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1. Introduction  

 

I want to start by thanking the OECD for the invitation to participate in today’s 

conference and to welcome the establishment of the MENA Centre for 

Competitiveness.   

 

I hope to share some of the Irish experience of measuring and benchmarking 

competitiveness. In particular I will focus on the Competitiveness Pyramid which we 

believe is a powerful framework, linking policy inputs to the ultimate goal: 

sustainable economic and social growth and development.  

  

Forfás is Ireland’s policy and advisory board for enterprise, trade, science, technology 

and innovation policy. Forfás was established following a major review of industrial 

policy in the early 1990s to provide ongoing policy advice to the Minister for 

Enterprise, Trade and Innovation on the key issues for indigenous enterprise 

development, the attraction of foreign direct investment and the promotion of science 

and innovation. A number of advisory bodies to Government operate under the 

auspices of Forfás, to which we provide research and technical support, including the 

Expert Group on Future Skills Needs, the Advisory Council on Science, Technology 

and Innovation and Ireland’s National Competitiveness Council, which I will discuss 

later.  

 

2. The Irish Economy in Context 

The Republic of Ireland is a small open regional economy, a member of the European 

Union since 1972 and a founding member of the eurozone. The population of 

Republic is 4.4 million and a land area of about 75,000 square km, with a further 1.7 

million in Northern Ireland.  

 

Ireland’s rapid economic growth from the early 1990s was set in motion by high 

levels of inward investment in Ireland by multinational companies, principally from 

the US, trading into the wider European Single Market and beyond. Ireland benefited 

disproportionately from FDI in the late 1980s and 1990s and Ireland’s membership of 

GATT/WTO from 1967, the EU and subsequent European Single Market were 

particular advantages for locating in Ireland. The main reasons why Ireland performed 
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so well were its English speaking population and membership of the EU, availability 

of low cost skilled labour as a result of high levels of investment in education from 

the 1970s, Ireland’s positive attitude to FDI and active industrial policy from the late 

1950s, which included investment in critical infrastructures. This was greatly assisted 

by Ireland’s membership of the EU, both in terms of capacity building for 

infrastructure planning and development and through Structural Funds supports.   

 

Ireland has also had a long standing commitment to low corporation tax and there has 

been a significant transformation of the Irish taxation regime over the past two 

decades to encourage investment and work through reductions in personal rates of tax. 

This has encompassed reform income tax rates, bands and allowances, capital taxes 

and the introduction of a single rate of corporation tax. For example, the rates of 

personal income tax have fallen from 35% (lower rate) and 60% (higher rate) in the 

mid-1980s to 20% (lower rate) and 42% (higher rate). 

 

From 1987 onwards a series of triennial Social Partnership Agreements, involving 

employers, unions and government, were a key ingredient in wage moderation and 

industrial peace over the last two decades.  

 

In addition, 1987 saw the beginning of the consolidation of the public finances and 

the fiscal environment benefited greatly from the discipline of Ireland preparing for 

and subsequently joining Economic and Monetary Union as one of the founding 

members of the euroarea.  

 

These were among a number of the essential conditions that contributed to Ireland’s 

impressive performance during the 1990s and 2000s, which led to the term ‘Celtic 

Tiger’ being coined for Ireland. 

 

Fast export growth by MNCs and a growing cohort of export-oriented indigenous 

companies - by the year 2000 exports accounted for over half of final demand in the 

economy - combined with rising national confidence and low interest rates spurred 

household and government spending that has more recently driven economic growth. 

Irish living standards converged with those of other developed economies. In the 

space of just over a decade we achieved virtually full employment, the labour force 

and numbers employed increased by 90%, education participation and attainment 

improved and we achieved a significant upgrade in our infrastructure stock, with 

Government alone investing close to 5% of GDP in physical infrastructure per annum.   

 

However, Ireland’s recent growth was in two phases and not sustainable. The first 

phase in the 1990s was export-led as described earlier; the second phase in the 2000s 

was driven by investment in construction and domestic demand, fuelled by a rapid 

growth in private sector borrowing. This was unsustainable. The financial crisis from 

2007 and the subsequent world recession has had a particularly severe impact on 

Ireland, impacting the public finances, the banking system and the economy in 

general as a consequence of the slump in demand nationally and internationally. 

Unemployment has increased rapidly to 12.5%, the budget deficit soared to around 

12.5% of GDP and Government debt has increased from 25% in 2007 to 83% 

projected for the end of 2010.    
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The Irish Government has responded resolutely to the crisis. There are three key 

pillars to the Government’s strategy: 

- restoring stability to the public finances, which includes a reduction in the budget 

deficit from 12.5% of GDP in 2009 to below 3% in 2014. The measures taken to 

date are having an impact, with the spread of Irish 10-year bonds over the German 

bund decreasing from over 250 basis points at the height of the crisis to under 130 

points in March this year; 

- repairing the banking system. Legislation has been passed to establish a National 

Asset Management Agency to take over and manage the performing and impaired 

property and development loans of the major banks – totalling some €83bn in 

transfers – so as to restore the balance sheets of the banks and get credit flowing 

again in the economy; and 

- restoring Ireland’s competitiveness and investing in creating new employment 

opportunities. 

 

It is the latter issue of competitiveness that I want to focus on in this paper:  

- how we measure and benchmark Ireland’s competitiveness; and  

- how the work of Forfás and the Irish National Competitiveness Council, which is 

the body specifically charged with benchmarking Ireland’s competitiveness, has 

evolved since it was established in 1997.    

 

3. Benchmarking Competitiveness  

Measuring and benchmarking competitiveness has been an on-going and continuous 

focus of policymakers in Ireland over the last two decades. The definitions and 

parameters used have evolved and deepened over that period.  

 

Shortly after its establishment, in 1995, Forfás published a competitiveness 

benchmarking report titled ‘Ireland’s Cost and Competitiveness Environment’, 

intended as the first in a series of regular reviews to keep attention focused on the 

most important competitiveness issues. That first report noted that ‘the cost 

environment provided by the Irish economy has a major impact on both external and 

domestic markets and in so doing on maximising both wealth and employment 

creation’.  

 

This initial report drawing on the work of Michael Porter
2
 among others in the 1980s, 

argued that competitiveness can be viewed as being determined at several levels:  

- direct and indirect costs such as labour and electricity;  

- indirect costs and quality of infrastructure such as ports, roads and workforce;  

- company level competitive capability and facilities;  

- inter-firm competitiveness;  

- the fiscal and regulatory framework; and  

- the degree of coherence among government departments and state development 

agencies in developing and implementing policy across a wide range of areas.  

 

It argued that what is needed for enduring improvement in international 

competitiveness is a ‘co-ordinated approach to achieving progress on all levels’.  
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While the main focus of that first report was on the cost base facing firms in Ireland, 

and on wages in particular - focusing more on measuring Ireland’s competitiveness 

potential, items such as relative labour costs, prices, taxation, interest rates, quality 

and cost of utilities and other services - it did also make a start at incorporating an 

assessment of our competitiveness performance in terms of international trade 

performance as part of the analytical framework.   

 

This focus on costs is not surprising in the context of Ireland’s prospective 

membership of EMU and the consequential loss of currency devaluation as an 

instrument of trade policy to restore competitiveness. 

 

Among the key findings of the first Forfás benchmarking report were that Irish wage 

inflation between 1987-1995 was substantially below that of our main trading 

partners, wage levels were below those of the UK and half those in Germany and 

electricity costs were competitive and had not increased in almost eight years. Over 

the period 1991-94 we had lost about 4% in price competitiveness against the UK, but 

a 15% improvement in price competitiveness relative to Germany, following a 

devaluation of the Irish currency, the Punt, in January 1993. Indeed, from an exporter 

or inward investors perspective, we were almost ‘super-competitive’. However, the 

tax system was deemed to be more burdensome on single workers than in the UK, 

productivity levels were below the EU average and insurance, telecoms and real 

interest rates remained high.    

 

Following on this first report, in 1996, Forfás published a seminal report on enterprise 

policy, titled ‘Shaping Our Future
3
’, setting out a range of objectives, targets and 

policy actions towards increasing employment and living standards over the period to 

2010.  Forfás argued that the factor that will most determine whether or not Ireland 

makes a leap forward in social and economic development is the ‘competitiveness of 

the Irish economy in all its facets’. This report emphasised that the focus of 

benchmarking needed to be on more than just labour costs but on the full range of 

inter-dependent factors that determine competitiveness. It did present a useful 

framework, drawing on the literature
4
, on the key dimensions of competitiveness 

analysis as follows:  

- competitiveness potential, in terms of costs, education, skills and technological 

expertise etc;  

- competitiveness performance in terms of international trade performance and 

share of an export market; and,  

- competitiveness process - how the process of improving competitiveness is 

strategically managed within the economy and allows the country’s potential to be 

realised in terms of improved performance.  

 

In order to develop a more coherent national approach to the competitiveness process 

Forfás proposed the establishment of a Council on Competitiveness, involving the 

social partners, which would produce annual reports to benchmark progress, identify 

areas of weakness and to make recommendations on how competitiveness can be 

improved.    

 

                                                 
3
 Shaping Our Future – A Strategy for Enterprise in Ireland in the 21

st
 Century’, Forfás, 1996. 

4
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The development of a consensual approach was critical, whereby all sides, 

Government, employers and trade unions would agree on a common and shared set of 

indicators and benchmarks as an essential first step for policy dialogue.   

 

 

4. Establishment of Ireland’s National Competitiveness Council 

 

The Irish Government established the National Competitiveness Council as an 

independent body under the auspices of Forfás, with research, benchmarking and 

technical expertise provided by Forfás in 1997 to provide, ‘… a rigorous and agreed 

approach to the monitoring and assessment of Ireland’s competitiveness….’  

 

The membership of the Council is a mix of industry, unions, academia and the public 

sector. The two initial chairs were leading industrialists from multinational 

companies, and the current chair Dr Don Thornhill is a former top civil servant, a 

member of the Forfás Board and of a number of public and private sector boards. 

Unions have two nominated members, as has the employers group IBEC. The CEO of 

Forfás is a member bringing an enterprise and innovation perspective, together with 

representatives from industry, the chambers of commerce and the Competition 

Authority. In addition, senior civil servants from the six key economic ministries 

attend the Council, namely from the Taoiseach/Prime Minister, Finance, Enterprise, 

Trade and Innovation, Education and Skills, Communications, Energy and Natural 

Resources and Tourism, Culture and Sport.  

 

5. What is Competitiveness?  
 

There are many definitions of competitiveness. In Ireland we take a pragmatic 

definition as success in international markets that translates into general increases in 

welfare.  

 

As it is enterprises that compete in international markets, their levels of productivity, 

innovation, investment and profitability are the key determinants of their ability to 

compete and grow. The success of the enterprise sector affects overall prosperity and 

steps towards this prosperity also indicate progress in national competitiveness.  

 

Of course countries do also compete to some extent in seeking to attract a share of 

mobile investment. Governments do try to put in place policies that will make their 

countries more attractive for such investment, so as to provide well-paid employment, 

increased prosperity for their peoples as well as transfer of best practice technology 

and skills.   

 

In the case of Ireland we essentially compete in two spheres: in international trade and 

in seeking to attract mobile international investment. And success in international 

markets is not just about costs, but is about the interplay and interaction of a range of 

factors from cost, price, quality, intellectual property, customer focus etc and the 

interaction between the strategies and management at enterprise level and the degree 

to which the business environment provides access to essential infrastructures and 

services on a basis that is as good or better than in other locations.  
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The definition we use today is that national competitiveness is a broad concept that 

encompasses the diverse range of factors that support the ability of firms in Ireland to 

achieve success in international markets, in a way that provides Ireland’s people with 

the opportunity to improve their living standards and quality of life.  

 

So, at its simplest is the logic that achieving sustainable economic growth is 

dependent on the performance of firms in international markets, which is a function of 

the competitiveness of the operating environment for them in the country and the 

range of inputs to the production process. 

 

The first benchmarking report of the Council in 1998 took this broad definition, and 

presented the first comprehensive benchmarking of Ireland’s competitiveness. It 

assessed some 125 indicators, for 29 comparator countries together with composites 

for the EU and OECD, in six broad thematic areas: 

- Human resource development (35 indicators), including education levels, 

education policy and performance, labour costs and productivity, worker 

incentives; 

- Business Services (28 indicators), including science and technology investment 

and performance, trade and financial markets; 

- Infrastructure and associated costs (46 indicators), including telecoms, transport, 

energy and construction; 

- SME competitiveness and performance (6 indicators); 

- Public administration (5 indicators); and  

- Socioeconomic performance (5 indicators).  

 

From this analysis the Council identified eleven key priority policy areas for focus 

and identified issues for further consideration including skills, education and labour 

markets, our trade performance and levels of diversification, particularly in the 

context of impending membership of Economic and Monetary Union (EMU), costs, 

tax, innovation and telecommunications and the information society. The Prime 

Minister welcomed the Council’s first report as ‘…identifying the actions most 

urgently needed to maintain and enhance competitiveness’.  

 

6. The Irish Competitiveness Pyramid and Sustainable Growth 

Over time the NCC’s analysis evolved towards a more integrated framework that 

linked the key areas of competitiveness potential and performance together in the  

‘competitiveness pyramid’ that seeks to bring greater clarity as between the inputs and 

outputs to national competitiveness on the part of enterprise and policy action. The 

NCC uses the competitiveness pyramid to outline the framework within which it 

assesses Ireland’s competitiveness:  

- at the top of the pyramid is sustainable growth in living standards – the fruit of 

past competitiveness success;  

- below this are the essential conditions for achieving competitiveness, including 

business performance (such as trade and investment), productivity, prices and 

costs and labour supply. These can be seen as the metrics of current 

competitiveness;  

- lastly, there are the policy inputs covering three pillars of future competitiveness, 

namely the business environment (taxation, regulation, finance and social capital), 

physical infrastructure and knowledge infrastructure. These are addressed in turn. 
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6.1. Methodology  

We use internationally comparable metrics, with the OECD, the EU, the UN and the 

WTO, as the sources for the majority of indicators. Indicators from specialist 

international competitiveness bodies (e.g. from the WEF’s Global Competitiveness 

Report and the IMD’s World Competitiveness Yearbook) are also used. Where further 

depth is of benefit, national sources such as the Central Bank, the CSO, the ESRI and 

Forfás are used. 

 

Ireland’s performance is benchmarked against 17 other countries. Countries have been 

chosen to provide a mix of Eurozone peer members (Finland, France, Germany, Italy, 

the Netherlands and Spain), other non-Eurozone European countries (Denmark, 

Sweden, Switzerland and the UK), and two newer EU member states (Hungary and 

Poland).  

 

Five non-European countries (Japan, South Korea, New Zealand, Singapore and the 

US), who are global leaders or are of a similar size or pace of development to Ireland, 

are also included. This allows for a detailed comparison between Ireland and many of 

its closest trading partners and competitors. Ireland is also compared to a relevant peer 

group average, the OECD-28, EU-15 or Eurozone average where possible or else 

compared to as wide a group of countries as possible. Averages are weighted by each 

country’s population or GDP average depending on relevance. 

 

This benchmarking process is an annual process. We are currently reviewing the 

suitability of indicators and updating the data for the latest available period for the 

draft of the 2010 report, which will be presented to the Council in May this year.  
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Turning to the mix of indicators used and starting at the top of the pyramid the input 

factors are set out below together with an outline of our performance in the 2009 

Benchmarking Ireland’s Performance report
5
. 

 

6.2 Sustainable Growth 

Competitiveness is not an end in itself, but is a means of achieving sustainable 

improvements in living standards and quality of life. The benchmarks used to assess 

Ireland’s performance regarding this desired outcome, under three headings, are:  

 

- National income: High and rising living standards are a key measure of the 

success of national competitiveness. The indicators used in this section cover the 

level, growth and distribution of Ireland’s national income. Although GNP per 

capita declined rapidly in the second half of 2008 and will continue to do so in 

2009, GDP levels remain relatively high. Irish output per capita (GDP) is now 

among the highest in the EU. Irish income per capita (GNP), a better measure of 

Irish living standards, is marginally above the EU-15 average; 

 

- Quality of life. A key objective of competitiveness is to support a high quality of 

life, which is broader than material living standards. Ireland’s performance in the 

UN Human Development Index, which measures economic, educational and 

health outcomes, is very strong. Ireland ranked fifth in 2006, an improvement of 

13 places since the 2000 report, driven by strong economic growth and 

improvements in educational attainment. Life expectancy for both men and 

women in Ireland has also improved since 1990, and is now just above the OECD 

average; 

 

- Environmental sustainability: The essence of environmental sustainability is a 

stable relationship between human activities and the natural world, one that does 

not diminish the prospects for future generations to enjoy a quality of life at least 

as good as our own. Ireland’s performance in relation to environmental 

sustainability remains mixed. The composite environmental performance index 

ranks Ireland 20th in the OECD. Ireland clearly faces challenges. Ireland is one of 

the highest carbon emitters on a per capita basis in the OECD. In addition, 

Ireland’s share of energy coming from renewable sources is less than half that of 

the OECD average. However, Ireland is the least energy intensive country in the 

EU-15. 

 

6.3. Essential Conditions 
The next layer is essential conditions. The key elements are:  

 

- Business trade and investment performance.  As I mentioned earlier, there are 

two broad areas where we compete, trade and investment and the indicators in this 

section seek to assess Ireland’s comparative performance. Private sector 

investment in Ireland was among the highest in the EU in 2007, but has declined 

since early 2007. Foreign direct investment (FDI) remains critically important for 

Ireland. Although the stock of investment projects in Ireland as a percentage of 

GDP/GNP has declined since 2000, it remains among the highest in the OECD in 

                                                 
5
 For further detail see: Annual Competitiveness Report 2009, Volume One: Benchmarking Ireland’s 

Performance, August 2009, Forfás. http://www.competitiveness.ie/publications/2009/title,4530,en.php. 
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2007. Overseas investors continue to earn a relatively high rate of return in 

Ireland. Irish firms have also been increasingly investing overseas in recent years, 

with Irish stocks of outward direct investment among the highest in the OECD in 

2007. Ireland is now the 10th largest investor in the United States in absolute 

terms. Ireland continues to be one of the most open economies in the OECD in 

terms of our trade performance. While growth in total Irish exports (goods and 

services) slowed during the 2004-2008 period, Hungary, South Korea and Poland 

achieved significant growth in export sales. Ireland’s share of merchandise trade 

has fallen gradually, while our share of services trade grew in 2008 - driven by 

computer services, business services and royalties. Ireland’s manufacturing 

sectors have had a mixed performance; while our share of the pharmaceutical and 

chemicals sectors has remained strong, Ireland’s share of office/ 

telecommunications equipment and machinery/transport equipment has fallen. 

 

- Productivity: ’Productivity isn't everything, but in the long run it is almost 

everything.” - Paul Krugman.  In the long run, a country’s standard of living 

depends on its productivity performance. The indicators in this section examine 

Ireland’s overall productivity performance and its productivity performance by 

broad sector of economic activity. Ireland's productivity levels in GNP terms are 

below the OECD average. Growth rates of productivity, rather than levels, are 

vital to ensuring wage levels are sustainable and in this regard, Ireland performed 

poorly between 2004 and 2008;  

 

- Labour supply: Growth in labour supply has played a key role in Ireland’s 

economic development over the past decade and the indicators in this section 

examine the important trends. Ireland's labour force has grown in recent years, 

driven by both natural increases in the Irish-born population and inward 

migration. In line with the slowdown in economic activity, the numbers 

unemployed have been rising rapidly since Q1 2008 while net migration into 

Ireland has since 2007 has been reversed; 

 

- Innovation: Ireland’s score on the summary innovation index is above the EU-15 

average. This index is a composite of 29 European Innovation Scoreboard 

indicators including knowledge-intensive services exports as a percentage of total 

exports and business R&D and IT expenditure. Irish firms are marginally less 

likely to be engaged in innovation (i.e. the creation of new products, services or 

processes) than the EU average;  

 

- Prices:  Cost competitiveness is critical to ensuring that companies based in 

Ireland have the ability to compete successfully in international markets. This 

section examines the overall level and rate of change in Ireland’s prices and 

business costs, across both pay and non-pay indicators. Irish inflation rates 

increased steadily up until September 2008 but since then, inflationary pressures 

have eased and Irish prices, although still at a high level, have fallen. The most 

recent data for 2010 shows that consumer prices overall are falling in Ireland (-

2.4% in the 12 months to February 2010) compared to a 0.9% increase in the 

Eurozone. Some commodity categories such as clothing, transport, housing and 

utilities are seeing considerably larger declines in Ireland than in the Eurozone. 

Ireland's trade-weighted exchange rate has worsened considerably since 2000, 

with a 35% loss to April 2008, with some improvement since; 
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- Pay Costs: Unit labour costs, the ratio of changes in productivity to earnings, 

show little change for the manufacturing sector over the 2000-2007 period. 

Labour cost growth rates show the change in the cost of employing workers over 

time. Ireland’s growth rates exceeded the EU-15 average between 2004 and 2007. 

However, growth rates in Irish labour costs slowed significantly in 2008 and were 

lower than the EU-15 average.  

 

- Non-pay costs: These include utilities (electricity, mobile communications, waste 

and water) and a range of services, such as accountancy, information technology 

and legal services fees, the cost of purchasing and renting retail and industrial 

property and interest rates available in Ireland.  

 

 

6.4. Policy Inputs 

And finally we examine indicators relating to the policy inputs to the business 

environment. The business environment has a significant impact on a country’s 

economic performance and competitiveness. The indicators used to assess Ireland’s 

relative performance are in the areas of taxation, regulation and competition, labour 

market regulations, finance and social capital.   

 

- Taxation: Personal and corporate taxes are important to Ireland as a small open 

economy. Tax is an important consideration in investment decisions by firms, 

both in terms of corporate tax and the rate of return firms can expect in Ireland 

vis-à-vis other environments and the incentives for individuals to work. We 

benchmark both levels and rates of tax and the mix of tax from various sources 

from a sustainability perspective. Ireland's tax structure is much less dependent on 

social security contributions than elsewhere in Europe, raising over 80 percent of 

revenue instead from direct and indirect taxation. Nonetheless, taxes on both 

capital (profits) and labour (wages) are low relative to other countries, while the 

tax take from corporations is above the OECD average. Indirect taxation rates are 

amongst the highest in the OECD, which affects consumer prices and tourism. In 

recent years Ireland has relied heavily on transactions-based property taxes 

(including stamp duties and value added tax). The collapse of the property market 

has resulted in a sharp decline in revenue yields from property related taxes from 

€6.8 billion in 2006 to €3 billion in 2008. Examining Government expenditure as 

a percentage of total expenditure for 2007, Ireland spent 12 percent of total 

expenditure on gross fixed capital formation, which compares very favourably to 

the EU-15 average of 5 percent;  

 

- Access to and the cost of finance: Survey evidence suggests that access to 

finance is a significant competitiveness threat to Irish businesses. The global 

recession has resulted in sharp falls in the value of stock markets worldwide. The 

68 percent fall in the value of the Irish stock exchange in 2008 was significantly 

more dramatic than in other developed economies. Confidence in the 

sustainability of the Irish banking sector has also declined. Private equity 

investment is not as well developed in Ireland as it is in other countries;  

 

- Regulation and competition: The general regulatory environment in Ireland is 

perceived to be relatively strong. Many of Ireland’s most important internationally 
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trading sectors (e.g. pharmaceuticals, medical devices, fund administration, 

software) depend on a strong regulatory environment. The regulatory environment 

also supports entrepreneurship as the financial and administrative costs of starting 

a business in Ireland are low compared to other countries. In contrast, the financial 

and administrative costs of registering a property in Ireland are high; 

 

- Labour market regulation: According to executives’ opinions, labour market 

regulations in Ireland are not believed to have a significant impact upon business 

activities. Most countries, including Ireland, have experienced increased labour 

market regulations since 2000. The employment framework in Ireland is 

considered less rigid than the OECD average. The minimum wage in Ireland is 

significantly higher than the majority of comparator countries; 

 

- Social capital: Ireland ranks well in terms of the proportion of people who 

reported that they volunteered time or donated money to an organisation in the 

month prior to a Pew Global survey. Voter turnout in national parliamentary 

elections was slightly lower in Ireland than the EU-15 average in the period 2002-

2007;  

 

- Infrastructure: The level of infrastructure in a country affects competitiveness in 

a number of ways. Well developed infrastructure can increase mobility of workers 

and goods, reduce traffic congestion and increase productivity. This not only 

affects existing firms, but also affects a country’s attractiveness as an investment 

location and general quality of life. In this section, indicators that illustrate 

Ireland’s relative performance are grouped under four headings as follows: 

 

o physical infrastructure; under successive National Development Plans, 

Ireland's investment rates in the public capital stock have been among the 

highest in the EU. However, perceptions of infrastructure quality remain 

low;  

o transport and energy infrastructure; Ireland's distribution networks rank 

poorly internationally. The quality of Ireland’s air transportation has 

improved in recent years. The quality of water transportation infrastructure 

scores poorly. Executives’ perceptions of the efficiency of Ireland’s energy 

infrastructure are also poor. Ireland is particularly dependent on imported 

and non-renewable forms of energy;  

o Information and communications technologies. Ireland's investment in 

both information and communications technologies is below the EU-15 

average, and lags leading countries by some distance. Despite strong 

growth, the penetration rate of broadband across both households and 

firms in Ireland is below the EU average. Ireland ranks 25th in the OECD 

in terms of its readiness to support next generation services. In terms of 

eGovernment, the proportion of public services available online is also 

below that of the EU-15 average;  

o Housing; there are two aspects to housing that are relevant to 

competitiveness: infrastructure/activity and costs/debt. In relation to 

relative levels of housing, Ireland has fewer houses per capita than the EU-

15 average. This gap was narrowing as household completions per capita 

in Ireland were far higher than the EU average in recent years. However, 
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completion rates have fallen from over 93,000 units in 2006 to an 

anticipated 17,500 units in 2009.  

 

- Education from pre-primary, primary, second, third and fourth levels. 

Education, training, skills and R&D form key parts of a nation’s infrastructure for 

generating knowledge and high value economic activity. As noted above these 

were key foundations for our success from the 1970s onwards and a key policy 

focus underpinning future competitiveness. In terms of our benchmark 

performance 

o Average educational attainment in Ireland has increased steadily in the last 

two decades, with younger workers better qualified than their OECD 

counterparts. Older workers in Ireland remain less qualified than the 

OECD average and a relatively large share of the working age population 

(34 percent) has no more than lower secondary education. Expenditure per 

student is below the OECD average at all levels while pre-primary 

education is predominantly privately funded, unlike that in other countries.  

o Ireland is only recently developing its pre-primary education system.  

Participation of three year olds in education in Ireland is low and well 

below the EU-15 average.  

o At primary level, while the average number of hours of tuition received by 

9-11 year olds is among the highest in the OECD; the amount of time 

spent on the key skills of mathematics and science is 14th and 18th 

respectively out of 21 countries surveyed.  

o At second level Ireland has made significant progress over time and 

relative to other countries in terms of increasing secondary school 

participation rates. In the latest OECD PISA (Programme for International 

Student Assessment) study, Irish 15 year olds ranked well among OECD 

countries in terms of reading literacy (5th) but less well in terms of 

scientific literacy (14th) and mathematical literacy (16th). Ireland’s 

scientific literacy ranking has fallen five places since 2000.  

o In terms of third level and life-long learning, Ireland's younger population 

is considerably better qualified than older workers, with 42 percent of the 

25-34 year age group possessing a third-level qualification. This compares 

very favourably with the OECD average of 34 percent. It is difficult to 

measure the quality of third level institutions due to a range of issues. 

Based on the Times Higher University Index the overall performance of 

Irish third level institutions ranks behind that of leading institutions 

overseas despite recent improvements. Ireland performs well in terms of 

producing graduates in the fields of mathematics, science and computing 

per 1,000 of population aged 20-29; 

 

-  Research and development and innovation investment, performance and 

returns. The transition to a knowledge economy requires higher levels of 

expenditure in research and development, both in terms of capital infrastructure 

and development programmes. The indicators in this section examine various 

measures of expenditure in research and development and the outputs achieved. 

Despite a large increase in R&D expenditure, Ireland has so far made limited 

progress towards its target of 2.5 percent of GNP by 2013. Total R&D spending in 

Ireland increased from 1.26 percent of GNP in 2000 to 1.68 percent of GNP in 

2008. This compares with an OECD average of 2.38 percent. The number of 
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researchers in Ireland is also growing, up from five researchers per 1,000 of total 

employment in 2000 to six per 1,000 in 2006. Despite strong growth rates in 

expenditure, business R&D as a percentage of economic activity has remained 

relatively static over the past decade. Most business expenditure on R&D in 

Ireland is undertaken by foreign-owned companies. Triadic patents granted per 

million of population in Ireland remain below the OECD average. Finally, the 

number of PhD graduates per 1,000 of population in 2007 was greater than the 

EU-13 average.    

 

7.  How the Council’s Benchmark Indicators have changed over time 

 

Over time the benchmark indicators used and distribution as between the three broad 

areas of the pyramid have changed. This in part reflects the changes in Ireland’s 

industrial structure and stage of development and the reality as to what is defined as 

success does change over time, both to reflect the economic and social context we are 

operating in, but also a deepening of our understanding of the issues. We have also 

moved from less focus on input indicators to outcomes, such as in education from pupil-

teacher ratios to comparative education attainment and from investment in R&D to the 

productivity of that investment in terms of citations, patents etc. We also have less 

reliance on perception and qualitative indicators and put more focus on quantitative data 

sources and the use of more composite indicators.  

 

Over the last five years the emphasis has shifted more towards indicators assessing the 

essential inputs and sustainable growth outcomes; the share of indictors relating to policy 

inputs reduced from 56% in 2005 to 44% in the 2009 Benchmarking report, while the 

share for essential conditions increased from 35% to 41% and for sustainable growth 

indicators from 9% to 15%.  

 

Within Essential Conditions, more emphasis has been placed on pay and non-pay costs 

and on business performance indicators relating to trade, investment, employment and 

entrepreneurship.  

 

Under sustainable growth, more emphasis has been placed on income measures, where 

the number of indicators has increased from 9 to 15 and quality of life.  

 

Within policy inputs, we have seen a greater focus on competition and regulation, 

continued strong focus on taxation and on access to finance, with reduction in some areas 

such as cluster development, business formation management and innovation, in part due 

to data availability issues.   

 

The Benchmarking report is but one report, but it is the baseline. As part of the 

publication, the Council provides an overview of the key issues from the data. This is 

subsequently incorporated in the annual Competitiveness Challenge report, sometimes 

published simultaneously, or as last year, with a gap of some months to allow for further 

deliberation on the most important issues. This is an important part of the influencing 

agenda.  

 

Systematic measuring and benchmarking of competitiveness can help also to identify the 

most important areas for a broader and deeper analysis of key issues. The initial 

benchmarking is a most useful scanning exercise in helping to identify those key issues 
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or weaknesses that require further investigation.  In addition, the issues and indicators are 

in many cases inter-related and indeed action needed and success in one area is 

dependent on the actions in other areas. These linkages between the indicators and policy 

domains and policy actors are important.  

 

The role of benchmarking is not to duplicate or substitute for the work of existing 

advisory bodies or ministries, but rather should add value in terms of providing common 

bases for analysis and for discussion and provide a common platform for action. It also 

provides a basis for ensuring that we are dealing with the most important issues and areas 

for further work.  

 

These can then be taken forward by the Council, as in 2009 it prepared a number for 

more detailed statements on the subjects of Education and Training, on Our Cities: 

Drivers of National Competitiveness, on Energy, and for key sectors of the economy 

Driving Export Growth: Statement on Sectoral Competitiveness
6
. Benchmarking is also a 

key part of Forfás’s more general policy analysis and advice work, in particular in areas 

such as communications, waste management and energy policy and performance.  

 

8. How the Council’s Focus and Policy Advice has evolved 

 

The reports of the Council are to serve two broad purposes. The first is to identify 

priority areas for action to improve competitiveness. The second is to provide reference 

material for policy makers, to help refine the actions needed in all areas of policy to 

improve competitiveness.  

 

In its first report in 1998, the Council warned that ‘…Ireland’s competitive position, 

while outstandingly strong in recent years, is not yet based on solid foundations...danger 

signs such as skill shortages, infrastructural bottlenecks, lack of investment in 

telecommunications...’. 

 

In 1999, the Council was warning that ‘…Ireland’s economic success faces danger from 

a series of converging issues, which include skills shortages, poor transport 

infrastructure, inadequate housing supply and unbalanced regional development..’ 

 

The focus in 2000 was again on ‘…serious capacity constraints seriously threatening the 

sustainability of Ireland’s economic performance.’ The Council also emphasised that it 

‘…remains convinced that the process of Social partnership is central to the 

competitiveness of the enterprise sector – and therefore of the economy as a whole….of 

the necessity of long-term investment in education and training, and science and 

technology….and ….we must develop the capacity of our public sector to respond more 

quickly.’ 

 

These reports were prepared against a background of significant decisions being taken in 

the context of a new National Development Plan being prepared for public capital 

investment in roads, water, international telecoms connectivity and education 

infrastructure, a new National Spatial Strategy for the period to 2020, together with 

significant expansion in funding for STI and the establishment of a new research agency, 

Science Foundation Ireland.  

                                                 
6
 See 2009 NCC publications at http://www.competitiveness.ie/publication/nccSearch.jsp?yr=2009  

http://www.competitiveness.ie/publication/nccSearch.jsp?yr=2009
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The focus of the benchmark indicators and of the Council’s advice was very much 

aligned to our stage of development, in the midst of a period of rapid economic growth 

and emerging skill shortages and attuned to these broader national policy discussions and 

was an important input to their orientation. The Council also prepared a number of more 

detailed background reports on issues in relation to telecoms and the planning process 

and transport which were referenced in various government decisions. So while the 

messages may seem critical, the Council did recognise achievements and did try to keep 

a focus on addressing the key weaknesses.  

 

In 2001, after the introduction of the Euro currency in Ireland, the Council’s message 

was stark in relation to costs ‘…Ireland’s competitive position is under increasing threat 

as wage rates outstrip productivity’. The Council warned that ‘we have started to take 

our competitiveness for granted…this can have serious consequences…particularly since 

we no longer have domestic control of exchange rates and interest rates’. The key focus 

was on wage adjustment ‘…wage rates are now growing at the fastest rate in the 

OECD…growing at twice the rate of productivity, which means we are losing 

competitiveness…other employment costs such as taxation and insurance have 

risen…significant increase in electricity prices….this is a worrying cost environment, 

both for domestic enterprise and foreign firms located here or considering locating 

here…’  

  

In 2002, the Council’s fifth Annual Competitiveness Report had a familiar message 

‘…escalating prices, wage costs and infrastructure deficits must be urgently tackled if the 

Irish economy is to remain competitive…’ The key concern was the dramatic increase in 

consumer price inflation, above the eurozone target of 2% and fuelling wage demands. 

The Council noted that ‘...any decrease in international competitiveness could have 

adverse effects on employment and income levels…undermine future health of the 

public finances…put at risk the benefits of the last ten years of unparalleled growth.’ 

 

This focus on high rates of consumer price inflation was again reflected in the Council’s 

advice in 2003, which focused on the Government’s forthcoming budget in December 

that year. It advised that ‘the Government should avoid inflation-fuelling increases in 

customs and excise duties, VAT and publicly administered prices in the forthcoming 

budget…’ It noted that Ireland was then the ‘…joint most expensive country in the euro 

area for consumer goods and services, along with Finland…4
th

 most expensive for 

insurance premiums… 3
rd

 most expensive for landfill costs… and… 3
rd

 most expensive 

for electricity costs..’ 

 

In 2005 the Council continued to focus on the ‘…pressures on our competitive position 

going forward are considerable…continued growth in domestic prices and wages and 

intense competition from EU accession countries and emerging Asia in export markets 

and for FDI flows’. It noted that ‘…economic growth and social progress are two sides 

of the same coin and our competitiveness is crucial to boosting living standards and 

quality of life…’ The Council’s recommendations focused on actions to develop the 

knowledge economy, on improving the regulatory environment for industry, on 

recovering cost competitiveness though competition and regulation, fiscal policy, public 

sector efficiency and recommending that ‘the next social partnership wage agreement 

should make wage growth more sensitive to developments in our international 

competitiveness…’  
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The 2005 ACR did highlight our continued competitive strengths in taxation (ranked 1
st
 

for both corporate and personal taxes), our strong entrepreneurial culture (1
st
 in EU and 

7
th

 in OECD), labour market adaptability (7
th

 in EU) and our openness to trade and 

investment (ranked first for FDI in OECD). It also highlighted our relative 

underperformance in investment in education and in research, high wage inflation and 

business costs and a weakening in the performance of our export-driven manufacturing 

sector. The Council noted that some of this weakening in export performance was being 

compensated by strong growth in demand for domestic goods and services, as in the 

construction sector, but that ‘…in the long run, in a small open economy like Ireland, 

economic prosperity ultimately depends on our ability to sell goods and services abroad 

and therefore on our international competitiveness’. The Council was clear on the 

importance of productivity, ‘…in response to higher costs, Irish firms need to increase 

productivity…one way is to ensure vigorous competition.’ 

 

In summary, over the period 2001-2005, the main focus was on the issues of relevance to 

our stage of development, the tightening of the labour market and increases in costs 

crowding out internationally trading activities as evidenced in a weakening export 

performance. The focus on productivity growth, prices and regulation and competition in 

markets were of acute concern and did lead subsequently to the establishment of the 

National Consumer Agency, charged with protecting consumer interests and a stronger 

advocacy role for the Competition Authority in areas such as retail planning and 

professional services.  

 

During 2006-2007 the Council became increasingly concerned at the un-sustainability of 

our economic growth, warning of the rapid rise in private sector debt, with construction 

and domestic demand  as the main drivers of growth. It again focused on the key 

messages of firm-level productivity, innovation and cost competitiveness, in particular in 

locally trading services.  

   

The Council stuck to this message in 2006, noting that ‘…domestic consumption and 

construction have replaced net exports as the drivers of growth…supported by high and 

fast growing private debt.’ It identified priority areas to be addressed as prices and costs, 

knowledge-intensive workforce and a competitively priced and secure supply of energy.  

 

At the end of 2007, the Council concluded we needed to ‘…stimulate vigorous 

productivity growth, develop greater innovation across the economy and restore cost 

competitiveness in major markets’. The Council noted that while productivity levels in 

Ireland remained strong ‘…our productivity growth rates have weakened in recent 

years’. 

 

By the time it came for the Council to issue its 2008 report, we were in the midst in the 

maelstrom of the global financial crisis, the collapse of Lehman brothers in the US and of 

the construction sector in Ireland. The Council led with the message ‘we cannot afford a 

defeatist attitude about our future: Ireland must focus on the policies which improve 

competitiveness’. For 2008, it set out the key policy challenges as restoring fiscal 

sustainability, restoring cost competitiveness, achieving public sector reform and 

positioning for the recovery in terms of investment in education, securing our energy 

supply and moving towards a low carbon economy. 
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The Council followed up this with an interim assessment of progress in mid 2009, which 

noted the good progress on the public finances and the banking stabilisation but called 

for focus on key competitiveness issues, in particular cost competitiveness, adjusting 

wages, lowering energy costs, tackling administered costs and supporting competition. It 

also set out the need to tackle a number of labour market and education challenges and 

actions to restore Ireland’s reputation internationally. In the midst of all this, the 

economy was undergoing a major restructuring, and in fact our exporting sectors 

continued to perform relatively well, in particular relative to other developed economies. 

Irish exports declined by just -1% compared with averages for other OECD countries of 

15-20%. Ireland had experienced a 35% decline in international competitiveness between 

2000 and 2008, but recovered some 5-6% of this loss by mid-2009 as the economic crisis 

lead to deflation of close to 2% in Ireland compared with an increase in inflation in our 

trading partners of 1%.  

 

And finally by the end of 2009 we were back to basics – focus on getting the macro 

issues of public finances and banking back on sustainable footings and focus on the key 

issues of costs and measures to boost productivity growth and export performance.    

 

The Council over the 2008-2009 period did play a role in the monitoring and building 

consensus on the dynamics of change and options for corrective action. Given the pace 

of change it convened a high level conference in early 2008 as a ‘conversation’ on the 

dynamics of change from a business perspective, with the summing up address by the 

Secretary General to the Government. Again in the autumn of that year, the Council 

convened a further conference focusing on the exporting sectors of the economy and the 

policy options to deal with the challenges in the public finances and access to credit.  

 

Over the last year the Council together Forfás and other bodies has strongly advocated 

and provided advice on the need to return to productivity and export-led growth, to 

broaden the tax base to provide a more sustainable basis for the public finances, for 

greater competition in the professions, for investment in third and fourth level education, 

investment in our cities as drivers of growth and to allow the necessary adjustment to 

happen in the property market – issues that are central to the national recovery agenda.  

  

9. Conclusions 

 

In the case of Ireland, competitiveness was for a time defined as based on costs and 

labour and real effective exchange rates but over time our understanding of the dynamics 

of economic development and of how enterprises compete has broadened and deepened 

that perspective: 

- recognising that nations do not compete, but rather it is enterprises that compete 

and it is the productivity levels at the firm level that matter to their ability to win 

market share; 

- that the productivity performance of each of the inputs to the business matter, 

including the provision of services and inputs provided or influenced by the public 

sector; 

- that for a small open economy such as Ireland the most appropriate definition is 

not just that of productivity of firms in the national context, but their relative 

performance and their ability to compete on international markets and to grow 

market share; 
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- it follows that as the world economy changes in terms of trade, investment, 

technological innovations and globalisation continues apace, the basis for 

comparative advantage and for competitiveness are also likely to be dynamic and 

change over time. So the ability of policy systems to scan, monitor and adjust to 

those changes is essential; and, 

- competitiveness is important not just for its own sake, but to achieve our broader 

national economic and social development objectives, the most important of 

which is achieving sustainable increases in standards of living and well-being for 

our people.  

 

In measuring competitiveness it is important to remember that while benchmarking is 

useful - it informs the policymaking process and raises awareness of the importance of 

national competitiveness to Ireland’s wellbeing, nonetheless, there are limitations to 

benchmarking: 

- while every effort is made to ensure timeliness of the data, there is a natural lag in 

collating comparable official statistics across the selected countries, for example 

wage rates etc. There are also factors that are difficult to benchmark (e.g., the 

benefit of being in the GMT time zone or of speaking English fluently); 

- secondly, given the different historical contexts and economic, political and social 

goals of various country industrial structures, differing physical geographies and 

resource endowments, it is not realistic or even desirable for any country to seek 

to outperform other countries on all measures. The WEF have a useful approach 

of defining relevant indicators for a country’s stage of development. There are no 

generic strategies to achieve national competitiveness; and 

- it is important to note that trade and investment between countries is not a zero-

sum game; economic advances and improvements in competitiveness by other 

countries can, in aggregate terms, lead to improvements in living standards for the 

Irish population. 

 

Finally, it is important to bear in mind that measuring and benchmarking competitiveness 

has a precise objective – to identify weaknesses and to determine corrective actions. 

Inevitably this can mean that reports or analyses can be critical in nature, but it is 

essential that this is not seen as a negative or to deny the considerable progress that has 

been achieved, but rather to identify ways to sustain and enhance that progress into the 

future.  

 

Benchmarking at national level is needed, especially for governments, trade unions and 

business associations. These share a need to assess the economic environment and 

infrastructure, the tax and financing environment, the efficiency of labour markets and 

the performance of the national innovation system. Benchmarking against best practice 

internationally helps in the case of Ireland to identify the key areas for policy action and 

to learn from best practice as to solutions and options that can work in the Irish context.   

 

Despite the recent turmoil, we have made good progress on strengthening our 

competitiveness potential and improving the ability of Irish firms’ ability to compete 

successfully in international markets. While a major part of this adjustment may be a 

cyclical response to the recession, it provides an opportunity to address structural issues 

identified in previous benchmark analyses. We continue to reform our processes to take 

decisive action in a crisis. Most recently on 23 March 2010 the Taoiseach/Prime Minister 

announced a number of structural changes to government ministries to bring a clear 
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focus on job creation, education and skills, assistance to the unemployed and alignment 

of investment in third level research.  

 

We do not have to be the best at everything to be competitive, but we do need to have the 

right combinations of policies so that we create the right environment for long term 

sustainable growth.  

 

As the first chairman Brian Patterson of the NCC once noted ‘competitiveness is the only 

real security – anything else is built on sand’. The need to maintain competitiveness is 

unrelenting and never ending. It is by achieving and growing competitive advantage that 

we can look forward with confidence to the future.  

 

I wish you every success with your endeavours. 

 

Ends.   

 

 

 

 

 


