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The year 2008 has been a year of rude awakening for the citizens of Ireland. After a decade and a half of high economic growth which had seen the country become the envy of many around the world and was looked to by policy makers as a model of successful development in this globalised era, the final months of 2008 brought humiliating collapse. The Irish, who had grown used to glowing praise by foreign leaders and the international media, now had to read that their country was second only to Greece in the European Union in its risk of having its credit rating revised downwards by the international credit rating agencies, would face the second largest economic contraction in the European Union with only Latvia being worse (Ireland’s GDP is to fall by 5 per cent and Latvia’s by 6.9 per cent in 2009), and at -13 per cent would have the highest budget deficit in the EU by 2010. At home the reality of economic recession hit with a force that has shaken the economic and political elites to the core. By February unemployment had risen above 9 per cent, an 80 per cent rise in 12 months and the Taoiseach (Prime Minister), Brian Cowen, admitted publicly that living standards were likely to fall by between 10 and 12 per cent over the next few years. Tax revenues fell by €8 billion in 2008 and the government raised only €37 billion in tax, the same as it had raised in 2005. The current budget deficit reached €12 billion in 2008 and is predicted by the government to jump to €18 billion in 2009. As an emergency measure to raise almost €2 billion as a way of reassuring the rating agencies that Ireland was serious about returning to financial solvency, the government slapped a levy on the salaries of all public service workers at the beginning of February reducing annual salaries from 3 per cent for the lowest paid to just under 10 per cent for the highest paid though even that seemed to be badly thought through when senior government ministers contradicted themselves as to whether the levy was taken from the gross pay (before tax) or the net pay (after tax).  For many, this seemed a return to the grim days of the past that they had been led to believe were gone forever. 

How had things changed so suddenly from the golden days of boom and plenty? During the 1990s, Ireland’s economy grew at an annual average rate of around 7.5 per cent and in some years towards the end of the decade surpassed 10 per cent growth. Not only was this more than three times the average of European countries at the time but it made Ireland one of the most economically successful countries in the world, rivaling the growth of China. Unemployment, for long a deep structural problem of the Irish economy, was virtually eliminated and a country used for over 150 years to seeing generation after generation of its young emigrating now had the new experience of becoming a country of immigrants, with Eastern Europeans, Africans, Latin Americans and Asians coming to share in the Irish boom. By the mid 2000s, over 10 per cent of the population was made up of immigrants and we Irish became used to hearing Polish spoken in the pubs and on the buses, to being served by Chinese waiters and Latin American waitresses in the restaurants, and seeing shops opened for Middle Easterners, Eastern Europeans, Africans and Asians. For the Irish, this became known as the Celtic Tiger, a term taken from the legendary success of the East Asian Tigers in the 1980s and early 1990s. Our political and policy discourse changed completely with attention being focused on our innovative system of partnership governance, Ireland’s developmental state showing how to ride the waves of globalisation successfully, and its activist social policies that ensured the benefits of the boom were widely shared. The ‘Irish model’ as it became known was seen as a beacon of success for developmental latecomers in central and eastern Europe, in Latin America, in Southern Africa and even among developed states like Canada. Ireland became the poster child of the EU, proudly mentioned as proof of the success of the Union’s policy package. 

So what had caused things to change and with such severity? While Ireland’s recession mirrored what was going on in most European states and further afield, the particular causes of the Irish economic crisis were decidedly local in origin as the Irish economy had come to be unsustainably dependent on housebuilding and private consumption since the dot.com crash of 2001 had undermined the key role the US information technology sector had played in creating the Tiger boom. Despite warnings from some economists and other academics, the feelgood factor generated by the boom made most politicians and much of the public believe the hype that the good years would last forever. Government subsidies fuelled a frenzy of building around the country, banks lent recklessly to developers to buy land at grossly inflated prices and to customers to buy the houses and apartments built on this land at equally high prices. Being a member of the eurozone meant that interest rates in Ireland remained low which further added to the orgy of borrowing and consumption. Over these years inflation rose to the highest levels in the eurozone. With state coffers awash with revenues from taxes on goods and services, and on the sale and buying of property, the state reduced income taxes and taxes on capital gains thereby seriously eroding its tax base. As long as high levels of growth continued, government tax receipts held up; as soon as growth declined tax revenues slumped disastrously. As former Taoiseach and professional economist, Garret FitzGerald, has written: ‘The idea that when the boom ended our public and social services could be maintained with such a minuscule level of income tax payments was patently absurd, although clearly many people fell for it – including our economically unsophisticated business community.’ 

The Irish model: dependent development and how it emerged

What, then, was the ‘Irish model’ and how did it emerge? While high annual economic growth rates made Ireland appear more similar to boom countries like China and India than to its European neighbours, this growth was essentially driven by Irish success in winning very high levels of US foreign direct investment, particularly in high-tech sectors such as information technology, pharmaceuticals, chemicals and financial services. The state’s Industrial Development Authority (IDA) became very successful at identifying emerging sectors in the global economy and in attracting many of the major companies in those sectors to Ireland. Economist John Bradley identifies the IDA’s success as stemming from its ability to target firms ‘at a relatively early stage in their (technological) life-cycle, immediately after the new product development stage’ in the sectors of computers, related software, pharmaceuticals and chemicals. 

Another key element of the IDA’s armoury in attracting firms has been Ireland’s low-tax regime on company profits (a 10 per cent tax rate on manufacturing profits guaranteed for 20 years was introduced in the early 1970s and in 2003 this became a blanket 12.5 per cent tax on all trading companies). This is widely stated by policy makers and senior company managers as the single most important reason for Ireland’s success in winning high levels of FDI as it provided a significant competitive advantage over and above what other countries offered. Linked to this was Ireland’s success in winning a disproportionate share on a per capita basis of the EU’s Structural and Cohesion Funds (Delors I 1989-93 and Delors II 1994-99) and these monies were spent in four main areas – upgrading infrastructure, improving human resources, aids to the private sector, and income support. Economist Rory O’Donnell estimates that Ireland’s net receipts averaged over 5 per cent of GNP throughout the 1990s. Finally, the state’s investment in education since the 1960s, its expansion of secondary and tertiary education, its creation of a network of third-level technological institutes and its development of a number of different training bodies all helped upgrade the skills base of the labour force and service the needs of the multinational companies that were established in the state. By the mid 1990s between a quarter and a third of the EU structural funds received by the state were being spent by the state training agency, FÁS. 

Another major policy initiative widely credited with playing an essential role in Ireland’s success, is social partnership. While collaborative arrangements at national level between employers and trade unions facilitated by the state had resulted in negotiated national pay agreements in the 1960s and 1970s, this national approach was abandoned in 1980 amid the crisis of the national finances. However, the advisory body, the National Economic and Social Council (NESC), made up of representatives of the state, employers’ bodies, farmers’ organisations and the trade unions, continued to elaborate an economic and social analysis agreed among the social partners and its 1986 report entitled A Strategy for Development became the basis for the incoming government in 1987 to bring the social partners together to negotiate a three-year Programme for National Recovery (PNR). These agreements every three years, not only on national pay awards but on key elements of economic and social policy, became institutionalised as a feature of Ireland’s governance structures; to date seven such agreements have succeeded one another with the one signed in 2006 covering a ten-year period. Furthermore, the partnership principle has been extended to regional and local level in such bodies as City and County Development Boards and local area-based partnership bodies. In 1996, national social partnership bodies were expanded to include Community and Voluntary sector organisations as full members; these represent private, charitable and voluntary bodies working with people in poverty, people with disabilities, women, and other vulnerable and marginal groups. Social partnership, seen by some academics such as George Taylor as part of ‘a new and developing form of governance in Ireland’ is widely seen by employers and trade unions more as a mechanism that has ensured wage moderation at a time of high economic growth. Yet, while social partnership was easy to maintain during the boom years when the principal decisions related to sharing out the State’s surplus income, it proved less resilient when deciding on where cuts should fall at the beginning of 2009. The Irish government hoped the trade unions would join the employers in supporting the levy on public servants, but in early February the trade union leaders left the talks warning that agreement to the levy would cause revolution among their members. It was the first failure of social partnership in over 20 years.

These various elements came to constitute what was internationally called the ‘Irish model’. Yet, while much attention was focused on the institutional architecture and on the high growth rates that were seen to have resulted from it, less attention was focused on the negative outcomes of this success, namely the weakening welfare effort and the growth in relative poverty and inequality that resulted. Comparing Ireland’s income distribution during the Celtic Tiger boom with EU and OECD countries shows that it remains something of an outlier for its level of economic development. Comparing it to 30 countries using data from around 2000, economists Timothy Smeeding and Brian Nolan wrote that ‘Ireland is indeed an outlier among rich nations. Only the United States, Russia, and Mexico have higher levels of inequality. … Among the richest OECD nations Ireland has the second highest level of inequality’. Another telling indicator is what has been happening to functional distribution in Ireland, namely the share of national income going on wages and going on profits. European Commission data show that, while Ireland’s wage share at 71.3 per cent was above the EU average of 69.6 per cent in the decade 1981-90, by 2001-06 the Irish share had fallen to 55.1 per cent whereas the EU share was at 64.4 per cent. This shows that more and more of the wealth generated by the Irish boom contributed to the profits of companies and the dividends they paid their shareholders, while the share going on wages to workers fell quite dramatically. 

Therefore, despite the overall increase in living standards over the course of the economic boom, evidence points to a growth in relative poverty and inequality. For example, researchers have identified the ‘substantial increase’ in the share of national income that went to the very highest income earners at the height of the Celtic Tiger boom. As they puts it, ‘by the end of the 1990s, the share of the top 1 per cent was more than twice the level prevailing through the 1970s and 1980s’. As Ireland’s wealthy elites increased their income spectacularly, state spending on social protection fell as a proportion of national wealth. Official statistics tell us that social expenditure in Ireland as a proportion of GDP fell from 17.6 per cent in 1996 to 14.1 per cent in 2000 but that it has subsequently risen to 18.2 per cent in 2005. However, over the same period the EU average hovered at around 27 per cent. As Garret FitzGerald has written: ‘Our chaotic health service and our grossly understaffed education system, together with the many serious inadequacies of our social services, reflect very badly upon a political system that has massively maldistributed the huge resources we have created. The harsh truth is we have allowed far too much of our new wealth to be creamed off by a few influential people, at the expense of the public services our people are entitled to’. 
These, then, are the two sides of the Irish model – engineering an economic boom through winning high levels of US investment but failing to share the benefits adequately with the majority of Irish society. Overall, the Irish state has set itself very modest social aims as the nature and ambition of social policy is circumscribed by the parameters of the wider macro-economic development model being followed. In the Irish case, not only is this heavily reliant on US transnational corporations and therefore attentive to their needs, but it also relies on the lure of low-taxes as a central mechanism. This helps explain why the state’s weakening welfare effort is not simply the result of the ideological leanings of some parties in government but is a structural feature of the Irish growth model. Political scientist Nigel Boyle writes that the Irish state, in addressing social problems, consistently sought  ‘cheap, flexible solutions that avoided long-term commitments’. The Irish model therefore turns out to share many similarities with models of dependent development that have been so widespread in various parts of the developing world, particularly Latin America, where booms have been engineered through outside forces in the economy but these booms have not lasted and have benefited a tiny elite. They have correctly been labelled ‘dependent development’ as their success comes from outside the national arena and indicates the failure to foster an endogenous dynamic of development.

Lessons and prospects of the Irish model

On closer examination, therefore, the Irish model turns out not to be a model of successful development in the era of globalisation but an artificial boom engineered by the state through cutting taxes and adapting its regulatory system to suit the needs of capital accumulation by multinational companies at the expense of the needs of its own citizens, especially the most vulnerable. Justin O’Brien, an Irish professor of corporate governance in Canberra, Australia, has written that, during the boom years of the Celtic Tiger, ‘the country degenerated into something resembling a dodgy casino. Industry players set the rules of the game, liberated by a political and regulatory elite mesmerised by financial alchemy’. In a few short months, what for the previous two decades was widely seen as the ability of Ireland’s political and business elites to adapt to the needs of the globalised marketplace, has come to be seen, in the words of O’Brien, as ‘a collective act of self-deception’. The hard lessons go to the heart of the country’s political and economic system. 

Foremost among them is the complete failure of the political system to distance itself from the interests of major economic players; instead it is these who set the rules of the game to which the Irish state willingly adjusted itself. Not only did the ruling Fianna Fáil party show itself only too willing to do their bidding, but opposition parties vied with the government in their willingness to lower taxes and fuel the boom. Before the 2007 general election, Pat Rabitte the leader of the main left-of-centre party, the Labour Party, surprised even his closest colleagues when he announced that Labour would also cut taxes if elected. The move backfired as the party failed to make the hoped-for breakthrough, but it indicated the depth of the self-deception that gripped the political class. For Ireland’s political elite therefore the collapse of the Celtic Tiger raises major questions about their ability to regulate the market in the interests of the country’s development and, particularly, of the needs of those many people and places not touched by the boom.

The second lesson relates to globalisation. As a small country that had never succeeded in generating its ‘golden era of capitalism’, Ireland arrived late to the benefits of high growth rates. But it failed to realise that growth is an endogenous dynamic that comes from the talent and ingenuity of one’s own citizens and not one that can be engineered from without, by simply capturing high levels of foreign investment. In other words, there are no easy ways to prosper in today’ world, despite the illusions held out by globalisation. Ireland’s elites, both political and business elites, fell victim to these illusions and now have little to offer except rhetoric such as building a ‘smart economy’ through investing in research and development. However, what they fail to recognise is that such investment is simply a free subsidy from the Irish taxpayer to the many multinational companies that still maintain a presence in Ireland. This may provide some jobs to Irish people but it is no basis for a national development strategy. 

Ireland is therefore experiencing the collapse of a development paradigm; it appeared to be very successful, but its very success hid its vulnerable foundations. The prospect now for a new beginning for Ireland rests on a fundamental reshaping of the political system. The time has come for the small progressive parties – Labour, Sinn Féin, the Greens and some left-wing independents – to come together offering an alternative set of policies based on redistributive taxation, developing indigenous capacity particularly in the small and medium enterprise sector, and building a strong public realm through investment in public services. Based on opinion polls, such an alliance would now gain the support of over 30 per cent of the electorate, slightly more than the Fianna Fáil ruling party and just behind the main opposition, the Christian Democratic Fine Gael party. If presented as a viable alternative, it would almost certainly increase its support by a sizeable margin. Only such a reshaping of Ireland’s party system could mobilise the many talents that undoubtedly exist in many sectors of Irish civil society – the media, the universities, the NGO sector, the churches, small and medium enterprises and the arts – to imagine a different society and offer their talents to help bring it about. For the first time in five decades Ireland again stands at a crossroads; it is a remarkable turnaround for a country that even a year ago was being seen as a beacon of success. Coming to terms with this change of fortunes is going to test Irish society to the core.
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