-market

sector. In most cases no reasonable measure of output is available. In Ireland |  Change in wage bill as
the practice adopted is to apply an index of employment, where available, to ) Real Average per-centage of: i
the base year remuneration. Where reliable data are not available the implied C‘;‘:g:f'" Compensation )
index of rates of remuneration is used to deflate current values. The effect of Empl;,yees § per Chan : in No, | Real Average
using this method is to assume no increase in productivity (CSO National | Employee OfEﬁplovees | Compensation
Income and Expenditure, 1991, Appendix 1). In some other countries some __ | per Employee
productivity growth is imputed to this sector. This has the effect of increasing CANADA 57.5% 234% | 60.9% | 24.8% |
the rate of growth of services output in the countries concerned. The imputed  US 52.2% 10.1% \: 77.3% | 14.9%
rate of productivity growth is generally low so this factor is of limited JAPAN 37.1% | 793% | 2550 | 5449
significance. AUSTRALIA 372% | 25% | 110.0% 7.3%
NEW ZEALAND 1 ) ]
AUSTRIA L B
BELGIUM 1% | 533% 20% 9699
DENMARK (1970) | 245% | 202% | 493% .  40.7%
FINLAND ' B ! - [
 FRANCE 12.6% 46.5% 19.5% LI
! GERMANY (1970) 5?6% 49.0% 9.8% 85.4%
GREECE | | o
ICELAND ) )
IRELAND 128% | 520% | 179% | 72.9%
ITALY L 139% | 408% 23.1% | 6757
LUXEMBOURG t B
NETHERLANDS 1970  79%  327% | 183% . 758%
{ NORWAY (1972) ; 31.2% | 295% | 447% _422%
PORTUGAL I
SPAIN
SWEDEN | ) -
SWITZERLAND j B
TURKEY il
UK 28% | 409% | 62% | 912
EEC | |
| OECD TOTAL _ o

Source: Calculations based on OECD National Accounts and Labour Force Survey. Irish data based on
CSO0, National Income and Expenditure, Labour Force Survey and Census of Population. Note
that the Real Compensation of employees is based on remuncration of employees in the National
Accounts deflated by GDP (GNP for Ireland) deflation.
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