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 A market is not a factory delivering results; rather  
it is a playing field for economic interests, its shape  
defined by political decisions and choices that often  

result from fierce negotiations and conflicts.

Luuk Van Middelaar 
The Passage to Europe

1. Introductory remarks1

The origins of the previous IIEA economic governance papers by Tutty (2013) and Dukes 
(2013) arose from the need to explore the complex details and operational modalities of 
the new economic governance rules that have recently emerged within the EU, and more 
specifically, within the Eurozone.2 The urgent requirement for tighter oversight and control by 
the centre (EC and ECB) over economic and financial governance at the individual member 
state level was precipitated by the international banking crisis of 2008 which had triggered a 
global recession. In the cases of some particularly vulnerable EU states, domestic financial and 
fiscal crises unfolded and the consequences posed an existential threat to the very survival of 
the euro.

The institutional designers of the Eurozone in the 1990s had never anticipated having to face 
a crisis of the kind that unfolded during the past five years. Light touch budget oversight by 
the Commission, combined with local regulation of national banking systems, had worked for 
the decade prior to the crisis. However, it was then cruelly exposed as inadequate to handle 
the banking failures and budgetary problems that crippled Ireland, Greece, Spain, Portugal and 
Cyprus, and even threatened to engulf Italy. The protection of the euro required a series of major 
programmes of financial assistance by the EC, the ECB, and the IMF which were implemented 
for extended periods in some Member States, accompanied by close and intrusive external 
oversight of domestic budgetary matters with binding constraints placed on national fiscal 
autonomy. 

In media and popular discussion these binding constraints quickly came to be characterised 
as a process of “austerity”, since they mandated drastic and painful actions to reduce fiscal 
imbalances through combinations of public expenditure cuts, tax increases and the sale of 
state assets. However, these remedial actions also reduced economic growth in the targeted 
vulnerable Member States at a time when there was little buoyancy in the global economy that 
might have served to offset some of the negative impacts of national austerity.3 Although the 
manner in which austerity was negotiated and implemented remains an area of controversy,  

1  The author acknowledges the helpful comments of the members of the IIEA Economic Governance Group and well as comments and 
suggestions from Rafique Mottiar, Gerhard Untiedt, Michael D’Arcy and Michael Best. However, the responsibility for all views and interpretations 
contained in the paper are the author’s alone.
2 ‘Tutty. M., 2013, Reforming European Economic Governance: The European Semester and other Recent Developments, IIEA 
Economic Governance Paper 1, http://www.iiea.com/ftp/Publications/IIEA-Economic-Governance-Paper-1_IIEA_2013.pdf; Dukes, A., 
2013,  Democratic Legitimacy and Accountability: The European Semester and the Irish Budget, IIEA Economic Governance Paper 5, 
http://www.iiea.com/publications/democratic-legitimacy-and-accountability-the-european-semester-and-the-irish-budget .’
3  The comforting notion of an “expansionary fiscal contraction”, i.e. that cuts in public expenditure, by themselves, will crowd in private 
sector activity by more than the cuts, has achieved little credibility and can be dismissed. 
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there is now a consensus that the fiscal restructuring, in conjunction with financial aid packages, 
at least prevented further deterioration or collapse in the public finances of the assisted states 
and has initiated a slow return to greater fiscal balance. The social costs of austerity, which had 
to be borne in the main by the citizens of the assisted states, were considerable and served to 
undermine popular support for EU institutions. But even in Greece, the state most seriously 
affected by austerity, there was a broadly based understanding by its citizens that life within the 
Eurozone, however austere, was less risky than the uncertainties that they would face in a life 
outside the Eurozone.

The paper by Tutty describes the new EU economic governance system that emerged out 
of protracted debate between the main power blocs in the EU. The description is mainly 
in institutional and administrative terms, setting out the new requirements, targets and 
procedures that will serve to constrain Irish fiscal policy in the future, both during any 
remaining years of further consolidation of the still-unbalanced public finances and in the 
longer term when the policy environment is likely to become more “normal”. The paper by 
Dukes describes some of the political implications of the new system for the processes that 
accompany the formulation of Irish government policy and, in particular, for the design and 
implementation of annual domestic budgets. It highlights the fact that budgetary debate in 
Ireland will never again be a purely internal affair, confined in the main to Irish politicians 
and policy-makers, but will take on wider international dimensions and be subjected to more 
open and probing scrutiny.

The aim of this paper is to examine some of the likely economic implications of the new system 
for Ireland as described in the two preceding papers. However, this is done in the knowledge that 
the system is still, effectively, a work in progress and in future years the present arrangements 
are likely to be seen as waypoints on the road to a deeper or more complete Economic and 
Monetary Union. Although this paper takes an Irish perspective, the implications for other small 
Eurozone Member States will be obvious. Deeper and more comprehensive study and analysis 
will be required to identify and address the many complex issues that will arise as the new 
EU governance system is implemented and such work will dominate the Irish and European 
economic policy research agenda for decades into the future. This short paper can merely draw 
attention to a few key aspects that will affect Irish policy-makers as they attempt to maximize the 
benefits of the new and evolving policy environment and minimize any downside risks inherent 
in that environment.

From the economic perspective there are three important aspects that need to be considered, 
and these form the basis of the paper. First, from an internal domestic perspective we need to 
work out and understand how the new economic governance procedures are likely to affect 
the development of the economy in an era when some crucial aspects of our hitherto national 
policy-making come to resemble regional policy-making within a federal system.4 Second, using 
an external international perspective we need to explore how these new rules may play out in 
the larger EU Member States and more importantly, how top-down fiscal and macroeconomic 
policy is likely to evolve for the EU as a whole. Ireland’s fiscal choices and wider development 
goals will need to be aligned as far as is desirable, or at the very least not to be in conflict with, 
the goals of the larger EU Member States, and of those of Germany and France in particular.   

4  Of course, the EU is far from being a fully-fledged political federation like the USA or Germany. Within the EU, the economic cart has 
been placed before the political horse and the implications of this unusual sequencing posed difficult challenges in recent years when addressing 
the political debates that arose during the defence of the euro. An obvious tension exists between the idea of a sovereign  nation state and the 
EU.  And in recent years this tension is not only between member states and the Commission, but also between big creditor and relatively small 
debtor member states.
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Third, there needs to be a recognition of the implications of the evolving nature of the new 
economic governance environment for the design of an optimal, forward-looking development 
strategy for the Irish economy. A shift away from the short-term, annual preoccupation with the 
domestic budget to a longer-term strategic perspective will be necessary if the full benefits of the 
new economic governance arrangements are to be realised.

 
The question to which (we) want an answer 

is not ‘what does the future hold’, but 
‘how will (our) actions affect the future?’

John Kay 
Economics and Business

2. Domestic perspective on the EU constraints 
and the Fiscal Treaty
It is useful to distinguish two separate, but clearly interrelated, components within the new 
EU economic governance procedures. First, there is the obvious issue of what needs to be 
done to meet any mandatory EU obligations in terms of maintaining sound domestic public 
finances. Such obligations, expressed as quantitative targets for government borrowing and for 
the level of government debt defined as shares of national GDP, tended to be treated as stern 
guidelines prior to the crisis but will now be mandatory. Second, there are the additional, 
broader economic development exhortations and goals set out in the governance procedures, 
many of which are only partially or indirectly under government control. For example, the 
broad policy goals contained in the Europe 2020 Strategy include: creating more employment; 
increasing investment in R&D; sustainable energy; addressing poverty and social exclusion; 
fostering competitiveness. 

One detects in the new procedures a tendency to link the above two distinct components 
and to treat them jointly in terms of economic policy coordination within the Eurozone. 
For example, in the 2013 policy guidelines there is an injunction to pursue “differentiated, 
growth-friendly fiscal consolidation”.5 In other words, governments need to obey the new 
fiscal rules but should attempt to restore stability to their public finances in a way that 
impinges least on wider economic growth. Here, the term “wider economic growth” refers 
to the international spillover (or externality) consequences of fiscal adjustments made in one 
state for the economies of other states. In the case of a small state like Ireland, such spillover 
consequences for the rest of the EU are quantitatively negligible. But the same cannot be said 
for adjustments made in larger states like Germany and France. We return to this international 
aspect in the next section. 
 

5  http://ec.europa.eu/europe2020/making-it-happen/annual-growth-surveys/index_en.htm (page 3).

http://ec.europa.eu/europe2020/making-it-happen/annual-growth-surveys/index_en.htm
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Turning first to the specific and mandatory EU obligations of the new procedures for 
maintaining sound domestic public finances, the terms of the recent crisis-driven process of 
restoring fiscal stability were effectively dictated by European institutions and the IMF as a 
qualifying condition for access to a financial aid package. Absent the European institutions, 
the likely alternative would have been an adjustment process dictated by markets with minimal 
IMF-type transitional financial assistance and with even more draconian actions required by 
domestic policy-makers.

However, it may be useful to step back from the current situation and to give some local historical 
background to the likely future operation of the new European governance approach. It is also 
useful to distinguish between periods of fiscal crisis and instability, on the one hand, and periods 
of what one might call fiscal normality and balance, on the other.

When it comes to creating and then dealing with serious fiscal crises, Ireland has previous 
“form”. Policy-making during the years from 1982-1989 was dominated by the long drawn 
out fiscal adjustment process needed to address the destabilizing consequences of the large 
fiscal stimulations of 1977-1981. Unfortunately for Irish policy-makers, the early years of 
adjustment took place during the OPEC-II global recession, which further exacerbated the 
challenge. The fact that the “lost” years of the 1980’s were followed by the spectacular growth 
of the Celtic Tiger decade of the 1990’s has tended to deflect attention from the massive social 
and economic price paid during the 1980’s for the unsustainable, public expenditure-led 
growth of the late 1970’s.

There is always scope for internal debates about how any adjustment should be carried out, 
particularly in terms of its likely distributional consequences. But the necessity for adjustment 
during the earlier 1982-1989 period was as unquestionable as it was during the more recent 
2008-2013 period. The externally imposed conditions of the recent adjustment were explicit and 
codified. The mainly internally imposed conditions of the 1982-1989 adjustment were implicit 
and evolutionary. In other words, during times of serious fiscal crisis, domestic policy-makers 
always lose, either explicitly or implicitly, large elements of the policy autonomy that they could 
exercise under more normal conditions. 

The Irish public finances have recently been brought under control, but are still very strained. So 
the new EU policy guidelines will oblige Irish policy-makers to continue to move in the direction 
of fiscal balance over the next few years.6 If strong global growth resumes, this process is likely to 
be fairly rapid and perhaps relatively painless. However, if global growth remains low, the need 
for further adjustments will constrain or even prevent any major efforts to design domestic fiscal 
stimuli that would speed up the reduction of the unacceptably high rate of unemployment and 
high rate of outward migration, and work towards restoring levels of social expenditure to their 
pre-crisis position. 

But the requirement to restore balance to the public finances when facing into a major 
crisis may not be as serious a constraint in terms of boosting sustainable growth. After the 
experiences of the Keynesian stimulations of the late 1970s and the need to deal with the 
subsequent fiscal imbalances of the 1980s, it is now understood that much of the benefit  

6  Methodological challenges arising in the task of distinguishing between structural and cyclical fiscal imbalances muddy the waters of 
agreeing the appropriate nature of further adjustment for the next few years.
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of a demand-side fiscal stimulus (of the kind used in 1977-1981) leak out of a small open 
economy as increased imports. Stable public finances are a necessary condition for increased 
private sector investment and resumption of growth in the employment-intensive small 
and medium size business sector, which relies heavily on the general health of the domestic 
economy to create demand for their products. There are, of course, social and distributional 
consequences associated with internally or externally imposed constraints on domestic public 
expenditure and tax policy. But the political debate on these distributional issues will remain 
to a considerable extent internal and domestic under the new economic governance system. 
Even in the presence of binding constraints on the overall fiscal balance, the distributional 
outcomes that emerge from working within such constraints will continue to be driven by 
local political choices. In such circumstances, domestic policy-makers need to ensure that 
acceptable and sustainable distributional choices are made.

The longer-term goal of Irish policy-makers is to maximise the opportunity that exists within its 
always curtailed budgetary freedom to develop the economy in a growth-oriented, sustainable 
and fair manner. Here, history also provides lessons suggesting that step-changes in progress 
are still possible, even during regimes of tight fiscal constraints. For example, the switch from 
tariff protection to export-led growth that took place during the 1960s had a dramatic effect 
on the performance of the economy, yet was implemented under a regime of strict budget 
balance.7 The prerequisites for the dramatic leap in growth that took place during the 1990s 
(the “real” Celtic Tiger period) were put in place at a time when the public finances were under 
massive pressure. Yet the returns to an intelligent and integrated development strategy, based on 
carefully targeted improvements in physical infrastructure, upgraded technological education, 
investment incentives and intensive international marketing, yielded massive returns in terms 
of increased employment and improved social services.8 

We can characterise future Irish economic policy as operating under budgetary constraints 
that were internal in the past, but are about to become formalised in externally determined 
EU governance processes. When such constraints were ignored in the past, disaster and 
retribution followed. But even when the domestic public finances were in good order and 
permitted discretionary spending, the small size of the economy and its extreme openness 
made it futile to attempt purely domestic, Keynesian-type fiscal stimulations. Economic 
policy was always at its most effective when targeted at improving the competitiveness of the 
private productive sector, where competitiveness is used in its widest definition and not just 
in terms of lower wage costs. Increased growth generated the extra resources that permitted 
improvements in the provision of social services and facilitated further public investment in 
infrastructure and human resources.

7  During the 1�70s a distinction was made between borrowing for public investment purposes and borrowing to cover current expendi- During the 1�70s a distinction was made between borrowing for public investment purposes and borrowing to cover current expendi-
ture. The former was permitted, but the latter rejected.
8  The availability of generous EU development assistance, in terms of Structural Funds, greatly facilitated the later stages of the “real” 
Celtic Tiger advance. Yet it is sobering to reflect that the cost of the bank bail-out of recent years greatly exceeded the totality of Structural Funds 
received over the period 1�8�-2013! The depreciation of the Irish currency under the EMS and the convergence to lower German interest rates also 
played an important role in the adjustment process during the 1�80s.
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“The eagle suffers little birds to sing, 
And is not careful what they mean thereby, 
Knowing that with the shadow of his wings 

He can at pleasure stint their melody” 

Tamora, in Titus Andronicus

3. The international perspective on economic 
governance
If we shift our perspective away from one of Ireland, looking out at the external world, to 
that of the EU as a whole, looking inwards at the Member States, some troubling questions 
about the adequacy and completeness of the new economic governance procedures arise. The 
fact that the monetary union was originally established in the absence of a complete fiscal 
union meant that whereas the Eurozone could operate a unified monetary policy response to 
external shocks, it was unable to operate a unified fiscal policy. To the extent that one can talk 
of EU fiscal policy at all, it only exists as the summation of all the disparate policies operating 
in the separate Member States.

Here, the difference between fiscal policy operating at the level of the Eurozone as a whole and 
fiscal policy at the level of a small economy like Ireland, is crucial. Compared to Ireland, the 
EU economy is relatively closed. Some 65% of total EU exporting activity takes place between 
Member States. The ratio of total EU exports to total GDP in 2012 was 45%, which makes 
the EU somewhat more open than, say, the USA, where the ratio was 14%.9 Nevertheless, 
at the level of the EU as a whole the leakages out of any fiscal stimulus would be far less 
than, say, the leakages out of a purely Irish fiscal stimulus. Unfortunately, in recent years, 
when the interest rates set by the ECB were effectively zero but the Eurozone economy still 
stagnated, there were no easy ways of engineering any EU-wide fiscal stimulus.10 Furthermore, 
the dominant economy, Germany, as well as other northern Member States were extremely 
reluctant to act unilaterally as national locomotives of demand-side stimulus of wider EU 
growth. The German interpretation of the crisis within the Eurozone was primarily one of 
national budgetary policy failures of individual countries and not one of deficient demand 
within the wider EU.

The complete spectrum of possibilities for new economic governance procedures is seen 
in the blueprint for a deep and genuine EMU presented by the European Commission in 
November 2012.11

This blueprint can be regarded as the most comprehensive statement of the kinds of policy and 
governance changes that would be needed in order to move to a full EU fiscal and economic  

�  In terms of measures of national openness, as defined by the ratio of total exports to GDP, Ireland’s ratio in 2012 was 108% while that 
of Germany was 52%. By this measure, Greece was the least open member state (at 27%). By comparison, the US ratio was 14%.
10  In the euro area, absent a unified fiscal policy, and with interest rates essentially at zero, the euro area economy may not reach recovery 
velocity on its own, even though Germany might be doing better than others.  This increases the risk that Ireland will face a less than buoyant euro 
area economy.
11  See http://europa.eu/rapid/press-release_IP-12-1272_en.htm
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union. The fact that the new governance procedures currently being implemented deal only with 
the early, short-term stages of the formation of such a union is a consequence of the absence of 
agreement among the EU Member States as to how far along this road they wish to travel. The 
German view is of particular importance, since the German economy plays a dominant role 
within the Eurozone. Chancellor Merkel’s statement at the June 2012 European Council was 
uncompromising in this respect:

“It is not the aim of these governments to establish a fiscal union, but rather a “stability union”, 
with a view to establishing central budgetary control, including the right to intervene in 
national budgets”.

The compromise that has emerged places great attention on the instruments of budgetary policy 
supervision - the Six- and the Two-Pack, as well as the Fiscal Treaty - but there has been reluctance 
to tackle the larger question of fiscal capacity at the EU level. The opposing views in this debate 
have been summarised as follows in terms of the conflicting approaches of Germany and France:
“François Hollande wants measures and procedures to boost investment and strengthen the 
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social dimension, while also continuing to adhere to the original idea of a proper budget for the 
Eurozone to enable it to implement an anti-cyclical economic policy. At the same time, he opposes 
a centralisation of competences in Brussels on decision-making about re-forms in the Member 
States. Angela Merkel, in contrast, has never accepted the establishment of a fiscal capacity to 
absorb imbalances in the Eurozone and is ready at most to give her assent to a low-threshold –  
in other words, limited in terms of extent and duration – solidarity mechanism in exchange for 
clearly defined structural reforms. Incomparably more important in Germany is to make existing 
recommendations in the European Semester more binding to increase competitiveness”.12

The fact that the EU is now a “stability union” has implications for policy-making in small 
states like Ireland. The new economic governance procedures are designed to try to prevent 
future asymmetric (i.e., country specific) shocks from arising within Member States as a result 
of poor internal economic governance, and from fiscal instability in particular. Symmetric 
shocks (i.e., shocks that affect all EU Member States at the same time) will continue to be 
handled by monetary policy measures, even in circumstances where such symmetric shocks 
at the EU level have asymmetric consequences across the individual Member States due to the 
heterogeneity of national economic structures. Although the size and relative closure of the 
economy of the EU as a whole would suggest a supportive role for EU-level fiscal policy, there 
will be no mechanism and no funds to permit the implementation of any such counter-cyclical 
actions.13 The policy coordination measures that are part of the new economic governance 
procedures are designed more to enhance longer-term competitiveness and growth than to 
address serious cyclical downturns.

What are the likely implications for Irish economic policy? If the binding elements of the new 
economic governance procedures operate successfully and prevent future, within-country 
policy errors of the kind that led to the recent crisis, the looser economic policy coordination 
guidelines still leave local policy-makers with a considerable degree of discretion. In such a 
world, Irish interests and objectives converge with the interests and objectives of other advanced, 
export oriented EU Member States and in particular Germany. The German emphasis on the 
need for greater efficiency in labour and product markets and greater external competitiveness 
in a context of a social market economy sits well with Irish long-term policy aims and objectives. 
Ireland’s role in the continuing discussions on the future governance of the Eurozone would be 
enhanced if it built on these kinds of commonalities between its own self-interest and the self-
interest of other advanced Member States. 

Coming as they do in the immediate aftermath of the recent “austerity” process, the opportunities 
provided by having to accept external constraints on future Irish fiscal imbalances may seem 
grudging and unpalatable. But whatever about the political implications and acceptability 
of facing such constraints, in narrow and strictly economic terms these constraints do not 
represent any additional significant loss of economic sovereignty. Indeed, they offer a more 
stable platform for longer-term economic development planning. Embracing these constraints 
with enthusiasm seems to represent the best means to put the Irish economy in a strong 
position to benefit from whatever movements may be made in the future towards a deeper 
fiscal and monetary union.

12  Björn Hacker, “On the Way to a Fiscal or a Stability Union? The Plans for a “Genuine” Economic and Monetary Union”, Friedrich Ebert 
Stiftung, December 2013.
13  About two thirds of the relatively small EU budget (about 1 per cent of GDP) goes to fund the Common Agriculture Policy and Structural 
Funds. However, these funds are pre-committed for long periods and cannot be used counter cyclically.
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It is easier to construct a coherent story when  
you know little, when there are fewer pieces to  

fit into the puzzle. Our comforting conviction  
that the world makes sense rests on a secure  

foundation: our almost unlimited ability to  
ignore our ignorance”

Daniel Kahneman 

Thinking Fast and Slow

4. Irish enterprise strategy in a more 
interconnected EU
In our concluding section we turn to one important aspect of government policy, namely 
enterprise strategy. Although the main focus of the new EU governance procedures is on fiscal 
stability, this is merely a necessary condition for development and prosperity and certainly not 
a sufficient condition. The German economy is strong not merely because it enjoys enviable 
financial and fiscal stability. Its strength comes from the competitiveness and dynamism of 
its enterprise sector, particularly in the range of small and medium-sized companies of its 
Mittelstand, which are highly innovative, export oriented, provide a large number of jobs and 
are extremely productive.14 

The recent global financial crisis, global recession, and the rise of Asian economies have overturned 
the previous comfortable world of US industrial hegemony and EU consolidation, within which 
Ireland prospered in recent decades. Knowledge of these changes and clear thinking about their 
implications are essential elements of Irish development strategy reformulation. 

The dominance of FDI in Irish manufacturing and in some sub-sectors of market services has 
created an industrial strategy “divide” that is not often found to the same extent in other small, 
developed EU economies. Although one could discuss Irish industrial strategy in a unified way, 
in view of the polarised nature of the economy it is more useful to recognise the need for two 
separate, but interconnected, strategies: one for attracting the mainly foreign, high technology 
sectors and another for growing the more heterogeneous indigenous sectors. Indeed, the agency 
split institutionalises this divide.

The great success of Irish industrial strategy in attracting foreign-owned high technology 
manufacturing and tradable services is obvious and it was the presence of the mainly foreign 
owned modern enterprise base that supported activity in the economy through the years of 
“austerity” when domestic demand was very weak. The absence of such a production base 
made this task very difficult for Portugal and almost impossible for Greece. But the dangers of 
relying excessively on the attraction of a low rate of corporation tax are fairly obvious. Although  

14  German enterprise strategy has a very long tradition and the consensus of family enterprises that are handed over from generation 
to generation goes back to medieval times. The terms “Mittelstand” and “Mittelstandspolitik”, capture this concept and have their origins in the 
1�th century.
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the low rate is defended vigorously in public rhetoric, it would be reasonable to assume that 
behind closed doors at least some thought is being given by domestic policy-makers to possible 
consequences for Irish enterprise strategy in a reformed Eurozone, where an evolving EU fiscal 
union is likely to restrict domestic tax-setting autonomy. This point is all the more relevant since 
the advent of increased FDI in internationally traded market services during the last decade has 
generated considerable concern in the larger EU economies, who fear the possible erosion of 
their tax bases. Ireland may very well retain its low rate of corporation tax, but the benefits as a 
key attractor of inward investment may be eroded by actions taken in other EU states.

In any case, the kind of sustained public support for foreign investment (FDI) attractors and 
efficient governance institutions are also needed to build a stronger indigenous enterprise 
sector. However, additional elements are required for strategies designed to enhance and 
strengthen indigenous enterprise, a task that is more complex than the more transparent process 
of attracting inward investment.15 

Any outsider reading the extensive Irish enterprise strategy documentation would be left with 
the belief that the state was all-knowing and regarded its main task as “pushing” advice out to 
a fairly passive private sector. The very strength of the two main Irish development agencies – 
IDA Ireland and Enterprise Ireland – has made it difficult for non-government organisations, 
such as IBEC and ICTU, to research and promote much by way of independent work on longer-
term enterprise strategy. Unlike the situation in Germany, where the equivalent organisations 
are heavily engaged in independent work on maintaining the competitiveness and strength of 
German enterprises, employer’s organisations and trades unions in Ireland over the past few 
decades have tended to operate within the defined terms of reference of a Social Partnership, 
with a focus more on defending the distributional interests of their constituencies.16

One does not have to engage for long with business leaders in the Irish indigenous sector to 
realise that this view of the role of the State is partial. Viewed from inside actual businesses, the 
State’s efforts at formulating strategic policy can sometimes appear to be biased towards MNCs 
in the more “fashionable” sectors and technologies, rather than the SME sector. For example, 
the kinds of inter-firm and product-market linkages that come automatically as part of the 
deal with foreign multinational companies have to be painfully built from scratch in the SME-
dominated indigenous sector. Research demonstrates clearly that there are strong links between 
entrepreneurial firms and the evolution of clusters.17 For example: 

•	 Firms do not compete alone in the global marketplace but as members of networked 
groups of firms. For this reason, network alliances and other forms of inter-firm 
relationships are crucial to survival and growth. 

•	 Firms compete in the global marketplace by leveraging the skills, capabilities and 
knowledge bases of the regions in which they are embedded. 

•	 Innovative firms make more than products: they advance the skills, capabilities and 
knowledge base of the region in which they conduct business. Moreover, the process  

15  For further detail on how Irish indigenous enterprise strategy needs to be fostered by public policy, see Bradley, J., “Reflections on Irish 
Industrial Strategy”, paper presented at the Irish Government Economic and Evaluation Service Conference on Medium-term Economic Strategy, 
September 3rd, 2013.

16  The IBEC web site currently has only one publication listed for 2013 under the heading “Research and Survey Reports” (the table of 
contents of Management and Executives Salaries Report 2013). Besides short-term economic monitoring material, other publications are mainly 
in the HR and Health & Safety areas. The ICTU web site is more vigorously engaged in debate on economic policy, but mainly in terms of attacks 
on the neoliberal policies that it sees as being at the root cause of Ireland’s economic crisis. German employer organizations and trade unions also 
lobby strongly for their member’s interests, but there is considerable societal cooperation that goes far beyond narrow group interests. 
17  See Michael Best, 1��0: The New Competition, Massachusetts: Harvard University Press, and Best, 2001, The New Competitive Ad-
vantage, Oxford: Oxford University Press.  
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by which innovative firms develop specific capabilities in pursuit of new market op-
portunities itself creates opportunities for other firms. 

•	 The inter-firm processes by which skills, capabilities and knowledge are deepened 
within a region can trigger the emergence of new sub-sector growth opportunities. 
In this way, a region’s production base can be enhanced by transition from declining 
to growing sectors. 

It is not until one moves to the regional and local level of individual enterprises and people 
that you begin to understand how small, innovative firms can start up, survive and thrive in 
regions; the methods that these entrepreneurs use to grow their businesses; and how they often 
manage to turn what initially look like locational disadvantages into gateways to opportunities. 
The famous German Mittelstand (or regional groups of dynamic, innovative, SMEs) are at the 
heart of German competitiveness but we find no similar process in Irish enterprise. With 
the right support, this cohort of firms has the potential to play an even greater role in our 
economy, not just nationally, but also regionally, where they are crucial for job creation and 
growth. To an extent, SMEs have been underacknowledged and undervalued and a strong 
regional enterprise strategy is required if we are to harness the growth potential of this sector 
in the future.

Public rhetoric on Irish enterprise strategy has come to be dominated by the view that industrial 
and wider business strategy is the responsibility of central government and state agencies. This 
is very serious because it is what goes on inside firms that really matters, in terms of new firm 
creation, survival, growth, diversification, partnering and internationalisation. The State is not 
ideally suited to this task and in Ireland we often pay lip service to these issues. German policy-
makers in the public and private sectors, on the other hand, talk of little else and place regional 
policy, enterprise policy and international competitiveness at the centre of their economic 
strategy. The German reluctance to embrace prematurely a deep and genuine Economic and 
Monetary Union, opting instead for a “stability union” needs to be interpreted in this light, and 
Irish policy-makers need to draw the appropriate conclusions. The danger is that the public 
authorities and the social partners in Ireland could look to the post-crisis era as an opportunity 
to restore the status quo ante, in terms of clawing back “lost” increases in income, rather than 
as an opportunity to build a stronger, more dynamic and competitive economy within the 
constraints of more stable management of the public finances. In adapting to new reforms in 
European economic governance, it is vital that Ireland takes the necessary steps to support 
economic growth and innovation. 
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